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@ Many reforms at the USPTO — no clear effect on innovation
@ What about the financing of innovation?
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framework
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@ Strategies: entrepreneur’s choices
o develop in-house with partial licensing («)

@ moral hazard problem — the effort of in-house development (diligent
or negligent management)
@ 2 problems

e Entrepreneur financing problem — «
o Industry model — equilibrium (g¢, x¢, v¢)
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o Protection against imitation (breadth) — beneficial for innovation and
enhance social welfare

@ At the industry level, financial constraints

o reduce fraction of entrepreneurs who develop new innovations
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o R&D investments are different from ordinary investment

@ mainly investment in human capital
o degree of uncertainty associated with its output

e R&D investment — gap between the external and internal costs capital

@ asymmetric information between inventor and investor
e moral hazard — ownership versus management
@ tax considerations

e Cockburn, and MacGarvie (2007) “Patents, Thickets, and the
Financing of Early-Stage Firms: Evidence from the Software
Industry,” NBER
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@ What firms, and in what industry, do both R&D?
@ Licensing process
e how to design licensing contracts?
@ lump sum versus royalty
e cross-licensing agreements
@ What is the role of the investor?

@ Data on venture capital?
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@ Main parameters

e A1 probability that the incumbent preserves his niche when threatened
by imitators

e Ay probability that the incumbent preserves his niche when threatened
by new innovations
@ exogenous variables

e Do not depend on the skill of the incumbent to defend his patent

@ Infringement costs
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