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Explanatory notes

References to dollars ($) are to United States dollars.

The monetary unit in Egypt is the pound (£.E.). During the period covered
by this report the value of the pound in relation to the United States dollar

was ws = C-E.O.?OO

The following abbreviations have been used in this report:

ASRT
ECWA
EEC
EIDDC
GAFI

GDP
GOFI
IMF

PCT
TAT
TNC
TOT
TTC
UNESCO

UNCTAD
USAID
WIPO

Academy of Scientific Research and Technology
Economic Commission for Western Asia

European Economic Community

Engineering Industrial Design Development Centre

General Authority for Foreign Investment and Free
Zones .

Gross domestic product

General Organization for Industrialization
International Monetary Fund

Million

Patent Co-operation Treaty

Transfer and Adaptation of Technology
Transnational corporation

Transfer of Technology

Technology Transfer Centre

United Nations Educational, Scientific and Cultural
Organization

_.ted Nations Conference on Trade and Development
United States Agency for International Development

World Intellectual Property Organization




ABSTRACT

A short-term mission undertaken by the United Nations Industrial Develep-
ment Organization (UNIDO) in 1975 esiablished that there was a need for a
co-ordinated system for the registration, evaluation and approval of foreizn
technology propcsals in Egypt. A request for technical assisftance in this area
was submitted by the Government of Egypt and consequently the project "Naticnal
Registry for Technology Transfer" (DP/EGY/7S8/001) was approved by the United
Nations Development Programme (UNDP) on 13 February 1979 and UNIDG designated

to act as the execufing agency.

The aim of the project is to assist government insitutions through adeguate
training and expert zdvice in the establishment and organization of a national
registry of technology transfer, including the required legislation; 1in the
appraisal of foreign technology proposals; and in the legal evaluation of
licensing agreements. A4 total of 65 man-months has been approved for this

purpose.

The expert in transfer of technulogy, whose mission of three months is
covered by the present report, arrived at Cairo in Jamuary 1280. Eis main
duties were 1o analyse existing govermmental policies, institutions and linkages
with respect to technology transfer, to evaluate exisiing appraisal and approval
procedures, to develop policy options cpen to the Government in the creation of
a national office for fechnology transfer, ic define ithe role and functions of
such an office as well a3 recommend its policy framework ané iits placement

in the governmental decision matrix.

The 2xpert preparsd four working papers which were discussed with the
counterparts and he recommends that the existing Technology Transfer Cenire
(TPTC), now under the administration of the General Organization for Indusiria-
lization (GOFI), be transformed into a natvional centre fcr the appraisal of
technology agreements. The main functions of this centre are descrived in his
report. He further recommends that all project approval bodies subsecribe 4o
.a common transfer of technology (TOT) policy - an interim policy having been
developed by the expert - which should be administered by the TTC. The expert
views the TTC as 2n interim structure until new legislation will give it inde-
pendent authority to act 235 z recommendatorv secretariat to project-approval
authorities and he makes suggestions for the functicnal placement and the

composition of representatives on the future TTC.
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SECTION I: SUMMARY OF REPORT

PROJECT BACKGROUND
Srpt's Open Door Policy (1974) places great reliance on
foreign technology and investment for the rapid irndustria-
lisation of the country, comsistent with rnational socioc—
econonmic goals. This important Policy commits the Government
to design and strengthen appropriate institutiornal infrastruc-
ture to meet the objectives of the Policy, recognising the
complex problems associated with the transfer, adaptation and
development of technology. The Govérnment of Zgypt recuested
UNIDO to assist the General 0£fice for Industrialisztion
(GOFI) in examining existing institutional machinery dealing
with technology transfer and reviewing with Zgvptian authorities
the exrerience of develcoring countries. In accordance with
the Gevernment's reouest, a short-term Mission was undertaken
by UNIDO, <he findings 2a2nd recommendations of which were
publisked in a report ULIDO/ISID.125 (20 Hov. 1975). The
report reccmmended the need to establish a technology policy
in the country, one of whose cbjectives would ve the design

cf a coordinated system for the regulation and promoticn of

foreign tecnnclogy. UNDP Project Document No. DP/EGY/78/001/4/C1/37

(Feb. 13, 1979) defines the basic outline of an overéll

33 man-month programme through UNIDO assistance. The Frogramme
enlists the utilisation of internatioral experts to offer
assistance in areas as the establishment of 2 National O0ffice

of Yechnology Traensfer, develcpment of legisleticn, preparation
of guidelines for the evaluation of licensing agresements end

the training of ley-personnel of the office. In a second (1975
short-term Mission undertaken by ULIDO (Mr. E. Aguilaer), at

the reguest of GOFI, it was decided that the arrival of
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' 'xnternatiouil experts (znitinlly tvo erperts) should follow
a study Tour to be undertsken by s team of three GOFI
officials to regulatory offices in Mexico, Spain, Phillipines
azi the Republic of Kores. The Study Tour completed (Oct. 1979),
the Expert who presents this Report arrived in Cairv oz a
three-monik Mission. (January-March 1980).

The duties of the Bxpert (Bxpert in Transfer of Technology)
vere defined as follows:

(i) to analvse existing gorerrmenta. volicies,
institutions and lirnksges with reszect to
transfers of technology tc Egypt

(ii) to evaluate existing aprroasches snd procedures for
the appraisel ani approval of transfers of
technology

e T SO AT

(iii) to develop policy options open to the Government
in the creation of a Hational cZfice for Technology
Trangfer (termed Technclogy Tra.sfer Centre in
this Report)

(iv) to recommend the policy Zrazework under wanich the
National Office should function

é (v) to define and recommend the roles and functions of
| the Fational Office

(vi) to recommend the placement of the Office in the
Governmental decision-matrix

(vii) to advise on considerations relating to the authority
structure for the National Office

i B AR A S 5
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(viii) to identify topics and specific issues calling
for study on the vart of the office ané make
suggestions for follow-up action by UKIDO

(ix) to assist in the organisation of seminars and
workshops on the prohlemxs and rerspectives of
technology transfer at the national level.

'
i
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KBIEODOLOGY (F THB KISSION

At the very beginning of the Kission it vas recognised that
cdj:ﬁ conflicting issues were present in Bgypt which had to

[

bcféitolvtd or accepted before the purposes of the Eission could
bc:iﬁ:sucd. The first of these was that & 'Jationgl Office for
Teqé&ology Transfer' would not be fessible within GOFI (as was
defsned in the Original Job Description(DB/EGY/78/0C1/ 31.3.4)
ai¢§iay irportant teckhnology-using sectors, as petrochemicals,
phi?ﬂnccutic:ll. etc. were outside the jurisdiction of GOFI.

Ml L e B R ks

et R R

Scéﬁﬁd, e 'national office' for transfer of technclogy associated
with foreizn inmvestzent (joint-ventures) had alresly teen }
criitcd under Lav 43 of 1974; the General Authority for Foreign ;
Int?jtment ané Free Zones (GAFI) being the relevent, independert

ané'ctntral suthority. Third, a National Centre for the Trans’fer
and Development of Technology had been recommended by an GECTAD
Kission (Nov. 1978) which was to be affilisted to the Acadenmy

of Scientific Research and Technology (ASRT). This the Acsdemy
had renamed and constituted as the Egyptian Centre for Transfer
and L&aptttion of Technology (TAT), attached to the office of

the President of the Acadexy, governed by a 'National Board of
Technclogy Transfer'. Fourth, the concepts prevailing in

GOF1's Technology Transfer Centre (TTC), the organisation created
by GOFI as & 'resulatory office' for the transfer of technology .
hld‘tho view that its prime responsidbility would be the evaluation
of technology that was being transferred to Egypt and over which
GOFI had jurisdiction.
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The first three issues vere immediately referred to
Mr. S.v. SZIVCS, SIDFA, UIDF, Cairo and to UKIDO, Vienna.
On the btasis of these consultations, the Expert has advised
to accept the conflicting position with respect tc the ASRT-
UKCTAD effort but at the sape time to seek advise from senior
officials of GOFI, end thereafter, to review the situation with
GAFI and ASRT. This procedure was adopted, with the Mission
then being permitteé to view the overtll problez c¢f techrology

resulation without specisl constirsint.

The fourth issue was tasicelly resclved within GCFI
a’ter the Expert explained the limited scope that was availatle
for evaluation of technology. The substantizl darngers of
unsupervised transfers of techneoiogy vwere highlighted <o
ippress upor the TTC the need for criticel apvraisal of technology
corntracts. For the particular Egvptian situsticn, hovever,
it was scon found that a conventional regulatoery cffice would
have limited usefulness. Its coveraze had to be substantially
larger.
These efforts led to the redefinition of the Job Descrip- i <

tion (see above) after endcrsement oy the Industrial Ingtitu-

¢ions Section, UNIDO, Vienns.

Partly because 0f the above situation, and partly on the
recognition that Government depariments concerned with the
acouisition cf technolcgv were not adeguately aware of the
factors in technology menagement, it was arranged, in
consultaticn with counterparts, that Zour 'Working Papers' be

prepared hy she Expert, discussions on which would lead to the
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2irgl recommendations of the Mission.

Contezporanecus to this approsch, arrangemenis were nade
By counterperts for general discussions vitk senior officiais
of GOFI, GAFI and the Academy which opsortunity was taken to
indicate the need for & cooriinated nationsl sprrosch to

technology transfer.

Three Working Papers on the Zollowing subjects were Zirst
prerared (over a periocd of six veeks):
Working Paper I: Cperaticmsl embit og the T1C
vorking Paper II: Technclogy Pclicy and TIC

Working Peper III:Functiornel Placement ¢Z the I0C
in the Zgvstian Govermmental Systenm.

Pull-day discussions or each of the lorging Perers were he.d with
counterparts sc as to ottain some comzitment from thez to the
general apouroach to the Mission.In all ceetings three senior
o2ficisls of G0FI were present: Mr.A.M. Kosgeir, Dr. M.A. Aglan and
Mr. Mohared -Amin.- Por Workirg Papers I and III, Mr. -Abdel Aziz of
30FI's lesal depariment was present. Based on éiscussions, the
Working Fapers were modified and circulated to memters of the

PPC and to senior officials of GCFI.

working Peper IV on 'Considerations in Authority Structure
for the T7C' was to have been prepared after the {irst three
papers had been reviewed by GCOFI, 347l and the Acadezy and
discussions with them.These discussions were not feasihle and
hence Paper IV was only discussed withirn the TIC towards the end

of +he Mission.
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In the last four weeks of the FKission, a series of talks
was given by the Zxpert on subjects as restrictiive sractices,
the functioning >f regulstory offices in éifferent develoring
countries, terms in licensing agreements, evaluation of
technclogy payments, risx mansgement in the gplicetion of
technolegy in the econocmic sectors and tecurnoclogy utilisation
in the Public Sector. ttexpts to hold Sexirars or svzposia
with the participation of suthorities cocncerned with technolcay

transler were not successful.

For msny reasons, discussions with the Ministries of
Petrcleun, Heglth, iaricuiture, etc, which were necessary

Zor meeting the resuirements of the Fissicr, were not feasille.

Agair, for lack of an adenuste information svstez in GCZ1
it was nct pessinle to review executed techinology agreements or

to obtain consistent statistical data.

Meetings with the Patant office, the Trademaris Registry
and <ne Central Bank, necessary ‘rom the viewpoint of providing

an informetion base to this Report, were, again not feaginle,




FINDINGS
Tekirg 1975 as tre base year, Sgypt’s perspective
rlannirg calls for a four-foléd enhsncement in rer-carits in
incoze; from 100 L.E. in 1975 to 400 L.B. in 2000 (1375
prices). In order to achieve this, with the population
almost doubling over this period (to 67 million in 2000),
GDP needs to grow eight-fold. Bagypt finds it infeasible
to cbtain substantial contridution from asgrisuliure as
develorment potextiel in this sector, over the 25 year
periocd, is limited. Surplus from agricultural income
furthermcre, would be insufficient %o provide vlanned
social smenities (education, health, welfare). Thus
Ezvpt's planners rely heavily on the industrr and service
gectors for sccial and economic develorment. The
agriculturel comrcnent of GDP is expecied to éror from
29.4% to B.4% over the 25 vear time spen, and for the
industry and service sectors to improve their shares from
27.7% anéd 23.5% to 37.6% and 40,9%, respectiveiv. In
atsclute terms, industrial producsicn needs <o incresse
nine-fcld representing an annual cozpound grovih-rate
of 9%, which is atout 3% higher than kistorical experience
1860-1270,

The Government announced its "Open Door Policy” in 1974
givirg industrialisation the highest priority, seeking
such throuzh heavy injections of foreign technology and
investrent and the aggressive develorment of the Sgyptian
private sector. Simmificant new legislation has been
enacted to provide incentives, facilities and guararntees

to firms which engage in induetrial activity. The most
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important lav is Lav 43 (of 1974) which relates to fereiam
jnves+iment. The Govermment's stress in these aress, in
effect, reverses s 20 year exrhasis on industrialisation

througk the agency of the Public Secter.

In the last five vears, Egzyrt's plernners have placed great
exphasis on both the modernisation of existirg industry and

its exvosure to market forces. At the present tize, almese

+ve entire irdustrisl producticn systez is within the Publlc
gsector which produces about 65% of &ll the country's goods.
(catital, interrediste and consucer goods). The balance of
vroduction is largely with sore 150CC small scale firzs

which emgzloy Zess tharn 1C persons per enzerprise.

These latier firzms produce gcods as leather articles, wooll

2nd metal furniture, wearings apparel, small forging and
castings, building cwaterials s bricks etc. with minimum
reliance on indusirial technigues. The technology ecrioved in
the Public Sector is of the early 126€0's, outmoded, with poor
rroductivitr and low value-addéition. The Governzent's ermrhasis
on modernisaticn of the indus+trial structure is essentislly an
mrhasis on the introduction of viable technology, the aprlicaticn
of advanced industriel technigues and <he irtroducticn cf modern

nethods of managenment.

Zgvpt's plars call Zor the creation of virtually three new
sectors of industrial activity: (1) the jcint-venture
sector (2) 2 large unit's rrivete sector and (3) & godern

small-units private sactor. The Public Secter is expected
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to undergo & trensformation througkh renovation, rehabilitation
ard modernisation of producticn faciiities and productien
systers, such teirg sachieved throuzh the agency of foreign
technology. Kew capacity crestion is also an urgent necessity
as the country relies very heavily on imports to meet production

deficiencies in aress as steel rroducts, cement, etc.

It is vell-recognised that absence ¢f adecuste peclicy instruments,
wepkrnesses ir existing technclosicel and i~dustrial policies,
over-centralisation of sutkorisy, steep »yramidal structures in
vutlic sector enterprises, pocr coordingtion retveen ministries,
and the like, together with disressicrns frox industrial fccus

due tc wars, have led o proiucticn inefficiencies, iradecuacr

of revenue gxi poor stiention gnéd receptivity to marke: needs.

Verv 2zsiceaily, Zgvpt's presernt pclicies, including the Cpen
Door Folicy, sddress themselves t0 correcting the ircdustrial
eccnomy, precedent to accelerated growth. Besides requiring
the diversification of the indusirial structure, the volicies
2izm at decentralisation of decision-taking in Governcental
adminigtration, iamprovement of maragecent eflicienciesg, the
development of a stable and consistent inZorzation svstem and
the establishment of necessary linkages between policy and
izplementation.

Egyrt realises, hovever, that large injection of foreign technology,
undoubtedly needed to correct the economy, must be superviged.

There is recognition that the socio-economic structure of a
developing country can be severely strained ané adversely

ffected i Zoreign invesiment and technology are introduced
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without édiscretion or directicn. Unguided, technology
itself, as vell as the iterms under which it is acguired,

can csuse unaccevtable digtortions in societal structure
which may also btecome well-nigh irreversitle. On the one hangé,
inarpropriate and inconseguential technologies (or market
rights masquersding as technclogies) may flood ané imbed
thenselves in the countrv, a&nd on the other, the cost of
technology cr the controls imposed on the use of it, could
coemit the cﬁuntry to ocutflows of funds which can sericusly
endanger its balance of tavments position. ZFurther un-
cont~clied accegtances of %echnologies can increase,

rather than decrease, the zcuntry's technclogical dezendence;

while darpening ané underutilising indigenocus carzbilities.

This need Zor technolozv supervision heas been felt oy many
Zgyrtian orgenisstions as GOFI, ASAT ané GAFI. From 1975,
various attexpts nave been made to obtain the assistance of
intermatiorngl orgarisaticns 8o as to establish supervisory or
regulesory bodies, ASET has sstablished linkagee with UNCTAD
and the ZZC; GOFI with UKIDO; and GAFI, itself & resulatory
bedv for joint-ventures (law 43) has sought UNIDC assistance,
on a spot basis, for the monitoring of complex technology/
Jeint-venture agreements, while recognising the reed for
strengthening its bargaining power with respect to foreign

entercrises,




Presently, the rate of influx of modern industrial

technology intec 2gvrt, throuzh licensing, is guite rmogest

(even by developing countrvy steniards). The rehadilitation and
modernisation of the Public Sector is largely teing effected
through machinery i~ports ard the balencing cf »recéuction
lines, with very little inputs of licensed technology.
Orzanised private secter industry (Egyrtien caritel), to

the evtent it prevails, is primerily utilisirg mechine-

emtodieé tecknolosy.

GOFI's fimures reveal, for illustration, that zlthouzh
(aheout 300 projects were approved in its sector in 1679,
only 8 projecte invcived the use cf techrmolosy through
liceneirg. In the cese c: inint-venture projects (Fublic
aré private sectors), GiFIl's zid-l97° 3ata reveel that it
has approved 287 industrial (inl#nd) Trciects over the last
geven years, irvelving (at the utmost) an aversze cf about

45 agreemen<s per vear.

Eowever, accelerated licensing in all sectors is expected
now cnvaris because the 'zrowih phase' of ‘he sconcay is
varticularly evident and the Israel-Egyrt Feace Traaty
heralds a long-term political stabilily to E«rpt.

In terms of techmology transfer a viable situasion exists.,
There are no entrenched pressure groups in Zgvrt.
Transnationel corporations, while +hey are teginning o
enter industry in a large vay, 40 not now have s 'local
tresence' and lobbying power, 3imilerly, there are no
foreigm enclaves (plantations, ete) and, thersfore, vested

foreisn interests., Zoually, there-are no concentrations
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of economic power in 3rivate secior industrv. There is
conepicuous absence of trede urion agitaticn cr unrest.
Ané firellyv, all key national resources, as petroleur QT
pinersis, are wholly in the ccntrol of the Govermpment,

cutside of power blocs as the Areb oil cartel or the TiCs.

i oroad impliceticn ¢f the ghove-degcri ed envircnzent is
+w3gs §2 Zgrpt can cevise fcrthwith comprenensive policy
ingtwmente for the Troper crannelling and supervision of
fereign technology and jnvestment, the country may be atle

tc pursue its socio-econozic cbjectives vithous ravirng <o
rass through those phases, énccuntered by other developing
ccuntries, where entrencnei foreism and cdomesiic moncroiistic
or cligopolistic svstems have %0 te 2irst disman<tled cCr
moderzted befcre induetrizl development or social justice

can e attermpted.

Ezvrt has not enacted any laws speci®ic to technology licensing.
The tasic legislative risht for the Governzent to intervene
in the process of technology accepiance is, nhowever, vresent
in Laws 21/1958 an4 43/1974. While the lavs are casically
oriented t¢ industrial licensing - <the right ¢f a firz %0
establish a manufacturing unit - there is authority in then
for the zZovernzent to examine technology agreementis.

Law 43 would apply when the agreement is between parties in
joint-venture and Law 21 for <ne vrivate Egyptian sectior.
There is no specific lav covering acceptances cf technology
by Public Sector entercrises but aushority is helieved presern

in sets 0?7 lavw governing the creation of public crgans.
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In existing systems arnd for=ms of Govermmental sdziristration
irn Egvot, the spproval authoerity for »rojects, and technoloxy
ssreenents associgted with projects, is with several
Kiristries, GOrI and GAFI, denending on their fields of
jurisdiction. That is, project-spproval authority is

decentralised.

Szvrt has a multi-agency svstez for the appraisal cf rprcjects
in terrs of their techno-econcmic feasibility and socio-
ecoromiz contriduticon. In the cases of azricultural rroducts
(2s pesticides), rharrsceuticals, petrochemicale, eic, the
arproval and a-praisal bodies are usually orne and the sare,
the concerned Ministrv in the case of rroducts that are the
resvensibility 02 the KHiristries of Industry, hcusing, etc,
the grpraieal »ody is usuallv GOFI; Zor industr;al rroducts
that are otjects of joint-venture entercrises techno-econcric

p

aporaisal would bhe carried out bty the Ministry or organisation

thet has the necegsary evaluatory expertige,

At the present tize, 2ll appraisal 2odies tend to focus mcre

on techno-economic feasitility and the suitability of the
production-svstex (machinerv, ccmoonents, 2ools) than on
avpraisals of the technology‘to be emplcoved cr of the contractual
terms under which it is offered. In the case of technolozy

per se, inadequacy of attention is due to an insufficient
information system; in the case of contractual terms, the

deficiency lies in expertise.
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Both SCFI and ASRT have ncw established Teckrnology Trans<er
Cenires with the objective of vechnclogy supervision. The
cbjectives of these centres are pow comriezentarv in
ckharacter ther than cenflictive. ASRT has resefined its
interests in terms cZ science-technology ani tecknology-
industry linkages with emprhasis on needs for technology
adartaticn and the testing of the suitatility of

technclogy offers in the context of the Egyriian environment.
GOFI's interests are now rredcrinantly in the ares of
appralising ccntractual terrs in technolegy agreecents

and evaluating <he izpact ¢f foreign technolog§ on iormestic
caratilities and their developmert. 30FI, GiTI and 4327 11l
recomice <he need for 2 'mational approach' to techrclon”

transfer. Since their viewpcinis are diffarent 2y virsu

of their expertise and cbviectives, all thess ocdies reccgnise
the need of a coordinating poiicv which estatlishes the

raticnel arproach nacely, & Technology Folicy.

Cne of the major anomaliss of <he tecnneclegy environment

in Egzypt is that direct trangfers of technology, unaccomzanied
by investment, have neither adeguate crarnels for entry inso
the country - institutional structures suck gs GAFI - nor

is there clear pelicy - as law 43 - to attrzet and ezrloy
them. Without a parallel incentive mechanism for direct
transfers of technology, Law 43 stands in *he position of
having institutionalised technciosv 'vackaging'. There is
thus 2 need Zor devsloring incentive mechanisms for direct

translers of technology.
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RECCIMENDATIOXS

1. Since 2 national apzroach to technolcgy tranafer and the

2.

supervision of technclogr asreements ies Gesired by the
Government, and since jin the existing systen of
administration, decision-authority for projects, and
technology ssreements associated with projects, is
deceniralised and cistrisuted among seversl Minigstries
and organiseticns, and i+ is iroractical to divide such
authority so as tc centrzlise decision-authority for
technelogy asgreements slore, or from the viewpoint of <he
CGren Door Pclicy to creste new regulatory legisleticon %o
govern sll transfers o~ tecinology, it is recommendesd ikha:
“he criizum mechenism for e hnology manasement would te
%0 crganise a centrai-appraissl agency for technclogy

asreements.

The Technclosy TransZer Centre (T7C) now under tke ad-inis-
srative control of GOPI, can be transforred <o tecoze a
raticral centre for the avpraisal of technolcgy amreemen<s
and such is recocrended. It is rroposeéd that <he PIC
shoulé develop into a single, central and specialised wu-i¢t
with the major cbjective of serving &s a recocaendatory
secretariat tc all authcrities approving technoloxy
agreenents. T7C, in this concept, will net have the
character of 2 decigion-todr in any matter corceming
contrzctual arrangeczents between farties to a technology
agreexent. Zach rroject-approval body in final terms would
continue o0 be the 'reszulatory tody' over tnose areas that

ccze within its jurisdiction.
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Since straight-forwvard decentralisation in the finasl
aprroval of technology asreerents cen introduce subjectiviiy
ané ertitrariness to the criteris applied bty cifferent
project-approval bodies for acceptances of conitractusl terms,
and this is undesirable in any concert of a naticnal approsch
to technologzy transfer, a concomittant reacuirement is a
coordineting instrument. It is recomrended thet this
instrument should be pelicy under the title ¢f 'Transfer

¢ Technology Poliey' (TOT Pclicy) to which all preiect
aprrovel bodies, anéd the T7C, would subscribve tec.
Preperly fremed and constructed, the Policy should lezd <o
a2 consistent, clear and stetle svetex for the supervision

0f technology inflovs.

In consideration of the large new efforts reing made ty
Egyzt to rapidly transform its ecomemy through neavy
injections of technology, i%t is recommended that the TCT
Jolicy shculd have a wider perspective of technology
rurpose than merely bte a coordinating instrument.

Pirst, TOT Policy should incorporaste & rarallel ingtrument
to Lav 43 (a procedure) so as to provide a channel for
direct transfers of technology. That is, the TOT Policy
should be the means through which 'unpackaged' technology is
provided incentives (i.e. throush rovalties, etc) for

entry into the countrv, Second, avrrovals of foreim
tecknology, and tercs of iis accerierce, should not, by
irattention or disregard, have unanticirated adverse imracst
on other sectors of the economy or hurt or hinder their

expected development. 70T Policy, it is presented, should
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have its placement in, snd bte a subordinate policy to, &
prarent or principsl policr, a2 Techneclogy Folicr, one that
assisms the functions of technoclogy in the matrix of
society. (Section V). Ir the recorr-endasticr rade, the
TOT Policv ie the governing policr for the sccestance of
contractual terms in technology agzreements; the ressors,
rurvose and limit of goverrance weuld be set out in

Technologv Policy.

Pi11 the time a Technology Folicy is formuleted (Sectien V)
ané srec?ic expression given tc the rcle of Ioreign
tecknology in Zgyre, it is recozzended that an Interizc

TOT Pelicy should te develored <o guide the 77C and tkhe
projiect-approval btodies tased on the generel needs and
exverience of develcring countries ccdified oy well-
unéerstood aspects of the Ezvrtian eccrocic and industrial
environment. (A draft Interim TOT Pclicy is developed and

presented in Section V of this Repert.)

€. It is recommended thet as & subscribter to TCT Policy, the rain

rcle ¢2 the TTC weculd bve:

(1) to administer the TOT Policy, to the extent
permitted by the Policy, with assistance given
to the fermulators of the Policy as reguired, and

(11) tc act as the central appraisal unit Zor transfers
{ technelogy, bringing to the task the necessary

suprort and expertise.



7. It is recccmended that the main furnctions cf the TTC

b should be:

(i) to review and evaluate in technology agreezents,
invelving foreign technology, through legal,

econonmic and technical screenirg disciplines.

R (ii) to render technolosy advisory services to
interesteé potential users of foreign tecanclosgy,

inecluding Egvrt's Fublic Sector exterzrises.

(1ii) to assist interested parties on matters relating

to the negotiation of agreerents (without particiy

(iv) to serve as a documentation ernd collation centre

for technologv egreements and or statistical

financial irfcrmation relzting to technology

payments, and

(v) to obtain reprresentation on Cozmittees apprcving
projects v 1 ere associated with licensed

technology.

8. One o the maicr chellenses before Zgyvrtian rlanners is to

o

e

identifv the induetries wherein foreign investcent,

i e

managecent and technologv, %together or separately, can

. make their major contribution. It is reccrmended that
the T2C should ef crt to reward and peralise technology-

users ani technologzyv-surpliers so as to achieve the '

ST SR A

'allocation exercise' in Technology Foiicy (Section V)

g,

excert where resuired, oy Putlic Secior institutions)
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10.

In order that the TTC can serve as & central sprraisal
unit for foreign technologr and at the sarc tine

avoid foreign teckhnology and for invesiment damaging
other sectors of the eccnomy, it must have ceriain
estetlished linkeges with decisicn-bodies as Garl or

the Ministries on the one hand, end functicnal bodies

as ASRT or the small-irndustiries Directcrate on the cther.
TTC's linkages must be reciprocallv balanced by its
marndatery cuties. Certain essential inforration, it is
recommended, must flow Zrom the project-aprrecval sody %o

the TTC and from tke TTC to *ke approvel tcdy. (Secticn V),

In its ideal form, the T7C would be an interim structure

111 new legislation (not recommended ty the Mission) gives
it independent authoritv as a. centrzl regu.atcory crganisgtion.
The specific presenta<ticn of the Mission is that the T7C
should be organised to act a2s a recocmendatory secretiriat

t0 project-approval ausherities, I+ is desirsble to isclate
it from pressure arcups, necessitating that the T7C be

sclely governed by (2né responi to) a newlr-constituted
Central Board of Technology Transfer, severzte “rom linisterial
Administration., Eowever, since the TTC is ccnecerned wist

very tangible matters of industrv promction and z=ansgement,
and not science-technclogy linkases (excert indirectly),
either the Central Ecard should have majority cocposition

02 industry rerressantatives or the TTC shculd be functionally
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governed by & sub-corzitiee cf the Scard vhelly cczposed

cf representatives of irdustry cersgement (GiTI, GCTI,

the Ministries of Health, Agriculture and Fetrolsuc).

It is further recommended that the Cent

[+

TCT Folicy under which the T7C, and the
bodies will cperate.
{The terz 'Ceniral 3osrd of Tecknology

be corfused with ASET's National Board

vzl Becard set the

zroject-aporoval

ransfer i3 not to

cf Tecknclosy Transfer).



-32-

SECTION II: INTRODUCTION 70 IGYPT

This Report is concerned with policies relating to the management of
technology in Egypt. Although there is much ir common in the approach of Third
¥orld countries tc the subjeet, the geographical position, factor endowments
apd histerical background of a particular country substantially influence
enphasis in the application of general policies. Therefore, pricr to entering
ints the mainstress of this Report it would be relevant to outline the geograraic
and desographic festures of Sgypt, its historical evolution and the general
veonowic industrial enviromment.

GEOGRAFPHY

Egypt is situated in the north-eastern corner of Africa, with two coast lines--
that of the Mediterraneen and the Red Ses. On the world map it has a crucial
position as it is sited at the cross-roads of trade smong the countries of Africa,
Bavepe and the Far East. The Suez Canal has been a mejor international waterway
since 1869.

The most important internal geogrsphic feature of Zgypt is the Yile River -
& matural resources which sustains the country's entire agriculture. The river
drains into the Mediterranean and makes the 'Delta’ g fertile and major settlement area.
The Delta, and the long narrow Nile Valley, accounting for about 4% of the land
888, accommocate virtually the entire population of the country. 96% of Zgypt is
desert.

Cotton (introduced in early years of the Nineteenth Century) is the zcst
isportant crop of Zgypt. The fine alluvial soil and the humid exviromment of the
Delta permit the cultivation of a long-staple cotion of excepticnmal quality.

Arsble land being a scarce resource, it is intensively cultivated (multiple cropping)
yvielding through crop rotations, maize, sugarcane, rice, wheat, citrus fruit,
yegetables and cloves, the last supporting for sizeable livestock pepulation.

T L



- 33 -

The desert provides many rav materials - petroleun (500-£€C0,CCO barrels der
day), natursl gas, iron ore, phosphate, limestore, natrue (natural sodium care
tonate), gravel and fine sand, and “anganese ore. However, these rescurce
availabilities are not such as to affect the geopolitics of the region in which
Tgyot is situsted.

DEMOGRAPEIC PEATURES

As ver the 1966 Census (the last held), Egypt had a population of X0.€ million.
The current estimste is 40,5 million. Since the 'Jorld War II, it is estimsted that
the population has been growing at the high rate of 2.4%. 3ecause virstuslly all of
this population is settled in 5 of the land ares, population density is over 1CCO
PersonRs per square kilometer, one of the highest in the world.

A particular feature in Sgypt's democgraphy is high urbsn concentration. It is
estimated that 4E% of the population lives in the urban ares of five cities, with
Cairo and Alexandria bturdened with 278 of the ccuntry's eatire pomulaticn. as in
other developing countries, this population increase has been accomparied by a large
lover-age tracket, substantial arnnual sdditions to the woric force, significant under=-
empcloyment, rural migratior to cities, urban social tensior, and very significantly,
pressures on agriculture and oz the social irfrastructure.

52% of the population is estizated to be in the rural aress du: the terceatage
in decreasing. Because of & substantial arount of sessonsl emplovment, it is difficult
to estizate the labor force that is wholly emploved in sgriculture. However, it is
estimated that only 13 of the total employed labor force is in indusiry,.

The literacy rate has now reached Li¥ Zrom arcuzd 30% in 1960.

HISTORICAL PERSPECTIVE
The known history of Zgypt can be traced back to 70C0 years. The hZwme of one

of the great divilizations of the world, it has both influenced, and been influenced
by,otho:- civiiisations as the Judaic, Greek and Roman., At the crosseroads of trade
with the Far East and African regions, and unprotected by natural defenses, the
country has been a target for invaders for he last 2000 years - Persians, Greeks,
Roman, Byzantines and Circassian Mamluks, in the older historical period, and the
(Turkish) Cttomans and the British in the history of the last 500 years, of which
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the "Sritish period™ covers €0 yesrs. ZIypt vas under the ‘control’ of the Srench
for orly a few years under lapolecn Juormarerie.

The veriod from 1205 can de divided into three tineessaxs: (1) that deginnicg
vith the rule of the great Mohammed Aliy/Khedive of Sgyst (Cttosan Supire) 1205-1£62,
(2) the 'Sritish period’ 1862-1952 and (3) the Post-Revolution period, 1952 to the
psresent.

The industrialiszation of Egypt was first attempted by 'oharmed Ali through the
agency of forwige oxpcrts; who at the peak period, numbered some tex thousand. arn
able inzovator and emtreprensur, ili, planzes to transform a subsistence ecomomy
inte a modern state. He sought %o incresse the ccuntry's agricultursl potential so
as to enhence the exports of agricultural produets to reduce imports through deve-
lepment of Egynt's rav materials, and to build up arms productioa for his militarz
canpaigns. Suchk development both easured his versonal security and emabled hinm to

cay tribute 20 the Ctitomsn Porte., In this pursuit the State Secame botk the prize
cipal owner cof all cultivated land arné the monovolr buyer and seller of the country's
preduce. During the period of Ali's rule (16805-1849) Zgwpt's irrigation systen
expanded greatly while the manufacture of sugar, edible oils, irncigo (with Indiarn
experts), cotton and coarse wocllen textiles, cast iromr products, small arms and
warshizs started and prolifersted,

Egrot's grovirng cotton exports, however, acted as 2z Seacon attracting foreigm
traders, foreign bancs, foreign companies and, of course, Suropvean izterests., In 183¢
3ritain cecnciuded a =ajor tracde ‘reaty wih the Cttomans, a provision of wiich was
the aboliticn of state ownersnip of land in Sgypt and free trade witk Zgypt. Deprived
of reverue, on the one hand, and unable to give tarriff oretection ic the 'infant

industry', on .he cther, the country moved to place its scle relianmce onm cotton exterts.
Industrial development siagnated.

>/ Host of the material that is covered in this section is based on two books:

(1) The Egyptian Economy (1952-72), Robert Mabro, Clarenden Press (1974),

(2) The Industrialization of EZgypt 1339-1973, Pobert Mabro & Samir Padwan,
Clarendon Press (1976).
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The Khedives who followed Mohammes Ali further sirsTe 0 iancreass <ls
cultivaticn ¢f cotton and to deesen the infrastructure supporting it. Tor rmeeting
the cost of these cbiectives, naying the tridute due to the Turkish rulers and for
funding their extravagant livizg, the Khedives ran up a huge Pubdlic Dedt, substan-

tislly financed by foreigners.

Althouzh the Cotton Famine of 1861-6L (brought on by the American Civil ‘iar)
put Tgypt on the mc!‘:f the World as a major supplier of cotton, the country's
exyort surpluses vwere frittered away in tryirg to repay the Debt or meeting its
interest payzents.

All the trappings of colonial econormy wers dresent even before the 3ritish
toock control of Egyot in 1892, DBesides an eccnonmy focussing on a srimary agricule
tursl product, faveoured under the srinciple of comparitive advantage, there was an

exploitable class of wealthy landowners, 1,5% of whom held &% of the agricultural
lead of which 113 was in foreign ownershis.

Sritain continued to develop this lopsided ore-product sconomr, now bringing
to besr on it an exganding railwaey system, harbours and carzals. 3ritaiz also moved
to improve the fiscal framework,; orought inte play law anc order mechapisms, and
intreduced social legislation in favour of the fellah so that agriculture cculd
become =ore drice-resjponsive. The colorisl power also encoursged an Igystian
solitical elite who used Gcvermment patronege %o enhance and protect their landcwnera
shis. Zxcedt for scme cotioneginning and processing plants - under foreign ownership-
little iiversification of industry took place. Thae 3ritish strongly telieved in
laissez-faire snd conly industries that were 'naturally prosested’ survived - sugar,
beer and builiing materials beizng prominant of this groug.

The economic positicn in Zzypt began %o change from 1920 orn account of negative
causative factors = the demands and exigencies of “orld Wars I and II and of the
Great Depression in the {ntervening pericd. The Depression inocked the sottom sut
of the cotton expor: market, putting a severe test to the principle of comdarative
advantages., Industrial diversification became a necessity. In 1622 Bank Misr was
formed wholly-owned and mensaged by Igyptians and signalled a new change., Simulta-
neously, the last of bilateral tarri’? treaties concluded by Zzypt care to an end
in 193C, now allowing it to impose tarriffs, 3y 104C, 21 ccmpanies affiliated with
the 3ank were in sroductive areas as textiles, building materials, fisheries, mining




and sharmaceuticels; and iz service seciors as maritime transpers, irmsurance and
tourism. world Yar II reinforced the growing industrial trend and many consumer
products, durstle and non-dursable, begaa tc e introduced.

Although increasingly large smounts cf land were brought iato cultivation
through extensive irrigstion, and multi-cropping iatroduced to sroduce ceresls,
vegetables and the like, further developaent of agriculture could only be obtained
through large injections of capital. However, burdened with discharging its huge
public 3eb%, while permitiing interest and profit repatriaticn on private
cozmercial locn; and direct foreign investment, Zgypt had very little capital to
ploughback. The large lancholders,who held a disproportionate amount of total
land,spent their income on conspicious expenditure rather than on industry. Sirul-
tanecus to these events, & population explosion was taldng place. Ezypt which was
& labor=short sconomy even as late as 19CO became a labour surplus cne. The land-
men ratic began to attain crisis progortions. Social tension and the anti-colonial
spirit of the times combined to form & situation whick culminated in the Revalution
of 1952.

4eorerolaty N4 %

The Revolution Lad a simple snd zefinise scononic programre and 4le
political will to carry it through. FPForemost o7 its aims was lana refor:,
legislation for which was introduced within six acnths of the Revolution.

The land Reform law sought to remedy a situation iz which the richest, some 2CCO of
them, owned X% of the land, and the poorest, some two million, 13%.

The creation of new land was the second obiective. Long-shelved plans Zor the
Asswan Tigh Dat were reactivated, Wesiern foreiin aszsistance was 3ouzht. dnexn tnis was
refused, the Suez Canal was nationalised in the argulens that its revenues would
now finance the Dam. The British and French rescted over the maticralisation resulting
in the 1956 War but not only *he Canal stayed Zgyptian but tie Government sequestered
all 3ritish and French industrial interests and property.

This facilitated the third objective of the Revolution which was to rapidly
industrialise the country through large public sector investment. In 1961, the
Government nationalised practically all private industry, trade and banking. MNational
plagning charted out a diversified vath and Zgypt began to develop on the basis of
self-help. Some 200 Public Sector Co-opsrations were formed. Zowever, till 197%,
Jrogress was uneven. 7Two Wars were fought between 1961 and 1974 and subsiantial
resources were directed to military needs.
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Iz 1976, Sgyot announced its Cpen Door Policy making possidle large izputs
of foreigm technology snd investzent. In 1977, Igyrt initiated peace talxs with
Isrsel and ir 157G & treaty of jesce was signed between tie countries.

SCONOMIC AND INDUSTRIAL ENVIRCIMENT

The cbjective here is tc provide some genersl dackground on the current
economic-industrial situation in Sgypt sc that the 'transfer of technology envi-
ronmeat® (Section IV) can be seen in perspective. However, it is extremely difficult,
if not impossible, to obtain either comprerernsive or consistent economic and indus-
trisl data on Zgypt because of well-reccgnised inadecuate information systess and
lack of inter-Xizisterial Co-ordination.

Tor the purpose of this Report, it would be suificient il a seri-guantitative
understanding of the environment could de achieved. This slone is attempted in the
fellowing discussion.

The GNP of Zgypt (at market :trices) has sacwn tze following trend:

./
re W T ™
U‘t'.i\.: P
R —

1572 1974 1675 1576
377844 4084,9 471245 567549

(Price base ret ikzown)

The GNP in 1976 stocd st 4519 'M,L.E. distribvuted as follows:
Lt

s . -
Tndt: MieneZe
A

Agriculture 1327 - 28,4 4
Industrial Froduction £05 - 7.3 7%
Tectricity 35 & 1e2 % <
Fetroleun 8 - b2 %
Construction 200 - Lk,5%
Distribution 3ector B7€ = 19.4 %
Services Sector w2 - _23.5%
ks19 100 %

{(Price base not “nown)

w
2/ 13 = idllion; L.Z. = Egyptian Pounds.
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The %2tal invesinant expenditure iz 1375 was as follisws:

Industry, petroleum and ainerals
Agriculture and irrigation
Transportation and ceommication
Electricity

Housing and comstruction
Services sestor

Unit: \Helo3e
56
>0
198
27
57
103

731

The distribution of GDP between the public and private sectors, in 1975,

H

Public sector 53.2% of GDP
Private sector 46.5% of GDP

In 1974, exports and imports were as follows:

Exports 594.3 XK L.E.
I»Qrt‘ 9@01 M L.E.

The composition of imports in 1974 was:

Fuel

Raw materials
Intermediate goods
Capital goods
Consuner goods

23.5 2.6%
294.0 31.5% *
315.3 34.3%
124.5 13.5%
161.3 17.7%
920.1 100,04

(» wneat 238.0 XM L.Z.)

Five main components of "intermediate goods” were:

Greases, fats and oils

Organic and inorganic substances
Fertilizers

Sawn timber

Iron bars, reimforcing iron, etc.

Unit s MM.L.“':-

46.3
a1.7
29.3
25.4

22,5
171.2




-3 -

2gypt's 1374 exports wers constituted of:

Fusls

Raw cotton

Raw paterials

Seai finished goods
Finisked products

8.5%
47.0%
6.55
14.4%
3.8%

100.0%

Since Egypt's export earnings through cotton and cotton fakrics is
substantial and importamt, She following figures for 1975 ars presented:

Cotton exports

Cotton yarn

- Cotton woven

Other cotton processed

constituting 54% of all exports.

Unit: e De
IW.T
162.4
221.4

93.7

ERR———

848.2

To obtain an idea o7 the level of preduction of certain producis in
Egypt, the following information for 1974 is presented:

Crude oil production
Iron ore

Cotton ysrn

Rayon

Passenger cars
Agriculiural tracters
Steel reinforcing bars
TV sets

Refrigerators
Fertilizers

Writing paper

Washing sosp

Sugar

Cenent

649 million tous
1.3 " ”
179,000 tons
5,300 "

9,600 units
1,260 v
282,000 tons
€3,000 units
55,000 *
100,000 tons (N)
30,000 tons
570,000 tons
576,000 tons
3,200,000 tons

Egypt's direction of trade is as follows (1974) s




ports (1)  Sxeosts()

Aradb comniries 8.2 Te2

East Europe 25.0 £3.8

West Iurope 35.8 13.9

Asia 4.0 15.7 !
Africa 0.8 0.7 .
American countries 18.6 1.5

Elscvhere 9.6 0.1 .

100,0% 100.0%

No consistent data is svailable on Egypt's growth rate. It is estimated
that in the second half of the 508 GDP grew at 5.5% per year (constant prices),
6.0% during 1960-65 and slowed theresfter. Since the 'Cpen door pelicy’

(1973) the rate is currently estimated at 9=10% per anmum (GDP).

The per capits income in 1974 was 100 L.E.

It is estinated by Goverameat that thers are "some” 200 principal public
sector firms in the industrial sector producing 65% of the country's ]
manufactured goods. It is also estimated that there are some 15,000 szall
establiskments to the privete sector.

It is estinzated by the Covernment that the private sector industry has
invested approximately 300 millicm L2 in the period 1976-80 mostly in food
processing and textiles. )

The following is illustrstive of the growth in the production of ihe
private and public sectors (uwholly Egyptian capital) between 1970=77.

Public Sector Private Sector
1970 983 W L.2. 333 M L.Z.
1977 1990 793 38 L.E.

The production break up of the private (wholly Egyptian) sector inm 1976
was a8 follows (value terms):

Textiles 25.2% v
Foodstuffs 2.9
Chemicals 9.0% .
Sngineering 8.7%
Wood and lesther 30.3%

Building saterials g.ﬁo
' ) 100,0%
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.The nunber of private sector projects approved %y the Ceneral
Crganization for Industrialization (GOFI) in tae pericd 1974-77 is as

follows:
Jo.cf Proiecis Av.Cadital ser 2rsiect
1974 338 19,100 L.E.
1975 740 67,100 L.E.
1976 633 94,800 L.Z.
1977 s 107,000 L.=.

The total number of workers in the private indusirial Igyptian sectoer
was estimated in 1977 tc be about 2100C. Jggrigate labour exployment in
Egypt is divided ecually between the pudlic and private sectors. -
The Joint venture sector is the most dymamic in the currsnt economy.
A8 of mid 1979 the Ceneral Aiuthority for Investment (CAFI) had approved
1006 projects in Egypt, ‘inland’ and 'free zcne'. The following is illustrative

of trends:
Inland projec:s 678 aumbers
Free zone projects 328 v
1006 numbers
Ialend projects:
Manufactwring @ 285 muzvers
Non-manufaciuring: 93 00w

(tourism, investment,
baniing, contracting etc)
6756 numbers
Capital distrivution (inland projecis) is as follows:

que v =
$t: 1ol LeZe

Local Canital Foreign Cadital
Manufactwring 282,598 284,210
Non-samufacturing 495,505 812,79
778,183 1,157,002

Joint venture manufacturing interests (inland) are districuted as follows
(mid 1979):
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Jumoer Total invesinen®
Textiles 14 S79 2! L.2.
Food and teverage 19 43
Chemical 23 56 n
Wood products 5 12 n»
Building paterials 17 20¢ »
Ketallurgical ) 17 n
Fharnaceutical 3 4 "
Mining and Petroleun 3 2 " -
Engineering 10 §2 o
103 s8r »

1 3 P Y

Bgypt's current sconmcnic and indusirial polizies are geared <o the year
2000, Thus, the juantitasive targets of this outpost year wouii te relavan<:
Per capita GDP increase -~ 4 fold over 1375 from 100 LE to 490 LE
(1975 prices)

Population = 67 million compared to 37.2 milliom in 197%
Total investoent -
1575 = 2000 - 275 hillion US dollars

from 4519 3! LE (1975) %o 31083 M LE (2000)
at 1975 prices

GDP increase -

Skare of agriculiural

income in CDP = from 29.4% in 1975 to 3.4 ¢ ia 2000
\ Share of industrial
; income in GDP - from 17.2% in 1975 to 22.5% in 2000

Share of services - from 23.5% of GDP 40 40.%#
) The main foreign exchange sowrzes of the economy are: * <

¢ | Suez Canal Revenues: 600 ¥ L.E. (1979)

‘ Petroleum Exports: 1350 MM L.2. (1379)

Touriss 650 ¥4 L.2. (1979)

General Exports 600 ¥ L.Z. (137%)

Remittances from over—

seas Egyptians 2000 MM L.E. (e8t.1979)

5200 M Ll.E.

#* The Eggtian Cazette Febr,12,1980
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The puklic zecticr iominates thes production sectsr of Egyst,
zanufacsuring capital, interzediate ani consumer goods (3urssle
and mon durssls). MNost of the producsion facilities are
outnoded and thus the 13758-32 national dlan allccates very cigh srisrity
to the rehavilitation and modermization of as many as 115 of the 200
public sector plants. The plan also accords high priority to the house
vuilding sector and civil iafrastructure (bridges, roads, etc). Eowever,
Egypt's Helwan Steesl Complex and the public sector cement plants, are
unable to meet demands for btuilding materials and bence very susstantial
iaports are necessary. iltaough long established, and iomense in size,
the 'value—edded' in these enterprises is quite small, heavy reliance
being placed oz imports. Thus, Nasr Automobiles is essentially an
asseably plant for passenger cars. The lack of sikilled faciory labour
and construction labour =who have migrated to the oil.rich irab States -
delays construction as well as the efficient working of plants. Jigain,
the lack of modern managedent 'technology’ leads to excessive finished
product inventories which adversely affects profitability and 'ploughback’.

There is comspicuous absence of private sector indusirial activity,
particulerly in large snd oedium size units. In the last three or four
years, under the open door policy, a few small uniis have develoved but in
low value—adding indusiries as soft drinks and plastics conversion units.

There are some 15000 very small uniis in 'industry' in estadlishments
eaploying less than 10 persons. They are in areas as wood aad metal fuwrniture,
printing, wearing apparel, irom smithy, auto repair, etc.

Likewise, there is little of TC favestment in Zgypt with the private
sector. TNCs are predominantly associated with the public sector ia joint
ventures., Even 8o, i is estimated that less than 10% of TNC (and foreign)
investment is in industrial production. Eowever, both Govermment and foreign
firms are looking towards the development of a private sector in Zgypt.

The International Mometary Fund is willing to make loans available to
private sector firms if they can usefully employ large foreign exchange
inputs,

The U.S. Agency for Intmrmational Development, the iorld Bank, the ZZC
countries are equally willing to fund Egyptian industrial development but
cwrrently most of the funds are being diverted to the econcmic infrassructure.




while Egyptian capital iz joint vetures is increasing, the position
at the end of 30 June 1379 indicates foreign iateresis conirolling 85%
of equity capital (Scurce: The General iuthority for Invesiment and )
Free Zones). Ais stated earlier, most of tbe foreign inveszent is ia
non industrial areas (tourism projects, jnvestment companies, contracting

projects, housing projects. etc).




GOVIRMMENTAL ADMINISTRATION

The Arad Republic of Sgypt has a republican form of goverasent im which the
chief of state is the President of the Republic. The Presideat is the nation's :zniaz?
executive officer and the cccmandar-iz-chief of its armed forses. He appoizts
one or aore vice presidents. He also appoints the Prime Minister who is consulted
on the Presideat's sslection I cadinet ainisters. The Fresident also appeints the
governors who administer 3Sgypt's 25 governorstes.

The President is nominated by Parliament and elected in a national plediscite
102 f-year terz. The cabinet is headed Dy the Prise Mimister, who appoints deputy
prize sinisters to supervise groups of Ministers under them. The latter are
organized by area of specislization. In 1977, for exaample, there were five deputy
prime ainisters for:iconomic Affairs, Social Development and Services, Foreign
Affairs, war and Military Productiom, Zleetricity and Energy.

The Legal Systes

Zgypt's legel systes, vhich is modeled on that of France, includes lower,
upper, appeal and supreme courts of justice. Even should foreign laws apply,
Egyptiaa courts have jurisdiction in all cases involving Zgyotian parties.

The Egyptian judiciary has preserved a great deal of integrity and inde-
pendence over the years. Judges cannot e forcibly retirsd, and they are subject
only to the ruliangs of the Supreae Constitutional Court.

Zgypt's Civil, Commercial and Crizizal Laws are modeled or French lLaw. Ismic'
conventions only apply to 'social laws' (Inheritance, sarriage, divorce, etc.).

Zgypt is a Deaber and signatory to Paris Conpvention (1939) oo Izdustrisl Property,
WIPC and the Patent Co-operation Treaty (PCT). 3gypt has an exasining system and
patents are valid for 15 years and Industrial Designs 10 years. The Patent office
is affiliated to the Academy of Scieatific Research and Techaology.

Likewise, Egypt is a member of interzationsl conveations oo trademarks. The
Trademarks Registry is under the Supervision of the Ministry of Comzerce.

{



Rlacesest of the ¥ipistry of Ipdustry

Figure I illustrates the placeasnt of the Mimistry of Industry iz the
general framewerk of Geveramental administration. The figure alsc indicates
the place=zent of two key eorganizations which are associated wvith transfers of
teeknology: (1) the Genersl Crgsnization for Industrialization (GOFI) and
(2) the General Authority for Poreign Investmen: azi Pree Zone (GAFT,
for short).

123 Public Sector Cospanies report to the Ministry of Industry, 77 to other
Rinistries.

e tion lisation (GCFI}

GOFI is a successor crganization to the General Organization for the Exacusion
of the Five-Year Iadustrial Programse and was established in 1958. It is a body
with & juridical status and has a 3oard of Directors whose Chairzan is the Minister
of Industry and Mineral Wealth. It is situated in the Ministry of Industry. The
day-to-day operations of the Crganization is directed by the Ceputy Chairman of
the 3oard (presently, ing. Ibrahim Mohaned Sharkass). 3y the definition of itis
fanctions, (which are presented below) it would appear &s solely a yromotional
and advisory body. However, in practice, it has been delegated authority by the
Mizistry of Iandustry to take executive decisions in matter of issuiang Industrial
Licenses (see 3ection III), exercisizg inport control, etc. GCFI essentially is
concerned with products and services tiat come witkin the jurisdiction of the
Ministry of Industry.

The Crganization structure of GOFI is presented in Figure II,

GOPI employs 1300 persons of which 3CO are engineers, tecanicians apd
comzercial staff,

The functions :hat GCFI perform are listed below:

1, Formulation of izdustrial development plans and defining industrialization
policies, to serve the public and private Zgyptiar sectors, as well as the
Joint Venture Sector.

2+ Collecting data concerning industrial production snd assistance in the
dissesination of information on technical and technological innovations
and knowehow,

e
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Examining the most efficieant utilization of new and existing industrial
capacities and assistance in solving techanical and technological probleas. |

Iderntification of investaent odportunities based on available local and
natural resources.

Carrying out pre-investment and feasibility studies of industrial projects.

Participation in negotiating and coneluding agreezents on technical and
economic co-operation and obtaining external financing for industrial
development with international orgenizations, foreign governazents, arnd
private enterprises.

Studying applications submitted by Aradb and Foreign investors to tae General
Authority for Arab and Foreign Investzent and Free Zomes for establishment
of industrial joint ventures apd giving recommendations as regards the
viability of the proposals within Zgypt's social and economic targets,

Sxamining applications submitted to the Ministry of Indusiry for obtaining

of Licenses for establishing or expanding naticzal industrial private eater-
prises. GOFl's recocmendations are given in the light of certain consideratiozn
of the intermal econocmic situation ard the need of local consumption and exports.

Participation, with concerned companies, in preparing specifications and general
terss of tendering and in the conclusion of contracts for delivery of machinery,
equipsent, accessories and spares as well as know-how aad technical assistance
for the establishaent. Renewal or expansion of industrial projects to ensure
the sost favourable contract terms.

Followeup implementation of industrial projects.

Promoting local maaufacture of machinery and equipment through control of (
import requests to exclude items for which established local industries can
serve the sase purpose.

Promotion of industrial design in the mechanical, electrical and electronmic
fields through two specialized centres serving the above activities.




General Authority for Invegtaent and Free Zones (3AFI)

GAFI is an autoncsous body vith a Beard of Directors, vhose Chairman is
the Minister of icomomy and Zconomic Co-operation (see figure I). It was created
as a body with juridical persomality by a Decree of the Presidemt of the Republic.
GOF1 is represented on the Board of the Authority.

Law 43 of 1974 (see Section III) defines the authority of GAFI . GAFI is
responsidle for the approval of all foreign investazent in Egypt, the promotios,
approval and support of Joint-Veatures and the approval aad mansgezeat of Free
Zone Projects (both Public and Private Free Zomes). It is also the body which has
the authority to approve the statutes of Joint-Venture Companies.

The basic Organization Structure of GAFl is presented in Figure III.
The routine functions of GAFI are:

1« To prepare lists covering the types of activities and projects in which
foreign capital is invited to participate in Zgypt.

2. To review investaent applications.
3+ To register incoming capital.
4. To approve remmittances of get profits of companies ipprcnd oy GAFI.

S« To facilitate procurement of perzits necessary for executing projects
where foreign investment is iavolved).

GAFI has & vast scope of responsibility since foreign investment (includirg
Arsb investaent) in all sectors is controlled by the organization. Industry,
banking, investaent companies service companies (as insurance), tourism, reclamation
of bazgen land, etc. would all come within the azbit of GAFI's responsibility.

Acadeny for Scientific Research and Technology (ASRT)

ASRT is the focal body in Zgypt for scientific and technological research, It
was constituted by Presidential Decree in 1971. Its President has Ministerial rank
and direct access to the President of the Republic, The Acadesy has a Council, a
Council's Bureau, a Technology Secretariat and 16 specialised Research Councils
¢pvering 80 research organizations and centres.
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A mumter of autonomous science and technology institutions are affiliated
to the Academy - as the National Research Council (14 research divisions, 40
laboratories), Agricultural Research Centre (14 institutioms), the Nationsl
Institute of Standards, the Patent Office of Egypt, the Atomic Znergy Establishment,
the National Informstion and Docuxentation Cantre, Petroleum Research Institute,
Engineering and Industrial Design Development Centre (EIDIC), etc., "

Its priority areas of research are food and agriculture; construction; heslth
and enviroament and natural resources. -

Its basic functions are:

« to support scientific research directed to solution of nstional probless;

to encoursge application of modern technology to econcaic and social
development;

= to encourage strong linkages at the national level among scientific and
technologicel organizations; and

= to coe-ordinate and participste in scientific and technological research
and in dessecination of inforaation on modern technologies.
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SECTICY III: PCLICY CCNSIDERATIONS

TEANSTZER OF TICENCLOGY =EXVIRONMENT

extert: of industrialisation. Its present attitude with
regard to foreign technclogy and invesizment is largzely bzsed
on the need to resiructure its economy so that Egyvrt ca

squarely face the needs of it

O]

exrloding vorulaticn.

=
=

ot currently has a deficiency of acdeqguate pclicies and
instruments to carry cut its rnev progracmes. The legzzcies
of many rast policies azd actions are very trczinent in the

present indusitrial scene which the Gevernment recuirzs <o

In this Repert, recommerndaticns are made Zor new policies so
as to orient transfers cf t2chnology in directions desired
by the Government., These pelicies, however, must take into

account others that nave prevailed in the rpast, their

'l

strengths and weaimesses, as well as the ir

el

act theyv have

hai on economric, socizl znd industrial structures and develormen

Thus a suick review of +his period will be very useful and
will provide the background and ra<ionale for the Findings

of this Rerpcrt.

The develorment of Egvp%t's industry since the Revolution o?f

1952 can te studied with some rerspective and convenience by

cnsidering its evelution, or placement, in three time periods:

<.
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(1) tha*t zetween 109¢2-6C beore wide-sprezd natiornzlisation
¢f business zné industry (2) that zeiween 1960-1371 when the
Putlic Sectcr became thre viritual owner of all irndustrizl and
business assets ani the prime ané sole encgine ¢f raticnal

economic and indusirial grewsh, and (3) the post 1871 period

vhen foreign investment and moderm techncloay zre keing

rromcted, 2lcng with rrivate secter cevelopment, for rarid
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and trede were in the zrivate sectcr, znéd Sgrriian-contrellad
industries as tzose 0f thne MISE Grouz ané the ‘itboud e mTire’,

cc-existed and competed vwith foreigrn-conirolled ccrmranies

fereign ewchange controls. Custcms tarriff tarriers were
vossitly the only determinants as tc what manufzcturing activiciss

uld be feasitle in the countrv.

Egyrt's povulation was yet “o exrlode and agriculture was atle
t¢ absoro the lator Jorce, Wwith Egvrt being traditionally
rrogregsive in sceial policies azs healsn, education and

housing, a lov rate of econcmic and industrial growik was not

a menacing factor. 3Zven though, by <he mid 50s foreign exchange

centrols vere introduced, industrialiszzion continued to bve tardy.
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cf cotton, tourisz,e Lol v W

iradeguate to finance large industrial veniures since

agricultural projects, as the Zigh Aswan Dam, placed cajor

demands on resources. The Ezvritian private secter, cor foreigm

investors, wer2 nct Icrihceoming ernoush $0 take the place o¢f
putlic secter investment. This paved trhe way for the
Government to na‘ticnalise tanks, insurance ccr-ranies, lzrge
trading houses and prazcticallyv 2ll industriel urnits, foreiaen

and dorestic.

giant ZPuklic Sector hoth in
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very sza2ll units
or in the Goverrment Sector. Nazticnal Plans acguired greszter

meaning., Where fcreign finencing was required, Egrvrt's

rolicy was to accept unceonditional foreigr aid or urconditiconzsl

fereign loans., Technclogicel relizsnce tegan to shifs 4o
USSR and countries cf the Zastern 3loc. Simultarneously,

industry tegan to cdepend on local institutions for technical

assistance., A coroprehersive techrnical-resezrch infrastructure

began to take shape.

.

However, progress was uneven in the 1960-1971 period. The
1967 war saw the destruction of substantial preperty,
includirg industrial facili<iesg, Military needs usurped the

resources needed by industry., While industrial czravilisty

grew (the human infrasiructure) assets growih wae stemred.

-



n
t

Laws 156 and 475 centinued to be in force during the

verici but meazre foreism invesiment was ferthooming.

After the 1967 War, the Govermment liberalised its attitude
to the private secter. ILaw 21 (of 1958) which was ccn-
ceived cn a prcmoticnal tias, dbut whick was adr-inistered

orn 2 discrimrinatcry * basis in the 60s to favour the
diversion of resources to the Public Sector, reverted to
its initial bias. 4 new law 32 (of 1966) was introduced

to enlarge score Ior jeint-ventures but it was adrwinisiere
to the advantage ¢f the Fublic Sector. 32ven so, it c¢cnly

Grew foreign investment in pharrmaceuticals

)

nd re<roleun,

Tre entire nationzl and indus®trizl scene ras undergone a
'sea change' since 1¢71. In Septexbder 1971, Zgyrt adosted
a new Corstituticn., Articles 22, 34, 35 ané 36 recognised
that the State will rrovide protection to private Trogerty.
The Comnstitution provided safeguards agzinst secuestration,
nationalisation and confiscation ¢f z2ssets. The Surreme
Ccnstitution Court was formed to judge constitutionality of

laws ané regulations.

The 'First foreign investment law', Law 65/1971, concerning

i
investments ¢0f Arzt funds was enacted, wnile earliier laws

defining 'foreign investment', in general, remzined on
the statutes., This lLaw foreshadoved Law 43 of 1974. ,
L "General Autherity fcor Investment of Arad Funds and Free

Zones" was creazed. The law permitted, on a scmewhat

* Industrial activities in +the Privete Ssctcr" GCFI Repcrt,
Augus% 1678 (Prepared ty Deputy Chairran's Technical
Office)
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ressrict2d basis, the rezairiation 9f capital btut trovided
suarantees azainst seguestrztion, nationzlisation and

exprorriation excert <hrouzh judical processes.

In 1973 the Government recognised ané instituticralised the
'varallel fcreign exchange meriet' (Decree 422 cf 1873) so
that Esvptians living abreocad cculd freely utilise their large

foreign funds for the creaticn of Egyrtizn =2ssets. This hnas

now become 2 maicr channel for oprivazte gectcr trale arnd

"t

irdustrv.

1973 also szw +the tresentation of the 'Octover fzper' waich
ernurcizted 2gyrt's plans t¢ provide liverzl means for the
rarticivaticn Argzb ané Fereizm Caznital in 3gvri's economic
development. A nationzl Refererdum (May 15, 1574) endcrsed |

zdditicnal incentives.

Ecvpt's Cpen DJoor Policy (Oztober FPaver) anncunced the Zcillowing
obiectives:

2) acceleration ¢f econocic growth

b) decentralisation c¢f decision-making in state-owned enterrrises

¢) Liveralisation  of private sector activity in ‘echnologv
and investment

d) creation of infrastructure to absors tke thrus<s of
eccnoeric development,

e) incentives to s+tirulate foreign 2nd loczal invesiment

ry
~—

resharing of Gevernzment's own investment rolicies.
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Law 4% ¢f 1874, For a de

ty

ired set ¢f orolfsctis, cors

cornitridutive in terms ¢f the naticn's sccic-esconcmic Iintersscts
and natiocnal zians, the lLaw Jacilitates Zree inflow of fereign
and Arab cerital (including those of Zzvptians cdemiciled 2troad)
corferring crn it substantisl privilises, guarantees and
exe:pfions. Foreign carital is ellowed to particirate in

'injand' and 'Free Zone
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wrick “here is scme Zgvrtiezn carnisal. However, 10C% ownershic

: T3 £ 3 : y ES TR W14 3y
ital in foreigr hands is feasitle if ip public interest,

invested carisal. The lavw also permiis a foreisn ccmrany %o
ourchase, with fcreizgr currencr, stock in an existing Ezgvrtian
cczrany. 'Snecial Frioritv' is given to proiects which will
ircrease exporis, encourage tourisc, reduce import of basic

commodities and

xpertise or

Priviliges accorded to 'inland' jocint-venture projects are

',.J

iteral imperts cf macrinery, envipmen?, materials and srares
withou% irpert license (tut on condition of inspecticn), freedem

fror Govermment scrutinv of tenders and %ernder selection

(otherwise reouired by law), tax-holiday on prefits etc.




in the zrivate sector, without having to suiscrize ¢

formali+ties otherwise grrlicakle *¢ Tubklic sectsr Troscts.
Law 32 of 1677 amended Law 4% sc as to liberalise it fursher

and provide greaisr incentive 3o Ioreign capizal. Izperiantly:
(a) customs duties on czpitzl ecuirment imrorts cculd e

0f the Board' (GAFI) (v) cexr=zin

o
3

xerzted by the 'authorit
rrovigicns of Law &3 were extenied $o ZTorntian nasicnals and
ritration was extendéed to cover a2 _zrger azrit of
petential conflice,

Other lazws have followed %0 enhance <the rcle of the Egrziian

orivats sector and give tc it incentives., Imporiznt among

themr are laweg 86/1674, 137/1374 and 118/1¢75. Breadly

P - - == -, 3 ‘ ; ; - e e
TaesSe aws &..L0W Trné Trivazte SecTor TC inrert LTS rec_uire:e:ts

rationzl irdustrizl develorment rlans, froz taxaticn*,
In crier ¢tc proviie an infcrrmation tase, Law 24 ¢cf 1877 was
enacted, Thris rescuires all firzs, including icint-ventures,

which are sngaged in indus<irv, to velunterily register

" .

themselves with the Industrizal Registry. TFailure 4o register

deprives the firms from any forr of Governmental assistarce,
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~ig Secter comzanies, the creaticn ¢l a2 ‘scle ccxretant

gregter safeguards prcvided in zpanding Law 32 for fcreigm
investzert, the 'facilitezting laws' Scr rrivate erlertrise,
end <tre 'varallel' foreisn-exchange rmechznisg, 21l strerngihened

by the Feace Traatv with Isrzel, nave combined %o zive grest

- > % X ~ y - < -
Revenues Ifrcz the 3Suez Carzl Luthoritr, tourism, e-rterses ¢f
. - . - - - . . > - -
etroleum, . cotiton and textiles, ani rerxzitrigticrn of cavitzl
= 4 . s
by cversezs Zgrttiansiare groving a2t 2 surstzntizl rzcte,

tutsstressed by U.S. AID, loans Zrom Werld Bank, IIF zné Z3C.

Trese navs 2lsc cffset declirnes in 2id o<herwige flovins frem

On the setit side, there is great need for reccenstruction of

faectcries which were damaged in the Wars of 1967 an

[¢ B
..J
0

v -
\S_|
-

anéd the rehnatijitation of plants, costly in the Fublic
which are exnloying antisuveted machinerr and technclogy.
Trere ig also der trazted need for <the develozrent of an

orgznic ané petro-chemicals country wnich is virtually non-

existent. Zgvpt, while a sutstan+tial nroducer cf steel,

uririum ete. cannot meet its local resuirements angd
crt t0 imports to ceet its large deficiencies,
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Zgvpt's menufzcturing industiries are rot sufficiently
vack-integrated. And the tarilfs situation is such that there

is little incentive for it tc take place. Therefore, substantial
varts of its automotive and consumer durables indusiries are

essentially asserbly czerzticns, with very low value-additicn.

Liberal grants of izport licenses for joint-venture vrojects,
combined with the izperis zade through the parallel Ifcreigm

) b - -

arzet, rave azlsc induced z situaticn wheretry large

(1]

xchange

13)

3

idle capacity is cr2azed in otherwise viatle

ot

Agzin, for many of the fzctors enlisted a2bove, the lzrge

sdncation and *ecrnizal/

technelegiczl preficiency, there z2s teen a 'brain drain',

country, very largely in the cil-rich Arat Siztes, This

nas caused z very significant shortzge of skzilled rersornel.

for Zgyptian industry. Furthermcre, the Public Sector- where Q
the bulk of industry is situated - ig unable to draw upon !
existing skills hecause werking cenditions, scope for

advancemert and salarv levels in cormzeting rrivate sector

joint-venture prcjects are far more attrzctive,

t"
'

argely for <he hist
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al reasens cited, Zgvet

of adezuate policy instruzents to carry out it
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t is well recognised, Jor examrnle, that because




recranisms, its infeorzation svstem is urdarievelcs

eads to conili £ the econonic
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situation and its pericrmance. There is no dz2tz tzse c¢n

industry which can be used for market s+tudies. Likewise, in
the area of transfer of technology and foreiar invesiment, .
there zre orly irnfermal swrsterms of infeorma<icn registraticn.
Tor 1ilus:ration, availatle 4272 is s0 scznty that it is nct

possitle to even roushly assess what imnact rresert Jlcows of

-

-

technoclogy ané investiment zre having on the industrialisation

. 3 * < ps ¢
0f the country or cn its Tazlance ¢of vavments.

uzlitztively, ncwever, <he overall ne: vesition of the irdustrvy

S

ané econony must te viswed z2s ¢rtizistic., In terms of

techrnolegy transfer, 2 viatle situasticrn exists, There are no
entrenched rrassure grours., Transna<iconal corperz<icns, while
tney are veginning TC enter irdustrr in 2 lzrge war, dc¢ naot

ncw nave a loczl 'tressnce' ¢or lobbtyving cower. Similarly, there

concentraticns o eccnomis power in rrivate sector lndustry,
there teing very few large rrivate firms. There is 2130 -

conspicuous absence of lahour »rehlams in the form of 4rade
union asgitaticn, And finally, all kevy nzticnal rescurces, as

~

retroleuz or minerals, are whelly in ths nands ¢f G

4

cvernzent,
outside cf power tlocs ag the Ara% 0il cartel cr <ne TIiCs.
A brecad implication of the ahove descrived environment is thnis:

if Zzvet can devise forthwith corprshensive policy instruments

for the proper channelling of foreign technology ané investzent,




e a2kle to rursue i%s sccig-eccnczmic
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orisctives withcut having to vass through thcse thases,

snccuntered bv other develoving countries, where enirenched

3 3 1 $ s Apvre” - T~ .
rlans of -balanced industrizl deve.crzent, J£rIT S
T3 3 - 2 3 3 - -3 -
pclicy instruments have, Ilndeed, 1O create TWC entlire secTors

. - L. L. £y - K & ow
cf irdusitrial sctiviiy: (2, a lzrgs-units' private sectcr

P et = - = 1 ~ . .
0f free-standiing Egvrtizn-ccnirelled enteririzes which can

Al

- e B 3 ! -y e -
sutsidies* and (b) a small-units' privaie-sscicr, using
Ll Savm A T <
techniguss of moderm inmdustry (see seczion ) surzeriing,
% - pa - - - ~ - -~ b
irteriinking z2néd drawing strensth Ircr Industry znl zgricu—ture.

~ - - q - - - ' 1 I3 v 3 )
Cre ¢f the strange anomzliies of Zgyst's new pelicies is ihat

Zer
ing+i+*y+ionzal recharigrmsg - nor i +hare 3 clezr TCliovy
ingltliutlicnal recenarliscs nor 1s tTnere z cLlear DCLLlY as
v

{28 Law 43) tc 2%firacst ansi smrnlav +them. This is a glaring lacuna

.

which needs to te urgently radressed. It is to be ncted that
one of the majcr pronlexs $hat developing couniries as India,

Mexico, Argentina and the Repurlic of Korez - have faced

'_A
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vy
{n
(¢
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0

%¢ tunpackage! transfers of <achnolegy sc that sachnclogy can

* Thus reverting, for exarrle, t¢c <he in

de
MI3R Grour c¢f en%erprrises in the pre-1960Cs,




flow in divestad from investmeni. Withcut a varallel
incentive mechanism for direct transfers of techknologyw,
Iaw 43 would indeed in the znomalous pesiticn of having

institutionalised 'vackaging'!

On the other hand, the icirt-venture instrument appears to b

(]

adrminigtered without errhasis being placed on a desired Torm
of 'packaging' (in the context of Egypt)- that is, the

acocmraniment of managerizl systems and neshodology.

This lacuna aZain needs to be remedied.
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REVIEW CF CURRZHT SYSTIMS CF rXCy=CT/TSCEICLOGY/LICIKNSE
AFPRAISAL AND ATZPROVAL

1)

L
w

v
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[4

e - . s . - ,
was adorted a Zecentraliged svstex for the aprroval

¢f industrizl menufacturing rprojects. &Lrpreval sutherity Iis

distributed among severzl Ministries and zutonczous or-
Zanizaticns. 2zch manufacturing unit cust obtzin the avxrroval

the authority which has jurisdiction over the troncsed

field of zctivisy.

e im o e e - L . . .
wnile <he Ministry of Industrv is the mest predcminent

- : L - .

crganisaticn for the supervision ¢f industrizl agcziviiy, it shares

<he overall responsitiliszy wiih Minisiries of Health, Housing,

e -y = -4 A % - - T “ - e d dm
Hilitery rroducticn, Agriculture, restroleun etg and with

o

i - & - 5 O™ ~ A —-
the Generzl Autherisy Zor Invesiment and Free Zcnes (G-FI)

s Lo
zre autenczcus vodies with separate Boazrds of
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of GOFI is with the Chairman of the Ministrv cf Indus<ry

anéd lMineral Wealth. 1In terms of zroject apvrovals, Gafl is
the "prevailing authority" in resvect of jeint-veniures,

ree Zone projects and foreign investment. GOFI, on the o<kher
hané, is essentially ean advisory noiv in respect of rprojec
approvals to which the Minietry of Industryv has delegated

executive authority in scre srecific areas,
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The 2perzisgl and zvuroval of indusirial projects tzake

2 comrlex shape in Zgyct as it hes adorted, on the crne
hand, a decentralised sysiter Jor aprrovzls, znd on the
other, a multi-agency syvstex for appraisal. At <he

same tize, there are 2lso certain sharp differentiatiorns
irp the methodology applied to three sectors of industrizl
activity: (1) the Zgvptian Private Secter (2) the Joins

Venture Sector (with public or rrivate cazpital) ard

"

(3) tke Public Sector. TFurther, arproval authcris;
each ¢f these sectors is either contrelled by sevarzte
laws or by a lezzl zdministration zrocecure derived

-

from sets ¢f law.

. To give perspective to project licensing, and to aveid
detraction from detail, the following classification

is first provided:

1
i

Private Sector Proiects /

Private sector manufacituring projects, with wholly

Egvptian caritzal, are controlled by Law 21 of 1058 where -
*he *otal investment irn a project exceeds LE. 8C00.

Zach vrivate gector unit must obtain the aprroval of the
Ministrv which responds to (has the jurisdiciion over)

the proposed field of manufacture. Thus, the Ministry

0?2 Indus+trv would have jurisdiction if the prcovosed zroduct

vas an engineering item, the Ministry of Health if a

pharzaceutical, or the Ministrv of Agriculture if pesticide.




- Roadihate

v.
Y9
[}

ct

4tpproval 1is accorded in the form of an Indgustrial Licernse.
M™is would stipulatle the locasicr oI +re plant, 1ts cwner-

+o be made, i1ts s@pec ifications, zanulacturing

-
o
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czpacity, etc.

~

Law 21 reguires formalised a aprreisal of a2 propesed manulE scturing
activity for testing its economic and techrnical soundness.
Tris is done by assessing market estirates, rachirery,

produ cticnesysted trovosed 10 ne emrioyeéd, eic. The object

Tre aprroval sutnority nesd nct zlwavs to te the zody that

3u% in 2 larse rumper of cases, Vinigtries will cenid = provosed

Jeint-Venture Proiects

Taw 43 cf 1974 governs tre aprreval of projects in ~ne Zoint
ver.ture sectcr, irrespective ¢ its nature - indussry, ~and
reclamaticn, tourisz, etc. Law 43 applies %0 vosr private 2nd
gublic sectcTr sipmg, The guestion o€ the percentasg® of Zoreign

jpvestment that will make a prcject 'a joint-venture' ig not

defired ir the Law., (In the Egrptian systen, - 100% fcreizm

owned manufacturing er.teryprise will be an exce zonl
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vovWers, prcieagt leocation, ariticlas of incerzeraticn, Iits

priorits status' etc.

The zppraisal of the technical znd sccnomic scundrness of irze

proiect is usually done ty the evzluaicry desartments of

~

Ministries who havs the necessarv exztertise. Thus, a textile

'y

troject will comxe to GCFI Zor zrprazisal while trat for a

~érug will go to the Miristry cf Hezlth, Wnile GaFI will

Y, 3 - - '3 z LI
welzh suceh aporaisals, its descision power is bindirg.
- 3 : lo B ] - :
Howerer, under the charter given %o 5i7I, under Law 43, oroiect

- - : s 1e - ] T$ a4
EpTro7zLis nave to te teswted 'for the rurzpese of rez2.lslng

the cbjectives of esconcmic and social Zevelotment ..., 2nd

rrocedurs ig presencted in Figure V.
Tutlic Sector 2Zro‘=zz%s
. Whereas law 43 places the reszonsitility for aporovals of all

joint venture prcjects on GiTI, and Law 21 on resvonding
M_nis ries,for all private sector prcjiects, there is no
dompinant law controlling <the aprroval of public sector projects.
Presently, these prciects are conc
end foroulated at various poirts (GOFI, existing Fublic Sector

Comranies, Ministries, etc), and on endorserent bty the 'High

Ccuneil for the Sector' and 'General Assemtly' (situzte in




Applicant
‘wblic Sectd

-

or

Private
Sactor

Authority
o applicact

Technical
Dapt
Local
Banufacilures \
|
» Lagal
l
Bachinery
Importis
Import
Livenne
Hesearch | 1) Technology
and Appraidal Apracwong GoFl 1) Te:hnical & Beonomic Bvaluation of
Dupt of 2) Projoct Froject & appraiual of technnlogy agresment
Gdl;l Pavamator: .
| ¢ T 2 Huitaliltty to National industrial plan
l(uculuun-‘n Lion
|
i Approval
Technical GAF] of
Committes project Liwivcl
1) HStatute of Co. ( Gar1 ) approval
2) Financing honrd ® Approva
3) Porelgn  Ezxchanpe . “1‘
Gtalules
4) Poundoia Apmt

65) lwport 1icennes

Frgure Vo Schombic of appraisal approw)

procedurs for joint- venlure induatrial

project (law 43 of 1974 ) in private sector
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- 13 3 » - - l‘ < - - - »
eazh Miristry) incorrerated into Naticnel Indusirial
- - : R . - . -
Jevelopment Plan 2 ter consulisetion with the Minisstries of

Tipnance znd Planring. Incorzcrz=ion irto the Plan consZitutes

®

aprprevzl. Projects in new Fublic Sector Ccmpanies, wher

osed and endorsed, become established when a Decree

()]
o
'
2}
O
‘r3

-

y the President of the Revublic creates the new corrarny.

o

Y,

The guestion of acpraising Public Sector Projects (which
are not in joint venture) does not arise since they are
foermulated in *erms of Bzyrtian carital and naticral

- &

necessity. Highly qualified rerscnnel of Totz the srornscring

diversificaticn, a2dditicn of new prcduct, ucdarnisation cof

. s i v temas . . Ry .
vlant, or its rehabilitaticn, VWhere the cost (invesizent)

13

is relow L.2. 750,0C0, the cperatinz comtaniss can trhersel-ves
'avpraise’ the project, obtaining sanctions ¢f funds frex *h
responding Ministries, Or they can seek the z2ssistarnce of tre
Technical Department of GOFI. 'Where the investzent exceeds
L.E. 750,0C0, the role of GCFI enlarges. Project viability
rust be vetted and endorsed ov GCFI. licst often, for %krese
large trojects, both GOFI and +4he candiiaze 2n<erprise will

work together on project presentation.
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Eovwever, unier the 'Oren Docr Peliisy' and the current

’-‘
®
3,
N
pda
:D
t

haré push for incustrieslisaticn, consicderzd
tecznclozy, and from transretionels, is coming irto 2gvrt;
as aleo ratented and trard-name rrccducts. Thus, the reed
for aprraising technclcey, in ifsel®, and as reflected in

the licensing agreecent, is becorning imperiant and urgexn

There is also growing awareness that the suppiier of
tecr.rology can bYe 2iffersent from that of the surrplier of

zachinerv/ecuirrent, and hence, independerntly regotistle.

Technology avoralisal is rtresentlv 2 review of the 'shorping
1is%t' ¢f 2n apnliecant Zirm, Arrraisal invclves exarinaziion

£ the need for sach itex ¢ the shcpping iist, its relaticzn-
skit tc other items ¢ the Zist, the exazirnaczicn ¢f izport
reeds, tre analysis or review oI the specifications of

Trorcsed rew materials ani ¢of machinerr/ecuipmernt and »roducts,

kncwledge is not the majcr constituent of most zmanufacturirg
rrorcsals. =&lsc, the suprlier of the eguipzment cr technolegy

has generally not hesitated to furnish the full shozring

(B

ist since marny indus<
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with the large currernt infiux of modern technologv, Ezyp?
would nhave %0 pav consideratle zttention toth to aliernative
techanclegies and %c altermate suppliers of the elected form

of technologv. Thus, Zor examzle, it would have to first

assegs the merits and dererits of zz2iking steel via the biast-




furnace or ‘direct-reduction' rcutes, and iF the latter is

elected, tc avrraise the vest source for the technology

- v

(competing licenmsors). After such svalua<ion, Egyrt will be

n

able to tazke cdecisicns crn where it could procur
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ct
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Q
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ct

In summary, it would apoear that the technology aprraisal

erocadure ir Bgyrt has many weaknesses which need to be

— -
H

remedied.
In resvect of licensing agreements, there is nc specific law

-

or legal provision in the Egvriian systex that recuires the

8]

egistration cf agreements. ZEgually, there is ro express
provisicn in law for the evaluation of agreerents to test
their accevtavility irn the natioﬂal framewcrk. Keither at

the Naztional level nor at the Ministry level is there specific
or general documentation of arrreved c¢r negotiated licensing

centracts.

However, in testing a zazufacturing proposal for the issue of
the Industrial License (under Law 21), there is casual review
¢f the agreements acccernanying <he candidate firms arvlication.
In most cases such agreements would also cover purchases of
pachinery fromx atroad., Often, the cost of technologr would

ve included in the cost of machinery.

In calender year 1977, it is reported* that some 800 projects

were aprroved in the local private industrial sector.

*# UNCTAD Report, Acaderyv cf Scientific Research and Technolcgy,
Bwing & Eagsan Nov, 1978,

- -
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0f <these only 5 inveclved technclozy license agreexantis

-

with foreiam coopanies.

In calender year 1979, it is estimated by GOFI that it i
'revieved’' 96 agreements in the prccess of avrroving about

800 projects. Of these 87 were for the scle purchase of

Y

machinerr, 8 for the co~bined ourchase of machinery and
technclogy, and one alone involved a straight-forward
licernsing agzreement for foreigzn technoclegy. Lo data were
pade availatle to <the Censulizant on agreements reviewed

by Ministries as Eealth, Petroleux, etc. or thcse reviswed
by GAFI. In generzl discussions with GAZI it was ascertained

that no specific aprraisals cf <technolegy licen

n

i

agreements were made by them, the greater attention teing

paid to investment zgreements and 'srticles of incorporzticn’

of companies (which 2re its major responsibilities).
Registra+tion of Manufaciuring Proiecis

L trivate sector firm in ZBgyrt, with wholly Zzyptian caczital,
or a joint-venture f£irpm with foreign capital, will have to

regigter many of its activities with many todies. The Q

ct
jU]
3
®
H

o]
=

following is a listing of <the regis<trations tha

.

in effect. These are vprovided so asg 4+0 rrevent trem Irom
being agsociated with the term 'Registrv' as conventicna.lv

uged ir connection with Governmeniel avrvrovalsg of techneology .

agreemen+ts in other develoting courtrie
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1. Registration of firm in the Governorzte in which it

would have its zmanufaciuring activities.

- - -~

2. Recgistration with Indusirial Registry unier Law 24 of
1877. This registration (now getting undersay)
serves, basicallv, a stztistical purpose.

(Failure to register devrives a firm of several

. Governmental facilities as raw msterizl a;;ccation,
custom's licenses, etc). The Registration procedure
resuires tke firm te veolurmsarily discleose its owner-
ship, lozation, mzrulfzciuring casacity, prcduct

"o

=2
~ 3 - -
foreign ccllabterztion, foreion ravmernts foxr teghnolcer, ettt

3. Registration in the process of ortzining en Industrial
License under Law 21.

~
*
*u
-n
t

istration of the Cozpeny {(its incorzeration) with

2P o £ !
she IMinistrv of Commercs,

5. Xegistraticn ¢f machinerry zn

A
Ao
s oL il o - . 2 s o
with the Miris<try of law (attesta%tion of pariies to <he

0f irese registrations orlv item (5) is cptional.

It is evident from the above, <hat several techrclogv-relatad
matters, and © . aZ&reements “hereto are beirg regisg<ared,
et one voint or another, in <hke Governmenial system,
Theoretically, it should be possitle to convert cne of <he

. registration offices into a statis<ical cffice, for the

registration of agreements, technology payrents, etc.
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Jdurirg the current NMission it was not possitle ic determine
row verments of technology fees (royalty, luzmpsum, eic)

by

were being hendled cor charr ‘rat records

[t]
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were maintained by central tarks on reamittznces so made.

This lacura will have to te filled in a sutseguent mission.

The Roles of the 'Technical' zns 'Locel Fanufactures'

"

Jevartrents of GOFI in oroiect acvoraisals

]
I+ orckakly would rnot te incerrect to state that GCFI would

tveically groraise about 60-70% of 21l industrial invesixzent

in the coun*try. Aprraisals would te done not cnly fcr the
prcjects ¢ the Ministry of Industrv tut, as said ezrlier,

a2lso for theose administersd by GATPI a2nd several Ministries.

Techno—~economic appraisals c¢f subzmitted projects are
carried out by the Techniczl Depzriment of GCFI which has
several hundred engineers., The irdustries covered oy the
Technical Dervartment given in figure II.

:

The aprraisals are carried cut in the context of an informaticn
systen ccmprising of sectoral studies, nre-feasitility studies,
Naticnal FPlan estirates and the like. Irn scme cases, the
arpraisals would be for establishing projects in the Public Sector
in other cases, they may be reviews in the

context of Laws 21 or 43. Zmrhasis is largely on economic

viability and adequacy/sufficiency of machinery, raw materials,

import content, etc.
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Department, as veinted cut in Parsgrarhs2.lS and 2.20 concerms

aprrraisals of the technology to be arprlied in production

'3

svstexs. Thnere are z2lsc scome deficiencies ir <he informaticn
systex. This, however, is being remedied with the help of
UNIDO in a separate prograrmme.

-~

The ma2jor function of <he 'Loczl Hanulzc-
tures' Department is <c maxicise the use ¢f local manufacturing
facilities/comronents (tocls, dies, etc) znd local services
Zcr erection, fabricaticn, etc., This Depértment services
all industries zhnat cczme within the Minis<rv of Industry's

vurview and all industrizal rro’ects in <ke Autrnoriscy of GLFI.

Ministries of Health, ALgriculture, reitrcleum and Militaery

Dezartment acts merely as an adviscry »ody. However, for

.

all projects witkin the Ministrv of Industry's amtit, the

~ -

apprcval cf <the Devpzr<ment is obligatory.

This approval is exercised by endersing profecrma inveices
of applicants so that customs clearance can be effected.
BEffectively, the Derariment exercises import centrol.
Ferrissibility of import, however, is not merely determined
by availadle local cazacity or cazability. Time of delivery,
specifications that car be met, pricing etc are also

congidered.
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Trhe Licenginz De £ 3 +he Industrisl Li o

The Licensing Jeparimernt is a part of the GCFI admirnistrative
svstem. The Depariment is orincipally concermed with
aporovals of vrciects ip the orivate sector estatlished

with Egyptian capital. It participates as a ccropenent

of the decision-cormplex whick issues the Industrial

Licence. (See Figure IV).

The applicant for an Industrial Licence would rave alrealy
obtained location aprreovel from the Governmorzte in which he
weuld be establishing his plant. And he would have 2lso

purchased (or leased) the necessary land, which as a land

(or lease) deed he would present to the Licensing Degarstzent.

The apprlicant will also fill ocut a proforme gquesticnnezire
(application form) which will indiczte in trief his
feasivility study, raw zaterial requirement and scurces,
machinery reguirerments, import needs, Financing scheme,
product-mix anéd production, and source of technology

(know-how), if any.

The Licensirng Department then routes the application to

the concerﬁed cell of the Technical Devaritment z2nd <o the
tLocal Manufacturers' Department. Often, in endorsing a
project, the Technicel Department may set conditions under
which the project rust be ircplemented - for example:

effluent control, rroduct to meet national standards, specific
materials %o be used (if, sav, vroduct was a cooking vessel),

etc. Likewise, the 'Local Manufacturers!Depariment may set

conditions,




e

dies are then discussed

(8]

The comments of 211 screening ©

(

-

at 2 Licernsing Commitiee which {irally authcrises <he
issue of =he Industrial License. This Comzmittee,
chaireéd by a Serior Director of the Technical Depar<ment,

is comrrised of representatives Irom:

- the Minis*ries ¢of Bconemy, Standzrdisaticn and Statistics,

- Indusirizl Federation (a Govermment-irdustry grouz),
- Industrial 3axnks,

and representatives cf the Ministry of Irndusiry es:

: S T .
and, cf course, <he Licensing Depariment.

Details of 3:71's Review Frocedure

The focus in this discussion is only on industrial jcin<-

vensures reviewed bty GATI* (See FTigure.V).

es Eealth, Azri-

~~

GAFI relies on specialised Minis<iries
culture GOFI, non-Govermment crganisatiosns (UNIDO,

Universitiss, Government,2nd non-Gevernren: con=

sultants etc. for the particular and gsneral appraisal of
the projects suvmitted to it.

Fublic Sector Prciects: These projects are specifically
built inte National Industrial Flans, thus indicating

h their econcrmic need and <the Minis

ct

rv +ha%t will rnave

[y

bo

<t

ot

h

o

.,.L

res tility for imriem=nting thexz, 4 project, in

'‘d
& ]

ors

* Free Zone vrojects are not discussed in this Revort, partly

according ‘o the 'terms of refserence' of this lMission,
and vartly on the reasoning that industriel develovment
of Zevpt is generally not affected by decisions made
in the FZ Sector.
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terms of its technical ané econcmic viebility, weuld have
alreadv veen appraised by the relevant 'Hizh Councils for
Sector' and 'General Assembly' before the sponsoring

Ministrv submits it to GAIXI fcr arproval.

The role of GAFI, in the aprraisal vrocess, would

corseguently. relate to the exarinatiorn of the carital

by the foreigr joint-venture rartner, generzl eaquity from

-

the rublic, the debt/equity ratics in the preoject, raising

nf 3dev%t, the statutes 07 incerroration, managepment rights
in the administration of the Comrany, etc. tcgether with ‘he

arrrzisal of the contractuzal agreezentis tetween the rariies

oY
g
®
3
®
'y
jiV]
' . }
.—J
(4

tc the jeint-venture. All qf these particulars woul
be furnished to GAFI in the fcrm cf structured troformas. GAFI
would alsc exazine the free currency imsuts of the forsism
venture pazrirner, the reasonability in %+he caritalisations c¢f

rnowhow, intellectual provertv (vatents, tradercarks), machirery

and technical services (which are to te furnished by the

overseazs partner), the prefitatility £ the enterprise,

ig oriented to exwortgs or to imnort-gubstitution,

The 'Research and Studies' wing of GAFI has *the responsibilisy
tc aporaise all of the latter matter ani to suomit its
recormendations %0 the 'Techniczl Committee' of GAFI, PFinal
aporoval is ziven by the 'Proiect Approval Board' z2fter the

project has the endorsement of the Technical Committee,
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of the Privazte Sector would not rave keen ore-aprraised

by anv Govermrmental organisaticn., Therelore, tefore 3arl
tekes on the task ¢of zporaising capital structuration,

etc it would submit the praject (in the 2bove-menticned forrat
proforzas) to the Ministry or Organisation khaving sreciali-
saticn in the prcrosed field of irdustriel activity. Thi
lzt<ter group would acrra2ise the rrcjiect in terms of its

. - : - s i . . P it
nationa. eccncrmis re_2vznce and 1iS TeCnrno=-econchlis IsS2SITiilly
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within Ga¥I's respconsibili<y <o accept, reject or zmodifly

At the present tinme, no sreciz. a2tien-

critical arzraisal. TFor large and complex rroiects, GAFI
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n sought the zadvise of UNIDO., Irn zbout 5C% of cases,

license a2greements are endorsed ATTZR the Prcject Aprroval

(5

Boax»d has approved the proiect!

Discussions with GAFI officials has irdicated 4hat average

'naticral carital' (eguity) in jcint-venture projects, wiih




either the Public or the Private Secicr, is abcut 25%.

I+ has 21s0o besen revezsled that 3CFI has so far aprroved
about 170 joint-ventures in <the Fubliic Sector (211 fielés)
and that the tctai of all jcint-ventures azporoved, in all

fields, is about 1000 includingz Free Zone enterzrises.
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here has been growing ccrscicusrness in EZgvee
that the country. neads té es%tztlish scme Szrm of 'reguiatory'
or 'chammellirg' body so0 as tc influence the transfer of
techrology to irdustry. Ccncern has heen directed not only
to tre role of foreign technology but zlso to the iransfer of
technclogy froz scientific research zciies angd design-ani-
development orgsanisatices to industrv. This latter conczmm
is guite siamificznt since liierazlly hundreis of lzborztcries

ce (and 4id service) Zzvrt's

(o]
[1']
0n
(44
ct
0
(]
]
]

have d2en set u> in +ths
industry, essentially the Putlic Seczer.

while it is universally acmiftted thzt the technology teing

a2

aptlisd in indus<try is outmcded, and injections of zodemmn

ct
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echnology is desiradble, there is equal ccncern that its

unkridlied imports is going to botk increase the country's

2
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tecmnolcesiczl devendence and wunderutiiise in
Trere is z2lsc a vocal school of orpinion %tr-at true =
development, whick is also sceio-econcomic develorment, cannot

tezke tlace unless the coun*rv's own scientific menrower adcéresses

itself <o,and solves its rrecblexs.

The Nation's scientific planners have, therefcre, acted as
pressure grouds to maintain scisnce-industry or teckznolcgy-
industry linkages. It is argued that vota foreignm anéd indigereous
technology are needed in Egvot and it is a resronsibility
on the country tc forge a Technology Policy that will allocate

the %tasks. Thus, the scientific comzunity sees transfer and
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development ¢f technciogzy as. a sirgle, censral axnd indivisitle
cercertual entity.

S

The exrressiorn ¢f this viewzcirt by the avex S % T

organisation in Egvot is first taken.

2fforts of the Aczdemv of Scientifi

ASRT, 2s a central btody for science and technelogy, vwas

the Kepublic. The basic functicns of ASRT are:

.S‘
§e
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- %o suvmert scientific resezr ected %o sciution

of naticrnal rvroblems.
- encourage awrlication of modern technolcgy tc
eccncric and sccial development

- encourage sirong linkages 2t the national level
ceng sc:entific and technologi

()
o
'y
W
o]
-
(]
[
o
P
[6]
o}
(/]

- to cooriinate and rarticirate in scientific z2nd
technelogical resezarch and in desemmiration of
infermation on modern technologies.

It ras 1€ specialised Research Councils covering 8C
reszaren orgarnisztions ené cenires and a total ressarch

staff cf several thousand. The Patent O0ffice is a®filiated %o

ASET as are some 10 otrher autonomous scientific organisasiens.

The icademy set up 2 Principel Committee on Trans’er
of Technologv in October 1978, the reszonsibilities of which
are now ircluded in newly formed Prirncizal Comxmittee on

Scientific and Technclogical Policies (Diec 1979).
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In addition, ASRT has created the Centre for Transfer
and Adartasicn of Technologvy (TAT), attached to the Office
0f the President of the Acazdemy. In the time of writinz

this Rerort (March 198C), the Centre has crly an informel

group associated with it.

It kas been propesed that the Center will initially
- be guided by a high-level Advisory Committee (weich has bzen

constituted with 40 pembers represeniing 2ll the [[inisiries

-

«

and Ins*tisutions concermed with development ané transfer of

technologr).

Tre Acadezy has had discussions with the Zurorean Zccrnorcic
Comzunity (Z3C) several tizes on supnort for tae Centre.

”

. 3 . > - . - .
It is rezorted that "azreecment "con the zllocation of 32 million

ir the ccopera<icn rrograrme has been attained”,

ASRT has nad UNCTAD adviscry services in rsgzris to tkis
Centre (Revort by Bwing and Oszzn Hassan, Novemter 1078),
UNCTAD has recommended the formation of a National Centre ¢f

the Transfer and Development of Technology a2ffiliz<ed 40 <the

Academy, with linkagzes with institutiong working in <the

technology andé transfer of technolegy area.

UNCTAD has defined the role of the Centre z2liong the folloeving
rrincipal lines:

1l. Preparation and execution of policies for the
develcrment of domes+ic technology.

N

Pormulation and menitoring of guidelines for
import of tecnnology (dav-to-dav an? sec+tcral

regnongibilisv +ith GOFI, Agriculture Research

Centre (?) = Ministrv of Power (?) eic)

3. Undertaking of meior studies (sectoral assessment
of technolociczl situation in EZgypt; scurces of
technological information)
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4, FTcrzmuiation 0% rrorncsals for revised or new

new legislation for transfer of techrnolegy.
5. hoting as technical secretzriat for Transler
0f Tecznclogy Comxmitiee.

In 2 document titled 'Memorandum cz Cooperaticn teiween
A.R.BE. and BEEC in the establishment of an Sgvopiian Centre Zor
Transfzr and Develorment cof Technology" :revared by A32T,
dates January 1680 (pricr to ASKT's prcposed meeting with
2EC), a comprerersive osutlire cf the functions of the TiT
Centre have been Jurnished, with <he docuzert acimowledging
recczzenda+ions made by UNCTAD,

Out of 22 Zuncitiorns trorcsed for the Centre, hzlf relz<te
to the creaz<ticn of an informatiorn system in the Centre cor

1cages with scurces of inforzmation, porincipally in

§—
',.

to

+

zatters of zlternzte techrologies, naticrel RX%D-T lirkagzes

<

ir other countries interneticnzl mcéels ¢f techzmelogy rolicies

and uszze cf technology in Ezyrot.

Izpcrtant tc the purzcses of thig Revort azre the folloving

a. cooveration with ccncerned bodies in the formu-
leticn 0f naticnzl zelicy guidelines and the
development of arrangemernts for the reguiatiorn
of processes and overations of horizenval transfer

of tecknology. .
b. forzmulation of rational techriclogicel strategy
anéd suiseguently technclogy clan .

an

¢, compilation ¢f 2 national registry of all transfer
contracts in the Public Sector.




The Initiatives tzxen by Z0FI

As far vack as 1979, GOFI had invited UXIDO to review
the transfer of technology envircnment in Zgvet znd to
recomrmend methodologies of strengthening raticnal bargsining
vower in the acquisition of foreizn technology.
The timing was appronriate in ihat BEzypt had sanpounced its
Open Dcor Policy an2 Law 43 had teen enacted. Al<housgn, 2s
stated earlier, GAFI was the competent Tedr for the arz=roval
c? jeirnt-ventures, the technical and technclogical arrrzisal
task wzs tc te that of GCFI's.

UXIDO's Missien in 1975 (Project No. VC/EGY/75/060),
after reviewing the situzticn ir Ezvot zrd GC
smrhasised that the selection and evaluzticn ¢f tecrhnolegy

. ¢ s - . .
was 2 fairly distinet task from the evalua+icn of <re

centracztual conditions urnder which technology wes transferred.
1t was recormended thzt the latier needed a soecizlised

skill as well as a special av-roach which GOFI should
develop. Furthermore, the Mission recommended *he irtroduction
of an exrlicit regulatory and vromotional measures in the

field of technology transfer.

The Missiorn recogrised, at the same time, the need for
techneology transfer policies which wouléd develop a more
efficient rrocess for the selection 0f technology, the aforesaid
negotiating and contracting skillssyand =mecharism
for adaptation and creation of local technolosies and

capabilities,




A prograrme of jeint GOFI-TLIDO effcrt was develcred tut

it did pot crvstalise till a second Mission was cormctleted iIn

June 197G.

The basic raticnale for rroposing a ‘registry' for
technclogy tramsfer (as defined in Project DF/EGY/78/001/4)
in GOFI has been tre consideration that GOFI, directly
or indirectly, is involved in the techno-ecoromic evaluaticn
of over 70% of Egyrt's rrojects, both in the Futlic and
FPriva+te sectors, inclusive of these proposing jcint-

ventures in industrv. Turther, the concept was surportad

¥

by the prevailing responsitilities of GCFI in <he

- dessemination 2f informa+tion and innovatiecns
in knew how

- sclving tecanicel and techrnolcosical rtrotlems

- particization in negotiating teckrnical ccoperation

agreements
- prometion of industrial desiam, and

- concluding ccrntracts for machirery, accessories
and spares.
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Concurrent <o the above z2pvroaches, Egyrt vresented its

"Seccnd Drast National Faper of Ezvpt" (UNESCC, Z/3CWA/NRY7
CINF.2/CP.5) at the Second X2giocnal Prerarztory Meeting for
U.N. Conference or 3Science and Technoclogy for Develorrment

(Sept. 1978)

The paper expressly noted "unfavourable influence” in

-export restrictions

- unfair rights ¢f surervision over croduction

{
R

estricti
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n on the risht to contrzct with third zazrties, &
- High rovzlties

and noted weaimesses in the Zgyvtian system as:
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- difficulties c¢f making sound estimates ¢f trice
aid fcr technology
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- uncertainty a ilable technclegy
- need Zor monitoring transfer o technology convtracts, and

- need for an "crtimum foraula® for transfer of tecrnuclogy
agreexents

anéd, as in ASRT's efforts, the Faper emphasised the science-
technclogy linxage, without which the scientific comruni<ty woull

be igolated from raticnal techneclogiczl effort.

Reference needs also to be made to the call for a
Technology Policy in Egypt, an outline for such z policy beinz
reconrended ty Dr. Q.4, El-kholy in "The Structure and
Functioning of Tecrnoclogy Svstems irn Developing Ccuntries”

(UXIDO ID/¥G,301/2 (June 1$79) - See Section V,




Trus, irn summeryv, we have ess2ntially three agpctrozches
to 'transfer of technclogy', definirg the phrazse in its
different ccnotations: (1) the scisnce-techrology linkages
envisioned by ASRT which corsiders the <ransfer cf tecanslogy
fror abroad as indivisitle from developzent (and adartation)
of indigereous technology (2) the G0FI/'National Faper' arzroach
to the appraisal of incoming technolozy in terzs of its selec-
tivity, negctiatior parameters, and the strengthening of
netional bargzining vower, and (3) the Technecloey Policy azo-
rcach wkick considers iransfer of tecknology as 2 sub-

svster of cverall technology manzcexent, the Folicy itself

inked to social irplications.
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PCLICY FRAMIWORK FOR ADMINISTRATION OF TECENCLOGY

As a prime chjective cf this Revort is to set the cocntext

for a technology regulasory office in 2gvdt and to defire its
ambit of cperations, it would be useful to identiiy its
rlacerment in the general volicy framework of country and the

needs of the current environment.

The ixplications of prevailinz policies, and the gererzl
resuiremants for new initiatives, have alrzadv been <ouched
upon in treceding material. At this peint, a broad sucmerisaiticn
0f the framework is attempted under three classi-
ficztions. The most important factor that needs to be kept in mind
while reviewing this summarisztion is that Egyrt is essen<tially
and rresertly in a correctional phase in its industrial-
tecnnological evclution, pursuant to accelerated (and

redistritvutive) grovwin.

- . I ...
B22nonic and Industirizl Polizis

)

a) to set in motion mechanisms for a 8-fold growth in GDF
over the 1975-2000 periocd in a framework of socio-
econoric justice

b) to trensform a juasi-azriculiural socisty into an industrial
one

c) to achieve growth through rarid indus<rialisation and
the use of modern technology

d) to recemstruct, renabilisate and modernise existing
industry in the Public Sector.

e) to create an effective trivate sector and enlarge
entreprencurial activity

£) to develor ar adeguate infrastructure to absord economic
growth
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g) to encouragze foreign investment where it serves
sccio-econonmic purcose

h) to increase %he reverue bzse and enlarge Iforeizm
exchange earnings

i) to decentralise decision-takirg in the Pudblic Sector
and governmental administretion

j) to improve managerment efficiencies in the industrial
and cocmercial sectors, and

k) tc encouraze modern smell-scale industry in an cverall
system of balanced g rowtk.

a) to use technology as a major instrument of socio-
economic development

b) to promote adapiaticn of imported technclogy

¢) to improve the science-technology linkage arnd make
sciernce the servant of urgent societal needs

d) ‘o improve and usefully emrloy scientific and
technclogical talent in the country

e) to encourzge norizontal iransfers of technclogy

£) to improve the technology informetion system and build
linkages with intermetional infcrration systems.

g) to stem unbridled imnorts of inccnsequential
technologies

n) to develop skills .ur the evaluation of foreign
technoclogy

N
i) to develop regulatory mechanisxzs for the supervision of
technelogy transfer and

j) to formulate end imrlement a comprehensive technology
Policy for Egypt.
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Syzervision ¢f Contrecstual Terms in Transfer cf
Technology

a) to regulate unfair cractices in transfers nf technology
o) to ernsure the acquisition of genuine technologies
c) to associate managemeni needs with needs in technology

d) to develep methodclogies for the pricing of technology and
an 'optimum formula' for reviewing contracts

e) to assess payments for technologv in the context cof
its impact on domestic industrialisation and bzlance of
rayments; to develop the needed infcormation bese

£) %o promocte !unvackaging' of technology

g) to ceniter transfer of technologv contracts for
trangerintions of warranted zericrmance , and

n) to redress the ancmaly vwhich zrises from the fact thst
technelogy with investzent ('rtackazzed techneology') is
given incentives while unrackaged direct transfers of
techrnology is neither institutionalised (i.e. provided

a 'channel') ner favoured.

Taking an 'encompassing view' of the interactive effecis
cf the above policies, and noting tr general absence of
necessarv sub-svs+tems in Ecvnt for their coordination -
institu*tional meckanisems and subordinate poliey structures - this
Rerort views tret any 'regulatory' or 'channelising' office for
the suvervision of <transfers of techrnolozy to Egvpt should have
a broadier persvective of its resronsitilities than has been
the case for counterpart c¢ffices &n other develozing countries.
Thus, it is perhaps anpt for Egvpt 4c title its zrorosed office

\ -
the Technclogy Transfer Centre.
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OPTIONAL FCLICIZS FCR TSCHLCLOGY
REGULATION/SUEZRVISION IN ZGYET

Before making the Recormendaiions of Section IV, the
Mission eval uated the alternate policies that are potentially
available to the Bgyptian Governmment. These would bve :

(2, Central Regulatory 0f£fice for Technology Transfer
(as in Mexico or Spain)

(%) Serarate Arvroval Autlority for Direct Transfers of
Technology

(¢}  Departmentalised (Decentralised) Approved Svstems
for Direct Transfers of Technology

(4)  Centralised Admiristration Svstem Under Law 21 For
Apzroval cf Contracis.

() Localised Adminisiraticn - (GOFI)

(£) Centralised Aporaisel Sysien for Technology. Agreements
(Reccrmendation of Mission)

Their strengthe and wesknesses are gnalysed below.
(See Pigures TII-xi).

Trangfer {“igm-2 TII)

techrnology transfer), where used, is merely used to
advertise the fact thet EBgyzt is esteblishing a
technology transfer office which has asproximate
equivalents, or counterparts, in other developing
countries (Mexiec, India, Spain, Phillipines, etec.)
The express creation of any such single central
requlatory office in Egvot (with rights accorded to
it oy Law for the accevtance or rejection ¢f any

technology contract including that in joint-venture)




wouléd have the connotations of toth 'centrzlisa%ticn
'regulation' which woulé be conirarv %o +tke Ozer. Deoor
Policy of decentrelised decisicr-meking in the Geovermmental

admiristration and the concermmittant context that Ezvsi's

posture ¢ foreism techrology is not defensive, cr
reguletorr, in charzcter ut forwithly promoticnal (law 43)

thg rmore, with GAZI already 'in place', with
authorityr qccorded to i%*, ty Law, for the central aprroval
of joint-ventures, any reed for the gentrs! regulation of
all transfers of fechnologv can onlv be (reasonatly) met
by ircorvorating the new 'all azreements' resreonsitility
into GAXI's structure. -
This, of course, even if feasgihle, is a moot concert sinc

it defeats the obvjective of decentralisation.

HBewever, UNCTAD, in its revort to the Acadery (ASRT)
has sugzested new or revised legislation for transfer of
technologv without adiressing itgell to cenflicts with

Law 43 or needed cormrromises.

The obiectives of technology monitorirg can te zet,

and decentraliszation secured, if it was feasible to have
two centres ‘or the approval of technology: GAFI, for
technology associated with joint-ventures, anéd 2z nrewly
reated body for all direct transferg of technclogy.
There is sutsiance to this concept., It would solve the
anomaly peinted out earlier that 'packaged technolcgy'

(the joint-venture) is instituticpelised in EZgypt and
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provided incentives whereas direct transfers, vwhich have
nuch to their credit, neither heve a specific gateway nor

are given any srenial priviliges.

This alternative alsc poses difficulties in the Egypt's
edministraticn system. First, a new law becomes necessary
to form this new (secord) tody and to give it the required
authority: to act as the sole body for the approval of
direct transfers of technology. Second, it divides project
approval authority. That is, ihe procedure requires the Minisiry
to aprrove the 'project' alone (in the conitext of ike
industry which is within its jurisdiction) and the new body
to approve the technology and/or its contractual conditions,
where there is an agreement. Third, there is the potential
problem that technology associated with invéstment may te
treated differently than if it was not so associated. Iastly,
the number of agreements with direct transfers of technclogy
would have to te large encugh to warrznt the_new law,
Devartmentaliged (Dece d) gooroval Sygteps for Direcs

fer T [Sigure (X

A third alternative is, again, to create a new law
(or direct transfers of technology) but to leave the
application of the law to the several project-approval
bodies (GOFI, the Ministries). This provides for a regu-
latory/supervisory system but does not call for a separate

regulatory office* with centralised powers.

L4

* an administrative office for makirg and issuing rules etc.
weuld be required as is usual with issuance of regulatory
lavs,




This concept would bejviable alternative only under the
condition that the law is explicit and comprehensive enouzh
(detailed) so that its interpretation by the several proiect-
aprroval authorities is consistent and uniform (nrot sub-
jective or arbitrary). However, such a procedure reduces
flexitility in the handling of transfers of technology and
sets too rigid a standard. It would not be workeble in

the situation of a develoying country®. This procedure,
furthermore, calls for each project-approval authority
(Ministry) to have its own specialised cell for the scrutiny
0f contractual conditions. This would be a difficult task

in Bgypt.

Centralised Administration Svstem Under lew 21 for Avvuroval
9f Contracts, (figure X)
Discussions with legal personnel at GOFI has disclosed

that the ambit of Law 21 (6f 1958), together with its rule
making power, is wide enouéh for central admirnistration

of technology contracts. A straight-forward ruling can
cause applicants for Industrial Licenses to submit techno-
logy agreements to any specified tody. In thkis approach, as
in previous cases, the recuirement for an aprlicavle law

recains but no pew law is necessary. In the concept, the

central administrative unit would ghare**decisjon-making vowers

* This tvpe of regulatory procedure is commonly adopted in
advanced countries, viz. Anti-trust laws of the U.S.A.
or the EEC, '

*#* With the Ministry having jurisdiction for the product/project,
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oz the acceptability ci contractual tarms in direct

traesiers of technology. This is the mest feggidle of the
alternatives iiscussed so far. Tharee situations must te
noted: (1) 'centralisation' is being attempted (2) techrnologzy
agreements associated with joint-venitures would be outside the
units' decision coveraze and (2) the propcsed system, once
again, divides project approval gutkoritv, with the Ministry
for the 'project' and the unit for contractuzl terzs in
technclogy transfer. This latter division appears tc be

an unacceptable proposition in the Egyntian context.
Particular;y, the Public Secter Comrarnises, who have only
recently won the right tc taike decisions cn projects whose
invesicents are telow L.E. 75C,0C0, including technoleay

licenses, would resist the reversicon <o cen*rzlisa<icr.

One of the basic concepts arcund which <he curren: ULDP
Project, cn the Jormation of a National Registry® for Techneclozy
Trans? . r in Bgypt, was mooted was that GOFI directly or indirectly
particizated in over 70% of project aprrovals in the ccuntry,
and hence a Registry in GO0FI, or within the purview -2 GCFI,
would be centrolling the bulk of the technology that was
enterinz Egvpt. Second, as GOFI has executive powers delegated
to it by the Ministry of Industry for approval or projects
ceming within the authority of the Ministry, the Registrv would,

or could, have executive power for the aporoval of con+tracitual

* 'Registry' and 'Regulatory’ offices are synonomous terms
in licensing literature.




'

(94

N
]

corditions in technolozy transfer. (This tvoe 0f 'execuiive
power® is already present in Departments of GCFI as

'Local Marufactures' or the Industrial Licensing Cezmittee).
Third, & Registry within GCFI, would enable it %to 'sharpen
its tools of trade' and move, at a later period, onto the
national scene, when it might even be feasit.ie to intro-
duce ccrrrehensive legislaticn for supervising all transfers
0% technology. Fourthly, the organisation oﬂﬁhueleus group
drewn from GOFI's personnel was readily feasible and its
supervision needs cculd be incornorated into GOFl's
existing pyremidal structure. PFifthly, and lasily, GOFI
had taken the initiative for a regisgtrvy thus indicative

of executive will To implexent its plans of technolegy
regulation.

Trere is substantial merit to *his concept, ani perhavs,
it may be *he only way of proceeding in the interizm period
+ill conditions favour the implementation of prelerred
alternative suggested in Section IV (the recommendazicn
of this Mission).

There are, however, many factors %o be kent in mind in

using this interim ccncept.

First, the GOFI office (registrv) would not be a 'national
centre', which UNIDO has generally recczmended to developing
countries which is +he intended work of the present Mission.
There appears to be no developinz country, which has a

technology regulatory svstem which is not centraliged,
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Second, in a develoving couniry, the largest numter
of troublesome agreerents (where excessive parments are
demarded, extended secrecy cover is reguired, anid res-
trictive clauses most prevaleni) are in the Tields of
petrochemicals, vetroleum processing, pharmaceuticals,
pesticides and the like which areas are gutside of GCFI's

executive, or review, zmbit.

Third, Law 43 termits and encourzges the entry of
investments ‘not necessarily involving tecknology) in
which patents, trademarks and franchise rights prevail.

Many agreements relating to these forms c¢f 'intellectual

i

property' {(where potentizl damege to the courniry is sigmi-~

(1

ficant) would not ordinarily ccme %o GOFI. Also, there.

is currently no law or administrative provisicn fhat recuire
the revimw of straight-forvard consultancy agreements*

(See Section IV) which are impcriant elemenss in the transfer

0f technologv process.

Fourth, there is an ovrert 'techniczel' and
sector' tias in GCFI's adminisirative structure (for
historical rzasons) which would detract,rather than
foster, the evolution and arplication of skills in the

'new lmowledge system' tequeatiied by intermational itranafers

of technology. That ig, the tasic 'legal-adzministra+ive’
rat that +d_rvrev i ry unlikelw
t Dregent

* unless in joint-vensure (Law 43)
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I2 evaluation, selection, and the determinatiosr c¢f
the right, or apprepriate technologr for Zgyrt wes a
prizary, or 2 duzl focus of the registrry, thexn alone weuld

its location in GUFI ve a preferred zlternative.*

over the Registrv, This Report makes o recormendatiocns

orn the final authority struciture for the Technology Trans’er
Cen*er, considering decisions in this matter tc be wholily
trhose of Egvptian determination after the alternziives

analyvsed and suggested in this Rerort are reviewed bty the

Government,

/e:pre XT)

This Report, in tkze following Secticn, recommends %ha+s
a centralised 23vrzisal svesten te adopted bty “he Govermment
for the review o0f 21l technology agreexments in Bgvy:.

It is recommended 4hat -the Technolez, Transfer Cenfer snculd

lq4
vy

be an adviscry or a recomrendatorv secrataria cr all

Minissries (and GAZI) inveolved in the arzroval of irndus+rial

projects. T ccncerts the aprrzisal funcriion wi<hin the

overall Governmen%al system in a matrix where proiect AZZRCVAL
thority ig 4 ralised now crevai but where

* Manv technologies cannot be evaluzted in advance of an
executed agreement; for exaxrle, silver cxzide dry-cells
(discussed in a seminar with the TIC zrcup).
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The Rerort, furthermore, posits that the conly way that

a uniform, consistent and stable svstem of contract
approvals and aporaisals can prevail, and 3gvpt's large
pelicy objectives served, is when the Technclogy Trensfer
Center and the approval groups in Ministries subscribe

to a commen evaluatory policy - The Transfer of Technology

Policy. (Section V).




(JATIONAL QFFICE FOR THS SUPERVISICH OF TECENCLOGY CONTRACTS)

INTRODUCTION

In this Section, the basic recommendations of the {ission are presented

and concern:

1. The iole and Functions of a Technology Transfer Centre (TTC)

iI. Technology Folicy and TIC

III. Functional Placement of TIC in the Zgyptian Governmental System, and
Iv. Considerations in authority Structure for the TIC

In each of these areas draft recommencations were cresented in the form of
dorking Fapers ~ (there being four such papers over a period of 3 montis).
Zach dorking Paper indicated its reference framework anc linkages with orevious
worxing Papers. The rapers were discussed at length with counterparts in the
TTC and modifications zade. These senior officers of the TTC were present in
all meetings: Mr. Ahmed 4. Nosseir - Adviser, 30FI, Dr. Mohamed Aanmed Aglan -
Advisor, GCFI and Ing. Mohamed imin, Head, TTC (GCFI). iir. Abd Zl-aziz Ismail
of 30rl's Law Jesartment was present at discussions of Papers I and III.

Prior to the discussion of Working paper III - "The Functional Placement of TTC

in the Zgyptian Governmental System', zeneral discussions con the supervision
needs in tne transfer of technology rrocess were individually held with senior
officers of 3CFI, Gari and the iAcademy. The following is a listing of the
Jovernzent sersonnel whom the Conasultant had the pleasure and opsortunity to

meet in this regard:

>/ 3ecause repetiuous terms and preparatory assuaptions pervade the Working
Papers, and convey no additional thought than discussed zere they are not
appended to this Report. Original “orking faper- remain with 7TC.

o
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%r. Ibrania Sharkass - 30F1

¥r. Allaa Xhalil - GaFl

Or. adel Talaat - GAFI

dire Shawiy Zl-liahas- GCFL
Yr.iboas :=l-dosseiney - Industrial Registry
ing. Kanal aksoud - GOFI

Dr. Wahdby G. Jahba = GAFI

Dr. Oea. Z1-Kholy = ALXSO
ing. Malek M. I ashicar - GCFI
Dr. Youssef Mazhar, IDDC

Mr. Salah Fahay

All of the above personnel endorsed the general avoroach proposed by the
Consultant that a central appraisesl office for the evaluation =f technology
agreement.would be desirable in the context of Zzypt and that such an office

should te governed by a policy to which all concerned would subscride to.

Mo discussions were held with Ministries reviewing technology contracts
in particular areas as pharmaceuticals, petrochemicals, etc. otzer than wita
the Ministry of Industry and Mineral Jealth (via GOFI). Heetings with these
Ministries were apparently not feasidle. iowever, their endorsement cf the
recomnencations of tais Report would te desiratle belore tae cverall sroject

(UNDF Programme) moves further,

All recommendations and parameters of the Working Parers are sresented in

the ensuing naterial.
Definitiong

3ecause different meanings can be accorded tc terms used ia the forthcoming

set of reccmmendations, the following terminoclogy has been proposed:

Sroducti: G3oods and articles commercially marketted and produced through an

industrial manufacturing process.

Production 3ystem: The main lire of equipment and machinery used in a factory
for the manufacture of products.

Technology: The 'know-how', ‘recepie’ or set of industrial technigues that the
production system will commercially apply %o menufacture products; the

srincipal ocject of technology transfer,
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2roject: The entire facility comprised of lard, dtuildings, etc. in which the

production system is used and where transferred technology will de eamployed.
Technolozy Azreenent:

(a) the agreement that confars authoritv on the recepient enterzrise to
employ the technology transferred to it and one which represents the
exchange of obligzations between the parties;

(b) an agreement which concerns technical services to be performed by the

'licensor', including consultancy services; and

(¢) technology-related agreements covering aspects in trademariks, patents

and franchise.

Jhere unspecified, the agreement would prevail between Zgyptiar ard non-

Zgyotian persons, including companies.

I. T== RCLE AYD FUNCTIONS OF TEE TECENOLCGY TRATSFER CENTRE

Since supervision of technology azreements is desired by Govermmental
authorities, and since in the existing systems and forms of Governmental adminis-
tration in EZgypt decision-authority for projects, and techrnology agreenerts
associated with srojects, is with several Ministries, 30FI, ancd 3AFI, and it is
impractical to divide such szuthority so as to cen;galise decision-autherity for
technology agreezents alone, the recommenced optiﬁum mecnanism for the critical
and special evaluati-a of technology azreements would tbe to organise a central
appraisal agency for technology agreements. The Tecnnology Transfer Ceantre (T2C)

can functiorn as sucia.

TIC, in this concept, will not have the character of a decision-body in any
matter concerning contractual arrangzements between jarties to a technology
agre=ement. It will develop into a singie, central and specialised unit with tiae
objective of serving as a recommendatory 3ecretariat to all authorities approving
technology agreements. In this sroposal each project authority will be the only
body wita rights of approval over matters of technology coming withnin its fields
of jurisdiction. =zach such authority is, in final teras, a regulatory organisa-
tion. Thus, the desired objectives of 'regulation' and 'decentralisation' are

met without loss of detailed appraisal of technology agreements.
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3ince straish:-forward cecentralisaticn in the resulaticn of technology
can introduce subjectivity and arhitrariness to the criteria azglied by cifferent
sroject-atproval bodies Jor accentances of contractual terms, and this is un-
desirsvie in any concept of & naticnal asproach to tecinology transier, a con-
comnittant recuirement would be to create a co-ordinating instrument. after
analyzing the alternative of introcducing new legisiation or the establisaszent
of a common adainistrative policy, the dissiorn recommends the cc-ordinating
instrument as solicy under the title of "Transfer of Technology Policy' (2CT
Folicy) to which all project approval bodies and the TTC would sutscride to.
rroperly framed and constructed, the Zolic¢y snould lead to a consistent, clear

ard stable system for the sudervision of tecznolozy inflowse.

This Mission, however, views that the TCT Policy for Zzyst shouli not merely
be the instruzent of co-ordination but have a wider persvective of technology
surzose, Apvrovals of foreign technology, and terms of its acceptance, it is
presented, stould not by inatlention or disregard have unanticipated adverse
imoact on other sectors of the economy cr hurt or hinder their expected Zevelopment,
Likewise, TCT Policy, it is argued should reward or renalise tecinologies from “he

b m

context ol their contribution to sociceeconcmic develorment, TCT ZFolicy, it is

[

oresented, should nrave its vlacement in, and be a subordinate ctolicy to, 2 7zrent
or vrincical volicy, defined in this Report as Technology Zolicy: a policy that
assizns the functions of tecknology in the mairix of society. In tais concert,
the €T Policy is the governing volicy for the accestance of contractual teras in
tecanclogy agreements; the reasons, purpose and scope of zovernance would e set

out in the Technology Folicye.

Till tne time a Technology Policy is formulatec (3ection V) and exsression
given to the specific role of foreign tecanolegy in Ezyot, it 13 recommended that
an Interim TOT Folicy should be develored to guide the TTC and the project-approval
authorities. In this Report the effort nas been made to present a draft TCT Policy
(Section V) on the basis of the general needs and experience of developing countries
modified by well-understood aspects of the igyptian economic and industrial envi-

ronnent.
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It is recommended that as a sudscriber +o TOT Policy, the main role of the
T7C saould he:

(i) to administer the TCT Policy, to the extent permitted by the policy,
with assistance given to the formulators of the rolicy as reguired,
and

(ii) to act as the central appraisal unit for transfers of tecanology,
bringing to the task the necessary supzort and expertise,

The main functions of the TTC, as viewed by the Mission, and mutually agreed
to by the Consultant and members of TTC's nucleus grouz, would be:

(a) to review aand evaluate technology agreements (in industrial technology)

through legal, financial and technical screening discirzlines;

(b) to remdering tachnology advisory services tc interested potential users
of foreign technology, including Zgyptian institutiorns as the Fublic

Sector;

(¢} to assist interested parties on matters relatinsg to thze negotiation of
technology agreements (without participation iz negotiations, excent,

where required, by Fudlic Sector institutions);

(d) to serve as the dccumentation and collation centre for technology
agresments and on statistical finaneial informaticn relating tc technclogy

rayments; and

(d) to obtain representation on Committees approving srojects involving

technology agreements.

In order to perform its role, and fulfill the survoses behind systems of
technology supervision in developing countries, the T7C shall have %he rizat and

responsibility to appraise all technology agreenents excert those bearinz on:

(a) military projects,

(b) projects in the Free Zones, Y and

(¢) 1large projects of the infrastructure or projects associated with
multilateral agreements.

2/ On the reasoning that technological decisions of the Free lone enterprises
do not affect the develonment of the industrial economy of Zzypt.




In order to give a precise content tc the term 'techrology agreezexnt' as it
apolies to the appraisal role of the TUC, all of the following agreexzents [for the
purchase or the licensing of technoliogy, whether in the standard contract Jormat
or as proformas/invoices, will be considered as 'technology agreexents' and thus

subject to apdyraisal by the TIC:

i) Know-now agreements
ii} Patent agreements
iii) Trademark agreements (associated with industrial technology)
iv) Tecxznical assistance agreements (zroduction assistance)
v)  'Software' supdly agreements
vi) Design-of-plant contracts
vii) Technician assistance agreezents, and
viii) Consultancy services agreements (project feasivility, technolegy

ideztification, licensing negotiation).

The term 'industrial technolegy' is used to distinguish such tecanology fronm those

applied iz water aanagement, reclamations of tarren langd, etce.

Contracts and agreements generally outside the surview of the TUC would be
'Pounders agreements' in joint-venture formation, management contracts, narxetting
agreeneats, construction ccntracts, and for tae time being, Ianszement service
contracis.

TIC's azbis of review will, further, cover all technology agreements indepsen-
dent of whetner the recepient organisation is in the Zgystian Frivate 3ector, a
joint-venture in the Fublic or Private 3ectors, or a2 wholly =zgyptian Pudblic sector

Unit. (The term Public 3ector Unit would incluée 'running comzanies' of t.ae Sector).

The term 'agreemert' would also cover contracts in which technology is only
L ]
one element of an overall purchase contract, -/

3ince in the overall recommendation, the TTC would be a new unit introduced
into the existing governmental system, it is desirable that it complement existing
functions and structures rather than abscrd or modify them. It is, therefore,
recoamended tiat the TTC's operations will not extend to the review of:

>/ Cnder the rule-making powers of Laws 21 and 43 it should be gossidle to dis-
courage composite agreements as such lead to diffused presentations of
accountability.




(a) op2roject feasidility,

(b) suitability of technology, or entrevreneur's (applicant's) chacice
of technologzy (process or production route),

(c) source of technology (i.e. supplies of technolosy) - unless suca
revies is a specific reguest of the troject-approval authority, or

(d) projects not involving a technology agreement.

SPECIFIC FUFCTIONS OF THE TTC

The following are the recommendations of the lission in resvect of the detailed

ozerations of the TIC, pursuant to the “ipgt “Wo Taragrashs sn 2age 114,

Administration and Tevelorment of TCT Policw

The 70T Policy is a multi-ageacy exercise and one which is develoved setween
the Froject-approval authorities and the TTC, under the aegis or leadershis of
Technology Zolicy. The role of the TTC is to administer those elemexts of tae
folicy (ICT Policy) which are within its anmbit of responsibility. Administration
calls for the developaent ¢f a set of guidelines and operating criteria which will
be routinely used, by the 'werkforce' of the T7C, to review and evaluate technolosy
agreements. Administration would also call for the establishment of those linkages
with the institutions/agencies that it will interface with (3ee figure XII). ‘

Crzexization o TIC a3 ceniral atpraisal uni+t

Sased cn a tour undertaxen by a team of tiaree ICFI officers to Mexicd, the
Phillipines, The Repuslic of Xorea and Spain, the present nucleus group of the T2C
favours the 'three-component’ legal-tecinical-economic appraisal system for techno-
logical agreements. At the same time it is recognised that project-azproval autho-
rities in Jovernment do tresently investigate (through services as that of th
Technical Departzent of GCFI) techno-econcmic appraisals of srojects. Conseguently,
it is necessary that the organization of TTC's appraisal unit must be formulated z/
such that it brings to bear new skills and svecialisations on the total 'project-
technology contract systeam'. The aporaisal unit should, thus, be organised to fulfill
those deficiencies which are identifiable. At the presen: moment, these are:

2/ A draft presentation was zmade to the TTC on 'The Crzanization of the DTC' out
as it is judged, by the Consultant, to be a premature submission, it is not
reviewed in the !{ission Report.

-
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(a) the attention paid to technology varameters as verformance warranties,

¥now-how renresentations,
(b) valuation of technoclogy,
(¢) patents and trademark rights,
(d) restrictive practices
(e) market rights .
(f) technology-associated services as engineering consultancy,
(g) duratiorn of agreements,
(h) technology-investment relationships in joint-venture agreements,
(i) evaluation of, or need for, management service contracts,
(3) ‘'absorption of technology' reguirements,
(k) impact of foreign technology approvals on sectors cof the economy
(1) impact of foreign technclogy approvals on indigeneous technology,
(m) documentation of agreements
(n) assessment of technology costs in relation to balance of payments,
(o) assistance to prospective licensees for negotiating contracts,

(p) information systems on appraisals of contracts, sources of technology,

payments for technoclogy, etc., and

(q) suitability of technology.

Review and Bvaluation of Asreements

By legal, technical and financial screering. One of the major operative roles
of the TTC should be to utilise guidelines and parametric criteria for the routine
screening of technoclogy agreements,

The basic exercises in the above three areas should be as follows:

Legal screening = to review and evaluate technology agreements so that they are not

only reciprocally sunportive of the private gains and orivate risks of the parties
to the contract but these are subordinate to national gains and risks, Legal
screering ghould, thus, involve:




review of restrictive practices

legal administrative reguirements
licensor's and licensee's representation clauses
acceptability of operating restrictions or licensee
reciprocity of obligations
review 0F 'tied-in' agreements
sufficiency review
- patent grants
- trademark rights
managexzent rights of licerses
licensor liability
- performance guarantees
- other guarantees/varranties

clause reviews and inter-clause consistency.

Tecanical screening - to review and evaluate the agreement so that the technical
responsibility of the licensor, and the recanical neecs of the licensee, are met

and are in balance, Technical screening will involve:

- Technical definitions in contract; their acceptability

Know-how definition - the adequacy ané sufficiency
Credibility of licenscr's/licensee’s technical representations
arrangements for the transfer of know-how

continuity of licensor's services; need and sufficiency;
licenses training .

Process guarantee evaluation

Process improvements (reciprocity)

R & D arrangements

Project commissioning responsibility of licensor

The relatedness of patents to know=how

nuration of agreement (absorption)

Review of 'Tie-in' agreemental plant design; constructions

mazhinery; raw materials, management.




Financial Economic Evaluation = review and evaiuate agreements so that payments

to Licensor stand in ecuitable relationshis tc Licensee's operative advantage anc

that lLicensee's payments are protected. Finarcial Zconomic Zvaluation will involve.

- assessment of excess value-added

~ royalty +o excess value-sdded

- evaluation of alternative forms of payment

- licensor's financial liabilities on process performance;
relatedness to payments; discharge of.payments protection

- Tie-in payments (related agreements) and raw materials and
components supplied by licensor

= separate payments for separate rights

- payment drovisions for services

Tachnoiosy Aivisory Sarvices

With the potential for high influx of technclogy under the 'Cpen Door Foliey',
particularly with the development of private Sector industry, it is anticipatec
that a consicerable amount of secret and/or potential technology will flow into
Dzypt. It is thus likely that erntrepreneurs will recuire advisory services both
in the selection of technology (¢ifferent suppliers of technology) and in the
negotiation of technclogy agreements. It is reccrmended that the TTC should be
organised to give such assistance. (it the same time it is recognised that 'tech-
nology evaluation furction' would ve divided beiween the Ministry ‘e.g. the
Technical Department of GOFI) that endorses a project and the TTC. The role of
the TTC, consequently, would be to strengthen the bargaining power of the licensee
by ccllaborating with the Ministries.

Vezotiztion of Taechnology Azresments

In the appreciation that the Public Sector in Egypt would continue, for a long
time, to be the main supplier of manufactured goods, industrial and consumer, it
is desirable tha:t the TTC should participate in the negotiation of important
technology agreenents,




in the case of Srivate Sector understandings, it is recommended tnat the

TV

~m0 should act only as adviser to the Egyptian natioral ertrepreneurs, if required,
Tt is also generally recommerded that the TTC should cbtain the co-operation of
industrial cnambers in holding seminpars and symposia orn contractual zatters of

technology transfer so as to strengthen overall national bargaining rower.

Documsertation and Collation Centre

The transfer of technology to Egypt should strengthen and develon the indus=-
trial structure. Cne measurement would lie in its impact on the balance of payments.
T+ is recommended that the TTC should have the responsidility tc acvise the Govern-
mert, through project-aprroval authorities of this irpact. To perform this Zfuncticn
the TTC should be able to obtain access to the payments made for tecrnology and
relate them to imporis-substitutiocn, omployment and other eccnoric-fizancial para-
meters.

Ranregen<ztion on Committaes Atwroving Preciects Involting Tachrolocy
— e ——————

Asreements

The creation of the T7C as a central appraisal urit for technology agreements
nas artificislly divided tne overall responsidility of project acceptance, or
evaluation, into two component functions: one dealing with the agreement alone,
and the second, with the production-system and the technology it will apply. 3oth
are specialised functions. Before final acproval is given to the applicant-entre-
preneur for a project, it is necessary that 2 systhesis or integration be effected
between the two evaluations., This can best be done at the level of the projecte
agscroval committee when representatives of doth the evaluation groups are present,
mhus the recommendation that the TTC have representation. (as a recommendatory
body) on the project-approval Committee.
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TECHENCLOGY PCLICY AXD TEE TTC

If one had to characterise the current Egyptian economic-industrial situation :
in a single phrase it would be: the country is undergcing a strong correctionmal
shase, Virtually an entire private industrial sector has to be created so as to .
encourage entrepvreneurial activiiy and contribution as per the Open Door Policy.
The outmoded Public Sector nas to be revamped through renabdilitation and moderni-
zation. The excessive trading bias in the economy has to be diverted to manufac-
turing contribution. Socio-economic stjectives, togzther withr considerztiong i=
the efficient use of rescurces calls for the establisnment of a small-scale industry
using modern methods of production. The underutilisation of the nation'’s scieantific
manpower has {2 Ye kep® from further detericration and sncouraged tc 2scept new tech-
nological challenges, Staep oyramidal stricture in industrv, and? arsence of inte--
sectoral linkages, have to be corrected through modern methods of industrial

management, etc,

At the same time, foreign invesiment, technology and managerent are not complete

solutions for all these situations although they may hasien the pace of tiaeir deve-

lopment. Overt reliance or them not only increases the country's technological

to sustain them in priviliged position.

Conscious effort is, therefore, necessary to assign pariicular roles to foreign
investment, management and technology (together and as separate entities) in the
context of Zgypt's development and to draft programmes which will minimise their
need in the future, Q

With this in view, it has been sugzestec (Ses second paragradh on page 113)
that the TTC should not merely serve as an appraisal unit for contractual conditions
in technology transfer but have an ernlarged verspective of the role of foreign

technology in societal terms, It is recognised, however, that the TTC, as a

specialised body bringing to bear a particular expertise on the review of technology -
agreements cannot set policy on the role of foreign technology. It has, conseguen-

tly, been recommended that it should be governed by a TOT Policy which specifically

defines this role. Under the aegis of this Policy, TTC would set conditions to, or

grant favours to, foreign technclogy depending on the place allocated to it in
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Sgyptian industrialeecoromic develovzment. :/
In the viewncint of this Mission, the role of fereign technclogy cannot
be develoved in the abs*ract. Its expected ccntributicn would vary from naticn
to nation depending on a country's endowments, developmental stage of the eccncrny,
the legacies of historical policies, etc. and the vision and rerseverence of its
ingtitutions. It is therefore recommendei %hat the expected contrituticn from
foreign technolozy must be ieveloped from an oversll view of the function of
tachnology in the Datrix of socieiy. The itecanoclogical needs of each economic
sector of the couniry should be invesiigated znd emmunciated hefore ithe dlacement
of foreign %echrnology is decided, This, the Mission recommends, as one important

function of Technolegy Policy.

Section V descrives the Zolicy options open to Igypt's technology planners in
this respect. The country's TOT Policy should ve carried cut from the exercis2 of

the options presented.

A Draft Interim TCT Policy for iIgypt nas seen constructed in 3ection V, derivez
{rom consiieraticns in Technology Polich so that thae TIC (arnd project-approval
bodies) can have an iamediate operating base (if found suitadle). It is in no
way coamplete or comprehensive., That must come from Zgyptian effort and it would
be a nulti-agency exercise, The TTC should be able to use this Policy draft for
the development of detailed guidelines for the evaluaticn and nodification of
contractual conditions. To some extent, further UNIDO assistance may te reguired

to accomplish this,

The TCT Policy is placed in 3ection 7/, along with consideratisns in JTecnnmolosw
Folicy, as it does not represent a recommendation of this Missiocn but vasically a

guideline. The need for a TCT Policy is, however, a firm recoamendation.

FUNCTIONAL PLACEMENT OF THE TTC IN SCVERNMENTAL ADMIVISTRATION

The term 'functional placement' is used in this Report in order to avoid
considerations on the identification of the authority that will have administrative
control over the TTC (3ee following discussion).

2 TIC's role being recommendatory, the 'setting' aad ‘granting' of rignts is
essentially that of the project-approval bodies.

-




Functioral placement involves the estadlishment of selative responsidilities

of interacting orgaanizations thrcugh examinaticn of the linkages that must e
estanlished tetween taen in tae decision-nzaking process. Tais is accomplisined

in this Rerort oy giving certain terminolozy to the linkages,

In the proposal made here, three essential operational linkages need to exist
for TIC to function. These are the 'must infora', the '2ust advise'’ and 'decide’
linkages. In addition, two casual linkages, the ‘irnform' and 'advise' linkages,
are necessary to influence decision-making and also to serve the function of
feedback.

-

Using this concept of linkages, <jzure XII is th2 rroposed scieme o7 sssentizl
and casual linkages between GAFI, GOFI, TTC and other relevant organizations in the
process involving the apuroval of joint-veature projects. GAFl has been taken as
an illustration because it might present the most complex case. It is recognized
that other essential or casual linkages may need to prevail or that some of the
indicated linkages may not be practical or effective., It is hoped that further
work in the UNDP Project will resolve these matters,

It is opined that TIC's lipkages with other Ministries (involved in project-
approvals) will present no greater complication than visualized in Jigumre XIZ.

In suggesting the linkages of <igrire XTIT it is recognized that the intro-
duction of the TTC lengthens the decision chain. However, attempts have been nade
to ainimize this effect particularly by eliminating any 'must' linkage between the
applicant (for a project) and the TTC although this linkage is a fundamental one
in most developing countries havizng a regulatory office.

The 'must'linkages have to prevail if the TTC is to (a) serve its role in
the evaluation of technology agreements and (b) participate in the overall process
of technology management,

The 'must’ linkages in relation to the Academy and the Small Industries Direc-
torate, and the specific 'I' linkage between GAFL and "GOFI Project Approval Board"
function, also serve objectives in Technology Policy (Section V). Essentially,
these organizations need to be informed, in the process of project approvals, so
that decisions on contractual obligations are not taken without considering their
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adverse impact on existing industry, existing technology or plans for technology
developaent.

In the illustration taken, GAFI first needs to advise the TIC tha. it is
considering a project proposal which invclves a technology agreemeat. To enadble
° TIC's evaluation of it, the following additional information (nor normally found
in the technology agreement) needs to be furnished to TTC:

(2} the technology to be used (evaluation of the
Techrical Department of GOFI)

(b) main parameters of the production systea (evaluation
of Technical Department)

(c) estimates of sales and fixed investment in the
production system (GAFI's assessaent)

The purpose of this information is to enable the screening of agreements
by the 'three-component evaluation system' (See Role of the TTC, tais Section).

Screening will indicate where the proposed agreement meets, or fails to
meet, objectives in TOT Policy and needed corrective measures. This will be
TIC's 'Agreement Review' - the 'aust advise' linkage in Attachment A.

The separate 'I' linkage between GArl and the TIC is optiomal to GAFI
(Joint-venture uzreements other than on techmology). EHowever, it must be noted

that +1e usual sractise in developing ccuntries (not reccmmended in TOT Folicy
for Zgypt) is to disallow payments for trademarks, etc., or disallow certain
licensee obligations, if foreign venture partner has control over the zanage-
ment or dominant equity in the enterprise,

in the particular case of Joint-ventures, it has been pointed out in discussions
. that compensation for techmology camnot be judged separately from capital participa-
tion parazeters, and therefore, compatatility tests should remain with %he trojsct
approval body. This is entirely a discretionary matter, the rationale of evaluatory
procedures only demanding that both factors be judged in a single exercise,




Since TTC, in effect, only adainisters 70T Policy and does not frame it, :: ;

obviously desiradle to have an Advisory Body to frsme this Policy. The Advisory
3ody will, in fact, also be the bdody that defines Technology Policy (See following
discussion).

$ =
-
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CONSIDERATIONS IN AUTHORITY
STRUCTURE FOR THE TTC

Seneral
This Mission has basically reccrmended that e national office

for the supervision of technology agreements should be
estatlished at the earliest, so that a coordinated approach

can be taken to the role and place of foreign techrology in
Bgypt. The term °’supervision' is used as the Mission

considers that at present, it would be premature for it to

make final recommendations on the ultimate REGULATORY form

of the national office and its source of authority. 3Iwo

other factors also underlie this approach: (a) the suggestions
mede in this Report, or in the Working Papers, have not been
ciraulated in oral or written form to all, or even the
principal, organisations concerned with the role of foreign
technelogy in Bgvpt; thus there is no ccnsensus whether such

an office is feasible (see SectionI) or whether it should have
a resvonsibility level other than supervisory, and (b) the
reasoning that this Mission should not pre-empt the examination of
other options since the Mission's efZort represents only 10% or

so of the total UNDP Project committzent,

Within the rangze of options examined in this Report, the Mission
opines that the Technoclogy Transfer Centre (TIC) - the national
office- should be a permanent structure with a Central Board
0of Technology Transfer (see later) having authoritv over it; the
role of the TTC being recommendatory to project-approval authorities

and controlled by a Transfer of Technology (TOT Poliecy), set




by the Central Board, the Folicy outlining the role of

foreign technology in Bgypt.

However, the Egvutian Government may look upen %his structuring
as merely an interim arrangement, pursuant to TTC becoming

a full-fledged regulatory agency with parallels in Mexico,
Spain, India or the Phillipines, or the Government may

consider the interim structure itself as too highly developed,
and needed to be simplified with respect to its scope of

activity or responsibility.

With such in view, this Mission recommends five other
alternative concepts (options), each of which is reeulatory
and feasible within the Bgyptian environment, These are listed
and discussed below. These same options have bteen listed in
Section IIT but without detailed considerations given to the
authority structure under which the national office (TTC)
would operate. (The options rhave also been diagrametically
depicted in Figures 7II-XI.,) Five new options oven to the
Government are:

Option I: Central Regulatory Office for Technology Transfer

Option II: Separate Approval Authority for Direct Trans®ers
of Technology.

Options III: Departmentalised (Decentralised) Approval Systems
for Direct Transfers of Technology.

Optien IV: Centralised Administration System Under Law
21 for approval of contracts.

Option V: Localised Administration - (GOFI)




In examining the Optionms, the following may be kett in aind:

— the effect the Option will hrave on Law 43, ané on
the place and role of 53AFI; indeed, if GAFl's
responsibilily should be increased, decreased,
modified or left unaffected.

- the applicability ard the relevance of Law 21

- the need and reason for the enaciment of new legislaticn
(if any)

- wpnether the TTC is e decision-paker; or shares 4decisions;
or is vart of the 'decision-chein’

- bow the option aiffects the present role cf the Minisiries
in overall project-approval authority

- what insirumert will govern the national office (TTC):
law or administrative policy

- how the option aifects technclogy agZreements executed
by Public Sector enterprises, and

- whether the entrepreneur/a2pplicant directly acctrcaches
the TTC whether the TTC gives its decision directly ©0O
tha apriicant.

I- all of the Options discussed nelow, the ccniinuance of
GAFI and of the 'investment' and 'joint-venture’ paris of
Law 43 are explicitly recognised. In all but one 0f the
Options (Option 1II), the TTC would have.part or full
decision authority; that is, either the TiC has 2 prime/sole
role as decision-authority or shares the authority with
another decision-body. The term 'decigion', when applied

to the National Office (T1C) is always in respect of

contractual arrangements in technology transfer.
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Optior I: Centrysl Reguletcrv Office

In Option I, the TIC is the sole decision-body for all
technology agreements, irndevendent of whether or not the
recepient of technclogy is & joint-venture enterprise.

Bvery licensee directly approaches the TTIC for aporoval of
the agreement. The TTC would have the right to reject the
agreement if modifications suggested by it (if any) are
unacceptable to the licensee. In Option I, GAFI would have
approval rights only on parameters of investment, invesiment
agreements, company statutes and compaﬁy menegement. To
give the TTC the above authority, new legislation would

be required. TOT Policy would become encompassed in the new
legislation. Tke legal rights now with GAFI vis-a-vis the

approvael of technology azreements would pass over to the TTC.

Cotion I is typically exercised ir Mexico. This countfy has
enacted separate and specific laws for the regulation of
investment and “echnology contracts. In 1973, the maragement
of two laws were with separate regulatory agencies. Today

it is centrzlised under the Investment Authority. To cbtain
a close narallel in Bzret, the TTC would have to come within
the administrative authority of GAFI.

Optior II1: Separzte Arvroval Autioritv for Direct Trangfers
of Technolozy

In Option II, new legislation is enacted to give the TTC
the scle right (authority) to approve all these technology agresments

which a.ré not associated with investment from the licensor.




GAFI, under Law 43, will continue to exercise its present
authority over all arrangsments in joint-venture. TTC and

GATI would each have its own aprrasal system for evalueting
agreements. However, a ccordirating instrument would be
necessary to give a naticnal epproack’ to techmology trensfer.
This could either be TCT Policy or the new legislaticn.

(That is, the new legislation could be the vekicle for TCT
Policy). There are no close parallels to such a structuring in

develoring countries.

Ootion IIX: Decentralised Avovroval Svstez

In Option III, each project-approval authroity (Ministry, GAFI)
is its own regulatory authority. This is very close to the
exigting Eayrtian svstem. The major contribution im Crtion III
is that new legislation is enscted to limit the eporoval rights
of the project-approval tody. The new legislation wculd
specify those naticnally rerugnant or restrictive practices
which would per se be unaccertabtle in Egyzt. In Cption III,
there is no separate ' central regulatory ovody. The 'TTC', in
this Option, is merely an administrative office with legal-
administrative functions with plac=ment in the Ministrv of Law.

Teis tyve of system is generally followed by Tugoslavia and

Argentina.
Ovption IV: Centralised Adminis+retion Under Law 21

. In Option IV, unlike the situations in Options I to III, the

TIC is not a legally created authority. It is merely a2 centrally
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organised devartment with certain decision funciions
delegated to it by the Ministries, which alone have the
authority under Law 21 for apzroving projects. The TIC,
thus, becomes part of the decision-chain which accords
approvals to projects. In the -mormal course, the T1IC’'s
decision on an agreement would be acceprted by the corcerned
Miristry; however, it will be within the prerogative of the
Ministry to act as it thinks fit, disregarding the advice
of the TPC. In this Option, the TTC will have responsivility
only for direct trensfers of technology and licensees would
&p proach it directly. To avoid potential conflict, only the
Ministrv would 'issue the approval'’ of the agreement.

(GAFI could utilise the appraisal-capability cf such & TTC
for its decision processes). The TTC would very largely
function as the present 'lLocal Manufactures' Departzent

in GCFI does with respect to GOFI and GAFI projects.

The TOT Policy, under which the TTC will operzte, will have
to be set by the Ministries concerned. In a very broad

way, India utilises +he svstem of Opticn IV,
Ovtion V: L i Admi + - (GOFI),

In this Opticn, the TTC is a department of GCFI like the
present Technical or Local Manufactures Departments.

While GOZI would be the regulatorvy authority under Law 21,
it would delegate to the TTC the rights to apvrove licensing
agreements for direct transfers of Technology - but only

to the extent of the projects coming within the jurisdiction
of the Ministry of Industry. The TOT Policy under which the
TTC will operate will be set by GOFI.




Placepent of Public Se + i

In evaluating any of the above Options, exzress cornsideratiorn
must be given as to how it will affect transfers of technology
to the Public Sector. Since Fublic Sector enterprises
dorinate the irdustrial economy of Bgypt, there is little
roint in developing legislatior. which excludes their resronsi-
bility or in creating decision netwerks which are inapplicable
to them. Thus, any proposal for new legisiation must envision
the impact it should have on ccntractual acceptances by Publie
Sector units. It is recommended that as statutory bodies,
they must come within the purview of laws that govern ccntractual
acceptances by the private sector. This is the situation,

for instance, ir India. Presently law 21 is inapplicable %o
Public Sector firms. Law 43, too, is weak in tkat it only
requires that 'projects’ should be in national interest,

not the contractual vehicles.

The term 'Central Board' is used here to avoid any confusion
with the objects and purposes of the National Board of
Technology Transfer, which has been organised under the
pponsorship of ASRT. Further, the concept of Central Board,
as discussed nere, is only applicable to the reccmmendation of
this Mission that the TTC be organised as a central arpraisal
unit (see pp. 114 and I116<121) operating under the azegis of 2 TOT
Policy (see second paragraph, p.122 and third parsgraph, p.127),in turn

developed in a multi-agency effort, namely, a 3oard.
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It is recommended that the authority instrument for tke

TPC (to rerpeat - as central appreisal ukit) should be

a Gentral Board of Technology Transfer* which sets , in respect

of technology agreements, a TOT Policy derived from comsiderations
of the role of foreign technology in Egypt (Technology Policy-
Secticn V). This recommendation arises from otkers (see second
peragraoh, p.l133 and, Recozmerndation 4 of Section I)

that the TCT Policy should have a wider purpose in Egyrt than

merely being directed to the quality of contractuzl arrangements.

It is recommended that the composition of the Central Board

should be such that it reflects the views of 211 important
organisations directly associated with th2 use of technolegy in
Egvpt. Imn particular, it is desiratle that there be representa-
tion freom ASRT, GAFI, +he Patents 02fice, Trademarks Registry and
from organisations and policy-groups associated with the
development of small-scale industry. It is also recommended <he
Board should have representation from chamters of comzmerce and <the
stock exchange so that the view point ¢f the Egypitian private

gector is taken into considerations.

At the same tice, it is recommended tha+t the Central Board
should have a forward-integrated technology - industry orientation

rather than a science-industry or science-technology orientation,

* Which Board may eventually become the National Board or be
absorzed into it.
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and +<hat the Folicy makers have a close working interiace
4ith those executing policy (the TTC). It is thereZore,
further recocmmended tha: the routire operations of the TTC
should bte guided by a sub-committee of the Board which is
wholly composed of representatives of indusiry menagement
(GAFI, GCFI, the Ministries of Eealth, Petroleum and
Agriculture). Since the Oren Door Policy £avours the privete
sector and economic development through market forces, the

sut-committee should have &he appropriate bies.
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»
SECTION V: TECENOLOGY PCLICT AND TTC'd/

GENERAL

1« To meet its Bbjectivcs in the year 2000, Egypt plans to increase its GDP
8-fold over what prevailed in 1975, concurrent with the transformation of a
quasi-agricultural society into an industrial one. The 'October Document' of

1974 clearly states that the "future of Egypt depends on irdustrialization'.

The Ministry of Planning has stated '“the economic and soci.l develovment of

Egypt pivots on the development of Egyptian industry quantitatively, cualitatively
and technologically. With this bias, underscored by lLaw 43 of 1974, it is very
evident that the industrialization of Egypt will be promoted through heavy
injections of overseas technology and investment.

2e At the same time, Egypt realises that the socio-economic structure of a
developing country - which it is - can be severely strained and adversely affected
if such technology is injected without discrimination or direction. Unguided,
technology itself, as well as the terms under which it is acquired, can cause
unacceptable distortions in society which may also become well-high irreversible,
On the one hand, inappropriate and inconsequential technologies (or trademarks
rights masquerading as technologies) may flood and imbed themselves in the country,
and on the other, the cost of technology, or the controls imposed on the use of it,
could commit the country to ocutflows of funds which can seriously endanger its
balance of payments position.'

Further, uncontrolled acceptances or technologies can increase, rather than
decrease, the country's technological dependence.

3. It is also recognised that the progress of industrialization is demonstrably
uneven, and of itself, can introduce new social tensions and imbalances. An
industrial society, it is now becoming clear, cannot evolve without contemporaneous
transformation of the socio-~economic structure. To the extent possible, all
industrial sectors of society must have activist roles in the production of goods
and services and all elemunts of society should benefit from the application of
technology.

*/ Based on Working Paper II.
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L, TIn recognition of these factors there is demonstrated desire in Egypt that
proper policy instruments and institutional mecharnisms should be devised so as
to exercise selectivity in transfersof technology and guide technology flows
into directionz desired. The overall dias is, however, that technolegy transfer
mechanisms nust be promotional in character and not defensive in strategy.

Se To this end, and as one of its intruments, the Egyptian Government has
proposed the formation of a Technology Transfer Centre (TTC). The tasks before
the Government, on which UNIDC assistance has been sought, are:

(a) to define the roles and functions of the TTC
(b) to allocate a place for it the Governmental decision matrix and
(c} %o recommend the policy framework under which it should function.

POLICY INSTRUMENTS
6. Surveying the scene, adeguate mechanisms already exist irn Egypt for carrying
out sectoral studies for the evaluation of project feasitilities, and to some
extent, technology selection, The information system is rather weak but this is
being remedied.. Considerable capability already exists for the amalysis of the
preduction system and for rendering advisory services to entrepreneurs and to
Public Sector units in the selection of machinery and equipment. Adequate
capacity and capability are also present for project implementation.

7. However, the weakest links lie in the absence of technology-related policies
and insufficiency c¢f expertise for the evaluation of technclogy and its contractual
vehicles.

8. Where adequate policy instruments exist, the operatioms of an organization
such as a Technology Transfer Centre can be defined within a2 narrow framework.

It could perform a specialist function as one cell of a multi-dimensional admi-
nistration matrix. In such a case, its responsibility would basically be to ensure
that costs of imported technology are reasonable and proportionate to its contri-
bution, and that the recipient of technology has not accepted excessive limitations

on his operations or incurred extraneous obligations.

9, However, in the absence of such perspective policy, mere acceptance of tech-
nology agreements on the basis of reciprocal relationships, or even from the wider
viewpoint that national prerogatives should not be surrendered in the process of
accepting foreign technology, may damage, through indirection, whole domestic
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sectors of the economy whose needs and security are not protected by other

policies,

1C. Ir the flux of change that now characterises Igypt, it needs to be made
certain that aporovals of foreign contracts, whether involving technology alone,
or it being accompanied by foreign investment, do not by inattention or disregard
have unanticipated adverse impact on other sectors of the economy. Somewhere in
Governmental administration, assessments must be made as to whether the introduc-
tion of certain types of technology will lead to disinvestment of existing
industry or create unemployment, or like disadventage, in some other sector of
economic activity; and if so, whether the attendent effect is an acceptable default,
or risk, in the larger national-political interest,

Assessment prccedures should recognize that adverse effects (on other sectors)
aay not be created by the technology applied in the foreign-assisted production
sector but could result from the acceptance of unguarded comtractual terms in

trademarks, market divisioning, and assertions under patent rights, etc.

11 The objectives set forth in Paragraphs 9 and 10 cannot be serviced by the TIC
without adequate background policies, particularly a Technology Policy. Instruments
as Law 43 and the October Paper provide direction but not body to Policy.

12, In this connectior it would be worthwhile to include a conclusion in UNIDO's
Industry 2000 = New Perspectives (1979), page 183:

'""hatever countries or groups employ modern tecnnology as a2 tool of industrial
development, must themselves elaborate technological strategies, Policies towards
technologyv.... must recognise that technology, if it is to realize its unfulfilled
promise, will only do so when those groups wanting to use it have a clear conception

of why they are utilising it and what ends they hope to achieve"”,

13. In the EIgyptian situation, the role to be played by technology appears quite
explicit (..s."the economic and social developmesnt of Egypt pivots on the development
of Egyptian industry quantitatively, qualitatively and techaclogically" - Paragraph
1). Had it not been so, a technology policy could perhaps be comstructed to directly
reflect the 'technological content of national pclicies and objectives’; that is,

the technical purposes sought in the transfer and development of technology. Feor

the case in hand, technology policy in Egypt can be nothing less than & mirror
reflectiop of its social aims., It is also social policy.
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14. Iceally, for its Jurposes and framework, techrology pclicy wouli reruire the
clear articulation of natiocnal needs. Very few countries, if any, can be explicit

in this regard because of economic factors ané cressure grouvs. Iz the practical
sense, therefore, technology policy is essentially an expression and the elaboration
of strategies which divide, integrate and associate sectors of the economy influenced
by modern technology.

15. Technology policy is not ar extraneous injection. In any directed or planned
economy, whether recognized as such or not, some policy is at work signifying uses
to which technology is being put. Where this can be identified, techroclogy policy

manifests itself,

16. In the discussion attempted here, it is feasible to only indicate the large

factors in forming technology policy. The more direct objective is to define thcse

considerations which must guide the evaluation of contractual conditions ir transfers
of foreign technology to Egypt so as to meet the purposes set forth in Paragrashs 9

and 1C. These consicderations would be spelt out in a Transfer of Technclogy Policy
(IOT Policy), the immeciate and precedent policy that defines and cortrols the ambit
and operations of a TIC.

TRANSFER OF TECENOLOSY (T0T) POLICY

17. The TZC coblaims its charter from addresses to questions as to whether foreigr
technology should be the primary toocl for development of industry or whether it
should have a 'residual role' - after exhausting prevailing domestic alternatives
to technology; or if they must co-exist, whether they can co-exist, and under what
conditions; and the impacts of such choice on the technoclogy already being employed
in the country, on local centers working on the development of technology, and
indeed, on its internal transferability.

18. And second, the capacity of a nation to absorb and utilise technology, and
particularly foreign techmology, must be reckoned with. Soie economic sectors of

the country, like the Public Sector, may have the capacity to absorb large injections
of hard technology; others, like the small scale sector, may mot benefit at all from
modern technology. Consequently, this consideration must be taken into acecount in
guiding technology flows,




19. Correspondingly, institutional structures must be created in order to izglexent
such policy. For the regulation (or channelling) of foreign technology a specialized
agency is a sine qua non since international transfers of techrology have tTejusathad
a new 'knowledge system', application of which requires multi-disciplinary sidlls.
Thus, technology policy must delegate to this agency (the TTC) the role and functiorns
of channelling of foreign transfers of techmology.

20. In the Egyptian system of governmental administration, project approval authority
is decentralized - that is, final decisions on the acceptance of technology (the
technical means tc be employed in a project), and of the contractual terms under
which it is offerred, are with GAFI, GOFI and several Ministries. Therefore, TIC
alone cannot implement the TOT Polocy.

21 It has therefors been recommended that:

(i) TTC should act as a recommendatory secretariat assisting anc advising
project approval authorities in the appraisal of contractual obligations
in transfer of technology contracts, and

(ii) TTC, as well as project —approval authcrities, should jointly subscribde

to a common policy which will define the general terms for the acceptance
of foreign technology into Egypt, i.e. TOT Policy.

Thus, the ambit of the TCT Policy is quite significant.

22, Since a specific TCT Policy for Egyot cannot be developed until the overall

technological strategies are framed and structured. This Paper develoves a draft

interim TCT policy on the basis of the general experience of developing

countries modified by readily apparent features of the present socio-economic

environment in Egypt. (Some considerations in the latter text permeat the balance

of this Section). , |

CONSIDERATIONS IN TECENOLOGY POLICY -

23. The forthcoming discussion only pays 'lip service' to the technical purvoses

which should be served through technology flows. This is a task for planning .
orgarizations once techmology policy, to which they would have subscribed, defines

the uses to which various categories of 'technology systems' should be put. The

major focus;hero. is on panagement functions in the'transfer of techrology process,’
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2k. No developing country has thus far presented its technology policy in
explicit form. Thus, models are not available. However, in the case of India,
some of its policy instruments are clearly established. Appendices toc this Paper
depict them briefly. In some of the concepts developed here, this Consultant has
drawn on the Indian experience,

25. Plammers in a developing country must seek answers to the following:

a) What goods should the economy produce? - heavy machine tools or
bakeries ?

bh) For whom are the goods meant ? - for low-income groups or elitist
society ?

¢) Wwho will rroduce the goods ? -~ the small industries sector, joint-
venture sector or other ?

d) What thrusts are necessary i. the use of resources (in the widest

sense of the term) ? - foreign technology, foreign exchange or labour ?

These are, obviously, parallel guestions of equal weight with their answers
interactive and interdependent. The technolcgy plamner cannot take a 'back-seat’,
wait for other planners to excercise their options and then seek his role inp the
'technclogical content of objectives and volicies'.

Technology policy cannot stand isolated from social issues. 4 For illus-
tration, it may be a viable strategy to have cheese made for low-income groups
through jointeventure entervrises, using foreizn exchange earnings as the resource
to service profit repatriation,

But then, cheese-making involves machinery, and cheese itself, needs to be
packed in plastic, transported in trucks and distributed from cold storages. With
the constraints in a developing country all these reguirements canrot also be met
through the joint-venture mechanism. For one requirement, the cost of direct
licensing might be more favourable than the costs and obligations o a joint=-
venture; in another, foreign technology may reduce prices but bring no octher

2/ In fact, it has been demanded of technology that it should be addressed to
the "poorest of the society” ("World Plan of Action for Application of
Science and Technology to Cevelopment and the Regional Plans'),

United Nations E/AC,5.2/XXI/CRP.13, (1975)
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advantage to domestically - available technology. While making these choices
it is necessary to ask whether or not technological dependence might deepan.
If so, what penalties would haze to be paid and who will pay them? (That is,
what is the social conseguence)? This must lead to ancther question as to
whether or not such adverse socisl consequencescould not be redressed, or
alleviated, by spreading the 'technological load® over the overall production
system.

26. If the latter approach has meaning, as it appears to do in developing
countries, then technology policy must absorb the task of outlining the stratecies
which, in the interplay of economic, commercial and regulatorv forces, will:

a2) Allocate sources of technology (the joint-venture, licensed transfers,
local technology) to the 'users of technology' (the Public Sector
small-industries sector, etc) in the context of equity and approvriatenesss;

b) ensure that the weaker sectors (as the small-industries sector) maintain,
and to not lose, their viability by unrestricted exposure to competition

from other sectors;

c) upgrade overall utilisation of technology by conscious development of
capabilities in natiopal managers and engineers;

d) reduce technological dependence on overseas sources by internal transfers.
of technology, including that from the laboratory to indusiry, and

e) stimulate local innovations and domestic developments of commercially
competitive technology.

Except for the emphasis on the 'allocation' element in the use of technology,
which is the recommended charter to TIC, the management role described here has
¢lose parallel to that formulated by Dr. O.A. El Kholy in "The Structure and
Functioning of Technology Systems in Developing Countries”

UNIDO ID/WG,301/2 (June 1979).

27. Technology policy is,y however, not industrial policy, although they are
dynamically interlinked and coe-exist, Industrial policy aims at the production
system and the placement of human and material resources in a regulated system of
production and distribution of goods and services. To achieve its objectives
industrial policy seeks to create an infrastructure through vertical and horizontal

integration of related and interdependent activities.

—emw
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Technology policy, on the other hand, is oriected to strategies for
schieving desired balances in the social sectors which technology is meant %o
serve. Technology policy seeks to create a suderstructure which can dring

sabout the horizontal intexration of dissimilar elements and forces influeaciag,

and influenced by, tecknology.

USERS OF TECHNOLOGY.

28. With this perspective, it becomes possible to investigate the main parameters
on which a technology policy can be constructed.

29. In Parsgrephs 40 to 9¢.an attempt has been nade to identify the role that can
be played by technology in the development of the economic sectors (the allocative
task). For this purpose, four economic sectors have been chosen: (1) the joint-
venture sector (2) the Public Sector (3) the large-units' Private Sector and (&)
the saall-units' Private Sector (defined, not as in the Zgyvtian context of units
ezploying less than 10 people, but as an arbitrary division of the total private
sector, employing aodern tecnnology). No particular focis is brought to bear on
rural and village industries since they are seen, ir this study, as only the
beneficiaries of modern techneology and not as its direct users. They participate
in cost-free transfers of technology which occur when technologies degrade into

techniques and diffuse into the ecanoay.

3C. 3ecause of its bearing on the TTC, much of the discussion revolves around
contractual conditions that sust be present in technology agreezents so as to
achieve the objectives discussed in Paragraphs 9 and 10. Basically, the strength
of the "source of technology" should be fully exploited while making sure that
the roles of the sectors, particularly tae small-units' sector, are not hurt or
hindered through inattention in collaboration agreements,

21+ Such analyses, combined with considerations on the 'teéhnical purposes’

for which technology is sought (i.e. products of the economy ),should enable
technology strategies to develop 'source-user' matrices. The outline of a matrix

is presented in figure XIII. India's position on the large-unitts Frivate secior is
given in the following list and Sigure XIV as an example. '
32. Strategies to ensure the protection of the weaker sector are covered in
Paragraphs 33-39, 7579 and 92-1C 3,
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India's Policies - large-Units' Private Sector (Industrv) -

The basi bias in India's industrial development policies is regulatory.

Indian Private Sector is excluded from establishing, or varticipating in,

defined natiorally-sensitive projects (armaments, nuclear energy, e%cC.).

Other than rationslisation needs in existing Private Sector units, all n~w
investzent in defined categories of industry will be the exclusive arez of
the Public Sector (electric power, steel, mining of major ores, aluminium,

etc.).

In a defined category of industries, the Public Sector will co-exist with
the Private Sector and will gradually establish dominant position (fertili-
sers, petrochemicals, etc.).

In all other categories of industries (undefined) and products (uncefined)
the Private Sector shall have the comrlete domain, unless public interest

is threatened.

The Government has takern no position om industrial consultancy services;
both the Public and Private Sectors can be active,.

As per the Indian Companies Act. 1952, and the IDR Act, the Government
reserves the right to 'take over' production facilities of large firms
(defined in terms of assets) if mismanagement is suspected and i? it is in
the public interest,

The large-units' sector, as companies incorporate, is excluded from manufac-
turing croducts which are wholly reserved for the small-scale sector (some
850 products). The latter sector is defined in terms of investment. Large

‘units producing such products before thne reservation (circa 1977) can

continue to do so but will not be permitted to expand, change location, ete.

For a defined list of products and industries, all companies in both the Public
and Private Sectors (but excluding small-scale sector) must obtain Industrial
Licenses which endorses capacity, location and productemix.




10.

1.

12,

13.

1b,
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All contracts for foreign technology must be aprroved by Government even
if there is no paymené involved. (Wher a small-scale unit licences
technology, it must also obtain the same approval frcm Government, The

same applies to Public Sector units),

Industrial licensing for all products (excert as covered in Item 2 above)

is centralised within a single unit of Gentral Government, The same body

has sole authority for approval of technology contracts (or any agreement

relating to industrial procduction or services entered into with non-Indian
parties).

The approval of foreign investment (ir projects) is with the Foreign
Investment Board. This Scard also supervises technology licenses, Fereign
technology cannot be capitalised.

All payments for techrnology or technology services must be effected through
The Reserve 3ank of India who may examine agreements to determine allowa-
bility of remittances. The Reserve 3ank of India is alsoc the single channel-
ling body for profits, dividends, capital repatriation, etc.

lo specific instrument controls joint-venture investments. All rew foreign
investment is regulated so that foreign equity in Indian enterprises is
below 40%. Exception is given to '100% - export' projects (when 100% equity
is theoretically possidle).

/

lLarge units above a certain size (or belonging to '3ig Zusiness Zouses') -
will generally not be permitted to engage in 10C% forward-integration . A
certain amount of production must be scld for conversion by the small-units’
sector. (Thus, a producer of rlastics resins can convert orly 25% of his
oreduction to plastic endeproducts as film or pipe). 3ig 3usiness Houses

will not be permitted to engage in consumer non-durable products.
The Govermment periodically publishes three lists:

(1) industries and products in which foreign investment is permissible

(2) products/industries where foreign investment will (ordinarily) not be
permitted, and

(3) products/industries in which rneither foreign technology nor foreign
investuent will te permitted,

Defined under the Monopoly and Resirictive Trade Practices Act.
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17.

21.

2k,

Sole supplier or sole distributorship agreerents in companies above 2
certain investment level are not permitted by the Goverrnment excest with

its permission (Iadian Comzanies iAct, 195¢).

All comvanies are encouraged to laterally “ransfer technclogy. To aid
this, 40% of all income from sale of techrology and techrology-related

services are free of income-tax.

Ixport of technology and services is encouraged. 10C% of all income from

such exvorts is free of income tax.

All companies are encouraged to do R & D. 1CC% of all expenses (of capital
or revenue in nature) are expvensavle against income in the year of eoxzense
If R % D results are utilised by the comrany, an expense at 120% of capital
cost can be deducted from gross taxable inccme. In addition, normal
depreciation can also be charged, Sale of R & D results obtain the

concessions of (17) and (18).

The right to sublicence technology must bYe incorporate in all licensing

agreements.

The Government encourages, through tax concessions, wide diffusion oz ~auity

with the general public.

The arpointment of Directors in very large firms is supervised by Government.

The appointments of Managing Directors must te acproved ty Govermmernt.

Companies in which foreign investment is higher than LC% camnot diversify,
expand, reduce c¢apacity, change management, acsuire new {irms, raise vrivate
or public loans, acjuire new tecihnclogy, extend Tirectorship, provide
consultancy service, trade in products of third-varties, import and sell
products and equipment, change cavital structure, dispcse of oroper:ty,
acquire real-estate, ogen branch offices, etz, witaout the stecific aprroval
of the Government through authorised agencies,

Goverament encourages multiple production units., Companies will bYe permitted
exvansion only to reach economic viability. Thereafter, furtiaer procuction
will have to take place at a different site,




2€.

27,

28.

Geogradhic dispersion of large units is encouraged. TUnits located ir
'backward areas' can produce certain goods which would not be otherwise
encourazed. Location in backward areas is facilitated by tax concessionse.

Companies using different foreign partners must establish di fferent comranies.

The foreign eguity of an Indian firm cannot be transferred to arother foreign -

firm without the approval of Government.

Companies in which foreign investment exceeds 40% will not be vermitted to J

make consumer vroducts.
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(see also tabl ¢)

65000 Compunies
(Hegiastered under the IndianCompanies Act, 1961)

300 Pulrlic Sector Companles 4500 "public Ltd" Compunies wprivate Ltd® Companies

(No foreign Investment)

700 with foreim involvement
(manufacturing)

23500 with forelm involvement

280 with foreismn technology
(Manufacturing Companics

(800-1000 technology licenunes)

150 joint ventures 590 with
licensing

1300 Compunies 1000 with foreign

with Foreigm Investment technology
(including expired agroements)

300 jolnt vepturas with
aigniflcant particination
from pgeneral public

300-400 ‘ 100 compunh]u pre-
% two-body" guntly or in paat

joint ventures controlled subsidiarien
M™Cs

200 J oint-—:lam.or

aSource: brivate Asgesament
Arni Hy-Tech Consnl tants
New Lelhi, India,
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TRANSTER CF TECENCLCGCICAL CAPASTLITIZ
33« 1In many developing countries, the transfar of 4schnolagy is viewed s eszan®ially
the 'transfer of capacity' - a straight forwarcd form of imporiesudstitution. as
soon as the transforming instrument (producticn system) - which converts raw
materials %o ctrouucts - is situatec and is operative in the national territory,
it is assumed that the transfar of technology (or of inow-now), is achieved. A

develoring country is ill-served 5y such a concept.

34, A technology transaction should serve more than this function. It should

transfer cagability. It is a right that must be claimed from the transferor and

set down in the contractual document. Transfer of capability is not merely training
on how to run or maintain a slant, or even how to meet cost and guality targets.
Capability is achieved when {(a) the technical skills to manage manufacturing seguences,
the xnowledge skills %o expand, ¢hange or diversify vroduction, and the organizational
skills to manage the enterprise are in the hands ¢f local managzerial versonnel, and

(b} when tecnnigues of the production system percolate to the engineers, technicians

and operators through the rurposeul creztion of zksorptiwve power within ine anterprise.

dowever, transfer of capability is ccmpleted only when (i) the decisionemakin

powers to expand, change or diversify the croducticn scheme are %tnose of the national
managers c¢f the enterprise and (ii} the righis of the domestic ernterprise to seek and

diversiiy markets are not unreasonably constrained dy the supplier of technclogy.

35. In unregulated, or ungoverned, transfers of overseas technology, the above
referred decision-making powers are often in the hands of the transferor of technology
3y virtue of the management conirol granted nim (for instance in a jocint-venture),

or the above-mentioned rights of the local enterprise are often curtailed by the
supplier of tecanology tarough misuse of his powers (over-extended obligations)

under grants of zatent and trademark rights and exclusive reservation of markets

for aimself.

Capability is not granted. It must be wanted. It should be part and parcel

of tachnology policy.




TALUE-ADDITIOY COMTIPTS IN TICTULOGT POLICY
2. (ne of the basic objectives in eaploying foreign tezhnology is to increase
value-addition. 7Thi. is imzortant in beotih tihe import-substituticon and export
sectors. The ensuing discussion relates vasically to implications in the imcort-

substitution area.

37. Mere assemblies of products in the mechanical/electrical industry, or formu-
lating/compounding in the 'process industry' do not imply use of technology even
when products are meant for mass marketirng. :/ 'Technology agreements', in these
areas,are often cloaks for merchandising of trademarks and market rights (i.e.

they confer 'exclusive supplier' status on the lscal enterorise;.

28, Consequently, developing countries need to scrutinise collaboration agreezents
to ensure that local firms will contract for 'hard' technclogy; in essence, value-
adding techmology. 7The right to make, and the cazaebility to z=ske, major componernts
of the candidate product system are 'technological objectives' that must ve zresent

in licensing arrangements.

39, Likewise, collaboration arranzements nave to be scrutinised to see that value-
addition, wnicn should rroperly belonz to the enternrise, are not diminished sy
coamercial contrivances. For example, if one of the jartners to a joint-venture

is a sole seller of the firm's major inputs, and the other partner the sole
distributor of its sroducts, it is zossible for cricings of input and sutsut %o

be 80 zanipulated that the firm exhibits so low a value-addition that the tecnmolozy

applied apoears inconseguential,

%2, However, value-addition at the level £ an antercrise should not ze so nursued
or rewarded that it negates the consideration that a zart of the value-additicn
could be made to occur at a point outside the entervise at a lower cost, in real
or socic-econozic terms., TIor example, %o take an extreme case, it would Ze in-
approtriate to reward a technology supplier because the licensee enterprise will
make all the bolts it requires for the manufacture of a refrigerator., A fira
already in the business of maxing fasteners may be adle to supply the bolts at a
lower cost, or more importantly, in a developing country, its oroduction could be

delegzated to the small-units' industry sector for socioeeconomic considerations,

/ Tanagement systems are of greater relevance.




%1. Concepts in value-addition are expressicns of techzolozical strategy.
To the extent that social policy reguires salances azonz the oroduction ss2ctors,

inter-sectoral subcontractins szould bSe consiiered an important mecharism. CThus

socio-economic pursose would he served wnen a nudlic sector enterprise (itself a
socio-economic concest), in constious exercise, delegates out, nanagers and -
supports value addition in the smafl-units' sector. (3ee farazraphs $1-34).

Likewise, the divisioning of 'downstream processing capacity', referred to in

Paragraph 77, is an exercise in the delegation of value-addition.

42, When an entersrise undertaikes 'bacikward integreation' towards raw zaterials,
or 'forward integrates' towards zarikets, it is, in naticnal teras, an expression
of 7alue-addition (so long as the integration is through the injection of techno-
logy). From the viewpoint of the 'allocation' exercise in tecanology poliecy, it
is important that proper instruments be chosen to ensure that these integrations
can be achieved (eventually). Ia this respect, joiant-ventures with TNCs offers
the best scope because of their wide portfolios of tecanclogy (see Paragrath 41°,
However, while such integzrations aust oe favoured (contractual srevisions), those
of 'vertical' anc ‘'horizontal' integration aust te disfavoured (via Company lLaw),
for while they add value at the level of the entercrise, the naticnal system does
not zain perceptibly nor is socio-economic justice served., (These integrations
occur through acguisitions of firms either in competition wita the enterorise -
norizontal iategration - or those of its suppliers and distridbutors - vertical
integration).

ns
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%3, Froperly wielded the joint-venture sector can c¢ontrisute a great deal more
to a developing country than merely Seing a local source of nizh guality gcods,
or a source of technology or cacital., Improgerly weilcded, as the experience of
zany developing countries has amply demomstrated, it can weaken cr distort the
sociomeconomic fadbric of a country, increasingz its tecnnolcgical dependence. The

dimensions of the factors steeply escalate when transnational corporations (TC's) -

have a significant presence.




Bole of TMCs

3

44, The TIC's are enormously potent devices for obtaininz access to modern mass-
production technologies; f{or develcoping vast distritution networks; for expleiting ;
resources of narginal value; for obtaining access %o aighly orgenised internaticnal
markets whick are monojolised by them through patent coverage, trademark traciticn
and narket divisions; for zmanagement technigues that confer high quality on the
huzan infrastructure of their organisations, and through it, vast efficiences in

the use of rescurces; and, of course, for attracting capital into risk envirorments.

S. The eulogy of the last varagraph would ve more nonest in the context of
investzents in industrialised countries rather than investaents in a developing

country. The general impression of TMC contribution to developing ccuntries can

be zleaned from the following gquotations:

4. "For reasons of their own corporate objectives, TIC's have not contriduted ,
significantly towards solving developing country sroblems of poverty, l
unemployment or the satisfaction of nuzan needs”". (.14 "Industry 2CCC -

New Perspectives’, UTNIDC, 1975). '

L7, "Studies of management dehavior in TNC affiliates show that the najor enter-
orise decisions are taker in the head offices of the corvorations, including
those involving investment planning, oudgetting, personrel appocintments,
usually avoiding interference from doth home and host governments”. (Ibid,

page 24),

b3, "....the activities of tramsnatioral corporations snculd be subject to regulation
and suvervision in order to ensure that these activitiess are compatible witia
the develorment tlans and policies of the host countries ...." (Paragrapn 42,

Lima Jeclaration, Yarch 1975).

L9, Despite this caveat, it i3 well recognized that in a world of increasing inter-
rational dezendence, the growth of developing countries is highly dependent on the
use of TIIC investment and technology just as the growth - or even the stability =
of the developed countries is depeadent on the resources and marikets of developing

countries,




S0. Aall this only illustrates that naticnal emrichment tarouznh foreizn
technciosy anc investaent must de gaized ia a frasework of conscious choice.

Technologzy policy can contritute to this direction.

S1. The above discussion is very significant in the =gyptian context in that

the joint-venture sector, while rapidly growing in size, is yel a new sector. .
INC's or foreign companies do not now have substantial local presence, or local
lobbying power, which they can exercise to adversely influence vrover dolicy
choices. Further, today, where the joint-venture exists, it is largely in
collaboration wita Fublic Sector enterrzrises, which can be considered collabo-
ration under the ‘watcaful eye' of Government. Additionally, there is soze relief
in that Zgyostian Law Zoes not perait {ree-standing foreiznm industrial enterzrises
with wholly independent azanagement rights. All these factors are in faverabdle

constellation and uncemacn to aost developing countries. Thus, the capacity to

wield the ioint-venture sector to fulfill national interest is present ia Zgzypt.

52. Host impertantly, the joint-venture sector must e estadblished in a balance
of forces. The capital-and-tacinolegy izput of the foreign partner is not to be |
Jeighed, in the national context, against crofits to be zade or taxes ccllected,
but agairst the national mariket-and-resource opportunities and rigznts offered to

hin. Technology policy must perceive this bvalance.

The '3alance'’ in Technoleogv and Jevelorment Agresments

53. The first implication to technolegy policy (directly *ransmittadble to the

TCT Policy), is that the rights of the foreizn partner tircugh tiae iavestaent

he maxkes should not dominate or determine his rizhts over the techrnology to ve
supplied, the impositions ue can nlace on the use of technology, or the odligations
that must be accepted by the domestic enterprise. The investment agreement (the
Founders' agreemen:) and the technology azreement, zust be separate legal documents .
co=equal in the eyes of Jovernment and of same status. They must not only be
internally.consistant agreements sut their accountadilities must be separate.

This is international practice.




S4. Further, since the two agreeaerts are cf ecual status, apssroval of one should
a0t i=ply, or determine, tize aporoval of the cother. Cnly whan each is independently
acceptasle should the joint-veature instrument come into being. Sundamentally, it

is the foreizm venture sartner wio recguires trhat his returas {rom investment

(dividends) should be considered secarate froz the returas he ottains from the use
of his tecarology (royalties). Thus, the thesis nere, on the equal status of the

agreexents is merely a restatement of reciprocity.

55. ©Nothing in this procedure implies that the sources af investaent and techiology
should be separate. /hile not inconceivable, the usual joint-venture would use

technology and investment from the same source.

Sé. 3Jivipg egual status to the agreements does not sreclude giviang one agreement

a higher criority than the other. If investment is the greater need, more mzust de
given for it (such as greater contrcl in nanegzezent matters), and vice versa fer

the tecznology contract. It {ollows from this criterica of the 'balance cf agree-
aents' that exulicit logig does not exist for the tenefits conferred throuzh
investment to se automatically offset by chbligations imposed on the use c¢f technology.

These extraneous countar-salances are, Jurther, l=gally indefensidle. The only

reason that one asscciates the two agreements is that their signatories are the

saze. Conseguently, failure to agree on one agreezent frustrates tae cther.

Transfer of Yanagement Casabilities - The Management Service Contracts

$7. The second implication to Technology Solicy is taat the joint-venture sncould
serve the purpose of transferring capabilities to the local enterprise. The
iavestaent agreenent is not a mere statement of the financial relationsiips
between the narties to the contract. There i3 implicit resuirement ~ that
slficiencies must te obtained in the use of capital: the overall capital, the

capital of the contributeries, and imvortantly the local and foreizn capital tnat

the nation allocate. (through the planning srocess) to the joint-venture sector.

Zgually, the techinology accepted thrcugh the technology agreement must achieve

efficiencies in the use of the scarce physical resources allocated toc the enterprise.

In effect, the joint-venture instrument must transfer to the local entersrise

manazenent and technological capabilities,

2/ Nothing bars its explicit expression in the agreeament!




58. In respect of management casadilities, either there shculd de scme comaits-
ment from the foreign iavestor that he will create an apparatus in the entersrise

for tae conscious development of local perscarel, or a demand must Se slaced oan

him to create this avvaratus througch a sevarate and financially compensated

"nanagenent services agreement'. .

59. ilanagement efficiencies aust ultimately RIFL:CT in the use of smaller working
capital, better usage of inputs, lower wasteazes, timely assessment of developizng
faults, resilience to cater to the ups and downs of the busirness environment,

reduced plant breakdowns, capacity utilisation, etc.

60. The need of management capabilities is not a need of the abstract in the
Zgyptian environment. All discussions have indicated that Zgypt has real and’
serious deficiencdes in this area. The jointeventure, thus, should e the chosen

instrument for fulfilling this need. The reguirement in Technology colicw is

that the joint-venture should be most zrevalant, and therefcre, the foreizn wventure

partner best compensated, in those sectors of the economy, or drccuct areas, where

the need for management efficiency is the sreatest.

€1. However, wnile indivi&ual NC's have wide nortfolios of technology aizhly
desirable in the developinz country (such as those for vasic chemicals capital

goods and industrial intermediates) they drefer to invest in consumer goods

(*nearest the consuzer, highest the profit') whose production systems and technology,
in the form they are transferred, are, in the eyes of develoving countries, highly
sinnlistic or low in value-addition. Cn the cther hand, when transfers of techno-
logy are sought for industrial intermediates, etc. they are oifered in the form

of licensing agreements, unaccompanied dy foreign investament, and often under

terms which are adverse to the developing country (at least over <he snor:-tera).

The correction of tais situation is, of course, a challenge in technology policy.

The Structure of a \gement 3ervices Contract y

62. Since this type of contract is uncommon in Zgypt, while discussions nave

indicated that they would be desirable, the following is a brief introduction to ¢

the subject.




& £3. .zere tiere is o formal sanagenent service contract, the transfer of

aanagenent <zowlsdse occurs casually and to the extent that foreizm countervarts

tace perscnal interest in deveiorviag tzeir 'understucies'. This is an inelficient :
srocess. A Janagement services contract forces the tace. It stisulales the tire

period over which assorption saould occur, the number and tze zualifications of

the foreign serscnnel who would bSe in the =manageazent teaz of the joinl-venture
enteryrise, the compulscry cssociaticn of national counternarts with eaca aanagzement
function (purchasing, factory accountirg, sales sduinistration, etc) and t:ze

sroposed schedule under which foreizn professiorals witidraw frca the entersrise.

The service contract would classifly asnagenent areas wnere transfers of
snowledge would be reguired:

- establishment of policy =manuals i.e. financial rezorting;

- annual sales and procuctiorn budgettizg;

- production scheduling;

- urchasing srocedures and surchase ajrraisals;

- works accounting, standard costs ané variances;

= inventary control;

- 3zuditing crocedures and standards;

- personnel sclicies, azpraisals, clanzaing;

- insurance tolicies and objectives;

- financial and casn/Ilow zanagement;

- casa-credit procedures, manuals, objectives, controls;
- oroduct distrisution manegement; discount sricing;
- sarket and sales forecastinc technigues; )

- consoliZation in*o maragement infor=aticn systend, etc.

Transfer of Technolosical Cananilities

64, Thus far, the association betwesn the transfer of capital (investment) and
the transfer of nanagerial capabilities has been discussed. A sinilar relationship

. MSt te amde tc prevail vetween the transfer of technology (the tecanical mears o

manufacture goods) and technolegical capability, This is not merely the

capability to operate a plant to its designed capacity or the sidll to maizntain

product cuality - <he usual objective of "training programme'. (See paragrachs

31=25).
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€5. Cre major disadvantage of the joint-venture concept lies in the practicadility
of the local enterprize achieving the above-mentioned transition of rights. So
long as %he enterdrise is controlled by management rights vested in the foreign
venture partner, decision powers are unlikely to move to the natiorzal enterprise.

Where such transfers (in technologv volicv) are important, as would be, for exarvle,

in the basic goods industries, a local venture associated with a straight licernsing

agreement, or a joint-venture unit with minority foreign investment, would be

preferred.

Cther Considerations in Joint-Venture Concept

6€. Technology policy, in assigning & role tc the foreign-technology-assisted sector,
should encourage a selection process wherein the total potential technological
capability of a candidate foreign firm is tested. For example, vreference should

be given to foreign investors who have a wide 'mix' of technologies so that success
in tze first venture might become”an inducement for new product iatroduction; or
that such success might be inducement for backward and forward-integration in the
local enterprise.

67. The joint-venture mechanism 3hould alsc be used as a 'seeding device' so that
the technological capabilities aéﬁieved by the people of the enterprise can be
transferred to cther enterprises within the same ownership system., To wit, a

Public Sector unit making cement in a joint-venture agreement must be abtle to set
up, at other locations, in facilities under its ownership, other cement nlants so
long as royalty payments to licensor cover the new srcduction., This implies, first,
that Public Sector units are adegquate vehicles for the cmultiplization of production
units on a common technology base, and second, that contractual material goveraing <
the initial technology agreement must provide facility for such multiplication
without let or hindrance so long as proportionate royalties flow to the owner of
technology. Further, contractual arrangements must be explicit in <hat such new
production will not be under the ownership, in any form, of the foreign venture
partnor.:/

2/ This emphasizes the need for the separateress of the investment and
technology agreements.




68. In concluding this part of the discussion it might be noted that the TNC

would generally prefer to invest and operate in a country where a formal national
tecznology nolicy and ecomomic logic existstharn in a laissez-faire economy in a !
politically undetermined system. This factor is specifically highlighted in

“Foreign Inve;tment in Bgypt" (Driscoll, R.E. Hayek P.F. & Z2aki, A.F.), Tund for
Multinational Management Education (1978, MNew York).

THE ROLE OF THE SMALL UNITS' PRIVATE SECTOR IN TECHNCLOGY PCLICY

€9. In the Zgyptian industrial structure there are very few medium-size ptlants
in the Private Sector. Production is distribuled betweern thousands of very small
Private Sector units and about 200 large Bublic Sector units., The small units
nave a dominant vosition in areas as orinting, wearing apparel, wood, furniture
and leather, or divide the market, in about equal vroporticn, with the public
sector in areas as processed food, metallic and 'non-metallic’ precducts. In
industrial intermediates as chemicals, rubber or paver, and in consumer products

as textiles, tobbaco or beverages, the Bublic Sector contributes to over G0% of

production.

7Ce Tor correcting this lopesided distribution, specific policy instrumerts are
being devised in Zgypt. The Cpen Door Policy itself has i1ed to the introduction
of a substantial number of mediumesized firms which may be considered as belonging
fto the 'modern small industries Sector'. Presently, these units are nct under

any specific institutional umbrellas, work in a ccmpetitive envircnment and employ

zachine-embodied technology.

71« The focus in the forthcoming discussion is to briefly consider what mechanisms,
and particularly what technology-oriented mechanisms, can be employed tc develop a
MODERN Smalleunits' industry Sector frem the viewpoint of social policies. In

this discussion, the privately-owned-and-managed manufacturing industries Sector

is arbitrarily divided into two sube=sectors: The Large-units' Private Sector (See
Paragraphs R2-91) and the Small-units'’ Sector, so as to see how technology is
applied in them and how technology policy can be shaped to approach them, (The
Egyptian definition of smallescale units as naving employment levels below 10
persons has no bearing in this discussion).
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72. The modern small units' Sector has important implications in social pelicye.
There are three large factors. TFirst, it serves ‘he sccio-economic 2Purpcse
(Paragraph 71). Second, by emploving the methods of modern industiry, and modern
techrology, it achieves resource-efficiencies in the use of scarce resources

(energy, foreign exchange, etc. as the case may be), Third, modern technology

permits this sector to eliminate or minimise. market segmentation tha® would

otherwise occur through variations in preduct quality. However, in the economic

context, since it would be producing the same goods as the large-units' Sector, -
it would suffer from the economics of scale. This must, therefore, be counter-

balanced by Sovernment intervention in, and integrative management of, the small-

units' Sector. Technology policy, tc the extent vossible, must fulfill this

obligation.

73« The large-units' Sector is distinguished by comprising of 'free-standing’
risk-oearing enterprises which, by economies of scale, will be viatle in the
domestic competitive environment without dependence on close tolicy supvort or

institutional mechanisms as ‘'industrial estates', etc.

74, In the developing country, the small-units' industry provides many sccic-
economic benefits and outputs besides its demonstrated capacity %o increase
employment : (1) it is a viable mechanism for creating entrepreneurs and builéing
entrepreneurial sikills, nucleii for the large-units' industry (2) it is an
instrument to convert traders of industrial goods into manufacturers thereof

(3) it is a modulating and linking device betweezn industry and agriculture and

an efficient specialized device for utilizing industrial and agricultural by
products and wastes (L) it is groupable with the agricultural sector to sustain
rural ecoromy or to stem urban migration (5) it is highly dispersable, and beconmes
highly innovatable (with respect to needs of low=-income groups) with the suprort

of institutional instruments, and v ry significantly (€) units of the sector are
highly revlicatable, thus aiding multiplication and dispersability.

75. Such sociceeconomic benefits, of course, have to be counterbalanced by socio-
sconomic costs. nese manifest themselves both in the need to have costly inter-

ventionist mechanisms and through the introduction of inefficiencies, distortions
and disturbances in and to the general economic-industrial structure. The small-
units’ Sector, in effect, is an intruder who spoils the harmony of conventional
industrial society.




'

[3))

y—+
1

7€. More than in any other segment of the production system, technology concepts
arnd strategies to service this sector must have sirons linkages with equivalently=
oriented market, fiscal, tarriff and credit structures. The cbjectives of all
policies in this area would not be to mirimize or eliminate these ‘'inefficiencies,
distortions and disturbances' but to anticipate, control and contain them.
Further, the small-units industry is unlikely to te a transient stage in the
economic evolution of developing countries. Therefore, policies and mecnaniswms

have to be considered in the framework of a vermanent siructure.

77« Thus, technology policy must obtain its mandate by locking at the several
mecharisms that can be used (and are elsewhere used) to sustain the small-units'

sector alongside a large~units' sector. Important among the mechanisms are:

i) Market-reservation: efforts to divide markets by wholly reserving certain

ranges of products for the small-scale sector (as in India - see Appendix ):

by allocating geographic areas backward areas' for large-units); by preferential
subcontracting or purchasing (e.g. the Public Sector buying certain goods only from
the smalleunits' sector or at higher prices); by 'rationing' down-girsam wrocessine
(e.g. permitting producers of basic industrial intermediater say, detergent or
vesticide bases,or wire-drawing billets, to forward-integrate Into compositions,
formulations, wires, respectively to only a fixed rercentage of their droductive
capacity - thus compelling them to market the balance of (intermediates) capacity

for conversion by the smalleunits' industry); and the like,

11) by market-segmentation: permitting both the large-units' ané the small~-

units' sectors to participate in the same general product area but limiting range.
For .exarmple, by limiting certain sizes of refrigerators and washers to the large-
units' sector and allowing the other sector to produce the non-limited range. Or,
by reserving mini-oxygen, mini-steel (arc furnace steel) mini-paints and such
projects to the small-units' sector while allowing the large-urits to only exist
in certain locations so that distribution economics favour the small units (See
Paragraphs 10Cand 101).

iii) by manioulating marketiing and distribution mechanisms: disallowing use
of foreign brand names on products of large producers; permitting {ranchising;

disallowing exclusivity in supplier~dealer relationships which prevent dealers
from handling the same product from more than one company; by the State undertaking
to advertise the producis of small-units' industry (i.e., lowering its marketting

costs), etc.
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iv) Dby technclogy differmntiation: by disallowirng large units from usirg

certain types of technclogy (exampie, plastics extrusion); by means of making

'technology cost' higher to the large manufacturer (e.g. by imposing export

obligations on him) or by creating 'buy-back' obligations on the technology .
supplier; by persuading two or more compenies tc aguire the same technology '
from the same supplier at the same time (the compulsion tc share the marxet- .

reduces the size of the firms), etc.

v) by vreferential tax and tarriff incentives: to the small-uniis’

producer; by special subsidies, etc. and

vi) by the state absorbing the cost of infrastructure for the small-units'sector

by creating (industrial estates', etc.).

78 1In all of the methods discussed above, there is no implication that technclogy
per se should be degraded, made more appropriate, or adapted to suit the small-
units' industry as would otherwise be necessary for small urits outside tne modern
small-industries sector. Nor is there any implication that foreign technologies
would be unsuitable for the small-units' sector. There is only tke explicit

implication - rather, reguirement - that the ‘external ecopomy' of the small=-uniis'

sector should be creatively manipulated to favour it,.

79. Many of the suggested differentiations can be effected in Egypt at the time
of issuing Industrial licenses or in the process cof approving technology ccntracts

f the large and small units. Technology policy, of course, should indicate
preferred mechanisms and priorities,

80. Before conciuding this discussion, some reference needs to be made %o the

desired relationship between the small-units' sector and agriculture, through
'agro-industries', From the sotio-economic point of view, or the 'pure-economics'
viewpoint, the siting of small units in proximity to medium-sized farms, or farm
co-operatives, has obvious merits. Technology policy, by its directives to the

mechanisms emploved for approving techmology contracts, can favour the affinity, v

It is to be noted that: (1) the technology used in agro-industry is basically
machine-embodied and/or technician-embodiei, there being little of 'secret' know- .
how (2) there is little risk in the 'performance of technology' - its applicetion
or its working can be witnessed in parallel operations (2) paterts, if any, are
of doubtful validity (&) there is a diversity of sources of technology, including

:_-§—n~__§____
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those in other developing countries, and (5) product specificaticns are nct
narrowly defined and exist in a wide-tolerance frameworik. Crly trademarks could

cause artificial c¢ifferences in technology selection.

81. These factors indicate that large-units in the agro-industries' sector cannot
bring arny varticular advartage to bear or this irndusiry, particularly so in a
developing country. Thus, it should be possible to bring about technology diffe=-
rentiation between large and small units by givirng a preferential treatmert to
licersors (e.g. higher royalty rates) who would be licensing technology to small

unitse.

TZE RCLE CF THE 'LARGE-UNITS' PRIVATZ SICTCER IN TZCHNCIOGY PCLICY

82. In conirast tc the situation trevailing in mcst develoring countries, there

is presently a conspiéious absence of large-sized private sector (industrial) units
ir Zgypt. TFor historical reasons the rcle that they would have normally played
has been assumed, with varying degrees of effectiveness, by the Public Sector.

If Sgypt is to attain its S-fold growth in the next 20 vears, together with

reduced technological deperndence on outside scurces of technology, it appears
inevitable that a2 large-units' private sector will have to be developec within
Zgypt.

2« TFor the reasons that follow, the most significant part that this sector can
vlay in Zgypt would be in the manufacture (and development) of incustrial irnter-
mesiates (e,g. industrial organic chemicals, major and minor ferro-alloys, alioy

teel comporents, auto ancillaries, and the like)e It is to be recognized that
fresent tendency towards overdevelopment of the consumer goods industry, particularly
durables, can create a demand for intermediates for which there is nc efficient

local manufacturing potential,

84, The manufacture of intermediates is highly dependent on the use of troprietory
technolegy - that is, technology controlled by patenis and trademarks, backed by a
substantial amount of privately-developed, and confidentially-maintained, 'rrocess
know=how', The ability to aquire such technology is dependent on the character

and status of the recepient enterprise.




95, Foreign owners of viaktle technology would generally be unwilling to transfer
sucr tecrnology to public enterprises because of the cifficulty of maintaining
confidentiality of «now=how. The transferor suspects that leakages would occur
through persomnnel transfers, attrition, frequent reorganizations of enterprise
structure, etc. Leakage implies that parts of the technology, or even its
methodology, @n be apvlied elsewhere without the ability of the transfieror to
gain commercially from such application. The Public Sector enterprise would
generally be able to obtain only such technologies - and, in fact, be prelerred .
recepients f{rom the viewpoint of the jcensor - where patents and trademarks '

are dominant rights of the licensor with 'know-how' playing an accessory or

subordinate role (e.z. pharmaceutical formulations, bdranded soft drinks, etc.)

86. Cn the other hand, the joint-venture instrument, while very viable in most
respects, is not an available instrument for the manufascture of intermediates in
most situations. The overseas joint-venture partner, while he may nave a wide
technology portfolio (basic goods, intermediates and consumer products) generally
prefers to invest only in consumer goods -~ it is particularly so with the itrans-

national corpcration. The argument of the foreign enterzrise is tihat develoding

country markets are too small for economics-of--scale in intermediates, thus
unworthy of investment risk. However, where conditions are particularly attractive,
the foreizn firm may be willirng to license tecnhnology, without concurrent investzent,

to a recepient who meets its tests for character and stature.

37. The large-units' Private 3ector (or the 'organised rrivate 3ector' tc differen-

tiate it from the 'dispersed sector') has traditionally been attractive to foreigm

licensors. TFirst, because of its basic profit motive, and need for maintaining

its competitive position in the market~ place, the private sector unit takes great

care to prevent leakages of technology. 3econd, it works to maximise production (
which favours licensor income. Third, it often adorts growth strategies to take

advantage of the licensor's overall technology portfolic (introduce rew products

for which the licensor has good technology).

288. The feasibility of such association also favours national interests. The
profit-motive makes the Private 3ector unit an efficient utilizer of physical and
financial resources. The ability of the local unit to survive without investment

from the licensor (of technology) frees the enterzrise from management controls

which are characteristic of the joint-venture., The scope for the local unit to
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geogravhically decentralise its production, once the basic technolozy contract
oeriocd is over, can introduce distribution, ancd other, efficiencies. Trurther,
Frivate Sector units in develozing countries have demonstrated their capability
to organize and support capital markets and thus obdtain access to private risk
financing. Again, they have shown the capacity to attract and service interna-

tional loans on competitive terms. ind lastlv, thevy are capatble of accesting

those risks which a foreiar investor would shv away from and which a Fublic

Sector unit should not accent.

89. From the nationel viewpoint, the organized Private 3ector can de a major
instrument which the Governnent can creatively wield to Wchieve transfer of
technoclogical capability (see Paragraphs 3} - 23), 3y properly zanaging 2ifferent
incentives to technology aquirers and suppliers, the absorption, ownership and
control of technology can be subordinated to naticnal interest.
permissible higa rates of rcyalty can be used (by the aguirers) to shorten the
'duration period' of agreements, thus giving them rights %o expand or duplicate

L ]
oroduction facilities without obligation to, or restraint by, the licensor. ~
A concurrent tax incentive to local producers can create the situation dv which

the aforesaid right will be exercised in reality.

90, It is obvicus that the joint-venture will be less azenadle tc such incentives
since new production facilities will reguire fresh investment by the overseas
zartner. Likewise, the Public 3ector unit is not a suitable candidate since it

responds weakly to tax (or other) incentives.

91, The highest relevances of the srgzanized Private 3ector is tnat it comzrises
of free-standing enterprises. Unlike the joint-venture sector, the enterprises
are able to divesi technology toth from expatriate management; unlike the Fublic
Sector, the enterprises have the conficence of private capitaly and unlike the

small industries sector, they are viable without subsidies.

*/ See Guidelines (op. cit.)




[}
P
(¢4
"

[}

THE RCLE CF THE PUBLIC SECTCR zNTERFRISZ IN TECHENCLOGY PCLICY

92, while recognizing the fact that in Egypt the Public Sector is a domirnant
manufacturer of tasic, intermediate and consumer vroducts, the general argument
posits that since the Public Sector is usually an inefficient device as a
producer of goods, its logical role should lie in engaging irn those central and
strategic products which either must not be delegated tc other vroduction sectors

of the economy, or waich will not, or cannot, be fulfilled bv them.

93, In the present context of Egvpt (that is, under its Open Door Folicy, and

the objective of planners that Egypt should have a2 multifaceted and diversified
industrial structure), the cortinuing domination of the Public Sector, even ir

new product areas, is a clear indication that adeguate and sufficient productio:z
instruments do not exist for distriduting manufacturing responsibility. The
inference follows that Public Sector manufacturing units should become the instru-
ments for creating the desired diversified structure. In terms of technology policy,
the reguirement is that Goverrment production centers should become focal points

of technology diffusion.

9k, That ls, modern licensed technology which is being acuired by the Public
Sector, either through the joint-venture mechanism, or through direct licensing,
should be obtained under such arrangements and comtractual conditions as will
enatle i%s lateral transfer to the Private Sector. Egually, contractual conditions
must be present, and facilities of Public Sector enterprises so designed, %hat off-
the-line and non-critical main-line recuirements cf the entervrise can be sub-
contracted or sublicensed, to Private Sector units. It should be recognized, in
this connexion, that value-addéition concepts should not be so pursued at the level
of the main enterprise that it negates the consideration that a part of the value-
addition could be made to occur at a point outside the entervrise at a lower cost,
in real or socio=economic terms.

Contractual arrangements with licensors of technology can orly ensure that
the rights tn lateral transfer, or rights to sublicense and subcontract compcnents,
prevail at the level of the technology-user (licensee); they cannot ensure, however,
that such transfers will take place. For the l:t¢t:er to occur, economic mechanisms
have to be devised; for example, to convert enterpreneur-traders to enterpreneur=-
manufacturers, Turther, the Public Sector enterorise, which is using a sarticular




technology, will have toc iiself adapt or innovate upon it so that it bhecomes
subcontractible or laterally diffusable., Still further, it has to develod the
capacity to transfer technological capabilities to recepients of laterally-

diffused techrology.

INTERNAL TRANSTERS CF TECHNOLOGY

95. If it is the social policy of a country to create enterprereurship, distridbute
economic opportunities, and avoid economic concentraticn of power, then a viable
instrument would be the creation of multiple centers of production, that is, many
units meking the same product. While the spreading of capacity may vitiate
economi »s of scale (see Paragraph 100) it is clearly a penalty paid for economic
development.

96. TIxcept perhaps in the case of Public Sector units, this multiplication could
be encouraged in all the main production sectors: :/ the joint-venture, the large-
units' sector and the small (modern) incusiries sector. However, since the erndcw=-
ments of the sectors differ, certain sectors would be better gualified and more

appropriate for particular industries.

97. Technological strategies should promote this process of multiplication. It
must be recognized that once a technology has evolved, it is infinitely replicatle.
Replication, however, does not take rlace in practice because the new body of
knowledge is artificially protected by patents or secrecy. Such technelogy is,
therefore, transmissible only through licensing - or, in some cases - only through
the joint-venture, ZFrom these points, however, it cannot again diffuse into the
economy tecause of the legal constraints that can be placed on the recepient of
tecnnology. Thus, in the shorte-run, multiplication can only be promoted through

a pluralit of licensing agreements (usually different licensors). Th ough
expensive in terms of technology cost, these enterprises essentially beconme

pucleating centres for ihe eventual propagation of the technology.

98, For the reeds of the long-term, transfer of technology (TOT) policies should
be directed at promoting well-compensated short-duration agreements, particularly

where secrecy alone in the protective cover for technology. Where prrovisions in

:/ Yultiplication, of course, is widespread iz rural and village industries,
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contracts, further, provide the basis {or transfers of techrological capadvilities
(Paragraphs 23 - 35), a sound foundation is laid for lateral, or intermal,
transfers of technology. ZEither the entervrise itself can replicate tre
‘technology' at another geographic noint (rew persornel now obtain access tc
technclogical capabilities) or it may retransfer ('sublicence') it %o another
party. Technological strategies, as tax incentives for such transfers of techno-

logy, can further promote this forn of diffision.

9G. Wwhere such diffusion is promoted through the use of domestic erngineering
(consultancy) services, use of local manuiacturars o ecuisment ani somponents, and

- ) v - LN . S8 - - -3 =N hi - & b
Such, technclogy canatility, in effect, moves inic the srtermal 3:5nomy 2F fhe se-tcr -

$0 'consortiums' of firms, TFrom such sources still further muitiplication can
take place. In effect, through these diffusions, ‘technology’ tramnsforms itself

intc professional capabilities.

100, Eccrozmies—-of-scale arguments are often overstressed to imply that rodern
techrology cannot e fragmented. It is true in many cases that technology, as
presertly cdeveloped, cannot be capacity-gartitioned., However, for the zarket-

needs of the develoving country, viable mocdern technology is availatble iz marny
areass for low levels of production. In India, for instance, there are scores of
'aini-oxygen' (60 cu. mtrs/hr. capacity), 'mini-steel’' (5 tonnes per days electric
arc furnaces), 'mini-detergent' (drv-blending) and 'mini-paint' plants, and tens

of 'mini-drvcell’ (60 million cells per year), 'mini-paper' (7 tons per day or less)
and 'mini-tyre' (bticycle and scooter) plants. Many of these either use (current)
foreign licensed technology or have been set up by foreigr technical assistance

in the last 5-7 years. These units, being geogravhically dispersed, have advanta.es
ia distribution costs (and some tax advantages) which enables them tc co-exist with <
large plants. (Some of thse 'mini-plants’ have evolved through lateral transfers

of technology)e.

101, The term ‘replication' used above essentially means that the technological
route for the production of a product remains unchanged from plant to plamt; further,
replication involves transfers of technology through contractual mechanisms. (That
is, they are 'contracted forms of technology transfer').

102. An equally important mechanism is immitztive develooments of tecanology

through means of improvisation., Cbserved success in an entervrise is imitated
through a different technological route., This is particularly relevant in the
small-units' industry. Techmology transfer, in these cases, takes the nonecontracted

form.




103, In many instances, the replicatior or imitation of technclogy canrnot %axe
place witheout transfers of methodoclogy from research laboratories to industry.
naw materials may need mocdificatiorn cr processes wculd aave to be altered to suit
rsw materials. These linkages must, of course, be concezted in technclogy

strategies.

Laboratorv-Tnéustry Transfers

104, Unless technology policy is established on a restrictive bias by limiting

-
access to foreign technology when local sources exist, g it is extremely difficult
tc develop mechanismws to protect and vromote ladoratory-develoved technology, unless

of course, it is demonstrably superior in commercial terms or is patent-crotected,

105, Xeform of the vatent-system (as accomplished in Mexico and Iadia) can facilitate
internal transfers of technology but this mechanism, again, is defensive in strategy.

snd it would cenflict with osjectives in Law 43,

10£, Nonetheless, there are some useful mechanisms which can increase and imorove
the laboratory-institution/industry interface, Cne of these is %c recuire putlic
engineering (and like) iastitutions, where the linkage is approsriate, to act as
‘srige contractors' to foreigneassisted oroiects, toc whom the projects’ other
consultants (fcreign or domestic) would be subcontractors. As orojects are
established and succeed, the domestic institutior achieves the necessary ccomercial
image to become a focal point for subsequent projects. (A good example is FINIX in
Mexico for the petrochezical industry, bul less so is Zngireers India Lid., in India,

which has responsibility over entire ranges of incustry).

1C7. The other mechanism is through TCY Policy. Where local cavpabilities exist,
foreizr technology can be made more expensive to its recipient (by impcsins certain
obligations on him as export, value-addition, etc.) or technclogy 'cheapened’' to
its supolier (tarough lower royaltv rates, shorter 'duration times', 'buy-backs’,

etc.) so that such transfers cf technology are inhibited without being excluded.

2/ Ir India, for example, a strong local-industry/national-laboratory 'lobby'
has emerged to obtain the 'restrictive bias' in Government approvals of
technology.




DRATT INTZRIM PROPOSAL FCR TRANSFER OF TECENCLOGY POLIZY (BGYPT)

Preface

The term 'general principles' used in this policy draft indicates that it
has its origir in Technology Policy. The term ‘'specific principles' are those
that the Technology Transfer Centre would develop to administer the policy set ou*
for it. They are usually legal-administrative in character. Neither the gereral

nor the specific princivles should be considered, at this time, complete statements,

Numbers shown to parentheses at the end of the paragrarhs refer to considera-
tions ir 'Technology Policy' and refer %o its structure of parsgrpahs. That is,
the rationale for the Transfer of Technology Policy (TCT Policy) is presented in
the discussions of Technology Folicy.

Policy
(i) This Policy, termed the Transfer of Technology Policy, will be used in the

Zgyptian Governmental system as an instrument in the process of aprrovirng

technology agreements involving the import of foreigrn technology into Egyvot:
the term 'technology' will have a %road implication includirg special mar-et
rights and privileges but shall only relate to the use of technology iz *the

industrial production system,

(ii) Consistent with existing systems andé forms of Governmental Administration,
decision authority on transfers of technology, including arprovals c¢f transfer=-
of-technology agreements, will remain decentralised and associated with

project approval bodies,

(1ii) In order to obtain a consistent and systematic appraisal of the objectives,
terms and conditions in technology transfer, to bring about clarity, stadbility
and uniformity regarding inflow of tecnmology, to strengthen naticnmal and
entrepreneurial bargaining power, a specialised agency, the Transfer cf Tech-
nology Centre (TTC) shall be established within the Governmental system. This
Centre, besides related roles (covered separately,} shall have the obligatory
function of rendering advisory and consultancy services to decision-making
bodies,

#* Section IV.




: (iv) T°C shall have the right anc resdensibility to apprzise all agreements
relating to the transfer of imperted technology ints 3gyot, excedt

contracts bearing on:

a) m=military orojects
b) projects in Free Zones, axnd
¢) large srojects associated with multilaterzl agreements or

M projects in incustrial infrastructure.

in recognition that the transfer of techrnoclozy agreement, ard the purzoses
of a vroject, are pac-ts of a whole, both directed to national objectives, the
folliowing general and specific principles shall be apolied by all concerned to

the total process of technology acceptance.

General Princidles

A. “onsistent with the'Oper Joor Policy', and Law 43 of 1974, the gereral policy
towards the transfer of foreign technology to Zgynt shall be premoticnal in

character axd not defensive in strategy.

Be In drincisle and cbjective, transfers of technology will be maraged to create
2 competitive mariket environmernt in the couniry, avoiding Lo the extent
vossible, those contractual or otzer arrapgezents which will give any firm
in Zgyzt, 2n any industry sector, an excessively dominant or privileged share
or position in the market place, domestic or export.(3,10,25,3%,%3,42,59,74,¢2)

Ce. Transfer of technology will be managed to see that it will not have an un-
anticipated adverse impact on indigenecus elfforts to ievelcp technology, on
existing techrnology, or om volicy-suzported sectors of he industrial structure
as the small-scale and loweinves:iment industries. (10, 7%=77, 104-10€)

D. Transfers of technology should relate to genuine technologies of industrial

’ utility and clearly demonsirate their technological content and objective.
The transferor of technology should assert, through contractual acceptance,
. the modernity of his technology, or its approgriateness, or the cemgetitive

character of the products and processes develoved, or the superiority thereof:
further, the technology that its transferor proposes o transfer should be
supervised to see that it is, indeed, transferrec ard not transferred in

- diluted form. (2, 2%, 37, 57, G Y e

G < Guidelines for Evaluation of Transfer of Technology Agreements, United lations,
New York (1979).
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The transfer of techrology shouldeensure the simultanecus transfer of
capability: that is, the transfer process should be so influenced so as

to achieve the conditions that; (a) the technical skills to manage manufac-
turing sequences and maintain prcduction, the knowledge skills to ¢hange
expand or diversif{y productionr, arnd the organizational skills to marage the
enterprise profitably are transmitted to its natioral managers in proportion
to their recedtive capacity and (b) the technigues of the production system
percolate to the engineers, technicians and operators through purposeful

_creation of absorptive power within the enterprise. (33-13, GJ

The total process in the transfer of tecinology should be sc ‘managed that
the decision-making sowers and rights of the enterprise to expand, change,

or diversify its production or capacity, are nct curtailed, and in fact and
ourpose will be explicit rights of the enterprise in a discernable time-{rame.
(73335, G)

Contractual agreenents between enterzrises shall be guided by tnae princinple
of full reciprocity and ecuitable relationships., Compenmsation for technology
will be related to the industrial advantage gained by the recepient enter-
prises, to guarantees provided, to the rights and capabilities the transferor
grants for the employment of acquired technoclogy, and to the access the

© transferor provides to the recepient in terms of new and protected markets.

Limitations on the enterprise in the use of technology or the disiribution
of its products will be recivrecally related to the gzeneral ancd special
privileges granted to the transferor. (8, 38, €6 67, G)

Transfers of technology must be protected, where necessary, 5y grants of
'market rights' covering not only znationally-registered patents and trademarks,
but also by providing access to organized overseas markets of the licensor;
however, for the sole Zgyptian market, it must be ensured that rarket rights
are not being transferred in the guise of 'technology' (that is, licensing
should genuinely transfer industrial tecnnology)e (35, 37, G)

Cver the long time periocd, the process of technology transfer must be managed
to reduce technological dependence of Zgypt rather than increase it: appro-
priate forms of it, as the joint-venture, should be seized as major instruments

for creating R & D facilities in the enterprises receiving technolcgy.
(57-28, €5-€7, 98)
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Those forms of technology transfer which weculd be viable in small units
should be encouraged through 'collective purchasing', or tarcugh incentives

as royalty, and small units so formed, thee consciously used as nucleii feor

. horizontal trarsfers of technclogy - that is, the multiplication and geograohic

spread of repli;ative or immitative units with different ownerships. =gually
those foras of technology trarsfer should be discouraged, or made more
exzensive, which would in large units either cause the disinvestment of
exdsting, but otherwise viable units, or cause these to be acquired by the

large units with special ccnsequences: (22, %1, 37, 131-122),

Those forms of techmology transfer should be favoured iz an enteryrise which
could cause substantial value-addition; aowever, value-addition at the level
of an enterprise should not be so vursued or rewarded that it negates the
consideration that a part of the value-addition could be made to occur at a
voint ocutside the enterprise, at z lower cost, in real or socio=economic

terms., (35-42).

Consistent with other consiferaitiscns in walue-zddition, %he zrocess =& $20mno
transfer should be so managed, particularly in operations as the joint-venture,
that value-addition, at the level of the enterprise, is maximised tnrough
competitive purchases of major inputs and competitive cricing of outputl;

those situations should be avcided wherein value-added is lost or leaked
through unsupportable arrangements for the sole purchasing and/or the sole
selling of goods by major partners in the enterprise. (37)

Avart from projects in priority industries specified in Law 43, transfers of
tecanology accompanied by investment will not obtain a preferential treatment
over direct transfers of tecnnology in relation to the acceptance of terms of

techrology transfer. (53-2%)

This Policy views the jointeventure at a major vehicle for the transfer of
management methodology and techniques to Egyptian enterprises. The process
of jointeventure formation will be manceuvered, to the extent possidle, by
requiring the overseas partner to agree to Management Services Contracts of

a fixed time frame; in Joint-Ventures where technology is likely to be trivial
or saconzary to trademariks, markete-rights and the equivalent, or where there
is capitalisation of intangible proprietory rights, or where the overseas




partners eguity position is nominal, or where payrents are to be made for
overseas 'ead office expenses', the Management Services Contract will be

essential reguirement provided the enterorise employs substantial personrel.
4 Z .
{57-32)

Specific Princioles

Ae To clearly establish the accountabilities of the firm which is supplyirg
both technology anc machinery, to obtain desired facus on techrologr, and
to establish different responsibilities on the departments reviewing machirery

~and tecanology, on the one hand, and technolocy agreements on the other, every

effort should be made to sevarate machinery contracts from technology trazsfer

contracts at the pre-project acceptance stage. €))

3. As above, and for same purposes, every endeavour should be made to separate,
in the case of joint-ventures, prometers'and founders' agreements f{rom
transfer-of=technology agreements; and where applicable, management service

contracts from machinery contracts. (51-35, 3)

C. 1In order to bring about desired association of investment and technclogy,
and more particularly, between levels of invesiment and technclogy gquality,
sroject approvals should be made subject to the aporoval of asscciated
techrology agreements in cases where thaey would follcw project approvals.
(¥1-38)

De In joint-venture projects, the capitalisation of patents and trademarks,
permitted under law 43, should relate to patents and trademarks which shall
be used in Zgypt. Contracts should shcw licensor's obligation to employ
patent Knowledge, and the rights of the patents transferred, and of the
rights of the enterprise to use licensor's trademarks when the quality of
the products meets licensor's standards; further, the licence agreement
must demonstrate that the technology transferred is such as to warrant the
application of trademarks to the products of the joint-venture, G)

E. Public Sector projects receiving technology from abroad, or through the
joint-venture mechanism, should not be constrained in contractual arrange-
ments from entering into colladoration agreements with others than the first

.~ licensor in relation to non-competing products or processes, indepencdent of
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the consideration as to whether the new sroduct (or arccess) will ke

manufactured, or utilised, at the site of the first venture or rot. {37, G)

All project approving authorities shall use utmost discretion in renewals
of agreements; renewals of agreements should be conditional to new techno=-
logy, or a major process modification or a2 new product, being introduced
or access given to a new market; all cccuring to the enlarged berefit of

the enterprise. (G)

All contracts shall identify the fcrm in which the techrology will be
transferred, either as know=-now cr technical assistance c¢r patent Or the
like or combinations thereof, to the extent possible the value of each of
the contractual elements should be separately indicated and the licensor's

accountability for performance of each of the elements specified., (G)

To the extent feasible, technology should be 'unpacraged'. These transfers
of technoclogy should de cromoted or given priority waich will use local
services for detailed engineerine and construction; %o premcte such, the
Government will give facilities to and compensate overseas engineering firmws
who will establish local offices, ever on a short-term basis, to carry out
their engireering function, Equally, joint-ventures for consultancy engi-

neering services shoulc be able %o obtain pricrity status under Law 432, (3)

In order to achieve carabilities in Zzyst for the long-term mainterance or
operations of nroduction tlants, the Govermment snall have the right to fix

the minimum period for the stay of licensor's technical rersonrel,

Technology propoeals shall be appraised for the technical needs of an optimum

product distribution system and such technical support should be within the
role of the supplier of technology. Situations will be avoided where this

role of the tecanology supplier cannot be fulfilled.

An enterprise's dependence on components from the supplier of technmology
snould be examined to see if such components are witinin the control of ih
supplier; where this is not so, the enterprise should nave independent rignts
to purchase them from other scurces, comnetitive or not., Agreements must
make this right explicit.
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The right of a fipm to expand its capacity should rot te curtailed oy th
licensor so long as tre enterprise, within the duration vericd of the
agreement, can compensate the licersor on the same tasis as upon which

the entervrise was first fournded. (G)

The right of an enterprise %o subccntract to a loeal or a foreign firm
2 part of its needs, other than product, should not te curtailed by the
terms of agreement under its secrecy provisions; in fact, it must be an
exzress right of the licerse  so lorng as he undertakes tie obligation to
supervise the subcontracts tc maintain confidentiality.

Cver the duration period of an agreement, persomnnel of the exterprise should

have the express right to visit licensor's plants to learr of process and

product izprovements and to receive licensor's assistance thereto., (G)




SECTION VI: IMPLICATICIS TC TZE LCNG=-TZRK
UNIDO FROGZAMMS FOR _BEGYET

As this Mission concludes, no clear consensus has emerged
either on how the TTC should be placed in the Governmental
System (a'national Centre' or a Cenire in GOFI), or what
w ould te its basic form - the evaluation of teckhrolegy
agreements or the selection and apprzisal of techrnology.

The basic reascn for this uncertainity is that the sorking
Papers prepared by this Mission (essentizlly, 2 svnorsis of
tkis Report) have received & verv limited cireulatiorn. COutside
of GCFI, no other Ministry or organisaticn invelved in matters
0f technolozy transfer have examined the aliternatives and

suggestions 0f the Misesion.

At the same time, no statistics are available on the
total number 6 technology agreements executed by Egyp:; trus,
it is not feasible to evaluate how large a grcup the TTC
should be or how it can be organised and trazined. Fursher, <there
is a paucity of agreements which can serve 28 investigatory

raterial or how technology +transfer is taking place in Zzypt.

UNIDO's new inputs must be organised on the resvponse of the
Egyctian Government to the following gquestions (covered in this
Report, in the Working Papers or in other discussion pavers):

l. Does Egypt want a national centre? Is it feasible
in the near term? what will be its authoritv s<ructure?

2. Wrat ghould be the focus of +the work of this Centre:
aprraisal of technology agreemenis or the evaluation/
selection of technology? If latter, what would be
the range of technologsies (i.e. the concern of which
Ministries?) and how will the T7C interact with the
Ministries?
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IS +he Cenrntre is to be a na*ional Centre, which

form of organisation does it prefer? (Cptions
presented in this Report, or other?)

I£ UNIDO is reguested to train members of the TIC,
how many members will there be? what will be
their backgrounds? How will TTC be organised,
taking into consideration the optioms of this
Repcrt? Will the members of the TTC be drawn only
from GOFI or from GaFI and the Ministries?

If training (by ULIDO) is to be 'by doing', is
there sufficient case-history material?

When snould the TTC become operational?




INDUSTREY PLARIING «NU RSGULaTION IN LTIA

Industrial and economic planring is cerztralised in India
and is the resporsibility of the Plamning Comzission, wiose
chzirman has tradionally been the Pripe ilinister. Indiz plans

for 2 " Socialistic Paettern of Society".

Based on economic objectives (pre-capita insome targets,
industrizl growth rates, saving/income ratic, zutrition
standards, e2tc), the Planning Cozmissicr develops a long-term
15 Year perspective plzn and a short-term Five-Yezr Plsn (not
a 'rolling plan'), which become eff:ctive on adoption by the
Parliament. The industry-cozponent of “he Flan has both macro
exd micro components (the latter in only na2tionally-sigpnificans
froducts). All suck informztion, ané the Five-Year 2Plan itsel?l,
are available as public documents. The Plans zre Zi-st published

2s draZt Jocuments for public discussion.

Plenned industriel objectives zre sought to be zchisved
both through the public 2ni private sectors. The role of these
two sectors is defired in the Incustrial Development (and
megulation) Act, 1851.

Under this Act : (1) certain industries/services are either
' wnolly reserved for the uclic Sector =atoamic energy, firearms,

sircraft, petroleum, =2tc) or will progressively come into tae




7

Public Sector (steel, coal, electric power, slurinium, etc)®

(2) certain industries, which zre enlisted, whils not waolly
resarved for the Public Sector, wiil have public sector units
operztive in it, in free competition wita the private sector

and (3) ualess rsguired in the combext of public interess, all
remaining incdustries will be predominently in the private sector.
(Joint-Sector uaits in wkich the provincial govermmernts collzbo-
rete with the general pudlic, or witha privszte sector pertmers,

are trezted 2s units in the Zrivate Sactor).

Unier the '"bzlanced developmant" mzndate of uvhe 1951 Act,
the Govermment has in the last 10 years, progressively reserved
certzin products (ebout 850 procucts) excliusively for the Small
Sc.le Sector (fixed investment in machirery beslow Z£ 70,000 =

Rupees One Iillion).

Thzre are two other 'sectors', omne trzditiomal zni the
ovher of very recent origin. The first of these is the hzndloom
ani cottage industries (Razndicrafts) sector wkich is oriented
¥. village development; the industries being those thzt co not
use electric power. The newer group is 2 variaticn of the
szallescale sector, callzd the 'tiny sector' (fixed investment
below 3£ 7000 = Rs 107,000)., 3Both differ from the small-sczle

sector only in terms o the regulasory agency concerned znd

2 This seconé pzovizion was necessary as previous to 1951,
certzin of the products/servic:zs were (& still are) in the
private sector., Z:icept for expansion of existing plants, all
new pients in these proluct areas are initiated =znéd ovmed
by the Fublic Zector.




or

- 18] -

concessions granted.

Unier the regulatory mandate of the Industrial Develozzan?t
Act, all industrial units, whether in the dublic or private
sectors, are reguired to .btain an industrizl license if :
(a) the intended product is listed as reguiring az licerse
(b) if fixed investment exceeds Z£ 700,000 ( = Rs 10 Xillion).
Trzis license is issued by the Linistry of Iniustry ® in
corsultasion withn ths 'Sponsoring Kinistry' (say, Kinistry of
agriculture for a project involving pasticides) and 'Zcorzomic
iinistries! (linistries of Finance, Planzing, Cozzerce, Law, 2%c).

-

An entreprensur, for example, if bz can demonstrate his

[{]

czpability to izvlsment the prijsct, will be given &= industrisl
license for any licemssble product (products eligible for

iriustrial license) sdo lang as it is not reserved for the Public
Sector. The license is czncelled if the intenied project iz no%
implemented (started) within a period of 2 years from date of

license.

If the procduct is-reserved for the smzll-sczle sector
'approval' is given by Directorates of Smpzll=Scale iniustry
wiich have been established in the czpitals of the various
Provinces (States). Approval is tarough registration. If the
product is, however, rasexved for the 'tiny sector!, asrroval

(registratior) ic givan by 2istrict I=zdustrial Ceztres.

2 0is "caarmelling' 1s Zecilitated because of " product "
empnasis in distiasuishinc between indlucstries & sectors.
A Tourism Center, or z Jotel, for exaxuple, doe: not
recuire & indistrial license.
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Registration merely provides certzin advantages as tax benefits,
crz4it facilities, etc. Hegistretion, howevar, is not cozpulsory
i’ Govermmant or State fzcilities, as'industriel estabtes' are

not involved.

If, on the other hand, the apclicant is a firm, and not
an entrepreneur, whoce existing irdustrial investment exceeds
=X 7C,000, it will not be permitted to enter into procuct zreas

reserved for the 'small-scale' and 'tiny' sectors.

FOXEICE TECCIOGY AL FO==IGN INV-STIENT

4 locezl firm, in any sector whatsoever, must obtein zn
Incustrial License (or Central Government Approvel) if the
proposed project involves the use o contracted fo:.;eis:'.
technolcaay(even iZ peyment is not %o be made) or if foreimm

investxzent is involved.

The Governmen: periodicelly revises ané publishes taree
roéduct lists which indicate the liklihood of the Government

aprroving foreign technolozgy/investment (for their manufacture):

1) a list of products for whose production the Govermment will
not ordin:rily ap:rove either foreign investment participation
or foreign technology.

2) & list of products in waich foreign investment (ard techzology)

is invited or consiiered desirable, and
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3) 4 list of procducts for -hich foreign technolozy will be

permitted but not foreign investment.

In adéition to industrial regulation, there is the Foreign
Zxchange Regulation Act, (FERA) 1973 which concerns transactioms
in foreign exchange! and foreigr investment. It is administered

by the Reserve Bank of India in consultztion with Govermment.

Under (FZR4i) bye-laws, all new cozpanies uzless 100 %
export-oriented, in¥®TZ, or in strztegically crucial areas
must have 2 foreign capital content below 40 %. All existing
companies must have at least 26% of Indian cepitel.
rdinarily, unless a nroject is bzsically export-oriemnted ané/or
utilises "high-technology",” foreign investment in existing
2irms aust be reduced to below 4C% by 198l. IHSowesver, a temporzry
'restin_ phase' of 51% is permisssble under special conditions.
Trade in imported products or of menufactured local products
of third-parties, consultaency, or aguisition of firms etc are

not cpen to firms in which foreign investment exceeds 40%.

Ko centrelly-administered public sector project hzs foreign
investment. Foreign investment below 40% (gemerally 26%) occurs
in some joint-sector projects.

» Tlows of foreign fundis into and out of the couxntry have

to approved by the Reserve Beak of India, There is stringent
control.

determined by consulting the Natiomal Comzittee Loz
Science & Tecarology.




Ir India there is very little foreign investment in the

'smallescele' znd 'tiny' sectors. Foreign tecitnology also plays

g limited reole.

For appreciations of the above regulations, it may be

noted that in India :

Y

2)

3)

4)

there are more than eight million 'cotfzge' and hzandloom

wzits in great geographic spread.

there are about 30C “ublic Sector (industrial) companies,
none of which is a Jjoint-venture, or has verticipation from

the generzl public.

including the zbove Public Compenies, there are about 553CO
c.openies in India ( privete limited cozpznies, joint-venture
companies, subsidiaries ol foreign firms, joint-stock
compenies and joint-sector companies) which are registered

ucéer the tightly enforced Indian Companies Act, 1956.

there are about 450C 'Zublic Limited' Companies (defined as
having over 50 share-holders, publicly tradeavle shares),
the balance being largely private-limited companies.

Some of whom have exployment exceeding 1000).

there are about 1500 Companies in India with foreign
investment ( bota in public limited and private limited
compenies). Of these, less than 70 have (t>day) 100 %
foreign ownership (largely drug companies). 80 % of the
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renairing companies have foreign investment below 40 %.
Very few compzaries, witk foreign investment, have less

tharn 26 % foreign owmarship.

6) “hile growing in number, there are fewer than 20 compzaniss
in the joint-sector with foreign investment; there are
abous 300 - 400 "two body" joint-venture companies (3 la

. Zgypt petterz).

7) There are sbout 400 companies in Indie wrich ere now, or
earlier were, "corntrolled" subsidaries of foreign firqms,

principa y msultinetianals.

(33
s

India has screered =zné registered upward of 50CC technolcgy
agrezments; of which about 4500 azre currently operative.
Presently, apcrcovals of new/renewed asgrecsments amount to

zbout 300 ennuelly.

G) 75 % of total industrizl employment is with cottage, handloorm,
'tiny' and 'smalli-scale' industries. The latter four sectors

produce 50 % of =21l goods in terms of value.
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