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The Innovation Incentives of Public-Private
Partnership under Incomplete Contracts:
Analysis on Innovation Conditions of Social
Welfare Based on Public Services Supply

L AT Dan-xin,FEI Fang-yu

(Antai School of Economics and Management ,

Shanghai JiaoTong University , Shanghai 200052, China)

Abstract: Being as a mechanism of public services supply different from
the traditional modes, the public-private partnership makes a PPP combina-
tion responsible for the construction and operation of infrastructure projects.
Under incomplete contracts, the paper analyzes the innovation conditions of
social welfare in the public-private partnership which are helpful to increase
public services supply. It indicates that the positive externality of the con-
struction innovation on the operations revenue, the consistency of social val-
ue and economic value of the innovations and the comparison between the in-
novation capability of public sector and the one of private sector are all the
crucial factors influencing the above innovation conditions. Besides, it also
suggests that some factors such as contract costs and risks should be taken
into account while building up the public-private partnership.

Key words: public-private partnership; incomplete contract; innova-
tion; public services supply
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