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7 INTRODCTION

Thin paper focuces attentinn on the lesal und ~eonomic implications
Lthat derive from antemational technoley trucfer aereement s with

upecial emphaiis to restriciive basine: practices in hreennang trunactions.

It heavily relies on the experience of Megxico and the offortn of the
National Hegintry of Trchnology Transfer to deal with the complnx matter

of eliminating undue restrictionu that cmanate from the contriacting proceso.

BACKGROUH#D

As world sconomic and development structiures are changing, technical
knou]edm: hag become an increasingly significant factor in the derclopment
process of nationn. Thiu question becomas particularly important for the
doveloning countrien that mont heuvily rely on the acquisition of

proprictary know-hw from foreism cources.

In recent years the developing countriers huve become better prepaved

to dcal with the complusities of inturnational licensing and have developed -
with ihe asuictanco of International Organizations - UNIDO in particular -

uﬁ‘qatn. and n co-ordinated approach to arient and regulatc the acquinitior

of ﬂmty- know=how.

e m thu purposs m:«wi wcica have mn croatad uith the ngcaumzy
m ‘ ‘“tr ulu!‘ mnm&at,mpwﬁ to0 mﬂomum lwma‘ng pramm-es, and
tum mi mutms uﬂafutem to the mimmt




The Mexicar ~xnerience can helo to illuctrate the ditficulties and

achievements obtaraet o thae o o e to gcertairn future actionas for
increasing the techuological bare of the country, in order to meet

the socio-~cenamic ohjertives that lie ahead.

From the outsct it should Lo stated, that developing countries would
nead to increasingl, rely and cpend more for the purchase of foreign
technology, mainly recause technniogical requirements increase - both,
in nost and sophistication - in co-relation with the industrial development
of a country. As a result, the transfer of technology from developed to developing
nations is going to play an even major role in intermational economic
relations.
Technology however, very oftun involves a high price, not only in

terms of direct paymonts on royalties, but also as a result of contractual

provisions that recipient companies in the developing countries are forced

to accept in order to attain their main objectives.

Many licensors of "technological knowledge" - including patents, trade
marks, process organization, trade secrete and the like - have managed
to unduly use tha! inowledge as a lever to impose obligations, nstrieﬂni
and controls over production in the recipient country, that otherwise

would be guite impossible.

Many firms from industrialized countries that enjoyed technical
advancement and expertise, have in the past bean able to mm MMM‘
provisions that not only perpetuste non-competitive mkct atmw

but which also - and more imporiant ~ tend to harm ths mm mﬂ'

the recipient country.




e conditions under which the commorcialization of technology
operates on a world scale, has poved multiple leguly econumic and
political questionn} and the awarences of itc implications by the
recipient developing countries cxplains the active role that the inited

Nations through organizations like UNIDO is now playing.

Another area of concern about this cituation, which can bc seen an a
new variation of potential market domination, is growing on the intemational
level, Both developed and doveloping countriea are soeking wayo to limit

ot
the influences and controls of the businces interent of other nations.

Ir order to deal with thio proviem the Mexican Government cnacled
a specific legislation in the early part of 1973t "The Law for the
Hogintmuon of the Tranufer of Technology und the Use und Fxploitation

’

of l’atwn and ‘l‘ndmr-lrn R

It should be mentioned that more than Bw of t»chnoloplcal inflow

(and qorrespending payments) and direot foreimm investment into Moxico,
originates from the Unitod Statess The United States by and large has
beon one of the world leaders in technological developmentes, and iikcwioce,

u.s. mtuwrim have bdeen prominent in lioenping and coatrollin; technology.

- "ee

m ﬂn lmmm M tha Mﬁq of 'l'wbmlog aﬂu‘an 1o lasiulutive




Under VeS. law, trchnological know edge is coreidere« as intellectual

property and has special status and protection. Certair forms, such as
patents or trade marks, do provide "legal monopoly" to their holder.
However, even tnis graat protection in strictly limited in terms of scope,

fieid=of-use, duration, etc.

It emerges from these that o legal monopoly cannot be used to obtain
larger conirol or to work against antitrust principles. From the point
of view of Fovernment authoritice it becomes egsential to properly define
the scope of legally protected monopolies with as much accuracy as possible,
since restrictive terms outside the "protected area’ may be oonstyued as

violation of antiturat laws.

The Mexican experience has shown that more than 754 of technological
licensing agrecmente do not involve patents and that they fall within the

category of know-how licens sing contracts. Extensive research conducted at the

international level demonstrates that i: the future the tvend will be to rely

more on know-how licensing and to gradually reduce the use of patents as & main

object in the contract. (With exceptions on certain (ields, such as phuumtiula)

In this connection it is pertinent to point out that secrets amnd unpatented

technological know-how cannot obtain s legal monopoly protectiom. In prectice
this becomes a fundemental issue and should carefully be sthudied iy any

developing oomtry ihat wishes to regulate intermational licensing Srenssctionn

The ba.eia area of concern, is that the "non-protected M d

is only protectable W oomtractual pm‘.isiml of nmiuim '
Under o sinilar analysis, rstrictions imposed in = ol ‘ s ol b
used to produce comtrols that go beyomd the necessary W“




The banic relatjonship botween tecanology licencing nd antitrost
regulations is that soptrol of tachnolory on the one hand ‘nd leral
monopolics oh the otnerycannot be uaed to give the holder more righte
that there are gspecifically defined 1o lersl staluter, Likewy e neither
contricte for tochnology nor apacific buginearn arrangementc, cuch ag
joint vontures or wholly-owned subcidiary arranmementa, can be unnd to overcome
thene Jimitationg and to creat: anticompetitive market structures that

are olherwin: illogunl.

Although, thic remainc a hichly technical and gpecialjzed firld
of activity, povormmentn of doveloping countries muct untudy carefully
the implicatione that derive Frew contractusl arransements in the lepgal

and economjsal arcas.

To illustrate this point, we should sofer to the Mexican experience
in dealing with  licenning of non-patented tcchnology that quite
froquently wuld call for an cxeessive nondisclowsure neriod on the part
of the recipient ~ cither on indefinite poriod or an obligation for

sore than 20 years.

Ooneidering that tho Nexican patont law only grants a maximum.

of 15 yuaro of pxetoction, one can olegrly sec that, an.e result of
s sortrmoiwsl p~-vigion in this arcey the licengor is m@k;% to acquire
Cabiatly more than vhst ko could j grmstod W oWsining a patont.
. | PR ——
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The Mexican law of technology ¢ 11ing for the comj alsory registration
of all exicting agreements givern the Mexican authority a good opportunity
1o coilict 1nfoimation 1Or 1e.arch nd cuoparisen in tnis field. Any
efforts conductrd i, thic area were 1o give due conuaideration io the
provisions of articie 13 of the lw that requires to keep secret all
technologmical information coneerning the processes or products covered
by rgistred agreements. This infemal jion conutitutes a valuable source
for understanding the nature and extent of restrictive business practices

in the technology transfer process.

RESTRICTIVE PROVISIONS IN LICENSING AGREEMENTS

This papcr aims at understanding restrictive licensing clauses
viewed in light of the Mcxican law of technology, and partioularly of

the provisions in article [ of this statute.

Additionally an effort has been made to incorporate cartain eloments
of economic nature in order to properly acsess the impl.ications of
restrictive rrovimions in n practica) and realistic manner. This night

include:

(i) financial and technological capabilities of the recipient firmd
(11) industry structurc;
(1ii) production sectors; and

(iv) export considerations.

In preparing this paper it was necessary o consider thc‘tmt ad |
frequency of restriotions comtained in technelogy agromments vis-d-vio
ihe structural variables mentioned above, and to ascertain pafilonlar

trends within specific sectors of produoction.




Although antitrust criteria on t} @ one hand and the provisions
contained in the article 7 of the Mexican law on the other, pgo into
considerable detaii to enumcrate tho kinds of restrictive practices that
mnust be eliminated from contracts in order to qualify them for registration,
there are certain types of restrictions that are of greater importance

then others and that should be analyzed in closer detail.

In order to elaborate on this, we will anumerate the kinds of

restrictive practices that are contemplated in article 7 of the ..:xican law.

n this oontext the registration of a contract may be denied if it

contains previsions wheret

1. = The technology to be transferred is freely available in Mexico

(Olm I, art. ")0

2. - Obliges the licencee to grant baok to the licensor the patents,
tredemarks, innovations of improvemenis it makes (clawse IV, art.7).
3, = Linits the licenses's recerroh md developmen® efforis (olause V, |
art. 7).
4. ~ Prokibits or restricts the export of goods or services hy the
Jicenses in a way oontrary to Nexioo's interest (cleuse VII, art. 7).
4, » Betahlishep excossively leng terms of enforosment (olause XIII,
.t 1)
6. 2 Oalis m ﬁqmu, % e n’bmod %o the jurisdiction of orurte
' ; (m XYy art. 7).




Permits the hicensor to resulace or intorfere with the anniynment
of the bveenees (1o YT, arte ).

Oblien the perchase of equipment, tooln, parts or raw maleriale
from 1« cortain supnlier, only {clauee VI, art. 1)

Prohibits the are of complementary technolopy (clause V11T, art. 7).
ftequires that mood:: vroduced oy the liconper be sold to bthe
Tieennor, oniy (chaane (K, art. (),

Obliper ubon liecences to permuently employ pernonnel appointed
by licercor {clauce X, art. 7)Y,

Limits production volumesn or imnaven salen prices on goode
produced by the iicencee (clauae X1, ar', 7).

Oblipes the Hicensee to aum exelusive sales o r representation

contricts with licengor in Mexieo (clruas XIT, art. 7).

Fxcept for the firgt rix provisions, {or which no cxception can
be made, the Mexican las estublishes that contracts that do not ment onc
or more of these conditions may be reriutcered; 1f the National Registiry

of Technology Tranafer bnlieves the contract i of apecial interost to

thie country.

Our analyuic of the restrictive businrus claunes will concenirate

on the following Lypcs of proviaiomwhich in onc way or ancthar hinder

upon ne. ral of the above mentianed clavses for artiole 7, thune ares

1. various types of tyinp claunes;

2. oxceunive royalty paymoentisi
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. field=oi~use or crosp-iicensing resirinstions;
4 territorial re=trictioneg
5. price fixing;

5. grantback provisisng

The Mexican experie. ce may nerve a; a refercnce to cther developing
countries for the purpses »7 understanding the types of restrictive
rracticea and contract pryvisions currently used and the manner ‘r which
the National Rsgintry of "rchnolugy has “ried to overcome and eliminate
cuch sbuses. Although it wiuld be impossible w.chin the sc ~e of this
paper t0 discuss how nsafvl intitrust principles are and to go too deep
{nto the analysis of how re:sirictive provisiors may effect the national
ani international legal statutes, this paper may be able ‘o point out
csrtain gmps in the preasnt iitematicnil legal wsystem related to controle
‘o ‘pékenting, licensing and Mu.lmess practisis in genorel that should

be brought into public review through infowmation or legislation.

Pying clamve: imply the requivement om the part of the recipient
weo wanrte to m certain goods frem z supplier (licensor) to almo
w m Ml from that supplier.

M ulm are G(ten congide-ed & vislation %0 Mou anﬁtrut

¥ eq‘ st m be mmm m ctmen ut, Ssction )




The coneradl craterye e thal tie=ie elauec s are unresaonlle whoenover
Yopoarty Lo el troaent cconomte pomer with respoct o the Lying prodaet
to wpprecyably vootratn free competibyon in the market for the tied
readnct s The Lo ntity of Ahis ic wruadly entablished vhen the tying
nroduect 1 patentedy, bowever, when no patent 15 involved but only a
trde cocret or nreec.o know-howy thic requirement may be harder to
proeve o hdditionally, there are preccedento for resarding a technolory licence
i abely anoa "tying oroduct® apon which the licensor hak cronomie
powers (n the by of the Mexioon criteria btying: claurar are par se
not weeptabie, tutl g0 proactiec there maz be goms cxeoplionn to that
rotvy din cacen where there 10 g need for the tic=in produst if thin
iy connidercd to b ensenlial fe tbe profection of the patentec, or
for the functionine ~f Lhe natent 1L ee 1, The Mexiecan eyperienca shows
that in Lthe magority of e L 1 poreible Lo otiminate tie=in provinionas from
the contract, However, the climination of o rortractunl nmvﬁgim may in “apl!

not be outfficiont  to prevent o whnlly owned subsidiary or a Heoensce with

Ay jerity foreym narticipation to de-facto exercine thin regquironment.

In a recent paper arepared by the avthor concerning reatrictive
business practices in liconsing  contracte among multinational firmno
and their ~subsidiaries, it wan reported that from the Mexicem point of
view rectrictions that appeer in contract: umons: paront and mtm%ﬁiar?r
were eliminated withont preat difficulties und 1t was mm that
udditional measurcs had to bo taken Crom the gowi rrmt i!l m ib aﬂ'(‘lﬁ‘

remalate wirsaconable practices in thiﬂ finld, A diffimﬁ e&‘h" mr{ﬂm
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when, for example, the licenror'e equipment reputation in terws of
afficiency and reliabi li'ty is dependant on the usoc of other equipment
or products ani the licensor can prove that th» original equipmant
doeg in fact perform betisr with the specified additions. In practice,
ihe argument against allowing auch a situation to pass legal scrutiny
is that, if the assumption is correct, the licemsor will be adli: to
nvinos the recipieni company to buy and obtain the sale of additional
pqpqmt or products without the incorporation of a tying clause.

A package licance is the type of a tying agroement where the patentee
conditions the signing of a patent licence on the acceptance of licetising
one ore more additional patents. Cartain valid business reasons may de

behind packagy liomsing, since it can be used to awoid problems, such as
dvterwining which sales relate to a cortain licence right or to apply
differential reyulty retes and eliminate extennive book kesping.

Several oasss were brought 1o the sitention of the Nexicen Regiziry
| mm«nm:ma&mm-ﬁmw.nomuxw«-av
‘pokesi mm”mummmmmxw ;




My amposing cuch reedrictions o Hemsor eould block of1 warioun fivldn,
cither Lo charee different royaldties in cach field, or tn avotd Heenning

A recipient compary in cortain arear in which the patontens (!:lconm'r) plans
to utitiz> the patent. From the practieal point of view, if a rentrietion
doec not rffect the momufacturing plane of the recipiont company thio

miyy be acceptedy howevery, such on arrangoment should be earfully

ne, otiated under a lower royalty bunin. Finally it rhould be snid thas
ficld—ofeuce reciriction: will vary conniderably with “he tyne of production
technolory involved. From the povermment?s point of viow what §o isportant

ir to arners the rconomic effoct of such provisionn.

TERHITORIAL RESTRICTION:;

According to the Mexican law, territorinl restrictions are conridered
1llepaly unleos limitationn on exportn of poodn or sorvices de mot ro
Awiinet the cowtry®s interest. Ploxibility in necded in this area ii
order to eliminutn restrict v claunes only if thoy atfeet 4w pocsivilitics
of growth of the recipient . terprise and the overall extemal ;&ltq

of the country. On the other handy it should be noted that Wy shply

climinating contractual cliusces that limtt, condition ﬁ?m e
export of licenced products, the rocipiant sountiry not i ' ’

be in o position to inercanc itn exgsorts, sk thie 1o
by ecoiomic and commercial consideratians that apply ¢

market, i.c. comty quultty, delivery tiwe, who,




Under this type of amnalysic any developing country trying to regulate
licenning arrangements should make an effort to accertain vhat legitimate
businese justifications could exist for rostrictions in thie area and to
determine ap well what would be the effect in the economic sense. In this

comnection some relevant factors to congider will be:

(1) size of the licensor's and licenrzee's enterprise;
(11) the extent to which they are able to participate in various
n;tdtl;
(111) the type of exclusivity involved;
(iv) the duretion and soope of the agreewent;
(v) the type of products, cost of them and whether or not a
eross-lisenuing is invelved,

The general criteria in Wexico is that the regisiration of a
oontrant mey be denied if .
. (&) it oontainm a total prehibition for exports}
_ (41) 1% ohliges the liownses not to export to certein geogrephioal
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In the came way, Mexieo han aceepted cortain limitntions for

cxports in cacer whoere!

(1) the Ticensor haa previourly pranted exclunive manufacturing righto
under a patent in o oarticular country;

(b) the Yicensor in not authorized by leminlation or decree in ita
own  country to cyport direetly or indirectly to certain
reopraphic areaaj

() a higher royalty on oxport sales i applicd and thin contributes

to the balance of payments or the development of mnrketing nbroad

of products of hish loeal content,

Many liconsors have developed navticulnr acthodr of imponing
territorin)  rostrictions without having oxpreseed clavees in Meehuinr,

contracts, for instance:

(1) by not granting patent righto in liecnuor ecuntriesn and ay the
rink of infrinroment nuitng
(11) Wy imposing prohibited hisher royaltics that womld sake wecenonie
; , tE

AT

oy ezport pousibilityy

£l

(111) by restricting the ficld=of=unc of a particular patest or

theroly redwsing the quality or opséifiontion of



PRICE "IRINO

Under the Mexican regulatory policy &« price fixing arrangement wiil
bs oonnidered not acceptable. 3imilarly, on the Section 1 of the Sherman
Aot onoe a patented product has been so'd, the producer ommnot fix
resals prioces,; nor omn the sales price of a wipatented product resulting
from & patented machine be fixed YWy tho patent holder. United States
Oase History sbows that certain restrictions of this kind might be welid
if adpated in a reasonable manner and for the purpose of proteoting
the patent Bolder's profits that ocould rightfully be expected from the
pstent monopely.

I commeoction with prioe fixing provisions, a developing omuntry
shenld carefully asssss the eoonomic impliocations to the local company
and oompanies operating in the seme sector. In this comtext it should
thmMWMl in the developing comiries are in

pwmeral censiderebly kigher than in the industrislised comtries) additiomally,
"',MMWMO considoretions that go bayond the control of the
MM“umm of rew materials or oquipsmt,




11 1 pocoihle thot by followin - vory ristd recommendations that do
not lake into account the nvraetical nd reonomical realiticny o developing
courtry can be miveided, Teo dlTuntrate this, we rthould refer to the
Cerrour nftorte of many developing countriesn tn promote and encourage
the cntabliahmeny of sub—contracting wrrvementsy theose are arrangoments
ir which Lhe cxport clomrnt i a central oney and where certain rriov
arrangements would have to be made in order that the licennor or n
third company may be in aporition to enter into o Ionry—‘tom/htm volumc

ayreement for Lhe supply of parts nd interrmedintens,

Phi: serves to demonctrate that much flexibility iv neoded no well
an juidance and crpert adviee to accertain the cconomic iplications of

vrico fixinge arragemenin,

he facl remaine Lhul from ihe point of view of the reeipiont
company and hoct country it is alwoyrn decirable to ~liminatc wnreasonablo
prier fixing provicions in contractc that may hinder the rrowth and

financial otability of the recipient fimm,

HOYAL'TY PAYMENTY

Hesbrictive provigione in this aren are nowe ef thn W :

to consider, un thoy could have a nepative impact on +Re . BN A TOpIO

of the country and the rocipient onterprisn®n aconomy. Undor Q.ﬁa Mitmﬁ

policy n miguge of a patent through an improper rommmw mpgdition

of royalticsn could be conmidered " viglt‘i}mi Tnder the Raxion




This is an arca in which the laga., technical and ezonomic considerations
should be brought together. Although this is basically an economic and technical
problem, the legal aspects, particularly in patent agreements, should also
be taken into account. For example, attempto might be made to avoid price
fixing charges and to achieve price contro’ through the amount of
royaltiea. Similarly, a licensor may condition the grant of a patent
licence upon paywent of royalties on producte which do not usc the patent.
Under the U.S. antitrust law,establishing different royalty rates for
different licensees is considercd acceptadble, but it may not be used to effect
certain competitors or prevent newcomers. Differential royalty rates may
not be accepted under antitrust criteria in cases where this is used to
achieve an unlswful allocation of markets. Developing countries should
carfully oonsider the economic implications of thie in various areas,
for instance, an American firm imposes a ressonable royalty rate for domentic

and wxport sales, but a prohibited higher rute for sales into the United

m, therely preventing acceas to tie U.t. mirket. (- de facto introduoing

um Wim). In principie, ¢ .8 will be conmidersd illegel
‘t ﬁn &i’td Mn atitrust suthorities.

.y mmm Mr; Miac 1o tnmnm policy guidelines on




ot s e Gy grmet 4 Koo b beon o weve el matntatning a
reecplive chimate for technoloygy Yreenninge and apvestmont, and cisn!taneously
cxerererar oocaretul canteal op b clinology payments. Two and half years
after the oractment of the Meriean legtshation, 1L wan poanible te report
pavir ar the order of  two hundred million U Dollare by enabling foreim
comprnies Lo ditvetly part ipat e e the renvyotintion of contracte (unn
tigure wans computod tab ing ante Aeront the Pmoditicd royalty rates' Lhroush
the 1hife of the arreements ). Moxieo har been of ficiently armicted by UNTI) in
achieving this importnt yoal, Alno with the help of HMIDO the Mexyean
Repintry his carefully monitorod the reaction of foreym enterprisen

that were involved ir the reduction of royalty paymenty and the overall

eftect of the Mevican lepigtation in the extornal market,

Thir helpe to demonstrate  thal 3t 16 poscible to engage in the
renepotiation of rxisting wereomonts i flexilility s applird and AT
these rencpotiations are condnrted with the particinntion of all interented

partinc, including the foreim enturpricen,

1t is probably too varly to asecertain whot hao bhron the effoot of
the Mexican law of trehnolopy, neverthelens, Beyice io cont inuonnly

receiving an average of L0 new comdractn a mouth.

w

It moy bo of interest to all developing cowntrive to wew of
the general critertn for drterwining what in Wexico ia aonpidored 4o W
an oxeessive paywent or what constitutoo an esosouivp W . A m

country'n noonoRy.




For thio purpoee we will summarize the basic -riteria for

dealing with Clause IT, Article 7 of the Meyicar law:

Although it is not possitle to establis. general rules concerning the
moat adequate level of paymenis, what is important is to conduct a careful

techno-econonir covaluation on a case by case basic and to determine:

If the paymentis involved, do in fact, rslate to the services and
knowledge that ie to be provided.

1% is essential that either in the contract,or reparately, the base

and formula to caloulate royalty payments ie clearly aspecified.

It is tapertant that the oontrect eclearly specifies that taxes due on
regaliies are the responsidlity of licensor.

A dtfferentistion in made betwesn pupments inwolving know-how fees

o owntinuing royalties.

Opnsrary to what is followed in other coumtries Nexioe has not eetablished
mw ceilings an warious neser-.

amummmtmnowot paynents involved the following




1t was found that in practice, the various modalities for oovering
payment. change conuiderably from caes Lo cace. In thir contexl some

reference points for comparteon were catabl ished at the sectorial lovel.
In thia conncction, the following indoxes are oonsidered importamt:

a)  Royalties related to producta _of the contract,
Toinl palee of the recipient comnany.

b) Royalties on producte of the contract.
Total oales of products cf the contruct.

c) Royalties relzted to products of the ocontract.
Nel income based on producta of the contract.

d) Total nte involved.
Total investment in machinery and equipment.

The above refermnce indexes were found to be useful in detemining
to what extent the payments involved affect the menufasturing cest and

the financial nituation of the recipient company.

As a genera) rule minimum royalties are not novepted in Nemico.
However, if the foreign licensor inoiats on & minimm reyelty, the Bexioan

Hegistry would thon request the inocorporation of a wezisum royalty fes.

Note: After a reviaion of many cases that contained minimem reyslty

provisions it was found that they operated only on few cases. The w

of a minimum royalty is not always scesptable beosuse there are oapts W

for reacons beyond the control of the recipient compeny, such ay masfe¥
demand, etc. the licensec may be put in s m anﬁlﬂf
in cases were new preducts are WIM, or W M '
1s highly dynmsic snd compedtiive, ,




In order to determine if the paymentis involved constitute an =xcessive
burden on the economy,it was necessary to examine, to what extent the
total flow of payments (voth, exnliocit and implicit) may be detrimental

to the country.

By explicit payments we understand, those that pertain to royalties
and fees specified in the contract.

Ry implicit psyments we understand those that result, among other
things, from tie-in clauses which normally sppeared i (i) overprieing

of rew materials, parts, equipment, stc. oblained from licensor,

(31) undereelling of products cxported through licemsor, etc., etc.

Although,*he definition of what may be constmed a& & negative effect
to the m‘ h l diffioult question and requires the techniocal support
from various agencies; the register of technology osn at least examine
some of ¥he Mout shvics implioations that result from contractusl arrengements
ith foreign compaiise. In this context it was considored importamt to determine
(1) what 1n Abe effest of pagmentc on the reciplent companyy (11) the
m sacher to which 4% Welonge) (i1i) end how it affects the country's

e o pagnente; sditionally 1t should slm be deterained (tv) vhat
mﬁ,iﬁd&!ﬂﬂmwsfuumwummaw




1t should be mentioned thot clause T4 ciosely intrlinked with

clauscs: Ly IVy VIT apd X11¢f article 7.

1t i not ponsible, within the scope of thic paper to dircuse
in full what 1 the int.rmal ceriteria for the application of clause 1I
of a.rtviclw 7; nevertheless, in addition to the general criteria mentioned
above, =ark contract ie evaluated from the logal, technical and economic
point of view and specific puidelines have been devcloped for the

application of clause I1 in the following arsas:

1. Use of trademarks

a) A deliberate cffort had to be made to gradually reduce the use of

foreirn trademans in the domestic market, particularly wheni

i) They arc not yet cstablished in Mexico.
ii) Their impact in the sale of products is of sinor significance

duc to the type of products or cervices involved.

b) On a selective baeis the use of new foreign trademaris should be

encouraged and authoriszed:

i) When they are considered important for the export of products
manafactured under license. |

11) When it brings alone a recognized technical prestige sad in '7

required in a particular market.

¢) It ic important to promote the creation and ﬁm; @
owned trademarks. RO
i) In order to gradually idemtify the p

domestically and internabsemally.
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d) When lioccneor doss not purticipate in the capital of the recipient

company, nayments for the use of trademarks are maintained in

the range of ono percent n sales.

6) Ho payments for the uve of a trademark are authorized when the
licensee is a wholly-owned cubsidiary of licenmor, or when licensor

haa =& majority oquity participation in the recipient firm.

m right to uwe patented inventiora

The law of industrial property of Mexico considers three kinds of

patents that are subjoct of regulation by the rogimtry:
a) Patents on inventions.
b) Patentis on improvements.

¢) Patents on inductrial models or designs.

- The duration of patents on inventions and .iprovements is granted
for 1% yoars.

| = %he @uiwtion of pstents on models and industrisl designe i
. gremted for 10 yeare.

"mm - mt as others that relate to the walidity,
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—~ When the contruct covers payments tor the right to use neveral
patents, it 16 important to dotermine the duration of all of them

and to differentiate the "basic® or “sccondary® patente,

-~ It is aiso important to deterrmine whether or rot the patented

know-how is becing ured in the manufacturing proocess, and if so

to what extent.

- It is important to determine the degree of exploitation of the

patents involved in the "territory” of the contract.

-~ The Mexican Repotry will insist that any poseible infringment

on licengor patent rights by a third party, shall be the sola

responsibilivy of licensor.

~ Any contractual provision limiting the “fiold-of-use of » patent”

in an urjustified manner cannot be accepted.

- Licensor should be remponsidble to defray all expenses related, ..

10 the registration and maintenance of its patents in Nexieo.

The_supply of technical asscistance

Paymentc for technical assistcmce normally covered through heroaRow - %
fees” should he examined in close detail. In Mexico a differentistion is 4

nade boiwoen lump-sun paywents and those that call for the esmtimwws

supply of technical assistance over the life of the agreemant .

In commection with knowhow payments, the following sheuld be takem

into considerations ‘ -

- When the object of the camiract covers techrionl WM
oould bezsimilated directly by 1ioonses, 1.0 fommmistione, .
specifications, etc. puyments 95 o

in principle,
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- Conocemning the know-how incorporsted in drawing formulas and/or
technical knew-how, po limitations, other than those pertaining
t¢ a reasonable obligation on confidentiality, shall be accepted.

4

The supply of wngineering services will depend on the technicsl
capadility of licensor. In practics, basic and detail engineerisg

are oMained from different sources, and it is therefore importamt to
dofine the degres of respmnsidility of all yarties inveolved.

. An isportant sspect chwcerning the swply of engineering serviess
relates to the {ype and soepe of guarenties required W the recipient
SHRpIENY «

« When 1iomecr is rempansidle of supplying basic engineering toguther
 with pressss technology) 1iosmnese shewld obtain specifie gearenties

s) Velwmes of production.




Firally it ic epsential that contracts covering the supply of
basic and/or detail engineering should clearly specify the type
and scopr of these servicec an well as the manner in which the

correcnonding payments should be offected.

Continuinz tcchnical assistance

For the purpose of rvaluation of paysents conoerning Yeciniosl
assistance the Mexican Registry uses the follewing ariteria, ard

geparates the following concepiss

a) Prc-operational phage

i) Pre—investment studies}

11) Technical assistance for the purchase of equipment|
1i1) Technical assistanoe in the erection and installstion of plantsi
iv) Plan* start upj .

v) Trainipg of technical personnel An the sbove arets.

b) Operational phase : A - : e e
1) Assistanco in the purchase of spares, rew Mﬂim et
11} Quality controlj o L R
1i1) Assistance in plant operation inoluding r-mni
production efficiency and etheras

iv) Techmical services to oliwntaj
V) Techuicsl improvesemts of




The following considerations are taking into account!

« It is important that the contract sprcifies the various gervices

involved and the corremponding payment for them; in a secparste mannor.

« It is important to ascertain ihe time required to cover the various
ssrvices related to the pre—cporstional phase.

« A definition of tho scope of technical udatmoe to be provided
in the operstional phasa.

« Determine the relationship betueen the kind of assistance to
e swpplied Wy licensor snd the cosploxity of the msnufacturing
provcess in its various phases.

= The dogreo of technical chang~ in the sector of indwstry in question.
« The tecimical capability of 1icenses.

6.  Nehasnrial sesistense
The oest and noope of thewe gervices vill grestly depend on the

-



Managerial or administrative services have to bde evaluated 1n

consideration of the followirg:

i) The sector in which they are applied;
11) The requiremento of the recipient partyi

111) The type and scope of the pame.
In this context the folluwing is to be oongidered:

a) A definition of tho different servioces involved.

b) The provision for training programmes in order that the wvarious
functions oan gradually be covered Wy licensee’s staff.
Payments for this oonoept W to the economio
venefits of the recipient company.
The rosponsibility and functions of licensor should Ve olearly
delineated.

Managerial assistance in the area of sarketing 18 in principle

not acoepted when the recipiont cowpany ha boon owtablished
for the sole purpose of M nd ﬂllm MMW M
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Under this type of provision it misht be convenient to consider

the oritoris of the Japanese Pair Trade Commission (PTC) which for all
prectical purpose msay be oonnidered appropriate.

Botat Interested afﬂci.aln of developing countries wishing to look oloser

=8 rn‘trtdivo hninom prectices in 1‘censing agreements will be advised

to obtain oopiu c! tha wﬂg}_ﬁm on the "recognition of standards
mw intemational contracts for technologioal introduction”, publ ished

W the Pair Trade Ocmmission on Ney 24, 1968.

The anslysis of grentback provisions osn be divided into three pariss

1. Provisiomm in which the licensee is obliged to inform licensor gf all

shs Jemciadee snd sanerisoe whioh 1icenses has soquired in comnection with
She geeds and services covered iy the comirect.

2. Provizions thwt oblige the l1icensec to assign the rights (patent righte i
or rigts arising from applicstion thoreof) reisted to any tqm. |
mamwumm which the licenses has wads.

jsions Sat clige Iiowmses to cdto 1ioeneor & 1icence an sny
mmwmmw of iuvention whith the licenses has
%mx&mmﬁﬁl'lthtmm“wm

.
o
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(11) Auration eof the oblimtinon, (111) the area in which the licence is

granted, (iv) de-rec of exclumivity apnlied %o either party.

If both partics are mutually obligated to inform cach other as to the

knowledme nd experiencs acquired, in relotion to the technology covered in the

contract; and the obligation for the licensee remaing during the whole duration

of the agrcement and the obligation of licensor is for a shorter pe t 3

or if the licen:rec is obligated to pay royaltiec for the information while
licensor ir not obligated; FTC oonsiders that the obligations of both partiec

are not well halanced.

Furtherwore, if a licence which thc 1icensor grante, is effective only
for the duration of the contraot, while the licence which the liosnses
grante to licersor is effective during the time of validity of the
patent - and this covers s longer period than the contract itself ~ then

the cbligatione of both parties are not well balanced.

Pinally to illustrate what would be the strictest form of grantbmck

restrictions it could be useful to illustrate this with an exampletl

*In cage the licensee haz made an improvement, inveatiom, spplication of
new invention, related to the patented goods during the pariod of the contrect,
the licensee shall immsediastely infusw the licemsor snd srgign the right
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i) that in casn that the licennen har mada an improvement, invention,
application of invention or ncw tnvontion he must inform the

licensor thereof immediately)

11) that the licencee must apsiem all righte pertaining to such an
invention to the licensor without compensation}

111) that the licenses is granted a non-exclusive licence as a result

of said asmignment;

iv) that the granted licence is effective only in the territory of the

original patent liocenoce}

v) that the licensor witbout due compensation soquires gxclusive rights
to sxploit a patent developed by licansee in all countries excluding
the "liomoed territory.”

e oriteria gsnlcp,d ty Mexico concarning gremtbeck regirictions was
baewd en the manlynie of mere than 2500 ngresments and falls olosely to
" Gite sren She Maadesn Governwont fosks that $hoe registration of &
4} _oviadiishes the Gbligrason V0 wesign tho properdy of Sredemerks
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CONCLUDING R¥MARKS

It 15 the nope of the auther that this attempt to illustrate some of

the basic criteria of the Mexican Covermmant in the area of restriective

business nractices in licensing contracts will serve to encourage additional

research and analysis from the part of other developing countries. In preparing
this paper an effort has been made to illustrate the complexities involved

in dealing with this problem, and to highlight the need for joint efforta

in this arca amon;/~ developing nations and to rely more on the assistance of

the United Natiors and particularly UNIDO for improving comsunication chennels

among cach other.

It is quitc obvious that the iaplicationa of rntrictlva business
practices in licensing agreoments arc quite complex and kthat in order to
deal with this problem and to effectively regulate these transactions the efferts
of the developing countries should not be limited to legsl sorutinity bwt
rather to incorporate cconomic and technical conniderations to properly
assese the effcct of these restrictions on the recipient enterprise and

-

the economic and industrial developuent of the recipient cowmdry.

From the point of view of the developing countries the policy setionale
in providing intellectual property protection and for the mmm of
legislation to regulate in the field of technology trensfer M‘ M be :
viewed in isolation from the economical and technologionl ”“lw $ ﬁi W

The prescnce of restrictive clauses in M‘gwiml‘

%
R4



technologioal oontracts are excellent vehicles for stremgthening the
technological capabilities of the recipient country. Purtherwore, these
agreemenis are to be evalusted on the basis of aconomic and commercial
oriteria in order to properly ascertain the magnitude of problems and
4o create and maintain a receptive climate for technology and foreign

investaent into the developing countries.

Qt wrthor wishes to give due recognition to UNIDO for providing
s highly qualified expert assistance $0 the Mexican Government that made
possible the establishment of an efficient mystem,and sllowed important
sevings and benefits for the economy as 3 whole. And 1o encourage other
. developing nations to support the efforts of UNIDO in the field and to
rely on tecimiocsl assistance projects from UNIDO in ihe future.







AN N B X 1

LAW FOR THE REGISTRATION OF THE TRANSFER OF TECHNOLOGY
AND THR USE AND EXPI.OITATION OF PATENTS AND TRADE-MARKS
ADOPTED BY CONGRESS ON DECEMBER 28, 1972 AND PUBLISHED N
THE OFFICIAL BULLETIN ON THE 30Th, OF THAT MONTH.

LUIS ECHEVERRIA ALVAREZ, Constitutional President of
the United States of Mexico, to its inhabitants, GREETINGS :

The Hon. Congress of the Union has sent to me the following

DECREZ2

The Congress of the United States of Mexico hereby decrees:

LAW FOR THE REGISTRATION OF THE TRANSFER OF
TECHNOLOGY AND THE USE AND EXPLOITATION OF
PATENTS AND TRADB-MARKS, |

AR 1 . The National Ragister for the Transfer of
Technology, h%%ﬁmnmdnﬂmyawm is hereby

The National Council of Sctence and Techno shall be s
Consulting Body, as provided in the Law creating the Council.

rmxmmmnmmm
pots umam‘mmm,mmwmm;
ey and which heve been éntered f50 for the following purposes :

) -The licensing of the ues or explettation of trade-marks.
) "THo Bomseing of the ven o exgieine to for
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d) ‘The supplying of basic or detidad coineerme plang for
the bulding of 1acihitwes or manuiacunre of products,

¢) Technical assistance in whatever form it may be fur --
nishad.

f) Services for the adnmimistration and operation of busincss
emerprises,

ARTICLLE 3 . The fc)lowing shall have the obligation to
apply for the registration of the acts, agreements or contracts specified
in the precoding article when they arce parties to or beneficiaries thercof :

I . Individuals or companics of Mexican aationahity,

I . Foreigners residing in Mcxico and the foreign com -
panies established in the coamtry,

1. Agencics or hranches of forcign companics established
in the Republic,

The suppliers of Techinology who veside in a foreign country
may requcst the registration in the National Regisior for the Transfer of
Technology of the acts, agreamoents or contracts to which they are martics.

ARTICILE 4 . The documents containiny the acts, agree -
ments or contracts rcferrad to in Article 2, shall be filed with the Ministry
of Industry and Commecrce for registration in the Natiow] Register for the
Transfer of Tcchnology, wirhin 60 days from the date of thelr execution, If
filed within this period, the registration shall be cffective from the date of
their execution, Upon cxpiration of said puriod, the registration shall be
effective only from the date of filing,

Further, any amendment of the acts, agroemncnts or contracts
referred in Article 2, must be filed for registration with the Miaistry of
Industry and Commerce, as provided in Articke 2, When the parties termi-
nate the contracts or agreements prior to the termination date stipulated
therein, notice shall be given to the Ministry of lndumy ad Commerce
within 60 days from the datc of terinination,

ARTICLE S . Proof of mim tﬁ&ﬁ required in
order to enjoy T the benctits, Incentives, aids or facilition provided by the
stoﬂ'romotba o«m and Mmry mﬂnwmwmor
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regulations govorning the cstablisluncnt or expenaion of ind strial business,
or for the establishmamt of shopping cer. ors along the border or fn the

fres zones or areas, or for thc anproval of the manufacturny programs

of persona who, being required to do 8o, have not registered the acts,
agreements or contracts inentioncd in Article 2 or the amendments thereof,
in the National Register for the Transfcr of Tochwology,

ARTICLE 6 ., The acta, agrcements or contracts mentioned
in Article 2 and Its- ainendments, which have not been registered in the
National Register for the Transfer of Tochnology, shall not have any lcgal
sffect and thercfore may nét be cnforced before any authority and compliance
thereof may not be enforced before the National Couris.

Also, the ahove mentioned acts, agrecments or contracts,
the registration of which has beon cancelod by the Ministry of Industry and
Commerce, shnll have no legal cffcct and their compliance may not be on -
foroad in the National Courts,

ARTICLRE 7 , The Ministry of Industry and Commerce shall
not er the acts, agrcoments or contracts mentioncd in Article 2 in the
‘canes ! ’ : ‘

3

I . When thelr purpose is the transfor of Technology
frealy avatlable in the country, provided this is the
#ame Technology. '

I . Whon the price or consideration does not represont the

‘Technology acquice’ or constiiutes an u justified or
excoseive burden on Nattooa! Hconomy,

Lo # o
Il . When provisions are inclwlod which parmit the supplior
to regulate’or intervens, dixectly or indirectiy, in the

‘ m-amaquwammw.

mmmumwmmmxy
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Vil .

VIIiL.

Xt .,

XII.

X1IL.

X1v,

When the ex ortation of the transferee's producis
or services i prohivitod, agoinst the boest interests
of the country,

When the use of complementary technologios is prohi-
bitend,

. When there is an obligrtion to rell the products manu-

factured by the transferee exclusively to the supplier
of the Techanlogy,

When the transferee 18 required to usc permanently
persomnc] designated by the aupplier of the Technology.

When the voiume of production is limited or sale and
resale prices are imposed for domastic consumption
o~ for exportation,

When the transferce is required to appoint the supplier
of Techinolopy as the exclusive sales agent or repre-
semative in Mcxico,

When an unreasonable term of duration 1s estublished,
Such term shall in no case saccx 10 years, obligatory
for the transferee,

When the parties submit to foreign Courts for docision
in any controversy in the imterpretation oz enforcoment
of Lhe foregning acts, agrcerients or contracts,

The acty, agrecments ot contracts roforred to in
Article 2, which arc «ffective in Mexico shall be
governod iy the laws of Maxico,

ARTICI.LE 8 . The Miniatry of Industry and Commerce moy
register in the Natfonal Rexister for the Transfer of Technology the acts,
agreements or contracts which do not satisfy one or mere of the require-
inents mentioned in the preceding article, whon the Technology transferred
is of special intcrest to the country, This exception shsll not apply to the
requirements cited in Sections I, 1V, V, VI, X, snd XIV of the procaling

Article,

ARTICLE 9 , The acts, agreemont:: or contracts m@}&o |
not include those relating to : ﬁ

to be registered In the National Regiator for tim Transfer o€ Ter sokigy
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1 . The immigration of fureign technicians for installation
of factories and machinery or for making repairs,

I . The furnishing of dusigns, caulog.:ea ur advice, in
general which is adquired with the machinery or equip-
ment and which may be neceszary for the installation
theroof, provided this does not include the making of
subsoquent payments,

... - I, The sssistance iu repairs or emergencies, provided
: these are part of any act, agreement orcontr‘act pre-
viously registered,

IV . The instructions or training furnished by in-tit;tiom
‘of learning, persennel training centers or by the
Compuany to its workers.

V' . The operation of "Assembly Plants” shall be governed
:hy.:hc legal provisions or 1egulations applicable
oto,

10 . The Ministyy of Industry and Commerce shall
on the non-registration in the National Register for the
of Tediswlagy within a period of 9C Jays following the filing with it
"ot the documents containing ths acts, agreements or contracts referved to
in Article 2, Upon the termination of this period without the Ministry having
rendared ite decision, the raspective act, agreement or contract shall be
W hmmw Register for the Tranefer of Technology.

5

mummumqmmmm
Nationsl Register for the Transfer of Tech-
Wmmﬁsmmmmm
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ARTICILE 14, The persons who consider themsalves to he
affectad by the rulngs of the Mimstry of hdustry and Conunerce may, as
providad in this Law, roquest witl i exght Jays from the cffcctive date of
notice thereof, the reconsiduration »f such rulings, submitting the evidonce
which they may decm appropriate,

The petition for reconsidoration shall be filed in writing
with the Ministry.

In th=e petition for reconsideration the potitioner shall offer
proof and submit that in ms posscssion. Oral and confossional evidence
shall not be admitted, The Ministry may introduce the cvidence it may
deem pertinent in rendering its ruling.

When the period of proof has elapsed, the Ministry shall
render its decision within a period not to excoed 45 days, Upon the expi-
ration of thi. period without a decision belng rendered, the reconsideraticn
shall be deemad to be in favor of the petitioner,

TRANSITORY ARTICLRES

FIRST This Law shall become effective 30days following
its publication Tn the “Diario Oficial” of the Federation,

SECOND. The acts, agreoments and contracts referred to
in Article 2 wkich havc been entercu into prior to the effective date of this
Law, ahall be adjustid to conform to the provisions hereaf aud registorod
in the National Rogister for the Transfer of Tec..nology within two yenrs
following the effective datc thereof. The Ministry of Industry and érmmm
may extend this period when specic! circumstances 8o. justily,

The documents containing the acts, agreemonts or e
shall be filed with the Ministry of Indiuctry and Commerace for s
without passing on their contents, within 90 days Sollowing the date the Law
becomes effoctive, ‘ P

THHRD
complied wirh, within the poriods therein establishod, the ey may
mﬁo mh; bcnef:; and incentivas refarad te in Article S, which
prov ranted to them, Otherwise, sbel Bebefits and jncen-

. When the provisions of the previcus asticle ave
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FOURTI. Until the acts, agreemuids, or contracts rcfer-
red to in Article 7 have beun adjusted to the provisions of this Law and
have beon rogistered, the parties shall not have the right to onjoy the be-
nefite, incentives, akis or facilitivs rcferrald to fo Asticle 5, wr shall
tholr manufacturing programs be approved,

FIFTH . Upon the termination of the periods referred
K ‘!’tmltoz Article Socond and the extensions thereof, the acts,
agreoments ani coatracts which have not been registerad in the National
Register for the Tamansfor of Technology, shall not be legally cffective,
as provided in Article 6,

BIXTH . In the case of acts, ajreements or contracts
which havo executed to the date of this Law, the ruling of the

Ministry of Industry and ce on their rogisterability in the National
R for the Transfer of Technology, shall be issued within 120 days
the date of filing the documonts,

Mexico, D, F., Docember 28, 1972. “YEAR OF JUAREZ",

In with Section 1 of Article 89 of the Federal
Constitution of the States of Mexico md for its publication and ob-
twmuwhmmdmmm
Federel Disrict, on Decomber 28, 1972, "YEAR









