N
N

N

HAL

open science

European standards for mobile communications: the
tense relationship between standards and intellectual
property rights
Rudi Bekkers, Isabelle Liotard

» To cite this version:

Rudi Bekkers, Isabelle Liotard. European standards for mobile communications: the tense relationship
between standards and intellectual property rights. European Intellectual Property Review, 1999, 3,

pp.110 -126. hal-00351198

HAL Id: hal-00351198
https://hal.science/hal-00351198
Submitted on 8 Jan 2009

HAL is a multi-disciplinary open access
archive for the deposit and dissemination of sci-
entific research documents, whether they are pub-
lished or not. The documents may come from
teaching and research institutions in France or
abroad, or from public or private research centers.

L’archive ouverte pluridisciplinaire HAL, est
destinée au dépot et a la diffusion de documents
scientifiques de niveau recherche, publiés ou non,
émanant des établissements d’enseignement et de
recherche francais ou étrangers, des laboratoires
publics ou privés.


https://hal.science/hal-00351198
https://hal.archives-ouvertes.fr

110 BEKKERS AND LIOTARD: EUROPEAN STANDARDS FOR MOBILE COMMUNICATIONS: [1999] ELPR.

European Standards for
Mobile Communications:
‘The Tense Relationship
between Standards and
Intellectual Property Rights
RUDI BEKKERS AND ISABELLE
~uoTARD o
'Rudf Bekkers, Law and Technology, Eindhoven University

of Technology; Isabelle Liotard, Cénlfre' de Recherche en
Economie Industrielle, Université Paris 13

This article starts by discussing the nature of European
formal telecommunications standards. A new classifica-

tion of the different types of standards is proposed, and
the institutional framework for formal standards in
Europe is described. The next section deals with the

relevant property rights. "The authors distinguish firm’
strategies for.three different phases in the standardisa-

tion process. The next section explains how the institu-
tional field re _ :
property rights (“IPRs™) within telecomnmunication
standards. The subjects of the two final sections, firm
strategy and the standardisation bodies’ policy, are iflus-
trated-in: the GSM! case. The article then ends with a
discussion and conclusions.

European Telecommunication Standards:
Institutional Aspects and a Standards
Classification

Tor the last few decades, the need for standardisation in
the telecommunications sector has been growing, Hav-
ing been witness to radical change, this sector had to
re-shape its standardisation structure, a process that is
still ongoing. The changes in this sector are caused by
both regulatory and technological aspects.> The reg-
ulatory developments in Europe were led by the Euro-
pean Community. They call for market openness and
sector deregulation. First implemented in the United
States, a widespread international trend has developed
to break up national monopolies. The most important

This article i the result of two ongoing research projects on mobilz
telecommunication standards, One of these projects has resulted in a
disserration in Yarnuary 1999, In addition to the lirerature, this study
is based on a number of interviews with participants in the ETST
and the GSM MolU. However, any omissions and errors are the
authors’.

1 GSM: global system for Mobile communications.

2 See G. Dang-N’Guyen, “Burcopean R&D policy for tele-
communications” {1989} 49 W.ILK. and G. Dang-N’Guyen and
. Phan, “Apprentissages et diffusion du paradigme numérique
dans fes rechnologies de Pinformation et de 1a communicarion®,
in Guilhon, et al., Economie de la connaissance er organisarions,
(1997). :

- phone networks is based.® - K

acted to possible. problems of intellectual

technological development was the transition from an

-analogue paradigm to a digital one.> This change in

technology during the late 1980s led to a major restruc-

- turing in the telecommunications manufacturing indus-
- try, including. important concentrations, acquisitions

and co-operations.*

. As a result of these changes in market structure and
technology paradigm, the need for changes in telecom
standardisation grew as well. Before the 1980s, the
standardisation needs of national network operators

only concerned cross-border communication, and were

fulfilled by international bodies such as the world-wide
CCITT® and the CEPT® in Europe. These bodies, in

" practice, “were made up of representatives of the
- national network operators, the PTTs.” The standards
-created here were ex-post, reactive to.industry needs,

and often the result of (regional) compromises. Differ-
ing regional views sometimes even led to dual ‘stand-
ards, the best example being the two different CCITT
standards. for digital trunk transmission,' which are the
basic building blocks on which transmission in tele-

During the :1980s, the structure of standardisation
adapted itself under the above-mentioned changes in

- regulatory and technological aspects. The standardisa-

tion bodies: had to become more pro-active,® offering

- solutions to needs in the telecommunication sector arid
upcoming new markets, To meet those needs (new)

standardisation bodies were created at the regional
level:-the T1'° committee in the United States in 1984;

3 8ee G. Dosi, “Sources, procedures and microeconomic
effects of innovation” (1988) 26 Yournal of Economic Literature
1120-1171.

4 Some major events were the creation of the “new” Alcatel
company that inchzded the numerous international ITT subsidi-
aries, the introduction of AT&T as an equipment supplier on the
international market and its co-operation with the Philips com-
pany. For further reading on testructuring in the telecomsmuni-
cations equipment manufactuting industry, see Barbara Jenkins,
“Strategic partnerships in telecommunications: The role of
states in determining comparative advantage,” in Lynn Krieger
Mytelka (ed.), Strategic partnerships: States, firms and interna-
tional competitions, {1991) pp. 167-181.

5 CCITT: Consultadve Committee on International Tele-
graph and Telephone, body within the Internarional Telecom-
munications  EJnion (“ITU™), now replaced by
I'TU-T(elecommunications).

6 CEPT: Cenférence Européenne des Télécommunication et
des Postes.

7 The term PTT (Post, Telegraph and Telephone) is used here
for the traditional national network operator that is controlled by
the government. When regulatory functions are split up they are
also referred t as public telecommunications operators
{“PTOs™.

8 After a long and Iaborious standardijsation process, two dif-
ferent standards for the same application were produced. The
European flavour, El, muitiplexes 32 channels on a 2 Mbivs
line, whereas the North American/Japanese T'1 flavour uses a
24—channel multiplex on a 1.5 Mbit/s line. These parallel stand-
ards are sometimes described as a semi-failure on the part of the
CCITT (Robert J. Chapuis and Amos E. Joel, Jr., “700 vears of
releg;zg;.:e sawitching”, Studies in telecommunicarions, vol. 13 (1990),
P .

9 See, among others, R. Hawkins, er al. (ed.), Standards, inno-
vation and competitiveness: the politics and economics of standards in
natural and technical envivenments (1995).

10 ANSI: Accredited Standards Committee for Telecommu-
nications—Qne.
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TTC! in Japan and in 1987 the European ETSI.'* The
internal organisation of these committees was designed
to speed up the delivery of standards, and to support
anticipatory (or ex-ante) standards,” and meta-stan-
dards. :

European teleoommun:catlons standardlsatlon
before the ETSI-

In contrast to many other sectors that became a direct
subject of study after the foundation of the European
Community (E.C.), it was not until the late 1970s
before the Commission turned its attention to this sec-
tor. Some main reasons for the growing awareness in
Europe for this sector were the failure of the European
Unidata computer project,'* the debates on the infor-
mation sector taking place in the United States, the
American leadership in electromnics, and fear of Japanese
competition.'” The first steéps of the E.C. date from
1978, when it charged a work group to analyse the
telecommunications sector, resulting in a report one‘
year later that advocated harmomsatmn mheasures.’
From this moment on, one can distinguish two different
periods:. durlng 1983 to 1986 the E.C. built the main
pnncnples of its future telecommunications policy, with
the help of various expert groups,'” and ﬁnally laid
down its Green Book on telecommunication in 1987.
Durmg the second period, from 1987 on, the E.C.
lrnplemented these prmc1ples m the Commumty step
by step.

“The BE.C. pohcy is one of a parallel patb of liberal-
isation and harmonisation. There is a high level of inter-
action~—and mterdependence—bemreen these two
approaches; harmonisation can be considered a neces-
sary condition to achievé true liberalisation and the
breakdown of (technical) trade barrIers One aspect of
harmomsatlon is technical harmonisation, to be
ach_leved by European teleeommumcauon_st_gndards. At

11 Telecommunications Technology Committee.
12 ETSI European _Telecommumcauons Standards Insn—
Ctuie:
13 Anticipatory standards anticipate future needs: They
resolve some of the problems that are connected with the long
standard- producnon time with ex-post standards.. The aim of
such standards is to prevent incompatible solutions in the mar-
ket-place, thus avoiding the creation of a large installed, base-
specific assets and sunk cost spending, implying inertia effécts to
change. For these standards see D. Foray, “Cuoalitions and com-
mittees: How users get inveolved in information technology T3
standardisation”, in Hawkins, n. 9-above, and P.:David, and M.
Shurmer, “Formal standards-setting for global telecommunica-
tions and information services” (1996} 20/10 Téleconmmunicarions
Policy 789-815.
14 In the Unidata project durmg the earky 1970s, Phlllps, Sie-
mens, and the French CII company tried te develop an alter-
native for the dominant IBM computer products. It collapsed in
"May 1975 when the French Minister of Industry decided to pull
out of the project. (Marcel Metze, Korwsluiting: Hoe Philips zijn
talenten verspilde, (1991}, pp. 73-86), and E. Noam, Telecommu-
nications in Europe, (1992}, p. 75.
15 K. Schneider, er al., “Corporate actor networks in Euro-
pean policy-making: Harmonising telecommunications policy™
(1994) 32/4 Yournal of Common Market Studies, 473-498,
16 Carpentier, et al., Les télécoms en hiberté sirveillée, (1991).
17 Such: as the Task Force for Informarion Technology and
Information and the Senior Officials Group for Telecommunica-
tons (“SOGT™).

the time the Green Book was published, the only Euro-
pean body that produced telecommunications {and
postal) standards was the CEPT, created in 1959. Ins
members were PTTs from a large number of European
countries (referred to as “administrations™ by CEPT),
which felt a need not only for technical standards. but
also for agreements on commercial operations, tariffs,
etc. These government-controlled members were usu-
ally network operator and regulator at the same time;
and in addition many of them controlled type approval,
spectrum regulation and the supply of customer equip-
ment as well. When some countries started to divide the
functions of network operations and regulatory func-
tions, the operators (then usually referred to as PTOs'®)
still were state-controlled, virtual monopolies.’? . In
order to be able to use CEPT standards for their har-
monisation measures, the E.C. asked the CEPT, back
in 1975, to ensure.a number of pr1nc1ples in its stand-
ardisation process, such as market co-ordination.2°
However, it is argued . that the CEPT members were
reluctant to meet these requests because such harmoni-
sation attempts conflicted with their national sovereign,
powers.>! Moreover, the CEPT did not have the power
to enforce its standards. Although an agree'ment was
reached between the E.C. and the CEPT in 1984 to
develop European standards for a number of applica-~
tions (including teletex, telecopy, vidéotext and mobile
telephony), the two orgamsatmns suﬁered more and
more conflicts. :
" At that time, the E.C. decided on “the so- called “New
Approach” to standardisation.?? It'did so because the
speed (or, better, lack of speed) of the then existing
standardisation processes endangered timely European
harmonisation through standards. Producing standards
often took so long that “{many of them'. .1 were
already out of date once agreement on them could be
reached”:2> The New Approach; which was adopted by
the Council of the E.C. in May 1985, was also deerned
necessary to overcome a number of other disadvantages
of the standardiéation proc’esses used up to then: -~

® the need for unanimity;
o the failure to develop a link between harmonlsa—
tion of technical regulations, ont the one hand, and
B European standardlsauon on the other, resulting i in
_ wasteful duplications of effort; -
e the neglecting of problems concermng cernﬁca-
' t1on and festing.

18 PTO Public Telecommunications Ope_rator.

19 Noam, n. 14 above, p. 23.

20 R. Hawkins, “The doctrine of reglonahsm A new dimen-
.sion - for international standardisation in telecommunications™
{May/June 1992). Tlecommunications Policy, 339-353. and W.
Drake, “The transformation of international telecommunica-
tions standardisation: European and global dimensions”, in C.
Steinfield, et al., Telecommunications in transition: Policies, sermces
and technologies in'the European Ceommunizy, (1994).

21 G. Wallenstein, Sewzing global telecommunications smnda,rds,
(1990).

22 On the New Approach, see Council Recommendation
84/549 of November 12, 1984 concerning the implementation
of harmonisation in rhe field of telecommumcat:ons [1984] O. I
1.298/49.

23 K. Schreiber, “The new approach to technical harmonisa-
tion and standards”, in L. Hurwitz and L. C. Lequesne, The state
of the European Community: Policies, institutions and d’ebares i the
transition years, (1991}, p. 99.- :
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In order to be able to understand the consequences of
this. New Approach.to the telecommunications sector
and. its standardisation bodies, this article will now
briefly discuss-its: main characteristics. In the New
Approach; two different levels of standards are distin-
guished: The so-called essential requirements are stan-
dards that-must be adhered to. They concern areas such
as health, safety, the environment and general interests.
These standards are laid down -as directives based on
Article 100°of the Treaty of Reme. Theé well-known CE
mark essentially is a statement by a producer that a
product complies with the essential requirements. For
particular products, as in the case for terminal equip-
ment in the telecommunications sector, there can be
additional essential requirements such as network intég-
rity and interoperability. Thesé requirements have a
high priority in E.U. law.2* The second level of stan-
dards is the voluntary standards, or technical specifica~
tions, providing Europe with effective’ standards and
associated advantages. A product based on these stand-
ards is automatrcally assumed to’ cornply with ‘the
essenual requirements, while producers ‘of ‘products
that are not based on thése voluntary standards can be
asked to prove conform1ty to essential requirements.
Later it will be seen that the term Voluntary SUggests
more than it means here: these types of standards can
very Well have a mandatory character because of other
European or national regulations, such as spegific direc-
tives- aimed at the ,telecommumcanons sector, or pro-

‘tion Th1s‘process is called mandaring,. but ‘this term can
‘cauge quite some confiision since it wrongfully silggests
that the ‘standard that results from th1s process will
become mandatory ‘

. Lastly,. the New Approach prov1des arrangements
that.prevent new (narional)-trade barriers from arising
that-could ‘frustrate the common' European market.
Member States are required to notify all draft man-
datory regu]atlons to the E.C. and to other Member
States, giving them a three-month right to comment on

24 Even the rules on Open Network Provision (“ONP”) can
be restricted by these essential requirements; see also Jan Smits,
“Normalisatte: - Recht -6f- techniek?” (inauguration speech),
Eindhoven University. of Technology, the: Netherlands, at 14.
25 For example, CEN has adopted qualified - majority voting
rules, and now allows EFTA members as well,
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these regulations or intervene if they fear the emergence
of a new: r_rade barrler

The creation and functioning of the ETSI
In the Green Book on telecommunications, the Com-
mission ‘already indicated that an independent Euro-
pean standardisation body was. needed for
telecommunications; one with a fair representation of
all relevant actors in this sector. Since the CEPT, w1th
its PTO-only representation, could not fulfil such a
function itself, it created a new, independent standardi-
sation body in 1987: the ETSI From 1988, its func-
tions were clarified and many ongoing CEPT projects
and their workmg groups were transferred to ETSI. The
start of this new institute, however, was not without
problerns. Internally, the PTOs 1111t1a11y wanted the
ETSI to be more of a research laboratory that would
provide input to their CEPT. Externally, the two other
recognised standardisation bod1es, CEN and Cenelec,
opposed the ETSL.*¢ ~ ~

The membershlp categories and thelr representanon
are shown in Table 1. Full membership, with’ Votmg
rights, may be obtained by a legal person estabhshed in
the CEPT.?” Admission of a mermber is decided on by
the General Assembly (see further on) Authors have
commented that, in practice, membership for manu-
facturers is open to those companies that have extensive
research facilities in Europe (thus, the mere existence of
amanufacturing plant was not sufficient).?® Thus coun-
try of origin, or ownershlp, is not the dec1d1ng factor,
and’ rlns i$ why a number of U.S, companies like Motor—
ola, Hewlett—Packard and IBM have ‘cbtained a fult
membersh1p For orgamsanons that are not alloved {ot
do not Want) a full membershlp, there is the Associate
Membershlp, now countmg 31 members, malnly from.
non-CEPT counmes In addition there are 87 observ-
ers. Neither associdte members nor observers are enti-
tled to vote. Lastly, the Commission of the E.C. and the
EFTA'have a councillor status.

Table 1 Membershlp of the ETSI at December
31, 1996, S

Number of

: ‘Memb_ersll_lp'gategories A
e T  members

Manu.facturers 223 (53%)
Public Network Operators 68 (16%)
Administrations, Administrative Bodies . 43 (10%)
and National Standard Organisations o

Users : 28 (7%)
Service Prowders, Research Bodies, 56 (13%)

Consultancy Compames/Parmerslups, o
and others :

Source: ETSI annual report, 1996, p 14, - .

26 Drake, n. 20 above, p.. 87
27 In this description reference is made to the structure of the
.- ETSI after it underwent its major reorganisation.in 1995,
28 G. A. Garrard, Cellular communications: Worldwide market
development, {1998), p. 134,




‘National delegations play an important role in the
FTSI. For some decisions, voting is done by these dele-
gations and not by individual members. National dele-
gations bring together- the different actors from one
country and are usually chaired by the national admini-

stration (regulator), Though there is litile doubt in-.

which national delegation the different administrations
and network operators will be presented, this is not
always clear with regard to the manufacturers since they.

often employ activities in several countries. Moreover, it .
has already been noted that some manufacturers have.
their origin' outside’ the CEPT area. Manufacturers

often participate in the national delegation of the coun-

try in which they have their headquarters or in which
substantial R&D and/or manufacturingactivities are
located (and which delegation normally will take their
interest into account because of industry politics). But
in some cases, théy could choose to participate in a

different national delegation if they have the feeling that

their interests will be better taken caré of,
An important aspect of the ETSI is its voting struc-

ture. From its creation, they strove for a system in which .

the votes of the different actors were well balanced. To
avoid long unanimity procedures, the ETSI adopted a
voting system .on its foundation that requires 71 per
cent weighted majority votes. This system is still in usey
though some rules concerning who-is entitled to vote
have changed. Initially, all votes were cast, by the.
nanonal delegations and  their wexght was based on
country size.? The voting rules have been changed sev-
eral times, and after its major 1995 reorganisation, the
ETSI has two different types of voting structures. Some
important decisions, including -the . elaboratlon,
approval -and implementation. of European standards
and structural changes to the organisation 1tse1f are
based on 71 per cent majority weighted voting by
national delegations. ETSI keeps a list of the weight of
each national vote, where larger countries have heavier
votes than smaller ones. Other decisions are based on
we1ght_ed voting by all full members. For administra-
tions, the weight of their vote is based on the gross
domestic product (“GDP”) of their, country.. For any
other member, including operators and manufacturers,
the weight depends on its class of contribution, which in
its turn'is based on' the telecom—related turnover of the
organisation in question.

The ETSI underwent some 1mportant changes in
structure during. 1995. One important aim of the
re-organisation is to reduce the target time for standards
production. The lead time in particular from internal
(technical committee) approval to. publication -was
reduced, from an average of 15 months in' 1995 to 9.5
months one year later, The formerly separated (General
Assembly and Technical Assembly merged into one,
new, General Assembly, the highest body in the organi-
sation. Daily.management of the institute is now being
carried out by a Board, which takes routine decisions.
ETSI projects (“EP™), such as GSM . (including

- 29 See Stanley M. Besen, “The European Telecommunica-
tions Standards Institute: A preliminary analysis” (December

. 1990) Telecommunications Policy, 521-530 for a discussion on the
original voting procedures within ETSI and its consequences.
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“UMTS), DECT, TETRA, CTM,?*® now focus on mar-

ket needs instead of merely focusing on one particular
technology. Technical committees (“TCs”), in contrast,

work on one particular technological area and serve onég

or more ETSI projects.

The ETSI also developed a new set of deliveries. The
European Standard (telecommunication series), abbreT
viated as EN,*! replaced the former European Tele-
communication Standard (“ET'S”). This harmonised
the deliveries of CEN, Cenelec and ‘ETSI: all of them
can produce EN, which can be used as a basis for Euro-
pean regulation and require the fill public iriquiry and
voting process to ‘be carried out by the national standar-
disation bodies. In addition, there are the ETSI Stan-
dard '(*ES™) and ETSI Guide (“EG™), which do not
require the time-consuming public inquiry and voting
process, as well as the ETSI Technical Specifications
(“TS”) and ETSI Technical Report (“TR”) which
require only the approval of a technical committee or
projéct group. The ETSI also improved its co-operation
with other bodies. It also included the option to certify
a standard that is developed externally via the public
available specification {(“PAS™) procedure, though this
has not been done yet and one attempt to do so resulted
in a clash between the developer of this standard and
the ETSI both accusmg each other of not meenng the
arrangements,*?

Classification of standards’

There has always been_an’ interest in standardisation
from the scientific- cormmunity, but this has not led to a
universally accepted terminology on its characteristics.f
The meaning of “open”, “proprietary” or © ‘sponsored™
standards differs- according -to the author.’ And even
some other expressions such as de’jure (meamng it can
be enforced by law) aré often misused: Here'this article
will try-to contribute by ‘making a fairly simple classifi-
cation of standards used within Europe and particularly
apphcable to the telecommumcanons sector: An over-
view is given in Figure 1.

-Market standards are those drawn up by a firm, or.a
group- of firms. They can.be called' de facto if they are
widely adopted among. other actors in the sector. The
support of one or more firms of this standard has led to
the term “sponsored standards”. More and more; infor-
mal standardisation bodies are used. to- govern such
sponsored standards (like the Internet protocols). The
firm that developed the standard in gquestion can have

30 UMTS: Universal Mobile Telecommunications System;
DECT: Digital Enhanced Cordless Telecommunications
(before: Digital European Cordless Telephony); TETRA: Ter-
restrial Trunked Radio (before: Trans-European Trunked
Radio); CTM: Cordless Terminal Mobility.

31 'I‘he abbreviation is derived from the IAtm/Germamc word

norm

32 Thrs concerns the Tetrapol standard of Matra, a company
that. at one time left the ETSI TETRA standardisation process
and chose to offer their own technology instead. See R. Bekkers
and J. Smits, Mobile telecommunications: Standards, regulation, and
applications, (1998), pp. 232-234 and the TETRA news and the
Tetrapol Flash, published by. the TETRA MoU group and the
Tetrapol Forum respectively. :
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" Formal standards
(produced by certified
standardrsatlon bodies)

Referred to in essential
requirernents

Rg‘erred to in procurements, operatmg
licences,additional essential requirentents
or other spet ific regulatwns

_ De jure standards

| (Quasi) de jure .
stanidards .-

Y

Market standards ~
* (can be de facto, propnetary,
- sponsored; etc) ‘

No specific
reference -

Standards that are
_truly voluntary
inuse

A

Figure 1 Classification of standards

huge advantages compared to other adopters: installed
base effects and adoption increasing return for network
industries** can contribute towards the firm’s market
dominance and industry acknowledgement. If the stan-
dard in question covers IPRs by the developer, they ate
proprietary standards.>® This- strengthens the position
of the developer because it can influence the behaviour
of {potential) adopters. The IPR owner can refuse to
license the technology (thereby keeping the market for
itself unless others develop alternatives), license it at a
relative high .cost (restricted proprietary standard), or
aim at a wide diffusion by licensing it at low cost. .
Formal standards are those drawn up by recognised
standardisation bodies. These can be global (ISO, IEC,
I'TU), regional (CEN, Cenelec and ETSI in Europe),
or national - standardisation organisations . (*NSQO?).
They can also be called commitiee standards. In the
discussion of the New Approach by the E.C., it was
seen that the essential requirements are obligatory.
They are law, and therefore can be called de jure stan-
dards. The voluntary standards within the framework of
the New Approach can, in fact, be voluntary. But often
they have a more mandatory character than the name
suggests. ‘'Focusing on telecommunication standards,
they can become mandatory because {1) European pro-
curement procedure often forces the use of a European
standard; (2) terminal equipment has to comply with
extra, sector-specific essential requirements that

33 B. Arthur, “Competing technologies: -An overview”, in
Dosi, ez al., Technical change and economiic theory, (1988).

34 A proprietary standard exists “when one or more sponsor-
ing entities holding a direcr or indirect proprietary interesi—sup-
pliers or users, and private co-operative ventures into which such
firms may enter—creates inducements for other firms to adept
particular sets of technical specifications” (P.- David: and S.
Greenstein, “The. economics of compatibility standards: An
introduction to recent research” (1990) 1/1—2 Ecanomzcs of Trno-
vation and New Technology, 4. :

actually prescribe the standard to be used;** or (3) the
licence that network opetators have received from their
government refers to the use of a particular (European)
standard siich as GSM or DCS-1800.2 Finally, stan-
dards can be (4) referred to in specific (B.U.) regulation
making use of the mandatory standard.?” The authors
would like to introduce the term (guasi) de jure for this
type of standard. One could, of course, consider this
mandatory character as a barrier for international trade,
and it is imaginable that under préssure of the WTQ
agreement, Europe might be forced to allow other (non—_
European) standards to be used-as well 38 =

" Both standards and IPRs are developed o serve pub-
lic interests. Standards can overcome many disadvan-
tages related to too wide a variety of products, services
or methods, while a framework of property rights is

35 In fact, if one wants to use a divergent standard, this stan-
dard and/or the behaviour of its equipment will have to. be
approved by the national standardisation body and the national
authorities respectively, for which the standard has to be notified
to the E.C. This invokes a “stand-still” procedure in which other
admm:strataons can block the approval of the standard in
question.
36 However, market reasons (the -hyperselective adopnon
- DIOCess) OF €CORNOmIC reasons can also give a standard a com-
pulswe character. .-

This can be 111usl:rated by the GSM' standard Council
Dlrectnre 87/372 contams a binding reservation of bandwidth in
the 900 MHz Barid exclusively for the GSM system. There is
only g limited:number: of bands that-can be used for mobile
telephony according: 1o, (binding) ITU regulations, and this
Council Directive réserves.the (then) most suitable band exclu-
sively the' GSM" systemn, ]eavmg little room for other possible

- systems. In “additién; though not binding in nature, Councif

-~ Recommendation 87/371 co-ordinates the introduction of GSM

in all Member Staics, In practice, these measurements make it

impossible to use other standards for mobile telephony in the
above-mentioned band.

38 The United States successfirlly used this argument in 1989

against Japan, arguing that the mandatory use of Japanese stan-

... dards constituted .2 trade barrier for the U.S. manufacturer

' Motorola, - finally -leading to adoption of the non-Japanese

LR '%%CS standard bY two competitors of incumbent operator
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deemed necessary to ensure that individuals or com-
panies can employ. innovative _activities.”® However,
standards .and IPRs can easily - conflict because

standardisation has a (quasi)*® public character and .

strives for equal access for all, whereas property rights
are in the private sphere and are meant to give to one
party exclusive rights for a pre-defined period. These
rights include, inter alia, making, selling, using, leasing,
importing and repairing the protected object. The
owner can choose to license othérs to perform one of
these activities, but is in no way obliged to do so. Also,
he can freely choose any licence conditions (such as a
royalty fee or an non-monetary consideration), use ter-

ritorial or other limitations and he is not obliged to.treat

applicants alike.*!

Strategles for Essential Patents and Other
Property Rights

The use of IPRs in the teIecommunicétions sector is not
new. Actually, IPR was one of the first problems that

surfaced when technologies like telegraph and tele-

phony were introduced. In 1837, Cooke and Weath-
stone were granted a patent on their telegraph system in

the United Kingdom. Subsequently, they prevented:.

Morse from obtaining a British patent for his competing
systems, despite the technical differences between those
two systems.*? Also the telephony industry was affected
by patent disputes. The validity of the original United
States telephone patent of Alexander Graham Bell has
been subject to more than a hundred assaults. Its most
essential claim was hand-written in the margin, and
many believe this insert was based on a later patent
filing ‘of Bell’s rival Gray and added by Bell afier the
original filing.**> In England, both Alexander (Graham
Bell and Edison had received telephone patents, but
they 'did not succeed in reaching a co-operation agree-
ment with the British Post Office. Patent problems
occurred in many other countries as well. Market shares
in the telecommunication equipment market in the first
half of this century were often determined by cartel
agreements and/or fixed allocations by governments;**
However, during the major growth and consolidation of
the telephone system during the twentieth century, sys-
tem network monopolies and exclusive national sup-
plies pushed the patent problems into the background

Any rlsks of infringement of IPRs were removed via

39 See J.W. Schhcher, Licensing mtelleczual property legal busi-
. ness, and market dyramics (1996).

40 The authors call this {quasi) public because in practice not

all parties have equal access to the standard and to the standardi-

sation process.

41 The absclute control that an owner has can be limited,

however; by laws concerning abuse of dominant positions, such

as Art. 86 of the Buropean Treaty; see also the dlscussmn farther

on.

42 Noam, n. 14 above, pp. 17 and 19.

43  See ] Brooks, Tlephone: The first hundred years, (1975}, in

particular pp. 46-48.

44 (n patents, licences and cartels in telecommunications his-

tory see Noam, n. 14 above, ih particular p. 73, and . Verhoest,

et al., Telecommunicatie en beleid in Belgi¢ (1991), in particular

pp. 83, 91, 97, 154.
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clauses in purchase contracts from the network opera-
tors to their suppliers, who usually owned most of the
IPRs for the technology they used (if any). Now; how-
ever, for reasons given below, IPR is again becoming of
prime importance in the telecommunications sector.
In the field of the development of recent European
telecommunication standards, a number of actors are
involved. These actors and the main relations between
them are given in Figure 2. The network operators,
national governments and manufacturers are members
of the ETSI, whereas the Buropean Commission has a
counsellor status. The E.U. can mandate the E'TSI via its
Commission to develop a certain standard, and might

-use this standard as a basis for regulation. Furthermore,

the BE.U. regulates industries via general regulation and,
more specifically, competition rules. National govern-
ments often own the national public network operators

L and in some countries, suchas France, the state owns

significant parts of the telecommunications manufactur-
ing industry as well. Governments practise industrial
politics in favour of their national industry (and often in
favour of foreign industries, too, that have considerable
manufacturing facilities in that country). IPR owners
can be manufacturers, network operators, and some-
times neither of the above,**

- There exist a number of different types of IPRs. The

‘ones most relevant to the telecommunications sector are

patenting, copyright (notably on software} and rights on
semiconductor topographies.*® The importance of these
rights in the field of telecommunmnications is growing, just
as the probability that standard designers cannot work
around existing, protected knowledge. This importance
is likely to grow even faster in telecommunications than
in other areas, for the following reasons:

(1) The more technical a sector, the more patented

* that sector is likely to be.*?

" (2) Telecommunications industries spend a high
share of their turnover on R&D,** and the patent
intensity of this industry is rising.*® .

(3) The development into a truly open, worldwide
market for (standardised) equipment in contrast to
the protected, national rarkets in the past increases
the need to protect the results of research efforts.
(4) Telecommunications mainly deals with com-
patibility standards that require a detailed, con-
“scientious description of all features of the system

45 In the GSM case, for example, Bull is an IPR owner of
technology used in the SIM chip card via its CP8 Transac sub-
sidiary. However, Bull is not a manufacturer of GSM infra-
structure or terminals.

46 In this text, confidential information, trade secrets or the
like are not considered to be an IPR, Although IPR also covers
areas such as trade marks, designs, etc, these types of protection
are less relevant for this research. :

47 D, Good, “1992 and Product- Standards: A Conflict with
Intellectual Property Rights?” [1991] E.LP.R. 398 at 401.

48 In 1996, the worldwide top 10 telecommunication com-
panies spent approximately 10 per cent of their turnover on
R&D. Based on data of Sirius, Montpellier, quoted in Commu-
nicationsWeek Imternational, November 24, 1997, p. 31.

49 1. Schmoch and T. Schnbring, “Technological strategies of
telecommunications equipment manufacturers: A patent analy-
sis” (1994) 18/5 Telecormmunicarions Policy, 397413,
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Figure 2. Actors and their main relationships
- interfaces®® involved, raising the chance that stan-
" dards cover paterited technology. ‘
(5) - Standardisation bodies are mcreasmgly inviting
mdust.ry to participate in drawing up standards and
sometimes even ask them for complete system pro-
posals.®* Those industries are likely to come up
. with technical proposals that are covered by their
own IPRs, Ex-post standardlsmg has a sxmﬂar
" result.
-(6) Digitalisation of telecommunlcatlons systems
"‘and convergence with the LT. industry bring other
' patent areas, into the telecommunications field.*
(7 Imp]ementanon of equipment designs is more
and more embodied in integrated circuits and in
" software, thereby introducing protection rights on
semiconductor topographies> and copyrights into
the telecommunications arena.

50 An interface describes the behaviour between Two system
components, and compatibility standards basically define the
{electrical, logical, or other) behaviour of s1gnals on such an
interface.

51" A clear example of the degree of industry pammpanon
within telecom standardisation can be found both with: GSM
-and for the recent process.of choosing an appropriate airiinter-
face for the European third-generation mobile network, UMTS.

" In both cases, a battle started between different techmnical pro-
posals put forward by industry. Invested stakes-are so high that

- industry will not support a completely Hew designm and’bodies are

forced to chonse among oné of the de51gns offered by indus- -

T
53 G. Lea and M. Shurmer, « Clash of t.he ’I‘ita.ns> Im:ellecrual
property rights and telecoms standards La
and Practice 89-93. R

- 53 . Such as the protectxon resultm fromith
ductor Topography Directive’ §7/54:[1987}:0:
the U.S.. Semiconduétor«Chip: ]?mtectlon Ac

WELT: LIMFFED [AND CONTRIBUTORS]

When the relatlon between standards and. IPRs is bemg
investigated, the term “egsential IPR” for a standard
plays a central role. In essence, this term means that on
technical (but not commerc1a1) grounds it is not possi-
ble to produce, sell, import, use or operate “products
that conform to a certain standard without infringing
that. IPR.>* Standardlsanon bodxes would preferably
draw up standards that have no, or little essential IPR.
But for reasons mentioned, above, they do not have
much choice. Indeed, ETSI takes the view that having
essential patents in their_standards is inevitable and
unavoidable.® It is also posmble that a standardlsanon
body is not aware that (part ot) the standard they have -

54 The ETSI uses the followmg deﬁnmon of essenual IPRs in
its ongmal IPR Pohcy and Undertakmg “that it is not possible
on technical but not commercial grounds, taking into account
normal technical practice and the state of art generally available
at the time of standardisation, to make, sell, lease, otherwise
* dispioserofy'repair, use ‘or operate: equipment or methods which
comply with a standard without infringing that IPR” (JPR Policy
» ~and-Undertaking -at-D2). In- addition to theé definition of the
' ET8L;:the:Commission: of the E.C. adds import to the'list of
aetivities (Communication from the Commission on Intellectual
~ i Property:- Rights: and: Standardisation, COM (92) 445 final,
: October-27,:1992; further on referred to as “Communication on
-‘;IP.R-"f};aTl'mugh!mese definitions exclude comimercial grounds,
«-this-must be considered virtually impossible since every techni-
:c?1_~ allternam_re-has to be judged by its commercial consequences
iid possibleiother consequences (the need to adopt a completely
ifferent-technical approach, or need for computer pOWeEr or
nergyof &technical désign, etc.).
5 R Tuckeit, “ETSI’s IPR policy: The m‘lpllcauons for com-

anies:using' Eirropean telecoms standards” (September 1993)
“Patent World 23,




drawn up is protected.”® Essential IPR'is most likely to
concern patents, although software copyright on an
encryption algorithm, for example, can also be an
essential IPR. Table 2 lists different types of IPRs that

can be found in the telecommunications sector. How-

ever, non-essential IPRs can be valuable too: the costs
of designing and producing a specific semiconductor
chip ‘are so high that many manufacturers opt to buy
their chips either from a general supplier or a com-
petitor. Non-essetitial IPRs can be traded for essential
patents via cross-licensing agreements Finally, non-
essential IPRs can represent value if alternatives are-

—strictly- speaking—technically possible but are less -

preferred, more costly to realise, or have other disad-
vantages.®’

Table 2: Types of IPRS in telecommumcatlon
systems

Type of IPR  Remarks Usual licence types
Essential Necessary to produce  Manufacturers of in-
any product that frastructure and termi-

patents
’ . meets the relevani in-
terfaces that are de-
fined in the standard.-
... It.can cover either
- . general system archi-
tecture or specxﬁc de-
) tatls c

nals pay a fee to the
licenser. Some owners
-agree on cross-licens- -
. ing. Network opera-.
-tors usually defer any
“IPR mfrmgement re- -
sponsibility to their " -
supplier -via clauses in
the purchase contract.

Mon-essential © Useful but not rieces-  Manufacturers. of infra-

patents sary to produce prod- - structure and terminals
ucts that meets the that implement that
standard, for example = particular patent pay a
concerning the im- " fee to the licencer.
" plementation of the Some owners agree on
standard into electri-  cross-licensing.
cal circuits. .. .
Copyright on  Protection of com- In the case of infra-
software puter programs in structure, a hetwork
(non- programhmable hard- operator pays 4 one-
essential, ware-(such as sw1tch— time or yearly user li-
apart from _ esin the cence fee to the
SOIME rare infrastructure} orin licenser (usually the
‘exceptions) embedded electronic supplier)., Often this fee

systems (such as
handset controllers in
4 mobile phone).

is dependent on actual
network size.*® In the
“-case of embedded soft-
--warein terminals the
licence costs are in-
cluded in the retall
price.

56 Patent searches are a costly matter. Because of the number
of existing patents, the separate national patent protection sys-
tems and the character- of patent texts, it can be difficulr to
determine whether & standard infringes an existing IPR in a
certain geographical area.

57 For example, if ‘one considers a software algonthm that is
necessary in a mobile terminal, the need for processing power
and/or the energy consumption of one implementation can be
strongly preferable to its alternatives, even though thls does not
make the first algorithm an essential IPR.

58 In the case of GSM, some suppliers base the yearly fee of
the (software) licence of use on the actual number of base starion
circuits present in the network.
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. Type of IPR . -Remarks Usual licence types

~ Rights on Concerns the design Price is included in the
semiconduc- of semiconductor de- "~ price of the semicon-
tor topogra- vices ductor device bought
phies™® by the producers.

non-essential

'Strategles of IPR owners

Owners of IPRs are hkely 10 pursue an optlmurn 11cence
strategy, i.e. the most profitable strategy. Grindley®®

_recently performed a number of case studies on stan-
dard strategies, including IPR licensing aspects. His

cases are mainly concerned with industry standards that
allow for voluntary adoption, that are developed outside

_ the official standardisation bodies, with little interaction

of policy and regulation.®® He argues that the main
objectives of a strategy are (1) creating a common,
widely adopted standard®?; (2) maximising returns for

. the individual firm; and (3) competing effectively once

standards are established. Although the second (and
third) goal would benefit from high licence fees, the first
goal forces the IPR owner to ask only modest fees and.
generally will lead to non-discrimingtory and fair licens-
ing conditions. Additionally, the first goal requires crit-
ical nmmg 5 ‘Tt has been seen . that European
teIecommumcatlon standards have a mandatory char-,
acter. The authors’ research shows that, in the case of.
compulsory standards, the opt1mum strategy can differ’
from the ones listed above. Ownershlp of an essential
IPR for such a standard is of even greater value to its.
owner. Some of these optimum strategies can interfere
with the objectives of a common standard (especially if ’
they have a compulsory character) that asks for non-
discriminatory, fair and reasonable access to the stan-
dard for all the partes that would like to adopt' it. ~
- Here this article will distinguish between three differ-
ent phases that each have their accompanying strategies.
In ex-ante standardisation processes, as found in formal
European telecommunications standards, there is the
pre-standard discussion phase, where a small number of
actors discusses the need for a standard -and work on
technology options; the. standard production phase
{when the main technological characteristics are chosen
and -the standard. itself is being drawn up); and the
standard diffusion phase, when manufacturers . are
impiementing the standard for commercial products.

59 Seen.53 above
- 60 P. Grindley, Standards, strazegy and polzcy Cases and stories
(1995).
" 61 - Exceptions are the cases on Telepoint cordless telephones
and on high-definition television, where a certain level of inter-
" action with policy and regulation was present.
62 Grlndley notes that the market tends to be “hyperselec—
tive”, that is when the standard which reaches a critical number
of adopters first (increasing network externality effects), this.
standard will start 1o dominate the market while other, alter-
native standards have little chance of gaining ground.
63 M. Kaiz and C. Shapiro (1985) “Network externalities,
competition and compatibility”, American Economic. Review,
No. 3, June, pp. 424-440; M. Katz and C. Shapiro (1986),
“Technology adoption in the presence of network externalities™, |
Journal of Political Economy, Vol. 4, No. 4, pp. 822-841, Katz and |
" - ‘Shapiro show how Sponsoring mmal adopters can favourably'
" influence timing.
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manufacturers (including network operators, research institutes)

 Putent-generating activities

skill / expertise

production facilities .

pre-standard
discussions phase

». standard production phase (technology
cholce and standard drawing).

standard diffusion
-phase

 national governments

ETSI, CEPT, NSB

EU. { generic/cotnpetition )

government / institutional framework -

Figure 3 - Srandardisation phases

Flgure 3 shows these phases and the ‘hature of . the
involvement by the actors. _
Druring the pre-standard discussion phase, manufac—_

turers go through the different technology options,

Sometimes national governments and/or the E.U. are
involved in stimulating their national manufacturers to
develop suitable technologies; which can be accompa-
nied by appropriate subsidies both on the national and
European level. During this phase, manufacturers will
intensify their research activities that anticipate the
standard in order to find patentable or protectable
inventions. Relevant strategies for (potential) IPR own-
ers during this phase are: '

(1) General architecture patenting strategy: concen-

- trating on pdtentable knowledge concerning the

' system architecture of the standard in question.
Architectural designs are more difficult to by—pass
than specific technologies.

(2) -Minefield patenting strategy: trying to patent

" many smaller technological des1gns in order o pre—
vent by-passing. :

" (3) Trade secret strategy: intensifying research activ-
ities that anticipate the standard, but keepmg the

“knowledge and skills for themselves.
(4) Misleading applications straregy, patenting and
publishing certain (smaller) inventions that might
put competitors on the wrong itrack concerning
one’s technology preference, while patenting other
technologies at the same time but using the availa-
ble rules for delaying their publication. In fact, this
is a non-disclosure of technical interests.

During the standard production phase one must, of
course, try to ensure that a certain IPR is going to be
incorporated in the standard in question. Achieving this
goal might be done in different ways, depending among
other things on the rules and practices of the standardi-
sation body in question. In any case, active participation
in the standardisation programame may increase a firm’s
chances, as well as achieving back-up from its national

delegation in'the standardisation bedy and back-up
from other manufacturers. From the perspective of a
firm that owns IPR that could potenuaﬂy become
essential for a standard, the authors’ research shows
that there are a number of possible strategies:

(1) Licence zwith general declaration strategy:
- announcing the ownership of the potential essential
IPR and declaring that licences will be available on
fair, reasonable and non-discriminatory terms. This
is the most usual strategy to have a proprietary tech-
nology adopted as (part of) a standard.
(2) Licence without general declaration strategy:
announcing the ownership of the potential essential
IPR but makmg no declaratlon on hcence condt—
tions.®*
(3) Wathholding strategy: choosing not to license the
IPR in question but deploying it for other standards
.or systems instead. This can be a relevant strategy
wheré several standards or technologies compete on
the market. '
(4) Non-disclosure or. late  disclosure strategy: not
informing other parties of the existence of the IPR.
(In: most European patent application procedures,
the detailed content of a patent application is not
accessible in an 18—month initial period; in the
United States a forthcoming patent can be kept
secret for much longer). %>

64 For example the Motorola sttategy in, the GSM case; see
further on.

65 An example is the strategy that the U.8. computer manu-
facturer Dell used concerning the VIL-bus (or VESA Local Bus)
architecture found in PCs. When the standard - was drawn up by
the Video Electronics Standards Associadon (“VESA™), Dell
declared on being asked that it owned'no IPRs on this technol-
ogy. However, once the VL-Bus was approved and diffused in
the market, Dell informed VESA members that the technology
infringed a Dell patent. FT'C was asked to setile the issue and
finally ruled thar Dell’s behaviour was antitrust and thar (1) it
was not allowed to enforce the pateént rights in question for 10
years and (2) it has to follow the. procedures when parucnpatmg
in standardisarion processes. . .
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In addition to the IPR stratégies mentioned above, an
IPR owner might opt to go into a co-operation agree-

ment with anotlier-actor to create better support for its
technology via an exchange of technology, knowledge,
IPR, or skills for example.

- During the standard diffusion phase, the firms thar
did achieve essential IPRs for a standard can again opt
for a number of different. strategies, on the condition

that they did not commit themselves to certain agree-

ments beforehand. In general, firms will offer other par-
ties the use of the IPR under certain conditions, in
return for a licence fee. The calculation base of this fee
can be unit volume, turnover volume, usage, or a fixed
price. ‘The possible candidates for licences not only
include other manufacturers of équipment that adhere

to the standard in question, but can also include parties-
that sell, lease, répairy, use or operate equipment or

methods that are covered by an IPR, whether essential
to the standard or not. In the practice of telecommuni-
cation standards, this means that owners of essential
IPRs can require all manufacturers and all the network
operators to have to license that IPR from them. In
addition, an owner of a non-essential IPR—employed in
their own products--—can ask a user licence fee from the
network - operator that bought these products For
example, in the case of operating software, the supplier

demands from its infrastructure customers (i.e. network’

operators) a one-time or a yearly fee for using the soft-
ware installed on this infrastructure. It can also demand
additional user licence fees for the regular updates ot
new additions to operating software. This creates a
strong lock-in situation for the network operators, since
replacement of {parts of their) infrastructure invokes
high switching costs. Some strategies and issues for the
licenser include:

(1) Demanding non-financial considerations in return
for licences, for example cross-licensing for other
IPRs. These may-involve essential and non-essen-
tial patents. Cross-licensing can give a company
access to other technologies that complement its
own, and that would otherwise be impossible or
costly to obtain. If contributions from both (or
more) parties cover the same standard, a patent
pool can be created, resulting in lower access costs
compared to third parties.
(2) Non-disclosure: first waiting for other ﬁrms io
bring products to the market, and afterwards claim-
ing infringements of an IPR.
(3) Delaving applications for licences, thereby mak-
ing it more difficult for competitors entering the
market,
(4) Constructing discriminaiory condiiions for appli-
cants. An IPR owner could decide to negotiate each
" application individually, or demand divergent terms
for applications from different world regions. In
practice, competition can thus be limited to a
restricted number of participants.®®

66 It is believed that during the first years Japanese manu-
facturers were not given access to essential IPRs for the GSM
standard and therefore could not compete in this sector (see
further on).

" (5) Refusing to make licences available 1o all or cer-
tain applicants, or demanding prohibitively expen-
sive licence considerations on a take-it-or-leave-it
basis.®” This is an option if the owner prefers to
support an alternative standard: or for some reason:
would like to-block the standard.

Llcensmg agreements are usually treated as highly con-
fidential, making it difficult to study the situation for
specific standards or sectors. Apart from these individ-
ual firms’ strategies, one must also take the cumulative.
effect into account.®® That i, if 2 large number of IPRs
are involved in one standard, the sum of all licence fees’
could be large even if each separate licence fee is reason-
ably—or even modestly——pnced In such a case, even
the most efficiently run business would be prevented
from operating profitably under the standard. With.
complex compatlblhty standards the chances are hlgh
that a large number of IPRs are 1nvolved partlcularly n
the case that the standard involves more than one inter--
face.%® For example, with respect to the GSM standard,’
in'total 132 essential IPRs are claimed by t_he_lr respec-
tive owners.” Further on, it will be seen that for GSM_
the cumulative fee of licences becarne the largest. smgie'
cost for producers.

The Institutional Fram'ew_ork for Telecom .
Standardisation and its IPR Policies

Policy of the traditional standardisation bodles
towards IPRs within standards

Standardisation bodies have always been aware of the.
tense relationship between standards and IPRs. How--
ever, in-the past, bodies like ISO/TEC, CEN/Cenelec

have been able to function with property rights arrange-
ments on a voluntary basis. These bodies apply a com-

mon policy:

[Known owners of IPR for a draft standard] are asked '
whether they would be willing to negotiate licences . . .
with applicants throughout the world on reasonable
- terms and conditions. A record of the patent holder’s
_statement . . . shall be referred to in the relevant Inter-
national Standard. If the patent holder does not provide

67 See the example for GSM given in G. A, Garrard, Celfular
communications: Worldwide market developmen:, {1998), p. 140,
who notes that “Although- the commercial licensing conditions
for GSM patents being offered to non-European manufacturers
are highly confidential it is widely believed that hey are prohibi-
" tively expensive and offered on a take-it-leave-it basis.” See also
I. Liotard, Normalisation, droits de propristé intellectuelle et straté-
gies des firmes, (1999), PhD Dissertation, CREI, University of
Paris 13.
‘68 Tuckett, n. 55 above, at 27. :
69 Mobile communication standards often define several inter-
faces (air interface, interface between switching components,
etc.).
70 ETSI Technival Reporr 314, a publication by the European
Telecommunications Standards Institute (ETSI), Sofia Antipo-
lis, France, July 1996. Figures are based on a list of firms’ notifi-
cations 1o the ETSI. This kst does not guarantee that no other
essential IPR exists, nor that the listed IPRs are in fact essential.
Some notifications concern wide geogeaphical protection while
others "are limited to one cou.ntry, possibly creating overlap
within the list. i .
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such a statement, the Technical Committee shall not pro-
ceed with the inclusion of the patented item unless the
respecnve Council gives permission.”

The other important standardisation body in tele-
communications field, the CCITT,”? employs a “code
of practice” where the detailed arrangernents are left to
the parties mvolved as these arrangements chffer from
CaSe 1o case.”

In general it has always been consuiered “normal

practice” for IPR owners to make licences available on
fair, reasonable and non-discriminatory terms, even
though there is no way to enforce a recélcitrant ownet 1o
do s0.7* The ETSI was unique in the sense that it was
the first {and still the only) body that tried to adopt an
alternative policy concerning those rights. ETSI’s
intended ‘measures invoked a lot of resistance, clearly
illustrating the interests of the parties involved, 'and so

this article will how provide more details about this

case. Although the general discussion on property rights
within ETSI does not revolve around GSM, one must
know that this standard is the most important outcome
of the ETSI to date. Therefore, évents concerning
GSM patents coincide several times with the more gen-
eral ETSI measures.

Policy of the CEPT and the ETSI towards
property rights within-standards -

The ETSI policy had its prologue back in the CEPT
period when the work on the GSM standard com-
menced, in 1982. Simultaneously with putting together
a technical committee to investigaie the standard, the
CEPT announced that it would be mandatory for any
company having patents essential to the standard to
provide free licences under those patents.”” Again, one
must bear in mind here that the CEPT members were

mainly IPR users, not IPR creators.’® Although the:

CEPT had no means of enforcing such measures to
patent owners, its members (BEuropean PTTs) declared
that if an owner did not give free licences he would not
be entitled to bid on any contracts for the supply of
digital cellular equipment to members. Thus IPR own-
ers could simply be forced to give away the results of

71 Reference to patented items IEC/ISO directives—part 2:
Methodology for the development of international standards,”
quoted in Communication on IPR, at Annex A, subsection B,
(n. 54 above, p. 5).
72 After the ITU’s reorganisation replaced by ITU-T.
73 CCITT patent policy, Annex 5, quoted in Communication
on IPR, at Annex A, subsection B, (n. 54 above, p. 3).
T4 . See n. 2 above.
75 See S. L. Wilkinson, “They’re stealing our diamonds: the
" standards assault on patents”, (1991) 8/2 Canadian Intellectual
Property Review 193 at 197; Good, n. 47 above, at 402, Some
respondents note that this was more the action of some partic-
ular CEPT members such as Italy, and that within the CEPT
group there was no general consensus that this would be the best
way to deal with IPR questions.
76 IPR stems mainly from R&D work. Often national govern-
ments and—now—ithe E.U. grant sigmificant subsidies for
research in this area. It is true that most TINOs have large
research centres at their disposal (the CNET laboratories of
France Telecom, for instance). But in recent years fundamental
R&D intensity for TINQOs has decreased a lot, making room for
. more applied research that has less potential to generate essential
.+ IPR for standards. More fundamental researchu—potentlaily gen-
erating IPRs—is being done by manufacturers.

their research efforts without compensation simply
because their technology was selected for a CEPT-
standard. This -announcement caused guiet outrage
among Buropean manufacturers. After an Amnierican
company with European operations. objected- to this
negation of patent rights, the CEPT .members decided
to revoke their claim.?”” Thus the conflict was resolved,
and in the years that followed the general scepticism of:
the manufacturers slowly gave way to enthusiasm when.
the size of the market became clear. Manufacturers
actively joined the GSM development within CEPT.

When the CEPT initiated the establishment-of the
ETSI, it was given a commission to develop clear condi-
tions for the inclusion of property.rights within its
standards.”® The starting-point was that public interests
and the interests of IPR owners had to be well balanced.
Some early drafts, however, were unfavourable for IPR
owners’® and attracted the attention of the Commission
of the E.C. which emphasised that property. rights had.
to be properly respected.®® In particular, the Commis-
sion concluded that compulsory hcensmg could have a.
short-term advantage for the user, but in the longer.
term research investments would dry up, and non-
Community entities with extensive research activities
would be encouraged to keep their technology. out of
E.C. markets. At the same time, low-cost manufactur-
ing centres outside the E.C. Would benefit from cheap
licensing ! -

“Within th1s ﬁeld of strongly varymg mterests of net-
work operators, manufacturers, E.C. and other parties,
the discussions on the IPR framework lasted. for over
three years. In March 1993, the ETSI put their
so-called IPR Policy and Undertaking forward for vot-
ing at its General Assembly, to be voted on by national

77 Wilkinson, n. 75 above.

78 Some authors argue that ETSI felt forced to develop an IPR
policy when, during the early 1990s, it became clear that Motor-
-ola refused to give licences on essential GSM patents, making
grants only through cross-licence agreements (Hansen and Sen-
dergadrd, “Does GSM make sense? An assessment of GSM as
an example of Paneuropean technology development™ paper to
the European Conference of International Telecommunications
Society, Gétenborg, Sweden, June 20-22, 1993, p. 7; also Catta-
neo, “The making of a pan-European network as a path-depend-
ency process” in G. Pogorel, Global Telecommunications Strategies
(1994}, p. 64, mentions Motorola’s demanding licence condi-
tions.) Earlier attempts, in 1988, of the group enacting the GSM
MoU to secure fair and equal sharing of royalties: for essential
GSM patents failed, notably by Motorola’s refusal to co-operate
(Carttaneo, ibid., pp. 3/64). National operators then had to nego-
tiate individually the provisions concerning IPRs in their con-
tracts for the deployment of natiorial networks; se¢ further on.

* 79 The earliest draft proposed compulsory licensing (though
in return for am equitable remuneration), compulsory
“in-house” arbitration and waiving of copyrights in standards.
See C. Prins and M. Sliessl, “The New European Telecornrmuni-
cations Standards Institute Policy: Conflicts between Standardi-
sation and: Intellectual: Property: Rights” - {1993] E.LPR.
263-266; Wilkinson,. n.. 73 above; and Written Question
2525/92 to. the CﬂmmISSIOn of Lhe European Communities

_ [1993] OJ. C51/26.

80 In its earlier 1990 'Gréen: Paper on standardigation (Com-
mission Communication on the development of European Stan-
dardisation: Action  for . faster - technological integration in
Europe, [1991] OJ. C20/1) the Commission hardly paid any
attention toIPR: But in its'1992 Communication on Intellectual
Property: Righits-and Standardisation (n. 54 above) it posltloned
o iself in favour of an: adequate protection of IPRs.
81 ibid." R
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delegations. As discussed earlier, these delegations are
led by the national regulator that usually takes the inter-
est of both national operator(s} and national industry
into account, while non-European -{(or better:. non-
CEPT) industries often express their interests to the
delegation of the country in which they have their Euro-
pean headquarters. Representatlves of these operators
and industry often join the national delegatzon at meet-
ings and sometimes even speak for the delegation. In
practice, former telecom administrations have consider-
able power within national delegations.® When the IPR
Pohcy and Undertaking was voted omn, the proposal was
adopted with 88 per cent pos:twe votes (the minimum is
72 per cent) ‘Ttaly, France and Germany®® were the
main supporters of this policy. It is best characterised as
“llcensmg-by-default” unless specific actions are taken,
an IPR owner automatically agrees to licence on fair,
reasona‘ole and non-exclusive condmons Its main pro-
visions dre as follows:

® ETSI members are obliged®* to sign a so-called
Undertaking in which they commit themselves to
granting licences of essennal IPRs to’ other ETSI
members.?3

~o Licences: must be on fatr, reasonable and non-

“exclusive conditions, including-a provision- that
resembles an MEPN clause.® Licences must be for
monetary consideration unless’both licensee and
ficenser- agree otherwise. The licenser must inform
the ETSI in advance on the maximum royalty fee
that will be requested.

* @ Licences can only be withheld if they are notified
" to the ETSI within 180 days after the Techmcal
~ Assembly puts the relevant draft standard in its

- work programme. If this procedure is not followed
correctly, sanctions can be severe since other mem-
' bers are then allowed to refuse or terminate their
licences to the party in question, effectwely block—
‘ing its access to the market,
¢ The ETSI does not assume any respon31b111ty for
patent seatches '
~® It is an interim pohcy, o be evaluated and
_ replaced by a deﬁmtlve poltcy within four years.

"82 Sec Besen (1990), Paffen, T. “The role of strategic standar-
disation in the context of successful telecom innovators”,

- {1996),.in Proceedings of the Third Annual EURAS conference on
Standards and. Society, 3-5 May, Stockholm, and “Complaint
and request for interim measures against the European Tele-

" communication ‘Standards Institute ETSI”, submitted by the
Computer and Business Equipment Manufacturers Association
CBEMA to.the Commission of the European Communities.

.83 Germany was initially against the measures but turned into
a supporterlater on.

84 - This can be depicted from the wording of the Policy: “Each
applicant for membership of ETSI must sign the IPR Under-
taking. Existing members skall sign the Undertaking within 6
months from receipt of a written request from ETSI to sign,” (at
s. 3.1, emphasis added).

85 Plus other legal enzities’ present in the so-called Standards
Application Area that also signed an Undertaking.

- 86- The most-favoured-nation clause, such as used in WO
terminology, determines that any new (more favourable} terms
or conditions offered to a party must be offered to all other,
existing pariners as well. In the ETSI case,; one could call this a
most-favoured-licensee clause.

Although this policy tries to do a much better job in
balancing the interests of IPR owners and public inter-
est than the earlier drafts, it still provoked strong reac-
tions.®” Its licensing-by-default system was considered
unfavourable for IPR owners, especially because it is so
difficult to identify the IPRs that are involved in an early
stage. The ETSI has a lot of simultaneous work pro-
grammes that each produce considerable if not volumi-
nous amounts of documentation, placing a burden-on
an IPR owner who has to monitor all of this. Though
members are obliged to inform ETSI about any relevant
IPRs they are aware of, owned by themselves or any
other party, this does not guarantee that IPRs of non-
members are indeed identified, with all possible risks.
Instead, the ETSI turns’ the responsibility for IPR
searches to the Commission of the E.C., a provision
that cannot easily be defended.®® Furthermore, the
ETSI itself must comply with European competition
law, and forcmg its members to sign the Undertakmg
could be in breach of Article :86.%°

Notwithstanding the relevance of the policy itself,
some developments make the consequences of this pol-
icy even more. alarming to some parties. First of all; it
has been seen that many ETSI standards have a com-
pulsory character, and access to the standard (and its
IPR) is the only means for access to the market, in any
sense. Secondly, by means of I.T. and telecom con-
vergence and possible wider adoption of these types of
policy, consequences could possibly spread to the I T.
industry. For the United States industry, these meas-
ures embodied the fear of “Fortress Europe”, as intro-
duced in the 1992 OTA report on Global Standards o0
‘The commitments in the Undertaking concerning man-
ufacture, sale or leasing are limited to Europe,®! while:
commitments concerning use or operation apply world-
wide. This measure is clearly. included to stimulate
export from Europe towards other areas since it facili-
tates use of standard-compliant products worldwide,
whereas it facilitates manufacturing of these products
only in Europe, |

One should also note ‘that in the United States, the
Reagan adrmmstrataon emphasised that IPR is a field of
particular i 1mp0rtance to United States companies, and
these companies regarded these rights much more as an
asset that could be exploited than their Buropean coun-
terparts. Indeed, it was the United States trade body;
the Computer and Business Equipment Manufacturers
Association (*CBEMA™), that filed a formal complaint
with the E.C. Commission Competition Authorities on
June 22, 1993.°2 This voluminous document brings up
a number of grounds, predominantly based on an
assumed breach of Articles’ 85 and 86 of the E.C.

87 Both positive and negative reactions have been written by
Wilkinson, n. 75 above; Tuckett, n, 55 above; Prins and
Schliessl; n. 79 above; and 1ea and Shurmier, n. 52 above

88 Prins and Schliess], n. 79 above

89 ibid, See also further on. o

90 1.S. Congress, Office of Technology Assessment, Global
standards: Building blocks for the future, TCT-512, Washington,
1992,

91 More specifically, the Standard Application  Area that is
defined in the Undertaking, comprising all West European
countries, most East European countries, and Austtaha, New
Zealand and Israel. .

92 CBEMA, see note 82.
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Treaty. It particularly asks for an end to the licence-
by-default system in ETST and suspension of further
steps that could expel or discriminate ETSI members
that object to the policy.®® In addition, they asked to
allow for- non-monetary considerations to -licensers
(particularly. cross-licensing). It could be:argued that
CBEMA members were seeking to make it a political
issue, and commentators have criticised some parts of
this complaint.”* However, it did make clear that the
policy, which in weighted voting did enjoy the qualified
majority, still caused strong rejection within some
groups of actors that are represented in ETSL

Before awaiting the .outcome of this complamt, the
ETSI decided to abandon its policy, preventing the
Commission from ruling on this delicate issue. This was
done during the General Assembly (“G.A.”) of the
ETSI during their meeting on November 22 and 23,
1994, where it was decided to annul the original 1993
policy to achieve a larger consensus among its mem-
bers. At the same meeting, the G.A. decided for an
interim IPR policy that is less: far-reaching than the
original one.®®> In addition, ETSI dropped plans for
changes to their Statutes and Rules of Procedure that
made it possible to .expel members not signing- the
Undertaking. The main arrangements of the new policy
are: " : o : . ‘

® Owners of IPRs, members or not, w111 be
‘rewarded i ina su1table and fair manner.
‘& Members will make a reasonable effort to inform
" ETSI of IPRs they are aware of. If they propose a
technical design to ETSI they will also, in good
faith, draw attention to IPRs that could become
* essential if that proposal is adopted.

‘@ If an essential IPR is identified, the director of
the ETSI will request the owner, member ot not, to
make licences available on fair, reasonable and non-

-discriminating terms.

e ETSI members can choose not to license an IPR.
If no other alternatives exist, the director of the
ETSI will request the owner to revise its position, If
the member refuses to do so, it will inform the
director about its reasons for not doing so; this

“explanation will be passed on to ETSI’s adwsors

(mcludlng the Commission).

It-_ is noted that in the case that licences. cannot be
obtained, it could eventually result in non-recognition
of the standard in question. Since the policy can possi-
bly be explained as an agreement that limits competi-
tion, the ETSI sent a notification to the Commission of
the E.C. The Commission has been somewhat
ambiguous towards this notification: on the one hand it
noted in its annual report that it believes the agreement
is not in breach of Article 85 of the Treaty, but on the

93 Just after the adoption of the IPR Policy, ETSI was prepar-
ing changes to its Statutes and Rules of Procedure that made it
possible to expel members not signing the Undertaking(Tuckett,
1. 55 above). Some TNOs made even stronger proposals, result-
ing in autematic expulsion of non-signing members {CBEMA),
hid.
94 See, among others, Tuckett, n. 535 above.

.95 ETSI Intellectual Property Rights Policy, as included in T.he
ETS! Rules. of Procedure, Annex 6. The term “interim™: can be
slightly confusing since the ongmal 1993 IPR polzcy was a.lso an
interim policy.
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other the Commission has never actually g1ven an ofﬁ-
cial negative clearance and/or an exempnon

The GSM Case: An Examp!e of IPR
Strategies in Real Life

GSM, as the best-known and most successiul European
telecommunication standard, prov1des a good opportu-
nity to examine strategic behaviour concerning IPRs in
practice. Several of the strategies that were distin-
guished for the standard production and the standard
diffusion phase are used by different IPR owners in the
GSM case. Furthermore, GSM was a prime test of a
harmonised European standard, and it has already been
mentioned that the development of the GSM standard
interacted with the development of ETSI’s IPR Policy
several times. Opportunities and threads of IPR have
been high on the agenda of both manufacturers and
network operators since the very beginning. It has
already been seen that the network ‘operators, back in
1982, made an unsuccessful attempt to ensure free
licences to IPRs concerning this standard. Some suppli-
ers: feared that drawing up a standard. (without pro-
tective IPR strategies) would open the market to
dangerous Japanese competition.®” On the other hand,
depending . on its. exact arrangements, a European
standard could open a window of opportunity to. create
a pan-European—or even wider—standard with strong
E.C. industry participation, since no.competing tech-
nologies were available or. bemg de51gned at. that
moment.

The CEPT asked manufacturers and operators for
technical proposals for GSM. When the basic technology
choices had to be made, there were some e1ght different
technical proposals, of which the designs. vaned widely.
Four Franco/German proposals, the outcome of govern-
ment-subsidised research, were broadband designs.
They utilised relatively new technologies (among other
things CDMA and/or hybnd designs) and were opti-
mised for high traffic intensities. The four Scandinavian
designs, in contrast, were narrowband demgns based on
TDMA technology. These systems are more optimised
formedium to low traffic densities as found in rural areas.
Choosing a technology, by the erid of 1986, turned into a
major conflict. The German and French Governments
only wanted to support one of their joint designs, but
they did not gain enough-support from other country
delegations, who judged the.most promising Franco-

German design “too proprietary”.?® When the selection .

moved into a deadlock; h1gh—1eve1 pohtlcal intervention
in" combination. with": strategm arrangements between
manufacturers was, necessary. to prov1de sufficient sup-
port for the one technology 28 Erxcsson, Wthh supported

96 XXXV Report on Compeutton Policy 1995, Commission
of the: European; Communities, Brussels/Luxembourg 1996, pp.
. 143-145, This report notes that several comments have been
received regarding this nonﬁcatlon N
7. . Cattaniéo, n.'78 above.* :
98 {bhid., at 63.
:.-./99.. The chairman of ETS3T’s Spectai Mobﬂe Group, Friedhelm
Hlllebrand, note_s ‘that “back then the heads of state in Germany,
“ France and Britain got personally involved to break the deadlock
. between :CDMA “and “TDMA' [proposals]” (Comsmunications
- Week Iuernationaly Jatmary 19; 1998). For firm strategies, see
). Meurling: and R.Jeans,: The mobile phone book: The invention of
the mobile telephone industry (1994), :

‘__;,:%%{3“
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one of the narrowband designs, went into co-operation
with Siemens and included an exchange of technology.
Thus the narrowband camp gained significant support
from within. Germany, making it easier for the German
government representatives to come to terms with a
choice for a narrowband system. A similar co-operation
took place between Ericsson and a.French company.
After the CEPT agreed on a narrowband design during
early 1987, the development of GSM was transferred to
the newly established ETS1in 1988, where all the techni-
cal details of this standard were. laid down during the
1988-1991 period. Several manufacturersalready stated
from the start that their IPR was available on fair, reason-
able  and non-discriminatory conditions. This is the
“licence with general declaration strategy™ as discussed
above. When some technology choices-had to be made,
some IPR owners even declared that they would make
their IPRs available at no cost, as Philips did with its IPR
on the speech coder that is now being used in GSM.

From 1987 on, the GSM network -operators-to-be
were organised in the GSM Memorandum of Under-
standing (“MolUJ”"). By the time that these operators
(European PTTs) started their procurement proce-
dures for GSM networks, it was becoming clear that a
substantial number of essential IPRs existed on basic
GSM technology and that some United States com-
panies held patents that could be most troublesome.
Thus licences for building GSM products or operating
GSM networks had to be negotiated individually. In
particular, the blocking risk when an IPR owner would
not agree to license its technology was a nightmare to
the parties involved. In a Musketeers’ Oath approach, a
number of operators decided that they would require
the supplier of the network to sign a declaration in
which it agreed to serve the whole GSM community-
—suppliers and operators—on’ fair, reasonable and
non=discriminatory - conditions. Most manufacturers
agreed to such a statement—although operators had to
pay significant amounts to get it. Thus suppliers were
lured into the licence with: general declaration’ strategy
in order to get purchase orders. However, some manu-
facturers, particularly Motorola, refused to sign any
such arrangement that was not related to individual
purchase contracts. With this, Motorola -opted to risk
losing a number of procurement contracts so as not to
have to compromise on licence conditions, in accor-
dance with the licence without general declaration strat-
egy mentioned above,!

In relation to competing manufacturers, Motorola
chose to demand licence conditions as well: it only
allowed for cross-licences and no licences on monetary
consideration. During the 1990-1993 time frame, four
companies entered into such a cross-licence agreement
with Motorola: Siemans, Alcatel, Nokia and Ericsson.?
Not all of these companies have many or even some
essential IPRs for the standard: a recent ETSI state-
ment shows that on the GSM standard, 132 essential

1 Source: interviews. See also Cattanco, n. 78 above.
2 “Motorola/Nokia: Austauch von GSM-patenten™ (1993) 2
Funkschau, 50. In addition to the enterprises mentioned in this
article, Ericsson signed a cross-licence with Motorola:
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IPRs are claimed?® by their respective owners, of which
Motorola (50 per cent of the patents), AT&T (16 per
cent}, Bull (8 per cent) and Philips (8 per cent} are the
largest.* But one has to keep in mind that cross-licences
can exchange essential IPRs for non-essential IPRs, or
even IPRs for a completely different standard! And
although the 1993 ETSI Policy and Undertaking, dis-
cussed above, did not allow demands for cross-licences,
it has been seen that it was annulled a year later. Also
following this, some more IPR issues surfaced. In the
United States, the developer InterDigital Technology
Corporauon (“IDC™) claimed that its pafents were
infringed in many TDMA—based mobile telephony sys-
tems, including GSM. In April 1995, the United States
Federal Court, however, ruled the claims invalid, mak-.
ing mobile telephone manufacturers around the world
breathe a sigh of relief.>’ InterDigital had already col=
lected $70 million from’ royalties. One year later, how-
ever, the German Federal Patent Court upheld one of
the’ InterDigital patents that was found invalid i in the
United States.® The strategy of IDC on th1s 1 991 patent
111ustrates the non-disclosure strategy, .

'The market for GSM infrastructure is strongly polar-
ised. In Europeé, five manufacturers account for 94 per
cent of the market for switching infrastructure and 84
per cent for base statmn products (see Table 3). In
financial terms this is '@ market of considerable size,
while analysts expect that total (worldwideé) investment
in' GSM infrastructure by the end of the century Wlll'
exceed 100 billion USﬁ 7 N

Table 3: Estlmated suppliers’ market share of
the 33 largest GSM networks in Europe,
December 1996, plus worldwide market share of :
GSM termmals durmg 1996.5

Score . -

Supplier - " -Market . Score base . Market Market share -
. .. switching - share stations share mobile termi--
: switeh- base nals * (world-’

ing . . stations - wide)’ ‘
Ericsson 10,297 48% 1,978 3% 25%
Siemens 4,426 .- 21% 325 - 2% R+ L
Nokia * 3,088 14% 4617 22% 24%

| 2,228 10%

Algatel’ 2,084 0% 6%

3 ‘This list'is based on statements by the IPR owners. It does
not guarantee that the IPRs listed are actually essential for GSM,
neither does it guarantee. that no essential IPRs are missing.
4. See n. 15 above.
5 Electronics Weekly, April 5, 1995, p. 3
6 “InterDigital Patent upheld in Germany”, a press statement
published by InterDigital Communications Corporation,
November 18, 1996. :
7 Communication from the Commission on strategy and pol-
icy orientations with regard to the further development of mobite
and wireless communications (UMTS), COM (97) 513, n. 1. -
8 Calculations are based on MTA-EMCI data (April 1997)
“Mobile  Communtcations - International: Manufacturers are
awarded -a score for their share in infrastructure supply for all
Euwropean networks with more than 100,000 subscribers,
weighted on actual subscriber numbers. The data used refer to
the original order for the GSM network; subsequent expansion
orders are not included. If a system is supplied by more than one
- vendor; the share is equally- divided. For some networks, no
specification for switching and base stations was available; this
has introduced small deviations (such as a marker share for
Siemens base stations). Terminal data are based on Mlke Pinch
(April 1997) Mobile Europe, 14. .
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Supplier Score . - Market | Scorebase Market - Market share
switching  share . stations share maobile termi-

switch- base nals ({world-
ing ' stations " wide)

‘Metorola- - 140 1% . 2,871 ... . 13% - 20%

Lucent - 515 2% . 950 4%

Marra . - 443 2% T 664 3% - :

Norte! 303, 1% .- 0. . 0% - - - 3%

Philips 0 0% 466 2%

Orbitel o 0% - 400 2%

Traltel R % 1,072. 5%

The same accounts for the GSM handset market
About four years after the commercial introduction of
GSM, three supphers—Nokla, Motorola and Ericsson
—have a combined share of more that 80 per cent of the
handset market.® The absence of many large players on
the world market for mobile handsets, notably Japanese

companies like NEC and Mitsubishi, is striking.'©
Although they could have underestlmated the develop-
ment of the GSM market, and behaved passively, com-
mentators also argue, that these parties were perhaps
refused licences on reasonable terms.'' The recent
introduction of Japanese handsets'* indicates that now
these companies have access to the necessary licences,.
although some are built around existing handset designs
or chip sets.

It is. clear that both 1n£rastructure and ‘mobile sta-
tions’ markets are very polarised. Those parties that
have gone into cross-licences control no less than-90 per
cent of the market. These agreements allow for cheap
access to IPRs for those companies that previously
invested heavily in R&D to obtain patents. When vol-

umes are very high, the advantages of cross-licensing

more than outweigh the costs made-on R&D. ‘This
could be characterised as a “proprietary club”.. Com-
panies that did »oz get involved in a cross-licence pay the
full licence price and are placed in a strongly unfavoura-
ble position for market competition. After all, they have
to pay for the full set of licence fees. Even when individ-
ual licences are reasonably priced, the cumulative effect
of having many IPRs in one standard can drive up the
total fee. Unconfirmed sources report U.S.$50 paid for
the licence fees needed to produce a GSM terminal.'?
For a product that is sold for an average price of about
11.S.%$150, the licence fees for non-IPR owners repre-
sent the highest single cost in this industry.'*. .

On January 29, 1998 the ETSI decided on the basic
technology for the successor of GSM, called the Uni-
versal Mobile Telecommunications System (“UMTS™),
In the battle that preceded this choice, seven industry

9 See Patrick Dcmegan 3 edltonal in(1 995) 25 Mobile Commu~
nicazions International.

-'10- It is noteworthy that Mltsub1sh1 actually was active very
early in European analogue equipment based on the NMT stan-
dard, and even made offers dunng the ea:ly GSM procu.tements

.. as well, : .

11 dbid. : :

12 - Panasonic aci:ueved a- market share of 6 per cent: i1 1996
(Pinch, see note 8 above).,

13 . This amount was mentioned by a manufactu.ter of GSM
terminals that did not wish to conﬁrm this ﬁgu:e or unveﬂ l'us
identity. :

14 - This is the recent wholesale price ofd standard model GSM
mobile station, as bought by network operaters. .

designs contended for the base of UMTS. The most
serious candidates were the “Alpha” W-CDMA design,
backed among others by Nokia and Ericsson (who ate
developing this technology for Japanese operator NTT
DoCoMo), and the “Delta® TD-CDMA design that
was supported by Alcatel, Siemens and Motorola,
among others. Finally, a compromise was reached viaa
proposal that contains key elements of both designs.
Analysts comment that one of the most serious and
contentious .- issues is that of intellectual property
rights.’® This could especially be the case now that the
compromise that was reached basically covers both pro-
posals, thus adding up IPRs on both types of technol-
ogy. The ETSI is planning to create a patent pool for
this new standard, but for now it is not sure whether all
IPR owners {especially non-ETSI members) will agree
to participate. To date there has not been much experi-
ence using patent pools for standards, though it is being
used for the MPEG-2 protocol.!® It is believed that a
United States: company. Qualcomm owns a fairly large
number of essential JPRs to the standard as agreed on.
ETSI and Qualcomm have been involved in' intense
discussion on the relevant property rights, and in June
1998 the. fears of many involved were embodied when
Qualcomm refused o 11cense its technology for
UMTS 17 . o ¥ ,

Discussion and- Conclusions :
Togemer with the changes in the telecommunlcauons
sector, standardisation has undergone structural altera-
tions. The traditional links between manufacturers and
national network . operators, and . the relationship
between those operators and the government, made
way for something that is to become a level playing-
field, with separated entities and competition. In this
light the ETSI was created, allowing for a proper repre-
sentation of the new order.in the sector. In contrast to
its predecessor CEPT, it is not solely accessible to net-
work operators but to all parties involved in the sec-
tor.'®

I—Iowever, such a standardlsatlon body inevitably
encounters some old and some- relatively new problems..
Property r1ghts on, (parts of) the standard have proved,

15 Eumlnjbiéck issue 163, Brussels, ]anuary 29 1998
. 16 MPEG~2 is & well Imown protocol used to compress video
“ and audio signals for transm1ssmn ‘or storage The owners of its
essential patents,’ hine cotnpanies and.one university, have cre-
ated a patent pool to:create 4 ong-stop-shopping clearing house:
.. where applicants:can.. obtain ;the. necessary package of patents
(although they t guarantee that this package includes ait
hcences needed ‘to ‘comply with'the' standard . A
CETST required Qualcomm ' 1o-license its technology uncon-
o dmona_u'y, whileQualcomm .insisted: iri-a- solution ‘which offers
-+ backward: compatibility with:not only GSM but also their own
" CDMAOne standard. Onl}r under this condition is Qualcomm
prepared ‘to-license on “fair, reasonable and equitable” royalty
fees, which it characterises as “smgle digit percentages”. (“Qual-
‘comm holds:3Gen:10 ransom in CDMA compatibility row”,
Tune:2,: 19985 at.www.totaltele.com).
18+ For:the sake/of completeness, it-is noted that the CEPT did
+ alreadyiallow for patticipation: of . two industry representatives
per-national-administration in‘the Groupe Spécial Mobile.
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to be one of the most problematic issues. It is con-
sidered inevitable that committee standards cover exist-
ing IPRs, notably patents. For a number of reasons, the
imporiance of patents in such standards is increasing.
The interests of the different actors vary widely, and it
is a complex task to balance these interests. After
encountering a strongly undesirable situation with
GSM patents, the ETSI tried to develop some clear
guidelines on this issue, but its adopted policy provoked
strong resistance. It finally withdrew its policy to pre-
serve consensus among its members. Both earlier and
later attempts by other organisations—involved in the
GSM standard—to reach agreement concerning essen-
tial patents failed.

For several reasons, the GSM case is very relevant. Its
market is expected to exceed U.S.$100 billion by the
end of the century. This ETSI standard covers a large
number of essential patents, and licence fees have
become the largest single cost for manufacturers. Dur-
ing the first phase of commercialisation, some IPR own-
ers adopted a very restrictive licence strategy. The GSM
case indicates the existence of proprietary clubs, with
advantageous access to each other’s technology via
cross-licensing agreements, and dominating the market
for GSM infrastructure and terminals. The pooling of
IPRs by companies might have caused this strong polar-
isation in the market. For the next generation of Euro-
pean mobile standards, IPRs are expected again to
become a major issue. In June 1998 it became known
that the United States company Qualcomm, owner of a
large number of essential IPRs for the European UMTS
standard, refused to license its technology.

An intriguing question is whether, and in what cases,
an owner of an essential IPR in a European standard
can be forced to license others under certain conditions,
as the Commission mentioned in the 1992 Commu-
nication on IPR and standardisation.'® Abusive exercise
of IPRs by individuals or companies that have a domi-
nant position is subject to competition rules, in partic-
ular Arricle 86 of the Treaty. Furthermore, Article 85
regulates agreements between companies (z.e. IPR own-
ers). If abuse is concluded, one (far-reaching) result
might be compulsory licensing, on predetermined con-
ditions. At this time, there has been no case law in this
field. There are, however, some cases about possible
abuse of other types of property rights. In Tolvo v. Veng
the European Court decided that a dominant party’s
refusal to license does not in itself constitute an abuse,?°
But it recognised that in particular circumstances the
outcome could be different. And indeed, in the later
Magill case the Court formulated three conditions from
which it concluded a marter of abuse.?! And, in turn,

1% n. 54 above, p. 9.

20 Case 238/87 [1988] E.L.R. 6211. See also Wefers Bettink,
“Dre schaduw van Magill” {1997) 7/8 Nederlands Tidschrift voor
Europees Recht, 166.

21 RTE, ITP & BBC v Commission, Case T-69/89, T-70/89
and T-76/89 [1991] E.C.R. II485 at 535, 575 and the sub-
sequent case RTE and ITP v Commission C-241/91P [1995]
1-743. In this case, the question was whether it was unlawful for
three Itish television broadcasters to refuse to license pro-
gramme information to a third party. The court concluded that
there was an abuse based on the conditions that (1) there is a
refusal to license that (2) prohibits the introduction of a new
product to the market for which there is (3) potential demand.
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concluding abuse can- be -a reason for compulsory
licensing. Also in the case of IBM’s: System/370 the
Commission argued that IBM was abusing its dominant
position via ITPRs; but this case was finally settled via an
agreement between IBM and.: the Cormmission, not by
the court.?? Finally, the essential facilities docirine
could be a starting-point to deal with abuse on the part
of IPR holders.

Again, there have been no cases to date about abuse
of IPRs in formal, European standards. Two very
important questions, then, could be: (1) can unreason-
able licensing conditions be treated the same as refusals
1o license; and (2) to what degree should agreements or
co-operation between IPR holders be allowed?®?

One could conceive of several scenarios. With strong
and binding obligations to IPR owners, fair and reason-
able access to a standard is ensured for all candidates,
but there is a risk of the drying up of R&D and possibly
the withdrawing of important participants from drawing
up a standard. In a scenario with no binding measures,
one stimulates innovative behaviour but risks the fair
and equal access to all parties to that standard. More
complex is the scenario where several standards com-
pete in the market-place, as is the case for the United
States PCS networks.?* Designers of the standard
(often the major IPR owners) are likely to adopt strate-
gies that are known from non-telecommunications
industry standards.®® A low licence fee is needed to gain
the necessary support from other manufacturers. How-
ever, there is no guarantee that this owner will not raise
the fees once the standard has reached a dominant mar-
ket position.

The discussion whether the Commission should be
more decisive on the possible misuse of essential IPRs
in standards is all the more urgent because the stan-
dards in question have an obligatory character. On the
other hand, one must consider that those patents often
seem from intensive and costly R&D efforts that incor-
porate significant risks, since much research never leads
to any patent. From that point of view, IPR owners
should be given exclusive rights as specified in patent
law to protect the outcome of their efforts and, more
generally, to ensure innovative behaviour among those
parties. In addition, the nature of the market itself, the

22 The case concerned the interfacing of third-party products
to IBM’s System/370 mainframe. IBM kept third parties from
doing so by claiming IPR and by not making the interface char-
acteristics public. The Commission considered this an abuse of
monopoly under Art, 86 of the E.C. Treaty. Finally, the case was
settled by IBM agreeing to provide the necessary information
(Lea and Shurmer, n. 52 above, at 91). The reader is also
referred to the limitations set to property rights by the E.C.
Directive 90/250 on the Legal Protection of Computer Pro-
grams, which in some circumstances allows for “reverse engi-
neering” or “decompiling”.

23 Actually, one could even consider ETSI itself as a patent
poal {Good, n. 47 above, at 296).

24 A PCS network operator is free to choose its technology. A
number of systems are ex-post standardised in Telecommunica-
tions Industry Association (“TIA™). Most successful are 18-95
CDMA {backed by Qualcomm, Motorola, Lucent and others), -
PCS-1900 (derived from the European GSM and DCS-1800
standards) and D-AMPS (backed mainly by Ericsson).

25 Think of VCR cassette formats, compact discs, etc.
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necessary knowledge and the financial risks could also
be a réason that only a small number of competitors are
active. And, lastly, a large set of individually reasonably
priced fees can amount to a sum that is an unbridgeable
threshold for non-owners of IPRs (the -cumulative

effect). Thus there is no single best way to balance the
interest of the parties involved such that public interest
is served best, and the tension between IPRs and sran-
dards.can be expected to be one of the most dehcate
issues for future standards as well : :
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