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types in public-private partnership projects

Feng Zhuo!, Song Jinbo!, Feng Qing!, Pan Kai’
(1. School of Economics and Management, Dalian University of Technology, Dalian 116024, China;
2. China Petroleum Planning and Engineering Institute, Beijing 100083, China)

Abstract: In public-private partnership (PPP) projects, when the project company contracts out the construc-
tion task, it can adopt either the horizontal outsourcing model or the vertical outsourcing model, under the
former of which the project company contracts with a contractor who is not the member of the project compa-
ny while under the latter the project company contracts with one of its members. No matter which outsourcing
model is used, the contract type can be either the fixed price contract or the cost plus contract. We study the de-
cision of the project company on contract type and outsourcing model. By building a Stackelberg game model
between the project company and the contractor, we find that the project company’s decision on contract type
depends on the difference between the fixed payment to the contractor under the two contract types. Specifical-
ly, if the difference is sufficiently large, then the cost plus contract should be adopted and otherwise, the fixed
price contract adopted. We have further analyzed key factors in affecting the project company’s decision in-
cluding the operation revenue in unit time and the incentive coefficient under cost plus contract. Regarding the
comparison between the two outsourcing model, we find that horizontal outsourcing typically leads to higher
benefits for the project company.
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Fig. 1 The project company’s profits under the two contract types under the vertical outsourcing model
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Fig. 3 The project company’s profits under the two contract types under the vertical outsourcing model
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