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Price Contracts for Moral Hazard
Problems in Technology Licensing

XIANPING YUE
(Tongling University)
Harving Gu
(Shanghai Jiaotong University)

Abstract Making use of contract theory, this paper analyzes several price contracts for
the moral hazard problem in technological licensing. Moral hazard is a result of the substitu-
ting behavior of the licensee. We find that that the licensor can design two separate contracts
to deal with the problem. A pure fixed-fee contract can be used for high-cost behavior and a
linear price contract including both a royalty and a fixed fee can be used for low-cost behavior.
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