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ЬЙГ NEWSLETTER
TECHNOLOGICAL INFORMATION EXCHANGE SYSTEM

ш
As mentioned in  previous issues the next 

TIES meetii* w ill  be held in Hew Delhi fran 
7 to 10 December. Sale twenty-five developing 
со in tr ies  w ill  review the progress made with 
TIES and w i l l  d iscuss various other issues  
o f common interest. I  am very pleased that 
so many coixitries w ill  be represented at the 
New Delhi meeting despite the severe financial 
constraints o f  many TIES member organizations.

With regard to UNIDO's Programme on 
Technological Advances and Development, I  am 
happy to report that a high-level meeting on 
the establishment o f the International Centre 
for Genetic Qiglneering and Biotechnology w ill  
take place in Belgrade, Yugoslavia, from 13 to 
17 December 1902. This meeting which is  
convened by the Gcverrment o f Yugoslavia in 
co-operation with UNIDO, w i l l  review the 
C entre 's  work programme including Intended 
co-operation with national centres and ongoing 
international activ ities as well as matters 
such as the structure o f  the Centre and it s  
location.

Hay I  take th is  opportunity to wish a l l  
our readers a Herry Christmas and a Happy New 
Year.

Issue Ninber 18

Dear Reader,

G.S, Go t r i  
Director

Division for Industrial Studies

U N IDO activities

TECHNOLOGICAL CO-OPERATION AMONG DEVELOPING 
COUNTRIES

In continuation o f  the a r t ic le  which 
appeared in Newsletter Ninber 17; under this 
heading and which covered information  
co llec tio n  and exchange, the networking o f  
institutions and technology, this covers the 
establishment and, strengthening o f  consultancy 
and engineering serv ices, the mechanist 
fo r regu lating technology in flow  and the 
commercialization o f  technology. The next 
issue o f the Newsletter w ill bring the last in 
the se r ie s  and w i l l  deal with enhancing 
negotiating power and the advanced technol
ogies.

November 1902

Establishment and Strengthening o f Consultancy 
and Engineering Services

Not enough attention has so fa r  been 
devoted to the ro le  played by consultancy  
and engineering service.': in fa c i l i t a t in g  
technology flow frcrn developed to developing 
coixitries and among developing coixitries as 
well as in strengthening the negotiating power 
o f  d eve lop in g  co u n trie s  v i s - à - v i s  the 
technology suppliers.

Developing countries which lack  adequate 
industrial consultancy capacity tend to re ly  
on fo re ign  consultancy firm s fo r  devising  
Investment projects or fo r imprcving industrial 
production and managoaent. This however can 
have several uri es i r  able consequences. It  has 
been found that consultancy organizations (Van 
developed coixitries are not generally fu lly  
aware o f  the conditions and needs o f  the 
developing countries fo r  which they design  
investment projects. They tend to transplant 
so lu tions found e ffe c t iv e  in developed 
coixitries into a developing couitry environnent 
where they may not be qu ite  appropriate or 
relevant. What is  worse, such solutions tend 
to favoli" the purchase o f technology, equipment 
and production inputs from the home country o f 
the consultancy organization . The possib le  
supply o f certain inputs from the recipient 
com try is  not generally taken into acooint. 
On the other hand, when consultancy and 
engineering services are  carried  out by 
competent domestic organizations with a soind 
knowledge o f local conditions, the potential 
bene fits  to the rec ip ien t country can be 
quite  s iz eab le . Technological so lutions  
can be more appropriate, absorption o f fbrelgn 
technology more e f f ic ie n t  and investment 
packages can be more c le a r ly  delineated . 
There i s  a lso  a p o s s ib i li ty  fo r  reducing 
the cost o f projects and their foreign exchange 
component, because local consultancy services 
are  o ften  cheaper and there i s  a higher 
proportion o f local inputs than with foreign 
based services.

Developing countries need to take appro
p ria te  measures to develop and strengthen  
consultancy capability, both nationally and 
sectorally, bearing in mind the p riority  areas 
id en tified  by the New Delhi meeting o f the 
Heads o f  Science and Technology Agencies. Some 
o f the industrially more developed countries 
such as Ek*azil, Mexico, Argentina, Republic 
o f Korea and India have r e la t iv e ly  w e ll-  
developed consultancy and engineering capabi
l i t ie s  both in certain specialized areas as 
well as caaprahanalve consultancy services. 
These coixitries have soma large private as well 
as public sector consultancy organizations  
which are capable o f handling complex projects 
on their own. frequently, they carry out turn-
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key projects for their clients. Seme o f them 
are  subsid ia rie s  or Joint ventures o f  
consultancy organizations from industrialized  
countries. At the same t im , they have a large 
lumber o f snail consultancy organizations and 
indiv idual consultants who are capable o f  
providing only the basic pre-investment 
services. Only a few organizations possess 
the cap ab ility  o f providing processes and 
technological consultancy services; moat are 
capable o f only providing general economic and 
managonent consultancy services. There is  thus 
an irgent need to both build up consultancy and 
engineering services where they do not exist, 
and to strengthen and broaden the range o f such 
services in other cases. To a large extent 
this objective could be achieved by developing 
mechanises fo r effective co-operation among the 
developing coin tr ies  themselves. Developing 
countries who have acquired expertise  and 
experience in this fie ld  would be in a position 
to share them with others who are  on the 
threshold o f starting the process o f industrial 
and technological development and re lated  
services.

Two main constraints in h ib itin g  the 
development o f  co-operative programmes 
and a c t iv it ie s  in the f ie ld  o f  consultancy 
and engineering services are  the lack  o f  
adequate information regarding ex ist in g  
consultancy and engineering capabilities in 
different developing com tries and the lack o f  
cred ib ility  in their can pete nee. Information 
on existing consultancy services in d ifferent 
developing countries should be systematically 
collected, compiled and disseminated for the 
ben e fit  o f  a l l  developing countries. The 
information, in order to oe o f practical value 
to the developing countries w ill  need to be 
organized on a sectora l b a s is , such as  
consultancy and engineering cap ab ility  
in respect o f  f e r t i l i z e r  p lan ts, cement 
plan ts, power p ro jects , heavy e le c t r ic a ls ,  
pharmaceutical p lants, s te e l p lants, the 
processing and canning o f fru its , vegetables 
and fish , solar energy, coal beneflotations, 
transport vehicles, ccnmunications equipment 
and so on. R e lian t information w ill  have to 
be co llected  and repackaged in respect o f  
consultancy and engineering organizations in 
developing countries who are specialized in 
p art icu la r  areas o r sectors and a lso  in  
respect o f  those who are ab le  to undertake 
comprehensive consultancy assignments coverii^ 
a number o f diverse areas or d isciplines. The 
degree o f  expertise and experience the 
consultancy organizations possess in terms o f  
highly professional qualified s ta ff, contracts 
with d iverse  sources o f information and 
technology, links with research and development 
in st itu tio n s , u n iv e rs it ie s , chambers o f  
commerce and Industry, equipment manufac
tu re rs ' , fin an c ia l and developmental 
institutions, etc ., as well as the types o f  
consultancy and engineering assignments they 
have already successfully completed and the 
assignments they have in hand, etc. would be 
important factors in assessing and determining 
th e ir maturity and competence to handle 
different types o f  consultancy assignments. 
In the f i r s t  instance i t  w ill  be necessary to 
design a standard format for collecting such 
information regarding consultancy and 
engineering organizations existing in d ifferent  
dv/eloping countries. The designated national 
foaal points should be the medium through which

the format is  d istr ibu ted  to consultancy 
organizations and the responses obtained should 
also be in it ia lly  screened by them. On the 
basis o f the information received through the 
fo ca l points, the UNIDO S ecre ta ria t  should 
compile directories o f consultancy organiza
tions in selected sectors tiiich are o f interest 
and concern to several developing countries.

For strengthening consultancy organizations 
and promoting e ffe c t iv e  services among the 
developing countries some sp e c ific  steps  
w ill have to be taken:

( i )  important areas in  utiich consultancy 
and engineering services need to be developed 
and shared w ill  have to be identified. These 
could include sectors such as  e le c t r ic  
power, alternative sources o f  energy, stee l, 
petrochunicals, fe r t iliz e rs , transport, etc.;

( i i )  promotion o f  e ffe c t iv e  re la t io n s  
between consulta iy organization and research 
and developmen in st itu tio n s , equipment 
manufacturers, ir.^ut suppliers etc.;

( i i i )  formation or strengthening o f associa
tions o f  consultancy organ ization  at the 
national, regional and interregional levels fo r  
ra is in g  p ro fessional standards through the 
establishment o f codes o f conduct, exchange o f  
experience and improved com nleation channels;

( i v )  promoting twinning or networking 
arrangements among consultancy organizations 
o f similar specializations and objectives, thus 
Intensifying activity and enlarging experience 
in the same a ea such a s , fo r  example, 
designing thermal power plants or fe r t i liz e r  
plants;

(v )  there could a lso  be e ffe c t iv e  co
operation between consultancy organizations 
specializing in complementary fie ld s  inch as 
plant design and plant erection. This could 
take the form o f Joint ventures;

( v i )  gaps in cap ab ility  ex is t in g  in  
consu ltancy  o rg a n iz a t io n s  in  deve lop in g  
countries may be f i lle d  through co-operation 
among developing countries or through co
operation with consultancy organizations in 
developed countries, i f  necessary;

( v i i )  there i s  scope fo r geographical or  
substantive spec ia liza tion  in p a rt icu la r  
areas in view o f the varying requ lrm nts o f  
different countries as well as general scarcity 
o f resources.

Co-operation among developing countries in 
promoting and strengthen ing  consu ltancy  
and engineering services could be brought out 
through d iffe re n t  mechanlans such as the 
following:

A group o f manufacturing enterprises in 
different countries could Jointly prenote 
consultancy services in certain key areas o f  
common In te rest . For example, a group 
o f  f e r t i l i z e r  manufacturing companies in  
different countries couild Jointly set ug> a 
consultancy and engineering organ ization  
that w ill be capable o f providing a complete 
array o f servieae including pro-investment 
feasib ility  and aarlcat stuxllas, advlaa on 
the selection  o f  process technology and
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equipment as well as assistance in trouble 
shooting, quality control, maintenance, etc. 
ftanpower and finds required for setting up 
the consultancy organizations could be drawn 
from the promoter enterprises. There w ill  
have to be a common board o f management 
which would approve the work programme 
and make allocation o f finds for d ifferent  
projects. Such consultancy organizations 
should provide the ir se rv ices  not only  
to the promoter enterprises but a lso  to 
prospective new clients and entrepreneurs 
in  other developing countries who e ith e r  
lack  such serv ices a ltogether or are  
d e fic ien t  in  them. Such Joint ventures 
could a lso  a s s is t  other countries in  
estab lish ing  o r strengthening th e ir own 
consultancy and engineering c a p a b ilit ie s  
through technical assistance, etc.

On a sim ilar pattern, in certain key areas 
such as generation and transmission o f  power, 
au th o ritie s  o r boards concerned with power 
gen e ra t io n  and tran sm iss ion  o f  a number 
o f  interested developing countries could  
come together and estab lish  a spec ia lized  
consultancy and engineering organization that 
could assist developing coin tr ie s  in making 
sirveys, designing power plants, negotiating 
with technology and equipment supp lie rs , 
erecting the plants, overseeing their manage
ment and maintenance, etc. A multinational 
consultancy agency can thus be established with 
fin an c ia l and technical p a rtic ipation  by a 
group o f  Interested countries which could 
provide serv ices on a  commercial b as is  to  
a l l  interested developing coin tries .

Yet another mechanism could be inter-cointry  
complementary spec ia liza tion  whereby a few 
selected developing countries which have 
achieved a high le v e l o f soph istication  in  
consultancy and engineering serv ices in  
p art icu la r  areas such a s  iron and s te e l,  
transport equipment, agricultural machinery, 
pharmaceuticals, plant design, plant erection, 
etc . could jo in  together in a co-operative  
network fo r assisting one another as well as 
other developing coin tries  by providing than 
with such spec ia lized  services not only to  
develop their own indigenous capabilities but 
also  to a s s is t  them in negotiations with  
developed countries fo r  the purchase o f  
technology, plant and equipment, etc.

I t  i s  a lso  necessary to e s ta b lish  o r  
strengtnen  networking among consu ltancy  
and engineering organizations o f  d if fe re n t  
developing countries which are spec ia lized  
in certain key areas, for providing consultancy 
expertise and sharpening ex ist in g  s k i l l s .

Twinning arrangements for pooling comple
mentary c a p a b ilit ie s  o f  loca l consultancy 
firms with s iste r organizations from another 
developing coin try for Joint work on a project- 
to -p ro ject b as is  can a lso  be promoted fo r  
strengthening Indigenous capability. In this  
manner the development o f a local industrial 
consultancy can lead to sectoral oo-operation 
■song developing oo in tr ie s . In other w>rds, 
concerned organizations fo r  two or more 
developing oo in tries could Join hands, each 
providing a part o f  the input to make a package 
of technology, consultancy, engineering and 
project design services as  well as equipment 
and construction m ateria ls . UNIDO could 
Include several other specific activ ities  in

i t s  work programme to strengthen domestic 
consultancy and engineering services in the 
developing com tries  as well as to promote and 
intensify co-operation among them for muttal 
benefit. Same px>ssible activ ities  are:

( i )  undertake a comparative study o f  
leg islative  and other policy measures adopted 
by a few selected developing countries  
fo r  strengthening national cap ab ility  in 
consultancy and engineering services and evolve 
gu idelines fo r  other countries wishing to 
create or strengthen a s im ila r c ap ab ility ;

( i i )  organize sectora l workshops on 
consultancy and engineering services in respect 
o f  c r i t ic a l  p ro ject areas such as power 
pro jects , f e r t i l i z e r  p lan ts, p lant and 
equipment fo r  u t i l iz a t io n  o f  so la r  energy, 
manufacture o f  essential drugs, cement plants, 
etc. Partlcipjants in the workshop» should be 
drawn from leading consultancy and engineering 
organizations as  w e ll as the manufacturing 
enterprises in selected developing com tries. 
The output o f  the workshops should be to 
suggest p rac t ica l steps to strengthen the 
consultancy in frastruc tu re  in the selected  
sectors through exchange o f  experience 
and expertise , networking arrangements, 
complementation arrangoaents, identification  
o f  p o s s i b i l i t i e s  fo r  J o in t p ro je c t s  and 
programmes, etc.

Mechanism fo r  Regulating Technology In flow

The indiscriminate importing o f technology 
from in du stria lized  countries i s  one o f  
the fac to rs  which has retarded indigenous 
technological research and development e fforts. 
Only a  few developing countries have evolved 
e ffe c t iv e  mechanisms fo r system atically  
monitoring and regulating the inflow o f foreign 
technology in the national interest. I t  has 
been found that most o f  the technology beli^p 
imported into the developing countries is  
developed by the transnational corporations 
which is  not necessa rily  su itab le  to the 
particular needs o f the developing countries. 
Also, such technology i s  o ften  passed on 
to the developing countries on terms that are 
not conducive to their long-term interests. 
I t  is  therefore necessary for a l l  developing 
countries who are desirous o f  importing 
technologies to e s ta b lish  a mechanism fo r  
undertaking a thorough screening o f technology 
contracts. I t  must be ensured that the 
technological services required are clearly  
specified and technology packages in packaged to 
admit indigenous technological and material 
inputs wherever fe a s ib le ;  that adequate 
provision is  made fo r  tra in ing  o f  loca l 
manpower; that payment terms are not unreason
able and that unnecessarily re s t r ic t iv e  
clauses in regard to fu rther dissemination  
o f technologies, patents, export to th ird  
countries, e tc ., are not introduced. It  is  
equally necessary to monitor the actual uses 
o f imported technology in order to keep track 
o f  the sta te  o f  technology development in 
priority sectors.

It  wjuld be useful to organize an interna
tional meeting o f experts and policy makers 
from selected developing countries with 
considerable experience in regulating  
technology imports to d iscuss and compare 
national experiences regarding the effective
ness o f  ex ist in g  technology regulating



mechanisms and le g is la t io n  with a view to 
evolving a model legislation  and mechanism for 
the regulation o f technology imports fo r  
the benefit o f a l l  developing coim tries. 
Alternatively this can be j i  agenda item for 
future TIES meetings.

I t  would also be a useful exercise for UNIDO 
to undertake a compilation o f  information o f  
technologies acquired by developing countries 
in identified priority sectors. Information 
already co llected  through TIES w i l l  need 
to be rearranged sector-w ise . The TIES 
network w i l l  a lso  have to be considerably  
strengthened so that re levant information  
on the source o f technology, type o f technol
ogy and the terms and conditions on which 
technology in the priority  sectors has been 
acquired by the developing countries i s  
collected from as many developing countries as 
possible and disseminated on a selective basis. 
A comparative study o f  the qiantun and terms o f 
payment for d ifferent types o f  technology and 
th e ir e ffe c t  on the p ro ject economics in 
d iffe re n t  developing countries could be a 
particularly revealing exercise.

Comaerc la l  izatlon o f Technology

Another fac to r which has been in h ib itin g  
technology flow among the developing countries 
is  the inadequate attention paid by developing 
corn tries to the commercialization o f their 
research find ings. Technology, to be o f  
commercial value needs to be moved fran the 
drawing board through the various stages o f  
production and testing to the final industrial 
process. Unless its  technical v ia b ility  and 
commercial fea sib ility  are demonstrated a new 
research finding can be o f l i t t le  more than 
academic value. Commercialization requires 
development o f capability in different areas 
such as process and product design, plant 
design, manufacturing operations, qua lity  
control, etc. The record o f the developir^ 
countries in  successfu lly  commercializing 
the processes developed by th e ir research  
In stitu tion s  has not been p a rt icu la r ly  
encouraging. Often the research findings made 
in developing coin tries are conmerclallzed in 
developed countries and then transferred  
back to the developing countries, thus 
creating a triangular arrangmnent for technol
ogy transfer among developing com tries . For 
quickening and fa c i l i t a t in g  technology 
flow from one developing country to another, 
developing coin tries  must commercialize their 
own technology by acquiring the necessary 
capability in plant design, by setting up p ilot 
demonstration p lan ts , and prototypes, etc. 
I t  i s  customary among many engineering 
and chemical industries in  some o f the 
larger developing com tries  to set up p ilot  
demonstration p lants and prototypes before  
large-scale commercial production or series 
production is  undertaken. It  would be useful 
to compile an inventory o f such p ilot plant 
fa c ilit ie s  available In developing com tries. 
Developing com tries  tdiich have done successful 
research and development in pa rticu la r  
ireas which are o f common Interest to other 

developing oountrlea should be assisted  in 
establishing p ilot plants which could be used 
as common fac ility  centres by other Interested 
developing countries. Some o f  the areas 
in which p ilo t  plant prototypes should be 
established are the followlrg:

-  P i lo t  plant fo r  g a s ific a t io n  o f  coking 
coal;

-  Prototype o f  engine working wholly o r  
part ly  on biogas and other fu e ls  from 
biogas;

-  P i lo t  p lant fo r  production o f  so la r  
ce lls ;

-  P i lo t  plant fo r  production o f  vaccines  
with the aid  o f  genetic engineering.

Registry news

POLAND JOINS TIES

The Ministry o f  Foreign Trade, through the 
Director o f  the Department o f International 
Economic Organizations, № . Boguslaw Sosnowski, 
has Informed UNIDO that i t  w i l l  a c t iv e ly  
Join TIES.

VENEZUELA REPORTS ON FIRST SEMESTER 1982 
ACTIVITIES

On the occasion o f the second meeting 
o f the Co-ordination Caamittee o f the ANDEAN 
Technological Information System on Technology 
Transfer, the Superintendencia de Inversiones 
Extrajeras (SIEX) has prepared an information 
paper, from which the following is  abstracted:

SIEX, through the D ivision  o f  Technology 
Transfer, i s  the organ responsible fo r  the 
execution o f Decision 24 of the ANDEAN PactV  
in Venezuela. In addition  to th is  le g a l  
framework mich assigns technology importation 
regulatory powers to SIEX, i t  also performs 
an important advisory role with respect to the 
acqu isition  o f  technology by the p rivate  
and pii>lic sector, prior to the conclusion o f 
the negotiation . In the execution o f  i t s  
work, SIEX i s  g tided by another decision  
o f the ANDEAN Pact, namely Decision 84, which 
determines the p r io r ity  to be given to the 
local technological capacity.

In order to execute their assigned tasks, 
SIEX has a m u lti-d isc ip lin a ry  s t a f f  o f  
engineers, lawyers and economists. I t  can be 
observed from SIEX's experience over the past 
years that the intervention o f  SIEX In the 
negotiation process has not only limited It s e lf  
to a reduction in technology payments but as 
w e ll In areas such as the Introduction o f  
guarantees on technology e ff ic ien cy , the 
introduction o f  the most favourable coin try 
c lause, reduction o f  duration o f know-how 
agreoents to less  that two years, introduction 
o f detailed training programmes, introduction 
o f premises towards the development o f  local 
trademarks.

T7 Common Code fo r  Treataient o f  Foreign  
Capital and on Trademarks, Patents, Licenses 
and Royalties.
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Statistics f i r s t  semester 1982:

CcHsitry: 1 2

ISIC Classification  

3 * »  5 6 7 8 9 Total 9

Austria 1 1 1.33
BelglLi 1 1 1.33
Berwila 1 1 1.33

fra z i l 1 1 1.33
Cm gao 1 1 1.33

Spain 1 1 1.33
U.S.A. 1 32 2 5 1 1 92 56

France 6 6 8

Netherlands 1 1 1.33

Great Britan 1 1 1.33

Ita ly 9 9 5.33

Mexico 1 1 1.33

Panama 1 1 2 2.6

Germany (F .R .) 5 5 6.67

Sweden 1 1 1.33

Switzerland 9 1 1 6 8

TOTAL -  1 58 - 9 7 - 9 1 75

From these s ta t is t ic s  i t  may be observed 
that most technology transfer contracts were 
concerned with manufacturing industries
(ISIC, 3).

The manufacture o f  soap and cleaning  
preparations, perfimes, cosmetics and other 
to i le t  preparations appear to be the most 
dominant in this sector (15 contracts).

The most frequent co llaboration  type 
registered diring the f i r s t  semester 198? has 
been Technical Assistance (36$ ), Technical 
Assistance associated with Trademarks and/or 
Patent agreem ents (3 3 .3 9 ) and Trademark 
(21.39). From the 75 contracts approved and 
registered 6 were concluded by the pti>lic seo- 
tor for a total value o f  $17,363,191.00. Most 
o f these contracts were related to Technical. 
Assistance as can be observed ft*cm the follow
ing table.

Contracts registered by State Enterprise^-7"

F irst semester 1982:

Total
ISIC Origin Value ($) Object

2100 U.S.A. 6,167,941 Technical assistance

3720 U.S.A. 5,900,000 Technical assistance

3891 Ita ly 9,496,000 Technical assistance

3841 Ita ly 724,610 Technical assistance
6100 U.S.A. 200,000 Preparation of com

puterized simulation 
models

8200 U.S.A. 375,000 Advisory and con
sultancy services

2/ Excluding the o i l  sector.



ARGENTINA REPORTS OH FIRST QUARTER 1982 
ACTIVITIES

The analysis given below refers to the f i r s t  
quarter o f 1982. Add to that period the f ir s t  
nine months o f  1981, and the effects o f law 
22.426 can be gauged fo r  it s  f i r s t  year 
o f  operation. The present report i s  thus 
supplementary to that published in the TIES 
Newsletter issue o f  ffey 1982.

Following the sane methodology as was used 
in that report, the analysis covers the mnber 
o f agreements recorded and reg iste red , the 
total estimated s u b s  payable, royalties and 
duration, including retroactive agreements.

Number o f agreements and estimated a m  
payable

The number o f  agreements recorded and 
registered in the f i r s t  quarter o f 1982 was 91,

being 19 per cent fewer than those fo r the seme 
period o f the previous year. Of those con
tracts 76 (84 per cent) related to Independent 
bodies and 15 (16 per cent) to associated  
enterprises.

The total estimated sum payable fb r the fu ll  
term o f contracts was $US 80,111,750.00, being 
248 per cent less than in the f i r s t  quarter of 
1981. I t  should be mentioned that in  that 
quarter the conclusion o f agreements fo r  the 
nuclear plan, representing a sua o f $US 123 
m illion, was a very in fluential fhctor.

Of the aaount quoted above, 58 per cent 
related to independent bodies and the roaaining 
42 per cent to associated enterprises.

1st Quarter 1981 (law 21.617) 1st Quarter 1982 (law  22.426)

No. o f  
Agreements

Estimated
SIM

payable
No. o f  

Agreements

Estimated
sum

payable

Independent

r  49# 76* 68* 84* 58*

Associates

>  49* 24* 32* 16* 42*

The table above shows a relative Increase in 
estimated amounts payable by associated enter
prises in the f i r s t  quarter o f 1982.

R oyalties, duration and retroactive agreements

For the analysis o f royalties and duration, 
in addition  to the d iffe rences  between the 
f i r s t  quarters o f 1981 and 1982, account must 
be taken o f the way in uhlch these variables 
fluctuated in the f i r s t  twelve months that law 
22.426 was in operation.

The average royalty agreed on in the f i r s t  
quart* o f 1982 was 4.01 per cent. This Is  
s ligh t!, above the figure for the same period 
o f 1981 ( 3.6 per cent), and for the year 1981 
(3-7 per cent).

The upward trend o f royalties can be seen 
from cases where i t  exceeds 5 per cent (the 
celling laid down by law 21.617).

F irst quarter 1982

1 royalty rate agreement 15*
1 " "  " l O t
1 " " " 7.5t
2 " " " 6t
5 agreements

As w i l l  be seen, in 5.5 per cent o f  the 
cases the royalty exceeded 5 per cent.

In the year 1 April 1981 to 31 March 1982, 
the nummbsr o f agreements reg iste red  and/or 
recorded was 510 and the re su lts  were as 
follows:

Average royalty: 4 per cent.

1 royalty rate agreement 35t
1 IV If IV 1 5 *

3
If ft If 10*

1 it N IV
9 *

1 It ft TV 8 *
1 If If IV

7 . 5 *

3
If ft ft

7 *

7 If If IV 6 *
1 If ft ff 6 . 5 *
1 II ff ff 5 . 5 *

20 agreements

The 20 agreements represent 4 per cent o f  
the contracts (a  percentage which coincides 
with that for the f i r s t  nine Months that the 
law was in operation). I t  should be emphasized 
that o f  the to ta l number o f agreements, 
approximately 50 per cent are  stipu lated  
royalties, and the remainder fixed amounts.

I t  w i l l  be seen that, although ro y a lt ie s  
above 5 per cent are not in a majority, cases 
do occur which are wholly untypical ( fo r  
example, royalties o f 35 per cent, 15 per cent 
e tc .)  whl^h d is to rt  the sectora l averages 
subsequently used to evalute contracts oetween 
associated enterp rises ; I t  should a lso  be 
borne in mind that the basis  on which the 
agreements analyzed was ca lcu lated  i s  not 
homogeneous, that i s  to say , that the rea l 
royalty rate there there Is  a common base rate 
■may be even greater than that show.

Ao regards duration, results for the f ir s t  
quwrter o f 1982 were as 'o llo ta :
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1 agreeeentis): 
1 ■

10 *
-  n&

1 "

20 years 
12 years 
10 years 
6 years 
5.5 years

15 agreements

These contracts represent 16 per cent o f  
the quarter.

As regards the year <<pril 1981 to Iferch 1982 
(510 contracts) the results are as fo l lo w :

2 agreement s ) : 52 years
1 " 20 years
7 15 years
1 " 12 years
1 " 11 years

37 10 years
1 " 9 years
1 ■ 8 years
2 " 6 years
1 " 5.5 years

56 agreements

The contracts re fe rred  to
11 per cent o f those in existence in the fir s t  
year in which law 22.926 was in operation. 
This means that there is  a growing trend among 
contracting parties to agree on longer periods 
o f  v a lid ity  rather than greater ro y a lt ie s .

As part o f our consideration o f diration, 
we should Include retroactive agreements, that 
is ,  those tiiich carry an effective date prior 
to the date o f their si Ami salon to the Office 
for the Transfer c f  Technology. There were 
nine such cases in the f ir s t  quarter o f 1982, 
or 10 per cent o f the quarterly f ig ir e . Some 
o f  them are fo r  periods longer than fiv e  
years.

There were five  cases o f indefinite duration 
in Which fixed amomts wer-e agreed on ( i . e .  the 
indefinite term would continue to be accepted).

In conclusion (as in the previous report) 
i t  may be said that in the f ir s t  quarter o f 
1982, as in the f ir s t  year in liiich law 22.926 
was in operation, the tendency o f the contract
ing parties was to lengthen the duration of 
contracts rather than to increase royalties.

INFORMATION SYSTEM BEING SET UP AT THE 
PHILIPPINE TECHNOLOGY TRANSFER BOARD

The Technology Transfer Board o f the 
Philippines is  In the process o f setting up 
an information system designed to provide 
an e f f ic ie n t  mechanism fo r  data gathering, 
processing and analysis specifically  o f the 
terms and conditions o f technology transfer 
contracts registered with the Board.

Hr. Victor Corado Slmoes o f the Portuguese 
Registry, who worked as a oonsultant with the 
TTB, has amda s ign ific an t contributions to 
this project. Working under the Joint UNIDO 
project concerning the strengthen^ o f the 
Technology Transfer Board o f the Philippines, 
Hr. Slmoea went on mission to the TTB as a 
UNIDO consultant on Information systems. 
The f ir s t  part o f h is mission was In July 1981 
In order to study the ex ist in g  structure , 
needs and requirements o f the Board, end after

which he presented an in it ia l recommendation 
fo r  the adoption o f  a manual information  
system. The second part o f  the mission 
took p lace a year la te r ,  and i t s  purpose 
was primarily intended to evaluate and assess 
the implementation o f the manual information 
system u euxnueuded earlier as t№ll as study 
p o s s ib i l i t ie s  o f  fu rther expanding i t  to a 
computerized system.

So fa r ,  the TTB o f  the Ph ilipp ines is  
implementing a manual information rystem. 
Existing contract documents have been micro- 
fiched fo r  data storage and m icrofiching  
fa c ilit ie s  are available for use. At present, 
the TIB is  exploring with UNIDO the possibi
l i t ie s  o f establishing a computerized system.

DIRECT FOREIGN INVESTMENT AND TECHNOLOGY 
TRANSFER IN PORTUGAL DURING 1981

1. Behaviour o f  Authorized D irect Foreign  
I nvestment

I .  1 Overall Analysis

The D irect Foreign Investment (D F I),  
authorized by the FII in 1981 amounted to about
I I ,  600,000 contos from which approximately  
two m illion are due to authorizations granted 
to cap ita l increases by means o f  reserve  
incorporation o f  assets  re -eva lua tion  (one 
conto equals 1,000 escudos). As a re su lt  
o f the formal accounting nature o f  these 
operations (whose e ffe c t  is  only relevant 
at the level o f the stock o f foreign c ap ita l), 
we sh a ll not take Into account the amounts 
payable arising from these operations through
out th is analysis.

There is  therefore a total of authorized DFI 
in 1981 showing a growth o f 99.9 per cert  
when canpared to the previous year:

1980 1981

b ,253.0 9,395.0

Total fore ign  currency imports a lso  showed 
a s ig n if ic a t iv e  change -  from 75 per cent 
in 1980 to 83 per cent in 1981 ind icating  
that part o f  the authorized d ire c t  fore ign  
investment in 1981 w il l  bring about a foreign 
currency Import o f approximately 7.7 million  
contos.

Capital Increase operations are  those 
which present the most Important values  
e i th e r  In what concerns th e ir  r e la t iv e  
position compared to other types o f authorized 
operations, or as long as the growth rhythn 
continues; this situation already occurred 
during the previous year. Some o f these 
capital Increase operations concern projects 
dealing with foreign currency Imports amounting 
to 50 per cent o r aore o f  the to ta l value  
(expansion Investment).

The manuifacturIng industry kept approx
imately the same position  in 1981 which
aeans that i t  stood fo r  a l i t t l e  le s s  than 
50 per cent o f  the authorized to ta l. The

7



fact that the electro-m echanical and 
electron ics industries increased th e ir  
percentage from 21 per cent o f  the 1980's 
to ta l DFI to 25 per cent in 1981 should be 
noted.

In addition, the service sector reinforced 
it s  position  by exceeding 40 per cent, 
whereas i t  had only achieved 37 per cent in
1980. This can be explained by the significant 
growth o f investment in to irian  (9 per cent in 
1981 as against 5 per cent in 1980), arid also 
a growth on rea l estate  operations and in 
business services.

In sp ite  o f the fa r t  that the two main 
free trade associations o f Europe have been 
the source o f the majority o f  DFI inflows to 
Portugal, they have suffered a reduction in 
.significance, decreasing from 65 per cent in 
1980 to 56 per cent in 1981. This drop can 
be mainly explained by the reduction in 
Swiss investment which did not exceed 
12 per cent when compared to- 20 per cent to 
the previous year.

Two countries (U.S.A. and France), achieved 
approximately ha lf o f the authorized DFI, thus 
’'¿presenting a rather high concentration level 
which had not been registered since 1978. This 
situation seems to deserve more attention than 
the strong position o f EEC and EFTA.

1.2. Analysis by Type o f Operation

The most important operation types, from 
a national point o f view, namely the creation 
of new companies and expansion investments, 
continued to rank at a predominant position in
1981, amounting to about 63 per cent o f the 
total DFI.

Authorized DFI

As fa r  as fore ign  currency imports are  
concerned, expansion investments absorbed 
almost naif o f the authorized values followed 
by the creation o f new companies amounting to 
21 per cent. He should also mention the fact 
that the re la t iv e  importance o f  fo re ign  
currency imports has reinforced it s  position in 
almost every operation type.

The relative importance o f the creation o f 
new companies suffered a sitistantial decrease 
in 1981 (19 per cent against 31 per cent in
1980) as a re su lt  o f  a reduction o f about 
10 per cent In the value o f authorizations at 
current rate o f exchange for escudos.

This phenomenon is  mainly due to the 
retraction in current investments which was 
translated Into a 22 per cent decrease when 
compared to the previous year.

Expansion Investment was the type o f  
operation that stowed the bettor rhythm in 
1981, translated Into a growth rate o f 78 per 
cent in escudos; (an exception has been made 
regarding itan headed "Others"). Curiously 
enough, the evolution o f large projects was the 
same as for the "cerrent" ones. As a result o f  
the strong development In this area, expansion 
Investment corresponded to MU per cent o f  
authorized DFI lr. 1981 against 37 per cent in 
the previous, year. Stabilization investment

(th a t i s  c ap ita l increases with a fore ign  
cirrency import content o f  less  than 50 per 
cent) went through a growth o f about 11 per 
cent in oanparison to the previous year and 
which led to a deterioration c f  it s  re lative  
position . A s ituation  which had already  
occurred in former years. Thus, the to ta l 
stabilization investment in the DFI total did 
net exceed 13 per cent, whilst in 1980, i t  had 
anointed to 17 per cent.

The position regarding the acquisition o f 
companies in the total o f authorized investment 
continued to be rather low, s im ilar to the 
previous year (12 per cent).

1.3 Large DFI Projects

The authorized DFI related to investment 
p ro jects , under contractual regu lations  
established by Article 5 o f Decree Law 398/77 
o f  August 29th, amounted to a to ta l o f  
2 million con tos, representing an increase o f 
about 92 per cent compared to the previous 
year.

Some o f the above concerned authorizations 
re fer to investment agreements already signed 
in previous years, such as the Renault project 
and the creation o f  In lan -Indú atria  de 
Componentes Mecánicos Lda. (b o th  in the 
automobile sector), and Semine or in the mining 
and quarrying sector. Others resulted from new 
investments inder contractual regulations, such 
as the formation o f DBA Pcrtuguesa-Sociedade de 
Equipamentos de Automóvels, Lda. a H0TELGAL- 
Sociedade de Hotels de Portugal, SARL.

The cap ita l o f  DBA Portuguesa Is  almost 
wholly owned by DBA Société Anonyme (99.9 per 
cent) and the project's total investment w ill  
go up to about 600,000 contos.

HOLTELGAL w ill  build and exploit two de luxe 
hote ls in Portugal, with fore ign  holdings  
being 67 per cent o f  to ta l equity and with 
DITC0 S.A. being the main fore ign  partner. 
The most important amongst the Portuguese 
partners i s  P ttroga l, a public  o i l  company 
which w ill thereby d iversify  it s  activ ities. 
The foreseen volime o f investments is  about 
1,850,000 contos at 1981 prices.

2. Technology Transfer Analysis

During 1981, there were 811 registered  
transfer o f technology agreements (T/T); this 
f igu re  correspondo to an increase o f about 
32 per cent when compared to the previous year. 
Among the registered agreements 87 per cent 
were new ones and 11 per cent were renewals, 
the letter presenting a s ligh t rise  In position 
due to the fact that the licensing agreements 
which had been registered  under a r t ic le  33 
o f Decree Law 398/77 o f  August 29th needed 
renewal.

Mention should be made that the transfer of 
technology agreements connected to new Direct 
Foreign Investment Projects (DFI) amo in ted to 
19. The distribution by typer o f agreement had 
a rather similar structire to the 1980 one: 29
per cent o f the total were licensing agreements 
and 71 per cent were service  agreements.

The most frequent types of service agree
ments continued to be those regarding technical



assistance to equipment and studies, the former 
being responsible for 28 per cent o f the agree
ments total and the latter for 13 per cent.

Going through an analysis o f the distribu
tion o f agreements by transferee companies i t  
can be seen that the 811 transfer o f technology 
agreements correspond to 35H transferees; 
there is , however, a difference between the 
distribution o f licensing and service agree
ments. The la t t e r  have shown a la rg e r  
concentration in a more re stric ted  number 
o f  companies (a  2.62 agreements/company 
relation) than the former (1 38).

As far as the types o f transferee companies 
involved are concerned, there was a change in 
the 1980 positions. The foreign  cap ita l 
companies took the lead , gathering 36 per 
cent o f the total agreements; the national 
private canpanies had their part reduced to 
34 per cent; the public bodies followed with 
30 per cent. Concerning the re lationsh ips  
between the tran sfero r and the transferee, 
there was an increase in agreements signed 
between obligated companies (14 per cent in 
I960 and 18 per cent in 1981) .  This fac t  
was mostly due to those licensing agreements 
where the tran sfe ro rs  re lationsh ips were 
predominant.

In analyzing the sectoral distribution o f  
transfer o f technology agreements i t  is  
important to note that the m ajority o f  
agreements (72 per cent) continued to be 
oriented towards the manufacturing industry 
which, nevertheless has had a decrease in its  
relative position when compared to previous 
years.

The sector which occupied the most important 
position  in terms o f numbers o f  agreements 
continued to be the chemical industry (23 pier 
cen t ), followed by the e le c t r ic a l and 
electronics industries (13 per cent), textiles  
and clothing Industries (12 pier cent) and the 
paper Industry (10 per cent). These 4 sectors 
had already been the most important ones in 
1980; the positions o f the la s t  two have 
however changed places among themselves.

The distribution o f transfer o f technology 
agreements by countries o f o rig in  o f  the 
technology, placed the EEC and EFT A coin tries  
at the same pjosition they held In previous 
years which is  to say that they were Portugal's 
most important technology suppliers, (80 p>ei 
cent o f  the t o t a l ) .  The 5 mo3t Important 
countries as fa r as technology supply is  
concerned were: France, which reinforced her
position as leader (21 per cent); the United 
Kingdom (15 per cent), the Federal Republic o f 
Germany (14 p>er cen t), the United States o f 
America (10 per cent) and Switzerland (9 per 
cent). These coin tries represented 70 per cent 
o f the registered agreements in 1981.

As regards the duration o f transfer o f  
technology agreements, 77 per cent o f  the 
licensing contracts, without exception, are 
valid for 5 years for less and only 13 per cent 
go over or are valid for 10 years. The F II 's  
Intervention took place in 22 per cent o f the 
registered agreements leading to the almost 
total elimination o f the agreements without a 
stated duration or with an undetermined one 
and to a general reduction in the agreanents'

time. As fa r as tne d iffe ren t  forms o f  
coulter-payment are concerned, we can see that 
in 84 per cent o f the licen sing agreements 
the payments were made by means o f royalties; 
in service  agreements, in 55 per cent o f  
the cases, there are established amounts and in 
45 per cent the payments are made by means 
o f fees.

The most usual basis fo r  ca lcu lation  o f  
royalties was, as in previous years, the value 
o f  the net sa les , th is  type o f payment was 
practiced in 74 per cent o f the agreements.

The F II reduced taxation on royalties in 24 
per cent o f  the licen sing  agreements, thus 
bringing about an average decrease o f  2.2 per 
cent in the changed agreements.

The most frequent re s t r ic t iv e  clauses -  
which are almost exclusive to the transfer  
o f technology licensing agreements -  were the 
following: p»st-expiration clauses (46 pier
cent o f the licensing agreements), restrictions 
o f  the tran s fe r (39 pier cent) and the 
obligation to ca ll forth foreign legislation  
(37 per cen t).

The F F I 's  Intervention was p a rt icu la r ly  
concentrated on the elim ination o f  the 
clauses which have been considered as the most 
important ones by the Institute: restrictions
to exports (reducing the number o f agreements 
o f  th is type to about 50 per cent o f  the 
previous f i g u r e ) , o b liga t io n  to cease 
innovations and restrictions to production.

D .F.I. STOCK IN PORTUGAL

The follow ing text is  a summary o f an 
enquiry into enterprises with foreign capital 
(EFC3) in Portugal, carried out by the Foreign 
Investment In stitu te  (F I I ) .  Thi3 survey is  
aimed at constitutir^p a f i r s t  step towards a 
general assessment of the impiortance o f direct 
fo re ign  investment (DFI) in tne Portuguese 
econcmy. The analysis is  focused on the main 
ch a rac te ristic s  o f  DFI, namely sectoral 
orien tation , countries o f  o r ig in , dates o f  
investments, level of foreign holdings in EFCs 
and location  o f  companies in Portugal. 
Summarizing it s  main findings we may say that 
the penetration o f EFCs into national economic 
a c t iv ity ,  measured by the sa le s  volume, is  
about 15 per cent; the relevance o f EFCs is  
above average in mining and quarrying (almost 
1/3 of the sales in this sector has its  origin  
In EFCs) and In the manufacturing Industry, 
(about 20 p e r cen t).

International canpjarisons, especially with 
other OECD countries, show that the overall 
level o f foreign investment in the Portuguese 
econcmy Is not high. Nevertheless, a sectoral 
breakdown enables the identification o f some 
a c t iv it ie s  where the Impiortance o f  EFCs Is  
high, even by OECD patterns, like the pulp and 
paper Industry (23 per cent) and the electro- 
mechanics and electronics (24 pier cent o f the 
total sa les ). This kind o f comparison must, 
however, be done with some care, due to various 
factors such as technological characteristics, 
existence o f natural resources, stags o f the 
product cycle, International trade relations, 
etc.
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Switzerland, the United States o f America 
and the United Kingdom are the main home 
countries o f capital owned by non-residents, 
being responsible by 45 per cent o f  to ta l 
DFI. At the same time i t  should be pointed out 
that the EEC i s  responsib le fo r  h a lf  o f  
the stock o f foreign direct investment in the 
surveyed companies.

Comparing the geographical pattern o f the 
origins o f DFI in Portugal with the available  
date on the overall international investment, 
some d iffe rences can be id en t ifie d : the
relative importanca o f European investment in 
Portugal is  higher than worldwide; by 
contrast, the opposite happens with American 
and Japanese investment. This finding leads 
to the conclusion that the geographical 
proximity and cu ltu ra l iden tity  are an
influence to che direction o f investment flows; 
however, other factors must be taken into  
accoint such as, inter a l ia , the existing trade 
movements, the sectora l structure o f the 
economies where the investments o rig in a te ,  
the h is to r ic a l t ie s , the existence o f  tax 
conventions and the in tegration  movements.

An historical perspective o f the setting up 
o f EFCs shows a sharp increase in the last two 
decades due to national and in ternational 
reasons: almost 2/3 o f the EFC3 were set up
(a3 firms with foreign holdings) in the 1960s 
and the beginning o f the 1970s. With regard to 
the level o f foreign holdings, i t  should be 
stressed, that 3/4 o f EFCs have at least 50 per 
cent o f foreign capital. However, this figure  
presents some differences at a sectoral level, 
being higher in the trade a c t iv it ie s  and 
lower in the manufacturing industry.

As far as location o f foreign investment is  
concerned, i t  is  concentrated according to 
expectations in the most developed areas o f  the 
country, namely in the -egions around Lisbon 
and Setubal (80 per cent) and a lso , though 
with minor s ign ificance , along the coast 
o f  Northern Portugal around Oporto (9 per 
cen t). From the sectoral standpoint, the 
manufacturing industry and trade concentrates 
the bulk o f DFI in Portugal: 75 per cent o f
the enterprises, 86 per cent o f the DFI and 
about 40 per cent o f the sales o f EFCs.

Considering the la s t  two ind icators, the 
most Important sectors in manufacturing are: 
chemicals u13 per cent and 12 per cen t), 
electro-m echanical and e lectron ics (13 per 
cent and 17 per cent) and food industry (7 per 
cent and 10 per cent, respectively). Wholesale 
trade occupies the f i r s t  place in service  
a c t iv it ie s  (31 per cent o f  DFI and 36 per 
cent o f the sales o f f fC s ) .

Technology acquisition

The fo llow ing a r t ic le ,  which we are sure 
w i l l  be o f  p a rticu la r In terest to the TIES 
members, is  being reprinted in its  entirety as 
i t  appeared in World Development. Vol. 10, 
No. 6, pages 513 to 521, 1982, published by the 
Pergamon Press Ltd., Oxford, U.K.

THE CHANGING REMITTANCE BEHAVIOUR OF UNITED 
STATES MANUFACTURING FIRMS IN LATIN AMERICA

1. Introduction

Remittance policies have been one o f the 
c r it ic a l  issues in the fin an c ia l behaviour 
o f US manufacturing firms operating in Latin 
America. When, in addition to the steady 
outflow o f dividends, charges against income 
such as interests, royalties, technical fees, 
and pricing o f intrafirm trade were taken into 
account, the generalized impression that 
su bs id ia rie s  were fo llow ing a remittance- 
oriented approach (Brooke and Reamers, 1973, 
p. 177) gained renewed support among Latin  
American analysts and policy makers in  the 
early  1970s. At the same time, ava ila b le  
evidence on lo c a l borrowing by these firms 
provided further support to the argunent that 
with a small in flow  o f d ire c t investment 
US a f f i l ia te s  were able to finance their local 
expansion while remitting a high proportion 
o f  tluiir prof it s  -  through different channels -  
out o f  the region . The incidence o f these 
practices upon the balance o f  payments led  
several governments to impose re str ic t ion s  
upon financial remittances.

Royalties and technical fees payments from 
subsidiaries to their parent companies have 
been affected by important policy changes in 
B ra z il,  the Andean Pact member countries, 
Argentina and Mexico. Dividends and intra-firm  
in terest payments a lso  have been regulated  
in different ways.

As re s t r ic t io n s  have been p a rt icu la r ly  
strorg in the case of one channel for profit 
repatria tion , i . e .  ro y a lt ie s  and technical 
fees, the overall record o f remittances has 
to be examined to see the extent to which .the 
su bs id ia rie s  have actua lly  used other le ss  
controlled means like  dividends and interest 
payments for their remittance needs. Different 
channels for p ro fit repatriation are discussed 
in Section 2 with the purpose o f  assessing the 
remittance behaviour o f US manufacturing 
subsidiaries in Latin America.

As this behaviour fa l ls  short o f what could 
be expected o f su bs id ia rie s  consistently  
fo llow ing the rem ittance-oriented approach 
taken in the 1960s, i t  i s  very important 
to review the investment behaviour o f US 
manufacturing firms. The evidence available  
on fixed investments by these firms in Latin 
America i s  discussed in Section 3 and some 
reasons are suggested to explain the Investment 
record in the 1970s. On the basis  o f  what 
has happened in re la tion  to remittances, 
earnings and investments, some condo lin g  
remarks are made in Section 4.

2. Remittances and Farmings

(a ) Royalties and technical fees

Royalties and technical fees were widely 
used by the subsidiaries operating in Latin 
America. Royalty payments were usually  
calcu lated on the whole output o f  the 
subsid iary , Independently o f  the spec ific  
technology received from the parent company. 
Such remittances normally could be repatriated 
even ir. cases in which losses were declared by 
the subsidiary and had usually no time lim it.
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In addition, in some Latin American countries 
royalty payments were taxed at a lower rate 
than dividends and were treated, o f  course, as 
a cost item in tnc balance sheet (Cnudnovsky, 
19<J!J.

Government regulations implemented in the 
I9b0s and 1970s have changed the framework for 
using technologica l payments as a means o f 
p ro fit remission. Brazil was the pioneer in 
regulating intra-firm  technological payments in 
Latin America. Since 1962 (Law 4131 on foreign 
investment) payments by subsidiaries to their 
parent companies for licenses on industrial 
property r igh ts  have not been authorized.

Regulatory e f fo r ts  in th is  f i e ld  gained 
momentum in the 1970s. In tra -firm  techno
logica l payments were prohibited by Decison 24 
(1971) o f the Andean Pact, and in Colombia, 
Peru and Venezuela such payments are admitted 
only In the case o f technical services. In 
Mexico, the Registro Nacional de Transferencia 
de Tecnología has refused to authorize intra
firm  payments fo r  licenses on patents and 
trademarks 3ince 1974, although payments for 
technical assistance to the parent companies 
are permitted. In Argentina, between 1974 and 
1977, and in Brazil until 1979 (in  the case o f 
payments for technical assistance), royalties 
and technical fees paid by subsidiaries were 
considered to a l l  e ffects  as profits.

On the basis o f  the US balance-of-payment3 
data, i t  is  possib le to detect the main 
trends with respect to remittances from US 
manufacturing subsidiaries operating in Latin 
America since 1966. As shown in Table 1, the 
most s tr ik in g  cnange is  with respect to 
royalties and technical fees. The upward trend 
in global royalty payments in current dollars 
came to an er.d in 1975. Since that year 
ro y a lt ie s  and fees were a ctu a lly  reduced 
in absolute termsj/ c le a r ly  ind ica tin g  the 
e ffe c t?  o f regulatory e ffo rts .

However, as the timing and scope o f  the 
regulations have not been the same in every 
country, some contrasting experiences can be 
pointed out in the four countries which 
accounted for 80 per cent o f Laf in American 
royalty payments (Table 1). ’.."..lie in Brazil
intra-firm  technological payments have been 
re la tive ly  insignificant throughout the period 
o f analysis, tnis has not been the case in the 
other countries. The growing trend in the 
use o f  r o y a lt ie s  and fees  in Mexico and 
Venezuela came to an end in the mid-1970s 
when the governmental bodies in charge o f 
regu lating technology transfer started  to 
tigh ten  th e ir  control on these payments.2/ 
Although the growth o f these payments has been 
limited as a result o f this intervention, the 
Mexican payments are s t i l l  much higher than 
those made by Brazil. This is  probably due to 
the fact that in Mexico payments fo r technical 
assistance are permitted, while in Brazil 3uch 
payments have been h igh ly con tro lled  and 
subject to Income taxes similar to those for 
dividends.

37 Notes i r e  at the end o f th is  a r t ic le .  

2/ No*:<33 are at the end o f th is  a r t ic le .

In the сазе o f  Argentina the e ffe c ts  o f  
con tro l in technology payments are v is ib le  
since 1971 when the f ir s t  law on the subject 
was enacted and particularly since 1974 as a 
result o f Law 20794 - in force until 1977 - 
under which royalties ranitted by subsidiaries 
to their parent companies were considered to 
a l l  e ffec ts  as profits.

I t  is  c lea r that the reduction in to ta l 
Latin American in tra -firm  technological 
payments to the US have been due mainly to the 
regulations enforced in the 1970s in Mexico, 
Argentina and in the Andean Pact cocrif.ries.^/ 
Notwithstanding this fact, royalty payments 
could have been replaced by other remittance 
channels.» Therefore i t  is  worth examining 
the question o f  transfer pricing and the record 
o f dividends aid interest payments.

(b) Transfer pricing

Low t a r i f f s  on imported cap ita l and 
interm ediate goods, the existence o f two 
foreign exchange markets (one for financial 
operations and another for commercial ones), 
the need fo r  declaring low p ro fits  and 
some government re s tr ic t io n s  on fin an c ia l 
remittances have a l l  been factors favouring the 
use o f the transfer pricing mechanism in Latin 
America, especially in over-invoicing imports.

S tartin g  with an in vestiga tion  made 
in Colombia (Vaitsos, 1974), further studies 
in other Andean countries and in Mexico, 
Argentina and B razil (V a itsos , 1974;
Chudnovsky, 1974; Wionczek e t a l . , 1974;
Katz, 1974; Frenkel, 1978) have 3hown the 
importance o f import over-in vo ic in g  in 
transactions between parent companies and 
their a f f i l ia te s  in Latin America. However, 
most o f  the studies re fer to the pharmaceutical 
industry and are based la rg e ly  on evidence 
collected fo r  the late 1960s and early 1970s, 
l .e .  a t the time when large remittances were 
typical in Latin America.

Restrictions on royalty remittances and lack 
o f  con tro l by Latin  American governments 
in the area o f  tran s fer pric ing might have 
favoured the use o f  t h i3 mechanism in the 
la te  1970s аз w e ll, though no evidence 1з 
available to doeunent such recent practices.

(c ) Dividend and irte res t payments

Dividend and in te res t payments have been 
also regulated by some governments ,4/ though 
less s tr ic t ly  than royalties. I t  is then not 
surprising to detect an acceleration o f their 
growth in current dollars for Latin America as 
a whole (Tab le  1) in the years a fte r  the 
con tro l o f  technology payments became more 
e ffe c t iv e  and generalized, i .e .  in 1975-1979 
and particularly in 1979. This acceleration 
has been mainly Influenced by large ranlttances 
from Brazil in recent years -  where the system 
o f  c o n tro llin g  technology payments started 
long ago -  and from Mexico. Although as a 
consequence o f  th is  a cce lera tion , o v e ra ll

3/ Notes are a t the end o f  th is  a r t ic le .  

4/ Notes are a t the end o f  th is  a r t ic le .
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Table I. Remittances and tamings ¡m m  US manufacturing firms in Latin America {million Julian)

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 19’ A 1977 1978 1979

( 1 ) Royalties and fees

1 aim America. o f which 90 95 112 105 116 116 124 135 147 153 127 123 132 134
Argentina 15 16 19 17 18 15 IS 12 9 n.a 8 8 20 8
Brazil 10 7 8 8 7 7 9 9 9 m . 8 1 > 3 - 2
Mexico 33 42 49 4"» 52 51 58 73 85 97 76 63 78 92
Venezuela 7 9 >' 10 11 15 15 18 12 n.a. 8 10 5 9

(2} Dividend* and interest**

1 atm America, o f which 108 141 164 171 205 208 23 l 275 343 359 491 424 54 3 853
A f f fn i i iu 26 31 39 53 46 27 n.a. n a. 22 2 23 49 79 146
Bfa/U 15 33 45 38 51 44 46 45 34 76 126 130 191 306
Mexico 33 36 39 48 64 70 65 74 74 111 157 77 113 175
Venezuela 14 14 I) 19 20 28 40 75 40 53 47 45 62 60

(3) Overall eam in fit

Latin America, o f which 362 319 485 539 580 570 724 886 1078 1313 1133 1223 1794 1887
Arpenrma 73 45 92 109 83 65 n 1. n.a. 8 n a. 156 69 10 391
H iirU 84 61 116 136 163 175 244 31) 284 n.a. 459 395 662 243
Mextcn 108 120 154 170 173 156 21S 285 344 446 98 265 546 7)6
Venezuela 35 43 53 60 60 67 76 87 99 n 1 . 137 178 16) 59

(4) P ir-o u l f i t t o l i  ( ‘ y *,(2) X 100

la im  America, o f which 52 74 57 51 55 57 SO 46 46 39 55 45 38 51
Argentina 56 100 63 64 77 65 100 20 83 100 39
i lf j t l l 30 66 46 34 36 29 22 17 15 29 37 29 ion
M fu r . i 61 65 57 56 67 68 56 52 46 47 100 52 35 36
Venezuela 60 53 45 48 52 64 72 100 3) 40 31 41 100

S-nin »»* I m |9f.6-l974, US Department o f Commerce, Revived Data Series on US Direct Investment Abroad, 1966-74. Fo r 1975-1979. Surrey o f  Current 
Ruuncir. AufuM  n<ues
n a = data not a«a -hi*. generally to avoid disclosure p f data o f individual companies. For 1975 nc breakdown o f  royalty payments at country level was available
e »i epi f.»r Mexico.
* Imlmtu»* rarnincs o f unincorporated affiliates.
t tfH‘ioili-4 iruvested carmnys. royalties and fees, dividends and interests.
t When rrinve«t*d earnings «ere negative, pay-out ratios became 100% When one o f the items was not available, oay-out ratio* were not estimated.

TaMc 2. A ctu al expenditures on plant and equipm ent by  U S  foreign manufacturing suhsidian'es (million dallan)

1966 1967 1968 1969 1970 1971 1972 197) 1974 1975 1976 1977 1978 1979

L a t i n  A f r i c a ,  o f  w h ic h 365 484 581 615 622 664 820 1043 1268 1477 1491 1464 1674 2131
A r g e n t in a 60 9) 64 95 124 90 59 86 95 I I I 65 81 91 132

91 142 200 206 189 269 442 572 710 798 738 736 747 881
100 105 177 155 168 142 157 183 243 249 541 561 576 509

V e n e z u e la J7 44 45 * 62 55 2)7 56 165 »6 136 161 225 121 400

S o u r c e :  S u rv a y  o f  C u r r a n t  B u s in e s s ,  n « v e r« l I s s u e s

payments by US manufacturing subsidiaries tn 
Latin America represented on average K9 per 
cent o f  the investments in fixed  assets 
made by these firm s, in 1975-1979 they 
accointed for 40 per cent o f such investments.

Contrary to what could be expected from 
some neoclassica l explanations o f dividend 
remittances these re la tive ly  lower ranlttances 
are not an indication o f  more reduced earn
ings. 5/ Goverruent polic ies on some remit
tance channels have not considerably affected 
the conditions fo r  making p ro fits  and 
subsid iaries were able to augment th e ir  
earnings. Such o v e ra ll earnings have been 
in creas ing ly  reinvested in the region 
especially in the late 1970s.

This general trend is  particularly v is ib le  
in the case o f  Mexico and Venezuela where 
pay-out ratios have been generally lower in the 
more recent period -  except 1n 1976 in Mexico 
and in 1979 in Venezuela -  than in the previous 
period when there was no government control o f 
technological payments.

5/ Motes are a t the end o f  th».3 a; t i d e .

remittances have been augmented in absolute 
terms, i t  is  relevant to examine the record o f 
remittances in relation to overall earnings and 
to investments.

(d ) O vera ll earnings and pay-out ra t io s

The evidence on overall earnings shown in 
Table 1 c learly  singests a steady growth In the 
19703. Such growth has been p a rticu la r ly  
influenced by high pro fits in Brazil in 1976- 
1979 and in Mexico in 1978—1979-

As overall earnings have grown faster than 
o v e ra ll remittances, pay-out ra t io s  were 
modified. This can be c le a r ly  seen In the 
average pay-out ra tio s  ( i . e .  r o y a lt ie s  and 
fees , dividend and in te res t payments as 
percentage o f overall earnings) which decreased 
from 57 per cent in 1966-1970 to 95 per cent in 
1975-1979. These changes in the pay-out 
ra t io s  c le a r ly  suggest that the lower 
technology payments In absolute terms were only 
m arginally compensated by higher payments 
through dividends and interests. In re la tive  
terms overall remittances were also lower when 
compared with the Investments made by US 
manufacturing firms in the regions. While, 
in 1966-1970, royalties, dividend and Interest
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The Brazilian experience is  quite different. 
Pay-out ra tio s  in that country were the 
loirest in Latin America. S t i l l ,  a decreasing 
trend is  apparent in the period 1967—197** 
and it  is  only in the more recent years that 
they have started to increase again, especially  
in 1979.

Data ava ila b le  fo r Argentina suggest 
a pattern o f almost continuous p ro fit  
repatriation that does not f i t  with the general 
trend fo r Latin America and is  probably  
due to the particular politica l and econcmic 
situation in that corn try'.

I t  i s  evident that the more re s t r ic t iv e  
framework fo r technological remittances 
has been implemented in an environment which 
has been conducive to making profits, as car. be 
deduced not only from the pioneer case o f  
Brazil, but also from the more recent expe
riences in Mexico and Venezuela. Such profits  
have been used for reinvestment in the i agion, 
especially to finance the higher expenditures 
in fixed assets.

3. Investment Patterns

US m anufacturing investment in Latin  
America has been mainly attracted by the 
opportunities opened up by the process o f  
im port-substituting in du stria liza tion .
Subsidiaries have concentrated their activ ities  
in producing f i r3 t  consumer good and more 
recently intermediate and capital goods mainly 
for the domestic market. Export activ ities  
have been gradually gaining importance in some 
particu la r subs id ia rie s , u^'iali a t the 
insistence o f the host govern .nt^ but, in 
contrast to assets by US firms, but it  also  
sheds l ig h t  on the e fficacy  o f  government 
measures to control remittances.

Although the Argentine case is  too atypical 
to be used as an example, i t  seems that 
mere government control o f some channels 
without changes in the investment environment 
is not sufficient to modify the ronittance- 
orlented approach followed by US sifcsldiaries 
in the country. Nonetheless, government 
regulations on in tra -firm  royalty payments 
have at least permitted an increase in local 
taxation on remittances.

I t  is  apparent that in the case o f Brazil 
the TNCs' positive  reaction to the growing 
opportunities for investment in the f ir s t  half 
o f the 1970s explains the reduction in the 
pay-out ratios experienced in those years. I t  
is  in a framework conducive to reinvestment 
that the B raz ilian  policy o f  con tro llin g  
royalty  payments has been p a rt icu la r ly  
effective.

In the cases o f  Mexico and Venezuela 
government control o f such remittances has 
also coincided with growing opportunities for 
investment by the TNCs in thore countries. 
As a result o f both developments, a change from 
a remittance-oriented approach towards a 
more investment-oriented approach in the US 
subsidiaries is  also v isib le .

I t  can be argued that, even without 
government control in the technology fie ld , 
the subsid ia rie s  would have changed th e ir

financial behavioir and reduced their renit- 
tances in order to t.ave more p ro fit s  to 
reinvest in these countries, especially because 
the international recession in the 1970s has 
reduced productive investment opportunities 
elsewhere.

Although no data are available to document 
cases in which growing investment opportunities 
in the manufacturing sector in Latin America 
have appeared in countries with l i t t l e  
government control o f royalty payments, this 
seems a plausible hypothesis. However, even in 
such cases government control in the technology 
f ie ld  would have been necessary to eliminate a 
bias in favour o f royalties as a remittance 
channel which only leads to fiscal losses for 
the host country.

9. Concluding Remarks

An examination o f the renittances made by 
US manufacturing firm s operating in Latin  
America has c le a r ly  shown that in tra -firm  
technology payments have been reduced in  
absolute terms since 1975. This ha3 beer, a 
consequence o f government regulations in the 
Andean Pact, Mexico and Argentina whi..h gained 
mcmentiiB in the 1970s.

Despite the growth o f  dividends and interest 
payments in current d o lla rs  in the second 
h a lf  o f  the 197Us, p ro fit  remittances -  
channelled either by royalties or by dividends 
and interests -  have undergone a decline, from 
49 per cent in 1966-1970 to 40 per cent 
in 1975-1979, when estimated as percentage o f 
investments in fixed assets by US manufacturing 
firms in Latin America.

While the g loba l record o f  repatriated  
dividends and in terest payments does not 
suggest a sh ift from royalties to other normal 
means o f remissions, the lack o f more recent 
evidence on transfer pricing manipulation is  
not su ff ic ien t  tc exclude the use o f  th is  
channel fo r the purpose o f repa tria tin g  
profits. In that connection, i t  is  important 
to bear in mind that government control i s  
p ra c t ic a lly  non-existent in the area o f  
transfer pricing and that the higher investment 
in fixed assets might have induced the use o f  
transfer pricing in Importing capital equipment 
from the parent companies.

R e lative ly  lower remittances have not 
resulted frem lower parnings. On the contrary, 
earnings have been growing faster than ran lt- 
tance3 and resu ltin g  pay-out ra t io s  have 
been reduced from 57 per cent in 1966-1970 
to 45 per cent in 1975-1979. This general 
trend is  particularly v is ib le  in Mexico and 
Venezuela. I t  started much earlier in Brazil, 
where pay-out rat'ns have been the lowest in 
the region, though a reversa l o f the trend 
is  apparent in recent years. The continuous 
profit repatriation record o f Argentina does 
not f i t  in the general trend, probably duo to 
the politica l situation o f the country.

Reinvested earnings o f US subsidiaries in 
Latin America have been used to finance invest
ments In fixed assets. Such Investments by US 
manufacturing f*rms In the region have in
creased for several reasons such as: po litica l
changes In some host countries; sp e c ific  
policies aimed at fostering the industrializa-



tion process e sp ec ia lly  in connection with  
capital goods' manufacturing; less attractive  
prospects in traditional investment destina
tions and intensive competition faced by 
existing firms fron TNCs based in Europe and 
Japan.

This new trend is  clearly reflected in the 
growth o f investment in plant and equipment, 
not only in the outstanding Brazilian case but 
a lso  in the cases o f  Mexico and Venezuela.

It  is  in the context o f a more attractive  
investment environment and o f a more restric
tive f r  aeworic for roaittances that the sh ift  
from a ranittance-oriented behaviour to a more 
investment-oriented approach by US firm s 
clearly  makes sense.

Regarding government policies on this par
ticu lar issue, i t  seems fa ir  to conclude that 
the re lative success o f some host com trie s  in 
controlling some remittance channels can be 
explained by both the e ffic ien cy  o f  the 
controlling system and the modifications in the 
investment conditions. I t  is  doubtful that in 
the absence o f  the more general changes in the 
investment environment, goverraient control on 
only some channels o f p ro fit repatriation would 
have e ffe c t iv e ly  modified the remittance 
policies followed by subsidiaries (as shorn in 
the case o f Argentina). However, even in that 
case regu lations on in tra -firm  technology 
payments would have been necessary to eliminate 
the favourable f i s c a l  treatment that such 
payments were so far receiving.

Beyond the relative governnent success in 
lim itin g  some remittance channels, i t  is  
important to acknowledge that a higher overall 
foreign control o f the Latin American manufac
turing sector has taken place in the 1970s. 
Latin American industry is  now more integrated 
into the TNCs' mode o f operation, and econcmuic 
policies v is -a -v is  the TNCs, including their 
policies on remittances, are going to be more 
constrained by the increasing size o f their 
investments.

Notes

1/ I t  is  worth bearing in mind that the change 
in the pattern or royalty remittances in the 
1970s is  specific to Latin America. Intra-firm  
royalty payments from a l l  US a f f i l ia t e s  abroad 
grew at similar rates In the 1960s and 1970s 
while royalty  payments from su b s id ia rie s  
located in non-Latin American developing 
coixitries grew much faster in the 1970s than in 
the 19603 (UNCTAD, 1980).

2/ The Mexican Registry started it s  operations 
in 1973 while the Venezuelan Superintendence 
on Foreign Investment (SIEX) was created In 
1974.

¿/ The scarce data available for Colombia and 
Peru suggest a trend s im ilar to Venezuela 
regarding technology payments.

y  Dividends have been controlled in d ifferent  
ways: from ceilings on profit repatriation
(e .g .  in Decision 24 o f  the Andean Pact a 
c e ilin g  o f  14 per cent -  la te r  modified to 
20 per cent -  o f the registered capital was 
Included) and an additional withholding tax 
on dividends (e .g . Brazilian Decree 76186 of

1S75) to adm inistrative measures by t ie  
Central Banks to delay fore ign  exchange 
a u th o r iz a t io n s  fo r  p r o f i t  re p a t ra t io n s .  
In tra -firm  in terest payments have been 
regulated in the Andean Pact Decision 24 
(a r t ic le  16) and in the Argentine law on 
fo re ign  investments (No. 21,382 o f  1976, 
artic le  20) and have to be registered in the 
Central Bank o f Brazil. The approach followed 
in these regulations is  to approve interest 
payments, provided that the terms are similar 
to those applied fo r in ter-firm  loans.
However, the way in which these sp ec ific  
regu lations have been implemented is  not 
known and has probably been influenced by 
global external borrowing policies followed 
in those countries.

5/ For example, after studying the behaviour 
o f con tro lled  fore ign  corporations (CFCs) 
in developed countries Kopits (1972, p. 341) 
concluded that 'the higher the net earnings o f 
CFC's or lower the growth o f  th e ir desired  
capital stock, the larger i s  their dividend 
pay-out to United States p a ren ts '. While 
dividends and net earnings can oe ea s ily  
estimated from companies' information, thin 
i s  not the case with the desired cap ita l 
accumulation. Such a variable, in the Kopits' 
model, depends on the price and quantity o f 
output, on the user cost per in lt  o f capital 
serv ices , deflated  by the price  o f cap ita l  
goods, and on the e la s t ic it y  o f  output 
with respect to cap ita l input. I f  actual 
expenditures in fixed assets could be used as a 
proxy for desired capital accumulation in the 
Kopits' model, i t  would be possible to suggest 
that the higher the investment in fixed assets, 
the lower the remittancas. However, the 
way in  which desired cap ita l growth is  
calculated prevents such an interpretation.

However, I t  has been estimated that the 
share o f US accumulated investment in total 
investments by Development Assistance Ccmnittee 
(DAC) manbers In Latin America has decreased 
from 66.1 per cent in 1967 to 59.6 per cent lr. 
1976. In Brazil the share o f US investments in 
the to ta l fore ign  d irec t Investment in the 
country declined from 37.7 per cent in 1971 to 
30.4 per cent in 1977, while in Mexico the 
p artic ipation  o f  US investment in to ta l 
fo re ign  investment f e l l  from 79 per cent 
In 1970 to 69 per cent In 1980. See Calcagno 
(1980, Tables 7, 13 and 15), UNCTC (1978, 
Table I I I -49 ) and Business Latin America 
(10 June 1981), p. 182.
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