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Too Few University Spin-out Companies? 
Dr Ederyn Williams, Warwick Ventures, University of Warwick 
 
This paper takes issue with a growing myth: that university technology transfer is 
creating too many spin-out companies of poor quality, and giving insufficient 
attention to licensing.1   This myth originates from imperfect comparisons 
between the UK and the US, and misunderstandings of both the licensing and 
spin-out processes.  As practitioner of technology transfer of 14 years standing, I 
have come to understand both licensing and spin-out companies have their 
proper place, and bias for or against either will only damage the technology 
transfer process and the ultimate economic benefit. 
 
First, the Facts 
The myth that there are too many spin-outs originates from these simple facts2 
 
Per $1 bn research UK 

universities 
US 
universities 

UK as % of US 

Invention disclosures 440 399 110% 
Licenses signed in year 206 120 172% 
Licenses yielding 
income 

202 280 72% 

Licence income $12.1m $31.4m 39% 
Spin-outs created 50 15 333% 
 
This table shows the UK performing well in several areas, with the UK 
universities achieving more invention disclosures, more licenses signed and 
more spin-outs created per $1 billion of research grants and contracts.   These 
are results to be proud of. 
 
Not enough licence income? 
We know that the UK universities have fewer licences that are yielding income 
and less total royalties earned from these.   However, this difference can be 
entirely explained on the basis of time-lags, rather than insufficient attention to 
licensing.3 
 
Royalty income from licences only comes in once the product is launched onto 
the market.   The time lag between the first invention disclosure and the product 
launch is normally at least 5 years, and in the case of new pharmaceuticals, over 
10 years.   Licence income thus tends to build up over a very long time.   Take, 
for example, the data published by the University of California, the second 
largest royalty earner in the US (after Columbia).  They publish details on their 
top thirty highest earning licenses4, with the date of first disclosure and royalty 
income for 2002.  This data shows an interesting result (though not a surprising 
one to those with in-depth experience of licensing).   
 
                                                 
1 Lambert Review, Chapter 4 especially para 4.52, or Council for Industry and Higher Education, The Business of 
Knowledge Transfer, 2004, p15. 
2 From Wright, Binks, Vahora and Lockett, University Commercialisation Survey, 2002, Nottingham Business School, 
UNICO and AURIL. 
3 Other factors may also be important, e.g. the constraints of the Bayh-Dole Act or the relative availability of proof-of 
concept funds pre- and post-company formation. 
4 University of California Technology Transfer Annual Report 2002 
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University of California, Top 30 royalty earning Licences, 2002 
 

  Invention Disclosure pre-1980             54% of total royalties 
  Invention Disclosure 1980-89               38% of total royalties 
                        Invention Disclosure 1990 onwards       8% of total royalties 
 
While this is just one example, it is a very large and thus probably a fairly typical 
one.   
 
It follows inevitably that universities with very long-standing technology transfer 
operations will have greater royalty income.  Only one of the top 50 licence-
earning US universities has a technology office of less than 10 years maturity.  
Those that have only started work in the last decade have much smaller royalty 
income.  A detailed analysis can be found in Rogers, Yin and Hoffman (2000)5, 
who showed that the oldest three deciles (pre-1982) had 10 times the licence 
income of the youngest decile (post 1995). 
 
This factor explains the difference between the UK and the US.      
 

Date of First Founding of Technology Transfer Operations6 
 

Date founded UK universities US universities 
Pre 1980 4% 14% 
1980-89 21% 37% 
1990-95 22% 29% 

After 1995 53% 20% 
Median 1997 1989 

 
The median age of UK technology transfer operations is only 7 years, and they 
are 8 years younger on average that the comparable US operations.   If we look 
as the royalty earnings of US universities 8 years ago, it was only 28% of the 
current level ($360m in 1994/5 compared to $1,267m in 2002/3).   Clearly UK 
universities are doing very well (allowing for their relative immaturity) in already 
reaching 39% of the equivalent US level.7  Criticising them for earning less 
royalties than their US equivalents is as meaningless as criticising 7-year old 
children for not running as fast as 15-year olds. 
 
Not enough spin-outs! 
So it is clear that, allowing for their age, UK university technology offices are 
doing well on all criteria compared to their US equivalents.   But strangely, this 
success is being turned into a criticism of “too many spin-outs”.    Since the UK is 
clearly also achieving considerable success in licensing (allowing for the time 
factor), this criticism is unnecessary.   If the UK is creating many more spin-outs 
than the US, then maybe the US is creating too few, and the UK has got it just 

                                                 
5 Journal of the Association of University Technology Managers, Volume XII, especially Table 2. 
6 Date from Unico Survey and AUTM Survey, both for the 2002-3 period. 
7 This may be due to restrictions in the Bayh-Dole Act.   US universities can only licence their IP, not assigned it, to 
companies who will be manufacturing the products in the US.  No such restrictions apply to UK universities 
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right.8   Why assume that the US figure is just right, and conclude that more spin-
outs in the UK is a sign of failure, not of success? 
 
What would be a “proper number” of spin-outs?      Before the recent rise in 
company formations due to the sole-trader tax advantage, the rate was running 
at about 225,000 formations per year, or one per 200 members of the UK adult 
population9.   In comparison, the 121,000 academics in UK universities created 
only 151 spin-out companies10, or one per 800 academics.   Academics are four 
times less likely to create a company than the average member of the 
population, despite their evident capabilities and all the help provided by the 
universities. 
 
The US statistics make an interesting comparison.   There, the total number of 
new business formations in 200411 was 575,900, or one per 363 of the adult 
population (almost half the UK rate).   The 750,000 US university academics12 
created only 354 spin-out companies, or one per 2,060 academics (again, about 
half the UK rate).   It appears that there is much less company formation activity 
in the US that the UK, with  the academic and non-academic sectors being 
equally low. 
 
So, it appears that the UK is particularly vigorous in forming new companies, a 
fact that is usually celebrated when considering non-academic companies, but 
paradoxically now criticised if the companies are university spin-outs.    
 
Of course, sometimes the criticism of “too many spin-outs is really short-hand for 
“too many low-quality life-style companies, not enough high-growth winners”.   
So is the average quality of university spin-outs too low? 
 
Good quality companies? 
The Lambert Report has said:  
“The best way to judge quality is by looking at the ability of a spinout to attract 
external private equity.  This indicates whether there is a real market interest in 
the new company.”  Final Report, para 4.52 
 
Of course, spin-outs that attract external investment have shown significant 
merit, but the Lambert proposal ignores companies that are so successful in 
starting their operations that they can fund themselves from customer payments, 
founder equity or bank loans.  We have three such companies in Warwick, each 
growing fast with sales in their second or third year exceeding £250k, without 
raising any investment capital at all.13 
 
The other inconsistency in using the Lambert definition of quality is that it sets an 
excessively high hurdle.   The British Venture Capital Association reported that 

                                                 
8 Again the Bayh-Dole Act may be the problem.  Many venture capitalists will not invest in companies unless the IP is 
assigned in, but the Bayh-Dole Act prohibits this. 
9 Companies House Annual report, 2003 
10 Number of academics from HESA statistics, number of spin-outs from Unico 2003 survey. 
11 US Small Business Administration, Office of Advocacy, 2004 report 
12 Estimated from statistics published by the National Centre for Education Statistics, USA.  
13 I agree that these companies are not world-beaters…yet.  But they are still growing fast, and they will be much better 
able to raise venture capital now that they have proven their market.  The fact that they didn’t raise venture capital doesn’t 
mean that they are worthless “lifestyle” companies. 
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its members invested in 1,274 companies in 200314.   This number is just 0.6% of 
the average annual number of company formations.   Do we conclude that the 
other 99.4% of company formations were a waste of time and should never have 
happened?   Of course not!  This huge rump includes many successful 
companies that are the backbone of regional economies, generate most of the 
employment, and are, by their sheer numbers, probably a greater asset than the 
select few that do raise external private equity. 
 
Of course, if one did accept raising external equity capital as the best measure of 
quality in new companies, then we see that university spin-outs are of very high 
quality compared to the average.   The latest statistic15 is that 61.2% raised 
external equity finance, with almost a quarter getting this from venture capital 
firms, about 60 times as great a level as achieved by companies as a whole.   
Success indeed!   Given that some of the remaining minority will grow 
successfully without external equity capital, the success rate is amazingly high.  
To me, this indicates that many universities are concentrating excessively on the 
sure-fire winners, and neglecting the riskier opportunities that may still have a 
perfectly adequate success rate 16. 
 
The EPSRC briefing on Professor Wright work goes further by stating that: 
“Few spin-outs in the UK, for example, have been sold or floated on the stock 
market. And, while venture capitalists expect 10-15 per cent of the new 
businesses they back to generate wealth, the proportion of successful [spin-outs] 
is currently much lower” 
 
This implies that the millions of UK unquoted companies are unsuccessful and 
generate little wealth, which any investigation of economic statistics shows to be 
untrue.  But even if we accept this criterion, it seems that universities are doing 
quite well. 
With the pick-up of the rate of stock market floatations in 2004, the total for the 
year was 398.   This is less than 0.2% of the number of company formations.   
Venture capitalists only achieve their 10-15% rate by selecting very carefully 
amongst developing companies that are already showing a good measure of 
success.  Most avoid start-ups like the plague, in order to keep their success rate 
so high.  This is equivalent to betting on the leading horse halfway through the 
race, and obviously increases the success rate. 
 
University technology transfer offices, in contrast, deal only in start-ups, so are 
bound to get fewer to the stock markets.   The time lag for start-ups will also be 
longer.   The venture capitalists come in at a later stage, and hope to get a 
company to floatation in 3 to 5 years, while a university may need to wait for 7 
years or more from start-up to floatation.17    Most universities have not yet being 
creating spin-offs for long enough to have had a complete cycle.   Given these 
facts, it would be reasonable to expect between  2% and 5% of university spin-
outs to reach floatation. In 2004, UK universities did exceptionally well compared 
                                                 
14 BVCA Report on investment activity, 2003 
15 Prof Mike Wright and others, Nottingham University Business School, R0220527 Spin-outs from Universities: Strategy, 
Financing and Monitoring, 2004 
16 There is a choice between the “tadpole strategy” of many spin-outs with a heavy death rate but many survivors, and the 
“baby strategy” of few carefully selected spin-outs with a low death rate.  At this time it is not possible to judge which is 
the better strategy.  
17 Wolfson Microelectronics, an Edinburgh University spin-out, was founded in 1984 and floated on the Stock Exchange 
main list in 2003, a 19-year time lag. 
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to his, more reasonable, target, with ten university spin-outs floated on AIM or 
the main market, which makes 6.6% of the new formation rate.    
 
Conclusions 
This view of the statistics shows that UK universities are doing very well, 
compared to the US, in both licensing and spin-outs, once correction is made for 
the 8-year time lag is incorporated.   With this correction, we see that licensing 
performance is excellent, both in terms of number of licenses and royalties 
earned.   Spin-out performance is also excellent, both in terms of quantity and 
quality, once realistic criteria are set.   We seem to be catching up on the US, 
and can confidently expect better results with every year that passes.18   More 
proof-of-concept funding prior to company formation would be valuable, but 
otherwise, new policy intervention or a major change in the nature of government 
financial support is unnecessary.   Most technology transfer offices are able to 
decide which innovations are best licensed and which best put into spin-off 
companies.  The current environment does not bias this decision strongly, so any 
policy change is more likely to be detrimental than helpful. 
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Warwick Ventures is the technology transfer office at the 
University of Warwick. We exist to exploit the world class 
research emanating from the university and in doing so, help 
establish successful, sustainable, and profitable  
companies and negotiate licenses with a 3-way profit share 
between the university, the founding academic, and their 
department. 
 

 

                                                 
18 For example, the 2003 UK survey (Unico) showed a 140% increase in licensing income compared to 2002, while the 
corresponding US survey (AUTM) showed only an 18% annual increase. 


