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Government’' s guarantees on revenue level in concession contracts

YU Guo-an
Bustiness School  Hohai Univ.  Nanjing 210098  China

Abstract In design of concession contracts the government sometimes provides guarantees for concessionaires on their
revenue. If the increment of consumers surplus produced by government’ s guarantees is less than the expenditure of the
guarantees the social welfare will reduce. So it is necessary to balance the surplus of consumers and the cost of public
funds in determination of the level of guarantees. In this paper the concession contract is taken as a payment contract
under a framework of principal-agent theory and an analysis is made on the concession contract under optimal guarantee
level with risk-neutral concessionaires by use of the backward induction method in dynamic game theory. Finally it is

pointed out that the fee rate to users should depend on the shadow cost of public funds and price elasticity of goods.

Key words government’ s guarantee concession contract risk-neutral cost of public funds

1957

28-63 8.00

gn\\%\%\/x R S o e e R e "1\%\%\?‘)

é
¢
;\
$
:
¢
)
§
‘
:
)
§
;
:
)
§
‘
:
)
g
‘
:
¢





