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Introduction

With the development of communications, the appealing

power of trademarks or trade-dresses has become of crucial

importance in today's worldwide economy. Accordingly,

trademark licensing based businesses have dramatically

increased during the last three decades. Because of its

importance, this sector has inevitably attracted the

attention of the antitrust authorities, and has thus given

rise to abundant case law. Based on the analysis of

antitrust tying law, notably in light of the Supreme Court's

recent decision in Kodak, the purpose of this thesis is to

establish patterns as to the validity, under antitrust law,

of x hot' clauses present in medium no long term marketing

programs. The underlying idea is that due to the importance

in terms of investment and duration of trademark licensing

programs, their framers need to be able to back their

drafting work on stable legal standards so as to ensure an

efficient implementation immunized from adverse antitrust

challenges for the time of their duration. The analysis of

the case law will show that current regulation of tie-ins,

especially in view of Kodak, does not provide drafters with

the requisite legal predictability. Nor have commentators or

most practitioners proposed workable alternatives to cop
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with such potentially highly prejudicial antitrust pitfalls.

The proposition of this thesis for reducing legal

uncertainty will therefore be that, in light of the law in

force in the European Union, American Congress should amend

the law to introduce an exemption procedure, whereby

notified agreements could be granted an immunity from

antitrust challenges. Such an amendment would substantially

ease the task of drafters, and most importantly, enhance

American business people competitiveness in the world

marketplace, notably as against their European counterparts.
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Background on trademark licensing and antitrust

The increasing importance of communicative devices has

come to a point that trademark licensing is today a crucial

component of domestic as well as international trade. Yet,

despite the pro-competitive aspect of trademarks, licensing

programs do not always comply with antitrust regulation.

Consequently, these agreements are subject to increased

antitrust scrutiny.

A Relevance of trademark licensing

Trademark licensing is nowadays an omnipresent

commercial device. Trademarks are of crucial importance in

the communicative-enhanced world. At the same time, the

specificity of licensing as a medium of trade, provides

trademark owners with unique economic as well as legal

benefits. Logically, licenses of trademarks have

dramatically developed for the last thirty years. A

trademark consists of "any word, name symbol, or device or

any combination thereof" 1 used to identify and distinguish

products of one source from another. As far as trademark

licensing is concerned, it is the grant by the trademark
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owner (the licensor), to the producer or supplier of

products or services (the licensee), of the right to use his

mark on, or in connection with the goods or services. Given

this definition, licensing is neither an assignment nor a

distributorship. First of all, though the right to use the

mark may be as extensive or limited as the parties to the

agreement agree", the licensor keeps the ownership of the

trademark. Therefore, a trademark license, as opposed to an

assignment 3
, is the grant of not all but specified rights

related to the brand 4
. Second of all, licensing differs from

distributorship. Both contracts are of the kind a company

enters into with another one, when seeking for external

strategic alliances. Nevertheless, these alliances occur at

a different stage of the economic process. While licensing

arises at the level of manufacturing or marketing,

distributorship comes into play only for the distribution of

retail products or services . Therefore, licensing is a

trade device in which the licensor keeps the ownership of

her property so as to monitor the exploitation of her

trademark, but does not have the charge of the manufacturing

as well as the marketing process leading up to the sale of

the retail branded goods. Because of these specific

characters, licensing appears as a highly attractive

business tool for trademark owners. The sale of WordPerfect

for 1.2 billion dollars, whose revenues come wholly from the

licensing of its copyrights and trademarks , demonstrates

that strategic licenses can make the trademark a valuable
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corporate asset . Indeed, intelligent licensing allows the

trademark holder to capitalize on his property by

strengthening the mark on an economic as well as legal

prospective 8
.

From an economic standpoint, not only does licensing

provide the trademark owner with additional revenues, but it

also contributes to increase the market penetration of her

property along with its popularity 9
. First of all,

competitiveness often requires that a company extend its

outlets so as to reach increased consumer's bases. Or,

because of the globalization of markets along with the

changes in consumers' attitudes 10
, the brand owner is likely

to lack manufacturing capabilities or marketing expertise.

Therefore, adequate licenses enable the company to

efficiently expand its business either geographically or

in scope 1 ' or both so as to increase its competitive

advantage in the marketplace. Second of all, licensing

enhances consumer' s awareness of unique or already well-

known mark. Indeed, the value of a particular trademark lies

in the goodwill 1
' developed in connection with the branded

goods. And "[g]oodwill is the advantage obtained from the

use of a trademark. This includes public confidence in the

quality of the product and in warranties made on behalf of

the product, and the name recognition of the product by the

public that differentiates that product from others" 1 '1

. Or,

consumer's recognition of the quality standard of particular

goods requires tremendous promotional expenses. For example,
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Philip Morris spends over $ 2 billion annually on

advertising programs to support the continuing recognition

of its portfolio of brand names 15
. In this prospective,

sponsorship of the core trademark by means of its license

for collateral merchandises 1
" acts as a very fruitful

advertising medium . Last but not least, licensing affords

the trademark owner with additional revenues. The agreement

may generates two types of incomes. On the one hand, in

return of the right to use the mark, the licensee undertakes

to pay the licensor royalties 18
. On the other hand, the

license may be the occasion to sell a bundle of associated

products or services to the licensee 19
.

Apart from its economic benefits, licensing is often

necessary to ascertain and enhance the legal protection of

the trademark. In particular, the use perquisite for

trademark protection 20 may make it important for the brand

holder to enter into license agreements. Indeed, only

trademarks which are actually used "in commerce" ' in their

category are afforded efficient protection against

infringement or dilution actions". Therefore, strategic

licenses of the mark legally strengthen it, notably in

secondary product or service lines where the licensor does

not actually exploit the brand, but contemplates to

expand 2 ^. Likewise, in the transnational environment, many

foreign countries require that the mark be used within their

jurisdiction to afford them protection" . License of the

trademark, so as to fulfill the use requirement, is thus
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strategic prior to exportation. Moreover, despite the

increasing regulation with regard to international

protection" , some countries are still reluctant to enforce

or join those multinational conventions 26
. Therefore,

appropriate licensing appears as an alternative to prevent

or terminate infringement actions. In these conditions,

licensing is considered as a very attractive commercial

practice, if not necessary, on the view point of a trademark

holder. This probably explains its dramatic development in

trade

.

While theoretically conceivable in infinite situations,

trademark licensing has mainly developed in three areas 27
.

First, in the 1970' s, trademark license increased together

with the growth in franchising. Then, in the late 1980' s,

licensing of trademarks exploded in merchandising to

represent in 1990 25 billion dollars^ 8
. The new trend is now

towards multi-media projects, where trademark licensing may

appear as a very interesting medium of communication. This

success of trademark licensing is due, in large part, to the

broad protection of symbols as trademarks, including notably

trade dress '

.

With respect to franchising, trademarks are of crucial

importance 30
. As it is for Shell or Mc Donald's, any

franchise system encompasses three elements i
. The first,

and core element is the license of the trademark of the

franchisor to the franchisee. Indeed, through the House

mark, consumers are able to recognize the reputation and the
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quality standards of the whole franchise system. Second, the

franchise includes a fee element. Third, to uniformly

connect all the franchisees in consumer' s mind, the system

requires a "marketing plan" for the mark, set up by the

franchisor and to be fulfilled by her franchisees 3z
.

Therefore, the license of the mark along with other

materials " is determinative to successful franchising.

As far as merchandising is concerned, the bottom line

of the explosion of trademark licensing lies in the

exploitation of unique or already well-known brands to sell

a wide range of products or services 34
. This is especially

obvious in the entertainment industry, where corporations,

institutions, or celebrities register their names and

likeness as trademarks to license them for collateral

merchandises. Popular names of television programs such as

BEVERLY HILLS 90210 are licensed to various companies for

use on clothing, toys, games, school supplies or mugs . So

do artists 36
, colleges 37

, or sports teams 8
. Merchandising,

through trademark licensing is, therefore, a privileged

medium to capitalize on the popularity of names or logos.

Finally, the growth of trademark licensing is likely to

become even greater in the light of the development of

multi-media projects 39
. Indeed, whatever the media,

trademarks may turn out to be very valuable properties for

two reasons. First, the communicative-enhanced aspect of

colors, logos or moving images is essential to the success

of projects such as interactive games, CD-ROM or the
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. Indeed, images facilitate the attraction, and

then the access of consumers to technical products or

services . Retail vendors have understood the marketing

value of visual features or symbols. For instance, Apple

advertised its Macintosh computer by showing display screens

with icon images representing the operating system

function 42
. Hence, creators of valuable symbols seek to

legally protect them notably as trade dress 43
. Second, the

recent position of the courts regarding the copyrightability

of computer software-like products is likely to drive

people towards trademark law. Indeed, the functional

doctrine along with the hardening of the test for

infringement 46
, render copyright protection less and less

available to screen displays. In this context, it is

probable that trademark protection will turn out to be the

appropriate alternative 47
. Therefore, since icons, corporate

names, logos as well as components of software-like products

are emerging as very important trademark properties in the

on-line world, so will surely be trademark licensing . Yet,

the crucial growth of trademark licensing has not gone

alone. The courts along with the authorities have

increasingly focused their concerns on the legal aspects of

trademark licenses. In particular, antitrust laws have

become a central issue when building trademark license

programs

.



10

B Interface between trademark and antitrust laws

Trademark licensing is usually viewed as beneficial on

a competition-enhancing stand point. Yet, in some

circumstances it may violate antitrust laws. In particular,

it will be the case when licensing is used as a device to

extend statutory trademark rights. While trademark and

antitrust laws share a common purpose of encouraging

"industry and competition" 49
, they take different paths in

achieving it. Hence, trademark license agreements give rise

to antitrust scrutiny. Both trademark and antitrust laws aim

to foster competition in the marketplace. As far as

trademark protection is concerned, its foremost policy is to

allow a producer to distinguish his goods from those of

others in order to avoid consumer's confusion . The

positive side of this goal is that trademark law enhances

efficient competition among producers or suppliers x
. By

protecting distinctive marks 5
, trademark law encourages

trademark owners to invest in advertising campaigns as well

as in elevated quality standards 53
.

With respect to antitrust laws, their overall purpose

is to promote free competition in the marketplace . Over

the years, two major concerns have emerged from the case

law. First, the Supreme Court is concerned, through

antitrust enforcement, to allow free enterprise between

competitors by means of protecting independent businesses

from the overwhelming power of monopolies and cartels 3
. The

second, and predominant goal nowadays , is to promote
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consumer' s welfare through efficient use and allocation of

resources along with progressiveness 57
. Therefore, trademark

laws share common objectives with antitrust laws: to

encourage efficient competition as well as consumer'

s

welfare. Nevertheless, the two sets of rules take different

steps in achieving these goals. Hence, some conflicts are

inevitable. Historically, antitrust pitfalls in trademark

licensing have arisen principally with respect to market

power and exclusionary conducts. On the one hand, trademark

law may infer some market power thanks to the exclusive

right granted to the trademark holder 58
. On the other hand,

antitrust laws condemn conducts that abuse or extend market

power or which aim to exclude competitors. Consequently, as

noted by Assistant Attorney General, Anne Bingaman, the two

sets of rules must be implemented so as to reach a "balance

between protecting intellectual property to reward

innovation and maintaining competition in markets where

innovation occurs" 59
.

As far as trademark licensing is concerned, it is

generally viewed as pro-competitive . Indeed, licensing can

lead to a more efficient exploitation of the trademark,

which enhances competition, and ultimately benefits to

consumers 01
. From the standpoint of the licensor, it gives

him access to marketing expertise necessary to efficiently

develop the trademark 62
. From the standpoint of the

licensee, licensing provides him with properties he would

not get otherwise 6 ^. Hence, it increases the likelihood of
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competition in the marketplace. Finally, from the standpoint

of consumers, the license expands the availability of

trademarked products or services. Thus it contributes to

consumer's welfare by enlarging his choices among competing

goods. Yet, despite its pro-competitive aspect, trademark

licensing may give rise to some conflicts with antitrust

laws. Indeed, the bottom line of antitrust challenges to

trademark licensing lies in the use by the licensor of the

leverage of the trademark to seek reward in an area not

covered by the statutory right. Therefore, while drafting

the license agreement, the trademark holder must look very

carefully at antitrust laws to avoid as much as possible

potential exposures to antitrust suits.

Proper enforcement of trademark license programs is

essential to the success of the business of the trademark

holder . However, in doing so, the licensor is likely to

encounter tricky obstacles in the form of antitrust defenses

as well as affirmative claims or counterclaims . First of

all, while suing a licensee for breach of the license

agreement, or any infringer, the licensor may face a defense

of misuse . Trademark misuse constitutes a dangerous threat

upon the licensor's rights. Not only is it widely opened to

defendants , but besides, if successful, it defeats the

claim of the licensor. However, because of the enhanced-

competition aspect of trademark laws , defendants to a

trademark licensing case, can raise an antitrust misuse

defense only in limited situations where the trademark
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"itself has been the basic and fundamental vehicle required

and used to accomplish the [antitrust] violation" 69
. In

particular, a defense of trademark misuse will dismiss a

claim brought by the mark owner if the latter used his

property in a way that extends trademark protection beyond

its valid scope . A finding of trademark misuse has very

severe effects. Not only does it preclude the enforcement of

the trademark against the defendant, but also against any

other licensee and or infringer 71
. Given that, all the

licensees of the license program may continue to use the

trademark unencumbered by royalty obligations so long as the

misuse is not purged. Purge of antitrust misuse requires

abandonment of the condemned conduct along with dissipation

of its effects . Therefore, trademark misuse is a very

powerful tool available to licensees, which the licensor

must bear in mind while building up his license program.

Second, simultaneously or alternatively , the licensor

may face antitrust affirmative claims or counterclaims, that

will ultimately affect proper enforcement of his license

program 4
. However, to succeed, the antitrust claimant must

not only have standing but also establish the elements of an

antitrust offense. Standing concerns are essential in

antitrust cases. The Antitrust Division of the Department of

Justice 75
, the Federal Trade Commission 7

" as well as state

attorneys general 7
' do not have to meet specific

requirements to challenge an antirust violation. With

respect to private parties, however, standing matters
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considerably limit their capacity to sue. A trademark

licensing agreement may be challenged either by a licensee,

an infringer, or any competitor of the licensor. Indeed,

section 4 of the Clayton Act provides for a private remedy

for antitrust violations 78
. Yet, the Supreme Court has

narrowly defined the proper private plaintiff in antitrust

cases . Basically, a private party has standing to sue only

if: (1) he was personally injured by the challenged

conduct , (2) he suffered damages in his business or

properties , (3) the injury is of a kind to be addressed by

antitrust laws 8
", and (4) the cause of his injury originates

in the challenged conduct 83
.

Once standing requirements are met, the antitrust

claimant musr. bring evidence of the elements of the

antitrust violation, which originally derived from statutory

law. Among the antitrust statutes, the Sherman Act is the

cornerstone 84
. Whereas section 1 prohibits conducts that

unreasonably restrain competition 85
, section 2 condemns

monopolization 80
. Under this rationale, a diversity of

practices present in trademark licensing are subject to

antitrust violations, notably territorial divisions ,

resale price maintenance 8
, or boycotts . For the purpose of

this thesis, however, we will focus on tying arrangements

present in trademark license programs, and which regulation

under current antitrust laws is somehow unclear, and

therefore, problematic for drafters.
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Tying arrangements

To understand the rationale underlying tying

arrangements, prior definitions are necessary. In

particular, in trademark licensing, tie-ins may be

explained, in part, by the specific obligations which bear

trademark holders to keep their right over their brands.

A Definitions

A tying arrangement is "an agreement by a party to sell

one product only on the condition that the buyer also

purchases a different (or tied) product, or at least agrees

that he will not purchase that product from any supplier" .

In particular, when it comes to licensing, tying occurs

where the licensor agrees to license an article (the tying

product or service) provided that the licensee undertakes

either to take another item from the licensor , or not to

take it from somebody else 92
. For a better understanding,

tying arrangements must be relocated in the marketing

process of goods. Not only do tie-ins occur in the context

of vertical integration, but they are of the type which

affect the licensee's dealing discretion.

15
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First of all, the nature of the relationship between a

licensor and his licensees is vertical. Efficiency driven 9
,

vertical relationships can be either integrated or

contractual. Vertical integration occurs when a single

entity deals with the whole chain of activities, starting

from the conception of a product, and leading up to its

final sale to retail customers 94
. Likewise, vertical

contracts serve similar objectives of efficiency 5
. Yet,

they are different since they intervene between two or more

independent entities located at a different step of the

commercialization process. Tying arrangements present in

licensing are of the latter kind 96
. Indeed, they are passed

between the licensor, who initiates a new product or service

line, and the licensee, who markets and distributes the

product. The core character of these agreements is that the

parties do not compete with one another in the market of the

products 97
. For instance, in the franchising context, the

franchisor who licenses her brand for the marketing of ice-

creams, does not market those products herself. Therefore,

she does not compete with her franchisees in the market of

ice-creams 98
. The non-competitive relationship of the

licensor with his licensees makes tying arrangements, where

they occur in licensing, vertical contracts.

Second of all, tying arrangements occur in situations

where the licensor somehow has the power to influence the

licensee's dealing discretion. In this respect, tie-ins

share common characters with refusal to license or exclusive
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dealing conducts". Yet, unlike a refusal to license, the

primary focus of a tie is not to maintain selected resale

prices 100
. Indeed, a refusal to license often results from

the rebuttal of the licensee to abide by the licensor's

high-price policy . Tie-ins also differ from exclusive

dealings in the sense that the conduct involves not one but

two articles. An exclusive dealing consists of an agreement

in which the licensee or the franchisee agrees not to sell

1 02
or supply other articles than the licensor's ones . Like

tie-ins, exclusive dealings have the effect to limit the

licensee's or franchisee's dealing discretion 103
. However,

unlike tie-ins, an exclusive license deals with only one

market. Therefore, there is something more in tying since it

starts from one market (the tying item), and extends to

another market (the tied item) . It is probably the reason

why, tying arrangements, as vertical restraining agreements,

are subject to a specific scrutiny from the antitrust laws.

Characterization of tie-ins in trademark licensing programs

is thus necessary.

B CHARACTERIZATION OF TYING ARRANGEMENTS IN TRADEMARK LICENSING

Theoretically, a particular trademark can be either the

tying or the tied item in the context of tying

arrangements 104
. For the purpose of this thesis, however, we

will focus on tying provisions present in trademark licenses

when the trademark is the tying element. On this premise,

possible tied items are infinite and depend on the
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circumstances of the particular license program at issue.

This second element, necessary to characterize the presence

of a tie, can range from the product or service, the mark

represents, to completely unrelated articles.

On the one hand, the license of the mark is often tied

to the sale or supply of the products or services meant to

bear that particular brand. It is especially true in the

franchising industry, whose major purpose is to market the

franchisor's articles 105
. For instance, the lease of BASKIN-

ROBBINS trademark is conditioned to the purchase of ice-

cream products of the same name 106
. Likewise, MERCEDES-BENZ

ties the license of her brand to automobile as well as

replacement parts 107
.

On the other hand, the trademark may be tied to items

not primarily representing the brand. In the franchising

context, to achieve some uniformity among all the

franchisees, the licensor may tie any of the "marketing

plan' s" element to the license of the house mark . For

example, besides the license of the mark, Mc Donald's

corporation used to require his franchisees to lease their

premises from it along with the payment of a 15,000. dollar

security deposit 109
. It argued that controlling the location

of franchisees' implantation was part of its marketing plan

to make Mc Donald's brand attractive 110
. As far as collateral

merchandising is concerned, by definition, the well-known

mark is licensed for the marketing of articles not primarily

related to the significance of the brand 11
". In this context,
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tying may appear, if, for example, the owner of a famous

motion picture registered as a trademark, licenses it for

the marketing of toys provided that the licensee buys the

toys from the licensor or from any designated source that he

controls. Likewise, if a CD ROM or an interactive video game

is produced out of the motion picture, the license of the

trademark will occur in the course of a multi-media project.

In this hypothesis, the mark may be tied up with the

purchase of the material support of the project or some of

its components (disks) . The brand may also be licensed on

the condition that the producer-licensee takes another mark

or the copyright of the motion picture. In this latter case,

the mark will be licensed together with another property

right. The trend is towards this form of license, which is

termed 'package' or 'hybrid' licensing.

In general, package licensing occurs when the trademark

holder licenses her trademark along with another trademark,

a patent, a copyright or a trade secret in a single license

agreement. In the food industry, the licensor-franchisor may

require that his franchisees use a special recipe protected

as a trade secret for the manufacturing of the retail

products. Likewise, in the entertainment industry where

motion pictures are often protected under copyright as well

as trademark law, the licensor may condition the use of the

trademark for merchandises or multi-media projects provided

that the licensee also take the underlying copyright. These

so-called 'hybrid' licenses are a form of tying since the


