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Growing population, scarce resources and increasing global competition are all
challenges Egypt has to face to day to secure future generations.

The foreign direct investment constitutes one of the important factors to realize
economic growth in Egypt.

The EU is Egypt's major trading partner and cooperation between both sides has been
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Abstract:

Both the developed and the developing countries struggle nowadays to strengthen
their attractiveness towards foreign direct investment (FDI). This has become a new
imperative for each country’s policy in conditions of globalization and
internationalization of the world economy what is followed by free movement of
production factors.

The FDI inflows have an overall positive impact on country’s development process
and economic growth as well as, specifically important for the Mediterranean
Partnership Countries (MPCs); they create jobs and accelerate exports. For all these
reasons the competition between the countries and the regions in the attracting of the
FDI becomes more and more intense.

FDI can have important technological spillovers in host economies, especially if it
takes a joint-venture form subject to local control.

Unfortunately, due to dire need for capital finance and/or absence of appropriate
national technology policies, most host developing countries focus on maximizing the
quantity of their FDI inflow, while underestimating the importance of the quality of
technologies transferred through FDI. However, competitive technology has become a
basic prerequisite for economic development and growth, and developing countries
such as Egypt should try to achieve the best possible technological gains from FDI.
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Introduction

The global economy has been transformed in recent years by the fall of international
barriers to the flow of goods, services, capital and labor, and a marked acceleration in the
pace of technological and scientific progress. Technological advances have created new
opportunities for businesses against the background of an increasingly complex global
economy, while reductions in the cost of transport and communication are making
location less important, spurring companies to move operations to lower cost

environments.

The principal channels by which countries are exposed to external technology—which
include trade, foreign direct investment (FDI), and a highly skilled diaspora—have
increased substantially over the past several decades. The share of imported high-tech
products in gross domestic product (GDP) has risen by more than half in both low- and
middle-income regions since the mid-1990s, that of imports of capital goods by 37
percent, that of imports of intermediate goods by 26 percent, and that of FDI inflows by
six fold since the 1980s (World Bank, 2008, p.106).

FDI and technology transfer are increasingly interlinked.

Worldwide technology owners try to hasten technology exploitation by large scale
production, strategic marketing and technology transfer (in FDI and non FDI forms). This
has become indispensable for recovering huge research and development (R&D) and
other costs.

This pattern of locating R&D differs radically from that of the past (the 1950s and 1960s)
and challenges the traditional view that R&D activities by multinational corporations
(MNCs) are undertaken mainly at home. While in itself the expansion of R&D beyond
the borders of home countries of MNCs is not a new phenomenon, the scale of offshoring

is rising and its geographical reach is spreading to developing countries.

Technology has become such a decisive factor of economic survival and became among

the most important catalysts of economic growth.



However the scarcity of capital resources in most developing countries leads to the focus

on FDI as a source of needed capital finance rather than a source of advanced technology.

This is where the issue of International Technology Transfer (ITT) arises. Countries
consider the choice between ITT and domestic technology development.

To be successful, ITT should be complemented by local absorption, deployment,
adaptation and further development while domestic technological capacity building
requires huge investments in skills, R&D, technology infrastructure and support systems

as well as favorable legal and policy frameworks.

The transfer of technology from advanced to developing countries can contribute to
industrialization in the latter countries through saving the time and resources required for
“reinventing the wheel”. It unnecessarily takes a lot of money and time to reinvent the

wheel, and most developing countries cannot afford that.

Measuring the technological contribution of FDI is particularly difficult, in part because
the standard measure from the balance of payments includes both physical (brownfield
and greenfield) investments and financial investments (mergers and acquisitions). This
said, FDI inflows to developing countries rose from $10 billion in 1980 to an estimated
$390 billion in 2007, or from 0.4 to 2.9 percent of GDP, with the bulk of the increase
occurring during the late 1990s in response to the liberalization of FDI policies.
Assuming that foreign firms employ a higher level of technology than the average
domestic firm, then this rising trend will have increased the average level of technology
in these countries, as well as their exposure to higher technologies (World Bank, 2008,
p.115).

Unfortunately only few developing countries have had successful experiences in
manipulating the technological tap of FDI. These countries are mainly Asian countries.
Although technology is by nature non-rival (no diminishing returns for second users) and

often transferable at no cost, there still exists a huge gap between the North and South.



In this concern, the major ITT problems of developing countries have to do with the very
complexity of technology transfer transactions, lack of domestic absorptive capacity,
limitation of sources of ITT, the lack of ability and skills required for negotiating

successful technology transfers.

Concurrently, technology transfer through foreign direct investment has become the
predominant channel of technology transfer, with other non-FDI forms of technology
transfer losing weight. FDI can have important technological spillovers in host
economies, especially if it takes a joint-venture form subject to local control. The
international FDI environment still leaves a wide room for technological manipulation of
spillovers of FDI. Developing countries such as Egypt should try to achieve their best
possible technological gains from FDI.

Building dynamic, innovative, and flexible economies that add value through the creative
application of human initiative is now a central challenge of all societies.

The challenge is particularly acute in Egypt.

This research attempts to explore whether there is potential for improving the exploitation
of foreign direct investment as a source of international technology transfer to Egypt.

Particularly, the research takes Egypt as a case study of the role of European FDI in ITT.

Thus, the research is intended to provide an economic, legal and institutional analysis of
FDI as the currently predominantly source of ITT to developing countries, with special
focus on Egypt.

It should answer a number of questions:

How has FDI taken the lead in ITT?

What are the distinct characteristics of FDI as a unique form of ITT, compared to other
forms?

How do technological spillovers of FDI take place?

How are Arab countries developing in terms of science and technology?

What lessons can we get from the experience of Asian countries?

How are the legal and institutional environments of FDI in Egypt?



