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Abstract

The construction of public housing has become one of the most important
policies in China during the process of reformation, development and amelioration of
property market. Because of the settlement of construction capital, it is far from
enough only depending on the public finance. Since shortage of sustaining and
effective financing support, many local authorities are unable to maintain continuous
development in public housing. Public Private Partnership (PPP) is expected as an
effective measure in the field of Chinese public housing, which combines the
strengths of public sector, private investors and financial institutions. PPP could not
only reduce the pressure of public finance, but also brings relatively stable returns for
private investors and financial institutions. It is accelerating PPP’s research and
application in the field of Chinese public housing both theoretically and practically.

Fixed-price contract is often used in Chinese public housing projects whether or
not based on PPP model. The asymmetry of information and the difference of the
objective function between the principal and agent can easily bring the problem of
“adverse selection” and “moral hazard”, which probably cause the fluctuation cost
risk or project’s function damage risk. After selecting an agent, government hopes to
design some of the contract terms which can avoid reducing in the comfort of Chinese
public housing or the sustainable development caused by cost factors.

The research objective of this dissertation is to build up a motivated model for
incentive contract with some important parameters, including concession period,
adjusted rent and the ratio of shared revenue, etc. The content of the study includes: (1)
analyzing and summarizing the delivery model of Chinese public housing, the
elements of PPP model, and the feasibility when applying PPP on Chinese public
housing project; (2) analyzing the important steps in the bidding process, then making
an evaluation index system of Chinese public housing PPP project; (3) discussing the

key motivation factors of PPP projects, which is consist of concession period,



adjusted rent, and risks of project;(4) by studying the incentive and restrictive
mechanism, establishing the decision model of concession period and adjusted rent in
the framework of principal-agent theory. The study results show that, the struggling
cost coefficient is an important parameter affecting the concession period, and the
correlation between concession period and the number of public houses is positive, as
well as the correlation between concession period and the risk-averse degree of
Project Company is negative. The decision of adjusted rent is related with the
struggling cost coefficient and the number of Chinese public housing. Meanwhile,
government limits the maximum amount of rent, and the optimal adjusted rent cannot
exceed the limited rent. The author hopes that this analysis can provide some valuable

references to the application of PPP model in Chinese public housing.

Keywords: Chinese public housing; Public private partnership; Incentive mechanism
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