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Owner’ s tunneling and its supervision: a game theory approach

Le Yun Liu Min Li Yongkui
( Tongji University, Shanghai 200092, China)

Abstract: Similar to that in corporate governance, tunneling is also common in construction industry. Tunneling in the
state investment projects is defined as the transfer of project values from the public to stakeholders by legal and illegal
ways. Tunneling in the state investment projects is classified according to the construction phases, and typical examples
are given accordingly. Based on the two main hypotheses of no collusion between owner and supervisor, and complete
information, a continuous-strategy static game model is established. Then under more flexible conditions, continuous—
strategy dynamic game model is established. The solutions of static and dynamic game models and their moving direction
are compared. The results show that supervision could significantly reduce owner’ s tunneling. Systems, such as post—
project-audit and lifetime responsibility that can oblige owner to consider their long-term interests are theoretically
reasonable and tunneling should be punished severely. Finally, further study about the contents of tunneling in the state
investment projects and its supervision solutions should be continued.
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