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Incomplete Contract, Efficiency and Trust

LU Xiaohe

(Center for Business Ethics, Shanghai Academy of Social Sciences, Shanghai 200235, China)

Abstract: If market trading is optimal, why do a large number of transactions take place within the enterprise? According to
Ronald H. Coase, this is because the transaction cost in the market is different from the transaction cost within the enterprise, and
the property right has the effect of reducing the transaction cost. But what are transaction costs, how do they arise, and by what?
Oliver Hart (2016 Nobel Prize winner in economics) argues that this is because the contract is incomplete, and therefore the key
to improve efficiency is to place in the hands of the same party, the part of power that is not specified in the contract, what he
calls "residual control" and "residual income rights". In my opinion, the reality is already: the control and ownership are
separated, the transaction is not a single owner; the silent or implicit presence in the original input-output enterprise model has
come to the front stage through stakeholder theory and practice and become a dominant existence. It should be noted that the
realistic changes of modern enterprises and property rights have broken through the traditional concepts of control rights and
property rights, and put forward new topics with challenging and important practical significance. The development of business
ethics theory and practice in recent decades, as well as the innovation practice in China, has provided a new perspective for the
Hart-Coase's problem and the reform of state-owned enterprises in China.

Key words: incomplete contract; efficiency; stakeholder theory; trust
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