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PREFACE

The Second General Conference of the United Nations Industrial 
Development Organization (UNIDO), held at Lima, Peru, in March 1975, 
recommended that UNIDO should include among its activities a system 
of continuing consultations between developed and developing 
countries with the object of raising the developing countries' share
in world industrial outout through increased international

. . 1/ co-operation.—

The General Assembly, at its seventh special session in 
September 1°75, in its resolution ?362 (S-VII), decided that the 
System of Consultations called for by the Lima Declaration and Plan
of Action should be established at global, regional, interregional

2/and sectoral levels,—  and that UNIDO, at the request of the countries 
concerned, should provide a forvm for the negotiation of averments in 
the field of industry between developed and developing countries and 
among developirg countries themselves.

The System of Consultations has been established under the
guidance of the Industrial Development Board. The First Consultation
on the Petrochemical Industry was convened in Mexico City from 12 to
16 March 1979.—  ̂The Board, at its thirteenth session in 1979, decided
that the Second Consultation on the Petrochemical Industry should be

I* /
convened during 1931.—

1/ Report o* the Second General Conference of t.be United Nations 
Industrial Development Organization (ID/CONF.3/31), chapter IV, "The 
Lima Declaration and Plan of Action on Industrial Development and 
Co-operation", para. 66.

2/ Official Records of the General Assembly, Seventh Special 
Session, Supplement No. 1, para.3.

3/ See Report of the Meeting (ID/227).

\ f  Official Records of the General Assembly, Thirty-fourth 
Session, Supplement No. 1(T.



The Board at its fourteenth session in 1030 decided to establish 
the System of Consultations on a permanent basis with the following main 
characteristics, including those described in its nast decisions:

(a) The System of Consultations should be an instrument through 
which the United Rations Industrial Development Organization (URTDO) 
would serve as a forum for developed and developing countries in their 
contacts and consultations directed towards the industrialization of 
developing countries;5/

(b) Consultations would also nermit negotiations among interested 
parties at their request, at the same time as or after Consultations;o/

(c) Participants of each member country should include officials 
of Governments as well as representatives of industry, labour, consigner 
groups and others, as deemed appropriate by each Government;7/

(d) Final reports of the Consultations should include such 
conclusions and recommendations as agreed upon by consensus by the 
participants as well as other significant views expressed during the 
discussion;8/

Draft rules of procedure for the System of Consultations have been 
drafted for the Board but have not yet been adopted.

Ibid., Thirty-fifth Session, Supplement Mo. l6, para. 151(a). 
6/ Ibid., para. 151(b).
U  Ibid., para. 152.
8/ Ibid., Thirty-second Session, Supplement Ho. 16, para. 163.
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INTRODUCTION

1. The Second Consultation on the Petrochemical Industry was held 
at Istanbul, Turkey, from 22 to 26 June 1981. The meeting was attended 
by 133 participants (see annex I) representing Governments, industry 
and labour from 1»3 countries, 7 United Nations organizations and 7 other 
international organizations.

CONCLUSIONS AND RECOMMENDATIONS

Long-term arrangements for the development of the petrochemical industry 
in developing countries

2. The production of netrocheraical products at locations where readily 
recoverable petrochemical feedstocks and sources of energy are available 
would have economic attractions.

3. The UNIDO secretariat should:
(a) Examine the various forms of long-term arrangements for the 

development of the petrochemical industry in the developing countries 
along the parameters discussed,1 / and update the existing general guidelines 
for joint ventures;2 /

(b) In co-operation with the parties concerned, develop a programme 
of co-operation among developing countries, with or without petrochemical 
feedstocks, to promote the development of the petrochemical industry in 
those countries.

1*. Io view of the importance of the issues discussed under this agenda 
item for both developed and developing countries, the Industrial 
Development Board is urged to authorize the convening of the 
Third Consultation on the Petrochemical Industry, and the UNIDO secretariat 
is requested to report at that Consultation on the implementation of 
these r¿commends.v.ions.

UNIDO Model Form of Licensing Agreement for the Petrochemical Industry

5. The UNIDO secretariat should:

(a) Revise the first draft of the Model Form of Licensing Agreement, 
taking full account of the comments made at the Consultation, and include 
a much more extensive integral commentary on the text including, where 
necessary, .alternative texts;

1_/ Gee paragraphs U0-U5 below.
2/ UNIDO Manual on the Establishment of Joint Venture Agreements in 

Developing Countries, ТП/бВ, Vienna 1971.
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(b) Thereafter, convene a meeting of experts, selected with due 
regard to equitable geographical distribution, to review the new draft 
with a view to preparing a version expressing both views, with a 
balanced presentation of the views, for distribution to all memer 
countries and participants at this Consultation, and for review at the 
next Consultation, if so requested by the Industrial Develop-->nt hoard:

(c) Further examine the potential losses faced by the nu chaser
of petrochemical plants in the event of process defects and consider how 
those risks might be > .tter dealt with by insurance and taken into account 
in the Licensing Agrees*at and Plant Construction contracts, and inform 
all member countries and participants at this Consultation as well as 
report to the next Consultation on the action taken.

Other issues proposed for future consideration

6. The following additional issues were recommended for future 
consideration:

(a) Ways and means of mobilizing financial resources for the 
development of petrochemical industries in develoning countries:

(b) Opportunities for co-operation between industrialized and 
oil-and gas-producing developing countries for the development of down
stream petrochemical industries in other developing countries.

7. The UNIDO secretariat should conduct an ennirical study on the various 
technical training schemes and programmes in the petrochemical industry 
that have been made available sc far to developing countries with a view
to recommending the most effective form of training for ensuring the 
maximum transfer of technology in the shortest possible time.



I. ORGANIZATION OF THE MEETING

Opening of the Consultation

The Cecond Consultation on the Petrochemical Industry was opened 
by the Deruty Trine Minister of Turkey, Mr. 'T’urgut Ozal, on 22 June 
19-31. The Consultation was also addressed by the Minister of Energy 
and Natural Resources, Mr. ?. Singöl.

G. A message from the Executive Director of UNIDO, Dr. Abd-El Rahman 
Khane, was read to the Consultation.

IN. Messages were also read from General ?Ienan Fvren, Head of State;
Mr. Hülent Ulusu, Prime Minister; General Tahsin Çahinkaya, Commander 
of the Air Force and Member of the Security Council; Admiral Nejnt 
Tuner, Comandei of the Navy and Member of the Security Council; Professor 
Sabahattin nzbek, Minister of Agriculture and Forestry; Mr. Vecdi Ozgül, 
Minister of Youth and GDort ; and Mr. Sadifc Çide, Minister of Social 
Security.

Election'of the officers

11. Kemal Mi.* gar (Turkey), Director General, Petkim Petrokimya A.S., 
wac elected Chairman.

The following were elected as Vice-Chairmen:

Л.С. Jzoigve (Nigeria), Chief Projects Engineer (Petrochemicals), 
Nigerian National Petroleum Corporation

Husain Al-Jasem (Kuwait), Deputy Managing Director, Petrochemical 
Industries Company

F.. Carrara Junior (Brazil), Assistant to the Minister of Industry 
and Commerce

V.A. Khodakovskaya (USSR), Chief of Department, Ministry of Oil 
Refining and Petrochemical Industries

Adoption of the agenda

12. The Consultation adopted the following agenda:
1. Ooening of the Consultation
2. Flection of the Chairman and Vice-Chairmen
3. Adoption of the agenda



•*. Long-term arrangeraents for the development of the petro
chemical industry in developing countries including 
arrangements for marketing netrochemicals produced in 
developing countries

5- UNIDO model form of agreement for licensing patents and 
know-how in the petrochemical industry

6. Other issues proposed for future consideration
7- Adoption of the report of the meeting

Establishment of working groups

13. The Consultation established two working groups to discuss the 
following issues and to propose conclusions and recommendations for the 
consideration of the plenary session.

Long-term arrangements for the development of the petrochemical 
industry in developing countries
(Chairman: S.S. Sachdeva, Adviser tc the Government of India, 

Ministry of Petroleum and Chemicals, India),

UNIDO model form of agreement fer licensing patents and know-how 
in the petrochemical industry
(Chairman: G.H. Davies, Counsellor, Trade Policy, CEFIC).

Adoption of the report at the closing session

lU. The report of the Consultation was unanimously adopted in plenary 
on 26 June 1981.

Documentât ion

15. Docuaents issued for the Second Consultation are listed in annex II.



II. DISCUSSION ON THE IMPLEMENTATION OF THE 
RECOMMENDATIONS OF THE FIRST CONSULTATION

16. The UNIDO secretariat informed the Consultation that it had 
implemented, wholly or partly, five major recommendations of the First 
Consultation that UNI IK) should:

Prepare an updated version of the World-wide Study on the 
Petrochemical Industry

Establish a Permanent working group on world supply of and 
demand for petrochemicals

Make a detailed study of the industrial uses of associated 
gas

Continue to study the marketing of petrochemicals produced in 
developing countries as a means to assist the orderly flow of 
petrochemicals to existing and future markets

Prepare a model form of agreement covering the licensing of 
patent" ?"d know-how in the petrochemical industry and a set 
of guidelines for its use.

The introduction of the UNIDO secretariat 0.1 each item and the subsequent 
discussion that took Diace in the plenary sessions on 22 and 26 June is 
summarized belov.

Second World-wide Study (TP/WO.336/3 and Add.l)

1J. The UNIDO secretariat mentioned the contents of the Second World
wide Study, which examined world supply of and demand for petrochemicals 
up to 1990 and considered trends in the availability and cost of feed
stocks and in international trade in petrochemicals and petrochemical 
technology as well as prospects of global co-operation in the industry. 
The participants were requested not to discuss the Study in detail, but 
to send written comments to the UNIDO secretariat.

18. At the closing plenary session one participant pointed oat that 
although the Study had been presented to the Consultation there had been 
no opportunity to examine or discus? it. That lack of comment by che 
meeting on the Study in no way implied approval or acceptance of it. In 
his view, the Study attempted to Justify preconceived conclusions instead 
of being a scholarly presentation and discussion of data; the inclusion 
in the Sv-udy of conclusions, recommendations and prescriptions for the
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future development of the industry was entirely inappropriate. He 
and other participants would be sending preliminary conments 
addressing various aspects of the Stuay to the UNIDO secretariat.
Given the importance of that in-depth study, he suggested that the 
UNIDC secretariat should take into account the comments received when 
the Study was revised and updated.

Permanent Working Group on World Supply of and Demand for Petrochemicals

19. The UNIDO secretariat reported that the Working Group recommended 
by the First Consultation had met only once - in ’larch 1?80. UNIDO had 
completed estimates of supply of and demand for petrochemicals at the 
global and regional levels from information submitted by the countries and 
organizations participating in the Working Group and information obtained 
from other sources.V It was recalled that the UNIDO/FAO/World Bank Working 
Group on Fertilizers had been in existence for about 10 years, and its 
estimates of world supply and demand were highly regarded. It was hoped 
that the similar Working Group on petrochemicals could be continued desrite 
the budgetary difficulties faced by UNIDO.

20. One participant noted that it was more difficult to estimate world 
supply of and demand for petrochemicals than for fertilizers. UNIDO should 
be encouraged to continue that activity and to specify to all countries 
the type of information it required. UNIDO should build up a data lank
so that increasingly more accurate estimates of world supply and demand 
could be made in future years.

21. The representative of OPEC said that the Working Group) on World 
Supply of and Demand for Petrochemicals should continue its work: it 
was important to identify regions with a deficit or surplus in the pro
duction of or demand for basic and other petrochemicals because such 
estimates could guide future development of the industry.

22. The UNIDO secretariat pointed out that since the First Consultation 
had recommended the establishment of a permanent working group, what was 
required was not a further recommendation but rather the funds to 
implement an existing mandate. * •

1/ The estimates are presented in Chapter I of the Second World-wide
Study of the Petrochemical industry (ID/WG.336/3) and as Annex I 
in the Annexes to the Study (ID/WG.336/3/Add.l).

• •
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Joint Study of the_ Industrial Uses of Associatê  las (’INIDO/PC. 11)
23- It was stated that the study on industrial uses of associated gas 
had been prepare 1 by the UNIDO secretariat jointly with 00IC and in 
co-operation with l"> develop in-'. countries and initially with the 
assistance of trie secretariat of 0AP2C. That important background 
document considered the economics if producing selected important 
petrochemical products from methane and ethane as well as other plans 
to utilize the associated gas that would otherwise be flared. Written comments 
were invited and no comments on m e  stony were made m  t r.e plenary.

hong-term ai rangements for the market inn of petrochemicals produced 
in developing countries (agenda item 1*)

2U. The UNIDO secretariat enumerated six factors favouring the 
utilization of long-term arrangements for the marketing of petrochemicals 
that would lead to greater co-oneration in the netrochei. ical 
industry, as follows:

(a) Growth of world demand for petrochemicals in the ]930s;

(b) Opportunities to obtain a secure source of supply:

(c) Opportunities to produce petrochemicals offered by the 
increasing capacities for petroleum refining in developing 
countries;

(d) The increasing importance of feedstock cost and the particular 
advantages of petrochemical production based on flared gas:

(e) Opportunities to build plants in developing countries to re
place obsolete capacities in industrialized countries;

(f) Opportunities to invest surplus financial resources in 
developing countries.

Those six factors would accelerate and deepen the restructuring process 
that was currently taking place in the petrochemical industry.

25. Although the UNIDO secretariat had examined long-term arrangements 
for the marketing of petrochemicals produced in developing countries, a 
lack of resources prevented the secretariat from monitoring the implemen
tation of the many other recommendations of the First Consultation for 
action by Governments and the petrochemical industry on that topic.
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26. One participant urged the i.niDO secretariat tc examine in more 
detail trade barriers to petrochemical products entering industrialized 
countries. That issue needed to be tackled urgently since questions of 
tariffs, import quotas and dumping arose most frequently in conditions 
of a soft market. One view was that GATT was the body to discuss tariff 
matters since it was under GATT auspices that the Multilateral Trade 
negotiations had taken Diace. The UNIDO secretariat stated that
the chapter on international trade in the Second World-wide Study on the 
Petrochemical Industry had been prepared in co-operation with UNCTAD.
The representative of UNCTAD pointed out that UNCTAD was studying those 
issues in relation to the petrochemical industry, and that GATT was not 
the only appropriate forum to consider them since not all developing 
countries were parties to GATT.

27. Another participant saw a need for making a periodic reoort on all 
organized market research conducted by United Nations agencies such as 
UNIDO, UNCTAD and ITC to helm developing countries to find the potential 
markets for netrochemicals in developed and developing countries. That 
would help developing countries to establish the correct capacity for their 
new petrochemical projects and to utilize their existing capacities. The 
special report recommended should be compiled at an early date and up
dated for presentation to the next Consultation. That suggestion was 
noted by the UNIDO secretariat.

Model Form of Licensing Agreement for the Petrochemical Industry 
(agenda item 5)

23. The UNIDO secretariat reported L»at a model form of licensing 
agreement had been prepared following the guidelines suggested by the 
First Consultation and with advice from a few experts from developed 
and developing countries. The structure of the Model Form had been kept 
as simple as possible. One of the many different variations of licensing 
agreements was presented; it provided for lump-sum payments and for the 
licensor to check the engineering design of the plant and also to provide 
a comprehensive training programme. As part of the Model Form of 
Licensing Agreement, the more important technical annexures had been drafted 
in particular, the scope of information provided in the process engineering 
design package had been defined in detail. The aim of UNIDO was to 
facilitate an effective transfer of technology to the licensee; the



contents of the Model Fora should be balanced, and should take into 
account the mutual benefit of the licensee and the licensor. The 
Consultation, when considering the first draft of the Model Form, 
should bear in mind that UNIDO had drafted and discussed at previous 
Consultations two model forms of contract for the construction of 
fertilizer plants.

¿9- One participant noted that the UNIDO Model Form assumed direct 
arrangements between licensor and licensee- whereas in many cases 
licensing for fertilizer and petrochemical plants was handled in
directly through contractors. The UNIDO secretariat noted that the 
ir.JIDO model J m s  of contract for the construction of a fertilizer plant 
considered oy Consultations on that industry assuned that the license 
would be granted through the contractor. Those model contracts, in the 
view of the UNIDO secretariat, could be used as a starting point for 
negotiating plant construction contracts in the petrochemical industry 
when a similar indirect arrangement was used.

30. One participant took the view that the First Consultation had set 
the UNIDO secretariat an impossible task in drafting a model form of 
licensing agreement; in commercial practice, the agreement was usually 
only written after a period of extended negotiation of the main points.
The Consultation should, therefore, consider whether the objective was a 
realizable one; if a model agreement was still required, then it should 
be accompanied by a clause-by-clause commentary indicating the possible 
reaction of the licensors to the suggested wording and offering alter
native wording that might be acceptable to both parties.

31. It was recalled that as long ago as 196U the developing countries 
had identified a need for assistance in negotiating licensing agreements 
in the Detrochemical industry. Since the approaches of licensors to 
licensing agreements varied, UNIDO should pretwire comprehensive guidelines 
that would help the licensee in his negotiations.



- n  -

III. LONG-TERM ARRANGEMENTS FOR THE DEVELOPMENT 
OF THE PETROCHEJ'ICAL INDUSTRY IN DEVELOPING COUNTRIES

32. The Chairman of the Working Grouo on Long-term Arrangemente for 
the Development of the Petrochemical Industry in Developing Countries 
stressed that discussion should take into consideration the points 
outlined by the UNIDO secretariat in the onening session of the nlen»ry 
as well as in the UNIDO document on this subject ( ID/VG. 331./2 ).

33- Several participants expressed satisfaction with the work of the 
secretariat contained in that document. However, it was felt that in 
the document too much emphasis was put on two specific forms of long
term arrangement, namely, Joint ventures and long-term direct sales 
agreements.

31». The view was expressed that before any useful discussion on long
term arrangements took place, the Working Groun should look at the re
structuring trends taking place in the industry and examine the need 
for such arrangements.

35. It was agreed that restructuring in the industry had already begun 
under the long-term influence of rising feedstock and energy rrices in 
traditional production centres, increasing investment costs and the need 
to secure feedstock supplies.

36. Many participants stated that that made petrochemical pred- -tien in
oil- and gas-producing developing countries economically mcr active,
and some participants felt that petrochemical products, narticux-rly 
basics and intermediates, might be competitively produced at those 
locations. Others felt that might be viable in some countries for some 
products.

37- Several participants took note of chapter II in the "Second World
wide Study on the Petrochemical Industry: Process of Restructuring" 
(ID/WG.33C/3) concerned with comparative production and distribution 
costs, as well as the "Study on Industrial Uses of Associated Gas".
However, as requested by the UNIDO secretariat, those studies were not 
made the suoject of detailed discussions. It was agreed uiat the 
participants would submit their comments in written form to the secretariat.
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3;. "wee oartic inants felt that, alia, long-term arrangements
need ‘o he intr? Iuced in order to ensure orderly restructuring of the 
industry. That would benefit both developed and developing countries 
while avoiding * he detrimental impact on all concerned. Others felt 
that market forces woaLd hrinr about the developments that eventually 
prove necessary. Taking into account the different views expressed, 
the Chairman stated that the production rf some petrochemical products 
at locations where petrochemical feedstocks and the sources of energy 
are available is economically attractive.

3.1. Cany participants stated that such long-term arrangements should 
not be confined to joint venture ar.d sales agreements, but should in
clude other forms and aspects of co-operation. That co-operation, 
furthermore, should be both between develored and developing countries 
and among the developing countries themselves.

UO. To facilitate the discussion, an informal group of participants was 
formed to draw un precise proposals. Since several participants 
had noted that lon~-term arrangements mi^ht take a variety of 
forms, the informal group considered that such arrangements might cover 
specifically the following:

Market ing

Financing

Access to technology and to its improvement

International co-operation between countries ar.d companies 
concerning their policies on the replacement or expansion 
of capacities for selected petrochemical products

Training

Secure long-term supply of raw materials and feedstocks

Barter arrangements including compensation agreements for the 
supply of equipment and production.

The imnlementation of those long-term arrangements could be carried out 
in various ways, such as through Joint ventures.
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Ul. The informal group also felt that, in view of the information 
already available on joint ventures and of the discussion that took 
place at the Consultation, the UNIDO secretariat should, in co-cneration 
with experts from the v;irious geographical croups, modify tr.e existin' 
general guidelines for joint ventures and adapt them to the requirements 
of the petrochemical industry, taking into account, inter alia, th'j 
following check list:

Agreement of intent, feasibility studies, organization 
and financing of orojects

Provision of feedstocks and fuel

Construction of ihe plant, including processes, technologies 
and off-site facilities

Organization, management and operation of the plant

Provision of infrastructure

Production and pricing policies

Marketing arrangements

Training

Technical support 

Legal considerations

U2. Those proposals were accepted by the Working Group as the basis for 
further discussions instead of document ID/WG.336/2 submitted by the 
UNIDO secretariat.

U3- During the further discussion, participants of the Working Group 
made the following comments and additions to the above proposals:

Marketing. The need was stressed for price information, identifica
tion of market trends, the distinction between marketing and selling, 
careful analysis of markets in developing countries; the addition of 
"trade" was suggested and the title was changed to "Trade and marketing";

Financing. Attention was drawn to the following points: the need
to reach full understanding on the scope of any project before concluding 
financial arrangements and the necessity for arrangements for security of 
loans satisfactory to both lenders and borrowers where debt financing was 
involved;



Access to technology and to its improvement. It was noted that 
that subject was under discussion in the other working group;

International co-operation between countries and companies 
concerning their policies on the replacement or expansion of capacities 
for selected petrochemical products. Some participants
mentioned that tne role of Governments in some countries was limited and 
a pronosai was made to refer to "parties" instead of "countries and 
companies". Other participants underlined the important role of Govern
ments in international and regional co-operation especially between 
developed and developing countries and among developing countries.

In that context, the importance of co-operation between oil- 
producing developing countries and non-oil-producing developing countries 
was earhasized. A statement was made that OPEC was fully prepared to 
initiate discussions with other developing countries for the development 
of the petrochemical industry. To that effect, OPEC and UN7D0 had already 
initiated preliminary talks.

Eecause old petrochemical capacities in developed countries had 
been built under conditions that did not anticipate the evolution of 
the price of raw materials and energy and did not take into account the 
environmental requirements, it was expected that new capacities would be 
built in locations where those advantages existed.

Some participants stressed that that item should be considered as 
a key factor needing special attention and required a study by itself;

Training. It was stressed that training should be comprehensive 
and include operators as well as management to ensure an effective transfer 
of technology;

Secure long-term suppIv of r"w materials and feedstocks, .The 
critical importance of that item was emphasized. Particular reference
was made to the need for agreement on prices on a long-term basis giving 
due regard to the share of each partner in total investment. There was 
also a need to agree on a price escalation formula for natural gas based
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on its thermal value. Such agreements should be concluded on the basis 
of a fair and equitable relationship between the partners. Moreover, 
legal security of such agreements vas vital. It might be necessary to 
index raw material prices according to market trends. However, disagree* 
ment was expressed with a necessity for such price indexation based O" 
market trends;

Barter arrangements including compensation agreements for the 
supply of equipment and production. Two main views were expressed.
The advantage of such arrangements, particularly to countries short of 
foreign exchange, was pointed out; another view was that tarter arrange
ments should have a limited sphere of application.

l*l*. The items for Joint-venture agreements recommended by the informal 
group were discussed and agreed upon with the following amendments:

Agréaient of intent, feasibijity studies, organization and 
financing of projects: to include "ownership structure'':

Marketing arrangements: to include "product transportation and 
storage facilities";

Training: modified to "Training and personnel development".

1*5. Referring to statements concerning co-operation between oil-producing 
and non-oil-producing developing countries, as well as a proposal circu
lated by one delegation on the same subject, the Chairman of the Working 
Group suggested that the UNIDO secretariat prepare a programme for co
operation among developing countries to promote their petrochemical 
industries. Such a programme for co-operation should consider, inter 
alia, the role of developing countries with important local markets and 
experienced contractors.

Conclusions and recommendations

U6. The Working Group concluded that the production of petrochemical 
products at locations where readily recoverable petrochemical feedstocks 
and the sources of energy were available would have economic 
attractions.
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l»7. As a result of its deliberations, the Working Group recommended 
that the UNIDO secretariat should:

(a) Examine the various forms of long-term arrangements along 
the parameters discussed for the development of the petrochemical in
dustry in the developing countries, and update the existing general 
guidelines for joint ventures;

(b) In co-operation with the parties concerned develop a 
programme of co-operation among developing countries, with or without 
petrochemical feedstocks, to promote the development of the petro
chemical industry in those countries.

1*3. In v ew of the importance of the issues discussed in the Working 
Group for both developed and developing countries, the participants urged 
the Industrial Development Board of UNIDO to authorize the convening of the 
Third Consultation on the Petrochemical Industry and requested the UNIDO 
secretariat to reoort at that Consultation on the implementation of those 
recommendations.
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IV. UNIDO MODEL FORM OF
LICENSING AGREEMENT FOR THE PETROCHEMICAL INDUSTRY

1*9. The Working Group agreed to discuss first the introduction that 
UNIDO had preoared to the UNIDO Model Fora of Licensing Agreement, and 
then discuss in detail the wording of the Model Form itself (ID/WG. 336/1 
and Add.l). The Working Group agreed that in conformity with commercial 
practice the UNIDO draft should be referred to as a model fora of 
licensing agreement rather than a model contract.

Introduction of the Model Form

90. Some participants suggested changes in the wording of the intro
duction that would indicate that not all the contents of the UNIDO draft 
were in line with current licensing practices. It was also pointed out
by the same participants that the normal practice in neeotiatinc n 
licensing agreement was first to discuss and agree the main points of the 
agreement, and then to start drafting the licensing agreement itself.
Since it was also the usual practice for the licensor to prepare the first 
draft, the UNIDO Model Form would help the licensee to comment on that 
draft and to prepare counter proposals or additions. It was their view 
that tinless it was recognized that the Model Form would be used in this 
way, the users might be seriously misled as to what they might achieve in 
their negotiations. It was pointed out by some other participants that 
that was the point of view of licensors.

51. At the same time views were expressed that there was inherent in
equity in the forms of current practice in specific areas. It was there
fore recommended that UNIDO examine current practice with a view to 
establishing equity in such areas as market constraints, nenalty limita
tions and royalty application. It was pointed out by some other partici
pants that that was the point of view of licensees.

Presentation of the Model Form

5?. The Working Group agreed that the cocmentary provided by UNIDO 
should be expanded so that there was a commentary on all articles vhere 
there was a controversy. That commentary might take the form of comments
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on noints to be considered, footnotes explaining particular points 
in the text or alternative wording of the clause or suberticle that 
could be considered by the licensor and licensee.

53* The partici.ints agreed that where consensus could not be reached 
on suitable wording, the text proposed by UNIDO would remain, but it 
would be accompanied by an alternative text, possibly in the commentary.

51». As regards the presentation, it was suggested that the next version 
of the document present the commentary so that it was an integral part 
of the docwent.

The different positions of licensor and licensee

55. Discussion clearly revealed differences in the position of the two 
partners to a licensing agreement on the text of the Model Form as pro
posed by the UNIDO secretariat. Some participants felt that licensors 
would base their objections to the Model Form on the following:

(a) While individual provisions could be accepted, the full text 
of the Licensing Agreement was not balanced;

(b) Some of the nrovisions did not provide sufficient flexibility 
arising out of specific products and different situations;

(c) Some of the Articles adopted a wording that did not conform 
to current licensing practice;

(d) Many of the Articles would require extensive commentaries in 
order to provide an explanation of the relationship between the licensee 
and the licensor;

(e) Some provisions would be found completely unacceptable to them 
and needed to be amended or accompanied by an alternative text or texts.

Some other participants however confirmed from their experience that in 
real situations that was not the case.

56. Views were also expressed by some participants that licensees would 
feel that current practice was in favour of licensors, but recent agree
ments showed that licensing practice was changing to more equitable 
forms. The Model Form of Licensing Agreement should tnerefore reflect

those trends. It was also felt bv the same oart.icinnnts that narnmeter*» 
ahould be given in the commentary, wherever possible, to guide licensees 
in their future negotiations.
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Discussion of the text of the Model Form

57. The UNIDO secretariat made a conplete record of the changes in 
and additions to the wording suggested by the Working Group for use 
in preparing the next draft of the Model F o m  of Licensing Agreement 
and commentary. Up to Article 3-5* many suggestions for new wording 
were made that met with general approval; for the remaining Articles 
comments were noted, but no attempt was made to agree to a new wording.
That record (Conference Room Paper ilo. l) was circulated to participants, 
but was not included in the report of the Working Group.—^

58. A statement was introduced on behalf of the Licensing Executives 
Society International commenting on the concept of the Model Form of 
Licensing Agreement and or. particular clauses.

59« While participants from developing countries felt that the text 
of the first UNIDO draft should be retained in nearly all cases, there 
were six areas, discussed below, in which divergent views were expressed 
and hence were left open for further consideration.

Financial liability of the licensor

60. One view was that the unlimited financial liability for making 
good defects and indemnifying patent infringements was completely 
out of line with current practice because the maximum licensor's 
liability was normally limited by an amount eaual to a proportion of 
his fee.

61. The other view was that, in cases of well-proven technology, losses 
due to process defects were not expected to reach a significant pro
portion of the total value of the plant and therefore the licensor should 
assume full liability in respect of defects in process know-how end process 
design package as well as make good such defects.

1/ The Conference Room Paper states "agreed" when there were no comments 
on the text of the Licensing Agreement drafted by UNIDO; in answer 
to a question, the UNIDO secretariat confirmed to participants that 
that presentation would not prevent further consideration of those 
parts of the text at the Expert Group Meeting recommended by the 
Working Group.
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Patent, infringements

<fr. One view was tnat there should be a ceiling on the liabilities 
for patent infringements because the licensor could not be expected to 
bear undivided responsibility for possible infringements by his process 
of third party rights in the country of the licensee.

63. The other view was that because the licensor was best equipped to 
know the patent position of nis process at the international level, 
licensors should fully indemnify and hold harmless the licensee against 
all patent infringements, and be prepared to defend, at the licensor's 
expense, any patent infringement suit brought against a licensee.

Performance guarantees

6b. One view was that the coverage of performance guarantees in the 
draft was excessive in relation to current international practice because 
in particular many of the guarantees would normally only be obtainable 
from the contractor rother than the licensor.

65. The other view was that current international practice was in 
favour of the licensors and does not rrovide sufficient guarantee for the 
licensees to attain agreed performance levels from the plant.

Penalties

66. One view was that penalties were linked to a too-wide range of 
parameters to be tested that were not applicable in all possible situations, 
and therefore the present wording should he extensively revised.

67. The other view was that since the draft only proposed a model agree
ment, penalties should be linked to the widest possible range of para
meters in order to enable the negotiators to select penalties on those 
parameters that best suited the situation.

Secrecy provis ions

68. One view in respect to secrecy provisions was that the interest of 
the licensors required extensive duration and broad scope of such pro
visions.

69. The other view favoured minimizing such obligations because of the
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dynamic nature of the petrochemical industry with consequent rapid 
change in technology; as a result secrecy agreement duration should 
not exceed 10 years from the effective date of the agreement.

Range of services provided by the licensor

70. One view was that the licensor should not be required to provide 
services additional to those that were essential for the transfer of 
know-how.

71. The other view was that inexperienced licensees expected a broad 
range of services plus the right to request additional services. Such 
additional services request . by licensees were needed because of their 
inability to obtain then from other sources and they should be provided 
by licensors at cost if they had the ability tc perform them. It was to 
the mutual benefit of both licensor and licensee to build and orerate 
the plant successfully.

Recommendations

72. The Working Group recommended that:

(a) The UNIDO secretariat should revise the first draft of the 
Model Form of Licensing Agreement taking full account of the comments 
made at the Working Group and include a much more extensive integral 
commentary on the text including, where necesoary, alternative texts;

(b) Thereafter, UNIDO should convene a meeting of experts selected 
with due regard to equitable geographical distribution,to review the new 
draft with a view to preparing a version expressing both iews,with a 
balanced presentation of the views, for distribution to all member countries 
and participants at the Consultation, and for review at the next Consul
tation if so requested by the Industrial Development Board;

(c) UNIDO should further examine the potential losses faced by the 
purchaser of petrochemical plants in the event of process defects and 
consider how those risks night be better dealt with by insurance and 
takei into account in the licensing agreement and plant construction 
contracts and inform member countries and participants at the Consultation 
as well as report to the next Consultation on the action taken.



V. OTHER ISSUES PROPOSED FOR FUTURE CONSIDERATION

73. The Chairman, on the basis of consultations with his colleagues in 
the Bureau, proposed the following two issues for future consideration:

(a) Ways and means of mobilizing financial resources for the 
development of petrochemical industries in developing countries;

(b) Opportunities for eo-oreration between industrialized and oil- 
and gas-producing developing countries for the development of downstream 
petrochemical industries in other developing countries.

The Consultation agreed that those two issues should be recommended for exami
nation by the UNIDO secretariat and for consideration by the next Consultation.

7 1. One participant proposed that in the area of transfer of technology 
’.'NT"'.) should conduct an empirical study on the various technical training 
schemes and programmes in the petrochemical industry that have been made 
available r-> far to developing countries. Cuch a study should:

(a) Examine all the features of such schemes;

(a) Identify common features in all those schemes;

(c) Examine the circumstances under which each of those schemes 
had been introduced in the particular developing country concerned, such 
as tee availability of basic skills, general standard of education pre
vailing in that country when the scheme was originally formulated and 
introduced;

(d) Evaluate the effectiveness or those schemes;

(e) Tdentify the best, features of each scheme in the context of 
the maximum transfer of technology in the shortest possible time;

(f) Draw conclusions;

(g) Recommend the most effective training scheme that could be 
formulated perhaps by extracting and combining the best features of each 
training programme.

The Consultation agreed and supported that recommendation.
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'alais des Nations, 1211 Geneva 10, Cvitzerland

United Nations Centre on Transnational Corporations (UNCTC)
Kans Frederick Sarauelsson, Officer-in-Charge of IAD Industry Studies, 
burroughs Building, 10th Floor, UOth Street East and 3rd Avenue, 
iev York, N.Y.

United Nations Conference on Trade and Development (UNCTAD)
Peter John Ginman, Senior Economic Affairs Officer, Manufacturers 
Division, Palais des Nations, 1211 Geneva 10, Switzerland

’Jn:ted Nations Economic Commission for Me_stern_ Asia (5CWA)
Tariq \1-Khudayri, Senior Industrial Cevelonment Officer, Joint ECWA/ 
UNIDO Industry Division, P.O. Box 1*656, Beirut, Lebanon

Uni t o d Nat ions_Pe;ite l o m e nProgramme
Safraz K. Malik, resident representative, Resident Co-ordinator,
IK System's Operational Activities for Development, Turkey,P.O. Box 
••0?, Ankara, Turkey
Ganti Narasimhan, Senior Industrial Development Field Adviser, UNIDO, 
Turkey, P.O. Box ’*07, Ankara, Turkev

World Bank
DicharJ ?erney, Senior Economist, l8l8 H. Street M.W., Washington DC
Bernard Chadenet, Consultant, l6l3 H. Street N.W., Washington DC 201*33
Tia Kalin, l3l8 H. Street N.W., Washington DC 201*33
Turgay 0. "zkan, Economist, l8l8 H. Street N.W., Washington DC 201*33
C.H. Thompson, l3l8 H. Street N.W., Washington DC 201*33
Yermal T. fihetty, Financial and Economic Analyst, l8l8 H. Street N.W. 
Washington DC 20U?3

Other international organizations

Arab Industrial Development Organization (AIDO)
Ghanim Jasim, First Secretary (Senior Officer), Industrial Technology 
and Design Division, P.0. Box 3156, Sadoon Street, Baghdad, Iraq

Conseil européen des federations de l'industrie chimique (CEFIC)
Gareth H. Davies, Counsellor, Trade Policy, Avenue Louise 250, Bte 71, 
B-1050 Brussels, Belgium



European Economic Cocmunity (EEC)
Fichard John Wyatt, A Lministrator, Directorate-General !'or External 
'delations, 200 rue de la I<oi, B-10l»0 prur.rei:;, Belgium

Gulf Organisation Гог Industrial Consulting _(GyGÇy
Ali A. Alkhalaf, Secretary General, Fox ill1*, Doha
Atimed Bashir Al-Haib, Assistant Secretary General, r. . ‘-'ox 
GllH, Doha
M.Y. Ghana'a, Director, Sectoral Devclorment (department, Г.О. Box 
‘ill**, Doha

Organization of Arab Petroleum Exporting Countries (0ЛРЕС)
Samih Masoud, Senior Economist, P.Q. Box P0SG1, Kuwait
Allam Kilani, Petrochemical Project Engineer, P.0. Box 20S01, Kuwait

Organization of Petroleum Jvxjxjrtin¿jÇountrJer (OPEC)
Marcelo Maldonado, Economist, Energy Studies Department, Gbere Donau 
strasse 93, 1020 Vienna, Austria

World Federation of Trade Unions (UFTb*)
Dmitri Dziouba, Secretaire, Union Internationale des Syndicats des 
Industries Chimiques, du Petrole et Similaires (ICPS), ll-lG Budaner.t 
Hungary
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Annex !I

:.i:n ok documents

Issue papers
First draft of the UN I DC model form of agreement for 
licensing patents and know-how in the petrochemical 
industry

Long-term arrangements for the development of the 
petrochemical industry in developing countries including 
arrangements for marketing petrochemicals produced in 
developing countries

Background documents
Industrial uses of associated gas: a Joint study by UNIDO 
in co-operation with the Gulf Organization for Industrial 
Consulting

Second world-wide study on the petrochemical industry: 
process of restructuring

Reports of meetings
Report of the First Consultation on the Petrochemical 
Industry

ID/WG.336/1 
and Add.l

ID/WG.336.2

i
I

ID/WG.336/3 
and Add.l

ID/227
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