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Research on incentive mechanism for water supply companies in
South-to-North Water Transfer East Route Project

YANG Lian-fen HU Zhen-yun
State Key Laboratory of Hydrology-Water Resources and Hydraulic Engineering
Hohat University ~ Nanjing 210098  China

Abstract With regard to the moral hazard between water supply companies and employees in South-to-North Water
Transfer Project an incentive model for decreasing the moral hazard was given by use of the principal-agent theory in
economics of information. Through analysis with the model it is pointed out that the mental incentive and material
incentive may help to improve the efforts of workers and it is necessary to establish a combinatorial incentive mechanism
relying on workers' favoritism. It is also concluded that the workers' efforts are not only positively related to the cost in
their psychological factors but also positively related to their ability therefore moral education and ability cultivation
should be emphasized in companies. Moreover the objective evaluation and subjective evaluation should be combined in

effect and benefit evaluation.
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