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THE NEW MEXICAN LAW ON REGISTRATION
AND TRANSFER OF TECHNOLOGY FROM
THE LICENSOR’S POINT OF VIEW

by
Marcus B. Finnegan*

(This talk was presented by Marcus B. Finnegan in
Mexico City on February 22, 1973 at the “Roundtable
on Technology” concerning the new Mexican law
which went into effect on January 29, 1973.)

As the President-Elect of the Licensing Executives
Society, I am flattered that you have asked me to speak
to you on the new Mexican law on the registration and
transfer of technology from the licensor’s point of view.

Since I am from the U.S., it is, of course, easiest
for me to speak about the point of view of U.S.
licensors towards the new law, and to perhaps assume
that the viewpoint of U.S. licensors will be closely
analogous to the viewpoint of licensors in general.
Undoubtedly, the United States’ investment in Mexico
is larger than that of any other single foreign country,
and therefore it is natural that you would be most
interested in the U.S. point of view.

Speaking generally, there was a great deal of
comment in the U.S. press and from U.S. companies
when the proposed provisions of the new Mexican law
were first announced. This comment, as you know, was
mostly unfavorable, and stressed the strictness and
harshness of the new Mexican law.

Things have now settled down to some extent, and
U.8, licensors have begun to take a closer, more
analytical look at what effect these new provisions
of law will actually have on them, particularly as li-
censors of technology into Mexico. As I see it, there
are two main problems which caused the original,
somewhat violent reaction in the United States to the
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new law when it was initially proposed.

First, up to now, U.S. licensors have had virtually
complete freedom to do as they pleased in Mexico, as
compared to the restrictions that have been imposed
upon them for many years in the U.S. itself by en-
forcement of the antitrust laws. Today, however,
Mexico has, by one stroke of the pen, created a law
that is fully as strict and probably more strict than
the U.S. antitrust law.

Quite naturally, U.S. licensors reacted unfavorably
upon discovering that the same prohibitions that they
had been confronted with and dislike in the U.S, now
exist in Mexico, where no such prohibitions existed
before. The point is that U.S. licensors have always
been opposed to these prohibitions in the U.S. So it is
to be expected that they also heartily dislike and com-
plain about having to face similar prohibitions in
Mexico.

Second, the new Mexican law has aroused U.S.
licensors, because a number of its provisions are
written in very broad language, and the acceptability
or unacceptability of these provisions to licensors will
depend almost entirely on how they are interpreted
and administered. Clause 1 of Article 7 of the new law
is an example of such a provision, and I will discuss
this in more detail in a moment. There are other
clauses in Article 7 that are also capable of either a
liberal or a strict construction, and the way these
clauses are construed can make a tremendous difference
on the impact that the new law has on a licensor.

The foregoing are general observations about li-
censors’ attitudes towards the new Mexican law. |
think it is much more helpful and instructive, however,
to examine specific provisions of the new law and to
predict how licensors would regard each of these
specific provisions. As we shall see, there are some
provisions of the new law which licensors will readily
accept or regard as harmless. There are other pro-
vistons, however, which may give licensors genuine
concern and depending upon how these provisions are
construed and administered, they could produce either
a favorable reaction or a strongly negative reaction on
licensors.

Certainly, it will be very important to Mexico to en-
sure that this new law is wisely administered by a per-
son having competence in the fields of licensing and
industrial property. If administration of the new law
should be put into incompetent hands, there would be
an opportunity for vast mischief to result.

After all, the incentive to make a profit is still the
basic motivating force which will cause licensors to
want to transfer their technology into Mexico. If li-
censors feel that the new law has filled the path to
profit with traps and barriers, they will be reluctant
to invest their resources in transferring their tech-
nology to Mexico and will prefer to expend their re-
sources in moving that technology into more profitable
and less scrictly controlled markets. There is thus a fine
line between effective administration of the new law
from the point of view of Mexico and an administration
of the law that will not discourage licensors from in-
vesting in the transfer of technology to Mexico to the
extent where the law becomes self-defeating.
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In general, although the new Mexican law on
transfer of technology is somewhat more severe or
harsh than the present U.S. antitrust laws with respect
to prohibiting certain acts by licensors, I feel that the
provisions of the new Mexican law are nevertheless,
very similar in their content and philosophy to the pro-
hibitions that exist against licensors under U.S, anti-
trust law in the United States.

The first outstanding difference between the new
Mexican law and U.S. law that a licensor encounters
upon reading the new Mexican law, is that the Mexi-
can law requires the compulsory registration of all
license agreements with the National Registry for the
Transfer of Technology, If an agreement is not regis-
tered within the time periods prescribed under the
law, the agreement will be illegal and unenforceable
in Mexico.

In the United States, the law is completely dif-
ferent. There is no requirement that agreements must
be registered with any government agency to make
them legal and valid. In fact, in the United States,
agreements are considered private agreements and
may be kept secret between the companies, unless
there is a dispute between the licensor and the licensee,
that would cause the agreement to come before a court
adjudicating the dispute. The agreement would in this
way then become generally available to interested
parties.

What is the attitude of licensors toward this re-
quirement of the Mexican law? Since U.S. licensors
arc not used to a requirement for registration of
their agreements, they are reluctant to change their
usual behavior and comply with the requirement to
register. U.S. licensors would tend to regard the re-
quirement to register as requiring them to do some-
thing they feel should be unnecessary.

As a practical matter, however, the registration
requirement should not seriously deter licensors from
continuing to transfer technology through licensing
into Mexico, because whenever a dispute occurs about
a license agreement in the United States, it must be
taken to court. The agreement must at that time be
filed in the court. Once the agreement is before the
court, it then becomes accessible to the public at large
to almost the same extent as though it were actually
registered under a government registration procedure.

I also feel that U.S. licensors when they analyze
the new Mexican law, can appreciate that the ob-
jectives of the Mexican law and those of the antitrust
laws are quite different.

The principal objective of the U.S. antitrust laws
is to ensure that free and open competition exists
between companies operating in the same market.
On the other hand, I fzel the principal objective of the
new Mexican law is to aid Mexico as a developing
country to better control the kind and quality of tech-
nology that is introduced into Mexico and to ensure
that the technology which is paid for by Mexican
companies, is, in fzct, valuable and useful technology.

The registration requirement of the Mexican law
will undoubtedly help the Mexican government to
gain detailed information on what technology is ac-
tually being transferred into Mexico, and what costs
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or other considerations are being paid for this tech-
nology. 1 believe it is possible for a licensor to under-
stand that these different objectives exist within the
two countries and to accept the registration require-
ment as a furtherance of the objectives of Mexico and
to accept it with the hope that this requirement will be
fairly and wisely administered.

Another difference between the objectives of tech-
nology transfer in Mexico and in the United States is
that Mexico has a need for technology that is more
labor intensive than that which is presently being used
in many industries in the United States. There is thus,
a need for downscaling of some of the U.S. technology
to a level that will require use of greater amounts of
labor to ensure that the Mexican labor force is as fully
employed as possible.

Downscaling of technology is not always an easy
thing for a licensor to do, however. Usually, it is easiest
for the licensor to transfer the technology that he is
presently using rather than attempting to change
that technology to downscale it, or to go back in time
to a period when he was using a less sophisticated
form of the technology. In other words, the down-
scaling may be a burden on the licensor which he
would prefer not to accept. The licensor may, how-
ever, be willing to accept this additional burden, if
he feels the overall results of a given technology trans-
fer, or license agreement, will be beneficial to him.

I would now like to discuss the licensor’s point of
view towards specific clauses and provisions of the new
Mexican law. The heart of the new Mexican law is
contained in the fourteen (14) clauses that are set
forth under Article 7. These clauses describe licensing
restrictions that are declared to be illegal in Mexico.
If an agreement contains such restrictions or condi-
tions, it will not be eligible for registration in the new
National Registry for the Transfer of Technology.

Many of the clauses of Article 7 of the new Mexi-
can law are based directly on the same legal philosophy
which, under U.S. antitrust law prevents a licensor
from requiring a licensee to accept some condition he
does not want in return for securing access to the
desired technology. Licensors in the U.S. (and to some
extent in the E.E.C)) are used to living under the
prohibitions of the antitrust laws, and to the extent the
new Mexican law is directly analogous to U.S. anti-
trust law, [ would not anticipate that the licensors
would be permanently shocked by the provisions of the
new Mexican law.

On the contrary, 1 think that once things have
settled down a bit, the licensors will see the direct
analogy between most of the provisions of the Mexican
law and the prohibitions of the U.S. antitrust law
and be willing to accept and live with the prohibitions
of the new Mexican law. Most importantly, 1 do not
visualize that the U.S. licensors will be so discouraged
by the prohibitions in the new Mexican law that they
will actually stop trying to transfer technology to Mexi-
co under the terms of the new law, nor do I foresee
that they will even seriously cut back the amount and
quality of the technology that they will be willing to
transfer into Mexico. But, and this is very important
to keep in mind, if the Mexican law 1s harshly or un-
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justly interpreted and applied against licensors, there
is no question that it could have a very serious effect
in cutting down the inflow of technology into Mexico.

Now turning to the clauses of Article 7, clause 1
provides a prohibition against licensing technology
that is already freely available in the country. If
clause I is interpreted to mean that a licensor cannot
impose restrictions on a licensee with respect to tech-
nology that is already in the public domain or freely
available to the licensee, I feel this clause will be ac-
ceptable to licensors.

If this is the proper construction of this clause, it
conforms to a general principle of U.S. antitrust law
that technology which is in the public domain cannot
be a basis for restricting a licensee. It may, however,
be quite difficult to determine whether or not a certain
item of technology is actually in the public domain,
and hopefully, under the Mexican law, specialized
know-how would be considered as industrial property
belonging to its creator, and not in the public domain,
unless it can be otherwise proven that it is in the public
domain and freely available.

Clause Il provides that an agreement will not be
registrable if the consideration paid for the technology
is considered to constitute an unjustified or excessive
burden on the national economy, or in other words, if
the price for the technology is determined to be ex-
cessively high. This provision of the law could prove
to be a difficult one to administer.

So far as the point of view of licensors is con-
cerned, in the U.S. under our antitrust laws, there
have been recent developments indicating that the
charging of exhorbitant or excessive royalties, partic-
ularly if different royalties are charged to different
licensees, can amount to an antitrust violation. But this
law is not well-developed in the United States, and the
general rule is still predominantly that a licensor is
entitled to charge as high a royalty as he is able to
negotiate. The Mexican law thus seems to be more
harsh than the U.S. law with respect to this particular
provision.

Clause Il of the Mexican law prohibits a licensor
from controlling or intervening, either directly or in-
directly, in the management of the licensee’s business.
This clause is somewhat ambiguous. However, 1 do
not visualize it as causing problems from the licensor’s
viewpoint.

In the United States, it would be a violation of the
antitrust laws for a licensor to demand that he be given
the power to control or intervene in the management
of the licensee’s business in return for transferring the
licensed technology. Such an arrangement would
undoubtedly be determined to be a tying clause which
is a clear violation of U.S. antitrust law. Moreover,
most licensees would strongly object to any attempt by
a licensor to intervene in their business,

Clause IV of the Mexican law prohibits a licensor
from requiring his licensee to assign back to the li-
censor the title to any patents, trademarks, innova-
tions or improvements made by the licensee through
practice of the licensed technology. This clause as
written, should not cause any problems with U.S.
licensors.
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In the U.S. today, it is now established practice
not to require mandatory “grant-backs” of title or ex-
clusive licenses from a licensee on his improvement
inventions. It is still common, and perfectly legal,
practice in the United States, however, for licensors
to require licensees to give them the rights to a non-
exclusive license in any improvement inventions
made by the licensee, and frequently such non-
exclusive licenses will be royalty-bearing, i.e., the li-
censor agrees to pay a royalty to the licensee for the
non-exclusive right to use the improvement. It seems
clear that the new Mexican law would not prevent
licensors from requiring licensees to grant non-
exclusive licenses to improvement inventions.

Clause V prohibits licensors from imposing restric-
tions on the research of technological developments
of the licensee. Such a provision would also be illegal
in the United States under our antitrust laws, as forc-
ing a licensee to grant a right to a licensor he would
not normally grant unless compelled to do so through
an illegal tying clause tying the restrictions to the grant
of the technology. Accordingly, Clause V should cause
no problems with licensors.

Clause VI is a prohibition against the classical ty-
ing clause situation. It prohibits the licensor from re-
quiring his licensee to purchase unpatented equip-
ment, tools, parts, or raw materials exclusively from
the licensor, or some other designated source. This
kind of a tying clause is per se illegal under the United
States antitrust laws, and the prohibition against it
in the Mexican law should therefore be accepted by
licensors.

Again, of course, licensors would prefer to be able
to insert such tying clauses in their agreements not
only in Mexico, but also in the U.S., but since the pro-
hibition exists in the U.S., licensors should also be
willing to accept it in Mexico.

Clause V1l prohibits a licensor from limiting the ex-
portation of goods or services by his licensee in a man-
ner that would be contrary to the interests of Mexico.
This clause is a particularly difficult one for licensors
to accept.

The resistance of licensors to this clause will de-
pend very much upon how it is administered because
the key question will be whether a specific prohibition
on exportation is or is not “contrary to the interests
of the country”. Licensors would like to see some
flexibility on export restrictions.

Often, a licensor will have an exclusive licensee
in another territory, and he may wish to protect that
exclusive licensee’s market by placing a restriction
on his Mexican licensee from exporting goods into the
exclusive licensee’s home territory. Also, under U.S.
law, territorial restrictions are permitted if they are
reasonable with respect to scope and duration, Thus,
an export restriction on a licensee would be ac-
ceptable, if it were limited in time to the period that
would be required for the licensor to establish him-
self in the U.S. market, free of foreign competition.

Such a period of time is sometimes referred to as
a break-in period and would be the length of time that
the U.S. licensor could show as being reasonable for
him to get a strong position in the U.S. market. How
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long this time period is depends primarily on how com-
plex the technology is. In a complex technology such
as computers, a time as long as eight (8) years might
be reasonable. In a simple technology such as an ice
cream making machine, perhaps only one (1) or two
(2) years would be a reasonable period.

Clause VIII provides that a licensor is prohibited
from requiring his licensee not to use complementary
technology. Under U.S. antitrust law such a provision
would be similarly illegal, and is referred to as a “tie-
out” clause. A tie-out clause occurs when a licensor
attempts to restrict a licensee’s right to deal in a com-
petitor’s products or a competitive technology. I, there-
fore, feel that clause VIII should be generally ac-
ceptable to licensors.

Clause IX prohibits a licensor from requiring his
licensee to sell products produced under the license
agreement exclusively back to the licensor. Such a
provision would similary be prohibited under the U.S.
antitrust laws as a form of a “tie-in” or a tying clause.
Sometimes, however, the licensee desires to have an
agreement with the licensor that the licensor will
purchase all of the licensee’s production, and then
the provision is considered to be for the mutual benefit
of the licensor and licensee. Presumably, such an ar-
rangement, when voluntary on the part of the licensee
would still be legal in Mexico, even under the new law.

Clause X prohibits the licensor from requiring the
licensee to permanently employ personnel selected
by the licensor. Such a provision in the license agree-
ment in the United States would also be illegal and
therefore would seem to be unobjectionable to li-
CEnsors.

Clause XI prohibits:

(1} a licensor from limiting his licensee’s volume of

production;

(2} a licensor from imposing resale prices on the li-

censee’s products; and

{3} a licensor from imposing a fixed price on his

licensee to be charged for licensed products.
The last two of these prohibitions in Clause XI are
clearly illegal in the United States and therefore
should be acceptable to U.S. licensors.

With respect to the first prohibition, in the U.S.
today, it is probably a violation of the antitrust laws
to restrict the volume of product that a licensee can
make under a process patent, but it is probably still
legal in the United States for a licensor to restrict
the volume of product that a licensee can make under
a product patent, so long as the restriction is other-
wise reasonable with respect to scope and duration.
The new Mexican law is thus apparently more strict
than U.S. law with respect to restrictions on volume
of production, and U.S. licensors may be somewhat
unhappy with this increased restriction.

Clause XII prohibits the licensor from requiring
the licensee to execute an exclusive sales contract
or exclusive representation contracts (distributor-
ships), with the licensor. Such contracts would be legal
in the United States if they were voluntarily entered
into by the licensee. If the licensor forces or absolutely
requires the licensee to enter into such contracts, then
they are illegal in the United States as a form of tying
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clause. If such contracts would still be permitted under
the Mexican law when voluntary with the licensee,
then 1 do not believe licensors would object to this
provision of the Mexican law.

Clause XIII prohibits agreements of more than ten
(10) years duration. Although there is no comparable
provision under U.S. antitrust law, as a practical mat-
ter, most U.S. licensors are writing their agreements
for terms of less than ten (10) years. A frequent term
for an agreement in the U.S. today is five (5) vears
with an option granted to the licensee to renew for
another five (5) years. This clause should thus be
generally acceptable to licensors, but there are times
when it might make good sense for an agreement to
last for more than ten (10) years. This prohibition
therefore seems somewhat arbitrary and one that -
censors may find psychologically disturbing.

The last clause, Clause XIV of Article 7, provides
that agreements will not be registered, if they must be
submitted to foreign courts or interpreted under a law
foreign to Mexico. The effect of this clause is to re-
quire that agreements transferring technology into
Mexico will be interpreted under Mexican law.

As a practical matter, this is usually what happens,
even if the agreement provides otherwise. If the li-
censor is compelled to enforce the agreement against
the licensee, the licensor undoubtedly will have to
bring the litigation to the courts of Mexico, and even
if the agreement provides that it will be construed
under the law of a foreign country, the tendency of
the Mexican courts is to apply Mexican law.

It is often difficult to establish what the foreign
law is, when the dispute is in another national court,
and it may require the use of expensive experis by
both parties. Frequently, such experts disagree and are
in conflict as to what the law of the foreign jurisdic-
tion is. Accordingly, it is my feeling that licensors
would be just about as well off in having their agree-
ments construed under the laws of Mexico as required
by Clause XIV, as to try to get the Mexican court to
enforce the laws of some other foreign jurisdiction.

Finally, licensors are offered encouragement by
Article 8 of the new Mexican law. Article 8 provides
a window for ameliorating the strictness of the pro-
visions of many of the clauses of Article 7, because
Article 8 provides that exceptions can be made to all
of the clauses of Article 7 except Clauses I, IV, V,
VII, VIII, and XIV.

The possibility of exceptions being granted under
the other clauses in the eyes of licensors, removes
some of the apparent harshness of the new law.

From what I have said, I think you can now under-
stand that there is a close parallel between what is
prohibited in the U.S. under our antitrust laws and
what is prohibited under the new Mexican law. 1 hope
that the U.S. licensors will realize the similarities and
parallels between the laws of the U.S. and Mexico,
as they are now formulated, and that this may lead
to a more ready acceptance of the new Mexican law
by U.S. licensors, as well as the licensors of other
countries,

[t is a great pleasure for me to be back in Mexico
City and I appreciate the opportunity that making
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this talk has given me to return here.
HASTA LUEGO!

* dbout the Speaker: Marcus B. Finnegan is a member
of the firm, Finnegan, Henderson, Farabow and
Garretr, Washington, D.C.

ENGLISH TRANSLATION OF THE RECENTLY
ENACTED LAW FOR PROMOTING MEXICAN
INVESTMENT AND TO REGULATE
FOREIGN INVESTMENT

The New Rules of the Game
Second Part

Effective from May 8, 1973

(Editor's Note: In Vol 8 - No. 1 a forerunner of these
laws was published. However, this article is so much
more specific, that we feel that we are justified in
printing it.)

Chapter 1
Concerning Object

ARTICLE 1. This law is of public interest and one
of general compliance in the Republic. Its ohject is
to promote Mexican investment and to control foreign
investment to stimulate a fair and balanced develop-
ment and to consolidate the economic independence
of the country.

ARTICLE 2. For the purposes of this law, a foreign
investment is considered as that which is performed
by:

1. Foreign juridical persons;

1. Foreign physical persons;

II1. Foreign economic units without juridical
personality; and

IV. Mexican enterprises in which foreign capital
has a mayor participation or those in which foreigners
have, through any title whatsoever the power to deter-
mine the management of the enterprise.

All foreign investment performed in connection
with the capital of the enterprises, for the acquisition
of property and in the operations to which this law
referrs, is subject to the provisions of same.

ARTICLE 3. The foreigners who acquire property
of any nature in the Republic of Mexico accept, by
that very fact, to be considered as nationals with
respect to said property and will agree not to invoke
the protection of their own government as regards
same, under penalty, if failing to fulfill same, of for-
feiting such property acquired to the Nation.

ARTICLE 4. The following activities are reserved
exclusively to the State:

a) Qil and all other hydrocarbons,

b) Basic petrochemistry.

¢) Exploitation of radioactive minerals and genera-

tion of nuclear energy,

d) Mining in the cases referred to in the pertinent

law,
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e) Electricity,

f} Railroads,

g) Telegraphic and radiotelegraphic communica-
tions, and,

h) All others items stipulated by specific laws.

The following activities are exclusively reserved
to Mexicans or Mexican corporations bearing a foreign
exclusion clause:

a) Radio and Television,

b) Urban, interurban and federal roads auto-

motive transportation,

c) National air and maritime transportation,

d) Forestry exploitation,

e} Gas distribution, and,

f) Al others stipulated by specific laws or regu-
lation provisions issued by the Federal Exe-
cutive.

ARTICLE 5. In the activities or enterprises that
will be hereinunder indicated, the following capital
participations of foreign investment are allowed:

a) Exploitation and utilization of mineral sub-

stances:

The concessions cannot be granted or transferred
to foreign physical persons or corporations. In the
corporations engaged in this activity, foreign invest-
ment may have a maximum participation up to 49% as
regards the exploitation and utilization of substances
subject to an ordinary concession and up to 34% as
regards special concessions for the exploitation of
national mining reserves,

b) Side products of the petrochemical industry;

40%,

¢) Manufacture of automotive vehicle com-
ponents: 40%, v,

d) All those prescribed in the specific laws or
regulation provisions issued by the Federal
Executive.

In cases in which the legal or regulation provi-
sions do not demand a certain percentage, foreign
investment can participate in a proportion not to ex-
ceed 499 of the capital stock of the enterprises, pro-
vided same does not have, through any title whatso-
ever, the power to determine the management of the
enterprise.

The National Commission of Foreign Investment
can resolve regarding the increase or reduction of the
percentage referred to in the foregoing paragraph,
when in accordance with its own judgment it is ad-
visable for the economy of the country and can pre-
scribe the terms in accordance to which the foreign
investment shall be accepted in specific cases.

The participation of foreign investment in the ad-
ministrative bodies of the enterprise cannot exceed its
participation in the capital.

When there are laws or regulation provisions for a
particular line of activities, foreign investment shall
adhere to the percentages and to the terms prescribed
by said laws or regulation provisions.

ARTICLE 6. For the purposes of this law, the in-
vestment made by foreigners residing in the country as
permanent immigrants shall be compared to Mexican
investment except when by reason of their activity they
are linked to centers of economic decision from abroad.




