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Industrialisation Policy

Trends in the International Licence Trade

by Alfred Wolf, Aachen *

The term “international licence trade“ signifies the worldwide buying and selling, across national fron-
tlers, of technical and industrial licences. In contrast to the trade in goods, which Involves the exchange
of material goods, the transfer of licences concemns immaterial goods, i.e. legally protected industrial
property rights (patents, registered or ornamental designs, copy rights) and unprotected technical
knowledge and inventions (the so-called “know-how“).

efore attempting to draw any conclusions

from the statistics ' published by the most im-
portant countries in respect of the transfer of
licences across their national frontiers, we propose
to survey briefly the present state of the world
trade in licences. The Western industrial coun-
tries, and in particular the United States, Great
Britain, Germany, France, ltaly, Switzerland and
Japan, are the most important buyers and sellers
of licences in the world market2 The state-trad-
ing countries are still playing a relatively minor
role as licencers and licencees, but even they are
showing growing interest in the licencing sector,
and that in a manner which makes it almost pos-
sible to discern in the attitude they display the
first beginnings of an economic integration on
an international plane?3.

As for the developing countries, they naturatly
appear on the international market for licences
almost exclusively in the role of buyers“. In 1964,
the developing countries are estimated to have
acquired, in terms of value, no more than 8 p.c.
of the total licences on offer in the world mar-
ket 5, and there has been no change in the situa-
tion since then.

The United States plays a predominating part on
the world market as licencer. It is estimated that

»*

Forschungsinstitut flr internationale technisch-wirtschaftliche
Zusammenarbeit der Rheinisch-Westfédlischen Technischen Hoch-
schule Aachen (Research Institute for International Techno-Eco-
nomic Cooperation, Technical University Aachen).

1 Cf. F. Frowein, Der deutsche Lizenzverkehr mit dem Aus-
land (The German licence trade with foreign countries), in: Ge-
werblicher Rechtsschutz und Urheberrecht, Auslands- und inter-
nationaler Teil (Protection of industrial property and copyright,
foreign section), volume 66, Weinheim/Bergstrasse 1964, no. 11,
p. 566.

2 Cft. AL Wolf and C. Werth, Der internationale technisch-
industrielle Lizenzaustausch (The international exchange of tech-
nical and industrial licences), Dusseldorf 1972, p. 113 sq.

3 Cf. W. Siech, Dis Lizenzkonzeption der sozialistischen L&n-
der (The licence concept in the socialist countries}, in: Der
Aussenhandelskaufmann, Wiesbaden 1968, no. 4.
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in the year 1966 something like 70 p.c. of all the
royalties due in respect of licences were received
by the USA, whereas that same country’s share
in the total amount spent on foreign licences
amounted to no more than 7 p.c.t. The sales of
American licences abroad may be divided into
two categories: production under licence by in-
dependent licencees, i.e. firms unconnected with
the licencer, and production under licence by
dependent licencees, i.e. firms which through
their capital are linked with the licencing concern,
being as a rule subsidiaries.

The Role of the USA

About one quarter of the total licence fees the
USA receives from abroad comes from indepen-
dent foreign licencees?, but their number is con-
siderably larger than that of the dependent firms
working under American licences abroad. An in-
quiry revealed that roughly /s of all the US licenc-
ing agreements were concluded with independent
foreign firms 8. in other words, about 3 of the
total revenue received by the USA for granting
licences abroad came from a few subsidiaries
operating abroad, whereas the remaining quarter
originated from the numerous independent for-
eign firms.

4 Cf. HL A. Havemann, Lizenzvergabe und Normung als
Sonderprobleme technologischer Anpassung (The granting of
licences and standardisation as special problems of technolo-
gical adaptation), in: Kilibel-Stiftung, Technologische Anpassung,
Fachgespréach (Technological adaptation — a discussion between
experts) 4/1969, p. 28.

5Cf. C. H. G. Oidham and C. Freemann, The Techno-
logical Balance of Payments, in: Development Digest, Washing-
ton 1969, no. 1, p.72.

6 Cf. AL Wolf and C. Werth, Der internationale technisch-
industrielle Lizenzaustausch, op. cit., p. 114

7 According to information supplied by the US Department of
Commerce, Bureau of International Commerce, Washington.
8Cf. JN.Behrmannand W. E. Schmidt, New Data on
Foreign Licensing, in: Patent, Trademark and Copyright Journal
of Research and Edition, vol. 3, Washington 1959, p. 732.
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In this connection it is interesting to note that
some change has taken place in recent years in
that more and more American firms prefer to
establish their own branches abroad rather than
granting licences to independent foreign firms,
and this mainly for the following reasons: firstly,
they consider that foreign licencees do not ex-
ploit American patents energetically enough; sec-
ondly, it is thought that better management would
be able to achieve a greater turnover in the pa-
tented article; and, thirdly, it is assumed that an
American owned subsidiary will be able to make
better use of its technical and business know-
how and thus produce more revenue in the form
of royalties, management fees, dividends, etc.?

This kind of thinking is naturally reflected in the
American licence statistics: The licence revenue
from independent foreign licencees rose in the
period from 1964 to 1970 by only 92 p.c., whereas
that from affiliated licencees abroad increased in
the same period by 148 p.c.'® The large surplus in
favour of the USA on its licence account (see
Table) is due to its advanced technology — a
factor which is too obvious to require any illustra-
tion — and to the country’s particular export situa-
tion. Commodity exports from the United States
are rendered considerably more difficult by high
domestic wages and the resulting high production
costs, exchange rates and, last but not least, by
its great distance from the principal export mar-
kets which involves high transport costs and long
times spent in transit. All these factors contribut-
ed to the development of direct investments
abroad and of the export of licences in the place
of commodity exports. Thus it can be said that
the restricted scope for expansion in the export
of commodities has had a favourable influence
on the sale abroad of American licences in that
it has obliged many American firms not only to
acquaint themselves with this modern form of
trading, called “licencing” but also to go in for
it in a big way '’

Great Britain

Great Britain, second largest licencer in the
world '2, belongs like the United States and
Switzerland to the few countries with a licence
balance in its favour {see Tabie). In 1970 roughly
27 p.c. of Britain’s revenue on licence account
came from the USA and about 22 p.c. from the

9 Cf. Amerikanische Unternehmen mit Lizenz-Einnahmen unzu-
frieden (American firms dissatisfied with licence revenues) in:
Die Welt, Hamburg, no. 179 of 5. 8. 1969.

10 US Department of Commerce, Bureau of International Com-
merce, Washington.

1 Cf A, Wolf, USA — starkster Lizenzgebsr der Welt (USA —
largest licencer in the world) in: VDI-Nachrichten, Diisseldorf,
no. 32 of 8. 8. 1972.
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(then) EEC countries. It is noteworthy that trade
in licences with the (then) EFTA countries was
very small indeed, the revenue from this source
amounting to no more than 3 p.c. of its tolal
licence revenue . Obviously, the industrial divi-
sion of labour between Great Britain and the
other EFTA members was largely confined to an
exchange of industrial products, mainly for the
reason that under the existing free-trade agree-
ment goods could be transfered without let or
hindrance from one EFTA country to another. By
contrast, the exchange of industrial products be-
tween Great Britain and countries not belonging
to EFTA was frequently obstructed, be it by tariff
barriers as in the case of the EEC or by the great
distances from important potential consumer
countries like the USA and Japan. As a resuit,
Great Britain was able to cooperate with these
non-EFTA countries not so much through an ex-
change of manufactures as through direct invest-
ments and the exchange of licences.

The future shape of Great Britain’s licence-bai-
ance is likely to be strongly influenced by the
country’s entrance into the Common Market. Now
that exports of British industrial products to the
member states of the EEC wiil no longer be ham-
pered by tariff barriers, the granting of licences
will again be replaced by the export of goods.
Fewer new licence agreements are likely to be
concluded with partners from these countries and
possibly the now existing licence contracts wilt
not be extended beyond their date of expiry. In
the long run this may mean that the British
licence balance may show a deficit — but in
favour of the overall British balance of trade 4.

Remaining Europe

Switzerland, third most important licencer in the
world, publishes no statistics about the licences
it grants or takes up, but there is no doubt that
this “small* country shows in its licencing trade
with other countries a sizeable surplus '®. This is
mainly due to the fact that Switzerland is an impor-
tant international transmission centre for licences.
The remaining European countries of importance in
the international licence trade — France, the Fed-
eral Republic of Germany and ltaly — all show
a deficit in that sector of their activities (see
Table). The reason for these large deficits is the
2 Gf. A. Wolf and C. Werth, Der internationale technisch-
industrielle Lizenzaustausch, op. cit.,, p. 114.

3 Cf, Department of Trade and Indusiry, Overseas royaltK trans-
actsi%ws in 1970, in: Trade and Industry, March 30, 1972, London,
p. 576.

14 Cf. AL Wolf, Grossbritanniens Handel mit Know-how (Great

Britain’s trade in know-how), in: VDI-Nachrichten, Disseldorf,
no. 36 of 6.9. 1972,

15 Cf. A. Wolif and C. Werth, Der internationale technisch-
industrielle Lizenzaustausch, op. cit.,, pp. 57 and 114.
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same for all three of them. It is because all three  subsidiaries or independent firms, in order to
— seen from a global point of view — have in compensate for the shortfalls in their exports of
common a multitude of important features which  industrial goods.

have a bearing on their trade in licences with
other countries: they are at the same stage of
technological development; their market size is
roughly the same; their geographical situation is  japan, the world’s largest buyer of licences, has
similar and they all are members of the European g the |ast few years also become increasingly
Economic Community . The two last-named fac-  agtive as a seller of licences on the international

tors account in particular for their large expen-  market (see Table). Whereas in 1950 or there-
ditures on licences and thus for the deficits they  gphouts it was still assumed that it would take

show on their licence accounts. Japan at least another ten years to fill the tech-

The countries who do not belong to the EEC are, Nological gap which still separated it from the
on the other hand, handicapped in many different highly industrialised countries in the West 7, it is
ways as far as their exports to France, the Fed- NoW safe to conclude from the rapid growth of
eral Republic of Germany and ltaly are concern- Japan's revenues on licence account that that
ed: there are for one thing the tariff barriers of technological gap has been markedly reduced
other, the long distances over which their goods pletely closed. Initially, Japanese licence exports
have to be transported. In the case of the USA, Were fgr the most part directed to the developing
American exports to these markets have to con- countries in Southern Asia, Africa and South and
tend with two additional disadvantages — their Central America, but in most recent times more

high production costs and the unfavourable ex- and more Japanese licences are also being sold
change rates. It is for these reasons that the non- to the highly ]nandustnahsed countries, including
member countries of the EEC have been partic- €ven the USA,

u'arly active in developlng their sales of licences 17 Cf. Geplanter Fortschritt in Wissenschaft und Technik (Planned

to France, Germany and ltaly — be it to their own progress 2i£ sci$35ce and technology), in: Japanhandel, Hamburg
, no, 24, p. 105,

16 Cf. A. Wolf, Zum Defizit in der franzdsischen Lizenzbilanz 18 Cf. A. |. Kirillow, Japans Lizenzhandel (Japan's Licence
{The French Deficit on licence account), in: VDI-Nachrichten, Tradse), in: Aussenhandel, East Berlin, volume 16 (1966), no. 8,
Diisseldorf, no. 35 of 30. 8. 1972. p. 44.

Japan — Largest Buyer of Licences

Revenue and Expenditure in the Licence-Trade of Specially Selected Countries (1963—1971)

(in mn US Dollars) 1

Country , 1963 [ 1964 | 1985 | 1966 | 1087 [ 1968 l 1969 | 1970 , 1971

United States of America — 1,057 1,259 1,378 1,488 1,654 2,205 2,459 —_

Revenues Federal Republic of Germany 50 62 75 73 89 98 97 118 14
France — — — — 194 164 207 213 248

(= Exports of Great Britain — —_ 138 162 154 204 211 263 —_
Licences) italy 32 39 43 48 61 65 65 78 —_
Japan 2 5 7 14 19 27 34 48 59 60

United States of America — 127 133 139 137 181 192 183 —

Expenditure Federal Republic of Germany 135 153 165 175 192 218 252 304 358
France — — — — 229 275 323 3498 445

(= Licence Great Britain — -— 130 135 143 185 212 249 —_
imports} italy 138 157 158 182 191 219 2 312 —_
Japan 2 135 155 165 192 239 314 368 433 438

United States of America — 4930 +1126 +1,239 41351 + 1,473 +2013 + 2,266 —_

Federal Republic of Germany — 8 — 9§ — 8 —102 -3 —120 —155 186 217

Balance France — — — — — 3 —111 —116 —136 —197
Great Britain - —_ + 8 4+ 27 + 11 + 19 — 1 + 14 —_

Italy —-106 —118 —112 —134 —130 —154 —206 —234 —

Japan 2 - 130 —148 —141 —173 —212 280 —32 —374 —428

— unavailable
1 To the extent that this was necessary, the payments have been converted on the basis of the 1972 official dollar parities
2 The Japanese financial year starts on April 1, of one year and ends on the March 31, of the following year.

Sources: US Department of Commerce, Bureau of International Commerce, Washington; Deutsche Bundesbank, Zur Entwicklung des
Patent- und Lizenzverkehrs mit dem Ausland in den Jahren 1970 und 1971 (On the Development of the trade in Patents and Licences
with foreign countries in the years 1970 and 1971), in: Monatsberichte der Deutschen Bundesbank, 24.Jg., Frankfurt/M 1972, Nr. 5,
E. 24; Banque Nationale de Parls; Depariment of Trade and Industry, Overseas royaity transactions in 1970 in: Trade and Industry,
ondon, published 30. 3. 1972, g 575; Q. Leggio, La bilancia del pagament! tecnologici in ltalla, In: Produttivita, Volume 23,
1972, no. 6, p. 426; Agency of Science and Technology, White Papers on Science and Technology, 1967 and 1972; as well as Bank
of Japan, Balance of Payments Monthly.
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In this connection it is interesting to note that in
the period from 1950 to 1964 44 p.c. of the Japa-
nese licence sales were linked to exports of
entire factories or complete plant equipment and
that 41 p.c. of the Japanese licencers used their
own network of subsidiaries abroad to manufac-
ture the goods for which the licences were grant-
ed . Another indication is that the next inter-
national licence fair is to be organised by the
Japanese themselves; it is due to take place in
September 1973 under the name of TECHNO '73
TOKYO 2,

Japan’s future development as an exporter of li-
cences depends, however, not only on Japan’s fur-
ther technological advances, but also on general
economic factors. The most important among
them is the wages level. Japan’s position as a
low-wage country and as a seller of cheap mass-
produced goods is gradually being undermined,
for Japanese wages are now rising faster than
those of most of the other industrial states. This
is why Japan, to remain internationally competi-
tive, is obliged to “ evacuate” more and more of
its wage-intensive production to countries where
wages are lower, such as for instance to the
developing countries in South Asia?'. This is
done by issuing more and more licences to sub-
sidiaries who have either been founded or acquir-
ed in those countries or to independent native
undertakings. In the long run this may even lead
to Japan earning a surplus on licence account 22

Future Prospects

We have so far discussed the present state of the
licencing markets in individual countries and their
likely development; we now propose to deal with
the world trade in licences as a whole. One thing
is certain: cross-licencing between Western states
is bound to increase, if for no other reason than
that the political, economic and legal regulations
governing the licence trade are much the same in
all of them and that cross-licencing is by now to
a large extent liberalised. Whether it will be pos-
sible, however, to include the state-trading coun-

1 Cf. Die Ausfuhr japanischen technischen Wissens (The export
of Japanese technical know-how), in: Neues aus Japan, Bad
Godesberg 1966, no. 114, p. 2.

20 Cf. A. Wolf, Messe der Innovation, Know-how '72 — erste
internationale Lizenzmesse in Oslo (Fair of Innovations and
Know-how '72 — first international Licence Fair in Oslo), in:
VDI-Nachrichten, Disseldorf, no. 48 of 29, 11, 1972.

21 Cf. 8. S. Rolfe, Das Internationale Wirtschaftswachstum —
Aufgaben, Rechte und Verantwortung der Internationalen Gesetl-
schaft (International Economic Growth — Tasks, Rights and
Responsibilities of International Society), XXIl. Congress of the
International Chamber of Commerce in Istanbul, from 31. May
to 7.June 1969, Report on Principles, Part 2, p.146; see also:
Japan — Fahrradmontage im Ausland vorgesehen (Japan — As-
sembly of Bicycles abroad planned), in: Nachrichten fir Aussen-
handel (Foreign Trade News), Frankfurt/M of 30. 11. 1972.

22 Cf. A. Wolf, Aktive Lizenzpolitik Japans (Japan's active
S‘i:eznce poticy), in: VDI-Nachrichten, Disseldorf, no.37 ot 13.9.
72,
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tries in the world market for licences depends
on their willingness to remove the obstacles which
at present still impede the free exchange of
licences. These obstacles stem from the different
state, legal and economic structures of these
countries. They are, however, beginning to realise
that participation in a world-wide division of
labour offers them greater opportunities in the
fields of production and research than isolation
on ideological grounds . Some steps in the right
direction have already been taken to intensify the
transfer of licences to and from non-socialist
countries. Trade relations have been remodelled
and economic legislation reshaped in such a way
as to allow their adherence to the Paris Agree-
ment on the Protection of Industrial Property, the
conclusion of bilateral treaties for the avoidance
of double taxation, etc.? These changes give
rise to hopes that the state-trading countries will
progressively be integrated in the internationai
licence market.

As for the developing countries, whose licencing
trade is presently largely dominated by the
Western industrial countries, their chances of
participating in a more active way in the inter-
national licence market are less bright. True,
their industrial development is being accelerated
by the grant of licences ?*: yet, in many of these
countries the import of licences is being rendered
difficult in various ways, and in some cases even
banned altogether %, The purpose of this strict
reglementation is mainly to save foreign exchange
by a strict check on licence fees. As the already
precarious capital and foreign exchange situation
of many developing countries is likely to deterio-
rate rather than to improve in the days to come,
the obstacles put in the way of licence imports
will most probably be raised rather than lowered.
As a result, the granting of licences to many
countries of the Third World is certain to decline,
which in turn will cause these countries to move
still further away from the international licence
market, unless the industrial nations are prepared
to accept the proposal that the fees paid for
licences granted to developing countries are
financed out of development aid funds 7.

22 Cf. H. D. Schoen, West-Ost Handelsausweitung durch
Lizenzkooperation (East-West Trade Expansion through Licence
Cooperation), in: Aussenhandelsdienst, volume 23, Frankfurt/M
1969, no. 21, p. 489.

24 Cf. H. D. Schoen, Systemkonvergenz durch Lizenzkoope-
ration zwischen Ost- und Westeuropa? (Convergence of Systems
through Licence Cooperation between East and West?), in: Wirt-
schaftspolitische Blatter, volume 17, Vienna 1970, no.3, p.176.

25 Cf. A. Wo I f, Lizenzen helfen beim Aufbau — Privatwirtschaft
der Industrieldnder kann Entwicklungsldnder férdern (Licences
help with development — Private Industry can assist developing
countries), in: VDI-Nachrichten, Disseldorf, no. 33 of 18. 8. 1971.

2% Cf. W. Martinand R. Grititzmacher, Der Lizenzver-
kehr mit dem Ausland (The Licence Trade with foreign coun-
tries), Heidelberg 1972, pp. 37-109.

27 Ct. W. Siech, Licences for Developing Countries, in: IN-
TERECONOMICS, Hamburg 1968, no. 1, p. 30 sq.
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