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<music> 

Kristin Ouweneel: Welcome to the Applied Economic Perspectives and Policy Podcast; 

a production of Oxford Journals and the Agricultural and Applied Economics Association.  

Today’s podcast features a discussion between Ted Jaenicke and GianCarlo Moschini 

about an upcoming article in AEPP which was co-written by Matthew S Clancy and 

Professor Moschini.  If you are interested in reading the article or learning more about 

AEPP please visit aepp.oxfordjournals.org. 

<music> 

Ted Jaenicke: Good morning.  My name is Ted Jaenicke and I’m an Associate Professor 

at Penn State University and I’m speaking with GianCarlo Moschini who is a Professor of 

Economics at Iowa State University.  He also holds the Pioneer Chair in Science and 

Technology and he’s on the faculty of Iowa State’s CARD, the Center for Agricultural and 

Rural Development.  I’m speaking with GianCarlo today about his forthcoming paper in 

the next issue of Applied Economic Perspectives and Policy and that paper is titled 

Incentives for Innovation:  Patents, Prizes, and Research Contracts.  Good morning, 

GianCarlo.  How are you? 

GianCarlo Moschini: And good morning, Ted.  I’m fine, thanks.   

Ted Jaenicke: Well, I’m really happy to talk with you about your paper this morning.  So, 

in general, let me see if I have this right, your paper investigates the role of incentives for 

research and innovation where market failures are common because of the public good 

nature of research and knowledge of course.  And so, in your paper, you investigate 

potential remedies for these market failures mostly focusing on patents, research grants 

and innovation prizes just as your title suggests; and, of course, you also discussed some 

of the policy implications.  So, I guess my first question for you is that patents and 

research contracts have been part of our research and innovation policy for a long time 

and so does that mean that we have a very clear idea of their strengths and weaknesses 

when it comes to incentives? 

GianCarlo Moschini: Well, that’s a good place to start.  Let me say at the outset that this 

is a paper I have written with a co-author; Matt Clancy is a doctoral fellow supported by a 

grant from the United States Department of Agriculture so at least from our perspective 

some of the grants do good things and you’re absolutely right that these are issues that 

we have studied for a long time and we have learned a lot but of course that we are 
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talking here about second best solution to a rather difficult problem then so whereas we 

have learned a lot as we explain and digest in the paper there are still a lot of open 

questions. 

Ted Jaenicke: Yes.  Well maybe, at least for the sake of the listening audience and my 

colleagues, my ag econ colleagues, could you summarize a little bit of some of the 

weaknesses associated with patents and perhaps research contracts that makes a 

second best solution necessary, so to speak? 

GianCarlo Moschini: Well yes.  So I mean the fundamental problem that we deal with is 

that we are thinking of ways of producing new knowledge and new knowledge is it’s the 

public good.  Public good means that it’s really difficult to appropriate the social value of 

the new knowledge, of the innovation by any inventor or discoverer.  So when such 

activity are costly, which they are in most settings, the prospect of being essentially 

imitated and expropriated away would deter efforts and so that’s why the first best solution 

is really not possible.  And there are standard ways to try to deal with that; one is public 

provision of this public good, essentially the government does it.  But even if we would 

compare [ph?] this way of thinking about it, ultimately research needs to be undertaken by 

individuals and so individuals have very specialized knowledge and expertise and so even 

by the government funding research there is still you are providing the correct incentives 

on the ground, if you like.  So that’s one side of this story.  The other side of this story that 

perhaps is more important for patents is that considerable amount of research and 

development activity in the modern economy are undertaken by industry.  Industry spends 

twice as much as the federal government, at least, on such activities and clearly for 

industry to be able to justify such large expenditures there has got to be a way to 

appropriate some of the returns of innovation; and that’s where patents come in, among 

other things. 

Ted Jaenicke: But what would you say some of the weak parts of a patent is?  Your 

paper talks about their duration, their scope and essentially the signing of monopoly rights 

to the patent holders.  Is it the monopoly rights that generates the weaknesses, would you 

say? 

GianCarlo Moschini: Well, the patent is really trying to strike a compromise between two 

contrasting objectives.  One the one hand there is the pursuit of dynamic efficiency, at 

least that’s how we put it, which means that stronger patents create more incentive for 

additional innovation.  But at the other end there is the sense that the exclusivity that is 

granted with a patent, essentially some sort of monopoly, leads to exposed efficiency 

losses.  And so, balancing these two things is the tricky part and so this is done in a 

number of ways.  One is by limiting the durations of the exclusivity that is granted by a 
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patent, you know, which is, as you know, 20 years from the date of filing.  So, whether 

that is too long or not long enough is difficult to say.  You know, it’s electable that in such 

a system some inventors would be overcompensated, the patent is too long essentially for 

the value, social value of the innovation, whereas other inventors may be 

undercompensated.  So, that’s that but the length of the patent is only one of the 

attributes and it’s difficult to discuss it without thinking about the scope and the breadth of 

a patent, which essentially is the range of application upon which the patent is awarded 

exclusivity and indeed we have been concerned that some of the patents may be overly 

broad.  And so why this is a problem is that often innovation are the springboard for 

further innovations and by restricting the use of new knowledge, of new technology there 

is the possibility of actually slowing down innovation rather than accelerating it.   

Ted Jaenicke: Let me switch gears and ask you about innovation prizes a little bit and I’m 

not sure if everyone who’s listing is as familiar with innovation prizes as they might have 

been with patents, for example.  So, I was wondering if maybe you could, as a start, help 

us visualize what an innovation prize might be and maybe give it some either a concrete 

explanation or some examples? 

GianCarlo Moschini: Well, a prize is essentially a mechanism that sets out some 

standards and provides a reward for innovations that are described in the prize itself.  You 

know, one of the famous ones was a few centuries ago, actually, that was awarded by-- 

was run by the British government in looking for the solution of the longitude problem and 

essentially there was a major navigation issue to be resolved.  It was very difficult for a 

ship to know where they were relative to the coast and this lack of knowledge about the 

longitude would lead to shipwreck and major loss of property and lives.  And so, this prize 

was carefully described; a large sum was set aside for that and eventually some of it was 

awarded to the inventor, John Harrison, although there was some controversy at the time 

about, you know, essentially the prize was never paid out in full because the prize 

committee was never convinced that the solution proposed by Harrison, which was 

essentially a high precision clock, was good enough.  But the idea of the prize, again, is to 

describe an innovation, describe the prize that would be awarded to the first innovator and 

then put the knowledge in the public domain.  So what it tries to do, really, if you go back 

to the discussion we had about patents, is to eliminate the exposed [ph?] efficiency laws 

of patents.  The problem with patents is that they are a good incentive to innovate but 

after the fact, essentially, they restrict use of the innovations.  And the best thing to do 

with knowledge and with innovation is to use it as widely and as freely as possible, of 

course.  And so, that, I think, is what prizes are really trying to do. 

Ted Jaenicke: So let me turn to the third big topic of your paper, another remedy for 

some of the market failures and that is the use of competitive research grants and the 

whole competitive research grant proposal business that you and I and many of our peers 
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take part in every year all across the sciences, I guess, too.  So, could you explain, just for 

a minute in terms of background, how that type of process, this is government provision of 

research funding, how that might help solve some of the underlying issues that are 

systemic in the provision of research and innovation; so just in terms of background, how 

do research grants fit into all of this? 

GianCarlo Moschini: Well, a research grant has to do with the delivery of public funds 

for the pursuit of innovations, you know.  So as we discussed earlier, one of the standard 

prescriptions for market failure that relates public good, for which there is not enough 

private incentive to supply public goods, one of the standard provisions is that the 

government does it.  But what does it mean?  So the government comes up with the 

funds but then it needs to rely on scientists and engineers and scholars to actually do the 

research.  And so, how to allocate such funds, how to allocate scarce research fund is a 

question and the competitive grant system is one way in which such funds can be 

allocated and one that does become, probably rightly so, very important in our way of 

giving out public research funds. 

Ted Jaenicke: And regarding the competitive grant system and process, your paper 

discusses some of the weaknesses or biases that have developed in that process and if I 

understood it correctly one of those biases or weaknesses is that it can lead to conditions 

that favor low-risk research proposals maybe because the odds of success for those low-

risk ones may be higher.  So is that true?  Do I have that weakness relatively correct? 

GianCarlo Moschini: Well, that’s certainly a possibility, yes, and it’s one that has raised 

some concern, you know, and so the nature of the competitive grant system is essentially 

meritocratic.  So, you want to give funds to projects and researches that are the most 

deserving and this is not easy because you are allocating such limited funds in a context 

that is characterized by extreme asymmetric information while the research, I know, is 

quite different than what the funding agency knows or can observe and in this setting the 

possibility of moral hazard is high and market monitoring is very costly.  And so, in such a 

setting it’s inevitable that a major metric for awarding new grants is the reputation of the 

researcher and the track record of the researchers in the performance of previous grants.  

So that’s sort of a part of this asymmetric information, moral hazard type setting.  And in 

addition to that, as you know, funding agencies are quite sensitive to the need for 

accountability in the use of public funds and this naturally calls for evidence of results.  

So, showing success, it’s very important and perhaps more so than the extent of the 

success that can be shown and so all of this, of course, leads researchers to play it safe, 

as it were, and so perhaps to select among the possible projects those that are most 

predictably successful.   
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Ted Jaenicke: Well, let me try to put you on the spot one more time in terms of grant 

programs.  Let’s suppose that I’m say the panel manager of a grant program and what 

advice would you give me, not that the panel manager has a lot of say because there’s 

usually a grant panel collectively makes the decision, but do you have any advice for the 

practice of-- once a grant program is in place and proposals are being reviewed, what 

should I do if I’m on one of these panels or the panel manager? 

GianCarlo Moschini: Well, that’s an interesting question because we do find ourselves, 

now and then, in such a position and, as you said, by the time it gets to that stage it’s 

really not much that can be done.  So much of it has already been pre-determined.  And, 

of course, I think thoughtful and qualified panel review members is extremely important 

but I’m not sure that this review process can really be improved that my much.  My 

experience is that it’s typically quite professional actually, you know, so if one wanted to 

make a difference, I think, is the stage at which the grant contents are designed and I 

mean the definition the terms that end up in the request for proposal; you know, that is 

certainly more important.  And one comment that I would make here is that perhaps we 

need to rediscover the value of focusing funding on individual researchers and on gifted 

investigators and with fewer strings attached rather than say funding large research 

teams that typically involve considerable coordination costs and they are also vulnerable 

to free-riding and opportunistic behavior.  So, if I had anything to say specifically about 

that, that’s what I would encourage. 

Ted Jaenicke: GianCarlo, I’ve really enjoyed speaking with you about your forthcoming 

paper.  I learned a lot about the mechanisms of research and innovation and how to 

approach the whole process, frankly, as a researcher and a sometimes grant reviewer, so 

I appreciate your paper and I’m glad that we had a chance to talk. 

GianCarlo Moschini: Thank you very much.  It was a pleasure. 

<music> 

Kristin Ouweneel: The article discussed today, Incentives for Innovation:  Patents, 

Prizes, and Research Contracts, which was co-written by Matthew S. Clancy and 

GianCarlo Moschini, can be found in volume 35, issue two of AEPP.  If you have any 

feedback or follow-up questions, please send an email to podcasts@oxfordjournals.org.  

If you are interested in learning more about AEPP or signing up for free AEPP content 

alerts visit aepp.oxfordjournals.org.  For more information about the Agricultural and 

Applied Economics Association, visit aaea.org.  The music featured in today’s episode is 

the song Forward by Northward Bound. You can find it online at freemusicarchive.org.  

Thanks for listening.    

mailto:podcasts@oxfordjournals.org
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<music>  

#### End of AEPP_v3512.mp3 #### 


