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PREFACE

Since 1978, six sessions of the United Nations Conference on an
International Code of Conduct on the Transfer of Technology have been held
under the auspices of UNCTAD with the aim of negotiating and adopting
universally acceptable norms and standards on the transgfer of technology. The
sixth session of the Conference was held in Geneva from 13 May to
S June 1985, Following that session, the General Assembly of the
United Nations invited the Secretary-General of UNCTAD and the President of
the Conference to hold consultations with interested Governments with a view
to identifying appropriate solutions to the issues outstanding in the draft
code of conduct. */ Most of the issues still outstanding in the draft code
are to be found in chapters 4 (restrictive practices) and 9 (applicable law
and settlement of disputes).

The present document is a collection of recent material relating to the
negotiations on the code of conduct on the transfer of technology. It
includes a report by experts invited, in their personal capacity, to express
their views on the issues outstanding in the negotiations on the code and the
papers prepared by the same experts on the issues outstanding in chapters 4
and 9 of the draft code.

The views expressed in this document are those of the authors and do not
necessarily reflect the views of the UNCTAD secretariat.

*/ The text of the draft code of conduct is reproduced in
document TD/CODE TOT/47.
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Part one
REPORT BY EXPERTS ADDRESSED TO THE SECRETARY-GENERAL OF UNCTAD */

Introduction

1. General Assembly resolution 41/166 of 5 December 1986 requested the
Secretary-General of UNCTAD to submit a report to the General Assembly at its
forty-secand session on progress made in consultations with Governments on the
issues outstanding in the draft International Code of Conduct on the Transfer
of Technology, aimed at finding solutions to those issues. In order to assist
in the preparation of the said report to the General Assembly, the
Secretary-General of UNCTAD invited a number of experts to Geneva to provide
advice on the nature and consequences of the present difficulties in the
negotiations, and to suggest appropriate solutions to the issues outstanding,
as well as possible means of concluding the negotiations. The experts, who
were invited in their personal capacity, were Mr. Luiz Olavo Baptista
(Brazil), Mr. Carlos Correa (Argentina), Mr. Joel Davidow (United States of
America), Mr. Frangois Dessemontet (Switzerland), Mr. Ike Minta (Ghana) and
Mr. Stanislav Soltysinski (Poland). 1In order to provide a basis for the
discussions, papers on different aspects of the Code, mainly chapters 4 and 9,
were prepared by the experts, Mr., Soltysinski was not able to attend the
meeting, but his paper was taken into consideration in the discussions.

Mr. A. Thrush, International Chamber of Commerce, contributed his comments.
The experts met from 24 to 28 August 1987. The main issues discussed were the
chapeau of chapter 4 of the Code, dealing with restrictive practices in
transfer of technology transactions, and paragraph 9.1, dealing with choice of

law.

2. The observations and conclusions of the experts are set out below.

I. The origins and evolution of the Code negotiations

3. During the late 1950s and 1960s, the transfer of technology to developing
countries increased substantially. While appreciating the beneficial effects
of this transfer of technology, the national authorities of some developing
countries perceived that certain practices associated with transfer of
technology transactions were abusive or contrary to national development
needs. It appeared to them that these unacceptable practices arose either
because of the imbalance in the respective bargaining powers of the licensees
and licensors in these transactions or because of the absence of sufficient
regqulation. 1In order to remedy this situation, they adopted national
legislation regulating technology transfer transactions and proscribing

*/ The present report to the Secretary-General of UNCTAD was prepared
by consultants invited, in their personal capacity, to express their views on
the issues outstanding in the negotiations on an international code of conduct
on the transfer of technology. The report was originally circulated to
Governments, after consultations with regional groups' co-ordinators and
China, under the symbol UNCTAD/TT/Misc.74 of 8 September 1987.
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certain restrictive practices connected with such transactions. At the
multilateral level, developing countries promoted initiatives for the adoption
of an international code of conduct on the transfer of technology. These
developments took place during a period of relatively high tension between
host Governments and suppliers of foreign investment and technology.

4, The main impetus to the negotiations on the draft Code was provided by
the General Assembly in 1974 in its Programme of Action for the Establishment
of a New International Economic Order (resolution 3202(S-VI}), which refers to
the adoption of an international code of conduct on the transfer of technology
responsive to the needs of developing countries. Thus, the Code was seen from
the start as primarily aimed at dealing with an aspect of North-~-South economic
relations; but it was soon decided that its character and application should
be universal. During the period 1976-1980, a large number of meetings took
place, first an Intergovernmental Group of Experts, and after 1978, the

United Nations Conference on the Code, and significant progress was achieved
in the Code negotiations, resulting in agreement on a number of important
issues. From 1980 onwards, however, progress in the negotiations has
considerably slowed, and no agreements wWere reached on the outstanding issues
at the sixth session of the Conference in 1985, Since then, consultations
have taken place to consider various options for completing the work.

II. The changing environment of international transfer of technology

5. The experts believe that further negotiations on the Code would have to
take into account important changes that have occurred since the inception of
the negotiations.

6. During the 1980s, a number of significant changes have taken place in
developing countries regarding foreign investment and transfer of technology
regqulations. Burdensome foreign debt, a sluggish economic development, and
the low rate of investments have, among other factors, propelled a shift in
emphasis from control-oriented to encouragement-oriented foreign investment
policies. A number of countries have substantially modified or eliminated
fade-out obligations, relaxed limits on profit remittances, opened foreign
participation in previously closed sectors, and adopted other measures aiming
at liberalizing their regulations. Policy changes are particularly marked in
some Latin American countries, as well as in planned-economy countries in Asia
and Africa. 1In the area of transfer of technology requlations, the
application of existing regulations has been considerably relaxed in some
deve loping countries, consistent with the new mood prevailing in such
countries with regard to foreign investment.

7. On the other side, important developments have taken place in deve loped
countries in connection with intellectual property and anti~trust laws. The
emergence of new technologies, the critical role played by technology in world
competition, and the drastic shortening of technologies' life-cycle, have
fostered changes in the conception and extent of rights conferred under .
intellectual property. Three main trends can be discerned. First, there is
an increased willingness to broaden the scope of intellegtual property
protection to new phenomena, 1ike software, biotechnological produgts and
intagrated circuits' layouts. The existing legal framework seems 1n Somé
important respects inadequate to cope with the new.chéllenges. Second, in
order to solve the difficulties and gaps of the existing legal system, an
increased attempt is made to reinforce the rights conferred thereunder,
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including the adoption of anti-counterfeiting measures. Third, these new
int2llectual property problems have created pressures for international
solution. For example, consideration of intellectual property issues has been
included for discussion in the framework of GATT. Tt should also be noted
that the nature, cost and rapid obsolescence of new technologies requires in
nmany cases their quick application and recovery of research and deve lopment
investments. This situation gives rise to other modalities of
comercialization in which protection of secrecy and contractual obligations
have more practical importance.

8. As regards anti-trust law, changes in interpretation and enforcement have
occurred in many developed countries. The perceived need to enhance the
international competitiveness of national firms and encourage research and
development and innovation has led to a more permissive approach to joint
research arrangements and licensing restrictions.

IIT. Role and relevance of the Code

9. The relevance of the Code in a continuously changing global environment
was also considered from the point of view both of Governments and of parties
to transfer of technology transactions. Despite the tension between the
preference for a free market for technology transfers, for minimum regulation,
and for protection of technology suppliers, as opposed to the emphasis on
regulation and control, there was thought to exist at present sufficient
common ground to warrant the creation of a global framework of norms and
standards for transfer of technology.

10. These norms and standards seek not only to influence the behaviour of
technology suppliers, but also to establish universally acceptable standards
by which the treatment of technology suppliers may be judged, as well as a
common framework for the transfer or licensing of industrial property rights.
In the context of an interdependent world economy, such a common framework
would greatly enhance the stability and predictability needed for the free
flow of technology among nations. Since national regulations might grow even
more diverse in the absence of international standards, technology suppliers
would not necessarily face a world of minimum regulation if the Code were not
to be adopted. Therefore, the very creation of a common frame of reference
for national regulatory régimes would in itself constitute a positive
development even from the point of view of technology suppliers.

11. With an agreed Code, the flow of technology transfers to developing
countries would be encouraged to the extent that the regulatory standards are
not only harmonized, but also reasonable. 1In this respect, as pointed out
above, there is an increasing tendency on the part of the developing countries
themselves towards liberalization of their national regulatory régimes in
order to encourage increased investment flows in pursuance of their

deve lopment objectives. Such encouragement of technology flows is clearly
compatible with the commercial objectives of technology suppliers, as well as
with the foreign economic policy objectives of developed countries.
12. An effort to balance the various interests is already reflected in the
draft Code. For examnple, chapter 3 of the draft Code sets standards for
Governments, e.g. fair treatment, protection of industrial property, etc.,
while chapters 4 and 5 set standards for parties. Within chapters 4 and 3,
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the negotiated text describes both what is not justified and what is justified
ln contractual arrangements. However, this balanced approach will not have
its full beneficial effect until the Code is concluded and finally adopted.

IV. Chapter 4 of the draft Code: Restrictive licensing practices

13. From the beginning, a centerpiece of the proposed Code has been a list of
restrictive licensing practices to be avoided. Most of the practices listed
in certain early drafts of the Code came from the regulations of some
developing countries. However, these regulations used as one reference point
anti-trust rules and decisions of developed market-economy countries.

14, Although it was possible to reach nearly full agreement on a common list
of practices, it was more difficult to formulate a title for the chapter and a
"chapeau”, or introductory section, which would set forth an analytic
framework for determining when certain practices would be acceptable rather
than objectionable.

15. The developing countries, based on their own experience, viewed transfer
of technology regqulation as a continuing policy related directly to the
control of foreign investment. The purpose of such regulations was not so
much to preserve competition as to balance bargaining strength, encourage
national development and further export goals. The regulations were applied
to some extent to parent/subsidiary transactions and were generally not
applied to purely domestic transactions. Many of the developing countries did
not have anti-trust legislation or had seldom enforced it in the licensing
context.

16. The developed market-economy countries, with a few exceptions, had
generally not requlated transfer of technology by means of special
legislation. However, most of these nations did have an anti-trust law; and
in certain of them there was a well developed jurisprudence regarding
anti-trust and licensing. This jurisprudence presumed licensing to be a
useful, legitimate activity which will inherently be restrictive to some
degree. Under this system, a license restriction would be of fensive only when
the limitation of competition goes beyond the need of the licensor to protect
and exploit its intellectual property rights and would significantly lessen
competition in a relevant market.

17. During the negotiations, it developed that the chapeau might need to deal
with as many as four distinct topics: (1) a general standard for defining
what restrictions are unacceptable; (2) a list of relevant factors to be
considered in judging reasonableness; (3) a statement concerning the
applicability of chapter 4 to restrictions among subsidiaries and a parent,
and (4) a statement clarifying the relation between the chapter 4 rules and
national laws or regulations which were different.

18. The basic standard is to state what kind of practices chapter 4

condemns. It seems agreed that chapter 4 is addressed to licensees as well as
to licensors. In any event, there is little doubt that the chapeau must
include some phrase to the effect that "parties to international transfer of

technology transactions should refrain from the following practices ...".
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19. The second half of the basic rule clause in most drafts usually deals
with the idea of injury or restriction. There are numerous concepts of what
interest may be adversely affected, e.g. (a) competition; (b) technological
or economic development; (c) the transfer of technology itself. Most
discussion has centered on the first two alternatives.

20. The experts were of the view that at the present stage of negotiations,
and in the light of the international situation and varying legal approaches
at the national level, it was not feasible to provide for a development test
with no competitive analysis as the universal standard applicable to all
nations, including those which follow an approach based on competition.

21. Tt was recognized that both the competition test and the development test
presumed that a licensee freed from unjustified restraints on its competitive
freedom would perform more effectively in international trade or national
markets, or in research and development. Both tests would condemn a number of
the same practices in equivalent situations. The experts believed that the
acceptance of a chapter based on a competition test, even if it condemned
fewer practices in itself, would in some cases supplement and complement
national law and remedies and would not derogate from national discretion to
employ a development test and thereby to deal with other practices not
primarily raising competitive concerns. It was therefore concluded that since
the Code by its terms (see section 2.2(ix)) does not supersede national law, a
standard based on the concept of an undue restraint of competition could
provide a basis for agreement. Also, the standard should make clear that an
anticompetitive practice would be of significance for the purposes of the Code
when such a practice would be likely to adversely affect trade or development.

22. It was concluded that a competition test would render this chapter
logically inapplicable to transactions among firms under common control, whose
rational management almost always restrains rivalry within the group. It was
recognized, however, that chapter 5 would be applicable to such transactions,
and national laws using a development test would continue to requlate such

relationships.

23, The development of the negotiation has led to the conclusion that if
restrictions in technology licenses are to be judged according to a rule of
reason or in regard to whether they are justifiable, there should be some
indication of the factors to be considered in making such an evaluation.
Previous formulations have referred to the need to consider all relevant
circumstances and have sometimes referred to the interest of the recipient
country or the effect on its development. The experts believed that the list
of factors should refer to the legitimate interests of the parties, the scope
and duration of the rights involved, and the need to encourage the transfer of
technology, as well as the probable effects on trade and development.

v. Chapter 9 of the draft Code: Applicable law and dispute settlement

24. The original text proposed by the developing countries provided that
technology transfer arrangements be governed with regard to their validity,
per formance and interpretation by the laws of the technology-receiving
country. This country should exercise legal jurisdiction over the settlement
of disputes pertaining to those arrangements. Arbitration would be permitted
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only if the laws applicable to the technology transfer agreements do not
exclude recourse to arbitration. On the contrary, developed market-economy
countries stressed party autonomy and arbitrability of disputes relating to
transfer of technology agreements.

25. After lengthy negotiations, the present draft on chapter 9 as proposed hy
the President of the Conference in its sixth session reconciles the interests
of developing and developed countries. It allows for recourse to arbitration
whenever the relevant laws of the parties concerned admit arbitration of a
dispute (9.3). It recommends the use of internationally accepted rules of
arbitration such as UNCITRAL rules (9.4). The States are encouraged to
recognize and enforce arbitral awards (9.5). Imperative rules on jurisdiction
are no longer mentioned in the draft Code.

26. This positive approach to the arbitrability of disputes is paralleled by
recognition of party autonomy in the choice of the law applicable to the
agreements on transfer of technology. The principle which is laid down by
para. 9.1 as proposed in all drafts currently under consideration is that the
parties may, by common consent, choose the law applicable to their contractual
relations. The experts agreed that under many legal systems, party autonomy
cannot be deemed to be absolute, so that it is proper for the Code to state
that a choice of law by the parties will not limit the application of rules of
national legal systems which cannot be derogated from by contract (text
submitted by the President of the Conference during its sixth session). It
did not appear to be necessary to specify that the national legal systems that
could limit party autonomy must have a substantial connection with parties or
with the transaction, since this is obvious. Mention of the forum did not
appear to be crucial because it is implicit in the text.

27. The experts concluded that para. 9.1 as proposed by the President during
the sixth session */ is a statement that adequately reflects prevailing
conceptions on the matter and would help to create a legal climate conducive
to the transfer of technology.

Vi, Conclusion

28. The experts believed that important changes are occurring in the transfer
of technology and in attitudes towards regulation of transfer of technology.
These changes justified a certain shift of emphasis in the negotiation of a
code of conduct, but did not alter the desirability of achieving a code.

29. Tt was the view of the experts that the adoption by all groups of the
approaches discussed above regarding chapters 4 and 9 of the Code may lead to
the successful conclusion of the negotiations on the Code.

*/ "parties to transfer of technology transactions may’ by C9nmon.
consegf, choose the law applicable to their contractual relations, it being
understood that such choice of law will not l1imit the application of relevant
rules of national legal systems which cannot be derogated from by contact.”
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Part two

NOTES BY EXPERTS ON THE OUTSTANDING ISSUES IN THE DRAFT INTERNATIONAL
CODE OF CONDUCT ON THE TRANSFER OF TECHNOLOGY

A, Chapter 4 of the draft international code of conduct on the
transfer of technology: Alternatives for negotiation

by Carlos M. Correa

1. The purpose of this paper is to consider briefly the negotiating options
available in connection with chapter 4 of the draft international code of
conduct on the transfer of technology (hereinafter referred to as "the draft
code"). The difficulties encountered in reaching a text acceptable to all
groups are largely responsible for the failure to successfully conclude the
process of negotiations which began more than 10 years ago.

2. The present situation concerning chapter 4 might be summarized as follows:

(a) All groups have clearly indicated the importance that they attach to
the final drafting of this chapter. The possible alternative of adopting a
code without it does not seem likely to find sufficient support in the
international community, 1/ and in particular in the Group of 77. 1In fact,
the conclusion of an international instrument on technology transfer without a
special reference to the issue of restrictive practices would clearly fall
short of expectations, given the efforts already made. It would, in addition,
prevent such an instrument from having any substantial impact on the
modalities under which such transactions take place in the North-South
context. Finally, the absence of that chapter might be interpreted to mean
that other instruments, in particular the Set of Multilaterally Agreed
Equitable Principles and Rules for the Control of Restrictive Business
Practices, are directly applicable in the context of this code of conduct;

(b) The difficulties that prevent any progress in the negotiation of
chapter 4 are sufficiently identified. They relate mainly to three elements
contained in the introductory paragraph of the chapter (chapeau): (i) the
characterization of the practices to be avoided and the circumstances under
which they should be avoided; (ii) the criteria determining whether a
practice is restrictive or not for the purpose of the Code; and (iii) the
applicability of chapter 4 provisions to transfer of technology transactions
between related parties (affiliated parties/parties under common control). 2/
Out of these three elements, the last two are to a great extent dependent upon
the first one, that is, how the practices are conceptualized. The conflicting
views existing on this matter are one of the critical points for any further
discussion on chapter 4. 1Two positions are at stake. The "competition
approach” taken by Group B considers that practices listed are to be regarded
as restrictive business practices and are to be prohibited or controlled on
the grounds that they restrict competition. According to the "deve lopment
approach", on the other side, practices listed in chapter 4 should be avoided
where they either restrain trade or adversely affect the international flow of
technology, particularly as either type of behaviour might hinder the economic
and technological development of acquiring countries;
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(c) As a result of intensive discussions and negotiations, many
compromi se proposals designed to solve the existing diverging views have been
prepared and submitted for the consideration of the United Nations Conference
on the Code at its various sessions. A number of those attempts constitute a
good expression of skill, understanding of the underlying problems and
imagination. Among them, the text under consideration at the end of the
sixth session of the Conference 3/ would appear as quite a balanced and
promising proposal. One of the Groups has already indicated, however, that at
present it cannot adhere to it;

{d) The international context in which the draft Code negotiations are
currently taking place is quite different from that prevailing at their
inception. Most developing countries are subject to the heavy burdens inposed
by foreign debts and constrained by sluggish economic growth or stagnation.
During the 1970s, the o0il crisis and the economic and technological
performance of several developing countries provided a basis on which to
discuss the conditions for a "new international economic order" (one component
of which would be a code of conduct on technology transfer). The developing
countries' capacity to effectively obtain such conditions today have been
substantially eroded. It would be completely unrealistic to assume that there
is any possibility for those countries to get concessions from the developed
world in the course of multilateral negotiations such as those relating to the
draft Code;

(e) Finally, and in connection also with point (d) above, it should be
noted that matters relating to foreign direct investments and transnational
corporations are currently undergoing a process of substantial liberalization
in developing countries. The most striking example is perhaps that of the
Andean Group countries, as a result of the recent revision of Decision 24. 1In
Africa and Asia, likewise, a general relaxation of policies and legislation
regarding transnational corporations can be found, the aim being to promote
foreign investments and the acquisition of foreign technology. While those
changes are more marked in connection with investment policies, they have also
in practice affected policies concerning specifically the transfer of
technology. 4/ On the other hand, a liberalizing trend is also observable in
some developed countries as regards the enforcement of anti-trust principles,
in particular with regard to the scope and criteria of application of the
"rule of reason".

3. The possible alternatives for dealing with chapter 4 may be analysed in
the light of the above five considerations. Ieaving aside the hypothesis of
completely excluding the chapter, two options exist: either a compromise can
be obtained through drafting, or one of the approaches ("competition"/

"deve lopment ") prevails.

4. It does not seem realistic to think that by way of skilful rewording it
is possible to attain a consensus on matters pending in chapter 4 in the near
future. As mentioned before, there is no reason to think that developed
countries are prepared to make concessions on a concept that contradicts their
own national policies and the strengthening of which is actively sought at the
international level, The "universal character"” of the Code - in fact
sustained by the Group of 77 - does not facilitate flexibility in the
developed countries' position. Given that the Code rules would apply to any
Nor th-North relationship, it does not seem logical to expect any willingness
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on the part of those countries - particularly in the present international
context - to partially accept a concept (the "development approach") that has
no legal grounds in those countries. The rewording of the chapeau and other
clauses, therefore, does not seem to offer a real way out to conclude the
negotiations.

5. Furthermore, the relative weakness of developing countries in the
international scenario makes it impossible to find a final solution based on
the admission of the development test. 1In the confrontation of the two
approaches, there is no real chance for developing countries to impose their
own criteria. Moreover, if the Code negotiations are inter rupted, it is
likely that the issue of technology transfer will emerge in other forums, for
example in GATT. This may imply the practical abandonment of the principles
and provisions which have already been agreed upon under the draft Code
negotiations and which are consistent with the developing countries' main
expressed concerns and expectations. Given the different starting points, if
new negotiations on the issue had to be initiated now, it would be extremely
difficult to obtain better terms, and it is even possible that the progress
made during the last 10 years of negotiations would be lost.

6. The analysis of the approaches at stake gives rise to two additional
considerations. First, the "competition" approach has a history, national
legal precedents, extensive jurisprudence, and even international recognition
in UNCTAD and other forums. The concept underlying the "development
approach", for its part, is generally determined by national authorities
entrusted with the application of transfer of technology regulations in
developing countries. The precise content and limits of the concept are, in
fact, difficult to define in general terms, since they are strongly dependent
on the development philosophy of each country. It cannot exhibit, either, a
background comparable to the "competition" approach. Second, notwithstanding
the differences in approaches, a more detailed analysis of particular
restrictive clauses may indicate that there exists common ground which is
covered under both of them. While, in effect, the adoption of either of the
approaches would evidently imply different degrees of coverage of restrictive
practices - more limited in the case of the "competition" criteria - a number
of situations may be deemed as substantially dealt with under either of them.

Conclusions

7. There is no real room to continue a drafting effort aimed at reconciling
the diverging positions on chapter 4. The situation of developing countries
in the present international situation, the universality of the Code and the
openness of the concept underlying the "development test" permit one to assume
that developing countries have no chance of obtaining the approval of their
position.

8. However, due consideration should be given to the fact that the two
discussed texts should not be viewed as mutually exclusive alternatives. A
number of the typical restrictive clauses are covered urnder both approaches
(though, obviously, in a more limited way under the "competition" approach).
The acceptance by all countries of this latter approach will ensure, at least,
the recognition of the illegality of some of the practices that hinder.

deve loping countries' technology transfer transactions. 1In addition, if - as
proposed during the sixth session - a clear and general reservation as to
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national law is included, other practices may be declared condemnable in
accordance with that law. It is time, therefore, to consider whether it would
not be convenient for developing countries to speed up the adoption of the
Code in its present draft text, even if the "development” test is not
reflected therein. Such an action might transform some failure into partial
success by providing a basis for the evolutionary development of international
law on technology transfer, including a set of typical restrictive

practices. Furthermore, the content of other chapters of the draft Code
(particularly on national legislation and rights and obligations of parties),
which to a great extent reflect developing countries' views, might well
justify the relative loss to be suffered in chapter 4.

9. In sum, a final decision on chapter 4 cannot be taken in isolation from
the current international situation and from the consideration of the Code in
its totality. 1If it is not possible to obtain now all the expected results,
the progress made so far deserves to be preserved. This would not imply, of
course, that in the future, if the prevailing conditions allow it, new steps
could not be taken to build up an international legal order more suited to
deve lopment objectives and the needs of developing countries.

B. Solutions for remaining issues in chapter 4 chapeau

by Joel Davidow

Introduction

10. Ever since the conception of an international code of conduct on the
transfer of technology, a centrepiece of the desired document has been a list
of restrictive licensing practices to be condemned and avoided. Most of the
practices listed in early drafts of the code (particularly Group of 77 drafts)
came from the administrative regulations of Mexico and Brazil. However, those
regulations were influenced by anti-trust decisions and guidelines in the
United States and the EEC,

11. In the early phases of the transfer of technology Code negotiation, it
was possible to reach partial agreement on a common list of practices. It was
more difficult to formulate a title for the chapter and a "chapeau", or
introductory section, which would set forth an analytic framework for
determining when certain practices would be acceptable rather than
objectionable.

12. The basic dispute was between the Group of 77 and Group B. The
developing countries, based on their own experience, viewed transfer of
technology regulation as a continuing policy related directly to the control
of foreign investment. The purpose of such regulations was not so much to
preserve competition as to balance bargaining strength, encourage local
development and further export goals. The regulations were applied as often
to parent/subsidiary transactions as to any others and were generally not
applied to purely local transactions. Most of the Group of 77 did not have an
anti-trust law or had seldom enforced it in the licensing context.

13. The Group B nations, with the exceptions of Japan and Spain, had
generally not regqulated transfers of technology as part of foreign _
investment. Many of the Group B nations had no special rules for requlating
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inward foreign investment at all. Most of the Group B nations did have an
anti-trust law. 1In certain important Western nations such as the

United States and the EEC countries, there was a well developed jurisprudence
regarding anti-trust and licensing. A central premise was that licensing is a
useful, legitimate activity which inherently must be restrictive to some
degree, with a quiding principle being that a restriction offends the public
interest only when the limitation of competition goes beyond the legitimate
need of the licensor to protect its intellectual property rights.

14. During the negotiations, as influenced by the successful negotiations for
a code of conduct for restrictive business practices, it developed that the
transfer of technology code section on restrictive licensing practices should
have a chapeau covering four distinct topics:

(a) A general standard for defining what restrictions are unacceptable;
(b) A list of relevant factors to be considered;

{(c) A statement concerning the applicability of chapter 4 to
restrictions imposed on subsidiaries by a parent, or agreed to among
affiliated firms; and

(d) A statement clarifying the relation between the chapter 4 rules and
national laws or regqulations which are tougher or more permissive.

15. For purposes of simplicity of discussion, this paper will discuss the
chapeau problem in terms of the four separate paragraphs, and will suggest
specific draft language for each. It should be noted that the author is not
personally wedded to the four paragraph form and believes that a useful and
agreeable chapeau could very well be conceived which has as few as one or two
paragraphs.

1. The basic standard

16. The purpose of this paragraph is to state what kind of practices the
transfer of technology code, or at least chapter 4 of the code, is concerned
with., The second purpose is to suggest a standard for judging arny practice.

17. It seems agreed that chapter 4 is addressed to parties, rather than to
Governments. It also seems agreed that it is addressed to licensees as well
as to licensors, even though it is sometimes presumed that restrictive
conditions are imposed by the licensor or licensee. 1In any event, there is
little doubt that the chapeau must begin with some phrase to the effect that,
"parties to international transfer of technology transactions should refrain
from the following practices ...". Even here, there are same issues: the
Group of 77 has sometimes preferred "shall" to "should" on the grounds that
the transfer of technology code should sound compulsory rather than voluntary,
but this issue does not seem crucial at this time. Group B nations would like
the rules to apply equally to domestic transactions of a similar type.
However, this concern will probably be resolved in a preambular clause
relating to the applicability of the whole transfer of technology code.

18. The second half of the basic rule clause usually begins with the word
swhen" and then deals with the idea of injury or restriction, e.g. when the
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practice injures, restricts or adversely affects [samething]. There are
numerous concepts of what interest may be adversely affected, namely

(a) competition; (b) the licensee; (c) the technological, export or economic
deve lopment of the licensee's country; or (d) the transfer of technology
itself. My conception is that since the chapter incorporates anti-trust rules
(which in turn influenced the transfer of technology regqgulations of Mexico and
other developing countries), the first standard must deal with competition.
Then, to justify international concern, there must be an effect of the
anticompetitive restraint on international trade or development. A fine point
arises here concerning whether to refer to international trade or development
or to the trade or development of the licensee's country. 1In a cross license
or patent pool situation, all parties are licensees as well as licensors.
Moreover, a restriction prohibiting, for instance, the licensee from exporting
a component to a third country may injure the trade or development of that
third country.

19. The present compromise formulation refers to restrictions which
"adversely affect the transfer of technology". With all due respect to the
good intentions of the authors and supporters of this phrase, it makes no
sense and furthers the interest of no group. Contractual conditions may
encumber the transfer of technology, but they do not adversely affect it.

Such conditions are objectionable, if at all, because they adversely affect
international trade in the goods resulting from the technology. The
technology gets transferred, perhaps very well, regardless of export or tying
or price restrictions on the licensee. Exclusive dealing, or restrictions on
research, may adversely affect the development of local technology, but they
do not adversely affect the transfer of the licensed technology. Accordingly,
my suggested formulation concentrates on whether the restrictions
unjustifiably restrain the conmpetitive freedom of the licensee and whether
such restriction is likely to significantly restrain international trade or
development. As I have noted, the reference to "international” rather than
licensee nation trade or development is an effort to raise the question as to
whether the restriction is good or bad for the world economy as a whole, since
an export restriction on one country might well be justified as necessary to
protect a smaller country or a weak licensor, etc. Accordingly, I suggest a
formulation such as:

4.1 1In furtherance of the objectives and principles of this code, the
following practices should be avoided when under the circumstances of an
individual case they are unduly restrictive of competition, adversely
affecting international trade or the economic or technological

deve lopment of the countries af fected by the restriction.

2. The factors to be considered

20. ‘The development of the negotiation has led to the conclusion that if
restrictions in technology licenses are to be judged according to a rule of
reason or in regard to whether they are justifiable, there should be some
indication of the factors that are to be considered and weighed in making such
an evaluation. Previous formulations have referred to the need to consider
all relevant circumstances and have sometimes referred to the interest of the
recipient country or the effect on its development. I believe that it is
crucial that the list of factors refer specially to the legitimate interest of
the parties and the need to encourage the transfer of technology. In most
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technology transfer disputes, one is weighing the licensor's perceived need to
impose a certain restriction to protect certain commercial interests of its
own or to ensure the profitability of the transaction, as against the desire
of the licensee for greater commercial freedom and the interest of the
recipient Government in export promotion, use of local labour and resources,
etc. The preamble to a chapter cannot in itself tell you how each such
balancing should come out, but it certainly should state clearly what factors
must be weighed on each side of the balancing test. Accordingly, I suggest a
formulation such as:

4.2 Evaluation of whether a practice is justified in an individual case
should take into account all relevant circumstances, the legitimate
interests of all parties and of the host Government, and the overall
purpose of the transaction, particularly encouragement of the transfer of
technology.

3. The related firm issue

21. The question of rules governing parent-subsidiary relations was a major
problem in formulating the set of principles and rules on restrictive business
practices (RBPs), and it has threatened to derail the transfer of technology
code. The subject has troubled and confused judges in Western countries and
has baf fled delegates with its complexities.

22. The fundamental problem is that applying RBP rules to the relations of
independent, potentially competitive firms does not conflict with a régime of
open investment, but that condemning various types of restrictions placed by a
company on a foreign company it owns amounts to regulation of investment, in
which case there are no well-developed standards except national interest - a
standard too particularized to provide neutral criteria for international

conduct.

23. There seems to me to be only two clear and rational solutions. The
first, for which I provide a suggested text, is simply to adopt the
competition text and partial exclusions contained in the RBP code text. The
second is to agree to move the issue of parent restrictions on subsidiaries to
the transnational corporations code, which does deal with investment issues,
while limiting the transfer of technology code to relations among unaffiliated
licensees and licensors. Accordingly, I suggest a formulation such as:

4.3 While the provisions of this chapter apply to international transfer
of technology transactions involving any party, practices between related
parties, particularly those under common control, should not be
considered unduly restrictive of competition unless adversely affecting
competition with unaffiliated enterprises or involving anticompetitive
abuse of a dominant position of market power.

4, The stricter national law issue

24. A further solution to the parent subsidiary issue in the transfer of
technology code has involved articulation of the concept that thg code does
not justify breach of local laws which are stricter. Of course it does not,
but the text is somewhat unsatisfactory. Firstly, the text makes no reference
to how Governments should act in light of the code (presuming they have

accepted it).
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25. The code text, for instance, condemns tying but allows it when connected
to a warranty. A national law which condemned all tying would be stricter
than the code. Clearly, a nation that accepted the code would be
acknowledging that its law should conform to the principles of the code at
least where the code rule was express, rather than implied or unstated, Of
course, so long as the code is voluntary, all nations retain the right to have
deviant legislation. The principle that transnational corporations should
obey unrepealed national law - even law which "should" be altered to meet
international norms - is obvious and is stated in the RBP rules. There is no
harm in restating it, but a balanced text should give priority to the
desirability of harmonizing national law with the code,

26. The text I propose is intended to achieve that goal. It reads as follows:

4.4 While nations adhering to this code should seek to conform their
laws or regulations concerning technology transfer restrictions to the
principles of this chapter, nothing in this chapter should be construed
as authorizing or encouraging violations of applicable national or
regional law which is stricter than the rules set forth in this chapter.

C. Notes on the draft code on transfer of technology

by Luiz Olavo Baptista

27. These notes will deal with aspects of the draft international code of
conduct on the transfer of technology, especially chapters 4 and 9. The
nature and consequences of the current difficulties and the possibilities of
finding adequate solutions will also be examined. An attempt has been made to
face the problem by reflecting on its main aspects: motivations, effects,
aspirations; no review of legal studies or the progress of negotiations will
be made, nor is paper meant to reflect final solutions.

1. The nature of current difficulties

28. The code represents a developing country's initiative and is included in
the general framework of the effort to reshape and codify international law
and the wish to change the terms of international relations. 1In this sense it
represents, mutatis mutandis, part of the same effort made during the first
decades of this century to set limits on the individualism and liberalism that
inspired the "Code Napoléon" and similar codes in other countries. It
actually reflects an Aristotelian Thomist concept of the nature of justice,
shown under three aspects: retributive, distributive and social. It was
meant to restore or introduce social concerns into international economic
relations, And it is exactly there, in the inclusion of the social dimension
in the practice of legal relations, that the source of all difficulties is to
be found, be it in the preparation of this code or in other rules and
standards of international law.

29, 1In effect, the traditional notion of the State - with limited functions -
is opposed to that of the modern State, in its socialist or social versions,
in the same way as free will is opposed to the requirements of social
interest. It is evident that the supporters of opposite positions are backed
by peculiar economic conditions which reinforce or justify their respective

intellectual attitudes.
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30. sSuch conflict pervades the discussion of the contents of the code. The
consequences of technology acquisitions are serious and the transfer process,
as it takes place now, is a constant source of conflict, whether local and
between private companies, or between the latter and States, or among the
latter. That is why there appeared world-wide policies or legislation aimed
at screening or requlating technology transfer operations and the underlying
contracts. Nevertheless, it is not only the developing countries that are
involved in intervening in the technology transfer process. Others do it too,
albeit with different objectives, even of a political nature, through
prohibitions on exports, rules to prevent abuses of a dominant position, and
so on.

31. On the other hand, recourse to industrial property rules and anti-trust
laws is proving to be increasingly inadequate. Everything therefore leads to
the belief that the adoption of the code, even in the stepped down form of
implementation proposed, should be an answer to many problems now existing,
corresponding chiefly to the seemingly convergent will of all the members of
different regional groups to promote the flow of technology.

32. However, the reasons behind this will are different and create
difficulties in establishing the final text. It seems clear, though, that
there is a general will to reach an agreement and that the negotiation
intended to achieve it is of a mixed type, distributive-integrative, with
alternation and predominance of one or another aspect, depending on the point
under discussion.

33. It is precisely in chapters 4 and 9 that the distributive aspect appears
more emphatically, creating greater difficulties. In the other chapters, a
broad consensus has been obtained, even though with the sacrifice of
conciseness and accuracy of wording. Redundancies, repetitions and variations
around the same theme impart a kind of barogue style to stretches of the

code. However, perhaps therein lies the formula for a solution.

34. The conflicting view concerning restrictive practices results in the
adoption of varying legal positions, scmetimes formalistic and sometimes
functional, as an answer to the need to assert economically and politically
different standpoints. Thus, the treatment to be given to subsidiaries and
affiliated companies in general is seen in this chapter in a formalistic way
by certain States, but these same States look at Other topics in a functional
way, and this is a critical point.

35. The concept of technology transfer in the draft code involves two
aspects: that of the operation in itself, which seems to have been settled,
and that of its internationality. Here the transit through frontiers is
apparently the point of convergence, but the differences lie in the reach of
such transit: would the code apply to entities under foreign control
(subsidiaries and branches) in their operations inside a State? It seems
obvious that it is impossible to separate the solution given to such a
question from the one to be given to the duties of the States with regard to
such controlled entities and with regard to a realistic view of the problem.
1f, formally, a subsidiary appears as a corporate enti?y (for reagong of
operating facility), from the functional viewpoint it is but_a unit in the
overall system making up the controlling company. The adoption °§ a
formalistic position would tend to open the door to all kinds of indirect
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deals, including frauds, and to reactions against such actions at the level of
municipal law. Would the States which stand up for considering subsidiaries
as local entities of the host country, on formal grounds, be ready to renounce
their protection of such entities which, from a functional viewpoint, are
actually their own subjects? The proposal by the Secretary-General of UNCTAD
apd the President of the Conference in August 1983 addresses this problem,
giving a logical answer.

36. 1In the restrictive business practices provisions, we find this problem
posed in other terms in the so-called "intra-enterprise transaction", linked
to that of the extent of the prohibition. The extent of the prohibition lies
not in the formal legal treatment given, but rather in the functional effects
of the practices, whether or not such effects are to be taken into account.

37. 1If the countries of Group B did not have any internal differences to
reconcile (as is the case with other regional groups), the solution would be
easier. In effect, the notion of "abuse of dominant position” is the one
inspiring the application of articles 85 and 86 of the Treaty of Rome, whilst
the notion of anti-competitive practices, seasoned by the rule of reason, is
dominant in the United States. They differ in their enforcement by the
competent courts. It is obvious that the concept applied by the European
courts is closer to the one proposed by the developing countries, even though
the political motivations are different.

38. On the other hand, the internal differences within the Group of 77
reflect a certain lack of realism in the idea of the appraisal or screening of
technologies, which in the practice of many countries may not go beyond good
intentions and the written text. This is important because there is a trend
today to abandon at least partially the traditional mechanisms of industrial
property in favour of others which are more suitable to new technologies that
become obsolete much faster; it is in the newest fields of computer science
and biotechnology that this is revealed more clearly. The new mechanisms are
very close to monopolistic policies.

39. Another problem has more remote effects. If alternately formalistic and
functional criteria were adopted, as happens for instance in chapters 1
(especially 1.4) and 4, there would be difficulties in enforcing the code as a
whole. Perhaps the most serious consequence for enforcing the code would be
the lack of conceptual and logic unity. The force of any legal (or
programmatic) rule lies in its internal consistency. It may be possible for
political or ideological manifestations to be inconsistent or incoherent, but

not for legal rules.

40. 1In chapter 9, the same picture is repeated. On the one hand there is an
aspiration to the enforcement of public policy rules and on the other hand the
wish to ensure the free will of the parties as to the applicable law, maybe
with the sole limitation that such applicable law should maintain a
substantial relationship with the business and the parties.

41, It seems clear, however, that the countries of Group B would not agree to
eliminating the possibility of imposing restrictions originating in national
security on certain transfer of technology transactions. But, what is
national security if not an aspect of public policy, and what is the
aspiration to development if not a facet of national security? The difficulty
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then lies not in the acknowledgement of the logical identity between the two
concepts but in the wish of one party to deny the other that which it is
granted or claims for itself.

42, Again, it is conflicting economic interests and the remains of a
non-integrationist view of the world economy, and the refusal of the idea of
interdependence in international relations, that create difficulties. 1In
short, it is the contrast between interdependence and the interests of
nationalism, which will be superseded only when the balance of advantages is
mutually perceived.

2. Consequences of the difficulties and prospects

43. 1If the positions heretofore adopted persist, one can imagine that either
the code negotiations will come to a deadlock or they will result in an
instrument that will have little effect. Such low effectiveness would be
reflected in its legal nature - a resolution of the General Assembly - or in
its contents. An alternative would be to adopt one of the versions of the
code regionally and, as more adhesions are successively obtained, to widen its
sphere of enforcement, so as to make it mandatory in practice. Such is the
attenpt made in a limited way by the Andean Group in the area of technology
and investment. Of course, this is but an imperfect and unsatisfactory
solution.

44, Another way would be to proceed with the discussions and to examine the
conflicting points with comparative studies, showing that from the standpoint
of the States there are basically no rational motives to disagree and
identifying for parties (not States) the advantages counterbalancing the
apparent disadvantages of the code. The truth is that contractual freedom of
will exists but in a limited way in international relations and tends to
disappear in critical areas of national policy. It is therefore better that
it be limited by rational and flexible rules of conduct.

45. An example of this are the anti-trust rules, which are only operative and
effective in the countries generating and exporting technologies. The
counterpart of the acknowledgement of such a reality and the acceptance of
universal rules controlling the abuse of a daminant position would be the
greater stability and the legal certainty resulting from the existence, on the
international level, of a single legal system requlating the deals involving
transfer of technology, nowadays treated in a fragmentary and sometimes
contradictory way.

46. Such an approach is valid with regard to the rules in both chapter 4 and
chapter 9, where the reverse of the coin would be the world-wide proliferation
of sometimes unrealistic provisions, impeding trade in technology and
consequently international commerce.

47. It would be important for the countries which largely generate technology
to try to pay attention to the utility that the ccde will tﬁen hav? when the
inadequacies of -the traditional system of intellectual and industrial pFoperty
become more obvious. In effect, the efforts being made for the protection of
innovations in computer science, centered on recourse to the systems of
patents or copyright, clearly show the inadequacy of such methods. Pat§nts
universally do not have to rest on a material element, as'they protect ideas.
Copyright protects the form but is not dependent on material substance.
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48, The practical consequences are also complex: how, in the copyright
system, can someone be prevented from copying a computer programme for his own
use? The publishing industry itself has already felt the effects of copying
machines, just as the entertainment industry sustains losses resulting from
the use of means of magnetic reproduction (cassettes and video cassettes).
Only the counterfeits, the copies for commercial use, can be subject to
control, although those resorting to the courts face high costs. In the
field of biotechnology, the lack of legal mechanisms has led to practices of
secrecy and the creation of de facto monopolies, as is the case in the
production of certain seeds.

49. The possible answer to such difficulties is clearly in contracts for the
assignment or transfer of technology and the possibility of spreading
voluntary control measures to achieve adequate law enforcement.

50. Another aspect favouring an agreement is the interdependence of
technological advances. A maker of video cassette devices, for instance, is
in need of the existence of tapes for the users of his machines and also parts
for servicing his products. Evidently such needs, when linked to those of the
market, will generate conflicts of interest if one of the suppliers in the
chain acts in a monopolistic manner. Such conflicts are settled either by
pressures or by recourse to "clones" of products, or by the "piracy"
stimulated by those interested, with losses for those who developed the
technology.

51. Another factor is the utility or the advantage of licensing technology,
nowadays destined to a swift obsolescence, in order to recover the costs of
its development.

52. It therefore appears that the axis of the interest for adopting the Code
will pass progressively from the developing to the developed countries.
Lastly, the systematic survey of the consensus obtained in several previous
international instruments (resolutions of the General Assembly and treaties,
such as the Law of the Sea Treaty) may also provide formulae already
sanctioned.

D. Outstanding issues in Chapters 4 and 9 of the draft
code of conduct on the transfer of technology

by Stanislaw J. Soltysinski

1. Introduction

53. The lack of any meaningful progress at the sixth session of the

United Nations Conference on an International Code of Conduct on the Transfer
of Technology held in Geneva in May, 1985 underscores the lack of political
will to achieve a compromise and overcome genuine dif ferences between the
economic policies of developed and developing countries. Indeed, major
difficulties stem from the conflicting socio-economic approaches adopted by
Governments in dealing with transnational transfer of technology. These
differences make it virtually impossible to reach an agreement on a set of
uniform rules that would require the Governments concerned to make substantial
changes "in their existing transfer of technology regulations and anti-trust
laws. The requirement of observing an agreed set of rules would come into
play (albeit with dif ferent consequences) with either a legally binding or a
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voluntary code. A non-binding instrument, however, would entail a variety of
enforcement alternatives, especially if supported by an international
institutional machinery reviewing the implementation of the code. 5/

54. The developing countries may feel frustrated because they have finally
agreed to negotiate a basically voluntary code to be adopted by a resolution
of the General Assembly, thus postponing the issue of its binding character
until a review conference is convened five years after the adoption of the
code. Moreover, they have made a number of concessions, especially in
chapters 4, 5 and 9. Despite these significant advances, the three groups are
still far from agreement on the contents of chapters 4 and 9.

55. It is worth emphasizing that the two most significant areas of
disagreement (restrictive practices and choice of law and choice of forum)
concern issues that are subject to divergent mandatory rules in many developed
and developing countries. It appears to me that at some stage of the ongoing
negotiations, each of the three regional groups has tacitly assumed that it
should not be required to alter its domestic or regional laws regulating
transnational transfer of technology transactions, should the General Assembly
adopt the code, One of the goals of this paper is to analyse the extent to
which these assumptions allow for a genuine compromise benefiting all
countries (especially developing ones) by being more responsive to their
needs. It is worth underscoring that the chapters of the code upon which
agreement has been reached cover issues that are rarely subject to mandatory
domestic laws or international agreements - e.g. principles and objectives,
national requlation of transfer of technology transactions, responsibilities
and obligations of parties, special treatment for developing countries, and
international collaboration.

56. This paper analyses the various positions of the regional groups on the
outstanding issues in chapters 4 and 9 of the draft code. Finally, it
attempts to propose some solutions.

2. The threshold problem: the nature of mutual responsibilities and
practical consequences of concessions made in chapter 4

57. In my opinion, a meaningful compromise in chapter 4 cannot be achieved as
long as the three regional groups fail to clarify their positions regarding
the potential impact of the adoption of the code by the General Assembly upon
the responsibilities of Governments and parties. The present understanding
that the Conference should not prejudge the legal nature of the code has more
shortcomings than advantages. It is clear, however, that even in the event of
a successful outcome at a future diplomatic conference, the code will probably
operate for a foreseeable future as a set of "soft" international rules. .
Matual concessions made within the framework of the UNCTAD conferences railse a
practical question for every participating Government, namely, what steps
should States take in order to fulfil their responsibilities under a legal
instrument adopted by the General Assembly? While even a non-binding code
would require Governments to honour their responsibilities under the code, the
problem arises as to what forms of "persuasion" should be gdopted py . .
Gover nments vis-a-vis enterprises and instrumentalities existing within their
jurisdiction. 1In the absence of a prel iminary agreement on tbe expected or
required domest ic enforcement of the code during its nop—blndlng phase,
Governments will have difficulty negotiating in good faith.
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58. The developed countries, especially Group B, "have agreed to negotiate
codes of conduct as part of a 'package' or 'trade off', in which promises of
good corporate behaviour are provided in exchange for assurances that
developing nations will provide broad lattitude for freedom of contract and
the operation of market forces, encourage investment and treat foreign
enterprises without discrimination."™ 6/ Assume, arguendo, that the

Group of 77 would accept the controversial proposal concerning the so~called
anti-trust immunity for a broad spectrum of intra-enterprise collaboration, as
demanded by Group B. Would such a concession obligate the Governments of
developing countries to modify their existing laws accordingly? It is worth
noting that proposals concerning chapter 4 submitted by the Group of 77 ~
which, in principle, favours the binding legal nature of the code - are based
upon the assumption that the provisions of that chapter "should not be
construed as justifying other practices or conduct by parties which are
unlawful under applicable national or regional legislation". 7/ Adoption of
this text would nullify any compromise embodied in this chapter that offers a
broader or narrower immunity to any class of reasonable restraints of
competition. Under such a code, each country would remain free to preserve
domestic laws that run contrary to the agreed solution. 8/ It would even
permit countries to enact new legislation that is inconsistent with chapter 4.

59. Thus, the analysed proposals of the Group of 77 and of the Chairman of
Working Group I seem to be inconsistent not only with a binding option of the
code but also with an agreed provision in chapter 8, which reads: "States
which have accepted the code of conduct on the transfer of technology should
take appropriate steps at the national lewel to meet their commitment to the
code" (Art. 8.1). 9/ An unrestricted interpretation of this provision, based
upon the general principles of interpretation in good faith, suggests that
States should take all appropriate steps at the national level - including
legislative ones - to gradually meet their commitments under the code. A
similar interpretation of "soft" international obligations prevails, for
instance, under the Helsinki Agreement. Moreover, some States have begun
incorporation of agreed provisions of the draft code into their domest ic
transfer of technology regqulations. 10/ 1If, however, there is a growing
consensus that Governments that accept the code are not bound to pursue
legislative initiatives to adopt their domestic laws to the code, then this
principle should be spelled out in the code. This would inevitably reduce the
impact of the code, but may facilitate a compromise.

60. TLikewise, if the future negotiations are designed to achieve a meaningful
global compromise, the developing countries should explore desirable
concessions in exchange for accepting a narrower or broader concept of
"intra-enterprise immunity". As noted above, the provision that "nothing in
chapter 4 should be construed to supersede applicable national or regional
law" would be largely self-defeating in this context, because the anti~trust
laws of many developed countries of fer enterprises almost unchecked freedom of
action abroad, unless the action entails percept ible adverse effects at hame.
Indeed, developed countries sometimes even encourage domestic corporations to
form export cartels. 11/ Accordingly, the nature of the code's effects on
States should be clarified, regardless of whether the agreement is to be

voluntary or binding.

6l. It is often maintained that the substantive provisions of the draft Code
can be divided into two categories: those relating to governments and those
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addressed directly to parties. 12/ However, it is doubtful, for instance,
whether the provisions of chapter 4 are directed only at enterprises. First,
in principle, States (and not private parties) are the primary subjects of
international agreements. Second, the successful implementation of rules
aimed at the elimination of restrictive practices is virtually impossible
without the participation of local or regional enforcement agencies.
Furthermore, the hitherto contemplated provisions of chapter 4 include both
proposals concerning practices to be condemned and practices that are
justifiable (immune). While the elimination of forbidden practices requires
at least indirect government pressure against enterprises, the implementation
of any rule providing for the granting of immunity (e.g. immunities or
exemptions for intra-enterprise understandings) can be given effect only
through the policies of competent enforcement agencies. Therefore, States
willing to meet their commitments in good faith would have to take the
appropriate steps within their jurisdiction and competence with respect to all
responsibilities arising under the code. 1Indeed, even the implementation of
the agreed provisions of chapter 4, which specify exonerating circumstances
that limit their scope of application (e.g. provisions concerning exclusive
dealings, restrictions on use of personnel, restrictions on adaptations,
exclusive sales or tying arrangements), requires the participation of judicial
or administrative organs. Leaving it to private parties alone, on the
assumption that nothing in chapter 4 should be construed as requiring the
replacement or modification of existing national or regional laws, is unlikely
to bring more uniformity or establish new universally applicable standards in
the maze of inconsistent municipal and regional anti-trust laws and transfer
of technology regulations,

62. In order to give the negotiations on outstanding issues in chapter 4 even
a minimum of practical significance, the participating groups should agree on
measures to be adopted by States to gradually bring their domestic legislation
and/or enforcement policies into harmony with the agreed rules.

63. This paper aims to clarify the basic choices available. An in-depth
discussion of these issues is justified in light of the confusion that has
arisen because of the unsettled issue of the legal nature of the code and due
to some implicit assumptions that have not been clearly specified by the
participating groups.

64. During informal consultations on an international code of conduct on the
transfer of technology, all three groups should clarify their assumptions with
respect to the nature and scope of implement ing steps to be taken at the
national level to meet their commitments under the code in the event of its
adoption by a resolution of the General Assenmbly as a formally non-binding
instrument. It is important to clarify whether States that have accepted such
an ianstrument should undertake the appropriate implementing steps required
under Article 8.1 (c) with respect to all chapters of the code, including
chapter 4, or only with respect to those provisions that are addressed
directly to Govermments (e.g. chapters 3, 6, 7 and 8).

3. Competition v. development tests

65. The lack of a consensus on the main criterion to be fo%lowed in
determining whether an agreed and defined restrictive practice should be_
avoided in an individual case reflects deep policy differences. Developing
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and socialist countries are unwilling to accept the "competition approach".
According to the Group of 77, the practices listed in chapter 4 should be
prohibited if they adversely affect international trade in technology -
particularly if they are detrimental to the economic or technological
developmment of acquiring countries.

66. To avoid repetition, I concentrate on the results of the consultations on
the draft code held in Geneva in 1987. According to my reading of the
relevant documents, 13/ the last round of negotiatiaons has succeeded in
narrowing the gap dividing the three regional groups, albeit at the expense of
the code's clarity and practical significance.

67. I first analyse the main areas of an emerging consensus:

(2) All regional groups amd China seem to agree that the chapeau should
characterize condemned dealings as "restrictive practices” having "an adverse
effect on the international transfer of technology".

Pt et
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(b} There seems to be a growing consensus that itwﬁéuidybé’impossible,
at this stage, to lay down per se prohibitions.

{c) Finally, according to the secretariat, the inclusion in the chapeau
of chapter 4 of a reference to the applicable national or regional law
"appeared to be broadly acceptable to all delegations." 14/

68. The consensus with respect to the otherwise applicable law is of
paramount importance. Although its ramifications are by no means clear, it
iwplies that while the leading developing countries want chapter 4 to
legitimize their own transfer of technology regulations - even if they are
inconsistent with agreed standards - the developed countrjies are also ready to
accept such a formulation because it could free them from either an implied
obligation to enact the code rules in their national (regional) law or an
obligation to take appropriate steps to persuade their authorities to apply
the code criteria when deciding whether a specific practice is restrictive or

not.

69. As already noted, however, further clarification of what is at stake in
chapter 4 is necessary at this stage. If the divergent municipal and regional
laws remain intact and the agreed provisions on restrictive practices are
directed only at parties to technology transactions, then the most
controverisal part of the chapeau under consideration (Art. 4.2) is simply
redundant. It is unrealistic to expect that private parties would be able and
willing to evaluate the fairness of their transactions in the light of vague
and conflicting criteria embodied in various "compromise" proposals aimed at
reconciling the "development" and "competition" tests.

70. One may inquire how the national and regional authorities should conform
to or follow the vague code standards to be incorporated in the chapeau,
without changing those divergent municipal (regional) laws that introduce
criteria inconsistent with Article 4.2.

71. If the evolving compromise among all groups is based on the tacit
assunmption that chapter 4 does not obligate States to take measures to ensure

that the general criteria embodied in the chapeau are followed by parties and
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authorities, they should adopt either the proposal made by Group D or that
made by China. A reference to the objectives and principles of the code, as
well as to all relevant circumstances in the supplying amd acquiring
countries, would sufficiently characterize those practices to be avoided.

72. This seems to be a minimum approach, but it has the advantage of
explicitness over the more ambitious solution proposed at the end of the sixth
session. 15/ The latter purports to reconcile the competition and the
development tests in Article 4.2 while legitimizing the divergent municipal
laws enmbodying the conflicting policies that brought the three regional groups
to search for a compromise solution. Furthermore, it is clear that the
"development"” and the "competition” tests are practically incompat ible.
Article 4.2 does not offer a solution to resolve the conflict between the two
approaches in a specific case, or even between contrasting development
policies of the acquiring and the supplying country. Indeed, while

Article 4.2. seems to bring the conflicting approaches into harmony,

Article 4.4 and many other provisions of the draft code explicitly or
implicitly sanction the existing chaos and divergent municipal policies. 16/
73. For the reasons stated above, the secretariat should ask the members of
the consultative group whether it is practical and feasible to elaborate upon
general criteria to be followed by parties and authorities in determining
whether a given practice is restrictive for the purpose of the draft code in
the absence of an agreement concerning gradual harmonization of municipal
(regional) laws and/or international enforcement mechanisms.

4. The applicability of chapter 4 provisions to transactions hetween related

ggrties

74. A satisfactory solution of this thorny issue would reqguire a "trade-off"
between Group B and the Group of 77 in which mutual promises are secured by
way of a binding convention. The undefined nature of the draft code makes the
"host" and the "home" countries of multinationals reluctant to make concrete
concessions, Thus, the resolution of the special treatment for
parent-subsidiary relationships involves a real policy conflict that cannot be
effectively resolved at this juncture for reasons stated in section 3, supra.
I therefore limit my comments to an evaluation of the following proposed
solutions:

(a) The adoption of chapter 4 on the basis of the latest compromise text
discussed at the sixth session (Art. 4.3):

(b) The adoption of the recent proposal made by Group B; 17/

(c) The adoption of the formulation proposed by the Group of 77 in their
wor King paper of 24 May 1985; 18/

(d) The proposal submitted by the German Democratic Republic on behalf
of Group D and Mongolia (17 May 1985); 19/ and

(e) The adoption of the recent proposal made by China (17 May 1985). 20/

75. Frankly speaking, none of these proposals offers new criteria aimed at
achieving a genuine compromise; they do not suggest any arrangement by which,
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in return for mutual concessions, a controversy is terminated. For instance,
the working paper submitted by the Group of 77 subjects practices between
parties under common control directly to "the laws and development policies of
the acquiring country." 21/ This proposition is less conciliatory than that
agreed to by all of the groups in the Set of Multilaterally Agreed Equitable
Principles and Rules for Restrictive Business Practices. 22/ Group B, on the
other hand, proposes that the problem should be solved acEBrding to rules D,.3
and D.4 of the Equitable Principles. This formulation, although consistent
with an earlier agreement, does not contain any refinement of that concept,
which has been controversial from the outset of the negotiations. This also
underscores the inherent flaws of a last-minute compromise embodied in the
footnote to rule D.4 of the Set of Rules for Restrictive Business Practices.

76. The solution contained in Article 4.3 of the last compromise text
referred to above is merely a rhetorical compromise because it evaluates the
legality of practices between related parties in light of "national laws and
declared development policies". Also, Article 4.4 recognizes the supremacy of
the applicable national and regional laws. It is difficult to discern any
departure in the latter text from the original position taken by the

Group of 77 except for the obvious fact that the relationships between related
parties are of a special nature.

77. Under the approach proposed by Group D, as well as under the solution
submitted by China, the conceptual difficulties are to some extent avoided.
Furthermore, the cross-reference to the objectives and principles of the code
and "adverse effects on the international transfer of technology" is not
contested by the other groups. These formulations leave the most
controversial problems open for future review conferences. Finally,
avoid the danger of a sham compromise that is inherent in those formulations
that try to establish standards consisting of irreconcilable criteria (e.g.
the development test and the competition tests).

they

78. The formulations proposed by Group D and China are examples of a minimum
approach justified by the present deadlock, but a genuine compromise with
respect to the treatment of practices between related parties would require
all States to reach a preliminary agreement on measures to harmonize their
policies and laws in accordance with such agreed principles. Although the
code will be a voluntary instrument for the foreseeable future, it should
nevertheless have a meaningful impact upon government policies and corporate
conduct in controversial areas. 23/

5. Choice of law and settlement of disputes

79. The gist of the controversy in this chapter has been amply discussed in
the literature. To avoid repetition, therefore, this analysis will focus on
the main unresolved problem: the clash between the principle of contractual
freedom (defended by the developed countries) and the principle of the
supremacy of the law of the acquiring country (advanced by the developing

countries).

80. First, however, it is worth noting that during the last Conference and
subsequent consultations, the three groups have come closer to a modest
agreement regarding the settlement of disputes. Thus, I fully share the view
of the secretariat that, as of today, there seems to be "broad consensus on
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the subject of arbitration and conciliation." 24/ The final approval of the
provisions encouraging these two methods of dispute resolution would
constitute a modest but concrete compromise.

8l. The latest proposal on the relationship between freedom of contract and
the relevance of the law of the receiving country 25/ does not satisfy the
expectations of either the developing or the developed countries., The
existing differences are aptly summarized by a member of the secretariat: for
the Group of 77 it lacks the clear recognition of the prominent role of
national laws and for Group B the principle of contractual freedom of the
parties. 26/

82. In my opinion, the two competing principles are reconcilable,
Unfortunately, the draft proposal under consideration constitutes yet another
example of a sham compromise. In fact, it can be the subject of two
contradictory interpretations. The Group of 77 may be afraid that the
developed countries will interpret the proposed text as establishing the
supremacy of the principle of contractual freedom, thus requiring them to
minimize the scope of mandatory rules in their national laws. By contrast,
the developed countries feel that the submitted rule can be interpreted as
legitimizing even the most radical transfer of technology regulations -
practically eliminating or drastically reducing the scope of contractual
freedom.

83, A meaningful compromise should take these legitimate concerns into
account. A compromise could be achieved by restricting both the concept of
the freedom of choice of law and the States' competence to limit the parties’
freedom by excessively expanding the reach of their ordre public rules. The
proposed formulation should consist of three propositions. The first would
declare that parties to transfer of technology transactions may, by common
consent, choose the law applicable to their contractual relations, provided
that the law chosen shall not prevent, in a given matter, the application by
the forum of binding rules that cannot be circumvented by contract. The
second provision would recommend that States refrain from subjecting "purely"
transactional (obligatory) aspects of international transfer of technology
transactions to their public policy rules. This provision would apply to both
the acquiring and supplying countries. The third provision would encourage
States to adopt conflict rules under which, in the absence of an effective
choice of law by parties, the proper law for transfer of technology
transactions should be the law of the receiving country.

84. The first proposition, patterned after the informal text submi tted by
Group D (24 May 1985) 27/ reiterates the principle of the freedom of choice of
law, which is supported by all developed countries, China, and a number of
developing countries. The advantage of this formulation over the other texts
advancing the same principle is that it allows the constraints placed upon the
concept of the freedom to choose the applicable law to extend beyond public
policy rules. 1In some legal systems the latter term does not‘coyer indystrial
property rules that regulate dispositions of patents, rights in industrial
design, etc. These rules also cannot be circumvented by contract, and belong
to the exclusive domain of lex loci protectionis. 28/

85. The constraints on party autonomy imposed by the lex loci protectionis of
the receiving country and its public policy rules will be acceptable to the
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developed countries only if the scope of the matters withdrawn from the free
disposition of the parties for socio-political reasons (ordre public) does not
cover the great bulk of "purely obligatory" commercial matters. The second
proposed rule addresses this point. 1In light of the proliferation of public
policy rules in many developing countries that interfere with purely
transactional aspects of technology transactions (e.g. price, terms of
performance, etc.), any compromise on a choice of law provision should address
this fundamental issue. 1In short, the code should establish guidelines
proscribing the nullification or drastic reduction of parties' freedom to
choose the law governing transfer of technology transactions. Likewise, the
idea of subjecting the essential elements of the "obligatory" part of such
contracts to the binding rules (ordre public) of the supplying or the
receiving country should also be discouraged.

86. The last proposition emphasizes the point that in most cases the law of
the receiving country constitutes the centre of gravity in international
technology transactions. The recomendation that States should inplement the
proposed conflict rule in their domestic laws is consistent with the most
recent legislative developments in both developed and developing countries.
Except for the German Democratic Republic and Hungary which had earlier
adopted the Schnitzer solution, and except for Switzerland, 29/ other recent
codifications in Europe and ILatin America adopted the rule under which, in the
absence of an effective choice of law by parties, their contractual
relationship is governed by the personal law of the licensee. 30/

87. The arquments in favour of applying the law of the recipient country are
based on both legal and policy considerations, As stressed by United States
comentators, the law of the licensee should be applied amd even preferred by
the licensor since it is primarily the licensee's industrial property,
anti-trust, and transfer of technology laws that must be complied with.
clause choosing the law of the licensor's country is of very doubtful
anforceability in the licensee's country, but it may well be enforced in
litigation in the licensor's country. 31/

IIA

88. Furthermore, the country acquiring the technology is the natural centre
of gravity of the contractual relationship. It is the acquiring country that
will use the technology over an extended period of time and will bear a
greater risk than the exporting country. Not only are its financial risks
higher in cases of defective performance but, unlike the exporting country,
the acquiring country is exposed to the hazards of the environmental and

social impact of the technology.

89. For these and other reasons, the advocated compromise could be drawn
along the following lines:

9.1 Parties to transfer of technology transactions may, by common
consent, choose the law applicable to their contractual relations.
This choice of law, however, should not prevent the application by
the forum of binding rules that cannot be circumvented by contract.

9.2 States should refrain from applying their public policy rules to
purely commercial aspects of international transfer of technology
transactions. [A non-exclusive and explanatory list of such .
"purely" commercial matters could be agreed upon by the contracting
parties, subject to revision during subsequent review conferences.]



TD/CODE TOT/52
page 28

9.3 States should inplement legislation providing that in the absence of
an effective choice of law provision, the contractual relationship
of parties to transfer of technology transaction shall be governed
by the personal law of the acquiring party, provided that the
country of the situs of the recipient (the acquiring country) is
also the centre of exploitation of the technology.

9.4 (Arbitration)
9.5 (Conciliation)

90. The secretariat should explore the question as to whether the regional
groups are willing to negotiate the difficult problem of how to delineate the
scope of application of the principle of choice of law and the Principle of
supremacy of the acquiring country's law. This will require an agreement on
the gradual harmonization of municipal ard regional laws and legislative
policies,

91. 1If such a far-reaching compromise is inpossible, then chapter 9 should
deal mainly with arbitration and conciliation. It could also provide for
establishing a voluntary procedure for arbitration and conciliation before an
UNCTAD Committee of Experts on Technology Transactions.

E. Transfer of technology agreements and conflict of laws

by Frangois Dessemontet

Introduction

92. The present observations will focus on two basic issues:

What is the scope of a choice-of-law agreed upon by the parties to a
transfer of technology? :

What is the general trend for solving conflict-of-laws questions which
bear on transfer of technology agreements, as shown by some recent

legislative developments in Continental Europe?

1. Scope of contractual provisions on choice-of-law

(a) The real scope of choice-of-law provisions depends upon the legal
issues that are involved in a given dispute

93. First of all, it should be clear that such provisions do not directly
bear on the rights and duties of third parties, such as employees, suppliers
of raw materials, dealers, agents and even sub-licensees,

94. Even between the parties to the transfer of technology agreement, the
party autonomy does not extend to all issues that may arise in a litigation.
Matters of personal status such as capacity to contract or the author1t¥ to
bind a corporation by the signature of a director fall outside the parties'
free determination of the applicable law. It is of course difficult to assess
in a general manner which questions are certainly outside the.reach of the law
governing the agreement as chosen by the parties or as determined by the
applicable rules of conflict of laws.
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95. A traditional approach in Western Europe is to distinguish between
private law and public law. The public law of each country is deemed to
protect the commonwealth, the public interests of the country =~ either the
interests of the State as sovereign, or the interests of the population at
large ~ health, economic welfare, enviromment, consumer protection, etc.
Public law is mandatory by nature. No person engaging in business within a
given jurisdiction can escape the local public laws. Registration procedures
for transfer of technology agreements exist in about 40 countries to ensure
that municipal public laws are respected.

96. This approach has been criticized of late. The trend in modern legal
literature is to consider that a reference to foreign law also includes
statutes of public character, with only the reservation of "ordre pablic".

97. Usually, however, disputes between parties to a transfer of technology
agreement cannot be settled under these public laws, although a dispute may
arise because of the consequences of the application of these public laws.

For example, a drug which was produced by a recipient on the basis of a
licensing agreement is withdrawn from the recipient's market for potential
health hazards; the parties have no way to escape the ruling of the health
authority through choice-of-law provisions. However, they can provide for the
sharing of losses as between themselves. They can do this in so many words or
they can decide which law shall govern their agreement. As this is a guestion
of private interests between parties, it is a matter open to party autonomy.
Then, ordre public doctrine may come into play; for instance, if the key for
sharing these losses is grossly detrimental to one of the parties, it may be
deemed to be contrary to the forum's law, because of duress, unconscionability
or on other similar grounds. 1In case of arbitration, enforcement of the award
may be rejected by local judicial authorities, if it would be contrary to
their view on ordre public (art. V., 2 (b) of the New York Convention). 1In

this respect, ordre public may be properly defined as the forum court's most
basic notions of morality and justice. Further, new codifications sometimes

allow the judge to give effect to the mandatory provisions of the law of a
country other than the country the law of which is deemed to be mainly
applicable, to the extent that these provisions do apply independently of
choice~of -law questions in their country of origin ("lois de police") (see,
for example, Art. 7.1 of the Rame Convention of 1980). That development is
hotly contested and cannot be seen as firmly established in Continental
Europe. For example, Art. 18 of the Swiss Statute on Private International
Law, adopted in 1987, empowers the court to consider "a mandatory rule of
another law ... if so warranted by interests of one of the parties which are
clearly dominant and worthy of protection and if there is a close connection
between the facts of a case and that law".

98. Accordingly, while it is useful to determine the scope of choice-of-law
provisions by listing various areas of law that are not left to the party
autonony, as attenmpted below in (b), it should be kept in mind that the
forum's ordre public always applies and that foreign mandatory provisions may
at times be enforced by European courts, especially if private interests so
commnand .
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(b) A provision on choice of law does not apply to the following regulations

(i) 1Intellectual property

99, According to the so-called territoriality doctrine, intellectual property
rights are subject to the municipal law of each country in which protection is
sought. This is the case first of all for the formalities for filing
inventions, trademarks, designs and models and copyrightable works, such as
computer software. Some international conventions unify these formalities,
for example the Patent Co-operation Treaty, the Munich Convention on the grant
of European patents, the Madrid Arrangement and the Vienna Convention for the
registration of trademarks, the Hague Treaty on designs and models, and the
Budapest Treaty for micro-organisms. Further, the contents and the duration
of the exclusive intellectual property rights depend on each local law (with
some minima set out in Paris and Berne Conventions).

100. The territoriality doctrine may submit to a local law some elements which
are of great importance to the parties to the transfer of technology
agreement. For example, a third party may ask for judicial invalidation of
the patents that are included in the agreement, either by way of a declaratory
action or by raising an exception of patent nullity during a litigation for
patent infringement.

101. The validity of the patent will be judged according to the law of the
country which issued the patent. M™ost of the time, the forum for the
litigation will be within that country's limits., 1Its law will then govern the
substantial sides of the litigation and the procedural consequences of the
litigation for the recipient of technology on such questions as his standing
to sue or to defend the action, his duty to assist the patentee in the
litigation, the definitiveness of the judgement entered against the patentee
as against him - although the transfer of technology agreement may well
contain some provisions in this regard.

102. On the other hand, the outcome of the patent litigation will entail some
conseguences for the contractual relationship between the technology supplier
and the recipient: they will be governed by the law of their agreement. For
instance, that law will determine if the agreement is to be so construed that
the legal exclusivity which was conferred by the patents should be seen as a
basic consideration of the contract, which would then be deemed to be
terminated, or if the patent exclusivity is ancillary to the transfer of
industrial know-how, with the consequence that the agreement would continue,
possibly with a reduced rate for royalties. The law of the agreement will as
well determine whether the supplier explicitly or implicitly warranted that he
is the sole owner of the technology and that the patent is valid, or if there
has been misrepresentation in this regard, for e=xample because the supplier
concealed before conclusion of the agreement the fact that a petition for
invalidity of the patent had already been brought against him abroad.

103. Under some laws, patent licences do not import a warranty of the patent
validity, whereas other laws may allow for the granting of damages to thg
recipient of techniques that turn out later not to be protecFed by a valid
patent. Damages will be awarded against the supplier according to the law of
the agreement, unless they are based in torts rather than on the contractual

relationship between them.
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104. The rightful title to the patent does not necessarily depend upon the
granting country's law. If the inventor is an employee, as happens for at
least 90 per cent of all patents that are granted in industrialized countries,
then the law of the employer-employee contractual relationship will govern the
title to the invention and the reward which is due to the employee. Usually,
this is the law of the country in which the employee is mainly employed.
Similarly, the law of the agreement will apply in the case of an invention
resulting from research carried out under R & D agreements,

105. In my view, title to unpatented know-how is also vested with its owner
under a certain law, while other countries recognize that right on the basis
of comity between nations, as they do other equities. However, the measure of
the protection then af forded to the know-how will depend on the forum's local
law on trade secrets, unfair competition, or breach of fiduciary relationship,

as the case may be.

(ii) Registration procedures and laws on transfer of technology

106. The registration procedures for transfer of technology agreements are
compulsory in most countries that have introduced them. These procedures
ensure that the parties to agreements respect the local laws in so far as they
do not obtain an exceptional status due to the particular requirements of the
transaction. Thus, the local laws of the receiving country often provide that
any and all agreements that have not been filed with or approved by the
competent authority will be deemed null and void. These registration
procedures are amyhow respected by parties, since registration is necessary
for the purpose of obtaining tax allowances, govermmental or international
subsidies, foreign currency authorizations, etc. The nullity of such a
contract is not necessarily a mandatory rule for a forum other than the

recipient's country.

(iii) Laws against restrictive business practices

107. Anti-trust regulations are per se mandatory. This does not differ from
country to country. What may be different, however, is the extra-territorial
scope of anti-trust legislation. Most countries do provide for same sort of
expmptions to the extent that restrictive practices and cartels do not have

any impact on the national market.

(c) Scope of the law applicable to the agreement

108. To sum up, the law applicable to the agreement will mainly govern the
following issues: (i) interpretation of the agreement; (ii) performance of
duties by each party; (iii) consequences of bad performance or no
performance, for example damages; (iv) termination of the agreement, time
bar; (v) nullity of contract and its consequences (impossibility);

(vi) illegality, force majeure, etc.

2, Applicable law in the absence of choice of law

(a) Points of contact

109. A transfer of technology agreement should be governed by the law of the
country with which the transfer of technology has the "most significant
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relationship", or the "closest connection", or where it has its “centre of
gravity", for example the country of performance, or the country of the
recipient's main place of business, which is of ten the same as the country of
Performance (but not always, for example if the recipient is a transnational
corporation that will work the technology in more than one country) or the
country of the supplier's main place of business or the country of
registration of the intellectual property rights that are conveyed or licensed
under the agreement or, finally, the place of contracting, or the place of
arbitration should a litigation arise.

110. At the outset, it is worth noting that European and North American
jurisdictions may entertain a somewhat different notion of the test of the
closest connection - which is undisputed as such. For European courts and
legislatures, the closest connection tends to be determined once and for all
for each and every category of contract, irrespective of the particular
features of the agreement which is litigated. However, a statutory escape
clause allows the judge to apply a law other than the law which is normally
declared to be applicable if exceptional circumstances in casu so command.
North American courts have not established a set of points of contact
corresponding to various types of international transactions. They deduce the
closest connection of the litigated agreement from all relevant points of
contact, the respective weight of which in the matter urder discussion
determines the centre of gravity of the transaction. Accordingly, clear-cut
rules of conflict for transfer of technology agreements can be found only in a
few European codifications of recent years.

111. The three main points of contact for international transfer of technology
agreements are the place of performance, the recipient's main place of
business and the supplier's main place of business. The place of contracting
may be relevant, because same recent codifications on conflicts of laws
provide that the agreement is binding if either the requirements of form as
set out by the law of the agreement or the requirements of form as set out by
the law of the place of contracting are complied with (see, for example,

Art. 121 of the Swiss Law on Private International Law). The place of
arbitration may be relevant in those countries that do not recognize full
party autonomy in selecting the law applicable to the settlement of a possible
dispute. The fact that the arbitration takes place in a given country then
gives a contact which may be deemed to suffice in order for the parties to
choose the law of that country to govern their agreement. Further, the choice
of a country as seat of the arbitration tribunal may be construed as an
implied choice of law, under Swiss and United Kingdom precedents, for example.

(b) Place of performance of a transfer of technology agreement

112. The place of performance of an international contract may be understood
as the place of performance of each obligation, which entails the dépecgage,
(breaking down) of the contract. For instance, the obligation to deliver some
technical training would be governed by the law of the country where the
training takes place, while the remittance of the royalties would be subject
to the law of the country where the royalties are to be paid. This "solution"
of the conflict of law is wholly unacceptable. Yet there is some suggestion
of dépegage each time a transfer of technology is made through a licensing
agreement that covers more than one country. The test of the place of

per formance may then refer to the law of more than one country. It has been
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proposed that any contract covering two countries or more should be split into
various parts subject to different applicable laws, whereas the common clauses
intended to apply everywhere would be enforced according to all laws at the
same time! 1In my view, any rule of conflict which leads to such unhealthy
results should be disregarded.

113. The test of performance has been understood in France, for example, as
referring to the performance of the characteristic obligation under the
contract. Generally speaking, the characteristic obligation is easy to
define, It is the activity that gives a transaction its name. So the
vendor's obligation is characteristic for the sale, the agent's duties are
characteristic for the agency, etc. There are scame business operations that
are more difficult to categorize, among which are franchising or licensing
operations. So it is not surprising that some European legislatures and
authors have entertained different opinions as to what constitutes the
characteristic obligation under a contract on transfer of technology. In my
view, the licensee's main obligation is to pay for the technology, while the
licensor's main duty is effectively to transfer the technology; thus, there
is little doubt that the licensor's obligation is the characteristic one.

114. Some European commentators have opined that the working of the technology
is actually the characteristic obligation. Accordingly, every exclusive or
sole licence which has been granted under the condition that the licensee will
wor X the technology should be submitted to the law of the country where
exploitation is to take place. It has been objected, however, that the
obligation to work the technology is for the licensee a dquty ancillary to his
main duty of paying royalties, because most transfer of technology agreements
provide for a remuneration of the licensor that is somehow linked to the

output or the sales of the licensee.

(c) Place of business of one of the parties to the agreement

115. whatever the "characteristic obligation" may be in this context, the true
role of that characteristic obligation has changed sharply in the recent
codifications of private international law. During the first part of the
twentieth century, the place of performance of that obligation was thought to
establish the closest connection between a contract and a country.
Nevertheless, during the second half of the century, most European countries
have changed over to the test of the place of business of the debtor of the

characteristic obligation,

116. The idea is that the debtor is responsible for the correct performance of
his obligation. 1In fact, the performance is guaranteed by his own
organization and therefore geared to the standards usual in that place.

De jure the debtor will be held liable for damages in case of ill-performance,
and payment of damages will depend on his assets, which normally consist of
factories, administrative buildings, bank accounts, securities, etc., mainly
located in the country of the debtor's main place of business.

117. The considerable advantage of this solution is to simplify the
determination of the applicable law. A tedious research as to the place of
conclusion or as to the place(s) of performance is no longer necessary. Thus,
the predictability of the outcome of litigation is enhanced. 1In itself, this
is an important factor in preventing possible disputes,
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118. In recent years, several codifications of private international law have
recognized the test of the main place of business of the debtor of the
characteristic obligations, for example the Rome Convention of 1980 (Art. 4),
Swiss and Austrian legislation, etc.

119. As far as transfer of technology agreements are concerned, the most
recent legal provisions refer to the law of the supplier of technology as the
applicable law. This is expressly stated in the Hungarian Decree-Law of 1979
(25 d), in the Swiss Law of 1987 (Art. 119.1), and in the model contracts of
CMEA countries. The same solution is implied by Article 4.2 of the Rome
Convention.

120. The code of conduct on the transfer of technology could be devoid of any
rule concerning applicable law if the code is not binding in character. 1In
that case, legal rules on conflicts of law and international conventions
already binding for the courts would take precedence over the code, unless
some States enact it as internal law. In my view, however, it would appear
wiser to harmonize the code with the latest developments in international
private law. Freedom of the parties as to the choice of arbitration
proceedings in a third country and freedom of the parties as to the choice of
applicable law are the two basic tenets of a free North-South amd South-South
flow of technology. No specific limitation such as ordre public or

lois de police needs to be spelled out in the code; since national traditions
differ widely on those topics, any sort of rule would tend to be construed
very differently from one country to the other. There is no need to mention
any rule on the law applicable in the absence of agreement.

F. UNCTAD Code of Conduct on the Transfer of Technology:

Applicable law and settlement of disputes

by Ike Minta

1. Conceptual issues

121. It is important to start from a clear conception of what the Code
provisions seek to achieve. From a normative or quasi-legislative point of
view, any particular provision of the Code, or the Code as a whole, could take
one of these three forms: (a) an expression of the prevailing legal position,
whe ther derived from State practice (custom), or from general principles of
law, on the specific issue(s) addressed; (b) a reform or change of prevailing
legal practice; (c) a formulation or creation of new legal norms in areas
where there is no identifiable or established legal position.

122. This schema is derived from general theory on the legal effects of
United Nations resolutions, which applies as a conceptual framework to other
international instruments or declarations. Jiménez de Aréchaga, for instance,
states the following on this issue:

“Thus in a General Assembly declaration rules of customary law may be
recognized as pre-existing nomms and declared to be so; an emerging rule
of customary law in status nascendi may crystallize thanks to a

unan imously adopted General Assembly declaration; a resolution by the
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Gen?ral Assembly which is clearly de lege ferenda may however provide the
basis for a subsequent and concordant practice of States which will
transform the resolution into a rule of customary international law." 32/

2. The economic and political background

123. It is also important to bear in mind the overall context in which
transfer of technology transactions take place. In developing countries, in
particular, most of these transactions occur as part of a broader foreign
investment package, i.e. in the context of a wholly foreign-owned venture (in
which case the "transfer" of technology occurs solely within the corporate
group), or in the context of a joint enterprise with other foreign investors,
local private investors or the host country itself, usually represented by a

State-owned entity.

124. Transfer of technology in such hybrid forms is thus an integral part of a
particular investment relationship and must be seen in the context of the

objectives of that relationship.

125. On the other hand, there is the "pure form" of a transfer of technology
which is not accampanied by any other investment relationship between the
parties. This is essentially a "sale" of defined technological inputs,
processes, know-how or services over a defined period of time for prescribed
remuneration, often accompanied by provision for the training of local
personnel and for continued use of proprietary technology. 33/

126, The Code formulations must thus be suf ficiently comprehensive to enbrace
all of these and other possible manifestations of transfer of technology in a
constantly changing global environment. Moreover, to the extent that transfer
of technology transactions are also, essentially, foreign investment
transactions, it cannot be denied that such transactions are subject to the
laws and jurisdiction of the host country, or, from another point of view, the
laws of the country with which the transaction (or the Parties) is most
closely connected - which is usually the host country. These laws will also,
necessarily, reflect the political philosophy and economic objectives (or the
ordre public) of the host country concerned.

Relevance of provisions of the draft United Nations Code of Conduct on
Transnational Corporations

cC.

127. In terms of basic principles, therefore, there is no doubt that transfer

of technology transactions, the vast majority of which are integral parts of
foreign investment transactions, are subject to the laws and jurisdiction of
the host country. This is reflected in the following agreed provisions of the
draft United Nations Code of Conduct on Transnational Corporations: 34/

"An entity of a transnational corporation is subject to the laws,
regulations and established administrative practices of the country in

which it operates" (para. 7);

and also:

"An entity of a transnational corporation is subject to the jurisdiction
of the country in which it operates" (para. 55).
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128. Besides, there is nothing revolutionary about these propositions, since
they only represent pre-existing law, in conformity with alternative (a) in
the theoretical schema described in paragraph 122 above. Indeed,

Professor Derek Bowett of Cambridge University (United Kingdom) writes as
follows on this issue:

"In such [contractual] relationships it is axiomatic that the law of the
contracting [host] State governs such contracts, for States like the
United Kingdom and the United States would contract on no other basis. 35/

129. The above provisions of the draft United Nations Code of Conduct on
Transnational Corporations are quoted here because they offer a common frame
of reference for the discussions on applicable law and dispute settlement in
the transfer of technology code. The primacy of national laws and regulations
is also implicit in the agreed provisions in chapters 2 and 3 of the transfer
of technology code.

4. The chapter 9 formulations

130. Each of the various chapter 9 formulations presented in the course of the
negotiations indicates an attempt to reflect or reformulate basic legal
principles on choice of law in a comprehensive general provision, rather than
to change the existing law or to create an entirely new legal provision. 36/
This conforms with the first alternative in the theoretical scheme described
above.

131. If this view is correct, such an attempt to synthesize the prevailing law
from the different legal systems of the world, although difficult and complex
in itself, should give rise to the least amount of difficulties at the
negotiating level, provided that the formulations represent the law
accurately. The problems arising from this exercise should then be purely
those of drafting a representative statement of pre-existing law.

132. The other alternatives, i.e. (b) and (c), in the theoretical schema
above, would give rise to even greater difficulties, for they would add a
policy dimension to the drafting problems in terms of the large variety of
policy choices that different countries may wish to make in a formulation
which truly departs from the status quo.

133. Thus, if the objective is only to achieve a synthesis of the existing
law, as seems to be the case, it is important to exclude these kinds of policy
complications from the exercise of drafting representative formulations based

on the existing law.

134. To go back to basic principles, then, the opening phrase of the first
article in chapter 9, which is common to all the proposed formulations, should
not give rise to any negotiating problems:

"parties to transfer of technology transactions may, by common consent,
choose the law applicable to their contractual relations ..."

135. But it is also clear that such "party autonomy" is not and cannot be
absolute, as some delegations seem toO insist. Even in the deve loped
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Tarket—economy countries, where there has been a long historical debate on the
1ssue, the most enthusiastic advocates of party autonomy and free choice of
law recognize a few significant limitations., Thus one major study states:

"Provided it does not infringe the public policy of the national court ...
or violate the imperative laws of the place of performance the choice [of

applicable law] must be respected. 31/
Similarly, Professor Bowett states:

"All systems of law allow freedom of choice (autonomy of will) subject to
any restraints of public policy and such choice should in principle be

respected. 38/

136 Unless the proponents of absolute party autonomy in the transfer of
technology code want to change the law in their own countries, which is
doubted, the limitations which their own laws impose on such party autonomy,
must also be recognized and expressed in the relevant code provision. 1Indeed,
this would seem to follow necessarily on article 2.2(ix) of the transfer of
technology code, which is already agreed upon. That provision reads:

"Technology supplying parties when operating in an acquiring country
should respect the sovereignty and the laws of that country, act with
proper regard for that country's declared deve lopment policies and
priorities and endeavour to contribute substantially to the development
of the acquiring country. The freedom of parties to negotiate, conclude
and perform agreements for the transfer of technology on mutually
acceptable terms and conditions should be based on respect for the
foregoing and other »rinciples set forth in this Code.”" (Emphasis added.)

137. Moreover, such limitations should, in principle, apply irrespective of
whether the contract in question involves the host Government itself or a
State entity, or private parties only.

138. This then leads to the second portion of paragraph 1 in chapter 9, which
reads as follows in the original formulation:

", .. such choice of law does not, however, limit the application of the

relevant national laws nor of the rules of public policy (ordre public),
of the parties to the transaction, which cannot be derogated from."

139. As demonstrated above, the principle embodied in this formulation,

name ly, that party autonomy is subject to certain limitations, may in fact be
regarded as a "general principle of law recognized by civilized nations", in
the meaning of Article 38(1l) of the Statute of the International Court of
Justice. The different versions of this latter part of Article 1, as shown in
the "texts under consideration on the issues outstanding, 39/ (annexed to the
Draft International Code of Conduct on the transfer of technology) would seem
to represent different approaches of drafting, rather than substantive
departures from the basic principle.

140. These drafting problems will be addressed presently, but it appears at
this stage that the two bhasic points of contention on these issues, namely for
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the Group of 77 the clear recognition of the prominent role of national laws
and for Group B the principle of contractual freedom of the parties, 40/ can
be resolved in the context of the foregoing discussion.

141. Since the primary application of national laws to foreign investment
transactions, including transfer of technology transactions, which take place
or are carried out within the national territory is a fundamental attribute of
sovereignty which every country claims for itself, it follows that it cannot
be denied to any country irrespective of its stage of development. This
principle is argquably in the nature of a jus cogens, or a peremptory and
inalienable principle of international law, which will apply whether or not it
is alearly stated in the Code. 41/

142. Moreover, the primacy of national law has already been agreed upon in the
draft United Nations Code of Conduct on Transnational Corporations, as noted
above, as well as in chapters 2 and 3 of the transfer of technology code.
Thus, instead of a categorical statement or reitaration of that principle, it
may be a viable alternative to have a reference in the transfer of technology
code which "bears in mind" or "recognizes" that principle, coupled with a
recognition of necessary limitations on the absolute notion of party autonomy
advanced by the Group B countries.

143. It appears, therefore, that both sides to this dispute can take a more
flexible or conciliatory position without this amounting to a fundamental
departure from prevailing legal practice.

144. To return to the drafting question, then, it appears that the purpose
should be to draft a formulation which contains the element of free choice but
also recognizes the prevailing rule in most (if not all) countries that such
choice is subject to the public policy and imperative laws of the host country.

145. However, to avoid the implication that only the laws of the host country
would be relevant in this regard and to meet the concerns of delegations which
may have reservations on this point, an alternative formulation which replaces
"host country" with "the country with which the parties or the transaction
have a substantial connection”" will most likely be acceptable to all
delegations. This notion of "substantial connection", which actually
originates in Anglo-American conflict of laws doctrine, is already contained
in the various alternative formulations, either implicitly or in explicit
terms, and is also, in effect, the prevailing conflict of laws rule in
virtually all countries.

146, A major advantage of the "substantial connection" test is that it would
allow application of host-country laws in most situations, while also allowing
the possibility that the laws of a different country may be relevant if there
is a substantial connection between the parties or the transaction on the one
hand and the laws of that particular country, on the other.

147. Amongst the current alternative formulations for paragraph 1 of

chapter 9, the one which most closely reflects the foregoing discussion is the
"Informal text proposed by the Chinese delegation (20 May 1985)", which could
be slightly modified as follows:

"parties to transfer of technology transactions may, by common consent,
choose the law applicable to their contractual relations, it being
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understood that such choice [of law] will not prevent the application of
the relevant rules */ of any of the national legal systems having a
substantial connection with parties or the transaction which cannot be
derogated from by contract," OR: [cannot preclude the application of
relevant rules */ of national legal systems with which the parties or the
transaction have a substantial connection].

148. The opening phrase of the Group of 77 text, i.e., "If the national law of
the acquiring country permits", would not seem to be necessary in the light of
the foregoing discussion. Similarly, the proposed requirement that the choice
of law should be "in a manner consistent with the objectives and principles of
the Code" is probably superfluous, in view of the fact that the chapter 2
provisions, on "objectives and principles® govern all other provisions of the
Code (see, e.g. section 2,2(ix)). These phrases could thus be dropped as a
compromise for the acceptance by Group B countries of limitations on party
autonomy - limitations which are in any case not unknown in those countries.

149, Further, the reference in the Group of 77 draft to "Public Policy

(Ordre Public) of the countries of the parties concerned" may give rise to
certain problems. First, while public policy is a recognized source of law,
the vaqueness of the term may give ricse to endless debate, which may delay the
negotiations further. 1In contrast, a reference to "relevant rules" is more
precise and also broad enough to embrace public policy in its legal meaning.
Secondly, it is important to minimize the possibility of extra-territorial
application of the "public policy" of the technology-exporting State - a
possibility which is enhanced by the reference to the public policy "of the
countries of the parties concerned". While the public policy of the exporting
State may govern the question as to whether the technology can be exported at
all, it should not be carried so far as to govern the contractual relations of
the parties in a different country once the technology is already exported.

In any case, the "substantial connection" test would seem to be a more
appropriate basis for the application of any particular laws or public
policies and would preclude or at least minimize such extra-territorial
application where there is no "substantial connection.”

150. The following text proposed by the President of the Conference during the
sixth session alsc meets most of the concerns examined above:

"parties to transfer of technology transactions may, by commcn consent,
choose the law applicable to their contractual relations, it being
understood that such choice of law will not limit the application of
relevant rules of national legal systems which cannot be derogated from
by contract."” OR: [will not be in derogation of the laws of the country

with which the transaction is most closely connected.]

151. However, there are important considerations in favour of including the
"substantial connection" test, as discussed above.

152. The other proposed formulations for chapter 9, i.e., articles 2 to 5, do

not seem to have attracted any disputes, since there is only one set of
formulations for these articles. These formulations are clearly self-evident

and may only need a few textual modifications.

*x/ "Relevant rules" includes public policy or ordre public.
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