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Relational Contract Design for Public Goods Technological

Innovation Based on Double Moral Hazard

WANG Lu
(' School of Business, Jiangsu Ocean University, Lianyungang 222005, China)

Abstract: The cooperative innovation between public department and enterprises in public goods technological innovation
can enhance the level of public goods technological innovation and public services, and the ability of enterprises technological
innovation. However, there exists double moral hazard in the cooperation. Aiming at the above mentioned problem, the
incentive mechanism of formal contract and relational contract in public sectors is designed. The conclusions indicate that the
formal contract cannot motivate the optimal R&D effort level of the system, resulting in the loss of system income. For any
discount factor, the R&D effort and revenue of both parties under the relational contract are not less than that of the formal
contract, and with the increase of the discount factor. With the increase of discount factor, the more efficient the self-performance
mechanism of relational contract is, the more obvious the incentive effect of relational contract on the performance of optimal
R&D commitment is. When the discount rate reaches a certain threshold value,relational contract can effectively motivate both
the public sector and enterprises to implement the promised system optimal R&D effort level to achieve system optimal and
social welfare maximization. Enhancing the discount factor can be realized by strengthening bilateral specific assets investment,
knowledge sharing mechanism, trust relationship and construction of enterprise reputation mechanism.

Key words: public goods technological innovation; double moral hazard; relational contract; formal contract



