G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

0

1D/W3.194/2

5 November 1974

United Nations indusirial Deveiopment Organization DIGLISH
ORIGINAL: SPANISH

Interregional consultation on exchange of experience
between developing countriess Formulation and application
of the Mexican Law on Licensing and Patents and compareble
experience in other developing countrics

Mexico City, Mexico,
11-15 November 1974

{ T 0 TE
(:J\.»Y r

La\. . A M ed

' 4o

LEGISLATIVE AND INSTITUTIONMAL SYSTEM FOR
FOREIGN TECHNOLOGY TRANSFIR AGREEGNTS l/

by

JoA, Valeires

®  Director, National Registry of Licensing Contrects and Trensfer of Technology,
m. Buenos ‘1"" uﬂntm-

The views md opinions expressed in this paper are these of the suther and
@ net necessarily reflect the views of the secretariat of UNIDO,

14 7461746




We regret that some of the pages in the microfiche
copy of this report may not be up to the proper

legibility standards, even though the best possible
copy was used for preparing the master fiche.




-2 -

INTRODUCTION
1. From the 1960s onwards, the developing countries began to feel growing comocera
sbout the implications of the sransfer of technology from abroad. Academic research
and studies by governmental and intergoverimental organisations helped tc throw
light on an aspest of international transactions which had up tc that time been
little known. An UNCTAD ropoﬁy states "The technology-suppliers view the matter
8 one of barriers to commercial operations involving the transfer of technology
and not as one of obstacles to development whioch may arise from the tramsfer process."

2. During the 1960s, control measures were ooncerned mainly with regulating the
outflow of foreign exchange, particularly in those oountries whose growth was held
back by balance-of-payment problems. Exchange oontrol was the principal soel for
regulating remittances of foreign exchange.

Subsequently, an understanding of the magmitude of the problem of the tremsfer
of technology in its full impact on economic and social sotivities, oconocern abeut
the role of foreign investment and the soption of planning in the majority of
developing countries led to a more comprehensive approach in the formulatioa of
policy objeotives and in the drafting and implementation of asscciated regulatioms. f

3. Im April 1971 MCTAD sent out a qunttominz/, the answers to whioh were not |
very encouraging. Prom this information it was oomludy that "while there is
widespread awareness of, and information on, the procedures relating to foreig
inveetment in the developing ocountries, the same ie net true for institutions and
policies explioitly relating to the transfer of techmology”. Out of She countries
replying to the questionnaire only eight indicated that they had special imetite-
tions dealing with the matter while two others applied soreening precedures

to the tramsfer of technology but did not appear to follov them is any olear end
systematio mammer,

4. Thiv situation ie, dovever, repidly changing. Proa the amevers to the ques-
tionnatre submitted %o countriee in conmexion with $his Interregional Comsul tation,
it oan be comoluwded that, in additien to India and Japan vhioh have been reguleting
the tramsfer of techaclogy for some time, there is a large grewp of countries in
Africa, Asia and Latia America whish have control aysters. Thve malyeis alee
reveals that there are considerebdle differences between cowntries in the methede
wed and the degres of pregress sade in the implememtation of their ayetem.
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5« In Latin Amerioca, oonsiderable stimulus was given by decisions Nos. 24, 37
and 37e of the Commission of the Cartagena Agreement which were adopted between
December 1970 and July 1971; the Commission approved the "common régime governing
foreign capital, trade marks, patents, licenses and royalties,"

Among other important provisions, artiocle 18 of the aforesaid régime states:

"All contracts relating to the import of technology and to patents and trade
marke must be submitted for approval to the competent organ of the member country
conoerned, ...",

6. As vas to be expected, the régime has had an effect on the countries parties
to the Andean Agreement. Thus Peru, for example, incorporated decisions 24 and 17
in 1tas domestic legielation by Decree-Lawe 18,900 and 18,999 of July and October 1971.

The effeots of the criteria established by the Commissien of the Cartagena
Agreement also extended beyond the frontiers of the member countries and their
influence was manifest in the legislation paseed in other Latin American countri=-a.
Mention may be made of the following:

- In Brazil, Law No. 5772 of December 1971, which brought into force the

new Code of Industrial Property, and

- In Mexico, the Law on the National Registration of Transfer of Technolosy

and the Use and Exploitation of Patents and Trade Marks, approved by

Congress at the end of 197z,
T« Argentina, which in Decree-Law 19,231 of Septerber 1971 had followed the guilo-
lines of decision 24, passed at the end of September 1974 a new Law on the Transfer
of Technology, whioh took acoount of experience in the administration of the system
and whioh was in conformity with the directives of the Policy of National Lideration,

8. In some ocountries, regulations zoverning the transfer of technology have not
been oonselidated into a esingle enactment but arc covered by a group of laws., Thar,
the Republic of Korea assigns to the Ministry of Science and Technology the over-
all oontrol of the polioy relating to traasfer of teohnology, which is Lured on
four main lewst that governing foreign oapital, that roverning foreign exchange,
that governing the promotion of techmological development and that governing th-
promotion of engineering comsultenoy services,

9. Unitl a fov yoars agc, it was the more induetrialized of the duveloping countrie
which showed the greatest conoern. It now reems that such a pictur: is being moli-
fied by the efforts Being made by some leas daveloped countriee to take acrcount of
She problems reised by the tremsfer of technelogy and th: need to cstablirh repu-
latory mashinery, It is also significant that similar concern har sprend to some
doveloped cowntries which fimd thomselveq in & position of techaioca! 1ependeac~ on
the grest Powers,



Objectives of a regglatorx system

10. Ae has been pointed out, the regulation of the import of teohnology arose
originally from concern about balanoc-of-payments considerations, Although such
concern oontinues to exist, the most racent legislation ie muoh more broad-based,
with objectives such as those which have bsen defined as follows by

o ieii® i

R. de Marf: Omnpoaé/ with reforence to the Mexican laws

"(a) To regulete the transfer of technology so that the condivions stipulated ‘§
in the oontracts are compatible with .he objectives of social and economio
development and national independence;

"(b) To strengthen the negotiating position of undertakinge so that they can
acquire the technology they need on ihe most advantageous possible terms
hoth as regards the financial outlay involved and the oontractual condi-

tions conceraing tie use of the technology and the goods manufactured with
it;

"(c) To create an awvareness in the entrepreneur of the importance to the |
country's development of technology and, in particular, of the importa~
tion of technology on a rational basis;

"(d) To cstahlish an official register so that information can be built up
about the terms of contracts and the poblems inherent in the process of
transferring technoloygy, thereby making better Planning of the industrial
and technological developrient of the country possible,"
1. Prom the replies +o the UNIDO quertionnaire, it is possible to add to the above-
mentioned objectives others which are also a matter of concern to developing countries
which regulate transfer of technolo. syt

(1) To channcl investieats in rclation to industrial planning targets (Pakistan);

(ii) To promotc industrial Arowth which icads to the maximum utilization of
local resources (Sri Lanka);

(iii) To redircct industrial rescareh lowards practical cnds (8ri Lanke);

(iv) To stirulat: local research and development as a counterpart to the royal-
tice paid out (Republic of Korea); :

(v) To prt);moto the dcvelopment of local engineering capacity (Republic of
Kcrea)y

(vi) To protect tac -lev.lopment of local technology (Argentina),

12« The Commirsion of the Cirtagena Agreement, in the declaration prefacing the
rézime establishod by decision: <4 and 37, stressed that "national undertakings
should have the ;reatest rossible access to wod.orn technology and contemporary
adminietrative innovatione [‘.’mt thaﬂ at the same time it is neceseary to establish
effective machinery and proccdurer to produce and protect technology in the Subregion
and to improve coniitions 'under which foreign technolosy is aoquired”,

N. de Narfa Campo:, La polftica Nexicana nobre transferencis de technologiins
wsa evalwacién preliminar, W, Nexido, 1974, '




Transactions which are the subject of recgulations

3. In a general sensc, it may be said that transfer control regulations refer to
"disembodied” technology vhich may be contained in documents (patterns, plans,
models, manueals, specifications, detailed engineering plans, etc.) and in persons
(experts, technicians, engineers, foremen, etc.) 2

Nevertheless, procise lezal enactments which define the sphere of application
in each country aii.fer to a greater or lesser extent and may includc agreements
invo.i.ing one or meveral of the following transactionst

(a) Liocences for the us: and acquisition of trade marks, patents, industrial

models and drawings;

(v) Purnishing of technical information by plaas, diagrams, inatructions,
specifications, etc.g

(c) Training of skilied personnclj

(d) The provision of basic or detailed engincering plans for thc Luilding of
facilities or manufacture of products;

(s) Technical assistance;

(f) Servioes for the aiministration and operation of business enterprises.

14. Moet of the legislation studied reculates transactions to acquire technology

from abroad on the part of undertakings established in the country, which involve

the outflov of foreign exchange., Some points of difference should however be notedt
(i) The Mexicaon law dccs not differentiate betucen transactions between

Mexican nationuls, hetween foreigmers and nationals or between forcign
entrepreneuss;, if they have an <offect in Mexico, they must be registered;

(ii) The new Argontine law extends the spherc of application to all lcogal
transucticns involving the trans er of technology iror abroal - wven
concessicns granted frae of cherse - hien sive ric to oblizationg in
respect ~f suppliers resident abroad or of subsidiaries of forcipn owned
underaicings, unlese the aforesaid subsidiary can prove a true title of
ownerchip or i3 in effcctive possvssion of the technology transferred or
of the snow-hov to be provided,

Requlatory opgans

15 'The establieimont »i" reguletioas hae required conrmid.ration of Jrrious
cnaraoteristios of the inetitutions respoasible for the alminictration of the
transfer of technolo,v. One p-int to be considcred is the positica of thir institu-
vion in the adninistrative hi.rarchy, in view of the cloze relaticnship oi the
transfer of technology to varioue asvects of economic policy auch an industrial
gowth, plaaning of science and technology, foreign invectr.nt, cxchange cortral,
industrial property and foreign trade, ste,

y See Jorge Sfbato, Co! ¢ 1 Department of Scientific
Affaire, Orgemisatioa of American TH f
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16, The solution adopted by a number of countries has been to assign responsibility
for the matter to specific organs coming under the Ministry of Induetry (or its
equivalent), This is the course adopted by Mexico with ites National Register for
Tranefer of Technclogy, with the status of a directorate-general of the Seoretariat
of Industry and Commerce, Similarly, Arg.ntina has entrustod the operation of the
syeten to thc National Register of Contracts for Licenses and the Transfer of
Technology coming under the Nationsl Institute of Industrial Technology; the
decisions of the National Register are scrutinized by an advisory oommittee ocom-
posed of officiale of the Secretariat of Industrial Development, the Secretariat
of Science and Technology, the Central Bank and the National Development Bank,
beforc they are submitted for fiaal approval or rcjection by the Sccretary of State

for Industrial Development,

17. 1In Sri Lanka, the evaluaticn of econtracts for licences is the responeibility
of the Ministry of Industry; they are then submitted to the Advisory Committee on
Foreign Investment wiich is composed of repreeentatives of the Ministrics of
Flanning, Industry, Pinance, Trade and Exchange Control, Similar groups of Jovern-
ment officiale deal with evaluation in other countrics. In the Philippines, 1t ie
handled by a tichnicel group drawn from the Cantral Bank and the Investment Buresu;
in Pakistan, special category projects must be approved by thc Committee for o~
crdinating Investmont Promotion, corposed of officials from the Ministries of
Industry, Conm-rce, Finonse and Plamning and from the Provincial Departments for
Development and Industry, fron the Export Promotion Office, the Tndustrial
Development Corporation, the Scientitic and Industrial Research Council amd the

Tariff Commizcion,

18,  The cloee link between the treatiient of liceneing agrccmente and the policy
on patents has led sord countrice te vrefor te atign the regiotpation of such
agroenente to bodivs responeilil for impionunting the regulations overniag indue~
trial property, 1o bro. ily thie dut; is discharred bty the Natiomal Institute of
Industrial Property (IM1)s  In Peru, the Indu-trial Property Office under the
Piniatry of Induvtry anl Tourian evaluates contract. Tor the import of tochmolegy
and constitute. th competint organ ‘or Poru under the provisioas of dcolsion 24,
In Colortia, anothr countr, merbor of the Andear Pact, authority is delegated te
the Royalty Comrattue, under the Scer.tariat of Tidustry and Commeroe,

19, T variety showi. with re-ard to the bamic . cirlation and the position .7 W
inatitutiona revponaible for operating the regul. tions within the adnini otrative
hicrarohy, is alic r-rleeted in the irtornal characturistios and attributions of
thuse imrtitutions, *
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20. At the third session of the United Nations Conference on Trade and Developient,
held in Santiago, Chile, in May 1972, resolution 39 (III) was adopted which,

iater aldat
"Invites the developingz countries to establirh institutions, if they do not
have them, for the specific purpose «f dealing with the whole range of complex
questions connected with the transfer of technologzy from developed to develop-
ing countries, and takes note of the wishes of the developing countries that
these institutions should, inter glipe

(Q) Be responsible for the registration, deposit, review and approval of

agreerente involving the tranafer of tectnology in the public and private
sector;

(b) Undertake or assist in the evaluation, negotiation or renegotiation of
contracts involving the transfer of technology;

(o) Assist domestic enterprises ir finding =!ternative potential suppliers
of technology in accordance with the prioritie: of national Aevelopment
planning;

(4) Make arrangementr for the training of personnel to staff instituticone
ooncerned with the tranafer of technology."

21.L Leek of knowledge about the charactcristior of transaotions involvin: t-che
nology, owing to the fact that they are contracts betwcen yFivate parties, ha: lod
some developing countries to pay particular attention, ar 4 t'irat atep, %o the t .k
of registering much agreoments. At the name time, ad in opnier to avoid sudd.n
dislocation of the operations of undertakin~t usi..- technolo v from abroad, an
: application for registration is the cnly requirerc .t in the ' .-¢ of ot sct
uatered into before the rstgblishment of control resulations, in opder t rpve ther

ralidity and consequeatly autlorize remit ance of jarente oro W,

both Argentina wid Mexico have given a tia-year portod o f race o the o luuses
¢l swoh ocontract: tu Le btrousht i.to 11 .« <ith the proviagone U ot | ga,

i

27, Oountuies which have woigned She Sashs of registoring md ovaluating ageomn:nte
to n wpreial body, 1w fin’ qul we. tn She styaot e et b Wexf oan o ob {r‘m:‘* 1)
where She twr functions ar. olearly ‘'{ffepsntisteod,

~Liohar aad syadigtaca ol csntcasts Anveltho I AZMMSLr o1 18R ol
¢« T™e oriteria asd mothodclogy for the revies .l svaliatlc  of touhn:logy trv fer

contract® {e in prodess of someCiidativn. Info.v - tinn 4P.em  ~- the T L BTV Y O
sent out by UWIBD cenfipvir that the £ “iew of ¢ 1 tp. e oy 1881 [y ajproval

Conduoted amder three loadi.gmy techaleml, sranc 1 i less.,

“de e o.intenee of locgl knew—hov in ome of th- [PELARLua sy Lk iePeY, e In lhe
techajca!l review ef contractia, Bome coMntrier Pevie L5 depth the jee. VYiukr of the
fres availability of Whe Wmow-hoi/, the impart ne dov-r84e tecia.le 2. i capy sy, Whe
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possibility of abeorbing the technology acquired, the weight of effort made by the
recipient undertaking in research and development, the utilization of the natural

and human rceources of the country, eto.

Some countries are making a special effort to split up the "technological
package" to permit the separate evaluatioi. of each of the intangible goods whioh
go to make up the subject of the contracty.

25, As planning hae advanced in the developing ocountries, there is an increasing
tendency to consider the transfer of technology within the framework of govern-
ment plans. This has meant that contracte are evaluated in order to ascertain the
extent to whioh they fit in with the goals and objectives of over-all and sectorsl
plang; in nddition, the plans themeselves state in increasing detail the technioal
requirements necessary for their inplenentation, In this way, a more balanced and
integrated picturc is being ohtained of the transfor and of thc indigenous develep-

ment of tcchaclogy in the various user seotors,

26. Soue legislation !isaullows contracts vith a life of more thamn V0 years; in
other canc:, the duration cannot excced 5 years, but remewals are , :rwitted subject

to the approval of the rcgulatery organ. It is also usual, within these maximum
periods, to ret u terminating date for each oontract based on the time necessary

for the know=how to be fully trantanitted. In addition to putting a time-limit ea
contracte, it ie custormary at the rane timc to review $he extemsion of oconfideatiality
aftur their expiryt the mo% recent legislation restricts this practice to cases
invelving industrial property vights valid over a longer period thaa the duretion

of the licenoce ayreemont,

7. Pagmont for the transfer of techaolc 7 ie¢ ouetomarily - ade in the fomn of
reyaltic:, Some rogmuiationrs fix ¢ ilinge for the rate of auoch rayalties so that
they cannot caxcced ¢ certain percentase of the receipts from the fales of goede
manufactured uader licences The cetllings muy vary in somo countriee ascopding
te the tadurtris) acotor  to which they rpplys A cheock on the forelgn exehangs
cost of th wrported 1apute prescrived directly or indireotly by the licenser has
led to the cotablimment of refogence bases fop caloulating reyalties ea tesms which
are more vow onant with the valic addel by the undertakiangs imporiing Sechnelegy.
™e overepriciig of 1. 1nput= wd capital geeds rtipulated by seme suppliese of
teshaclogy his streasthinud the Links betveen the regulatery orgen apnd custeme
veluation offiees and eacus = have b n wopted to cerreet thees: prastices Whi@h
are hawful to the national LnSer.nt,

Bo-t Sentrt. Uaref ., levanis Ourgiule A AMrtin Raee;
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28, There is no simplc way of judging the payments from cubsidiaries to their
parent ocompanies through the machinery of technology tronsfer arrecments, The
Andean Paot countries, in conformity with articic 21 of deccisien 24, do not
suthorise the payment of roynltics or allow any deduction under this head or for
oontributory purposes. Other lcgislation dous not make a sywocial case of contr.c
between subsidiaries and parent companies, although the financial rervices usually
monitor the flow of royaltiee to prevent large remittances by some corporation:.
The new Argentine law: states that in the casc of agreements betweon subsidiarics
and parent oompanies, payment shall be in conformity witn the regulations governi:
profits and in particular with regard to permitted ceilings, remittances abroad
and the r«levant chargzes,

Purthermore, Argentine legislation, following the guidclines of decision Zu.
does not allow the capitalization of technology.

29, The answers to the UNIDO quectionncire reveal the epccial attention being
paid by countries to rooting out restrictive clauscs inserted in technology
transfer agreemenss. In particular, halance-of-payment requirements and policic
modifying the structure of foreign traue have stimulated govermment nction to
achieve the elimination of oontractual provisions preventin the export of produc.
manufactured under liconce. Other restrictive practices specifically nontione.
in regulations are:

(n) Te obligation to make available to the licensor — either froe or for

a consideration - the petente, improvements or trade marks of the
licensec;

('b) T™e tied=in aoquisitions of raw matcrials or capital goodr:

(c) Prohibition on the liccase~ obt.iniag oth.r ‘fechac  gler v ownployio
hie ovm preduction mcthode;

(d’ Restrictionc on r vwfrcture ond - rretin:g nd the “ixin: o rotail
prices fer the product,

(e) Prior suthorisation of the licensor for promotion or publirvity by the
1icennce;

(f) e obligation always to erploy persommel desimated by the licensor.
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30. Usually, the recipient undertaling is responsible for submitting techmology trane-
fer contracts for registration. Nevertheless, legislation in some ocountries - the
Philippines, the Republic of Korea, Mexico and Argentina - cllows countrias to be. rogi-
stered by either the licensee or the licensor.

If the contract is submitted within o period of 60 or 90 days after the date of
signature, it enters into force from that date. If it is not so subtmitted, it is valid
only from the date of registration, and in some cases penalties are imposed for sub-
migsion out of due time.

Non-registration, in addition to meking it impossible to remit payments abroad,
also means that the contract has no legal validity in the technology-receiving country.
In addition, the new Argentine law makes it an offence to give publicity to unregistored
licences, patents or trade marks.

31. The most rsceni regulations reflect two aspects which also appear in the "Pugwash
Code’ regarding laws and jurisdiotion for settlement of disputes, namely:
(1) Technology transfer agreements between technology suppliers and
recipients from different countries shall be subject, with regard

their scope, enforcement and interpretation, to the laws of the
technology-receiving country;

(ii) In the event of a dispute between a supplier of techmology and a
reoipient of technology, legal jurisdiction for settlement of the
dispute shall reside in the courts of the teohnology-receiving oountry.
32. It is generally 1squired that agreemcnts should be written in the national language
of the technology-receiving coumtry; when the submission of an authorized tremslstion
ic permitted, that translation is the sole valid text for legal purposes.

Jrenas in ingtitutional and legal matters

33. Mention has already been made of the comtinually extemding range of instruments of
economic policy being employed by developing countries im order to lesisn their
vulnerability with regard to technology tranefers. This extensiom of protection is
shown in the authori:zation of ad hoc domestic regulations and also by efforts to regu-
late the transfer of technology internationally, in which considerable advances have
been made, suoch &s the Pugwash Code moniioned above, which was drawn up by experts from
both developed and developing countries. At the sace time, the adoption of an imber-
mational code of conduot would probably serve to bring about a harmomization in
nstional regulations, particularly in those coumtries whioh have not yet comsolidated
their regulstions on the subject in a sin;le emactment.




34, Prom the institutionsl viewpoint, it is valuable to consolidate unified procedures
for the transfer of technology in one institution, whether it ies an existing body
concerned with associsted subjeocts (industrial property, scientific planning, exchange
control) or an organ specially establiched for the purpose. The comcentration of
functions in one institution also facilitates closer linke with other govermment bodies
oconoerned with the transfer of technology both as regards the participation of their
staff in the evalustion of contracts and the control of imports amd the indigenous
development of substitute technology.

35. There has not as yet been similar progrecs with regard to defining the functions
of regulatory organs, though an advance can be noted from the simple task of registra-
tion towards A deeper evaluation of teohnolcgy transactions and a more active parti-
oipation in the negotiating stages of a.griementa.

36. The imtermal structure of regulatory organs and their metiods of procedure have
not yet aoguired a settled form. Many developing countries have expressed their desire
to step up the exchange of information concerning their experiences and o documenta-
tion in order progressively to overcame the imperfections of the technology market.

The training of staff cupable of undertaking evaluation is ome of the most frequemtly
sxpressed goals and cae of the first problems which must be solved in order to prevent
regulatory systems from breaking down through inability to process properly and in good
tine the applications for registration which they receive. Bilateral technical assist-
ance and assistance given by bodies like UNIDO can make a worth-while contribution to
mecting these needs.












