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The Analysis of Inside Licensing under
Differentiated Competitive Behavior

Kang-Cheng A. Wang', Ping-Yao Chou", Yi-Cian Wu'™",

keskskok

Chun-Huang A. Lin

Abstract

This paper develops a duopoly model to investigate the licensing behavior of inside
licensors under different competitive relationships with its competitor and a conjectural
variations approach is employed. Assuming that both the licensor and licensee engage in a
quantitative competition in the same industry after licensing, we obtain the following results.
First, the less competitive a market with a non-drastic innovation, the more likely the licensor
would prefer a fixed-fee licensing to a royalty licensing. Second, considering the magnitude of
competition between firms, the optimal royalty rate could be smaller than the cost reduction

after licensing when the licensor is responsible for selecting a royalty licensing regime.
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