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L. THTRODLCTIGYN

Livensing an indenondent compeny abroad has wsually been considered
as one o7 the alrernative oplions 1o “irms’ stralegr aimed al entering
foTeign markets. For some authors therc has been the temporal sequence
in adepting diffcrent methods of Loreign expansion licensing being
elther the preliminary /aharoot, 1866, PerTmutter, 1969/ or  interme-
diary stage /Rugman, 1980/ in rhis rrocess. Ulrseh S1467/, Parker
F1978/ and Casson 1979/ claborated models of interrelationshins - in
their simplified form — between cxparts, liceusing and direct foarelgn
investment and shed some new Tipht oo basic delerminants aliocring the
cheice awenyg them. TF one accents Che widely vecognieed concept of the
technologically-hased compecicive advantage fUvider, 1960/ it Yecomes
nlear why licensing bas conslituted Lhe Teaat proverred option in this
chalee fsee e.p, Parlker, 1987, Lt also explains the girong rrend
towards interuanlization of the competitive advantage by means of

whally-owned foreign subsidiaries /RBucklev and Casson 1976/,
] E i »

Deapite the high coucentration of licensing flows within rultinutional
. 17, . . . . ;
entarprise (MNEs) ' in many I1nstances licensing Lhas been cousidered the
aost prelerred stratepic option in entering forelgn markets. Tha wmost

frequeat rases here have heoen toe following:

1) High research-intensity ol z company fsee, o.p. Fronko, 1959, Teece,

1977, Crooxell, 1381, Contraclor, 1981/
#) Diversilication ol the produet line flelesin, 1977/

3y Buw:il relative size of a fipm fitobuugh, 1968, Stapfced, Wells Jr.,

19734 ;

47 Limited expericnce iu lorcign uclkivicies fRarzuson, 1970, Zemnl [,

1970/,
i) Kecipracity in technology axchange flelesio, 1979/

&) Propressive standarization 11 the product cyeie fTelesio, 1977, Con-

trevtor, 1981/

1/ Recent stodies by Telesio /19797 and Contractor F1981 S soem to
indicate that this trend has to some exlant beea revorted.




7) Rescriction on Foreipn divecl investmenr fdavden, 1076/

8) Impove restrictiona:

9) High rate of technological changeos:

10) Perpetuation of licensee's dependence;

t1) Greation of the "selectiva competition /Contractor, 1981/

12) Creation ol addilional soutrces ol revenues flontractor, 1983/,

Gut of 2ll the ahove fuctors wobives 93, 53, 1), 2Y and 4) seew to be ol
greatest relative importance.

The above model applies princinally to cconomics whero ar leasp two
hasic preconditions arae met, bl internalivation is a real option
and iu leading industries oligopelistia cowpetition prevails, Siuce,
apart [rom fundamental systemic difievences, the cconowic onvironmont in
centrallv—planned econonies displays twe important featureos, i,c, therc
is & ban on fully or wijority-owned foreipn subsidiarics and market con-
duct is far frow bBeing aligopolistic, one wmay expect that the pattern ol
MXEs' {and otheor Wesiorn Lirms'} activicies in socialist countrics will
gsubstantially wary frow that proevailing in market sconomies. More spoci-—
Tically, it iz reasonsble to think that io shsence of the dnternalization
alternative and of strong olipopolistic prossure in lost counlrics West—
ern firms will adopt a wodified sot of zothods aimad ot rrotecting Lheix
cempetitive advantapge. In partienlar Lhe inpcriance of licensing in
their foreian expansion towards sociulist coumtries should considerakly

increasarn,

The aims of this paper arc to examine Lhe role of licensing in the
strategy ol WesLern firms aimed at increzsing Lheoir share i East iura-
pean markels and to establish the paltern of rhelr Ticensing policy
pursued there, 1t is also expected that, an a by-product of this study,
some elher important features ol Fast-West trude in licagces will bhe

found cut. The 40llewing Wypolhoses wiil Le Lested:

1) In wview of the lack ol the iutornallzacioe option Lar high contens
of restrictive clauses in liconsing apreements has hecome an important
wedns of protecting the competitive advavlape of Wostern ivm= in

centrallyv—planned eeonamies,



2} the set and hierarehy of motives lufluiencing Weslern “irms' decisione
ceneerning the sales ol licences to socialisl cauntries signilicantly

differ from the seneral peticn desvribed ghove.,

The paper has been hased on an empirical sludy covering a4 sample ol
410 licensing agrecments concluded in Poland with 346 Westorn C0Wpan i o8
during 1971=1980 period, Ihey ceprogent azproximatoly 66% of the number
and BZX of the walue (total of Lhe lump sum and Tovaltieg) ol 217 1i-
cences Poland purcliased in tlie West sinee tho War.zHf The Lwo hasie
variables, partly sualvscd in other studies, i.a. the content of certnin
contract clavses In licence agrecments /Ciedlik, Rapacki, 1981/ and
characteristics of Western licensors /Cicdlik, Rosnowskl, 1985/ hawe Leen
adopted. Subsequently an attempr to Find out a cerrelal lon between them

haz been made, The following contract elm:ses have hoen examined:

1} the scale of Western trechnelogy diffusion in the host conntey,
2} licenaor's and licensee's commitmentz Lo exchange improvements,
3} export restrictions,

4) nature of licence rights,

3} right to use licensor's trade mark,

) right te sub~licence.

Lo turn twao features of Western licensors have heon taken inlo congi-
devation: 1) their size, measnved by Lhe nurber of emplovees and 20 tclhelir
internationalization, expressed in Lhe number af countries whova majority-
~owmed subsidiaries have been esinbhlished, The Leallowing suh-prouss have
been singled out: small caterpriscs - up to 500 cmployers, modium=siend
enterprises — 30{-2000 and 200110 60O, large enterprises — owar 10 000
etiplovess and respectively - national firms — 0 countring, wedigs—inter-
nationalized firms — 1-2 and 3-5 cauntries and wul cinational [Lrms - awver
5 countrvies.

As 1t wus impessible fo serutivixze licensing agreemonts directly in-—
[ormation arovided by the annigﬁ Trade Data Cenlre has beer vacd, his

constituted 4 sevious limitatioon of the study — in dny cados we Talled

2/ Owing to dil¥nrences in contract Lerrs annexes Lo allesdy cwiakhing
agrecments have heen Lreatod as separatc conlreelbs,




to obtain inforwation on some contract clavges apslosed. Donsegnently
agreements in wileh such an information was nos availelle have heopn ox-
cluded Zrom the sample. As a result the number ol apreemanls being tho
basis for computations znd subsequent caaclusions wary [rom ta4le to

tabTe. The differencea are not, however, statistically significant,

2. FMPLRICAL FIKDINGS

Avcording to some estimates /Wilerydskl, 1976/ MNis susply up to H0-
—90% of all licences sold in the world. The picture of Polish licensors'
charescteristies provided in Table 1 reveals sevoral slriking dilferencos
when compared to this weneral pattera. Firatly, the role of larpe MNEs
as suppliers of technology to Poland hus been suhstantially smaller -
thoir share amounted to £1,5% of all licences purchasad (62,17 in walac
terws). Secondly, the importance of small naticnal fivme (¥La) has heen
gignilicantly greater. IF we reatinticaliy assune that all dats which had
not been availahle refers to this class of companies {as less lmown)
their share in Polish dmports ol liceares azounts to 289 {volume) and

12,9% (valuch,

Table 2 reveals iatercsting intervelations between the size ané inrap—
nationalization of licenscrs' $irms and the content of Testrictions im—
posed on the range of imoortad téehuu1ngy diflusion in Boland. The small
NLz and - to much lesser degree — larpe MNEs have pursoaed the most 1ibe-
ral polivies in this respect. There are Llwo mogsible cxplanalions for

this=.

On the one hand the small KPs might strive to complement thelr limited
regources ay mesns ol oloser lin#s with Lhe Ticeaser, Ticensing has
Trequently constituted the only {sowetimes auxilliary ra EXPOTES] souren
ol revenues [rom foreign activitles l'ov them. Tn view of their aon-in-
volvemenl in international production (naing Dunning's words) the dif-
fusicn of their Lechnolagy in the host et Yy credted ng serious fhreat

to thelr competilive posillon.

tm the ovther hand, in the case of large MMRs, with csrablished meckel

pesitions, this threal has ~ For di“ferent roasons — apain not been
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strongly Telt, Tt nipht ba addilionally dae to Lhe faer Lhot = 53 it
will he geparately discussed later — rlie Age of technology trapslorred
ts Peland has in many cases hoen meck Eelow not only the sresent rech-

nological level of the licensor hut also helow the world standords.

Generslly speaking the faet that approximately 60F of contraces
contained we restrictions af Lhe seale of Jdiffusion scews o Lestify o
fhe mavginal iwportance of the Polis) {and wore Eenerally - COMECON
countrias') markeL in the stratepy ol Westorn companies, Inly hoginners
in the loreign exXpansion process, f.c. [irms with subsidizries in 1-7

countries, constituted the excoption to this rule.

Ti one atLempts to understand rhe role of liceusing in the strakegy
all Western Livms vis—g-vis socialiat countrics, Lhe analvgis ol conlracl
cliuses repulating the range of post-liceuce co-onesation may he wvory
ugelal {Lables 3 and 4%, A olose look ar the content af these cluuses
leade Lo several interesting ohservaticns, lirstly,. das a genorul fauliure
one way notice the romarkahbhlo disparily in the ranpe of partners’ oom-
mitments to provide Improvements to the other Party. Ihis probably rel-
lects the hipgher regearch—intensity and prealer innovarive poatentizl aof
Westemn firme than their Polish coualerparts e, Gicglik, kapackl,
19814,

Secondly, the struetnre of contracl farms is relalively cisndvants-
peous Ior Polish licensces. In 34 ol all apreeqcials anslvsed thevy rcan
not gel access to newer somerations of licensar's technology unlewss
they pay an cxtra feao. Instead, in ncarly 55% of casas they are obliged
to provide thelr iwprovements free of o rarge. Thenis Lo such contrael
rlacses Western companics have undoubtedly gnined an additiomal source
of Foreign exchange Barnings complexenting their Finuneial TESUNTORE,
Simultuncously they have alse gnined o tool for making fhe licongea

Lechuolopically dependent.

Thirdly, bath extreso groups, i.e. small NEs and farge MNEs, display
the prestest diverpence from the average. The amall Nlis have roveszled
the highest share of clauses Imposing wo comultments te hotl, provide Lo
and receive Improvementa fros the Plownsee {Ehe corve_aticy heing stron-

ger [or [irus' size than for rhe extent ol Ehvelr ianternstiona;ization),
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vhae smail NPs have alup hgd the Wiphest share of elauscs with froeo of
charge teansler of improvemnents to Lne liceasee and lowest - clunzey
on fee hasis, The structure of ctmlract ferzs has been reverse qn Cilge
of large MYEs, In the agreements coacluded wilh them the contenL of
clauses containing no comuitments to cxchange Improvereats in hath
divections has heen the lowest (the correTation bring rarticalarly
strong in case of internslicnalization). Companics of thig group hawe
also displaved the groarest propensicy te Curnish Lhoir ilnprovement s
Lo their Polish counterpart free aof charge and slonltancousTy — te

talke them frow the Ticonses on fee hasgis.

Cne of the most importanl. variahles enal:ling to shed some light on
motives of Western firmsg! eXpansion into markets of Che COMUECON coun—
Crics sre exporl reslrictdons in liceusing apreementy, Infortunately
trends whick are marked in rhis case hava nat heen clear enough to
enzble univacal, convinciog peucrallzacions. Fewertheless ceriain iden—
tifled inrerrnlaLiDnships do suggest a number of hfputhesus, In the
first place ane shanid netice thal in agreemontsz wirth largn MREs Lhe
total ban of exports has been relatively rave (this indice has boen
tower only For firms cuploving 501-2000 persous and nrocucing in -7
countries}. [ way riean that their intervational warket nasifion hes
been sa strvong that they have not fesred of loosing their competitive
gdvantage in faveur of the licensen, On the stler hand the MNEs {ol
different size) hawve adopred wilh the highest rolative I'raquency se-
Tective exporl restriclqdons {i.c. Lhe bar nf access o matkels ol tlie
vital iwportance ta the lleensor). The contract clauges 27 Lhis sort
mway be seen as zo sdditivnal aroLection against Lhe potential COn[E—

tition of the licensea.

Becondly, the mose restricliive policy with vegard Lo lircozen's
expOrts has been pursued by medium Titms (2001-10 000 emplovens, asuh-
sidiaries in 3-5 countries). [+ cenlraces conclided with them the fofgl
bau af oxperts has been rhe mest Drequent caso. simultanecusly, the
Lowest has boen the share of cailract provisions containiug no oexporr

)
Testrictiung,

1/ In case of medium—sized companies the almost Lotal iack of corpe-



Finaliy, swall Bis have displaved Lhe highest shuare o conlraot

clauscs lwposing no export restrictions. This aroportion seems o
confira the assortion farmulated esvlier that licensing loees consll-
tuted in many cases the only source of foreign carnings and licensiog
- the only form of contact with foveign markets for thoso firme.Henee,
the cxports of goods produced by the Liccnsee vreated no threat for

the licensar.

The cowmpelitive position of che licensor may be additional ly
stronghtencd - gpart from export restrictiuvns — by means of olher con-
tract provisions such as e.g. nature of licenee rights (exclusive or
non—exclugive), zocess to licensor’s trade mark and the rieht ta suh-

-ldiernee {rahtes 587,

Tuhle § reveals the existance of strong covrelalion betwesen Lhe 2ize
ol companies and the nature of licence riphts - Lhe ipper is the siza
of Ticensors' [irms the highor iz thke share of contracts of thoe exelu-
sive type, while rthe share of nou-exclusive Licenmcos desseascs. This
correélaltion has been much weaker in czse of intcrnatioualization - she
Lighesl sharve of exclusive licence rights was marked in the two exlrenes
grouas, L.e. in Nis and MNFs. The above properiing of Polund's liceure
trade with the West may supgest that large MNFs hawve felt the relarvi-
vely weak pressure of licensing wmany indeorndeat [lrss abroad parallc-—
Lly {enatrol over resources in many countries, diversi<ied sourecos af
rovenues), with a view to maximize their prolics, Lizstead, as data in
table & scem to prove, thiz presaure Las been strougly Lelt in mediuw-
~intemmationalized companies (1-53 couutrics) and particulscly - swal_

and moedicw-sized (up to 2000 exployees).

L vne attewpls Lo comnent the peneral plotnre wilcl emerpges From
table & the relatively Ligh, ameunting Lo nearvly 40% ol Lhe toral,
share of excluzive licenves should be sirvesscd, The share in quasticu

diverprs gignificantly from interaationsl standards=; the pajor pave of

licences Lraded in the warld are of the non-exclusive type. Two poscible

lilion betwaen indices reforving Lo volume and valuoe umsti he stressed.
It would he difficull, howover, to provide the couvincing cxzlanatian

ol this phenomenon whiile relying ouly on data possessad.
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explanations faor this divergence are worth considering. M the uvne boand
Lf, az one might fuspect, the techvtology licensed has heen i =any

cases relatively uheolete gnd the demand for it in the world markal has
been feclining the exolusive charzcter of manvy licences grantad in
Puland can he partly attvibuted to the absence of other, altornalive
licensecs. Un the other nand cxelusive liconces which as g ryle grnarsto
stroager links hetweon the pariners pay be asen as a vehicle for makiop
the licensemo LechmeTogically dependent and enehling the licensoer ta

exert control over his sceivitians.

As data in Lable 7 indicale the fhigh share Eexceeding 20% of the ro-
Lal) ol countract clauses autherizing Talish licensces to use thelr Weat-
eru raunicrparts’ trade mark has been Lhe general rulo, This nay mean
that liceussrs tended - by wmeans of licensrels foods exportod under
thelr trade wark - to create an PRUTR, gratultous sourcc of publicity
Lor their vwn, This property of Polish Ticence trade with the West gains
¢ new dimension if we recall thar only less than 9% of licence agrocments
contained the total ban of 2Xparts, Honce, it 15 reasonable o corclude
that the commen use of trade warks in Iiconce contracts witch Foland
pecrforin: the fwportant funetion of rPromoticg Western Firms in cheip [

nznsion abroad, including the markets of orhor COMECON commtries,

On fhe level of sub~grovps one distinetive [eqtrare draws the aceen-
fion - large MNEs have displayed the lowest relative propensity (pevsi-
cularly in wvalue terms) co male thelr trade mark availshlo ro Palish
licensers., Thisz phenomenon may result from twoe vecsong. Firally, it maw
festily to the sumalier relative welgnt (beth in relatien to main urari-
ticsg of their glahal Strategy and 17 compared to smallor-sized aond less
internatiomalizaod Lirus) that MNEs atrtach o the prometion — through
toe channel of Polish licensees — of thelr goods in ccrtrally-pl anned
eoonomies and more breadly — to the cxpansion thore in generel. Secon-—
dly, the Lrond in questiom may aluo reflect che pennrally lowar propen-
ity of larpe MALs, whose maiviet pasition has been sLrang and well
eatablished, to use trage marhks as & tonl [or achieving rheir Stralepic

aims.

Tahle 8 provides a very interosting information ou the Tangn oF unle

~licemaing rights by the licensee. Xearly 95Z of all contrects in Lhe
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zample (98% in terms of valee) contained the tatal Ban of suh-Ticensing.
Suck & bBigh sroportion ol testfricrive Provicicns scems to confitm the
conclusion drawa in an earlior atudy [Cieglil, Rapacki, 1987/ that
Western Tirms have attached much greater lopartance to Lhe protection

of rechnolsgical informerion, which is Lhe key determinanlt of cheir
competitive advantage, than te the rrotection of their position as ex—

porters ol commodities embaodying this information,

e more fealure of the sample under analysis should be soioted oor.
This is Lke close positive correiation hetween the size and inlevaatio-—
nalization ol licensors' firms and the extent of protecticu ol their
technolegieally~haged compelitive advantapge, by means of contvact clan-—
ses probihiting the licenses to sub-licence. The above trend provides
an indirect proof gupparting the widely accepted thesis freo, e.g.
Parvkaer, 1978/ which halds thar larpe MW= show the strong performance
for Moly-owned (controllcd) subsidiaries abroad as rtiie optimal —ethod
of apprapriating rents Lrow imnovations. Since in &entra]?y—planned
eeonomies (ineclading Poland? such i method of eutering foreign markets
is — for the moment - not possible the almast totai kan of suh-licensing
met In licence agrecmeats with Poland may be Lranslated 25 5 specific
subslitute for the internalization of 1icensars' nonpelifive advantapgs

and an atlempt Lo miznimize the risk of 1is loza.

Ao LICENSIRG iy THY ETRATEGY OF WESTERN IFFIRMS 1N LTis

Yhe empirical findiags of clie present research, comhinad with rhe
resnles of su carlier sindy by the sulher fCiedlik, Ranacki, 1981/
allow Lor [Lormuinting several peneralizaticns veferrice to the role of

lleensing in Westarn Fivos' strategies pursued in gocelalist conniriag,
i

Lelore subslbantioting main conclugicns resulting Lrom the analvsis
sArried out one Linportant rewark should e made. LU onpht Lo he poialed
aut Lkat iicecor Lrade (and wmore broadly — ecornemic rolatioss) wi=h
canlrally-plauncd cocncmics used o he conceived - despice some cxcent-

T Frm= =l e qen e e e




ginal place of East-West licence [Lows - as seen from Westrrn CORpEn tes;

angle — calls for cortain caution when interpreting peneralizations

presentad Lelow,

Generally spoaking the exporience of Puoland seems to confirm a oup-
ber of gencral propositions PUt forward in the relevaar literature,
with regard to basic determinants of Weatoin enterprises’ licensing
policy. The experionce in yueslion, however, praovides simul taneously a
very distinot picture of the hierarchy of factors inlloencing the
choice of licensing as u means of mtering the COMECON markets, as com-—
pared te the general pattern rrevailing ia world licence trade, Tho
divergence from this pattern may Le, amoug otilers, attribuled to khe
fact that gsome of these [actors — which arc of key importanee in West-
ern fixms' strategy of Loreign expansion - wither dizuppear completely

ar play o marginal role in egse of Eust-Weut relgticons,

The empirvical miterial pressared above authorize the conclusion that
madin motives inducing Western companics to cnter COMRCON matkets sre
principally much the same ag thase pushing them to hecome internalional
in gencral. The motives in question car be deduced From the glabal
stratery of a firm afmed at Increasing the company size or aupment irs
market share in chc lemg run. The above assertion has been alzo confirmed
in the existing literature. According to some authors Hayden and Nau,
19753 Brada, 1982/ Western firms have predomivently granted licconces to
their Fastern counterprres with g view tu pot access fo now markets gnd
henee - Lo fnercase their share in Lhe world wavkel. Tt Is worth stees-
sing thal licensing opened for Western licensors nel only the liccasen's
markefr but - Lhrough cxports of licensead producls = also the warkats of
other socialist countrics (sec tah., 5 = tha biigh content of contract
provisions allowing te exparl to ofker COMLCON countrieal, Western com-
ranies could therofare - uia licensing — appropriate a rart of adwanta-
ey resulting Crom econowmic iuLngruLinn in the Iramewonrvk of COMECON,
botk dirvectly and indirectly (the indoction elfree).

As the example of Paland suggesta, althouph Lhe basic goals of

Mierprises from dndestriolized pomamtes an ot b o e



methods of achieviay Lhose gonls had fo 5 incroduced, The rincinal

faeter thar aflocts rhe choice of forms of entry in centrallv-plaonsed
coonowics and determines indirectly the hiersrehy of mocives inducing
Westera firms te sell licences Lo the East results from institutqons]
restrictions f(or rotal han} imposed on the inflow of foreisn prodic-
tive capital to socialist countries. AS A couscquence in Lhe cfroum—
staaves of Fast-West economic cocoperation the alternative: licensing
ve. dircet foreign fuvestment ag compelitive or pavtly conplenentary
mthods ol entering Lastern morkels dens naot Fractically exigr, lencea,
the goneral madel of interrelations bocwean licensing, coummad Lty ex—
noTts and direct foreign invesiment becomes to a greal extrpt useleas
an a0 analytical Logl for studyiug Bast-West relations and should Lo
repluced by o tworelement model comprising licensing aud commaodi ty
oexports (if we alse include the ilnterzediale forms of Lorelen cxpangion
‘the mode referved to whould additionally CUCUMPEEs Joint-venlures and

. . p 4/
ndustrial co-operation).™’

The absence af direct foreign investment opticn in Fast-West raels-~
tions means an automiatic incresse af the rele of licensing in the
strategies of Westera fipes pursued in centrally=plannaod eeonomnies,
There i much voom for aasunting Lhat - due fo the specific nature of
BCONOMic environment in socialist countries — a substantial part of
decisions with rospect ro granting licenres to Lhe East has in o way
been forced by the lack of other alternative Possibilily to enter rhoge
counfries” markots  and eRLEACE rents from the exploitation of an iono—

vation. Oue may expecl tiaat in Lyvothetical absence ol constrainecs ro

T — —— e

4/ 1t should De kepl iu mind, however, thar in mary COMRCON countrics
T oeRcent For PFoland and GOR - exlating lepislation allsws o ES—
Lablishment of loint~ventures witk the waximumz share of lorelm cua-
pital amounting ro 49%. The reconl regnlations in Bulgaria jotroduced
Lhe possihilicy of settiag uy the ma jority-owned mixed enlorprises,
Oue shoold alse remomber that in winy instanpes toe aquity share of
3% or more i nor indispensable for the ellretive contvral of an
gntorprige, The nen-enud by Eorws of involvemen (c.g. capitalization
of know-how and tanagement. contracts) mav of Len prove cqualls el—
fective ool of coentrol. Since - [irstly - noa—equiey iype ol Finke
Wilh Westorn firos Blay a maxginal role in sacinlisL countries angd
secondly - fullv—awnod Ioreipn gubsidiary prorecis much beltor rhe
COmMpet i rive aduanf gce af o 1. - P
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Lhe inllow of foveign direct capital o secislisl couatbries o narL of
actual Fast-West licence trade (among independent fivms) would either
not take pleace or be replaced Ly internal licenve transactions hotwaen

parent companics and their subsidiaries in centrally=planned eeccuomies.

Since in the institulional framework prevailing in socianlist cocn-
tries the stromg prelercnce of Western fiems for internalization of
their techmology~hascd cowpetitive advantzpe conld not rake Che real
shape they had to find — while licensing their Wastemn counlorparts -
aunother mothods of protecting theic feehnolopical memapaly. In oor wiow
these are the very restrictive {(in sowe points) clavses in ]icence
contracts fhat secame such a method and the substitute of direct fo-
relgn lnvestoent in last-Wost relalions. The hasic task of these clauses
has been to winimize the visk of convertiug o licenses into a slrong
competitor and heace - of threatening the srivilledged position of cle
ticemsor. The cmpirical findings of the prosent study seew to confinm
this hypothesis. The high share fnearly 852) of expovt restrictions
{tatal or sclective han on exparts, particelarly Lo markels of wvital
lmportance for the licemsor) and almost total ban to sub-17cerce provide

4 convineing proaf to Lhis,

To wnderstand the actusl rolie livensing plays in the slratopy al
Western companics In ventrally-planncd econcmics one ‘morTe Factor shoutd
be incTuded into the analvsis. This is Che lack of vligopolistic con-
duct in the home markets In socialisl countries. From the anple of
Hestern cntruanis it means, among clher thicgs, the waakness of Ccompe—
titlve pressurc, both in forms of lscal cowmpetition and the practbical
absence of offier Loreim rivals. As a consednence ome may counclude that
the threat of loosing the competitive advantape in contrallv—planned
economies has honp considerably swailer and the means requiroed for iss
elfective protection - not as slzomg a8 in a4 wore compalitive environ-
mert. The implication of tle [orepoing asserlion far our analysis is
the following: one ol the wost disrcinelive propovties of Yast-lagl
telations is the fack that Westorn firms which enter Frstord markets
cannot rely om the internslivation eption as & means of protecting

Lhettr Leelirmm lomat oal Teae] wend ool mow P T T S
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cristed],

The lack of pnssibility to uze fully-owned fereign subasidiaries as
a channel of technology transfer to socialist countries resulted in
another divergence from the general pattern oxisring in international
licence trade. Due to the requirements lmposed by the existing market
gtructure and technological competition enterprises pursuing the stra—
tegy of intensive product inmovations have hecon the maiw agents af
this trade, According to some authors fBrada, 1982/ chosc firms are
much more including to internalize the technology and much leas cager
to licence independent cowmpanies than firms whose Advantape is based
on process innovations. In contrast with this pattern the latter has
heen overrepresented as licensors in Poland's licence trade with the
West while the share of companies-product inmovators has heen rela-
tively wvery 1ow fBrada, 1982/, Thoy seemed very reluctant to resign
frow the centralized control over their afficiates which licensing an

independent company or industrial co—operation agreement would require.

The dominatien of larpe multinaticnal companies as sellers of 1i-
cences has been another regularity of world licence turnover. Toland's
exporience constituted again certain deviation from this genorel pat-
tern. Lerxge MNEs have been asuppliers of slightly over 40% of the ctotal
number af licences exported to Poland during 1971-1980 peried, but
simrltaneously the share of smell national firms has been relatively
very high and amounted te 33% (tahle 1). The proportions in guecation,
being the subsequent distinctive feature of Fast-West licence trade,
w2y be also seen as a partial proof to aupport Baranson's agsertion
{1970/ who maintained that the smaller is the firm's cxperience in

dealing in [oreign markets the greater its propensity to use licenaing

ol independent coupanies as a form of getting access to foreipn markets.

The empirical wmsterial presented in the earlier seation aupEnats
that throe motives of licensing bave played much preater role in Bast-
~West relations chan they did in thﬁlrcmaiuing parta of the world 1li-
cence trade. Thesc have boen: progrossive standarizatien in the productl
life cycle, the possihility of creating additicnal sources of revenues

for the licensor and his endeavours to make the licensee technologics-

T e e e
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11y dependent.,

Normally licensing takes place when the 1icensar managed tn start
exploiting in production newer generations of techrology, The case
of Poland not only confirms this rule but proves that in many instan-
ces the discpepancy between technological leavels of techpical ktveg—
ledge licenzed te Poland and that of lnnevations exploited by the li-
COOECES 1IN the West has becn particularly great. As rhe analvysis of
a sample of 44 licences Imported to Poland in 1971-1980 shows {Rapuc—

ki, 1986/ a numher of licences purchaged rroved chaolete at the moment

of concluding licence agreements, if compared even ro average world
standards. I[ comhbined with the high share of exclusive licences {aec
table ﬁ}-the above trend may suggest thatl Toland could have constitu-
ted [or Western firms a very good market for sclling thoge techmologies
that already entered the maturity stage in the product 1life cyele and
the demand for which in the other segments of the world market has boen

5/

sharply diminishing,

According to some autchors /Contractor, 19831/ the owners of proprie-
tary technology may be often induced to grant the licence tq an Tnde—
pendent firm by the Possibllity of extracting additional rents from
decompanying transactions (exports of productiva inputa, technical as-

siftdnce ete.), The experience of Poland suggosts that this motive has

gained much greater lmportance in Kest-Weat licence trade. 4z Lhe recent
study by the author indicatos /Rapacki, 1986/ the share of licenee Lres
{total of the tump sum and rovalties) in the toral cxpenditures oo 17i-
cenging imports (licence foea + supplies and lovestment imports) amoup-
ted te 87 in average during 1971-1980 period in Poland. Tn aLher words
Lhe rents Western licensors cxtracted [rom accompanying transactions
exceeded by over 12 kimes their revenucs from the exparts of licences

Lo Poland, The exports ol vaw materials, conpotents and parts to Toland

themselves Lave generated refurns 5 times higher than the valuge of

3/ An indirect proof which confims Lhis view may be Found in the
2tudy by Drabek 1881/ on Rast-Wesr trade structure, According
to his findings amoirg the group of processed pgoods imparted by
the COMECON countrics #ram Fhe Laol fomems oo+ owos =t




licence felaic.".ﬁ"r Such a high profitability of licence transactions wich
Poland (heing the outcome, ateng other things, of the weakneas of the
local subcontracting and supply infrastructure} converts this motive

of selling licences to socialist countries into one of theo leading faer-

tors within the strategy of Western companiea.

The foregeing points out to anather, clpeely interlinked, motive of
licensing enterpriscs in centrally=planned economiea, namely the ten-
dency of Western firme to make their bastern licensees technologically
{and in a broader sensc - cconomically) dependent. This mitive becomes
particularly important when the full equity control over the licensen's
firm is net possible. The licensor, with a view to protect his compe-

titive advantage, attempts then to subordinate the licenseets activity

te hiz own aims by means of nhon-equity, more hidden forma of coptro]
and te make the recipient firm technelogically dependent. The mosk
frequent forms of rerpetuating the licensce's dependence that are met

in licence contracts concluded with Poland have been the follewing:
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1) tie-in prcvisiuns,?f

PRI

2} the use of licensor's sales network and sorvice facilities,
3} the use of licensor's trade mark (see table 7),

4} the obligation to implement licensor's improvements {table 3).

The above romarks authorize the comcluszion that - in the instity-
tional framework of Kast—West liccence trade - the special "packaging™

of licence transactions that enables the licensor to cxerl an indirect

conbrol over the Ticenues's performance and to porpetuate his Lochno—
logical dependence has become - together with restrictive contract
rrovisions - a substitute of fully-ovmed foreign guhsidiaries, aimed

at protecting Western firms! technology-based competitive alvantage,

6/ The extra revenues came not only from additional cotmodi ty exports
to the licensee, but - ag it regults from author's reaearch - Lhay
derivared gimultaneonsly. From overpricing of those exporls in com—
ravison with intorastional market prices,

741 should be Btreased, however, that the expanding imports of a
number of inputs o licensing productlon touok frequantly place in
absenee of tic-in provisions in liconce contracts. They resullod
then from the physical inavailability or insufficient quality {timc-
~tags im delivery) of many domestic matorials, parts and cotpoooncs,




4, CONCLUSTONS

The empirical findings of the presont study as woll as those of the
other studies by the author indicare that the hicrarchy of motives ip-
ducing Western companies to grant licences tg centrally~planned econp-
mics significantly differs from Lhe general paitern of the world li-

cence trade,

The furdamental rationale for licensing to socialist countries may
be devivated from institutional harriers to estgblish fully- ar majo-
rity—owned foreign subsidiaries in these countries {except for RBulga-
ria since 1981). As a result the relative weight of licensing in the
strategy of Weatern firms pursued in central ly-planncd economies sup-
stantially increases (ax well as the telative importance of joint-ven~
tures and industrigl comoperation). Tn ahsence of the internalization
option the wvery restriceive, in some respeets, provisions in licopese
contyacts have becone the main mathad of protecting technology~hased
competitive advantage of Western firmas in gocialist countries. They
proved to he equally effective as equity contrel, due tn the wealk o
petitive pressure im the host countries, Simultanecusly, the tochnolo-
eical menopolv of Western licensors has heen effectively secured by
means of technology packaging, il.e. different forms of rerpetuating
the ecomomic and technological dependence of 1icenseas in socialist

COUNtTries,

Existing possibilities to APPTropridle extra rents frog arcompanying
trangactiona, by several timas exceeding the value of licence fecs, may
be alsa included to rhe group of the most important motives of 1icen-
5ing to soeialist countries. Equally important has hoeen the tendency
of Western f£irms (especially those diversified) to complement own ve-
#oUtces with the local ones {particularly in case of licensing combined
with industrial co-operation agreoments). Finally, duc to the Lechno-
Logical gap hetweon East and West, the feasibility of exlracting rents
From rolatively ohsolesceant techmologics chat entered the standariza-

Eion stage in the product cvele, may be deemed as a leading detecrminant
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One wmere salient Feature of blcensing fa East-West relations should
be finally pointed ocur, This iz the [act rhat the principal motives of
granting licences to independent companics that prevail in world 1i-
cence trade has been of marginal importance or absenl in centrally-
—planned cconomics. This is the ense of rapid tochnologieal pragress,
strong competitive pressure resulting, among other factors, from oli-
gopolistic marker structures, reciprovity in access to competritorts
technology and the crestion of selective rompetition with o view to

undermine the position of wain rivals of the licensor.
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