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Theme:

Date:
Host:

Venue:

12:00 - 13:00

13:30 - 13:50

13:50 — 14:40

[in Japanese]

[in Korean]

14:40 — 15:30

[in Japanese]

[in Korean]

15:30 - 15:40

3rd KOPILA-PILAJ Joint Symposium of 2023
(3 MEEPELEES - HAERRERLEES LFAZEAR]

Current Developments in the Law and Practice of Japanese Choice-of-Law Rules

[ H AR D HESRE P E B O 1 & B D i 110]]
September 16, 2023 (Saturday)
Korea Private International Law Association, Dong-A University Institute for Legal Studies

Dong-A University School of Law, Busan, Republic of Korea

Compere: Prof. LEE Jong Hyeok (Seoul National University)
Interpreter 1: Prof. LEE Unho (Kyushu University)
Interpreter 2: Mr. KIM Hyun Wook (ROK Air Force)

Lunch

Korean Restaurant GODAM [ 12 ] in Commodore Hotel Busan

Opening Remarks
Justice RHO Tae-ak (President of KOPILA)

Prof. HAYAKAWA Shinichiro (President of PILAJ)

Prof. KIM Yong Eui (Director of Dong-A University Institute for Legal Studies)

Session 1

Moderator: Mr. SOHN Kyung-Han (Jung & Sohn HwaHyun, President Emeritus of KOPILA)

Presentation 1: lex patriae of Koreans in Japan [ H Al 31T % i [E A O AEL]
Speaker: Prof. AOKI Kiyoshi (Nanzan University, President Emeritus of PILAJ)
(to be interpreted by Interpreter 1 [Prof. LEE Unho])

Discussant: Prof. JANG Junhyok (Sungkyunkwan University)

Presentation 2: Legal relationship between parents and (natural) child
Speaker: Prof. HAYAKAWA Shinichiro (Senshu University)
(to be interpreted by Interpreter 2 [Mr. KIM Hyun Wook])

Discussant: Prof. LEE Gyooho (Chung-Ang University)

Coffee Break



Session 2

Moderator: Prof. SUK Kwang Hyun (Inha University, President Emeritus of KOPILA)

15:40-16:20 Presentation 3: Contract in general or insurance contract

[in English] Speaker: Prof. YOKOMIZO Dai (Nagoya University)

[in English] Discussant: Prof. CHUN Changmin (Seoul National University of Science and Technology)
16:20-17:00 Presentation 4: Special rules on consumer contracts and employment contracts (protection

of the weaker party)
[in English] Speaker: Prof. MURAKAMI Ai (Hokkai-Gakuen University)

[in English] Discussant: Prof. KIM Seong Ho (Pukyong National University)

17:00-17:10 Coffee Break

Session 3

Moderator: Prof. O Seog-Ung (Cheongju University, Vice President of KOPILA)

17:10-17:50 Presentation 5: Transnational Act of Working of Network-related Invention and Scope of
Effect of Japanese Patent Rights: Two Recent Judgments of Intellectual Property High Court of Japan [ v } 77

— 7BEERV OB & Rt A & WSROI L 3B RO H AR D20 DRl APk
 FMIT]

[in English] Speaker: Prof. TANEMURA Yusuke (Waseda University)
[in English] Discussant: Prof. LEE Ju Yoen (Hanyang University)
17:50 - 18:10 Comprehensive Discussion

(possible to be interpreted by Interpreters)

18:40 - 21:00 Banquet

Korean Restaurant SAEJINJU [A] 1 5=2] &

* September 15, 2023 (Friday)
18:00 — 20:30 Casual Dinner

Korean Restaurant GODAM [ 12 %] in Commodore Hotel Busan
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I. Introduction

This paper aims to examine the necessity and appropriateness of introducing specific
choice-of-law rules relating to insurance contracts as well as to the direct claim against
the insurer in Japanese conflict of laws (private international law), by analyzing
discussions on the special rules in the European Union.

As for insurance contracts, although there have been limited number of cross-
border cases in Japan, scholars have continued to deal with the issue on the law applicable
to insurance contracts. In the amendment of Japanese choice-of-law rules in 2006, no
special rule was introduced for insurance contracts, and there has been no academic
opinion claiming for the new choice-of-law rule since then. The current discussion is
focusing more on the law applicable to the claim by the victim against the insurer
following a recent lower court decision as will be mentioned later.

In contrast, in the EU, different choice-of-law rules relating to insurance
contracts existed in directives on different insurance contracts, and they were integrated
into one provision in the Rome I Regulation with some adjustment. Furthermore, Rome
IT Regulation introduced a special rule relating to the direct claim by the victim against
the insurer. However, the former provision is harshly criticized by academic opinions.

Thus, following questions arise: is it necessary or desirable for Japanese conflict
of laws to introduce specific choice-of-law rules relating to insurance contracts and the
direct claim against the insurer? If the answer is affirmative, what kind of rules would be
appropriate? This paper will deal with these issues. First, it will describe the development
of the discussions with regard to the law applicable to insurance contracts and related
claims in Japan (II). Then, it will analyze the discussions on the special rules relating to
insurance contracts as well as to the direct claim against the insurer in the EU (III). Finally,
it will reflect on the necessity of introducing specific choice-of-law rules relating to

insurance contracts and the direct claim against the insurer in Japan (IV).



One limitation of scope is to be mentioned at this stage. The question of the
possibility of a dépecage has also been discussed in the context of insurance contracts
due to the fact that insurance contracts on maritime transportation often include a clause
to the effect that the clauses relating to liability and harm should be interpreted in
accordance with the UK law. However, since this issue also concerns other types of

contracts and should be discussed in a more general way, this paper will not cover it.

I1. Discussions with Regard to the Law Applicable to Insurance
Contracts in Japan

In Japan, although case decisions with regard to cross-border insurance disputes were not
numerous, scholars have discussed the law applicable to insurance contracts (1). They
have also focused on the law applicable to the claim by the victim against the insurer

since a recent lower court decision (2).

1. Insurance contracts

As for the law applicable to insurance contracts, scholars at the initial stage examined the
essential nature of those contracts and proposed the applicable law accordingly. For
example, one author pointed out that insurance contracts are assumed to be concluded
with numerous people and are one aspect of a collective business activity, and that it
follows that the unified treatment are required legally for numerous insurance contracts.
Thus, he claimed that the law of the seat of the insurer’s obligation, that is, the law of the
insurer’s seat shall govern insurance contracts.! In cases where an insurer operates its
business activity through a business office established in a foreign country, the law
applicable to insurance contracts concluded in that country shall be governed by the law
of the situs of that office.2 However, the author admitted that, if the parties choose
another law explicitly, that law shall apply.> This view claiming to apply the law of the
seat of the insurer based on the idea that insurance business is a collective activity by way

of bulk transactions have been long supported in Japan.*

' Y. Miura, “Kokusai Hoken Keiyakuho Kenkyu” [Study on International Insurance Contracts Law],
K. Katayama (ed.), Chuo Daigaku 50 Shunen Kinen Ronbunshu Hogaku no Bu [Essays in honor of
the 50" Anniversary of Chuo University: Part of Law] (1935), p. 225, pp. 233-235.

2 Ibid., p. 235.

3 Ibid., pp. 235-236.

4 K. Yamato, “Hoken Keiyaku nikansuru Junkyoho” [Law Applicable to Insurance Contracts], Shiko
[Private Law], No. 9 (1953), p. 130, pp. 134-139; T. Doi, “Shogai Hoken Keiyaku niokeru
Kokusaishiho Mondai” [Issues on Private International Law in Cross-border Insurance Contracts],
Waseda Hogaku [Waseda Law Review], Vol. 38, No. 3 & 4 (1963), p. 147, pp. 150-153.



In contrast, a different view was claimed in 1967 by Prof. Hiroshi Matsuoka.’
He pointed out the necessity of focusing on specific features of each type of insurance
contracts, and focused on liability insurance contracts.® On the one hand, whereas
admitting the above-mentioned collective nature of insurance business, he supported the
party autonomy like previous academic opinions.” What was different from them was
that he claimed that the place of the risk insured should be the most important to determine
the law chosen implicitly by the parties in cases where there is no choice-of-law clause.
The place of the risk insured will be the habitual residence of the insured in cases of life
insurance, the situs of the property in property insurance, the liability of the insured is
usually to occur in liability insurance, such as the place where a garage is located in
automobile liability contracts, the place where a reactor is located in atomic energy
liability insurance, the place where labor is offered in workers compensation liability
insurance. He tried to justify his view in claiming that this idea is in line with recent
international tendency.® On the other hand, as for compulsory liability insurance, he
claimed that it has substantially of a public character and loses the private character of a
contract concluded by the agreement of the parties. Thus, compulsory liability insurance
contracts should not be covered by the choice-of-law rule relating to contracts, and,
regardless of whether there is a choice-of-law clause or not, the law obliging the
conclusion of a liability insurance contract should apply, according to him.’

After the amendment of choice-of-law rules in 2006, it has been repeatedly
confirmed that the law applicable to insurance contracts can be chosen by the parties
(Article 7 of Ho no Tekiyo ni Kansuru Tsusokuho [Act on General Rules on Application
of Laws] (Hereafter referred to as “Tsusokuho”)), and that, in absence of the parties’
choice, it should be most often the law of the seat of the insurer by way of Article 8 which
adopts the theory of the characteristic performance.'® It is also pointed out that, in certain

types of insurance contracts such as life insurance contracts, the special rule relating to

> H. Matsuoka, “Sekinin Hoken Keiyaku niokeru Kokusaishiho Mondai” [Issues on Private
International Law in Liability Insurance Contracts], Handai Hogaku [Osaka University Law Review],
No. 62 (1967), p. 52.

¢ Ibid., p. 53.

7 Ibid., pp. 67-69.

8 Ibid., p. 70.

° Ibid., pp. 70-72.

10y, Sakurada and M. Dogauchi (eds.), Chushaku Kokusaishiho (1) [Commentary on Private
International Law Vol. 1] (Yuhikaku, 2011), p. 209 [Y. Nakanishi]; T. Yoshizawa, “Gaikoku Kyojusha
wo Hokenkeiyakusha Ken Hihokensha tosuru Seimeihoken no Junkyoho” [Law Applicable to Life
Insurance Contracts in which the Contracting Party as well as the Insured is a Person Residing Abroad],
Seimei Hoken Ronshu [Journal of Life Insurance], No. 199 (2017), p. 35, pp. 57-58.



consumer contracts is to apply.!! The academic opinions seem to find the solution
appropriate with regard to the law applicable to insurance contracts under the Z3usokuho.

Lastly, how about the case decisions about this issue? Except the cases where
there is a choice-of-law clause designating the UK law in a maritime insurance contract,
most often the case the court did not discuss the applicable law or declared that Japanese
law is the applicable law without any serious justification and applied Japanese law.!?
This attitude seems at least implicitly in line with the above-mentioned majority of

academic opinions.

2. Claim by the Victim against the Insurer

Second, as for the direct claim by the victim against the insurer, the academic opinions
have been long divided. On the one hand, some authors claim that the insurance claim by
the victim against the insurer should be governed by the law applicable to insurance
contracts as the effect of the insurance contract upon the third party.!* On the other hand,
other authors claim that it should be governed by the law applicable to torts since this
right is allowed specially by law to assure the implementation of the victim’s right arising
out of a tort and hence can be considered as the effect of the tortious right.'4

In this regard, one lower court considered, in a case with regard to a liability

1" Yoshizawa, ibid., pp. 58.

12 Supreme Court of Judicature, Judgment, December 24, 1915, Minroku, Vol. 21, p. 2182 (fire
insurance contracts between a Japan office of a UK insurance company and a Japanese); Tokyo District
Court, Judgment, October 15, 1956, Kaminshu, Vol. 7, No. 10, p. 2906, Tokyo High Court, Judgement,
April 9, 1960, Kaminshu, Vol. 11, No. 4, p. 765, Supreme Court, Judgment, October 15, 1964, Minshu,
Vol. 18, No. 8, p. 1637 (credit insurance contract concluded between a American company and a Japan
office of an American Insurance Company); Tokyo District Court, Judgment, April 26, 1965,
Kaminshu, Vol, 16, No. 4, p. 739, Tokyo High Court, August 29, 1966, Kaminshu, Vol. 17, No. 7=8,
p. 719 (liability insurance contracts between a Japan office of a foreign insurance company and an
American residing in Japan); Kobe District Court, Judgment, April 14, 1970, Hanrei Taimuzu, No.
288, p. 283 (maritime insurance contract between a Japanese insurance company and a Japanese
importing company); Kobe District Court, Judgment, March 30, 1983, Hanrei Jiho, No. 1092, p. 114;
Tokyo District Court, Judgment, May 13, 1998, Hanrei Jiho, No. 1676, p. 129, Tokyo High Court,
Judgment, February 9, 2000, Hanrei Jiho, No. 1749, p. 157 (Maritime Insurance Contracts between
an American residing in Japan and a Japanese Insurance Company).

13 Doi, supra note (4), p. 164; Y. Aizawa, “Kokusai Hoken Keiyaku womeguru Hitotsu no Mondai:
Higaisha no Chokusetsu Seikyuken no Junkyoho” [One Issue Regarding International Insurance
Contracts: The Law Applicable to the Direct Claim from the Victim], Tohoku Hogaku [Tohoku
University Law Review], No. 6 (1982), p. 1, p. 26; Sakurada and Dogauchi, supra note (10), p. 458
[Y. Nishitani]; F. Masuda, Case Note, Waseda Hogaku [Waseda Law Review], Vol. 91, No. 2 (2016),
p. 67; D. Yokomizo, Case Note, Jurisuto [Jurist], No. 1524(2018), p. 143, p. 145.

14 Matsuoka, supra note (5), p. 78; M. Narazaki, Case Note, Bessatsu Juristo [Jurist, Special Issue],
No. 210 (2012), p, 97; T. Yoshizawa, “Hoken Sakidori Tokken no Junkyoho — Chokusetsu Seikyuken
no Junkyoho wo Tegakari ni” [The Law Applicable to Insurance Statutory Lien: Based on the Law
Applicable to the Direct Claim], Songai Hoken Kenkyu [Study on Non-life Insurance], Vol. 81, No. 2
(2019), p. 49, p. 120-136.



insurance contract on traffic accidents, the direct claim as the surrogated right and
characterized it as a procedural matter and applied Japanese civil law as the forum’s law. '’
However, there is no support from the academic opinion to this decision.

As a related issue, the law applicable to a statutory lien in connection with the
right to claim an insurance payment is also under discussion in Japan since it was
introduced in 2010 by the Japanese Insurance Act (Article 22(1)). In a recent case where
a Japanese entity petitioned for seizure of a South Korean entity's property including its
claim payment against the insurance concerning a maritime accident, based on a statutory
lien, the Tokyo District Court dismissed the part of the petition concerning the insurance,
in holding that, with respect to the governing law of the statutory lien claim, the governing
law of the underlying claim itself (which is the subject matter of the statutory lien claim)
and the governing law of the secured claim should cumulatively apply.'® The academic
opinions unanimously criticized the court’s holding about the cumulative application, but
the law applicable to the statutory lien is divided again between the governing law of the

underlying claim (insurance claim)'? and the law applicable to torts.'8
II1. Rules Relating to Insurance Contracts in the EU

In the EU, the Rome Convention on the law applicable to contractual obligations of 1980
excluded most insurance contracts from its scope of application, and some EU directives
contained choice-of-law rules.!” The Rome I Regulation integrated these rules into one
provision (Article 7) with a few adjustments. Furthermore, the Rome II Regulation
introduced a provision relating to the direct action against the insurer of the person liable

(Article 18). In this section, these two provisions will be analyzed successively.

1. Insurance contracts
Article 7 of the Rome I Regulation is extremely complicated since it mainly integrated

the previous rules without a fundamental reform.?® Thus, it is harshly criticized by the

15 Tokyo District Court, Judgment, July 20, 1962, Hanrei Jiho, No. 311, p. 20.

16 Tokyo District Court, Judgment, Ruling, June 30, 2017, Hanrei Taimuzu, No. 1446, p. 93. English
translation can be found in the Japanese Yearbook of International Law, Vol. 62 (2019), p. 458/

17 Yokomizo, supra note (13), p. 145.

18 Yoshizawa, supra note (14), pp. 136-143.

19" Second Council Directive 88/357/EEC of 22 June 1988 on the coordination of laws, regulations
and administrative provisions relating to direct insurance other than life insurance and laying down
provisions to facilitate the effective exercise of freedom to provide services (OJ L 172, p. 1), and
Directive 2002/83/EC of the European Parliament and of the Council of 5 November 2002 concerning
life insurance.

20 F. Ferrari (ed.), Rome I Regulation: Pochet Commentary (selp, 2015), p. 256 [A. Staudinger].



academic opinions as a failure.>! We will describe the feature of the provision (A) and

the criticism against it (B).

A. Features

The objective of Article 7 is to protect the policyholder as the potentially weaker party.*?
It covers not only consumers but also small and medium-sized businesses. Furthermore,
a high degree of predictability is also mentioned as its objective.?

It should be first noted that this provision does not cover all types of insurance
contracts. Reinsurance contracts are covered by the general choice-of-law rule relating to
contracts (Art. 3 and 4)?*. Furthermore, contracts on mass risks situated outside the EU
are not covered either by Article 7 and subject to the general rules (Arti. 7 (1)). The
distinction between risks situated within and outside the EU just followed the previous
law.?

It distinguishes two types of insurance contracts depending on the necessity of
the protection for the policy-holder: contracts on mass risks and contracts on large risks.
The provision regulates them differently, and it also has a special rule relating to
compulsory insurance. An insurance contract covering a large risk is defined in Article 5
(d) of the First Council Directive 73/239/EEC.?® Thus, transportation risks such as
railway rolling stock, aircraft, ships, goods in transit, aircraft liability, liability for ships,?’
and risks associated with credit, insolvency or suretyship?® are considered large risks.
Furthermore, when the policy-holder exceeds the limits of at least two of the following
three criteria (balance-sheet total: 6, 2 million Euros, net turnover: 12, 8 million Euros,
average number of employees during the financial year: 250), insurance contracts are
considered those on large risks.?” Contracts on mass risks are contracts other than large

risks (Art. 7 (3)). Thus, contracts concluded by SMEs are considered contracts on mass

2l In particular, see, H. Heiss, “Insurance Contracts in Rome I: Another Recent Failure of the
European Legislature”, Yearbook of Private International Law, Vol. 10 (2008), p. 261.

22 Staudinger, supra note (20), p. 257.

23 J. Morel-Maroger, “Regard critique sur les régles de conflits de lois en matiére d’assurance-vie”,
in Mélanges en I’honneur du Professeur Pierre Mayer (LGDJ, 2015), p. 561, p. 564.

2 Art. 7(1)s. 2.

25 U. P. Gruber, “Insurance Contracts”, inF. Ferrari and S. Leible, Rome I Regulation (sellier european
law publishers, 2009), p. 109, p. 123.

26 First Council Directive 73/239/EEC of 24 July 1973 on the coordination of laws, regulations and
administrative provisions relating to the taking-up and pursuit of the business of direct insurance other
than life assurance. Article 5 (d) was amended by Article 5 of the Second Council Directive
88/357/EEC.

27 Art. 5 (d)(i).

28 Art. 5 (d) (ii) (as far as the policy-holder is engaged professionally).

2 Art. 5 (d) (iii).



risks if they don not deal with transportation risks or risks associated with credit,

insolvency or suretyship.>°

a) Contracts on mass risks
Contracts on mass risks shall be governed by the law of the Member State in which the
risk is situated at the time of conclusion of the contract (Art. 7 (3) subpar. 3). The location
of risk shall be determined in accordance with the provisions in the directives (Art.
7(6)).3! Generally, the risk is situated in the Member State where the policy-holder has
his habitual residence establishment. However, in insurance contracts relating to
buildings the risk is located in the Member State where the building is situated. In cases
of insurance relating to vehicles, it is the Member State of registration which should be
considered the location of risk. Finally, in cases of policies of a duration of four months
or less covering travel or holiday risks, the risk is situated in the Member State where the
policy-holder took out the policy.

As for contracts on mass risks, the choice of law by the parties is exceptionally
allowed in a limited way (Art. 7 (3) subpar. 1).3

Finally, there is a rule relating to additional choice-of-law rules when the
Member State is chosen by the parties as the country where the risk is located, the country
where the policy holder has his/her habitual residence, and the country where one of the
risks is situated in case there is a contract covering several risks located in different
Member States and the policy holder pursues a commercial or industrial activity or a
liberal profession (Art. 7 (3) subpar. 2). If the above-mentioned Member State has a
choice-of-law rule granting greater freedom of choice, the other Member States should

respect that rule and apply it as well. This provision was found in the previous

30" Gruber, supra note (25), p. 115.

31 Article 2(d) of the Second Council Directive 88/357/EEC of 22 June 1988 on the coordination of
laws, regulations and administrative provisions relating to direct insurance other than life assurance
and laying down provisions to facilitate the effective exercise of freedom to provide services and, in
the case of life assurance, the country in which the risk is situated shall be the country of the
commitment within the meaning of Article 1(1) (g) of Directive 2002/83/EC.

32 The alternatives are as follows:

“a) the law of any Member State where the risk is situated at the time of conclusion of the contract;
(b) the law of the country where the policy holder has his habitual residence;

(c) in the case of life assurance, the law of the Member State of which the policy holder is a national;
(d) for insurance contracts covering risks limited to events occurring in one Member State other than
the Member State where the risk is situated, the law of that Member State;

(e) where the policy holder of a contract falling under this paragraph pursues a commercial or industrial
activity or a liberal profession and the insurance contract covers two or more risks which relate to
those activities and are situated in different Member States, the law of any of the Member States
concerned or the law of the country of habitual residence of the policy holder.”



directives.>?

b) Contracts on large risks

As for contracts on large risks, choice-of-law rules are almost the same as the one relating
to ordinary contracts. The parties can freely choose the applicable law. In absence of the
parties’ choice, the law of the country where the insurer has his habitual residence shall
apply. But, this law is rebuttable, and in cases where it is clear from all the circumstances
of the case that the contract is manifestly more closely connected with another country,
the law of that country shall apply (Art.7 (2)).

¢) Compulsory insurance
Finally, as for compulsory insurance contracts, they are subject to the law of that country

which imposes an obligation to take out insurance (Art. 7 (4)).

B. Criticism
Although some supportive views can be found in some points,** this provision is,
generally speaking, harshly criticized by scholars. We will mention some of the main

criticisms.

a) Scope of the provision

First, as has been mentioned earlier, Article 7 does not cover all types of insurance
contracts. Reinsurance and insurance contracts on mass risks located outside the EU are
excluded from its scope. This fragmentation of the international insurance law is criticized
as no reasonable justification and it is proposed for the provision to cover these excluded

types of insurance contracts.>

b) Distinction of contracts on mass risks located between inside the EU and outside the
EU

Second, Article 7 distinguishes contracts on mass risks according to whether risk is
located within or outside the EU, and provides the special rule to protect the policy-holder

only in the former case. However, this distinction is heavily criticized since it lacks a

33 Gruber, supra note (25), p. 120.

3% Gruber, supra note (25), p. 111 (finding the basic concept underlying Article 7 is reasonable); X.
Kramer, “The New European Conflict of Law Rules on Insurance Contracts in Rome I: A Complex
Compromise”, The icfai University Journal of Insurance Law, Vol. 6 (2008), p. 23 (finding that the
treatment of large-risk insurance contracts in line with other commercial contracts makes sense).

35 Gruber, supra note (25), p. 111.



convincing explanation.

¢) Location of risk

Third, the concept of the location of risk is considered complicated and unnecessary by
some authors. They claim to replace it with the policy-holder’s habitual residence and
omit three derogations from it, the insurance of property, the insurance of registered

vehicles, and the insurance of short-term holiday.*’

d) Options for the parties’ choice in contracts on mass risks

Finally, some options for the parties’ choice in Article 7 (3) are criticized.*® In particular,
as regards the law of the nationality of the policy holder in the case of life insurance, the
use of the nationality as a connecting factor in international contracts is considered
inappropriate, and practical difficulties which it would bring in cases of double

nationalities or of legal persons are pointed out.*

2. Direct Action against the Insurer of the Person Liable

Article 18 of the Rome II Regulation adopts the alternative connection for direct action
against the insurer of the person liable. According to this provision, “the person having
suffered damages may bring his or her claim directly against the insurer of the person
liable to provide compensation if the law applicable to the non-contractual obligation or
the law applicable to the insurance contract so provides”. This provision was inspired by
Article 141 of the Swiss Act on Private International Law and Article 40 (4) of the
Introductory Law to the German Civil Code (EGBGB).*’ This rule is considered to
relieve the need to resolve a complex classification problem about direct claims between

torts and insurance contracts.*!

IV. Reflections

After having analyzed the discussions on the law applicable to insurance contracts and to

36 Gruber, supra note (25), pp. 123-124; Morel-Maroger, supra note (23), pp. 568-569 (asking
whether the weak party residing within the EU only deserves the protection); M-E. Ancel, P. Deumier
and M. Laazouzi, Droit des contrats internationaux (2éme ed., Sirey, 2019), p. 518.

37 Heiss, supra note (21), pp. 276-277.

38 Kramer, supra note (34) (“superfluous™).

39 Morel-Maroger, supra note (23), p. 569.

40 U. Magnus and P. Mankowski (eds.), European Commentaries on Private International Law
[ECPIL] Commentary, Vol. IIl Rome Il Regulation (ottoschmidt, 2019), pp. 57-58 [H. Heiss].

41 Ibid, p. 58.



direct claim against the insurer in Japan and in the EU, we will reflect on whether it is
desirable for Japanese choice-of-law rules to introduce special rules relating to these

1ssues.

1. Insurance Contracts
First, is it necessary or desirable for Japanese choice-of-law rules to introduce a special
provision relating to insurance contracts?

In the EU, the law applicable to reinsurance contracts as well as the law
applicable to insurance on large risks are determined in line with the other contracts. Thus,
the main difference between the EU and Japan lies in the law applicable to insurance
contracts on mass risks. Furthermore, considering that insurance contracts concluded by
a consumer fall within the scope of the special rule relating to consumer contracts and the
protection is given for the weak party (Art. 11 of the T3usokuho), the main question is
whether the SMEs should be protected as the weak party in insurance contracts on mass
risks.

Why does the EU protect the SMEs in insurance contracts? In this regard, it
seems useful to focus on the distinction between insurance contracts on mass risks located
within the EU and those outside the EU. Although the heavy criticism by the academic
opinions, the Rome I Regulation kept that distinction and excluded the latter from the
scope of Article 7. Why should only the policy holders having their habitual residence in
the EU be protected?

In this regard, one author points out the relation of this protective rule with the
deregulation of supervision.*> According to the author, the ECJ declared in the case of
December 4, 1986 that the requirement of permanent establishment imposed under
German insurance supervisory law was incompatible with the freedom to provide
services.* It was the start of the cross-border sale of insurance products in the EU, and
this direction was further strengthened by the so-called Second and Third Non-Life

Insurance Directives** and the Second and Third Life Insurance Directives.*> They

42 U. Magnus and P. Mankowski (eds.), European Commentaries on Private International Law
[ECPIL] Commentary, Vol. Il Rome I Regulation (ottoschmidt, 2017), pp. 497-498 [H. Heiss].

3 Commission v. Federal Republic of Germany (Case 205/84) [1986] ECR 3755.

4 Second Council Directive 88/357/EEC of 22 June 1988 (supra note (19)) and Council Directive
92/49/EEC of 18 June 1992 on the coordination of laws, regulations and administrative provisions
relating to direct insurance other than life assurance and amending Directives 73/239/EEC and
88/357/EEC (third non-life insurance Directive), OJ L 228, 11.8.1992, p. 1-23.

45 Council Directive 90/619/EEC of 8 November 1990 on the coordination of laws, regulations and
administrative provisions relating to direct life assurance, laying down provisions to facilitate the
effective exercise of freedom to provide services and amending Directive 79/267/EEC, OJ L 330,
29.11.1990, p. 50—61, and Council Directive 92/96/EEC of 10 November 1992 on the coordination of



introduced the principle of home country control, according to which supervision is
conducted by the authority in the country of origin. This principle was also accompanied
towards deregulation such as the elimination of prior review of insurance policy terms
and conditions. The author points out that, in order to counterbalance these deregulatory
measures, these directives introduced choice-of-law rules which essentially established
the host country principle. *® The above-mentioned distinction between mass risks
located within the EU and those located outside the EU can be understood smoothly from
this perspective. The EU found it unnecessary to provide the protection for the policy
holders having their habitual residence outside the EU since the deregulation did not occur
with regard to them to counterbalance with the special choice-of-law rule.

Then, a question to be considered is whether the deregulation of control have
been accelerated in the other context than in the EU. The answer to this question seems
clear: although the deregulation may be advanced on a country level, the deregulation on
the international level remains for the future.*’ Thus, it seems unnecessary for Japanese
choice-of-law rules to introduce a special rule relating to insurance contracts in order to
protect the SMEs. In the current situation, it seems appropriate for Japan to deal with the
law applicable to insurance contracts with general choice-of-law rules relating to

contracts as well as the special rule relating to consumer contracts.*3

2. Claim by the Victim against the Insurer
Second, how about introducing a special rule relating to the direct claim against the
insurer?

Considering the current situation in Japanese choice-of-law rules which are
hesitant to adopt the alternative connection in civil and commercial matters,*” a strong
justification seems necessary to adopt a provision like Article 18 of the Rome II
Regulation. The advantage of avoiding the complicated classification between the tort

and the insurance contract seems insufficient although it was important to establish a

laws, regulations and administrative provisions relating to direct life assurance and amending
Directives 79/267/EEC and 90/619/EEC (third life assurance Directive) OJ L 360, 9.12.1992, p. 1-27.
4 Heiss, supra note (42), p. 498.

47 For the current situation of state controls on life insurance, see generally, T. Yoshizawa and D.
Yokomizo, “Gaikoku Kyojusha wo Hoken Keiyakusha ken Hihokensha tosuru Seimei Hoken Keiyaku
heno Togai Gaikoku no Kaigai Chokusetsu Fuho Kisei no Tekiyo Kahi” [Application of Foreign
Regulations Prohibiting Direct Insurance], Seimei Hoken Ronshu [Journal of Life Insurance], No. 202
(2018), p. 1.

48 And with the implicit rules relating to the application of overriding mandatory rules, in particular,
in relation with compulsory insurance.

4 In civil and commercial matters, the alternative connection is adopted only for the formality of
juristic acts (Art. 10 of the Tsusokuho).



unified rule in the context of the EU. Thus, it seems preferable to continue to discuss the
appropriate applicable law between the law applicable to torts and the law applicable to
insurance contracts, rather than to introduce a new choice-of-law rule relating to this

issue.*?

V. Concluding Remarks

This paper examined the necessity and appropriateness of introducing specific choice-of-
law rules relating to insurance contracts and to the direct claim against the insurer in
Japanese conflict of laws, by analyzing discussions on the special rules in the EU. The
conclusion has become negative for both the law applicable to insurance contracts and
the law applicable to the direct claim against the insurer. In addition to the above-
mentioned reflections, considering the current development of the so-called InsurTec
which blurs the definition of insurance, it seems prudent to avoid introducing choice-of-
law rules focusing on insurance newly.

Lastly, the above-mentioned conclusion does not deny the necessity of
examining the introduction of a special choice-of-law rule or a jurisdictional rule for the
protection of the SMEs in a more general way. The current structure of Japanese conflict-
of-law rules attaches more importance to the predictability for the parties of cross-border
transactions than to the protection for the weaker parties, except for consumer contracts
and labor contracts. However, there have been cases in which the inequality of the power
between the companies was obvious. It will be meaningful to focus on this inequality and
to introduce special rules for protecting the SMEs in the context of the validity of a

choice-of-law, choice-of-court, and arbitration clause.

39 This author considers the direct claim against the insurer and the claim against the insurance claim
of the liable to the insurer by way of a statutory lien in the same framework as the question to what
extent the victim can receive payment preferentially from the insurance claim and that it should be
governed by the law applicable to the insurance contract in question. Yokomizo, supra note (13), p.
145.



Discussant’s Remark for Prof. Yokomizo’s Presentation

with Regard to the Law Applicable to Insurance Contracts

Changmin Chun
(Prof. Dr. iur., Seoul Nat'l Univ. of Science & Technology)

16 Sept. 2023

First of all, | would like to thank Professor Yokomizo for his excellent presentation and
today's discussion, which provides a detailed introduction to the situation and discussion
in Japan and the EU, regarding the law applicable to insurance contracts and the victim's
right of direct claim against the insurer, and for his thoughtful comments on whether
there is a need to introduce a relevant article in the Japanese Private International Law
Act (JPILA). | would like to much appreciate Professor Yokomizo's presentation in this

regard.

Actually, as a discussant, it would be difficult for me to provide meaningful comments
as | have not done in-depth research on the issues of the law applicable to insurance
contracts, which is the main focus of Prof. Yokomizo's presentation; thus | would like to
use my discussion session as an opportunity to ask some questions and learn from Prof.

Yokomizo.

1. Issues on the law applicable to insurance contracts

Prof. Yokomizo mentions that there has not been much discussion on the law
applicable to insurance contracts in Japan. In this regard, | would like to know why
Prof. Yokomizo thinks that there has not been much discussion on this issue in Japan.
Likewise, in Korea, there has been relatively little discussion on the governing law of
insurance contracts, and as a result, there is a negative opinion on the timing of
introducing a special rule for insurance contracts like the EU. | wonder if the reason
there has not been much discussions in Japan is because there are not many cases

related to the law applicable to insurance contracts for contract issues, so that there is



not much need for it, or if there is no progress in the discussion itself because most
Japanese PIL scholars think that there is no need to have a separate special governing
law of insurance contracts as a special rule and that it should be resolved by the
parties themselves, like general contracts. In addition, if there are arguments that a
special rule for insurance contracts is necessary, such as in the EU, | am wondering

what the arguments are.

As for the choice of law rules for insurance contracts provided for in Article 7 of
Rome |, | think it seems that Article 7 is a political product, as Prof. Heiss and Prof.
Yokomizo mentioned, and that it reflects the view of policy holder protection as a
counteraction for the deregulation of insurance supervision in the EU. And as the
material scope of Art 7 of Rome | which ultimately applies only to mass insurance
contracts, | think, as Prof. Heiss properly pointed out, is focused on the protection of
policy holders, who are, in fact, the weaker party. While the connecting factor of
Article 7 is mainly the policy holder's habitual residence, which is good for the
protection of the policy holders, but the associated costs for the insurer are bound to

be quite high to comply with all the requirements of each policy holder.

As the conclusion, Prof. Yokomizo is not in favor of introducing a separate special
connecting factor for insurance contracts, and instead suggests that it is more
appropriate to discuss protecting vulnerable legal entities, such as SMEs as consumers.
| do agree with the Prof. Yokomizo's view. However, | think it will be a difficult task to
determine the scope of SMEs if the special rules for consumer contracts are extended
to SMEs. My opinion is to be in favor of extending the choice of law rules for
consumer contracts to SMEs, in that financial regulatory regimes around the world
have already included the protection of legal entities that are retail investors other
than professional investors in the scope of financial consumer protection. However, as
mentioned earlier, | believe that the scope of such an extension will be a very
challenging issue, and | would be grateful for your thoughts in this regard. In addition,
regarding the interpretation of the consumer contracts rules under Japanese Private
International Law Act, it would be grateful for me if you could comment on the scope
of ‘consumers’ and the 'types of contracts’ that are excluded from the application of
the protection rules (e.g., contracts related to the issuance of securities, transportation

contracts, etc.).



2. Issues on Direct Claim to the Insurer

Although the discussion has not progressed to a specific legislation, there is a
consensus among Korean PIL scholars on the need for the rule for direct claims vis-a-
via the insurer. In 2017, the Korean Supreme Court recognized the right of direct
claims for the first time (2015Da42599 Decided on 26 October 2017); therefore the
need to properly reflect it in international law has also increased. Accordingly, it can
be said that Korea is in a positive position to introduce a special rule for direct claims

in the KPILA.

Prof. Yokomizo, on the other hand, is of the opinion that instead of introducing
special rule for the direct claim, it would be preferable to continue to discuss the
appropriate applicable law between the law applicable to torts and the law applicable
to insurance contract laws. In connection with this conclusion, | am of the opinion that
in the respect that Rome Il Art. 18, German EGBGB Art. 40(4), Swiss PILA Art. 141 and
Taiwan's PILA Art. 29 allow the victim may directly claim against the insurer when a
direct claim is recognized under the law of torts or the law of insurance contracts, it
seems that it might not be necessary to find out which of the two laws is more
appropriate, but if one of them recognizes a direct claim, it may be a way to quickly
protect the victim. In particular, given that English law is often designated as the law
applicable to maritime liability insurance contracts and that it is difficult to exercise a
direct claim under English law, it seems desirable to allow a choice between the two
connection, namely the law of insurance contracts and the place of tort. | would be
very grateful if you could introduce a little more about the discussions in Japan in this

regard.

Once again, I'd like to thank you Prof. Yokomizo for your remarkable and

excellent presentation, and I'll end this short and poor discussion here.
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Special Rules on Consumer Contracts and Employment Contracts

(Protection of the Weaker Party)

Ai MURAKAMI (Hokkai-Gakuen University)

I. Introduction

II. Special Rules for Consumer Contracts and Employment Contracts in the AGRAL
II. Similarities and Differences between the AGRAL and the KPIL

IV. Final Remarks

I. Introduction

The Act on General Rules for Application of Laws! (“AGRAL”), which entered into
force in 2007, introduced special choice-of-law rules for consumer and employment contracts.
These special rules are one of the main features of the revised law, and their basic idea is to
protect the weaker parties in terms of unequal bargaining power. The general rules for
contracts are laid down in Articles 7-10 AGRAL. Articles 7 and 9 AGRAL allow the parties to
choose the law applicable to their contract. If the parties have not made an express nor implicit
choice, Article 8 (1) AGRAL provides for the application of the law of the country with which
the contract was most closely connected at the time of its conclusion. Special rules for
consumer contracts and employment contracts are laid down in Articles 11 and 12 AGRAL,
respectively, and both of which adopt essentially the same protective rules modeled on the
Rome Convention. The special rules adopted in the AGRAL allow the parties to choose the
applicable law, but ensure that the consumer and the employee are not deprived of the
protection they would otherwise have enjoyed in the absence of a choice of law.

The Korean Private International Law (“KPIL”) also provides special rules for
consumer and employment contracts that are modeled on the Rome Convention (Articles 47
and 48 KPIL), and in this respect, Korean law and Japanese law have something in common.
This presentation discusses the special rules for consumer and employment contracts (note
that this report deals only with the rules of formation and effect, not with the formalities due
to time constraints). In the following, I will first introduce the Japanese rules and court
decisions, followed by a comparative analysis of the similarities and differences with the

Korean rules, and then examine some issues.

I Law No. 78 of 21 June 2006.



II. Special Rules for Consumer Contracts and Employment Contracts in the AGRAL

This section presents the special rules for consumer contracts and employment
contracts in the AGRAL in the following order: safeguards for the choice of a law other than
the objectively applicable law (1), determination of the objectively applicable law (2), and

consumer contracts and employment contracts subject to the special rules (3).

1) Safeguards for the Choice of a Law other than the Objectively Applicable Law
a. Opverview of the Rules

According to Articles 11 (1) and 12 (1) AGRAL, the parties may choose the law
applicable to their contract. However, if the law chosen by the parties is not the objectively
applicable law, certain mandatory rules of the objectively applicable law will also apply.
Contrary to Articles 5 and 6 of the Rome Convention, which require judges to compare the
law chosen by the parties with the objectively applicable law, Articles 11(1) and 12(1) AGRAL
provide that a certain mandatory rule of the objectively applicable law applies only if the
consumer/employee specifies the relevant mandatory rule and expresses his/her intention to
have it applied. This approach, which allows for the application of both the law chosen by the
parties and the objectively determined law, is justified in terms of the protection of the weaker
party. It should be noted that the preferential approach provided for in the Rome Convention
and the Rome I Regulation has not been adopted because it would be difficult and

burdensome for judges to compare the rules of two different legal systems.

b. Court Decisions
There are five court decisions in which the application of Article 11(1) AGRAL was
at issue. Four of them concerned the validity of an investment contract between a U.S.
corporation incorporated in Nevada and Japanese consumers (the applicable law was Nevada
law).? In each case, the court applied the Japanese mandatory rules and declared the contract
invalid. The other case involved a claim for damages for breach of a passenger transportation
contract between a shipping company incorporated in Panama and Japanese consumers (the

applicable law was English law).? The court refused to apply the Japanese mandatory rule on

2 Judgment of Tokyo District Court, 17 January 2017, LEX/DB25538647; Judgment of
Tokyo District Court, 31 January 2017, 2017WLJPCA01318037; Judgment of Tokyo District
Court, 30 March 2017, 2017WLJPCA03308004; Judgment of Tokyo District Court, 25 May
2017, 2017WLJPCA05258019.

3 Judgment of Tokyo High Court, 29 June 2017, 2017WLJPCA06296007.



the ground that the judicially created doctrine that the consumers sought to apply did not fall
within the “mandatory rules” of Article 11 (1) AGRAL.

With regard to employment contracts, there are six court decisions in which
employees have requested the application of the mandatory rules of the law most closely
connected with the contract under Article 12(1) AGRAL. In two of these cases, the
application of Article 12(1) AGRAL was refused because the law most closely connected with
the contract was chosen.* In three of the remaining four cases, where the work was mainly
carried out in Japan and the parties had chosen foreign law, the court applied the mandatory
rules of Japanese law under Article 12 (1) AGRAL.> The last case, decided in March this year,
is noteworthy in that it is the first time that a Japanese court has applied mandatory rules of
foreign law under Article 12 (1) AGRAL.% The case concerned Japanese flight crews on an
international flight operated by a Dutch airline. Although the parties had chosen Japanese law
and were on board based in Japan, the court held that Dutch law was the law most closely
connected with the contract.

The AGRAL rules have been criticized as lacking protection because they require
consumers and employees to identify the relevant mandatory rules and express an intention
to seek their application. However, judging from the court decisions, such a shift of the burden

to consumers or employees seems to have worked well so far.

2) Determination of the Objectively Applicable Law
a. Overview of the Rules

In the absence of a choice of law by the parties, the contract is governed by the law
that is objectively applicable (Article 11(2) and Article 8 (1) AGRAL), so that this law must
always be determined for consumer contracts and employment contracts, regardless of
whether the parties have chosen the law or not. For consumer contracts, the objectively
applicable law is always the law of the consumer’s habitual residence, while for employment
contracts it is the law most closely connected with the contract. As with the general rules for
contracts, the principle of the closest connection in combination with the presumption rules

also applies to the employment contract. However, the presumption based on the

* Judgment of Osaka District Court, Sakai Branch, 17 March 2016, 2016 WLJPCA03176001;
Judgment of Tokyo Hich Court, 24 October 2018, Rohan 1221, 89.

5 Judgment of Tokyo District Court, 18 December 2013, 2013WLJPCA12188004; Judgment
of Tokyo District Court, 20 May 2016, 2016WLJPCA05208002; Judgment of Tokyo District
Court, 26 September 2016, 2016 WLJPCA09268020.

¢ Judgment of Tokyo District Court, 27 March 2023, Rohan 1287, 17.



characteristic performance (Article 8 (2) AGRAL) does not apply to the employment contract.
According to Article 12 (2) AGRAL, the employment contract is presumed to have the closest
connection with the place where the work should be provided under the employment contract
or, if this place cannot be identified, with the place of business at which the employee was
engaged. The reason why flexible rules have been adopted for employment contracts is that
these contracts are continuous and there are various types of work, so the circumstances

surrounding them may vary from case to case.

b. Court Decisions

In all the court decisions concerning consumer contracts, the plaintiffs were
consumers with their habitual residence in Japan, and there were no cases in which the
determination of the law of the consumer’s habitual residence was disputed. On the other
hand, with respect to employment contracts, the determination of the law of the place most
closely connected with the contract, which involved identifying the presumed place and
determining whether that presumption could be rebutted, became a highly controversial issue.
The solution is relatively straightforward where the employee has worked continuously in one
country. In all but one such case, the court has found that country to be the “place of work”
presumed to be most closely connected with the contract, and has not rebutted the
presumption.’

Issues that have arisen in court decisions regarding employment contracts include:
1) when an employee habitually performs work in one country, but is then transferred to
another country, which country is the “place of work” for purposes of the presumption, 2) in
what cases the “place of work” cannot be determined, 3) what is meant by “the place of
business at which the employee was engaged,” and 4) when it is appropriate to rebut the
presumption.

First, in cases where the employee works consecutively in more than one country,
the question is whether the “place of work” changes with the transfer. In the case of an
employee who worked at the UK headquarters for one year and then at a Japanese subsidiary

for about three years, the court held that the “place of work” changed from the UK to Japan

" Judgment of Tokyo District Court, 18 December 2013, 2013WLJPCA12188004; Judgment
of Osaka District Court, Sakai Branch, 17 March 2016, 2016 WLJPCA03176001; Judgment of
Tokyo District Court, 20 May 2016, 2016 WLJPCA05208002; Judgment of Tokyo High Court,
24 November 2016, Rohan 1158, 140; Judgment of Tokyo High Court, 10 April 2019,
2019WLJPCA04106011.



during the term of the contract.® Some scholars argue that the “place of work” does not
change if the employee temporarily carries out work in another country and then plans to
return, but the court only recognized the possibility of change and did not provide clear
criteria as to when the “place of work” can change.

Second, according to the explanation at the time of the legislation, cases where the
“place of work” cannot be determined are assumed to be the case of employees who perform
duties that span several jurisdictions (e.g., crew members of international airline flights) and
the case of work performed without specifying the place of work (e.g., online program
development). There is one case in which the court held that the “place of work” could not be
determined for flight attendants.’

Third, there are two major schools of thought as to the meaning of the “place of
business at which the employee was engaged.” One is based on the location of the place of
business where the employee was hired, i.e., the location of the place of business where the
employment contract was entered into, and the other is based on the location of the place of
business where the management and employment administration are conducted. The court
decision that decided this issue involved employees working as Japanese flight attendants for
a Dutch airline, and in line with the latter’s view, held that the Netherlands was the “place of
business at which employee was engaged”.!°

Finally, the presumption may be rebutted if it appears from the circumstances as a
whole that the contract is more closely connected with another country. In making this
determination, the court may consider all the circumstances, but it is unclear whether the
presumption in Article 12(2) AGRAL is strong or weak and what the relevant factors are.
Some argue that the presumed applicable law will only be displaced if there is a clear
preponderance of factors in favor of another jurisdiction. However, in cases where the “place
of work” was the presumed applicable law and other factors, such as the place of conclusion
of the contract or the place of employment management, were located elsewhere, some courts

have overturned the presumption!'! and others have not.!?

8 Judgment of Tokyo District Court, 26 September 2016, 2016 WLJPCA09268020.
9 Judgment of Tokyo District Court, 27 March 2023, Rohan 1287, 17.

19 Judgment of Tokyo District Court, 27 March 2023, Rohan 1287, 17.

11 Judgment of Tokyo Hich Court, 24 October 2018, Rohan 1221, 89.

12 Judgment of Tokyo District Court, 26 September 2016, 2016 WLJPCA09268020.



3) Consumer and Employment Contracts subject to the Special Rules

Contracts concluded between a consumer and a business operator are subject to the
protection provided by Article 11 (1)-(5) AGRAL, but when contracts fall under one of the
four scenarios listed in paragraph 6, the general rules on contracts contained in Articles 7-10
AGRAL should be applied. These can be divided into two types. The first is based on the idea
of the “active consumer”. According to Article 11 (6)( i ) and (ii ), “active consumers” who
voluntarily go to the place where the business operator is located in order to conclude a
contract or receive full performance of the obligation are not protected. However, active
consumers are protected again if he/she went to the place upon a “solicitation” by the business
operator. The second is based on the idea of appearance. According to Article 11 (6) (iii ) and
(iv), the consumer is not protected if the business operator did not know the consumer’s
habitual residence or mistakenly believed that the other party was not a consumer and had
reasonable grounds for such ignorance or mistaken belief. With regard to employment
contracts, there is no definition of a protected “employment contract,” nor is there any
provision providing for exclusion from the protection of Article 12 AGRAL.

There are no court decisions that have determined whether a contract qualifies for
protection under Articles 11 or 12 AGRAL. In particular, it remains to be seen, what kind of
activity by a business operator towards active consumers constitutes a “solicitation” under
Articles 11(6) (i) and (ii) AGRAL. The prevailing view is that e-mails. etc. to individual
consumers constitute “solicitation”. However, it may become an issue in the future whether
activities that are less specific to individuals, such as targeted advertising based on user data
on the Internet, or advertising activities directed to the consumer’s habitual residence (e.g.,

opening a website in Japanese), also constitute “solicitation”.

II. Similarities and Differences between the AGRAL and the KPIL

In this section, after identifying the similarities and differences between the AGRAL
and the KPIL, we would like to raise some questions about the interpretation and application
of the KPIL in light of these considerations. Please note that my understanding of the Korean

rules may be incorrect, in which case, please provide me with the correct information.

1) Safeguards for the Choice of a Law other than the Objectively Applicable Law

Both the AGRAL and the KPIL’s special rules on consumer and employment
contracts are modeled on the Rome Convention. They share the same basic structure of
allowing the parties to choose the applicable law, while guaranteeing consumers and
employees the application of an objectively determined law. An important difference in this

respect is that, the KPIL adopts the preferential approach provided for in the Rome



Convention (Articles 47(1) and 48(1) KPIL), whereas the AGRAL requires consumers and

employees to express their intention to seek the application of a specific mandatory rule

(Articles 11(1) and 12(1) AGRAL). The AGRAL did not adopt the preferential approach out

of concern for the burden on judges in comparing the laws of two different legal systems.
My questions regarding the KPIL are as follows.

1. How many court decisions have applied a law other than the law chosen by the parties
pursuant to Articles 47(1) and 48(1) KPIL? Please also tell us about any trends or
characteristics of the cases.

2. Have judges compared the law of two different legal systems without any particular

problem?

2) Determination of the Objectively Applicable Law

For consumer contracts, both the AGRAL and the KPIL provide that the objectively
applicable law is the law of the consumer’s habitual residence (Article 11 AGRAL and Article
47 KPIL). For employment contracts, the rules of the AGRAL and the KPIL are similar in
substance, but the decision-making process is somewhat different. According to Article 48 (2)
KPIL, the objectively applicable law is the law of the country where the employee habitually
carries out his work or, if the employee does not habitually carry out his work in any one
country, the law of the place of business that engaged him. The AGRAL has made the law
most closely connected with the contract the objectively applicable law, and provides for a
presumption based on factors similar to those used in the KPIL (Article 12 (2) AGRAL).
Since the AGRAL gives the court wide discretion in determining the place most closely
connected with the contract, including whether the presumption can be rebutted, it may be
somewhat difficult for parties to predict this law.

My questions regarding the KPIL are as follows.

1. How many court decisions have applied Article 48 KPIL to determine the law of the
place of work or the law of the place of business that engaged the employee as the
objectively applicable law? In what cases is it understood that the law of the place of
business where the employee was engaged applies? What about crew members of
an international airline?

2. Have there been any court decisions applying “the law of another country most
closely related to the contract” under a general exception clause in Article 21 KPIL?

3. How would you evaluate the court decisions in terms of the parties’ foreseeability of

the objectively applicable law?



3) Consumer and Employment Contracts subject to the Special Rules

Like the AGRAL, the KPIL provides that the special rules for consumer contracts do
not apply if certain conditions are met. Article 42 (1) KPIL defines a “consumer contract”
that is eligible for protection in the following three cases: ( i ) where a business entity
conducts business activities within or towards the country of consumer’s habitual residence
and the contract falls within the framework of such business activities, (ii ) where a business
entity receives an order from a consumer in the consumer’s country of habitual residence,
(iii ) where a business entity encourages a consumer to place an order in a country other than
his or her country of habitual residence. The basic concept of excluding “active consumers”
from the protection is common to both the AGRAL and the KPIL. The main difference is that
the KPIL has a criterion that focuses on the business activities of a business entity in or
towards the country of the consumer’s habitual residence, whereas the AGRAL does not have
a criterion based on the business activities in general, but only on the individual activity of
“soliciting” active consumers (Articles 11(6)( i) and (ii) AGRAL). Instead, the AGRAL
provides exceptions based on the idea of appearance, focusing on the ignorance or
misidentification of the business operator. Incidentally, with regard to employment contracts,
the KPIL, like the AGRAL, does not contain any specific provisions on exceptions.

My questions regarding the KPIL are as follows.

1. How many court decisions have determined whether the consumer contract in
question was eligible for protection under Article 47 KPIL? If there are such cases,
please let us know what requirements were at stake and what decisions were made.

2. The KPIL contains the phrase “solicitation of transactions through advertisements”
as an example of business activities of a business entity in a consumer’s habitual
residence (Article 42 (1)( i )KPIL). Does this include setting up a website on the
Internet, etc.? If there is any discussion about the significance of business activities
“towards” the country of the consumer’s habitual residence, especially activities on

the Internet, please explain.

IV. Final Remarks

This presentation has introduced the Japanese rules and court decisions on the
special provisions of consumer and employment contracts, and made a brief comparison with
the Korean rules. Since a comparative study of the rules in Japan and Korea would be
beneficial for the future development of this field, we would be grateful if you could exchange

opinions and provide us with information on the Korean rules.



ANNEX: AGRAL and KPIL (special rules on consumer and employment contracts)

Act on General Rules for Application of Laws (Japan)

Article 11(Special Provisions for Consumer Contracts)

(1) Even when the law applicable to the formation and effect of a contract (excluding a labor
contract: hereinafter referred to as a “Consumer Contract” in this Article) between a
consumer (meaning an individual, excluding an individual who becomes a party to a contract
as a business or for a business; hereinafter the same applies in this Article) and a business
operator (meaning a juridical person and any other association or foundation and an
individual who becomes a party to a contract as a business or for a business; hereinafter the
same applies in this Article) as a result of a choice or a change of law under Article 7 or Article
9 is a law other than the law of the consumer’s habitual residence, if the consumer has
manifested their intention to the business operator that a specific mandatory provisions from
within the law of the consumer’s habitual residence should be applied, the mandatory
provisions also apply to the matters stipulated by the mandatory provisions with regard to the
formation and effect of the Consumer Contract.

(2) Notwithstanding Article 8, in the absence of a choice of law under Article 7 with regard
to the formation and effect of a Consumer Contract, the formation and effect of the Consumer
Contract are governed by the law of the consumer’s habitual residence.

(3) Even where a law other than the law of a consumer’s habitual residence is chosen under
Article 7 with regard to the formation of a Consumer Contract, if the consumer has manifested
their intention to the business operator that a specific mandatory provisions from within the
law of the consumer’s habitual residence should be applied to the formalities for the Consumer
Contract, the mandatory provisions exclusively apply to the matters stipulated by the
mandatory provisions with regard to the formalities for the Consumer Contract,
notwithstanding paragraphs (1), (2) and (4) of the preceding Article.

(4) Where the law of a consumer’s habitual residence is chosen under Article 7 with regard to
the formation of a Consumer Contract, if the consumer has manifested their intention to the
business operator that the formalities for the Consumer Contract should be governed
exclusively by the law of the consumer’s habitual residence, the formalities for the Consumer
Contract are governed exclusively by the law of the consumer’s habitual residence,
notwithstanding paragraphs (2) and (4) of the preceding Article.

(5) In the absence of a choice of law under Article 7 with regard to the formation of a
Consumer Contract, notwithstanding paragraphs (1), (2) and (4) of the preceding Article,
the formalities for the Consumer Contract are governed by the law of the consumer’s habitual

residence.



(6) The preceding paragraphs of this Article do not apply in any of the following cases:

(i) where a business operator’s place of business that is connected with a Consumer Contract
is located in a place governed by a different law from the law of a consumer’s habitual
residence, and the consumer proceeds to a place governed by the same law as the law of the
place of business and concludes the Consumer Contract there; provided, however, that this
does not apply where the consumer has been, in the place of their habitual residence, solicited
by the business operator to conclude the Consumer Contract in a place governed by the same
law as the law of the place of business;

(i) where a business operator's place of business that is connected with a Consumer Contract
is located in a place governed by a different law from the law of a consumer’s habitual
residence, and the consumer has received or has been supposed to receive the entire
performance of the obligation under the Consumer Contract in a place governed by the same
law as the law of the place of business; provided, however, that this does not apply where the
consumer is, in the place of their habitual residence, solicited by the business operator to
receive the entire performance of the obligation in a place governed by the same law as the
law of the place of business;

(iii) where at the time of conclusion of a Consumer Contract a business operator did not know
a consumer's habitual residence, and had adequate grounds for not knowing that; or

(iv) where at the time of conclusion of a Consumer Contract a business operator misidentified
the counterparty as not being a consumer, and had adequate grounds for making that

misidentification.

Article 12 (Special Provisions for Labor Contracts)

(1) Even where the applicable law to the formation and effect of a labor contract as a result of
a choice or change under Article 7 or Article 9 is a law other than the law of the place with
which the labor contract is most closely connected, if a worker has manifested their intention
to an employer that a specific mandatory provisions from within the law of the place with
which the labor contract is most closely connected should be applied, that mandatory
provisions also apply to the matters stipulated in the mandatory provisions with regard to the
formation and effect of the labor contract.

(2) For the purpose of the application of the preceding paragraph, the law of the place where
the work should be provided under the labor contract (in cases where that place cannot be
identified, the law of the place of business at which the worker was employed; the same applies
in paragraph (3)) is presumed to be the law of the place with which the labor contract is most

closely connected.



(3) In the absence of a choice of law under Article 7 with regard to the formation and effect
of a labor contract, notwithstanding Article 8, paragraph (2), the law of the place where the
work should be provided under the labor contract is presumed to be the law of the place with
which the labor contract is most closely connected with regard to the formation and effect of

the labor contract.

Act on Private International Law (Korea)

Article 42 (Jurisdiction over Consumer Contracts)

(1) Where a consumer who has a habitual residence in the Republic of Korea concludes a
contract for a purpose other than his or her occupation or business activities, he or she may
file a lawsuit with the court against the other party to the contract (referring to a person who
concludes a contract for his or her occupation or business activities; hereinafter referred to as
“business entity”) in any of the following cases:

1. Where a business entity engages in occupation or business activities, such as solicitation
for transactions through advertising, before the conclusion of a contract in a country in which
a consumer has a habitual residence (hereinafter referred to as “country of habitual
residence”) or where a business entity engages in occupation or business activities, such as
solicitation for transactions through advertising in a territory not included in the consumer’s
country of habitual residence toward the country of habitual residence, and where the contract
falls under the scope of the business entity’s occupation or business activities;

2. Where a business entity receives an order from a consumer in the consumer’s country of
habitual residence;

3. Where a business entity encourages a consumer to place an order in a country other than
his or her country of habitual residence.

(2) Where the habitual residence of a customer is in the Republic of Korea, a business entity
may file a lawsuit over a contract under paragraph (1) (hereinafter referred to as “consumer
contract”) against the consumer in the court only.

(3) Where the parties to a consumer contract reach an agreement on international jurisdiction
under Article 8, such agreement shall be effective only in any of the following cases:

1. Where an agreement on international jurisdiction is reached after the occurrence of a
dispute;

2. Where an international jurisdiction agreement allows a consumer to file a lawsuit not only

with the court, but also with a foreign court.



Article 43 (Jurisdiction over Employment Contracts)

(1) Where an employee provides his or her labor habitually or provided such labor for the last
time in the Republic of Korea, he or she may file a lawsuit against the employer with the court.
The same shall also apply where the employee did not or does not habitually provide labor in
the Republic of Korea, but the place of business in which the employer hired him or her existed
or exists in the Republic of Korea.

(2) A lawsuit regarding an employment contract initiated by an employer against an employee
may be filed with the court only, where the employee has a habitual residence in the Republic
of Korea or where he or she habitually provides labor in the Republic of Korea.

(3) Where the parties to an employment contract reach an agreement on international
jurisdiction under Article 8, such agreement shall be effective only in any of the following
cases:

1. Where a dispute has already occurred;

2. Where an international jurisdiction agreement allows a consumer to file a lawsuit not only

with the court, but also with a foreign court.

Article 47 (Consumer Contract)

(1) Even where the parties to a consumer contract choose the applicable law, the protection
given to the consumer pursuant to the mandatory provisions of the country in which the
habitual residence of the consumer is located shall not be deprived.

(2) Where the parties to a consumer contract do not choose the applicable law, the law of the
habitual residence of the consumer shall govern, notwithstanding Article 46.

(3) Notwithstanding Article 31 (1) through (3), the method of a consumer contract shall be

governed by the law of the habitual residence of the consumer.

Article 48 (Employment Contract)

(1) Even where the parties to an employment contract choose the applicable law, the
protection given to the employee pursuant to the mandatory provisions of the country of the
applicable law designated under paragraph (2) shall not be deprived.

(2) Where the parties to an employment contract do not choose the applicable law, the
employment contract shall be governed by the law of the country in which the employee
habitually provides his or her labor, notwithstanding Article 46, and where the employee does
not habitually provide his or her labor within one country, the law of the country, in which the

place of business of the employer who hires the employee is located, shall govern.



**Article 21 (Exception to Designation of Applicable Law)

(1) Where the applicable law designated under this Act is slightly related to the corresponding
legal relationship and where the law of another country most closely related to such legal
relationship obviously exists, the law of the other country shall govern.

(2) Paragraph (1) shall not apply if the parties choose the applicable law by agreement.



Discussion - Special Rules on Consumer Contracts and Employment Contracts

(Protection of the Weaker Party)

Seong-Ho KIM (Pukyong National University)

| would like to thank Professor Ai MURAKAMI for her insightful analysis. The conference
presentation introduced the choice-of-law rules on consumer contracts and employment
contracts under Japanese Act on General Rules for Application of Laws ("AGRAL"), and compared
them with those of Korean Private International Law (“KPIL") in detail. | would like to answer

the questions as follows.

1. Safeguards for the Choice of a Law other than the Objectively Applicable Law

1. How many court decisions have applied a law other than the law chosen by the parties
pursuant to Articles 47(1) and 48(1) KPIL? Please also tell us about any trends or
characteristics of the cases.

2. Have judges compared the law of two different legal systems without any particular

problem?

According to Article 47(1) KPIL, even if the parties to a consumer contract choose the
governing law, the mandatory rules of the country of the consumer's habitual residence shall
prevail. According to Article 48(1) KPIL, a choice of law made by the parties to a employment
contract shall not have the result of depriving the employee of the protection afforded to
him/her by the mandatory rules of the law which would be applicable in the absence of
choice. There appears to be a small amount of case law on these topics. This makes it difficult
to analyze trends or characteristics in case law. It is however worth noting that many scholars
agree that recognizing an overly broad scope for mandatory rules in situations where the
parties have agreed on the governing law would undermine party autonomy more than
necessary. While we'll have to wait for the accumulation of precedents, | would like to introduce

two prominent cases of the Supreme Court and the lower court in the following.


https://en.dict.naver.com/#/entry/enko/feb3558a03e345158109bc9e906e5185

(1) Korean Supreme Court Judgment 2017Da219232 dated 13 April 2023

In this case, the plaintiffs, users of Google services, sought disclosure of the transfer of
personal information to third parties and damages in the form of compensatory damages for
the refusal to disclose from defendant Google Incorporated and defendant Google Korea
Limited. The Supreme Court held that the plaintiffs were protected by Article 30(2) and (4) of
the former Act on Promotion of Information and Communications Network Utilization and
Information Protection (“Information and Communications Network Act”), which is a

mandatory provision despite the governing law agreement:

@ The right of users to request access and provision of information under the Information
and Communications Network Act (Article 30, paragraph 2) embodies the constitutional
right to self-determination of personal information (fELA&#R B 3R EHE) and has inherent
limitations, so information and communications service providers may restrict or refuse
the access and provision if there is a legitimate reason, and in particular, if a foreign law
imposes a duty of non-disclosure, the contents of such foreign law may also be

considered in determining the existence of a legitimate reason.

@ However, the existence of the above-mentioned foreign laws alone does not constitute
legitimate reason, and the Company must comprehensively consider whether the non-
disclosure obligation under the foreign laws is in accordance with the content and
purpose of the Constitution, laws, etc. of the Republic of Korea, whether the need to
respect the foreign laws is significantly superior to the need to protect personal
information, and whether the non-disclosure requirements required by the foreign laws

have been met and the Company has actually borne the non-disclosure obligation.

@ In addition, even if a legitimate reason is recognized, the information and communication
service provider must specify the items, and in particular, even if the information is
provided to a foreign investigative agency for reasons such as national security or criminal
investigation, the Company must provide the record of the provision of the information

to the users unless such reason has already ended.

In conclusion, the Supreme Court held that Defendant Google was obligated to disclose the

status of the information to Plaintiffs even if U.S. law provided for a duty of non-disclosure.



(2) Seoul High Court Judgment 2019Nu38108 dated 20 May 2020

This is a case in which a Netherlands-based online platform operator for accommodation
booking service posted a "non-refundable" condition under "Conditions" or "Optional" in the
"Room Type" section of a listing found on its platform, which prevented customers from
receiving a refund of their pre-paid accommodation if they booked a room with the non-
refundable condition and then canceled it. The court held that even though the company does
not have a sales office in Korea, it operates a Korean-language platform for domestic consumers
and conducts business through advertisements on domestic Internet portal sites, and Korean
consumers use the company's platform in Korea to perform acts necessary to conclude a
contract, so the platform use contract and the accommodation contract constitutes a ‘consumer
contract' protected by the former Article 27 KPIL and are subject to the Act on the Regulation

of Terms and Conditions (“Terms and Conditions Act”), which is a mandatory law.

@ However, since the non-refundable clause is included in the accommodation contract and
the parties to the accommodation contract are the accommodation provider and the customer,

the company is not a party to the accommodation contract.

@ The accommodation provider decides whether to include the non-refundable clause in
the accommodation contract, so it is difficult to see the non-refundable clause as the platform

provider's terms and conditions.

® The company cannot be seen as a person who proposes the non-refundable clause to the
customer as its terms and conditions, so it is not a business entity under the Terms and

Conditions Act.

2. Determination of the Objectively Applicable Law

1. How many court decisions have applied Article 48 KPIL to determine the law of the place

of work or the law of the place of business that engaged the employee as the objectively

applicable law?
2. In what cases is it understood that the law of the place of business where the employee

was engaged applies? What about crew members of an international airline?
3. Have there been any court decisions applying “the law of another country most closely
related to the contract” under a general exception clause in Article 21 KPIL?

4. How would you evaluate the court decisions in terms of the parties’ foreseeability of the

objectively applicable law?




Currently, it's hard to find cases related to the above questions 1, 2 and 3. For example, the
Supreme Court denied the existence of an employment contract between the Bulgarian pilots
and Asiana Airlines to which they were assigned.” If the contractual relationship had been
affirmed in the case and the objective connection to the governing law had been in question,
the test for determining the law of the place of work (/ex loci laboris) or the law of the place

of business would have been discussed as well.

3. Consumer and Employment Contracts subject to the Special Rules

1. How many court decisions have determined whether the consumer contract in question
was eligible for protection under Article 47 KPIL? If there are such cases, please let us know
what requirements were at stake and what decisions were made.

2. The KPIL contains the phrase “solicitation of transactions through advertisements” as an
example of business activities of a business entity in a consumer’s habitual residence (Article
42 (1)(i )KPIL). Does this include setting up a website on the Internet, etc.? If there is any

discussion about the significance of business activities "towards” the country of the

consumer’s habitual residence, especially activities on the Internet, please explain.

(1) | think that "Article 47" of the above question 1 is a misprint for "Article 42" in context.
Presently, it is difficult to find a case that recognizes ‘protective jurisdiction’ under Article 42
KPIL. This Article provides special rules of jurisdiction for consumer contracts primarily to
protect 'passive consumers'. The essence of paragraph 1 is to recognize, for the sake of
consumer protection, an international rule of jurisdiction (i.e., plaintiff's jurisdiction) that flies
in the face of the principle of actor sequitur forum rei (the plaintiff follows the defendant's
forum), a fundamental principle of civil procedure in continental-european law since roman
law. In short, in order for Article 42 to apply, the contract must be one that the consumer
enters into outside of his or her professional or business activities and, in addition, the

consumer must, in principle, be a so-called ‘passive consumer".

(2) In order for Article 42 (1) (i) to apply, a business entity must: @D-1 engage in professional
or business activities (hereinafter referred to as "business activities" for convenience only),
including the solicitation of transactions through advertisements, in the country of the

consumer's habitual residence prior to the conclusion of the contract; or @-2 engage in

! Korean Supreme Court Judgment 2002Da56130, 56147 dated 25 June 2004



business activities, including the solicitation of transactions through advertisements, toward the
country of the consumer's habitual residence outside that country; and @ the contract must
fall within the scope of business activities of the business entity. In this context, solicitation of
transactions through advertisements includes advertisements on Internet websites. For example,
if a foreign business entity engages in business activities such as solicitation of transactions
through advertisements in Korea, or engages in business activities such as solicitation of
transactions through advertisements towards Korea through telecommunications or Internet,
even if it does not engage in such activities in Korea, Article 42 (1) (i) can be applied. If a
korean consumer travels to a foreign country and purchases goods there on their own, even
though the business entity has not conducted business activities in Korea or through the
Internet, the consumer is an active consumer (or mobile consumer) and is not subject to Article

42.

In particular, -2 introduces a "targeted activity criterion" (or "directed to" criterion) to take
into account consumer contracts concluded over the Internet or by electronic transactions.
Here, the "directed activity test" limits the scope of protective jurisdiction by limiting protection
to passive consumers (in principle) with a domicile in the destination. According to the general
view, the establishment of a website that merely displays advertisements and is accessible to
consumers does not constitute the targeted activity, but the establishment and operation of
an interactive website that allows consumers to access the site, click to place an order, and pay
for the order may be considered to be the targeted activity in a specific country. However, if
this were to be fully recognized, the scope may be overly broadened to include, for example,
business activities through the Internet that are written in English and oriented toward the
entire world, so it is necessary to limit the scope appropriately. In this regard, it is worth
referring to the judgment of the European Court of Justice?, which presented the criteria for
determining "directed activities" (auf den Wohnsitzmitgliedstaat des Verbrauchers

,ausgerichtete” Tatigkeit) in Internet transactions.

2 Judgment of the Court (Grand Chamber) of 7 December 2010, Peter Pammer v Reederei Karl Schliter
GmbH & Co. KG (C-585/08) and Hotel Alpenhof GesmbH v Oliver Heller (C-144/09)


https://curia.europa.eu/juris/liste.jsf?num=C-585/08&amp;language=en
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Transnational Act of Working of Network-related Invention and Scope of Effect of Japanese Patent
Rights:
Two Recent Judgments of Intellectual Property High Court of Japan

Yusuke Tanemura*

Introduction
I. Key Cases
1. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 1)
2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)
II. Background
1. Applicable Law
2. Finding of Transnational Patent Infringement
3. Joint Tort
III. Analysis
1. Law Applicable to Finding of Transnational Patent Infringement
2. Remaining Issues: Joint Tort

Conclusion

Introduction

Network-related invention refers to inventions that can be worked by a combination of multiple
computers, such as servers and clients, connected via a network. It includes both product and process
inventions. The characteristics of acts infringing network-related inventions are that (i) the infringing act
may be jointly committed by several actors and (ii) the infringing act may occur partly outside the
country.! With regard to (ii), each element of a network-related invention is connected by informational
relationships. Therefore, even if part of the act of infringing a network-related invention occurs outside the
country, the technical effect of the invention is realized much like if all these elements were present in one

country.?

* Professor of Private International Law, Waseda University, Japan. This paper was prepared for the 3rd
KOPILA-PILAJ Joint Symposium of 2023 “Current Developments in the Law and Practice of Japanese
Choice-of-Law Rules” held at Dong-A University School of Law (Busan, Republic of Korea) on
September 16, 2023. I would like to thank Prof. O Seoeg-Ung (Cheongju University, Korea) and Prof. LEE
Joo Yeon (Hanyang University, Korea). This work was also supported by JSPS KAKENHI Grant Number
JP22K01177.

! Chiteki Zaisan Kenkyujo [Institute of Intellectual Property], “Nettowaku Kanren Hatsumei niokeru
Kokkyo o mataide Kosei sareru Shingaikoi nitaisuru Tekisetsu na Kenrihogo no Arikata nikansuru Chosa
Kenkyu Hokokusho [Report on the State of Appropriate Protection of Intellectual Property Rights for
Cross-Border Infringement in Network-related Invention]” (2017), available at
<https://warp.da.ndl.go.jp/info:ndljp/pid/11250662/www.jpo.go.jp/resources/report/sonota/document/zaisa
nken-seidomondai/2016_11.pdf> (last visited on August 31, 2023), pp. 5, 8-10.

2 Ryuta Hirashima, “‘Kokkyo o matagu Shingaikoi’ to Tokkyoho niyoru Hogo no Mondai [‘Cross-Border



The two key cases concerning network-related inventions recently heard by the Intellectual Property
High Court of Japan involve acts of infringement that occurred partly outside Japan. Importantly, the Court
held that, unlike previous Japanese precedents, these acts constitute infringement. On the other hand,
interestingly, these two judgments have different conclusions regarding the formation of a joint tort,
despite the similar factual situation.

In this paper, I examine these two issues, reviewing precedents in Japan and Korea.

I. Key Cases

In these cases, plaintiff X (DWANGO Co., Ltd, a Japanese corporation) brought several actions against
defendants Y1 (FC2 Inc., a US corporation) and Y2 (Homepage System, Inc., a Japanese corporation) in
Japanese courts seeking an injunction and damages grounded on the infringement of X’s Japanese patent
rights. Each of X’s patents relates to a function that enables users to exchange comments on a video screen
in a video hosting service. Y1 provides a video-sharing service with comments on the Internet. Y1’s web

servers, comments servers, and video streaming servers are located in the US.

1. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 1)}

In DWANGO v. FC2 (No. 1), X, who holds patent rights for the inventions of “display device” and
“program,” sued Y1 and Y2 seeking an injunction and damages on the basis that the producing,
transferring, and offering to transfer or lease of the program used in Y’s services (hereinafter, “Y’s
program”), and the information-processing terminal device in which Y’s program is installed (hereinafter,
“Y’s device”) fall within the technical scope of X’s patent.

The Intellectual Property High Court concluded that Y’s program is “provided” via the Internet.* This
means that Y’s conduct constitutes “transferring or leasing” as an act of working. In that decision, the
Court held that, although the server on which Y’s program is stored is located in the territory of the US,
and that part of the providing of the program via telecommunications occurs outside Japan, the providing
can be viewed as occurring in the territory of Japan when it is considered substantively and totally.

Next, concerning the joint tort, the Intellectual Property High Court confirmed the formation of the joint
tort by holding that Y1 and Y2 communicated with each other, used each other’s acts, jointly developed (or
produced) Y’s program, and operated Y’s services. On the other hand, it also held that the subject of the

Infringement’ and Issues of Protection by Patent Law]”, Aipi Janaru [Intellectual Property Journal], No. 2
(2017), pp. 25-26.

3 Intellectual Property High Court, Judgment, July 20, 2022 (2018 (Ne) 10077), available at LEX/DB
(25572334).

4 Atrticle 2, paragraph (3), item (i) of the Japanese Patent Act (Act No. 121 of 1959) provides that “[t]he
term ‘work’ as used in this Act in respect of an invention means the following acts: (i) if the invention is a
product (including a computer program or anything equivalent; the same applies hereinafter): the act of
producing or using it, transferring or leasing it (meaning transferring it or leasing it out; this includes
providing it through a telecommunications line, if it is a computer program or anything equivalent; the
same applies hereinafter), exporting or importing it, or offering to transfer or lease it (this includes
displaying it for the purpose of transferring or leasing it; the same applies hereinafter)”.



use of Y’s device and the subject of the production (reproduction on the terminal device) of Y’s program is

the user and denied the subjectivity of Y1 and Y2 in these acts of working.

2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)°

In DWANGO v. FC2 (No. 2), X, who holds the patent rights for the inventions of the “comment
streaming systems,” sued Y1 and Y2 seeking an injunction and damages on the basis that the systems used
in Y1’s video streaming service (hereinafter, “Y’s systems”) fall within the technical scope of X’s patent
and that the streaming of Y’s files (video files and comment files) from Y’s server constitutes “production”
of Y’s systems. X also argued that Y2 played a role as a substantially integral part of Y1.

The Intellectual Property High Court concluded that the act of producing a networked system such as
the one at issue in this case constitutes the working of an invention as defined in Article 2 (3) (i) of the
Japanese Patent Law. In its judgment, the Intellectual Property High Court found that these acts included
both the sending of Y’’s files from Y’s server located in the US to a user’s terminal device located in Japan
and the receiving of the files by the user’s terminal device located in Japan. However, the Court concluded
that this act of producing “can be considered to have committed in the territory of Japan,” taking into
account that the sending and receiving can be considered to have taken place in Japan, that the user’s
terminal device located in Japan performs the main function of the invention, that the results of the
invention are expressed in Japan, and that the use of the invention may affect X’s economic interests in
Japan.

Next, regarding joint torts, the Intellectual Property High Court denied the formation of joint torts on the
basis that Y2 did not carry out the work associated with Y’s services and therefore Y2 did not “produce”
Y’s systems. The Court also held that Y1 was the entity that “produced” Y’s systems, not the user. This is

because the user did not proactively “produce” the system in question.

II. Background

1. Applicable Law

When infringements occur across borders, issues on applicable law arise. There is no special provision
on the infringement of intellectual property rights in the Japanese code of private international law, Act on

General Rules for Application of Laws (hereinafter, “AGRAL”).% In the Card Reader case’, a case under

5 Intellectual Property High Court, Judgment, May 26, 2023 (2022 (Ne) 10046), available at LEX/DB
(25572920).

¢ Act No. 78 of 2006.

7 Fujimoto v. Neuron Corporation, Supreme Court, Judgment, September 26, 2002, 56 Minshu (7) 1551
[2003] (English translation is available at the Japanese Annual of International Law, Vol. 46 (2003), p. 168
and <https://www.courts.go.jp/app/hanrei_en/detail?id=619> (last visited on August 31, 2023)). In that
case, plaintiff (appellant) X, who is a Japanese national residing in Japan and owns a US patent right on
one invention, sued defendant (appellee) Y, which is a Japanese corporation and owns a Japanese patent
right on the same invention, insisting that Y’s manufacturing and exporting act in Japan infringed on X’s
US patent right. X sought an injunction and damages against Y pursuant to Article 271 (b) of the US Patent
Act (35 U. S. C. § 271 (b)), which stipulates that whoever actively induces infringement of a patent shall
be liable as an infringer.



the old Japanese law (Horei®), the Supreme Court held that a claim for damages on the grounds of an
infringed patent is characterized as a tort, and the law of the place “where the act of directly infringing the
US patent has occurred and the result has been an infringement of the right”, i.e., US law, applies. As to
claims for injunction and disposal under the US patent right, the Court characterized it as an effect of the
patent right and held that the law of the country where the patent right was registered (US law) shall apply.
Article 17 of AGRAL on torts provides for the application of the law of the place of consequence in
principle.® Article 22 of AGRAL places some restrictions under Japanese law when the rights and
obligations relating to a tort shall be governed by a foreign law.!® With regard to such a special reservation

clause (Article 11 (2) of the Horei'"), the Supreme Court in the Card Reader case stated the following:

“[IIn light of the Patent Law and the Civil Code of Japan, it is to be examined whether or not the act of
actively inducing infringement of a patent outside of the territory where the said patent was registered

meets the prerequisite for constituting a tort.”

It concluded as follows:

“Under the laws of Japan which has employed the principle of territoriality while not having such
provision that allows the validity of a patent right to extend to the act of actively inducing infringement
outside of its own territory as in Section 271 (b) of the U.S. Patent Act, unless a legislation or treaty
comes into effect to hold this true, the act of actively inducing infringement outside of the territory of a

country where the patent is registered cannot be ruled illegal or construed to meet the requisite for

constituting a tort.”!?

8 Act No. 10 of 1898, as amended.
9 Article 17 of AGRAL (Torts)

The formation and effect of a claim arising from a tort is governed by the law of the place where the
result of the place where the results of the infringing act are produced. However, if it was not foreseeable
under normal circumstances that the results would be produced at that place, the law of the place where the
infringing act occurred shall apply.
10° Article 22 of AGRAL (Limitation on Torts by Public Policy (ordre public))

(1) In the rights and obligations relating to a tort shall be governed by a foreign law, claims for damages
or any other remedies under that law may not be claimed if the actions causing the tort are not unlawful
under Japanese law.

(2) In the rights and obligations relating to a tort shall be governed by a foreign law, even if the actions
causing the tort are unlawful both under that foreign and Japanese law, the victim may not claim any
greater recovery of damages or any other remedies than those available under Japanese law.

1" Article 11 of the Horei (Creation and Effect of Obligations Imposed by Law)

(1) The creation and effect of claims arising from management of affairs without mandate, unjust
enrichment, and unlawful acts are governed by the law of the place where the facts giving rise to the claim
occur.

(2) As to unlawful acts, the preceding paragraph does not apply where facts occurring in a foreign
country are not unlawful under Japanese law.

(3) Even if facts occurring in a foreign country are unlawful under Japanese law, the injured person shall
not recover damages or have any other remedy not available under Japanese law.

12 The Supreme Court also held that, with regard to injunction and disposal claims, Japan has adopted the



According to Article 40 of the Korean Private International Law of 2022 (hereinafter, “KPIL”), which
stipulates the choice-of-law rules for intellectual property rights, the law applicable to an infringement of
intellectual property rights should be the law of the place of infringement. Article 52 (1) of KPIL provides
that tort shall be governed by either the law of “the place where the tortfeasor committed the wrongful act”
or “the place of injury (Jocus damni)”. It stipulates the principle of lex loci delicti commissi, i.e., the law of
the place where the tort was committed. It is interpreted that the victim may choose the law advantageous
to him or her as the governing law for the tort (principle of ubiquity). In the X-Girl trademark case,"® a
case under the Korean Private International Law of 2001, the Korean Supreme Court held that the act of
inducement in Korea should be governed by Japanese law when the result of the alleged conduct occurred
in Japan. However, it held that the act in Korea did not constitute a tort because of the principle of

territoriality adopted in Japan.

2. Finding of Transnational Patent Infringement

The question of whether the act of working that includes elements outside the territory constitutes patent
infringement has been discussed in relation to the principle of territoriality (under substantive law), which
states that the effect of each country’s patent is acknowledged only within the country.'* Japanese case law
has strictly required that the act of working be completed domestically.!> There are some precedents that
hold that an act falling within the technical scope of a process invention cannot be considered an act of
working on the basis that the act is not completed in Japan'®; and that the “act of producing” as “work™ of a
product invention is limited to that in Japan, and that in order to constitute “act of producing,” a thing that

satisfies all of the elements of the invention must be newly produced in Japan.!” Recent cases, however,

principle of territoriality and that it would be contrary to public policy (Article 33 of the Horei) to apply
US law to allow these claims.

13 Korean Supreme Court, Judgment, 27 January, 2005 (2003 Da 62910). For this case, see Eonsuk Kim,
Chitekizaisanken to Kokusaishiho [Intellectual Property Rights and Private International Law], (2006), p.
142; Eonsuk Kim, “Cross-border Enforcement of Patent Rights: Limits and Solutions in Current Conflict
of Laws Regimes”, Nagoya Daigaku Hoseironsyu [Nagoya Journal of Law and Politics], No. 252 (2013),
pp- 22-23.

14 “[T]erritorial principle means that as far as a patent is concerned, emergence, transfer, effect etc. of the
patents of each country are governed by their respective national laws, and the effect of patents is
acknowledged only within the country.” BBS, Inc. v. Racimex Japan et al., Supreme Court, Judgment, July
1, 1997, 51 Minshu (6) 2299 [1998] (English translation is available at the Japanese Annual of
International Law, Vol. 41 (1998), p. 100 and < https://www.courts.go.jp/app/hanrei_en/detail?id=314>
(last visited on August 31, 2023)). The principle of territoriality under substantive law refers to the latter
part of the citation. See Makiko Takabe, Jitsumu Shosetu Tokkyo Kankei Sosho [Patent Litigation:
Explication of Practice] (4th ed., 2022), p. 356; Masabumi Suzuki, “Ekkyoteki Yoso o yusuru Koi niyoru
Tokkyokenshingai nikansuru Ichikosatsu [A Study on Patent Infringement by Acts with Cross-Border
Elements]”, Eru ando Tei [Law & Technology], No. 98 (2023), pp. 13-14.

15 See Dai Yokomizo, “Intellectual Property Infringement on the Internet and Conflict of Laws”, AIPPI
Journal, Vol. 36, No. 3 (2011), pp. 109-110.

16 Tokyo District Court, Judgment, 20 September, 2001 (2000 (Wa) 20503), reproduced in Hanrei Jiho [H.
J](1764) 112 [2002].

17 Tokyo District Court, Judgment, 24 March, 2022 (2019 (Wa) 25152), available at LEX/DB (25572116).



tend to interpret the principle of territoriality under substantive law more loosely. For example, the Tokyo
District Court held that an act of offering to transfer in Japan constitutes an infringement of Japanese
patent rights, even if the transfer itself occurred outside Japan.'8!?

In Korea, some cases held that the provision of services using servers located outside Korea constituted
an infringement of Korean patent rights.?’ In addition to network-related inventions, the Korean Supreme
Court held that the act of manufacturing semi-finished products in Korea constitutes an infringement even

if that products are exported and assembled into finished products outside Korea.?!

3. Joint Tort

Acts of Infringement of network-related inventions may be committed jointly by several actors. The
question arises as to how an infringement can be constituted when only part of the acts are committed
within one country or when the actors are located across borders.

In the Card Reader case, Justice FUJII Masao expresses a dissenting opinion on Article 11 (2) of the
Horei. He states the following as an interpretation of Japanese law as applied in accordance with Article 11
(2) of the Horei:

“[E]ven in the case where the act of a person actively inducing infringement of a patent
registered with Japan was carried out outside Japan, if the act of the infringing party directly
infringing the relevant patent was carried out at home, it is appropriate to construe that the party
actively inducing the infringement should be regarded as a co-actor, as an instigator or an aider
and abettor, involved in infringement upon the patent at home and is held liable for damages by

reason of causing damage at home together with the directly infringing party.”

In contrast, DWANGO v. FC2 (No. 2), the appellate review, changed the judgment of the first instance and
found patent infringement.

18 Tokyo District Court, Judgment, 24 September, 2020 (2016 (Wa) 25436), available at LEX/DB
(25571328).

19 In other cases, it was held that the act of providing services to Japanese users using servers located in a
foreign country constitutes the infringement of neighboring rights on copyright (right to make
transmittable). See Tokyo High Court, Judgment, 31 March, 2005 (2004 (Ne) 446), available at LEX/DB
(28100713).

20 Seoul Central District Court, Judgment, 7 September, 2007 (2006 Ga-Hap 73442); Seoul Central
District Court, Judgment, 17 February, 2015 (2013 Ga-Hap 546931). For these cases, see Chiteki Zaisan
Kenkyujo, supra note 1, pp. 322-327. For an appellate review of the latter (Seoul High Court, Judgment, 8
October, 2015 (2015 Na 2014387)), see Chiteki Zaisan Kenkyujo [Institute of Intellectual Property],
“Puroguramu Kanren Hatsumei niokeru Kokkyo o mataide Kosei sareru Jisshikoi oyobi Fukusu Shutai
niyori Kosei sareru Jisshikoi nitaisuru Tekisetsu na Kenrihogo no Arikata nikansuru Chosa Kenkyu
Hokokusyo [Report on the State of Appropriate Protection of Intellectual Property Rights for Cross-Border
Act of Working and Acts of Working by Multiple Entities in Program-related Invention]” (2023), available
at <https://www.jpo.go.jp/resources/report/takoku/document/zaisanken_kouhyou/2022 01.pdf> (last
visited on August 31, 2023), pp. 467-470.

2l Korean Supreme Court, Judgment, 17 October 2019 (2019 Da 222782, 222799 (Merged)). For this case,
see Chiteki Zaisan Kenkyujo, supra note 20, pp. xv, 470-471.



There is a precedent in Korea for joint direct infringement that does not cross borders. It clarifies the
criteria for whether an alleged infringing act by multiple entities constitutes joint direct infringement or

infringement by a single entity.?

ITI. Analysis

1. Law Applicable to Finding of Transnational Patent Infringement

Japanese academics and practitioners are generally positive about the Intellectual Property High Court’s
flexible interpretation of the principle of territoriality in the two key cases and its finding of patent
infringement even in cases involving partially extraterritorial conduct. What impact does this argument have
on certain issues of private international law?

When the alleged act of infringement has a transnational element, whether or not the act constitutes a
national patent infringement is a matter of interpretation of substantive law that arises at the stage of
application of the governing law.?® In the two key cases, the Intellectual Property High Court, relying on the
Card Reader case, held that Japanese law was the governing law for each of the claims for injunction and
disposal (effect of the patent) and for damages (tort). The Court then considered whether the Y’s acts
constituted “providing” or “producing.”®* Both cases appear to have decided this issue by applying Japanese
law, which is the governing law of remedies (the effect of patent infringement), to the finding of infringement.

The above understanding justifies the conclusions in the Card Reader case and the X-Girl trademark case,
as seen in Chapter II, Section 1. This is because, under Japanese law at the time, active inducement outside
Japan did not constitute an infringement of Japanese patent rights.>> Under current Japanese law, at least
concerning the working of a network-related invention, it may constitute an infringement of Japanese patent
rights even if it is done using a server located outside of Japan.

However, dissenting from the above understanding, the conflict-of-laws problem of discussing the
principle of territoriality (under substantive law) after the choice-of-law has been raised.?® This view

prevails among private international law scholars in Japan. From this position, the answer is either (a) to

22 Seoul High Court, Judgment, 21 Augst 2017 (2015 Ra 20296). For this case, see ibid., pp. xvi, 480.

23 Shoichi Kidana ed., Chiteki Zaisan no Kokusai Shiho Gensoku Kenkyu: Higashi Ajia karano Nikkan
Kyodo Teian [Studies on the Principles of Private International Law on Intellectual Property Rights: A
Japanese-Korean Joint Proposal from East Asian Points of View] (2012), p. 33. See also Annette Kur,
“Applicable Law: An Alternative Proposal for International Regulation—The Max-Planck Project on
International Jurisdiction and Choice of Law”, Brooklyn Journal of International Law, Vol. 30, No. 3
(2005), p. 968.

24 In BBS v. Racimex Japan, supra, the Supreme Court also stated that “the problem of to what extent the
circumstances that the product which is the object of the exercise of the said right had been assigned by the
same patent holder outside Japan should be taken into account when deciding on the permissibility of the
exercise of the right by the patent holder is a matter of interpretation of the Patent Law of Japan.”

25 This reasoning is different from the exclusion of the application of foreign law by public policy in
individual cases. Cf., Yuko Nishitani, “Intellectual Property in Japanese Private International Law”, The
Japanese Annual of International Law, Vol. 48 (2005), pp. 105-106

26 Dai Yokomizo, Case Note, Hogaku Kyokai Zasshi [Journal of the Jurisprudence Association], Vol. 120,
No. 11 (2003), pp. 192-193; Dai Yokomizo, “Intellectual Property and Conflict of Laws: Between State
Policies and Private Interests,” AIPPI Journal, Vol. 35, No. 3 (2010), p. 123.



ignore the intent of the geographic scope of the substantive law, because it is not within the scope of the
governing law,?” or (b) to characterize the issue of patent rights as “public law™ and take this intent into
account.”® Japanese academics who take the view (a) are critical of the majority opinion in the Card Reader
case.

In response to viewing (a) above, however, it is pointed out that it would be problematic if the scope of
effect of intellectual property rights, which are territorially limited, were not taken into account in the
choice-of-law process.?’ It seems to be necessary to clarify which law governs the finding of transnational

patent infringement.

2. Remaining Issues: Joint Tort
Another issue is the finding of a joint tort.>° In principle, the law applicable to acts of inducing or aiding

and abetting direct infringement should be the same as the law applicable to acts of direct infringement.3!

27 Yasuyuki Echi, “Aiotei Jidai niokeru ‘Zokuchishugi no Gensoku’ no Igi: ‘Nettowaku Kanren Hatsumei’
no Kokkyo o koeta Jisshi to Tokkyoken Shingai [The Significance of ‘Principle of Territoriality” in IoT
Era: Cross-Border Act of Working of ‘Network-related Invention’ and Patent Infringement]”, in Toshiaki
Makino ed., Saishin Chiteki Zaisan Sosho Jitsumu [Latest Intellectual Property Litigation Practice] (2020),
pp. 266-268; Yasuyuki Echi, “Tokkyoken no Ekkyo Shingai: Kinji no Futatsu no Saibanrei o Sozai toshite
[Cross-Border Patent Infringement: Two Recent Cases],” Tokkyo Kenkyu [Patent Studies] No. 74 (2022)
pp- 9-10, Yasuyuki Echi, Case Note, Hogaku Ronso [Kyoto Law Review], Vol. 192, Nos. 1=6 (2023), p.
277.

28 Yoshihisa Hayakawa, “Kokkyo o matagu Tokkyo Shingai to Kokusai Chiteki Zaisan Ho no
Kaisyakuron Teki Kiban [Cross-Border Patent Infringement and Hermeneutic Basis of International
Intellectual Property Law]”, Aipi Janaru [Intellectual Property Journal], No. 2 (2017), p. 23; Yoshiaki
Sakurada and Masato Dogauchi eds., Chushaku Kokusai Shiho (1) [Commentary on Private International
Law (1)] (2011), p. 632 [Masato Dogauchi]. For the view of treating intellectual property law as an
overriding mandatory rule, see Yokomizo, supra note 26 (Case Note), p. 194; Yokomizo, supra note 26
(Intellectual property and Conflict of Laws), p. 123.

29 Richard Fentiman, “Choice of Law and Intellectual Property”, in Josef Drexl and Annette Kur eds.,
Intellectual Property and Private International Law: Heading for the Future (2005), p. 143; Kazunori
Ishiguro, Kokkyo o koeru Chiteki Zaisan: Saibasupesu eno Dotei to Zokuchishugi [Intellectual Property
Rights in Cross-border Settings: Territoriality, Conflict of Laws, TRIPS Agreement & The Regulatory
Reform--The Road to Cyberspace] (2005), pp. 397-400. More generally, see Jun Yokoyama, “Chiikiteki ni
Jokenzukerareta Gaikoku Jisshitsu Hoki no Tekiyo [Application of Foreign Spatially Conditioned Internal
Rules]”, Dokkyo Hogaku [Dokkyo Law Review], No. 14 (1980), p. 10.

30" Although in the DWANGO v. FC2 (No. 1), the Intellectual Property High Court found indirect
infringement on the grounds that Y’s program was a product that was only used in the production of Y’s
device, the two key cases mainly dealt with the finding of joint direct infringement by the partner that
jointly conducts its business activities. Further discussion is necessary when indirect infringement
(contributory or secondary infringement, namely, an act involving multiple parties, that is specifically
listed in patent law as an act of patent infringement) rather than joint direct infringement (that is, an act of
work that satisfies all the claim components, which is not committed by a single entity but is shared by
multiple entities) is at issue, and when the actor is a party assisting with the execution of business, such as
a subsidiary or subcontractor, or an intermediary, such as an Internet service provider. For the last issue,
see Hisao Shiomi, “Chitekizaisanken Shingai no Baikaisya no Sekinin ni kansuru Kokusaishihojo no
Mondai [Private International Law on the liability of intermediary in Intellectual Property Rights
infrinfgement]”, Tokkyo Kenkyu [Patent Studies], No. 56 (2013), p. 20; Dai Yokomizo, “Internet
Intermediaries and Conflict of Laws with Regard to IP Infringement”, Nagoya Daigaku Hoseironsyu
[Nagoya Journal of Law and Politics], No. 285 (2020), p. 73.

31 See Article 3:604 (1) of Conflict of Laws in Intellectual Property: the CLIP Principles, prepared by the



In the X-Girl trademark case, the Korean Supreme Court decided whether damages for acts of inducing or
aiding and abetting in Korea could be awarded under Japanese law, the law of the place of infringement.*
As already seen, in the Card Reader case, the Japanese Supreme Court characterized a claim for injunction
or disposal on the grounds of infringement of a patent right as an effect of the patent right and a claim for
damages as a tort. Therefore, only a claim for damages based on acts of inducing or aiding and abetting
would be governed by the lex loci delicti commissi (in principle, the law of the place of consequence)
pursuant to Article 17 of the AGRAL.* However, it is questionable whether such a distinction is correct.

Despite the similar situation in the two key cases, why were the Intellectual Property High Court’s
decisions on the finding of the joint tort divergent? There is an ongoing debate in Japan regarding the
criteria under which a multi-entity infringement can be found in relation to an act of working with
transnational elements.>* In the two key cases, at issue was the infringement of domestic patent rights. It is
different from the Card Reader case and the X-Girl trademark case, where the infringement of foreign
intellectual property rights was at issue, and only the act of inducing or aiding and abetting was committed
in the forum. In DWANGO v. FC2 (No. 1), on the one hand, the Intellectual Property High Court focused
on the fact that Y1 and Y2 had reciprocally used the components of Y’s act (of providing). In DWANGO v.
FC2 (No. 2), on the other hand, the Court focused on the fact that Y1 had substantial control over Y2 and
the users with respect to the production of Y’s systems. The attitude of the Court in this regard is not

consistent.

Conclusion

This paper discussed two issues, the finding of transnational patent infringement (Chapter I1I, Section 1)
and joint tort (Chapter III, Section 2), focusing on two recent cases in the Intellectual Property High Court
of Japan. It concludes that the law applicable to the infringement of intellectual property rights should
govern both issues. There is no special provision on the infringement of intellectual property rights in
AGRAL, and it is also unclear whether Article 17 of the Act applies to these issues. I am interested in the
relationship between Articles 40 and 52 of the KPIL. It would be desirable to clarify the scope of

application of both provisions.

European Max Planck Group on Conflict of Laws in Intellectual Property (CLIP), 1 December 2011.

32 See Kim, supra note 13 (Intellectual Property Rights and Private International Law), p. 142.

33 Takabe, supra note 14, pp. 360-361; Shiomi, supra note 31, p. 37, fn. 41. In contrast, the law applicable
to a claim for an injunction against an instigator or an aider and abettor would be the law of the country
where the patent right is registered, because it would be characterized as an effect of that right. The laws
applicable to both claims are often the same. In some cases, however, they may be different. See Dai
Yokomizo, “Patent Infringement by Multiple Parties and Conflict of Laws”, Nagoya Daigaku Hoseironsyu
[Nagoya Journal of Law and Politics], No. 250 (2013), pp. 210-211.

The Japanese Patent Act is negative toward a claim for an injunction against an instigator or an aider and
abettor. See, for example, Intellectual Property High Court, Judgment, 8 October, 2015 (2015 (Ne) 10097),
available at LEX/DB (25447500).

3 See Yokomizo, supra, pp. 212-214.
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Introduction

» What is a network-related invention?

» The characteristics of acts infringing network-related invention:

» (i) the infringing act may be jointly committed by several actors.

» (i1) the infringing act may occur partly outside the country.

» Even if part of the act of infringing a network-related invention occurs
outside the country, the technical effect of the invention is realized
much like if all these elements were present in one country.

Introduction

Key Cases
1. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 1)
2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)

These cases involve acts of infringement that occurred partly outside Japan.

The Intellectual Property High Court of Japan held that, unlike previous Japanese
precedents, these acts constitute infringement.

On the other hand, these two judgments have different conclusions regarding the
formation of a joint tort, despite the similar factual situation.




I. Key Cases

Plaintiff X (DWANGO Co., Ltd, a Japanese corporation)
Defendants
» Y1 (FC2 Inc., a US corporation)

» Y2 (Homepage System, Inc., a Japanese corporation)

X sought an injunction and damages grounded on the infringement of X’s
Japanese patent rights.

Each of X’s patents relates to a function that enables users to exchange comments
on a video screen in a video hosting service.

Y1 provides a video-sharing service with comments on the Internet. Y1’s web
servers, comments servers, and video streaming servers are located in the US.

I. Key Cases
1. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 1)

» X holds patent rights for the inventions of “display device” and “program.”

» X sued Y1 and Y2 seeking an injunction and damages.

» X argued that the producing, transferring, and offering to transfer or lease of Y’s
program, and Y’s device in which Y’s program is installed fall within the technical
scope of X’s patent.




I. Key Cases
1. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 1)

» The Intellectual Property High Court concluded that Y’s program is “provided”
via the Internet.

The Court held that, although the server on which Y’s program is stored is located
in the territory of the US, and that part of the providing of the program via
telecommunications occurs outside Japan, the providing can be viewed as
occurring in the territory of Japan when it is considered substantively and totally.

The Court also confirmed the formation of joint torts, stating that Y1 and Y2
communicated with each other, used each other’s acts, jointly developed (or
produced) Y’s program, and operated the Y’s services.

I. Key Cases
2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)

X holds the patent rights for the inventions of the “comment streaming systems.”
X sued Y1 and Y2 seeking an injunction and damages.

X argued that Y’s systems fall within the technical scope of X’s patent and that the
streaming of Y’s files from Y’s server constitutes “production” of Y’s systems.

X also argued that Y2 played a role as a substantially integral part of Y1.




I. Key Cases
2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)

» The Intellectual Property High Court found that these acts included both the sending of Y’s
files from Y’s server located in the US to a user’s terminal device located in Japan and the
receiving of the files by the user’s terminal device located in Japan.

» The Court concluded that this act of producing “can be considered to have committed in the
territory of Japan,” taking into account

» (i) that the sending and receiving can be considered to have taken place in Japan,

(ii) that the user’s terminal device located in Japan performs the main function of the invention,

>
» (iii) that the results of the invention are expressed in Japan, and
>

(iv) that the use of the invention may affect X’s economic interests in Japan.

I. Key Cases
2. DWANGO Co., Ltd v. FC2 Inc. and Homepage System, Inc. (No. 2)

» The Court denied the formation of joint torts on the basis that Y2 did
not carry out the work associated with Y’s services and therefore Y2
did not “produce” Y’s systems.

» The Court also held that Y1 was the entity that “produced” Y’s
systems, not the user. This is because the user did not proactively
“produce” the system in question.




II. Background
1. Applicable Law

» There is no special provision on the infringement of intellectual property rights in the
Japanese code of private international law, Act on General Rules for Application of
Laws (hereinafter, “AGRAL”).

In the Card Reader case*, the Supreme Court held that a claim for damages on the
grounds of an infringed patent is characterized as a tort, and the law of the place
“where the act of directly infringing the US patent has occurred and the result has been
an infringement of the right”, i.e., US law, applies. As to claims for injunction and
disposal under the US patent right, the Court characterized it as an effect of the patent
right and held that the law of the country where the patent right was registered (US
law) shall apply.

» * Plaintiff (appellant) X, who is a Japanese national residing in Japan and owns a US patent
right on one vention, sued defendant (appellee) Y, which is a Japanese corporation and
owns a Japanese patent right on the same invention, insisting that Y’s manufacturing and
exporting act in Japan infringed on X’s US patent right. X sought an injunction and damages
against Y pursuant to Article 271 (b) of the US Patent Act (35 U. S. C."§ 271 (b)), which
stipulates that whoever actively induces infringement of a patent shall be liable as an
infringer.

II. Background
1. Applicable Law
» Article 17 of AGRAL (Torts)

» The formation and effect of a claim arising from a tort is governed by the law of the place
where the result of the place where the results of the infringing act are produced. However,
if it was not foreseeable under normal circumstances that the results would be produced at
that place, the law of the place where the infringing act occurred shall apply.

» Article 22 of AGRAL (Limitation on Torts by Public Policy (ordre public))

» (1) In the rights and obligations relating to a tort shall be governed by a foreign law, claims
for damages or any other remedies under that law may not be claimed if the actions causing
the tort are not unlawful under Japanese law.

» Article 11 of the Horei (Creation and Effect of Obligations Imposed by Law)

» (1) The creation and effect of claims arising from management of affairs without mandate,
unjust enrichment, and unlawful acts are governed by the law of the place where the facts
giving rise to the claim occur.

» (2) As to unlawful acts, the preceding paragraph does not apply where facts occurring in a
foreign country are not unlawful under Japanese law.




II. Background
1. Applicable Law

» With regard to the special reservation clause (Article 11 (2) of the Horei), the
Supreme stated the following:

“[T]n light of the Patent Law and the Civil Code of Japan, it is to be examined whether or
not the act of actively inducing infringement of a patent outside of the territory where the
said patent was registered meets the prerequisite for constituting a tort.”

» It concluded as follows:

“Under the laws of Japan which has employed the principle of territoriality while not
having such provision that allows the validity of a patent right to extend to the act of
actively inducing infringement outside of its own territory as in Section 271 (b) of the U.S.
Patent Act, unless a legislation or treaty comes into effect to hold this true, the act of
actively inducing infringement outside of the territory of a country where the patent is
registered cannot be ruled illegal or construed to meet the requisite for constituting a tort.”

II. Background
1. Applicable Law

» According to Article 40 of the Korean Private International Law of 2022
(hereinafter, “KPIL”), which stipulates the choice-of-law rules for intellectual
property rights, the law applicable to an infringement of intellectual property
rights should be the law of the place of infringement.

Article 52 (1) of KPIL provides that tort shall be governed by either the law of
“the place where the tortfeasor committed the wrongful act” or “the place of injury
(locus damni)”.

In the X-Girl trademark case, a case under the Korean Private International Law of
2001, the Korean Supreme Court held that the act of inducement in Korea should
be governed by Japanese law when the result of alleged conduct occurred in Japan.
However, it held that the act in Korea did not constitute a tort because of the
principle of territoriality adopted in Japan.




2. Finding of Transnational Patent Infringement

» The principle of territoriality under substantive law: the effect of
each country’s patent is acknowledged only within the country.

» Japanese case law has strictly required that the act of working be
completed domestically.

» However, recent Japanese cases tend to interpret this principle more
loosely.

2. Finding of Transnational Patent Infringement

» In Korea, some cases held that the provision of services using servers located
outside Korea constituted an infringement of Korean patent rights.

» Seoul Central District Court, Judgment, 7 September, 2007 (2006 Ga-Hap 73442);
Seoul Central District Court, Judgment, 17 February, 2015 (2013 Ga-Hap 54693 1);
Seoul High Court, Judgment, 8 October, 2015 (2015 Na 2014387)

» The Korean Supreme Court held that the act of manufacturing semi-finished
products in Korea constitutes an infringement even if that products are exported
and assembled into finished products outside Korea.

» Korean Supreme Court, Judgment, 17 October 2019 (2019 Da 222782, 222799
(Merged))




3. Joint Tort

» How can an infringement be constituted when only part of the acts are committed
within one country or when the actors are located across borders?

» In the Card Reader case, Justice FUJII Masao states the following as an

interpretation of Japanese law as applied in accordance with Article 11 (2) of the
Horei:

“[E]ven in the case where the act of a person actively inducing infringement of a patent
registered with Japan was carried out outside Japan, if the act of the infringing party
directly infringing the relevant patent was carried out at home, it is appropriate to construe
that the party actively inducing the infringement should be regarded as a co-actor, as an
instigator or an aider and abettor, involved in infringement upon the patent at home and is
held liable for damages by reason of causing damage at home together with the directly
infringing party.”

3. Joint Tort

» In Korea, the Seoul High Court clarifies the criteria for whether an
alleged infringing act by multiple entities constitutes joint direct
infringement or infringement by a single entity.

» Seoul High Court, Judgment, 21 Augst 2017 (2015 Ra 20296)




III. Analysis
1. Law Applicable to Finding of Transnational Patent Infringement

What impact does the two key cases have on certain issues of private international
law?

When the alleged act of infringement has a transnational element, whether or not
the act constitutes a national patent infringement is a matter of interpretation of
substantive law that arises at the stage of application of the governing law.

The two key cases appear to have decided this issue by applying Japanese law,
which is the governing law of remedies, to the finding of infringement.

This understanding justifies the conclusions in the Card Reader case and the X-
Girl trademark case.

1. Law Applicable to Finding of Transnational Patent Infringement

» However, the conflict-of-laws problem of discussing the principle of territoriality
after the choice-of-law has been raised.

» From this position, the answer is either

> (a) to ignore the intent of the geographic scope of the substantive law, because it is not
within the scope of the governing law, or

< It is pointed out that it would be problematic if the scope of effect of intellectual
property rights, which are territorially limited, were not taken into account in the
choice-of-law process.

» (b) to characterize the issue on patent rights as “public law” and take this intent into
account.

» Japanese academics who take the view (a) are critical of the majority opinion (=
slide 13) in the Card Reader case.




III. Analysis
2. Remaining Issues: Joint Tort

» In principle, the law applicable to acts of inducing or aiding and abetting direct
infringement should be the same as the law applicable to acts of direct
infringement.

» The two key cases mainly dealt with the finding of joint direct infringement by the
partner that jointly conducts its business activities.

» Further discussion is necessary

» (i) when indirect infringement (contributory or secondary infringement) is
at issue, and

» (ii) when the actor is a party assisting with the execution of business, such

as a subsidiary or subcontractor, or an intermediary, such as an Internet
service provider.

2. Remaining Issues: Joint Tort

» In the X-Girl trademark case, the Korean Supreme Court decided whether
damages for acts of inducing or aiding and abetting in Korea could be awarded
under Japanese law, the law of the place of infringement.

According to the Card Reader Case, only a claim for damages based on acts of
inducing or aiding and abetting is governed by the lex loci delicti commissi (in
principle, the law of the place of consequence) pursuant to Article 17 of the
AGRAL. In contrast, the law applicable to a claim for an injunction against an
instigator or an aider and abettor would be the law of the country where the patent
right is registered, because it would be characterized as an effect of that right.




2. Remaining Issues: Joint Tort

Despite the similar situation in the two key cases, why were the Intellectual
Property High Court’s decisions on the finding of the joint tort divergent?

In the two key cases, at issue was the infringement of domestic patent rights. It is
different from the Card Reader case and the X-Girl trademark case, where the
infringement of foreign intellectual property rights was at issue, and only the act of
inducing or aiding and abetting was committed in the forum.

In DWANGO v. FC2 (No. 1), the Intellectual Property High Court focused on the
fact that Y1 and Y2 had reciprocally used the components of Y’s act (of providing).

In DWANGO v. FC2 (No. 2), the Court focused on the fact that Y1 had substantial
control over Y2 and the users with respect to the production of Y’s systems.

Conclusion

» This paper concludes that the law applicable to the infringement of
intellectual property rights should govern the finding of both
transnational patent infringement and joint tort.

» Suggestion: [ am interested in the relationship between Articles 40
and 52 of the KPIL. It would be desirable to clarify the scope of
application of both provisions.
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Thank you very much for your attention!

tanemura(@waseda.jp




[The 3rd KOPILA-PILAJ Joint Symposium of 2023]

Discussion on Prof. Tanemura’s “Transnational Act of Working of Network-related Invention
and Scope of Effect of Japanese Patent Rights: Two Recent Judgments of Intellectual

Property High Court of Japan”

Lee, Ju Yoen (Hanyang University School of Law)

Prof Tanemura's paper deals with very important but also difficult issues of whether to recognize (i)
patent infringement and (ii) joint tort when certain cross-border acts are at issue in a patent
infringement case. | would like to express my sincere gratitude to Prof. Tanemura for this wonderful

presentation.

Prof. Tanemura concluded that, in terms of private international law, both issues (i) and (ii) should
be decided by the applicable law to the infringement of intellectual property rights (hereafter "IPRs"),
which | fully agree with. In this context, Prof. Tanemura expressed his interest in the relationship
between Articles 40 and 52 of the Korean Private International Law Act (hereafter "KOPILA"), which
| would like to comment on briefly. First, Article 40 stipulates the law of the place of infringement,
which will be the /ex loci protectionis in the context of an infringement case, as the applicable law
regarding IPR infringement and its remedies and is a special provision in relation to Article 52.7
Therefore, it can be said that Article 52 does not apply to IPR infringement cases. In the X-Gir/
trademark case, the South Korean Supreme Court held that Japanese law—the law of the place of
infringement—is the applicable law under Article 24 of the former KOPILA (Article 40 of the current
KOPILA) for the question of whether the South Korean defendant was an aider or abettor in the
infringement of the Japanese trademark.? In the light of this precedent, it seems that the applicable
law will be determined according to Article 40 (not Article 52) of the KOPILA even in cases where

joint tortious acts of IPR infringement are at issue.

If issues (i) and (ii) are to be governed by the law applicable to IPR infringement, it becomes critical

T This is the same as the relationship between Article 4 of REGULATION (EC) No 864/2007 OF THE
EUROPEAN PARLIAMENT AND OF THE COUNCIL of 11 July 2007 on the law applicable to non-contractual
obligations (Rome II), which deals with the law applicable to general torts, and Article 8 of Rome I, which

deals with the law applicable to IPR infringement as one of the special torts.

2 Korean Supreme Court, Judgment, 22 July 2004 (2003 Da 62910).



to determine the place of infringement. In a real lawsuit, however, the place of infringement would
be determined based on the plaintiff's claim, say, “my patent right has been infringed in country X".
For example, in the Card Reader case, the Japanese court ruled that U.S. law was the applicable law
because the plaintiff alleged that the plaintiff's U.S. patent was infringed. The question seems to be
whether it is justified to apply Article 22 of the Act on General Rules for Application of Laws (Hore/
Articles 11(2) and 33), i.e, to consider the U.S. patent law as a violation of Japanese public policy
because it is against the principle of territoriality. | would be interested to hear Prof. Tanemura's
thoughts on this. And in light of the recent trend in Japanese courts towards a more relaxed
interpretation of the principle of territoriality under substantive law, | am curious to hear Prof.
Tanemura's thoughts on whether the Card Reader case might have had a different outcome had a

Japanese court decided it today.

Next, the Japanese courts, in accordance with the ruling in the Card Reader case, have divided
remedies into two categories by the following characterization: Injunction and disposal claims are
characterized as a question of the effect of the patent right and thus are governed by the law of
the country where the patent right was registered, while damages claims are characterized as a
question of tort and thus are governed by the law of the place of consequence of the patent
infringement. In order to be logically consistent with the ruling in the Card Reader case, the
characterization of the patent infringement, which is a prerequisite for the granting of remedies,
would also have to be dualized: the effect of the patent right (one for injunction and disposal
claims), and tort (the other for damages). In my humble opinion, however, it's a bit awkward. In a
case where a plaintiff alleges that its patent rights have been infringed in country X, the country of
registration and the place of consequences will refer to the same country (i.e., country X). Therefore,
it is questionable whether such a distinction is necessary. | would like to ask Prof. Tanemura to
answer whether it is difficult under Japanese law to unify the two, e.g., to characterize them both
as a question of the effect of patent right or as a question of tort, or whether there is any practical

reason to maintain such a distinction between the two.

This ends my discussion. Thank you very much.
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