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Research on contract’s explicit incentive mechanism and

reputation’s implicit incentive mechanism

Ma Li' Huang Mengying® Ma Meishuang'

(1 Business School, Dalian University of Technology, Dalian 116024; 2 Department of Construction

Management, Dalian University of Technology, Dalian 124221)

Abstract: Engineering project’ s quality embodies the building contractors’ credibility and
responsibility to,the owners and the society, because the building contractors own more information
about the engineering project under construction, while the owners and the society locate in a rela-
tively weak information position, asymmetric information may lead the building contractors act
against the owners’ benefits in order to pursue their own interests. Based on principal — agent theo-
ry, this paper established a reputation model to compare the utility function of the building contrac-
tors as the agent under the explicit incentive mechanism of contract and implicit incentive mecha-
nism with the reputation, and got the prerequisites and ways of achieving incentives. Also it point-
ed out the rationality and superiority of the combined explicit and implicit incentive effects of con-
tract and reputation, made some suggestions for how to fully motive the building contractors under
the principal - agent relationship.

Key words: asymmetric information; contract; reputation; incentive mecha
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