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Case Against Licensing

Licensing must be long-term strategy
with full management support —
or forget it

BY WILLIAMF. SILVIA*

International technology transfer or licensing, the case
against. That’s the title of my talk. When you saw that
title listed in the program, you probably wondered what
an executive from Union Carbide was going to say in order
to make a case against licensing. I did also! If you are at
all familiar with Union Carbide—and I'm sure most of you
are—you know that we have a very active licensing pro-
gram. So my talking against licensing would seem
strange, if not out of the question.

Well, there is a case to be made against licensing. But
the case against which I’'m going to speak about may not
be the one you are thinking of, The case against licensing
is not that a corporation shouldn’t allow another company
or nation to benefit from its hard-earned valuable
technology. It’s not because licensing isn’t profitable. It’s
not because licensing is not a valid business strategy. And
it’s not because your technology is the only game in town.

The case against licensing that I’'m going to talk about
this morning is that: Unless you are committed to licen-
sing as a basic strategy of your business, don’t try it.

That’s obvious, isn’t it? That statement is like saying
that a company shouldn’t be in business unless it’s com-
mitted to business. Yet, there are corporations out there
with very active licensing programs, but without the kind
of commitiment to licensing thatis essentialin order tobe
successful.

1 should not mention names and of course I'm not going
to. But I do know of companies—major U.S. industrial
firms—that have ongoing licensing activities that are not
fully supported by a commitment of resources, not fully

supported by management, not fully staffed, not equip- .

ped for proper follow up after the license is granted, and
not capable of providing technical support or pest-startup
services.

I suspect you know what I'm talking about. The situa-
tion in which a licensing program gets so-called full sup-
port, but which in reality is only token support up to a
point. When other business interests seem to conflict, or
perhaps when the number of new licensees is not up to
plan, then the support for the program becomes less than
full and everybody suffers.

*President, Catalysts and Process Systems Division,
Union Carbide Corporation, Danbury, CT' paper
presented at LES US.A./Canada Annual Meeting,
October 1984.

In that situation, you could make a good case against
licensing. If there’s not a 100% commitment behind the
licensing program, then you should not be doing it. With
less than afull commitment there is a possibility, or even
a certainty, that both the licensor and the licensee will
come up short. It’s the old philosophy that is almost a
cliche—if it’s worth doing, it’s worth doing right.

That brings me to the subject I'm actually going to ad-
dress today. You might call it, “doing it right!” Unless
licensing is one of the basic commercial strategies of a
company, the company must question whether it should
be licensing at all.

Commitment

I'm going to be emphasizing that commitment is the
key word. Beginning with the premise that licensing is
going to be a basic strategy of doing business, then
management must get behind the licensing program with
its full commitment to “doing it right.” Management
must commit—that is, to dedicate completely—the
necessary resources. And the mainingredient in the com-
mitment is people: People for managing licensing,
marketing, research and development, manufacturing
support, training support, and technical service support.

On the surface it may seem obvious that you have to
have a commitment of people for managing, marketing,
technical support and the other activities related to licen-
sing programs. Often, however, people in licensing end up
wearing too many hats. The manager who is responsible
for carrying out policy should not be out selling, and the
sales person is probably not the one who should become
involved in the highly technical aspects of transferring
the technology or managing the program.

Manufacturing support for the licensing effort should
come from still another area. Making a process run effi-
ciently and effectively is the job of operations people who
are totally familiar with the process. Training, of course,
should be an integral part of the licensing contract.

The people who are going to giveinstructions on how to
operate the plant should come from the ranks of those
whose regular job is training. Finally, there should be a
group of technical service people available to give contin-
uing help as thelicensee gets into regular production and
sales.

Organization

In our experience, the critical aspect of making a suc-
cess of licensing is to have the kind of organizational
structure in which a licensing program can function
smoothly and grow. Here’s one example from something
that happened to me. Not too long ago a licensing repre-
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sentative from one of the largest chemical companies
came in to see me and said, “I really envy the way Carbide
has arranged its licensing organization. My company is
set up on a strictly functional basis with a vice-president
for marketing, vice-president for manufacturing, and so
forth. Licensing is just an add-on, and I find it difficult to
get anywhere with my programs.”

Now, I can’t say that we at Union Carbide have the best
organization for ]icensing, or the only type of organization
that works. But it is working for us, and before I close to-
day I'll say more about how we are organized. I will note
at this point—confess might be a better word—that
Union Carbide has not always had a complete commit-
ment to licensing as a basic business strategy.

We were incorporated in 1917. Almost right from the
beginning of the company we were interested in licensing
because from the beginning we have placed a great deal of
emphasis on technology. But licensing for many years was
an adjunct. Not unlike the situation I just referred to in
repeating the remarks of a licensing representative from
another firm. We had a program that was an adjunct, an
activity that took second priority; something like the
water that is released through the spillway of a dam when
the entire flow isn’t needed for making electricity.

In those days our technical people were in favor of licen-
sing and they would push licensing programs within the
company as strongly as they could. But the commercial
people said, “Look, we have products to make, products
to sell and distribute, and customers to satisfy. Licensing
should not impede our commercial interest, which after all
must come first” Doesn’t this sound familiar?

You might think that Union Carbide in those days
represented what I'm now calling a case against licensing.
Well, to the extent that we did not have licensing as one of
our fundamental business strategies, we were an example
of the “case against.” We did have individual licensing ac-
tivities, But the key point is that we didn’t have all the
parts in place. In effect, we considered licensing to be a
nice sideline, important though not integral to our
businesses. ‘

Cause of Change

What changed our outlook? What prompted the deci-
sion to quit wasting water over the dam? It was our
remarkable process for manufacturing polyethylene—
UNIPOL.

Think for a minute about your own company and sup-
pose you had a principal bread-and-butter product that
was capital intensive and energy intensive. Imagine that
this product was approaching maturity and threatened
by competition from newer materials. Then suppose that
your technology department came up with a way to make
that product with one half the investment of capital and
one-quarter of the energy requirement for operation. Too
good to be true? With the UNIPOL process for linear low
density polyethylene, it was true for us.

With UNIPOL we had revolutionary technology that
was an order of magnitude better than anything else.
Because it had so much potential, our management
debated long and hard the pros and cons of licensing
UNIPOL. It became clear that the technology had so
much in its favor that it would be difficult, if not impos-
sible, for one company, Union Carbide, to develop that
potential,

To make clear the position we were in, I'll repeat what
Tom Tomfohrde—who was going to be up here speaking to
you today—said two weeks ago in Paris, at a meeting of
the Societe de Chimie Industrielle. He said, “We could not
afford the cost of developing and sustaining the continu-
ing advances of our UNIPOL technology based solely on
Union Carbide’s production of polyethylene.”

We were somewhat in the position of the proud owner of
a Rolls Royce who could not afford to employ a driver,
mechanic, polisher, and a heated garage. We saw that a
strong licensing program for UNIPOL was essential for
us to stay on the leading edge of polyethylene technology.
We also saw that we had to establish licensing as a basic
business strategy. No longer could we get along with hav-
ing licensing as an adjunct to our regular activities. It had
to be part of the strategic plan.

More than 46 UNIPOL reactors have been licensed. By
next year, some 25% of the world’s capacity for
polyethylene will be based on our technology. I think it is
important to mention that these plants are not being
operated by newcomers to the plastic business. Many of
our licensees are highly experienced, technically compe-
tent producers that have the intrinsic capability of
developing competitive processes. They are using our

technology simply becauseit’s more cost-effective to buy

proven technology than allocate the extensiveresources
necessary for researching and commercializing a new pro-
prietary process.

As an aside, we feel that licensing is a two-way street.
Licensing-in is just as important to us as licensing-out.
Our experience indicates that it is many times less cost-
ly and less risky to license state-of-the-art technology
than to develop it yourself. Even companies that
historically have relied on their own resources should con-
sider the often less-costly strategy of licensing new
technology as it appears in the world arena.

Other Examples

Tb get back to my UNIPOL example, it is by no means
our first licensing success story, though history may
prove it tobe our biggest and most dramatic. We are also
extremely proud of our low pressure process for making
oxo alcohols, using a rhodium catalyst. We’ve had an
active program for licensing this process, with the result
that today approximately 28% of the world’s oxo alcohol
capacity is based on Union Carbide’s rhodium technol-
ogy. Weexpect this percentage toincrease to 40 or more
over the next few years as new facilities and converted
plants using our process come on stream. Furthermore,
recent technolpgy breakthroughs in low pressure oxo
have provided us with the opportunity to license a
second- generatlon process.

Up to now I've been speaking about chemicals and

plastics. Union Carbideis often considered to be primarily

achemicals and plastics company. But you know we make
other things, too. Our Linde Division, for instance, is the
largest producer of industrial gases in the United States.
Thirty years ago, 1954, we invented and patented a pro-
cess for purifying iron and steel using gases separated
from the atmosphere. We called it the argon-oxygen-
decarbonization process, or AQD for short.

In the AOD process we inject oxygen, argon, and nit-

_rogen into a refining vessel to remove sulfur and other

undesirable elements. Of course, we don’t make steel. But
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licensing our AOD process has helped our Linde Division
to sell more industrial gases.

Our first commercial installation of AOD was in 1968.
Our 104th installation took place this year. Not only do we
have 104 mills and foundries using AOD, but 75% of all
the stainless steel manufactured in the western world uses
the process. In this country, it’s 90%. So you can see that
AQOD licensing was very successful for us, because it was
an integral part of Linde’s business strategy.

What I have said may seem to contradict my case
against licensing—that you shouldn't have anythingless
than a complete commitment.

So, is there acontradiction? Perhaps. Union Carbide has
had licensing successes in the past on a divisional level
with processes that were, and still are, revolutionary in ad-
vancing the technology. Those were the days of dramatic
growth for the chemical industry, and we may have told
ourselves that we were too busy to consider whether we
had a sufficient commitment tolicensing. We were able to
capitalize on the obvious licensing opportunities, even
though we did not have a deep commitment. We carried on
our businesses and had pockets of licensing activity here
and there. They were not all as successful as the examples
I have mentioned.

Marketing Group

If my “Case Against Licensing” is correct—and I real-
ly believe it’s correct—an earlier commitment by Union
Carbide of organization, resources, and people tolicensing
would have given me even more success stories to relate to
you today. On the positive side, I am pleased to say that
just recently we have established within the corporation
a.group that is committed in every sense of the word to
licensing. Even broader than that, we are committed to

marketing advanced technology and services as a basic -

commercial strategy.

What I am referring tois Union Carbide’s Engineering
and Technology Services Group, established in July 1983,
I want to comment on that new group as an example of
how one company has organized its effort to make licen-
sing and the marketing of advanced technology a funda-
mental strategy of doing business.

The Engineering and Technology Services Group is a
separate business group. On the corporation organization
chart, E&TS Group is on the same level as our other
major business groups such as Chemicals and Plastics,
Industrial Gases, Metals and Carbon Products, and
Home and Automotive Products. Mr. Tomfchrde, who
heads up the group, is an executive vice-president of the
corporation. I mention these structural details to em-
phasize how we have positioned technology marketing on
an equal footing with our other prime business interests.

Under the heading E&TS we have one division that is
respansible for prov1d1ng services to external customers
— services such as engineering and design technology,
process and plant design, project and construction
management, and training and. manufacturmg services.

What we call “UNIPOL SYSTEMS” is organized asa

separate department that has the charter of providing a
package of services for the polymers industry including,
of course, the licensing of product and process technology.
In this same department we have units that offer
engineering and design packages, training, and related
equipment and manufacturing services. These services
are part of our full commitment which assures that the
sale of technology does not end when signatures are plac-
ed on a contract. We have the organization — you might
callit an infrastructure — to provide necessary follow up
services.

Product Line

My division, which is the Catalysts and Process
Systems Division, focuses on licensing technology other
than UNIPOL, and supplying engineering and design
packages for the chemical process industries and the
hydrocarbon processing industry. Our product line con-
sists of proprietary chemical processes, zeolite catalysts,
and adsorbents, process equipment developed by Union
Carbide, and various proprietary systems. In addition to
licensing Union Carbide Technology, we are activein such
things as computer systems for process control and opera-
tions management, and engineering services for building,
operating and maintaining plants.

In this new business thrust we are not just trying to
capitalize on past successes. If we did that, we probably
wouldn't get very far or stay in business very long. We
have a strong program for developing new technology
that will be added to the list of products and processes
available for license. Our group spends more on R&D than
most pharmaceutical companies. Included in these pro-
grams are new processes, new catalysts, new separation
systems, and new proprietary consumable products.

In closing, I hope that I have been able to convey our
“case against licensing.” If you haven't made a full com-
mitmentto licensing, then you do a disservice to yourself
and your clients by providing less than a total package
and less than complete follow up. Licensing is a hard sell
in today’s world. Thisis a fact that does not require much
proof. The western world is mostly a high technology
world, and it takes a revolutionary system such as
UNIPOL to attract attention and licensing
opportunities.

Itis in the marketing of technology to developing third-
world countries where your commitment tolicensing will
now be even more critical than ever before. This is where
the management, marketing, and technical support of
your licensing program will be looked at most closely. It
takes alot of people resources to mount a successful licen-
sing and service program in the Third World. We have
hundreds of people on-duty outside of the U.S.A. today.
Licensing is a lot more than a short-term tactic for im-
mediate income. It has to be a basic business strategy.
Your management must be fully committed to doing the
technology transfer right. Commit the necessary
resources or forget the idea completely. That’s the case
against.
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