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The study of the influence of interest rate on exante investment in
a PPP project in the per spective of incomplete contract

SONG Liying, ZHANG Weiliang
(School of Economics and Finance, Xi’an Jiaotong University, Shanxi Xi’an 710061)

Abstract: PPP project is a case of incomplete contracts exemplarily because we cannot describe the future condition at
large. The change of interest rate will affect the unverifiable exante investment. The present essay studies the influence
of interest rate on exante investment in a PPP project by building an incomplete contract which includes interest rate.
We find that compared with social optimal level, cost innovation investment and quality innovation investment will
result in distortion under two kinds of ownership, that the rise of interest rate will cause negative inducement to exante
innovation, that compared with social optimal level, the degree of distortion of exante investment will be weakened
under the two ownerships when the interest rate increases, while the degree of distortion of exante investment
strengthens under the two ownerships when the interest rate decreases, and that the government should choose fiscal
policy according to the different aims.

Key Words: incomplete contract; interest rate; PPP; exante investment
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