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DECLARATION

A Reaction to Mr Hardenberg's Article

DR ALBERT JAN VAN DEN
BERG
Attorney-at-Law,
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1) In his technically thorough arti-
cle, Mr Hardenberg concludes that
the above proposed law, once
enacted, would not be compatible
with the Claims Settlement Declara-
tion (see under no. 14 in article).
Since, according to Mr Hardenberg,
this Declaration can be regarded as a
Treaty under public international
law, the Hague judge should ex-
amine the compatibility of the Law
with the Treaty and conclude that
the two are in conflict.

2) First, I will comment on this
judicial review. In my opinion, such a
review cannot take place here since
the Netherlands is not a Party to the
Treaty. Although Mr Hardenburg, in
the beginning of his article, admits
that the Netherlands was not a Party
to that Treaty (see under no. 2), at the
end he nevertheless construes the
participation of the Netherlands
through what he calls a 'dtour': via
an exchange of Notes between the
Netherlands and the United States
concerning the so-called 'Security
Account' and the reference made
therein to the Claims SettlementDec-
laration, the Netherlands would
have become a Party to the Treaty
(see under nos. 13 and 14).1

Mr Hardenberg expands his view
in his reply2 as follows:

'The meaning of the exchange of
Notes between the Netherlands
and the United States is based on
the Annex in which Iran and the
United States jointly designate the
Dutch Central Bank. It therefore is

not only an arrangement between
the Netherlands and the United
States. The Netherlands has
accepted the designation and hence
has acceded to the Agreement con-
tained in the Annex and conse-
quently has even spoken twice in
the Tractatenblad under the head-
ing "Data' about the Declarations of
Algiers as being the documents to
which the Note and the Agreement
respectively "refer'.
Such an interpretation goes, in my

opinion, beyond the purpose of the
exchange of Notes and the limited
scope of the reference made to the
Claims Settlement Declaration.

The field of application is set forth.
in Article 1, para. 1, of the Agree-
ment between Iran and the United
States contained in the Annex to the
exhange of Notes, reading:

"The Governments of the Islamic
Republic of Iran and the United
States of America, desiring to give
effect to certain provisions of the
Declaration of the Government of
the Democratic and Popular Re-
public of Algeria of 19th January
1981, have selected, as a mutually
agreeable central bank, De Neder-
landsche Bank at Amsterdam, to
assume the management of a
bank which shall act as Deposit-
ary of the funds in the Security
Account established by the
foregoing Declaration". (emph-
asis added)
The purpose of the exchange of

Notes was to formalise the concurr-
ence of the Government of the
Netherlands in the appointment of
the Dutch Central Bank for the task
defined in the above quoted Article 1,
para. 1, subject to the provisions of

the Agreement contained in the
Annex.

Under the heading 'Data', the
Tractatenblad reproduces both the
Algiers Declaration which, inter alia,
covers the release of the hostages and
the lifting of the freeze on, and return
of, part of Iran's assets, and the
Claims Settlement Declaration. The
Algiers Declaration is referred to in
the above quoted Article 1, para. 1, of
the Agreement contained in the
Annex, whilst the Claims Settlement
Declaration is referred to in Article 2,
para. 3, of the Agreement. The latter
provision defines the purpose of the
Security Account:

'The Security Account has as its
sole purpose to hold funds in order
to secure payment of, and to pay,
claims in accordance with awards
rendered by the Tribunal pursuant
to the [Claims Settlement] Dec-
laration...'.
These references to the Algiers

Declaration and the Claims Settle-
ment Declaration in the Agreement
contained in the Annex do not mean
that the Declarations are incorpo-
rated in toto in the Agreement. The
Agreement merely has as its purpose
the laying down of rules for the func-
tioning of the Dutch Central Bank as
Depositary of the funds in the Secur-
ity Account. Since the Dutch Central
Bank is involved, the assumption of
such task needs the concurrence of
the Dutch Government.

A banker would be disturbed if he
were told that his agreement to func-
tion as depositary for a payment
mechanism, provided in an agree-
ment between two parties, meant
that he had become party to that
agreement as well. The Agreement
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contained in the Annex can be com-
pared with a separate agreement
which the parties would conclude
with the banker. The Declarations
referred to in the Agreement con-
tained in the Annex can be compared
with the agreement between the two
parties in which the banker does not
take part.

3) The reasons why the proposed
Law was drafted are well known.
Iran and the United States came into
a serious conflict in which Iran took
American hostages and the United
States put a freeze on Iranian assets.
The conflict was solved through
Iran's freeing of the hostages and the
United States partially lifting the
freeze and returning part of the
assets.

The conflict resulted in claims of
Iranian nationals against the United
States and American nationals
against Iran as well as claims of Iran
against the United States and vice
versa. The conflict was so serious that
none of the parties wished to submit
its claims to the judges of the country
of the other party. In this situation,
the parties decided to subject their
claims to impartial arbitration in a
third, neutral country. It is to the
credit of the Netherlands that it was
selected as the place for this arbitra-
tion.

When the arbitration began, the
question arose as to what legal status
it had. Iran, the United States and
the Netherlands tried in the begin-
ning to provide clarity on the legal
status of the Tribunal by way of a
tri-partite agreement. Because of a
number of political reasons, not re-
levant to the question of the legal
status, the agreement did not come
about.

The question of the Tribunal's leg-
al status, however, became more re-
levant when Iran began taking ac-
tion in Dutch courts to challenge the
awards of the Tribunal based on the
arbitration provisions in the Code of
Civil Procedure (notably Section
649). The Netherlands legislator
wisely intervened by drafting a spe-
cial Law.

In a letter dated March 22, 1984,
addressed to all members of the
Dutch Parliament, Iran objected to
the proposed special Law. Now Iran
takes the position that the arbitral
proceedings before the Tribunal and
the awards rendered by it, cannot be

Arbitration
governed by Dutch arbitration law.
It offered to withdraw the actions for
setting aside awards, which it had
submitted to The Hague judge, in
exchange for a withdrawal of the
proposed special Law. When it filed
the actions, Iran apparently was of
the opinion, however, that the
awards were subject to Dutch
arbitration law. Its change of opinion
would seem not to be in its interest in
view of possible enforcement of the
awards abroad. See No's 5 and 8
below.

4) Since the Declarations label the
proceedings of the Tribunal as
'arbitration', it seems natural to look
to Dutch arbitration law for gui-
dance. This approach is supported by
the stipulation in the Claims Settle-
ment Declaration that the UNCIT-
RAL Arbitration Rules are applic-
able. Article 1, para. 1, of the Rules,
which was not altered by the Dec-
laration or the Tribunal itself, states:

'These Rules shall govern the

arbitration except that where any
of these Rules is in conflict with a
provisions of the law applicable
to the arbitration from which the
parties cannot derogate, that provi-
sion shall prevail.' (emphasis
added)
It is a generally accepted rule in

international arbitration that 'the
law applicable to the arbitration', in
principle, means the law of arbitra-
tion of the country where the arbitra-
tion takes place, unless the parties
have expressly agreed that another
country's arbitration law is applic-
able (the latter is quite exceptional).
In this case, there is no such deviat-
ing agreement between the parties.
Consequently, Article 1, para. 2, of
the UNCITRAL Rules, implies that
Dutch arbitration law is applicable.

5) Mr Hardenberg's reply4 states:
'The UNCITRAL Arbitration
R ules are written for arbitration of
private law and hence refer to the
law applicable to the arbitration.
In the present case the Rules are
applicable "except to the extent
modified by the parties (i.e., by the
Treaty) or by the Tribunal to en-
sure that this agreement can be
carried out" (Art. 111.2 Claims Set-
tlement Declaration). The Tribun-
al, therefore, is its own legislator,
like any other body of internation-
al law, both as to the substance
(Art. V of the Claims Settlement

Declaration) and as to the proce-
dure. This is the 'law applicable to
the arbitration'.'
I cannot share such an interpreta-

tion of the 'law applicable to the
arbitration'. The UNCITRAL
Arbitration Rules were designed to
facilitate the arbitration of disputes
arising out of international trade
transactions. 5 In almost all cases,
these arbitrations are governed by
the arbitration law of the place of
arbitration. International trade
arbitration includes arbitration be-
tween States and foreign private par-
ties The view that a national arbitra-
tion law governs international
arbitrations between States and fore-
ign private parties was recently
stated clearly by the now almost past
President of the Iran-US Claims Tri-
bunal, Mr Justice Gunnar Lager-
gren, in the BP v. Libya award:

'The Tribunal cannot share the

view that the application of muni-
cipal procedural law to an interna-
tional arbitration like the present
one would infringe upon such pre-
rogatives as a State party to the
proceedings may have by virtue of
its sovereign status. Within the
limits of international law, the
judicial or executive authorities in
each jurisdiction do, as a matter
both of fact and of law, impose
limitations on the sovereign im-
munity of other States within such
jurisdictions. Clearly, in some leg-
al systems the degree of control ex-
ercised by the courts over arbitral
proceedings is greater than in
others, and at times extensive. By
providing for arbitration as an ex-
clusive mechanism for resolving
contractual disputes, the parties to
an agreement, even if one of them is
a State, must, however, be pre-
sumed to have intended to create
an effective remedy. The effective-
ness ofan arbitral award that lacks
nationality - which it may if the
law of the arbitration is interna-
tional law - generally is smaller
than that of an award founded on
the procedural law of a specific leg-
al system and partaking of its
nationality. Moreover, even where
the arbitrators do, as the Tribunal
does in this instance, have full au-
thority to determine the procedural
law of the arbitration, the attach-
ment to a developed legal system is
both convenient and constructive.
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The Tribunal has fixed
Copenhagen as its seat. For the
reasons stated in the foregoing,
and having particular regard to
the wide scope of freedom and in-
dependence enjoyed by arbitration
tribunals under Danish law, the
Tribunal considers that the pro-
cedural law of the arbitration is
Danish law. The Tribunal is not
competent to establish conclusively
the nationality of its Award, for
this can only be decided by the
courts of Denmark and of other
jurisdictions in which enforcement
of the Award may be sought.
However, the Tribunal deems this
Award to be Danish, and the pro-
ceedings have been conducted in a
manner designed to be consistent
with this view and intent'.6

It should be emphasized that the
law applicable to the arbitration
must be distinguished from the law
applicable to the substance of the dis-
pute. The latter law can be a national
law but may also involve rules of
international public law.

The vast majority of cases pending
before the Tribunal are arbitrations
of the BP v. Libya type. They involve
contracts between the Iranian State
or State entities on the one hand and
American contractors on the other.
These arbitrations fit well into the
framework of the UNCITRAL
Arbitration Rules and the applicabil-
ity of a national arbitration law.
Therefore, it is not unintentional
that Article 1, para. 2, of the UNCI-
TRAL Arbitration Rules, was not
modified by Iran and the United
States in the Declaration. The Tri-
bunal has not done so either. A mod-
ification of this provision by the Tri-
bunal would also not be in the in-
terest of ensuring that the agree-
ment would be carried out. For, if the
Tribunal would modify the provision,
for example by declaring that the
arbitration is governed by the rules
of international arbitrations of pub-
lic law (whichever they may be), this
would be to the detriment of the Un-
ited States nationals, and, in particu-
lar, Iran. If a United States national
prevails against Iran, he can, for the
time being, seek recovery from the
Security Account. Iran, however,
does not have such security. If a los-
ing United States party is unwilling
to pay, Iran has to seek enforcement
of the award in a country where it can

find assets of, and jurisdiction over,
the United States party. Iran will
then discover that enforcement is
very difficult, if not imjossible, since
the primary international Conven-
tion in the field, the New York
Arbitration Convention of 1958, does
not apply to awards which are not
governed by a national arbitration
law.8 It is submitted that, within this
perspective, the Tribunal would be
acting against its mandate as laid
down in the Declaration if it were to
modify Article 1, para. 2, of the UN-
CITRAL Arbitration Rules. Within
these limits, the Tribunal cannot be
'its own legislator'.

A few arbitrations involve both
Iran and the United States as par-
ties. Although these arbitrations
would seem to be in the category of
public international law arbitra-
tions, it is arguable that Iran and the
United States have also by agree-
ment implicitly subjected this categ-
ory of arbitrations to Dutch arbitra-
tion law through the reference in
Article 1, para. 2, of the UNCITRAL
Arbitration Rules.

6) Evidently, the foregoing is also
the view held by the Tribunal. The
Tribunal deposits its awards with the
Registry of The Hague District
Court. This deposit is in conformity
with the proviso of the Dutch Code of
Civil Procedure, Section 639, which
establishes that within eight days of
the date of the award, the same shall
be deposited with the Registry of the
Court of the district wherein the
award was made. Mr Hardenberg
labels this deposit as merely 'a sensi-
ble measure providing for properly
keeping the award on record for many
years to come'. This argument does
not sound very convincing. If the Tri-
bunal had perceived that its awards
would not be governed by Dutch
arbitration law, then the Peace
Palace would have been the more
logical depositaire'.

7) Mr Hardenberg correctly points
to the problem of the arbitration
agreement. This uncertainty is pre-
cisely the reason, however, why a
special Law should be enacted. It is
clear that Section 620 et seq. of the
Code of Civil Procedure cannot simp-
ly be applied to the arbitration pro-
ceedings before the Tribunal. Yet,
the legislator can, by analogy, offer a
solution for a problem which must be
solved.

It is arguable that an arbitration
agreement can be considered to be
present if one regards Iran and the
United States as also representing
the interests of their subjects when
bringing about the Claims Settle-
ment Declaration. This view is sup-
ported by the provisions which the
Tribunal has added to Article I of the
UNCITRAL Arbitration Rules,
reading:

'The Claims Settlement Declara-
tion constitutes an agreement in
writing by Iran and the United
States, on their own behalfs and on
behalf of their nationals sub-
mitting to arbitration within the
framework of the Algiers Declara-
tions and in accordance with the
Tribunal Rules'.(emphasis
added) .9
From the legislative point of view,

it is possible for the Dutch legislator
to establish that the decisions of an
arbitral tribunal on its own compe-
tence cannot be challenged in court.
The Dutch legislator does not wish,
and rightly so in my opinion, that the
Dutch judge should enter into the
discussion as to whether or not, in the
case at issue, there is a valid arbitra-
tion agreement. The primary con-
cern of the Dutch legislator is to safe-
guard the fundamental principles of
due process. There is also the 'safety
valve' of public policy, by which the
legislator obviously means the so-
called international public policy.'0

8) Mr Hardenberg doubts whether
the awards of the Tribunal are en-
forceable in other countries, notably
under the New York Arbitration
Convention of 1958 (see under no.
12). Regarding the New York Con-
vention, Mr Hardenberg refers to
Article I, para. 2, of the Convention,
which mentions 'permanent arbitral
bodies' and correctly states that for
permanent arbitral bodies, also,
there is the prerequisite of voluntary
submission. It is indeed questionable
whether the New York Convention
can be applied, although, as already
stated, it is arguable that Iran and
the United States acted as also repre-
senting the interests of their sub-
jects. Whether or not this interpreta-
tion is accepted will depend on the
judge of the country where enforce-
ment is sought.

But the special Law can be of sup-
port in another respect. It establishes
that, in the country of origin, the
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proceedings and awards of the Tri-
bunal are subjected to Dutch arbitra-
tion law, as amended. As mentioned,
the applicability of a national law to
an arbitral award is one of the prere-
quisites that makes the New York
Arbitration Convention applicable. A
foreign judge will not readily deviate
from this point of view.

If the special Law would not be
enacted, this could give rise to con-
siderable disparity in interpretation
by the judiciary in the various con-
tracting States, and, as observed ear-
lier, may be to the detriment of Un-
ited States nationals, and, in particu-
lar, Iran.

9) Mr Hardenberg takes the view
that the solution to the problem he
raises should be sought through the
enactment of the same type of Law as
that introduced for the enforcement
of awards rendered under the au-
spices of the International Centre for
Settlement of Investment Disputes
(ICSID) (see under nos. 9 and 11).
This proposal, however, fails to take
into account that whereas the special
ICSID Law is concerned with the en-
forcement of the ICSID awards only,
the purpose of the proposed Law is
twofold: enforcement of awards and
due process.

Contrary to what the author
asserts under no. 9, that ICSID
awards tare binding and not subject
to any appeal or other remedy' the
Washington Convention of 1965,
which gives rules for ICSID, contains
extensive remedies in Articles 50-52
('interpretation, revision and annul-
ment of the award'). These remedies
are not dealt with by the arbitral
tribunal that made the award, but by
a separate ad hoc Committee
appointed by the Chairman of the
ICSID Administrative Council.
Neither the Claims Settlement Dec-
laration nor the UNCITRAL
Arbitration Rules provide for such
remedies.' It is therefore necessary,
in my opinion, that provisions be
made for some control, be it res-
tricted to the absolute minimum,
over the arbitral proceedings and
awards of the Tribunal.

Mr Hardenberg states in his
reply1 2 that control by a national
judiciary over arbitration has no-
thing to do with the question of
whether a Treaty provides for re-
medies. While the Washington Con-
vention of 1965 does provide for re-

medies, the Declaration does not do
so. In his opinion, 'within the
framework of a dispute about the en-
forcement, a judge can always refuse
to enforce truly exorbitant decisions,
which are unthinkable in the present
case'. It is submitted that a minimum
control by another body is indispens-
able for any form of decision making.
For international arbitration, the ac-
tion for setting aside in the country of
origin is the most appropriate
remedy.13 What is more important is
that, unless a majority of States
adopts a Law as suggested by Mr
Hardenberg, there is not likely be a
legal basis for enforcement of Tri-
bunal awards in most countries. It
can be expected that few States are
willing to follow Mr Hardenberg's
suggestion. Is it therefore not sim-
pler to declare Dutch arbitration law,
as amended, applicable, and to rely
in other countries on the New York
Arbitration Convention of 1958?

10) I would conclude by saying
that Mr Hardenberg's arguments
have not convinced me that the prop-
osed Law is wrong. Mr Hardenberg,
in my view, overlooks the unique
character of the Tribunal as estab-
lished by the Algiers Declarations.
The proposed Law shows a pragmat-
ism which should satisfy all parties
concerned (Iran, United States, the
Dutch judges and parties and their
counsel). The absence of this special
law could lead to great uncertainty,
notably concerning what law would
apply, from which uncertainty none
of the involved would benefit. 14 The
Dutch legislator did what he could
and should do, under the circumst-
ances, and with an agreeable result.

Footnotes

The views expressed in this contribu-
tion are the sole responsibility of the au-
thor.

1 Published in Tractatenbiad [Official Dutch
Treaty Series], 1981, no. 155.

2 My reaction was originally published in
Nederlands Juristenblad (Netherlands
Lawyers' Journal), 1984, pp. 170-172, after
Mr Hardenberg's article, id. pp. 167-170. In
the same issue of the Journal, Mr Harden-
berg was given the opportunity to reply to
my reaction id. p. 172 (hereafter Mr Har-
denberg's reply). According to the Jour-
nal's policy, no answer to a reply ('dupli-
que') is allowed. In this English version of
my reaction, I will take the opportunity of
the 'duplique'.

3 See, generally, P. Sanders, 'National Re-
port on the Law and Practice of Arbitration
in the Netherlands', in Yearbook Commer-
cial Arbitration Vol. VI (1981), pp. 60-85.

4 See supra note 2.

5 P. Sanders, 'Commentary on the UNCI-
TRAL Arbitration Rules', in Yearbook Com-
mercialArbitration Vol. 11 (1977) p. 172 at p.
175.

6 Award of October 10, 1973, reported in
Yearbook Commercial Arbitration Vol. V
(1980), p. 143 at p. 147.

7 See, for example, Tribunal Decision in
Case A-18, dated April 6, 1984, in Iran v.
United States (dual nationality case), p. 14
et seq.

8 See A.J. van den Berg, The New York
Arbitration Convention of 1958 (Deventer,
1981) pp. 28-43.

9 The Provisionally Adopted Tribunal Rules
(March 9, 1983) are published in Yearbook
Commercial Arbitration Vol. VIII (1983),
pp. 234-255.

10 See the Explanatory Note to the proposed
Law pp. 9-10.

11 The UNCITRAL Rules do provide for in-
terpretation of the award (Article 35) and
correction of the award (Article 36) by the
arbitral tribunal itself.

12 Supra, n. 2.

13 See The New York Arbitration Convention
of 1958, supra no. 8 pp. 355-357.

14 If the special Law is not enacted, it may
happen that the same situation occurs as
has arisen in the case SEEE v. Yugoslavia.
In this case an award was rendered in the
Canton Vaud in Switzerland on September
1, 1957. Because it is unclear whether the
arbitration law of the Canton Vaud is ap-
plicable to the award, SEEE is still, more
than twenty-five years later, trying to en-
force the award in various countries. The
Dutch Supreme Court even had to decide
twice on this case. See Yearbook Commer-
cialArbitration Vol. 1 (1976) pp. 1 9 5 -1 9 8 .A
special Law for the arbitral proceedings
and awards of the Tribunal may hopefully
avoid such drama.
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EXCLUSIVE LICENSES AS
RESTRAINTS OF TRADE

Under US and Common Market Antitrust Law

TERRY R BRODERICK
Terry Broderick is an
American attorney now
practising in association with
the firm of Gleiss, Lutz,
Hootz, Hirsch and Partner in
Stuttgart, West Germany.
Prior to entering private
practice he was Foreign
Service Officer with the US
Department of State,
specialising in international
trade and investment.

A. INTRODUCTION
This article examines the treat-

ment of exclusive licenses of
patented or unpatented technology
as restraints of trade in the United
States under Section 1 of the Sher-
man Act, and in the European Econo-
mic Community under Article 85 of
the Treaty of Rome.

The focus is on the simple one-way
arrangement in which the licensor
agrees to grant no further licenses
within a particular territory, and to
refrain from competing with the
licensee within that territory. By
making the license exclusive, the
parties thereby ensure some degree
of protection for the licensee in the
manufacture, sale, and use of the re-
levant product or process within the
exclusive territory.

They may also seek to strengthen
this protection by limiting competi-
tion from direct sales by licensees
from other territories, or from the
customers of those licensees who
purchase for re-sale or use within the
exclusive territory. Territorial res-
trictions of this sort present distinct,
but related issues, which will also be
discussed in the sections that follow.

In both the United States and the
Common Market, exclusive licenses
remain a subject of ongoing interest
to the legal, business, and scientific
communities. There have also been

significant developments in this area
within the past few years, summa-
rized below, which imply at least a
partial convergence of the American
and European approaches to this
issue:

(1) Recent decisions in the United
States, reinforced by the general
trend of antitrust authority, confirm
that the trule of reason' will ordinari-
ly apply to alleged restraints of trade
involving exclusive licenses and ter-
ritorial restrictions in licensing
agreements. This ensures that the
procompetitive benefits of those
arrangements will be taken express-
ly into account, and it also suggests
that they are likely to be found
reasonable if legitimate commercial
factors warrant their use;

(2) The European Court of Justice,
in its Maize Seed and Coditel deci-
sions, has rejected the position of the
EEC Commission that exclusivity is
always a restriction of competition.
While reaffirming the invalidity of
territorial restraints on 'parallel im-
ports', the Court has fashioned an
approach toward exclusive licenses
which incorporates elements of the
rule of the reason as applied by courts
in the United States, and which
should make it easier and more
attractive for potential licensors and
licensees to enter into such arrange-
ments.

Despite these developments, it
seems fair to conclude that courts
and commentators in the United
States distinguish less explicitly
than do their counterparts in Europe
between mere exclusivity, on the one
hand, and other territorial restric-
tions ancillary to licensing agree-
ments. Nevertheless, what is most
striking is the growing similarity be-
tween their respective approaches to-
ward exclusive licenses, which
appears to arise from the common
recognition that those licenses may
have significant procompetitive

effects, and may be motivated by
legitimate commercial factors which
need to be identified and taken into
account in order to avoid adversely
affecting competition and unduly re-
tarding innovation.

Before turning to the substantive
law, it will therefore be helpful to
look briefly at some of the policy
reasons typically given for and
against exclusive licensing.

B. POLICY FACTORS
There is widespread agreement

that licensing trends to be procom-
petitive and beneficial by promoting
dissemination of new products, ideas,
and technology.

The American Bar Association re-
cently summarized some of the re-
levant considerations as follows,
with particular emphasis on the posi-
tive role of licensing in helping small
and medium-sized firms do business
abroad:

Licensing - the transfer of speci-
fied rights to exploit the licensor's
patent or know-how - serves an
important function in both foreign
and domestic commerce. It allows
licensors to derive additional in-
come from their intangible proper-
ty through royalties. It permits
licensees to use or market other-
wise unavailable processes and pa-
tents. And it serves the needs of
society in general by permitting
technology of all kinds to be more
fully utilized and by creating
opportunities for competition that
would -otherwise not exist.

In addition, in the international
area, licensing is frequently the
only means by which an American
company can do business abroad.
This is particularly true for small
and medium-sized firms that may
be blocked from exporting to fore-
ign markets by tariffs and nontar-
iff barriers and that lack the large
amount of capital often required
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for direct foreign investment. For
this reason, the transfer of intangi-
ble property rights through licens-
ing agreements with foreign firms
constitutes an important segment
of this country's overseas business
activity.1

In evaluating restrictive licenses,
the question usually asked is
'whether the public interest in en-
couraging licensing outweighs the
possible negative effects of the
restrictions'.

The possible negative effects of an
exclusive license are fairly clear. By
agreeing to grant no further licenses,
the licensor limits his own options, as
well as those of third parties who
might wish to obtain similar licenses
within the exclusive territory. Exclu-
sive licenses can also facilitate
allocation of markets, and the suspi-
cion may naturally arise that they
are intended to do so.

On the other hand, the eexclusive
licensee may be entitled to issue sub-
licenses, and the possible negative
impact is obviously diminished to the
extent that he does. Absent territo-
rial restrictions, he may also face
competition from sales by licensees
from other territories, or from their
customers who purchase for re-sale
or use within the exclusive territory.

Moreover, without exclusivity it
might be difficult or impossible to
obtain licensees, so that the apparent
restriction may actually have signifi-
cant procompetitive benefits by en-
couraging licensing which would
otherwise be unlikely to take place.

This is generallly most obvious
where the commercial development
of the licensed technology requires
substantial investment or business
risk on the part of the licensee, either
because it is not yet capable of being
fully implemented or marketed suc-
cessfully, or due to vigorous competi-
tion from other products or processes
within the territory.

There may also be other circumst-
ances where legitimate commercial
factors suggest the need for exclusiv-
ity, and where licensing would be
less likely without it. The important
point is that exclusive licenses may
in fact promote competition, and the
challenge for antitrust policy is to
avoid deterring those arrangements
which are reasonably calculated to
do so.

As one court in the United States

recently commented:
... (I)t has been argued that overly
restrictive antitrust review of pa-
tent licensing practices might lead
a patentee to license less widely
than he might otherwise do, or in-
deed, not to license at all . . . Less
widespread licensing could lead to
decreased use of the patented pro-
duct, less present competition for
the patentee, and reduced competi-
tion in the patented product after
the expiration of the patent... Ex-
clusive licenses ... have been de-
fended on this ground... It would
appear that neither patent nor
antitrust policy would in the long
run be served by prohibiting res-
trictions necessary to promote
wider use of the patented product.3

The sections that follow examine
how the relevant authorities are
attempting to resolve this problem in
the United States and in the Euro-
pean Economic Community.

C. UNITED STATES

(1) General Approach: Rule
of Reason vs. Per Se Rule

Section 1 of the Sherman Act, 15
U.S.C. § 1, prohibits 'every contract,
combination ... , or conspiracy, in
restraint of trade or commerce among
the several States, or with foreign na-
tions...'

In applying this broad language,
the Supreme Court has repeatedly
made clear that only unreasonable
restraints of trade are unlawful.

While certain practices, such as
price-fixing among competing firms,
are considered so clearly anti-com-
petitive as to be inherently un-
reasonable, or unlawful per se, the
basic approach under the Sherman
Act is to assess the reasonableness of
an alleged restraint of trade by look-
ing closely at all the circumstances of
the particular case to evaluate the
competitive effect of the restriction.

The standard formulation of this
judicial 'rule of reason' is the state-
ment by Justice Brandeis in Chicago
Board of Trade v. United States, 246
US 231, 238 (1918):

The true test of legality is whether
the restraint imposed is such as
merely regulates and perhaps
thereby promotes competition or
whether it is such as may suppress
or even destroy competition. To de-
termine that question the court

must ordinarily consider the facts
peculiar to the business to which
the restraint is applied; its condi-
tion before and after the restraint
was imposed; the nature of the res-
traint and its effect, actual or prob-
able. The history of the restraint,
the evil believed to exist, the reason
for adopting the particular remedy,
the purpose or end sought to be
attained, are all relevant facts.
This is not because a good inten-
tion will save an otherwise objec-
tionable regulation or the reverse;
but because knowledge of intent
may help the court to interpret facts
and to predict consequences.
Particularly in recent years,

courts in the United States have be-
come increasingly aware that
mechanically relying on per se rules
may actually prove to be anti-com-
petitive, by deterring legitimate
commercial practices with desirable

economic effects. As a result, they
have shown a much greater sensitiv-
ity to the need to employ sound com-
petitive analysis by use of the rule of
reason in evaluating alleged res-
traints of trade.

A good example is Continental TV,
Inc. v. GTE Sylvania, Inc., 433 US 36
(1977), where the Supreme Court
specifically addressed this issue in
overruling one of its own prior deci-
sions which applied the per se rule to
tvertical' territorial restrictions, and
held that franchise agreements,
limiting sale of the manufacturer's
products to specified locations,
should be analyzed under the rule of
reason because of their tendency to
enhance interbrand competition. To
underscore the importance of looking
carefully at the competitive impact of
the alleged restraint before deter-
mining whether per se treatment
might be warranted, the Court
emphasized that 'departure from the
rule-of-reason standard must be
based upon demonstrable economic
effect rather than... upon formalistic
line drawing.' 433 US 36, at 58-59.

The same approach is evident in
the area of restrictive licensing, as
demonstrated by Moraine Products v.
ICI America, Inc., where the court
expressly rejected application of the
per se rule to an agreement not to
grant sublicenses without mutual
consent. As in Continental, the deter-
mining factor was the concern that
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per se treatment might unfairly up-
set desirable commercial practices by
establishing an unwarranted pre-
sumption of illegality:

The continuing debate between pa-
tent and antitrust champions has
not so conclusively established the
anticompetitive purpose or effect of
a mutual agreement not to grant
sublicenses that this, or any other
court, can properly eschew econo-
mic analysis and rule a priori that
... the ... license contract was
illegal per se. Such a narrow focus
on the specific terms of a licensing
arrangement would ignore the
body ofsophisticated legal and eco-
nomic literature to the effect that
truncated judicial vision has fre-
quently upset desirable commer-
cial practices. It would draw a line
differentiating legal and illegal
practices upon a presumption not
fairly drawn from the factual reali-
ties of drug research and
marketing.4

Decisions such as Continental and
Moraine reflect the general trend of
antitrust authority in the United
States, and the considerations
emphasized by the courts in those
cases have also had a major effect on
the substantive law, summarized be-
low, which has developed for evaluat-
ing exclusive licenses and licenses
with territorial restrictions.

(2) Exclusive Licenses and
Territorial Restrictions
(a) Domestic Patent Licensing

Exclusive licenses for all or part of
the United States have traditionally
been considered lawful, either on the
theory that they are inherent in the
patent grant, authorized by statute,
or reasonably adapted to valid use of
the patent monoply.5

Whatever the rationale, the effect
is ordinarily to apply a standard no
more strict than the rule of reason
and to find exclusive licenses
reasonable.6

A recent decision which illustrates
this approach is United States v. Stu-
diengesellschaft Kohle, where the
court discussed the propriety of ex-
clusive licenses in light of the Sup-
reme Court's prior ruling in Con-
tinental, and noted that that case ris a
message to lower courts that antitrust
violations should be based upon eco-
nomic effects rather than upon formal
distinctions.'

7

In analyzing those economic
effects, the court in Stu-
diengesellschaft Kohle specifically
identified and relied upon the follow-
ing procompetive benefits of exclu-
sive licenses in support of its holding
that a restriction on sale of the un-
patented product of a patented pro-
cess was valid under the rule of
reason:

Exclusive licenses are tolerated be-
cause they normally threaten com-
petition to no greater extent than is
threatened by the patent itself...
Equally important from the pers-
pective of the rule of reason, many
potential licensees might be un-
willing to undertake the expense
necessary to develop and promote a
product but for assurances against
attempts by later licensees to ex-
ploit the early licensee's develop-
ment and promotion... An exclu-
sive license protects licensees
against such 'free rider' problems,
and thereby serves the interests of
both the patentee and the public by
facilitating more rapid and wide-
spread use of new inventions ...
The same considerations that lead
courts to validate exclusive licenses
lead us to approve the restriction at
issue here.8

The opinion in Studiengesellschaft
Kohle is noteworthy for expressly
taking into account the legitimate
commercial factors underlying ex-
clusive licenses, and for focusing so
directly on their positive effects, in-
cluding the tendency to promote dis-
semination of new technology by en-
couraging licensing which might
otherwise be unlikely to take place.

As previously indicated, however,
the result in that case is also consis-
tent with most other decisions which
typically validate exclusive licenses
under the antitrust laws.

What if the parties attempt to go
further, and furnish additional pro-
tection by including territorial res-
trictions in the licensing agreement?

The result in this area is not quite
so clear, primarily because of the tra-
ditional per se rule against territo-
rial division of markets among com-
petitors. The ABA Monograph points
out, however, that (1) there is author-
ity supporting territorial limitations
on initial distribution of a patented
product manufactured under license
within the United States, and (2) af-
ter the first sale of the patented pro-

duct, it is likely that any such restric-
tions will be evaluated by the rule of
reason in accordance with the Sup-
reme Court's decision in
Continental.9

(b) International Patent Licensing
Courts and commentators gener-

ally agree that a patentee may grant
exclusive licenses under separate pa-
tents issued in different countries,
since he is merely parcelling out
rights which are by their nature
territorial.' 0 The result can be a fair-
ly effective degree of protection by
enabling each licensee to proceed
against infringing products under
the national law of the country
issuing the patent."

Should the parties wish to go
further, there are a number of prece-
dents upholding territorial limita-
tions on exports and imports. 12

Although certain of these decisions
have been criticized, it seems likely
that restrictions of this sort will also
be evaluated by the rule of reason,
and may therefore be found lawful if
justified by legitimate commercial
factors.

13

(c) Know-How
In the area of unpatented technol-

ogy, often referred to as 'know-how',
exclusive licenses and territorial res-
trictions may also be permitted if
they are reasonably ancillary to a
genuine transfer of technology:

Restraints upon a know-how licen-
see are permitted if they are 'ancil-
lary' to the lawful purposejust dis-
cussed, and an analysis of the cases
indicates that the type of restraint
here in question, viz., a territorial
limitation upon the licensee's sale
of products made by use of the sec-
ret process should be considered
"ancillary' if(1) the subject matter
of the license is substantial, valu-
able, secret know-how; (2) such
restraint is limited to the life' of the
know-how, ie. the period during
which it retains its secrecy; and (3)
such restraint is limited to those
products only which are made by
use of the know-how ... 14

(d) Other Intellectual Property
A like rule applies to exclusive
licenses of other forms of intellectual
property, such as copyright.' 5 In-
deed, the Supreme Court has recent-
ly underscored the general inapplica-
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bility of per se treatment to copyright
licenses, noting that, 'although the
copyright laws confer no rights on
copyright owners to fix prices among
themselves orr otherwise to violate the
antitrust law, we would not expect
that any market arrangements
reasonably necessary to effectuate the
rights that are granted would be
deemed a per se violation of the Sher-
man Act." 6

(e) Summary
As this brief review indicates, the
rule of reason is the prevailing
method for evaluating exclusive
licenses and licenses with territorial
restrictions. The next section takes a
closer look at some of the specific
factors which courts are likely to
emphasize in applying that rule.

(3) Evaluation of
Reasonableness

To illustrate what is unreason-
able, there are a number of well-
known older decisions, often collec-
tively referred to as the 'Cartel
Cases', in which various patent,
know-how, and other licensing prac-
tices were found to be among the
means used to implement unlawful
market-allocation agreements
among competitors.'

7

The decisions are long, and their
facts complex, but the following
quotation from the District Court's
opinion in National Lead helps con-
vey the flavour of them:

Agreements creating a world-wide
patentpool ofallpresent and future
patents of the parties, covering an
entire industry, and embracing a
division of the world into exclusive
territories within which each of the
parties is to confine its business
activities, with respect to patent
protected commodities, as well as
unpatented, for the purose and
with the effect of suppressing im-
ports into and exports from the Un-
ited States, are unlawful under the
Sherman Act; they constitute an
unreasonable restraint of trade."i

Because these cases involve un-
lawful conspiracies and extreme
situations, they contrast sharply
with the ordinary exclusive license
or properly limited territorial res-
triction, and tend to reinforce the in-
ference that these arrangements are
likely to be found reasonable if re-

lated to a genuine transfer oftechnol-
ogy and supported by legitimate com-
mercial factors.'

9

In less dramatic circumstances,
however, what distinguishes those
restrictions which promote competi-
tion from those which do not?

The decision in Stu-
diengesellschaft Kohle suggests that
one consideration which may be deci-
sive is whether the restriction plays
an important role in attracting
potential licensees, by offering some
measure of protection from future
competition in exchange for the
licensee's efforts in developing and
promoting the licensed technology.

As noted earlier, this is likely to be
most apparent, and therefore to be
given greater weight, where the
licensee is called upon to incur a sub-
stantial business risk in practicing
the license, either because of the cur-
rent state of the art, or due to existing
competition from other products or
processes. As covered more fully be-
low, both of these factors were also
significant in the develpment of a
'rule of reason' by the European
Court of Justice in the Maize Seed
decision.

Another major element, to be ba-
lanced against the one just discussed,
is the degree of the restraint. Is the
license merely exclusive, or does it
contemplate additional territorial
restrictions potentially leading to a
closed market?

One commentator in the United
States recently considered this ques-
tion in the context of know-how
licensing, and suggested an analysis
which also seems consistent with the
longstanding concern within the
European Economic Community,
discussed in the next section, to eli-
minate territorial restrictions which
interfere with the flow of 'parallel
imports' across national borders:

Assuming that it is sometimes
reasonable to prohibit a licensor or
licensee from exporting to the
other's territory, is it also reason-
able to require either to refuse to
deal with buyers from the protected
territory who are prepared to
purchase f.o.b. in the other terri-
tory in order to save money? Is it
reasonable to prohibit either party
from selling to a third party known
to be likely to resell the product in
the protected territory? It does not
seem inevitable as a matter of law

or policy that allowing the milder
form of market division in the first
situation requires toleration of the
completely closed territories that
would result from the latter two
types of restrictions.

2 9

The ABA Monograph, at 18-25,
suggests that the following factors
are among those that might properly
be taken into account in evaluating
the reasonableness of territorial res-
trictions in patent-licensing agree-
ments:
(1) Does the restraint exceed the

scope of the patent grant in time
or subject matter?

(2) Are the licenses, and licensing
restraints, reciprocal?

(3) Is the restraint part of some lar-
ger pattern of competitive res-
trictions?

(4) Are the licensor and the licensee
actual or potential competitors
with respect to the licensed
techology?

(5) Is the licensed technology of sub-
stantial value?

(6) Is the time period of the restraint
reasonable?

(7) Does the restraint primarily be-
nefit the licensee rather than the
licensor?

(8) Is the restraint necessary in
order to obtain licensees, or to
induce the patentee to grant
licenses?

(9) Is there a less restrictive alterna-
tive?

In the final analysis, no list can be
entirely satisfactory, and the deter-
mination of what is reasonable will
necessarily depend on the facts and
circumstances of the particular case.

While this does not offer the super-
ficial comfort and predictability of a
per se rule, or provide any immunity
from antitrust attack, it does ensure
prospective licensors and licensees
the opportunity to defend their
arrangements, fairly and on the
merits, should it ever be necessary to
do so. It also means that courts will
look closely at the economic benefits
of those arrangements in order to
avoid adversely affecting competi-
tion and unduly retarding innova-
tion, and it suggests that they are
likely to be found reasonable if legiti-
mate commercial factors warrant
their use.

D. EUROPEAN ECONOMIC
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COMMUNITY
(1) General Approach:

Articles 85(1) and 85(3)
Article 85(1) of the Treaty of

Rome, the basic counterpart to Sec-
tion I of the Sherman Act, prohibits
Call agreements between undertak-
ings, decisions by associations of
undertakings and concerted practices
which may affect trade between Mem-
ber States and which have as their
object or effect the prevention, restric-
tion or distortion of competition with-
in the Common Market...'

An agreement which violates
Article 85(1) is 'automatically void',
in accordance with Article 85(2), un-
less the Commission issues an ex-
emption under Article 85(3), which it
may do if the prohibited agreement,
decision, or concerted practice never-
theless:

... (C)ontributes to improving the
production or distribution of goods
or to promoting technical or econo-
mic progress, while allowing con-
sumers a fair share of the result-
ing benefit, and... does not: (a)
impose on the undertakings con-
cerned restrictions which are not
indispensable to the attainment of
these objectives; (b) afford such
undertakings the possibility of eli-
minating competition in respect of
a substantial part of the products
in question.
It is sometimes said that Article

85(3) 'represents a kind of built-in
rule of reason in EEC antitrust law',21

which makes it unnecessary to de-
vise such an approach judicially,
under Article 85(1), as courts in the
United States have long done under
the Sherman Act.

However, there are important
theoretical and practical differences
which limit the analogy, regardless
whether articles 85(1) and 85(3),
taken together, contain substantive
standards which are in some respects
similar to the rule of reason in the
United States.

An agreement which comports
with the rule of reason is legally
valid since it is not viewed as being in
restraint of trade within the mean-
ing of Section 1 of the Sherman Act.
The same holds true for agreements
or concerted practices which do not
amount to a 'restriction or distortion
of competition' under Article 85(1).
In each case, such arrangements may

lawfully be entered into and im-
plemented by the parties on their
own initiative, without any addition-
al formalities or antitrust implica-
tions arising under either provision.

In contrast, the elements of Arti-
cle 85(3) come into play where there
is a violation of Article 85(1), by an
agreement or practice which other-
wise amounts to a prohibited restric-
tion or distortion of competition.
Moreover, in order to obtain an ex-
emption in accordance with Article
85(3), the relevant agreement or
practice must be notified to the Com-
mission, and it is considered legally
invalid and unenforceable unless
and until an exemption is subse--
quently forthcoming.22 Applying for
an exemption can also be a lengthy
process, so that even if an application
is ultimately approved, the result is
likely to be a substantial amount of
legal uncertainty for a protracted in-
terim period.2 3

(2) EEC Commission
In its first major pronouncement

on exclusive licenses, in 1962, the
Commission took the position that an
exclusive patent license was not pro-
hibited by Article 85(1).24

However, it subsequently mod-
ified this approach, and by 1972 had
abandoned it entirely, taking the
view that an exclusive license is in-
herently restrictive of competition
because it limits the licensor's free-
dom to grant additional licenses, and
prevents third parties from gaining
access to the licensed technology
within the exclusive territory.

In certain cases, the Commission
nevertheless continued to hold that
there was no actual violation of Arti-
cle 85(1), where the effect of the res-
triction on competition within the
Common Market was not considered
appreciable.

25

In other cases, it found a violation,
but exempted the agreement, after
territorial restrictions prohibiting
exports to other countries within the
Community were deleted, because
without exlusivity the licensee
might not have been willing to make
the investment necessary to develop
the licensed process and penetrate
new markets.2 6

In AOIP/Beyrard,2 7 the Commis-
sion issued one of its most explicit
statements concerning the require-
ments for exemption of an exclusive

license, and it also touched briefly on
the propriety of related territorial
restrictions on exports:

Under Article 85(3), the prohibi-
tion in Article 85(1) may be de-
clared inapplicable in the case of a
clause in a patent licensing agree-
ment whereby the licensor grants
the licensee the exclusive right to
manufacture certain products
within a specified part of the terri-
tory of the common market. This is
particularly the case when the ex-
clusivity provides a stimulus for
the licensee to penetrate a territo-
rial, or product, market which has
not yet been exploited by the licen-
sor. An exemption can also be
granted in an appropriate case for
a prohibition on exports applicable
to the first sale only and of limited
duration, the object of which is the
mutual protection of the parties or
of other licensees.
The Commission elaborated on

these themes in 1979, in an 'Official
Notice of Proposed Exemption for Pa-
tent Licensing Agreements': 28

... The territorial protection that
arises from exclusive sales rights
and related export bans can only be
allowed if it is requisite for ensur-
ing the expansion of technical
progress. The Commission accepts
that this protection is necessary for
the majority of undertakings as a
determining factor to facilitate de-
cisions on investments relating to
the development and marketing of
new technologies. For undertak-
ings with very high turnovers this
protection would not, on the other
hand, see appropriate, having re-
gard to their extensive financial re-
sources ... Subject to this restric-
tion, territorial protection may be
allowed for the full duration of all
patents extant at the time of the
licensing agreement ... Further,
the protection can be conceded only
for products in which intermediate
trade is possible ... Lastly, the reg-
ulation assumes that the licensee
himself undertakes investment for
the manufacture of the licensed
product ... It therefore does not
apply to mere sales licenses.
Between 1962 and 1979, the Com-

mission therefore completely
changed its original position that ex-
clusive licenses do not restrict com-
petition under Article 85(1), and in-
stead took the contrary view that
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they may only be permitted as an
exemption, under limited circumst-
ances, pursuant to Article 85(3).

(3) European Court of Justice
Throughout this period, there was

no opinion from the European Court
of Justice on the question of exclusive
licenses.

However, the Court did establish
certain general principles, summa-
rized below, which attempted to re-
concile the protection given to in-
dustrial and intellectual property
rights under national law with the
interests of the Common Market, as a
whole, in eliminating internal bar-
riers to trade among Member
States:

29

(a) It distinguished clearly be-
tween the existence of industrial and
intellectual property rights, to be de-
termined by national law, and the
exercise of those rights, which may
be prohibited by Article 85 whenever
it involves an agreement or con-
certed practice which might have the
effect of partitioning the Common
Market;

(b) It also emphasized the import-
ance of encouraging 'parallel im-
ports' (goods initially sold' in one
Member State which are subsequent-
ly offered for resale in another) by
consistently holding that all of the
patent or other similar rights
granted to a single licensor by the
national laws of the various Member
States are exhausted after the first
authorized sale in any Member
State. The result is that any effort by
a licensee in State A to invoke the
law of that State to exclude products
previously sold under license in State
B is invalid under Article 30 as in-
consistent with the principle of free
movement of goods throughout the
Community.

3 0

Finally, in 1982, the Court consi-
dered the question of exclusive
licenses for the first time in L.C.
Nungesser v. EEC Commission,
popularly known as the Maize Seed
decision.

31

In that case, a French public agen-
cy, INRA, developed a new type of
hybrid maize seed, and entered into
an agreement with Eisele by which
he registered breeder's rights in Ger-
many, and obtained the exclusive
right to produce and distribute INRA
maize seed varieties in that country.

INRA also agreed to take

appropriate steps to prevent its
maize seed from being introduced
into Germany except through Eisele,
and importation and re-sale in the
Federal Republic by third parties
was in fact effectively prohibited. 2

The Commission opposed these
arrangements, taking the position,
discussed earlier, that exclusivity is
always a restriction of competition,
so that the validity of Eisele's rights
would depend solely on whether the
conditions for an exemption were ful-
filled. It also determined that an ex-
emption was inappropriate because
the territorial protection afforded
Eisele did not satisfy the require-
ments of Article 85(3).

The plaintiffs, supported by the
Governments of France, Germany,
and the United Kingdom, argued
that the grant of an exclusive license
is an inherent part of the industrial
property right, which therefore can-
not be a violation of Article 85(1), and
that competition within Germany
would be adequately safeguarded by
application of the exhaustion princi-
ple developed by the Court in its prior
decisions.

33

The Government of the United
Kingdom also pointed out that the
Commission's approach might make
owners of industrial property rights
reluctant to grant exclusive licenses,
which could deter investment and
the spread of new technology. 34

In resolving this issue, the Court
made clear that it was addressing the
question of industrial property rights
generally, and not just breeder's
rights. It also noted, however, that it
would be necessary to 'take into con-
sideration ... the specific nature of
the products which form the subject
matter of breeder's rights' in making
its ruling.

3 5

The starting point for the Court's
analysis, and the heart of its opinion,
is the distinction between an 'open
exclusive license' and a license with
'absolute territorial protection'.

According to the Court, an 'open
exclusive license' is where the licen-
sor merely agrees to grant no further
licenses for the same territory, and
not to compete with the licensee
within that territory. In contrast, a
license with 'absolute territorial pro-
tection' contemplates further restric-
tions aimed at eliminating competi-
tion from sales by licensees from
other territories, and from parallel

importers who purchase from those
licensees for re-sale or use within the
exclusive territory.

36

In adopting these definitions, the
Court essentially made the distinc-
tion relied on throughout this article
between a license which is merely
exclusive, on the one hand, and a
license which incorporates addition-
al territorial restrictions on the
other.

With respect to the open exclusive
license granted to Eisele, the Court
categorically rejected the Commis-
sion's formalistic view, and held that
it was not a restriction of competition
within the meaning of Article 85(1).
The parties' agreement was there-
fore valid to the extent it required
INRA 'to refrain from having the re-
levant seeds produced or sold by other
licensees in Germany, and ... to re-
frain from producing or selling the
relevant seeds in Germany (itself).'3"

In explaining its ruling on this
issue, the Court specifically empha-
sized the need to take into account
the underlying circumstances of the
particular case, including INRA's
years of research and experimenta-
tion in developing the hybrid maize
seed, and the novelty of the product
involved, which justified the Govern-
ments' concern about promoting the
spread of new technology.

It also noted that without the pro-
tection afforded by exclusivity,
Eisele might not have been willing to
accept the risk of cultivating and
marketing the product in Germany,
which would have impaired inter-
brand competition between the new
hybrid maize seed and other pre-ex-
isting varieties.

38

However, on the question of abso-
lute territorial protection, the Court
found that the parties' effort to pre-
vent INRA maize seed from being
introduced into Germany by anyone
other than Eisele 'manifestly goes
beyond what is indispensable for the
improvement of production or dis-
tribution or the promotion of technic-
al progress, as is demonstrated in
particular in the present case by the
prohibition ... of any parallel im-
ports of INRA maize seed into Ger-
many, even if those seeds were bred by
INRA itself and marketed in
France.'

3 9

It therefore upheld the Commis-
sion on this point, affirming the de-
nial of an exemption, and clearly re-
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confirming the continued vitality of
its own position against restrictions
which adversely affect parallel im-
ports.

The major practical problem not
fully resolved by the Maize Seed deci-
sion is whether, and under what cir-
cumstances, it may be permissible to
limit direct exports by other licen-
sees into the territory of an exclusive
licensee. The real significance of the
opinion, though, is the way the Court
approached the question of the open
exclusive license under Article 85(1).

By looking closely at all the cir-
cumstances in the case before it, and
focusing explicitly on the procom-
petitive potential of exlusivity, in-
cluding the tendency to promote the
development and spread of new tech-
nology, the Court's analysis is very
similar to recent cases, such as Stu-
diengesellschaft Kohle, which have
considered this issue in the United
States.

Moreover, in emphasizing the im-
portance of encouraging competition
between new technologies and preex-
isting products or processes, the deci-
sion also brings to mind the rationale
of the Supreme Court in Continental
concerning the desirability of foster-
ing inter-brand competition. As one
commentator in Europe recently put
it:

It seems to me that the Court
accepted the evil of the 'small' res-
traint of trade, namely exclusivity,
in order to make comeptitiohpossi-
ble between the new maize seed and
competing products within the
territory of the license; expressed
differently, the enhancement of
competition through the licensing
agreement made the restraint of
trade inherent in the exclusivity
appear justified.4 °

In short, the Court seems to have
fashioned something very much like
a'rule of reason', incorporating signi-
ficant elements of that principle as
developed and applied in the United
States, for evaluating whether an ex-
clusive license restricts competition
within the meaning of Article 85(1).

Following the Maize Seed deci-
sion, the Court again employed this
approach in the Coditel case, holding
that 'a contract whereby the owner of
the copyright in a film grants an ex-
clusive right to exhibit that film for a
specific period in the territory of a
Member State is not, as such, subject

to the prohibitions contained in Arti-
cle 85 of the Treaty.'41 Instead 'it is...
for the national court to ascertain
whether... the manner in which the
exclusive right conferred by that con-
tract is exercised... (has) the object
or effect... to prevent or restrict the
distribution offilms or to distort com-
petition within the cinematographic
market, regard being had to the speci-
fic characteristics of that market.4 2

The Commission has since made
an effort to take these principles into
account in the latest revision of its
proposed group exemption for pa-
tent-licensing agreements, which
cites the Maize Seed opinion, and sets
out the Commission's view of the
scope and effect of that decision as
follows:

Obligations undertaken by the
licensor not to operate in the licensed
territory and not to grant further
licenses there do not fall within the
scope of Article 85(1) where such
obligations are necessary for the in-
troduction and protection of a new
technology in the licensed territory,
in view of the scale of the research
that has been undertaken and of the
risk that is involved in manufactur-
ing and selling a product which is
unfamiliar to consumers in the
licensed territory at the time the
agreement is made. This may also be
the case where the obligations are
necessary'for the puyrpose of intro-
ducing and protecting a new process
for manufacturing a product already
known.43

On the other hand, the Commis-
sion has also issued a decision grant-
ing an exemption, in Rockwell-
Iveco,4 4 which indicates that it may
still view an exclusive license as a
prohibited restriction of competition,
at least when combined with other
restraints and when the technology
involved is largely unpatented. In
that case, which involved the trans-
fer of know-how to a proposed joint
venture for the production and
marketing of rear-drive axles for
trucks, the Commission cited exclu-
sive manufacturing and distribution
licenses as among those restrictions
which violated Article 85(1) because
'Rockwell and Iveco are.., no longer
free to enter into contractual relations
with other prospective licensees in the
territorities concerned.'4 5

It therefore remains to be seen
how this 'rule of reason' may develop,

and whether clear principles will
emerge for distinguishing those spe-
cific practices which do not restrict
competition, within the meaning of
Article 85(1), from those which are
only valid if exempted by the Com-
mission pursuant to Article 85(3). In
particular, it seems unlikely that the
Court will significantly modify its
traditional position against restric-
tions on parallel imports. On the
other hand, as noted previously, the
legality of properly limited territo-
rial restraints on direct exports by
licensees from other territories has
not yet been fully resolved, so there
my be some room for application of a
'rule of reason' in that area as well.

What can be said at this point is
that, like courts in the United States,
the European Court of Justice has
demonstrated a clear sensitivity to
the legitimate commercial factors
and policies underlying exclusive
licenses. In the process, it also
appears to have made it easier and
more attractive for potential licen-
sors and licensees to enter into this
kind of an arrangement by reducing,
at least to some extent, the need to
apply to the Commission for an ex-
emption in every such case.
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