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After a century of industrial success for Swedish industry. the past decade has resulted in a sell-out of much of
what was built up during prior years. The pharmaceutical
companies Astra and Pharmacia have been transferred to
the United Kingdom and New Jersey respectively. The car
industry - sporty SAAB and reliable Volvo - has been
passed on to Detroit whereas ASEA and Tetra Pak are
now headquartered in Switzerland. The list could be made
longer. Fortunately. Ericson is still flying the Swedish flag.
even if the executive group is doing so from London.
Interestingly enough. these developments do not appear
to have had much impact on the commercial environment
in Sweden. Unemployment rates are decreasing. the stock
market is booming. and 1999 was a good year for the
overall Swedish economy in real terms. It is expected that
this progress will be sustainable.
An important factor in this paradox appears to be the
very rapid shift towards information technology that has
taken place during the period the sell-outs occurred. Over
the last decade we have seen a large number of innovative
information technology companies develop and grow with
unprecedented speed. Even if present stock values appear
to be grossly exaggerated by traditional industry standards.
there can be little doubt that a change has occurred that is
here to stay. Sweden will have made the transition from
the post-industrial era to an information society in a very
short time-span. and the sell-out appears to have expedited
this evolution.
With the new trend come new problems relating to the
protection. dissemination and use of the new technology.
The legal community is facing new terms and notions
unknown to most of us just some ten years ago. such as

1. Jur. Dr., acting professor of civil law, University of Lund, Sweden.
Hans Henrik Lidgard prepared this paper for the Fourth Annual High Technology Law Conference on Licensing in a Network Environment, Suffolk Univer-

sity Law School, March 10, 2000.
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shrink and click wrap clauses, domain name piracy, Web
page content licensing, and licensing in an on-line or
network environment.
The question is whether the new technology requires
new legal solutions or whether traditional legal standards
remain applicable. In investigating the answer to this question, the focus will be on the European rather than Swedish solutions. Furthermore, what changes have the new
development necessitated, and are there more to come?
Licensing in a network environment is a broad and
undefined concept. I will address the situation in which the
rights-holder grants rights to use his protected work for
adaptation or inclusion in the licensee's product and subsequent marketing. This is the traditional aspect of licensing.
In a network environment, the licensing concept is also
used when the rights-holder transfers rights to the end user
- whether that is in the form of a traditional program sale
or it happens on line over the net. Such sales-license
agreements are also part of the study.
In order to provide a European perspective on licensing
in a network environment, I will deal with different forms
of intellectual property protection. I will address current
intellectual property rights and contract law in the context
of technology transfer through licensing arrangements. I
will focus on the limits set by competition law. A final
reflection goes to on-line choice-of-law and forum stipulations in licensing agreements.
There are reasons that the civil law European approach
is basically a statutory one. Case law is often less developed and essentially elaborates and illustrates the law rather than actually creating it. In a certain sense the approach
is more reactive than the proactive common law approach.
As can be expected, the U. S. discussion is therefore ahead
of the European - even if much is happening at the Community level. Little does it matter. Any company interested
in doing European business has to understand the present
state of affairs.
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PROTECTING NEW ADVANCES

The notion of licensing entails a rights-holder allowing a
third party to lawfully operate under an immaterial property right. The American approach appears to be that the
licensor undertakes not to sue the licensee for the infringement he otherwise commits. The European perspective is
rather that the licensor under the law allows an independent party to operate the licensor's rights. The end result
is much the same, but it sometimes explains differences in
agreement drafting techniques.
This, however, begs the question of what kind of right
and what type of protection is available in Europe for
information technology. The choice is between patent and
copyright protection.
A.

1

Patent Law Development

Presently, national European patent laws remain applicable and provide fundamental protection for inventors who
• identified problems. The Euroare finding new solutions to
pean Patent Convention (EPC)2 has coordinated the handling of patent obligations as an optional alternative, but
the end result is still a national patent. Efforts to create a
unified European patent have remained unsuccessful. 3 The
EPC requires that an invention be susceptible of industrial
application, be novel, and include an inventive step.
These traditional standards of protection apply to all
inventions, but European patent law specifically excludes
patent protection for software in the form of computer
programs: Europe will not patent "schemes, rules and
methods for performing mental acts, playing games or
doing business and program for computers" if they are
related to the activity "as such.'"

j

It

2. See European Patent Convention of 5 October 1973 (last modified Mar.
8. 2000) < http://www.european-patent-office.orgllegal/epc/index.html > [hereinafter EPC].
3. The Commission is still actively proposing new solutions. The latest
proposal is from January 19. 2000. Considering the success of the European
Trademark -system, chances for a development on the patent side has most like-

ly increased substantially.
4. See EPC. supra note 2, at art. 52(2).
5. See EPC. supra note 2, at art. 52(3).

440 SUFFOLK TRANSNATIONAL LAW REVIEW

[Vol. 23:2

The language has been interpreted to exclude computer
programs, in general, but to allow protection of certain
specific features. After an initially restrictive approach,
European authorities, in line with U.S. practices, appear to
be taking a gradually more amenable approach to the patenting of information technology.' The (EPO) Guidelines
emphasize that a computer related invention must contain
technical know-how to be patentable. Lists of instructions
(computer programs) are excluded unless they have a technical process or technical effects. 7 The technical content
is, however, a concept leaving room for discretion and
allowing a certain freedom: opening the door for logic
algorithms and programming language, which are excluded
from copyright protection.' The case law of the EPO,
however, eludes full conformity with the guidelines but
rather rests on a number of conflicting theories. Europe is
still in search of a reasonable approach to dealing with the
patenting of information technology" It has been suggested
either that the exemption for computer programs should be
interpreted in a narrow way and European standards focus
only on traditional patent concepts lO . or that the

6. The EPO has allowed some 15,000 sofiware patents. See L. Cohen, The
Patenting of Software, Opinion, E.I.P.R. 1999, 607; L. Tornroth, CO/rputer
Programs and Patent Protection - Swedish Case Law Developments Foremost in

the Light of EPO Decisions (in Swedish), Nordiskt Immateriellt Riittsskydd
(NlR) 86-98 (1999).
7. See Guidelines for Substantive Examination, (visited Mar. 26, 2000)
< http://www.european~patent-office.org/guidelines/engJish/civ2.htm >.
8. See Council Directive No. 911250, at preamble, art~ 1(2), 1991 0.1. (L
available
on
<http://europa.eu.intleurlex/en/lif/dat/1991/en
122)
42,
39IL0250.html> [hereinafier Council Directive 91/250]
- 9. The major problem appears to be to find a balance between the need to
protect truly creative inventions on the one hand and avoiding unwarranted obstacles to further development on the other. See Josefson, P., Patent Protection
of Computer Programmes - the Scope of Patent Claims (in Swedish), Nordiskt
Immateriellt Riittsskydd (NIR) 58-64 (1998).
10. See generally Newman, J., The Patentability of Computer-Related Inventions in Europe, 19(12), E.I.P.R. 1997, 701, 701-08. Newman concludes "[t]he
better approach, it is suggested, would simply be to interpret Article 52 in accordance with the principle that exceptions to patentability are to be construed
narrowly .... Sufficient protection against unmeritorious patents can be secured in
the computer industry through reliance on the novelty and (especially) the inventive step requirements. Indeed, none of the unpatentable computer-related
"inventions" mentioned in this article would have passed the inventive step criterion in any case. This very fact illustrates that the current complex approach
of safeguarding, through Article 52(2), against unmeritorious patents in the field
of computer-related inventions is unnecessary and wasteful." Id. at 708.
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exclusionary provisions in Article 52(2)c EPC should be
deleted. II
B.

Copyright

Apart from this level of patent protection, computer
programs are protected by copyright legislation. The good
news for the rights-holder is the exorbitantly long protection granted for intellectual property without any formal
registration requirement. Copyright protection prevents outright copying. Authors have a right to authorize or prohibit
any communication to the public of their works by wire or
wireless form. Likewise, rules regarding exhaustion of
copyright have been harmonised on the European level. 12
The bad news is that the idea behind the program is not
protected as such. It is therefore perfectly possible for
others to independently create similar types of programs.
At present, the transfer of rights to a computer program,
whether sold at retail or through Internet mass transactions,
ordinarily entails a license under copyright and/or complementary know-how. The future may bring more patent
protection, but there is still some way to go.
II.

SHRINK-WRAP SALES LICENSES IN A RETAIL
ENVIRONMENT

In commercializing information technology, it has become
the industry standard to do so in the form of licensing
arrangements. The idea was originally a way to induce
customers to buy hardware. Today it appears that the
rights-holder, through the licensing technique, is seeking to
control the further handling of his product.
The question is whether current practices involving software can properly be termed licensing in every situation.
11. See Commission Green Paper Com 97(314) on the Community Patent
and the Patent System in Europe, June 24. 1997, (visited Apr. 16, 2000)
< http://europa.eu.inticomm/internalmarket/enlintprop/indprop/paten.pdf>.at
sec. 4.2 (discussing whether Article 52(2)c should be deleted altogether).
12. See generally Commission of the European Communities. Proposal for a
European Parliament and Council Directive on the Harmonisation of Certain
Aspects of Copyright and Related Rights in the Information Society, Dec. 10.
1997. (visited Apr. 16. 2000), <http://europa.eu.intlcommlinternal_marketlen/
intproplintprop/copyen.pdt> .
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When a right-holder has produced a product and passes it
on to the end-customer in a physical form, such as a
computer game, he is first and foremost selling a product.
The buyer should be free to use the product and have the
right to sell it to third parties. 13 Patent or copyright protection excludes the right to interfere with the product and
may not be copied other than for protective reasons. I'
The seller's terms and conditions often regulate the sale
of a computer program. Ordinarily, they take the form of
licensing provisions that the buyer has to accept before
opening the sealed package. The shrink-wrap clause may
indicate:
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By opening this sealed disk package, you are agreeing to be bound by the terms of this agreement. If
you do not agree to the terms of this agreement,
return this product to the place of purchase promptly
for a full refund.

In certain circumstances the specific conditions are VISIble from the outside of the package, and in other situations they may become apparent only after opening or even
at a later stage when loaded into the computer.
From a contract law perspective much can be said about
such stipulations. The U. S. perspective appears to start
from a notion of freedom of contract, which would support
fairly restrictive conditions: if the buyer is not satisfied he
can return the product. Consideration of public policy
notions, like protecting imtovation, competition and freedom
of speech in accordance with Constitutional requirements,
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13. See Council Directive 911250, supra note 8, at Art. 4. Article 4 stipulates that "[t]he first sale in the Community of a copy of a program by the
right-holder or with his consent shall exhaust the distribution right within the
Community of that copy, with the exception of the right
control further
rental of the program or a copy thereof." [d.
14. The exclusivity for the rights-holder includes reproduction by any means
or form, any right to alter the program and distribution rights - including rental rights - to the public. See Council Directive 911250, supra note 8, at art.
4. Necessary adaptations for making the program operative in a new environment, back-up copies and to observe, study or test the program during normal
work is specifically exempted under Article 5. See id. at art. 5. The same applies on conditions to decompilation according to Article 6. See id. at art. 6.
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appear to have been injected into the debate. 15 Presently,
the focus of the United States is on the creation of specific provisions in the Uniform Commercial Code for computer information transactions. 16
To the extent contractual provisions are merely paraphrasing copyright legislation and the prohibition on copying, no real concern appears in Europe. Such a stipulation
is not even legally required. Under civil law tradition,
there is no notion of implied license unless expressly prohibited. The buyer is only allowed to copy for security
reasons. To the extent contractual provisions add exonerating or aggravating stipulations, general rules on contract
formation may well apply - especially rules of consumer
protection. 17 Contract stipulations surpassing acceptable
limits by being either too burdensome or misleading for
the average consumer are likely to be ignored by an ordinary court. 18 Even if efforts are made to harmonize European contract law, such standards remain basically national.
For example, the Swedish contract law provides fairly
broad discretion for courts to modify unfair contract
terms. I'
15. See P. Samuelson, & K. Opsahl, Licensing Information in the Global
Infonnation Market: Freedom of Contract Meets Public Policy, E.l.P.R. 386,
391 (1999).
16. See National Conference of Commissioners on Uniform State Laws, Feb.
I, J999 on Introduction of an Article 2B in the Uniform Commercial Code on
Computer Information Transactions, reprinted in E.I.P.R. 393 (1999). The code
is now adopted by the conference.
17. See Council Directive 93/13, 1993 0.1. (L 95) 29, (visited Mar. 26,

2000) < http://europa.eu.int/eur-lex/en/lif/datlI993/en_393LOOI3.html> (dated 5
Apr. 1993, on Unfair Terms in Consumer Contracts)~ Council Directive 93/13
provides in Article 3(1) that "[a] contractual term which has not been individually negotiated shall be regarded as unfair if, contrary to the requirement of
good filith. it causes a significant imbalance in the parties' right and obligations
arising under the contract. to the detriment of the consumer." ld. Furthermore.
Article 6 of Directive 9717/EC of the European Parliament and of the Council
of 20 May 1997 on the Protection of Consumers in Respect of Distance Contracts requires a seven day cooling off period. which allows the consumer to
tenninate the agreement without giving reasons. See Council Directive 97171.

art. 6, 1997 O.J. (L 144) 19, (visited Mar. 26, 2000) < http://europa.eu.intl
eur-lex/en/lif/datll9971 en 397LO007 .hunl > [hereinafter Council Directive on
Distance Contracts]. Sweden is pr~sently discussing the possibility of prolonging
this period to fourteen days.
18. See B. Steckler. Current Legal Aspects of Electronic Commerce Regarding German Contract Law, E.l.P.R. 248, 253 (1999).
19. Swedish law on contract formation (Avtalslagen - SFS 1915:218) § 36
provides that courts may modify or disregard unfair contract terms. Swedish
law on contractual terms in consumer relations (Konsumentk6plag-SFS
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In a commercial relationship between independent business entities, the outcome may differ as the parties are
free to design whatever terms they see fit within a fairly
wide margin. Even agreements such as these require a
consensus between the parties, and hidden or concealed
stipulations may well be disregarded. Assuming that the
product is copyright protected, the buyer is strictly limited
in his use of the product, and there should be no real
need to contractually secure this fact. There is nothing
wrong in informing the customer. Any add-on stipulations
limiting liability or the equivalent should be presented in
advance and should otherwise be confined to standard
stipulations without burdensome or unexpected provisions.
III.

CLICK-WRAP SALES LICENSES IN A NETWORK
ENVIRONMENT

Will the situation be different if the transaction takes
place in a network environment?
Randomly surfing through different Web-sites discloses a
wide variety of techniques and terms for downloading
programs and services. For example the U.S. distributor
beyond.com™ presents its conditions of purchase under a
small, hardly noticeable reference to "Terms of Use." The
ordinary consumer will have to be observant to see it. The
link transfers the reader to a five-page document prohibiting reproduction, distribution, modification, retransmission
or publication of protected material. In addition, beyond.com™ subjects the buyer to the special conditions in
the end-user license provided by the publisher. The buyer
cannot access the license at this stage of the procedure.
The terms also contain substantial alternative disclaimers in
characteristic capital letters intended to shield beyond. com™
from responsibility.
Considering that there are normally no formal requirements for agreements regarding the purchase of goods, a
click-wrap agreement should be acceptable. 20 The click1990:932) provides mandatory provisions to protect consumers.
20. See Beta Computers (Europe) Ltd. v. Adobe Systems (Europe) Ltd.,
1996 F.S.R. 367, 367 (1996). In Beta Computers, the Scottish court held that
a shrinkwrap clause was enforceable. The fact that the agreement is entered on
the net should not give a different result as long as it can be proved.
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wrap, however, is an adhesion contract. To the extent
European contract law principles are to be applied, it
appears likely that courts will follow the pattern already
discussed for shrink-wrap licensing and disregard unfair and
burdensome terms. European legislation on unfair competition or marketing practices prevents any unfair representation that could mislead the consumer. 21 Such stipulations
also remain likely to apply to network transactions.
It may also be added that certain' other practices on the
net appear questionable under European standards. "Linking" may reflect a sensitive issue and likewise the current
practice of investigating consumer preferences by "cookies"
could contravene ordinary standards of privacy.22
IV.

TECHNOLOGY TRANSFER LICENSING

The third situation addressed is the traditional production
license. Again, the question appears to be whether special
standards apply to information technology.
European statutory provisions that regulate pure licensing
are rare. Contract law does not deal with licensing agreements as such. The parties in a commercial relation are
free to regulate as they see fit. The exemptions are merely
theoretical.
Intellectual Property Rights (IPR) legislation normally
contains very few provisions that affect the drafting of a
licensing agreement. Accordingly, a third party may ask
for a compulsory license if the rights-holder unreasonably
abstains from exploiting his right in the protected territory." There is, however, no requirement in modern civil
law legislation that the product must be produced in the
specific country. Generally, IPR legislation confines itself

21. See Directive 97/55 of European Parliament and of the Council of 6
Oct. 1997, 1997 0.1. (L 290) 18, (visited Mar. 26, 2000) <hup:lleuropa.eu.
inlleur·lex/enilif/dall19971 en_397L0055.html> (amending Directive 84/450/EEC
Concerning Misleading Advertising so as to include comparative advertising),
22. See Directive 95/46 of the European Parliament and of the Council of
24 Oct. 1995 on the protection of individuals with regard to the processing of

personal data and on the free movement of such data, 1995 0.1. (L 281) 31
(Mar.
26,
2000)
< hup:lleuropa.eu.int/eur-lex/en/lif/dat/1995/en_
395L0046.html>; Steckler, supra note 18, at 249.
23. See generally Paris Convention for the Protection of Industrial Property.
Mar. 20, 1883, 21 U.S.T. 1629, art. 4A.
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to establishing that the rights-holder has an option to exploit the right himself or allow third parties to do so
under license. 24 The right to license does not include an
automatic right to sublicense. Furthermore, the legislation
often clarifies that the exclusive licensee has a right to act
under property rights against third party infringers. The
law leaves the designing of the specific relation to the
parties. If the parties do not do their work properly, it is
likely that accepted industry standards would apply when
interpreting the agreement.
The structure of a licensing agreement depends on the
specific circumstances and requirements of different industries. Accordingly, it is quite normal that licensing practices in the information industry have their own specific
features. Standard agreements in this industry seem to
emphasize questions regarding ownership of the program
code and secrecy to prevent disclosure and unauthorised
use. Field-of-use limitations are frequent and the agreements tend to carefully outline the terms under which the
licensee is entitled to adapt and change the technology as
well as who has ownership of any such improvements. All
of these features are used in other types of licensing contracts. Thus, there does not appear to be anything so
unique as to require legislative intervention.
V.

COMPETITION LAW LIMITATIONS

Competition law establishes restrictions on what the
parties must and must not do in a licensing arrangement. 25 Today this system regulates and limits freedom of
contract to a far greater extent than any traditional contract
law provisions.
Gradually, the European rules have been harmonized at
the supranational European Union level and among different
member states. The force of the law is hardly different
from the parallel U.S. antitrust provisions. The Commission secures implementation on the European level with an

24. See The Swedish Patent Law (Patentlag-SFS 1967:837) § 43.
25. See European Union: Consolidated Version of the Treaty on European

Union and Consolidated Version of the Treaty Establishing the European
Community. Oct. 2. 1997. 37 I.L.M. 56, at arts. 81 and 82.
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efficient and experienced staff, and national authorities
complement such implementation by applying either their
national law or European Community competition policies
directly. The trend is clearly one of decentralization of
supervising powers to national authorities, with the Com-.
mission focusing on policymaking and handling serious infringements." In the past, Europeans have taken a more
formal approach than their U. S. counterparts to vertical
collaboration and collaboration in licensing arrangements.
At least with respect to vertical agreements, this stricter
approach has softened substantially through the introduction
of the vertical block-exemption in late 1999.27
Article 81 EC (formerly Article 85) prohibits agreements
(including licensing agreements in a network environment)
that affect trade between member states and are detrimental
to competition. Initially, the Commission took a permissive
attitude to licensing practices but became more restrictive
during the 19708. Under the Commission standards, an
exclusive licensing agreement restricts the freedom of the
parties and excludes third parties from becoming licensees.28 Thereby the requirements of Article 81 are satisfied
without any balancing test. If the parties wish to operate
under such an agreement they have to notify the agreement
and receive an individual exemption. 2. With a more permissive attitude, as pronounced by the European Court of
Justice (ECJ) , exclusivity as such is not the problem.
When the parties add other restrictive provisions, the limit

26. See generally European Commission, White Paper on the Modernisation
of the Rules Implementing Articles 85 and 86 of the EC Treaty, Apr. 28,
1999, <http://europa.eu.int/ comm/dg04/entente/enfwb modernisation. pdf> (referring now to arts. 81 and 82 of EC Treaty).
27. See Commission Regulation No. 279011999 of 22 Dec. 1999 on the Application of Article 81(3) of the Treaty to Categories of Vertical Agreements
and Concerted Practices, 1999 0.1. (L 336) 21, (visited Mar. 26, 1999)
< http://europa.eu.int/eur-lex/enllif/dat/1999/en399R2790.html>
[hereinafier
Vertical Regulation],
28. See Commission Decision 721237, Davidson Rubber Company, 9 June
1972, 1972 OJ. (L 143) 31, [1972] C.M.L.R. 052.
29. See Council Regulation 17/62 of 6 Feb. 1962, art. 4, First Regulation
Implementing Articles 85 and 86 of the Treaty, 1962 J.~. 1962 13/204
(amended by Regulations 59/62, 118/63, 2822171, and 1216/99) (visited Mar.
26, 2000) < http://europa.eu.int/eur-lex/enflif/dat/1962/en_362ROOI7.htm1> .
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may well be exceeded. '0
The Commission has resolved these contradictions by
issuing group exemptions for licensing agreements, which
cover exclusive agreements in case they· are regarded as
prohibited under Article 81. Since 1996, two separate
group exemptions covering patents'] and know-how" have
been amalgamated into a single group exemption for Technology Transfer agreements. 33 This regulation covers patent and know-how licensing as well as ancillary provisions
relating to trademarks. 34 No group exemption exists for
pure trademark or copyright licensing. Yet it appears that
the standards set for technology transfer in general would
normally also be applicable to such other forms of intellectual property licensing. The point, however, is that such
agreements, if they contain anti-competitive elements, cannot rely on the block exemptions but must be brought to
the attention of the authorities perhaps under a negative
clearance notification.35
Based on existing group exemptions and Community
practices, it appears reasonable to characterize the present
situation as follows. If the license agreement is a pure
sales license and does not entail any conversion of the
product, the rules of the vertical block-exemption should
apply. There is no collaboration between parties at the
same distribution stage. Vertical agreements are not likely
to affect the competitive climate if the product involved
has not achieved a market share exceeding thirty percent

30. See Case 258178. Nungesser KG & Kurt Eisele v. EC Commission,
1982 E.C.R 2015, [1983] 1 C.M.L.R. 278, at paras. 53 and 67.
31. See generally Commission Regulation 2349/84 of 23 July 1984 on the
Application of Article 85(3) of the Treaty to Certain Categories of Patent Licensing Agreements, 1984 0.1. (L84) 219, [1993] 4 C.M.L.R. 177 (replaced
by Regulation 240/96), infra note 33.
32. See generally Commission Regulation 556/89 of 30 Nov. 1988 on the
Application of Article 85(3) of the Treaty to Certain Categories of Know-How

Licensing Agreements, 1989 0.1. (L 61) I, [1988] 4 C.M.L.R. 774 (replaced
by Regulation 240/96), infra note 33.
33. See generally Commission Regulation 240/96/EC of 31 Jan. 1996 on the
Application of Article 85(3) of the Treaty to Certain Categories of Technology
Transfer Agreements, 1996 0.1. (L 31) 2, [1996] 4 C.M.L.R. 405 (visited
Apr. 3. 2000) <hup:lleuropa.eu.int/eur-Iex/enflif/dat/1996/en 396R0240.html> ,
[hereinafter Technology Transfer Regulation],
34. See Technology Transfer Regulation, supra note 33, at art. 1.
35. See Council Regulation 17/62/EEC, supra note 29, at art. 2.
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of the relevant market. In Article 2(3), the Commission
adds,
The exemption provided for in paragraph I shall
apply to vertical agreements containing provisions
which relate to the assignment to the buyer or use
by the buyer of intellectual property rights, provided
that those provisions do not constitute the primary
object of such agreements and are directly related to
the use, sale or resale of goods or services by the
buyer or its customers. The exemption applies on
condition that, in relation to the contract goods or
services, those provisions do not contain restrictions
of competition having the same object or effect as
vertical restraints, which are not exempted under this
Regulation. 36

The provision that the license terms relating to intellectual property "do not constitute the primary object" of the
agreement could be interpreted to exclude certain elements,
such as copyright protected material. That, however, does
not appear to be a reasonable conclusion. 'The product sold
is a physical product rather than the protected program.
The transaction can be compared with the sale of a book
or a gramophone record, which also contains protected
material.
Agreements that contain black-listed clauses are excluded
from the agreement. Accordingly, the agreement must not
contain binding minimum resale price maintenance provisions (RPM) or territorial restrictions that prevent the free
flow of products between Member States,37 Generally, the
new attitude is welcomed and allows companies to create
the type of collaboration their businesses require without
being hindered by the straitjacket effect of the old
interventionistic approach,
In a pure licensing situation, where the rights-holder
licenses his rights to a third party producer, who will
either undertake the production and subsequent marketing
of the product or who will integrate the technology into
his own product, the approach is different, Such collabora-

36, See Commission Regulation 2790/ 1999, supra note 27, at art, 2(3),
37, See Vertical Regulation, supra note 27, at art. 4 (a)-(e); see also Exhibit I.
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tion is horizontal in character and viewed with more suspicion. On the other hand, the Commission is also anxious
to emphasize that technology transfer agreements promote
industrial efficiency and that it generally favours such
collaboration. 38 The Technology Transfer regulation exempts exclusive agreements for the life of the patent, or
ten years, if the agreement covers know-how. There is no
formal position on copyright licensing.
In a very detailed list, the regulation clarifies which
stipulations do not cause competition concerns. The intention of this "white list" is to give positive indications to
industry, but the criticism is that such lists have a straitjacket effect. More important is the "black list", which
excludes application of the exemption in cases of RPM
(whether minimum or maximum pricing), non-compete
obligations, territorial limitations, customer limitations,
quantitative limitations and assignment of or automatic
inclusion of improvements. 39
These standards apply to patent and/or know-how agreements. For the rest, the field is more open. If an agreement contains certain provisions that are neither white-listed
or black-listed but could be regarded as restrictive of
competition, Article 4 of the regulation opens an abbreviated procedure, the "opposition procedure".4O The condition
stipulates that the Commission be notified of the agreement
and not oppose it within four months from notification.
The procedure is particularly required where the licensee is
required to accept quality specifications or further licenses,
or to procure goods or services that are not necessary for
a technically satisfactory exploitation of the license. The
same applies to non-contest provisions of the secrecy or
substantiality of the licensed know-how, or if the licensee
is prevented from challenging the validity of the licensed
patents. The Commission has in addition reserved itself the
right to revoke the benefit of the block-exemption in cases
where the collaboration has adverse effects. 41

38. See Technology Transfer Regulation, supra note 33, preamble at 8.
39. See Technology Transfer Regulation, supra note 33, at art. 3 (1)-(7);
see also Exhibit 2.
40. See Technology Transfer Regulation, supra note 33, at art. 4.
41. See Technology Transfer Regulation, supra note 33, at art. 7.
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Article 82 EC (formerly Article 86) covers abuse of a
dominant position. According to consistent case law of the
European Court of Justice (ECJ) , the property right in
itself does not confer dominance.42 The right-holder is
often in a situation of "de facto dominance," and then the
rules apply. The reasoning is confusing and somewhat
fictitious due to the fact that European Union (EU) law
does not affect the existence of the property right but does
affect its exploitation. Case law establishes that in such a
situation the doctrine of "essential facility" applies. This
may well obligate dominant companies to license intellectual property rights even if that would not otherwise be in
the interest of the company.43 The latest "victim" of this
reasoning is Microsoft, which has been trying to keep
Canadian products out of the French market. The Court of
First Instance has referred the matter back to the Commission to consider if Microsoft is abusing its dominant position.44 On this point, IPR legislation, containing certain
possibilities for compulsory licensing, and competition law
converge.
VI.

ApPLICABLE LAW AND FORUM STIPULATIONS

The question is whether a U.S. company can avoid what
it regards as troublesome European provisions by making
any contract subject to U.S. law and, to further isolate
European standards, subject to arbitration - perhaps under
the AAA rules.
The normal answer is that in most instances the European courts will respect any reasonable choice-of-Iaw made
by the parties. A few caveats may be necessary. First,
European courts are not likely to accept that choice-of-Iaw
stipulations can replace mandatory statutory provisions. 45
42. See Case 24/67, Parke Davis & Co. v. Probel et aI., 1968 E.C.R. 55,
[1968] C.M.L.R. 47.
43. See Case C-241/91 & C-242/91 P, Radio Telefis Eireann & Independent
Television Publication Ltd. v. EC Commission ("Magill"), 1995 E.C.R. 1-743,
[1995] 4 C.M.L.R. 718.
44. See CFI, Case T-198/98. Micro Leader Business SA v. EC Commission, 16 December 1999. n.y.p.
45. See Directive 9717. 1997 O.J. (L 144) 19. The Directive on the Protection of Consumers in respect of Distance Contracts provides in Article 12(2)
that "Member States shall take the measures needed to ensure that the consumer does not lose the protection granted by this Directive by virtue of the
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In a consumer contract the foreign licensor must expect
that ordinary protective rules will, for example, apply with
respect to the right of the consumer to change his mind
within a stipulated time frame.46 Nor is it likely that clever choice-of-Iaw provisions can limit decompilation and fair
use.
Lacking an express agreement on choice-of-Iaw, the
parties are likely to end up in a difficult situation with no
precise solution. In the European Contracts Convention
signed in Rome in 1980,47 no specific provision exists
with respect to licensing. Article 4 of the Convention
stipulates that the law of the country with which licensing
is most closely connected shall govern the contract. The
presumption is that the law of the country where the party
who is to effect peljormance which is characteristic of the
contract has his habitual residence shall decide.
The question remains as to how this statement should be
interpreted in licensing situations. Is the characteristic
performance the country where the licensee is entitled to
exercise the right or is it connected to the licensor and the
fact that he is abstaining from taking action? The question
especially begs an answer in the situation where the license
covers many countries and connecting factors are vague.
It could be argued that the peljormance for which the
payment is due is determinative. The delivery of goods
(the right to make use of an item of property, the provisions of a service, etcetera), usually constitutes the center
of gravity in determining choice-of-Iaw. On the other hand
there is support for the opposite view: that the licensee's
principle place of business should be the determinative
factor when dealing with rights to use and exploit the
license. 48 The situation remains a "rhubarb," as Fritz
choice of the law of a non-member country as the law applicable to the contract if the latter has close connection with the territory of one or more
Member States." The same stipulation appears in Article 6 of Directive
93/13/EEC on Unfair Terms. See Council Directive 93/13, supra note 17. See
also Steckler. supra note 18. at 252 (making further references to German legislation).
46. See Council Directive on Distance Contracts, supra note 45, at art. 6.
47. See 1980 Rome Convention (80/934) on the Law Applicable to Contractual Obligations, opened for signature in Rome on June 19, 1980, 1980 O.J.
(L 266), (consolidated version 1998 0.1. (L 26) 34) <http://europa.eu.int/
eurlex/enllif/datll996/en_ 396R0240.httnl > .
48. Such an interpretation appears consistent with the 1978 Convention of
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Juenger aptly puts it with respect to U.S. practices.
In the end it appears that European conflict rules fail to
provide a precise answer to what constitutes "characteristic
performance" in licensing situations. It remains unclear,
therefore, which law has the closer connection. Judges will
have a balancing discretion. There is certainly no fixed
determinative factor such as where the agreement was
entered into. The characteristic purpose of the contract is
to allow an activity in a specified territory in the interest
of both parties. That appears to be a more refined analysis
than focusing on payments and allowing the licensor a
privileged position.
Uncertainties underscore the need to introduce clear and
specific provisions in any commercial agreement. Likewise,
parties may normally provide forum stipulations, including
reference to arbitration. The wisdom of using arbitration
over ordinary court procedures is the subject of constant
debate. In making such references, however, it is important
to understand the latest European developments. A serious
regression has suddenly injected uncertainty into dispute
resolution practices and the finality of the arbitration
award.
Under the 1999 Eeo-Swiss judgement:9 the ECJ gave
European competition law a fundamental position in the
legal hierarchy of laws that has almost a constitutional ring
to it. If arbitrators have not correctly considered competition law in dealing with a case, whether at the request of
a party or ex officio, the judgement is flawed and subject
to appeal in the ordinary courts. To disregard competition
law is comparable to failing to address public policy.
Considering the balancing approach required in complex
licensing agreements, the reference of a dispute to an
arbitration panel may result in continuous appeals and
prove more problematic than either party had reason to believe when making the choice.
the Hague Conference on Private International Law. See Convention of the
Hague Conference on Private International Law, Mar. 14, 1978 (visited Mar.
16, 2000) < http://www.hcch.net/e/conventions/text27e.html> . Article 6 provides that the law of the agent's business establishment is the applicable law.
See id.
49. See Case C-126/97, Eco Swiss China Ltd. v. Benetton In!'1 NV, June
I, 1999, 39 I.L.M. 103.
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VII. CONCLUSION

I have scrutinized different types of legislation affecting
both the traditional licensing agreement, where rights are
granted to a licensee for subsequent adaptation, and sales
and licensing arrangements with customers for the use of
intellectual property, better characterized as sales arrangements.
At present there is a constant flow of regulations coming
out of the European Union affecting information technology. Some may be premature and will not survive long-term
with constant technological advances. When focusing on
current trends in the protection of information technology
and licensing in a network environment, however, it appears that legislative tools are in place, even if modern
application may be required in certain instances. 5o The
main prediction is that patenting will be more common in
the future.
The parties generally have wide discretion to design their
agreements to fit specific purposes. As long as agreements
with consumers remain within the standards of protective
consumer· legislation, they should be of limited concern.
Informing the consumer of restrictions on copying computer
programs falls within permissible limits - the question
rather is whether it is required. Burdensome contractual
stipulations in consumer relations may easily be set aside.
The main caveat, as so often the case, is the requirements of the competition law. With the modern approach
taken by the Commission, these should not be an insurmountable problem as long as pricing and market sharing
provisions are avoided.
From a practical perspective, I have also cautioned
against the latest development on arbitration - even if I
doubt that this is the final word.

50. See P. Samuelson.• Challenges for the World Intellectual Property Organization and the Trade-related Aspects of Intellectual Property Rights Council in
Regulating Intellectual Property Rights in the Information Age. E.I.P.R. 578.
588 (1999).

2000] LICENSING IN A NETWORK ENVIRONMENT

455

Exhibit 1
Vertical Regulation

Article 4 - the black list
The exemption provided for in Article 2 shall not apply
to vertical agreements which, directly or indirectly, in
isolation or in combination with other factors under the
control of the parties, have as their object:
(a) the restriction of the buyer's ability to determine its
sale price, without prejudice to the possibility of the
supplier's imposing a maximum sale price or recommending a sale price, provided that they do not amount to a
fixed or minimum sale price as a result of pressure from,
or incentives offered by, any of the parties;
(b) the restriction of the territory into which, or of the
customers to whom, the buyer may sell the contract goods
or services, except:
- the restriction of active sales into the exclusive territory or to an exclusive customer group reserved to the
supplier or allocated by the supplier to another buyer,
where such a restriction does not limit sales by the customers of the buyer,
- the restriction of sales to end users by a buyer operating at the wholesale level of trade,
- the restriction of sales to unauthorised distributors by
the members of a selective distribution system, and
- the restriction of the buyer's ability to sell components, supplied for the purposes of incorporation, to customers who would use them to manufacture the same type
of goods as those produced by the supplier;
(c) the restriction of active or passive sales to end users
by members of a selective distribution system operating at
the retail level of trade, without prejudice to the possibility
of prohibiting a member of the system from operating out
of an unauthorised place of establishment;
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(d) the restriction of cross-supplies between distributors
within a selective distribution system, including between
distributors operating at different level of trade;
(e) the restriction agreed between a supplier of components and a buyer who incorporates those components,
which limits the supplier to selling the components as
spare parts to end-users or to repairers or other service
providers not entrusted by the buyer with the repair or
servicing of its goods.
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Exhibit 2

Technology Transfer Regulation
Article 3 - the black-list

Article 1 and Article 2(2) shall not apply where:
(1) one party is restricted in the determination of prices,
components of prices or discounts for the licensed products;
(2) one party is restricted from competing within the
common market with the other party, with undertakings
connected with the other party or with other undertakings
in respect of research and development, production, use or
distribution of competing products without prejudice to the
provisions of Article 2(1)(17) and (18);
(3) one or both of the parties are required without any
objectively justified reason:
a. to refuse to meet orders from users or resellers in
their respective territories who would market products
in other territories within the common market;
b. to make it difficult for users or resellers to obtain
the products from other resellers within the common
market, and in particular to exercise intellectual property rights or take measures so as to prevent users or
resellers from obtaining outside, or from putting on
the market in the licensed territory products which
have been lawfully put on the market within the common market by the licensor or with his consent; or do
so as a result of a concerted practice between them;
(4) the parties were already competing manufacturers
before the grant of the licence and one of them is restricted, within the same technical field of use or within the
same product market, as to the customers he may serve,
in particular by being prohibited from supplying certain
classes of user, employing certain forms of distribution or,
with the aim of sharing customers, using certain types of
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packaging for the products, save as provided in Article
1(1)(7) and Article 2(1)(13);
(5) the quantity of the licensed products one party may
manufacture or sell or the number of operations exploiting
the licensed technology he may carry out are subject to
limitations, save as provided in Article (1)(8) and Article
2(1)(13);
(6) the licensee is obliged to assign in whole or in part
to the licensor rights to improvements to or new applications of the licensed technology;
(7) the licensor is required, albeit in separate agreements
or through automatic prolongation of the initial duration of
the agreement by the inclusion of any new improvements,
for a period exceeding that referred to in Article 1(2) and
(3) not to license other undertakings to exploit the licensed
technology in the licensed territory, or a party is required
for a period exceeding that referred to in Article 1(2) and
(3) or Article 1(4) not to exploit the licensed technology in
the territory of the other party or of other licensees.

