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A. Introduction tional Law Association of Korea and Japanese Waseda
University Global COE Project (Joint JK).

1 During the last years several proposals dealing with
private international law (PIL) and intellectual prop-
erty (IP) have been made public, namely the Princi-
ples by American Law Institute (ALI),! proposal by
the European Max Planck Group on Conflict of Laws
in Intellectual Property (CLIP),? Japanese “Trans-
parency” proposal,’ Principles by Korean Private
International Law Association (KOPILA)* and Joint
Proposal drafted by Members of the Private Interna-

2 The goal of this study is to compare the abovemen-
tioned projects in order to facilitate their merge into
a single international proposal. The current report
focuses on applicable law rules to IP. It consists of
eight chapters covering the most important issues of
applicable law, namely, (1) the main applicable law
rule (lex loci protectionis); (2) initial ownership and (3)
transferability issues; (4) the rules to IP contracts;
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(5) party autonomy in infringement cases; (6) the de
minimis provision; and the rules for (7) ubiquitous
infringements as well (8) secondary infringements.

Each issue is discussed from four aspects. First, the
rules in all proposals are compared by highlighting
their differences. Second, the rationale underlying
the different provisions is outlined. When possi-
ble, it is taken from written comments by the draft-
ers or from individual consultations. In other cases,
the underlying reasons of particular solutions are
searched for in the legal practice of relevant ju-
risdictions. Third, the international legal situation
is overviewed in order to see where the proposals
stand in the context of current legal practice in dif-
ferent countries. Fourth, the main arguments for and
against the suggested rules are summarized, mostly
as they are discussed in legal doctrine or, if no sig-
nificant discussion has been identified, from the per-
spective of the author. More attention is devoted to
the issues on which the proposals differ (e.g. initial
ownership, secondary infringement), whereas some
highly controversial issues are less analyzed if the
proposals suggest similar rules (e.g. ubiquitous in-

fringement rule, transferability issue).

GENERAL RULES

. Main rule

Sec. 301 ALL arts. 3:102, 3:601, 3:701 CLIP; art. 19 Kopila; art.
301 Transparency; art. 301 Joint JK.

All proposals, as a general matter, maintain the ter-
ritorial approach and suggest very similar applicable
law rules to IP disputes. It could be generally called
“lex loci protectionis.” Some exceptions to this ap-
proach and other differences still remain.

Differences

First, although Transparency proposal, similar like
other proposals, follows the territorial approach
in regard to most issues, it suggests a loosened ap-
proach to territoriality with respect to IP infringe-
ment. The latter is subjected to the law of the place
of the results of exploitation (or a “market impact”
rule) (art. 301 Transparency). It deviates from the
strict territorial approach, which stipulates that the
state law governs only the conduct occurring in that
state. Rather, according to the market impact rule,
the law of a particular state A will govern conduct
occurring in state B if that conduct has (real or po-
tential) effects in the state A; and vice versa, the law
of the state B will not be applied to the conduct oc-
curring in its own territory if that conduct does not
have market effects there.
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Further, although all proposals seem to suggest very
similar (if not identical) applicable law rules, their
formulations slightly differ. Some proposals distin-
guish between registered and unregistered rights:
the former is subject to the law of the “state of reg-
istration” whereas the latter is governed by the law
of the “state for which protection is sought™ (sec.
301(1) ALL art. 19 Kopila and art. 301 Joint JK). Dif-
ferently, the CLIP Proposal subjects all IP rights to
the law of the state “for which protection is sought.”
Similarly, Transparency proposal subjects all rights
(at least as far as issues related to a right as such are
concerned) to the same rule; however, it is formu-
lated in a unique way. It refers to the law of the state
“which grants the protection” (art. 305 Transpar-
ency). This is meant to avoid the ambiguity of the
notion “lex loci protectionis” and cover both the lex
loci protectionis and the state of registration rules.”

Different terminology is used for the above described
rules. The CLIP Proposal uses “lex loci protectionis”
when referring to the “law of the country for which
protection is sought.” Joint JK Proposal covers under
“lex loci protectionis” both the country “for which pro-
tection is sought” (as in CLIP) as well as the country
of registration.® The latter two rules are called “ter-
ritoriality” in the ALI Proposal.® Also, although ALI
subjects unregistered rights to the law of the state
“for which protection is sought” (like CLIP), in its
comments ALI group refers to “affected market” as
ausual point of attachment when the law of the pro-
tecting country is applied.”® In this way, the ALI ap-
proach comes closer to the “place of the results of
exploitation” rule as found in the Transparency pro-
posal. It is most likely that these differences in ter-
minology would have no significant effects in prac-
tice. The agreement on the common definition of
such basic concepts as “lex loci protectionis” or “ter-
ritoriality” is, however, important.

Rationale

The reasons for the market impact rule and a loos-
ened approach towards territoriality, as adopted in
the Transparency proposal, can be traced in the Jap-
anese court practice. The Japanese Supreme Court
formulated a strict approach to territoriality in the
BBS case !' and reiterated it in the Card Reader case.?
In the latter case, the defendant situated in Japan
was producing the items covered by the U.S. patent
with the purpose of distributing them in the USA
(the item was not patented in Japan). The court de-
fined territoriality in a strict way: “the principle
of territoriality in relation to patent rights means
that a patent right registered with each country is
to be governed by the laws of the relevant coun-
try with regard to issuance, transfer, validity and
the like thereof and such patent right can come into
force only within the territory of the relevant coun-
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try.” Accordingly, it rejected the application of the
U.S. law in respect of conduct (production) occur-
ring in Japan since no patent was granted in Japan.
The court argued that the application of the U.S. law
would impinge the territoriality principle of IP rights
and would thus violate the public policy of Japan.?
Such a strict territoriality approach, however, was
met controversially by legal scholars. For instance,
some argued that the court had run into confusion
between different concepts of the territoriality prin-
ciple in private international and public law." Keep-
ing this in mind, the drafters of the Transparency
proposal have suggested the market effect rule as
an alternative solution.”

The next question concerns the reasons of propos-
ing two distinctive rules for registered and unregis-
tered rights, namely country of registration for the
former and country for which protection is sought
(or “country of protection”) rule for the latter. In
other words, does the country of registration rule
lead to different results than the country of protec-
tion rule if applied to registered rights? It seems that
in most cases the results will be the same and the
country of registration rule is just a more straight-
forward rewording (or variation) of the country of
protection rule.’* On the other hand, in Japanese le-
gal practice the approach exists that these two rules
in some cases do not coincide. Some scholars suggest
that a “country of protection” may refer to differ-
ent states (e.g. country which grants the protection
or country where right holder raises a claim even if
the laws do not grant the protection, i.e. lex forum).””
Also, according to the Joint JK proposal, it is “as-
sumed” that the country of registration is the same
as the country of protection, however, this presump-
tion can be rebutted.”® In order to avoid the ambig-
uous lex loci protectionis rule and the confusion that
the usage of both lex loci protectionis and country of
registration rule may cause, the Transparency pro-
posal uses the expression “the law of the country
granting the right,” which represents a combina-
tion of the two concepts.?

International context

It is often assumed that territoriality and lex loci pro-
tectionis are accepted in most state legal practice in
a similar (if not the same) scope and, thus, the ana-
lyzed proposals merely reconfirm this. The picture,

however, is more colorful than that.

First of all, it is worth noting that IP law is new in
many jurisdictions worldwide (especially in devel-
oping countries) and, naturally, they often have no
special PIL rules to IP disputes or practice related to
it. Then, most countries which have certain IP tradi-
tions treat IP rights as territorial; however, there are
also a few countries which have adopted a univer-
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sal approach (e.g. Portugal, Romania and Greece).?
Even between countries that adhere to the territo-
rial approach there is no unitary notion of it. Some
countries stick to a traditionally very strict territo-
riality principle which does not allow courts to adju-
dicate disputes over foreign IP rights. Because of this
(and other) reasons courts would adjudicate only dis-
putes over local IP rights and simply apply lex forum
(thus, no applicable law rules are needed).?* Others
have since recognized that the territoriality princi-
ple does not preclude international jurisdiction in at
least disputes over foreign copyrights.?

Countries that allow the adjudication of foreign IP
disputes, often apply lex loci protectionis rule. Some
commentators argue that the lex loci protectionis
rule can be derived from art. 5(2) of the Berne Con-
vention for the Protection of Literary and Artistic
Works (Berne Convention),”> however, no agree-
ment on this issue exists.?* Similarly, there is no
agreement whether lex loci protectionis can be de-
rived from the national treatment provision as im-
plemented in the Paris Convention for the Protec-
tion of Industrial Property (Paris Convention)® or
Agreement on Trade Related Aspects of Intellectual
Property Rights? (TRIPS).” In national jurisdictions
it is rarely implemented as a statutory rule (Switzer-
land?), and in some countries it is established only
through court practice (e.g. Germany?®). It is often
not clearly distinguished from other similar rules
like lex forum (e.g. Austria,*® China,” Taiwan®), Fur-
thermore, the same lex loci protectionis rule (or “coun-
try for which protection is sought”) may be under-
stood differently. In Germany it essentially refers to
the country that grants the protection, whereas in
Japan a broader approach can be identified.*Also, in
some countries “lex loci protectionis” and “territori-
ality” concepts are used interchangeably (U.S., UK),
whereas in others a clear line is drawn, at least on a
dogmatic level (e.g. Germany).* Some states also ap-
ply other rules to IP disputes. For instance, the law of
country of registration is applied for registered in-
dustrial property rights (e.g. Portugal).” Other coun-
tries do not have any special applicable law rules to
IP disputes and thus general tort applicable law rules
(most often - lex loci delicti) apply (e.g. UK, Nether-
lands,” U.S.%). In the U.S., lex loci delicti is often used
interchangeably with lex loci protectionis.®

Regarding the scope of lex loci protectionis, it has been
differing from country to country. In some countries
all issues (putting aside initial ownership and trans-
ferability) have been subject to lex loci protectionis
(Austria,” Belgium,” Germany,* Italy,” Switzer-
land,* South Korea,* China®). In other countries it
covers only proprietary issues (existence, scope, du-
ration, termination, etc.), whereas infringement-re-
lated issues (illegal conduct and remedies) have been
subject to general tort applicable law rules such as
lex loci delicti (e.g. U.S.,"” UK,* France,* Portugal®).
It is argued that, although lex loci protectionis and
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lex loci delicti are different from a doctrinal point of
view, the practical outcome of the two approaches
is mostly the same.* This, however, has proved to be
not true in Japan. Here, according to the established
court practice, injunctions are subject to the law of
the country of protection (or registration), whereas
damages are subject to the tort applicable law rules.*
In the famous Card Reader case this led to the appli-
cation of different laws with respect to injunctions
(U.S.law) and damages (Japanese law).” Finally, it is
important to note that the Rome II Regulation has
harmonized the application of lex loci protectionis at
least for non-contractual (or infringement-related)
issues in the EU, though it remains unclear if it also
covers proprietary aspects.* At the international
level no harmonization has been reached yet and
the scope of the lex loci protectionis remains divergent.

Regarding the market impact rule (as suggested in
the Transparency Proposal), there is no known ju-
risdiction where such rule was explicitly applied as
the main applicable law rule in IP cases. It has been
known, however, in other fields of law. For instance,
a similar “effect theory” was initially applied as a
rule of applicable law in antitrust and unfair compe-
tition law.> Certain variations of the market effect
rule have been already proposed or applied for cer-
tain special IP problems. In copyright law, a similar
de minimis rule was proposed for infringements con-
cerning cross-border satellite broadcasting.* The so
called “targeting” doctrine has been developed for
copyright infringement cases in the U.S. In essence,
it grants U.S. courts a jurisdiction over alleged cop-
yright infringement having a foreign element if the
U.S. audience is the intended target of that conduct.””
Simultaneously, a so-called “market impact” rule
was suggested in the 2001 WIPO Recommendation
for use of trademarks on the Internet.”® It has been
successfully applied in online trademark cases,” and
was also gradually adopted by some European courts
in online copyright cases. In addition, it is interesting
to note that in its initial drafts, ALI also suggested a
market effect rule as a main rule for IP cases. This ap-
proach was later abandoned in favor of a more tradi-
tional territoriality-based approach. Still, when com-
menting on the applicable law rule to unregistered
rights (i.e. “country for which protection is sought”
rule), ALI suggests that “[t]he usual point of attach-
ment for determining infringement of these rights
therefore will be the countries where the right own-
er’s market for the work has been affected.”® Thus,
the market effect rule is not an entirely new one,
though had little acceptance in practice until now.

IV.Discussion

15

3

There is no need here to analyze the relevance of
lex loci protectionis for IP disputes, since apart from
minor differences in wording, all proposals have
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adopted it. Below, two issues on which the agree-
ment is lacking will be shortly discussed: (1) a differ-
ent treatment of registered and unregistered rights
and (2) whether it is reasonable to treat IP infringe-
ment differently from IP right as such (or proprieaty
issues) and subject the former to the market effect

rule (as proposed by the Transparency group).

The distinctive treatment of registered and unreg-
istered rights may have some advantages. It is true
that lex loci protectionis (or the law of the country “for
which protection is sought”) is not an entirely clear
concept, and courts may have difficulties in apply-
ing it especially in those countries where it is new
and there is not much practice in international IP lit-
igation. “Country of registration” is a more straight-
forward notion, so it may bring more legal certainty
at least in disputes over registered rights. However,
this clearer concept can not be applied to unregis-
tered rights (obviously because there is no registra-
tion), and the states would still have to live with the
not entirely clear notion of lex loci protectionis (or find
clearer wording - see below). The other problem of
the differentiated treatment of registered and un-
registered rights is the need for two different rules,
which makes a complicated applicable law system
even more complex. Also, the relationship between
those two rules may remain unclear - is it the same
rule worded differently or are these two different
rules with different content?

An alternative solution could be to find another
wording, e.g. by referring to “the law of the granting
state” as suggested in the Transparency proposal. It
eliminates an unclear concept of lex loci protectionis
and merges both rules under a single concept. This
could lead to more legal certainty. However, it re-
quires abandoning the formulation “for which pro-
tection is sought,” which is already implemented
in some national statutes (e.g. Switzerland, China),
clearly established in some states’ court practice
(e.g. Germany) and widely accepted in doctrine. The
adoption of a new concept on the international level
would require some countries to change their estab-
lished practices, which could be done only if there is
a very strong need. Also, the adoption of a new no-
tion would still maintain the danger of it being in-
terpreted differently in different jurisdictions. Thus,
the clarification of contents of the lex loci protectionis
(e.g. in comments) seems to be a more preferred op-

tion than the overall abandonment of this notion.

The other question is whether it is reasonable to sub-
ject the IP infringement to the market impact rule,
while leaving the IP right as such to be governed
by lex loci protectionis. It is true that the market im-
pact rule could provide a different solution than the
one found in the Card Reader case. Market impact
rule allows the application of the law of the affected
country despite where the conduct that causes those
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effects occurs. In the Card Reader case, this would
have meant the application of U.S. law for the cop-
ies made in Japan, since they are later exported to
the USA and thus affects the U.S. market. One could
argue that in IP cases the place of conduct is irrel-
evant since the object is intangible (different than
in case of real property) and the economic interests
that underlie IP rights are violated where the rele-
vant market is harmed.*

On the other hand, one should keep in mind that the
lex loci protectionis per se does not imply such strict
territoriality as suggested by the Japanese Supreme
court and does not prevent solving the Card Reader
case in some other way. For instance, if the case were
solved under secondary infringement rules as ap-
plied in the USA, UK or Germany, U.S. law would be
applied to the infringement. As a general rule, sec-
ondary infringement is governed by the law that
governs the primary (direct) infringement.®? It is an
acknowledged exception to territoriality principle.®
If the production in Japan with a purpose of expor-
tation to the U.S. were treated as a contributory act
facilitating illegal sale in the U.S., U.S. law could ap-
ply with respect to the production act that occurs in
Japan. This would leave lex loci protectionis intact and
would lead to the similar (if not the same) result that

the suggested market effect rule intends to reach.

What is more important, the market impact rule, as
proposed in the Transparency proposal, does not
merely solve the problem in the Card Reader (and
similar) cases. More than that, it means a signifi-
cant shift away from the territoriality principle and
ultimately, a change of the scope of the protection
of IP rights. Firstly, it requires an extraterritorial
application of a state law. The state A law will gov-
ern foreign conduct that has certain effects on the
market of state A. For sure, such extraterritorial ap-
plication of IP statutes is not entirely new. For in-
starce, certain extraterritorial practices have been
developed by U.S. courts in trademark® and copy-
right cases.® However, these practices have been
criticized by commentators as a unilateral export
of strong U.S. IP policies to other countries.®® As the
opposition against ever-rising IP protection seems
to be growing in academic fields at least in the U.S.
and Europe,” it is doubtful whether such extrater-
ritorial application of laws shall be promoted in PIL

instrument.

Secondly, the market impact rule would mean that
the law of the particular state would not govern the
conduct that occurs in its territory but does not (di-
rectly) affect its market. This would effectively limit
the scope of the protection under IP laws. Such ap-
proach is not entirely new either. For instance, in
several jurisdictions secondary infringements are
not governed by the law of the country where the
secondary conduct occurred but rather by the law
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that governs a primary infringement, i.e. where the
infringing conduct actually affected the market.*®
However, the market impact rule would go further
than that. As a matter of principle, in order to es-
tablish an infringement of e.g. copyright, it must be
proven that conduct (e.g. reproduction) is sufficient
and there is no harm in the market (e.g. through dis-
tribution). However, if the market effect rule is ap-
plied, the mere reproduction in the country is not
sufficient to apply the country’s law if no market
effects are felt there (e.g. if copies are made for ex-
portation purposes and not for a local market). As
another example, in the case of broadcasting, an
emission of signals in the country would not be suf-
ficient to apply the law of that country if no signals
are received by the public of that country.® Whether
such a shift of scope of protection is reasonable is a
question of policy. However, the scope of protection
can be better harmonized through a substantive law

instrument rather than through applicable law rules.

In addition, it is questionable how effective it would
be to subject an infringement issue to the law of a
country other than the one that governs all other is-
sues (i.e. apply dépecage). First, it would make the
determination of law more complicated. Second, the
existence and scope of protection is closely related
to the infringement issue: an infringement can be
found only in the country where the right exists.
Overall, the application of market impact rule to IP
infringements may lead to far reaching - more neg-
ative than positive - consequences than one may

expect.

Initial ownership

Secs. 311-313 ALIL; arts. 3:201, 3:401-3:402 CLIP; art. 305
Transparency, art. 24 Kopila, art. 308 jJoint JK

Differences

The proposals are quite similar when dealing with
the initial ownership to registered rights but adopt
different approaches with respect to the initial own-
ership to unregistered rights.

Registered rights

The initial (single) ownership to registered rights in
all proposals is subject to the territoriality approach.
However, the applicable law rules on initial title, the
same as in the case of a main rule, are worded in
slightly different ways. ALI and Kopila proposals
refer to the “state of registration,”” whereas CLIP
and Joint JK Proposal refer to the “country for which
protection is sought.””* As discussed above, the in-
terrelation of these rules is not entirely clear, and
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although in most cases they may lead to the same
results, the opinion exists that the results will not

coincide in all cases.”

The employment situations in case of registered
rights (especially, employees’ inventions) are dealt
in not entirely the same way either. In such situa-
tions, most proposals suggest subjecting initial own-
ership to the law governing the employment con-
tract (or other pre-existing relationship) (sec. 311(2)
AL art. 3:201(3) CLIP, art. 25(1) Kopila; art. 308(4)
Joint JK). Only the Transparency proposal does not
specifically address this issue and seems to subject it
to the same “granting state” rule (art. 305).” Further-
more, with regards to lex contractus rules,’ all pro-
posals allow parties to choose the applicable law.” In
the absence of choice, however, the suggested solu-
tions vary. Sec. 315 ALI refers to the law with the
closest connection, which is presumed to be the law
of the residence of the transferor or assignor (i.e. em-
ployee); similarly, art. 3:503 CLIP refers to the place
where or from which the employee works unless an-
other place has a closer connection. Differently, art.
25(2) Kopila and art. 307 Joint JK Proposal, in case
the choice of law by parties is absent, refer to the
country where the employer (or assignee/transferee
in Joint JK) has a habitual residence. Thus, whereas
ALI and CLIP seem to favor the employee in these
cases, Kopila and Joint JK proposals seem to be more
advantageous for the employer. The Transparency
proposal meanwhile, by referring to the law of the
granting state, gives a priority to states’ territorial-

ity interests.

The co-ownership situation in case of registered
rights is not specifically addressed in most of the
proposals. The exception is the CLIP Proposal which
suggests co-ownership rules not only to unregistered
rights (as is the case in other proposals) but also to
the registered rights.”

Unregistered rights

The applicable law to initial ownership for unreg-
istered rights is one of the most controversial is-
sues and, not surprisingly, the approaches adopted
in different proposals diverge. Whereas ALI, Kopila
and Joint JK proposals adopt a universal approach,
CLIP and Transparency proposals stick to the terri-

torial approach even for the initial ownership issue.

Before analyzing the particular rules, it is impor-
tant to note that their scopes slightly diverges in
different proposals. In the ALI proposal universal-
ity approach covers only “other unregistered rights”
(mainly copyright), whereas unregistered trademark
and trade dress are subject to special rules (sec. 312).
CLIP does not differentiate between different unreg-
istered rights as a matter of principle but does pro-
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vide a special “work-for-hire” rule only for copyright
cases. Kopila subjects all unregistered rights (pre-
sumably including unregistered design and trade-
mark) to the universality approach. Differently, Joint
JK Proposal subjects only copyright to the universal-
ity approach, and thus the question remains what
law regulates other unregistered rights (e.g. unreg-
istered design). Transparency proposal does not dis-

tinguish between IP rights at all.

In a single initial ownership situation, proposals fol-
lowing the universal approach refer either to the
creator’s residence (sec. 313 ALI) or to the place of
creation (art. 308(2) Joint JK; art. 24(2) Kopila - ha-
bitual residence of the creator, however, will be
taken into account when determining the place of
creation). Proposals that promote territorial ap-
proach to initial ownership refer to lex loci protec-
tionis (art. 3:201(1) CLIP) or granting state law (art.
305 Transparency).

Regarding co-ownership situation, ALI follows uni-
versality approach and suggests three rules in a cas-
cading order - the law assigned by the agreement
between parties,” the law of the state where the ma-
jority of authors reside, and the law with “the closest
connection to the first exploitation” (sec. 313(1)(b)
ALI). Kopila proposal overtakes, in a slightly modi-
fied manner, the first and third rules suggested by
the ALI but omits the majority residence rule (art.
24(3) Kopila), whereas the Joint JK Proposal over-
takes the first and second but omits the third one
(closest connection rule) (art. 308(2) Joint JK). Mean-
while CLIP group tries to find a compromise between
the universal and territorial approaches. Similarly
like in ALI and others, most of the issues related to
the co-ownership relationship are subject to the law
governing the legal relationship between the parties
(such as contract, marriage, succession etc.);”® if no
such relationship exists, the law with the closest con-
nection applies (art. 3:402). The main difference of
the CLIP from all other proposals is that proprietary
issues, such as who can be the owner and transfera-
bility of shares, are subject to lex loci protectionis (art.
3:401). The Transparency proposal does not specifi-
cally address this issue and thus the “granting state”
rule (or lex loci protectionis) applies.

Initial ownership in the case of employment rela-
tionship is subject to lex contractus rule (sec. 313(1)(c)
ALI art. 25(1) Kopila,” and art. 308(3) Joint JK). The
Transparency proposal does not specifically address
this issue and thus seems to apply the same “grant-
ing state” (or lex loci protectionis) rule to this issue as
well.® CLIP generally maintains lex loci protectionis
for employment situations with regards to unregis-
tered rights (differently from registered!). However
it, in addition, suggests a novel and unique “work-
for-hire” rule. In short, it suggests that “[i]f the sit-
uation has a close connection with another State
that has a work made for hire provision (...), effect
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may be given to such rules by constructing the par-
ties’ relationship (...) as involving a transfer or ex-
clusive license of all economic rights in the work”
(art. 3:201(2) CLIP). That is, if the law assigned by
the lex loci protectionis rule grants the initial owner-
ship to the employee but the dispute is closely con-
nected to the country having a work-for-hire tradi-
tion (e.g. the work was created there or at least one
party resides there), it should be deemed that eco-
nomic rights have been transferred to the employer.

For instance, a German director is hired by a U.S.
film production company to direct the creation of a
movie in the USA; no contract between the parties
regarding the transfer of rights is signed. Later, the
movie is exploited inter alia in Germany in the way
that violates economic and moral rights of the di-
rector. The film director sues the production com-
pany in a German court. Under the CLIP rule, Ger-
man law, as law of the country for which protection
is sought, determines the initial ownership; in this
case it would be German law, which grants film di-
rector an initial ownership to the film. However, if
the case is found to be closely connected to the USA
(and U.S. law contains work-for-hire provision), Ger-
man law would be construed in such a way that all
economic rights have been transferred to the pro-
ducer. still, the film director maintains at least moral
rights available under German law, the violation of
which he/she may claim.

In addition, all proposals following the universal ap-
proach suggest an additional “escape” clause: when
the assigned applicable law does not grant any pro-
tection, the law of the state where the rights are first
exploited and recognized is applied (sec. 313(2) ALI,
art. 24(4) Kopila, art. 308(3) Joint JK). Also, ALI con-
tains a supplementary provision concerning the va-
lidity of contractual choice of law in mass-market

agreements (sec. 313(1)(d) ALI).

Rationale

Registered rights

It should first be asked why co-ownership to reg-
istered TP rights (in contrast to copyright) has not
been specifically addressed by most proposals, ex-
cept for CLIP. The groups either intentionally ex-
cluded this issue from their proposals (e.g. as hav-
ing little practical relevance) or found it suitable to
subject it to a main rule governing initial ownership
to registered rights (i.e. country of registration) for
proprietary aspects of a co-ownership situation and
rules on IP transfers in regard to contractual aspects.
Meanwhile CLIP has probably realized the increas-
ing importance of joint research (e.g. in collabora-
tive research agreements, joint ventures) and the
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problems initial ownership may cause when such
research is undertaken and its results are exploited
on a cross-border level. By suggesting a two-layer
rule to co-ownership situations the CLIP group most
likely intended to accommodate dual interests. By
subjecting initial co-ownership and transferability
of shares to lex loci protectionis (3:401), CLIP preserves
the interests of states to regulate these important
issues on territorial basis. Second, by subjecting all
other issues® to a single law of the contract (and if
there is no contract - the law with the closest con-
nection) it intended to serve the legal certainty in-

terests of the parties.

Initial ownership to registered rights in case of em-
ployment or other pre-existing relationship (e.g.
employee inventions) in most proposals (except of
Transparency) is subject to the law governing the
pre-existing employment relationship, as it gives a
uniform answer throughout the world. This helps
employers to market the product and enhances the
value of the registered rights.® According to the CLIP
Group, it is reasonable to subject the initial own-
ership in these cases to the law of the pre-existing
relationship, since the right to claim a registered
right, in particular the right to file an invention at
the patent office, is transferable under the substan-
tive law provisions of many jurisdictions.®* As will
be seen later, the situation is different in case of un-
registered rights (copyright).* Certainly, as ALI also
recognized, a risk exists that employers (and simi-
lar co-contractants) may impose a national law un-
related to the parties or the subject matter of the
rights solely for the purpose of denominating the
employer as the initial owner. However, where par-
ticular states impose employee-protective manda-
tory rules, the court may take these into account by
virtue of mandatory rules exception.” Similarly, the
CLIP proposal explicitly prevents the overriding of
the employee-protective provisions when choosing

the applicable law.*

Differently, the Transparency proposal does not rec-
ognize party autonomy in employment relationships
and even here subjects the initial ownership to the
law of the state granting the right; it seems todisal-
low any agreement on applicable law. The reason
seems to be the respect for national state policies
towards the employer-employee relationship. This
solution might have been influenced by Japanese
court practice. In the Hitachi decision,* Japanese
Supreme Court recognized that initial ownership is
governed by lex loci protectionis. However, in a case
dealing with an employee’s inventions, it allowed
the choice of applicable law between parties with
respect to remuneration claims. It further acknowl-
edged that the law selected by parties (in this case
- Japanese law) regulated remuneration claims for
patents granted not only in Japan but also in other
foreign countries. Japanese academics have firmly
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opposed such an application of the Japanese Pat-
ent Act beyond Japan’s borders. According to them,
a country’s statutory treatment of employee inven-
tions deeply reflects that country’s particular poli-
cies on patent protection and employee-employer
relations.®® Transparency group seems to have fol-
lowed this critical stance and for this reason decided
to maintain lex loci protectionis for all issues related

to the employment relationship.

Unregistered rights

Various arguments have been raised by the groups
for choosing or rejecting the territorial or univer-
sal approach for the initial ownership issue in cases
of unregistered rights. They can be summarized as
follows.

The promoters of universal approach first raise a
legal certainty argument: “To make ownership sub-
ject to the different laws of the different countries
in which the work is exploited may therefore engen-
der uncertainty in the exercise of rights, because it
may not be clear whether the person or entity pur-
porting to license rights in fact had the rights to li-
cense.”®]Joint JK group in addition argues that the in-
itial title is closely connected to the state of origin.”
At the same time, ALI recognizes that a single-law
approach will not create complete certainty so long
as States use a public policy (ordre public) exception
in order to reject the application of the law initially
designating ownership.” Thus, the ALI suggests that
the application of the ordre public rule should be truly
exceptional.”

CLIP group recognizes that lex originis, by designat-
ing a single applicable law, might facilitate the trans-
fer of rights. However, according to them, the rea-
sons for not choosing a single law approach prevail.”
First, as also noted by the AL, courts are not willing
to accept the consequences of the lex originis and ap-
ply their national copyright law as part of the public
policy of the forum.”* Second, there are difficulties in
determining lex originis since the definition provided
in art. 5(4)(a) Berne Convention would not always
lead to a single clear outcome. In addition, subject-
ing industrial rights and copyright under different
choice of law rules regarding ownership raises an-
other problem.” It is further highlighted that ini-
tial ownership in copyright is an essential part of
state policy choice, and it is of practical importance
to allow states to ensure those policies by maintain-
ing the territoriality principle.® Also, although lex
loci protectionis may in theory lead to the applica-
tion of a multitude of applicable laws in multi-state
situations, arguably, the practical problems of this
“mosaic approach* are often exaggerated: employ-
ees explicitly or tacitly grant an exclusive license
for all economic rights in the work to the employer.
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Transparency group suggests similar arguments. In
addition, they note that it would make no sense to
subject initial ownership to a single-law approach
if transferability issue remains governed by lex loci
protectionis.”’

The next question is why ALI has chosen creator’s
residence as a main rule (and for Kopila and Joint JK
proposal - as a facilitating rule) for determining in-
itial ownership for unregistered rights. One of the
alternatives could have been to provide for the well
known country of origin (or lex originis) rule. How-
ever, ALI rejected this possibility because “the defi-
nition of ‘country of origin’ set forth in the Berne
Convention, art. 5(4), presents several alternative
criteria for determining the country of origin of a
work of authorship, thus it identifies too many pos-
sibilities.”® Creator’s residence is more certain and
has a strong link with the creative work.” It is ar-
guable that this connecting factor could promote a
sort of “forum-shopping” for the most creator-pro-
tective law. However, according to the ALL the resi-
dence of the creator, who (as used in the Principles)
is always a natural person and thus has only one res-
idence (see sec. 201(2) ALI), is usually stable, or if it
changes, generally does so without regard to possi-
ble choice-of-law consequences. Furthermore, an al-
ternative “place of creation” rule was not adopted
by the ALI Principles because it might have been en-
tirely fortuitous or unrelated to the work’s subse-
quent commercialization.'® In addition, other con-
necting factors such as lex fori, lex rei sitae, and lex loci
delicti commissii are also regarded as unsuitable. Lex
fori would cause “law shopping” by the right holder
and legal uncertainty for the infringer, whereas lex
rei sitae, in the case of exploitation in multiple states,
would lead to the designation of multiple laws.'

Drafters provide little comment as to why they have
chosen particular connecting factors to the co-own-
ership situation. Party autonomy, with respect to
applicable law to initial ownership in a co-owner-
ship situation, could be seen as one of the exam-
ples where a strict territoriality approach has been
loosened. Party autonomy has been recognized in
most proposals (except for Transparency), though
with certain limitations. In ALI Principles, “[t]he
coauthors’ choice is limited to one of their coun-
tries of residence because these Principles choose
as the fundamental point of attachment for works
of authorship the person of the author.”'? CLIP ex-
cludes such a choice of law with respect to proprie-
tary issues, which because of states’ policy interests,
should be subject to lex loci protectionis.'® When there
is no party choice, most proposals turn to the clos-
est connection rule (except Joint JK Proposal), which
is well known in applicable law to contract but at
the same time does not provide for much legal cer-
tainty or foreseeability.' Most likely because of the
latter reason, before turning to the flexible closest
connection rule, ALI proposal suggests the “major-
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ity’s residence” rule, which may give a better guid-
ance in designating the applicable law. On the other
hand, the ALI three-layer rule (choice by creators,
majority residence and the closest connection) for
the co-ownership situation alone might seem too
complicated. It is likely that because of this reason
the Kopila and Joint JK groups decided to shorten

their respective rules.

The most complicated task appears to have been the
determination of initial ownership to copyright in an
employment relationship. The main reason for this
is due to a different allocation of ownership in case
of employment (or similar) relationship in different
legal traditions: whereas common law countries tra-
ditionally assign it to the employer (on the basis of
work-for-hire or similar doctrine), continental law
countries vest it into the employee.

The ALI suggests applying the law of the contractual
relationship in such situations. This would designate
a single applicable law, which would facilitate the
international exploitation of work. ALI group rec-
ognizes that “[i]f the contract determines the law
applicable to initial ownership, the concern arises
that the dominant party to an author-employment
or commissioned-work contract will choose a na-
tional law designating the dominant party as the in-
itial right holder (...) The creators may not be com-
pletely without recourse, however, because § 323
of the Principles instructs the court to consider ap-
plying the mandatory rules of the forum or of third
countries with points of attachment to the employ-
ment relationship, and some of these rules may re-
quire creator-ownership.”% In short, ALI group, and
supposedly other groups’ proposals following a sim-
ilar approach (Kopila, Joint JK), expect that employ-
ee-protective policies can be preserved on the basis
of a mandatory rules exception.'®

CLIP group apparently was not convinced with the
sufficiency of such a solution. For this reason they
maintained lex loci protectionis as a main rule for de-
termining initial ownership in the case of an employ-
ment relationship. It supposedly better ensures the
possibility for states to pursue their policies in re-
spect of initial ownership. However, the CLIP group
sought to reach a compromise between the two dif-
ferent legal traditions, and for this purpose proposed
a “work-for-hire” rule in 3:201(2) CLIP. Its wording
is partly inspired by art. 2(3) of the Council Directive
91/250/EEC of 14 May 1991 on the Legal Protection of
Computer Programs.'” According to the CLIP group,
“it would be odd in such cases [i.e. those closely con-
nected to the country having a work-for-hire doc-
trine - R.M.] to attribute the economic rights in the
work to the employee since both parties assumed
during the production of the work that the exclusive
rights should be held by the employer.” The “work-
for-hire” provision “may give some guidance for the
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interpretation of the relationship of employer and
employee.”1%

Transparency Proposal instead maintains a strict
territoriality approach in this situation and suggests
applying the law of each granting state without any
exception. It is likely that such a solution was influ-
enced by a controversial Japanese court practice.'”

The “escape” clause was implemented in the pro-
posals that follow the universal approach. There
might be cases that a single selected law does not
extend protection over the subject matter (e.g. in
the case of databases or industrial designs). In such
a case, it would be unreasonable to apply this law to
determine initial ownership. As a connecting fac-
tor for the “escape” clause, ALI proposed (and other
groups followed) the rule of the “first exploitation.”
This criterion derives from the Berne Convention’s
“first publication” rule. Arguably, the place of first
exploitation has the most significant relationship to
the work since “[bly organizing its first distribution
or transmission in that State, the creator or initial
rights owner will, in effect, have chosen that State
as the State of the work’s nationality.”"

International context

Registered rights

As a general matter, law applicable to (single) initial
ownership in the case of registered rights has not re-
ceived much attention in legal practice. It is ordinar-
ily subject to the same rule as a registered right itself,
i.e. lex loci protectionis. There are also no specific rules
on applicable law in co-ownership situations in pat-
ent law (e.g. collaborative research). Under general
international private law rules to IP, proprietary as-
pects are subject to territoriality principle (and most
often - lex loci protectionis), whereas contractual as-
pects are regulated by contract applicable law rules
(most importantly, choice of parties).!* More clear
legal solutions have been developed for employment
situations. In some countries it is subject to the law
governing employment relationship (e.g. Belgium,"?
Taiwan'"®). Some others seem to subject initial own-
ership in such situations to lex loci protectionis (e.g.
China'*). A third group of countries suggest a mixed
approach (e.g. Austria'®). As a fourth option, under
the European Patent Convention the right to the Eu-
ropean patent is governed by the law of the State
where the inventor is principally employed; if this
is impossible to determine, it is subject to the law of
the state in which the employer has his place of busi-
ness to which the employee is attached. 1*¢
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2. Unregistered rights

48 The international situation regarding (single) ini-

tial ownership to unregistered rights is even more
complex. Art. 5(2) of the Berne Convention does not
mention initial ownership at all. Art. 14bis(2)(a) of
the Berne Convention in respect of initial owner-
ship in cinematographic works refers to the law
of the country “where the protection is claimed.”
However, there is no agreement on whether it sets
an applicable law rule."” Although Rome II Regula-
tion harmonizes lex loci protectionis for non-contrac-
tual obligations, according to the majority opinion
it does not extend to the initial ownership.!* Mean-
while, national legal practice is divided between lex
loci protectionis (e.g. Germany,"* Austria,'® Spain,'?'
Belgium,? Japan,'® China,* and South Korea'?) and
lex originis (France,' USA'?). In case of employment
situations, some countries seem to apply lex loci pro-
tectionis (e.g. Germany),' others lex contractus (e.g.,
Japan,'” Taiwan'®), a third group promotes lex orig-
inis (e.g. France™!), whereas some suggest a mixed
approach (e.g. Austria®®?). It is important to add here
that in France moral rights have been recognized
both as internationally mandatory'** and constitut-
ing a part of public policy.”** Thus, even if the crea-
tor was not initially granted moral rights under the
applicable foreign law, the rights would be vested
into him/her in France under the public policy or
mandatory rules doctrine.

IV.Discussion

1. Registered rights

49 The first issue is the need for a rule to determine in-

itial ownership of a registered right in a co-owner-
ship situation. The importance of the co-ownership
issue in international collaborative research projects
shall not be underestimated. The extent of collabo-
rative research is increasing. At the same time, sub-
stantial laws differ on determining when co-owner-
ship exists and how the rights of co-owners shall be
exercised, and there is no clear answer as to what
law governs co-ownership when research is under-
taken in several jurisdictions.’*® Thus the attempt
to address these issues in the CLIP proposal shall be
welcomed. Also, subjecting the relations between
co-owners (such as exercise and enforcement of
rights) to a single applicable law that can be chosen
by parties shall be welcomed. It facilitates the ex-
ploitation of rights and distribution of revenues be-
tween co-owners.

50 One should, however, ask how reasonable it is to

3

keep territoriality principle in such situations. One
may understand the wish to subject initial co-owner-
ship and transferability - issues intrinsically related

npitec
b4

T

272

51

52

Rita Matulionyté

to the IP right as such - to the lex loci protectionis. This
is the rule applied in single-ownership situations
and it intends to preserve state interests to regulate
co-ownership for patent rights in respect of their
territory. On the other hand, one could point to the
problems such differentiated treatment of proprie-
tary and contractual aspects may cause. For instance,
there might be situations that partners to a collab-
orative research choose one law governing the ex-
ploitation of the results of the joint research, how-
ever, one partner is not granted co-proprietorship
under the law of the country where he/she wants
to exploit the results.”® Such a scenario is possible
since a standard to get a co-inventor status may dif-
fer from state to state.”” In order to avoid such trans-
action costs, initial ownership of registered IP rights
in employment relationships is normally subject, in its
entirety, to the law governing the employment re-
lationship. Similarly, in the case of a co-ownership
situation one should consider giving priority to the
parties’ interests for legal certainty needed to ex-
ploit the results of a joint research. For these rea-
sons some authors suggest qualifying all co-owner-
ship issues as contractual and subjecting them to a
law chosen by parties.*®

Most proposals subject initial ownership in case of
employees’ inventions to the law governing employ-
ment contract. Only Transparency proposal does not
contain any specific rule and seems to subject such
situations to the law of each granting state. Whereas
the rationale of the former solution is clear (legal
certainty in case of international exploitation), the
rationale of the latter solution is dubious. Subject-
ing initial ownership in employment situations to
the territorial approach leads to uncertainty. Both
parties cannot know in which countries which party
(employer or employee) owns the initial right. This
further complicates the question of in which coun-
tries does the employer have to acquire the right
and for which territories does it have to pay remu-
neration. Further, the problem of the Hitachi case,'*
which is likely to have been a reason for this differ-
ent solution in the Transparency proposal, could be
solved in a more proportionate way than subjecting
it to lex loci protectionis. For instance, courts could
apply the same lex contractus rule, but in a limited
manner - lex contractus may decide who is the ini-
tial owner worldwide, however, the national remu-
neration provision may have only territorial effects.

Unregistered rights

Extensive studies have been written analyzing ad-
vantages and disadvantages of territorial and uni-
versal approaches to the initial ownership issue'®
and this question has been intensively discussed by
the members of each project. Below only the main
arguments can be outlined.™!
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The first question is what are the main advantages
and disadvantages of the territorial and universal
approaches and the respective rules proposed by
different groups, namely, lex loci protectionis and
creator’s residence rule in cases of initial (single)
ownership,'* i.e. where there is one creator.

As an initial option, the territorial approach, and a
corresponding lex loci protectionis rule, is advanta-
geous in several respects. First, it is consistent with
a general territorial approach to copyright disputes
adopted in all Proposals. Thus, the law that deter-
mines all proprietary and infringement-related is-
sues will also determine the initial ownership. Sec-
ond, it is normally easy to identify the law of the
protecting country as it would most often coincide
with the place of infringement. Third, some com-
mentators derive it from the Berne Convention:
even if there is no clear agreement whether it is im-
plied by the national treatment provision found in
art. 5(2), art. 14bis(2)(a) rather unambiguously sub-
jects initial ownership in cinematographic works
to the law of the country “where the protection is
claimed.”™® Fourth, the territorial approach would
allow states to maintain their national policies in
respect of initial ownership issue. This is of special
importance, since this issue is up to now addressed
rather differently in different legal traditions.

At the same time one could list the main contra ar-
guments. Most importantly, lex loci protectionis would
arguably lead to the need to determine initial own-
ership under multiple laws, which may lead to the
situation where the person owns rights in one coun-
try but not in another. This becomes of special rele-
vance when works are used in such a ubiquitous me-
dia like the Internet. On the other hand, in practice
this problem in single initial ownership cases is likely
to be minor, since the substantive laws on this issue
barely differ: in single initial ownership cases the in-
itial owner will normally be a creator. Secondly, it
is highly doubtful if the Berne Convention implies
any applicable law rule on initial ownership. Art.
5(2) does not mention initial ownership at all. Art.
14bis(2)(a) is also interpreted differently and is of lit-
tle practical relevance: it is barely ever mentioned in
court decisions dealing with the issue and has been
denied in judgments where lex originis was applied
in respect of the initial ownership issue.’** Thirdly,
the states’ interest argument is of little relevance in
case of single initial ownership cases since it is nor-
mally attributed to the creator.

The other, universality approach, as represented by
the creator’s residence rule here, also has numerous
advantages and disadvantages. The main, if not the
single most significant advantage of it would be the
legal certainty it is supposed to create: it would indi-
cate a single applicable law that would determine the
initial ownership worldwide. On the other hand, one
of the main problems is determining a proper con-
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necting factor. It is true that the creator’s residence
rule has several advantages over other potential con-
necting factors. It is a more stable connecting factor
than the place of creation;*s it cannot be manipu-
lated by the right holder as easily as the lex fori rule;
by referring to the “creator” and thereby avoiding
the concept “author,” the ambiguous nature of the
later term has been avoided.'*¢ ALI principles have
also tried to deal with other problems relating to this
connecting factor. For instance, there is no interna-
tional, regional or, in some cases, national uniform
definition of “residence” for the purposes of inter-
national private law;"*’ furthermore, the creator may
have been changing his/her residences or had sev-
eral residences.'* Thus, the Principles define the cre-
ator’s residence “at the time the subject matter was
created;” they also suggest certain guidelines when
defining the creator’s residence.'® Also, in case the
law of a creator’s residence does not grant protection
over the subject matter, an escape clause that refers
to the place of first exploitation may be applied.'®
This rule has often been discussed in doctrine as one
of the most suitable alternatives for initial owner-
ship.’s! On the other hand, it remains unclear what
law would be applied when a work is first transmit-
ted over the Internet, when it is first exploited si-
multaneously in several countries, or when the work
has not been exploited at all. In addition, some ar-
gue that the creator may manipulate the point of at-
tachment by moving to a country with advantageous
rules on initial ownership. However, as ALI rightly
argues, the more favorable initial ownership rules
are unlikely to influence the decision of the creator
when choosing a place of domicile.

The co-ownership situation is more complicated.
States have different regulations regarding who is
the co-owner of collaborative works and how the
co-ownership could be exercised.’? This reflects
the differing policies of the states. At the same
time diverging substantive laws lead to legal un-
certainty when exploiting and enforcing the rights
internationally.

As a first option, the territorial approach, as adopted
for the co-ownership situation by the CLIP and
Transparency proposals, obviously serves the states’
territoriality interests. However, it raises some le-
gal certainty concerns. The CLIP proposal subjects
the initial co-ownership and transferability of shares
(Transparency proposal - all issues) to the lex loci pro-
tectionis rule; thus, they will be determined in each
protecting country independently. On the other
hand, it is questionable if the issue on who is entitled
to co-ownership is that problematic and important
(as, in comparison, initial ownership in employment
relationship where parties have normally unequal
bargaining powers). Even if national laws provide to
a certain extent different rules on co-ownership, it
is questionable whether the differences are of such
a significance that they should be preserved on the
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costs of (both initial and subsequent) right holders
and users who have to identify the co-owners in each
country separately. To facilitate this situation, CLIP
suggests a second part of the rule (no comparable
one is available in the Transparency proposal). Un-
der the CLIP Proposal, most of the other issues (li-
censing, enforcement, etc.) are subject to a single
law governing parties’ relationship (contract, mar-
riage, succession, etc.). However, as all the issues
(initial co-ownership, transferability, licensing, en-
forcement, etc.) are intrinsically related, it is ques-
tionable whether the application of different rules
will increase legal certainty or, in the opposite, will
lead to more confusing or even conflicting results.'*

As another option, the single-law approach adopted
for the co-ownership situation in the ALI, Kopila and
Joint JK proposals also has its strengths and weak-
nesses. As a main advantage, a single applicable law
would make the exploitation and enforcement of
the work easier both for initial and subsequent right
holders as well as users. One problem, however, is
trying to find clear and sufficient connecting fac-
tors. The combination of party autonomy and the
closest connection rules (as proposed by ALI and Ko-
pila) is a combination that has been broadly accepted
in applicable law to contracts.!* Party autonomy al-
lows the parties to choose the law most suitable for
them!s> whereas the closest connection rule provides
flexibility to determine the relevant law in case the
choice of parties is absent.

The problem with the latter rule is a lack of legal
predictability. ALI addressed this problem by pro-
posing to apply the law of majority residence first.
Only if there is no majority residence shall the first
place of exploitation be taken into account when de-
termining the law with the closest connection. On
the other hand, one may argue that the combination
of these four connecting factors just for a co-own-
ership situation might seem to be too complex of a
solution that diminishes rather than increases the
level of legal certainty. Here, a “shortened” version
of the ALI rule as suggested by the Kopila and Joint
JK proposals could be considered. The second prob-
lem of a single-law approach is a lack of protection
of states’ policies. This might especially be seen in
cases related to cinematographic works, where dif-
ferent states grant initial ownership to different per-
sons participating in the production.'*® For example,
a film is created in country A and an international
group of contributors (director, screenplay writer,
composer, dancer, etc.) decide to apply A country’s
law to their relationship. Country A’s law vests initial
ownership only into the director of the film. Thus,
all other contributors appear to have no rights in the
film worldwide, even if they were granted a co-own-
ership in their national jurisdictions. As a result, it
remains a difficult task to choose what interests shall
prevail - those of legal certainty or the protection
of local policies.
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The situation in regard to the initial ownership in an
employment (or comparable) relationship is similar
to the co-ownership cases, only even more compli-
cated. The continental and common law traditions
differ radically on this issue on a substantive law
level. The former countries, as a general rule, vest
initial ownership to the employee (creator), whereas
the latter vest it to the employer (production com-
pany) on the basis of a “work-for-hire” (or similar)
doctrine.'” Whereas the former intends to protect
the interests of private creators, the latter seeks to
facilitate the exploitation of the work by a single per-
son - the employer. The analyzed proposals try to
balance these interests on the applicable law level
but all in different ways.

The lex loci protectionis, as adopted in the CLIP and
Transparency proposals, do help countries preserve
the application of their policies at least with respect
to exploitation acts occurring in their territory. The
main problem though, again, is the legal uncertainty
that the application of multiple laws will cause be-
cause there are likely to be different initial owners
of the same work in different countries. It is possible
that the problem is mitigated in practice since em-
ployers and employees normally sign rights-transfer
contracts.'® Still, since some rights cannot be trans-
ferred in some countries (e.g. moral rights, some re-
muneration rights), the employee will retain them
in respect of some, though not all countries. Also, all
rights may remain with the employee if no special
contract on the transfer of rights has been signed.*®

The CLIP Group recognized that in some situations
such an approach would be unreasonable and thus
suggested the above described “work-for-hire” rule.
However, it is questionable if it will provide suffi-
cient legal certainty. First, its application is subject
to three cumulative conditions: there should be a
contractual relationship between the parties; an-
other country should have a close connection; and
that country should have a work-for-hire or similar
provision. Second, each of the requirements is not
sufficiently defined. For instance, it is not clear what
contractual relationships are included; the “close
connection” requirement is flexible and the results
of its application cannot always be foreseen. Third,
since the rule is formulated as a substantive law rule,
its suitability as an international private law instru-
ment may be disputed. Fourth, it enables the em-
ployer to acquire only economic rights, whereas the
employee maintains the moral rights. Employees (or
their heirs) may exercise these moral rights in or-
der to block new uses, for example.'® It is also un-
clear what is meant by economic rights - will remu-
neration rights (rental, lending or resale) or future
rights also be deemed transferred to the employer?
In addition, the courts “may” rather than “shall” ap-
ply this rule. Finally, the geographical scope of this
provision is limited - if the case is brought under e.g.
German law, the employer may “acquire” the eco-
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nomic rights only in Germany, whereas legal uncer-
tainty will remain with regards to the exploitation
in other countries.

In contrast, the lex contractus rule as suggested in the
ALI Kopila and Joint JK proposals leads to a single
applicable law for initial ownership in the employ-
ment relationship.'* Also, the law applicable to the
employment contract is rather easy to identify un-
der the general applicable law rules. These rules, as
have been seen above, are substantially similar in the
EU and the USA and they meet the expectations of
both parties.**2 Also, the employment contract nor-
mally covers several issues related to intellectual
property. If the issues were subjected to different
laws, this might lead to conflicting results'®.Thus,
the lex contractus rule is likely to ensure legal cer-
tainty more efficiently than the lex loci protectionis
rule (even if combined with the “work for hire” rule
as suggested in the CLIP Proposal).

On the other hand, similar to the co-ownership sit-
uation, the protection of the states’ (or more specif-
ically - creator-protective states’) interests is rela-
tively weak under the lex contractus rule. It is often
argued that a single law approach favors employ-
ers’ exploitation interests at the cost of creators’ in-
terests.' If the law containing work-for-hire doc-
trine is applied to the relationship, the employer
retains all rights, whereas the employee loses all po-
tential rights worldwide. Furthermore, the lex con-
tractus rule contains a danger that the employer, as
a stronger party, will choose the law favorable to

him/her.

Regarding the latter problem, however, some legal
systems implement employee-protective provisions
when choosing the employee contract law.'® With
regards to the first problem (lack of protection for
creator), one could however point that whereas the
lex contractus rule might deprive a creator from any
rights in some cases, it may also initially vest the cre-
ator with worldwide rights if the law contains au-
thor-protective provisions. Furthermore, according
to ALI commentators, author-protective provisions
could be enforced under the mandatory rules excep-
tion.'® The latter proposal is, however, not without
a problem. First, what should be treated as “manda-
tory rules” is a controversial issue.'” The ALI Prin-
ciples seem to provide a rather broad concept of the
term (including creator-protective provisions with
regard to an employment relationship),'* however,
this shall be determined under each state’s national
laws. Second, even if courts may be allowed to apply
foreign mandatory rules, it is very doubtful if a court
would do that without a very strong reason.'® Third,
some commentators argue that if the mandatory rule
exception is to be applied in each case where the in-
itial ownership issue is at stake, the exceptional na-
ture of this rule will be lost.’” On the other hand,
one should keep in mind that the given problem -
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determining applicable law for initial ownership in
an employment relationship in a dispute related to
both creator-protective and work-for-hire systems
- is very rare in practice.

In conclusion, in regard to employment situations,
the lex contractus rule seems to ensure more legal
certainty than lex loci protectionis (even in combina-
tion with a special “work-for-hire” rule). However,
the former does not satisfactorily address the inter-
ests of author-protective countries. Additional solu-

tions might need to be discussed.

CONTRACTS

Transferability

Sec. 314 AL art. 3:301 CLIP, art. 305 Transparency, art. 19
Kopila, art. 309(1) Joint JK

Differences

Transferability of IP rights is one of the issues that is
rather unitarily regulated in all proposals. The pro-
posals subject transferability to the territorial ap-
proach. It is true that the wording of the applicable
law rules slightly differ'”* but the underlying rule and
the expected results seem to be the same. Similarly,
the scope of the rule is also worded in a slightly dif-
ferent manner'’? but the intended scope seems to

be the same.

The only significant difference is an interesting
exception proposed in the Joint JK Proposal: “The
transferability of copyrights may be governed by
the same law which is designated by the provision
of paragraph (2) of the preceding Article if the par-
ties’ agreement under Article 302 is available” (art.
309(2) Joint JK). On the one hand, according to the
first part of the provision, it allows (but not requires)
subjecting the transferability issue to the same law
that governs initial ownership (the latter is subject
to the single-law approach in the Joint JK Proposal).
On the other hand, according to the second part,
this is possible only if parties have agreed on this.
At the same time, the agreement is subject to art.
302, which restricts the effects of agreements inter
partes. It is questionable how this exception would
function in practice.

Rationale

The main reason for choosing lex loci protectionis
seems to be various restrictions on the transfera-
bility of the copyright or of particular claims in the
continental law systems (e.g. non-transferability of
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moral rights, non-transferable remuneration claims
for rental right, etc.).””” In addition, ALI group ex-
plains that the provision “reflects the widely ac-
cepted principle that the law applicable to the al-
ienability of intellectual property rights is that of
the law governing the existence, content, scope, and
remedies for the violation of those rights. This is a
subset of the broader choice-of-law regime for trans-
ferability of moveable property.”**

71 Joint JK group however, has acknowledged that the
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IV.
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application of lex loci protectionis to transferability
issues may hamper the international exploitation
of rights. There might be no use of a single-law ap-
proach to initial ownership if the transferability is-
sue has still to be decided on a state-to-state basis.
Thus, art. 309(2) Joint JK intended to facilitate the
transfer of copyright. The group explains that lex loci
protectionis is reasonable when deciding transfera-
bility to industrial rights. However, “copyrights are
less connected to the state of protection than regis-
tered intellectual property such as industrial prop-
erties, because registration is not a condition of the
right under the non-formality principle of the Berne
Convention. Thus, the transferability as well as ini-
tial ownership of a copyright should be sufficiently
flexible considering the parties’ choices.”” On the
other hand, the group was probably aware that lex
loci protectionis is accepted for transferability issues
both in Japanese and international legal practice.
Most likley because of this they formulated the pro-
vision as non-mandatory (“may”).

International context

Lex loci protectionis has been an accepted rule for the
transferability issue in reported national practice
(e.g. France,”® UK,"7 Germany,”® Austria,””” Bel-
gium,'™ USA™!). No country has been identified
where transferability issues were subject to a sing-
le-law approach.

Discussion

There are good arguments for the application of
lex loci protectionis in respect of transferability. Nu-
merous states have restrictions on transferability of
copyrights.'®? Subjecting transferability to lex orig-
inis would mean that states are not anymore able
to determine the scope of transferability in respect
of transfers of national rights. One may argue that,
even if lex originis were applied, states could enforce
their policies on the basis of mandatory rules or pub-
lic policy exceptions'®. However, courts would nor-
mally take into account only the mandatory rules of
the forum. Meanwhile lex loci protectionis allows en-
forcing the author-protective rules not only when
claims are brought before the courts of the state
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whose laws contain such rules but also in disputes
arising before the courts of another state (e.g. when
a court is asked to enforce foreign copyright). Also,
the price of applying public policy and internation-
ally mandatory rules is a disturbance of the interna-
tional harmony of decisions and an inherent danger
for forum shopping.'**

On the other hand, one could understand the prob-
lems that Joint JK Proposal seeks to address. First,
the application of lex loci protectionis to transferabil-
ity would hamper cross-border licensing, which is in
particular problematic when licensing copyright on
an international scale (e.g. Internet). Second, the in-
itial ownership and transferability issues are closely
connected and it is logical to subject them to the
same rule.’® Also, if initial ownership is subject to
the universal approach and transferability issue to
the territorial approach, the latter will eventually
make all the advantages of the former ineffective
in practice.'®

Contracts

Sec. 315-316 ALL arts. 3:501-3:507 CLIP; arts. 306-307 Trans-
parency; art. 23 Kopila; art. 307 Joint JK

Differences

First of all, all proposals allow parties to choose the
applicable law (party autonomy principle). CLIP
elaborates on party autonomy more than other pro-
posals.’®” ALI Principles in addition suggest rules to
protect a weaker party in standard agreements (sec.
315(3)(a) ALI).

If the agreement between parties is absent, all pro-
posals, as a matter of principle, refer to the country
with the closest connection. The law with the clos-
est connection is however determined in a different
way. ALI establishes a presumption of the transfer-
or’s or licensor’s residence (sec. 315(2) ALI), which
assumingly can be rebutted in case another country
has the closest connection to the contract. Trans-
parency proposal establishes two rules, namely, the
lex loci protectionis for single-country contracts and
transferor’s or licensor’s habitual residence rule
for multi-state contracts; in addition, the “escape”
clause allows for applying the law with the closer
connection.'®® CLIP suggests a two-step rule.'*’ First,
it requests the court to analyze a list of factors in or-
der to determine the law with which country - ha-
bitual residence of assignor/transferor or that of the
assignee/transferee - the contract has the closest
connection (art. 3:502(2)). Second, if no clear answer
is found, CLIP proposes two (rebuttable) presump-
tions similar to the ones found in the Transparency
proposal, namely, lex loci protectionis for single-coun-
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try contracts and assignor’s/transferor’s residence
rule for multi-state contracts. In contrast, the Kopila
and Joint JK proposals presume that the assignee’s
or transferee’s country of residence has the closest
connection;* in addition, the Joint JK Proposal sub-
jects the latter rule to the list of factors that resem-
bles the one suggested by the CLIP group.®®*

Further, CLIP contains a special provision on em-
ployment relationship (art. 3:503). The relationship
of employers and employees, in particular the right
of the employer to claim the IP right and the corre-
sponding right of the employee to claim for addi-
tional remuneration, are governed by the law cho-
sen by parties, subject to the protection afforded
the employee by the state where he habitually car-
ries out his work. In the absence of choice, the law
of the state where he habitually carries out his work
applies. Other proposals contain only provisions on
applicable law to initial ownership in case of em-
ployment relationship but do not provide for spe-
cial provisions governing other issues related to it
(such as a right to claim a registered right or a right
to remuneration).'

Rationale

The main difference between the proposals is the
presumptions they suggest in case of an absence of
choice by the parties. ALI explains its choice of as-
signor’s or transferor’s residence as follows: “The
reasons for that designation are twofold: 1. The in-
tangible subject matter of the transfer or license has
been developed by the transferor or licensor in its
factories, workshops, or studios. It is aimed at work-
ing or being used in a given technical or social en-
vironment. Therefore, disputes relating to the con-
tract under which ownership or use of the intangible
asset is transferred or authorized are best adjudi-
cated taking into account the law of that State. It is
more closely connected to the creation of, as well as
to guarantees and warranties pertaining to, this as-
set than the law of any other State. 2. The licensor’s
residence will often correspond to the place of ‘char-
acteristic performance’ under European conflicts
principles (...) For example, a copyright licensing
agreement is an agreement under which the main
promise is the undertaking by the licensor to allow
the licensee to use or copy the work. Thus, with re-
spect to intellectual property contracts, the charac-
teristic performer is the transferor or licensor. The
licensor’s residence also usually corresponds to the
place where the intellectual property assets were
developed and thus may have been instrumental in
encouraging production of the work.”***

The CLIP group, when drafting the rules on applica-
ble law to IP contracts, used the Rome I Regulation
as a model. However, the group has noted that the
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characteristic performance rule provided in art. 4(2)
Rome [ Regulation is not helpful in complex IP trans-
fer cases.!* For this reason, art. 3:502(2) provides a
flexible rule instead that includes a set of factors,
which should help to determine the state with which
the contract is most closely connected. Only if these
factors do not lead to a clear decision on applicable
law does the CLIP proposal suggest two fall-back pre-
sumptions. This approach arguably follows the prev-
alent opinion among European scholars who plead
for a differentiated model. According to that model,
some contracts are most closely connected to the
residence state of the transferor or licensor, whereas
others have closer links to the residence state of the
transferee or licensee or to the state for which the
IP right is transferred or licensed.'*® In addition, the
drafters of the Joint JK mention that developed and
developing countries have entirely different an-
swers to the question of what is the characteristic
performance in IP contracts.® Namely, the devel-
oped countries (where most IP assets are created
and thus where the transferor or assignor normally
resides) prefer designating the state of the transfer-
or’s or assignor’s habitual residence, whereas the de-
veloping countries (for which territories the rights
are normally assigned) prefer the opposite assign-
ee’s or transferee’s rule. This could have been one
of the reasons why the Asian proposals have chosen
the latter approach.

The CLIP group found it important to address the
issue of applicable law for employment relation-
ships. In their opinion, the obligations between the
employer and employee (e.g. a right to claim a reg-
istered right and a right to remuneration) need a
separate treatment from the initial ownership or
transferability issue. They are normally regarded as
contractual matters.'” Thus, CLIP decided to follow
art. 8 of Rome I Regulation here, which is partly in
line with Art. 60(1) sentence 2 of the European Patent
Convention (EPC) but allows for party autonomy.'*®

International context

Contractual aspects of IP transfer contracts are sub-
ject in most jurisdictions to general applicable law
rules to contracts (e.g. U.S.,”* UK,” France®'). As a
main rule, they all provide for party autonomy. Re-
garding applicable law in the absence of choice, the
1980 Rome Convention on the law applicable to con-
tractual obligations used to designate the law of the
country where the party which is due to accomplish
a characteristic performance to the contract has a
habitual residence (“characteristic performance”
rule).”? As a general matter, this provision used to
be applied to IP contracts as well. However, because
of different types of IP contracts, its application has
not been unitary: in some cases the courts would re-
fer to the habitual residence of the assignor or trans-
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feror, in others, to the habitual residence of the as-
signee or transferee. In order to solve this problem,
the Rome I Regulation draft provided the residence
of transferor or licensor as a main rule.”* However,
in the final version it was abandoned because ex-
perts submitted that the proposed rule would not
be suitable for many contracts having as their main
object the transfer or license of an IP right.”* It has
been argued by the majority of commentators that
in complex contracts it is not clear which party’s
performance is characteristic, and in some cases the
contract has a closer connection to a country other
than where the party affecting a characteristic per-
formance resides.” As a result, under Rome I Regu-
lation, IP transfer contracts might be subject to sev-
eral rules. If the transfer is part of a more complex
agreement listed in art. 4(1) Rome I (like distribution
or franchise), it will be subject to the law governing
that agreement. If the agreement does not fall un-
der any of the enumerated categories, it is subject to
the characteristic performance rule found in art. 4(2)
Rome I Regulation. Courts may deviate from this rule
when the contract is “manifestly more closely con-
nected” to another state (“escape clause”, art. 4(3)
Rome I). Finally, if it is impossible to determine the
applicable law under the above mentioned rules, the
closest connection rule applies (art. 4(4) Rome I).2%

National law diverges on the issue. In Switzerland,
IP contracts are subject to the law of the grantor’s
habitual residence.”” Formerly, Austrian law used to
point to lex loci protectionis when there was only one
country of protection, and to the law of the assign-
ee’s or transferee’s habitual residence in case of mul-
ti-state contracts.?®® In Germany, no specific statu-
tory rules exist. However, Disseldorf district court
in the “Virusinaktiviertes Blutplasma” case explicitly
held that the applicable law to patent license con-
tracts must be determined on a case by case basis.2”
The German Federal Supreme Court has held in rela-
tion to book and music publishing contracts that the
law of the publisher’s habitual residence applies.?®
In China IP contracts are subject to the general rules
on applicable law to contracts.?'! Namely, the rule on
characteristic performance applies unless another
law has the closest connection with the contract.??

IV.Discussion
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The law applicable in the absence of an agreement
on applicable law has been extensively discussed at
least in European doctrine. The main arguments for
and against each of the proposed rules are shortly
outlined below.

To start with, the licensor’s (assignor’s or transfer-
or’s) habitual residence seems to have the strongest
support in the doctrine as the main applicable law
for IP contracts. First, in “simple” IP contracts (e.g.
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when licensee’s only duty is to pay a fixed amount),
it is the licensor who affects a characteristic per-
formance.?® Second, it would normally refer to the
country where the IP (invention, industrial design,
etc.) was created, where the IP assets were first mar-
keted and to which environment the debtor’s whole
organization has been geared.?"* Third, the existence
of the whole contract depends on the existence of
the exclusive right. Fourth, it would lead to the ap-
plication of a single law to the entire international
contract (differently from lex loci protectionis). Fifth,
from a policy perspective, making the licensor’s law
applicable is arguably a very promising tool to instill
confidence in small and medium enterprises that
might otherwise reject any thought of sharing their
IP assets with companies in different countries.?"®
Sixth, in case of agreements on author rights, this
criterion has an advantage since it refers to the ha-
bitual residence of the author, who is considered a
weaker party.?¢ Finally, it arguably brings legal cer-
tainty and predictability; when it is not suitable, an
escape clause can be applied.?”

To mention the main contra-arguments, it is claimed
that in some complex contracts, the closest connec-
tion might be with the licensee’s place of residence
rather than licensor’s (e.g. in production and distri-
bution agreements licensee can undertake impor-
tant additional obligations). Also, the licensor’s ha-
bitual residence can have little connection with the
place of invention (e.g. when an inventing company
establishes a daughter company in some other coun-
try for the purpose of licensing its rights;*® or when
a licensor is not an inventor but e.g. the exclusive
licensee residing in a different country).?> Moreo-
ver, the transferor’s residence rule may lead to un-
fair results since it strengthens the dominant posi-
tion of technology providers in contracts relating to
industrial property rights.?” Thus, some commenta-
tors have suggested applying this criterion only in
certain situations (e.g. only if the license is granted
for several countries or only if the license is neither
exclusive nor if there is an obligation to exploit the
right.)?

Licensee’s habitual residence, as a second alterna-
tive, similarly has certain advantages and disadvan-
tages. In short, licensee’s habitual residence will ar-
guably have the closest connection in e.g. complex
contracts where licensee is investing capital and
manpower in the exploitation of the industrial prop-
erty right, while licensor only receives royalties or
other payments under the contract.? Furthermore,
one may argue that the contract has the strongest
connection with the country where the rights are
exploited, which is normally the place where the li-
censee resides. However, these arguments could be
challenged by arguments listed above. For instance,
differently from complex contracts, simple contracts
may set numerous duties to the licensor where li-
censee has only a duty to pay remuneration (and
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thus licensor’s residence seems to be more suitable
here). Further, the second argument fails if the licen-
see exploits the right in a country other than its ha-
bitual residence.?”® Thus, similar to the transferor’s
residence rule, some commentators have suggested
this criterion should be applied only to certain situ-
ations (e.g. if the licensee has a duty of exploitation
or if an exclusive license is granted).?*

In regard to the lex loci protectionis rule, as a third op-
tion, commentators argue that it is similar to the lex
rei sitae rule that is applied for contracts related to
immovable property. Further, the IP right is limited
to a particular country. In most cases the primary ex-
ploitation acts will take place in the country of pro-
tection. Also, as proprietary aspects are in any case
governed by lex loci protectionis, subjecting contrac-
tual aspects to the same rule will lead to the appli-
cation of a single law.?* To mention the main con-
tra-arguments, it is suggested that if a single license
grants exploitation rights in several countries, mul-
tiple laws would apply to the same contractual re-
lationship. Furthermore, when both a licensor and
a licensee have a seat in the same country different
from the country of protection, the former country
seems to have a closer connection to the contract.
Also, different treatment of single-country and mul-
tiple-country contracts might seem unjustifiable and
it would be rather unreasonable to change applicable
law when a single-country license is amended into a
multiple-country license.? Lex loci protectionis would
also lead to different treatment of a patent license
on the one hand and a know-how license contract on
the other hand; this would cause problems in prac-
tice since contracts often contain licensing of both.2”

The last option to be mentioned here is a flexible ap-
proach which allows courts to determine the law
with the closest connection on case-by-case basis
(CLIP). It takes into account that none of the above
discussed or other connecting factors suits all situ-
ations, instead, each of them might be relevant for
certain cases. At the same time, the CLIP propos-
als’ drafters have realized that such a flexible rule
would not lead to a clear answer in many cases and
may thus compromise legal certainty and predicta-
bility.?” For this reason a “fall back” rule comprised
of two presumptions (lex loci protectionis and assign-
or’s/transferor’s habitual residence) has been added.
In this way the compromise between flexibility and
foreseeability has been reached. On the other hand,
this was achieved at the cost of simplicity - the rule
turned to be rather long and complicated.

Security rights

Sec. 317 ALI arts. 3:801-3:803 CLIP, art. 308 Transparency,
art. 32 Kopila
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Differences

The law applicable to IP security rights is regulated
rather differently across the proposals. ALI and CLIP
distinguish between proprietary aspects of IP rights
and contractual aspects of contracts creating secu-
rity interests. The first ones are subject to the law
of protecting country. The latter ones are not regu-
lated by ALI whereas CLIP subjects them to a sepa-
rate set of rules (the choice of law by parties, closest
connection rule, grantor’s habitual residence rule).
Transparency and Kopila proposals do not, at least
explicitly, distinguish between different issues. In
Transparency proposal “security interests in intel-
lectual property rights” are subject to the law of the
country granting the right (i.e. lex loci protectionis).
Meanwhile the Kopila proposal subjects security
contracts to the same rules that apply to assignment
and license contracts (choice of law agreement, the
closest connection rule and security holder’s habit-
ual residence). Joint JK Proposal does not specifically
address the issue.

Rationale

Transparency Proposal has followed a view accepted
in most countries (including Japan?) that security
interests in IP rights shall be subject to the lex loci
protectionis rule. ALT understood the problems caused
by territorial approach in international transactions
and adopted a more careful approach. Namely, it ex-
cluded contractual aspects and left this issue to be
regulated by other international initiatives. CLIP, af-
ter an intensive exchange with the UNICITRAL work-
ing group, adopted a compromise - whereas the pro-
prietary aspects (existence, scope, initial ownership
and others) remain subject to the same rules the CLIP
Proposal prescribed to IP rights, contractual aspects
are governed by special rules, which is first of all the
law of the grantor’s residence.

International context

Most international conventions do not address secu-
rity rights in intellectual property, nor do they pro-
vide conflict rules for this field.?** On the national
level, the application of the lex loci protectionis on all
questions of IP security rights seems to be the tra-
ditional approach found in e.g. Germany,? Italy,»?
and Japan.?® Alternatively, under the EU Community
Trade Mark (CTM) Regulation, a Community trade mark
as an object of property is dealt with in its entirety
as a national trade mark registered in the Member
State in which either the proprietor has his seat or
domicile, or an establishment, or where the Harmo-
nisation Office is situated.?* Also, a differentiated
treatment of different issues could also be found in
jurisdictions that are influenced by the Uniform Com-
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mercial Code (UCC) as well as a new Australian Personal
Property Securities Act 2009.

In addition, several model laws address the issue.
The UNCITRAL Legislative Guide on Secured Transac-
tions - Supplement on Security Rights in Intellectual Prop-
erty? follows a hybrid approach similar to the one
proposed by the CLIP group: as a general matter,
proprietary issues (creation, effectiveness against
third parties and priority of a security right in in-
tellectual property) are subject to lex loci protectionis,
whereas contractual issues (enforceability) are gov-
erned by the grantor location’s law.?® The issue is
also regulated in the Model Inter-American Law on Se-
cured Transactions of the Organization of American States
(0OAS)»7 as well as the Model Law on Secured Trans-
actions of the European Bank for Reconstruction and
Development.?®

IV.Discussion
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The draft comments to the CLIP Proposal outlines a
good summary of arguments.?® In short, the appli-
cation of the traditional lex loci protectionis approach
to all issues leads to a synchronisation of the ob-
ject of security and the security right itself. It avoids
dépecage between the property right and the secu-
rity interest.”® This makes it easier to comply with
registration requirements in the country of protec-
tion, which may be a prerequisite for third-party ef-
fectiveness of the security right. Further, from the
perspective of the lex situs approach to property law,
the application of the country of protection’s law
may be seen as the closest equivalent to the situs of
corporeal property.

On the other hand, as the CLIP group suggests, the
disadvantages of a strict lex loci protectionis approach
are apparent. First, it necessarily leads to a fragmen-
tation of the secured transaction, which has to be
made effective for all jurisdictions in which the work,
sign or invention may be protected. Apart from the
resulting costs, one may also question whether the
(main) justification of the lex loci protectionis of pro-
tecting the economic, social and cultural policy of
the country of protection, applies with equal force
to a ‘mere’ security interest. In addition, while there
are some aspects of security rights that clearly con-
cern the third party interests (in particular priority
and third-party effects), or the interests of the reg-
istration authority (namely registration and its ef-
fects), others seem to be relevant primarily or exclu-
sively for the relationship between the parties of the
transaction (e.g. the conditions under which the se-
cured party may enforce his/her security if the gran-
tor defaults on the loan). Furthermore, the applica-
tion of several leges protectionis may lead to frictions
in insolvency. Finally, a brief look to substantive law
reveals that only certain aspects of secured transac-
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tions in this field are governed by specific intellec-
tual property legislation, while others fall under the
general rules of secured transactions law, which mil-
itates in favor of distinguishing both matters on the

level of conflict of laws as well.

INFRINGEMENT

. Party autonomy

Sec. 302 ALIL art. 3:606 CLIP; art. 304 Transparency; art. 20
Kopila; art. 302 Joint JK

Differences

All proposals allow at least a limited choice of appli-
cable law in IP infringement cases. Some differences,
however, can be identified. First, the scope of choice
of law by parties is not entirely the same. Most pro-
posals, despite different wording, seem to allow for
the contractual choice in respect of infringement-re-
lated issues whereas proprietary issues are excluded
from such a choice.?! CLIP adopts a more restrictive
approach and allows a choice only in respect to rem-
edies (3:606 CLIP); thus, other infringement-related
issues, such as third party liability, limitations of li-
ability, and more, are excluded from party auton-
omy. On the contrary, the Joint JK proposal is most
generous. It contains an open-ended list of excluded
proprietary issues but the parties are not prevented
from choosing law applicable to these issues; rather,
such choice would affect only the contracting par-
ties (art. 302(1) and (2)). As a result, the Joint JK Pro-
posal allows parties to choose applicable law with re-
spect to all issues related to IP infringement, though
the choice of law for proprietary issues has only in-
ter partes effects.

As another less significant difference, the effects of
agreements over excluded issues differ. For instance,
Transparency proposal explicitly states that such
choice is null and void (art. 305 Transparency). ALI
meanwhile explains that, although the law that has
been chosen by parties for proprietary issues cannot
extend to the scope of rights (and thus infringement
cannot be found), the parties can still claim reme-
dies for the breach of such choice of law contract.*?
Also, all proposals, except for CLIP, explicitly state
that the choice of law shall not affect the interests
of third parties.

To add some other differences, all proposals allow
the choice of law at any time (before or after the dis-
pute arises), except for Transparency, which seems
to allow it only after the dispute arises. Also, ALI,
Kopila and Joint JK proposals explicitly allow the
choice of the applicable law for all or part of the
dispute, whereas CLIP and Transparency proposals
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do not mention this. Furthermore, ALI specifically
addresses the validity of the contract, capacity issue
and choice of law by parties in mass-market agree-
ments. CLIP regulates validity and other issues by
reference to art. 3:501 (freedom of choice in con-
tracts). According to Kopila and Joint JK proposals,
the existence and validity of the contract are regu-
lated by the law chosen by parties.

Rationale

The possibility for parties to choose the law applica-
ble to IP disputes is a novel deviation from the terri-
toriality principle. The main question here is why all
the proposals have decided to introduce this novel
rule and why party autonomy has been limited only
to infringement-related issues.

As a general matter, the groups have realized ad-
vantages of party autonomy in tort cases. For in-
stance, according to the drafters of the Transpar-
ency proposal, first, tort claims are widely accepted
to be discretionally disposed by the parties in many
jurisdictions and they do not have a strong public na-
ture. Second, the rules between the parties become
clearer and it contributes to the resolution of the
conflict. Third, it conforms to the need for credibility
and legal certainty.?* Similarly, ALI argues that “(...)
efficiency interests are better served by allowing the
parties to agree among themselves on the law that
will determine what will usually be the monetary
consequences of their conduct.”?* Accordingly, the
question has been raised by the groups why a choice
of applicable law by the parties in intellectual prop-
erty infringement has been out of question in most
jurisdictions.?®

100 Two main reasons have been identified for such re-

3

strictive legal practice. First, the Transparency group
has pointed to the criticism that a change of applica-
ble law by the parties may have effects on third par-
ties. However, the group denied this problem argu-
ing that a choice of law agreement is only effective
inter partes and it does not effect such elements as the
validity of an IP right, which may violate the inter-
ests of third parties.?* Second, as pointed out by the
ALL IP rights have been seen as a part of public pol-
icy and strictly territorial; the choice of applicable
law has thus been out of question. However, the ALI
has also noticed that party autonomy has recently
been given an increasing role in the resolution of TP
disputes (e.g. by allowing arbitration).*’ Further-
more, in order to overcome this public policy prob-
lem most proposals have limited party autonomy
to infringement-related issues. Sovereignty inter-
ests are mainly related to the validity of registered
rights and other public-law issues. Thus, such issues
have been excluded from the scope of party auton-
omy and states’ public policy interests have been ar-
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guably preserved.”® On the other hand, CLIP group
noticed that even damages, as one of the infringe-
ment-related issues, can be closely related to state’s
public policy.? ALI also notes that injunctive relief
brings the public policies of the affected States more
closely to the fore, However, the preservation of lo-
cal mandatory rules would arguably allow a court
to take those interests into account notwithstand-
ing the otherwise applicable law.?®

101 Differently, Joint JK Proposal allows contractual

choice of law with respect to both infringement-re-
lated and proprietary issues. It is justified by the
need for efficiency in IP dispute resolution,”! which
is prioritized over states’ interests.

lll. International context

102 Some European countries (e.g. Germany?? and Aus-

tria®3) have explicitly rejected the choice of law by
parties in IP infringement. In some other European
countries no similar explicit prohibition has existed
(e.g. Belgium)®* or a limited party autonomy has
been allowed. For instance, Swiss law allows parties
to choose the applicable law in IP disputes.”* Party
autonomy is, however, limited in three ways. First,
parties are allowed to choose the applicable law only
after the dispute has arisen (i.e. ex ante agreement
is not possible). Second, the scope is limited to the
“claims arising out of an infringement.” According
to Swiss doctrine, party autonomy is possible only
with respect to the claims that are not intrinsically
linked to the IP rights as such.?® Third, parties can
choose the application only of the forum law. In con-
trast, the Rome II Regulation has followed German
legal practice and explicitly precluded party auton-
omy in IP cases.”” While drafting the Rome II Reg-
ulation, the European Parliament during the first
reading proposed to extend party autonomy to IP
disputes.”® However, the final version of the Regu-
lation excluded such a possibility. Such a restrictive
approach of the Rome II Regulation has been criti-
cized in doctrine.?®

103 Some non-European countries seem to allow at least

a limited party autonomy in choosing applicable law
in IP disputes. For instance, Japanese law generally
allows choice of law by parties in tort cases.”® Al-
though it does not specify anything on IP torts, ac-
cording to some commentators, since damages are
qualified as an issue of tort? the choice of law by
parties in IP disputes shall not be prevented, at least
with respect to damages.*? Furthermore, a recent
Chinese PIL law follows a Swiss law approach and
allows a limited party autonomy: it allows parties,
after the dispute arises, to choose the forum law as
an applicable law for their dispute.? Interestingly,
Chinese PIL statute has no (explicit) limitations in
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regard to issues that would be governed by the cho-
sen law.

IV.Discussion

104 The proposals have made an important step forward

by granting a limited party autonomy in IP infringe-
ment cases. The following paragraphs will overview
the arguments for an even more extensive party au-
tonomy in such situations (e.g. as suggested by the
Joint JK group). It will first take a short historical
look at party autonomy in contract and tort cases
and then see how far the arguments in those fields
can be extended in the IP field.

105 Starting with party autonomy in general, major au-

thors in France, Germany and Italy at the turn of
twentieth century have denied party autonomy in
choice of law to contracts.?** The main arguments
against it have been as follows.” First, the parties’
freedom to contract cannot go beyond the disposi-
tive norms of the relevant substantive law because
otherwise parties would have excessive power to cir-
cumvent any mandatory rules. The parties should
not have as much power and discretion as a legis-
lator. Second, the existence and validity of parties’
consent to choose the applicable law must be judged
by a certain law. This law cannot be the one cho-
sen by parties, because the governing law is not de-
termined until the parties’ consent is confirmed as
valid. It was until the 1930s that the criticism of party
autonomy in applicable law to contracts was over-
come in Germany. Today party autonomy is a fun-
damental principle of private international law in
matters of contractual obligations in Europe?® and is
accepted in almost all countries worldwide >’

106 In applicable law to torts, party autonomy has been

3

playing an increasing role in Europe since 1970s.
Most laws that expressly address this issue allow
contractual choice of law by parties to a certain ex-
tent.2® However, the discussion is still active. Before
the adoption of the Rome II Regulation the opinion
was widespread that there was little need for party
autonomy or even that it was not desirable. After
the adoption of the Rome Il Regulation, commenta-
tors continue to argue that this will barely expand
the scope of party autonomy in practice but is rather
meant to stir the academic debate.?® It is arguable
that Article 14 of Rome II Regulation will be a dead
letter. First, parties are strangers before the dam-
age occurs. They will not be willing to agree on the
applicable law ex post since tort laws differ in na-
tional jurisdictions and one of the parties will be dis-
advantaged. Second, if parties are already in a rela-
tionship and a tort that relates to that relationship
occurs, it would anyway be governed by the law of
that relationship (“pre-existing relationship” rule)
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and thus the ex ante party autonomy rule becomes
superfluous.?”®

107 Other commentators defend party autonomy in tort

cases. First, the injured party always has a possibil-
ity to bring a claim or refrain from bringing a claim;
also, parties can settle out of court and compro-
mise. Thus the injured party should be able to set-
tle the applicable law together with the defendant.
Second, contractual choice of law helps to eradicate
any doubts as to applicable law and reinforce legal
certainty. Third, parties can subject all legal relation-
ships, contractual and non-contractual, to the same
applicable law. Also, parties are in the best position
to know which law will best protect their interests.
Regarding practical relevance, Dutch legal practice
shows that parties have used the possibility to agree
on the applicable law for reasons of procedure and
practical convenience (most often by choosing Dutch
law as a forum law).””* Parties may also have a rea-
son to choose the application of forum law when
the objective-connecting factors lead to the appli-
cation of foreign law, in which case choosing forum
law would make the procedure less complicated for
both the parties and the court. Further, the above
mentioned “pre-existing relationship” rule arguably
introduces party autonomy through a “back door”
and it would be more useful to formulate party au-
tonomy as an explicit rule instead. In addition, one
should notice that courts recognize a tacit choice of
forum law in some cases. When applicable law rules
refer to a foreign law but a plaintiff argues on the
basis of forum law and the defendant does not chal-
lenge this, courts often apply forum law.?”?

108 Turning to party autonomy in IP infringement cases,

one should note that there is very little discussion on
this issue. Keeping the above arguments in mind and
taking into account the particularities of IP rights,
one could sum up the main arguments against party
autonomy as follows. First, one may argue that the
national treatment provision found in the interna-
tional instruments implies lex loci protectionis and
thus excludes the possibility of applying any other
law including the one chosen by parties.?” Second,
territorial nature of IP rights (or in other words, pub-
lic policy aspects underlying IP rights) does not al-
low parties to choose law applicable to IP issues.?”
Parties cannot, by their agreement, create IP rights
or make them ineffective, or extend or narrow down
their scope. Only a legislator can determine the ex-
istence and scope of IP rights.?”” Third, (tangible)
property rights are normally subject to lex rei sitae
and party autonomy is not permitted here.?”¢ Ac-
cordingly, at least proprietary aspects of IP rights
should be subject to a similar lex loci protectionis rule
from which parties shall not be allowed to deviate by
agreement. Also, third parties’ interests may be en-
dangered if parties are allowed to choose what law
governs such issues as existence, initial ownership,
duration and scope of IP rights. Last but not the least,
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similar to general discussion related to torts, one can
argue that party autonomy in IP disputes would have
little practical relevance.?”” Also, a separate rule on
ex ante party autonomy is unnecesary if a pre-ex-
isting relationship rule is provided.?”®

109 Obviously, these arguments are contestable. First,

many authors and some courts have denied the ap-
plicable law nature of the national treatment pro-
vision found in international treaties arguing that
it is a mere non-discrimination clause.?” If interna-
tional treaties imposed the application of lex loci pro-
tectionis in all IP cases, lex originis as applied to initial
ownership issues in the U.S. and France or partial
party autonomy as allowed in IP tort cases under
Swiss PIL would be in violation of international ob-
ligations. The same problem would arise in respect
of the closest connection rule as proposed for ubig-
uitous infringements in all analyzed proposals (see
later discussion).

110 Second, it is true that IP rights to some extent re-

flect states’ public policies. States regulate the de-
velopment of their economic, information society
or cultural policies by deciding whether to grant a
particular IP right and to what extent. However, this
argument resembles an argument in regard to dis-
positive norms and party autonomy in contracts dis-
cussed a century ago.”° In the latter case it has been
realized that not all contract law norms amount to
public policy and the most important ones may be
protected by developing exceptions to party auton-
omy?* or by mandatory rules or public policy excep-
tions. Also, although tort liability rules in tort cases
may differ from state to state (e.g. in environmen-
tal torts), EU states in Rome II Regulation have de-
cided to allow parties to choose the applicable law
in tort cases.

111 Can similar arguments be applied to party auton-

3

omy in IP infringement cases? First, one would have
to determine which IP provisions are of particular
importance for states’ policies. Proprietary issues
are more likely to be recognized as a part of public
policy, whereas infringement-related issues (rem-
edies, third party liability, etc.) are less likely to be
treated as such.?®? Furthermore, one should keep in
mind that there might be a conflict between state’s
interest to preserve their policies related to IP rights
and private parties’ interests to efficiently enforce
multi-state infringements of IP rights. For instance,
in the case of copyright infringement occurring on-
line, states are interested in deciding the extent of
copyright for online rights as far as infringement oc-
curs in (or affects) their territory. On the other hand,
right holders, for efficiency reasons, may prefer ap-
plying a single law for the entire infringement even
if that law would grant fewer rights than the laws of
some of the countries covered by the dispute. Tak-
ing this conflict of state and private parties’ interests
into account, all analyzed proposals have suggested
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limiting states’ territorial interests by applying a sin-
gle law having the closest connection to the entire
online infringement. Importantly, the possibility to
enforce each state’s law is retained through an ex-
ception - though parties are free to apply it or not.?*
The same argument may apply in respect of party au-
tonomy: in case there is a need to facilitate enforce-
ment of IP rights and a party autonomy rule is able
to do that, states might need to partially give up pub-
lic policy interests.

112 In addition, one should ask whether state’s public

policies would be effectually ignored in cases where
the law chosen by parties applies. One should keep
in mind that a significant international harmoni-
zation of IP rights (especially copyright) has been
reached. Thus, in many cases the application of for-
eign law would lead to the same result as the appli-
cation of local state’s law. For instance, in cases when
unathorized content is reproduced and made avail-
able online for commercial purposes, the infringe-
ment is likely to be found under the laws of all TRIPS
signatory states. Thus, in such cases the application
of a law of a single TRIPS state (e.g. chosen by par-
ties) would not harm the public policies of states but
rather better protect them by enabling a more effi-
cient enforcement of cross-border IP rights.

113 Third, it is true that applicable law rules to property

rights do not allow party autonomy since it is for the
states and not the parties to decide the emergence
and scope of a right.?* Similar reasoning is particu-
larly valid for industrial property cases.?® The situ-
ation, however, is different in case of copyright. In
contrast to tangible property rights, copyright assets
are of an intangible nature and thus simultaneously
exist in a multiple number of states and can very eas-
ily be multiplied. Thus, the exercise and enforcement
of right differs significantly. Further, different from
registered (industrial) IP rights, copyright emerges
almost worldwide at the moment of creation (or fix-
ation) of the work. Also, new information technolo-
gies lead to potentially worldwide infringement (as
opposed to a registered trademark, which would be
potentially infringed only in the country of regis-
tration). As argued above, although the states might
be interested in preserving their copyright polices
online, they should also keep in mind the enforce-
ment interests of parties, which eventually corre-
sponds to the interests of states themselves. Also,
the argument that the parties’ choice of law in IP in-
fringements may affect third party interests cannot
be upheld. The agreement, as a rule, is valid only inter
partes; this has also been explicitly stated in most of
the analyzed proposals (except for CLIP). This means
that the decision based on a chosen law cannot af-
fect the interests of parties’ creditors, competitors,
or any other parties.?

114 Last but not the least, the issue of practical relevance

needs to be addressed.?” It is true that in most cases
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it would be difficult or impossible to reach an ex
post agreement since parties go to court only when
no satisfactory solution outside of the court can be
reached. Further, a provision allowing an ex ante
agreement becomes largely superfluous if a pre-ex-
isting relationship rule is available.?® Also, neither IP
doctrine nor practice has until now identified a clear
need for party autonomy in IP enforcement cases.
However, according to the author’s opinion, with
the increasing number of cross-border cases, espe-
cially on the Internet, a need might become more
apparent. A single use on the Internet automatically
leads to a potentially worldwide infringement. At
the same time, national laws on online copyright li-
ability (especially secondary liability standards) are
different or not clear. In order to avoid proceedings
in several states (or in one state under several laws)
and related costs, parties may wish to agree on a sin-
gle applicable law that would lead to a decision with
worldwide effects.?®® This might be especially rele-
vant when both parties are major commercial enti-
ties. It would also be useful for a weaker party (e.g.
author) who does not have enough resources to ad-
judicate an online dispute under numerous laws.

115 In addition, one could argue that the adjudication

of online cases is already facilitated by the ubiqui-
tous infringement rules proposed by all analyzed
proposals. However, it is first doubtful if these rules
are to be applied to secondary liability cases.”® Sec-
ond, even if the ubiquitous infringement rule were
applied, the closest connection rule, as proposed by
most proposals, does not allow parties to foresee the
applicable law in advance and may refer to a foreign
law.?* Meanwhile, in order to facilitate the proceed-
ings, parties may be willing and ready to agree on the
application of forum law for the entire dispute. Also,
an exception contained in the ubiquitous infringe-
ment rule in all proposals allows any of the parties
to claim another law leading to a different solution.
“Surprises” that the application of this exception
may cause are avoidable if parties agree on the ap-
plicable law. Actually, if the defendant does not dis-
pute the applicable law suggested by the plaintiff and
no party makes a use of the exception, it has the ef-
fect of creating a tacit agreement between the par-
ties to apply the law suggested by the plaintiff. In
current practice in online infringement cases, such
“tacit agreements” are accepted by courts: if forum
law is claimed and the issue of applicable law is not
raised by parties, courts normally do not raise the
issue of applicable law at all.??

116 In conclusion, although there are good reasons to

exclude proprietary issues from party autonomy as
a general matter, one may argue that in ubiquitous
infringement cases the unlimited party autonomy

would be both reasonable and useful.
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H. De minimis rule

Art. 3:602 CLIP; art. 305 Joint JK

Differences

117 The de minimis rule has been suggested primarily

by CLIP group (art. 3:602 CLIP) and later followed,
with some amendments, in Joint JK proposal (art.
305).2% CLIP rule, in short, allows courts to find an
infringement only in the country where there is a
substantial conduct or substantial effects, unless the
court exceptionally decides to derogate from this
rule when “reasonable” under the circumstances of
the case. The rule is formulated as a substantive law
rule rather than an applicable law rule.”* The rule
suggested in the Joint JK Proposal differs from the
CLIP one. However, at least in its English translation,
it is quite vague and difficult to comprehend.? 1t is
titled “Recognition of Infringement Due to Extrater-
ritorial Activities” and seems to require courts to ap-
ply the law of the protecting country only if the con-
duct is directed to the state of protection and there
is a threat of direct and substantive injury within
its territory. In addition, the rule seems to be lim-
ited to secondary infringements.? This rule, similar
to the CLIP de minimis rule, is formulated as a sub-
stantive law rule. However, different from the CLIP
Proposal, it refers only to the place of targeting and
market effects and thereby excludes the place of a
mere conduct.

118 Other proposals do not contain any similar rules. It is

worth noting, however, that a similar approach has
been discussed by the ALI group. The ALI Preliminary
Draft suggested a “market effect” rule (the content
of which is similar to that of the de minimis rule).?’
However, it was suggested as a main applicable law
rule for IP infringements (i.e. instead of lex loci pro-
tectionis). It allowed (and required) applying the law
only of that country where market effects were felt,
regardless of where the infringing conduct occurred.
Although this market effect rule was abandoned in
later drafts in favor of the traditional lex loci protec-
tionis, the drafters of the ALI Principles still believe
that lex loci protectionis is compatible with the mar-
ket oriented approach.?® Similar to the ALI, Trans-
parency group discussed - and eventually adopted
- a market effect rule as a main applicable law rule
but only for IP infringements (but not to IP rights as
such).? Again, it differs from the CLIP de minimis
rule in at least two respects. First, the market impact
rule in the Transparency proposal is formulated as
an applicable law rule (and not as a substantive law
rule in the CLIP Proposal). Second, it refers only to
the “results of the exploitation” (i.e. market effect)
and in this way prevents the application of the law
of the place of (substantial) conduct;*® the latter is
explicitly allowed under the CLIP de minimis rule.
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Il. Rationale

119 The initial goal of the CLIP de minimis rule was, and

has been, to prevent the application of a state’s law
where the effects are insubstantial (de minimis).
The market impact rule implemented in the 2001
WIPO Recommendation was the main inspiration.
Its scope, however, was substantially broadened.
Whereas the 2001 WIPO Recommendation applied
only to trademark cases online, the CLIP de minimis
rule applied for all IP infringements and in all types
of media.”** However, the expansion of the market
effect rule, as found in the WIPO Recommendation,
would have led to a significant decrease of the num-
ber of potentially applicable laws. For instance, it is
likely that a “pure” market effect rule would have
prevented a finding of the infringement in the coun-
try where the broadcasting signal was emitted if no
signals were received (and thus, no market effect
found). This would have possibly contradicted the
established legal practice.*® For this and other rea-
sons the initial CLIP rule was amended by includ-
ing the “substantial action” element. Now, the in-
fringement can be found where either the substantial
conduct or substantial effects could be allocated. In
addition, a possibility was created for the courts to
derogate from this rule when “reasonable” under
the circumstances of the case.*” This exception was
intended to cover, for instance, disputes over moral
rights when both the substantial conduct and sub-
stantial effects in the country were difficult to estab-
lish. As aresult, it has become questionable in which
cases this rule will be of use.

120 Interestingly, whereas the WIPO market effect rule

and the CLIP de minimis rule has the intention to
limit the number of laws under which infringement
may be found, the purpose of the de minimis rule
in the Joint JK Proposal seems to be the opposite
- namely, it is to extend the scope of protection®”,
The Joint JK group refers in their explanatory notes
to two cases in Japan and South Korea where the
courts employed a strict territoriality approach and
allowed finding the infringement only under the law
of the country where the infringing conduct took
place.’ Then they note that “the strict territorial-
ity rule employed in both cases has become outdated
in the era of globalization and fails to offer sufficient
protection for intellectual property rights (...).”*
The de minimis rule suggested in the Joint JK Pro-
posal is intended to address this problem, but it is
not sufficiently explained how.

lll. International context

121 The examples of different variations of market im-

pact rule inside and outside the field of IP law have
been enumerated above, such as the market effect
rule provided in 2001 WIPO Recommendation or U.S.
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targeting theory.>” It is just worth adding that the
CLIP de minimis rule differs from those rules in var-
ious respects. For instance, as mentioned above, it
differs from the market effect rule in the WIPO Rec-
ommendation with regard to its scope: the latter is
applied only to trademark infringements occurring
online, whereas the former covers all IP rights and
all types of media. Also, whereas WIPO refers only to
“commercial effects” and thus excludes “substantial
conduct,” the CLIP covers both of them. U.S. target-
ing theory also requires targeting (which is similar,
but not necessarily identical, to the effects test) and
is formulated as a private international law doctrine
rather than a substantive law doctrine.

IV.Discussion

122 The CLIP de minimis rule is to a certain extent sim-

ilar to the market impact (effect) rule as proposed
in the Transparency proposal and discussed above.
However, since it differs from it in several respects
(most importantly - it includes a “substantive con-
duct” element and is formulated as a substantive law
doctrine), the above outlined arguments are valid
mutantis mutandis.

123 First, it can be asked whether there is a need to limit

the number of laws under which infringement can
be found for all IP cases and all media. The purpose
of the 2001 WIPO Recommendation was obvious. The
use of trademark online could be subject to the laws
of multiple states where the same or similar sign
could be owned by different persons. Thus a limita-
tion of the number of laws under which the infringe-
ment could be found was necessary. A similar solu-
tion has been discussed in doctrine*® and to certain
extent adopted for copyright infringements online,
though with limited results.*® However, it is a ques-
tion for debate whether there is an apparent need to
expand this rule to all IP rights and all media in gen-
eral. It should be noted, that such a rule, if expanded
to all media, may effectively limit the scope of pro-
tection. Similar like the market effect rule, in order
to find the infringement, it requires the establish-
ment of substantial effects whereas normally, sub-
stantial conduct is sufficient, at least in copyright
infringement cases. As shown before, according to
the established case law in different countries, the
uplink of the satellite broadcasting signal is suffi-
cient to find the infringement in the uplink coun-
try, whereas under the market effect rule this would
be insufficient. Whether such a limitation is reason-
able or not is a question of policy and should prob-
ably be better harmonized in a substantive law in-
strument. Thus, taking these (and other) potential
problems into account, the CLIP has modified the de
minimis rule and included a “substantial conduct”
element as well as an exception.
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124 Having this new formulation in mind, the second

question arises as to what cases the CLIP de mini-
mis rule intends to cover. It seems to prevent find-
ing infringement only in the cases when there is no
substantial conduct and no substantial effects in the
state. However, very few such cases are likely to be
raised before courts. In addition, courts are granted
the discretion to derogate from this rule, i.e. they
may still apply the law of the particular state even
if there are neither substantial conduct nor effects
in that state. This seems to make the rule even less
effective and less predictable.

125 Third, its relationship to other rules of a similar na-

ture found in the international and regional instru-
ments needs to be clarified. For instance, it may con-
flict with the market impact rule in the 2001 WIPO
Recommendation. Whereas under the latter a trade-
mark infringement will be found only in the coun-
try where the substantial effects are felt, under the
CLIP de minimis rule the infringement will be found
also under the law of the country where a substan-
tial conduct took place. Further, under the EU Cable
and Satellite directive®™ the infringement of copy-
right and related rights through satellite broadcast-
ing media occurs only in the country of emission,
whereas under the CLIP de minimis rule it can also be
found in the country of substantial effects (i.e. sub-
stantial receptions). The last issue to consider is a
rather formal one. The de minimis rule is a substan-
tive law rule and it is questionable how, from a sys-
tematical point of view, it fits into an international
private law instrument.

126 Overall, it is doubtful what added value the CLIP de

minimis rule in its current formulation would bring
in the resolution of IP disputes.

Ubiquitous infringement

Sec. 321 ALIL art. 3:603 CLIP; art. 302 Transparency; art. 21
Kopila; art. 306 Joint JK

Differences

127 All proposals, except for Transparency project, pro-

3

vide very similar rules for ubiquitous infringement,
which follow a single-law approach and consist of
three elements: the closest connection rule, the set
of connecting factors that should facilitate the de-
termination of the law with the closest connection
and the exception allowing parties to “retreat” back
to territorial approach. Transparency proposal also
follows a single-law approach but it suggests a dif-
ferent applicable law rule instead. It refers to the law
of the country where the effects of the exploitation
of the right are (or to be) maximized (“maximum re-
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sults” rule) with the possibility to exclude a country
from the universal application of the selected law.

128 The formulation of the closest connection rule, how-

ever, differs slightly in the proposals. Firstly, CLIP,
Kopila and Joint JK proposals provide for the “clos-
est connection” rule, whereas ALI refers to the “law
or laws” with the “close connection.”. Secondly,
whereas Kopila and Joint JK proposals (as well as
Transparency in regard to its rule) require (“shall”)
the courts to apply the closest connection rule for
multiple state infringements, ALI and CLIP merely
allow (“may™) courts to do so; this means that the
courts are allowed in certain cases (which ones?)
to apply a general rule (lex loci protectionis) instead.

129 Thirdly, the closest connection is determined in a

slightly different way. All proposals containing this
rule provide with a list of factors in order to deter-
mine the closest connection. Whereas in the AL and
CLIP proposals the lists contain mere examples, in
Kopila and Joint JK proposals, they seem to be ex-
haustive. In addition, the Kopila proposal is the only
one that provides a default rule of defendant’s res-
idence in case the closest connection can not be es-
tablished (art. 21(3) Kopila). Although draft ALT and
CLIP proposals used to contain default rules (ALI -
lex fori," CLIP - defendant’s residence®?), they have
been abandoned in later versions. The suggested con-
necting factors also differ to some extent. Whereas
ALI contains broader and party-neutral criteria, CLIP
connecting factors seem to be narrower and more
favorable to the infringer than to the right holder.>*
Kopila and Joint JK proposals suggest a compromise
approach - they largely overtake the factors found
in the CLIP proposal but in addition request taking
into account the place where right holder’s princi-
pal interests are located (arts. 21(1)(3) Kopila, 306(2)
(iii) Joint JK proposal).

130 The Transparency “maximum results” rule follows

the market impact rule as a main rule governing IP
infringements.*"* The commentators explain how
“maximal results” should be estimated: “[t]he max-
imized result of exploitation is not reduced to the
amount of damages from a substantive law perspec-
tive, but based on the amount (quantity) of exploita-
tion such as extensive downloading in a specific ju-
risdiction.”" Also, the results should be determined
at the time when the action is filed; if the situation
changes afterwards, it should be treated as another
“ubiquitous infringement” and another law of the
place where the results are maximized should be ap-
plied to solve that distinct problem.**

131 The proposals seem to slightly differ on what types

of infringement the suggested rules cover. The CLIP
group seems to suggest the narrowest definition - it
requires that the infringement takes place over ubiq-
uitous media (Internet) and that it “arguably occurs
in each state where the signal is received” . ALI pro-
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posal has a slightly broader formulation: it also re-
quires ubiquitous media but a second requirement -
“if the laws of multiple states are pleaded” - sounds
less strict than a similar requirement in the CLIP pro-
posal. It also seems that disputes covering several
(but not all) countries worldwide are covered. Trans-
parency proposal simply refers to the “ubiquitous in-
fringement” but it is not clear whether it implies the
requirement of ubiquitous media (conduct), ubig-
uitous infringement, or both.*"” Kopila and Joint JK
proposals seem to be broader - they cover not only
ubiquitous (Internet) infringements but also other
infringements occurring in “multiple states” that
are unspecific or unidentifiable. Such wording also
seems to cover some multi-state offline cases.

132 Under the ALI and CLIP proposals the law chosen un-

der the ubiquitous infringement rule regulates both
infringement-related issues (infringement and rem-
edies) and most proprietary issues (existence, va-
lidity, duration, limitations),*® whereas initial own-
ership and transferability are not covered by this
rule. In contrast, Kopila and Joint JK proposals ad-
ditionally include assignability and the effects of
the assignment in the scope of the rule. Transpar-
ency proposal mentions only “infringement” and
leaves it open for interpretation what this concept
encompasses. According to its drafters, “infringe-
ment” covers only remedies whereas all proprietary
issues, including initial ownership and transferabil-
ity, are excluded from the rule.’*?

133 All proposals provide a very similar exception to the
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single-law approach adopted for ubiquitous infringe-
ment cases. The exception allows parties to claim
that the law(s) of some other state(s) provide a dif-
ferent solution from the laws of the country chosen
under the closest connection rule, and thus courts
should take this into consideration when determin-
ing a remedy.** The wordings of the exceptions do
have some important differences, which are as fol-
lows. First, ALIL, CLIP and the Joint JK proposals al-
low any party to claim this exception;**' Kopila pro-
posal allows only the defendant to make use of it;
and the Transparency Proposal does not specify
on this at all. Second, ALI, CLIP and Joint JK pro-
posals seem to set the burden on the claiming party
to prove the differing law, *22 which in most cases
would be the infringer. In comparison, Kopila pro-
posal suggests that each party may “argue,” which
seems to leave courts with more flexibility in allocat-
ing the burden of proof between parties. Transpar-
ency proposal is silent on this and thus could be seen
as leaving discretion to courts to allocate the burden
of proof. Third, legal consequences of the other dif-
fering law are worded a bit differently. Under the
ALI proposal, such differences should be taken into
account when fashioning the remedy. Joint JK pro-
posal adds “unless this would lead to inconsistent
decisions.”? CLIP suggests applying both laws (i.e.
those selected under the closest connection rule and
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proven by party) and, only when this would lead to
inconsistent decisions shall differences be taken into
account when fashioning the remedy. Kopila pro-
posal prevents courts from prohibiting or limiting
activities in the country with differing laws, how-
ever, still allows such prohibition/limitation when it
is “inevitable for appropriate protection of the rights
of the person whose IPRs were infringed.” Transpar-
ency proposal simply requires courts not to apply
the chosen law in respect of the other country. How
far these different wordings would result in differ-
ent results is not clear.

Il. Rationale

134 All groups have tried to combine a single-law ap-

proach with an exception allowing a retreat to the
territorial approach. According to the ALI, “[t]he
Principles endeavor to meet the territoriality and
single law approaches halfway. They seek to gain the
simplification advantages of the single law approach
by identifying the State(s) most closely connected
to the controversy, but they also strive to respect
the sovereignty interests underlying the territori-
ality approach.”? A similar argument has assum-
ingly been followed by all groups.

135 A selection of the rule allowing for the determina-

tion of a single applicable law has been a difficult
task. The closest connection rule has been chosen
by most groups as a flexible rule that helps to avoid
“forum shopping” and “race to the bottom” prob-
lems that other more specific rules would cause.*?
Instead, the Transparency group analyzed several
options: (1) §321 of the ALI Principles, (2) CLIP Prin-
ciples, (3) choice of law by the claimant, (4) habit-
ual residence of the right holder, (5) habitual res-
idence of the alleged infringer, and (6) law of the
place where the results of the exploitation of intel-
lectual property are maximized. Options (3) to (5)
were rejected mainly because of possible ,,law shop-
ping* either by the right holder (option (3)) or the in-
fringer (option (5)). The closest connection rule sug-
gested by the ALI and CLIP proposals were rejected
because of the lack of legal foreseeability.** Thus,
the last option - the place where the results of the
exploitation have been maximized - has been cho-
sen. It is also in accordance with the market effect
rule as suggested by the Transparency proposal for
other (offline) infringements.

136 The closest connection rule varies slightly in the pro-

posals. Different from other proposals suggesting
the “closest connection”, ALI prefers a “close con-
nection” rule. The reason is not entirely clear; the
intention may be to merely enable the parties the
opportunity to apply an additional law under the ex-
ception. Alternatively, it may presuppose that (even
without applying the exception) the court may de-
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cide (on plaintiff’s or its own motion?) to apply sev-
eral laws if several of them have a sufficiently close
connection to the dispute.’”” The effect is that ubiq-
uitous infringements would not necessarily be sub-
ject to a single applicable law. Furthermore, both
the ALI and CLIP proposals “allow” but do not “re-
quire” courts to apply the ubiquitous infringement
rule. This supposedly means that general rule (lex
loci protectionis) may also be applied (on plaintiff’s
or also on court’s motion?) for the adjudication of
ubiquitous infringement. This enables the plaintiff
to choose under which rule to adjudicate the dis-
pute - if a closest connection rule is not advanta-
geous for the plaintiff (i.e. it refers to a law with in-
sufficient protection standards), he/she can choose
to apply the law of the protecting country instead
and at least obtain territorial remedies. Such a care-
ful (non-binding) wording of a ubiquitous infringe-
ment rule has most likely been chosen taking into
account the novel nature of the rule and the diffi-
culties of predicting how it will be applied and what
problems it may cause in practice.

137 All proposals containing a closest connection rule

suggest an (open-ended or exhaustive) list of con-
necting factors, which should facilitate the determi-
nation of the law with the closest connection. The
combination of several factors allows for the avoid-
ance of the disadvantages of each single connect-
ing factor (such as potential law shopping by the
infringer or the right holder). The Kopila proposal’s
default rule provided is supposed to ensure some le-
gal certainty in case the closest connection rule does
not lead to a clear result. In the CLIP proposal, a sim-
ilar default rule (referring to the defendant’s dom-
icile) has been abandoned as superfluous after the
connecting factors had been redrafted in favor of
the defendant. The drafts of the ALI Principles used
to suggest connecting factors in a “cascading” order
with lex fori as a default rule; this approach however
was also abandoned in later versions of the Princi-
ples, which embraced a more dominant role for ter-
ritoriality.*® Regarding the specific connecting fac-
tors, in the ALI proposal, they were inspired by the
list of factors set out in the US Restatement of For-
eign Relations § 403(2)(a)-(h).** Keeping in mind that
aright holder already has the advantage of choosing
the court in which the dispute will be adjudicated,
the CLIP group has opted for more defendant-ori-
ented rules instead.* The Joint JK group has tried
to select the connecting factors that “can easily be
discerned and grasped.”*

138 Regarding the types of infringements that the rule
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covers (only Internet or also other multi-state cases),
at least the CLIP group deliberately wants to limit the
ubiquitous infringement rule, as a significant excep-
tion to territoriality, only to indispensible cases.*?
They believe that even if offline infringement takes
place in multiple states, the parties would manage to
adjudicate the infringements under the laws of sev-
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eral states and no single-law rule is needed. Also, in
the CLIP proposal the “ubiquitous infringement” re-
quirement is supposed to exclude online trademark
cases as a general matter, since in only a very few
cases will trademark rights be owned worldwide (i.e.
in case of very famous marks) .

139 Most proposals exclude initial ownership and trans-
ferability issues from the scope of the ubiquitous in-
fringement rule assumably because of their high im-
portance in states’ copyright policies. In such a case
they would be further determined under specific ap-
plicable law rules (lex loci protectionis or lex originis de-
pending on the issue and on the proposal).

140 The exception that allows parties to prove a differ-
ing law provides for the possibility of preserving the
application of national laws on their territory even
in case of ubiquitous infringements. This, however,
is possible only if it is of interest to the parties (i.e if
they decide to make use of the exception and claim

a particular national law).

lll. International context

141 There is no specific applicable law rule to ubiqui-
tous infringements at an international, regional, or
national level. The only more relevant international
instrument dealing with this issue is the 2001 WIPO
Recommendation, which provides a market effect
rule for online trademark cases. It has been success-
fully applied by some national courts in trademark
cases. A main example is a German Supreme Court
decision in a Martime Hotel case.’® Here, the court
referenced the WIPO rule and examined whether
the dispute had a sufficient connection to the forum.
However, despite the website using inter alia German
language and targeting customers living inter alia in
a Germany, the connection to Germany was found to
be insufficient and thus the claim was rejected. Im-
portantly, the 2001 WIPO Recommendation contains
a substantive law rule rather than the applicable law
rule. Still, it is indirectly relevant for this study.>**

142 National courts in most Internet infringement cases
ignore the cross-border nature of disputes. Often,
they do not discuss any private international law
issues at all or confine themselves to shortly re-
ferring to jurisdictional questions.** In rear cases,
courts discuss whether the alleged infringing on-
line conduct could be allocated in a specific forum*¢
or shortly refer to the lex loci protectionis (or lex loci
delicti) rule.’”” No cases have been identified where
the courts applied foreign law for the adjudication
of online infringements. Importantly, some courts
have realized that the remedies in an online case
may have extraterritorial effects and have examined
whether these effects can be confined to a territory
of the forum.** Other courts, however, have applied
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a more loose approach to the territorial nature of
copyright in online infringement cases.***

IV.Discussion

143 Commentators outside the working groups have yet

to analyze the ubiquitous infringement rule, as sug-
gested in all of the proposals. As a general matter,
all proposals suggest a good compromise between
universal (or single-law) and territorial approaches.
Whereas a single-applicable law allows right holders
to get universal (worldwide) remedies, the excep-
tion retains a possibility for parties (mainly the de-
fendant) to take advantage of the territorial nature
of IP rights and apply the law of some state that is
more advantageous for the party; at the same time
this also helps to enforce states’ IP policies in case
of ubiquitous infringement, at least when this is of

interest to the parties.

144 The first question to address here is what the advan-

3

tages and disadvantages of the closest connection
rule (as proposed by the ALI, CLIP, Joint JK and Ko-
pila groups) are on the one hand, and what the ad-
vantages and disadvantages of the “maximum re-
sults” rule (as proposed by the Transparency group)
are on the other hand. The closest connection rule is
a highly flexible rule. In order to determine the law
applicable to the case, courts are asked to take a va-
riety of factors into account. On the one hand, this
helps to overcome the disadvantages of each sin-
gle connecting factor.**® On the other hand, it pro-
vides very little legal certainty and foreseeability, if
any at all. Online users, especially good-faith e-com-
merce service providers need to know, in advance,
which law governs their conduct. However, it is al-
most impossible for them to foresee what law will
be in closest connection to the conduct. They thus
cannot know which legal requirements they should
obey. The default rule available in the Kopila pro-
posal may slightly increase the predictability but it
is applied only as a last resort when no other clear
results can be determined, and thus it is barely suf-
ficient. Right holders also cannot know in advance
what law would be applicable to the case.’* Thus, in
order to avoid these risks, they may decide to ad-
judicate the case on a territorial basis instead, i.e.
by applying the lex loci protectionis rule. This further
decreases legal predictability for users. The courts
may also have trouble accepting such a flexible rule.
Whereas a similar, most significant relationship rule
is broadly accepted in common law (particular U.S.)
legal practice, it is questionable whether it can be ac-
cepted in a continental law system where legal cer-
tainty and predictability are particularly significant.
The latter jurisdictions may prefer seeing a clear-cut
rule combined with the closest connection rule as an

escape clause.*”
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145 Transparency’s “maximum results” rule adopts a

variation of the market effect rule, which has been
partially followed by courts in some jurisdictions and
often suggested in legal doctrine.*”® Whereas a “typ-
ical” market effect rule allows finding an infringe-
ment in any state where the commercial effects are
sufficient,*** Transparency proposal suggests ap-
plying a single law where the effects are maximized.
By applying this connecting factor, potential forum
shopping by both infringer and right holder is pre-
cluded. The place where maximum results are felt
seems to be reasonable from the perspective of both
aright holder (his/her interests were prejudiced in
that market) and an infringer (conduct was directed
to that market). Also, the rule seems, at first glance,
to provide more legal certainty and predictability
than the closest connection rule: in any given case, it
should usually be easier to predict the country with
maximum results than the country with the closest
connection. However, there likely to be numerous
cases where it is highly complicated or even impos-
sible to determine the place with the maximum re-
sults (e.g., a website is in many languages, and the
amount of exploitation results is similar in several
countries). Also, the rule takes into account the place
where the results are “to be mamimized” - however,
it seems quite difficult to predict the future.**s, This
rule also requires the court, when determining the
applicable law, to engage in estimation of effects (or
calculation of damages) when this is a question of
substantial law. Furthermore, there might be cases
that are closely connected to a state other than the
one where the results of the exploitation are max-
imized (i.e., the state where effects are substantial,
though not maximum, and both parties have a com-
mon domicile). The proposal does not suggest any

exception, or “escape rule”, for such situations.

146 The next question is what types of infringements the

rule shall cover. Namely, one way could be to limit
the application of the ubiquitous infringement rule
only to acts carried out through ubiquitous media
and that lead to arguably worldwide infringement
(as proposed by CLIP). Alternatively, one could ex-
tend it to some other cases, i.e. online infringements
that occur in a multiple states but not worldwide
(the wording of the ALT and Joint JK proposals seem
to allow this),**® or even to certain multi-state in-
fringements occurring offline. The application of a
single-law approach is limited only to the restricted
number of cases where both the media and the in-
fringement is ubiquitous because the exception to
territoriality should be applied only to cases where it
is indispensible, namely, where the efficient enforce-
ment of rights otherwise becomes impossible. When
it is possible to identify all states where the alleged
infringement took place,*” one may argue that the
rights can still be enforced under traditional rules
(like lex loci protectionis). In such cases other interna-
tional private law mechanisms can be put to use.>* It
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is even more so in offline cases: even if the infringe-
ment takes place in several countries, the number of
infringements is limited and right holders may find
ways to cope with such cases.** On the other hand,
it can be pointed out that politicians, lawyers and
right holders are currently searching for ways to im-
prove enforcement mechanisms for both offline and
online infringements as much as possible.> If such
a course of policy is upheld, the expansion of a sin-
gle-law approach to a broader range of multistate in-
fringement cases both online and for certain offline
cases®! could be a helpful legal measure at the level

of international private law.

147 Third, all the proposals exclude from the scope of

ubiquitous infringement rule initial ownership and,
most of them, the transferability issue.”? The main
argument in favor of this solution is the need to pro-
tect the states’ policies underlying these issues. The
initial ownership and transferability issues are said
to be one of the core issues of copyright policies; as
their regulation differs significantly, the states may
also want to preserve their policies in case of on-
line infringement.>* On the other hand, it is ques-
tionable how such an exclusion of initial owner-
ship and transferability issues would be applied in
practice. It is especially problematic when these is-
sues are subject to lex loci protectionis rule (e.g. CLIP,
Transparency). Will the right holder have to prove
that he/she owns the title to the works (or a right
to sue) in each country covered by the dispute (i.e.
in an unidentifiable number of countries)? This bur-
den is likely to be too high and almost unimagina-
ble in practice. It is more likely that courts would
search for ways to simplify this burden by, for ex-
ample, requiring proof of the title under forum law
(or the law with the closest connection) and/or (im-
plicitly) applying the presumption that the title is
owned worldwide. In such a case, it would be ineffec-
tive to exclude initial ownership and transferability
issues from the ubiquitous infringement rule. Fur-
thermore, it would be left to the defendant to con-
test the title in any of the countries. However, it is
questionable if the exception of the ubiquitous in-
fringement rule could be applied in such cases. One
may argue that since the ubiquitous infringement
rule does not cover these issues at all, they cannot
be raised in the framework of the exception either.
On the other hand, the inclusion of these issues un-
der the ubiquitous infringement rule also seems to
be problematic. Initial ownership and transferability
would then be governed under a single law with the
closest connection. However, this does not allow the
right holder to predict the law under which owner-
ship issues will be determined.”* It is questionable

how this would be dealt with in practice.

148 Interestingly, this problem is not as significant when

a single-law approach is applied for initial ownership
(e.g. creator’s residence rule in ALI, Kopila, Joint JK).

npitec
b4

T

290

Rita Matulionyté

Here, although the right holder might need to prove
initial ownership under a law different from the one
applicable to the entire infringement, there would
be a single law and it would remain stable in respect
to all infringements. The problem, however, remains
in regard to the transferability issue. Since it is sub-
ject to lex loci protectionis rule in all proposals,** it re-
mains questionable how right holders are supposed

to prove it in ubiquitous infringement cases.

149 The exception allowing parties to claim a differing

national law should be welcomed since it helps reach
abalance between universality and territoriality ap-
proaches in online cases. Although, as a general rule,
a single law will govern an online infringement, the
parties are allowed to invoke other territorial laws
if they are favorable for them. On the other hand, as
has been noticed by drafters themselves, this excep-
tion could lead to much litigation.>* Also, it could be
misused by stronger parties who have resources and
who wish to prolong proceedings to make it more

costly for the other party.

150 Furthermore, the burden to prove a different law

seems to lie on the party requesting application of
the law, which in most cases is the defendant. Tra-
ditionally, it was the defendant who would have to
prove that the right exists, that he/she owns the
right, and that the use falls within the scope of
rights. In the case of the exception, it is the defend-
ant who should prove that this is not the case in
some of the countries covered by the dispute. Shift-
ing the burden might be reasonable in obvious in-
fringement cases, such as where defendant is acting
in bad-faith and on a commercial scale (prima facie
“piracy” cases). However, its reasonability could be
challenged in more complicated cases (i.e. when it
is not clear if online use is covered by copyright ex-
ceptions and a defendant was acting under the be-
lief that it was not infringing).”’” One should consider
whether it is more reasonable to explicitly leave the
allocation of the burden of proof to the courts’ dis-

cretion in each particular case.

Secondary infringements

Art. 3:604 CLIP; art. 305 Joint JK

Differences

151 Law applicable to secondary infringements,** and

in particular to those occurring online, has been an
emerging and very important but little investigated
issue. All groups have realized its importance but be-
cause of its complexity, it has not been addressed in
most proposals.
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152 ALI suggests in its comments that the “facilitation

of infringement” is governed by the same law as the
primary infringement.**® Interestingly, the issue of
secondary liability online is not addressed by ALI
when commenting on the ubiquitous infringement
rule. Rather, the comments give an example of how
the lex loci protectionis rule shall be applied to such
online cases.”® Transparency group has discussed
the problem and identified the problems when sub-
jecting secondary infringement to different rules
(e.g to the law governing the primary infringement
or to the law of Internet service provider’s (ISP) res-
idence) but they did not propose any special rule.*!
The Joint JK proposal refers to secondary liability in
art. 305. However, at least the rule’s English transla-
tion is difficult to comprehend.*® In short, it allows
finding the infringement in the protecting country
only if direct inducement, accessory-ship and sub-
stantive preparatory acts are directed to that state
and there is a threat of injury within that state. How-
ever, despite mentioning the acts that are meant to
cover secondary infringement (direct inducement,
etc.) the rule seems to rather establish a kind of mar-
ket effect rule similar to the CLIP proposal’s de min-
imis rule.’® One can barely extract from it an appli-
cable law rule to secondary infringements. Rather,
the place of secondary activities is used as a factor
to allow the establishment of the infringement on a
substantive law level.

153 The only proposal that makes an attempt to formu-

late a comprehensive rule on secondary liability is
the CLIP project. First, it sets a general rule that sec-
ondary infringement is governed by the law applica-
ble to the primary infringement (art. 3:604(1)). Sec-
ond, it suggests a rather complex rule for secondary
liability online. In short, certain (online) secondary
infringements are subject to a single law of the state
where the “center of gravity” of those activities is lo-
cated (art. 3:604(2)). However, the law selected under
this rule applies only if it meets certain substantive
law standards: it has to contain at least (a) liability
for failure to react in case of a manifest infringement
and (b) liability for active inducement (art. 3:604(3)).
In addition, this rule is not applied in regard to ISPs’
information duty (art. 3:604(4)).

Il. Rationale

154 The need for an applicable law rule to secondary in-
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fringements is obvious, especially in regard to on-
line infringements. Right holders seeking to en-
force their online rights first direct their efforts not
against direct infringers (who are numerous, diffi-
cult to allocate and are eventually their customers)
but rather against intermediaries (who are easier to
identify and the prosecution of whom may more sig-
nificantly reduce the infringement scale and ensure
damages).’** On the other hand, the issue of second-
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ary liability is highly complicated. The substantive
rules on secondary liability strongly diverge from
state to state; there is even no accepted agreement
on what constitutes a “secondary infringement.”
Secondary infringements offline and online are of
a different nature and it appears to be difficult to
cover them under the same rule. As a general matter,
online primary and secondary liability standards are
still constantly evolving.*®® Furthermore, there are
no statutes or legal practices on applicable law rules
to such secondary infringements, which would pro-
vide a starting point for the drafters.>® It is thus un-
derstandable why, facing these and other difficulties,
most of the groups abandoned the idea of suggest-
ing an applicable law rule to indirect liability cases
at this stage. Only very recently has CLIP come up
with the first suggestion on this issue.

155 CLIP differentiates between “traditional” (offline)

and multi-state (online) secondary liability. In the
first case (art. 3:604(1) CLIP) they follow the prevail-
ing approach in different jurisdictions that a sec-
ondary infringement is treated as ancillary to the
main (primary) infringement and is thus governed
by the same law as the latter.>* In contrast, a second-
ary infringement occurring online is treated autono-
mously from the primary infringement and is subject
to an autonomous connecting factor (art. 3:604(2)
CLIP). Such an approach is arguably consistent with
the way the laws of secondary infringement appear
to be developing.**® Facilitating conduct has already
been adjudicated by courts independently from the
question whether there is a direct infringement.>®
Arguably, the tort underlying secondary liability
serves different social purposes than the tort un-
derlying primary (direct) liability. Thus, the autono-
mous connecting factor allows the law to better take
into account the specific policy concerns related to
secondary infringements.>”

156 One of the difficult tasks when formulating the sec-

ondary infringement rule has been to define the le-
gal object that the applicable law rule regulates (Ank-
niipfungsgegestand). There is no unitary definition of
what “secondary infringement” is; the same conduct
may be covered by different indirect or direct liabil-
ity rules in different jurisdictions.”” For this reason
CLIP does not mention such concepts as “second-
ary,” “indirect,” or “contributory” infringement in
their rule but rather autonomously defines the legal
object. Namely, the rule applies for “facilities or ser-
vices being offered and/or rendered that are capable
of being used for infringing or non-infringing pur-
poses by a multitude of users without intervention
of the person offering and/or rendering the facilities
or services in relation to the individual acts result-
ing in infringement.” In short, four criteria should be
met: (1) the conduct should constitute “offering and/
or rendering of facilities or services;” (2) those facil-
ities and services should be “capable of being used
for infringing or non-infringing purposes;” (3) they
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should be used “by a multitude of users;” and finally
(4) there shall be “no intervention [by the second-
ary infringer] in individual acts resulting in infringe-
ment.” The rule may potentially cover a variety of
activities. For instance, it is likely to govern Inter-
net access provision, temporary storage, hosting of
content, linking activities of search engines, online
auctions, as well as more controversial online con-
duct such as file sharing services (such as Bittorent
sites) and services enabling circumvention of tech-
nical protection measures if they are capable of both
infringing and non-infringing purposes.

157 Furthermore, the CLIP group has chosen the “center

of gravity” as a connecting factor most likely because
it is seen as ensuring both sufficient legal certainty
and flexibility. The minimum substantive standards
that the selected law shall meet have been added in
order to ensure that the law applied to the entire
online secondary infringement meets at least cer-
tain minimum standards on intermediary liability.
Finally, information duty of ISPs has been excluded
assumably because of its close relation to the data
protection laws, which contain important public pol-

icy issues.

lll. International context

158 As a general matter, there are no clearly and explic-

itly established applicable law rules on secondary
infringements in intellectual property cases. The
courts in different jurisdictions seem to treat sec-
ondary infringements as ancillary to the primary in-
fringements and, thus, subject them to the law gov-
erning the latter (i.e. primary) infringements (e.g.
UK,*?U.S.,”* Germany*").

159 However, with the emergence of different forms of

secondary liability online (e.g. for search engines,
auction sites, host providers, etc.) this rule has be-
come unsuitable. Since there are multiple primary
infringements originating from different states, a
claim on secondary infringement would need to be
adjudicated simultaneously under all of these laws.
Thus, having no clear applicable law solutions on
an international or national level like in other on-
line cases, courts have either been ignoring the
cross-border nature of the online dispute or, satis-
fied with certain connections with the forum, have
been applying their own forum law for the entire dis-
pute.’” In regard to the scope of the remedies, some
courts often do not mind granting remedies un-
der forum law, which has extraterritorial effects,’”

whereas others try to limit them territorially.”””

Rita Matulionyté

IV.Discussion

160 As indicated above, the need of applicable law rules

for secondary infringements is obvious. Thus, an at-
tempt to formulate such a rule in the CLIP proposal
can only be welcomed. Without intending to provide
a thorough analysis of this rule, attention can still
be drawn to several points, which may facilitate the
discussion on whether this rule is proper for an in-
ternational proposal. The following arguments will
focus on art. 3:604(2)-(3) CLIP.

161 First, the wording of the provision is technolo-

gy-neutral with regards to the legal object of the
rule. As opposed to the ubiquitous infringement rule,
it does not even mention “ubiquitous” media or mul-
tiple states. As a matter of principle, it may cover sec-
ondary infringements in any media if there are mul-
tiple direct infringers (and other criteria are met).
One may thus ask whether it could also cover mul-
ti-state offline cases. For instance, could one apply
the rule for the situation where a person residing in
country A is organizing and facilitating (e.g. by pro-
viding devices, organizing marketing activities, etc.)
the illegal reproduction and distribution of CDs in
multiple other countries?

162 Second, the rule seems to cover all IP rights. The

ubiquitous infringement rule, as proposed in art.
3:603 CLIP, will cover mainly copyright cases: trade-
mark infringements are mostly excluded since the
right holder can claim a worldwide trademark in-
fringement in rear cases (e.g. famous trademarks).>”®
In contrast, the secondary infringement rule does
not set any requirements comparable to the one in
the case of ubiquitous infringement (i.e. the infringe-
ment shall be “arguably taking place in each coun-
try where the signals can be received”). That would
mean that in case of direct trademark infringement,
online parties will have to deal with each separate
law under lex loci protectionis rule, whereas in the case
of secondary infringement online the entire dispute
will be covered under a single law of the state where
the “center of gravity” of the infringing activity is
found. Moreover, it is questionable how these two
different rules are applicable in cases where the de-
fendant is sued both under direct and secondary li-
ability rules - this is a common practice when ad-
judicating IP disputes. Similarly, “offering and/or
rendering of facilities or services” may cover both
primary infringement (making available the con-
tent) and secondary infringement (enabling unau-
thorized downloading by end users). Thus, it needs
to be clarified which applicable law rule - the one
for ubiquitous infringement or the one for second-
ary infringement - applies.

163 Further, it is true that most online services are “ca-

pable of being used for infringing or non-infringing
purposes.”” One may however wonder, for exam-
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ple, when the requirement of non-infringing use is
met. For instance, in a case dealing with a hosting
service on the Rapidshare website, German courts
gave different answers: whereas the Hamburg court
found the business model underlying the website as
blatantly infringing,** the Diisseldorf court found
substantial legitimate purposes.** Also, one may ask
what law will apply in case some service does not
meet the “infringing and non-infringing purposes”
requirement. For instance, software is designed and
explicitly marketed for unauthorized exchange of
music and video files and the software producer is
aware that such exchange is illegal under the law
of the targeted country. It seems that such activi-
ties are excluded from the secondary liability rule
and remain subject to lex loci protectionis. Then, right
holder would have to enforce such obvious infringe-
ments under the laws of each protecting country.
Such burden is difficult to justify.

164 Another question is how far the secondary infringe-

ment rule will apply to secondary conduct if the pri-
mary activities (the use of service by end users) are
legal. For instance, the defendant provides online
file sharing service for consumers in several Euro-
pean countries. In the Netherlands, copying for pri-
vate purposes is legal even if it is done from an illegal
source,*®2 while under German law private copying
from obviously illegal source is illegal.*® The plain-
tiff seeks an European-wide injunction. Will the rule
apply to this situation or, rather, is an (actual or po-
tential) direct infringement in each country a pre-
requisite for the application of a secondary infringe-
ment rule under the CLIP proposal? The reference
to the “individual acts resulting in infringement” in
the CLIP provision seems to favor the latter option.
On the other hand, it would be unreasonable to re-
quire the court, before choosing the applicable law
rule, to first examine if there is a direct infringement
in each state covered by the dispute. Thus, further
clarification on how one should deal with such cases
might be necessary.

165 Also, one should ask what would constitute an “in-

tervention in individual acts.” If the host provider
is filtering obviously illegal contents ex ante or ex
post, adding advertisements to hosted sites, and or-
ganizing the structure of websites of individual users
- will this be a sufficient intervention? The “active
role” of hosting providers has been addressed differ-
ently in different jurisdictions and the ECJ has pro-
vided some guidance on this issue.®® Still, answer-
ing this question at the stage of applicable law may
appear problematic. Overall, the definition of the le-
gal object of the rule may need further clarifications.

166 Concerning the connecting factor, the CLIP proposal

3

subjects secondary infringements to the law of the
place where the “center of gravity” of the contested
activities is located. The factor is flexible enough to
minimize the danger of forum shopping by a poten-
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tial infringer (i.e. by establishing itself in the coun-
try with no or low protection standards). One the
other hand, one could ask how similar it is with the
“closest connection” rule as provided for the ubiqui-
tous infringements. As a general matter, both rules
allow taking into account different factors when
determining the applicable law and could be asso-
ciated with the most significant relationship rule
found in U.S. Restatement of Law (Second). Then,
the center of gravity rule would lead to the closest
connection rule’s same problems of lack of legal cer-
tainty and predictability.**> However, since a differ-
ent title was chosen and no exemplary list of factors
was proposed in case of a center of gravity rule, it
is supposed to be different from the closest connec-
tion rule. The question then remains in which way.

167 Third, in contrast to the ubiquitous infringement

rule, secondary infringement rule has no exception
allowing the defendant to argue that other laws (than
the one applied to the case) provide a different solu-
tion. This does eliminate the danger that many laws
will be raised during the court proceedings.’* How-
ever, differing treatment of online direct infringe-
ment and secondary infringements needs a clear jus-
tification, especially since the delimitation of these
types of infringements is difficult and the same con-
duct may fall under both definitions. Further, if the
alleged infringer is ready to geographically differ-
entiate its conduct in accordance with different na-
tional legal standards (i.e. by applying technological
measures), it is questionable if this will be prevented
by demanding the ISP to obey a single law for the en-
tire worldwide activity. This could, of course, foster
internationally unitary online services. On the other
hand, this could force the ISP to even more carefully
consider in which country they should further their
services. They may be more willing to establish and
further the services in the countries with less pro-
tection even when main target markets are in other
countries. Then, additional difficulties in determin-
ing the country with the “center of gravity” would
emerge. Also, since the “center of gravity” is often
likely to be developed countries with high protec-
tion standards,*” the application of these laws with
worldwide effects will mean the exportation of the
highest protection standards to countries that have
lower protection standards and are not ready or will-
ing to accept the more stringent ones. Last but not
the least, the possibility of enforcing such decisions
with extraterritorial effects in other countries re-
mains questionable.

168 Finally, several arguments regarding minimum sub-

stantive standards in the secondary infringement
rule are indicated. The underlying rationale can be
well understood: it is important to ensure that if a
single law is applied to the entire online secondary
infringement it shall meet at least certain minimum
standards of IP protection. This has been of concern
since the beginning of discussions on law applica-
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ble to online infringements.*® The first issue here
is whether the setting of substantial standards in
an international private law instrument is appro-
priate at all. Although substantive law considera-
tions have been taken into account when determin-
ing applicable law both in the U.S. and Europe,* it
is difficult to point to any PIL instrument that for-
mulate substantive law standards in such an explicit
way. The second problem is that there are no in-
ternational standards on intermediary liability. The
most recent efforts to do so at a multilateral level in
the Anti-Counterfeiting Trade Agreement (ACTA)
had been strongly criticized both by scholars and
non-governmental groups,*° and was consequently
abandoned by the negotiating parties.> Thus set-
ting such a standard in a private international law
instrument may indirectly incite creating such in-
ternational rules on the one hand, while decreas-
ing chances that the countries without substantive
standards will be willing to apply this PIL proposal.
Furthermore, the concepts used in the wording of
the provision - such as “manifest infringement” and
“active inducement” - are doubtlessly difficult to
construe and are thus likely to lead to divergent in-
terpretations. It will be in particular complicated
(and politically incorrect?) if the court has to de-
termine whether the foreign applicable law meets
these standards. Overall, although the first attempt
to formulate a rule on secondary liability is strongly
welcomed, additional efforts to clarify some issues

are invited.

K. Summary

169 In sum, all proposals have retained the territorial ap-

3

proach in disputes over IP rights as a general rule.
However, because of the ambiguous notion of the lex
loci protectionis rule, the drafters have chosen differ-
ent wordings for the applicable law rules they sug-
gested (e.g. country for which protection is sought,
country of registration, country granting the right).
Also, some proposals proposed different rules for
registered and unregistered rights (ALI, Kopila, Joint
JK). The scope of the proposed applicable law rule is
mostly the same - leaving transferability and initial
ownership issues aside, it governs all issues related
to IP. The exception is the Transparency proposal
where the IP rights infringements are subject to the
law of the place where the exploitation results oc-
cur (“market impact” rule). It deviates from a tradi-
tional territoriality approach and is supposed to al-
low certain extraterritorial enforcement of rights.
While the differences in the wording of the rules
and the separation of registered and unregistered
rights partly reflect different understandings of lex
loci protectionis in national practice, the “market im-
pact” rule proposed by the Transparency group is
an innovative solution to the transborder cases. It
is suggested, however, that the latter rule would be
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too radical a move away from territoriality. Instead,
clarifiying the lex loci protectionis rule is suggested.

170 The determination of applicable law to initial own-

ership differs significantly in the proposals and is
the most controversial issue. Regarding initial own-
ership to unregistered rights, one group of proposals
(CLIP and Transparency) retains a strict territorial
approach (with certain limited exceptions in case of
co-ownership and employment situations), whereas
the other group (ALI, Kopila and Joint JK) opts for a
single-law (universal) approach (also with special
rules for co-ownership and employment relation-
ships). The applicable law rules for registered rights
demonstrate more unity between the groups. How-
ever, they differ in regard to the employment rela-
tionship, in particular, in the absence of choice of
law by parties. Also, only the CLIP proposal addresses
the co-ownership situation (e.g. in collaborative re-
search cases). The main rationales underlying the
proposed rules are the need for legal certainty on the
one hand, and the need to respect national state pol-
icies regarding initial ownership issues on the other.
The variety of suggested rules also reflects diverg-
ing national practices (e.g. lex loci protectionis in Ger-
many, Austria, and lex originis in France, USA). The
discussion suggests that none of the suggested rules
leads to the optimal results and, thus, an additional
attempt to find a compromise might be necessary.

171 Regarding the transferability issue, all proposals

have opted for the territorial approach. Although
the wording of the suggested rules slightly differ,
they are likely to result in the application of the same
law of the protecting country. Only Joint JK proposal
suggests a provision allowing the adjudication of the
transferability issue under the same rule as the in-
itial ownership issue (the latter is subject to a sin-
gle-law approach in the Joint JK proposal). The na-
tional state practice is, however, unitary on this issue
and recognizes lex loci protectionis as the applicable
rule. Although the legal certainty and simplicity rea-
sons may call for a single law approach here, as well,
the states’ interests on preserving diverging policies
on transferability of rights seem to prevail.

172 As far as the applicable law to IP contracts are con-

cerned, all proposals acknowledge party autonomy
as a main rule. The rules, however, differ in setting
presumptions in case the parties’ choice of law is
absent. Here, different proposals show preferences
for assignor’s residence, assignee’s residence, lex
loci protectionis or a combination. CLIP, in addition,
sets forth a law applicable to employment contracts
(as distinguished from initial ownership in employ-
ment relationships). Different points of attachment
in cases where parties’ choice is absent reflect the
difficulty of finding the most appropriate law in such
cases, which can also be seen in national state prac-
tice. The discussion demonstrates that each of the
factors may be most relevant to different situations,
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thus, a flexible approach in determining the appli-
cable law, such as CLIP group’s proposal, is worth
considering.

173 All proposals allow party autonomy in IP infringe-

ment cases but all to a different extent. Most propos-
als limit it to infringement-related issues; CLIP allows
it only with respect to remedies, whereas the Joint
JK proposal seems to allow it to all issues. Until now,
party autonomy has been excluded or barely exer-
cised in most states’ practice. It has been suggested,
however, that its importance may grow, especially
in trans-border cases online, and an even further
extension of its scope might need to be discussed.

174 The de minimis rule is found only in the CLIP and

Joint JK proposals. At least in CLIP proposal, it seems
to apply only to a very limited number of cases (i.e.
when there is neither substantial conduct nor effects
in the country and if the exception provided by CLIP
is not applied). Thus, its expected effects in practice
are questionable.

175 Most proposals suggest very similar rules for ubig-

uitous infringement. It is subject to a single law with
the closest connection leaving a possibility for par-
ties to claim a different national law (and, thus, re-
treat back to the territorial approach). More signifi-
cant differences between the proposals concern the
exact formulation of the rule (“closest” or “close”
connection), nature of the rule (mandatory or vol-
untary), types of infringements covered (worldwide
or multi-state; online or offline), issues covered (in-
itial ownership is excluded in most proposals but
transferability is included at least in the Kopila and
Joint JK proposals), the list of connecting factors,
and the exact wording of the “retreat to territorial-
ity” exception. In contrast, the Transparency pro-
posal suggests a different rule: it subjects multistate
infringements to a single law of the country where
maximum exploitation results are located. The cur-
rent national practice shows that courts, as a general
matter, avoid discussing applicable law issues in on-
line cases and simply apply forum law on a territorial
basis. Both of the suggested rules thus implicate the
departure from a strict territorial approach, demon-
strating a great innovative nature. It is further sug-
gested that the ubiquitous infringement rule might
need to be amended in order to provide for more le-
gal certainty and foreseeability, especially for legiti-
mate online service providers.

176 Only the CLIP proposal suggests a special applicable

3

law rule in cases of secondary liability. It subjects
certain secondary conduct (specifically defined in
the rule) to a single law of the country where the
center of gravity of the conduct can be located, with
the condition that this law meets certain minimum
substantive law standards. Other proposals do not
specifically address the issue because of its highly
complicated nature. In national practice the courts
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10

11

12

13
14

seem to avoid discussing applicable law issues, espe-
cially in Internet service providers’ cases, and simply
apply forum law. Although the CLIP group’s attempt
to formulate the applicable law rule to secondary li-
ability cases should be highly welcomed, several el-
ements of the rule might need further discussion in
order to ensure both sufficient legal certainty and
compatibility with the ubiquitous infringement rule.

American Law Institute, Intellectual Property: Principles Gov-
erning Jurisdiction, Choice of Law, and Judgments in Trans-
national Disputes (American Law Institute Publishers, St Paul,
MN 2008).

CLIP Principles for Conflicts of Laws in Intellectual Property,
the “Draft” and previous drafts are available on www.cl-ip.eu.

Transparency Proposal on Jurisdiction, Choice of Law, Rec-
ognition and Enforcement of Foreign Judgments in Intellec-
tual Property, published in Jiirgen Basedow, Toshiyuki Kono,
Metzger, Axel (eds.), Intellectual Property in the Global
Arena 394-402 (Mohr Siebeck 2010), also available at http://
www.tomeika.jur.kyushu-u.ac.jp/ip/pdf/Transparency%20
RULES%20%202009%20Nov1.pdf.

Principles on International Intellectual Property Litigation,
approved by KOPILA on 26 March 2010.

Principles of Private International Law on Intellectual Prop-
erty Rights of October 14, 2010, published (with comments)
in The GCOE Quarterly Review of Corporation Law and Soci-
ety 112 (2011).

“Law of Protected State” in art. 19 Kopila is assumed to have
the same meaning.

Kojima, Ryo, Shimanami, Ryo, Nagata, Mari Applicable Law
to Exploitation of Intellectual Property Rights in the Trans-
parency Proposal, in Jiirgen Basedow, Toshiyuki Kono, Axel
Metzger (eds.), Intellectual Property in the Global Arena 179-
229, 209 (Mohr Siebeck 2010).

The proposal presumes that lex loci protectionis is identical to
the state of registration but this presumption might be re-
butted, see explanatory note to art. 301 Joint JK Proposal, su-
pra note 5.

See the title to sec. 301 ALIL

See comment c to sec. 301 ALI (“The usual point of attach-
ment for determining infringement of these rights therefore
will be the countries where the right owner’s market for the
work has been affected”) or comment d to sec. 301 ALI (“The
formulation ‘each country for which protection is sought’ is
compatible with a market-oriented approach; it corresponds
to the markets that plaintiff seeks to protect from infringe-
ments that are occurring (or threatened to occur) there”).

Supreme Court decision of 1 July 1997, Minshi Vol. 51, No.6,
p. 2299; abbreviated English translation is available at http://
www.courts.go.jp/english/judgments/text/1997.07.01-1995-
0-No.1988.html (last visited on 2 May 2011).

Supreme Court decision of 26 September, 2002, Minsh{i Vol.
56, No.7, p. 1551, abbreviated English translation is availa-
ble at http://www.courts.go.jp/english/judgments/tex-
t/2002.9.26-2000.-Ju-.No..580.html (last visited on 2 May 2011).

Id.

Kojima/Shimanami/Nagata, supra note 7, p. 188, fn. 24 and
p. 207 (“Criticism has been directed at this decision from aca-
demic authors to the effect that whilst it might outwardly be
concerned with a method of choosing the applicable law for
a private law relationship (in the form of choosing the law of
the place with the closest connection to the facts), in terms of
its actual content the decision adopted a choice of law method
for a public law relationship that took on the form of the range
of applicability of U.S. patent law.”)
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The other reason for rejecting the “country for which pro-
tection is sought” rule is that the latter is in a “fine line with
a ‘subjective connection’ (namely the formula of ‘law of the
country which the plaintiff claims’)”, Kojima/Shimanami/Na-
gata, supra note 7, p. 186.

ALI seems to follow a similar approach: since “other rights”
do not stem from the registration and thus the registration
criterion cannot be applied, they are subject to the law of
each country for which protection is sought, see comment
d to sec. 310 ALL

E.g. Kojima/Shimanami/Nagata, supra note 7, p. 209.

See Joint JK Proposal art. 301 (2) (“(...) lex protectionis is the
law of the state for which protection is sought. In the case of
aregistered intellectual property right, this state is assumed
to be the state in which that right is or will be registered, or
which is deemed to be a state of registration under the con-
vention to which that state belongs or the local law of that
state”) and comments to it, supra note 5.

Kojima/Shimanami/Nagata, supra note 7, p. 209.

It is to be seen to which extent this rule remains after the
Rome II Regulation (and lex loci protectionis implemented
therein) is applied in practice, see Regulation (EC) 864/2007
of the European Parliament and of the Council of 11 July 2007
on the law applicable to non-contractual obligations (Rome
11), 0J L 199, 31.7.2007, pp. 40-49 (Rome II).

E.g. such approach has been until recently valid in regard to
copyright infringements in UK, for more see Fawcett, James
J. & Torremans, Paul, Intellectual Property and Private Inter-
national Law 280-295 (Clarendon Press 1998); it is still broadly
accepted in respect of registered rights’ infringements, see
e.g. Barcelona.com v. Excelentisimo, 330 F.3d 617, 618-19 (4th
Cir. 2003) (holding that United States courts will not enter-
tain actions to enforce trademark rights under foreign law).

E.g. this is arguably required under the jurisdiction rules of
Council Regulation (EC) No 44/2001 of 22 December 2000 on
jurisdiction and the recognition and enforcement of judg-
ments in civil and commercial matters, OJ L 12, 16.1.2001, pp.
1-23 (Brussels I).

Berne Convention for the Protection of Literary and Artis-
tic Works, adopted on 9 September 1886, last amended on 28
September 1979.

This has been confirmed in some jurisdictions’ court prac-
tice (eg. Judgment of the Tokyo District Court on 9 Decem-
ber 2004, Hanrei Jihd No.1936, p. 40 (Chinese Poem case) - as
cited in Kojima/Shimanami/Nagata, supra note 7, p. 192, fn.
28), but denied in others (e.g. USA’s Itar-Tass Russian Agency
v. Russian Kurier, Inc., 153 F.3d 82, 90-91 (2" Cir. 1998); Euro-
pean Court of Justice (ECJ) case C-28/04 of 30 June 2005, Tod’s
SpA and Tod’s France SARL v. Heyraud SA, ECR 1-05781, para. 32
(2005) (“[Als is apparent from article 5.1 of the Berne Con-
vention, the purpose of that convention is not to determine
the applicable law”)).

Signed on 20 March 1883, last amended on 28 September 1979.

Agreement on Trade Related Aspects of Intellectual Property
Rights, adopted at 15 April 1994, Marrakech.

See e.g. Sender, Marta Pertegds, Cross-Border Enforcement
of Patent rights 5.46 et seq. (Oxford University Press 2002).

Art. 110(1) of Swiss Private International Law subjects all
1P rights to the law for which protection is sought, see also
Sender, supra note 27, at 5.92 et seq.

One of the first cases to establish it is German Supreme Court
decision of 19 May 1972 - 1 ZR 42/71 Goldrausch, GRUR Int.
49 (1973).

Eg. Art. 34(1) of Austrian IPR statute reads “in which protec-
tion is sought,” which could imply lex fori (cf. 5(2) Berne Con-
vention). However, the courts have construed it as lex loci pro-
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tectionis, see Austrian Supreme Court decision of 28 September
1993 - Adolf Loos Werke II, GRUR Int 638 (1994).

See art. 48 of Chinese Law on the Laws Applicable to For-
eign-Related Civil Relations of 28 October 2010 (“law of the
place where protection is sought”).

See sec. 42 of Taiwanese Law on Laws Applicable to For-
eign-Related Civil Relations, adopted on 26 May 2010 (unoffi-
cial translation reads: “Intellectual property rights are gov-
erned by the law of the place where protection is sought”).

See supra text.

Drexl, Josef, Miinchener Kommentar zum Biirgerlichen Ge-
setzbuch. Band 11: Internationales Wirtschaftsrecht Art. 50-
245 EGBGB, para. 13 (Verlag C.H. Beck 2005).

Art. 48 of the Portuguese Private International Law.

Secs. 11 and 12 of UK Private International Law (Miscellane-
ous Provisions) Act; for more on their application to IP cases
see Fawcett/Torremans, supra note 21, p. 60 et seq.

Sender, supra note 27, 5.123 et seq. (general tort applicable
law rule lex loci delicti applies).

Itar-Tass Russian Agency v. Russian Kurier, Inc., 153 F.3d 82, 90-
91 (2d Cir. 1998) (refers to lex loci delicti and states interests’
doctrine).

E.g. Goldstein, Paul, International Copyright. Principles, Law
and Practice 99-100 (Oxford University Press 2001) (lex loci
protectionis is defined as referring to “the country in which
the work is being exploited without the copyright owner’s
authority”).

Austrian Supreme Court decision of 14 January 1986, 4 Ob
408/85, GRUR Int. 735 (1986); also Schwind, Fritz, Internation-
ales Privatrecht 191 (1990).

Art. 93 para. 1 of Belgium Private International Law Code; also
Sender, supra note 27, p. 478.

Federal Supreme Court decision of 17 June 1992, GRUR 697
(1992) - ALF.

Art. 54 of the Private International Law Act; Boschiero, Nerina
Infringement of Intellectual Property Rights, A Commentary
on Article 8 of the Rome Il Regulation, IX Yearbook of Private
International Law 87, 100 (2007).

Art. 110 para. 1 of the Federal Private International Law Act;
Jegher, Gion, Art. 110 (Immaterialgiiterrechte), in: Honsell et
al. (eds.), Baseler Kommentar, Internationales Privatrecht, 2™
ed. (2007), Art. 110, at 13.

Art. 24 of the Korean Private International Act; Seoul Central
District Court, Judgment of 30 August 2006, Case No. 2006Ga-
hap53066 (concerning trademarks).

Arts. 48 and 50 of Law of the People’s Republic of China on
the Laws Applicable to Foreign-related Civil Relations of 28
October 2010.

Itar-Tass Russian Agency v. Russian Kurier, Inc., 153 F.3d 82, 90-
91 (2 Cir. 1998).

Def Lepp Music v. Stuart-Brown, [1986] RPC 273; Pearce v. Ove
Arup Partnership Ltd, [2000] Ch. 403; Fawcett/Torremans, su-
pra note 21, p. 60 et seq.

Court of Cassation, 22.12.1959, D. 1960, jur. 93 - Rideau de fer.

Vicente, Ddrio Moura, A tutela internacional da propriedade
intelectual 322-23 (2008).

Metzger, Axel, Applicable Law under the CLIP Principles: A Prag-
matic Revaluation of Territoriality, in Jiirgen Basedow, Toshi-
yuki Kono, Axel Metzger (eds.), Intellectual Property in the
Global Arena157-178,171-172 (Mohr Siebeck 2010); this is also
the practical consequence of the cases discussed by Fawcett/
Torremans, supra note 21, pp. 601-06.

See Supreme Court decision of 26 September, 2002, Minsh{i
Vol. 56,No.7, p. 1551, abbreviated English translation is avail-
able at http://www.courts.go.jp/english/judgments/tex-
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t/2002.9.26-2000.-Ju-.No..580.html (last visited on 2 May 2011)
(patent case); this rule has been confirmed by lower courts
for copyright infringements, see Kojima/Shimanami/Nagata,
supra note 7, p. 184 (with supporting judgments in fn. 11).

The application of U.S. law, however, was eventually denied
under public policy exception, see Supreme Court decision of
26 September 2002, Minshil Vol. 56, No. 7, p. 1551.

For a discussion on that see Leistner, Matthias, The Law Ap-
plicable to Non-Contractual Obligations Arising from an Infringe-
ment of National or Community IP Rights, in Leible, Stefan & Ohly,
Ansgar (eds.), Intellectual Property and International Private
Law (Mohr Siebeck 2009); Basedow, Jiirgen & Metzger, Axel,
Lex loci protectionis europea, in: Trunk, A. et al. (eds.) Russia in
the International Context: Private International Law, Cultural
Heritage, Intellectual Property, Harmonization of laws. Fest-
schrift fiir Mark Moiseevic Boguslavskij 153, 162 (Berliner Wis-
senschafts-Verlag 2004).

See e.g. Sandrock, Otto, Das Kollisionsrecht des unlauteren Wettbe-
werbs zwischen dem internationalen Immaterialgiiterrecht und dem
internationalen Kartellrecht, 8-9 GRUR Int. 507 (1985).

However, courts were rather reluctant to apply it in prac-
tice, see Dreier, Thomas & Schulze, Gernot, Urheberrechts-
gesetz Vor. §8120 ff. para. 38 (2. Auflage, Verlag C.H. Beck
Miinchen 2006).

See e.g. Denaro, James, Choice of Law Problems Posed by the In-
ternet and by Satellite Broadcasting, 1(3) Tulane Journal of Tech-
nology and Intellectual Property 1, para. 49 (2000).

See art. 2 of Joint Recommendation Concerning Provisions on
the Protection of Marks, and Other Industrial Property Rights
in Signs, on the Internet (with Explanatory Notes), adopted by
the Assembly of the Paris Union for the Protection of Indus-
trial Property and WIPO on 24 September to 3 October 2001.

See e.g. Kur, Annette, Use of Trademarks on the Internet - The
WIPO Recommendations, 1 1IC 41 (2002).

Comment c to sec. 310 ALI; see also comment d to sec. 310
ALI (“The formulation ‘each country for which protection
is sought’ is compatible with a market-oriented approach”).

Cf. Kojima/Shimanami/Nagata, supra note 7, p. 186.
See infra “Secondary Infringement.”

E.g. Bradley, Curtis A., Territorial Intellectual Property Rights in
an Age of Globalism, 37 Virginia Journal of International Law
505, fn. 110 (1997) (for copyright cases).

E.g. Steele v. Bulova Watch Co., 344 U.S. 280 (1952) (U.S. Lanham
Act was applied in respect of use by a U.S. citizen of a sign in
Mexico which was protected under U.S. law but unprotected
under Mexican law).

Under the “root copy” approach, if an initial illegal act is car-
ried out in the U.S., the right holders can extract damages
from the following illegal conduct (reproduction) occurring
abroad, see e.g. L.A. News Serv. v. Reuters Television Int’l Ltd.,
149 F.3d 987, 991-92 (9th Cir. 1998) (unauthorized transmis-
sion and copy of work made in the United States and then
further transmitted to Europe and Africa); Update Art, Inc. v.
Modiin Publ’g, Ltd., 843 F.2d 67, 72-73 (2d Cir. 1988) (unauthor-
ized copy of plaintiff’'s poster made in the United States and
then further copied and distributed in Israel); Sheldon v. Met-
ro-Goldwyn Pictures Corp., 106 F.2d 45, 52 (2d Cir. 1939) (award-
ing plaintiff profits from both U.S. and Canadian exhibition
of infringing motion picture where a copy of the motion pic-
ture had been made in the United States and then shipped to
Canada for exhibition), aff'd, 309 U.5.390 (1940).

E.g. against root copy approach see Austin, Graeme W., Domes-
tic Laws and Foreign Rights: Choice of Law in Transnational Copy-
right Infringement Litigation, 23 Columbia-VLA Journal of Law
and the Arts 1, 7-13 (1999); Drexl, supra note 34, p. 436 et seq.

E.g. Anti-counterfeiting trade agreement (ACTA), as the latest
attempt to raise IP enforcement standards, have been criti-
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cized both by American and European academics, see Urgent
ACTA Communique, available at http://www.wcl.american.
edu/pijip/go/acta-communique, The Opinion of European Ac-
ademics on ACTA, available at http://www.iri.uni-hannover,
de/tl_files/pdf/ACTA_opinion_200111_2.pdf.

See infra “Secondary Infringement.”

This would be an opposite result from what has been set in e.g.
ECJ decision C-192/04 of 14 July 2005 Lagardére Active Broad-
cast v SPRE and GVL, ECR 1-07199 (2005) (both the law of the
emitting country and the law of receiving country is applica-
ble) and National Football League v. PrimeTime 24 Joint Venture,
211 F.3d 10 (2™ Cir. 2000) (U.S. law was applied to the signal
emitted from the U.S. but received in Canada).

“Registered state,” as found in art. 24 Kopila, is assumed to
have the same meaning.

Transparency proposal suggests a “country that granted a
right,” which is supposed to cover both the lex loci protectionis
and the state of registration rules, see supra “Main rule.”

See supra “Main rule.”

In addition, the latter generally and unconditionally excludes
any choice of law agreements in regard to initial ownership
(art. 305 2™ sentence); this seems to be applied also to the
cases with preexisting (employment) relationship.

They are also discussed later in chapter “contracts,” however,
they need to be addressed here since some proposals (e.g. ALI
and Kopila) contain specific rules for transfer of initial own-
ership in employment relationships.

In CLIP Proposal, however, the chosen law cannot deprive em-
ployees from rights which otherwise designated law grants to
them, see art. 3:503(1) CLIP.

Art. 3:401-3:402 CLIP, see infra.

However, it could be only the law of one of the creators’
residences.

Although it is not identical to parties choice as suggested in
the ALI and others, supposedly, the parties will often choose
the law governing such relationships between them.

At the same time, art. 25(2) Kopila refers to the employer’s
residence and seems to exclude the application of applicable
law rules to contracts.

Kojima/Shimanami/Nagata, supra note 7, p. 209 (“the rules
on employee inventions in any country ought to apply to each
intellectual property right that that country grants” (i.e. art.
305)).

Such as licensing, waiver, consent and any other form of ex-
ploitation, the division of revenues, the authority to enforce
the intellectual property rights and to bring suits.

Comment b to sec. 311 ALL

See e.g. Art. 60 European Patent Convention; sec. 6 German
Patent Act; sec. 7(2) lit. c) UK Patents Act; art. L. 611-6 French
Intellectual Property Code; sec. 261 para. 2 U.S. Patent Act.
Metzger, supra note 51, p. 162.

See e.g. comment b to sec. 311 ALL

Art. 3:503(1) CLIP.

Supreme Court decision, 17 October 2006, Minshi Vol. 60, No.
8, p. 2853, abbreviated English translation available at http://
www.tomeika.jur.kyushu-u.ac.ip/ip/pdf119-148/17%200cto-
ber%202006.pdf.

Kojima/Shimanami/Nagata, supra note 7, p. 208.

See comment a to sec. 313 ALL also explanatory note to art.
308 Joint JK, supra note 5.

See explanatory note to art. 308 Joint JK, supra note 5 (“no
matter what law protects the copyright of its original owner,
its initial title absolutely connects with the state of origin so
that the subject matter circulates more easily”).
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This has been an established court practice in France, see “in-
ternational context.”

Comment a to sec. 313 ALL
Metzger, supra note 51, pp. 160-162.

French Supreme Court decision of 28 May 1991 - John Huston,
I JCP Nr. 220 (1991) - note by Ginsburg/Sirinelli; rev. crit.
DIP 752 (1991).

See Ansgar Ohly, Choice of Law in the Digital Environment - Prob-
lems and Possible Solutions, in Drexl/Kur (eds.), Intellectual
Property and Private International Law pp. 241, 249-50 (2005).

Metzger, supra note 51, pp. 160-162 (“Territoriality is not just
atraditional (and some may say obsolete) concept in intellec-
tual property law but a legal means to execute the cultural
policy choices of states. Initial ownership in copyright is an
essential part of this policy choice”).

“Since parties are free however to transfer rights from dif-
ferent countries separately after the rights in question had
been created, there is not thought to be much point in ap-
plying a standardized rule for just the principal of primary
ownership,” see Kojima/Shimanami/Nagata, supra note 7,
pp. 209-201.

Comment b to sec. 313 ALIL

“As intellectual property covers creative works of the mind,
as well as related subject matter, it seems appropriate to link
the country of origin to the creator’s residence at the time of
the work’s creation,” comment b to sec. 313 ALL

For example, if the author is simply visiting or passing
through a country when inspiration strikes, see comment b
to sec. 313 ALL

Reporters’ note 4 to sec. 313 ALL
Comment b to sec. 313 ALL
Metzger, supra note 51, p. 165.

ALI makes it more concrete by referring to the “state with the
closest connection with the first exploitation.”

Comment d to sec. 313 ALL

Interestingly, ALI in addition tries to protect the creator’s in-
terests in case of the mass market agreements (sec. 313(1)(d)
ALI). They are subject to lex contractus rule but the validity of
choice is subject to the conditions of reasonability and ac-
cessibility (sec. 302(5)). These provisions would be useful to
protect the initial ownership interests of creators in e.g. on-
line cases when they contribute to a collaborative work and
transfer their ownership under non-negotiable click-wrap
agreements.

0J L 122, 17 May 1991, pp. 42-46 (“all economic rights”);
Metzger also points out that it can hardly be compared to the
“effect may be given” - proviso of art. 9(3) Rome I Regulation
which gives discretion to courts regarding foreign overriding
mandatory provision, see Metzger, supra note 51, p. 162 fn. 19.

Metzger, supra note 51, p. 162 fn. 19.
See supra text on Hitachi decision.
Comment f to sec. 313 ALL

See Westkamp, Guido, Research Agreements and Joint Ownership
of Intellectual Property Rights in Private International Law, 6 1I1C
637-661, 639 et seq. (2006).

Art. 93(2) Belgian Code of Private International Law (“Never-
theless, the determination of the original owner of the indus-
trial property right is governed by the law of the state with
which the intellectual activity has the closest connections.
If the activity takes place within a framework of contractual
relations, that State is presumed to be the state of which the
law applies to these contractual relations, until proof to the
contrary is brought”).

Sec. 42(2) of Taiwanese Law on Laws Applicable to Foreign-re-
lated Civil Relations, adopted on 26 May 2010.
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Rita Matulionyté

Since there is no special rule on initial ownership in employ-
ment situations, it seems to be governed by a general rule on
initial ownership, which refers to “the law of the place where
protection is sought,” see art. 48 China Law on the Laws Ap-
plicable to Foreign-related Civil Relations been adopted on
28 October 2010.

Art. 34(2) Austrian Private International Law Statute (IPRG)
(“For intangible property rights arising for the activity of an
employee within the framework of his employment relation-
ship, the conflicts rule governing the employment relation-
ship shall be determinative for the relationship between the
employer and the employee” - translation by R.M.). It seems
to subject, at least inter partes effects, to the law governing the
employment relationship whereas erga omnes effects are gov-
erned by lex loci protectionis. This provision has been little ap-
plied in practice and its relevance has been much discussed.

Art. 60 European Patent Convention. It provides a stricter ap-
proach than the one adopted in art. 8(1) Rome I Regulation:
the latter allows parties to choose the applicable law to in-
dividual employment contracts, though the effect of other-
wise applicable overriding employee-protective provisions
shall remain.

E.g. its applicable law nature was rejected in the U.S. case
Itar-Tass Russian Agency v. Russian Kurier, Inc., 153 F.3d 82, 91
(24 Cir. 1998) (USA).

See e.g. Pertegas, Marta, Intellectual Property and Choice of Law
Rules, in Malesta, Alberto (ed.), The Unification of Choice of
Law Rules on Torts and other Non-contractual Obligations
in Europe. The “Rome-II" Proposal 221-248, 239 (Casa Edi-
trice Dott. Antonio Milani 2006); Boschiero, supra note 43,
pp. 102-103; Birkmann, Andrea, Die Ankniipfung der orig-
indren Inhaberschaft am Urheberrecht. Ein Vergleich der
Rechtslage in Deutschland, Frankreich und den USA unter
Beriicksichtigung internationaler Konventionen 104 (Nomos
Verlagsgesellschaft 2009); contra e.g. Leistner, Matthias, The
Law Applicable to Non-Contractual Obligations Arising from an In-
fringement of National or Community IP Rights, in Leible, Stefan
& Ohly, Ansgar (eds.), Intellectual Property and International
Private Law (Mohr Siebeck 2009).

Supreme Court decision of 02 October 1997 - 1 ZR 88/95 Spiel-
bankaffaire, MMR 35 (1998), for a thorough analysis of German
practice see Birkmann, supra note 118, pp. 121-142.

See art. 34 Austrian International Private Law Statute (IPRG).
Although its wording resembles lex fori rule (“where the pro-
tection is sought”), in practice it is construed as lex loci pro-
tectionis rule, see Supreme Court, 17.06.1980, JBl. 1986, 655 =
GRUR Int. 1986, 728 - Hotel-Video.

Art. 10(4) of the Spanish Civil Code.

Art. 93(1) of the Belgian Code of Private International Law.
See Supreme Court decision, 17 October 2006, Minsh{l Vol. 60,
No. 8, p. 2853 (“Hitachi”).

Art. 48 Law of the People’s Republic of China on the Laws Ap-
plicable to Foreign-related Civil Relations of 28 October 2010.
Art. 24 of South Korean Private International Law Act.

See Supreme Court decision of 22 December 1959 - Société
Fox-Europa v Société Le Chant du Monde, 28 RIDA 120 (1960);

Court of Appeal of Paris decision of 14 March 1991 - Almax
International, 11 JCP, Ed. G, Nr. 21780 (1992).

See Itar-Tass Russian Agency v. Russian Kurier, Inc., 153 F.3d 82,
91 (2dCir. 1998) (although it sets a “most significant relation-
ship” rule it, would arguably lead to the same results as lex
originis); interestingly, sec. 104A U.S. Copyright Act subjects
the ownership of so-called “restored works” to the law of the
country of origin; see also Goldstein, supra note 39, p. 103.
For a discussion see Birkmann, supra note 118, pp. 129-130.

Supreme Court decision, 17 October 2006, Minshd Vol. 60, No.
8, p. 2853 (in respect of remuneration claims).
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IP and Applicable Law in Recent International Proposals

§ 42(2) of Taiwanese Law on Laws Applicable to Foreign-re-
lated Civil Relations, adopted on 26 May 2010.

See Birkmann, supra note 118, p. 166.

See art. 34(2) Austrian Private International Law Statute
(IPRG) (“For intangible property rights arising for the ac-
tivity of an employee within the framework of his employ-
ment relationship, the conflicts rule governing the employ-
ment relationship shall be determinative for the relationship
between the employer and the employee” - translation by
R.M.).1t seems to subject, at least with inter partes effects, to
the law governing the employment relationship whereas erga
omnes effects are governed by lex loci protectionis. This provi-
sion has been little applied in practice and its relevance has
been much discussed.

See Court of Appeal of Paris decision of 13 January 1953,
R.C.D.LP. 739 (1953); Court of Appeal of Paris decision of 6
July 1989 - John Huston, 116 JDI 979 (1989) = GRUR Int. 936
(1989) (German translation).

See Court of Appeal of Paris decision of 1 February 1989 -
Anne Bragance v. Olivier Orban and Michel de Grece, 142 RIDA 301
(1989); Supreme Court decision of 28 May 1991 - John Huston,
I1JCP Nr. 220 (1991); also the rules on remuneration for a pri-
vate copy were recognized as mandatory rules (regles de po-
lice), see District Court of Paris decision of 3 May 2000, 3 RIDA
451 (2000).

Westkamp, supra note 111, pp. 637-639.
Westkamp, supra note 111, pp. 651-652.

E.g., in UK the person not contributing to the inventive step
cannot be a joint inventor, see Henry Bros. (Magherafel) v. Min-
istry of Defense [1999] RPC 442.

Westkamp, supra note 111, p. 661.

Supreme Court decision, 17 October 2006, Minshi Vol. 60, No.
8, p. 2853 (“Hitachi”), for a description see supra text.

See e.g. Birkmann, supra note 118.

This part is largely based on the study Rita Matulionyte, Law
Applicable to Copyright Infringements: An Analytical Com-
parison of the ALI and CLIP Proposals (Edward Elgar 2011).

The following text will focus on the creator’s residence rule
since it is suggested in all proposals either as a main rule (ALI)
or as an additional rule (Joint JK, Kopila proposals).

This has also been noted by the ALI, see Reporters’ note 3 to
sec. 313 ALL

See Birkmann, supra note 118, pp. 93-94.

E.g., work can be created while moving through different
places, see Birkmann, supra note 118, p. 247.

In some jurisdictions (e.g. UK) “author” can be both physi-
cal and legal person.

About the flexible nature of “residence” in German legal prac-
tice see e.g. Kropholler, Jan, Internationales Privatrecht 281
(6. Auflage, Mohr Siebeck 2006).

See e.g. Regelin, Frank P., Das Kollisionsrecht der Immateri-
algiiterrechte an der Schwelle zum 21. Jahrhundert 154 (Pe-
ter Lang 2000).

See comment b to sec. 313 ALI (when defining the creator’s
residence one has to take into account “circumstances of
a personal or professional nature that show durable con-
nections with that place or indicate the will to create such
connections”).

See sec. 313 (2) ALI, also sec. 313(1)(b)(iii) ALIL

E.g.i, Kessedjian, Catherine, Current International Developments
in Choice of Law: An Analysis of the ALI Draft, in Basedow, Jiirgen
et al. (eds.), Intellectual Property in the Conflicts of Laws 19-
38,35 (Mohr Siebeck 2005), 32; Regelin, supra note 148, p. 158;
Birkmann, supra note 118, p. 246.
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For instance, in France a “work of collaboration” is defined as
awork in creation of which more than one natural person has
participated; the rights to such a work should be exercised by
a common accord, see art. L.113-2 and 113-3 of French Intel-
lectual Property Code; in Germany, the definition of a joint
work is narrower - it stipulates that “contributions cannot
be separately exploited;” the exercise of rights by each con-
tributor is restricted - a co-author may not unreasonably re-
fuse the consent, see art. 8(1) and (2) of German Copyright
and Related Rights Act.

To give a single example, a choreographic performance was
created by a group of artists including a choreographer. They
agreed to apply the law of country A, which grants ownership
for all creators and requires the consent of all creators when
exploiting the work. Country B grants rights only to the cho-
reographer. A theater in country B thus askes the permis-
sion to use the choreographic work only from a choreogra-
pher and not from other creators. Other creators wanted to
claim their rights. Although the chosen law of country A al-
lows them to enforce their rights individually, the choice ap-
pears to be of no use since law of country B does not grant
any rights to them.

E.g. art. 3 and art. 4(4) Rome I Regulation.

See Eechoud, Mireille van, Choice of Law in Copyright and
Related Rights. Alternatives to the Lex Protectionis 186 (Klu-
wer Law 2003).

The co-authors of a cinematographic works could be, e.g., only
the producer or the producer and a principle director (e.g. in
Ireland, United Kingdom) or the principal director, the au-
thors of underlying works of literature and composers of mu-
sic or the principal director and, if their contributions meet
the requirements of originality in each individual case, also
the director of photography, the editor, the sound designer
and others, see Report from the Commission to the Council,
the European Parliament and the economic and social Com-
mittee on the question of authorship of cinematographic or
audiovisual works in the Community of December 9, 2002,
available at <http://eur-lex.europa.eu/LexUriServ/LexUr-
iServ.do?uri=CELEX:52002DC0691:EN:NOT> [accessed on 20
November 2009].

See, e.g., Thum, Dorothee, Who Decides on the Colours of Films on

the Internet? Drafting of Choice-of-Law Rules for the Determination
of Initial Ownership of Film Works vis-a-vis Global Acts of Exploita-
tion on the Internet, in Drexl, Josef & Kur, Annette (eds.), Intel-
lectual Property and Private International Law. Heading for
the Future 265-287, 265-266 (Hart Publishing 2005).

See Metzger, supra note 51, pp. 161-162.

For instance, a work was created under an employment con-
tract in A, which contains no special provisions on transfer
of copyright. The employer acquired copyrights as a result
of the work-for-hire doctrine applicable in country A. How-
ever, country B requires an explicit written transfer of rights.
Thus, when the employer tries to enforce infringed rights in
country B, he/she cannot prove the ownership of copyright.

See Court of Appeal of Paris decision of 6 July1989 - John Huston,
116 JDI 979 (1989) = GRUR Int. 936 (1989) (France) (The more
right holders blocked the use of colorized movie in France).

For arguments in favor of lex contractus see, e.g., Eechoud,
supra note 155, p. 188 et seq.; Geller, Paul Edward, Conflicts
of Laws in Copyright Cases: Infringement and Ownership issues,
51 Journal of Copyright Society of the U.S.A. 315, 361 et seq.
(2003/2004); Fawcett/Torremans, supra note 21, p. 514 et seq;
Regelin, supra note 148, p. 186; Ulmer, Eugen, Die Immateri-
algliterrechte im internationalen Privatrecht para. 56 et seq.
(Carl Heymanns Verlag KG 1975).

See Geller, supra note 161, p. 364.
See Eechoud, supra note 155, p. 191.

See Birkmann, supra note 118, p. 258 et seq.
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3

See Rome I Regulation, art. 8(1).

See comment b to sec. 311 ALIL

See Birkmann, supra note 118, p. 261.
See comment a to sec. 323 ALL

The court may be motivated to take into account foreign man-
datory provisions if the danger exists that it will be impossi-
ble to enforce the decision in that country in case these au-
thor-protective provisions are not taken into account.

See Birkmann, supra note 118, p. 261.

See “law of each state for which rights are transferred” (sec.
314 ALI); “country that granted the intellectual property
right” (art. 305 Transparency); “law of protected country”
(art. 19 Kopila); “for which protection is claimed” (3:301 CLIP,
309(1) Joint JK).

ALI proposal refers to the extent of transferability and recor-
dation requirements, CLIP proposal - to transferability and in-
vocation against third parties, Transparency proposal - only
to transferability, Kopila proposal - to assignability and the
effects of assignation, and Joint JK proposal - to transferabil-
ity and the effects of transfer.

Metzger, supra note 51, p. 163; Reporters’ note 3 to sec. 314
ALL

Reporters’ note 1 to sec. 314 ALL
Explanatory comments to art. 309 Joint JK, supra note 5.

Court de cassation, pre-miére chambre civile [Cass. 1e civ.],
28 May 1991, Bull. civ. I, No. 172 (Huston v. La Cing) (Fr.). In
that case, however, the French high court avoided any choice-
of-law analysis, and applied French law as a mandatory rule.

Campbell Connelly & Co. Ltd. v. Noble, [1963] 1 All ER 237 (High
Court).

German Supreme Federal Court, 02.10.1997, GRUR 1999, 152
- Spielbankaffaire.

See Rummel, Peter (ed.), Kommentar zum allgemeinen bu-
ergerlichen Gesetzbuch Band 11, Teil 6 para. 4 (Wien: Manz.,
2004); Schwimann, Michael, Interntionales Privatrecht 75
(Wien: Manz 1993).

Belgian Code of Private International Law art. 94(1)(4).

Corcovado Music Corp. v. Hollis Music, Inc., 981 F.2d 679 (2d
Cir. 1993) (assignability of copyright renewal term was de-
termined under U.S. law as the law of protecting country).

E.g. moral rights are unwaivable under Article L. 121-1 al. 3
French Intellectual Property Code; unwaivable remuneration
right under art. 4 of Council Directive 92/100/EEC of 19 No-
vember 1992 on rental right and lending right and on certain
rights related to copyright in the field of intellectual prop-
erty, O] L 346 , 27/11/1992 P. 0061 - 0066; unwaivable resale
right under art. 1(1) of Directive 2001/84/EC of the European
Parliament and of the Council of 27 September 2001 on the
resale right for the benefit of the author of an original work
of art, OJ L 272, 13/10/2001 P. 0032 - 0036.

This has been followed by French courts, see Paris Court of Ap-
peal, 06.07.1989, D. 1990, Jur. 152 - Sté la Cing/Angelica Huston
et autres (moral rights); a similar approach was adopted in
Sec. 32b of the German Copyright Act.

Metzger, supra note 51, p. 164.

Also Metzger, supra note 51, p. 163.

Cf. Kojima/Shimanami/Nagata, supra note 7, p. 210.

It sets requirements for the choice (“expressed or demon-
strated with a reasonable certainty”), sets a presumption on
agreement on applicable law in case there is an agreement on
the choice of court, allows the choice for the whole or part
of the contract (all in art. 3:501(1)); allows a change of choice
(art. 3:501(2)); regulates the validity of contractual choice (art.
3:501(3)).

Art. 3:503(2) CLIP; art. 306(2) Transparency.
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Rita Matulionyté

The rule applies only to contracts that have “as their main ob-
ject the creation of protectable subject matter or the transfer
or license of intellectual property rights;” for other contracts
containing IP transfer clauses (e.g. franchise or distribution
contracts), general presumption of art. 3:502(1) is applicable,
see Metzger, supra note 51, p. 168.

Art. 23(1) Kopila; art. 307(2) Joint JK.

Art. 307(2) Joint JK; however, here, the list raises additional
questions, e.g. how many factors need to be met in order to
apply the law of assignee’s residence; what law court shall
(or may) apply if no connecting factor is met; can a court de-
cide to apply the law of assignee’s residence on the basis of
other factors?

E.g. ALI Principles treat the issue of employment relationship
as an issue of initial title (sec. 313(1)(c) and 313(2)).

Comment b to sec. 315 ALL

E.g. Asensio, P.A. De Miguel, Applicable Law in the Absence of
Choice to Contracts Relating to Intellectual or Industrial Property
Rights, Yearbook of Private International Law, Vol. X, 2008, pp.
199-219, cited from http://eprints.ucm.es/8689/1/YPIL2008p-
demiguel.pdf pp. 13-17; Paul Torremans, Licenses and Assign-
ments of Intellectual Property Rights under the Rome I Regulation,
4 Journal of Private International Law 397, 406-407 (2008).

From draft comments to the article as discussed by the CLIP
group in Munich meeting on 19-20 November 2010.

Explanatory notes to art. 307 Joint JK, supra note 5.
Fawcett/Torremans, supra note 21, pp. 514-15, 523-34.
Metzger, supra note 51, p. 169.

Corcovado Music Corp. v. Hollis Music, Inc., 981 F.2d 679 (2d Cir.
1993) (A U.S. court refused to recognize the validity of a Bra-
zilian-law agreement assigning a U.S. copyright renewal term
on the ground that, although the U.S. renewal copyright was
assignable, the Brazilian contract did not assign the term ef-
fectively because the text of the agreement did not contain
the word “renewal”).

Cambell Conelly & Co Ltd v. Noble, (1963) 1 WLR 252, 255 (UK).

Judgement of 1 February 1989, Anne Bragance v. Olivier Orban
and Michel de Grece (1989) 142 RIDA 301.

Art. 4(2) of Convention 80/934/ECC on the law applicable to
contractual obligations opened for signature in Rome on 19
June 1980.

See art. 4(1)(f) of Proposal for a Regulation of the European
Parliament and the Council on the law applicable to contrac-
tual obligation (“Rome I”) of 15.12.2005, COM (2005) 650 final.

See e.g. CLIP Comments on the European Commission’s Proposal
for a Regulation on the Law Applicable to Contractual Obligations
(“Rome I”) of 15 December 2005 and the European Parliament Com-
mittee on Legal Affairs’ Draft Report on the Proposal of 22 August
2006, reprinted in IIC 472 (2006).

E.g., Fawcett/Torremans, supra note 21, p. 560 et seq; Asen-
sio, supra note 194, pp. 13-17.

For more see Asensio, supra note 194, pp. 11-12.

Art. 122(1) Switzerland’s Code on Private International Law
of December 18, 1987 as amended until January 1, 2007, see

also Swiss Supreme Court, 22.04.1975, GRUR Int. 1977, 208
- “EFASIT.”

Art. 43(1) of the former Austrian Private International Law
Act (IPRG).

Landgericht Diisseldorf, 10.01.1999, GRUR Int. 1999, 772 - “Vi-
rusinaktiviertes Blutplasma.”

See German Supreme Court decisions of 22.11.1955, GRUR
1956, 135 — “Sorell and Son” and of 29.03.2001, GRUR 2001, 1134
- “Lepo Sumera.”

Art. 49 of Chinese Law on Laws Applicable in foreign-Related
Civil Relations.
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IP and Applicable Law in Recent International Proposals

Art. 41 of Chinese Law on Laws Applicable in foreign-Related
Civil Relations.

Asensio, supra note 194, p. 12.

Dessenmontet, The Law Applicable under the ALI Principles: Choice
of Law in Transborder Litigation, in Stefania Bariatti, Litigating
Intellectual Property Rights Disputes Cross-Border: EU Regu-
lations, ALI Principles, CLIP Project 51 (CEDAM 2010).

1d.
Asensio, supra note 194, p. 14.

See Nishitani, Yuko, Contracts Concerning Intellectual Property
Rights, in Ferrari, Franco and Leible, Stefan, Rome I Regula-
tion. The Law Applicable to Contractual Obligations in Europe
51-84, 68 et seq. (Berlin, New York: Sellier de Gruyter 2009).

This has been decided in Austrian Supreme Court case of 5
May 1987 - Stefanel, GRUR Int 72 (1988).

Fawcett/Torremans, supra note 21, pp. 561-564.

For a similar argument on characteristic performance see
Soltysinski, S., Choice of Law and Choice of Forum in Transnational
Transfer of Technology Transactions, Recueil des cours (1986), t.
196, at 239, 315.

E.g. Troller, GRUR Auslandteil 108, 121 (1952).
Modiano, Le contract de license de brevet, Droz 138-141 (1979).

For more arguments see Fawcett/Torremans, supra note 21,
pp. 564-566.

Ulmer, Eugen, Intellectual Property Rights and the Conflict of
Laws 101-102 (Kluwer Academic Publishers 1978).

In favor see Fawcett/Torremans, supra note 21, pp. 566-570;
Asensio, supra note 194, pp. 18-20.

Nishitani, supra note 217, p. 70.

Ulmer, supra note 224, pp. 92-93.

See Nishitani, supra note 217, p. 67.
Kojima/Shimanami/Nagata, supra note 7, 225-226 (propos-
ing to apply the law of the country granting the intellectual
property right).

Security interests are explicitly mentioned in Article 14(1)(b)
(iii) WIPO Patent Law Treaty and Rule 17(9) of the Regulations
Under the Patent Law Treaty.

Drexl, supra note 34, para. 202.

Bariatti, The Law Applicable to Security Rights in Intellectual
Property, 6 Journal of Private International Law 395, 400 (2010).
Kojima/Shimanami/Nagata, supra note 7, 225-226.

Article 16(1), (2) Council Regulation (EC) 207/209 of 26 Febru-
ary 2009 on the Community Trade.

Available at http://www.uncitral.org/pdf/english/texts/
security-lg/e/10-57126_Ebook_Suppl SR_IP.pdf.
Recommendation 248 of the Legislative Guide.

Organization of American States (OAS), Model Inter-Ameri-
can Law on Secured Transactions, available at http://www.
oas.org/dil/CIDIP-VI-securedtransactions_Eng.htm.

Available at http://www.ebrd.com/downloads/legal/se-
cured/modellaw.pdf, see comments to Art 11.

To be published by OUP in 2012; the further summary of the
discussion is largely based on these comments.

Bariatti, supra note 232, at 396; UNCITRAL Legislative Guide on
Secured Transactions - Supplement on Security Rights in Intellec-
tual Property (2011) para. 299.

302(2) ALI excludes from parties’ choice validity and mainte-
nance of registered rights, the existence, attributes, transfer-
ability, and duration of rights, as well as formal requirements
for recordation of assignments and licenses (interestingly,
initial ownership is not mentioned); Transparency proposal
allows choice in respect of the “formation and effects of the
claims” but excludes choice of law by parties for existence,
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primary ownership, transferability and effects of transfer
(arts. 304(1) and 305); Kopila excludes issues of existence or
validity, the contents, extinguishment, infringement, assign-
ability, and the effect of assignment on a third party, and reg-
istration of registered IPRs (art. 20 Kopila).

Comment a to sec. 302 ALL

Kojima/Shimanami/Nagata, supra note 7, p. 203; According to
the Joint JK group, party autonomy in choice of law is “an im-
portant principle governing the conflict of intellectual prop-
erty rights [which] promotes transference and exploitation
of those rights between East Asian states,” see Explanatory
notes to art. 302 Joint JK, supra note 5.

See Reporter’s Note 2 to sec. 302 ALL
See infra “International context.”
Kojima/Shimanami/Nagata, supra note 7, pp. 204-205.

Reporter’s Note 1 to sec. 302 ALI (“The increasing amenability
over the last 30 years of intellectual property issues to arbi-
tration [citation omitted] demonstrates that some States now
are willing to commit to party autonomy intellectual prop-
erty disputes whose resolution the State previously confined
to courts in that State”).

Comment a to sec. 302 ALI (“contract can not create rights
in the country where they do not exist”), see also Reporter’s
Note 1 to sec. 302 ALI (“Competition law, foreign-exchange
law, protection of consumers, product liability, or transfer-
ability restrictions under domestic intellectual property law
cannot be contracted away by the parties through a choice-
of-law agreement.”), cf. Metzger, supra note 51, pp. 176-177.

Metzger, supra note 51, p. 176 (“One can argue that the rem-
edies, e.g. the availability of double damages, are a crucial el-
ement of the level of protection of intellectual property and
therefore part of the national trade policy that can not be
derogated from by contract”), also Basedow/Metzger, supra
note 54, p. 160.

Reporter’s Note 2 to sec. 302 ALL
Explanatory notes to art. 302 Joint JK, supra note 5.

See Supreme Court decision of 17 June 1992 -1 ZR 182/90 - Alf,
24 TIC 539 (1993); Supreme Court decision of 2 October 1997 -
1 ZR 88/95 - Spielbankaffaire, MMR 35 (1998).

Rummel, Peter (Ed.), Kommentar zum allgemeinen buerger-
lichen Gesetzbuch Band II, Teil 6, para. 4 (Manz 2004) (with
references to relevant case law).

Belgian Code of Private International Law art. 104(2) (allows
party autonomy in quasi-contractual relations).

Art. 110(2) of the Swiss Private International Law provides as
follows: “In any case claims arising out of infringement of in-
tellectual property rights, the parties may always agree, af-
ter the act causing damage has occurred, that the law of the
forum shall be applicable.”

Since injunction is regarded to be ius prohibendi of IP rights,
party autonomy is restricted to the patrimonial claims, espe-
cially such as pecuniary damages, see Vischer F., Das interna-
tionale Privatrecht des immaterialgtiterrechtes nach dem schweiz-
erischem IPR Gesetzenentwurf, GRUR Int 670-682, 680 (1987);
Dutoit B., Commentaire de la loi fédérale du 18 décembre 1987,
293 (Basel: Helbing&Lichtenhahn, 1997); Sender, supra note
27, at 5.98.

Art. 8(3) of Rome II Regulation.

See art. 8 as proposed in the European Parliament Legislative
Resolution on the Rome II Proposal, adopted in first reading
on 6 July 2005.

E.g. Boschiero, supra note 43, p. 107 et seq.; Boer, Th. M., Party
Autonomy and Its Limitations in the Rome Il Regulation, 9 Yearbook
of Private International Law 19, 25-26 (2007).

Art. 21 of the Japanese Act on the General Rules for Applica-
tion of Laws, English translation (unofficial) is available on
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http://www.hawaii.edu/aplpj/articles/APLP]_08.1_ander-
son.pdf.

See Supreme Court decision of 26 September, 2002, Minsh{i
Vol. 56, No.7, p. 1551 (“Card Reader”).

Kojima/Shimanami/Nagata, supra note 7, p. 204.

Art. 50 2" sentence of the Chinese Law on the Laws Applica-
ble to Foreign-related Civil Relations (“The parties may also
choose to apply the law of the forum after the infringement
occurs”).

Even though courts have started to recognize it in practice,
see Nishitani, Yuko, Party Autonomy and Its Restrictions by Man-
datory Rules in Japanese Private International Law, in Basedow,
Jurgen, Baum, Harald and Nishitani, Yuko, Japanese and Eu-
ropean Private International Law in Comparative Perspective
77-105, 81-82 (Mohr Siebeck 2008).

Nishitani, supra note 259, p. 82.

See also Heiss, Helmut, Party Autonomy, in Ferrari, Franco and
Leible, Stefan, Rome I Regulation. The Law Applicable to Con-
tractual Obligations in Europe, 1-16, 3 (Berlin, New York: Sell-
ier de Gruyter 2009).

Nishitani, supra note 217, pp. 82-83.

Belgium, Germany, Lithuania, Switzerland, Russia, Japan -
only ex post; Austria, Lichtenstein, Netherlands - ex post and
ex ante, see Graziano, Thomas, Kadner, Freedom to Choose the
Applicable Law in Tort - Articles 14 and 4(3) of the Rome II Regu-
lation, in John Ahern and William Binchy (eds.), The Rome I
Regulation on the Law Applicable to Non-contractual Obli-
gations, 113-133, 114-115 (Martinus Nijhoff Pub. 2009); also
Hartenstein, Olaf, Die Privatautonomie im Internationalen
Privatrecht als Storung des europdischen Entscheidungsk-
lang 5 (Mohr Siebeck 2000).

See Graziano, supra note 268, p. 113 et seq.
Id.

See a famous Bier v. Mines de Potasse case: although French law
set very strong liability for environmental damage, Dutch
law was chosen because application of foreign (French) law
would have not allowed the appeal, commented in Graziano,
supra note 268, p. 116.

See a good summary of arguments in Graziano, supra note
268, p. 115 et seq.

See e.g. Kreuzer, in Miinchner Kommentar 2249 (3rd. Ed,
1998); Pertegds, Marta, Intellectual Property and Choice of Law
Rules, in Malesta, Alberto (ed.), The Unification of Choice of
Law Rules on Torts and other Non-contractual Obligations in
Europe. The “Rome-1I" Proposal 221-248, 221 (Casa Editrice
Dott. Antonio Milani 2006).

See, e.g. Hamburg Group for Private International Law, Com-
ments on the European Commission’s Draft Proposal for a Council
Regulation on the Law Applicable to Non-Contractual Obligations,
2002 available at <http://ec.europa.eu/justice_home/news/
consulting_public/rome_ii/max_planck_en.pdf> [Accessed
on 25 July 2007], p. 38 (party autonomy should not be allowed
“where public interests are or may be involved”); Buchner,
Benedikt, Rom IIund das Internationale Immaterialgiiter- und Wet-
tbewerbsrecht, 12 GRUR Int. 1004, 1008 (2005) Kur, Annette, Ap-
plicable Law: an Alternative Proposal for International Regulation -
The Max-Planck Project on International Jurisdiction and Choice of
Law, 30(3) Book. J. Int’l L. 952, 975 (2005); Kreuzer, Karl, Tort
Liability in General, in Malesta, Alberto (ed.), The Unification of
Choice of Law Rules on Torts and other Non-Contractual Ob-
ligations in Europe. The “Rome-II" Proposal 55-56 (Casa Edi-
trice Dott. Antonio Milani 2006), Pertegds, supra note 273, p.
221; Eechoud, supra note 155, pp. 174-175.

Compare to the former argument in the field of contract law.

See Hartenstein, supra note 268, pp. 11-12.
See Metzger, supra note 51, p. 177.
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It is found in most of the analyzed proposals, except for the
ALI Principles.

See supra discussion on lex loci protectionis.
See supra.

See arts. 5-9 of Rome I Regulation (provisions on employment,
consumer, insurance contracts as we mandatory rules), also
Heiss, supra note 266, p. 3.

See Pertegés, supra note 273, at 221; Metzger, supra note 51,
at 176 (argues that damage rules such as on pecuniary da-
manges, may reflect public policies).

See infra “Ubiquitous infringement.”

See also Briggs, Adrian, Agreements on Jurisdiction and Choice
of Law para. 10.75 (Oxford University Press 2008).

For instance, in case the invention is used without authori-
zation in countries A and B whereas the patent exists only in
A, parties cannot decide to apply patent law of country A for
both territories since this would “create,” through parties
agreement, a patent right in country B.

Cf. 2:401(2) CLIP (allows, in certain cases, international juris-
diction over validity and registration issues, however, only
with intra partes effects).

E.g. Metzger, supra note 51, pp. 176-177.

For some critical comments concerning ex ante choice of ap-
plicable law in Rome Il Regulation see Kono, Toshiyuki, Critical
and Comparative Analysis of the Rome II Regulation on Applicable
Laws to Non-contractual Obligations and the New Private Interna-
tional Law in Japan, in Jurgen Basedow, Harald Baum and Yuko
Nishitani, Japanese and European Private International Law
in Comparative Perspective 221-241, 240 (Mohr Siebeck 2008).

For instance, a search engine A was sued by a right holder
B for contributory copyright infringement allegedly occur-
ring worldwide. Since the laws on contributory liability are
not clear in many countries and the litigation in each state
would be too cost-prohibitive, the parties may decide, on their
own risk, to apply a law in respect of the entire worldwide in-
fringement. In such a case parties would undertake the risk
that if the decision is not favorable to them, it would still ex-
tend to the countries whose laws would have otherwise pro-
vided a favorable solution.

See infra chapter “Secondary liability.”

See infra chapter “Ubiquitous infringement.”

See infra chapter “Ubiquitous infringement.”

See explanatory notes to art. 305 Joint JK, supra note 5.
See Metzger, supra note 51, p. 173.

Art. 305 Joint JK Proposal reads “Courts that apply lex loci pro-
tectionis find the infringement of intellectual property rights
as long as the direct inducement, accessory-ship and substan-
tive preparatory acts of such infringement are directed to the
state of protection, even if whole or part of the act was done
outside the state of protection, and there is the threat of di-
rect and substantive injury within its territory.”

See a reference to the “direct inducement” and “accesso-
ry-ship” in art. 305.

See § 301(2) ALI Principles, Preliminary Draft of 2005, pub-
lished in Jiirgen Basedow et al. (eds.), Intellectual Property
in the Conflicts of Laws 229-250 (Mohr Siebeck 2005) (“the
law applicable to determine the existence, validity and scope
of the intellectual property rights and remedies for their in-
fringement is the law of any country where the alleged in-
fringing act has or will significantly impact the market for the
work or subject matter at issue”).

Comment to sec. 123 ALI (lex loci protectionis “corresponds to
the markets that plaintiff seeks to protect from infringements
that are occurring (or threatened to occur) there”).

See supra “Main rule.”
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IP and Applicable Law in Recent International Proposals

See supra discussion.
Metzger, supra note 51, pp. 172-173.

See ECJ decision C-192/04 of 14 July 2005 Lagardére Active
Broadcast v. SPRE and GVL, ECR 1-07199 (2005) (both the law of
the emitting country and the law of receiving country is ap-
plicable) and National Football League v. PrimeTime 24 Joint Ven-
ture, 211 F.3d 10 (2d Cir. 2000) (U.S. law was applied to the sig-
nal emitted from the US but received in Canada).

See an exception in art. 3:602(2) CLIP.

Cf. the rationale of the market effect in the Transparency pro-
posal, see supra text.

Japan Supreme Court decision of 26 September, 2002, Minsh{i
Vol. 56, No.7, p. 1551 (“Card Reader”); The Supreme Court of
Korea, decision of 22 July 2004 (“X Girl”).

Expanatory note to art. 305 Joint JK, supra note 5.

For the former see art. 2 of Joint Recommendation Concern-
ing Provisions on the Protection of Marks, and Other Indus-
trial Property Rights in Signs, on the Internet; for the later
see Denaro, James, Choice of Law Problems Posed by the Internet
and by Satellite Broadcasting, 1(3) Tulane Journal of Technology
and Intellectual Property 1, para. 49 (2000).

E.g. Dreier/Schulze, supra note 56, Vor §§120 ff. para. 42;
Thum, Dorothee, Das Territorialitdtsprinzip im Zeitalter des In-
ternet - Zur Frage des auf Urheberrechtsverletzungen im Internet
anwendbaren Rechts, in Bartsch, Michael & Lutterbeck, Bernd
(eds.), Neues Recht fiir neue Medien 117-144, 140 (Verlag Dr.
Otto Schmid 1998).

Courts tend to easily find sufficient (economic) connection to
the forum, see e.g. Appeal Court of Jena decision of 27.2.2008 -
2U 319/07 Thumbnails, 7 GRUR-RR 223 (2008) (Germany) (al-
though the website was English, it was found to have a suffi-
cient connection to Germany on the basis that the defendant
“displaces the reconfiguration of the pictures into the thumb-
nails in the hit list of its search engine in Germany”).

Art. 2(b) of Council Directive 93/83/EEC of 27 September 1993
on the coordination of certain rules concerning copyright and
rights related to copyright applicable to satellite broadcast-
ing and cable retransmission, O] L 248, 06.10.1993, pp. 15-21.

Sec. 302(3) ALL, Preliminary Draft of 2005, in Jiirgen Basedow
etal. (eds.), Intellectual Property in the Conflicts of Laws 229-
250 (Mohr Siebeck 2005).

Art. V.3(3) CLIP draft of 2008 (unpublished) (“[i]f it is not pos-
sible to determine the applicable law on the basis of paragraph
2, the court shall apply the law of the country where the in-
fringer has its habitual residence or its principal place of busi-
ness as defined in (2)(a)”).

E.g. art. 3:603(2)(a) CLIP refers to infringers residence, (b) to
place of conduct and (c) to place of harm of the infringing
activity.

See supra “Main rule.”

Kojima/Shimanami/Nagata, supra note 7, p. 200.

1d.

According to its drafters, it is supposed to cover, essentially,
copyright infringements occurring over the Internet.

Under CLIP - only if they come up as incidental issues.

From an individual consultation, see also Kojima/Shimanami/
Nagata, supra note 7, pp. 200, 214.

The wording of the Transparency proposal is slightly differ-
ent, though has the same intention, see art. 302(2) Transpar-
ency (“If the result of the application of Paragraph 1 is ex-
tremely unreasonable in relation with specific country, the
liability or remedy based on the law determined by paragraph
1 shall not be applied in relation to the specific country.”).

Although the exception is of main use for the defendant, a
right holder can use it as well, i.e., he/she can claim more

npitec
b4

T

303

322
323

324
325
326
327

328
329

330
331
332

333

334

335

336

337

338

339

extensive damages if they are available under the law of an-
other country.

See “each party may prove.”

It, however, remains unclear what courts should do in case of
such inconsistent decisions.

Reporters’ note 1 to sec. 321 ALIL
See Reporters’ note 1 to sec. 321 ALL
Kojima/Shimanami/Nagata, supra note 7, p. 199.

The third, though unlikely possibility, could be that the rule
enables dépecage, i.e. application of different laws for differ-
ent issues (e.g. initial ownership, transferability, remedies).

Reporters’ note 4 to sec. 321 ALL

See also Restatement Second, Conflict of Laws § 145; com-
ment f to sec. 222 ALI (considerations to take into account in
determining whether to consolidate cases), Reporters’ note
2 tosec. 321 ALL

Metzger, supra note 51, p. 176.
Explanatory notes to art. 306 Joint JK Proposal, supra note 5.

Kur, Annette, Applicable Law: an Alternative Proposal for Interna-
tional Regulation - The Max-Planck Project on International Juris-
diction and Choice of Law, 30(3) Book. J. Int’l L. 952, 973 (2005).

Supreme Court decision of 13 October 2004 - 1 ZR 163/02 Ho-
tel Maritime, 5 GRUR Int 433 (2005).

WIPO has recently started talks on possible review of 2001
Recommendation with a purpose to adjust it to ongoing de-
velopments in online markets, see Nurton, James, “Should
Secondary Liability Online Be Harmonized?,” published on
15 March 2011 by Managing Internet IP, available at http://
www.managingip.com/Article/2786671/Managing-Inter-
net-1P-Archive/Should-secondary-liability-online-be-har-
monised.html?LS=EMS505745.

See, e.g. Faulkner v. Nat'l Geographic Enters. Inc., 409 F.3d 26 (2005)
(USA); A&M Records, Inc. v. Napster, Inc., 239 F.3d 1004 (2001)
(USA); MGM v. Grokster, 545 U.S. 913 (2005) (USA); SABAM v. Ti-
scali, E.C.D.R. 19 (2007) (Belgium); Sony v. Ball, E.C.D.R. 33 (2004)
(UK); Perathoner et al. v. S. Joseph Societe Free, E.C.D.R. 8 (2003)
(France); Google Inc v. Copiepresse SCRL, ECDR 5 (2007) (Belgium);
Hit Bit Software GmbH v. AOL Bertelsmann Online GmbH, ECDR
18 (2001) (Germany); KODA and others v. Anders Lauritzen and
Jimmy Egebjerg, ECDR 25 (2002) (Denmark); Polydor Ltd and oth-
ers v. Brown and others, EWHC 3191 (2005) (UK); Shetland Times
Ltd v. Wills, SC 316 (1997) (UK); BMG Records v. Heise Zeitschriften
Verlag, MMR 768 (2005) (Germany); Paperboy, E.C.D.R. 7 (2005)
(Germany); Thumbnails, 2 GRUR Int. 148 (2004) (Germany).

See e.g. District Court of Stockholm decision of 17 April 2009 -
B 13301-06, The Pirate Bay (Sweden), p. 46 (unpublished) (Swe-
den), available at <www.ifpi.org> [accessed on 27 April 2009]
(the court “regard(s) an offence which involves the making
available of something on the Internet as having been com-
mitted in a country where the Internet user can obtain the
information which has been made available, provided that
the making available has legal implications in the country”).

See, e.g. Supreme Court decision of 21 September 2006 - 29 U
2119/06 Haftung von eBay als Mitstdrer fiir Urheberrechtsverlet-
zungen, JurPC Web-Dok. 124/2006 (Germany) (“German cop-
yright law is applied as the law of the country for which pro-
tection is sought (so called protecting country principle)”).

See District Court of Paris decision of 20 November 2000 - In-
ternational League Against Racism & Anti-Semitism (LICRA) and
the Union of French Jewish Students (UEJF) v. Yahoo! Inc., 1(3)
Electronic Business Law Reports 110 (2001) (French court ana-
lyzed to which extent the injunction could be restricted to
French territory).

See, e.g. District Court decision Sonofon A/S (formerly DMT2 A/S)
v IFPI Danmark, ECDR 10, 16 (2009)(Denmark) (Internet access
provider was ordered to terminate the access to the Pirate Bay
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website despite the fact that the persons behind the website
were domiciled in Sweden).

For disadvantages of other alternatives see supra text of this
chapter.

In case of ALI “close connection rule,” the situation of right
holders is much better since in most cases forum law would
have a sufficiently close connection.

Compare solutions adopted in Rome I and Rome I Regulations.
See supra “Main rule.”
E.g. art. 2 WIPO Recommendation.

This also seems to contradict the commentary which states
that only the results at the time of filing the suit should be
taken into account, see supra text of this chapter.

Le. trademark infringements online can occur only in states
where they are registered and only famous trademarks can
be infringed worldwide.

E.g. in registered trademark cases or where the copyright du-
ration expired in numerous countries.

E.g. consolidation of actions before a single court.

E.g. by stopping an infringement in a “source” country where
initial copies are made or initial (broadcasting) signals are
emitted.

See e.g. a recently concluded Anti-Counterfeiting Trade
Agreement (ACTA); three-strike-rule adopted in law in France,
Korea, New Zeland, UK and practiced between stakeholders
in U.S. and Ireland.

E.g. obvious “piracy” cases offline.

The latter seems to be covered by the ubiquitous infringe-
ment rule in Kopila and Joint JK Proposals.

E.g. author-protective countries may want to prevent the ap-
plication of the work-for-hire doctrine in respect of that part
of online infringements that occur in their territories.

E.g. the law with the closest connection will be determined
taking into account the residence of infringer, the place of
infringement, etc.

Only Joint JK Proposal suggests some interesting deviation
from it in copyright cases, see supra “Transferability.”

E.g. Reporters’ note 1 to sec. 321 ALL

E.g. it is not clear if the use of thumbnails in a search engine
is covered by copyright exceptions in different jurisdictions:
itis arguably covered by fair use doctrine in the U.S., whereas
it is not covered by copyright exceptions in Germany, see
German Supreme Court decision of 29.04.2010, Az. 1 ZR 69/08
- Thumbnails.

There is no agreed definition of “secondary infringements.”
In this study it is used in a broadest sense as covering any ac-
tivities facilitating, contributing to, initiating, or enabling the
primary (direct) infringement.

Comment h to sec. 301 ALI

Id.

Kojima/Shimanami/Nagata, supra note 7, pp. 196-198.

Art. 305 “Recognition of Infringement due to Extraterritorial
Activities” reads: “Courts that apply lex protectionis find the in-
fringement of intellectual property rights as long as the direct
inducement, accessory-ship and substantive preparatory acts
of such infringement are directed to the state of protection,
even if whole or part of the act was done outside the state of
protection, and there is the threat of direct and substantive
injury within its territory.”

See supra chapter “De minimis rule.”

See also Dinwoodie, Graeme B., Dreyfuss, Rochelle, Kur, An-
nette, The Law Applicable to Secondary Liability in Intellectual
Property Cases, 42 New York University Journal of Interna-
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tional Law and Politics, 201-235, 203 (2010), available at http://
ssrn.com/abstract=1502244.

For a collection of publications on secondary liability online
see Alain Strowel (ed.), Peer-to-peer file sharing and second-
ary liability in copyright law (Edward Elgar 2009); for a digest
of main EU cases on copyright liability online see Strowel,
Alain & Matulionyte, Rita, Online Copyright Liability: Lead-
ing European Cases (European Patent Office 2009), available
on www.ipr2.org.

See infra.
See infra “international context.”
Dinwoodie/Dreyfuss/Kur, supra note 364, pp. 216-223.

E.g.the U.S. root copy theory allows extracting damages from
foreign use without taking into consideration if foreign con-
duct constitutes a direct infringement under a foreign law;
TPMs are protected without consideration whether the cir-
cumvention leads to a direct infringement.

Dinwoodie/Dreyfuss/Kur, supra note 364, pp. 216-223.
See Dinwoodie/Dreyfuss/Kur, supra note 364, p. 202 (fn. 3).

ABKCO Music and Records Inc. v. Music Collection International
Ltd (1995) RPC 675, CA (although the authorization to make
an infringement in UK was given in Denmark, the authori-
zation conduct was subject, on the basis of mandatory rules
doctrine, to the UK law).

See Cable/Home Communication Corp. v. Network Prods., Inc., 902
F.2d 829, 845-846 (11 Cir. 1990); GB Mktg. USA, Inc. v. Gerol-
steiner Brunnen GmbH & Co., 782 F. Supp. 763, 772-773 (W.D.N.Y.
1991); also Metzke v. May Dep't Stores, 878 F. Supp. 756 (W.D.
Pa. 1995) (USA) (the court held that offshore copying will in-
fringe U.S. law if the defendant knew or should have known
that copies would be sold in the USA); Subafilms, Ltd. And oth-
ers v. MGM-Pathe Communications Co. and Others, 24 F.3d 1088
(9t Cir. 1994) (U.S. law was not applied when only authori-
zation took place in the USA whereas the primary infringe-
ment occurred abroad).

See Drexl, supra note 34, paras. 182-183 (If a defendant acts
through a third person, who carries out the actual infringing
activities, only the place of the activity of the third person is
important); Dreier/Schulze, supra note 56, Vor. §§120 ff. 32
(“the local participation in the foreign infringement does not
lead to the infringement of a local right”); German Supreme
Court decision of 16 June 1994 - 1 ZR 24/92 Folgerecht bei Aus-
landsbezug, 11 GRUR, 798 (1994).

See supra notes 335-337.

See Dinwoodie/Dreyfuss/Kur, supra note 364, p. 207.

E.g. District Court of Paris decision of 20 November 2000 - In-
ternational League Against Racism & Anti-Semitism (LICRA) and
the Union of French Jewish Students (UEJF) v. Yahoo! Inc., 1(3)
Electronic Business Law Reports 110 (2001).

See supra “Ubiquitous infringement.”

Although the provision reads “infringing or non-infringing
purposes,” it is likely that the CLIP group meant to cover only
the services with are used for both infringing and non-infring-
ing purposes.

Hamburg Court of Appeal, 30 September 2009, Case No. 5 U
111/08 (District Court of Hamburg), 2010 MMR 51 - Share-
hoster I1.

Diisseldorf Court of Appeal, 27 April 2010, Case No. I-20
U 166/09 (District Court of Diisseldorf), 2010 MMR 483
- Rapidshare.

See Hague Court of Appeal decision of 15 November 2010
200.069.970/01 - FTD v. Eyeworks, inofficial translation availa-
ble at http://ipkitten.blogspot.com/p/ftd-v-eyeworks.html.

Art. 53(1) German Copyright Statute.

See ECJ Grand Chamber of the Court, 23 March 2010, Case
No C-236/08, C-237/08 and C 238/08, 2010 E.T.M.R. 20, OJEU
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C 134/2 22.05.2010, Google France SARL v. Louis Vuitton Malle-
tier SA et all.

See supra chapter “Ubiquitous infringement.”

See supra “Ubiquitous infringement;” also Dinwoodie/Drey-
fuss/Kur, supra note 364, p. 213 (on problems of the excep-
tion of the ubiquitous infringement rule).

U.S. is currently leading in the provision of online services.

A comparable reference to substantive standards was pro-
posed in early ALI drafts .

In U.S., substantive rules have been taken into account by ap-
plying governmental (or states) interests’ theory, for more
about this theory see Symeonides, Symeon C., The American
Choice-of-Law Revolution: Past, Present and Future (Marti-
nus Nijhoff Publishers 2006); in EU, substantive norms have
been taken into account when drafting applicable law rules
related to e.g. consumer or employment consumer contracts,
see arts. 6(2) and 8(1)Rome I Regulation (preventing a possibil-
ity to deprive consumers or employees of protection granted
under otherwise applicable laws).

E.g. Moris, Michael R., ACTA’s Abandoned Third-Party Liability
Provisions and What They Mean for the Future, PIJIP Research
Paper no. 10 (2010), available at http://digitalcommons.wcl.
american.edu/research/10/; Baker, Brook K., ACTA: Risks of In-
termediary Liability for Access to Medicines, PIJIP Research Paper
no. 1 (2010), available at http://digitalcommons.wcl.ameri-
can.edu/research/1.

The only remaining non-binding reference to the liability
of ISPs can be found in art. 27(2) footnote 13 ACTA (“For in-
stance, without prejudice to a Party’s law, adopting or main-
taining a regime providing for limitations on the liability of,
or on the remedies available against, online service providers
while preserving the legitimate interests of right holder.”).
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