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I. BACKGROUND

The importance of and need for co-operation with the governments of the develop-
ing countries in their relations with transnational corporations has been fully
recognized in international forums, and was the reason for thé creation of the
United Nations Centre on Transnational Corporations in November 1875. Among the
functions of the Centre, one of its basic and permanent responsibilities will be
to expand the negotiating capacity of the host countries with transnational cor-
porations, on the basis of research activities, the development of an information
system and the provision of technical co-operation to the countries.

One of the aspects which has raised the greatest interest among the develop-
ing countries has been the possibility of training government officials in areas

relating to the presence and operation of transnaticnal.corporations in those
countries. .

In "th':i'."s'f"""s"ipir':'i;t,' the Economic Commission for Latin Amerfica ‘(ECLA) and the
United Nations Centre on Transnational Corporations (CTC) have agreed to hold a

seminar for apprajising the :mfluence of transna‘tlonal corporatmns on Central
American development.

- I1. OBJECTIVES .-

The main pur-pose of the seminar was to increase the understandlng of government
officials in charge of formulatlng and implementing policies connected with the
participation of foreign capital in the economy of the countries of the region,
especially with transhational corporations, concemmg a wide range - of top:.cs )
relating to the presence and activities of those corporatlons in the region, . It
was sought in this way to help strengthen the negot:.at:.ng capac:Lty of the countm.es
w:th transnatlonal corporations.

11X, PARTICIPATION

High officials from the following countries.participated in the seminar: Costa Rica,
El Salvador, 'Guatemala, Honduras and Panama. ‘The seminar was also attended by
observers from the following institutions: the Costa Rican Development Corporation
(CODESA), the Latin American Institute for the Prevention of Crime and Treatment

of Delmquents (ILANUD), the Central Amevican Institute of Public Administration
(ICAP) and the Office of the Controller-General of the Republic of Nlcaragua._'i/

: %/ See 1ist of participants in annex 1,
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IV, CONTENT OF THE SEMINAR

The seminar took place over 12 working sessions, six of which had the purpose of .
harmona.zmg the partlclpants knowledge of the current problems of .the reg:Lon, L
both economic and social, -and of the presence and :meact of tran_snatlonal corpo-
rations 'in Latin America. - A clos:Lng ceremony held on 2'7 October concluded the
sem:.nar.*/ ‘

. The part:.c:.pants had before them workmg docmnents prepared by experts and
consultants from the CTC and ECLA. "‘*/ ' . _ S

~ The sunmary of the meet:.ngs sppears below.

1. Problems of Centrsl Amer:n.can development

The discussion was led by Mp. Gert Rosenthal, Director of the ECLA Mexico ‘Office,
who revieweq and analysed the long-term development trends pf the subreg:l.on,
current pxoblems and some. future prospects. ; .

ey ‘3"‘:'-2 R

g ‘ipproaching the fipst topic, six contradictions rmsed by central American
development were explored,

a) Inequitable economic development. The subregion as a whole had experienced
high growth and considerable quantitative and qualitative alterations in the macro
and micro-economic spheres, but the results of that growth had been distributed in
a vexry, unequal and exclusive ,way. among. the d::.fferent populatlon stra"ta, accen- .
tuat:.ng :.ncone concentratlon. S : . '

H s d . . . N J - PO
b) " Gro',wth' and dlvers:flcation‘of"exports with cont:.nued vulnerablllty of 'the
external sector. Although the gross domestic product generated by the export .
sector rose from 20% in 1950 to 35% in 1980, the economies were depending to a”
greater extent today than before on the flow of funds J.nto the capltal account. ,
The export sector was very dynamic, but was contlnulng to be extremely vulnerable
to external fluctuations, more vulnerable than the average of the Latin American
countries; it should be kept in mind that two-thirds of the employment opportunities
in Central America depend on that sector.®*#/ -

~¢) . Stimulations and .restrictions of economic integration in Central America,
 The Common Market provided a powerful stimulus to the economic development of ‘the
reg:Lon, but the process was not. carried further and aid not succeed in raising
its level, and therefore, once the Common Market was oonsolldated in about the
mid-1960s -efforts to subm:rt: new act.w:.ties to jomt treatment d:.d not “have s:.gu-—
fieant results. T L . .

*/ See programme of the seminar in annex 2.
*¥/ See list of documents in annex 3.
f_;ﬂr:_/ See Apuntes sobre la evolucifn reciente de las economias cmtmamrlcmas,
E/CEPAL/SEM.4/R.7
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d) Co-existerice of & ‘rudimentary subsistence a jglcul‘tm*e and ‘a modern export
agriculture, The modé¥n export agriculture naturally cornered the best resources,
and there was no transmission effect from the more modem to the more antiquated
type, which utilized marginal property to develop its activity. That would explain
the unequal income structure in that sector.

e)  Growing diversification and stratification of societies, This process had
introduced an- :anreas:l.ng complexity into socilety, with polltJ.cal ‘@nd social = '
repercussions; in sprte of which soc:x.et:.es were contmulng ‘o be closed and not
highly part:.clpatOry. .

: J";

f)  Lack of comminication between the publie and pmva‘te sectors with: regard to
the role incumbent on each in the promotion of economic development, The year
1970 began to see changes 'when disturbances were produced in the functioning of
the world economy and the framework of the Bretton Woods agr'eements, which had
r'epercussmns on Central Ameérica because- the economy of that region was open, and
in' addition the reg:.orn suffet'ed 'l:he consequences of its high dependence on oil
imports.

In addition, the high economic interdependence of those economies facili-
tated the spreading of the crisis, and social and political tensions appeared in
all of the countries of the equ*eomn, w‘nlc‘q vere reflected in a drop in mvestment
and in a dra:.n of capital, ' ‘

In order to appreciate the deterioration of the economic situation, it is
sufficiént to consider the fact-that, for the first time in the history of the
five countries, their- growth rates were negative, and that per capita income fell
to 1ts 1960 level.

With regard to current problems, it should be pointed out that the fall in
exports together with higher import prices had aggravated the trend towards
balance-of-payments deficits, 'Purvthermre, ‘the’ ‘repercussions of the decisions
adopted in the area of finance in the develdped countries from 1980 on, as a
result of which the interest rate rose, had- caused the depletlon of monetary’
reserves,’ Thus external phenomena w1th necrat:Lve repevcuss:.ons aggravated the
situation in the- subreglcm.

In add:l.t:.on, the 1ntegratlon process, which until then had attenua‘ted the -
effects of the world crisis, had helped reduce trade for the first time when the
scarcity of foreign currency for settling transactions began to make itself felt,
The situation was dealt with differently by the different Governmerits, and some
of them begin to apply very orthodox adjustment pOllC.leS at t1mes :mfluenced by
the Internatlonal Monetary Fund.

At this point in time, one might well ask whether that 'l:endency should not
be reversed and that action should not be conditioned upon what occurred in the
international economy, Another unknown factor of current concern to the region
was the type of society which would be formed in the future. -

/T conclusion,



_.In conclusion, it should be bome in mind that the region was capable of
supply:.ng its own. , food, ‘that the: potentlal offered by -intra-Central Ameérican
_co-ocperation oou,ld be utilized and that. the ‘region should not fa:Ll to. take’
advantage of exzst:.ng :l.nstalled capac,rty, . e

The statement raised an extensive debate during which several questions were
asked by the part1c1pants. Interest was expressed in how the problem of scarc:.ty
of fore:l.gn currency. ooulrl be solved wheh tharkets and flnanca.ng gources were closed.
He preplied that: there was. great concern over the current s.ttuatn.on of scarc:.ty
of foreign cmency, and that to resolve it the problem should be approached. from
two points of view: the very short term and the medium term, From the short-term
po:.nt of. view,. . pr:.or:l,ty should be given to the production of.fopd and goods: of low
import: cantent, whigh: would both “ensure food supply and absor‘.b“ ufiemployment, - ’I'hat
objective would be atta:l.ned by Jmplemen‘tmg a ' progyamine of . public¢ investmént,
although that could run contrary to those who .claimed that "efficiency" should be
aimed at above all else. With regard to the medium term, although a form-of.
dynam.m :Lnsertlon into the world economy must be found, a contradiction was raised
in that at present the world economy was not dynamic and in addition, there was
the current obstacle of protectionism,

" In the med:l.um terrn, cr:Lterla for restructurmg the potent::.al for reg:.onal
co~operation should be examlned since Central America stzl.ll had.a vocation to.
work jointly to solve common problems, which made it poss:l.ble to maintain a trade
régime and take collect.we steps with respect to the :Lntematlonal commmity.

W:Lth regard to a concern ra:.sed by one part:.c:.pant relat:ng to the adop‘tlon
of orthodox measures for adjustmg to the new situation, in compln.ance with the .-
recommendations of the Internmational Monetary Fund, he said that less restrictive
solutions should be sought and that ECLA should help the Covernments find more
imaginative formulas. , _ ,

Takmg account of the drop in the dollar, there was great 1nterest in.
whether Central America shou.‘Ld oont:.nue tying its. monetary parity to.that currency.
He said that it should be. borne J.n mmd that Central America had applled an
orthodox monetary policy. and that, although some countries had deva;Lued their
currency, trade had been maintained, With regard to maintaining fixed. parity with
the dollar, account should be taken of the consequences to the economy of a
~ subvalued currency and the problems which would be raised by the monetary
integration of countries applying very dlfferent exchange pol:.cles.

Several part:l.c:Lpants felt that the process of :x.ndustrlallzatlon of Central

' Amerlca had been carried out in a d:.sorgan:l.zed way, since it was thought that. any.
:Lndustry was advantageous and in addition an J.ndustrlallzatlon w:rth -a high. import
component had been stimulated and capital investments made which had had the

effect of egonomizing manpower.. He said that dn the future, that industrialization
model should be altered so as to stimilate the active progessing. of naticnal raw.
materials, make use of comparatlve advantages, and that the productlon of luxury
consumer articles should be discouraged.-.. SR .

/In reply



‘In reply to another partlclpant vwho wished to know the possible repercussions
of the trend in vogue of supportlnu private 1nstead of public’ investments, he said
that that ‘trend caused some concern, since it appeared to be a ‘measure which respon-
ded to a conceptual framework that was. more valid for the United States than for
Central America., When the actual situation of Central America was considered, it
appeared more advantageous to stimulate the public sector., He believed that a new

era was approaching, in which import substltutlon act1v1t1es should be glven further
stimulation.

.Several participsntS'referred to the repercussions of the currency devaluation.
One such repercussion was_that it brought down the price of local commissions for
those who had dollars, w1th the consequent effects on foreign transnational
investment. In addition, the lack of private entrepreneurs meant that if the public
enterprise did not carry out some activity the vacuum would be filled by the
transnationals. He said he felt that the currency was being devalued in order to
provide an export orientation, but the experience was too recent to know what the
results of that measure would be. It should be borne in mind “that the investor
compared the advantages of the devaluation with the rlsks, and he did not believe
that that measure had brought about 1nvestments. ' The State sector could not
withdraw and should cortinue part1c1pat1ng in productlon.

2. Thternationalization of the world economy and
the transnational corporations

The discussion was led by Mr. Anibal Pinto, ECLA Consultant, who referred to' the
need for situating the review of the transnational corporatlons in the historical
context of the phenomenon of 1nternat10na11zatlon. The transnational corperations
constituted one of the ways in which the process of internationalization of the
world economy was carried out. In the internationalization of the world economy,
which was no more than a process of international division of work, a double process
was developed: division and fragmentation on the one hand and concentration on the
other; that occurred in dlfferent hlStOPlcal scenarios and w1th dlfferent
consequences.

There had been' séveral internationalization cycles:

a) The first was the colonial period, which had been of long duration and of
an intensive and extensive nature. It had been characterlzed by &° mon0poly
situation in which the primary interest consisted of extractlng the surplus of e
' periphery without any authentic trade relationship. A State enterprlse ‘was then
created, which could be considered to be the embryo of the transnatlonal corpo—-.
rations of the future,

b) The second internationalization cycle had lasted approximately one century
and coincided with the period during which the world experienced the so-called
"Pax Britamnica", A functional situation was established in which there was a
financial circuit and an investmeént circuit which complemented each other, and raw
materials were exchanged for manufactures, That system helped to develop primary
productlon activities which interested ‘the countriies of the centre and produced a
certain transformation in Latin America. Logically, the growth process of Latin
America during that era was oriented towards the outside.

/During that



. Durlng that era, although all the conditions were present for a world economy
'baged on the international d1V151on of work, benefits were .not dlstrlbuted N
equmtably., In that cycle which was the flrst important perlod of the 1nternatlonal
division of work, the system established was basically a dichotomy. The system
functioned in that way until the First world War, there was then an interruption
during the 1920s, which were a time of very uncertain economic situation, and
lasted untll the Depression of the 1930s and the Second Wbrld War. In that perlod
the internationalization process came to a standstill.,

¢) The third cycle extended from the postwar era until the beginning of the
1970s. All of the countries participated in it, and it had exceptlonal dynamlsm,
under the aegls of the United States. The prodnct of the countrigs of the centre
rose,_and the perlphery alsc became more dynamic. Although the’ perlphery doubled
its per capita income from USS$ 93 1n 1950 to US$ 191 in 1975 the frults of the
progress were concentrated. .

The tranenaxlonal corporatlons were 1mpovtant durlng the first cycle and
even more so during the second. The perlphery grew during the second’ ¢ycle without
any change in the distribution of profits between the centre and the perlphery,
which could be attributed to a .certain extent to the activities of the transnatlonal
corporations, since thedr investments were concentrated in the developed countrles,
which explalned the evolution of their development and the fact that they had been
the receivers of the- technlcal progress. T e

During the second cycle, the terms of trade prevalllng during the previous
cycle were malntalned. ‘That had contrlbuted to the ‘despoilment of the perlphery
because it permltted the transfer of real income fvom Latin America to the centres,
since technlcal _progress had not helped lower the price of the products of the
central economzes._.u , C '

A thlrd element was worth mentlonlng 1n connectlon with' that eycle, which '
related to the concentratlon and industrialization of the world economy. The
structure of the world economy had changed, and the industrial products whlch were
the subject of horizontal trade between industrialized countries began to have
greater importance, while raw materials trade began’to lose importance.

During the third cycle, which was the expansive postwar cycle, the transfer
of income had .been the catalyst of the growth of the capitalist ecomomy and the .
element which had 1nst1tut10nallzed the capital formatlon process. During that
cycle, there had been a. great change in the act1v1t1es of the transnational
corporations because investment had become 1nterna11zed as a result of the transfer
of the transnational corporatlons' manufacturing facilities to thé countries of
the periphery so as to produce in order to meet the needs of the domestic market,
In addition, not only production but also consumptlon patterns became
internationalized., That cycle ended with the rise in petroleum prlces at the
beginning of the 19703. Pollowxng that rise, an abundance of cred;t was producedf
which acted as a drug which dulled—reactlons and caused the currert debt problem
being exper;enced by Latln Amerlca._ It was. paradoxical that the abundance of
llquldlty had,been the result of the upheaval caused by the rlse in. 011 prlces.

_ /As for -



As for the real transfer of resources, it had actuall&fnot'been large but the
abundance of credit had helped to turn attention away from problems and contributed
to llBerallzlng foreign trade policies and import policies. There was no doubt

that during that stape, dlreCt 1nvestment by transnatlonal corporatlons had 1ost
relative 1mportance.-

With regard to the role which would fall to the transnational corporations
in the future internationalization of the world economy, it should be borme' in
mind that if stagflation persisted in the countries of the centre, the transfer
of resources from them to the periphery vould decrease, The' transnational
corporatlons would thus tend to be dess’ 1mportant wlth regard to their capacity to
generate a flow of resources but it would continue to’ be vital to maintain a
dlalogue w1th the ones develbplng act1v1t*es 1n the Latln Amerlcan countrles.

" The statement was followed by an eXtensive debate, which examlned‘the
possibilities for the Central American countriss to begin to incorporate themselves
into the activities currently being develcped by the transnational corporations,
and mention was made of the possibility that those activities might not be precisely
industrial act1v11:1es° He pointed out that Central America's basic objective was
to ensure its capacity to supply itself in several spheres, one of which would be
the area of food. Those industries would not be very dynamic, but the dynamism
of industries maintained a relation to the distribution of income, and in his
opiniOn,'thére'were possibilities for expanSion7in that sphere.

There was also the possibility that the first cycle of internationalization
of the economy had left the legacy of a structyre which could have been the cause
of the defects currently being observed, Those corporations had created a pattern
of 1ndnstr1allzatlon towards the outside, but despite the fact that the resources.
of Latin America had béen exploited and surpluSes extracted which were sent to
the 1ndust“1allzed countrles‘ a surplus ‘had remained in the region which had mada
posgible some dlver31f1cat10n, and the fact that more internal changes had not
been produced in the Latin Amerlcan countrles could be attrlbuted to the lack of a
national pm] ect .

Another partic1pant recalled that durlng the two cycles of Lnternatlonal-
ization of ‘the economy, there had alsc been 1nternallzat10n processes, and that
in the uebond cycle the intérnalization process 'had helped create production assets
oriented towards: satisfying the needs of the internal market and linked to it and
to its fate, which meant that the transnational corporation had established a
relatlonshlp of dependence on that market. The activities of the transnational
corporations’ had also had other ‘repercussions, such as training activities. In
addition, the proportion of the surplus generated which was retained was greater
than it had been in the precedlng periods, since in the former period only the -
wages remained, whereas in the current perlod the technical Progress: also
remained. Furthermore, internalization gave the State mre negpt_atlng ‘
possibilities.

/3. Impact



3. Impact of transnational corporat;ons on
Latln Amerlcan development o

The dlscu5310n was led oy Nr Clduclo Marinho, Acting Chlef of‘the Joint ECLA—CTC
Unit on Transnaticnal Corporatlons° He stated that Latin America, like Central=
America, found itself In a situation of serious ecrisis not only of & Structural
type and attributable to external reasons, but which coincided with a type of
development which structurally wotld have caused a cr131s even 1f the current
wrld crisis had not ‘occurred, Co e J_-"

It would be useful to prov1de some background to, the current economlc
picture in. Latin America, but fran a perspective of’ crlsls In the modallty oF"
growth, . Wlthln that_plcture, he would situate Lhe Ectlvltles of the transnatlonal
corporations and provide some thoughts on their role antl ‘fufube prospects. The
analysis:.would he of a global nature, oriented towards. Mexico and the countrles of
southern.Latan Amerlca, wh;ch were the ones who had made the moSt progﬁeee where
pos SLble. el L

TRt

In order to 31tuate the analy31s he reviewed the follow;ng aspect3° the
potentldl of the productlon apparatus, some Pproblems preventlng the reallzatlon
of -that potential, the location of’the transnatlonal corporatlons, and the ’
redefinition of dynamlc forces. -

With regard to analy31s of the potential of the production apparatus, he
pointed out that development of the production forces had been achieved, and that
the responsibility of the polltlcal and economic leaders of the countries of Latin
Amerlca Was now establlshed._ A review of some flgures 1nd1cated ‘that the situation
of Latin America was comparable to that of Europe in 1950 when Europe was one of
the most developed areas in the 'world and contained some world powers. If some-
projections were made to 1990 and Latin America were compared w1th the European
Eccnomic Community in 1970, it was observed that, for example, +he gross domestic
sproduc would reach more than USS u5¢ poo million, a figure- comparable to that of
the " European Economic Community in 1970,  The manufacturing product’ in- the region
would reach US$ 135 000 million, a figure 20% lower than that attained by the EEC
in.1970. The supply of electrical energy, machinery and equipment would also
increase con31derably. A1l that information showed that ‘Latin- Amerlca had the
material base to. affirm. that -the continent had greater material possibilitieés in
1¢82 than Europe din 1950, but on the other hand, several of the region’s problems
had also. worsened in recent years and had placed it at: an 1mpasse whlch requlred
altering its course of development., h :

, Among those p"cblems, mentlon should ‘bée made of ‘the extieme poverty, the
wmequal distribution of income and the difference between the growth of the
population. and employment.; Porty per cent of the p:pulatlon ‘of Latin ‘Amerdica,
or 100 million persons, llveﬁ in a state of absolute poverty. And among’ those. -
110 willion, 54 million were in a state of indigence, or had an annual 1ncome L
lower than US$ 100 at 1970 prices. SRS o

/The distribution



The distribution of income had not undergone substantial alterations between
1980 and 1970, and continued to show a hlgh concentration, - Indeed, the poorest
50% of the populatlon earned 14% of the income,and the richest 30%, 72% of the
income. 1In connection with the extreme poverty, it should be borne in mind that
population forecast for 2000 was considerably greater, which would also undoubtedly
create employment problems, especially taking account of the fact that according
to the ILO, dn 1970 30% of the work force was underemployed.

An examination of the situation of Latin America from the point of view of
style of development and its repercussions on the external sector indicated that
serious problems were also raised which were very difficult to solve w1th1n the
framework of current modalities of growth

The 1ndustr1allzatlon of Latln America had been carried out within a scheme
of import substitution and had develcped from the simple to the complex. A broad
horizontal diversification of industry was thus produced, which satisfied a complex
demand previously met by.imports. However, equivalent vertical integration and
intersectoral complementation had not been achieved, The modality of development
was based on an imitative industrialization whose dynamic lay in the consumption
of the higher strata of the income-distribution pyramid, ard thé production of
those more complex goods made imports increasingly necessary. Thus the import
coefficient had been growing since 1965, which had greatly increased the external
vulnerability of the Latin American economies. ‘The Latin American consumer soclety
was incompatible with the eradication of those problems., Thought should be given
to changing the patterns of development, redefining the current allocation of
resources, and reorienting the dynamic forces, but in styles dlfferent from the
current ones. : :

Taklng account of that context of structural crisis, he attempted to situate
the transnational corporations;_ Those corporations, together with other elements,
were a privileged actor in the consumer society. Transnational corporations were
found in the most modern and most dynamlc sectors of Latin Amevica, and, therefore,

participated in the exclusive, concentratlng ‘and vulnerable development of that -~
continent,

" The act1v1t1es of the transnatlonal oorporations had not helped to solve the
problems, but had rather.contributed to aggravatlng them,

It would also be useful to examine the relationship between the external
sector and the transnational corporations. MNaturally, foreign property in the
most dynamic sectors of the Latin American economies tended to aggravate the
imbalances.already examined. The imports being made by the transnational
corporations did not appear to correspond to techmical needs for imported contents
of the goods they were producing; rather, those economic units appeared to be
a type of "import vocation", and that naturally led to the formation of a deficit,
given their reluctance to export. In that connection it should be pointed out
that the way in which the transnational corporations imported was quite peculiar,
since they imported elements from enterprises which belonged to the same parent
company, and that led to the well-known problem of transfer pricing, since
operations were usually located in the best places for obtaining profits and those

/prices were
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prices were fixed there on the basis of under- or over-lnvolclng, those transfers
were often more 1mportant than the flnanc1al transfers.

The elements 1nd1cated in the paragraphs above made it possible to state
that the transnationals,.in some cases,- helped aggravate and 1ntens;fy the crisis
1n the external sector. S . 4 C .

In order to make the economy of Latln Amerlca more dynamic, p0331b111t1es
could be explored of increasing exports, regional or subregional integration, or

strengthenzng the domestlo market,

With regard to 1nereaszng exports, trade w1th centres could be examlned -and
the opportunities for exporting cormodities and manufactures analysed. Crowth _
of commodities exports was slow, and they continued.to:represent 75% for_countrles
such as Brazil, Argentina and Mexico. Manufactures trade had risen from 8,7%
to 23,6% between 1965 and 1977, It was possible that the protectionist measures
applied to the exportation of light manufactured-products, which were exported by
" the majority of Latin American countries, would intensify. The transnational
corporations working in that :sphere were showing.themselves to be reluctant to
export, and when they did so, used their own channels;:in.other words, it was not
to be hoped that the transnational corporations would help in. that process,
However, the formation of joint corporations among several countries, or the.
formation of State marketing companies offered interesting prospects, and in that
connection, the example of: INTERBRAS corporatlon, establlshed for that purpose in
‘Brazil, should be borne in mlnd. . P ,

With regard to 1ntegratlon, the share of znterreglonal exports 1n the total
exports of Latin America rose during the 1960s from 8-to 17%, while their share .
in world exports fell from 6.2 to 4,5%. The transnational corporations had had
a fluctuating share in the production of the corporations for interregional export.
They participated in sSome integration scheires in order to ensure the market, but
they traded among the firms making up the transnaticnal conglomerates., Thus.it was
not feasible to hope that the transnational corporations would become. important
agents of the 1ntegratlon prOCess, absolutely essentlal to the future of the. reglon.

The domestlc market had played an Jmportant dynamlzlng role in the past
and was continuing to do so, but that market was not a socially integrated one,
The' selution for the future would be to orient growth towards: the satisfaction of
generalized consumption needs.  "If its domestic market:grew Latin America would.
necessarily decrease its vulnerability with respect to the world economy and would
be 1ncllned to new reglonal 1ntegratlon schemes. ‘ T

The statement was followed by a dlscu351on of the toplc. Some participants
stated that Central American integration would appear to.have been carried out with
no order or harmony and with no examination of existing industry, and that
perhaps that hdad influenced the problems currently being raised. Co

[
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4. Transnational.corporations and Latin American export products:
: the case of the Union of Banana Producing and.
Exporting Countries (UPEB)

The discussion was led by Mr. Jan Kiiakal ¢f ECLA, who dealt mainly with four
aspects: a) the balance of bargaining capacity and the dlstmbutlon of benefits
among. banana-producing countries at the begiming of the 19805, b). the changes in
the strategies of the transnational corporations; ¢) the changes in the bargaining
capacity of the producing countries and the lines of action; d) alternatives for
strengthen:.ng the bargammg capacrty of the UPEB countries.

In connect:Lon with the fJ.rst aspect despite the changes wh:.ch had occurr\ed,
at the beginning of the 1980s the integration of the oligopoly of the three United
States banana-producing and expor*t::mg corperations has been maintained. Cn the
other hand, national bemefits, that is, retained value in the industry, had
increased as a result of the policy applied by the Govemments of the producing -
countries in negotiatlons w1th the transnatlonals. ‘ :

The tmnsnatlonal oor'poratz.ons furthemore, had shown great flexibility and
ability to adapt to those policies and had reacted either by attempting to divide
the member countries of UFEB or by diversifying their activities, sources and
markets, or by attempting to establish new systems.to continue exerting mfluence,
and had began to accept the principle that both benefits and costs should be .
shared, ' They had also applied measures to restrlct the access of the produc1ng
countr:Les to consumer markets., : :

"UPEB was considered to r'epr'esent an :.mportant experiment in relatlon to the
establishment of the new :mternat:.onal economic order. '

With regar'd to changes of strategy by the transnational corporations, among
their causes was the desire of those corporations to decrease the dependency of
their profits on a single product. The change of strategy had .included the
following measures: new production technologies; ‘the establishment of a system of
associated producers who, although they were land owners, were dependent on the
transnationals for obtalnlng key production inputs; diversification of supply
sources towards regions which offered fewer political risks; sectoral d.wers:.f:.-
cation, aggressive marketing in their consumer markets and the establishment of
barriers for other producers. In the face of the new policies of the Central
American countries, the transnational. corporations, after partially obtaining
their objective of weakening the common front, had accommodated themselves to the
new conditions established, :

‘He analysed the producing countries' changes. in bargaining capacity from
the perspective of the political and imstitutional sphere, diversification of the
economy and position in the world market, and supply of the transnaticnal
corporations., From the point of view of the political sphere, he mentioned the
increase in the share of the State and individuals in banana property, the
broadening of knowledge of the development of the activity; improvement of policies
concerning elaboration, formulation, promulgation and control, as well as policy
governing negotiations with the transnational corporations. He alsc mentioned

/direct intervention
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direct 1ntex'vent10n by the .State’ at.all stages of banana~producing activity in
order to decrease the pet's:.utent dependenoe of natlonal productlon on the
corporetlons. L

He also made ment:.on of the creation: of the Union of Banana Exporting .-
Countrles, which const:.tuted a multilateral base for:integrating the nat:.onal
intepests and objectives of the different producing. countmes :mto one posrtlcm,
and of COMUNBANA for mtemat:l.mal marke‘l.lng. y SR '

Similarly, the agricultural and economic diversification”of Central Am‘e'_t_'ica‘
had helped to reduce the dependency with respect to the banana industry,

Wl‘th regard to altematlves fop actlon, there were several opt.mns at the
national, reg:.cmal and mternatxonal levels for: strengthening;the bargaining . ..
capacity of the UPEB comntries, Amontg the possibilities: at:the national level -
were the improvement of the administrative eff:.clency of the:enterprises of. the |
public sector, the broadening and strengthening of the sector's links with the .
national producers, the systemat:.zatlon of control of the transnational corporations
and the promotion of investment strateg:r.es for the self=sustained- development of
the mdustry. In the reg:.onal sphere there were, amohg other actionsy the
establishment of a flexible system of technical and economic informatien, which
would fac:.l:.tate control and negot:.at:.on with the transnational corporations; the’
broademng and divergification of ‘supply Sources and- export markets; the promot:.on
of muitilateral negotiations for the éxploration of new froms of part1c1pat10n in.
the industry and the strengthening of the mutual political -and economic support.
base through the incorporation of other countries of the region into UPEB. In the
international sphere, he suggested strengthening the links with other producing
countries of Asia and Africa and promoting the elaboration and adoption. of an.
international agreement. for the creat:l.on of an Jnternat:l.onal association of
producing. countmes. REREE : » -

Dur:.ng the debate Wh_'l.ch followed the statement, 1t was expressed that 3o:|.nt
action by the Central Amemcan ‘countries’ and Panama- indicated the political will.
to carry forward .a mu.lt:.lateral 1n1t1at1ve such as UPEB, That Union enjoyed the
autonomy cmfer'red upon it by, its security of flnanc:l.ng, based-on the relevant
taxation,. and could thus provide important support in its positions and furnish.
the producing countries with f:.gures.' COMUNBANA ' was created :subsequent to UPEB
at the initiative .of Colombia, but its activities:were paralyzed because it had to
prov:.de its own flnanc:ng, and its. act:.v:n.ty at the intsrnational level had been
greatly restricted by the action of the transnationdl. e’or'poratlons. -

. There was amother institution, COBANA, but that mstltut jon was dependent
on the transnational corporations for :mputs, rail. transport,.etc., and was also
obliged to pay a double .charge, the fee collectéd by the government of the
produc:l.ng country and that whlch it had to pay the tm.nsnatlmal corporatlon.

ot
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5. The financial aspect in negotiations with _
transnational. corporations :

The discussion was led by Mr. Michael Mortimore of the Joint ECLA-CTC Unit on
Transnatiqnal Corporations. After referring to the pmnc:l.pal approaches appl:.ed
in the area of external financing, one of which corresponded to macroeconomic
models for:setting -or determining the optimum level of indebtedness and the other
to the capacity to sustain a particular publie. and external indebtedness policy,
and to their main features and defects, he spoke in a more detailed manner of more
global criteria, Those crlterla were considerably different from the oriteria
mentioned previously and were based on elements of history and pol:.ta.cal economy.
Applying an inductive method, and from the countries' point of view, a study was
made of those countries suffering serious external indebtedness problems, which
gave an indication of deficiencies and problems in the négotiating capacity between
the State and the tramsnational banks and made it possible to define some guide-
lines for improving str'ategy and negotlatlng position,. :

A review of the crisis in Latin Amem.ca turned .on the causes of 1nternatlonal
liquidity problems. He pointed out. that not all crises were attributable to the
same problems, since among those causing them mention. could.be made of the
insufficiency of funds for debt repayment, either for conjunctural reasons or for
reasons of creditworthiness. That was a structural difficulty in the short and.
medium term, the solution of which was not exclusively of & financial nature. In
that case there was a maladjustment or a contradiction between the development
strategy or its implementation and. the  international economic situaticn,

then mentloned condltlons for improving negot:Lat:Lng capac:.ty.‘ The
follomng elements should be taken into account: a) the awareness of the advantages
held by the transnational banks depending on the seriousness of the financing
problems of the countries, renegotiation being much more favourable to them than
the contracting of the loan, so that the countries must make use of the advantages
they have at the beginning of the negotiation; -b) the way in which the interest .
rate was fixed favoured the transnational banks since the only thing open to.
negotiation was the spread over the basic rate, and that the latter had gone up
a great deal in recent years; each time, a smaller proportion of the total cost
as regarded interest was being negotiated, and the countries were therefore obhged
to negotiate longer terms. The negotiating position of the underdevelaped
countries had worsened, and they therefore should seek external financing
alternatives (multllateral and bJ_'I.atera_'L) to offset the shortfall.

It was extremely 1mportant to the progress. of the negotlatlons for the
cov.mtrfy to have an institutional system for appraising, recording, authorizing and
controlling external financing and other forms of foreign participation. It was
also important for the resources to be oriented towards the most profitable .
investment projects in order to avoid debt-servicing problems. .

The country should always attempt to enter the capital market at the most
appropriate time and try to negotiate with individual bamks which had an interest
in that relationship with a new client at a lower price.

/In the
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In the debate whi¢h followed the statement, it was pointed out that the
indebtedness of Central America was chiefly of multilateral origin and that those
multilateral credit institutions applied fluctuating rates with the consequent
repercussions. 'There ‘Was alsé the problem of disbursement of thesecond financing
quota of the flnancmg granted by those institutions because the vequirements
mth regard to the ‘use of first payment had a'l: tlmes not been con'iplied w1th. :

Reply:ng to a questlon on’ the reasons why banks were cont::nulng to grant
loans in spite of the countries' payment difficulties; he said that they did so -
because they were: pressured to place resources, and fupthermore, they applied’
risk-measuring -systenis on the basm of wh:.ch they applled‘ charges and fees to
compaasate the:.r efforts. L T

PN St e

6 The‘ tram:matlonal mrporatlms in the :mdustm.al
Fhth development of the developlng countrles

-

The discussion was led by Mr, A.V Ganesan of the Centr-e on Tr-ansnat:.onal
Corporetlcms, -who cofidicted a general review 6f“the' following aspects:-a) the
trends and flows of thig"direct foreign investment carried out by transnational
corporations in developing céuntries; b) alternative forms of participation of -
transnational corporations not connected with stock capital;  ¢) the motivation
which led the transnational corporations to invest in the’ developing countrles,
and d)- part:.clpation by tmnsnatlonal oorpora‘tlons in export promotlon. R

With respect to the flPS‘t top:.c most d:l.rect forelgn mvestment omg:l.nated
in transnational corporations with headquarters in the member countries of the
Organization- for ‘Economic Co-operation ard Deévelopment ' (OECD) and in- the mernber

“recountries of the Buropean Beonomc Oon'munltles.

He pomted ‘out 't:hat the share of: the develop:.ng countmes in d:l.rect forea.gn
investment flows had remained fairly’ stable during the 1960s and 1970s taken
together, around 28%, and had gradually risen to around 33% at the end of the
decade, ' Some features of those flows were: worth mentioning, such as: a) they
originated mainly in the déveloped countries, so:that the limitations of resources
of thé transnational corporations in those countries influenced the flow of direct
- foreign 1nvestment towards ‘the developing countriesj b) they weve .decreasing in
magnitude and ‘their composition was changing, since the relative share of direct
foreign investment and official development assistance funds- had been reduced,
whereas that of the component representing loans from international banks and -
private export credits had increased. Direct foreign investment had increased by
2 to 3% per year between 1970 and 1978, and for that reason, it could.not be
considered as the chief source of. :.ndustmal f::.nancmg in. the: developing countries,
Most of it did not constitute flows of new capital, since it was financed by -the
reinvestment - of profits produced by previous investments by the tramsnational -
corporations; for that reason, the 'poliéy being implemented of: reinvesting the-
profits of the transnational corporatmns was very important for attract:mg
d:Lrect forelgn mvestment. ' . . S A

JWith vegard
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With regard to participation in stock, he stated that from the 1970s on,
the transna‘tlonal corporations had begun to show an inclination for participation
that did not ihvolve net worth in stock, but other forms of property, such as
licences and trademarks, management and technical assistance contracts, and
part1c1patlon in production and marketlng. ‘Their advantages and disadvantages
depended on the circumstance and the sector in which the investment was belng
carried out.

Speaking of “the reasons for which the transnational corporations invested in
the developing countries, he mentioned investment opportunities and the investment
climate, " Among the reasons 11nked to investment opportunities were access to a’
local national market and to raw materials supplies, the establlshment of a
reglonal base in a country which gave access to the market of the, entire region, -
the utilization of that country as an export platform  towards the markets of other
devéloplng countries and the protection of its technical knowledge. Among the
reasons relating to the investment climate were the political, economic and
monetary stability as a whole, the attitude of the country towards foreign invest-
ment, the bureaueratic and statutory frame of reference, the laboPr force and
labouwr legislation, the avallablllty of a basic 1nfrastruoture, and investment
incentives., R ,' |

. : S |

As for participation by the transnational corporatiéns in tpe‘elaboratlon of
export articles, it was important for developlng countrles with limited command
of the market, for small countries which depended on export activity for the
generation of employment ‘and forelgn currency. In connectlon Wlth that activity,
the transnational corporations preferred to.concentrate on types of industries
such as electronics, clothing and sporting goods, which enabled them to take
advantage of unskilled or semi-skilled, and therefore inexpensive labour,
infrastructure, tax exemptions, non-existence of exchange controls, possibility of
having the entire property, etc, For the recipient countries, those industries
had the advantage of generating employment for unskilled labour and foreign
currency, but the disadvantage of paying low wages, not allowing unlons, not
establishing links of integration with the rest of the economy and not g1v1ng them
the benefit of long~term investments. o ,

: ‘ -

apeaking of the reasons which motivated the tramsnational corporations to
invest in the natural resources sector, he spoke of their wish to| expand their
access to those resources, Only 30% of the ore extracted in the developlng
countries was processed in the country itself, for several reasons, among which
were: the vertical and horizontal integration of the transnational corporatims,
the way in which the economies of the developing coumntries were skructured the
fact that the capital equipment was manufactured in the developed'countrles and

that those cowmtries were the main consumers. ' 7 |

| o
In the discussion following the statement, mention was made\of the success
which one country had had with its policy of establishing import and export
obligations for the transnational corporations, as a result of which that country
had a clear idea of its bargaining power based on the size of 1ts\domest1c market,
One participant said that the question of how to take advantage of the installed
capacity which remained when investors withdrew from a developingjcountry should
be studied. The speaker said that, in order to prevent umfavourable repercussions

/in that
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in that connect:.on the developing countrles could ins:.st -when highly cap:Ltal-—
mtens:we J.nstallat:l.ons were built -on parta.cipat:mg in the control of mvesment
manageiment dur:r.ng the construct:r.on and installation, and later require that =
training be pmvmded, exclusa.ve technologles not be applied, and create -as in
Japan~" national marketing compan:u,esg so that sales would not be paralyzed when the
foreign company withdrew. -

7. ‘Aspects of the negotiation process: 'project analysis

The dlSCllSSlon of th.‘.LS topJ.c and the followmg was led by Mr. Charles J. Llpton,
Senior Cofis ultant of the Centre on. Transnatlonal COrporatlons. He explained his
method of analysis, the dlscounted cash flow analysis, and then referred to its
repercuss:.ons on the acthJ.tJ.es of the transnational corporatlons in the develop:.ng
cotmtrn.es.' The discount rate; appl:.ed by a transnational oorporatlon would depend

" on many factors: it would have to excead the retum on a banking Jnvestnent taking
account of the operat:.ng risks and in the case of the developmg countrzes, of
other factors such as polltlcal and labour rlsks, ete,

“In order negotiate a minimum rate of profita‘bility witha transnational
corporation, it was essential to be well aware of the elements with which the
latter reasoned: the intermal profitability rates estimated through the appllcat:l.on
of the discounted cash flow analysz.s could be calculated ori the basis of the
profitability of the total investment (capital plus credit) or on the’ ba51s_ of the
prof:.tablln.ty of the cap:l.tal alone, which was the really J.mportant one, In ox‘*der
to' determine it, it was essential to know the ratio between the amount of capital
provided by the transnatzonal corporatlon and the amownt of cred:l.t obtamed, and
therefore to have exact 1nformatlon on the f:mancmg of the pr03ect. Co

_ He pomted out that the dlsoounted cash Flow analgmls 'should be conducted
in current terms, and J.ndlcated that the "LIBORM always reflected the discounted
cash flow analysis in those terms. ' The State should independently check the '
caleulations of the internal profitablllty of capltal and the discounted cash flow
analysis, using, if possible, methods oomparable to the computer systems used by
the transnational corporations. The United Nations Centre on Transnational '
Oorporat:.ons had computer pmgrammes avallable for those purposes.

As for the term of the contrfacts accordlng to the d:l.scounted cash flow
analysis J.n current terms, .1t should be no longer than 25 years.

In order to ver:l.fy the pI‘Ofl‘tElbllJ.‘ty rate, it was necessary to. be ‘familiar
with the corpomtlon s balance gheets, its projects in other countries, its: PI‘Ofl‘tS
in relation to its capital and its profitability rate m the past, dll of wh:.ch '
would serve as parameters in the negotiation. -

In the discussion follow:.ng the statement, one part1c1pant referred to the
dlsadvantageous s:.tuat:l.on in which the governments of the developmg countmes '
found themselves in. the negotlatlons,, given their d:.ffa.cultzes in access to
mformatlon, and. ‘wished to know how 'I:hat pmblem could be overcome.

P

"
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‘He said that it was very important to obtain all the information, which
could be provided by different sources, such as the Centre on Tr-ansnatlonal
Corporations, experts, consultants, the corporations! balance _sheets, the stock
market, etc, It was always possible to renegotiate an agreement that had been
entered into under conditions which had not.proved to be very advantageous to
the developing country, but because of the cost of such a step, it was natunally ,
preferable to aveid it if possible, : :

8. Aspects of the negotiating process: alternative forms
“of ~participation by transnational corporaticns in.
pro;ects in developmg comntries . - . .

He rev:l.ewed the types of agreements between the State and the transnat:x.onal
corporations in industrial activities in the develop:mg countries.

He first discussed l:.censmg, pointmg out that in the mglo-Saxon m:LlJ.eu,
that type of agreement granted a property right and implied extraterritoriality..
Next he analysed leasing, which. included an annual sum and fixed-price royalties,
with contracts of long duration, He then examined productlon—shamng agreements,
which did not imply property and could retain the country's right to market its
own portion; the most recent cnes included a movable scale in relation to the value
of the product and tax provisions which enabled the transnaticnal corporaticns to
deduct in their cowntry of origin the taxes paid in the host cowmtry. In that
connection, he stressed the importance of being familiar with all the tax conse-
quences of the provisions of the agreements in relation to the tax systems of
the different foreign countries., He also mentioned the service contract, through
which the countries could obtain only the elements they really needed from the
transnational corporations and not the complete package of capital, technology,
business administration and marketing. There was also the labour contract, and
other forms of agreement such as exploration rights and patents., Lastly, joint
operations and their features were analysed. It was stressed that State property
of a majority percentage of the registered capital was of political 1rrpor'tance,
and that it was only effectively valid to the extent that it was reflected in
control of the operatlons, share in the profits and shared responsibility in the
area of risks (which, in the case of the State, was not limited to the fmanc:.al
field). :

He referred to the financial riske for the State in the case of joint - .
ventwres. and indicated that it was not desirable for the State to guarantee the
loang granted to the corporation and make itself responsible for the latter! -3
debts, and that all credit obtained through the State should be reflected in
State share in the registered capital, He warned agamst the practice of "diluting"
the proportional value of the State shares through the issuing of new shares, The
State should receive shares freed in proportion to the value of the resource it
was contributing, as well as in proportion to the guarantees or loans being ‘
contributed in each case; the reglstered capital should be paid by the State i
aga:mst future dividends {and not in cash or bonds), and the dlvn.dend policy should
env1sage suff1c1ent reserves.

/Concerning the



Concerning the conclusion of joint ventures, it ‘wis advisable for the land
not to bhe the corporat:.on's pmperty, but rented by it; it should be etlpuleted
that the real estate would retur-n to the State without payment eto. . :

Emphas:.s was plced on’ the fact that the trensnat:.onal cor*poratlons preferred
the State to consider itself to be a participating empresario @nd not to take the.
role of sovereign State capable of setting the standards by which the jointi wventure
must abide.

Joint ventures.qould or could not be corporations. - If ‘they were, a new
enterprise was established in which 'the capital was the common property of the
shareholders, If they were not, a new enterpr-:l.se was not created and J.ndlv:.duallty
continued for tax purposes. EEE ‘ SRR o

The joint venture offez'ed the advantage of the enterpmse s permttmg invest-
ment to be cantrolled, €ither through a board of directors, technical. committees,
technology or ‘through 'merket allocation or opportunities for competition or sales
control. The country could ekercise real control through spec:Lallzed agenc:.es or
through r'epor'ts to dlffer'en‘t governmental bodJ.eS. - , S

In the case of 3omt ventuzes, the ‘State could oollect the remmemtion due
to it 1:hrough r-oyalt:.es or taxes, whose amounts and dates of payment were fJ.XSd
andregular. - A R . ‘

‘In t"-he "diSCus'sion* follox&ing the ‘statemen‘t-,,' interest.was-indi-oated in the .
form for deteérmining what proportién of the capital was the corporation's and
what proportion was lent-inh those cases, He indicated:.that that was.difficult-. -
to détermine ‘and that the transnational corporations always wanted the proportion
of eapital ‘corresponding to loans to be .as high as possible, since that favoured
them, because interest payménts were exempt from taxatlon exchange contrel, and
the” flow of funds was fac:lztated. -

9. Degal aspects of negotlatlons

He examlned the pmblem of the leglslat:.m to be appl:.ed in the llcensmg
agreements and indicated that the law of the host cowntyy should apply, that there
should be no acceptance of clauses author:.za.ng the freezing -at the date on which
the contract was signed- of the'legal provisions applied; neither should the’
transhaticnal corporations be allowed “to stipulate: compensatlon in 'a case where
the relevant 1aw was changed, smoe that represented an 1nVas:Lon of soverelgnty. .

~'He referred to forgé maleure,, arid warned aga.mst excesea.vely broad olausee
which could be used as an excuse by the transnational corporations for not-
fulfilling their contractual or applied obligations wider civcumstances which
could have reasonably beent foreseen. Similarly, examples ‘of force majeure - should
not be llsted J.n the contract. o 35 Coo

As a protect:.ve measure, he suggested that the govemments should mclude
the option of putting an end to the contract if, for reasons of force majeure,
an attempt was made to extend its validity beyond a reasonzble period of time.

/In connection
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In connection with the renegotiation of the contracts, he pointed out that
that occurred when an imbalance in contractual obligations had been produced, but
that there were differing opinions as to the advisability of including a renego-
tiation clause in the original contract or not, since although some people believed
that facilitated the task of renegotiating later on, others believed that it was
difficult to find an effective clause and that, in addition, it should be borme
in mind that even if the renegotiation were not st:.pulated 'l:he State was soverelgn
and could renegot:.ate when it pleased. S '

With- r\egard to arbl'trat:l.on, he believed that the host coun‘trles should
insist that national legislation prevail in those cases- for reasons of sovereignty
and its courts! reputation for integrity. S '

“In ‘cases where that principle was not accepted, one could have recourse to
the' Internat:l.onal Chanber of Commerce at Paris, but.that was a lengthy and _
burdensome procedure, One could also turn to the International Centre for the
Settlement of Investment Differences {(CIADI) or. the United Nations Commission for
International Trade Law (CNUDMI) which had r-ecently taken some important steps
m that area.

As for the plaee ‘where the’ arbltratlon should be carried out, he stressed
that it would havé to be the déveloping country which had signed the agreementsy
if the other party demanded that the arbitration' should tske place in another
country, the developing country had to insist that it should be the closest
country to the headquarteérs country and that the travel costs of its represen-
tatives should be paid. . ‘ _

In the Qiscussion following the statement, it was pointed out that sudden
market fluctuations did not constitute cases of force majeure but normal
commercial risks. - Several participants wished to know if the-non-inclusion of
renegotiation clauses could hinder Future negotiations. He stressed the fact
that it was not necéssary to include them, since the:States. were sovereign and
‘could renegotlate whenever they felt it to be adv1sable.

With regard to the language in which the .contract was to be drafted he
stressed that the original version should be in the language of the host country,
and that that aspect was not negotiable. Whoever prepared the first draft had
many advantages, and could request legal advisory assistance from the Centre on
Transnational Corporations in carrying out that task. -

10, Acquisition of technology

The discussion was led by Mr, A.V. Ganesan, who first mentioned the individual
or collective advisory assistance lent by the Centre on Transnational
Corporations in connection with negotiations., Those services had the following
features: they were free, easily accessible and satisfied the countries' specific
needs. The Centre lent assistance to countries in the stage prior to the
initiation of negotiations, during the negotiations and after the signing of the
agreement in order to improve it subsequently. :

/With regard
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. With regard to the acquisition of technology, he pointed out that the
elanent which dlstlngu:r_shed developmg countries . from developed cwntr:l.es was not
so much the lack of resources or capital or the different degree of Sklll of the
}.abour, but the degree of technologlcal development. , :

oo The control exerelsed by the transnatlmal corporatlms was based on the:l.r
. techmological super:.'.orlty, in.cther words, on: their possession of technical

knowledge and registered trademarks, The transnational corporat:.ons were aware of
the capacity of the developlng countries in the area of technology, and that =~
determined.their behaviour in the negotlatlons. The developing countries sought
foreign -investment because it brought with it the ready-made :.ncorporat:l.m of.
advanced technology rather than because of the JAnvestment of. cap:.tal.

. «.The- developing countries. should give top priority to the formulation of a
natlonal research: and technology pol:.cy. . The. policy should defire the country 5
technological needs in relation to its economic. pol:.cy and devélopment needs and
the sactors and. speclalJ.zatJ.ons whose. J.mpmvement should be st:Lmulated e

The elements whlch ‘'should be kept in m:Lnd for the acquzs:.t:l.on of technology
were the selection of the fields most suitable to the country and the existence
of mechanisms for absorption which were not wnduly expensive. Since the
acquisition of techmology was equivalent to the acqu:l.sitlon of knowledge, a basic
preparation was usually necessary in .order to, assz.m:l.late the new technology and
become  familiar. with the market.in whlch it was acqulred. S:Lmllarly, a national
data base should be formed in order to be :Ln a po,e:.t:.on to issue opinions on the
acquisition of technelogy and compile information on 1nternatlona1 market trends
and on the ma:Ln suppl:.ers in each field,

It was aleo necessary to have mfomat:s.on on 'the types of agreements which
could be used in.negotidtions for acquls:Ltlon of technology and safeguard systems.
The following basic forms of agreements could. be. chstlngm.shed' licensing agreements
and technical services agreements. The f:l.rst included agreements for 11cens:mg
of patents for registered trademarks and tectmecal knowledge.. . ‘I'he seeond involved
contracts for the delivery of already-assembled factories, with servicés and
tecmical assistance, administration and marketing. The difference between the
two was that a single price. was applied to the former, and it was dlff:l.c‘lllt to,
clarlfy whether it was a high one or not, while with the latter, a spec:Lflc
service was acquired, and it was. easier to determme ALf its price was a fair one,
Licensing agreements had a special feature in.that the ,’Lmenser ma;ntalned '
ownership of the knowledge and authorized the use of trademarks aid technical
knowledge, . L S

-~ With regard to payment of the teohncalogy, it could take the form of a )
percentage of . investment profits, techn:.calL fees or permanent royalt:.es. A few
guidelines should be considered for that.purpose: a).in accordance with the
proportion of the capitel belonging to,. the foreign parent company; if the latter
owned halif of the cap:.tal, royaltlee{ were not warranted since the payment should
be made through a share in.the proflts. .. It should be borne in mind that, accordmg

to the provisions of the Cart tagena Agreement, sube:.dlarles could. not pay. royaltles
to parent comtries for transfer of techmology; b) higher limits should be

-/established for
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established for payments for technology:in proportions representing not more than
50% of sales or 25% of capital; royalties should not be less than 5%, With regard
to technical fees, which were made in a single payment, the sum considered
reasonable should represent a percentage of the total value of the sales.

As for setting the amount of fees corresponding to the management contracté,
the developing countries should insist, during the negotiation, that a basic
minimum fee and a percentage of the profits should be set.

With regard to trademarks, he stated that the payment of rovalties as
registered trademarks +to be used in the internal market should not be authorized,
Payment of higher royalties as registered trademarks shculd only be authorized
if the enterprise exported the product in question.

With regard to the relationship between the period of payment and the period
of validity of the agreement, the majority of the developing countries limited it
to a period between 5 and 10 years because in that way, the period of dependency
on external supply was limited. A review could be made after a certain time in
order to compare the results with the expectations. If it was found to be suitable,
measures could be determined for the local enterprises to adopt in order to ensure
absorption of technology in a sensible period of time when the process was
considered to be advancing rather slowly.

The list of restrictive trade practices included clauses guaranteeing
exclusive rights of the parent companies, such as for example, those establishing
the subsidiaries' obligation to acquire components, spare parts, etc., from them.
In order to protect themselves from that requirement, the enterprises could
separate local activity from external purchases and at least require that prices
should be established according to the standard of independence. With regard to
the limitation concerning the countries to which erportation was authorized, that
could be offset by restricting it to countries where the licenser had signed prior
agreements and to those which, because of their distance, it was not suitable to
export., They could also participate in setting the resale price of the product.

Other clauses which should be included in the agreements covered training,
which was one of the best ways of ensuring that the transfer of technology would
be carried out effectively and, further, that it would be absorbed by the
enterprise, The fields covered by training should be defined very clearly.

On the subject of the areas which should be encompassed by the science and
technology policy, those could be national, subregional or regional. Naticnal
co~ordination facilitated negotiations since it covered a broader area and better
conditions could be obtained.

In the debate which followed the statement, concern was expressed in
connection with the assistance which the Centre on Transnational Corporations
could lend to the Central American countries which did not have a policy on that
subject but applied isolated measures and might not have the personnel prepared
to give authorization when contracts were sipned. He replied that the Centre
could give assistance in examining the report in order to check the quality of
the technology offered, the competence of the suppliers, the fair value of the
technology and the application of restrictive trade practices,

' /In connection
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In cohnection with payments -as transfer, he said the. countries. should apply.
broad’ guldelmes and requlre leglslatzve back:mg. The . Central Amerlcan region
should purchase technology in:the market and adapt it to its needs.. It ‘wpuld also

be useful to have a regional institution to acquire the technology and dlssemma'te
1t-

© /annex 1
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Planning Assistant
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San Jos&, Costa Rica
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Central American Institute of Public Administration - S
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San José, Costa Rica
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Central American Institute of Public Administration
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San Jos&, Costa Rica
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Annex 2

PROGRAMME OF THE SEMINAR ON TRANSNATIONAL CORPORATIONS
AND CENTRAL AMERICAN DEVELOPMENT '

Thursday

HOUR Wednesday 7 Friday Monday Tuesday Wednesday
20 October 21 October 22 October 25 October 26 October 27 October
10:00 Opening of Internation- - . Transnational ~ The trans- Aspects of the  Acquisition
the Seminar -~ alization of corporations .- national- . negotiating :of
C. Marinho ~ the worlad " and Latin : .corporations: process: itechnology
o "+ economy-and  American *in the i+ alternative " A.V. Ganesan
. the trans- - tropical export - industrial . forms of o
- national - " products: The. ‘ development ! participation
.. corporations ' = case of the . “of the = {. by trans-
. A Pinto | . Union of Banana -developing :° national
Lo ‘ - Producing and countrié&s i corporations
: . ;" Exporting {’A.V. Ganesan : . in projects :
L " . Countries (UPEB) ... - - in developing . -
g - J. Kilakal i countries
- P -+ C. Lipton
14:30 .Problems of iImpact of. . The financial " Aspects of . Legal .: - Acquisition
Central American transndtional . - aspect ifn . - the nego~ _ aspects of of
‘development ‘“corporations - negotiations - - tiating " negotiations - technology
von Latin " with trans- . process: “+ C. Liptoen .A.V. Ganesan

'G. Rosenthal

- American
..development
C. Marinho

. "national -
‘corporations -
M, Mortimore "

i project

analysis

CADCF)!
- IC. Lipton

‘Closure of

the Seminar
A.V. Ganesan

...Lz-.
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Annex 3
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A, United Nations Centre on Transnational
Corporations

The CTC Reportep

Transnational corporations in world development: a re-examlnatlon,
E/C.10/38, 20 March 1978 :

United Nations, Economic and Social Council, Commission on Transnational
Corporations, Strengthening the negotiating capacity of developing countries,
E/C.10/50, 23 March 1979

United Nations Industrial Development Organization, Guidelines for the
Appraisal of transfer of technology agreements, "Development and transfer
of technology™ Series, No., 12, New York, 1981

Joint ventures and other forms of foreign direct investment, E/CEPAL/SEM.
E/CEPAL/SEM.4/R.3 a/

Alternative forms of foreign participation, E/CEPAL/SEM.4/R.5 a/

Licensing, management and service apreements, E/CEPAL/SEM.4/R.% a/
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15 June 1982
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Charles J. Lipton, Rana K.D.N,, Acquisition of technology by developing
countries in the mining sector

Charles J. Lipton, Discounted Cash Flow Negotiations

Benny Widyono, Transnational corporations and export-oriented primary
comodities

g/ This documentation was distributed at the Seminar on Transnational

Corporations and Latin American Development held in Santiago, Chile
(30 March to 10 April 1981}, under a different symbol.
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17. Latin America: Industrial policy in the context of the new international
development strategy, LE/CEPAL/G.1161, 26 February 1981

18. CEPAL Review No, 1%, August 1981
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a/ This documentation was distributed at the Seminar on Transnational
Corporations and Latin American Development held in Santiago, Chile
(30 March to 10 April 1981), under a different symbol.



