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CHREBRIE S ZBRACRF

A EZHAT K EAR E E BN K Z k£ % (University of
Washington, School of Law)z # =] » #F 1A 3 B] % # (visiting scholar)z
& 5 AL A S NB A o MR R AR R H R 2 B
Fl BB B AMARFERMABRIRE T4 M Hte

HEHITE o

ARt —FAATOETALE  #éas) s BRRETBEZER
BEE B2 TRIERE K TEMHREF o0t FMBHE
o FEEENFRHZEGNRFHLABAR 5 X B & (Federal

Trade Commission) & 3] 7% ¥ R 3& #r #f F (Department of Justice,
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BARE T ERM T T AR ETE s S M AR #
RARAR R R G LIS F  LRE M A TR
AR IR R b TR B P HEA AL E O
ey R BALAI R AREARIFREA S —BREE £
HEHANT— BN § RS ARD IR IR H
CHTRAERGEAAARABTIT 0L ERANEE R
EATHLEANEE  EAFEARMOAR REBAKLEE 7
AR A B AL AR RS S A AR

EEZBREBRARENHAARE -

o RAGAFBT UMEEEA RERABAT HARR  FRERIAK

ANERGFE - AR R A AR R T A AR B AMEEHEA

' BEEARARLEN —RUSAAPREABB TEABORE  EALANR L B4 M
KEREHARARS £ LR SO EERE B2 A Kiedn Wk (antitrust law) - Ff
MEAINEREGAS  BFTEABRURICRI R RBREL -

P A B RAUEA RIS R B A R 6 4] K (first-to-invent) - A B R AT HARE
(first-to-file) &4 %] & &K R F] - See 35 U.S.C. §102 (g).
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FIHEALIE AL SRR A RE Rt — SR FH I

SRS EEMAMRKERY ARG RERF TR R
FRAHH A BRRIAE  MAE SR BRNEAE  RIFAA LR HEHN
FHEABAMGRE > S L% RASBE LA - ax
EERaL KFREH AERAGEAE RERBA FHIAAT
BREGRBENELHNES IR EA KA - MO
HANEFREIBRETFERATFHIELR S IRAARFHES

AT R BERATY > REARBFERF LA LH X

e

CBRFEREA R A

EHERFONRT > ARBF RV ERARBANE M E
HEEAR R BB B B AR AR BT R E A3 e Rtk
WiEFR BREREXFFTRAELAHBREL  TRBELER
—Bofa— Mt RELAEFERARARANBERGRE &

FRAERDLMAES - REMHARE HERLEGEBRFHE

U AREMEEHMERABARDNTETEARY ) FHAHBARZ LB EL B AL B RBR
ANB T P9 ] o MARTIN J. ADELMAN ET AL., PATENT LAW, 438 (2™ Ed. 2003). A% &
FABERAEFAEERAPHERBET O UAE - Fw - HARSESXT MY
PEREMAFTEAERF EE— S 2L LABERFAF Mot ERAEMNAHEK-35US.C
§112 % EEREFCEENBALE ER WA MARIK o See, Chemcast Corp. v. Arco Industries
Corp. 913 F.2d 923, 16 U.S.P.Q.2d 1033 (Fed. Cir. 1987).
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REH—E1¥ 0 BRI EEBAGBY -

AmABEEBRIEBIEPENEL  XFARAWEE (B
FIRER) R HESpEAMAROER > LHERRAHALE
REH BASK IS EHEH SRR AREEMRTOR/E > Ak
FEBARGR  MARLAANAB LGB A  HNEHGORD
ARENAAFEMEMNIKE Y RARBRFEF ARG -
ot mil FELRERBRARSEAH A EEMEHR
BRI L e BIIh > RBEFEAT R SHFH TS TR LR Rt

RprEEE

WeH—HREE > BA R SRR A B A T SR
BEAEAGEREEAFOE b 2R EEHE ERIER IR ER
B AR M TR HEA 18 LAt > BE R REMIMA B AR
EREARRE EmA T HLH AN FHEARRREE

BRI E LR EA AR R B RE -

* See e.g., Stephen Calkins, Patent Law: The Impact of the 1998 Patent Misuse Reform Act and Noerr-
Pennington Doctrine on Misuse Defenses and  Antitrust Counterclaim, 38 DRAKE L. REV. 175, 176
n. 1 (1989)(noting this conflict).

> See e.g. United States v. General Electric Co. 272 U.S. 476, 490 (1926). £ B & & EMn A ER A4
FAHATALRM LA LR SIZ RS RBEREAMAHE > EAMEFRAUNEHES Y
HEFHERA 0 REEMRR A General Electric kst # 2 &4 & 4y Westinghouse
Z S BB Ao IR R #RBF I (price fixing)i@ ¥ AR R EH OB ERBMAY LATL
B RBERFAEE Taft (LA GIE4%e Taft) r RF L LW AL E > Aok
T T A 4R81 64 432 55 B | (reasonably-within-the-reward) #4942 # - See also, Furth, Price-Restrictive
Patent Licenses Under the Sherman Act, 71 HARV. L. REV. 815, 816 (1958).
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UG FTARAESTREZL BB ARG R BB RAEE £
B & %k % % 4 International Salt Co. v. United States — % +° i %
HMBREREALRFELEANB L EMEHZAIHAEIRELTHBETA
TEREREERRTALANAEOERES  CAAEREY
FHEBAGTHERAE  ERALZRRFAGLERT  HEFTHEZEA
HMAZRBMUBRGEH RBRHELERPQEFHAT Bk

#HXREEY -

- RO EBREERRRGFAES > ARANBRRA LS
BRraeh > BREAGEAEE LR —BE b o 23 R R EEHEGE
R -EB e B2x s B AR KT AP A ALE Ay EF]

EEAHABKRIFRCAER I ERZAEHN IR REDTH

@

332U0.8.392(1947). mBEEARE—HRG BUABRBETIHNBARAREASESH B
RARLH B - See eg., Jefferson Parish Hosp: Dist. v. Hyde, 466 U.S. 2 (1984); United States v.
Loews, Inc., 371 U.S. 38 (1962); see also Digidynev. Date General Corp., 734 F.2d 1336 (9" Cir.
1984), cert. denied 473 U.S. 908 (1985). )

BAELAERAY BETALLAREMET RTHBAMSRBZXRF K AR
HEREZERBARFEACEE R - 2l REE LR A R PO/ & (market power T F
LEFRB SR AE) T THARERETOE AL LHBA - See Jefferson Parish Hospital
No. 2v. Hyde, 466 U.S. 2, 12(1984). A& LR BB AT H AR+ AHEFRNRAHFH UFH R
EleggEr X BEHRBLAUGERRANH > MEEREE  FoREFLHAXPFLHER
TEREF T ASGRSEY  ARARRTHRTALR BHAFSFREA -

See e.g., HEBERT HOVENKAMP, ECONOMICS AND FEDERAL ANTITRUST LAW, 219 (1985); ROBERT P.
MERGES ET AL, INTELLECTUAL PROPERTY IN THE NEW TECHNOLOGICAL AGE, 998 (3rd ed. 2003):
William Montgomery, Note, The Presumption of Economic Power For Patented and Copyrighted
Products in Tying Arrangement, 85 COLUM. L. REV. 1140, 1156(1985). mi&& Mk T 1995 3%
HUMALFEB S HEH e TRIERMEHEEUEMBRHBEERY , A KBz — » See
U.S. Department of Justice and Federal Trade Commission, Antitrust Guidelines for the Licensing of
Intellectual  Property, § 2.2 (1995) [hereinafter IP  Guidelines], available at
http://www.usdoj.gov/atr/public/guidelines/ipguide.htm .
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ReYBMr AL M— L FHERSHLE SHEAREKIFRTHAH

EXFRBE ik -

F@ BB Y EH BRI N R ENRA  HAREHE
IR FR MAAZERGIRAT > B RFALERAHIIA  MAK
BARE AT G EE - B —F & HERAR  HpSEeS
BATHSREARA R > B EFMMEL 1995 254 TR
ERA dofT R RATFHEIAH SR ECLARBEHRE > ML

HAERERBAUAEAGE  HRFEEFRMRAR T B -
ECREMMEHSGHBEEXF AR ZRE

ME-+—#essf BRIMNESGEE FARAAKEY
HFOSHBEEAE MELEEEFRLIRRAIRELS A S S0

AMz b ¥ B AM B RIS R FH 0 RRAERE P X
RNFLREHEFBERYL - B T2 ERISHITEHIEHHFR &
HRABIEEARL N ET LA R RN A D S BT T
BRI o AR A AR H e NG R o ~ AT B R el 3748 S 9
EQBAN G BE - A1 ERERBEEE LU EH AN

COY 3 A

° See Robert Pitofsky, Challenges of the New Economic: Issues the Intersection of Antitrust and
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HAER AL ARLTIHGRRES > e TG EARE ] —
B RARAEL MRIERMEGICELENER B LEE
ABOREBRUE BEFTLELNBASE KA ESE A4S
B FE MO HAEGE L BRI BAF AT e
e R (Network Effects) ' ; RAERICHMEAPEREE S E
%A E o plosk B VHS Misir8 Betamax - St L tE §
Ao FE B LA BNELHE 0 I RICR LS HE
ok RBFEBLEBHGAS?RAMAS X fnme S ERBRIE
MR F R TE % MFRMBRNIEL  BXEMY o
RLIBAEBRREEA S ERXNHFE S F THRHES—

R E LY

Ri®iE sk RGN kA BB E I » A+ M RERE L
HRAZERHMM - BAREARKRE G RER ) T hE B

T AR H BEA A EFMMAHSFRAEAERE TEEHRIE

Intellectual Property, presented at American Antitrust Institute Conference: An Age for Antitrust in
the 21* Century (2000), at http://www.ftc. gov/speeches/pitofsky/000615speech.htm.

O R 4 2 B R A 45 42 F #9315 » See, e.g., STAN LIEBOWITZ, RE-THINKING THE NETWORK
ECONOMY: THE TRUE FORCES THAT DRIVE THE DIGITAL MARKETPLACE, 3-4 (2002).

"JOHN H. SHENEFIELD & IRWIN M. STELZER, THE ANTITRUST LAWS-A PRIMER, 90 (4" d.2001). {2
Fud EXBAMFGBEZE S RSHAEE ¥ RS R L E(winner-take-al) g 5 & - ¥
MERFOEEELEL  MEELRBAZRS  ERBEHITHAETRMHEAALKBEY
3% o William J. Baer, Antitrust Enforcement and High Technology Markets, Remarks before the
American Bar Association Section of Business Law, Litigation, Tort and Insurance Practice (Nov. 12,
1998), at http://www.ftc.gov/speeches/other/ipat6.htm
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REEBEHRE - ARG EE RORLERENFEEE

FTFTHATHFE > DRAREBIAT !

TR ERIERM LG RFBA —EARN > ARETHREFRE
IHEEZEHTEALENBRARE  HHEEAETA - fﬁ]#ﬂﬁ;‘%%

EEHLUATRES B RREAITAEGTS HBELRE RS

)
T

D o Xl 5 IR A AN SRS R > EARERA L

H

¢

AR ARk - MT2  ERZHAMBIEFFELTRAUE

Rk trh  MAFEREATAGHBEE"

E RSO R RN REEPEEANEERS
ROPEH A ME o A Tk 6 B M b FL AR BB
Bie BERE A F IR R AR - 1 B 7 E AN
A RBIL B A MEEEH A W TE R — R EAM AT

RBH] ERALEFHIRE KT HEH LG ZAT > BRI RF

12 See e.g., Richard M. Brunell, Appropriablity in Antitrust: How Much is enough?, 69 ANTITRUSTL. J.
1 (2001); Richard J. Gilbert & Willard K. Tom, Ls Innovation King at the Agency? The Intellectual
Property Guidelines Five Years Later, 69 ANTITRUST L. J. 43 (2001).

" See U.S. Department of Justice and Federal Trade Commission, Antitrust Guidelines for
Collaborations among Competitors, § 4.3 (2000), available at
http://www.ftc.gov/0s/2000/04/ftcdojguidelines.pdf.

PRAAHMAESHEAENRERBER SR EGBTLHEE LR Leaary REYR
Bt 0FRIAFANBARENT ABERARTCRALAEFRASHBAE 28
B EATiE R &) & FH R A2 B — A% A6 48 1£ - Thomas B. Leary, The Patent-Antitrust Interface,
based on a speech before the American Bar Association's Section of Antitrust Law Program,
"Intellectual Property and Antitrust: Navigating the Minefield," Philadelphia, PA, May 3, 2001, at
http://www.ftc.gov/speeches/leary/ipspeech.htm.
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HEBAA A RBF LR REAT IR RBORE -
W~ EEMERBBNTIHRE

R — AT Aoty ARBMAEMARERRFENE A
o BRRERGSH - AFARR *Eﬁﬂ?ﬁi%é@ﬂiﬁi#%i&édi@ﬁ
FEGIAR R T 3G - LR A T~ BT T 5 AR A AR AR R
BRI AOBX ARM TS mELT AR EIABARHE
BE 199 & "RIEBRMEHTEMEMBHMAERR  H5EMA

RGBT T 64 M meEARED -

Frfti ARG AR BEMARORES  — KRBT TEH
ERPEZAS QBEASAREM ARG FHARLES AR
PP RRILESHEN TN E I L BAEAS RERNEE
T AMTTHIER B EAZE > K 1992 F A AKTFEERE

J& B (Horizontal Merger Guidelines) % — B 9. & > R AR E 16,

ERREGHESTIHRERB DT —BRRAEZE FH -

fldo  BEGHRFH OB B M AEMH WA THRBBASTHORS B

" IP Guidelines § 3.2. A2+ X 5 E A A+ E— A+ BIrEe THEHMBHBREFARA
oy R A AFTRBRARNA TSRS T RFRRB LN LR ESABARIHER G
HIRE °

' [P Guidelines § 3.2.1.
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ABERFLUSRALAE LR REHE ARALHE
RO EE L HERD XA RARAE  bH THERS
AR T A B EES ke IR A4 E BB R LAY B 45

#o

ECET L PELEC T LS VI L PSP N
Rt & 0 LA AT AT S - 6 B AR B S AUR & T 5 B RS
05 % A H I B0 T R4S 5] 41 IR B e A T 5 A R BAEAT B

3 2 S S

BTG e oM c MEmA R REE  FXATEEMT S
Yo FERRERMBYE BRUEIREATIHMEMETAHLRLR

5Bl 4% o P Y PR OF R AR A T AR TR B T R F R

12 B A48 00 PR » 350k £ M UR 2R 5 & % 38 4547 M 01 A
M1t RER TS LR AABHAM TS o TG LETE
BAREA BB FT AR SR RERT SR FORE  2FR
LA H BT R AR RRA  BAAEMARE T EMAH - 1

FREBBRFELIERMAREZASHLLIABHF RS HAUS

7 IP Guidelines § 3.2.2.
'® IP Guidelines § 3.2.3.
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B A HRECYHSRARRE—RESEH B EHE4S
(B RRMEAOHT) EhA RS0 RKERARBEAAE
B ST AN W AT M TS SRR B RS
R4S REBHONT > LA RLARBL B - S
P TR S AL T 0 AR 8 A ST R IR PR
BARREA (22 E B R AN 438573 8 WA R T2
WF > MEALLSEEESA" o 12 B TR RS WA E—
HE K BB R BRRAINI R AR IR E R LR
BIF BB FTGIE B otk 3 BT IHH M G EF

B 78 B4R Y M B IRR AR AR T -
AR RRAREAEEZER

EARM TS ER M A B AR R BN K A AR
ﬁ’ﬁxékmiok%&%%#%%ﬁﬁ%ﬁﬁﬂ@ma%%m%
A RS AR L SN 0 B R T AR
A BB RIRH  RIZ I LA RRAT R RE R R

ko RERYBRFARGHEY AEETEHO I TEE - X

A TIEAAE BALEALCEHERBBEELERETERE - FR

19 In the Matter of CIBA-Geigy Limited et al, FTC File, DKT No. C-3725, available at
http://www.ftc.gov/0s/1997/04/c3725.do.htm
2 [P Guidelines, § 3.4.




HREMAEAMNESRMAH > RIRHAFINBRF 0 F(eflects) &

2 s (efficiencies) s 48 A8 A% #1315 A7 i Ak 89 7R #1 % % (injury) -

EB RO ELRHATS o ldo i B E A 6 IR H (resale
price-fixing) & F & 45 & (tying) » # @ BB WREE S B AEH
AT AP TR HBIER S MBS W HAYLEEES A
b B B IR R R A AR 2 T £
RAUARG R EE TS RAARENE S IR S R
R R+ o B R SRR B R+ 2 M R

JERRl(per serule) AT T > ARIRIEAR S FAF ©

i FRE—RAERREMELEREAESRELNTA  £F
Bt A AR A A RE A, - Bl AR R KT 9B H B4 U R
TR SITE  RARBEAER LS FREEEGEFARLWER

FERERFHED -
N~ BAE &R (safe zone)

FEHREAT —3% 0 —AABEFHENABIERHEZ R AT
EHRIBERA - AR T H R T L EK(safe zone) » £EEIEEN

BiTA EERMABRCERAEE - T RTRAET—HAE K
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ERIAITH AR £RAE RS L WY 0T 5
HERFE  SHARBEN»Z -+ - wREBELEARARE 24
MR E—FREAMES- AM Lifiey" 2% 4K (safe-harbor
provisions) » RBA N B AR B WAL B E R OITHEST
B MARANGRE B M EH AT TR R USSR R R

AUAEHH AR ERY -

SEEEFHRBRET N - EFEREE Y  ERRIENTG M
KEEFHE  BERARABASEMAHABERIEE L3
RRARWEF - HLE - FUREREERT  RULERATE e

RiBRAAE Y ©
+ ~ RAH 49 B4F4T & (Acquisition)

—fmE  FEMAEEABRFSTA  ERFRBIRICRRA LM
o ARHEARR AR SR ERARHH L &R
HBRGEAMESRE - AABARKFERNEH > 250N LA
o wRRHFEFRE T B AR  F S AM R RE

b RAERTF B BUKE ATUE - E F A AT AN M BT

2! IP Guidelines § 4.3



17

EH - AREHE LR RARLBRY TN ML RE  BRAREH
BEA B ELL EARMBARIERATELHEE LEERRAALE
FEERABRABSEEH G TG - LHAR  BASHNFEHE

HOBIFHBE  BREAEHBRFFNE -

Bl R4 FRAXBBORLHER  AENTHABEERY
25 BERGRHBLERE & XRIBKE TRES —DF - filbo
ERRFEREH EHBAAMASBAE EHGITE  RERHBR
oA TRERBREE AT - M ko RATEENFERAR
B SRR R B e LARHE b & & B RIS & e 0 £ F
M P BTURERBEHRE - HAG T U MLEEE
AHETEY RBEHAREFRGEN > BRALH SR EEH

EHHE  RFFTeHMHRICMAENES -
A~ B A 84718 4T & (enforcement)

EH A REEHETHHRLRTEEHEAN AR B TR

WP RIBRAENER  RhFHREES—FIUARFEF X HEY -

** JOHN H. SHENEFIELD & IRWIN M. STELZER, supra note 11, at 94.

2 Walker Process Equipment, Inc. v. Food Machinery & Chemical Crop. 382 U.S. 172 (1965).

* EEAEEEMEH 0 325 % %04 A M 6947 4% (enforcement of intellectual property) » #5 #9242
REFHRD  RF L F K 0 BpiE & FH %413 H(cease-and-desist letter) » 4.8 & 42 E %
we— My R AITITE -

% Clayton Act § 4, 15 U.S.C.S. § 15;, Kobe, Inc. v. Dempsey Pump Co., 198 F.2d 416 (10" Cir. 1952).
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W RBR RS AT EFMY—F TG ELL8HEE% B
Rt — F TR LR Rk s R 2B T e
RefAEERNE FLEEF B H TR E RICEIEBATER

G EREE EM -

— B RICHIER T F—E ¢ EHBERL > LEHER
RACR AT AT A8 — 34 « AW » RICHAERFTR T AR
FHBEALRERFRDZINERFITA  Ho RIERMELY RORE
ﬁ%—%%ﬁ&‘Iéﬁgﬁiwﬁ%ﬁﬁ%%ﬁ%ﬁ%:%?uﬁ
EFBERRPREREERFEG -BoIM T  THLYAREE
HE (ERANBE) BT R EHLIEE  RHRERTESE U
ﬁ%?ﬂz%’mﬁ%iﬁaﬁﬁﬂ%%im%’ﬁﬁ%ﬁﬁﬁﬁi
RE R RERETAY - SRS RIS IETFR > FRTR
BATALYR B RRFH X —HRHEE ) RETERES R RIEH

Wik FIBTTHRHAEE ZAREFDOFATE

WERRBBORIERBITEREITE MAURSHKRXEELR
EEAEZERD—F > BAEERERYERFGOTFNAES > E4Y

R3F > 2B EhRERIFH—F 0 HARE AL E(n bad faith)FR A

% The Clayton Act § 4, 15 U.S.C. 15.
2" Rex Chainbelt Inc..v. Harco Products, Inc., 512 F.2d. 993 (9™ Cir. 1975).
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BEHBEFR BRARAFEHIREABALENEL  RARZL T

B2 EHNEER LR A A (objectively baseless)

FAEAHNRERDFBR LA LS S RBHFRAN L g
B REAACEMATRAAFR ERBERARDRGTE BFE
BAASRARFEETERFEFARER, A THRE—F RAKE

RERMBEIE-

SEARBEOFRT  BPREERETEERAFRMY—F 0 LBEHR
FAHARENERBEEA K ERAZEHRERRERLR
FAH BEREEANEETRRE LAV BEALFHEABETRHEE
fEo F—F @ RIEPMEAANRESHEHS > BAFHHALN

MW EAENTSN  MARERBBEMHRFFIRERGFELE o

E B A AL M TR TS e By -
AARE EARE TR QRS ER S —EHORPMT R AT
BEMG TRATRE B B REAHAHRRES btk

A8 bR IR IR BN RACRL A7 % M & A7 M R R 41 69 Lanham Act

AR RN TmEY -

* “[T]he right of a patentee afforded by patent to assert that a competitor is engaged in wrongful
conduct with respect to the patent requires that a complaining competitor allege and prove bad faith
Jor each such claim.”  Zenith Electronics Crop. v. Exzec Inc., 182 F.3d. 1340, 1355(Fed. Cir. 1990).

Y RS A DT RF RN E RN AR fERF 0 A Bk L6 R 2 B $ (unfair
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FEHA AOTFRFORP  EREERALHBAF THA
S A EACR Nk L B RBEAERDAREAREALER
B AR FAFREFORRARTRFLLBHRERE B A
WA B EAEE N —F > N RICH N k8 RIRR — AR

FHLEREEARR > FRFEAHARFES -
o~ FAER RS RICRAT K

B—BEEAMNBEEFRTFRRIEEMERFL LMY
R, 0 A A8 &Y B4 A B B](the patent misuse doctrine)&y st » B &
Zo R AEREMSRRBEETHEA CEER R AATES
ERR S A - RICH Ik R HAETA8 Mk s (legal policy) -
#ARFAEARREERALATRERRAFHRBAL Sl
HEHH LH IS BT AR ZRRANGBRALERUTAE
BERRICHIESEN  RERAAREFZAGBERERRT
FBEFEFARSBEGEE R EANEARANGEACRETE

HRIGHATEHE S -

competition) » X BRENH R KL AMRATABBGRIRE I EEORAE  £4—
Biksey B+ E 485 1051 2] 1141n #(15U.S.C. 8§1051~1141n) » k2 M A RELF FHRIE
WA GERARE  SHEXTHAHREBETFEERRRAGRABRREHF -

0 geeBg R R A#E R (public policy) — 3 R 44 $ 4% M 474 - see e.g., ROBERTP.
MERGES ET AL., supra note 8, at 284.

N BARRRR S EEEH EAER R G RE 0 1952 £ ¥ LB ERAE HIT 35USC
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FoERAZILFAERRAGRESERES X 1917 £
Montion Picture Patents Company v. Universal Film Manufaxturing

Companyetal™ » B EREBBHREEZRDNIBEERERANGER
BMBMRREVRY—EEF KAMBSRETHLEEALEAZH
BEHORALELEBARBNARERCHES LFRE ZHTRE
IS EHRBRRE  FHEAEEAYER S —EFMHIP R 2
PRAZEACEEY - REBERRA LRSI ZEBE > T EAH
o MR o AR RN A 6§ B (claims) > ETRIE R R L EBBEEA
BEEEEEACAKABA L BEFENE B ANRBA F
MIEEEFAME  BHREEHBRERONYE wREBESE

wHFIBEF 0 BR T EAERE -

AR BRI R ERL + AR LR =+ i M4 H K
(B2 1890 4 A RKE 19144 ) REEAE RS ERSE
RACH N % 3ok 0B 2 s OME B B AU AR 2 HERR o B A B AT

B BRACH N R ABAR R 0 2K % B A P e S50 60 b RS 0 R R 2

§271(d)(1)-(3) » 1988 F ¥ 4B A 35 & #| & M 2L £ /% % (the Patent Misuse Reform Act, PMRA) »

B#MEE3ISUSC.§271  NEAFEEMNBEARRIeRGERRGITAHAEWESR - BHE+

WEIEET Posner (F 4 RICHM ML R FLLE) IR L RBALZMAE Lk

RARIFERRICHI L FEHAEHER - B b B A 4500 RACH 85758 8 ha LA 5 #F

# A » See, USM Corp. v. SPS Tech., 694 F.2d 505 (7" Cir. 1982), cert. denied, 462 U.S. 107 (1983).
2243 U.S. 502(1917).
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° KA EH  RICRAHET BEA T 5 AL AR EHFHF R T HH#

BOBE > SARABREAE > BAE AR

CHARAEHERERENERRICR Y E  AAEAER AL
Wm LB AR 0 R AME R A AR E SRS AT R A BRI
HEERY—FTLEARERME’  CHAUNEREHEARIER

feRM AR EA  REFER -

Ednte R AR ERRE TR BRICHMENER » AT
% SAZEHRRL RS > KB KRB HE R T ITEEFHE -
A R E T AR (patent pools) F M LH > EREF S EUREHK
Mo RURASABRBEERN TR hERE RN ERE 2 LW
Sl ES TN e BRE FAELNAEETREEANE L
4414 69 H A (blocking patents) » £ E L E— AL TR ELER S 4
TR R EIARFI A A A Ao Sk A o K B4R R SRR 4 A 4
ERESBENR  CREB LRI ENEE - —LEREEYE

RPN RBHR - CHERHAEF > RF LB RFHENTIRA

Bt ERAEHANES 0 RELGER RN A SR o £4 2003 £ E# Univ. of
Washington ;5 #5515 B % # 84 2 #3342 %%M‘Fé‘lﬁ‘\%iﬂt wn  TERAEHRAR—
TRERIEREE R R R E— LR AL B R - | $32444% Dan Laster & 748
ERE -BRSERRFTARBAR  KE LB FEEMEEH S0 R REE B 2R —
RERZEH A HEHAEMATIRCHM AZE RIZHE2A-

3 ROBERT P. MERGES ET AL., supra note 8, at 284.

35 See, MARTIN J. ADELMAN ET AL., supra note 3, at 1074-75.
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o UBRE R B RENRFE B TEARZAER Rt
Wik - BllomERANELEAHT A-BEAIE &b A £544m
FTET BB ¥ERETHEBRREEHNBEEINGLLE (ALA
REEBFWH) 2 BALRBNMAEEALT  ®BALE LA
FEERR-FIARAAPE RXFAREB B TR LREE
AABEMTHORE A TRUNEREREE—FAF Hl sk

3 )
E7

SRR > RIS E M € 24 4o R 16 $FH AR
fﬁﬁ%%ﬂﬁ’&Eﬁﬁﬁ&&%ﬁﬁ%’ﬁﬁm#i%éﬁﬁﬁ
AHBAAMREGRIEHM TR — RO ERBH Ak - AEABAL
a(mmcmﬁ)%éﬁiﬁﬁ’ﬁ%ﬁ%%i&@é%%ﬁﬁﬂ%
Bothos 2R EMAH R AR Gt A Ria e RAAECH RS
ARG BERR ARELYEHAR (BRERLEH) 23
HRNE BEXHEECRAERNTAERBARSLE o
(the Federal Trade Commission Act) % A& R E - S EBI X H £ B
54 A<%$$ﬁﬁﬂix FE LR — 5 0 R T A AT
9S4 ) £ 3R B M 40 20 B AR B A 412 5% HARH AL

L Ll L I DS s R T T N
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%U%:;G o

+ - R A8 MR

(=) #=H

EAMA—BRIFTEAE > MR UM AR - ER - 4
EUBFER FABATURGEEHNLERMY L - BELRABAY
A4F 0 ERGEEA SR BRI EAHAMEL ZARH LA R

B REARGHF -

SABEG S Bl ek Se EAMARARSE  BERL
R RE 6 B BRI A AT TG - RA AT R
B ERRHBEEORT - A A RICHIEER M § - HREIA
bl (EREERRZT) TUREERMORERAFHERT
IR 2 EAEA R BHIE PR o BIE A 472 B Bl (rule of
reason) » b $t 8 % A ik 0 B9 B 4F 0 BH R AR KR LA R

15 5 LR BABE - 25 T 5 XA FRRGRFRFTHNBA

3 In the matter of Intel Corp., FTC DKT. No. 9228 (file June 1998), Consent Order (August 6, 1999),
available at http://www.ftc.gov/os/adjpro/d9288/index.htm 3% E AR F ik R Fo iy » RiBE 8
Orson Swindle A A4 3 RAMNE R EHRSHLIERBARFZE T EE B4 AR Y
R E & & » at http://www.ftc.gov/0s/1998/08/swindleintel.htm.

37 See generally, FTC v. Indiana Fed’n of Dentists, 476 U.S. 447 (1986); NCAA v. Board of regents of
the Univ. of Okla., 468 U.S. 85 (1984).

3 See, IP Guidelines, § 3.4. 1.
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I B (incidental instruments) °
(=) RIEP/GEAHEHBRMTHZEY

RACH I AR FRBRMATHO T ERIEFIHITAHTRE
Bl 248 0 B AR B T8 A RICR AL o B R RICR AT E N HN
BFAEIMGORE RN EFARLBEHHRE MATER
ﬁ&%ﬁ%°%£’%%%m%%&%ﬁ%’&ﬁu@%%$¥u&.
EENMA - RFLAMAEARMBE wRAEANEILREITS
Bl NS THRBEBEAEF  EROREHRARKF T
A t?ﬁi%’iﬁ&#ﬁﬁ#ﬁfz‘:i%% BREAHRE - H—F '@ BHE
At e REF E Mo RV R I W 15 Bl RARNER S K092

AEURSEEAEXG 2N ZMOBE REBNEAMRE -

B — AR B P T RGN S A F WA
LY TS ITEEEY PITTRPTNE PSSP LY PRI
BROEH > IR I AR B2 AU A4 R 474 3
P AR A B A A ] 22 R B — A
A L R B RS o B — 8+ RAE AL TR B
3R HAast A I EE O B AR R E KR

FEAEAHE AAE R % B AV 0A S35 00 & S48 B & 50 12 38 R AL FR AR HE A
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FTREAHEHFBHEY - EREAIFLE B E DB RRGEF 4

$oE A ARy o
(Z) ¥k

FH BB R AP M TERAETE > FELEA R
HAEREEFEFABARER RO S XBREHHELTHE
ey X KB RA L SHBH AR TS RRICRIE
WL BlhoiR o R F R RHE R A B T AR E LB
ERFE - FEBUABHE—BRARBHEARS R LLEEHBL
&3 R RICR ARG iR BREROBREREDAET L
HEBBRMEMBEAE - EHRBFHR - HlioiR 1994 F 35 RE
R R X R AR AN AR SR R B FR LA S
JB eIk - AR EAL S A BTy 6 X B AY 0 3 HERR SN BB R F
2 BEBNBBARTARAR T HELG G ERFFE  5H
AT A A B AT A R F) BB 4 3 e R e

W BRI AE THRATY ARG RN AE ERRICRITE

3 Waterman v. Mackenzie, 138 U.S. 252, 255-56 (1891).% & B b & 4 &% 38 £ (assignment) £ B #2 4
(license) ® #& #; X, » See, MARTIN J. ADELMAN ET AL., supra note 3, at 1056. )

% 35 US.C. § 261. See also, Waterman v. Mackenzie, “[T]he patentee or his assigns may, by
instrument in writing, assign, grant, and convey, either (1) the whole patent, comprising the exclusive
right to make use and vend the invention throughout the United States; or (2) an undivided part or
share of that exclusive right, or (3) the exclusive right under the patent within and throughout a
specified part of the United States....” id at 255.
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zﬁ“ o
() #ALSHER

EEABMATHRE LI BHOFEEBHRIFCEAR
RAENER - AR A BREGHEA LM T — M T EMHAGTI

RATHRMLLRSEEORAS  AVORALHEFRX AXE
RUEHEDAHEEHRABRTE o RHA L ERANY
@&mﬁﬁﬂamwgﬁ’ﬁﬁTﬁi—ﬁﬁﬂﬁmﬁﬁé%zéo
BN B 0 B — BT R RN k0 B4k 0 3] AR B A4S I s —
BHMEAHERANEREEE — 6 TH LA 3 B
BEORA FREHMHEHTREATRERKOIR TN
HEBMBOII BTN ERAMEEGEA— R TEARAER
EEOHBER BRAMAGHEOMARBERAY  LRARK
%&ﬂ%%&%%ﬁ%&ﬂﬁkﬁ%%ﬁ%in%éﬁﬂé&m%ﬁ
REIBEE > Ak R A SRS o SHAHA SRR R AR A E

T RFEATE  ERAERAERRICHMEZK -

(Z) MR#HEEMSEHERK

! United States v. S.C. Johnson & Son, Inc., 1995-1 Trade Cases (CCH) 1 70,842 (D. Ariz.
1994)(consent decree).
*2 United States v. Microsoft Corp., 1995-2 Trade Cases (CCH) 971,096 (D.D.C. 1995).
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B A TR A A TR A E B8 A B
W S AE A KB A A RS K (resale price
maintenance)# M + 12.E & /685 i & AR Ade B B 2 55 57
A5 RTUITRLEAE & R4 7O A 3 9K T 2 KA
AR DR OB E > P BRI d o b A RIS A A

HEBREB/BOHLRETR -

RBIEAE G 445 B RS TRBI L 0% $3 e - R & EIRA United
States v. General Electric Co. —R# K% 7 dtkey L@ 218 %48
T EES PR IE SR e Py S 'L 31
ER—BENZHBE FEL-LEWOHFNHKER FBk—
FUR KPR E LT R MARE M » RAABA LLBFAERF - 4]
oo REARMAR FLRBHAIERA AR MBA R LHITHE
ABHE S TR A AR ASH & o) E A& &R LB
Athen > o R HIAAFIEE M8 RAE L LRI
AR BRI A W R A Se I W R R AR R A

B e EEBs® -

4272 U.S. 476 (1926).
“ See, Zenith Radio Corp., v. Hazeltine Research, Inc., 395 U.S. 100 (1969).
45 JOHN H. SHENEFIELD & IRWIN M. STELZER, supra note 11, at 102-03.
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PR B R B A AR — o £ AR B RS
EEARABRESY BT 2 ABTEAM MR — 25 R FRA
FHIRMF LT ERMIE L SEOME LT RLHRA -
UTHRERNFEHHATET  AHHHBRAFRS  BAMNMERY
YR REBAREEA A S & B H RS FATIE N B 45 T
8 2SRRI A 55 B RS + 3K+ o RAEAE W S e

FABIA 2D AT A &+ 8K R IR B Ao U JERE -

(X)) EHmRHHEK

A LS DX T Ty E Y TR S S PSS
B RAREAEERT RA AL YRR A - i
HALARNEHE S U ENEAA R ENRE - 4

E R AT - AR S AR B RS - PR A BA 6 B S
PR AL A T A PR AR SR K B R - B R E
BA R A B EH T (AR AR T & A 2 4 A i
)0 RARBMIMATAE SO HH R - B EA A & 4R
B 5] o PRI HE AR — 2 60 36 ) 19 A% 0 A 24 S

auf® A gﬁ'] v B AR TR B #‘@’f& LB 5k
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FBEHBEHERRI AER AT LRE R TUREEM
FHOBRHEBARFEA I THIRI SR T AEF RS £
%%#R%ﬁ%*iﬁ%ﬁénw&m%@ﬁm&%mﬁ%%%%é
ERAY o TORGABFR o RA —EEFHEARR K ey EA
HEA T %A (1o ho 3 8 A0 HE 40 ST SA 9 3% 1 20 0k L A6 4K P 8 PO K
) EMBHOERTEERLAREY  CEFAERRLERE
%’xﬁAJx@owuﬁﬁéwﬁﬁ$ﬂ%§ﬁﬁQﬁu&&ﬁx
WA — 5 A I - SR BB R T R AR T 5 B )

o

() =IsE#BMER

ARG RE T QL DHBH G OR - LA REF AR
HE B I A — TR 8 R AR HE AE R AN R A PR R AT
WA - LB AR R EAY c SEBEO AR —RT T
ERHBREFHA G BAEF ARG RBRRIK > 22K ORI
A4 BRI EBA I SRR ENATEE S
o B SR AR 0 0 2R HE AL 6 0 B R R B KA AL A S R

¥l M AR ARFEREM REHAREANT  aNBERA

6 [P Guidelines, § 5.1 92
47 1P Guidelines §5.6 { 1.
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REHBRBRMARM TURME €8 LR AOH#F & XA EH AT
A RAGFE L E—SHEREM > ERROEBIT  E0B
F R BRI M 60 A B B8 R S SRR G T LB B B A T
%%ﬁ&%ﬁ%%%ﬁ&~ﬁ%%&i%%ﬁﬁ%iﬁﬁ%ﬁ&%ﬁ

TRIER MRS AESEY .

HERVMAMREMRAFLTOLE — LB IR BRAZEA
FEEITEH A O BIRIBN - LALTHREARLANR b -

RFWRR—BERXHAHRH LR TR BB EHITAH -

S RIEMATEH B ARG EE  MP S EMHEHABERS
ZH W RAEFEMORBFBR > LR E#HKT AR L (malign)
iTA - EEAR—F & wRIZEABRESHTIFHNELBESHHM
BASb 7 R ATAE E A4 ﬁn‘éﬁk&ﬁ?éﬁ}i% CARARE T AR R B RIEH

Wik ey JEE - ATIAR BN 3] 1995 e £ B @Y o
(N) BEROGERME

ARFHNBREACRBALEARED AT ITTHMB L%

Ko BRBIRMALABE IR EH R EH LAY L RIRREA 4%

* [P Guidelines §5.6, see also R. Hewitt Pate, Antitrust and Intellectual Property, addressed before
American Intellectual Property Association (January 24, 2003).
¥ Supra note 42.
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Wb SIS EAIE S - B LRI A BAH - S M
HAbds B0 A H L KA RICR IR 54 £ TR ik H A AL
HBEHT MR REF TUR T LB EBRLRSH -

AMFES B LHARBCERRAHALE 7 EHA S MR E
HEMBHAL FRBREREHB BT HMEEMR NI E B Lok
%~ﬁ’ﬁi%%mw%%%g%ﬁﬁagﬁ%’zﬁf&$$§@

SHBHBREYRFOBE  FLAUSER N A gE -

#H 6, F ¥4 (package licensing)#) 447 47T A & B 4k 638 F2 $L 4%
BB ERMIEOE — AR AT RESY EG T BITHR

o ELET ‘é#}i* EHRSEHBETS -

F o b o) F ) R R0 B IR R I 4B AN 3 PRI B 8
RAeH A0 0 5] ik 0 R SR ) SR B K #0454
Windows 44 % R % #kif &) 4a 1% 4935 78| B %5 IE Explorer 47K § 8
%%,w%mg,%ﬁaa—ﬁzﬁaﬁﬁmw%%?@%ﬁ$ﬁx
A RFERE ) E & Windows $2 IE Explorer & — I8 *é/a\z%“ 1% A
AR E Btk o KB R SR HE B RIE R M % S e

HAMTRIIREXTUAE 58 MABRN)ELSRE—HHE

50 Supra note 6, R 8 34T B LA 0 B R E A B A 6447 2 » see Morton Salt Co. v. G. S. Suppiger Co.
314 U.S.448 (1942).
31 IP Guidelines § 3.4
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BERR S AR AL BAREHELALE Rl T AR
ME B BRI T R A RF (”deiiberate and purposeful choice to
quell incipient competition”)# sA 4% & ik IR R A M AT H AN ER

BB TSN BETRAE  ERES AT’

T EFEE  RRERARAEREENSH TN mAH
REMAEEBEMAHBTTENEE - R ENRIRITERHFRH
HEREREHBHEESE  ARAREEHY "L AT AR
FRE PR LIRERBAEIABB T SO ES T B RAEA

432 B B 2 ah > o
(#) ##|4% + %5 (patent pools)™

EAGHERBRZI PHE-E LN ETRAR TR NS
o FARA R — BB A FHE TN SHEALETEAE
FE PG F > REMH T E S E 3444 & #](blocking patents)

&% & ¥ 4% £ (industry standards) A7 % rx & &9 $%4E ] 728 o

2 United States v. Microsoft Corp., Civil Action No. 98-1232 (TPJ) (D.C. April 3, 2000), at
http:./www.usdoj.cov/atr/cases/t4400/4469.htm

%3 253 F.3d 34 (D.C.Cir. 2002)

* Patentpools 89 % X EH3FME $# > KAFHEM - FHE > BEHEF  EHBESERT
FHRELHE TER MEX O THEMEHNABRF RN MG RAEEAHZEEHRe
BB AXE#H+HX  Eo—w RAZHF R REY  TEHEPREIEFRE—UR
FEAPC D BEALERARLHELHX Bt—N\ > RAZFXNA -

an
o)
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SR REAGASERA I REE  ® LB TRATHS
D o feHbie e RAE PR T B E R R R AN
B 2 A A A B 8 R A B ko R R
A HA A B R H B BA 0 X B R
AR EHH AT THR AR AL RSO IR
o HATAIR R A G - e o REAE FREOAE > A
TRAMGEEREES WM CRAREHE TR0 RENL
HAMAERREMLAY  EEBV T LT ¢ALRICH N k&
oo pldo 0 —HANF S RIS 9 ¥ F £ & (business review
letter) » 3,4 3 — 3 DVD SAUH AA I A 60 4 & ¢ 324 - $H ™5
AR A RACH IR AL B AR b7 0S8 EA 0 W R Ao sk

ARADVD R A ERENESLALBZEF -

#—FT FHETHREANBEREARAEZ R LA R ELEE
ME—EBRFE EF—FE wRIEHNEPRMEPBRCELELE TS
NE MEBEpACEREIMTIGHERLE  IRBERLIBBEMTA

HmFE" -

%% IP Guidelines § 5.5 1

%% IP Guidelines § 5.5 7 4.

37 Letter from Joel I. Klein, Assistant Attorney General, U.S. Department of Justice,
Antitrust Division (Dec. 18, 1998), at http://www.usdoj.gov/atr/public/busreview/2121 htm

% IP Guidelines §5.5 Y 4, ¢f. Northwest Wholesale Stationers, Inc. v. Pacific Stationery & Printing
Co., 472 U.S. 284 (1985).
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(+) ELHx#

B — A Y M EAHBBE LR ERE  FABARL T
B - £ B AR EANH MR P45 R SRR - {2 BN E
BERMERZAEERRTAMAD AU E S HAL S E S
FER T RAE &AL 0 R R B L R RACR T o 2 ko AT AR L
WRREEREAARFEMO LT  RAA RN BRI @

F B RACH N L0 B & B IEgE o
(+—) b

SRS PRSP EIEEE T TR EI RSP P s
B YR RAT LBAAT A RICR IR0 4 R A
AR E L B —F MR LART & B AR A LKA &
B A BREEAR TG M AEAATRBEASEBERTH
AMA T RE LS BHARRARMNRFITAGRE > + 44

RICH A IE NN -

RBE—FE RS EM A OB AR LR BT ISR SHLE
B AZHBEBT @ XFRH A E I & 2% 5% (bottleneck

facilities » K FEAMMIFHERI) - MBNNHREELLALIFRAE—
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EHBL2AATHELER R RFAS B — BN s i
MAXEA LS BHEHM  ERIPUERM AR T RS ARAM
LK R R L SR E R R LA — A RACRA AR &,

SEEABOTE -

* $.#% & i — % 3140 35 H) # 4 (compulsory licensing) s F1A8 » 1248 & B A TR T B 4 38 #1480
B WA & H LS F B (“Compulsory licensing is a rarity in our patent system”)
Dawson Chen Co. v. Rohm & Haas Co. 448 U.S. 176, 215 (1980).
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¥

— AERHEECEH—MRAE E A

AETRELDFRHGZERLEERLBEYESHZ " HES
MHER D HER - 2RRAETTFROEARAE - BA - 3 A BH
# />3 (Sony Corporation) & 87 - KM% BRAH BA 3
(Taiyo-Yuden Co., Ltd. ); BRATHITARE  E— ~ LB EIR
B HESEAK CDR AM A A ZIHEN B A RS RI
ﬁ’ﬁ&&*i%%%+@ﬁ&i°£;~ﬂ%%%&$ﬁi’mﬁ
CD-RAMABMTIHZIB LM AT HEFHELEFEALT 1
FIHRBHASHZ MG RSB HLBRELZHEFR  BR
TUHHERHELZEBR BRAFRHEETHREFAE - L= F
RS2 F X 0 BUE CD-R B8 A i 755 208 b sbde - R4
&ﬁ%kﬁ%&%%%zé%ﬁ%ﬁm’i%i%ﬂ%ﬁ&;ﬁ%’

AERATIGHMZITE  ERAFXHEFHEFOARL

ERIBERREATE—A =t TR EEEE (L

ONEFEOA—OAARAEN T - AL B MEITHEHBEARSS  THRHEDBAERENS
FHFATHORR - AAM e THERRAY > 2FXfik AXNZENN RAZETA -
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F)RFREO—BRERANPETURY RS AERRETHIER
R BABRI AN AT EF—A+ BT HFHEO NS

AAR AT FT AT ANBEATHRFREOOLAWTI=ZRRAEA

AT BEBE R A S 2 E R T

1. RS RN B O S By 45 AR RN
S b RIS RLHER CD-R SUREAE SE U L G T
7 ZEE TS - (RS RECHTOIRE L - EvE— ELATSpHEAT
2 W3 AR Fo o A5 CD-R WS RS T 7
EEERS AR AR R T A AR L E

2. BES NETRG IR I A B B R T
HEASEIR » WRHE N R & R — JOUS = R IHE A S
IR B NS EIE » RS S R T T
ERE BN SRER RS H - BT
REERLMERT - AR QRIS BRI B R
AR REEN ? BAKME A SRETRIELS
EE RS (TR » R BTS2 B e ©

3. (D-R Kz A EEHAIS RIS SR RRATHE « 2R
A CD-R 28458 - $AE RS S RRA IR (D-R BTl
B » B0 E— BERHE A2 BRI A A (D-R - BISRERE
& B BERIR ? |

4. AT BAHNRASTES HIFHE/ T E A
5K B T ARIAT 2

ITERGEOHEBR T EARE RS TR TR 208
BTSRAE - BFMGORTATHBHNE IR FABERE 2T

RHEBGBRRESY LR ELEMBAEHINER -
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ETHRE @ 2 FXHEERES -

ERTE B A - TS FOMEREI R B SRR+ F CD-R
AIES— OB Fr B THEES - A AR R R R e - O S REFRAEE
TR - HA% - OD-R LR FRMM BB (R FER
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1. Intell'ectual property protection and the antitrust laws

1.0 These Guidelines state the antitrust enforcement policy of the U.S. Department of
Justice and the Federal Trade Commission (individually, “the Agency,” and collectively, “the
Agencies”) with respect to the licensing of intellectual property protected by patent,
copyright, and trade secret law, and of know-how.' By stating their general policy, the
Agencies hope to assist those who need to predict whether the Agencies will challenge a
practice as anticompetitive. However, these Guidelines cannot remove judgment and
discretion in antitrust law enforcement. Moreover, the standards set forth in these Guidelines
must be applied in unforeseeable circumstances. Each case will be evaluated in light of its
own facts, and these Guidelines will be applied reasonably and flexibly.?

In the United States, patents confer rights to exclude others from making, using, or
selling in the United States the invention claimed by the patent for a period of seventeen
years from the date of issue.> To gain patent protection, an invention (which may be a
product, process, machine, or composition of matter) must be novel, nonobvious, and useful.
Copyright protection applies to original works of authorship embodied in a tangible medium
of expression.* A copyright protects only the expression, not the underlying

' These Guidelines do not cover the antitrust treatment of trademarks. Although the same general
antitrust principles that apply to other forms of intellectual property apply to trademarks as well, these
Guidelines deal with technology transfer and innovation-related issues that typically arise with respect
to patents, copyrights, trade secrets, and know-how agreements, rather than with product-
differentiation issues that typically arise with respect to trademarks.

? As is the case with all guidelines, users should rely on qualified counsel to assist them in
evaluating the antitrust risk associated with any contemplated transaction or activity. No set of
guidelines can possibly indicate how the Agencies will assess the particular facts of every case. Parties
who wish to know the Agencies' specific enforcement intentions with respect to any particular
transaction should consider seeking a Department of Justice business review letter pursuant to 28
C.F.R. § 50.6 or a Federal Trade Commission Advisory Opinion pursuant to 16 C.F.R. §§ 1.1-1.4.

3See 35 U.S.C. § 154 (1988). Section 532(a) of the Uruguay Round Agreements Act, Pub. L. No.
103-465, 108 Stat. 4809, 4983 (1994) would change the length of patent protection to a term beginning
on the date at which the patent issues and ending twenty years from the date on which the application
for the patent was filed.

*#See 17 U.S.C. § 102 (1988 & Supp. V 1993). Copyright protection lasts for the author's life plus
50 years, or 75 years from first publication (or 100 years from creation, whichever expires first) for
works made for hire. See 17 U.S.C. § 302 (1988). The principles stated in these Guidelines also apply
to protection of mask works fixed in a semiconductor chip product (see 17 U.S.C. § 901 et seq. (1988)),
which is analogous to copyright protection for works of authorship.



ideas.’Unlike a patent, which protects an invention not only from copying but also from
independent creation, a copyright does not preclude others from independently creating
similar expression. Trade secret protection applies to information whose economic value
depends on its not being generally known.® Trade secret protection is conditioned upon .
efforts to maintain secrecy and has no fixed term. As with ¢opyright protection, trade secret
protection does not preclude independent creation by others.

The intellectual property laws and the antitrust laws share the common purpose of
promoting innovation and enhancing consumer welfare.” The intellectual property laws
provide incentives for innovation and its dissemination and commercialization by
establishing enforceable property rights for the creators of new and useful products, more
efficient processes, and original works of expression. In the absence of intellectual property
rights, imitators could more rapidly exploit the efforts of innovators and investors without
compensation. Rapid imitation would reduce the commercial value of innovation and erode
incentives to invest, ultimately to the detriment of consumers. The antitrust laws promote
innovation and consumer welfare by prohibiting certain actions that may harm competition

-with respect to either existing or new ways of serving consumers.

2. General principles

2.0 These Guidelines embody three general principles: (a) for the purpose of antitrust
analysis, the Agencies regard intellectual property as being essentially comparable to any
other form of property; (b) the Agencies do not presume that intellectual property creates
market power in the antitrust context; and (c) the Agencies recognize that intellectual
property licensing allows firms to combine complementary factors of production and is

generally procompetitive.

3 See 17 U.S.C. § 102(b) (1988).

¢ Trade secret protection derives from state law. See generally Kewanee Oil Co. v. Bicron Corp.,
416 U.S. 470 (1974).

7“[T]he aims and objectives of patent and antitrust laws may seem, at first glance, wholly at odds.
However, the two bodies of law are actually complementary, as both are aimed at encouraging
innovation, industry and competition.” Atari Games Corp. v. Nintendo of America, Inc., 897 F.2d
1572, 1576 (Fed. Cir. 1990).
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2.1 Standard antitrust analysis applies to intellectual property

The Agencies apply the same general antitrust principles to conduct involving
intellectual property that they apply to conduct involving any other form of tangible or
intangible property. That is not to say that intellectual property is in all respects the same as
any other form of property. Intellectual property has important characteristics, such as ease
of misappropriation, that distinguish it from many other forms of property. These
characteristics can be taken into account by standard antitrust analysis, however, and do not
require the application of fundamentally different principles.®

Although there are clear and important differences in the purpose, extent, and duration
of protection provided under the intellectual property regimes of patent, copyright, and trade
secret, the governing antitrust principles are the same. Antitrust analysis takes differences
among these forms of intellectual property into account in evaluating the specific market
circumstances in which transactions occur, just as it does with other particular market
circumstances.

Intellectual property law bestows on the owners of intellectual property certain rights
to exclude others. These rights help the owners to profit from the use of their property. An
intellectual property owner's rights to exclude are similar to the rights enjoyed by owners of
other forms of private property. As with other forms of private property, certain types of
conduct with respect to intellectual property may have anticompetitive effects against which
the antitrust laws can and do protect. Intellectual property is thus neither particularly free
from scrutiny under the antitrust laws, nor particulaﬂy suspect under them.

The Agencies recognize that the licensing of intellectual property is often international.
The principles of antitrust analysis described in these Guidelines apply equally to domestic
and international licensing arrangements. However, as described in the 1995 Department of
Justice and Federal Trade Commission Antitrust Enforcement Guidelines for International
Operations, considerations particular to international operations, such as jurisdiction and
comity, may affect enforcement decisions when the arrangement is in an international
context.

¥ As with other forms of property, the power to exclude others from the use of intellectual property
may vary substantially, depending on the nature of the property and its status under federal or state law.
The greater or lesser legal power of an owner to exclude others is also taken into account by standard
antitrust analysis.
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2.2 Intellectual property and market power

Market power is the ability profitably to maintain prices above, or output below,
competitive levels for a significant period of time.’ The Agencies will not presume that a
patent, copyright, or trade secret necessarily confers market power upon its owner. Although
the intellectual property right confers the power to exclude with respect to the specific
product, process, or work in question, there will often be sufficient actual or potential close
substitutes for such product, process, or work to prevent the exercise of market power. ' If
a patent or other form of intellectual property does confer market power, that market power
does not by itself offend the antitrust laws. As with any other tangible or intangible asset that
enables its owner to obtain significant supracompetitive profits, market power (or even a
monopoly) that is solely “a consequence of a superior product, business acumen, or historic
accident” does not violate the antitrust laws.'' Nor does such market power impose on the
intellectual property owner an obligation to license the use of that property to others. Asin
other antitrust contexts, however, market power could be illegally acquired or maintained,

“or, even if lawfully acquired and maintained, would be relevant to the ability of an
intellectual property owner to harm competition through unreasonable conduct in connection

with such property.

2.3 Procompetitive benefits of licensing

® Market power can be exercised in other economic dimensions, such as quality, service, and the
development of new or improved goods and processes. It is assumed in this definition that all
competitive dimensions are held constant except the ones in which market power is being exercised;
that a seller is able to charge higher prices for a higher-quality product does not alone indicate market
power. The definition in the text is stated in terms of a seller with market power. A buyer could also
exercise market power (e.g., by maintaining the price below the competitive level, thereby depressing
output).

' The Agencies note that the law is unclear on this issue. Compare Jefferson Parish Hospital
District No. 2 v. Hyde, 466 U.S. 2, 16 (1984) (expressing the view in dictum that if a product is
protected by a patent, “it is fair to presume that the inability to buy the product elsewhere gives the
seller market power”) with id. at 37 n.7 (O'Connor, J., concurring) (“[A] patent holder has no market
power in any relevant sense if there are close substitutes for the patented product.”). Compare also
Abbott Laboratories v. Brennan, 952 F.2d 1346, 1354-55 (Fed. Cir. 1991) (no presumption of market
power from intellectual property right), cert. denied, 112 S. Ct. 2993 (1992) with Digidyne Corp. v.
Data General Corp., 734 F.2d 1336, 1341-42 (9th Cir. 1984) (requisite economic power is presumed
from copyright), cert. denied, 473 U.S. 908 (1985).

" United States v. Grinnell Corp., 384 U.S. 563, 571 (1966); see also United States v. Aluminum
Co. of America, 148 F.2d 416, 430 (2d Cir. 1945) (Sherman Act is not violated by the attainment of
market power solely through “superior skill, foresight and industry”).
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Intellectual property typically is one component among many in a production process
and derives value from its combination with complementary factors. Complementary factors
of production include manufacturing and distribution facilities, workforces, and other items
of intellectual property. The owner of intellectual property has to arrange for its combination
with other necessary factors to realize its commercial value. Often, the owner finds it most
efficient to contract with others for these factors, to sell rights to the intellectual property, or
to enter into a joint venture arrangement for its development, rather than supplying these
complementary factors itself.

Licensing, cross-licensing, or otherwise transferring intellectual property (hereinafter
“licensing”) can facilitate integration of the licensed property with complementary factors
of production. This integration can lead to more efficient exploitation of the intellectual
property, benefiting consumers through the reduction of costs and the introduction of new
products. Such arrangements increase the value of intellectual property to consumers and to
the developers of the technology. By potentially increasing the expected returns from
intellectual property, licensing also can increase the incentive for its creation and thus
promote greater investment in research and development.

Sometimes the use of one item of intellectual property requires access to another. An
item of intellectual property “blocks” another when the second cannot be practiced without
using the first. For example, an improvement on a patented machine can be blocked by the
patent on the machine. Licensing may promote the coordinated development of technologies
that are in a blocking relationship.

Field-of-use, territorial, and other limitations on intellectual property licenses may serve
procompetitive ends by allowing the licensor to exploit its property as efficiently and
effectively as possible. These various forms of exclusivity can be used to give a licensee an
incentive to invest in the commercialization and distribution of products embodying the
licensed intellectual property and to develop additional applications for the licensed property.
The restrictions may do so, for example, by protecting the licensee against free-riding on the
licensee's investments by other licensees or by the licensor. They may also increase the
licensor's incentive to license, for example, by protecting the licensor from competition in
the licensor's own technology in a market niche that it prefers to keep to itself. These
benefits of licensing restrictions apply to patent, copyright, and trade secret licenses, and to
know-how agreements.
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Example 1"

Situation: ComputerCo develops a new, copyrighted software program for inventory
management. The program has wide application in the health field. ComputerCo licenses the
program in an arrangement that imposes both field of use and territorial limitations. Some of .
ComputerCo's licenses permit use only in hospitals; others permit use only in group medical
practices. ComputerCo charges different royalties for the different uses. All of ComputerCo's
licenses permit use only in specified portions of the United States and in specified foreign
countries.” The licenses contain no provisions that would prevent or discourage licensees
from developing, using, or selling any other program, or from competing in any other good
or service other than in the use of the licensed program. None of the licensees are actual or
likely potential competitors of ComputerCo in the sale of inventory management programs.

Discussion: The key competitive issue raised by the licensing arrangement is whether it
harms competition among entities that would have been actual or likely potential competitors
in the absence of the arrangemeﬁt. Such harm could occur if, for example, the licenses

_anticompetitively foreclose access to competing technologies (in this case, most likely
competing computer programs), prevent licensees from developing their own competing
technologies (again, in this case, most likely computer progi‘ams), or facilitate market
allocation or price-fixing for any product or service supplied by the licensees. (See section
3.1.) If the license agreements contained such provisions, the Agency evaluating the
arrangement would analyze its likely competitive effects as described in parts 3—5 of these
Guidelines. In this hypothetical, there are no such provisions and thus the arrangement is
merely a subdivision of the licensor's intellectual property among different fields of use and
territories. The licensing arrangement does not appear likely to harm competition among
entities that would have been actual or likely potential competitors if ComputerCo had chosen
not to license the software program. The Agency therefore would be unlikely to object to this:
_arrangement. Based on these facts, the result of the antitrust analysis would be the same
whether the technology was protected by patent, -copyright, or trade secret. The Agency's
conclusion as to likely competitive effects could differ if, for example, the license barred
licensees from using any other inventory management program.

'2 The examples in these Guidelines are hypothetical and do not represent judgments about, or
analysis of, any actual market circumstances of the named industries.

'3 These Guidelines do not address the possible application of the antitrust laws of other countries
to restraints such as territorial restrictions in international licensing arrangements.
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3. Antitrust concerns and modes of analysis

3.1 Nature of the concerns

While intellectual property licensing arrangements are typically welfare-enhancing and
procompetitive, antitrust concerns may nonetheless arise. For example, a licensing
arrangement could include restraints that adversely affect competition in goods markets by
dividing the markets among firms that would have competed using different technologies.
See, e.g., Example 7. An arrangement that effectively merges the research and development
activities of two of only a few entities that could plausibly engage in research and
development in the relevant field might harm competition for development of new goods and
services. See section 3.2.3. An acquisition of intellectual property may lessen competition
in a relevant antitrust market. See section 5.7. The Agencies will focus on the actual effects
of an arrangement, not on its formal terms.

The Agencies will not require the owner of intellectual property to create competition
in its own technology. However, antitrust concerns may arise when a licensing arrangement
harms competition among entities that would have been actual or likely potential
competitors'* in a relevant market in the absence of the license (entities in a “horizontal
relationship”). A restraint in a licensing arrangement may harm such competition, for
example, if it facilitates market division or price;ﬁxing. In addition, license restrictions with
respect to one market may harm such competition in another market by anticompetitively
foreclosing access to, or significantly raising the price of, an important input,'® or by
facilitating coordination to increase price or reduce output. When it appears that such
competition may be adversely affected, the Agencies will follow the analysis set forth below.
See generally sections 3.4 and 4.2.

3.2 Markets affected by licensing arrangements

Licensing arrangements raise concerns under the antitrust laws if they are likely to affect
adversely the prices, quantities, qualities, or varieties of goods and services'® either currently
or potentially available. The competitive effects of licensing arrangements often can be

" A firm will be treated as a likely potential competitor if there is evidence that entry by that firm
is reasonably probable in the absence of the licensing arrangement.

> As used herein, “input” includes outlets for distribution and sales, as well as factors of production.
See, e.g., sections 4.1.1 and 5.3-5.5 for further discussion of conditions under which foreclosing access
to, or raising the price of, an input may harm competition in a relevant market.

'¢ Hereinafter, the term “goods” also includes services.
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adequately assessed within the relevant markets for the goods affected by the arrangements.
In such instances, the Agencies will delineate and analyze only goods markets. In other
cases, however, the analysis may require the delineation of markets for technology or markets
for research and development (innovation markets).

3.2.1 Goods markets

A number of different goods markets may be relevant to evaluating the effects of a
licensing arrangement. A restraint in a licensing arrangement may have competitive effects
in markets for final or intermediate goods made using the intellectual property, or it may have
effects upstream, in markets for goods that are used as inputs, along with the intellectual
property, to the production of other goods. In general, for goods markets affected by a
licensing arrangement, the Agencies will approach the delineation of relevant market and the
measurement of market share in the intellectual property area as in section 1 of the U.S.
Department of Justice and Federal Trade Commission Horizontal Merger Guidelines. '’

3.2.2 Technology markets

Technology markets consist of the intellectual property that.is licensed (the “licensed
technology”) and its close substitutes—that is, the technovlogies or goods that are close
enough substitutes significantly to constrain the exercise of market power with respect to the
intellectual property that is licensed.'® When rights to intellectual property are marketed
separately from the products in which they are used,'” the Agencies‘ may rely on technology
markets to analyze the competitive effects of a licensing arrangement.

Example 2

Situation: Firms Alpha and Beta independently develop different patented process technologies

'7U.S. Department of Justice and Federal Trade Commission, Horizontal Merger Guidelines (April
2, 1992) (hereinafter “1992 Horizontal Merger Guidelines™). As stated in section 1.41 of the 1992
Horizontal Merger Guidelines, market shares for goods markets “can be expressed either in dollar terms
through measurement of sales, shipments, or production, or in physical terms through measurement of
sales, shipments, production, capacity or reserves.”

'8 For example, the owner of a process for producing a particular good may be constrained in its
conduct with respect to that process not only by other processes for making that good, but also by other
goods that compete with the downstream good and by the processes used to produce those other goods.

' Intellectual property is often licensed, sold, or transferred as an integral part of a marketed good.
An example is a patented product marketed with an implied license permitting its use. In such
circumstances, there is no need for a separate analysis of technology markets to capture relevant
competitive effects.
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to manufacture the same off-patent drug for the treatment of a particular disease. Before the
firms use their technologies internally or license them to third parties, they announce plans
jointly to manufacture the drug, and to assign their manufacturing processes to the new
manufacturing venture. Many firms are capable of using and have the incentive to use the
licensed technologies to manufacture and distribute the drug; thus, the market for drug
manufacturing and distribution is competitive. One of the Agencies is evaluating the likely
competitive effects of the planned venture.

Discussion: The Agency would analyze the competitive effects of the proposed joint venture
by first defining the relevant markets in which competition may be affected and then evaluating
the likely competitive effects of the joint venture in the identified markets. (See Example 4 for
a discussion of the Agencies' approach to joint venture analysis.) In this example, the structural
effect of the joint venture in the relevant goods market for the manufacture and distribution of
the drug is unlikely to be significant, because many firms in addition to the joint venture
compete in that market. The joint venture might, however, increase the prices of the drug
produced using Alpha's or Beta's technology by reducing competition in the relevant market for
technology to manufacture the drug.

The Agency would delineate a technology market in which to evaluate likely competitive
effects of the proposed joint venture. The Agency would identify other technologies that can
be used to make the drug with levels of effectiveness and cost per dose comparable to that of the
technologies owned by Alpha and Beta. In addition, the Agency would consider the extent to
which competition from other drugs that are substitutes for the drug produced using Alpha's or
Beta's technology would limit the ability of a hypothetical monopolist that owned both Alpha's
and Beta's technology to raise its price.

To identify a technology's close substitutes and thus to delineate the relevant -

technology market, the Agencies will, if the data permit, identify the smallest group of
technologies and goods over which a hypothetical monopolist of those technologies and
goods likely would exercise market power—for example, by imposing a small but
significant and nontransitory price increase.”” The Agencies recognize that technology often

is licensed in ways that are not readily quantifiable in monetary terms.?' In such

2 This is conceptually analogous to the analytical approach to goods markets under the 1992

Horizontal Merger Guidelines. Cf. § 1.11. Of course, market power also can be exercised in other
dimensions, such as quality, and these dimensions also may be relevant to the definition and analysis

of technology markets.

2! For example, technology may be licensed royalty-free in exchange for the right to use other
technology, or it may be licensed as part of a package license.
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circumstances, the Agencies will delineate the relevant market by identifying other
technologies and goods which buyers would substitute at a cost comparable to that of using
the licensed technology.

In assessing the competitive significance of current and likely potential participants in
a technology market, the Agencies will take into account all relevant evidence. When
market share data are available and accurately reflect the competitive significance of market
participants, the Agencies will include market share data in this assessment. The Agencies
also will seek evidence of buyers' and market participants' assessments of the competitive
significance of technology market participants. Such evidence is particularly important
when market share data are unavailable, or do not accurately represent the competitive
significance of market participants. When market share data or other indicia of market
power are not available, and it appears that competing technologies are comparably
efficient,”? the Agencies will assign each technology the same market share. For new
technologies, the Agencies generally will use the best available information to estimate

market acceptance over a two-year period, beginning with commercial introduction.

3.2.3 Research and development: innovation markets

If a licensing arrangement may adversely affect competition to develop new or
improved goods or processes, the Agencies will analyze such an impact either as a separate
competitive effect in relevant goods or technology markets, or as a competitive effect in a
separate innovation market. A licensing arrangement may have competitive effects on
innovation that cannot be adequately addressed through the analysis of goods or technology
markets. For example, the arrangement may affect the development of goods that do not yet
exist.® Alternatively, the arrangement may affect the development of new or improved

22 The Agencies will regard two technologies as “comparably efficient” if they can be used to
produce close substitutes at comparable costs.

B E.g., Sensormatic, FTC Inv. No. 941-0126, 60 Fed. Reg. 5428 (accepted for comment Dec. 28,
1994); Wright Medical Technology, Inc., FTC Inv. No. 951-0015, 60 Fed. Reg. 460 (accepted for
comment Dec. 8, 1994); American Home Products, FTC Inv. No. 941-0116, 59 Fed. Reg. 60,807
(accepted for comment Nov. 28, 1994); Roche Holdings Ltd., 113 F.T.C. 1086 (1990); United States
v. Automobile Mfrs. Assh, 307 F. Supp. 617 (C.D. Cal. 1969), appeal dismissed sub nom. City of New
York v. United States, 397 U.S. 248 (1970), modified sub nom. United States v. Motor Vehicles Mfrs.
Assn, 1982-83 Trade Cas. (CCH) ¥ 65,088 (C.D. Cal. 1982).
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goods or processes in geographic markets where there is no actual or likely potential
competition in the relevant goods.?

An innovation market consists of the research and development directed to particular
new or improved goods or processes, and the close substitutes for that research and
development. The close substitutes are research and development efforts, technologies, and
goods® that significantly constrain the exercise of market power with respect to the relevant
research and development, for example by limiting the ability and incentive of a
hypothetical monopolist to retard the pace of research and development. The Agencies will
delineate an innovation market only when the capabilities to engage in the relevant research
and development can be associated with specialized assets or characteristics of specific
firms.

In assessing the competitive significance of current and likely potential participants in
an innovation market, the Agencies will take into account all relevant evidence. When
market share data are available and accurately reflect the competitive significance of market
participants, the Agencies will include market share data in this assessment. The Agencies
also will seek evidence of buyers' and market participants’ assessments of the competitive
significance of innovation market participants. Such evidence is particularly important
when market share data are unavailable or do not accurately represent the competitive
‘siéniﬁcance of market participants. The Agencies may base the market shares of
participants in an innovation market on their shares of identifiable assets or characteristics
upon which innovation depends, on shares of research and development expenditures, or on
shares of a related product. When entities have comparable capabilities and incentives to
pursue research and development that is a close substitute for the research and development
activities of the parties to a licensing arrangement, the Agencies may assign equal market
shares to such entities.

* See Complaint, United States v. General Motors Corp., Civ. No. 93-530 (D. Del., filed Nov. 16,
1993).

* For example, the licensor of research and development may be constrained in its conduct not only
by competing research and development efforts but also by other existing goods that would compete
with the goods under development.
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Example 3

Situation: Two companies that specialize in advanced metallurgy agree to cross-license future
patents relating to the development of a new component for aircraft jet turbines. Innovation
in the development of the component requires the capability to work with very high tensile
strength materials for jet turbines. Aspects of the licensing arrangement raise the possibility
that competition in research and development of this and related components will be lessened.
One of the Agencies is considering whether to define an innovation market in which to
evaluate the competitive effects of the arrangement.

Discussion: If the firms that have the capability and incentive to work with very high tensile
strength materials for jet turbines can be reasonably identified, the Agency will consider defining
arelevant innovation market for development of the new component. If the number of firms with
the required capability and incentive to engage in research and development of very high tensile
strength materials for aircraft jet turbines is small, the Agency may employ the concept of an
innovation market to analyze the likely competitive effects of the arrangement in that market, or
as an aid in analyzing competitive effects in technology or goods markets. The Agency would
perform its analysis as described in parts 3-5.

If the number of firms with the required capability and incentive is large (either because
there are a large number of such firms in the jet turbine industry, or because there are many firms
in other industries with the required capability and incentive), then the Agency will conclude that
the innovation market is competitive. Under these circumstances, it is unlikely that any single
firm or plausible aggregation of firms could acquire a large enough share of the assets necessary
for innovation to have an adverse impact on competition.

If the Agency cannot reasonably identify the firms with the required capability and
incentive, it will not attempt to define an innovation market.

Example 4

Situation: Three of the largest producers of a plastic used in disposable bottles plan to engage
in joint research and development to produce a new type of plastic that is rapidly biodegradable.
The joint venture will grant to its partners (but to no one else) licenses to all patent rights and
use of know-how. One of the Agencies is evaluating the likely competitive effects of the
proposed joint venture.

Discussion: The Agency would analyze the proposed research and development joint venture
using an analysis similar to that applied to other joint ventures.?® The Agency would begin by
defining the relevant markets in which to analyze the joint venture's likely competitive effects.

% See, e.g., U.S. Department of Justice and Federal Trade Commission, Statements of Enforcement
Policy and Analytical Principles Relating to Health Care and Antitrust 20-23, 37-40, 72-74
(September 27, 1994). This type of transaction may qualify for treatment under the National
Cooperative Research and Production Act of 1993, 15 U.S.C.A §§ 4301-05.
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In this case, a relevant market is an innovation market—research and development for
biodegradable (and other environmentally friendly) containers. The Agency would seek to
identify any other entities that would be actual or likely potential competitors with the joint
venture in that relevant market. This would include those firms that have the capability and
incentive to undertake research and development closely substitutable for the research and
development proposed to be undertaken by the joint venture, taking into account such firms'
existing technologies and technologies under development, R&D facilities, and other relevant
assets and business circumstances. Firms possessing such capabilities and incentives would be
included in the research and development market even if they are not competitors in relevant
markets for related goods, such as the plastics currently produced by the joint venturers,
although competitors in existing goods markets may often also compete in related innovation
markets.

Having defined a relevant innovation market, the Agency would assess whether the joint
venture is likely to have anticompetitive effects in that market. A starting point in this analysis
is the degree of concentration in the relevant market and the market shares of the parties to the
joint venture. If, in addition to the parties to the joint venture (taken collectively), there are at
least four other independently controlled entities that possess comparable capabilities and
incentives to undertake research and development of biodegradable plastics, or other products
that would be close substitutes for such new plastics, the joint venture ordinarily would be
unlikely to adversely affect competition in the relevant innovation market (cf. section 4.3). If
there are fewer than four other independently controlled entities with similar capabilities and
incentives, the Agency would consider whether the joint venture would give the parties to the
joint venture an incentive and ability collectively to reduce investment in, or otherwise to retard
the pace or scope of, research and development efforts. If the joint venture creates a significant
risk of anticompetitive effects in the innovation market, the Agency would proceed to consider
efficiency justifications for the venture, such as the potential for combining complementary
R&D assets in such a way as to make successful innovation more likely, or to bring it about
sooner, or to achieve cost reductions in research and development.

The Agency would also assess the likelihood that the joint venture would adversely affect
competition in other relevant markets, including markets for products produced by the parties
to the joint venture. The risk of such adverse competitive effects would be increased to the
extent that, for example, the joint venture facilitates the exchange among the parties of
competitively sensitive information relating to goods markets in which the parties currently
compete or facilitates the coordination of competitive activities in such markets. The Agency
would examine whether the joint venture imposes collateral restraints that might significantly
restrict competition among the joint venturers in goods markets, and would examine whether
such collateral restraints were reasonably necessary to achieve any efficiencies that are likely
to be attained by the venture.

3.3 Horizontal and vertical relationships
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As with other property transfers, antitrust analysis of intellectual property licensing
arrangements examines whether the relationship among the parties to the arrangement is
primarily horizontal or vertical in nature, or whether it has substantial aspects of both. A
licensing arrangement has a vertical component when it affects activities that are in a
complementary relationship, as is typically the case in a licensing arrangement. For example,
the licensor's primary line of business may be in research and development, and the licensees,

-as manufacturers, may be buying the rights to use technology developed by the licensor.
Alternatively, the licensor may be a component manufacturer owning intellectual property
rights in a product that the licensee manufactures by combining the component with other
inputs, or the licensor may manufacture the product, and the licensees may operate primarily
in distribution and marketing. ' '

In addition to this vertical component, the licensor and its licensees may also have a
horizontal relationship. For analytical purposes, the Agencies ordinarily will treat a
relationship between a licensor and its licensees, or between licensees, as horizontal when
they would have been actual or likely potential competitors in a relevant market in the
absence of the license.

The existence of a horizontal relationship between a licensor and its licensees does not,
in itself, indicate that the arrangement is anticompetitive. Identification of such relationships
is merely an aid in determining whether there may be anticompetitive effects arising from a
licensing arrangement. Such a relationship need not give rise to an anticompetitive effect,
nor does a purely vertical relationship assure that there are no anticompetitive effects.

The following examples illustrate different competitive relationships among a licensor
and its licensees.

Example §

Situation: AgCo, a manufacturer of farm equipment, develops a new, patented emission control
technology for its tractor engines and licenses it to FarmCo, another farm equipment
manufacturer. AgCo's emission control technology is far superior to the technology currently
owned and used by FarmCo, so much so that FarmCo's technology does not significantly
constrain the prices that AgCo could charge for its technology. AgCo's emission control patent
has a broad scope. It is likely that any improved emissions control technology that FarmCo
could develop in the foreseeable future would infringe AgCo's patent.

Discussion: Because FarmCo's emission control technology does not significantly constrain
AgCo's competitive conduct with respect to its emission control technology, AgCo's and
FarmCo's emission control technologies are not close substitutes for each other. FarmCo is a
consumer of AgCo's technology and is not an actual competitor of AgCo in the relevant market
for superior emission control technology of the kind licensed by AgCo. Furthermore, FarmCo
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is not a likely potential competitor of AgCo in the relevant market because, even if FarmCo
could develop an improved emission control technology, it is likely that it would infringe
AgCo's patent. This means that the relationship between AgCo and FarmCo with regard to the
supply and use of emissions control technology is vertical. Assuming that AgCo and FarmCo
are actual or likely potential competitors in sales of farm equipment products, their relationship
is horizontal in the relevant markets for farm equipment.

Example 6

Situation: FarmCo develops a new valve technology for its engines and enters into a cross-
licensing arrangement with AgCo, whereby AgCo licenses its emission control technology to
FarmCo and FarmCo licenses its valve technology to AgCo. AgCo already owns an alternative
valve technology that can be used to achieve engine performance similar to that using FarmCo's
valve technology and at a comparable cost to consumers. Before adopting FarmCo's technology,
AgCo was using its own valve technology in its production of engines and was licensing (and
continues to license) that technology for use by others. As in Example 5, FarmCo does not own
or control an emission control technology that is a close substitute for the technology licensed
from AgCo. Furthermore, as in Example 5, FarmCo is not likely to develop an improved
emission control technology that would be a close substitute for AgCo's technology, because
of AgCo's blocking patent.

Discussion: FarmCo is a consumer and not a competitor of AgCo's emission control technology.
As in Example 5, their relationship is vertical with regard to this technology. The relationship
between AgCo and FarmCo in the relevant market that includes engine valve technology is
vertical in part and horizontal in part. It is vertical in part because AgCo and FarmCo stand in
a complementary relationship, in which AgCo is a consumer of a technology supplied by
FarmCo. However, the relationship between AgCo and FarmCo in the relevant market that
includes engine valve technology is also horizontal in part, because FarmCo and AgCo are actual
competitors in the licensing of valve technology that can be used to achieve similar engine
performance at a comparable cost. Whether the firms license their valve technologies to others
is not important for the conclusion that the firms have a horizontal relationship in this relevant
market. Even if AgCo's use of its valve technology were solely captive to its own production,
the fact that the two valve technologies are substitutable at comparable cost means that the two
firms have a horizontal relationship.

As in Example 5, the relationship between AgCo and FarmCo is horizontal in the relevant
markets for farm equipment.
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3.4 Framework for evaluating licensing restraints

In the vast majority of cases, restraints in intellectual property licensing arrangements
are evaluated under the rule of reason. The Agencies' general approach in analyzing a
licensing restraint under the rule of reason is to inquire whether the restraint is likely to have
anticompetitive effects and, if so, whether the restraint is reasonably necessary to achieve
procompetitive benefits that outweigh those anticompetitive effects. See Federal Trade
Commission v. Indiana Federation of Dentists, 476 U.S. 447 (1986); NCAA v. Board of
Regents of the University of Oklahoma, 468 U.S. 85 (1984); Broadcast Music, Inc. v.
Columbia Broadcasting System, Inc., 441 U.S. 1 (1979); 7 Phillip E. Areeda, Antitrust Law
§ 1502 (1986). See also part 4.

In some cases, however, the courts conclude that a restraint's “nature and necessary
effect are so plainly anticompetitive” that it should be treated as unlawful per se, without an
elaborate inquiry into the restraint's likely competitive effect. Federal Trade Commission
v. Superior Court Trial Lawyers Association, 493 U.S. 411, 433 (1990); National Society of
Professional Engineers v. United States, 435 U.S. 679, 692 (1978). Among the restraints that
have been held per se unlawful are naked price-fixing, output restraints, and market division
among horizontal competitors, as well as certain group boycotts and resale price
ma:mtenance.

To determine whether a particular restraint in a licensing arrangement is given per se
or rule of reason treatment, the Agencies will assess whether the restraint in question can be
expected to contribute to an efficiency-enhancing integration of economic activity. See
Broadcast Music, 441 U.S. at 16-24. In general, licensing arrangements promote such
integration because they facilitate the combination of the licensor's intellectual property with
complementary factors of production owned by the licensee. A restraint in a licensing
arrangement may further such integration by, for example, aligning the incentives of the
licensor and the licensees to promote the development and marketing of the licensed
technology, or by substantially reducing transactions costs. If there is no efficiency-
enhancing integration of economic activity and if the type of restraint is one that has been
accorded per se treatment, the Agencies will challenge the restraint under the per se rule.
Otherwise, the Agencies will apply a rule of reason analysis.

Application of the rule of reason generally requires a comprehensive inquiry into market
conditions. (See sections 4.1-4.3.) However, that inquiry may be truncated in certain
circumstances. If the Agencies conclude that a restraint has no likely anticompetitive effects,
they will treat it as reasonable, without an elaborate analysis of market power or the
justifications for the restraint. Similarly, if a restraint facially appears to be of a kind that

Page 16



would always or almost always tend to reduce output or increase prices,”” and the restraint
is not reasonably related to efficiencies, the Agencies will likely challenge the restraint
without an elaborate analysis of particular industry circumstances®® See Indiana Federation
of Dentists, 476 U.S. at 459-60; NCAA4, 468 U.S. at 109. '

Example 7

Situation: Gamma, which manufactures Product X using its patented process, offers a license
for its process technology to every other manufacturer of Product X, each of which competes
world-wide with Gamma in the manufacture and sale of X. The process technology does not
represent an economic improvement over the available existing technologies. Indeed, although
most manufacturers accept licenses from Gamma, none of the licensees actually uses the
licensed technology. The licenses provide that each manufacturer has an exclusive right to sell
Product X manufactured using the licensed technology in a designated geographic area and that
no manufacturer may sell Product X, however manufactured, outside the designated territory.

Discussion: The manufacturers of Product X are in a horizontal relationship in the goods market
for Product X. Any manufacturers of Product X that control technologies that are substitutable
at comparable cost for Gamma's process are also horizontal competitors of Gamma in the
relevant technology market. The licensees of Gamma's process technology are technically in
a vertical relationship, although that is not significant in this example because they do not
actually use Gamma's technology.

The licensing arrangement restricts competition in the relevant goods market among
manufacturers of Product X by requiring each manufacturer to limit its sales to an exclusive
territory. Thus, competition among entities that would be actual competitors in the absence of
the licensing arrangement is restricted. Based on the facts set forth above, the licensing
arrangement does not involve a useful transfer of technology, and thus it is unlikely that the
restraint on sales outside the designated territories contributes to an efficiency-enhancing
integration of economic activity. Consequently, the evaluating Agency would be likely to
challenge the arrangement under the per se rule as a horizontal territorial market allocation
scheme and to view the intellectual property aspects of the arrangement as a sham intended to
cloak its true nature.

" Details about the Federal Trade Commission's approach are set forth in Massachusetts Board of
Registration in Optometry, 110 F.T.C. 549, 604 (1988). In applying its truncated rule of reason
inquiry, the FTC uses the analytical category of “inherently suspect” restraints to denote facially
anticompetitive restraints that would always or almost always tend to decrease output or increase
prices, but that may be relatively unfamiliar or may not fit neatly into traditional per se categories.

* Under the FTC's Mass. Board approach, asserted efficiency justifications for inherently suspect
restraints are examined to determine whether they are plausible and, if so, whether they are valid in the
context of the market at issue. Mass. Board, 110 F. T.C. at 604.
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If the licensing arrangement could be expected to contribute to an efficiency-enhancing
integration of economic activity, as might be the case if the licensed technology were an
advance over existing processes and used by the licensees, the Agency would analyze the
arrangement under the rule of reason applying the analytical framework described in this
section.

In this example, the competitive implications do not generally depend on whether the
licensed technology is protected by patent, is a trade secret or other know-how, or is a computer
program protected by copyright; nor do the competitive implications generally depend on -
whether the allocation of markets is territorial, as in this example, or functional, based on fields
of use.

4. General principles concerning the Agencies' evaluation of

licensing arrangements under the rule of reason

4.1 Analysis of anticompetitive effects

The existence of anticompetitive effects resulting from a restraint in a licensing
arrangement will be evaluated on the basis of the analysis described in this section.

4.1.1 Market structuré, coordination, and foreclosure’

When a licensing arrangement affects parties in a horizontal relationship, a restraint in
that arrangement may increase the risk of coordinated pricing, output restrictions, or the
acquisition or maintenance of market power. Harm to competition also may occur if the
arrangement poses a significant risk of retarding or restricting the development of new or
improved goods or processes. The potential for competitive harm depends in part on the
degree of concentration in, the difficulty of entry into, and the responsiveness of supply and
demand to changes in price in the relevant markets. Cf 1992 Horizontal Merger Guidelines
§§ 1.5, 3.

When the licensor and licensees are in a vertical relationship, the Agencies will analyze
whether the licensing arrangement may harm competition among entities in a horizontal
relationship at either the level of the licensor or the licensees, or possibly in another relevant
market. Harm to competition from a restraint may occur if it anticompetitively forecloses
access to, or increases competitors' costs of obtaining, important inputs, or facilitates
coordination to raise price or restrict output. The risk of anticompetitively foreclosing access
or increasing competitors' costs is related to the proportion of the markets affected by the
licensing restraint; other characteristics of the relevant markets, such as concentration,
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difficulty of entry, and the responsiveness of supply and demand to changes in price in the
relevant markets; and the duration of the restraint. A licensing arrangement does not
foreclose competition merely because some or all of the potential licensees in an industry
choose to use the licensed technology to the exclusion of other technologies. Exclusive use
may be an efficient consequence of the licensed technology having the lowest cost or highest
value.

Harm to competition from a restraint in a vertical licensing arrangement also may occur
if a licensing restraint facilitates coordination among entities in a horizontal relationship to
raise prices or reduce output in a relevant market. For example, if owners of competing
technologies impose similar restraints on their licensees, the licensors may find it easier to
coordinate their pricing. Similarly, licensees that are competitors may find it easier to
coordinate their pricing if they are subject to common restraints in licenses with a common
licensor or competing licensors. The risk of anticompetitive coordination is increased when
the relevant markets are concentrated and difficult to enter. The use of similar restraints may
be common and procompetitive in an industry, however, because they contribute to efficient
exploitation of the licensed property.

4.1.2 Licensing arrangements involving exclusivity

A licensing arrangement may involve exclusivity in two distinct respects. First, the
licensor may grant one or more exclusive licenses, which restrict the right of the licensor to
license others and possibly also to use the technology itself. Generally, an exclusive license
may raise antitrust concerns only if the licensees themselves, or the licensor and its licensees,
are in a horizontal relationship. Examples of arrangements involving exclusive licensing that
may give rise to antitrust concerns include cross-licensing by parties collectively possessing
market power (see section 5.5), grantbacks (see section 5.6), and acquisitions of intellectual
property rights (see section 5.7).

A non-exclusive license of intellectual property that does not contain any restraints on
the competitive conduct of the licensor or the licensee generally does not present antitrust
concerns even if the parties to the license are in a horizontal relationship, because the non-
exclusive license normally does not diminish competition that would occur in its absence.

A second form of exclusivity, exclusive dealing, arises when a license prevents or
restrains the licensee from licensing, selling, distributing, or us‘ing competing technologies.
See section 5.4. Exclusivity may be achieved by an explicit exclusive dealing term in the
license or by other provisions such as compensation terms or other economic incentives.
Such restraints may anticompetitively foreclose access to, or increase competitors' costs of
obtaining, important inputs, or facilitate coordination to raise price or reduce output, but they
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also may have procompetitive effects. For example, a licensing arrangement that prevents
the licensee from dealing in other technologies may encourage the licensee to develop and
market the licensed technology or specialized applications of that technology. See, e.g.,
Example 8. The Agencies will take into account such procompetitive effects in evaluating
the reasonableness of the arrangement. See section 4.2.

The antitrust principles that apply to a licensor's grant of various forms of exclusivity
to and among its licensees are similar to those that apply to comparable vertical restraints
outside the licensing context, such as exclusive territories and exclusive dealing. However,
the fact that intellectual property may in some cases be misappropriated more easily than
other forms of property may justify the use of some restrictions that might be anticompetitive
in other contexts.

As noted earlier, the Agencies will focus on the actual practice and its effects, not on the
formal terms of the arrangement. A license denominated as non-exclusive (either in the sense
of exclusive licensing or in the sense of exclusive dealing) may nonetheless give rise to the
same concerns posed by formal exclusivity. A non-exclusive license may have the effect of
exclusive licensing if it is structured so that the licensor is unlikely to license others or to
practice the technology itself. A license that does not explicitly require exclusive dealing
may have the effect of exclusive dealing if it is structured to increase significantly a licensee's
cost when it uses competing technologies. However, a licensing arrangement will not
automatically raise these concerns merely because a party chooses to deal with a single
licensee or licensor, or confines his activity to a single field of use or location, or because
only a single licensee has chosen to take a license.

Example 8

Situation: NewCo, the inventor and manufacturer of a new flat panel display technology,
lacking the capability to bring a flat panel display product to market, grants BigCo an exclusive
license to sell a product embodying NewCo's technology. BigCo does not currently sell, and
is not developing (or likely to develop), a product that would compete with the product
embodying the new technology and does not control rights to another display technology.
Several firms offer competing displays, BigCo accounts for only a small proportion of the
outlets for distribution of display products, and entry into the manufacture and distribution of
display products is relatively easy. Demand for the new technology is uncertain and successful
market penetration will require considerable promotional effort. The license contains an
exclusive dealing restriction preventing BigCo from selling products that compete with the
product embodying the licensed technology.

Discussion: This example illustrates both types of exclusivity in a licensing arrangement. The
license is exclusive in that it restricts the right of the licensor to grant other licenses. In
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addition, the license has an exclusive dealing component in that it restricts the licensee from
selling competing products.

The inventor of the display technology and its licensee are in a vertical relationship and
are not actual or likely potential competitors in the manufacture or sale of display products or
in the sale or development of technology. Hence, the grant of an exclusive license does not
affect competition between the licensor and the licensee. The exclusive license may promote
competition in the manufacturing and sale of display products by encouraging BigCo to develop
and promote the new product in the face of uncertain demand by rewarding BigCo for its efforts
if they lead to large sales. Although the license bars the licensee from selling competing
products, this exclusive dealing aspect is unlikely in this example to harm competition by
anticompetitively foreclosing access, raising competitors' costs of inputs, or facilitating
anticompetitive pricing because the relevant product market is unconcentrated, the exclusive -
dealing restraint affects only a small proportion of the outlets for distribution of display
products, and entry is easy. On these facts, the evaluating Agency would be unlikely to
challenge the arrangement.

4.2 Efficiencies and justifications

If the Agencies conclude, upon an evaluation of the market factors described in section
4.1, that a restraint in a licensing arrangement is unlikely to have an anticompetitive effect,
they will not challenge the restraint. If the Agencies conclude that the restraint has, or is
likely to have, an anticompetitive effect, they will consider whether the restraint is reasonably
necessary to achieve procompetitive efficiencies. If the restraint is reasonably necessary, the
Agencies will balance the procompetitive efficiencies and the anticompetitive effects to
determine the probable net effect on competition in each relevant market.

The Agencies' comparison of anticompetitive harms and procompetitive efficiencies is
necessarily a qualitative one. The risk of anticompetitive effects in a particular case may be
insignificant compared to the expected efficiencies, or vice versa. As the expected
anticompetitive effects in a particular licensing arrangement increase, the Agencies will
require evidence establishing a greater level of expected efficiencies.

The existence of practical and significantly less restrictive alternatives is relevant to a
determination of whether a restraint is reasonably necessary. If it is clear that the parties
could have achieved similar efficiencies by means that are significantly less restrictive, then
the Agencies will not give weight to the parties’ efficiency claim. In making this assessment,
however, the Agencies will not engage in a search for a theoretically least restrictive
alternative that is not realistic in the practical prospective business situation faced by the
parties.
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When a restraint has, or is likely to have, an anticompetitive effect, the duration of that
restraint can be an important factor in determining whether it is reasonably necessary to
achieve the putative procompetitive efficiency. The effective duration of a restraint may
depend on a number of factors, including the option of the affected party to terminate the
arrangement unilaterally and the presence of contract terms (e.g., unpaid balances on
minimum purchase commitments) that encourage the licensee to renew a license
arrangement. Consistent with their approach to less restrictive alternative analysis generally,
the Agencies will not attempt to draw fine distinctions regarding duration; rather, their focus
will be on situations in which the duration clearly exceeds the period needed to achieve the
procompetitive efficiency.

The evaluation of procompetitive efficiencies, of the reasonable necessity of a restraint
to achieve them, and of the duration of the restraint, may depend on the market context. A
restraint that may be justified by the needs of a new entrant, for example, may not have a .
procompetitive efficiency justification in different market circumstances. Cf. United States
v. Jerrold Electronics Corp., 187 F. Supp. 545 (E.D. Pa. 1960), affd per curiam, 365 U.S.
567 (1961).

4.3 Antitrust “safety zone”

Because licensing arrangements often promote innovation and enhance competition, the
Agencies believe that an antitrust “safety zone” is useful in order to provide some degree of
certainty and thus to encourage such activity.” Absent extraordinary circumstances, the
Agencies will not challenge a restraint in an intellectual property licensing arrangement if (1)
the restraint is not facially anticompetiti\}e3° and (2) the licensor and its licensees collectively
account for no more than twenty percent of each relevant market significantly affected by the
restraint. This “safety zone” does not apply to those transfers of intellectual property rights
to which a merger analysis is applied. See section 5.7.

Whether a restraint falls within the safety zone will be determined by reference only to
goods markets unless the analysis of goods markets alone would inadequately address the
effects of the licensing arrangement on competition among technologies or in research and

development.

» The antitrust “safety zone” does not apply to restraints that are not in a licensing arrangement, or
to restraints that are in a licensing arrangement but are unrelated to the use of the licensed intellectual
property.

% “Facially anticompetitive” refers to restraints that normally warrant per Se treatment, as well as
other restraints of a kind that would always or almost always tend to reduce output or increase prices.
See section 3.4.

Page 22



If an examination of the effects on competition among technologies or in research
development is required, and if market share data are unavailable or do not accurately
represent competitive significance, the following safety zone criteria will apply. Absent
extraordinary circumstances, the Agencies will not challenge a restraint in an intellectual
property licensing arrangement that may affect competition in a technology market if (1) the
restraint is not facially anticompetitive and (2) there are four or more independently
controlled technologies in addition to the technologies controlled by the parties to the
licensing arrangement that may be substitutable for the licensed technology at a comparable
cost to the user. Absent extraordinary circumstances, the Agencies will not challenge a
restraint in an intellectual property licensing arrangement that may affect competition in an
innovation market if (1) the restraint is not facially anticompetitive and (2) four or more
independently controlled entities.in addition to the parties to the licensing arrangement
possess the required specialized assets or characteristics and the incentive to engage in
research and development that is a close substitute of the research and development activities
of the parties to the licensing agreement.!

The Agencies emphasize that licensing arrangements are not anticompetitive merely
because they do not fall within the scope of the safety zone. Indeed, it is likely that the great
majority of licenses falling outside the safety zone are lawful and procompetitive. The safety
zone is designed to provide owners of intellectual property with a degree of certainty in those
situations in which anticompetitive effects are so unlikely that the arrangements may be
presumed not to be anticompetitive without an inquiry into particular industry circumstances.
It is not intended to suggest that parties should conform to the safety zone or to discourage
parties falling outside the safety zone from adopting restrictions in their license arrangements
that are reasonably necessary to achieve an efficiency-enhancing integration of economic
activity. The Agencies will analyze arrangements falling outside the safety zone based on
the considerations outlined in parts 3-5.

The status of a licensing arrangement with respect to the safety zone may change over
time. A determination by the Agencies that a restraint in a licensing arrangement qualifies
for inclusion in the safety zone is based on the factual circumstances prevailing at the time
of the conduct at issue.*

*! This is consistent with congressional intent in enacting the National Cooperative Research Act.
See H.R. Conf. Rpt. No. 1044, 98th Cong., 2d Sess., 10, reprinted in 1984 U.S.C.C.A.N. 3105,
3134-35.

*? The conduct at issue may be the transaction giving rise to the restraint or the subsequent
implementation of the restraint.
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5. Application of general principles

5.0 This section illustrates the application of the general principles discussed above to
particular licensing restraints and to arrangements that involve the cross-licensing, pooling,
or acquisition of intellectual property. The restraints and arrangements identified are typical
of those that are likely to receive antitrust scrutiny; however, they are not intended as an
exhaustive list of practices that could raise competitive concerns.

5.1 Horizontal restraints

The existence of a restraint in a licensing arrangement that affects parties in a horizontal
relationship (a “horizontal restraint”) does not necessarily cause the arrangement to be
anticompetitive. As in the case of joint ventures among horizontal competitors, licensing
arrangements among such competitors may promote rather than hinder competition if they
result in integrative efficiencies. Such efficiencies may arise, for example, from the
realization of economies of scale and the integration of complementary research and
development, production, and marketing capabilities.

Following the general principles outlined in section 3.4, horizontal restraints often will
be evaluated under the rule of reason. In some circumstances, however, that analysis may be
truncated; additionally, some restraints may merit per se treatment, including price fixing,
allocation of markets or customers, agreements to reduce output, and certain group boycotts.
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Example 9

Situation: Two of the leading manufacturers of a consumer electronic product hold patents that
cover alternative circuit designs for the product. The manufacturers assign their patents to a
separate corporation wholly owned by the two firms. That corporation licenses the right to use
the circuit designs to other consumer product manufacturers and establishes the license
royalties. None of the patents is blocking; that is, each of the patents can be used without
infringing a patent owned by the other firm. The different circuit designs are substitutable in
that each permits the manufacture at comparable cost to consumers of products that consumers
consider to be interchangeable. One of the Agencies is analyzing the licensing arrangement.

Discussion: In this example, the manufacturers are horizontal competitors in the goods market
for the consumer product and in the related technology markets. The competitive issue with
regard to a joint assignment of patent rights is whether the assignment has an adverse impact on
competition in technology and goods markets that is not outweighed by procompetitive
efficiencies, such as benefits in the use or dissemination of the technology. Each of the patent
owners has a right to exclude others from using its patent. That right does not extend, however,
to the agreement to assign rights jointly. To the extent that the patent rights cover technologies
that are close substitutes, the joint determination of royalties likely would result in higher
royalties and higher goods prices than would result if the owners licensed or used their
technologies independently. In the absence of evidence establishing efficiency-enhancing
integration from the joint assignment of patent rights, the Agency may conclude that the joint
marketing of competing patent rights constitutes horizontal price fixing and could be challenged
as a per se unlawful horizontal restraint of trade. If the joint marketing arrangement results in
an efficiency-enhancing integration, the Agency would evaluate the arrangement under the rule
of reason. However, the Agency may conclude that the anticompetitive effects are sufficiently
apparent, and the claimed integrative efficiencies are sufficiently weak or not reasonably related
to the restraints, to warrant challenge of the arrangement without an elaborate analysis of
particular industry circumstances (see section 3.4).

5.2 Resale price maintenance

Resale price maintenance is illegal when “commodities have passed into the channels

of trade and are owned by dealers.” Dr. Miles Medical Co. v. John D. Park & Sons Co., 220
U.S.373,408 (1911). It has been held per se illegal for a licensor of an intellectual property
right in a product to fix a licensee's resale price of that product. United States v. Univis Lens
Co., 316 U.S. 241 (1942); Ethyl Gasoline Corp. v. United States, 309 U.S. 436 (1940).%

** But cf. United States v. General Electric Co., 272 U.S. 476 (1926) (holding that an owner of a

product patent may condition a license to manufacture the product on the fixing of the first sale price
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Consistent with the principles set forth in section 3.4, the Agencies will enforce the per se
rule against resale price maintenance in the intellectual property context.

5.3 Tying arrangements

A “tying” or “tie-in” or “tied sale” arrangement has been defined as “an agreement by
a party to sell one product . . . on the condition that the buyer also purchases a different (or
tied) product, or at least agrees that he will not purchase that [tied] product from any other
supplier.” Eastman Kodak Co. v. Image Technical Services, Inc., 112 S. Ct. 2072, 2079
(1992). Conditioning the ability of a licensee to license one or more items of intellectual
property on the licensee's purchase of another item of intellectual properfy or agoodora
service has been held in some cases to constitute illegal tying** Although tying arrangements
may result in anticompetitive effects, such arrangements can also result in significant
efficiencies and procompetitive benefits. In the exercise of their prosecutorial discretion, the
Agencies will consider both the anticompetitive effects and the efficiencies attributable to
atie-in. The Agencies would be likely to challenge a tying arrangement if: (1) the seller has
market power in the tying product,** (2) the arrangement has an adverse effect on competition
in the relevant market for the tied product, and (3) efficiency justifications for the
arrangement do not outweigh the anticompetitive effects.*® The Agencies will not presume
that a patent, copyright, or trade secret necessarily confers market power upon its owner.

of the patented product). Subsequent lower court decisions have distinguished the GE decision in
various contexts. See, e.g., Royal Indus. v. St. Regis Paper Co., 420 F.2d 449, 452 (9th Cir. 1969)
(observing that GE involved a restriction by a patentee who also manufactured the patented product
and leaving open the question whether a nonmanufacturing patentee may fix the price of the patented
product); Newburgh Moire Co. v. Superior Moire Co., 237 F.2d 283, 293-94 (3rd Cir. 1956) (grant of
multiple licenses each containing price restrictions does not come within the GE doctrine); Cummer-
Graham Co. v. Straight Side Basket Corp., 142 F.2d 646, 647 (5th Cir.) (owner of an intellectual
property right in a process to manufacture an unpatented product may not fix thé sale price of that
product), cert. denied, 323 U.S. 726 (1944); Barber-Colman Co. v. National Tool Co., 136 F.2d 339,
343-44 (6th Cir. 1943) (same). ' : :

34 See, e.g., United States v. Paramount Pictures, Inc., 334 U.S. 131, 156-58 (1948) (copyrights);
International Salt Co. v. United States, 332 U.S. 392 (1947) (patent and related product).

3. Cf 35 U.S.C. § 271(d) (1988 & Supp. V 1993) (requirement of market power in patent misuse
cases involving tying).

3 As is true throughout these Guidelines, the factors listed are those that guide the Agencies' internal
analysis in exercising their prosecutorial discretion. They are not intended to circumscribe how the
Agencies will conduct the litigation of cases that they decide to bring.
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Package licensing—the licensing of multiple items of intellectual property in a single
license or in a group of related licenses—may be a form of tying arrangement if the licensing
of one product is conditioned upon the acceptance of a license of another, separate product. .
Package licensing can be efficiency enhancing under some circumstances. When multiple
licenses are needed to use any single item of intellectual property, for example, a package
license may promote such efficiencies. If a package license constitutes a tying arrangement,
the Agencies will evaluate its competitive effects under the same principles they apply to
other tying arrangements.

5.4 Exclusive dealing

In the intellectual property context, exclusive dealing occurs when a license prevents
the licensee from licensing, selling, distributing, or using competing technologies. Exclusive
dealing arrangements are evaluated under the rule of reason. See Tampa Electric Co. v.
- Nashville Coal Co., 365 U.S. 320 (1961) (evaluating legality of exclusive dealing under
section 1 of the Sherman Act and section 3 of the Clayton Act); Beltone Electronics Corp.,
100 F.T.C. 68 (1982) (evaluating legality of exclusive dealing under section 5 of the Federal
Trade Commission Act). In determining whether an exclusive dealing arrangement is likely
to reduce competition in a relevant market, the Agencies will take into account the extent to
which the arrangement (1) promotes the exploitation and development of the licensor's
technology and (2) anticompetitively forecloses the exploitation and development of, or
otherwise constrains competition among, competing technologies.

The likelihood that exclusive dealing may have anticompetitive effects is related, inter
alia, to the degree of foreclosure in the relevant market, the duration of the exclusive dealing
arrangement, and other characteristics of the input and output markets, such as concentration,
difficulty of entry, and the responsiveness of supply and demand to changes in price in the
relevant markets. (See sections 4.1.1 and 4.1.2.) If the Agencies determine that a particular
exclusive dealing arrangement may have an anticompetitive effect, they will evaluate the
extent to which the restraint encourages licensees to develop and market the licensed
technology (or specialized applications of that technology), increases licensors' incentives
to develop or refine the licensed technology, or otherwise increases competition and enhances
output in a relevant market. (See section 4.2 and Example 8.)

5.5 Cross-licensing and pooling arrangements
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Cross-licensing and pooling arrangements are agreements of two or more owners of
different items of intellectual property to license one another or third parties. These
arrangements may provide procompetitive benefits by integrating complementary
technologies, reducing transaction costs, clearing blocking positions, and avoiding costly
infringement litigation. By promoting the dissemination of technology, cross-licensing and
pooling arrangements are often procompetitive.

Cross-licensing and pooling arrangements can have anticompetitive effects in certain
circumstances. For example, collective price or output restraints in pooling arrangements,
such as the joint marketing of pooled intellectual property rights with collective price setting
or coordinated output restrictions, may be deemed unlawful if they do not contribute to an
efficiency-enhancing integration of economic activity among the participants. Compare
NCAA4 468 U.S. at 114 (output restriction on college football broadcasting held unlawful
because it was not reasonably related to any purported justification) with Broadcast Music,
441 U.S. at 23 (blanket license for music copyrights found not per se illegal because the
cooperative price was necessary to the creation of a new product). When cross-licensing or
pooling arrangements are mechanisms to accomplish naked price fixing or market division,
they are subject to challenge under the per se rule. See United States v. New Wrinkle, Inc.,
342 U.S. 371 (1952) (price fixing).

Settlements involving the cross-licensing of intellectual property rights can be an
efficient means to avoid litigation and, in general, courts favor such settlements. When such
cross-licensing involves horizontal competitors, however, the Agencies will consider whether
the effect of the settlement is to diminish competition among entities that would have been
actual or likely potential competitors in a relevant market in the absence of the cross-license.
In the absence of offsetting efficiencies, such settlements may be challenged as unlawful
restraints of trade. Cf. United States v. Singer Manufacturing Co., 374 U.S. 174 (1963)
(cross-license agreement was part of broader combination to exclude competitors).

Pooling arrangements generally need not be open to all who would like to join.
However, exclusion from cross-licensing and pooling arrangements among parties that
collectively possess market power may, under some circumstances, harm competition. Cf.
Northwest Wholesale Stationers, Inc. v. Pacific Stationery & Printing Co., 472 U.S. 284
(1985) (exclusion of a competitor from a purchasing cooperative not per se unlawful absent
a showing of market power). In general, exclusion from a pooling or cross-licensing
arrangement among competing technologies is unlikely to have anticompetitive effects unless
(1) excluded firms cannot effectively compete in the relevant market for the good
incorporating the licensed technologies and (2) the pool participants collectively possess
market power in the relevant market. If these circumstances exist, the Agencies will evaluate
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whether the arrangement's limitations on participation are reasonably related to the efficient
development and exploitation of the pooled technologies and will assess the net effect of
those limitations in the relevant market. See section 4.2.

Another possible anticompetitive effect of pooling arrangements may occur if the
arrangement deters or discourages participants from engaging in research and development,
thus retarding innovation. For example, a pooling arrangement that requires members to
grant licenses to each other for current and future technology at minimal cost may reduce the
incentives of its members to engage in research and development because members of the
pool have to share their successful research and development and each of the members can
free ride on the accomplishments of other pool members. See generally United States v.
Mfrs. Aircraft Assh, Inc., 1976-1 Trade Cas. (CCH) 60,810 (S.D.N.Y. 1975); United States
v. Automobile Mfrs. Assin, 307 F. Supp. 617 (C.D. Cal 1969), appeal dismissed sub nom. City
of New York v. United States, 397 U.S. 248 (1970), modified sub nom. United States v. Motor
Vehicle Mfrs. Assn, 1982-83 Trade Cas. (CCH) Y 65,088 (C.D. Cal. 1982). However, such
an arrangement can have procompetitive benefits, for example, by exploiting economies of
scale and integrating complementary capabilities of the pool members, (including the
clearing of blocking positions), and is likely to cause competitive problems only when the
arrangement includes a large fraction of the potential research and development in an
innovation market. See section 3.2.3 and Example 4.

Example 10

Situation: As in Example 9, two of the leading manufacturers of a consumer electronic product
hold patents that cover alternative circuit designs for the product. The manufacturers assign
several of their patents to a separate corporation wholly owned by the two firms. That
corporation licenses the right to use the circuit designs to other consumer product manufacturers
and establishes the license royalties. In this example, however, the manufacturers assign to the
separate corporation only patents that are blocking. None of the patents assigned to the
corporation can be used without infringing a patent owned by the other firm.

Discussion: Unlike the previous example, the joint assignment of patent rights to the wholly’
owned corporation in this example does not adversely affect competition in the licensed
technology among entities that would have been actual or likely potential competitors in the
absence of the licensing arrangement. Moreover, the Iicehsing arrangement is likely to have
procompetitive benefits in the use of the technology. Because the manufacturers' patents are
blocking, the manufacturers are not in a horizontal relationship with respect to those patents.
None of the patents can be used without the right to a patent owned by the other firm, so the
patents are not substitutable. As in Example 9, the firms are horizontal competitors in the
relevant goods market. In the absence of collateral restraints that would likely raise price or
reduce output in the relevant goods market or in any other relevant antitrust market and that are
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not reasonably related to an efficiency-enhancing integration of economic activity, the
evaluating Agency would be unlikely to challenge this arrangement.

5.6 Grantbacks

A grantback is an arrangement under which a licensee agrees to extend to the licensor
of intellectual property the right to use the licensee's improvements to the licensed
technology. Grantbacks can have procompetitive effects, especially if they are nonexclusive.
Such arrangements provide a means for the licensee and the licensor to share risks and reward
the licensor for making possible further innovation based on or informed by the licensed
technology, and both promote innovation in the first place and promote the subsequent
licensing of the results of the innovation. Grantbacks may adversely affect competition,
however, if they substantially reduce the licensee's incentives to engage in research and
development and thereby limit rivalry in innovation markets.

A non-exclusive grantback allows the licensee to practice its technology and license it
to others. Such a grantback provision may be necessary to ensure that the licensor is not
prevented from effectively competing because it is denied access to improvements developed
with the aid of its own technology. Compared with an exclusive grantback, a non-exclusive
grantback, which leaves the licensee free to license improvements technology to others, is
less likely to have anticompetitive effects.

The Agencies will evaluate a grantback provision under the rule of reason, see generally
Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637, 645-48 (1947)
(grantback provision in technology license is not per se unlawful), considering its likely
effects in light of the overall structure of the licensing arrangement and conditions in the
relevant markets. An important factor in the Agencies' analysis of a grantback will be
‘whether the licensor has market power in a relevant technology or innovation market. If the
Agencies determine that a particular grantback provision is likely to reduce significantly
licensees' incentives to invest in improving the licensed technology, the Agencies will
consider the extent to which the grantback provision has offsetting procompetitive effects,
such as (1) promoting dissemination of licensees' improvements to the licensed technology,
(2) increasing the licensors' incentives to disseminate the licensed technology, or (3)
otherwise increasing competition and output in a relevant technology or innovation market.
See section 4.2. In addition, the Agencies will consider the extent to which grantback
provisions in the relevant markets generally increase licensors' incentives to innovate in the
first place.

Page 30



5.7 Acquisition of intellectual property rights

Certain transfers of intellectual property rights are most appropriately analyzed by
applying the principles and standards used to analyze mergers, particularly those in the 1992
Horizontal Merger Guidelines. The Agencies will apply a merger analysis to an outright sale
by an intellectual property owner of all of its rights to that intellectual property and to a
transaction in which a person obtains through grant, sale, or other transfer an exclusive
license for intellectual property (i.e., a license that precludes all other persons, including the
licensor, from using the licensed intellectual property).*” Such transactions may be assessed
under section 7 of the Clayton Act, sections 1 and 2 of the Sherman Act, and section 5 of the
Federal Trade Commission Act.

Example 11

Situation: Omega develops a new, patented pharmaceutical for the treatment of a particular
disease. The only drug on the market approved for the treatment of this disease is sold by Delta.
Omega's patented drug has almost completed regulatory approval by the Food and Drug
Administration. Omega has invested considerable sums in product development and market
testing, and initial results show that Omega's drug would be a significant competitor to Delta's.
However, rather than enter the market as a direct competitor of Delta, Omega licenses to Delta
the right to manufacture and sell Omega's patented drug. The license agreement with Delta is
nominally nonexclusive. However, Omega has rejected all requests by other firms to obtain a
license to manufacture and sell Omega's patented drug, despite offers by those firms of terms
that are reasonable in relation to those in Delta's license.

Discussion: Although Omega's license to Delta is nominally nonexclusive, the circumstances
indicate that it is exclusive in fact because Omega has rejected all reasonable offers by other
firms for licenses to manufacture and sell Omega's patented drug. The facts of this example
indicate that Omega would be a likely potential competitor of Delta in the absence of the
licensing arrangement, and thus they are in a horizontal relationship in the relevant goods
market that includes drugs for the treatment of this particular disease. The evaluating Agency

would apply a merger analysis to this transaction, since it involves an acquisition of a likely
potential competitor.

*7 The safety zone of section 4.3 does not apply to transfers of intellectual property such as those
described in this section.
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6. Enforcement of invalid intellectual property rights

The Agencies may challenge the enforcement of invalid intellectual property rights as
antitrust violations. Enforcement or attempted enforcement of a patent obtained by fraud on
the Patent and Trademark Office or the Copyright Office may violate section 2 of the
Sherman Act, if all the elements otherwise necessary to establish a section 2 charge are
proved, or section 5 of the Federal Trade Commission Act. Walker Process Equipment, Inc.
v. Food Machinery & Chemical Corp.,382 U.S. 172 (1965) (patents); American Cyanamid
Co., 72 F.T.C. 623, 684-85 (1967), affd sub. nom. Charles Pfizer & Co., 401 F.2d 574 (6th
Cir. 1968), cert. dénied, 394 U.S. 920 (1969) (patents); Michael Anthony Jewelers, Inc. v.
Peacock Jewelry, Inc., 795 F. Supp. 639, 647 (S.D.N.Y. 1992) (copyrights). Inequitable
conduct before the Patent and Trademark Office will not be the basis of a section 2 claim
unless the conduct also involves knowing and willful fraud and the other elements of a
section 2 claim are present. Argus Chemical Corp. v. Fibre Glass-Evercoat, Inc., 812 F.2d
1381, 1384—85 (Fed. Cir. 1987). Actual or attempted enforcement of patents obtained by
inequitable conduct that falls short of fraud under some circumstances may violate section
5 of the Federal Trade Commission Act, American Cyanamid Co., supra. Objectively
baseless litigation to enforce invalid intellectual property rights may also constitute an
element of a violation of the Sherman Act. See Professional Real Estate Investors, Inc. v.
Columbia Pictures Industries, Inc., 113 S. Ct. 1920, 1928 (1993) (copyrights); Handgards,
Inc. v. Ethicon, Inc., 743 F.2d 1282, 1289 (9th Cir. 1984), cert. denied, 469 U.S. 1190 (1985)
(patents); Handgards, Inc. v. Ethicon, Inc., 601 F.2d 986, 992-96 (9th Cir. 1979), cert.
denied, 444 U.S. 1025 (1980) (patents); CVD, Inc. v. Raytheon Co., 769 F.2d 842 (1st Cir.
1985) (trade secrets), cert. denied, 475 U.S. 1016 (1986).
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TO PROMOTE INNOVATION:
THE PROPER BALANCE OF COMPETITION
AND PATENT LAW AND POLICY

EXECUTIVE SUMMARY

Innovation benefits consumers
through the development of new and
improved goods, services, and processes.
An economy’s capacity for invention and
innovation helps drive its economic growth
and the degree to which standards of living
increase.! Technological breakthroughs
such as automobiles, airplanes, the personal
computer, the Internet, television,
telephones, and modern pharmaceuticals
illustrate the power of innovation to increase
prosperity and improve the quality of our
lives.

Competition and patents stand out
among the federal policies that influence
innovation. Both competition and patent
policy can foster innovation, but each
requires a proper balance with the other to
do so. Errors or systematic biases in how
one policy’s rules are interpreted and applied
can harm the other policy’s effectiveness.
This report by the Federal Trade
Commission (FTC) discusses and makes
recommendations for the patent system to
maintain a proper balance with competition
law and policy.> A second joint report, by

! Federal Reserve Board Vice Chairman Roger
W. Ferguson, Jr., Patent Policy in a Broader Context,
Remarks at 2003 Financial Markets Conference of the
Federal Reserve Bank of Atlanta (April 5, 2003), at
http://www.federalreserve.gov/boarddocs/speeches/2003/20
030407/default.htm.

2 The Federal Trade Commission issues reports

pursuant to Section 6(f) of the Federal Trade Commission
Act, 15 U.S.C. § 46(f).

the FTC and the Antitrust Division of the
Department of Justice (DOJ) (forthcoming),
will discuss and make recommendations for
antitrust to maintain a proper balance with
the patent system.

Competition and Patent Law and
Policy Promote Innovation and
Benefit the Public.

Competition through free enterprise
and open markets is the organizing principle
for most of the U.S. economy. Competition
among firms generally works best to achieve
optimum prices, quantity, and quality of
goods and services for consumers. Antitrust
law, codified in the Sherman Act, the FTC
Act, and other statutes, seeks “to maximize
consumer welfare by encouraging firms to
behave competitively.”

Competition can stimulate
innovation. Competition among firms can
spur the invention of new or better products
or more efficient processes. Firms may race
to be the first to market an innovative
technology. Companies may invent lower-
cost manufacturing processes, thereby
increasing their profits and enhancing their
ability to compete. Competition can prompt
firms to identify consumers’ unmet needs
and develop new products or services to

3 PHILLIP E. AREEDA & HERBERT HOVENKAMP,
ANTITRUST LAW : AN ANALYSIS OF ANTITRUST PRINCIPLES
AND THEIR APPLICATION 1002 at 4 (2000).



satisfy them.

Patent policy also can stimulate
innovation. The U.S. Constitution
authorizes Congress “[t]o promote the
Progress of Science and useful Arts, by
securing for limited Times to . . . Inventors
the exclusive Right to their respective . ..
Discoveries.™ To obtain a patent, an
invention (that is, a product, process,
machine, or composition of matter) must be
novel, nonobvious, and useful. Moreover, a
patentee must clearly disclose the invention.
A patent confers a right to exclude others
from making, using, or selling in the United
States the invention claimed by the patent
for twenty years from the date of filing the
patent application.

This property right can enable firms
to increase their expected profits from
investments in research and development,
thus fostering innovation that would not
occur but for the prospect of a patent.
Because the patent system requires public
disclosure, it can promote a dissemination of
scientific and technical information that
would not occur but for the prospect of a
patent.

Like competition policy, patent
policy serves to benefit the public. “The
basic quid pro quo contemplated by the
Constitution and the Congress for granting a
patent monopoly is the benefit derived by
the public from an invention with substantial
utility.” The public disclosure of scientific

4 U.S.ConsT. art. I, § 8. Other sections of this

constitutional provision authorize copyright law.

3 Brenner v. Manson, 383 U.S. 519, 534-35‘
(1966). The consideration an inventor gives in return for a
patent “is the benefit which he confers upon the public by

and technical information is part of the
consideration that the inventor gives the
public.®

Competition and Patents Must Work
Together in the Proper Balance.

Competition and patents are not
inherently in conflict. Patent and antitrust
law “are actually complementary, as both
are aimed at encouraging innovation,
industry, and competition.” Patent law
plays an important role in the property rights
regime essential to a well-functioning
competitive economy. For example, firms
may compete to obtain the property rights
that patents convey. Patents do not
necessarily confer monopoly power on their
holders,® and most business conduct with
respect to patents does not unreasonably
restrain or serve to monopolize markets.
Even when a patent does confer monopoly
power, that alone does not create an antitrust
violation. Antitrust law recognizes that a
patent’s creation of monopoly power can be

placing in their hands a means through the use of which
their wants may be supplied.” I WILLIAM ROBINSON, THE
LAw OF PATENTS FOR USEFUL INVENTIONS § 22 at 305
(1890), cited in ROBERT P. MERGES & JOHN F. DUFFY,
PATENT LAW AND POLICY: CASES AND MATERIALS 361 (3d
ed. 2002).

6 See JamesE. Rogan, Prepared Remarks of
James E. Rogan, Under Secretary of Commerce for
Intellectual Property and Director of the United States
Patent and Trademark Office (2/6/02) 2, at
http://www. ftc.gov/opp/intellect/rogan.htm.

7 Atari Games Corp. v. Nintendo of Am., 897
F.2d 1572, 1576 (Fed. Cir.1990).

8 RomerTL. HARMON, PATENTS AND THE
FeDERAL CIRcUIT § 1.4(b) at 21 (5* ed. 2001) (*Patent
rights are not legal monopolies in the antitrust sense of the
word. Not every patent is a monopoly, and not every
patent confers market power.”).



necessary to achieve a greater gain for
consumers.

Analogously, the Supreme

competition that might have developed
based on the obvious technology. See Box
1. Conversely, competition policy can

Court has recognized the
importance of competition to the
patent system.” “[Free
competition” is “the baseline” on
which “the patent system’s
incentive to creative effort
depends.”® By limiting the
duration of a patent, “[t]he Patent
Clause itself reflects a balance
between the need to encourage
innovation and the avoidance of
monopolies which stifle
competition without any

Box 1. An Invalid Patent on an Obvious Invention Can Harm
Competition.

In 1895, George Selden obtained a U.S. patent with a claim so broad
that “it literally encompasse[d] most automobiles ever made.” Yet
the basic invention covered by that claim — putting a gasoline engine
on a chassis to make a car — was so obvious that many people
worldwide thought of it independently as soon as the most primitive
gasoline engines were developed. The association that licensed the
Selden patent collected hundreds of thousands of dollars in royalties
- raising costs and reducing the output of automobiles — before
Henry Ford and-others challenged the patent, and the patent claim
was judicially narrowed in 1911. See MERGES & DUFFY, PATENT
LAW AND POLICY: CASES AND MATERIALS at 644-46.

concomitant advance in the
‘Progress of Science and useful
Arts.””'! The patentability requirements for
novelty and nonobviousness “are grounded
in the notion that concepts within the public
grasp, or those so obvious that they readily
could be, are the tools of creation available
to all.”"?

A failure to strike the appropriate
balance between competition and patent law
and policy can harm innovation. For
example, if patent law were to allow patents
on “obvious” inventions, it could thwart

% See Bonito Boats, Inc. v. Thunder Craft Boats,
Inc., 489 U.S. 141, 146 (1989) (federal patent laws embody
“a careful balance between the need to promote innovation
and the recognition that imitation and refinement through
imitation are both necessary to invention itself and the very
lifeblood of a compctitive economy.”).

10 1d. at 156.

" 1d at 146.

2 1d. at 156.

undermine the innovation that the patent
system promotes if overzealous antitrust
enforcement restricts the procompetitive use
of a valid patent. See Box 2.

The FTC/DOJ Hearings Examined
the Balance of Competition and
Patent Law and Policy.

To examine the current balance of
competition and patent law and policy, the
FTC and the DOJ held Hearings from
February through November 2002. The
Hearings took place over 24 days, and
involved more than 300 panelists, including
business representatives from large and
small firms, and the independent inventor
community; leading patent and antitrust
organizations; leading antitrust and patent
practitioners; and leading scholars in




Box 2. Overzealous Antitrust Enforcement Can
Undermine the Innovation that Patents Promote.

In the 1970's, antitrust enforcers viewed
grantbacks (e.g., when a licensee has improved
patented technology, it “grants back” to the
original patentee access to the improvement) as
automatically illegal. More recently, antitrust
enforcers recognize that “[g]rantbacks can have
procompetitive effects,” for example, by
encouraging a patentee to license its patent in the
first place, thereby enabling the licensee’s
improvement. Antitrust enforcers now evaluate
likely procompetitive and anticompetitive effects
of grantbacks. Past antitrust rules may have
deterrcd some procompetitive grantbacks,
however, thus deterring some innovations using
patented technology. See U.S. Department of
Justice and Federal Trade Commission, Antitrust
Guidelines for the Licensing of Intellectual
Property § 5.6 (Apr. 6, 1995), reprinted in 4 Trade
Reg. Rep. (CCH) § 13,132, available at
http://www.usdoj.gov/atr/public/guidelines/ipguide
htm,

economics and antitrust and patent law."* In
addition, the FTC received about 100 written
submissions. Business representatives were
mostly from high-tech industries:
pharmaceuticals, biotechnology, computer
hardware and software, and the Internet.'
This report discusses Hearings testimony
and independent research, and explains the

13 The Commission thanks the DOJ and the

Patent and Trademark Office for participating in many of
the panels at the Hearings and for recommending many of
the participants in the Hearings. For providing facilities to
allow some of the Hearings to be held on the West Coast,
thc Commission thanks the Competition Policy Center and
the Berkeley Center for Law and Technology at the
University of California at Berkeley.

The Commission wishes to note the expertise and

time contributed by Hearings participants. For all of their
contributions, the Commission conveys its thanks.

1 See Appendices A and B.

Commission’s conclusions about and
recommendations for the patent system.

CONCLUSIONS AND
RECOMMENDATIONS

L Although Most of the Patent
System Works Well, Some
Modifications Are Needed to
Maintain A Proper Balance
of Competition and Patent
Law and Policy.

The patent system does, for the most
part, achieve a proper balance with
competition policy. The statutory standards
of patentability appear largely compatible
with competition; properly interpreted, they
tend to award patents only when necessary
to provide incentives for inventions, their
commercial development, or their
disclosure. Congress has enacted new
statutes that protect competition by, among
other things, facilitating disclosures of
patent applications. The Court of Appeals
for the Federal Circuit, the sole court for
most patent law appeals, has brought
stability and increased predictability to
various elements of patent law. This has
reduced legal uncertainty and facilitated
business planning. The Patent and
Trademark Office (PTO) has implemented
initiatives to deal with new types of patents
and has released a Strategic Plan for the 21*
Century to improve patent quality (i.e.,
reduce errors) and streamline procedures."
Hearings participants found much to praise
in the current patent system.

13 See United States Patent and Tradcmark

Office, The 21* Century Strategic Plan, at
www.uspto.gov/web/offices/convstrat2 I /index.htm.



Nonetheless, many participants in
and observers of the patent system expressed
significant concerns that, in some ways, the
patent system is out of balance with
competition policy. Poor patent quality and
legal standards and procedures that
inadvertently may have anticompetitive
effects can cause unwarranted market power
and can unjustifiably increase costs. Such
effects can hamper competition that
otherwise would stimulate innovation.

A. Questionable Patents Can Deter or
Raise the Costs of Innovation.

_ One firm’s questionable patent may
lead its competitor to forgo R&D in the
areas that the patent improperly covers. For
example, firms in the biotech industry
reported that they avoid infringing
questionable patents and therefore will
refrain from entering or continuing with a
particular field of research that such patents

This report makes several
recommendations for the legal standards,
procedures, and institutions of the patent
system to address such concemns.

II.  Questionable Patents Are a

Significant Competitive
Concern and Can Harm
Innovation.

A poor quality or questionable
patent is one that is likely invalid or
contains claims that are likely overly
broad. Hearings participants raised
concerns about the number of
questionable patents issued.'® Such
patents can block competition, see Box 3,
and harm innovation in several ways.

Box 3. Blocking Patents

The patents of others can block a patentee’s ability

to exploit its own invention. For example:

“[S]uppose that Admiral Motors obtains a patent on an
internal combustion engine for use in automobiles. Later,
Betty Beta purchases an automobile marketed by Admiral
Motors that embodics the patented invention. Beta
experiments with her new carand develops a dramatically
improved fuel injector useable only in the patented
Admiral Motors engine. Even if Beta patents her
improved fuel injector, she cannot practice that
technology without infringing Alpha’s basic patent. . . .
Unless one of the parties licenses the other, Beta must
wait until Admiral Motors’ patent expires before
practicing her own patented improvement invention.”
ROGER E. SCHECHTER & JOHN R. THOMAS,
INTELLECTUAL PROPERTY: THE LAW OF COPYRIGHTS,
PATENTS AND TRADEMARKS § 20.1.1 at 462 (2003). If
the blocking patent is invalid or overbroad, then no
public benefits exist to justify its effects on follow-on
innovation.

¢ For example, software firms raised concems
about patents that they believed should not have been
granted, because the inventions were obvious based on
preceding work in the arca. While praising patents as the
basis for their industry, biotech firms also raised concerns
that some overbroad patents may discourage further
innovation in some biotech areas. See generally Chs. 2 and

3.

appear to cover.'” Such effects deter market
entry and follow-on innovation by

17 See, e.g., FTC/DOJ Hearings on Competition

and Intellectual Property Law and Policy in the
Knowledge-Based Economy, David J. Earp Testimony Feb.
26, 2002, at pages 290-91, 238 (hereinafter, citations to
transcripts of these Hearings state the speaker’s last name,
the date of testimony, and relevant page(s)); Blackbum
2/26 at 296; Caulfield 3/19 at 161.




competitors and increase the potential for
the holder of a questionable patent to
suppress competition.

If a competitor chooses to pursue
R&D in the area improperly covered by the
questionable patent without a license to that
patent, it risks expensive and time-
consuming litigation with the patent holder.
If the competitor chooses to negotiate a
license to and pay royalties on the
questionable patent, the costs of follow-on
innovation and commercial development
increase due to unjustified royalties.

Another option is to find a legal
means to invalidate the patent. PTO
procedures allow only very limited
participation by third parties, however. A
lawsuit in federal court may not be an
alternative, because a competitor may not
sue to challenge patent validity unless the
patent holder has threatened the competitor
with litigation. If the competitor is not on
the verge of marketing an infringing
product, the patent holder may have no
reason to threaten litigation. In these
circumstances, as one biotech representative
complained, “there are these bad patents that
sit out there and you can’t touch them.”*® If
litigation does take place, it typically costs
millions of dollars and takes years to
resolve. This wastes resources.

B. In Industries with Incremental
Innovation, Questionable Patents
Can Increase “Defensive
Patenting” and Licensing
Complications.

'® Blackburn 2/26 at 295-96.

In some industries, such as computer
hardware and software, firms can require
access to dozens, hundreds, or even
thousands of patents to produce just one
commercial product. One industry
representative from a computer hardware
firm reported that more than “90,000 patents
generally related to microprocessors are held
by more than 10,000 parties.”'* Many of
these patents overlap, with each patent
blocking several others. This tends to create
a “patent thicket” — that is, a “dense web of
overlapping intellectual property rights that
a company must hack its way through in
order to actually commercialize new
technology.”?

Much of this thicket of overlapping
patent rights results from the nature of the
technology; computer hardware and
software contain an incredibly large number
of incremental innovations. Moreover, as
more and more patents issue on incremental
inventions, firms seek more and more
patents to have enough bargaining chips to
obtain access to others’ overlapping
patents.”’ One panelist asserted that the time
and money his software company spends on
creating and filing these so-called defensive
patents, which “have no . . . innovative value
in and of themselves,” could have been
better spent on developing new

1 Detkin 2/28 at 667-68.

2 Cart Shapiro, Navigating the Patent Thicket:
Cross Licenses, Patent Pools, and Standard-Setting, in 1
INNOVATION POLICY AND THE ECONOMY 119, 120 (Adam
Jaffe et al. eds., 2001).

2l The forthcoming FTC/DOJ joint report will
discuss the proper antitrust evaluation of licensing
techniques used in such situations.



technologies.?

Questionable patents contribute to
the patent thicket. In the context of a patent
thicket, questionable patents can introduce
new kinds of licensing difficulties, such as
royalties stacked one on top of another, and
can increase uncertainty about the patent
landscape, thus complicating business
planning. Questionable patents in patent
thickets can frustrate competition by current
manufacturers as well as potential entrants.
Because a manufacturer needs a license to
all of the patents that cover its product, firms
can use questionable patents to extract high
royalties or to threaten litigation.”® For
example, a questionable patent that claims a
single routine in a software program may be
asserted to hold up production of the entire
software program. This process can deter
follow-on innovation and unjustifiably raise
costs to businesses and, ultimately, to
consumers.

C. Recommendations to Improve
Patent Quality and Minimize
Anticompetitive Costs of the
Patent System.

One recent article argues
persuasively that because most patent
applications involve claims of little

22 Greenhall 2/27 at 377, 420.

» “Large and small companies are increasingly
being subjected to litigation (or its threat) on the basis of
questionable patents.” United States Patent and
Trademark Office Fee Modernization Act of 2003:
Hearing Before the Subcomm. on Courts, the Internet, and
Intellectual Property of the House Comm. on the Judiciary,
108" Cong. 2 (2003) (Statement of Michael K. Kirk,
Executive Director, American Intellectual Property Law
Association), available at
http://www aipla.org/html/Legislative/108/testimony/FeeLe
g.htm.

economic significance, “it is much cheaper
for society to make detailed [patent] validity
determinations in those few cases [in which
patents are challenged] than to invest
additional resources examining patents that
will never be heard from again.”**
Accordingly, the FTC’s recommendations
focus first on procedures and presumptions
used in challenging questionable patents,
because such challenges are more likely to
involve patents of competitive significance.

Recommendation 1:

As the PTO Recommends, Enact
Legislation to Create A New
Administrative Procedure to Allow
Post-Grant Review of and
Opposition to Patents.

The PTO discusses patent
applications only with the patent applicant.
Until recently, third parties could only bring
certain relevant documents to the attention
of, and, in limited circumstances, file a
written protest with, an examiner or to
request the PTO Director to reexamine a
patent. To address this situation, Congress
passed legislation to establish limited
procedures that allow third parties to
participate in patent reexaminations. Recent
amendments have improved those
procedures, but they still contain important
restrictions and disincentives for their use.
Once a questionable patent has issued, the
most effective way to challenge it is through
litigation. Litigation generally is extremely

2 Mark A. Lemley, Rational Ignorance at the

Patent Office, 95 Nw. L. REV. 1495, 1497 (2001).



costly and lengthy,” and is not an option
unless the patent owner has threatened the
potential challenger with patent
infringement litigation.

The existing procedures attempt to
balance two perspectives. On the one hand,
third parties in the same field as a patent
applicant may have the best information and
expertise with which to assist in the
evaluation of a patent application, and
therefore might be useful participants in the
process of deciding whether to grant a
patent. On the other hand, the limited
involvement of third parties in the issuance
and reexamination of patents reflects
genuine concern to protect patent applicants
from harassment by competitors. This
remains an important goal. To continue to
protect against the possibility of competitors
harrassing patent applicants, any new
procedure should be available only after a
patent issues.

Because existing means for
challenging questionable patents are
inadequate, we recommend an
administrative procedure for post-grant
review and opposition that allows for
meaningful challenges to patent validity
short of federal court litigation. To be
meaningful, the post-grant review should be
allowed to address important patentability
issues.” The review petitioner should be
required to make a suitable threshold
showing. An administrative patent judge

B A biotechnology case, for example, can cost

between five and seven million dotlars and take two or
three years to litigate. See Ch. 3. ’

2 Ata minimum, patent challengers should be
able to raise issues of novelty, nonobviousness, written
description, enablement, and utility. )

should preside over the proceeding, which
should allow cross-examination and
carefully circumscribed discovery, and
which should be subject to a time limit and
the use of appropriate sanctions authority.
Limitations should be established to protect
against undue delay in requesting post-grant
review and against harassment through
multiple petitions for review. The
authorizing legislation should include a
delegation of authority permitting the PTO’s
conclusions of law to receive deference from
the appellate court. Finally, as is the case
with settlements of patent interferences,
settlement agreements resolving post-grant
proceedings should be filed with the PTO
and, upon request, made available to other
government agencies. '

Recommendation 2:

Enact Legislation to Specify that
Challenges to the Validity of a
Patent Are To Be Determined
Based on a “Preponderance of the
Evidence.”

An issued patent is presumed valid.
Courts require a firm that challenges a patent
to prove its invalidity by “clear and
convincing evidence.” This standard
appears unjustified. A plethora of
presumptions and procedures tip the scales
in favor of the ultimate issuance of a patent,
once an application is filed. In addition, as
many have noted, the PTO is underfunded,
and PTO patent examiners all too often do
not have sufficient time to evaluate patent
applications fully. These circumstances
suggest that an overly strong presumption of
a patent’s validity is inappropriate. Rather,
courts should require only a “preponderance
of the evidence” to rebut the presumption of
validity.



The PTO works under a number of
disadvantages that can impede its ability to
reduce the issuance of questionable patents.
Perhaps most important, the courts have
interpreted the patent statute to require the
PTO to grant a patent application unless the
PTO can establish that the claimed invention
does not meet one or more of the
patentability criteria. Once an application is
filed, the claimed invention is effectively
presumed to warrant a patent unless the PTO
can prove otherwise.

The PTO’s procedures to evaluate
patent applications seem inadequate to
handle this burden. The patent prosecution
process involves only the applicant and the
PTO. A patent examiner conducts searches
of the relevant prior art,”’ a focal point of the
examination process, with only the
applicant’s submissions for assistance. The
patent applicant has a duty of candor to the
PTO, but that duty does not require an
applicant to search for prior art beyond that
about which the applicant already knows.™
If the patent applicant makes assertions or
files documentary evidence regarding certain

27 «Prior art” consists of materials — often
patents and publications, although affidavits and testimony
also may present prior art — that reflect one or more of the
features or elements of the claimed invention. An
invention is “obvious” if it does not represent a sufficient
step beyond the prior art. '

28 The PTO’s Manual of Patent Examining

Procedure (MPEP) states that the agency “does not
investigate” duty of disclosure issues and “does not. . .
reject” applications on that basis. See United States Patent
and Trademark Office, Manual of Patent Examining
Procedure § 2010 (8" edition 2001) (explaining that such
PTO determinations “would significantly add to the
expense and time involved in obtaining a patent with little
or no benefit to the patent owner or any other parties with
an interest”), available at
http://www.uspto.gov/web/offices/pac/mpep/mpep.htm
(hercinafter MPEP).

facts, the PTO does not haye facilities with
which to test the accuracy or reliability of
such information.

Moreover, presumptions in PTO
rules tend to favor the issuance of a patent.
For example, “[i]f the examiner does not
produce a prima facie case [of obviousness],
the applicant is under no obligation to
submit evidence of nonobviousness.””
Similarly, “[o]ffice personnel . . . must treat
as true a statement of fact made by an
applicant in relation to [the asserted
usefulness of the invention], unless
countervailing evidence can be provided that
shows that one of ordinary skill in the art
would have a legitimate basis to doubt the
credibility of such a statement.”® Likewise,
“[t]here is a strong presumption that an
adequate written description of the claimed
invention is present when the application is
filed.™!

The PTO’s resources also appear
inadequate to allow efficient and accurate
screening of questionable patent
applications. Patent applications have
doubled in the last twelve years and are
increasing at about 10% per year.”> With
yearly applications approximating 300,000,

2% MPEP § 2142.

39 United States Patent and Trademark Office,

Utility Examination Guidelines, 66 Fed. Reg. 1092, 1098-
99 (2001). -

31 United States Patent and Trademark Office,

Guidelines for Examination of Patent Applications under
the 35 US.C. 112 {1, “Written Description” Requirement,
66 Fed. Reg. 1099, 1105 (2001).

32 Lerner 2/20 at 157, James Langenfeld,

Innovation, Competition, and Intellectual Property:
Providing an Economic Framework (2/20/02) (slidcs) at 6,
at http://www_ftc.gov/opp/intellect/langenfeld.pdf.



they arrive at the rate of about 1,000 each
working day.>* A corps of some 3,000
examiners must deal with the flood of
filings.** Hearings participants estimated
that patent examiners have from 8 to 25
hours to read and understand each
application, search for prior art, evaluate
patentability, communicate with the
applicant, work out necessary revisions, and
reach and write up conclusions. Many found
these time constraints troubling.”® Hearings
participants unanimously held the view that
the PTO does not receive sufficient funding
for its responsibilities.

Finally, the PTO grants patents based
only on the “preponderance of the *
evidence.” This standard applies in the
context of an underlying presumption that
the patent should be granted unless the PTO
can prove otherwise. It does not seem
sensible to treat an issued patent as though it
had met some higher standard of
patentability.

Defenders of the application of the
“clear and convincing” evidence standard
urged that a finding of patent validity by a
neutral government agency using a
knowledgeable examiner justifies placing a
heavy burden on those who challenge a
patent’s validity. We disagree.
Presumptions and procedures that favor the

3 Chambers 2/8 (Patent Law for Antitrust

Lawyers) at 86 (hereinafter 2/8 (Patent Session)).

3% Chambers 2/8 (Patent Session) at 84,

3 See, e.g., Dickinson 2/6 at 64-65 (“Patent

examiners need more time to examine.”); Kirschner 2/26 at
242-43 (time available “clearly inadequate™ for a
meaningful examination of a biotech patent application);
Kesan 4/10 at 100 (time constraints do not allow adequate
search for software prior art).
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grant of a patent application, combined with
the limited resources available to the PTO,
counsel against requiring “clear and
convincing evidence” to overturn that
presumption. We believe the “clear and
convincing evidence” burden can undermine
the ability of the court system to weed out
questionable patents,* and therefore we
recommend that legislation be enacted to
amend the burden to a “preponderance of the
evidence.”

Recommendation 3:

Tighten Certain Legal Standards
Used to Evaluate Whether A
Patent Is “Obvious.”

Patent law precludes patenting if the
differences between the claimed invention
and the prior art’’ are such that “the subject
matter as a whole would have been obvious
at the time the invention was made to a
person having ordinary skill in the art.”*
“Nonobviousness asks whether a
development is a significant enough
technical advance to merit the award of a
patent.”* A proper application of this
statutory requirement is crucial to prevent
the issuance of questionable patents,
including trivial patents and patents on
inventions essentially already in the public
domain. The courts have developed a
variety of tests to evaluate the obviousness
of a claimed invention. Two in particular —

3¢ SeeT.S.Ellis7/11 at 119-20.

7 See supra note 25.

¥ 35U.5.C.§103.

3 See MERGES & DuUFFY, PATENT LAW AND
PoLICY: CASES AND MATERIALS at 644.



the “commercial success test” and “the
suggestion test” — require more thoughtful
application to weed out obvious patents.

a. In applying the “commercial
success” test, 1) evaluate on a case-
by-case basis whether commercial
success is a valid indicator that the
claimed invention is not obvious,
and 2) place the burden on the
patent holder to prove the claimed
invention caused the commercial
success.

The Supreme Court has advised that,
in some circumstances, courts may consider
the commercial success of a claimed
invention to indicate that it was not obvious.
For example, in some cases early in the
twentieth century, courts found the
commercial success of an invention that
satisfied a long-felt need that had resisted
the efforts of others to solve the problem
tended to show the claimed invention was
not obvious.

Commercial success can result from
many factors, however, some of which have
nothing to do with the claimed invention.
For example, marketing, advertising, or an
incumbent’s unique advantages may cause
commercial success. An undue reliance on
commercial success to show nonobviousness
can raise a number of competitive concerns.
Commercially successful inventions may be
more likely than others to occur even
without the prospect of a patent. Patents on
commercially successful products are more
likely to confer market power than those on
less successful products.

Certain patent experts and other
Hearings participants expressed concem that
courts and juries sometimes fail to use a

sufficiently searching inquiry when they
conclude that commercial success
demonstrates a claimed invention is not
obvious. Under current standards, if the
patent holder shows that the claimed
features of the patent are coextensive with
those of a successful product, then it is
presumed that the invention — rather than
other factors — caused the commercial
success. The burden shifts to the challenger
to present evidence to rebut that
presumption.*

This test fails to ask, first, whether
factors other than the invention may have
caused the commercial success. By contrast,
the PTO properly requires that commercial
success be “directly derived from the
invention claimed” and not the result of
“business events extraneous to the merits of
the claimed invention.”™' Second, the
judicial standard too easily shifts the burden
to the challenger. The patent holder is the
best source of information on what has
caused the commercial success of its product
and should be required to show that, in fact,
the claimed invention caused the
commercial success.

b. In applying the “suggestion” test,
assume an ability to combine or
modify prior art references that is
consistent with the creativity and
problem-solving skills that in fact
are characteristic of those having
ordinary skill in the art.

If the prior art already would have
suggested the claimed invention, then the

40 See HARMON, PATENTS AND THE FEDERAL
Circut at 169-70.

*' MPEP § 716.03(b).



claimed invention is obvious. If not, then
the claimed invention is not obvious. The
“suggestion test” thus asks a helpful
question — that is, to what extent would the
prior art “have suggested to one of ordinary
skill in the art that this process should be
carried out and would have a reasonable
likelihood of success.”™* The Federal Circuit
justifiably has sought to protect inventors
from findings of obviousness based purely
on hindsight. “Good ideas may well appear
‘obvious’ after they have been disclosed,
despite having been previously
unrecognized.”™ The Federal Circuit also
has sought to ensure that the PTO provides
an administrative record susceptible to
judicial review.

Hearings participants expressed
concern, however, with some recent
applications of the suggestion test. To show
that a claimed invention is obvious, some
cases seem to require the PTO to point to
particular items of prior art that concretely
suggest how to combine all of the features of
a claimed invention. Such an application of
the suggestion test may have found that the
claimed invention of the Selden patent — that
is, putting a gasoline engine on a carriage —
was not obvious, because there was no
document that suggested that combination.
The invention likely was obvious, however;
“[elverybody seemed to know that if you got
a new engine of any kind, you would put it
on a carriage.™

2 Brown and Williamson Tobacco Corp. v.
Philip Morris, 229 F.3d 1120, 1124 (Fed. Cir. 2000)
(emphasis added).

B Arkie Lures, Inc. v. Gene Larew Tackle, Inc.,

119 F.3d 953, 956 (Fed. Cir. 1997).

4 Duffy 7/10 at 132-33.
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It is important to protect against the
issuance of obvious patents that may confer
market power and unjustifiably raise costs.
Requiring concrete suggestions beyond
those actually needed by a person with
ordinary skill in the art,* and failing to give

- weight to suggestions implicit from the art

as a whole and from the nature of the
problem to be solved, is likely to result in
patents on obvious inventions and is likely
to be unnecessarily detrimental to
competition. The Federal Circuit’s most
recent articulations of the suggestion test
seem to signal greater appreciation of these
issues and would better facilitate
implementation of the test in ways sensitive
to competitive concerns.

Recommendation 4:

Provide Adequate Funding for the
PTO.

Participants in the Hearings
unanimously expressed the view that the
PTO lacks the funding necessary to address
issues of patent quality. Presidential patent
review committees have long advocated
more funding for the PTO to allow it to
improve patent quality.*® As recently as
2002, the Patent Public Advisory Committee
stated that the PTO “faces a crisis in funding

s Cf. Barr 10/30 at 53-54 (arguing that current

obviousness standards fail to reflect the skill of his
company’s engineers, who “every day” independently
invent things that have been decmed nonobvious).

. a6 E.g., THE ADVISORY COMMISSION ON PATENT
LAW REFORM, REPORT TO THE SECRETARY OF COMMERCE
(Aug. 1992), available at
http://world.std.com/obi/USG/Patents/overview; REPORT
OF THE INDUSTRIAL SUBCOMM. FOR PATENT AND
INFORMATION POLICY OF THE ADVISORY COMM. ON
INDUSTRIAL INNOVATION, REPORT ON PATENT POLICY
(1979).



that will seriously impact . . . the quality of .
. . issued patents.”™’ The FTC strongly
recommends that the PTO receive funds
sufficient to enable it to ensure quality
patent review.

Recommendation 5:

Modify Certain PTO Rules and
Implement Portions of the PTO’s
21* Century Strategic Plan.

a. Amend PTO regulations to require
that, upon the request of the
examiner, applicants submit
statements of relevance regarding
their prior art references.

Some Hearings participants asserted
that, far from holding back information,
patent.applicants tend to provide an
examiner with numerous prior art citations,
resulting in lots of “information,” but little
“knowledge.”® The 2002 version of the
PTO’s 21* Century Strategic Plan proposed
requiring applicants that cited more than 20
prior art references to provide statements to
explain the relevance of references, but the
PTO has now withdrawn that proposal.*’
The FTC’s proposal is more modest than the
PTO’s original proposal; it would require
relevance statements only when the

7 PATENT PUBLIC ADVISORY COMMITTEE, -
ANNUAL REPORT 6 (Nov. 29, 2002), available at
http://www .uspto.gov/web/offices/com/advisory/acrobat/pp
acannual 12-05-02.pdf.

* Eg. Kesan 10/25 at 60-61.

United States Patent and Trademark Office
21* Century Strategic Plan, Mandatory Information
Disclosure Statements (IDS), P-09 at 3 (June 3, 2002). See
The 21* Century Strategic Plan, available at
www.uspto.gov/web/offices/cony/strat2 1 /index.htm.
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examiner requests them. These statements
could materially enhance examiners’ ability
to provide quality patent examinations by
drawing more fully on the patent applicant’s
knowledge base to identify the most relevant
portions of prior art references.

b. Encourage the use of examiner
inquiries under Rule 105 to obtain
more complete information, and
reformulate Rule 105 to permit
reasonable follow-up.

PTO Rule 105 permits examiners to
request “such information as may be
reasonably necessary to properly examine or
treat the matter [under examination].”*® The
Commission recommends that the PTO
make a concentrated effort to use examiner
inquiries more often and more extensively.
As one panelist emphasized, “to get better
quality and shrink the amount of work,”
there is a need to seek more knowledge in
the possession of applicants, who typically
“know more about the technology than the
examiner does, and [know] where you might
find something that might be relevant.””' To
be fully effective, however, Rule 105 should
be amended so that applicants who reply that
they do not know the answer to the
examiner’s inquiry, or that the necessary
information “is not readily available to the
party or parties from which it was
requested” are not accepted as a complete
reply,*? as they are now, but rather are
treated as responses on which the examiner
may follow up.

0 37 CFR.§ 1.105.

51 Kushan 4/11 at 89.

32 See 37 C.F.R. § 1.105.



c Implement the PTO’s
recommendation in its 21* Century
Strategic Plan that it expand its
“second-pair-of-eyes” review to
selected areas.

- Second-pair-of-eyes review allows
the PTO quickly to flag issues that need
further attention by the examiner or the
examiner’s supervisor. The PTO first used
this method to improve the quality of
business method patents, and it received
good reviews from participants in the patent
system. The Commission believes that
expanding this program to fields with
substantial economic importance, such as
semiconductors, software, and
biotechnology, as well as other new
technologies as they emerge, could help to
boost patent quality in areas where it will
make the most difference.

d. Continue to implement the
recognition that the PTO “forges a
balance between the public’s
interest in intellectual property and
each customer’s interest in his/her
patent and trademark.””

The PTO functions as a steward of
the public interest, not as a servant of patent
applicants. The PTO must protect the public
against the issuance of invalid patents that
add unnecessary costs and may confer
market power, just as it should issue valid
patents to encourage invention, disclosure,
and commercial development.

53 United States Patent and Trademark Office,

FY2002 Corporate Plan 28 (2001) (describing role of PTO
Under Secretary and Director), at
http://www.uspto.gov/web/offices/com/corpplan/fy2002/in
dex.html.

Recommendation 6:

Consider Possible Harm to
Competition — Along with Other
Possible Benefits and Costs —
Before Extending the Scope of
Patentable Subject Matter.

Section 101 of the Patent Act states,
“Whoever invents or discovers any new and
useful process, machine, manufacture, or
composition of matter, or any new and
useful improvement thereof, may obtain a
patent.”** Despite this broad mandate,
courts have long held certain types of
inventions unpatentable. Traditional -
common law exceptions include phenomena
of nature, abstract intellectual concepts,
mental steps, mathematical algorithms with
no substantial practical application, printed
matter, and, for many years, business

~ methods.

Over the past twenty-five years,
however, the scope of patentable subject
matter has expanded significantly. For
example, the Supreme Court, through two
landmark decisions in 1980, held that both
man-made, living organisms and computer
software constitute patentable subject matter
pursuant to Section 101. In 1999, the
Federal Circuit ruled that business methods
can be patented. Some Hearings participants
claimed that patents on computer software
and business methods are not necessary to
spur the invention, commercial
development, or public disclosure of

% 35U.8.C.§ 101



software or business methods.”® Others
disagreed. Some Hearings participants
contended that software and business
method patents can raise significant
competitive concerns and deter innovation,
especially because so much of the
innovation in those fields builds
incrementally on preceding work. This may
raise the potential for thickets of patents to
hinder, rather than accelerate, innovation
and commercial development.

The constitutional intention that
patents “promote the Progress of Science
and useful Arts” should be taken into
account in interpreting the scope of
patentable subject matter under Section 101.
Decisionmakers should ask whether granting
patents on certain subject matter in fact will
promote such progress or instead will hinder
competition that can effectively spur
innovation. Such consideration is consistent
with the historical interpretation of
patentable subject matter, which implicitly
recognizes that granting patent protection to
certain things, such as phenomena of nature
and abstract intellectual concepts, would not
advance the progress of science and the
useful arts. For future issues, it will be
highly desirable to consider possible harms
to competition that spurs innovation — as
well as other possible benefits and costs —
before extending the scope of patentable
subject matter.

III. Other Patent Laws and
Procedures Also Raise

Competitive Concerns.

3 See generally Ch. 3. See also Robert M.

Hunt, You Can Patent That? Are Patents on Computer
Programs and Business Methods Good for the Economy?,
QI BusINESS REVIEW S, 14 (2001).
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In addition to questionable patents,
other portions of the patent system raise
competitive concerns. This section briefly
describes each issue and the Commission’s
recommendation(s) to address it.

Recommendation 7:

Enact Legislation to Require
Publication of All Patent
Applications 18 Months After
Filing.

Until relatively recently, patents were
published only when issued; patent
applications were not published. During the
time that would pass between the filing of a
patent application and the issuance of a
patent, an applicant’s competitor could have
invested substantially in designing and
developing a product and bringing it to
market, only to learn, once the patent finally
issued, that it was infringing a rival’s patent
and owed significant royalties. This
scenario disrupts business planning, and can
reduce incentives to innovate and discourage
competition.

A relatively new statute requires that
most patent applications — all except those
filed only in the United States — be
published 18 months after filing. Patent
applicants are protected from copying of
their inventions by statutory royalty rights, if
the patent ultimately issues. This new
procedure appears to have increased
business certainty and promoted rational
planning, as well as reduced the problem of
unanticipated “submarine patents” used to
hold up competitors for unanticipated
royalties. For these reasons, Hearings
participants advocated expanding the 18-
month publication requirement to include
patents filed only domestically, because such



patents may well have competitive
significance. Protection from copying
similar to that already available for other
published applications should be extended to
those filing domestic patent applications as
well, and any necessary protections for
independent inventors also should be
considered in terms of their likely costs and
benefits.

Recommendation 8:

Enact Legislation to Create
Intervening or Prior User Rights
to Protect Parties from
Infringement Allegations That
Rely on Certain Patent Claims
First Introduced in a Continuing
or Other Similar Application.

After publication of its patent
application, an applicant may continue to
amend its claims. Through this claim
amendment process, a patent that states
broader claims than those published at 18
months can still emerge. If the applicant
uses procedures such as continuing
applications to extend the period of patent
prosecution, the potential for
anticompetitive hold up increases. Indeed,
several panelists asserted that some
applicants keep continuing applications
pending for extended periods, monitor
developments in the relevant market, and
then modify their claims to ensnare
competitors’ products after those
competitors have sunk significant costs in
their products. Patent reform efforts have
long focused on how to remedy
opportunistic broadening of claims to
capture competitors’ products.

Legitimate reasons exist to amend
claims and use continuing applications. Any
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proposed remedy for the opportunistic
broadening of claims should also protect
such legitimate uses. Creating intervening
or prior use rights would most directly
achieve this balance; it would cure potential
competitive problems without interfering
with legitimate needs for continuations.
Such rights should shelter inventors and
users that infringe a patent only because of
claim amendments following a continuation
or other similar application,’® provided that
the sheltered products or processes are
developed or used (or the subject of
substantial preparation for use) before the
amended claims are published.

Recommendation 9:

Enact Legislation to Require, As a
Predicate for Liability for Willful
Infringement, Either Actual,
Written Notice of Infringement
from the Patentee, or Deliberate
Copying of the Patentee’s
Invention, Knowing It to Be
Patented.

A court may award up to three times
the amount of damages for a defendant’s
willful infringement of a patent — that is, the
defendant knew about and infringed the
patent without a reasonable basis for doing
so. Some Hearings participants explained
that they do not read their competitors’
patents out of concern for such potential
treble damage liability. Failure to read
competitors’ patents can jeopardize plans for
a noninfringing business. or research
strategy, encourage wasteful duplication of
effort, delay follow-on innovation that could

% See infra Ch. 4(I1)(CX1) for a description of

the types of filings that should be covered.



derive from patent disclosures, and
discourage the development of competition.

It is troubling that some businesses
refrain from reading their competitors’
patents because they fear the imposition of
treble damages for willful infringement.
Nonetheless, infringers must not be allowed
to profit from knowingly and deliberately
using another’s patented invention due to a
low likelihood that the patent holder can
afford to bring suit or obtain substantial
damages. The FTC’s recommendation
would permit firms to read patents for their
disclosure value and to survey the patent
landscape to assess potential infringement
issues, yet retain a viable willfulness
doctrine that protects both wronged
patentees and competition.

Recommendation 10:

Expand Consideration of
Economic Learning and
Competition Policy Concerns in
Patent Law Decisionmaking.

The Supreme Court has made clear
in several decisions that there is room for
policy-oriented interpretation of the patent
laws.”” Indeed, to find the proper balance
between patent and competition law, such
policy-oriented interpretations are essential.
Over the past twenty-five years, the
incorporation of economic thinking into.
antitrust has provided significant insights
that have substantially improved the
development of antitrust law and
competition policy. The Federal Circuit and
the PTO may also benefit from much greater

37 See, e.g., supra notes 10-12; Graham v. John
Deere Co., 383 U.S. 1 (1966).
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consideration and incorporation of economic
insights in their decisionmaking.

IV. The FTC Will Pursue Steps

to Increase Communication
between Antitrust Agencies
and Patent Institutions.

Many Hearings participants
expressed concern that the patent and
competition communities appear to exist in
separate worlds, interacting infrequently at
best. Patent practitioners and scholars
further expressed concern that patent
institutions do not always fully understand
or accommodate economic learning or
competition concerns. Increased interaction
appears desirable to foster better
understanding and communication between
the patent and competition communities.

The FTC wishes to do its part to
improve communication between the
competition and patent communities.
Accordingly, the FTC will pursue the steps
listed below.

A. The FTC Will Increase its
Competition Advocacy Role
through Filing Amicus Briefs in
Appropriate Circumstances.

The Commission will renew its
commitment to the filing of amicus briefs in
important patent cases that can affect
competition, as well as in cases at the
intersection of patent and antitrust law.
When such cases have high stakes for the
public, the Commission can serve the public
interest by filing amicus briefs to present its
perspectives regarding the implications of
certain issues for consumer welfare.



B. In Appropriate Circumstances, the
FTC Will Ask the PTO Director to
Reexamine Questionable Patents
that Raise Competitive Concerns.

A collective action problem may
frustrate business challenges to questionable
patents. Instead of challenging a patent’s
validity, many firms may simply license it,
because no single firm has the incentive to
finance an expensive legal challenge that
would benefit all of the affected firms, not
just the challenger. An enforcement agency,
however, can consider the cost of a
questionable patent to an entire industry and
to consumers and can solve this coordination
problem. In appropriately narrow
circumstances, the FTC will do so.

C. The FTC Will Encourage
"~ Increased Communication
between Patent Institutions and
the Antitrust Agencies.

One means of improving interagency
communication would be the establishment
of a Liaison Panel between the FTC and the
DOJ’s Antitrust Division (collectively, the
Antitrust Agencies) and the PTO. Sucha
panel could function as a practical, policy-
oriented group designed to permit the
exchange of views on important issues as
they arise. Another means would be to
establish an Office of Competition
Advocacy within the PTO. Such an office
could, when appropriate, advise PTO
policymakers about the likely competitive
impact and economic consequences of
policy decisions. A final means would be to
request that Congress amend the
membership categories of the Patent Public
Advisory Committee (“P-PAC”) to include
competition experts and economists.
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V. Conclusion

Both patents and competition make

 significant contributions to innovation,

consumer welfare, and our nation’s
prosperity. We recognize the importance of
the patent system; the recommendations in
this Report are designed to increase the
likelihood that the valid patents are issued
and upheld. There is broad consensus on the
significant role that these patents can play to
spur innovation and to encourage the
disclosure and commercial development of
inventions.

The importance of competition as a
spur to innovation also should be
recognized. More patents in more industries
and with greater breadth are not always the
best ways to maximize consumer welfare. A
questionable patent can raise costs and
prevent competition and innovation that
otherwise would benefit consumers. The
FTC looks forward to working closely with
the PTO and other patent organizations to
increase communication and include all
parties in discussion and implementation of
the FTC’s recommendations.
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CHAPTER 1

Innovation benefits consumers
through the development of new and
improved goods and services, and spurs
economic growth. An economy’s capacity
for invention and innovation helps drive its
economic growth and the degree to which
standards of living increase.' Indeed, the
United States economy and the economies of
other countries have enjoyed “huge
productivity gains from the development and
rapid adoption of new information and
communication technologies.”” The
technological breakthroughs that introduced
“automobiles, airplanes, radio, television,
space travel, telephones, internet, modern
pharmaceuticals, and the like” illustrate how
innovation improves the quality of our lives
in ways that are hard to measure and
underscore the importance of stimulating
innovation.?

The federal government has a
-profound impact on R&D in the U.S. First,
the federal government funds certain R&D.
In FY 2003, federal investment in R&D hit a
new record of $117 billion, a 13.8 percent
increase over FY 2002 and the largest dollar
increase in history.* Many government

' Federal Reserve Board Vice Chairman Roger
W. Ferguson, Jr., Patent Policy in a Broader Context,
Remarks at 2003 Financial Markets Conference of the
Federal Reserve Bank of Atlanta (April 5,2003), at
http://www.federalreserve.gov/boarddocs/speeches/2003/20
030407/defaulthtm.

*d.

* American Bar Association Section of Antitrust
Law, The Economics of Innovation: A Survey (Public
Comment) 2, at
http://www.ftc.gov/opp/intellect/0207salabasrvy.pdf
(hereinafter ABA (Economics stmt)).

* Kei Koizumi & Paul W. Turner, Congressional
Action on Research and Development in the FY 2003
Budget, American Association for the Advancement of
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agencies contribute to R&D funding,
especially in national defense, health, and
space.” Second, the federal government sets
policies that influence how businesses and
individuals invest many more billions of
dollars in R&D. Tax and environmental
policies, for example, all can influence
which R&D companies undertake and how
much they spend.

Competition and patents stand out
among the federal policies that influence
private R&D.5 Competition among firms
prods inventors to be first in the market with
a new product or service at a price and
quality that consumers want. Patent policy
encourages prospective inventors to invest
time and money in inventions, because a
patent’s grant of the exclusive right to make,
sell, and use the invention for a certain
period of time can allow inventors to realize

Science 1(2003), at http://www.aaas.org/spp/rd/ca03.pdf.

* For example, the Department of Defense
(DOD) accounts for half the total federal R&D portfolio.
Support for R&D makes up 97 percent of the budget of the
National Institute of Health (NIH). The National Science
Foundation (NSF) accounts for about 20 percent of federal
support to academic institutions for basic research. The
National Aeronautics and Space Administration (NASA)
spends two-thirds of its budget (excluding the Space
Shuttle program) on R&D. See Koizumi & Turner,
Congressional Action on Research and Development in the
FY 2003 Budget at 11-16; NFS website
http://www.nsf.gov/home/programs; AAAS R&D Funding
Update, FY 2003 Omnibus Bill Complete NIH Doubling
Plan; Large Increases for Bioterrorism R&D and Facilities
1, 3 (Feb. 25, 2003), at
http://www.aaas.org/spp/rd/nih03f.pdf.

¢ In the Hearings, panelists focused on patents
and not other forms of intellectual property. Most of the
antitrust cases involving intellectual property involve
patents in particular. See, e.g., | HERBERT HOVENKAMP ET
AL., [P AND ANTITRUST: AN ANALYSIS OF ANTITRUST
PRINCIPLES APPLIED TO INTELLECTUAL PROPERTY LAW §
1.3c at 1-14 (2002) (hereinafter HOVENKAMP ET AL., IP
AND ANTITRUST).



returns sufficient to encourage the initial
investments.’

Competition and patent policy are
bound together by the economics of
innovation and an intricate web of legal
rules that seek to balanceé the scope and
effect of each policy. Errors or systematic
biases in the interpretation or application of
one policy’s rules can harm the other
policy’s effectiveness. For example, patent
law precludes the patenting of an “obvious”
invention. If, however, patent law sets the
bar for “obviousness” too low, and
erroneously allows patents on “obvious”
inventions, then patent law can thwart
competition that otherwise might have
developed based on the obvious technology.
Conversely, competition policy — as
implemented through antitrust law —
prohibits only anticompetitive business
conduct. If antitrust enforcement
erroneously condemns efficient, welfare-
enhancing conduct with respect to a valid
patent, then antitrust enforcement can
undermine the incentives the patent system
creates to encourage innovation. A
challenge for both policies is to find the
proper balance of competition and patent
protection.®

7 See generally infra Ch. 2(1).

® See Bonito Boats, Inc. v. Thunder Craft Boats,
Inc., 489 U.S. 141, 146 (1989) (“From their inception, the
federal patent laws have embodied a careful balance
between the need to promote innovation and the

recognition that imitation and refinement through imitation
are both necessary to invention itself and the very lifeblood

of a competitive economy.”); Richard Posner, Antitrust in
the New Economy, 68 ANTITRUST L.J. 925, 927 (2001)
(“The patent and copyright laws try to strike the output-
maximizing balance by giving the creator of intellectual
property some but not complete protection from

competition.”); | HOVENKAMP ET AL., IP AND ANTITRUST §

1.3b at 1-14 (patents can limit the reach of antitrust law,
and antitrust constrains what a patentee can do with its

To understand better the current
relationship between competition and patent
law and policy, and whether it strikes the
proper balance, the Federal Trade
Commission (FTC) and the Antitrust
Division of the Department of Justice (DOJ)
held a series of Hearings from February
through November 2002. The Hearings took
place over 24 days, with more than 300
panelists, including experienced business
representatives from large and small firms,
representatives from the independent
inventor community, all of the leading
patent and antitrust organizations, many of
the leading antitrust and patent practitioners,
and scholars in economics and antitrust and
patent law. Care was taken to.solicit all
points of view, and the transcripts of the
Hearings provide a wide spectrum of well-
considered experience with and perspectives
on patent and competition-related issues. In
addition, written comments were solicited;
the FTC received about 100 written
submissions.

The FTC took the lead in examining
the issues addressed in this report, which
discusses what the FTC has learned and, as
appropriate, makes recommendations for
changes to patent law and policy to achieve
a better balance with competition policy.
The DOJ and the FTC worked together
developing the record for a forthcoming
joint report that will examine antitrust’s
approach to maintaining the proper balance
with the patent system.

patent).



I THE RELATIONSHIP OF
COMPETITION AND
PATENT LAW AND
POLICY

A. Each Policy Reflects
Fundamental Assumptions
about How Best to Organize
an Economy and Encourage
Innovation

1. Competition Policy and Antitrust
Law

Competition through free enterprise
and open markets is the organizing principle
for most of the U.S. economy.” The United
States generally has chosen antitrust law
(rather than regulation) to provide the
govemning rules for competition. For the last
twenty years, antitrust law has recognized
enhancing consumer welfare as the single
unifying goal of competition policy.” To
serve that objective, competition policy and
antitrust enforcement use a framework based
on sound economics.''

Economics affirms that
“[c]ompetition is good for a variety of
reasons. Basic economics teaches that firms

® See, e.g., | HOVENKAMPET AL., [P AND
ANTITRUST § 1.3a at 1-10 (“{A] fundamental principle of
our economic system is the proposition that free market
competition will best ensure an efficient allocation of
resources in the absence of market failure.”).

'* See, e.g., IIA PHILLIP E. AREEDA & HERBERT
HOVENKAMP, ANTITRUST LAW : AN ANALYSIS OF
ANTITRUST PRINCIPLES AND THEIR APPLICATION ¥ 401 (2d.
ed. 2002).

' See, e.g., HERBERT HOVENKAMP, FEDERAL
ANTITRUST POLICY: THE LAW OF COMPETITION AND [TS
PRACTICE § 2.3a (2d ed. 1999).

in competition will produce more and price

" lower than monopolists. Monopolists not

only take money away from consumers by
raising prices, but they impose a
‘deadweight loss’ on society by reducing
their output below the level which
consumers would be willing to purchase at a
competitive price.”'? Thus, economics
informs us that effective competition is the
best mechanism for achieving the optimum
mix of products and services in terms of
price, quality, and consumer choice.
Moreover, economic learning focuses on the
importance of competition in enhancing
consumer welfare not only with respect to
existing products, but also the development
of new and improved products and ‘
services."> Monopolists can have fewer
incentives to innovate than do competitive
firms."

Antitrust law protects competition
and the competitive process “by preventing
certain types of conduct that threaten a free
market.”"’ Antitrust evaluates agreements
among firms to determine whether they

2 ] HOVENKAMP ET AL., IP AND ANTITRUST §1.2
at 1-5 through 1-6. See also William M. Landes & Richard
A. Posner, Market Power in Antitrust Cases, 94 HARV. L.
REv. 937,991 (1981).

'3 See generally infra Ch. 2(11)(A).

'* | HOVENKAMPET AL., IP AND ANTITRUST § 1.2
at 1-6. Others emphasize that, depending on the
circumstances, monopolists also can have greater
incentives to innovate. See infra at Ch. 2(I[)(A)(3).

'S | HOVENKAMP ET AL., [P AND ANTITRUST § 1.2
at 1-5. See also Northern Pacific Railway v. United States,
356 U.S. 1, 4 (1958) (“The Sherman Act was designed to
be a comprehensive charter of economic liberty aimed at
preserving free and unfettered competition as the rule of
trade.”).



“unreasonably restrain trade.”' For
example, antitrust prohibits naked
agreements among competitors on the price
they will charge or which customers each
will serve. For most other agreements,
antitrust evaluates likely procompetitive and
anticompetitive effects.”’ Antitrust law also
constrains the creation of market power
through mergers,'® and prohibits
monopolization and attempts and
conspiracies to monopolize."

In recognizing consumer welfare as
its proper goal, antitrust law has relinquished
earlier doctrines that sdught to protect
competitors rather than competition. Indeed,

' Sherman Act of 1890 § 1, 15U.S.C. § 1;
Standard Oil Co. v. United States, 221 U.S. 1, 59-69
(1911); see also Federal Trade Commission Act of 1914
§5,15US8.C. § 45.

7 Broadcast Music, Inc. v. Columbia
Broadcasting System, Inc., 441 U.S. 1, 8 (1979). See
generally Federal Trade Commission and U.S. Department
of Justice, Antitrust Guidelines for Collaborations Among
Competitors § 2 (April 2000), available at
http://www.ftc.gov/0s/2000/04/ftcdojguidelines.pdf.

'* Clayton Act of 1950 § 7, 15 U.S.C. § 18; 15
U.S.C. § 45. Market power arises when the “defendant (1)
can profitably set prices well above its costs and (2) enjoys
some protection against a rival’s entry or expansion that
would erode such supracompetitive prices and profits.” I[IA
AREEDA & HOVENKAMP, ANTITRUST LAW: AN ANALYSIS
OF ANTITRUST PRINCIPLES AND THEIR APPLICATION Y 501 at
90. See also United States v. E.I. duPont de Nemours &
Co., 351 U.S. 377 (1956); Federal Trade Commission and
U.S. Department of Justice, Horizontal Merger Guidelines
§ 1.1 (1992), available at
http://www. ftc.go v/be/docs/horizmer.htm; FTC/DOJ
Hearings on Competition and Intellectual Property Law
and Policy in the Knowledge-Based Economy, William E.
Kovacic Testimony Feb. 8, 2002 (Antitrust Law for Patent
Lawyers), at page 33 (hereinafter, citations to transcripts-of
these Hearings state the speaker’s last name, the date of
testimony, and relevant page(s)). Antitrust does not
constrain all exercises of market power, however. See infra
Ch. 1(1)}(B).

¥ 15 US8.C.§2.

the Supreme Court has held that the purpose
of the antitrust laws is to protect
competition, not competitors.”® Thus,
antitrust enforcement has ceased protecting
individual firms in favor of protecting
consumer welfare, because protecting
individual firms often served to harm
consumers by protecting firms from
competition.?' Antitrust’s focus on
consumer welfare also reveals that
governmental impediments to, or
exemptions from, competition can be as
harmful to consumers as private business
restraints.?

2. Patent Policy and Law

The U.S. economy also reflects the
belief that limited exclusive rights in
intellectual property — as distinguished from
tangible property — can encourage
innovation, which also benefits consumers.*
Atrticle I, Section 8 of the Constitution
authorizes Congress “[t]o promote the
Progress of Science and useful Arts, by
securing for limited Times to Authors and

3 Brunswick Corp. v. Pueblo Bowl-O-Mat, Inc.,
429 U.S. 477, 488 (1977) (“The antitrust laws, however,
were enacted for the protection of competition, not
competitors” (intemnal citations omitted)).

2! See generally I PHILLIP E. AREEDA & HERBERT
HOVENKAMP, ANTITRUST LAW: AN ANALYSIS OF
ANTITRUST PRINCIPLES AND THEIR APPLICATION 1100 at 3-
7 (2d ed. 2000).

2 See, e.g., HOVENKAMP, FEDERAL ANTITRUST
PoLicY: THE LAW OF COMPETITION AND [TS PRACTICE
§ 18.1a at 680.

* ROBERTL. HARMON, PATENTS AND THE
FEDERAL CIRCUIT § 1.2 at 11 (5" ed. 2001) (noting that the
exclusive right granted by a patent “was for the national
purpose of advancing the useful arts — the process today
called technological innovation[,]” and serves “the public
interest in technological advancement.” (Footnotes
omitted)).



Inventors the exclusive Right to
their respective Writings and

. R 24 .
Discoveries.” The patent A patent contains a great deal of information. Among the
statute? confers a right to most important are the patent’s “specification” and “claimg.” The
exclude others from making, specification must provide a “written description of the invéntion,

using, or selling in the United

the patent for twenty years from

the date of filing the patent The patent’s “claims” are “the portion of the patent
application.“ document that defines the patentee’s rights.” Markman v. Westview
Instruments, Inc., 517 U.S. 370, 372 (1992). Since the claims
essentially articulate the “metes and bounds” of the patentee’s
intellectual property, they are one of the most important parts of the
invention (that is, a product, modern patent document. See generally ROBERT MERGES & JOHN
process, machine, or DUFFY, PATENT LAW AND POLICY: CASES AND MATERIALS 25-26

To obtain a patent, an

composition of matter) must be | (3d ed. 2002).

Box 1-1. Two of the Basics of the Patent Document

and of the manner and process of making and using it,” and must

. . . disclose the “best mode” known to the inventor of carrying out the
States the invention claimed by | ; o .- TS §§ 111, 112 ine

novel, nonobvious, and useful,

and must meet certain

requirements for the description of the
invention.”’ A patentee must disclose the
invention clearly enough so that one skilled
in that art can make and use it without
undertaking a great deal of
experimentation;?® must highlight or

** U.S. CoNsT. art. 1, § 8 also authorizes
Congress to establish the copyright system.

** The first U.S. patent statute was passed by the
first U.S. Corgress; it has been substantially revised from
time to time. See generally ROBERT PATRICK MERGES &
JOHN FITZGERALD DUFFY, PATENT LAW AND POLICY:
CASES AND MATERIALS 1-13 (3d ed. 2002) (reviewing
history of patent law); ROGER E. SCHECHTER & JOHN R.
THOMAS, INTELLECTUAL PROPERTY: THE LAW OF
COPYRIGHTS, PATENTS, AND TRADEMARKS § 13.2 at 283-87
(2003) (reviewing history of patent law).

* 35U.S.C. § 154(a)(2).
¥ 35US.C. §§ 101-103, 112.

¥ See35U.S.C. § 112;JEM. Ag Supply, Inc. v.
Pioneer Hi-Bred Int’l, Inc., 534 U.S.124, 142 (2001) (“The
disclosure required by the Patent Act is the ‘quid pro quo
of the right to exclude’™ (internal citations omitted));
MERGES & DUFFY, PATENT LAW AND PoLICY: CASES AND
MATERIALS at 262; James E. Rogan, Prepared Remarks of
James E. Rogan, Under Secretary of Commerce for
Intellectual Property and Director of the United States

describe what the inventor claims so that
others can easily discern the boundaries of
the patent;” and must tell the public the
inventor’s “best mode” — most effective
method — for practicing the invention.® See
also Box 1-1. -

Patent law reflects certain differences
between intellectual property and tangible
property. Problems of copying by third
parties make it generally more difficult for
holders of intellectual property to exclude
others from its use than it is for holders of

FPatent and Trademark Office (2/6/02) 2 (disclosure for
right to exclude is a “remarkable trade-off”), at
http://www.ftc.gov/opp/intellect/rogan.htm (hereinafter
Rogan (stmt)).

2 35U.S.C. § 112. HARMON, PATENTS AND THE
FEDERAL CIRCuUIT § 5.4 at 218 (“The inquiry under
§ 1129 2 focuses on whether the claims, as interpreted in
view of the written description, adequately perform their
function of notifying the public of the patentee’s right to
exclude.”); MERGES & DUFFY, PATENT LAW AND POLICY:
CASES AND MATERIALS at 262,

¥ 35 U.S.C. § 112; MERGES & DUFFY, PATENT
LAw AND PoLicY: CASES AND MATERIALS at 263.



tangible property to do so.>' Once third
parties have learned about an invention, they
may copy and use it.*? Intellectual property
is also “non-rivalrous” — that is, many
people may use innovative technology, and
they all may use it without diminishing
others’ ability to use it** Many people may
employ an innovation without depletion, and
it is hard to identify and prevent those who
will not pay for its use from using it.** In
such circumstances, inventors are unlikely to
have sufficient incentives to pursue and
produce their inventions.**

To preserve incentives to invent,
patent policy protects inventors from such
misappropriation. “The principal basis for
intellectual property protection in the United
States is the utilitarian or economic
incentive framework. That is, intellectual
property in the United States is
fundamentally about incentives to invent and

3t See 1 HOVENKAMP ET AL., [P AND ANTITRUST
§lla12.

3 1 HOVENKAMP ET AL., [P AND ANTITRUST § 1.1
at 1-3 through 1-4; see also Thomas 2/8 (Patent Session) at
14-15.

3 HAL VARIAN, MICROECONOMIC ANALYSIS 414~
415 (3d ed. 1992); 1 HOVENKAMP ET AL., [P AND
ANTITRUST § 1.1 at 1-2; see also DonPaul Olshove,
Comments Regarding Competition & Intellectual Property
(Public Comment) 3, az
http://www.ftc.gov/os/comments/intelpropertycomments/ol
shovedonpaul.htm. .

3 | HOVENKAMP ET AL., I[P AND ANTITRUST §
1.1 at 1-3 through 1-4. See generally, Thomas 2/8 (Patent
Session) at 14-15.

3 SCHECHTER & THOMAS, INTELLECTUAL
PROPERTY: THE LAW OF COPYRIGHTS, PATENTS, AND
TRADEMARK § 13.4.1 at 288 (noting that, if inventions can
easily be duplicated or exploited by free riders, “[t]he
resulting inability of inventors to capitalize on their
inventions would lead to an environment where too few
inventions are made.” (Footnote omitted.)).

create.”® Patent policy serves consumer
interests in innovation through other means
as well.”’ By requiring disclosure of the
patented invention in an issued patent,®® the
patent system can encourage further
innovations if inventors forego keeping their
inventions as trade secrets and instead
disclose their inventions.* The patent
system also can encourage further
innovation by facilitating investment in the
research, development, and marketing
necessary to commercialize a product.” One

% 1 HOVENKAMP ET AL., [P AND ANTITRUST §
1.1at1-2.

37 See generally infra Ch. 2(I)(A)(2), (N(A)(3).
* See35U.S.C.§ 112,

** See MERGES & DUFFY, PATENT LAW AND
PoLiCcY: CASES AND MATERIALS at 259 (explaining that by
the late eighteenth century, many viewed the primary
benefit of the patent system as “the technological know-
how behind the inventor’s patent. . . . This was a major
change in the economic role of patents, for it shifted the
emphasis from the introduction of finished products into
commerce to the introduction of new and useful
information to the technical arts[.]” (emphasis in original));
R. Levin 2/6 at 100 (research has shown the disclosure
requirement is “‘quite procompetitive”); SCHECHTER &
THOMAS, INTELLECTUAL PROPERTY: THE LAW OF
COPYRIGHTS, PATENTS AND TRADEMARKS § 13.4 .1 at 288
(noting that “[t]rade secrets do not enrich the collective
knowledge of society, . . ., nor do they discourage others
from engaging in duplicative research.”); Donald S.
Chisum, Comment: Anticipation, Obviousness,
Enablement: An Eternal Golden Braid, 15 AIPLAQ.J. 57
(1987) (explaining that primary purpose of disclosure
requirement is to “put[] the invention in full possession of
the public so the invention may be freely made and used
after expiration of the patent™).

But see infra Ch. 2(I)(A)2) (firms sometimes
favor trade secrecy over patents as an appropriation
mechanism) and Ch. 3(IV)(D) (firms sometimes obtain
patents only when they view trade secrecy as impossible).

. 4 HARMON, PATENTS AND THE FEDERAL CIRCUIT
§ 1.2 at 11; SCHECHTER & THOMAS, INTELLECTUAL
PROPERTY: THE LAW OF COPYRIGHTS, PATENTS AND
TRADEMARKS § 13.4.1 at 289. See infra Ch. 2 (INA).



patent scholar has described the public
purposes of the patent grant as “an incentive
to invention, investment, and disclosure.™'

B. Competition and Patent
Policy Both Promote
Consumer Welfare Over
Time, and Competition and
Patent Policy Generally
Work Well Together

Patent and antitrust law “are actually
complementary, as both are aimed at
encouraging innovation, industry, and
competition.” In introducing these
hearings, FTC Chairman Muris emphasized
that “properly understood, IP law and
antitrust law both seek to promote
innovation and enhance consumer
welfare.” Then-Assistant Attorney General
Charles James similarly noted that
“intellectual propérty and antitrust law share
the common purpose of promoting dynamic
competition and thereby enhancing
consumer welfare.”** Likewise, Under

4! HARMON, PATENTS AND THE FEDERAL CIRCUIT
§ 1.4(b) at 22.

*2 Atari Games Corp. v. Nintendo of Am., 897
F.2d 1572, 1576 (Fed. Cir.1990). See also R. Hewitt Pate,
Refusals to Deal and Intellectual Property Rights, 10 GEO.
MASON L. REvV. 429, 429 (2002) (“Intellectual property and
antitrust laws share a common objective — to encourage
innovation, industry, and competition.”).

* Timothy J. Muris, Competition and
[ntellectual Property Policy: The Way Ahead, Before
American Bar Association Antitrust Section, Fall Forum 2
(Nov. 15, 2001), at
http://www.ftc.gov/speeches/muris/intellectual htm
(hereinafter The Way Ahead).

* Charles A. James, Opening Day Comments,
Joint DOJ-FTC Hearings on Competition and Intellectual
Property Law and Policy in the Knowledge-Based
Economy 1 (Feb. 6, 2002), at

Secretary of Commerce for Intellectual
Property and Director of the United States

' Patent and Trademark Office James Rogan

stated that “patent law and competition law
. . are highly compatible and serve many
similar ends.”™ Others have also observed
that antitrust and patent law “are
complementary efforts to promote an
efficient marketplace and long-run, dynamic
competition through innovation.”™ Both
doctrines can function to promote consumer
welfare ¥’

http://www.usdoj.gov/atr/public/speeches/10162.htm
(hereinafter Opening Day Comments).

* Rogan (stmt) 3.

4 1 HOVENKAMP, JANIS, & LEMLEY, IP AND
ANTITRUST § 1.3 at 1-12 through 1-13. See also M.
Thompson 2/25 at 7; American Bar Association Scction of
Antitrust Law, Statement 6-7, at
http://www.ftc.gov/opp/intellect/020628busey.pdf
(hereinafter ABA Antitrust Section (stmt)); Sheila F.
Anthony, Antitrust and Intellectual Property Law: From
Adversaries to Partners, 28 AIPLA Q.J. 1 at 1, 7 (2000), at
http://www. fic.gov/speeches/other/aipla. htm.

Antitrust and patent law show similarities and
differences in each’s consideration of short and long run
effects on consumer welfare. “Patent law and the
incipiency elements of antitrust law are similar in that they
both are ultimately based on inherently uncertain
predictions of what is going to happen in the future. The
difference is that in the antitrust regime, we sometimes are
concerned about conduct that in the short term may be
benign or even helpful to consumers, but that may be
harmful in the long run, whereas in the patent regime we
are willing to tolerate immediate consumer harm [e.g.,
monopoly pricing] in the expectation that in the long run it
will benefit consumers by encouraging innovation.”
Thomas B. Leary, The Patent-Antitrust Interface, Remarks
before the ABA Section of Antitrust Law Program,
Philadelphia, Pennsylvania 3-4 (May 3, 2001), at
http://www._ftc.gov/speeches/leary/ipspeech.htm.

7 WARD S. BOWMAN, JR., PATENT AND
ANTITRUST LAW: A LEGAL AND ECONOMIC APPRAISAL, 2-3
(1973); 1 HOVENKAMP, JANIS, & LEMLEY, IP AND
ANTITRUST § 1.3 at 1-11 (“[W]hen one departs from the
static view of markets and takes a longer-run approach, it is
even plausible that intcllectual property and the antitrust
laws share a common goal™).



In most cases, competition and
patent policy work in tandem toward this
goal.*® Competition advocates understand
that “an effective legal regime defining and
protecting property rights is essential to a
well-functioning competitive economy(,]”
and that “[patent] law plays an important
role in this overall property rights regime.”
The patent system spurs competition to
innevate, because it can increase the
potential rewards to successful innovators by
limiting the competition that may arise from
the innovation. As the Supreme Court has
noted, “free competition” is “the baseline”
on which “the patent system’s incentive to
creative effort depends.”® Moreover,
patents protect intellectual property that
firms use as inputs to compete. Thus, asa
general matter, competition spurs the
creation of patents, and patents protect
inputs that firms use in the competitive
process.

Analogously, patent policy .
recognizes the value of competition. The
Supreme Court has pointed out that, by

* See, e.g., American Intellectual Property Law
Association (AIPLA), AIPLA Testimony (Public Comment)
2-4 (“we view the two sets of laws as fully sharing
common, not conflicting, goals and acting together in
balance™), at
http://www ftc.gov/os/comments/intelpropertycomments/ai
pla.pdf (hereinafter AIPLA (stmt)).

* Muris, The Way Ahead at 2; see also
American Bar Association Section of Antitrust Law and
Section of International Law and Practice, Comments and
Recommendations on the Competition Elements of the
Doha Declaration, Before the United States Trade
Representative 12 (2003) (noting that a “functional system
for the definition, protection and exchange of common
forms of tangible and intangible property (including
intellectual property)” is necessary for a “successful market
economy’”’ based on competition), at
http://www.abanet.org/antitrust/comments/doha.doc.

** Bonito Boats, 489 U.S. at 156.

limiting the duration of a patent, “[t]he
Patent Clause itself reflects a balance
between the need to encourage innovation
and the avoidance of monopolies which
stifle competition without any concomitant
advance in the ‘Progress of Science and
useful Arts.”””>' The patentability
requirements for novelty and
nonobviousness “are grounded in the notion
that concepts within the public grasp, or
those so obvious that they readily could be,
are the tools of creation available to all.”*
Thus, patent policy recognizes that certain
limits on patents are necessary to avoid
unnecessarily restraining competition.*

Competition and patent policy
approach these issues through different
means to achieve their congruent goals,
however.”* Antitrust concerns about harm to
competition typically flow from the creation
or exercise of monopoly power in a relevant
antitrust market.’> “Intellectual property,

! Bonito Boats, 489 U.S. at 146.
52 Bonito Boats, 489 U.S. at 156.

53 See, e.g., HARMON, PATENTS AND THE
FEDERAL CIRCUIT § 1.2 at 12 (“It should not be supposed,
however, that there are no public costs associated with the
right to exclude. These include inflated prices (invariably
absorbed by the consumer), which frequently accompany
exclusive rights, and overinvestment. The patent system
seeks to maintain an efficient balance between incentives to
create and commercialize and the public costs engendered
by these incentives.” (Footnotes omitted)).

** BOWMAN, PATENT AND ANTITRUST LAW: A
LEGAL AND ECONOMIC APPRAISAL at 2; 1 HOVENKAMP ET
AL., IP AND ANTITRUST § 1.3b at 1-13.

5 Although cases under Sections 1 and 2 of the
Sherman Act may distinguish between “monopoly power”
and “market power,” this report uses the terms
interchangeably, because the distinction is not important
for present purposes. The creation or exercise of monopoly
power does not always violate the antitrust laws. See infra
Ch. 1(I)(B).



while it does not generally create a
monopoly, may in some cases permit or
even encourage monopoly in order to give
incentives for invention.” As Judge Pauline
Newman noted, “[p]atents are directed at
innovation. That’s their purpose, and of
course they affect competition. That’s how
they work. That’s the only way they work,
and that’s why we’re here today.”>” The
existence of a patent may enable a firm to
charge monopoly prices or otherwise limit
competition.’®

Patents do not always or even
frequently confer monopoly power on their
owners.” Indeed, most patents do not
confer monopoly power on their holders,*
and most business conduct with respect to
patents does not “unreasonably restrain” or
serve to monopolize markets. Even when a
patent does confer monopoly power, that
alone does not create an antitrust violation.
Antitrust law recognizes that a patent’s

¢ 1 HOVENKAMP ET AL., [P AND ANTITRUST §
1.3bat 1-13.

7 Newman 2/6 at 38. See also | HOVENKAMP ET
AL., [P AND ANTITRUST § 1.3a at 1-9 through 1-10 (“Indeed,
in order for the intellectual property laws to succeed in
giving authors and inventors an incentive to create, the law
must give them some power over price.” (emphasis in
original)).

X ¥ 1 HOVENKAMPET AL., [P AND ANTITRUST §
1.3aat 1-10. .

** HARMON, PATENTS AND THE FEDERAL CIRCUIT
§ 1.4(b) at 21 (“Patent rights are not legal monopolies in
the antitrust sense of the word. Not every patents is a
monopoly, and not every patent confers market power.”
(Footnote omitted.)). See also ABA Antitrust Section
(stmt) 11-12; Kovacic 2/8 (Antitrust Law for Patent
Lawyers) at 32-33 (hereinafter Antitrust Session); Tom 2/8
(Antitrust Session) at 50.

** AIPLA (stmt) 21; Cohen 2/20 at 63;
Dickinson 2/6 at 52-53; Pitofsky 2/6 at 29-30.

creation of monopoly power can be
necessary to achieve a greater gain for
consumers.’' Moreover, antitrust law does
not outlaw monopoly in all circumstances.
For example, monopoly achieved solely with
“superior skill, foresight, and industry” does
not violate the antitrust laws.®

C. Tension Can Arise Between
Competition and Patent Law
and Policy in Certain Limited
Circumstances

Nevertheless, there are opportunities
for tension between competition and patent
law and policy. Broadly speaking, this
tension most typically arises in two settings.
The first involves the grant of a patent; the
second involves business conduct with
respect to a patent. Competition and patent
policymakers may reach different
conclusions about whether each policy has
adequately accommodated the other’s
concerns.

1. Grant of a Patent

Competition policy asks two
questions in connection with the grant of a
patent. The first question is whether the
patent is warranted. Patent policy, of course,
as set through statutes and decisional law,
also seeks to ensure that the Patent and

¢ BOWMAN, PATENT AND ANTITRUST LAW: A
LEGAL AND ECONOMIC APPRAISAL at 3, n. 2.

* United States v. Aluminum Co. of Am., 148
F.2d 416, 430 (2d Cir. 1945) (“The successful competitor,
having been urged to compete, must not be turned upon
when he wins.” Id.). See also U.S. v. Grinnell Corp., 384
U.8. 563, 571 (1996) (the offense of monopoly is distinct
from "growth or development as a consequence of a
superior product, business acumen, or historic accident");
ABA Antitrust Section (stmt) 12.



Trademark Office (PTO) does not grant, and
the courts do not uphold, invalid patents.
The second question is whether the patent
conveys market power. The patent system
does not ask this question. We introduce
each question here and discuss the issues in
more depth throughout this report.

a. Is the Patent Warranted?

The PTO must issue a patent unless
it can establish a prima facie case for
rejection of the patent application.”” Patent
law establishes the standards of patentability
against which the PTO measures a patent
application. These standards ask whether
the claimed invention is patentable subject
matter® that is novel,** nonobvious,* and
useful,*” and whether the application meets
the disclosure requirements.*®

® In re Warner, 379 F.2d 1011, 1016 (C.CP.A.
1967), cert. denied, 389 U.S. 1057 (1968).

¢ 35 U.S.C. § 101 (basically, processes,
machines, manufactures, and compositions of matter).

¢ 35 U.S.C. § 102. “The invention must . . . not
be wholly anticipated by the so-called ‘prior art,” or public
domain materials such as publications and other patents.”
SCHECHTER & THOMAS, INTELLECTUAL PROPERTY: THE
LAW OF COPYRIGHTS, PATENTS AND TRADEMARKS § 13.1 at
282 (footnote omitted).

¢ 35 U.S.C. § 103. “The nonobviousness
requirement is met if the invention is beyond the ordinary
abilitics of a skilled artisan knowledgeable in the
appropriate field.” SCHECHTER & THOMAS, INTELLECTUAL
PROPERTY: THE LAW OF COPYRIGHTS, PATENTS AND
TRADEMARKS § 13.1 at 282 (footnote omitted).

7 35 U.S.C. § 101. “An invention is judged as
useful if it is minimally operable towards some practical
purpose.” SCHECHTER & THOMAS, INTELLECTUAL
PROPERTY: THE LAW OF COPYRIGHTS, PATENTS AND
TRADEMARKS § 13.1 at 282 (footnote omitted).

% 35 U.S.C. § 112. “Patent applications must
include a specification that so completely describes the
invention that skilled artisans are enabled to practice it

10

Competition policy and economic
perspectives would ask a somewhat different
question, one that focuses on whether and
how the patent is necessary to encourage
innovation. For example, one could ask
whether the claimed invention would have
emerged in roughly the same time frame
“but for” the prospect of a patent. Judge
Posner articulated this view as follows:

[1]f a court thinks an invention for
which a patent is being sought would
have been made as soon or almost as
soon as it was made even if there
were no patent laws, it must
pronounce the invention obvious and
the patent invalid.*®

Analogously, one could ask whether other
measures through which patent law can
encourage innovation — disclosure or
commercial development of an invention’® -
would have occurred as soon “but for” the
patent.”!

This question asks whether a patent
is necessary to achieve one of the means
through which the patent system encourages
innovation. If not, then, in theory, a patent

without yndue experimentation. The patent application
must also contain distinct, definite claims that set out the
proprietary interest asserted by the inventor.” SCHECHTER
& THOMAS, INTELLECTUAL PROPERTY: THE LAW OF
COPYRIGHT, PATENTS AND TRADEMARKS § 13.1 at 282
(footnotes omitted.). .

% Roberts v. Sears, Roebuck & Co., 723 F.2d
1324, 1346 (7" Cir. 1983) (Posner, J., dissenting from
judgment remanding for a new trial rather than finding the
claimed invention obvious as a matter of law).

™ See supra Ch. 1(1)(A)(2) and infra Ch. 2(IX(A)
(discussing purposes of the patent law).

" See generally infra Ch. 2(1), (II) (discussing
purposes of patent law from economic perspective).



should not be granted, because patents can
impose costs on the public.”? By disallowing
a patent if it is not necessary to elicit an
invention (or disclosure or commercial
development of the invention), this “but for”
approach would leave room for competition
policy to spur innovation and provide
consumers with what they want at optimal
prices, quantity, and quality.”

From a theoretical perspective, the
“but for” approach represents the right way
to assess whether to grant a patent.™ It is
not usually possible, however, to use a “but

2 See, e.g., | HOVENKAMP ET AL., [P AND
ANTITRUST § 1.3a at 1-10 (“Because intellectual property
rights impose costs on the public, the intellectual property
laws can be justified by the public goods argument only to
the extent that the laws on balance encourage enough
creation and dissemination of new works to offset those
costs.” (Emphasis added.)); see also HARMON, PATENTS
AND THE FEDERAL CIRCUIT § 1.2 at 12 (costs to the public
can include inflated prices); see infra Ch. 1(IV)(B)(5)
(discussing process costs and costs of uncertainty to
businesses).

™ The Supreme Court’s decision in Bonito Boats
provides an analogy. There, a unanimous Supreme Court
held a Florida statute offering patent-like protection for a
boat hull molding process to be preempted by the
Supremacy Clause. “By offering patent-like protection for
ideas deemed unprotected under the present federal
scheme, the Florida statute conflicts with the ‘strong
federal policy favoring free competition in ideas which do
not merit patent protection.”” Bonito Boats, 489 U.S. at
168, citing Lear, Inc. v. Adkins, 395 U.S. 653, 656 (1969).
A “but for” approach analogously would protect free
competition in areas where a patent was not necessary to
elicit the invention (or its disclosure or commercial
development).

™ Many view the perspective that patents should
be granted only if the invention would not have emerged
“but for” the patent system as the “defining proposition”
for standards of patentability. See, e.g.. Merges 2/28 at
579; Greenhall 2/27 at 421-22; Farrell 2/28 at 596-97;
Musacchia 4/9 at 25-26; Scherer 7/10 at 54; Lunney 7/10 at
97-104; Wamsley 7/10 at 139; Gambrell 10/25 at 41;
Stoner 10/30 at 37; Kitch 10/30 at 50-51 (“but for” inquiry
the right thing to think about as a matter of “metatheory”);
Barr 10/30 at 53.

11

for” approach to analyze whether individual
patents should be granted.” For example,
any property rights system must be
administrable; finding the answer to the “but
for” question in most individual cases would
not be administrable.” Instead, the more
manageable standards of the patent statute
have evolved to serve as the means by which
to measure when to grant a patent.
Nonetheless, for conceptual purposes, one
way to assess the alignment between
competition and patent law and policy, and
to assess policy choices for an appropriate
blend of competition and patents, is to
examine whether the patent system’s
standards of patentability ask questions
likely to produce results similar to those
obtained by asking the “but for” question.””

b. Does the Grant of the Patent Confer
Market Power on the Patentholder
or Unnecessarily Increase
Transaction Costs?

If an unwarranted patent confers
market power on a patentholder, it can
deprive consumers of the benefits of
competition without compensating value.”
Moreover, even if an unwarranted patent

* Most concede that the “but for” standard,
although conceptually correct, cannot practically be applied
in individual cases. See generally infra Ch. 4(II)(A)(2).

 In many cases, it is likely unknowable whether
the claimed invention would have emerged in roughly the
samc time frame absent the prospect of a patent. Even if
knowable, the costs of examining that question would
generally far outweigh any benefits from obtaining a more
precise measure of whether a patent should be granted.

" See generally infra Ch. 4(I1)(A)(2) (discussing
standards of patentability in relation to “but for” question).

™ The issuance of invalid patents that do not
confer market power may also raise societal costs even if
they do not raise competition issues.



does not confer market power, a
proliferation of trivial patents can harm
competition.

The patent system, quite properly,
does not examine whether the grant of a
patent would likely create market power. As
Under Secretary of Commerce for
Intellectual Property and Director of the
USPTO James Rogan pointed out on the
first day of the Hearings, “[platent
examination does not include an analysis of
the potential commercial impact of the
patent. It does not determine the relevant
market in which the invention may be
marketed or sold. No patent examiner
projects the economies of scale to be
achieved through the invention.”” In other
words, patent examination does not include
an assessment of the likely competitive
significance of a patent.®

This is as it should be, especially
given the early point at which patent
applications typically are filed.®' At that
point; any attempt to assess the likely
competitive significance of a patent would
usually devolve into mere speculation.
Nonetheless, the likelihood of market power
problems may be greater in some areas of
the economy than others, and that increased
likelihood may justify closer scrutiny of
patent applications in those areas.®”

™ Rogan (stmt) 2.
8 id,
8 Hughes 2/28 at 611-12, 618.

8 See infra Chs. 3 (I1I), (IV) and 4 (IN(E)
(business method patents; semiconductors (patent thicket)).
But see supra Ch. 1(I)(B) (antitrust does not object to
patent that conveys market power if the patent is necessary
to elicit an invention that otherwise would likely not have
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In addition, the issuance of
unwarranted patents can injure competition
even if they do not confer market power. A
proliferation of trivial patents can be
detrimental. Innovators “must expend
resources both in searching such patents to
avoid infringement and in negotiating patent
licenses to use the technology. For patents
covering significant developments, it may be
assumed that those additional social costs
are relatively small compared to the social
benefits associated with the advance in the
art. But that assumption becomes less
plausible if the advance is relatively trivial. .
.. Thus, in aggregate, the search and
transaction costs associated with numerous
trivial patents may outweigh the relatively
small benefits associated with such
patents.”®

2. Business Conduct with Reépect to
a Patent

Patent policy generally asks two
questions about antitrust enforcement in
connection with a patent. The first question
is whether antitrust enforcement is
warranted, or erroneously condemns
welfare-enhancing conduct that should be
permitted. Antitrust enforcers, of course, are
also very concemed to ensure that antitrust
enforcement properly distinguishes between
anticompetitive and procompetitive conduct.
The second question is whether antitrust
enforcement limits the rights conferred by a
patent to undermine the incentives that the
patent system creates. This is a question that
also concerns antitrust enforcers. We
introduce each question and discuss both

issued at all or as soon).

8 MERGES & DUFFY, PATENT LAW AND POLICY:
CASES AND MATERIALS at 647.



more thoroughly throughout the report.

a. Is Antitrust Enforcement
Warranted?

Antitrust law can constrain what a
patentee can do with its patent, depending
on the conduct at issue.’® A patentee may
use a patent to obtain unwarranted market
power® or interfere with competition in a
variety of ways.* The question for antitrust
policymakers is how best to distinguish
between procompetitive and anticompetitive
conduct with respect to patents. A proper
answer depends in part on understanding the
role of patents in innovation and competition
in particular industries. As this report will
discuss, patents play different roles in
different industries.’” Moreover, to avoid
errors, antitrust enforcement needs to
understand the efficiencies that businesses
may realize through particular types of
patent-related conduct. The Antitrust
Agencies have addressed this in part by
issuing Antitrust Guidelines for the

1 HOVENKAMP ET AL., [P AND ANTITRUST §
1.3bat 1-14. See also United States v. Microsoft Corp.,
253 F.3d 34, 63 (2001) (The court rejected appellant’s
assertion that because intellectual property rights have been
lawfully acquired, their subsequent use cannot result in
antitrust liability. /d. “That is no more correct than the
proposition that use of one’s personal property, such as a
baseball bat, cannot give rise to tort liability.” /d.); Tom
2/8 (Antitrust Session) at 53-54.

¥ This description does not capture all of the
possible anticompetitive conduct, of course. For example,
certain limited conduct with respect to a patent may be
summarily condemned, without an examination of market
power, duc to its obvious anticompetitive effects. See
Second Report (forthcoming).

* 1 HOVENKAMP ET AL., [P AND ANTITRUST §
1.3b at 1-13. See Second Report (forthcoming).

¥ See generally infra Ch. 2(I1)(A)(2) and Ch. 3.
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Licensing of Intellectual Property.®® The
Guidelines outline a framework for antitrust
analysis of licensing practices and identify
some of the efficiencies that businesses may
seek through particular licensing practices.*

b. Does Antitrust Enforcement
. Undermine the Incentives Created
by the Patent System?

Antitrust scrutiny is more likely if
business conduct involves a patent that
confers market power on the patentholder
than if the patent does not confer market
power. A patent that confers market power,
however, can fulfill precisely the goals of
the patent system: to preserve incentives to
innovate.”® Patents thus present an
additional concem to antitrust enforcers:
mistaken antitrust enforcement may
undermine the incentives the patent system
creates. Ifpatentees find that antitrust
enforcement unwarrantedly limits their
conduct with respect to their patents, then
such enforcement may reduce incentives to
invent. Thus, patent perspectives emphasize
the need for antitrust enforcement to take
care in distinguishing anticompetitive from
procompetitive conduct, particularly when
the patent confers market power.

# U.S. Department of Justice and Federal Trade
Commission, Antitrust Guidelines for the Licensing of
Intellectual Property (Apr. 6, 1995), reprinted in 4 Trade
Reg. Rep. (CCH) 1 13,132, available at
http://www.usdoj.gov/atr/public/guidelines/ipguide.htm
(hereinafter IP Guidelines).

¥ [d. at § 3.3. How these Guidclines arc
working in practice will be discussed in the second,

forthcoming report.

% See supra Ch. 1(B).



3. Enhancing Consumer Welfare
Requires a Proper Balance of
Competition and Patent Law and
Policy i

The Hearings record provides ample
evidence of both the tensions and the
potential for greater congruence between
competition and patent law and policy. On
the one hand, panelists noted antitrust’s
increased appreciation of the role of patents
in fostering innovation and increased
understanding of the efficiencies to be
gained through patent licensing and other
practices.”’ On the other hand, economists
also emphasized that ever greater intellectual
property protection is not necessarily
socially beneficial.”> Among other things,
stronger intellectual property protection
carries the potential for less price
competition.”” From a broad policy
perspective, policymakers can maximize
consumer welfare at a level of IP protection
certainly greater than zero, but less than
absolute.* Because both competition and
intellectual property protection may foster
innovation, these policy tools must be
blended to achieve consumer welfare.”

! See, e.g., James, Opening Day Comments at 1-
2; Pitofsky 2/6 at 29-30; Tom 2/8 (Antitrust Session) at 47-
50.

* See, e.g., Farrell 2/28 at 596-97; Langenfeld
2/20 at 10-13, 64.

? See, e.g., HARMON, PATENTS AND THE
FEDERAL CIRCUIT § 1.2 at 12.

* See generally James Langenfeld, /ntellectual
Property and Antitrust: Steps Toward Striking a Balance,
52 CASEW. REs. L.REV. 91, 96-98 (2001); William
Landes & Richard Posner, An Economic Analysis of
Copyright Law, 18 J. LEGAL STUD. 325 (1989).

% See generally infra Ch. 2(11), (III).
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II. VIEWS ON HOW BEST TO

BALANCE COMPETITION
AND PATENTS TO
ACHIEVE CONSUMER
WELFARE HAVE VARIED
WIDELY OVER TIME

A. For Much of the Twentieth
Century, Patent and
Antitrust Law Have Traded
Ascendency with Each Other

Despite the common goals of patent
and antitrust law, the doctrines historically
have traded ascendancy between each
other.”® Broadly speaking, throughout much
of the twentieth century, courts and federal
agencies considered patents to confer
monopoly power and, correspondingly,
viewed antitrust as always opposed to
monopoly power.”” Some have argued that
this perceived conflict led courts to believe
that, in any given case, they had to find that
either patents or antitrust took precedence .’
In general, when courts were favoring
patents, they were usually disfavoring
antitrust, and vice versa. A variety of factors
appear to have shaped these shifts, including
perceptions about the power of big business,

% | HOVENKAMP ET AL., I[P AND ANTITRUST at §
1.3c at 1-15.

% See, e.g., Crown Die & Tool Co. v. Nye Tool
& Mach. Works, 261 U.S. 24, 37 (1923), citing Continental
Paper Bag Co. v. Eastern Paper Bag Co., 210 U.S. 405
(1908) (patents as monopolies); R. Hewitt Pate, Antitrust
and Intellectual Property, Before the American Intellectual
Property Association, 2003 Mid-Winter Institute (Jan. 24,
2003), at
http://www.usdoj.gev/att/public/speeches/200701. pdf.

% Anthony, 28 AIPLAQ.J. at 4.



the competitive significance of various
patent licensing practices, the nature and
role of patents, and the best ways to achieve
economic and technological growth.

1. 1890-1930: Patents Receive Little
Antitrust Scrutiny

Passage of the Sherman Act in 1890
— one hundred years after passage of the first
Patent Act in 1790 — set the stage for courts
‘to begin construing how these two doctrines
should interact. Although both patent and
antitrust have antecedents dating back
farther than the enactment of those two
statutes,” courts did not give significant
attention to the intersection of patents and
antitrust until the early 1900s.'°° Early court
opinions generally refrained from subjecting
patent-related conduct to antitrust

" Robert Merges and John Duffy point out that
Aristotle discussed (and rejected) a proposal for a patent-
like system in the fourth century B.C.; they trace the history
of the core concepts of patent law from that time through
the present. See MERGES & DUFFY, PATENT LAW AND
PoLICY: CASES AND MATERIALS at 1-13. One can also find
‘abuse of patent’ cases in England going back to 1600. 1
HOVENKAMP ET AL., IP AND ANTITRUST § 1.3c at 1-14 & n.
10, citing Lewis Edmonds, THE LAW AND PRACTICE OF
LETTERS PATENT FOR INVENTIONS 7-8 (1890) (relating a
case in which two people were stripped of patents and
imprisoned for abusing their patent in the seventeenth
century). Analogously, English courts wrestled with
competition law early on, and, for example, rejected a
monopoly granted by Elizabeth [. The Case of
Monopolies, 11 Co. Rep. 84b, 77 Eng. Rep. 1260 (1603).
Other competition law issues, such as restraint of trade
cases, with parties demonstrating cartel behavior, werc
brought as contract cases. Courts in England and the
United States refused to uphold such contracts, long before
the Sherman Act was written. See generally John E.
Lopatka, The Case for Legal Enforcement of Price Fixing
Agreements, 38 EMORY L.J. 1 (1989).

1% | HOVENKAMP ET AL., IP AND ANTITRUST §
1.3c at 1-14 through 1-15.
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scrutiny,'®’ most typically because the “very
object of these [patent] laws is monopoly. . .
1% Courts often seemed “to immunize
from antitrust scrutiny the conduct of firms
holding-patents,”'®’ even including patent
pools with outright price fixing.'™ Some
contend that patent owners engaged in “what
was arguably rather substantial :
overreaching” during this time by seeking to
impose restrictions beyond the first sale of a
patented product.'®

2. 1930-1980: Antitrust Is Generally
Ascendant

An antitrust backlash began in
1917,'% when the Supreme Court rejected
on antitrust and patent misuse grounds
certain licensing restrictions that movie
exhibitors had imposed.'”” By the 1930s, a
stronger role for antitrust, and a
correspondingly weaker role for patents,
were emerging. During that time, some saw

1% See, e.g., Bement v. National Harrow Co.,
186 U.S. 70 (1902); Heaton-Peninsular Button-Fastner
Co. v. Eureka Specialty Co., 77 F. 288 (6" Cir. 1896);
Strait v. National Harrow Co., 51 F. 819 (N.D.N.Y. 1892).

%2 Bement v. National Harrow Co., 186 U.S. at

'91. See also Strait v. National Harrow Co., 51 F. 819

(N.D.N.Y. 1892); Tom 2/8 (Antitrust Sesston) at 38.
' Anthony, 28 AIPLA Q.J. at 5.

1% Anthony, 28 AIPLA Q.J. at 5 (citing Bement
v. National Harrow Co., 186 U.S. 70 (1902)).

15 1 HOVENKAMP ET AL, [P AND ANTITRUST §
1.3c at 1-15.

106 g

97 Motion Picture Patents Co. v. Universal Film
Mfg. Co., 243 U.S. 502 (1917). Movie exhibitors
mandated that their patented film projection equipment
only be resold at a specified price, and that the projectors
only be used with the licensor’s patented film.



patent procedures as favoring “the powerful
and the unscrupulous,” noting, among other
things, the potential for “dragnet” patent
applications, through which firms could
amend their patent claims during lengthy
procedures at the patent office and thereby
capture competitors’ most recent
developments.'” Others attacked patents
more broadly.'” Although not all
commentary was anti-patent,''® an “anti-
business” tenor of the times apparently
contributed to antitrust’s more active role in
constraining patent-related conduct.'"

Another significant factor was the
state of economic learning. Courts limited
the scope of any exemption from antitrust
for patent-related conduct. The Supreme
Court ruled there was no exemption from
antitrust “beyond the limits of the patent

198 Alfred E. Kahn, Fundamental Deficiencies of
American Patent Law, 30 AM. ECON. REV. 475, 485-86
(1940). See infra Ch. 4(I1)(CX1), for a discussion of the
current competitive significance of continuation procedures
at the PTO. See also FRITZ MACHLUP, AN ECONOMIC
REVIEW OF THE PATENT SYSTEM, SUBCOMM. ON PATENTS,
TRADEMARKS, & COPYRIGHTS OF THE SENATE COMM. ON

_ THE JUDICIARY, 85TH CONG., 2D SESS. 40-42 (Comm. Print
1957) (discussing charges that “the patent system operates
in favor of economic concentration and bigness™)
(hereinafter MACHLUP, AN ECONOMIC REVIEW OF THE
PATENT SYSTEM).

1% See MACHLUP, AN ECONOMIC REVIEW OF THE
PATENT SYSTEM at 28-29 (quoting from various articles
attacking patents to one degree or another). Machlup’s
report also outlines many arguments in favor of patents.

1% See, e.g., JOHN BATES CLARK, ESSENTIALS OF
EcoNOMIC THEORY 360 (1927) (describing why inventors
need patents to maintain incentives to innovate), cited in
MACHLUP, AN ECONOMIC REVIEW OF THE PATENT SYSTEM
at 37.

"' See MERGES & DUFFY, PATENT LAW AND
PoOLICY: CASES AND MATERIALS at 10.
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monopoly.”'? As this quotation and other
cases made clear, courts generally continued
to view patents as automatic sources of
monopoly power.'"?

Around the same time, courts also
weakened patent rights, “most notably by
imposing a high standard of ‘invention’ as a
condition of patentability.”''* For example,
in Cuno Engineering Corp. v. Automatic
Devices Corp., the Supreme Court reversed
a lower court’s judgment that respondent
had a valid patent that was infringed,
reasoning that “the new device, however
useful it may be, must reveal the flash of
creative genius, not merely the skill of the
calling. If it fails, it has not established its
right to a private grant on the public
domain.”'"* The anti-patent posture of the
Supreme Court at that time led one
dissenting U.S. Supreme Court Justice to
observe that “the only patent that is valid is
one which this Court has not been able to get

2 United States v. Line Material Co., 333 U.S.
287, 308 (1948). See also Morton Salt Co. v. G. S.
Suppiger Co., 314 U.S. 488, 492 (1942).

'3 See, e.g., MERGES & DUFFY, PATENT LAW
AND POLICY: CASES AND MATERIALS at 1349 (“During the
middle part of the twentieth century, the courts tended to
associate patents with monopolies, and hence to view them
as narrow exceptions to the nation’s antitrust laws. This
view [was] especially prominent in the Supreme Court
cases from the 1930s until the 1960s, ....").

14 ] HOVENKAMPET AL., IP AND ANTITRUST §
1.3¢c at 1-16; see also SCHECHTER & THOMAS,
INTELLECTUAL PROPERTY: THE LAW OF COPYRIGHTS,
PATENTS AND TRADEMARKS § 17.3.1 at 376 (“The anti-
monopoly sentiments that arose during the Depression era
did not bode well for the patent system. Courts began to
apply an increasingly stringent ‘invention’ standard that
found most patents wanting.”).

19 314 U.S. 84, 91 (1941) (emphasis added); see
also Gerald Sobel, Patent Scope and Competition: Is the
Federal Circuit’s Approach Correct?, 7 VA.J. OF Law &
TECH. 3, 16-17 (2002).



Box 1-2. REPORT OF THE PRESIDENT’S COMM ISSION ON THE PATENT SYSTEM (1966) “TO PROMOTE THE
PROGRESS OF ... USEFUL ARTS”

In 1965, President Johnson established a Commission on the Patent System, which examined the patent
system in light of six objectives: raising the quality and reliability of U.S. patents; shortening the period of patent
pendency; accelerating the public disclosure of technological advances; reducing the expense of obtaining and
litigating a patent; harmonizing the U.S. patent system with that of other major countries; and preparing the patent
system to cope with future technological developments.

In 1966, the Commission issued its report containing 35 recommendations that addressed a wide range
of subject areas. Two areas of recommendation are particularly noteworthy as they underscore society’s ongoing
efforts to increase the value of patent disclosures and to decrease the possibility the system could be gamed so as
to undermine the value of those disclosures. ’ :

. Publication. The Commission concluded that early publication of patent applications “could prevent
needless duplication of the disclosed work, promote additional technological advances based on the information
disclosed, and apprise entrepreneurs of their potential liability.” They recommended publication of all pending
applications “cighteen to twenty-four months after its earliest effective filing date. . ..”

Continuations. Continuations are one means by which claims can be broadened after publication. The
difficulty continuations pose is that “unclaimed disclosures in a published application .. . might be protected by
broader claims in [a] subsequently issued patent.” The Commission believed an absolute bar on continuations
was not feasible but, instead, recommended the imposition of certain limits on an applicant’s ability to file
continuations.

its hands on.™'¢ each might function to achieve the purposes
of the patent system.'”®> A 1966

Congress responded to these judicial Presidential Commission on the Patent
trends by passing the Patent Act of 1952, " System endorsed patents as offering a
which limited the doctrine of patent misuse “unique service,” although the Commission
and strengthened the patent system.!'’ also recommended 35 changes to the patent
Congress issued a lengthy study in 1957 on system. See Box 1-2 (1966 Presidential
“The Patent System and the Modern Commission). Also in 1966, the Supreme
Economy,™® consisting of reports prepared Court articulated an objective test for
by a variety of experts. Most references to nonobviousness, based on Section 103 of the
the study note only the conclusion of Patent Act of 1952, which, over time, has
economist Fritz Machlup that insufficient replaced the more subjective “invention”
empirical economic evidence exists to
Justify either abolishing or creating a patent
system, but Machlup also provided useful 1? See MACHLUP, AN ECONOMIC REVIEW OF THE
insights about how patents and competition PATENT SYSTEM at 80 (“If we did not have a patent system,

it would be irresponsible, on the basis of our present
knowledge of its economic consequences, to recommend
instituting one. But since we have had a patent system for

"'® Jungerson v. Ostby & Barton Co., 335 U.S. a long time, it would be irresponsible, on the basis of our
560, 572 (1949) (Jackson, J., disscnting). present knowledge, to recommend abolishing it.”); id. at
76-79 (discussing rationales for patent system, such as
"7 35 U.S.C. §§ 1 et seq. providing incentives to invent, disclose, or invest, and
comparing theories suggesting that competition alone could
" STUDY OF THE SUBCOMM. ON PATENTS, serve those purposes with theories that patents are
TRADEMARKS, AND COPYRIGHTS OF THE SENATE COMM. ON necessary in some cases to achieve those purposcs); Merges
THE JUDICIARY, 84TH CONG., 2D SESS. (1957). 2/28 at 577-79.
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approach the Court had used earlier.'*

Overall, however, antitrust
dominated and patents were disfavored
during the 1960s and 70s.'* “Most litigated
patents were held invalid during this
period.”'? Courts of appeal “diverged
widely both as to doctrine and basic atittudes
toward patents.”*?® Some contend that, for
that reason, “industry downplayed the
significance of patents.”'** Overzealous
antitrust enforcement culminated in the
Department of Justice’s “Nine No-Nos,” a
list of nine licensing practices that the
Justice Department generally viewed as
automatically illegal.'”® Most now believe
that antitrust’s ascendency during this period

'2 See SCHECHTER & THOMAS, THE LAW OF
COPYRIGHTS, PATENTS AND TRADEMARKS, § 17.3.2 at 377-
80 (discussing Graham v. John Deere Co., 383 U.S. 1
(1966) in relation to 35 U.S.C. § 103 (1952)); HARMON,
PATENTS AND THE FEDERAL CIRCUIT § 4.2(a) at 137-39
(same). .

12l See, e.g., Pate, Antitrust and Intellectual
Property at 6.

'* 1 HOVENKAMP ET AL., [P AND ANTITRUST
§ 1.3c at 1-16. In 1971, the Second Circuit reported that
appeals courts found more than 80% of the patents
reviewed to be invalid. Carter-Wallace, Inc. v. Davis-
Edwards Pharmacal Corp., 443 F.2d. 867, 872 (2d Cir.
1971), cert. denied, 412 U.S. 929 (1973). See also
MERGES & DUFFY, PATENT LAW AND PoOLICY: CASES AND
MATERIALS at 10 (during 1960s and early 1970s, “[i]t was
difficult to get a patent upheld in many federal courts™).

123 MERGES & DUFFY, PATENT LAW AND POLICY:
CASES AND MATERIALS at 10-11. See infra Ch. 6(11)(A).

' MERGES & DUFFY, PATENT LAW AND POLICY:
CASES AND MATERIALS at 11.

'3 See Bruce B. Wilson, Deputy Assistant
Attorney General, Antitrust Division, Remarks before the
Michigan State Bar Antitrust Law Section (September 21,
1972), reprinted in 5 CCH Trade Reg. Rep. 50,146
(transfer binder) (DOJ official's speech articulating what
came to be called the "Nine No-Nos").

lacked both a sound economic foundation
and a sufficient appreciation of the
incentives for innovation that patents and
patent licensing can provide.'

B. 1980-1990: Congress and the
Courts Strengthen Patents,
and Antitrust Incorporates
an Updated Economic
Framework

By the late 1970s, two factors were
converging to reverse the cycle of antitrust’s
dominance and patents’ weakness. First,
general concern about industrial stagnation
and a lack of significant technological
innovation spurred reassessments of the
patent system. Second, scholars, many
associated with the “Chicago Schootl of
Economics,” spurred a general rethinking of
antitrust, including its approach to patents.
Although these two factors were not the only
ones that influenced trends in the 1980s,
each played a central role.

1. Congress and the Courts
Strengthen Patents
a. Congress Creates the Court of

Appeals for the Federal Circuit

In 1978, President Carter appointed
an Advisory Committee to perform a
domestic review of industrial innovation.
See Box 1-3 (1979 Commission report on
patents). Government officials and
policymakers had grown concerned with an
overall weakening of R&D and other signs

12 See, e.g., Muris, The Way Ahead at 1; Pate,
Antitrust and Intellectual Property at 7; Pitofsky 2/6 at 29-
30 (““Nine No-Nos . . .” a far, far cry from where we are
today™).



Box 1-3. REPORT OF THE INDUSTRIAL SUBCOMMITTEE FOR PATENT AND INFORMATION POLICY OF THE
ADVISORY COMMITTEE ON INDUSTRIAL INNOVATION: REPORT ON PATENT PoLICY (1979)

In 1978, President Carter appointed an Advisory Committee to perform a domestic review of industrial
innovation. In 1979, the Patent and Information Policy Subcommittee (Subcommittee) of the Advisory
. Committee issued its REPORT ON PATENT PoLICY. The report had five key proposals, four of which (at pages
153-55) are relevant to this report:

Proposal [. Upgrade the Patent and Trademark Office. The Subcommittee observed that the quality of the
patent system depends on the quality of the underlying PTO examination, which in turn depends upon “the search
of the prior art by the examiner.” The Subcommittee recommended the PTO be “given the funds and resources to
improve its examination procedure. .. .”

Proposal ll. Provide for Reexamination of Patents. The Subcommittee recognized the need for a “fast,
inexpensive method for increasing the certainty as to the enforceability and scope of patents over prior art not
considered by the PTO.” Under the proposal, any party could request reexamination during the life of the patent.
The proposed system would provide for the submission of written arguments by interested parties and expedited
review by the PTO to provide a “simple, inexpensive method” to improve the quality of patents with
demonstrated commercial value.

Proposal lIl. Provide a Specialized Appellate Court for Patent Cases. The Subcommittee advocated, “a
centralized national court with exclusive appellate jurisdiction (subject to Supreme Court review) over patent-
related cases as a vehicle for insuring more uniform interpretation of the patent laws.”

Proposal IV. Reduce Cost of Patent Litigation. The Subcommittee concluded that decreasing “the cost and
time involved in resolving patent infringement and validity disputes through litigation” would improve the patent
system. The Subcommittee urged, among other things, that Federal courts “exercise a high degree of control over
the conduct of patent litigation, with particular concern for the time and expense of discovery.”

of economic trouble. One question for the
Advisory Committee was whether, and to
what extent, patent policies contributed to
these circumstances. Judge Newman, a
member of the Advisory Committee,
recalled the “low point™ at which they found
the U.S. economy: “Investment in basic
science in applied research had disappeared .

The Report on Patent Policy that
emerged recommended “a centralized
national court with exclusive appellate
jurisdiction (subject to Supreme Court
review) over pafent-related cases as a
vehicle for insuring more uniform
interpretation of the patent laws.”'*
Committee members concluded that

.. . Our production in the United States was
no longer competitive. Old technologies
were stagnant. New {technologies] were
dormant. . . .”"¥” Among other problems,
‘Committee members attributed these
conditions to “a diminished patent
incentive” in the U.S..'*

¥ Newman 2/6 at 39-42.

g,

increased uniformity and reliability in patent
decisions would “contribute meaningfully to
decisions to file patent applications and to
commercialize invention, thereby improving
industrial innovation[.]”"* During the
1970s, others also discussed the problem of

'¥ REPORT OF THE INDUSTRIAL SUBCOMM. FOR
PATENT AND INFORMATION POLICY OF THE ADVISORY
COMM. ON INDUSTRIAL INNOVATION, REPORT ON PATENT
Poricy 155(1979).

130 g



Box 1-4. Congressional Activity.

Congress has actively legislated in the field of patent law since 1980. Congress passed amendments to
the Patent Act in 1980 that required the payment of maintenance fees (35 U.S.C. § 154), made provision for third
parties to cite prior art to the PTO (35 U.S.C. § 301) and created reexamination procedures (35 U.S.C. § 302). In
1982, Congress created the Court of Appeals for the. Federal Circuit (35 U.S.C. § 141, 28 U.S.C. § 1295). Two
years later, Congress passed the Hatch Waxman Amendments which, among other things, permitted an extension
of patent term to compensate for delay in securing FDA approval to sell new drugs for humans (35 U.S.C. § 156)
and consolidated the Boards of Patent Appeals and Interferences into a single Board of Patent Appeals and
Interferences (35 U.S.C. § 141). In 1988, Congress passed the Patent Misuse Reform Act, which governs the
application of certain patent misuse defenses to patent infringement claims (35 U.S.C. § 271(d)). In 1994,
Congress passed the Uruguay Round Agreements Act which, among other reforms, changed the patent term to 20
years from the earliest date on which the application was filed (35 U.S.C. § 154) and allowed the filing of
provisional applications (35 U.S.C. § 111). Congress passed the American Inventors Protection Actin 1999,
which made multiple changes to patent law, such as requiring that patent applications be published after 18
months where equivalent applications are published abroad (35 U.S.C. § 122), creating an inter partes
reexamination procedure (35 U.S.C. §§ 311-313), and granting a prior user right for business method patents (35

U.8.C. § 273). Congress reformed certain features of the inter partes reexamination procedure in 2002.

significant inconsistency in patent decisions
and the idea that a centralized appellate
court for patent matters might ease that
problem."!

In 1982, Congress created the Court
of Appeals for the Federal Circuit.’*” The
Federal Circuit has exclusive jurisdiction of
all appeals from final district court decisions
in civil actions “arising under any Act of
Congress relating to patents.”** “[TThe

B! See, e.g., MERGES & DUFFY, PATENT LAW
AND PoLICY: CASES AND MATERIALS at 11 (during 1970s,
idea of a single, unified court of appeals for patent cases
discussed as “way to return patents to a more central
position in the commercial world™).

32 28 U.S.C. § 1295. The United States Court of
Appeals for the Federal Circuit was created through the
merging of two specialized courts of limited subject matter
but nationwide jurisdiction — the U.S. Court of Claims and
the U.S. Court of Customs and Patent Appeals.

13 28 U.S.C. § 1338(a). The Supreme Court has
interpreted the “arising under” clause to require a
determination of whether the patent allegation forms part of
the “well-pleaded complaint,” in that patent law either (1)
“creates the cause of action” (gencrally referred to as
“arising under” jurisdiction), or (2) is a “necessary element

20

creation of the Federal Circuit was a
watershed event in the history of the U.S.
patent system.”"** Most commentators
find that, as a general matter, the Federal
Circuit strengthened patent rights
significantly,'** upholding patent validity

of one of the well-pleaded claims,” such that “plaintiff’s
right to relief necessarily depends on resolution of a
substantial question of federal patent law” (generally
referred to as “substantial question™ jurisdiction).
Christianson v. Colt, 486 U.S. 800 (1988). In Holmes
Group, Inc. v. Vornado Air Circulation Systems, Inc., 535
U.S. 826 (2002), the Supreme Court concluded that
“arising under” jurisdiction does not give jurisdiction to the
Federal Circuit, when only a patent counterclaim exists,
and the complaint does not assert any claim arising under
federal patent law. See generally infra Ch. 6(I1)(B)(1)(a).

% MERGES & DUFFY, PATENT LAW AND PoOLICY:
CASES AND MATERIALS at 11.

13 “Since the creation of the Federal Circuit, . . .
[i]t is also much easier to get an injunction against an
infringer. And money damages have soared too, both on
average and in the highest-visibility cases.” MERGES &
DUFFY, PATENT LAW AND POLICY: CASES AND MATERIALS
at 11. Cf. ROBERT L. HARMON, PATENTS AND THE
FEDERAL CIRCUIT 147, 161 (Supp. 2002) (original
assessment of Federal Circuit as pro-patentec; more
recently, court is moving toward “a more ncutral
position™).




“more frequently than in the anti-patent era
of the 30s to the 70s.”"%

b. The Supreme Court Interprets
Patentable Subject Matter Broadly

In Diamond v. Chakrabarty,"”’ the
Supreme Court held that a live, human-made
microorganism was patentable subject
matter under 35 U.S.C. § 101."® In reaching
this decision, the Court noted that the
Committee Reports accompanying the 1952
Patent Act “inform us that Congress
intended statutory subject matter to ‘include
anything under the sun that is made by
man.””"* The Court distinguished “laws of
nature, physical phenomena, and abstract
ideas,” which have been held not
patentable,'*’ from the patentee’s “new
bacterium with markedly different

¢ “Since the creation of the Federal Circuit,
patents have been held valid more frequently than in the
anti-patent era of the 30s to the 70s.” MERGES & DUFFY,
PATENTLAW AND POLICY: CASES AND MATERIALS at 11
(footnotes omitted). See also Robert P. Merges,
Commercial Success and Patent Standards: Economic
Perspectives on Innovation, 76 CAL. L. REv. 803, 820-21
(comparing pre- and post-Federal Circuit era statistics);
John R. Allison & Mark A. Lemley, Empirical Evidence on
the Validity of Litigated Patents, 26 AIPLA Q.J. 185
(1998) (providing a statistical survey of validity decisions
from 1989-1996). See generally infra Ch. 6(I1)(C).

7 447 U.S. 303 (1980).

% Section 101 states that “[w]hoever invents or
discovers any new or useful process, machine,
manufacture, or composition of matter, or any new or
useful improvement thereof, may obtain a patent therefor,
subject to the conditions and requirements of this title.” 35
U.S.C. § 101 (emphasis added).

1* 447 U.S. at 309, citing S. Rep. No. 82-1979,
at 5 (1952); H.R. REp. No. 82-1923, at 6 (1952).

" 447 U.S. at 309. “[Aln application of a law
of nature or mathematical formula to a known structure or
process may well be deserving of patent protection(,]”
however. Diamond v. Diehr, 450 U.S. 175, 187 (1981).

21

characteristics from any found in nature and
one having the potential for significant
utility.”"*! “His discovery is not nature’s
handiwork, but his own; accordingly it is
patentable subject matter under § 101.7'%
The description of patentable subject matter
as “anything under the sun that is made by
man” conveyed a broad sense of the
potential scope of patents and, in particular,
provided a significant boost to the biotech
industry. Indeed, Hearings participants from
the biotech industry generally credited the
Court’s decision in Chakrabarty as the
beginning of their industry, without which
genetic engineering would not have made
nearly as much progress.'®*

In the 1981 case, Diamond v.
Diehr,'** the Supreme Court held that a
process claim that included use of a
computer program was patentable subject
matter, concluding that “a claim drawn to
subject matter otherwise statutory does not
become nonstatutory simply because it uses
a mathematical formula, computer program,

447 U.S. at 310.

42 Id. The Court’s decision was 5-4, with
Justice Brennan writing the dissent, which described the
patent laws as “attempt[ing] to reconcile this Nation’s
deep-seated antipathy to monopolies with the need to
encourage progress(,]” and argued that both congressional
intent and public policy militated against finding that living
organisms could be patentablc subject matter. /d. at 318-
19.

14 Kirschner 2/26 at 239; Beier 2/26 at 322;
Chen 2/28 at 628; American Bar Association Section of
Intellectual Property Law, Statement of Robert P. Taylor
on Behalf of Section of Intellectual Property Law American
Bar Association on Competition and Intellectual Property
Law and Policy In the Knowledge-Based Economy
(7/11/02) 7, at
http://www.ftc.gov/opp/intellect/02071 Irobertptaylor.pd .

450 U.S. 175 (1981).



or digital computer.”'** The Court “view[ed
the patentees’] claims as nothing more than
a process for molding rubber products and
not as an attempt to patent a mathematical
formula.”'* The Court repeated the
observation that patentable subject matter
can “include anything under the sun that is
made by man,”*" and once again conveyed a
broad sense of the potential scope of patents.

2. Antitrust Incorporates an Updated
Economic Framework

During the 1970s, change was:
brewing in antitrust as well. Debates took
place between those who focused primarily
on market structure and market power, and
those who, broadly speaking, saw more
efficiencies than market power in the U.S.
economy.'”® The new economic learning,
associated with many of those who were
called “Chicago School” economists and
lawyers, brought an updated economic
framework to antitrust that, among other
things, emphasized the importance of
seeking to understand the efficiencies, as

43 1d. at 187. Once again, the decision was 54,
with the dissent by Justice Stevens noting, among other
things, that it was not at all clear that patent protection was
essential for the growth of the software industry. /d. at
217. For discussion of the ongoing controversy about the
role of patents in the computer industry, see infra Ch.
3(11, (IV).

146 450 U.S. at 191. The dissenting justices-
viewed the case as having greater implications for 