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Fee versus royalty technology licensing with network externality

PAN Xiao-jun, CHEN Hong-min, XU Li
The School of Management, Shanghai Jiaotong University, Shanghai 200052, China

Abstract: This paper studies and compares technology licensing by means of a fixed-fee and licensing by
means of a royalty in a Cournot-duopoly market with network externality, where one of the firms has a cost-re-
ducing innovation. It is found under the fixed-fee licensing method, that, only when the magnitude of the in-
novation is less than the non-drastic innovation, will the innovation firm license its innovation, and the value
of license fee is depending on the two firms bargaining game. If licensing is granted by means of a royalty, the
rate of royalty is not related to network externality under non-drastic innovation and is negatively related to net-
work externality. The royalty licensing is superior to fixed-fee licensing for the patent-holding firm with non-
drastic innovation

Key words: technology licensing; network externality; fee licensing; royalty licensing



