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Abstract: For a monopolistic input supplier and homogeneous Stackelberg or Cournot duopolistic fims in the
dow nstream industry, amodel is developed to exanine how the optimal decision of themonopolist in the upstream
industry, the equilibrium payoffs and the innovation incentives of the duopolists in the dow nstream industry are
determined It is found that the incentives of drastic innovation of duopolists facing a monopolistic input supplier
decrease considerably, compared with those facing perfectly competitive input market, while the difference in
incentives of non-drastic innovation is not obvious
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