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INTRODUCTION*

Intellectual property (IP) can be defined as &l ithtellectual assets for which the law grants
individuals or a company exclusive rights and prot® against improper use by third parties
(Rivette & Kline, 2000). Over the last two decadetgllectual-based assets have become the main
source of a firm’s competitive advantage (Teec®020Protection of intellectual assets occurs
through patents, trademarks, copyrights, and tsadeets. Patents and licenses are the main object
of transaction on technology markets. A patentssteof exclusive rights granted by a government
to a person or organization for a limited periodiofe in exchange for the regulated, public
disclosure of an invention.

Starting in the nineties, the market for patenid licenses has burgeoned rapidly. Patents
are revenue-generating assets and can increasewm@msmarket value. IBM, Texas Instrument
and Intel are just a few examples of corporatitwasg profited from licensing and selling patents.
How does the patent market work and who are its1mplayers? These questions are receiving an
increasing amount of attention in the industriglasmzation and strategic literature (Arora, Fosfuri
& Gambardella, 2001a; Davis & Harrison, 2001) Gaftgr companies exploit their new
knowledge internally or trade it with other parmenternally, they can develop new products and
processes directly through a nested set of padéeatproprietary technologies. Companies can also
trade their IP on secondary markets (Arora e28l01a). They might for instance license their
patents or reassign their ownership rights to &résted third party (Chesbrough & Di Minin,
2005). The development, acquisition and commematbn of IP assets can become a fundamental

revenue creating component of a company’s businésis is true in high-tech industries where
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established companies like IBM and Texas Instrusgat a large share of their revenues and
profits from IP commercialization (Jones, NorrisS&lomon, 2000; Sullivan, 1998). Other high
tech companies, like Qualcomm and Rambus, basedhigie business models on the exploitation
of their IP assets (Tansey, Neal, & Carroll, 2005 ) varietyof industries IP-based transactions
play a key role in the business models of sevarakf(Chesbrough, 2003), both in high tech and
low tech sectors (Chesbrough and Crowther, 2006).

This paper focuses on patent brokers and explbeasrole in the technology market.
Patent brokers are here defined as organizationsevbusiness is to match supply and demand of
technology and to facilitate IP-based transactitmsloing so they can serve a support function to
R&D managers of firms adopting various approachdsdhnological change (Rush et al. 2007).

Our first question iswhat types of activity do patent brokers perforfgent brokers work
with market imperfections and correct informati@yrametries. They do not develop new
knowledge, carry out research and developmentat@np their ideas. Patent brokers exploit a
monopolistic and independent position, as they taamiy own information that is crucial for a
transaction. This not only redirects value frogitienate owners, but can also produce distortions
on the markets. However, the presence of brokerdazdlitate transactions with a win-win solution
for both supply and demand. To consider the pastivd negative effects brokers can have on
patent markets, we need a thick description of ttedée and activities.

Our second question ighy do patents’ brokers exist¥e believe that such discussion is
particularly relevant for the current debate on é@pnnovation” (Gassmann, 2006). There are
many different theoretical explanations for whyguatbrokers exist, in particular we have found
particularly useful the interpretation offered iarhoreaux and Sokoloff (2002). We here suggest
that transaction cost economics and structuralshibleory partly address the issue of why “third
parties” play a role in economic and social exclesndransaction cost economics explains why
specific transactions characterized by “incomptetetracts” require a third party to be completed.

Structural holes theory suggests that untappedextioms can be exploited by proactive actors.



Drawing from these two theories and our own emalravidence, we discuss the effectiveness of
these theories in explaining patent broker exigtenc

This paper is organized into six sections. Infife¢ section we discuss the increasing role of
Intellectual Property (IP) in the modern economye viefly mention the main factors that have
led to a greater role of patenting in the pastdecades. We then discuss the specific aspedss of |
that we believe are important in understandingetinergence of patent brokerage. In the second
section we review the literature and look for thedretical explanations for patent brokerage.
Specifically, we discuss how transaction cost eaains and structural holes theory address the role
of “third parties” in economic and social exchanigethe third section we discuss our empirical
methods and then provide a “thick description” dfatvpatent brokers do in the fourth section. This
analysis is based upon qualitative, exploratorgaiesh we conducted in the U.S. between June and
September 2006. In the fifth section we offer ateomy of brokers’ activities. We argue that
transaction cost economics and structural theayaly partially useful for explaining patent
brokerage. In the sixth section we draw our concfuand identify directions for future research
both at a micro and macro level. At the micro lewed suggest that brokers can be treated as highly
skilled entrepreneurs with relevant relational daliges. At the macro level, we predict that
structural conditions of the industry and technadabfield where patent brokers are active will

impact the success and relevance of intermediadigties.



1. THE INCREASING IMPACT OF PATENTS IN THE MODERNGENOMY

To understand where the phenomenon of patent lmakeurs, we need to explore three
aspects of the IP system.

The first aspect of patents worth considering &rtexclusive nature. A patent is a contract
between the assignee and society. It establisqaggro quowhich both facilitates the
commercial exploitation of an invention and encgesathe diffusion of knowledge that would
otherwise remain eventually applied as an inddstaeret. Technically, a patent grants the assignee
a limited monopoly over some “claimed inventions’eixchange for the disclosure of the details
that would allow a person “trained in the field"reproduce the claimed invention. The law grants
assignees the right to prohibit others from usingaking the claimed invention. Moreover,
assignees also have the right to dispose of tlaggmps by granting licenses or reassigning these
rights to other parties. These rights have a timé,land as patents expire, knowledge and
techniques become part of the public domain: anyloath get access to and apply them. Patents
grant the right to exclude. They do not grant tgbtrto make. In fact, other preexisting patents,
related to the claimed invention, might impedeuke or commercialization of an invention. When
products are complex, the possibility of patentimgfement is high. In the high tech industry, not
buying from companies with extensive IP means gkome amount of risk. If one finds they are
infringing another company’s rights, they will haxepay extra money for settling the case
(Chesbrough, 2003). Note that infringement of patemght occur accidentally: companies cannot
search and scrutinize all possible patents impg¢hair activity. They might not know they are
infringing a patent. If they know they might berinfying a patent, they have two options: getting a
license over this patent or waiting for this patenéxpire. Transactions occur when parties are
willing to trade and are satisfied with the termsl @onditions of exchange.

The second aspect of the IP system is major Egisl shifts that occurred in Europe and in

the U.S. during the 80’s and 90’s. These shifteeHad to increasing enforceability and



(consequently) greater value of IP assets. Afteiftihmation of a centralized appellate court in
1982 (the Court of Appeals for the Federal Circuithe U.S., the likelihood of winning a patent
infringement case went up from 50% to over 70%sTihstitutional change paved the way to a
“pro-patent” judicial period (Merges, 1992). In Bhe “Kilby patent” decision set an important
precedent in high tech industries, granting Teragrliments a significant source of income and
significant controlling power over the semicondudtaustry (Grindley & Teece, 1997). The 1989
sentence in the Polaroid Vs. Kodak case showedthats were not shy in setting high damage
payments for a considerable infringement. Todaytimilion settlements over infringements are
not a rare occurrence; the $612 million paid bydResh in Motion to NTP in order to settle a
dispute over some patents that were supposedipgeid by the Blackberry device is only the latest
examplé. In Western economies, the jurisprudence on paisrtill in full swing, and deep

reforms are quite possible. The direction of chasdeward increased patent protection. During
the course of the 90’s, the number of patents gdaby the USPTO (U.S. Patents and Trademarks
Office) increased at an unprecedented rate. Enapstadies are still providing contradictory
explanations for this surge in patenting. A newrapch to management of innovation seems to be
the primary driver across industries in the U.Shilevthe “friendly court” hypothesis, and the
presence of more technological opportunities, ghér investment in R&D remain secondary, and
industry specific, causes (Kortum & Lerner, 199tents have become an effective tool to better
appropriate the results of R&D, increase revenod,gain contractual power through cross-
licensing agreements (Hall & Ziedonis, 2001). Feglirprovides data on patent applications and

patents granted by the USPTO between 1980 and 2005.

% The Research in Motion - NTP litigation receivadye press coverage in the period 2003-20086.
For years, Research in Motion tried to prove thvalidity of NTP patents, but it was forced to
settle the case as an injunction which would haspended the sales of the Blackberry was
pending (see http://www.rim.net/news/press/20065ro3 2006-01.shtml).



FIGURE 1. USPTO Activity (1980-2005)

Increased patenting is also the outcome of inang@sdefensive strategies. Several
companies began patenting to protect their prodagamst possible infringements. These
companies patented as many of their technologiesssble, and the result is a significant amount
of overlapping patents of questionable quality. &patents do not necessarily mean better patents.
In fact, the quality of most of what companies asrmdustries are patenting is of little or no
commercial relevance and difficult to correlatermshareholder value (Hall, Jaffee, & Trajtenberg,
2000). The percentage of granted patents thataang ¢o be applied to products or enforced
through licensing agreements does not reach dalidpks (Granstrand, 2004; Teece, 2000).
Forward patent citations are often used as a piarxyatent usefulness. Distribution of patents’
citations is extremely skewed, as a small minasftgxtremely important patents are receiving most
of the citations from subsequent patent documéitadi €t al., 2000). Citations do provide only a
partial (ex-post) proxy of patent value. Interegtiesearch is currently being conducted to better
evaluate patent value starting from the use ofrtieath words and the development of application
procedures (Reitzig, 2004). With no standardizedstavith which to gauge the value and potential
usage of patents, browsing through an overcrowelethblogy market is indeed a difficult task and
requires specialized know-how.

The third aspect has to do with licensing practi€escent evolutions in patenting systems
led to a growing separation between technology (Bhgroviders, technology users, and
integrators. Companies started to rely on the emest and functioning of a burgeoning market for

proprietary technologies. Patents’ primary rol@@efending mechanism for a firm’s proprietary



technology took on a new importance. Patents becaiuable components of market exchanges
and a key element in transactions such as licermgistrategic alliances.

The surge in licensing revenues and patent salsgshgaconsequence of some eye opening
success cases. In some situations, as traditiesalirces for investment in R&D declined, leading
companies turned to the licensing of their existBrportfolio as a possible source of income. One
of the most successful examples of this has bebh Vhich as early as 1995 officially recognized
licensing revenue as an important item in its budge patents became a valuable component of
market exchanges, several companies realized dlokgd expertise and resources to directly
manage their patent portfolio. The same holdsfouendependent inventors. Independent inventors
have limited resources and are not very likelydmmercialize their technologies. Independent
inventors can also experience problems gettingarudormation about potential buyers and
licensees. Transaction cost in dealing with comggmnan become unbearable.

Universities and public research centers haveaisered the patent business. Universities
and public research centers are a significant soofrpotential patents. Since the approval of the
Bayh Dole Act (1980), University Technology Transt#fices (TTO) have significantly increased
their presence in technology markets. The numbeatgnts filed by university researchers has
surged. This is also true of (repetitive constaut}tilicensing agreements between universities and
corporations (Markiewicz & Di Minin, 2004).

More players are turning to patent transactiors agtical function for both their
technology transfer and knowledge exploitation. M/For some of these companies, institutions
and individuals this represents the core of thegifiess models, for others licensing is a secondary
activity, and onlyone of the various forms of teglugy sourcing and new modes of exploitation

for internally developed assets (Cesaroni, Gamilard Garcia-Fontes, 2004).



2. HOW DO ECONOMIC AND SOCIAL THEORIES EXPLAIN TEQROLOGY

BROKERAGE?

Brokers are common in everyday economic life. Whenge deal with buying, selling or
renting a house, getting an insurance policy,addroptions and futures in the financial market, we
rely on the services of a specialized agent. @gent makes the transaction possible by
guaranteeing both parties an acceptable soluti@mngrthe available options. To do so, a broker
might perform a variety of different tasks requifedthe completion of a transaction. Thus we can
assume that under specific circumstances the taosavould not occur or would be much more
difficult were a broker not present. Common senggyssts this might be true in several
circumstances. Consider for instance the realestarket, where brokers gather, process and
distribute information about possible deals atva ¢ost. In most cases, sellers would not be able to
properly indicate their intentions, the conditiamsler which they want to sell, etc. due to an
unfamiliarity with the market. They would als&dly be unable to pick up on the signals coming
from prospective buyers. As a result, some markesactions would not occur even though both
parties were present and wanting to close the deal.

A common way to explain why brokers exist is tousss that markets and economic
exchange are characterized by imperfections. éirmétion were homogeneously distributed and
freely accessible so that no asymmetries existdegqtly rational agents would be able to complete
transactions in their own interests without anysidgace. Homogeneous information and perfect
knowledge) would render the presence of a brokeecessary. According to this view, brokers are
a temporary, viable solution to existing imperfens. Still under these circumstances brokers might
play a positive or negative role. Brokers are effit as they offer a second best solution to agents
on the market. Brokers can temporarily mitigate keaaimperfections and provide reliable,
trustworthy information. They can also provide legssistance and control for free-riding behavior.

On the other hand, brokers might also represenbatacle to market efficiency, as they could be a



primary cause of information asymmetry. Brokers canvey limited information or hide relevant
information. Brokers may act opportunisticallghkir reputation is not at stake or if there are
minimal rewards for playing fair (Merges, 1999).\wver, this type of brokerage is doomed to
disappear as industry matures. As knowledge offrthiket diffuses, the bridging function of

brokers looses its appeal. In theory, companieskgnthe intermediaries and directly manage their
transactions.

Teece (2005) provided indirect support for patenkérs’ relevance by discussing the
interplay between patenting, firms’ boundaries, firmds’ specialization. Building on an argument
explored by Arora & Merges (2004; 2001b), TeecdB®Guggests that IP combined with
complementary and proprietary assets allows comepdnisuccessfully leverage the results of
innovation. In other words, patents might indeedoemage more dispersed sources of innovation;
however, access to key complementary assets ig ¢mitletermine the success or failure of an
innovation. Knowledge of the industry as well amevship of the essential IP are key ingredients.
Companies might not have both at the same timesamgt form of brokerage might be necessary.
Moreover, as recently reinforced by Rush et al0@@0firms hold different approaches to
technological change, and for some of them, extérgla is necessary to identify opportunities and
threats.

Transaction cost economics (TCE) and structuradtiieory don't directly address the
issue of patent brokers. Nevertheless, they prowitteoretical framework for understanding the
role of brokerage.

TCE views hierarchies and markets as two alteragjovernance modes to perform
transactions (Williamson, 1975). Depending on asgetificity, frequency and uncertainty,
hierarchies or markets are better off in perforntnagisactions. For instance, markets are better of
in governing transactions on commodities. A comrtyodioes not require high costs for collecting
relevant price, setting up and reinforcing congadransactions for commodities are usually

standardized agreements, making switching costggitdg or absent. Companies are better off



governing highly asset specific transactions. Hidma allows for a tighter control of opportunistic
behavior. Making rather than buying avoids lock-@s in the case of a company relying on a non-
substitutable supplier.

Transaction cost economics subsequently recogmineedhybrid governance modes are also
possible (Williamson, 1985). Thus, while hierasshand markets remain polar modes, other
different governance structures are also possibiteral governance is possible when
transactions are occasional and of mixed and higiagific kinds. Third parties and intermediaries
might play a role as they reinforce the institutibsetting needed to make transactions happen:
“thus rather than resorting immediately to courteoed litigation — with its transaction-rupting
features—third party assistance (arbitration) soheng disputes and evaluating performance is
employed instedd(Williamson, 1985: 75). TCE recognizes that thetad contracting, enforcing
the contract, and dealing with unforeseen circunt&a varies significantly (Bailey & Bakos,

1997). Brokers can match buyers and sellers, #liscing the costs of searching. Brokers can also
act as agents of trust. They can shield buyersalhers, protecting them from opportunistic
behaviors by other players.

TCE offers a parsimonious explanation of why brekexist. Brokers can help buyers and
sellers in setting up appropriate governance muamlegecute risky transactions. This is especially
true in the case of patents, whose value is difftcuascertain precisely and where several
contingencies are at work. TCE maintains that mokéfer buyers and sellers an insurance policy
against malfeasance in situations of incompleteraots. Thus TCE implicitly equals brokers to
regulatory institutions or substitutes for contuadtregulations. This way, brokers exist because
transactions have specific features that canngblierned through polar modes. According to
TCE, brokers stain the middle. Note that a TCE explanation of vaingkers exist is compatible
with the one offered by classic industrial orgati@a(Tirole, 1988). As specialized agents, brokers
can facilitate the market by reducing operativasoBhey can benefit from economies of scale and

scope and reduce bargaining asymmetry. TCE andindluorganization assign brokers a



“bridging” function. Their role is to connect matkdayers that want to engage in transactions but
cannot do so efficiently on their own. The workl@imoreaux and Sokoloff (2002) tries to interpret
the role of intermediaries in the market for tedbgy through this lens. These two authors claim
that the development of specialized markets allofivets to “outsource” to professional

individuals the “responsibility for developing andmmercializing their invention”. If we apply the
TCE/Industrial Economics view to patents’ brokeve,deduce the following proposition.

TCE/Ind.Econ. Propositianncomplete contracts explain the presence of tabeokers in

between technology demand and supply. Patent sqkeride a hybrid form of governance for
transactions on technology markets.

An alternative view of brokerage comes from so@or®mic theories. Burt (1992; 2005)
suggests that brokerage is a function of structuslds in a network structure. While TCE suggests
that intermediaries are “equidistant” from supphdalemand, and they simply regulate an
information asymmetry, network theories concepagabrokers as proactive playefsstructural
holes exists when two people or groups are unawfaralue available if they were to coordinate. A
structural holes refers to a missing element ofdioation. Structural holes imply resources are
unevenly distributed. Distribution can be randonoocur in densely knitted clusters. Within these
clusters homogeneity is normally high. Individuggnning several clusters are in the position of
exploiting differences. People spanning structbodés are more likely to have good ideas. Bridge
relations are the channels through which discusshamges opinions and behavior. Brokerage is
the act of creating value by filling in the hole.

In reviewing existing literature, Burt (2005) sugtel two possible ways to control for
effects of brokerage. One is to study returns ¢opople connected by brokers; the other is to
study returns to the broker. Garmaise & Moskow2i2(03) studied the effect of brokers in the
commercial real estate market and found that beogebstantially raised the probability that a
transaction would be financed with a bank loanweber, there is not compelling evidence that

brokerage itself leads to success and superionéssi



Network theories imply that brokerage is not a dexqupport function. Brokerage can be
realized in several ways. Putting in contact twdipa who share similar interests or could have
common goals is one way. However, brokering israglex and multidimensional activity, and
information transmission is only one componenthef broker’s role in orchestrating a deal
(Pollack, Porac, & Wade, 2004). Brokers can tranfstam a cluster to another best practices and
routines. Also, brokerage can take the form of @paklnd of synthesis. Thus brokers may add
distinctive, unique value (Hergadon, 1998). Thithie case for example of internal brokers.
Internal brokers share complex knowledge betweey distant contexts in large organizations
(Cillo, 2005). If we use structural holes theoryet@lain patent brokers, we formulate the following

proposition.

Structural Holes Propositiarstructural holes explain the presence of patenkbérs in
between technology demand and supply. Patent ls@dat value to a transaction, creating a

bridge between two previously disconnected grodipgayers on technology markets.

In conclusion, we have two distinct explanationsviy brokers exist and what they do.
These theoretical approaches converge when comgjdEsymmetries as a natural precondition for
brokers’ existence. For TCE, asymmetries are engzbddtransactions. Brokers facilitate market
exchange by limiting their negative side effed&r the structural holes theory, asymmetries exist
between densely knitted cliques. By bridging thagpies, brokers leverage their position.

Our field work aims to confirm or reject these tagparate theoretical explanations of why

patent brokers exist.

3. METHODS AND DATA

Due to the exploratory nature of our research, nese to take a case-study approach. A case study

approach is beneficial because it creates a foiordah which to build new theories and to explore



new phenomena (Eisenhardt, 1989). This method Isasr@ecessary due to the lack of public data
about patent brokers and the scattered naturdayhiation we were able to get from primary
sources, such as associations’ directories argtixidatabases.

Our first task was to identify and select IP intediaries. No comprehensive directory of
patent brokers exists. We relied on secondary sswtinformation and used a snowball technique
to build our sample. Through exploratory interviemigh industry experts, key informants and TTO
professionals we were able to come up with a teetéist of patent brokers. This first task proved
to be quite straightforward. In an industry whezkationships are key, knowledge about “who is
who” is rather diffused at least among key playaiso, once we identified and contacted patent
brokers, getting their feedback was facilitatedhmy fact that most of these companies were eager
to share their view of the industry and discus# thsiness models. While confidentiality issues
arose (as will be discussed below) many of thewgerees welcomed the opportunity for higher
visibility. Biases of such an approach are inev@abess well-known companies did fall off our
radar screen and we were unable to get informatiof those companies still operating in stealth
mode. Nevertheless, the convergence of opinionsesgpd in the course of semi-structured
interviews allows us to be confident about the gainealidity of results here described.

Through the process of snowballing and conductitgyviews between May and September
2006, we were able to identify, select and collext-confidential information from 15 companies.
Only two firms were unavailable for comment. Tablksts interviewed companies included in this
study. We believe they represent a satisfactorsesgmtation of the larger universe of U.S.

intermediaries.

TABLE 1. Interviewed Companies



For each company we interviewed one of the partmietsp managers. Interviews were in person
and lasted between one and two hours. Each intemwees reviewed and edited with the feedback
we got from the interviewees. In several casesid@decond interview to discuss specific topics
more in depth.

Our second task was to come up with a clear uratestg and possibly a “thick
description” of what patent brokers really do. iatews were divided in two parts. In the first half
we discussed general market and business trergig sm overall understanding of the industry. In
the second part we asked specific questions ahewtdmpany, i.e., its origin and foundation, area
of specialization, activities carried out, exampdéspecific deals, and financial performances.
Whenever possible we double-checked the informatiergot and asked respondents to give us
their view on other respondents’ comments.

Informants were very cooperative on every issuepitinancial performances. None of the
informants provided us detailed figures about reeesnd profits, paralleling the privacy normally
observed in the venture capital industry. Due &rthture of business, yearly revenue might be
inaccurate or non significant. Very few of the IBnpanies have managed to secure a stable and
secure base for their revenue stream, and as dhe offormant statedjt‘takes several times to
finalize very complicated agreements, and sometewes more (..) as a consequence yearly figures

might make little sense.

4. RESULTS

Ten out of fourteen of the patent brokers in oungla were founded after 2000. Half of
them are headquartered on the East Coast, andnehalf in California, namely Silicon Valley.
While the reader might think that this is the résfilconvenience sampling, as we searched the area

where we were physically located at the time, weavteld that Silicon Valley and California are



home to a large population of patent brokers. & tinnks about the concentration of high-tech
industries in these areas, it makes perfect stasgatent brokers would be localized mostly near
the companies they will work with. Also, the dontcdwoom of the 90s and bust of the early 2000s
left a high concentration of unexploited IP up §oabs among the ruins of many failed start-ups.

Only three of the fourteen cases we examined appdse a continuation of pre-existing
activities. However, partners and founders have laeeund for longer periods of time. Consistent
with Chesbrough (2006) we found evidence of sigaift innovation in the business models
described to us, and various entrepreneurial svisthave been explored by these companies. We
here try to stratify our sample into four differémalue creation” paths.

The first path to venture creation was an inventiting to leverage his or her own
experience in patenting. This is the case for msgaof Science+Technology, whose founder
experienced several problems trying to leveragehin inventions in video-games and then turned
to the brokering business. Realizing how problemiativas to extract value from a patent and get
support for marketing, he founded a company thgaged in a variety of commercialization and
support functions that need to be carried out dfftepatent has been granted, such as market
evaluation, product design, and product commematbn. According to the founder of
Science+Technologywe realized there were inventors willing to deyelbeir patents. They were
technically very skilled but totally lacked commakand marketing expertise. We decided there
was a market for patents held by individuals thasworth exploring.

The second path to venture creation was profedsiana managers with deep knowledge
and experience in IP management at large corposatito decided to spin-off and establish their
own firm. This is the case of Intellectual Ventur@se of its founders used to be a senior manager
and key technologist at Microsoft. Having perceitieat there were opportunities to explore, he
teamed up with other professionals to leverag@itasious knowledge and contacts. Intellectual

Ventures is today a specialized IP broker thategapes and manages underutilized patents.



The third path to venture creation was lawyers @dessionals who teamed up with
business colleagues to offer integrated servicess. i$ the case, for instance, of Inflexion Point
Strategy. These companies are usually the outodmartnerships among experienced individuals
who decide to team up and become independent gatadrs, and in so doing raise enough capital
to finance their operations. Pre-existing ties amhmon background turn out to be, in some cases,
very beneficial, as one of the informants cleatfess,"we had common background in high-tech
and were very complementary... as soon as we realizeglanted to experience an entrepreneurial
career, teaming up looked naturalThe experience of large multinational companie$]ipu
centers and universities provided the foundatiordéaling with patents and offered risk-seekers an
opportunity to start their own company.

The fourth path to venture creation was bold emémegurial activities backed by large
financial resources. This is the case for instarid® Value Management. IP Value Management is
backed up by the capital of important institutiopattners such as General Atlantic Partner and
Goldman Sachs. Another example is the already titietlectual Ventures. Contrary to the vast
majority of patent brokers we interviewed, Intellead Ventures directly owns its traded assets.
Even if the company would not comment on the sfaesgatent portfolio, nor on the identity of
the investors, business press insists that Intalé&entures managed to aggregate and control
thousands of patents within a few years and thaiperations are financed by companies such as
Microsoft and Intel.

Degree of sectoral specialization among patentdssokaries. Some of them — roughly half
of our sample — are mainly focused on technologsesl in one or two industries. This is clearly the
case of very complex industry, like electronicspfTbiotech, where patents are key in protecting
knowledge in several domains, and where integratforarious technologies, often in the hands of
different companies, is a necessary step towamtiupt development and commercialization of an
electronic gadget or a drug. Specialization remeatiser high for patent brokers who spun-off from

larger companies. For the rest of our sample, apeation is not a crucial issue. These patent



brokers cover several segments of high-tech ingssand sometimes also mature ones. In these
situations, key competitive advantage is given byidle of activities such as patent evaluation, IP
identification, and value extraction.

We found only two patent brokers with operation&urope, and a third one who is about to
open its offices overseas. Although all patent brslare giving Europe and other areas serious
consideration, they also suggest that the U.S. ehaglextremely rich in opportunities and remains
their priority for the next future.

If we consider only the companies that decidedgoldse quantitative information about
their operations (6 out of 12) the average sizgasind 20 employees. Since most of the companies
were not able to provide us data about the voluhtleair operations, it is not possible to estimate
the share of patent transactions that are servélddsg companies and in general we cannot
speculate on how representative this sample iseoéntire population. Most of the companies are
privately owned and decided to share informatioougithe sources of their funding only under
condition of anonymity. In most cases, we learrned traditional venture capital firms, big
investment banks, and large high tech companiekemely financing some of the most well
known intermediaries. Only a few companies clairtweckly exclusively on seed capital from their
founders and individual partners.

All informants agreed that brokerage in generalfeme more common and that the IP
market is growing. Informants did not provide atireate of the global market, and they were very
circumspect in exploiting their specific marketawever, commenting on their customers’ needs,
patent brokers in our sample identified three dettdrivers triggering growth in the IP market.

The first factor that appears to trigger the coratf a patent market is increasing patent
intensity, an observation that is consistent withilable data. As the market grows, it becomes
possible to trade patents as any other goods. d\rdescussed institutional factors, as well as
deliberate company strategies, ultimately droveelehanges. Thus, the existence and development

of a market for patents provides a common grounggecialized players — other than buyers and



sellers. As the market grows, it becomes more ame miifficult to monitor all possible patents that
might impact a company’s business. As one of thermants put it, available public information

is not enough (..) public data must be complemeloyeal deeper analysis and an overall
understanding of the context (..) the patenterstitengths and weaknesses, as well as the
prospective buyer stakes and interests, all beaategant” Consistent with what might be
expected, development of the market for patentsi@mp general need for up-to-date, reliable and
customized information. The variety of the inforroatrequired is great. For instance, a company
might want to know whether a specific patent existso the owner is, and whether or not the
owner is willing to license or sell it. Similarlg, company and even an individual who has patented
an innovation may want to know whether a compangfrgnging its patent rights. Some of our
informants suggested that one of the first brokegdivities in the United States was a directory
listing key information on the most relevant pag&ritiowever, it is more than a simple matter of
“publishing information.”

The second factor that appears to trigger theioreaf a patent market is what we label
“increasing compelling IP blindness.” As technolayplves at a faster pace and becomes more
convergent, companies pursuing innovative strasegight violate other companies’ rights. This is
the case because time-to-innovation and time-tdketare much shorter than the whole process
needed to file a patent and to have it granteda Aessult, companies might end up unintentionally
violating existing patents. As one of the informatated, infringing a patent can occur
inadvertently... companies developing an innovatemmot know for sure whether or not they are
infringing existing patents.

No matter how many resources they commit to IP meameent, companies cannot monitor
all possible innovators. Therefore, patent brokeight be better at scouting the market for patents.
This is especially true for patents that have dged but not yet granted. Such information is

crucial for a company willing to buy a specific @at. The same holds true for a small company that

3 Interview with Scott Taper (Science+Technology).



depends on R&D and whose main asset is IP. Itlikain that such a company would be able to
set aside resources for investigating who is igfng its patent, nor would it have the expertise to
negotiate an agreement where technical, busineskegal issues converge.

The third factor that appears to trigger the coeatf a patent market is that patents and IP
management in general have become part of compiaiggy and sometimes one of companies’
core revenue stream. Such an increased attentiBhrm@nagement by medium and large
companies does not necessarily imply only in-h@adetions. Large companies staffed with IP
management practices might need consulting serfieesspecialized companies. As one of the
informant put it, e have contacts and knowledge outside the indugmnainly do business
with(..) so every time there is a patent with agilde application in several domains, we are
requested to do “business and technical due dikigeio assist our clieritAt the same token,
small-medium companies that lack needed resourcssm@ly on external services to protect and
value their patents. It is not usually the casé shzall-medium companies have a specialized
internal unit; they do not patent on a regular fiaand patenting is not supposed to be one of their
main activities.

Patent brokers in our sample are mostly specchkziher in licensing or in selling.

TABLE 2. What patent brokers do

Licensing makes sense when original assigneeseakeng to obtain a continuous revenue
stream, but lack the resources or have difficultyeasing the complementary assets necessary to
invest in the commercialization of these technasegFor established companies, licensing out

internally developed technologies can represenlighéest form of business diversification.



Negotiation between licensor and potential liceasz be tricky, but common standard and
general formats offer a solid base for finding nalijuacceptable solutions. Licensors normally
grant rights to manufacture and/or distribute tloeiginally assigned inventions in exchange for a
percentage of total sales.

Patent brokers intervene in licensing through PLasset evaluation (2) market identification and
selection and (3) negotiation.

During the first phase, IP assets are analyze@amical, business and legal bases. Initial
evaluation is normally followed by a more detaidathlysis in order to understand the real market
potential. As one of the interviewed managers dtatwentors normally overestimate the potential
of their patents and underestimate costs associatttdturning patents into a prototype or a
product.”

Patent brokers develop a detailed analysis of dtenp potential by relying on a knitted web
of professionals. These professionals are nornkaNyplayers in their area of expertise. Scientists
and technical experts normally carry out a tecr@ealuation of the patent. They make sure that
patents are truly innovative from an industrialrpgaf view and give advice on how to define
commercial solutions building from the technolobgttpatents read on. Market consultants and
business experts perform a market due diligencey. Blssess market potential for the product, its
strengths and weaknesses, as well as potentisdisested licensees. IP lawyers scrutinize the
patent and its claims to assess whether or nditkaéas all the needed legal prerequisites famdpe
licensed or commercialized. Patent brokers nornditlsctly perform these activities in situations
where inventors are individuals or small compan¥ken inventors are large companies, brokers
normally assist internal units to perform thesévéass.

Several interviewees suggested that teamwork, wdoalbines internal resources with
external ones, is extremely critical during thigpd. The wider and more reliable their net of
experts, the more reliable the final assessmehbwiand the smoother the whole process will go.

As an outcome of this phase, a patent gets bundtbdan overall technical, business and legal



evaluation. Patent brokers also take care of setpatqualified group of potential licensees, and
they enter in negotiation for a potential deal. Tgority of the interviewees claimed that
“evaluation lies at the core of our business mdd&he manager, who was specialized in managing
entire IP portfolios on behalf of customers, claihtieat ‘Our most important trade secret is how

we scrutinize a patent portfolio and identify itseeagths and potentials.

Selection and negotiation also have the potertibktextremely high value adding
activities. Whether a potential licensor is goaitgr a quick return for an isolated invention or a
healthy revenue stream for a large bundle of patéiné¢ identification of the right licensee is
critical for the success of the operation, sincenaily licensing revenue will be tied to the sabés
products “reading on” the licensed IP assets.

Relational capital and knowledge of possible futmagkets are going to make the
difference in the eyes of the broker’s client. Tingt important assignment in this stage is to
identify which industry is going to be interestadhis technology, and to market it accordingly.
This is often a difficult task because the markettfhie technology is not clear, or may be quite
distant from the traditional market where the compaperates. The ability to connect distant
markets is therefore often‘ereative effort that is required by my compdahgs one of the
interviewees put it.

In licensing, patent brokers are therefore actim@usiness developers. Sometimes they
have to envision a new market for a new produaghato the table both inventor and licensee,
mobilize other resources and provide market anthbss intelligence to have the deal closed. One
of the interviewees put it this waldeveloping a business plan that makes sense calpatent is
sometimes a very demanding job(..) luckily it soalery creative and challenging, as success
depends not only on how robust and advanced thenpat (..)sometimes the rest is as important
And in this ‘rest’ lies the core of the broker’s business. Whilefirg cases of IP intermediaries
were doing little more than bridging informatiomivides, the professionalization of IP brokerage

led them to provide a more complete package ofi&svn assisting a licensing transaction.



Licensing can also be the end result of a veredkffit process. Instead of playing in the
middle, a patent broker can also become represantsHtthe inventors. Patent brokers’ main task is
to control whether or not other companies arenging the inventors’ IP. Infringement is common
and therefore “patent trolling” has become a veunlific, and profitable, niche. In this case, pdten
brokers, but more often lawyers, assist inventomaake sure they can benefit from the output of
their innovation. Assistance requires a deep utaedsng of a patent in its technical, business and
legal aspects, as well as a deep knowledge ofaimpanies of a specific industry. Assessing
whether or not an existing company is violatingaéept is not an easy task by any means. A threat
to sue a company must be credible and patent e aleer effectively assist individuals and small
companies to make their threat believable. Licamaimd settlement are the ending point of this
process, where legal skills are predominant. Alse boundary between a genuine infringement
allegation and a frivolous charge is not alwaygasy one to draw. Some patent brokers have
gained the undesirable reputation of being “IP [Efbmeaning that their main purpose is to get a
quick payment by spamming dozens of establishegaaras with infringement claims of dubious
strength.

When patent brokers assist companies seeking ssigeetheir patents, they operate in ways
similar to what we have discussed in the casecehBing. We can distinguish the assistance
brokers give when aiding supply or demand of tetdmo When working together with a

technology providethe identification of the best possible buyerriiaal for the maximization of

the price that the potential user is going to He &bpay.

When intermediaries assist buyeshich are scanning the market for possible adins
of third party’s technologies, they can perfornpaaal “shielding” function. They guarantee
anonymity by keeping prospective buyers’ signatsnfibeing sent across the market. As one of the
interviewees statedcdbmpanies are worried not to let competitors kndvatthey are after(..) they
prefer closing deals in the datklhey also avoid closing deals in which the piigéigh only

because the prospective buyer is a large companwmétimes it is so difficult to assess the real



value of a patent that people use rules of thukdadi fixed percentage of the total revenue of the
buyer,(..) but when large companies are involveeimors become greedy and ask for unrealistic
compensations(..) Patent brokers can help asseghtavalue”

The need for anonymity and even more so a marlegta tradable IP is the catalyst
behind patent brokers’ evolution from informati@ncomplete service providers.

Patent auctions have so far registered mixed ss@ebmost of the interviewees confirm
general skepticism about the future of auction dasenpanies. Nevertheless, the arguments
offered by proponents of such a vision are ratbenpelling. Patents, much like commodities and
stocks, will soon require their own exchange pladeere supply and demand meet in the most
efficient way. According to one of the respondefitsyesting in a patent can be a more
transparent form of investment than buying stock cbmpany. When you buy a valid patent, you
invest in the future of a technology, and if thekatafor technology is efficient, this technologit w
find its most appropriate adoptér.

Patent brokers representing buyers can also dteumarket on a continuous basis to select
patents the buyer might be willing to acquire. Reasmight be different and not necessarily
“aggressive”, as for example when a patent is retealenter a new market. Companies might also
be willing to buy patents for defensive reasonk® to prevent competitors from threatening
infringement charges. Companies might prefer tedgaatents in their archives and avoid
unnecessary risks. In this case, patent brokershemidknowledge both in terms of industry and
process. They not only have to be very knowledgeabbut a specific industry, but must also know
how to collect and control useful information abpatents acting as antennas on a specific market.
This antenna role often cannot be directly perfatimg large companies. As one broker putslite
to our reputation we can collect critical informati without revealing how we will be using it (..)
we have a net of informants that is very large aaqy reliable (..) we can also approach inventors

and propose them a deal without revealing whonmwagevorking for"



Here we encountered the evolution of yet anothedehof brokers: brokers that attempt to
facilitate the aggregation of IP to create platfertm be licensed or assigned to companies seeking
to make sure that they can build their proprietaghnologies from a sound and secure base. The
final results can be an aggregation similar tordsailt of the work of a standardization committee,
and indeed the organization of some standard gdibdies can be considered a form of IP
intermediation. The numbers of actors solicitedafine these platforms can be significant, ranging
from the single inventor to large patent holderd aniversities, and the generality of the
technology extremely broad. Moreover, some pateskdss, often blessed with extremely deep
pockets, are attempting to build private platfotivest would completely alienate original assignees
from eventual future licensing revenue. These caongsawork on the assumption that the value of a
portfolio of patents around a technology is mudghkr (and much more enforceable) than the sum
of the value of single and separated patents. &g dlequire and combine patents in technology
platforms, IP aggregators submit to the patenteféontinuations and divisions of the original
patent titles to architect a portfolio which wogjchnt them a much stronger “right to exclude”
other companies to use a specific technology. Whepromoters of these [private] platforms are
claiming that their action will encourage dispergatbvation and facilitate technology transfer,
both policy makers and most of the other internréesasee the potential threat of a strong

monopoly over broad and basic technologies.

5. DISCUSSION

Patent brokers’ origin and growth is largely acdedrfor by the factors we have mentioned
above. Interviews confirmed that increasing pattemisity, increasing compelling IP blindness, and
IP as part of the companies’ business model hantibated to the growth and diffusion of patent

brokers.



Patent brokers are not all alike; they differ $absally according to the way they make IP
transactions possible. Many models do and will sieXhe picture we walk away with is an
extremely rich one, and this section attempts ¢twide the reader with an overview of an industry
that we believe is still in full swing.

Two variables are helpful in understanding pateakérs and differentiating their business
models. The first variable is how much value thdy to patents. Patents’ value has two
components, one intrinsic and one “context-spetifibe intrinsic component could be measured
in an ideal auction, where bidders would considgy the nature of the technology and the essence
of the claims on the patent document, in deterngihioowv much they would be willing to pay for a
reassignment or a licensing agreement. The “corgigatific’ component is the value companies
attach to patents when they use them for defemmsieéfensive reasons, no matter how much
money they can directly extract. This is the cdse patent that a company can buy on the open
market in order to prevent a competitor from havin@learly, the amount of money paid for the
patent only partially reflects the “true,” objecivalue of such an asset. What we observe on the
secondary markets of technologies are transfersevialue is based on the combination of both
the intrinsic and the context specific components.

The value that patent brokers add to patents varfgsone extreme, little value is added
when the role of the broker is limited to the “pnarket” stages. An example of this is a consulting
law firm that helps a company or an individual #lgpatent or extend a patent in a foreign country.
While this is an important function, the paterahwsr in this case only covers a small section lof al
the activities that have to be performed so thafdtent produces value. At the other extreme, we
might have a patent broker that builds portfolibpatents. They might target the most promising
scientific and technological domains, bring togetihgentors, get ideas and suggestions from them,
control for the legal aspects, file patents andmencialize them in different formats. Clearly, the

value added in this case is more substantial.



The second variable that can be used to differentieokers’ activities is commitment in the
transaction. Commitment has two components. Tlkedepends on whether or not payment is
dependent on performance. . For example, if pdeiers take an upfront fee, their commitment
to close the deal is limited. If, however, a “sigxée” is the only way they will be paid back,ithe
commitment will be high. The second component batotwith the investment a patent broker is
willing to make and the risk he/she is willing &ke in a transaction. A patent troll who enforces
patents in only one industry and sends a large euwiinfringement letters, for instance, is only
putting his/her reputation on the line (if thabju$ bearing a very moderate risk. On the other hand
a patent broker that invests his/her own capitdlspecializes resources to make a deal would bear
a high level of risk.

These two variables, “value added” and “commitmgidigntify four different categories of
patent brokers, as expressed in Figure 2. We wil describe each of the four quadrants and

discuss how TCE and structural holes theory, pteslan section 2, fit in.

FIGURE 2. A typology of patent brokers

The lower left category isonsultants Companies often use consultants in patents
intermediation. Consultants are normally retirechaggers or professionals knowledgeable about
specific domains. These consultants often come fasnconsulting firms that did not want to add
business and market services to their portfolimsttiants might provide companies fresh and
reliable information, suggest contacts, and giwaadabout how to proceed. Consultants rely upon
their personal networks. They have been with tdestry for years, are knowledgeable about

existing companies and can easily search amongugiar Although their contribution might



become relevant -- as in the case of skilled coastd who are assigned full responsibility of a
patenting process by a company — consultants ntyradd little value. Consultants act on a
personal basis. They do not usually mobilize oestvarge resources. Their knowledge of the
market and familiarity with companies is normdiiyited to specific geographic areas.
Consultants’ commitment to a transaction is alsotéd. Unless consultants take on other roles,
they do not take up an entrepreneurial role anchammally paid by flat fees, sometimes associated
with variable incentives. IP consultants matchakpectations of the TCE proposition. They
facilitate transactions characterized by incompbetetracts. They keep an equidistant position
between supply and demand of patents.

The second category, in the lower left quadrargaient brokers acting as “shields”to
protect potential buyers’ identities. Buyers ad want to be visible for several reasons. Firstyt
don’t want to send signals to the market and topetitors, which would threaten their strategic
processes. Buyers prefer invisibility, at leasthi@ early stage of transactions, so as to pratent
price of a possible deal from skyrocketing duehtgrtreputation or market power. Under these
conditions, patent brokers provide such invisipiby acting as shields. Shields are not very
committed to the transaction and their contributidmesn’t go beyond the contractual phases of the
deal. Prospective buyers do most of the job; tegtify hot technological areas, search for
competitors’ activity and possible start-ups andlyae the potential impact of the patent both from
a business and market viewpoint. Shields alsoltakted risks, as they leave the field early ie th
game. Structural holes theory is indeed very apmatgto understand patent brokers in their role as
“shields”. When patent brokers act as shields Hreynot “equidistant” from demand and supply;
they benefit the party that seeks to exploit infation asymmetry in the patent market. As stated in
our structural holes based proposition, patentdnokreate a bridge between two previously
disconnected groups of players in technology market

The third category is formed Ipatent promoters Both propositions are insufficient to

explain the activities performed by this type demediaries. Prospective customers for these



brokers are companies already established in afisp@arket that want to consolidate or widen
their IP portfolio or protect their position agdim®stile moves. These companies are not interested
or are unable to perform a detailed scan of th&ked@nd sometimes lack the technical expertise to
evaluate the exact trajectory of a specific tecobgpl Patent promoters act on behalf of companies
that are either interested in acquiring patentsrertrying to capitalize on some of their unexgdit
IP. Patent promoters are more autonomous andaegin shields. They may, like shields,
protect the identity of buyers to some extent,thair main value added is a more informed and
imaginative knowledge of potential “downstream” keds for a particular technology. Patent
promoters are potentially instrumental in helpgnignarket or a technology grow. Without patent
promoters, small companies and start-ups that fil@depromising patents would have a hard time
collecting all complementary resources neededrodipatent into a product or even beginning the
process. By scanning the market and investigatiagy technologies, patent promoters can act as
“connectors” between previously unconnected actewseign or large multi-product companies
might need their services when they seek to uraleghe key issues of an industry they are not
familiar with before diversifying into it. Howevéstructural holes” are not a precondition for
paten promoters, as they might end up suggestiegding contracts between two mutually known
companies. The structural holes proposition isetfoge not always verified in this case. The TCE
proposition is also insufficient. Incomplete cowotmag is indeed part of the picture, but patent
promoters “play in the middle,” in the sense tiatytdo not always respond to the specific requests
of customers. They might have a high degree ofreuntty, and be extremely entrepreneurial in
suggesting that potential customers pay attetti@pecific scientific and technological areas.
Compared to consultants and shields, IP promad€elds more “context specific” value and their
commitment to the transaction is also higher, ag tisually get rewarded through success fees.

In the lower right quadrant we finghtent evaluators In this case, brokers take the role of
consultants for both parties. This happens notushuyer and seller (or licensor and licensee)

lacks the expertise needed to evaluate a patenbgoause both of them need a third, specialized



and possibly neutral opinion. The role of pateraigators is delicate, as a clear, standard
methodology for evaluating patents does not ek@th patent is by definition “unique” so that
assessment and evaluation require specialized.sKilis role is especially critical during mergers
and acquisitions, as patents are often the mastttte assets for possible buyers. Under these
circumstances, patent brokers provide assistartéaailitate the flow of the market. Patent
evaluators add value to the extent that they peosjkcific knowledge. Patent evaluators don’t add
much value if they only perform a “hands-off evdioa’. Patent evaluators might add high
“context specific” value if they provide specifiaéwledge to the transaction, or use unique,
innovative internal evaluation processes. Patealuetors bear some risk because their reputation
is on the line when wrong evaluations are produtéd category is largely consistent with the
TCE proposition. IP evaluators complete contrattey make transactions possible. However, they
act in extremely densely connected environments ddntradicts the structural holes proposition.

Also, patent deal makers(5) andpatent aggregators 6) happen in extremely densely
populated industries. These types of intermediatiomwever, are more than completing contracts,
as they are both characterized by high value addddigh risk-taking. Patent deal makers are
brokers that complement patents with various sesvi¢hey might carry out preliminary scientific,
technical and business investigations to assegsotieatial of a patent. They might also develop a
component or a product, at least as prototypemadipossible customers or directly build up a
knitted web of partners to do the whole job. Patksatl makers are therefore highly involved and
they add high intrinsic and context specific vaoi¢he patents. The same holds true for patent
aggregators. They help developing patents thatwhigcquire in order to build portfolios or
platforms of intellectual capital. This strategyisky, as it requires a high volume of financial
resources. Pay back might be difficult and matabnly in the long run. However, by building
portfolios of patents in specific domains, thesekbrs are in the position of adding high, unique
value. For the reasons mentioned above, neitherAd@Btructural holes propositions is not

sufficient to explain the presence of this typeintérmediaries.



The last category is formed pwtent enforcers Patent enforcers work for individuals and
small-medium companies. Their role is to protegemtors who patented their inventions against
possible infringement. Their role is exclusivelyingrease the “context specific’ component of
patent value, scouting out and acting on possilfitisngement scenarios. Infringements might be
the result of contractual power imbalances thegtroéxists between an isolated patent holder and a
large, powerful company violating his or her pat&atent enforcers can help balance the power
structure in this situation by stepping in to deféime patent holder. Risk for patent enforcers is
limited, but they add high value by helping thaistomers to extract hidden value from their
patents. The more a patent has strategic and ctivpanpact on the products or technology of
the violating company, the more IP enforcers cdp bapture this hidden valtie Patent enforcers
simply help capture and redirect value in the miarkar patents. TCE and structural holes
propositions are not fully suitable to understdmd type of intermediation

We therefore conclude with our own proposition,gesiing thateven in very dense
environments, the bridging role of IP intermediarie that of market-makers, who leverage their

specific investment to “play in between” technolatgmand and supply

* The aggressive attitude of some of the interméstian this category led the press and scholars to
talk about the phenomenon of “patent trolls,” Ptdelorokers who sue or simply threaten to sue for
infringement companies on frivolous bases



6. CONCLUSIONS

The appropriability strategies of companies arengireg (Pisano, 2006), and in a new -often
more open- approach to innovation and technolagysfer, the role of intellectual property
intermediaries has gained momentum.

Our contribution is twofold. First, we have presghteasons why patent brokers emerged
and why they are likely to expand. A more prol8mentific and technological environment, and a
more favorable judicial one, paved the way for pabeokers as specialized companies. This
emerged also as a consequence of a changed appsaanbvation management of companies. In
this article, we have explained their origins artthitrends have reinforced their presence. Since
various literature has explained brokerage, we Isotagfind an explanation of patent brokerage in
transaction cost economics and structural holesyh©ur empirical study finds only partial
evidence in support of the propositions derivedh®se schools of thought, and we therefore derive
our own proposition, suggesting thaten in very dense environments, the bridging abl@
intermediaries is that of market-makers, who legertheir specific investment to “play in
between” technology demand and sup@wr research setting was limited to USA and Sjpediy
California, and this was not by chance. We beligatent brokers tend to emerge and be co-
localized in highly innovative areas. The reasaessanple. Patent brokers have been up to now
small-medium companies with limited resources. Timegtly rely on personal contacts and close
relationships. This is a common trait in businéss but in the patent market this is even more
critical. Patent holders, prospective licensors g pective buyers need to work out their
relationship in such a way as to find a mutuallys$éactory equilibrium. Patent brokers are

fundamental in this respect. By building trust, ersianding each party’s requirements and by



collecting the needed resources, patent brokerbeaomme “market makers.” Becoming a market

maker is more likely in highly specialized innovatiareas.

Our second contribution is that we have providéidsg vivid picture of patent brokers. We
here go beyond the intuition in Lamoreaux and Saik¢2002), suggesting that they do not simply
offer companies an outsourcing solution for theisiness development. Patent brokers engage in a
wide spectrum of activities. We mapped them heoe@ing to the value they add to transactions
and their level of commitment. Patent brokers dojust stayin the middle and connect two
previously disconnected parties by introducing amdbridging an information divide. Instead,
patent brokers can and do playbetween, knowing that patents are a potergsdurce. A patent
might lead to huge profits or it might expire geatarg no results. A patent represents the beginning
of a process that involves different actors, ansl iitimately only an input to the innovative
process. Patent brokers can appropriate a higlogrop of returns on the innovative investment,
because they provide an indispensable contribitidhe overall process. Although patent brokers
often team up with a buyer or seller, they candmglay their own game according to their own
specific interests. Some brokers actively seek dppdies and are able to engineer bold bridges
with distinctive features. All together, patent keos are a rich laboratory that is worth exploring.
Figure 2 provides a taxonomy of different typedatkerage.

We suggest that there are various avenues of okstat can be explored. In particular, we
approached this phenomenon from a perspective steghm Teece (2005). While such a viewpoint
remains useful in explaining the distribution amdnbination of innovative labor, it hardly
recognizes the presence of entrepreneurial riskskitid of technology intermediaries. Other
literature on technology entrepreneurship (see ther¢éheoretical frameworks presented in: Gans
and Stern, 2003 and Stuart and Sorenson, 2008)v&dmg tools for exploring high-tech

entrepreneurship, and it might be fruitful to cocinbese two streams with this analysis of



technology intermediaries. Finally, both practigosand policy makers are in need of a definitive

answer on how beneficial patent intermediaried@the facilitation of high-tech transactions.
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TABLE 1. Interviewed companies

Capital Value Partners

Inflexion Point

Intellectual Ventures

IP Investments Group

IP Strategic Group

IP Value Management

IPotential

Mayo

Oceantomo

Science+Technology

SRI International

Stanford TTO

Tynax




TABLE 2. What brokers do

COMPANY

MAIN ACTIVITY

Capital Value Partners

Assisting buyers and sellers

Inflexion Point

Consulting in licensing

Intellectual Ventures

Patent portfolio builder

IP Investments Group

Transaction and licensingisesv

IP Strategic Group

IP Consulting

IP Value Management

Licensing and patent trangastio

IPotential Assisting buyers and sellers
Mayo Licensing in-licensing out
Oceantomo IP merchant banking

Science+Technology

Business development from fmaten

SRI International

Licensing-selling

Stanford TTO

Licensing

Tynax

Licensing, Technology Promotion




REFERENCES

Arora, A., Fosfuri, A., and Gambardella, A. 200Markets for Technology: The Economics of
Innovation and Corporate Strateg@ambridge MA: The MIT Press.

Arora, A., and Merges, R. P. 2004. Specialized 8uppms, Property Rights and Firm
BoundariesIindustrial and Corporate Changé3: 451-475.

Arora, A., and Merges., R. P. 200Hroperty Rights, Firm Boundaries, and R&D InputEWork

Bailey, J., and Bakos, Y. 1997. An Exploratory Stoflthe Emerging Role of Electronic
Intermediarieslnternational Journal of Electronic CommercH3): 7-20.

Burt, R. 1992 Structural holesCambridge, MA: Harvard University Press.

Burt, R. 2005Brokerage & closure. An introduction to social cabi New York: Oxford
University Press.

Cesaroni, F., Gambardella, A., and Garcia-Fonte2064.R&D, Innovation and Competitiveness
in the European Chemical Indust#msterdam: Kluwer Publishers.

Chesbrough, H. 200®pen Innovation: The New Imperative for Creating &rofiting from
TechnologyBoston: Harvard Business School Press.

Chesbrough, H. 200@pen Business Model€ambridge, MA: Harvard Business School Press.

Chesbrough, H., and A.K. Crowther (2006). "Beyoirghhech: early adopters of open innovation
in other industries.R&D Management36(3), 229-236.

Chesbrough, H., and Di Minin, A. 200bhe Management of Intellectual Property Rights: The
Case of Patent ReassignmerRaper presented at the Triple Helix Conference.

Cillo, P. 2005. Fostering Market Knowledge Usenndvation: The Role of Internal Brokers
European Management Journa3(4): 404-412.

Davis, J. L., and Harrison, S. S. 20&tison in the Boardroom; How Leading Companies Real
Value from Their Intellectual Assetitohn Wiley and Sons Ltd.

Eisenhardt, K. M. 1989. Building theories from cately researclAcademy of Management
Review 14(4): 532-550.

Gans, J.S., and S. Stern (2003). "The product raricethe market for “ideas”: commercialization
strategies for technology entrepreneuReSearch Policy32(2), 333-350.

Garmaise, M. J., and Moskovitz, T. J. 2003. Infdrfimancial networks: theory and evidence.
Review of Financial Studi€ls): 1007-1104.

Gassmann, O. (2006). "Opening up the innovatiosgss. towards an agendR&D Management,
36(3), 223-228.

Granstrand, O. 2004. The economics & managemeethhology marketing: towards a pro-
licensing era? International Journal of Technology Manageme&t: 209-240.

Grindley, P. C., and Teece., D. J. 1997. Managimejlectual Capital: Licensing and Cross-
Licensing in Semiconductors and ElectroniCalifornia Management Revigw9(2): 8-41.

Hall, B., Jaffee, A., and Trajtenberg, M. 2000arket Value and Patent Citations: a First Look of
Work

Hall, B. H., and Ziedonis, R. H. 2001. The Patesrtaldox Revisited: An Empirical Study of
Patenting in the US Semiconductor Industry, 1979R&fND Journal of Economic82(1):
101-128.

Hergadon, A. B. 1998. Firms as knowledge brok€edifornia Management Review0(3): 209-
228.

Jones, D. T., Norris, M. R., and Solomon, I. H. @0Btrategies for Maximizing Value from
Intellectual Capital in a Technology-Driven Busis€Bhe Licensing Journak2(6).



Kortum, S., and Lerner, J. 1999. Does Venture @afipurs InnovationResearch Poligy28(1):
1-22.

Lamoreaux, N., and K. Sokoloff (2002). Intermedsarin the U.S. market for technology, 1870-
1920: NBER.

Markiewicz, K. R., and Di Minin, A. 20042ommercializing the laboratory: The relationship
between faculty patenting and publishiRaper presented at the Academy of Management.

Merges, R. P. 199Patent Law and PolicyCharlottesville: Michie.

Merges, R. P. 199Mtellectual Property Rights, Input Markets and W&ue of Intangible Assets
of Work

Pollack, T., Porac, J., and Wade, J. 2004. Cortstigudeal networks: brokers as network
"architects" in the U.S. IPO market and other exasyacademy of Management Revjew
29(1): 50-72.

Reitzig, M. (2004). "Improving patent valuationg foanagement purposes—validating new
indicators by analyzing application rationaleRe'search Policy33(6-7), 939-957.

Rivette, K. G., and Kline, D. 200@embrandts in the Attic: Unlocking the Hidden Vatfi®atents
Cambridge: Harvard Business School Press.

Rush, H., J. Bessant, and M. Hobday (2007). "Assgske technological capabilities of firms:
developing a policy tool.R&D Management37(3), 221-236.

Stuart, T., and O. Sorenson (2003). "The geograplopportunity: spatial heterogeneity in
founding rates and the performance of biotechnofogys.” Research Policy32(2), 229-
253.

Sullivan, P. 1998Profiting from Intellectual Capital: Extracting Vaé from InnovationNew
York: John Wiley.

Tansey, R., Neal, M., and Carroll, R. 2005. Gét oc die trying": lessons from Rambus' high-risk
predatory litigation in the semiconductor industndustry and Innovationl2(1): 93-115.

Teece, D.J. 2000. Strategies for Managing Knowledggets: The Role of Firm Structure and
Industrial ContextLong Range Planning3: 35:54.

Teece, D. J. 2005. Technological know-how, propegiyts, and enterprise boundaries: the
contribution of Arora and MergeBdustrial and Corporate Changé4(6): 1237-1240.

Tirole, J. 1988The theory of industrial organizatioBoston: MIT Press.

Williamson, O. E. 1979Markets and hierarchies, analysis and antitrust licggions : a study in
the economics of internal organizatiddew York: Free Press.

Williamson, O. E. 1985The economic institutions of capitalism : firms,rkeds, relational
contracting.New York: Free Press.



