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Product heterogeneity cost difference and technology licensing of enterprise

with incomplete bargaining power

ZHAO Dan' WANG Zong5un'® ZHANG Hong-hui'
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2. School of Management Wuhan Institute of Technology Wuhan 430205 China

Abstract: This paper establishes a multi-stage game model which includes such majority quantifiable parame—
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ters as product heterogeneity R&D spillover enterprise absorptive capacity innovation scale cost difference
after innovation and bargaining power in the existing literatures and tries to unify the diversified conclusions
on technologyicensing behavior of innovator. The results show that: 1) the possibility that the innovator be—
comes monopoly when the cost differences between enterprises after innovation is large enough is not likely to
take place owing to large heterogeneity between products; 2) the role of innovator’ s bargaining power lies not
only in gains on “quantity” ( licensing gains) but also choice of “quality” ( choosing licensing strategies) ;

3) R&D spillover enterprise absorptive capacity and innovation scale have an indirect impact on the innova—
tor” s licensing behavior by the cost difference between enterprises after innovation; 4) the innovator’ s bar—
gaining power can work on the behavior only in the part of region comprised of the cost difference and product
heterogeneity constantly. When the cost difference is small output—oyalty licensing is always optimal for inno—
vators regardless of bargaining power and product differentiation. When the cost difference and product differ—
entiation are rather large fixed<fee licensing is always optimal. But the optimal ways of licensing are from out—
put—royalty to fixedfee in the specified region as the innovator’ s bargaining power becomes larger.

Key words: product heterogeneity; spillover effect; absorptive capacity; cost difference; bargaining power;

technology licensing
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