Smaller Businesses and Licensing

Recent data show licensing is not
preserve of large firms; informa-
tion exchange is needed
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Once thought to be the exclusive preserve of large firms,
licensing has been found to be not that at all. Recent data
tend to confirm earlier conclusions that smaller
businesses have considerable interest in licensing. The
financial dimensions of that interest suggest that greater
governmental assistance would not be amiss.

BACKGROUND

Understandably, the literature has not focused equally
on the three forms of foreign trade — exporting {and im-
porting), ownership abroad (or investment, if we may use
the words interchangeably), and licensing. The first two
have enjoyed the attention that activities of their dimen-
sion naturally generate. Licensing has run a poor third in
the literature and has been accorded neither the scope nor
the depth of coverage of the other two. '

We can define licensing as a contract to use some in-
tellectual property such as know-how and/or a patent.
Although there is reference material on licensing and the
subject has been given some literary scrutiny, most
writing seems to fall into the “how-to” category. Journal
articles extol the virtues of licensing and make occasional
reference to some of its pitfalls, but any general examina-
tion of the literature makes one wonder about the hard
facts that must pertain to the activity.

Legal journals and their antitrust references to licens-
ing tend to suggest that only very large firms license. Any
such premise is false, however, since smaller companies
are far more innovative than large, and one prime source
noted that over a decade, smaller companies were respon-
sible for half the licensing activities reported.

The first hard data on licensing among smaller bus-
inesses was obtained by Maxwell and Townsend in a
survey of licensing in the state of Kansas, where manu-
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factured goods are a third of the state’s $2 billion in ex-
ports. That data is presented in a paper “Licensors and
Nonlicensors, I: A Survey of Kansas Exporters,” present-
Iy being reviewed by the Journal of International
Business Studies. We wondered who licensed what, and
we asked if a firm had to be of a certain size or possess a

_certain sales figure to license.

We were interested in the extent of licensing as well as
the amount of interest in licensing on the part of nonlicen-
sors. We sought to know where exporters licensed, how
they started, if licensing were profitable, what future
plans licensees had, what nonlicensors perceived as
obstacles to licensing, and so on. We found interesting
data, heretofore unknewn and rather surprising to us,
which is shown below. Caution asserted itself and sug-
gested that comparison elsewhere was in order. This paper
presents that comparison, based on preliminary data.

We furnished a one-page copyrighted questionnaire,
franked and addressed on the back, to cooperating agen-
cies in Iowa, another Midwestern state and Texas.
Respondents were required only to check responses to
most of a series of short questions. Anonymity was
assured. A cover letter provided the rationale for the ques-
tionnaire. A printed reminder postcard followed the ques-
tionnaire in an effort to increase response.

Mailing

In Kansas our mailing totalled 388 firms, all known ex-
porters, the entire frame, not a sample. All were exporters.
We received 142 returns, a 37% response rate. Since our
mailing and our returns showed almost identical profiles
of product SIC (Standard Industrial Classification)
groups and size of firms, we considered our returns fairly
representative of all the frame of exporters.

The Iowa mailing was to 1,018 firms, again the entire
frame. This mailing, however, was extended to cover
potential exporters as well as confirmed exporters. One-
hundred-sixty-two returns provided a 16% responserate.
The Kilmogorov-Smirnov 5% critical test on size of firms
showed no significant difference in profile between the
mailing and that of the returns. The profile of SIC
numbers for returns differed significantly from the profile
for the entire mailing. Since we can suggest no acceptable
hypothesis to explain this seeming contradiction, we
believe that the test result is one of the 5% of cases in
which such tests show false significance through sampl-
ing probabilities. We feel it reasonable to consider Towa
returns as representative of the entire frame.

The Texas mailing to 912 exporters in three major cities,
not a sample and not an entire frame, could not be profil-
ed on alike basis and hence can be suspect. Given our ex-
perience in two other states, it does not seem unreason-
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able to believe that its 139 returns, a 15% response rate,
could be taken as representative of all response rate, could
be taken as representative of all exporters. We do not
maintain that it is, however, and an appropriate caveat is
therefore inserted into our conclusions.

Kansas licensors provided 15% of the returns and
nonlicensors 85%, compared to lowa's 10% and 90%,
respectively. The percentage of licensors among Texas
returns was much larger at 27% than either of the other
two states. We had silently hypothesized a higher percen-
tage of licensors in Texas, given the obvious attraction for
licensees of more sophisticated technologies.

RESULTS

Licensors vs. Nonlicensors

In all three states firms with large annual sales produc-
ed proportionately more licensors than firms with small
annual sales. Here all states were significant at the 5%

-level. Licensor returns were invariably largest in the

largest sales group, and nonlicensors ranged downward
from that. In like manner it was also found that in each
state the number of employees bears heavily on the in-
clination to license, licensors reporting substantially
larger numbers of employees than nonlicensors.

A congruity was found in the lack of appreciable dif-
ference in product SIC groups between licensors and
nonlicensors. Reported classifications ranged from 20
through 39. Kansas and Texas were almost alike in that
SIC 35 wasmost frequently reported. Iowareported SIC
34 more frequently, with SIC 35 a very close second.

We are inclined to attribute that possible disparity to
some unanticipated problems in Iowa returns, where an
extra frame unknown tous was inserted. In Iowa we found
no statistical dependence between licensing and expor-
ting, nor did annual sales nor number of employees have
any significant effect on the interest of potential ex-
porters in licensing,.

Iowa and Texas confirmed initial findings that licensing
tends to be associated with firms of larger size and larger
annual sales. Saying that is not to foster the prevelent
belief that licensing is a privilege of great size. What it
does say is that a firm of 20 employees is more likely to
license than a firm of 10 employees.

Nonlicensor returns

We were aware that the cover letter might persuade a
nonlicensor that licensing is an advantageous strategy.
Chagrined, the respondent might well seek to justify his
actions by answering affirmatively any question which
justified not licensing. Having cemented his position in
this way, the nonlicensor would tend to maintain that
status rather than to consider licensing onits own merits.
For that reason we asked what respondents wanted to ac-
complish before beginning licensing, a roundabout but
more carefully considered way to determine obstacles to
licensing. that an array of excuses (I do not license
because . . . check one of the above, etc.)

Kansas nonlicensors found the main obstacle to be a
lack of information {30%j, or “learn more about licensing.”
Similar reports were made from Iowa (58%) and Texas
{33%). The next greatest obstacle to Kansas firms was to
“expand domestic market” (27%), just as it was to Iowa
firms (24%). Thereafter were ‘‘make more contacts that
could lead tolicensing” (Kansas 12%, Iowa 17%), and “ex-

pand size or assets of firm” (Kansas 8%, lowa 15%).
Dissimilar Texas ranked contact (23%) over the expansion
of either market (15%) or firm size (8%).

The size of a firm’s domestic market or of the firm itself
does not decide its ability to license. Largeness is not a
prerequisite to licensing. Thus, perceptions of market or
firm size as obstacles to licensing should be taken as a
need for (more) information. “Making more contacts” also
indicates an information need. In consequence, we view-
ed the Texas returns as generally showing a lesser need for
elementary licensing information than either the Kansas
or lowa returns but a greater need for more advanced
information.

Open-Ended Questions

We reached no firm conclusions about the returns
{(highest in Kansas with 10%) which responded variously
tothe entry “Overcome something standing in the way at
present (Please specify).” The sixth, open-ended as
“Other,” invited write-in answers such as product un-
suitable, no technology to license, not interested, etc.

There were more general negatives in Texas (30%) than
in either Kansas (20%) or Iowa (16%). If, as we believe,
Texas firms do offer more sophisticated technologies and
perhaps have greater resources, the greater negative
response in Texas may be attributed to the assertive belief
that licensing is not the preferred route to international
trade for firms with more sophisticated technologies and
much greater resources.

This hypothesis and the one previous, that Texas
respondents appeared to need less information, appears
confirmed by the further specifications of information
needs. lowa (54%) and Kansas (29%) led Texas nonlicen-
sors (28%) in expressing a desire for a seminar on licens-

~ing. Likewise, more Iowans and Kansans than Texans

wanted to meet with an active licensor (46% and 22% vs.
21%}). More lowa (65%) firms expected to be licensing by
1985 or though it “could goeither way” than did Kansas
(55%) or Texas firms (52%). Whatever the differences, we
could see a potential for international licensing among
smaller businesses that exceeded anything reported
heretofore.

The dimensions of that potential are large. Earlier we
had reasoned if just half of the nonlicensors in Kansas
realized the average potential licensing income ($183,000),
Kansas could visualize some $30 million in licensing in-
come. That figure seemed reasonable, reflecting as it did
an approximate 5% of the value of manufactured exports.
Although Towa returns included some from identified
nonexporters, an interest in licensing was not found to be
significant as to whether a firm exports.

Larger numbers of firms with higher annual sales in-
dicated Iowa’s licensing potential to be at least $100
million, accepting the premise that potential exporters
license asreadily as actual exporters when both present-
ly are nonlicensors. A figure in Texas, drawn principally
from the Dallas-Fort Worth area, is some $66 million, an
amount not to be taken as conclusive since it not only en-
compasses fewer firms but reflects the fact that far more
firms in Texas already licensed.

Licensorreturns
Most licensors (up to80%}) in all states had been licens-
ing for five years or more. Roughly 1 in 3 sought the initial
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licensing opportunity, but more (up to 60%) were con-
tacted by someone who wished to license. Eighty percent
reported annual licensing sales as “some, under 10%” or
less, generally confirming that we could use a median 5%
against annual sales in calculating potential licensing
revenues.

Estimates of present licensing income averaged
$340,000 in Kansas, $400,000 in Texas, and $600,000 in
Towa. 1990’s average anticipated licensing income was
8750,000 for Kansas, with a maximum of $3 million; $10.5
million with a maximum of $20 million for Texas; and
$400,000 with a $1 million maximum for Iowa. The corn-
belt states obviously share a more conservative view of
the future. '

Where licensors conduct business has no common pat-
tern, nor do licensing incomes coincide with geographical
preferences. Kansas licensors exlcude only the Caribbean.
Towans also exclude the Mid East and South Asia.

Texans exclude only Central America. Kansas firms
favor licensing in North and South America but realize
their greatest returns from the Far East, with an
estimated maximum licensing income of $600,000.

Iowa firms prefer the Far East and then Australia,
where incomes are the greatest and range up to $4.8
million. Texas is inclined first toward Western Europe,
then the Far East, and finally equally toward North
Americaand Eastern Europe. Whereas Western Europe
overallis the most lucrative area for Texas, the maximum
income figure of $1.2 million is found in Eastern Europe.

Kansas licensors projected 19 expansions inte-more
areas by 1990, compared to 32 for [owa and 45 for Texas.
We have yet to draw any firm ¢onclusions from these data,
and we are puzzled by the disparity noted in the estimated
average number of employees per licensor firm — 540 in
Texas, 415 in Kansas and 236 in lowa.

CONCLUSIONS

Iowa and Texas data tend to confirm our earlier views,
although further refinement with additional data still
seems necessary. Exporters carry on significant and prof-
itable licensing activity, and in nonlicensors of whatever

persuasion thereis the potential for even greater income.
This potential is accompanied by an avowed interest in
licensing. That interest carries with it a demand for
information.

Meeting that demand is not complicated, but thereis no
place to which a nonlicensorcanreadily turn for informa-
tion. Some basic information about licensing, probably
via seminar, is clearly needed. Experienced licensors
should be made available for workshops. Popular
misconceptions about licensing, such as the mistaken
association with large size or the fancied relationship be-
tween domestic market size and the ability to license,
need to be countered.

The need for education is unmistakable and is underlin-
ed by our licensors: Those who initiated licensing were
equipped with knowledge, and those who licensed after
they were solicited might well have adopted an active
stance had they had the knowledge. Certainly those plan-
ning to expand licensing areas will need at least licensor
information.

We believe that the informational burden should rest
with the Departments of Economic Development (or
equivalent) of the various states. These already have anin-
formationnet which only needs to be fleshed out in a dif-
ferent direction. The basics and the niceties of licensing
can be obtained from those who license for aliving — cor-
porate directors of licensing, licensing attorneys, and ac-
tive licensors.

A vast reservoir of national expertise exists in the form
of the Licensing Executives Society and needs only tobe
tapped. If states with their trade fairs, trade exhibits
abroad, and trade missions abroad will pursue licensing
as avidly as they pursue exports, licensor information will
certainly be forthcoming. The good offices of the Depart-
ment of Commerce should not be overlooked, but great ex-
pectations here would be unwise. The effort devoted there
to licensing is slim and in these times might disappear
completely.

In brief, the financial potential of enhanced interna-
tional licensing by smaller businesses and the degree of in-
terest which accompanies that potential urge an informa-
tion system dedicated to licensing.
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