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calculation of social welfare which considered part of producer surplus in the operation of PPP project under the
guidance of government and classifying the public goods market into three states i. e. the high middle and
low demand needs. By analyzing the different allocations of pricing right between public and private sectors
and then maximizing the different benefits individually by public and private sectors it derives the pricing
mechanism and the different impacts of related parameters on it under three different demand states examined
the relationship between the interval of price regulation by government and the cost in the operation of public—
private partnership projects and also find the different correlations between the pricing and the demand elas—
tics of public goods in different market demand levels so as to bring forward some suggestions for pricing of
public goods in the practice of PPP projects.

Key words: public—private partnerships; operation; pricing; market demand level

( 53 )
Impact of auditing embedded in incentive compensation on internal capital
market efficiency

ZHANG Fang CHEN Liang-hua ZHANG Yue

School of Economics and Management Southeast University Nanjing 211189 China

Abstract: Internal capital market allocation efficiency depends on the effectiveness of internal capital alloca—
tion decisions. Based on the standard real options model we construct an internal capital allocation decisions
model and emphasize that internal auditing plays an important role in internal capital allocation decisions. Our
results suggest that CEO compensation incentives can be effective in ameliorating inefficiencies in internal cap—
ital allocation decisions. However we cannot help but achieving sub-optimal result which is a trade-off be—
tween rent extraction and allocation efficiency. Thus it is necessary to embed auditing into compensation in—
centives to bind them. We find that managerial auditing is better than financial auditing in improving efficien—
cy. Finally we verify the results of our model with an example of Nanjing P Group.

Key words: internal capital market; allocation efficiency; internal auditing; compensation intensives



