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International Effects of Licensing

Role of licensing in contemporary
setting as well as its niche in history

BY RT. HON. THE LORD SHERFIELD

What I will try to do, is to try to put licensing in its
historical setting and relate it to the contemporary €n-
vironment.

The Second World War gave a dramatic impetus to
technological development and we have experienced ad-
vances of such rapidity that we are only now beginning to
feel the effects on our political and social structure. The
principal focus of this advance was the United Statcs,
which received contributions, mainly in the form of in-
dividuals, scientists and engineers who werc either
refugees from national socialism or persons seconded
from allied countries. By the early fifties, when wartime
sceurity considerations began to lose their validity -—
marked imbalances in technological achievement became
apparent, on the one hand between the United States and
other industrialized countries, most of which had been its
allies or associates in World War 11 and on the other, and
perhaps even more strikingly, between the developed and
the developing countries,

Then began a public international discussion, which
went through many stages and which is still continuing
through in a rather more nmuted and relaxed key.

We passed successively through somewhat emotional
debates on the technological gap, and management of
technology, the brain drain, the use of scientific man-
power, and the “American Challenge™.

In the sixties the tcchnological gap was an “in™ subject
and was the theme of countless articles, seminars and con-
ferences of which I myself attended two or three. After
rivers of printers ink had been used up, it was concluded
that if there was a gap it was a management rather than an
information gap, and so the next “in” theme was the Man-
agement of Technology, again the subject of countiess dis-
cussions. 1 quote from a contemporary report (1968) by
Sir Solly (now Lord) Zuckerman on “Technological In-
novation in Britain’: “Clearly vigorous commercial and
scientific management is every bit as important as the idea
which is being exploited”,

The Brain Drain was perhaps more particularly a Brit-
ish concern and again was the subject of many reports and
debates. It too affected the developing as well as the
developed countries, since, for example, medical brains
drained to the United States were replaced in Britain by

' Indian, Pakistani and other medical brains who stayed in

*Lord Sherfield, GCB, GCMG, Raytheon Europe Interna-
tional Company, England.

England rather than return to their own countries.

The next major subject, “The American Challenge”,
was a political as much as a technological matter, Helped
by some statistics which were subsequently challenged in
their turn, Monsieur Servan-Schreiber made a political
peint in a very etfective manner.

But soon the focus of interest moved on to other sub-
jects, mainly concerned with the effects of technological
advance, such as doomwatching, conservation, and limits
to growth. I will discuss these brietly later.

From Know-How '74

The point I want to make now is that the calmer ap-
proach to so many aspects of technological advance and
transfer, is partly due to the work of your own society and
its members and it is to this aspect of the main subject that
I will now address myself.

Differing considerations apply depending on whether
the transfer of technology is made between two in-
dustralized countries whose levels of technical compe-
tence arc at least comparable, or between an iIn-
dustrialized and a developing country,

I consider first the transter between two industrialized
countries and [ identify several channels through which it
can take place.

The first is through people; by sending individuals or
groups, academic or professional, to study or train in
another country. The efficacy of this depends on the
quality of the individual, the length of the period of study
or training, and whether at the end of it the individual
returns to his or her country, He, or she, often does not.

The second is through international projects. Typically
every advanced country seeks to develop its own tech-
nology by all the means open to it — by the encourage-
ment of R&D in universities and national laboratories,
through research contracts to industry, and by finance
public or private for the various stages of innovation. It is
relevant that work financed in this way is often defense-
related and is subject to more or less stringent security
provisions. Through these methods the relative influence
of governments in the forefront of technology is probably
increasing in most countries, and the corollary of this is
that governments will exercise a greater control over the
transfer of the information which they have acquired in
this way. This in most cases is likely to have a restrictive
effect.

Notwithstanding the importance of government's role
in this respect the great proportion of technological ad-
vance takes place within industry as part of the production
process and is more or less successful according to the in-
itiative, skill and judgment of the management. In some
large companies new ideas do not always get sufficient en-
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couragement or support. There is a tendency to become
bureaucratic and conservative and to be content with 1m-
proving the efficiency of an existing process, rather than
embark on the troublesome but ultimately more reward-
ing path of introducing novel ideas. This leads to the ap-
pearance of small spin-off companies which are the main
applicants for private finance for innovation. This area of
activity need not and usually does not involve any transfer
of technology at all across frontiers,

The mounting costs of R&D have i recent years led to
numerous attempts to combine the demands on resources
of men and money in international, particularly European
projects, which, however, have had very uneven success.

These are of several types. First there are intergovern-
mental organizations.

In the European ficld we have now had considerable ¢x-
perience of such organizations in Euratom, in ELDO, in
ESRO, and in CERN, and, in a wider context, in ICAQ,
These bodies have all suffered in varying degrees from
conflicting nationalistic influences. Euratom, in particu-
lar, had a very frustrating experience in this respect from
its inception. Broadly speaking such institutions arc suc-
cessful in direct ratio to the distance of their work from
commercial exploitation. The nearer to basic scicnce the
better they perform. The outstanding illustration of this
proposition is CERN. But for the same reason the actual
transfer of technology within these institutions tends to be
small.

More effective are joint projects which can either be an
an intergovernmental basis or on an industrial basis with
or without government support.

In the first category we have in Europe the Dragon proj-
ect. In the second we have the MRCA, the European air-
bus, and the various groups concerned with the develop-
ment of uranium scparation and reprocessing. Here 1
believe success depends on single management of the proj-
ect by one country (Dragon) or by a joint company (in the
case of the others [ have mentioned) and of course on the
efficiency of that management. Outside Europe we have
Comsat and Telstar and the most ambitious of all, Skylab.
In this sector the transter ot technology is, | suspect, much
greater and may include cross-licensing.

Thirdly, in this area there i1s in Europe, the movement,
so tar slow, hesitant and perhaps only partially successful
toward transnational mergers (Agta Gevaert, Duniop-
Pirelli).

Finally, there are the big international consortia formed
to take on major engineering contracts usually outside
Europe and North America.

This leads me on to the transfer of technology through
the multinational company. These companies have been
and continue to be the object of attack, largely from lett-
wing quarters, and they are also the object of suspicion in
many official circles as well. Yet most of them have made
immense contributions to the expansion of international
trade, and though it is clearly impossible to quantify the
statement, I suggest that they have been more effective in
bringing about the transfer of technology, and in closing
technological gaps, than any other single tfactor. They are
very flexible. They can select for transfer those products
which can most efficiently be manufactured outside the
headquarters country, and adapt their policy to the skills
available elsewhere, producing high technology products
in advanced industrial countries and products only need-

ing intermediate or low technology in less advanced coun-
trics. They have in practice to adjust themselves to
governmental policies and local economic and social con-
ditions, and it is to their advantage to make the transfer
casy and usually without payment, They often forego the
remission of profits to the headquarters country.

At the present time the contribution made by licensing
may well be comparable to that made by international
companies, though since the former is quantifiable and the
latter is not, this is pure guesswork,

There are however, two factors which in present condi-
tions favor licensing as against other forms of technology
transfer,

The first is the rising cost of national and inhouse R&D.
Governments and companies in these inflationary times
are looking hard for opportunities to cut down R&D
budgets. This attitude among other things tends to weaken
the N.L.H. (not invented hecre) syndrome which has in the
past adversely affected so many companics, and also
Defense Ministries and armed services. Licensing looks
progressively more attractive, especially as the benefits it
has conterred on countries and industries which have gone
in for it in the past are now becoming clear and widely un-
derstood. Japan is the favorite dlustration.

The sccond factor is the experiences, which so-called
“venture capital” companies have had in financing in-
novation. It was well understood that this was a risky busi-
ness, and that the risk applied not only to the financing of
development and start-up situations, but also to the com-
mercial exploitation of developed products. It was ex-
pected that there would be a high proportion of failures,
and a larger number of moderately successtul enterprises,
and that the reward must be looked for in the success ot a
small minority percentage of the portfolio.

I have referred twice to Japan, but statistics tend to lag
behind or even to obscure the facts. Today Japan may be
approaching ncarer to the European countries in the
quantity and quality of its industrial research and
development, especially within the private sector, The
statistics are masked by the circumstances that Japan
spends very little on defense R&D. It has probably al-
ready imported a great deal of the basic technology which
it requires, and its recent achievements in technological
progress are almost certainly augmenting its export per-
formance.

I add a few words about licensing to less developed
countries, where therc are some special considerations,
The first is the availability of trained people, not so much
a few high-quality professionals, of which there are always
some, but of technical back-up for them. The second is
that transfer of technology to many of these countrics got
off to a poor start. They naturally wanted to have the very
latest of everything, nuclear reactors, computers, ad-
vanced aircraft — the lot, and in many cases they were not
able to make the best use of them. It has taken time to
realize that many of them would have been better off, and
advanced more steadily and solidly if they had been con-
tent with low or intermediate technology at the outset of
independence and built on that.

Quite recently I had the opportunity to visit a rapidly
developing country in Latin America and was able to see
at first hand something of the problems which they are
facing. Strong nationalistic and socializing tendencies
lead them to expropriate or nationalize foreign interests,
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especially in the extraction industries. But they do not
have the management capability to run the industrics cffi-
ciently themselves and it will be many years before they
can train up the middie and lower management expertise
on which so much depends. The result is a very uneasy
situation, in which the gap has to be tilled by contracting
for management, often with the firm which has been c¢x-
propriated, or by their replacement by other foreign ad-
visers. In either case it is often felt necessary to double
bank the foreign management with local people (if they
can be found) and this leads to confusion and inefticiency.

There remains, therefore a difticult psychological prob-
lem, and the task of consultants, licensing or other, who
have to advise them in this respect has been, and will no
doubt continue to be one of considerable responsibility. It
cannot be easy to judge the level of technological pro-
cesses and products which a development country can ap-
ply and utilize properly at any given moment. It is here
that multinational companics, who have of course similar
responsibilities, may have an easier task in spite of their
political problems and the ever present risk of what has
been called nationalization by telephone.

Improving standards of competence and the widening
economic base of many industrialized countries are no
doubt making the consultants’ task easier, but it is in this
area of activity that the licensing protession has the oppor-
tunity to make a major contribution to cconomic growth
and prosperity through the world. I know that the Licens-
ing Society is already giving a good deal of thought to this
question and 1 have read a most interesting talk on
transfer to technology in relation to Latin America given
recently by Mr. Finnegan to one of the Society’s meetings.

| said earlier in my talk that the focus of public interest
had moved on from the development of technology to the
consideration of its ecological and social effects. In recent
years this had led to movements which have in many cases
fostered attitudes actively hostile to the development of
technology and sometimes to science itself. These move-
ments, starting from the undoubtedly firm ground that in-
sufficient attention has been given in the past to the
ecological and social implications of particular tech-
nological processes, have, over the years, acquired a
strong emotional content, and at times seem to verge on
the irrational.

Certainly, in the field of energy, for example, resources
and processes desperately needed, if standards of living
are to be maintained and social and economic distress
avoided, have been held up for years by small groups of
resolute idealists through the use of legal expenditures
and political pressures. There is always difficulty in dis-
tinguishing between scientific and pseudo-seientitic argu-
ment, and there is an even greater area ot dispute which
involves value judgments of the most controversial and
complex nature. By what criteria, to generalize from two
recent cases, does one balance the loss of some species of
plant or insect against thc need of a great industry for
water supplics, or the welfare of herds of elk against the
requirement ot large populations for heat and light.

There is also a wide range of questions as to the degree
of hazard to which it is reasonable to expose a popula-
tion. Since human beings cannot live any kind of normal
and productive life without taking some risks, and since
there is no such thing as a fail-sate or a foolproof existence
(which in any case would be intolerable) what degree of

risk is rcasonable? There is a tendency, tor example, to set
acceptable radiation levels below what is received by liv-
ing in or ¢ven visiting @ mountain resort. The intensity of
teeling on these matters varies from country to country.

As far as the U.K. is concerned it is well known that the
British tend to put the welfare of animals before that of
human beings! It remains to be seen whether this
preference will survive an energy shortage.

I came across a striking examplc of this phenomenon
during recent travels. In Japan 1 was informed that the
new Tokyo International Airport recently completed at a
cost of (I think) ¥250 billion, and desperately needed
owing to the unbelieveable congestion of the existing air-
port, is not in operation. The reason is that 24 farming
tamilies are resisting the routing across their land of some
pipelines, essential to the tunctioning of the airport. That
is, cach family is holding up the realization and cmploy-
ment of ¥10 billion of public money.

Too often the result of the various pressures and agita-
tions is that a decision is put off and another committee or
inquiry is instituted. Therc are problems which can only
be settled by a government, or in some cases by two or
three governments in consultation, and they are the sort of
decisions which require a degree of political courage that
is not always present,

Opposition and resistance to new technology takes
another form which a labor force refuscs to operate new
advanced and expensive plant on the grounds that it re-
quires a smaller number of men or women to work it.
There have heen some important examples in the United
Kingdom in recent years, especially in the docks. It is a
contemporary form of the sentiment which in the early
days of the industrial revolution in England, led workers
to smash new machinery introduced inte factories. These
manifestations have serious consequences for the economy
as a whole, as well as for the firm or firms which have
madec the investment, and in addition discourages capital
investment in advanced technology which would other-
wise have been undertaken.

This is a very difticult phenomenon to handle, It is a
case where small sectional interests prevail over the
public advantage, and calls for intelligent and skillful
leadership on the part both of management and labor
which again, unhappily, has frequently not been present.

I need not labor these matters. Many persons have had
some experience of the endless delays and postponements
which oceur in dealing with such problems, large or small,
and are aware of the high economic cost, which is caused
by what has come by some frustrated people to be called
the curse of “conservation”, which is not of course the
same thing as the control of industrial pollution. Alrcady
the burden placed upon industry, especially in the United
States, by legislation concerning the prevention ot pollu-
tion and so on, is having the cffect of increasing costs, eat-
ing up scarce capital resources, if they arc indeed avail-
able, and therefore limiting growth.

I raise this thorny subject because it is one which those
who are concerned, as all of you here are, with the ap-
plication and development of technology, should not be
afraid to discuss frankly and openly.

Moreover, one aspect of the problem is of course on our
doorstep here in Oslo and across the North Sea. The dis-

{ Please turn to Page 42)
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cient foreign trade system. These actions are a part of a
positive trend toward foreign trade reorganization and
economic reform,

[ts new joint-venture law is representative of this ap-
proach to economic dealings with the West. Ideally, the
Romanians would like their Western partner in a coopera-
tive arrangement to pay for all the equipment, provide all
the technology, limit the foreign equity to 49 percent and
promote the sale of products in Western markets.

New trading arrangements, into which a number of
American corporations have ¢ntered — or shortly will
enter — reflect this new attitude toward foreign invest-
ment.

This cooperative spirit was displayed in 1974 at the first
meeting of the Romanian-U.S, Economic Council. The
American section was represented by 44 executives from
25 firms and trade associations. | was pleased to be one of
the participants from this country. Among the subjects
that we discussed were the possibility of joint ventures,
import and export opportunities, and existing obstacles to
the expansion of bilateral trade.

International President’s Message
(Continued from Page 2)

Since the majority of the delegates to LES International
are located in Europe, 1 am scheduling the Annua! Meet-
ing of LES International to take place at that hotel on
Sunday, September 21 — one day betore the opening of
the LES International conference. Accordingly, all dele-
gates should reserve this date on their calendars and plan
to attend. 1 also urge all of our members worldwide to at-
tend this important international conference,

Interest in Hungary

Representatives of licensing organizations in Hungary
(NOVEX and LICENCIA) have asked that 1 come to
Budapest this spring to discuss the possibility of organiz-
ing and holding an International Licensing Conference in
Hungary in the early part of September 1975, If this con-
ference proves feasible, there will be the possibility of a
member society in Hungary or a region of Eastern
Europe, inciuding Hungary. LES International also was
approached by representatives of licensing organizations
in Yugoslavia to help them conduct a licensing conference
there sometime in 1975 with the aid of UNIDO.

Still further, we hope to find an appropriate time and
place to meet in Germany in the near future. This could
lead to the formation of an LES member society in Ger-
many,

As you can readily appreciate from the foregoing, there
is a great deal of activity occurring in the area of respon-
sibility of LES International. As you know, however, LES
International itself has no individual body of members. lts
members constitute the entire membership of all of the
member socicties. LES International must turn to all of
you for assistance in carrying out its program of activities,
and particularly in supporting and attending the Interna-
tional meetings of which we have many scheduled for
1975,

We're off to a good start, so let’s all keep up the momen-
tum and make sure that LES International grows into the
strong and influential organization that it promises to be,

International Effects

of Licensing
{Continued from Page 5)

covery and exploitation of North Sea oil, which is vital to
the economies not only of Norway and the United
Kingdom but of the whole of Western Europe, has an im-
pact on some rather small and specialized communities
and some wild but beautiful country. It exemplifies the
conflict between essential economic progress and the in-
terests of conservation. The energy shortage, and the para-
mount need to develop additional resources (especially in
oil) and alternative sources (particularly nuclear energy)
have sharpened this issue to a point which to many sincere
and committed people may be agonizing. But, as our
American friends say, “something has got to give™.

On the other side ot the world there is a precisely
paraliel conflict arising over the exploitation of the
offshore oil field in Southern California, where strong
conservation groups are up in arms against those who need
the oil.

I have two comments to make: The first is that the
deleterious eftects of technological processes can only be
remedied by the application of science and technology to
the appropriate counter measures. There is here a large
and relatively new field for research, development and of
course licensing.

The second is that it would be desirable for all who
have a professional interest in technological matters to
devote some time and resources to the task of securing a
more balanced and objective understanding of the issues
involved.

In many cases, the welfare of large populations is at
stake and there is, | suggest, a respensibility on those who
have professional competence and understanding, to try
to educate public opinion and to influence public
authorities,

Legal Restraints on

Licensing
(Continued trom Page 6)

would often like to have competition between his licen-
sees. On the other hand, the small licensor will often, if he
does not have a very strong pull in the market, be unable
to convince his licensee to accept to take a license if one
does not grant him exclusivity. It is a kind of problem
which might be different from the small and big licensor
and which might look very different in the national in-
terest from case to case.

Another kind of restriction is the loyalty clauses. They
require of the licensee not to take up any competitive
lines. This would seem obvious, but recently it is proposed
to be against the national interest. More difficult is the
question if the licensee should have the right to oppose in-
dustrial rights registered by the licensor. In Common Law
it is obvious that the licensee cannot do this, Regulations
in the Common Market and the United States would tind
such a loyalty clause as a hindrance to competition and
therefore a criminal offense.

Length of the Agreement. Here the licensor and possibly
the licensee would tend to wish for a long-term coopera-
tion. We have licensing agreements in Norway 30-40 years
old and still going strong. These are whar you might call
specialization agreeements. This is a kind of licensing




