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INTELLECTUAL PROPERTY
A REEMERGENCE OF REGULATION AT THE INTERFACE BETWEEN PATENTS AND ANTITRUST?
BY F. SCOTT KIEFF AND HON. GERALD J. MOSSINGHOFF*

At the end of 2001, the Federal Trade Commis-
sion and the Antitrust Division of the Justice Department
announced plans for joint hearings “to develop a better
understanding of how to manage the issues that arise at
the intersection of antitrust and intellectual property law
and policy.”1   The resulting hearings spanned almost the
entire year of 2002, covered a wide range of topics, but
placed particular emphasis on perceived problems in the
patent system.2   Although the impact of these hearings in
2003 and beyond may not be determined for some time, it
has potential to be quite substantial.  In the least, the record
of these hearings will be an important resource for policy
makers and commentators, among others.  Yet a look back
over the hearings reveals some flaws in their basic pre-
mises about patent law and practice that could seriously
undermine the hearings’ central goal of improved under-
standing.  Many of these flaws are reminiscent of earlier
efforts to regulate patents at the beginning of the past cen-
tury.  Those earlier efforts lead to the Congressional ac-
tions to codify our present patent system in the 1952 Patent
Act and statutorily reverse the entire bodies of case law
the earlier efforts had generated.

Fundamental review of the patent system at the
beginning of the last century was centered on President
Roosevelt’s efforts to study what he termed “concen-
trated economic power” and the resulting Temporary Na-
tional Economic Committee.3   These in turn led to a
gradual but steady erosion of patent rights throughout
the courts.     In particular, patent validity determina-
tions became dependent upon an entirely tautological
standard: to be patentable, an invention had to consti-
tute what a judge considered to be an “invention.”  This
standard became so vague and yet so difficult to satisfy
that Justice Jackson remarked “[T]he only patent that is
valid is one which this court has not been able to get its
hands on.”4   In addition, asserting antitrust concerns,
the courts had all but eliminated the patent law doctrines
of contributory infringement and inducement of infringe-
ment, which had the intended effect of invalidating patent
licenses to those who would have been potentially li-
able as a contributory or inducing infringer.  In response,
Congress passed the 1952 Patent Act, which codified the
doctrines of contributory and induced infringement in
Section 271 of the Patent Act and set forth an objective
test for patentability called “nonobviousness” in Sec-
tion 103 of the Patent Act.

The 1952 Patent Act marked a monumental
change for the patent system.  Both of its major innova-
tions – the revival of contributory and induced infringe-
ment in Section 271 and the replacement of the subjec-

tive requirement for invention with the objective require-
ment of nonobviousness in Section 103 – have major im-
plications for the interface between patents and antitrust.
More specifically, when antitrust regulators consider ques-
tions like “are patents too broad?” they run the risk of
ignoring the statute’s objective standards of patentabil-
ity.  Similarly, when antitrust regulators consider ques-
tions like “are patent licenses or refusals to license per-
missible?” they run the risk of ignoring the statute’s ex-
press safe harbors, which set forth what does not consti-
tute misuse.

The Supreme Court itself took quite some time to
recognize the importance of these innovations of the 1952
Act.  Over ten years passed after implementation of the 1952
Act before the Supreme Court, in the famous Graham case,
instructed lower courts to apply the framework of the new
Section 103 requirement of nonobviousness.5    Almost
thirty years passed after implementation of the 1952 Act
before the Supreme Court, in the famous Dawson case, in-
structed lower courts to apply the framework of the new
Section 271 provisions about what does not constitute mis-
use.6   Today’s regulatory review of the patent system should
not lightly set aside these hard fought innovations in the
patent system, especially without offering some reason
other than those already considered and rejected by Con-
gress and the Court.

Oddly, a common “new reason” offered as a jus-
tification for reconsidering the patent system is that the
existing patent system with its roots in yesterday’s legis-
lative and judicial views is necessarily ill adapted to
today’s new technologies.  According to critics, for ex-
ample, what could the Framers, or even the drafters of the
1952 Act, have envisioned about the internet?  But the
charge that the law must change to accommodate the new
subject matters for which some patents are being sought
today makes little sense.  Among the many legal regimes
that might possibly face a charge of not being designed to
deal with new technologies, the patent system must have
the best defense precisely because it is a legal system ex-
pressly designed with such unforeseen technologies in
mind.  Indeed, technologies that are so foreseeable as to
be obvious are not patentable even under the new objec-
tive standard of patentability in Section 103, and certainly
would not be patentable under the subjective standard used
before the 1952 Act.7

Not only is the patent system well adapted for new
technologies in theory, it turns out to work well with new
technologies in practice.  For example, the charge that to-
day too many invalid patents have too strong of an in ter-
rorem effect on industries where patents are only recently
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being used, such as the business methods on the internet, is
belied by the recent decision by the Federal Circuit to re-
verse the grant of a preliminary injunction in the
BarnesandNoble.Com suit over the patent on one-click
shopping because of potential obviousness not adequately
considered by the district court.8

More generally, questions about patent scope
in theory can be better understood when viewed in the
context of the complex interactions in practice in the
patent system between the rules for enforcing and ob-
taining patents, which operate dynamically through the
crux of the patent – the claim – to ensure that patents
have a scope that is “just right.”9  As Judge Giles Rich
often said about patents, “the name of the game is the
claim  . . . [and] the function of claims is to enable ev-
eryone to know, without going through a lawsuit, what
infringes the patent and what does not.”10  According to
Judge Rich, claims present a fundamental dilemma for
every patentee because “the stronger a patent the weaker
it is and the weaker a patent the stronger it is.”11  By this
dilemma, he meant that a broad patent claim is strong on
offense because it covers more and therefore is more
likely to be infringed, but it also is weak on defense be-
cause it may cover something in the prior art or fail to
contain a sufficiently detailed disclosure, and therefore
is more likely to be invalid; while a narrow claim is weak
on offense, because it covers less and therefore is less
likely to be infringed, but it also is strong on defense
because it is less likely to cover something in the prior
art or fail to contain a sufficiently detailed disclosure,
and therefore also is less likely to be invalid.12  In the
least, this means that no patent is “too broad” without at
the same time being invalid.  What is more, this means
that the patent applicant has a large incentive to make
his own correct determination of validity and scope be-
fore filing, and this incentive causes patentees them-
selves to make decisions that tend to keep their own
patent scope “just right” from a social perspective.13

Similarly, questions about patent licensing and
misuse in theory can be better understood when viewed
in the context of the patent system’s actual rules for li-
censing that were codified in the 1952 Patent Act and
recognized by Dawson.  These rules maximize the like-
lihood that all those wanting use of whatever is covered
by the patent will get it. Putative licensees who place a
high value on such use and those who place a low value
on such use are both attractive targets to a patentee as
long as the patentee is allowed to set a different price
for different users. This practice is called price discrimi-
nation. Patent law allows patentees to price discriminate
among such licensees because this gives patentees a
strong financial incentive to ensure all those desiring
use get use; even a monopolist who can price discrimi-
nate will push output to the full competitive output
level.14  Such beneficial price discrimination can take
place because patent law, and contract law, allow for the
enforcement of the restrictive licenses needed to pre-

vent arbitrage between low value and high value users.15

In the presence of such a system, a patentee is rationally
motivated to avoid posting an excessive price because
to do so would scare away would-be paying customers
and this result would be a money-losing venture.

Even where the user is not able to pay any posi-
tive price, the patentee may be rationally motivated to
grant a license for free. The granting of a free license
may provide the patentee with an inexpensive way to
preserve the legal force of the patent property right for
use in other transactions with paying customers.16  The
patentee may also be able to derive advertising benefits
from such uses as long as they are successful uses and
their low price does not cause customer-relations harm
with the high-paying customer base.17  Thus, even very
low value users are likely to be able to obtain licenses
from the patentee.

Some argue that while patentees may be ratio-
nally motivated to sell permission to each user, and while
users may be rationally motivated to buy permission from
patentees, such sales may not be consummated because
of various market failures.18  In response to these con-
cerns, some commentators argue that patents should be
protected by a liability rule19  instead of a property rule.
One type of liability rule often suggested is some form
of compulsory license, either directly by granting to the
patentee’s competitors a right to use whatever is cov-
ered by the patent or indirectly by denying the patentee
the ability to enforce the express statutorily granted
“right to exclude others” set forth in Section 154(a)(1)
of the Patent Act.

Indeed, there are already important liability
rule provisions in patent law today. Otherwise in-
fringing uses that are by or for the federal govern-
ment enjoy sovereign immunity protection that es-
sentially results in a compulsory licensing regime.20

In addition, the high costs of litigation under the
present rules of civil procedure and the ability for
an infringer to be kept effectively judgment proof
through corporate and bankruptcy laws may also
operate as a form of liability rule gloss on the present
property rule regime.21

Moreover, the political process provides several
solutions for would-be licensees. They may prevail on the
government simply to provide such use in particular cases.22

They may alternatively prevail on the government to sub-
sidize their ability to pay.23

But the basic statutorily mandated rule under Sec-
tion 154(a)(1) is that patentees have full discretion to elect
to exclude all others from practicing whatever is claimed
in the patent.24   The property rule nature of this provision
has several beneficial effects.

First, this strong right to exclude is essential for
allowing the U.S. patent system to achieve its central
goal, which is to provide an economic tool for promot-
ing public access to new technologies.25  The patent right
to exclude use of whatever is covered by the patent
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claims operates to increase such use by facilitating ex
ante investment in the complex, costly, and risky com-
mercialization activities required to turn nascent inven-
tions into new goods and services. This right to exclude
competitors who have not shared in bearing the initial
costs of commercialization provides incentives for the
holder of the invention and the other players in this mar-
ket to come together in an organized way and incur the
costs necessary to facilitate commercialization of the pat-
ented invention.

Second, this strong right to exclude others from
using a particular patented technology may have the ben-
eficial effect of inducing even more new technologies. To
the extent that some would-be licensees may not be able to
obtain permission for use despite manifesting some will-
ingness to pay some positive price,26  the presence of such
potential customers and the potential for an independent
patent each provide incentives for others to bring to mar-
ket some alternative non-infringing substitute.27

Third, the ability to exclude use through a patent
also provides individual actors with a legal alternative to
self-help approaches that may have greater pernicious im-
pact on the ability to obtain use.28   For example, courts
wisely enforce patent licenses that restrict buyers of pat-
ented seeds to a single use in producing a commercial crop
for harvest – as opposed to allowing the crop to fully ma-
ture into subsequent seed – because sellers would alterna-
tively be motivated to employ so-called “terminator tech-
nologies” that stop germination but could unintentionally
spread to plants for which germination is desired.

Ensuring some particular use determined to be in
the public interest – such as ensuring access by scientists
to new research tools – through a switch in the patent sys-
tem towards over-all liability rule treatment should be
avoided because the remedies discussed earlier are avail-
able, and because such a shift will frustrate the patent
system’s ability to promote the commercialization of ben-
eficial technologies, including such research tools.  The
use of liability rules would lead to a net increase in social
cost and frustrate the very efforts for ordering and bargain-
ing around patents that are necessary to generate output of
patented inventions in the first instance, thereby decreas-
ing over-all social access to new technologies.29  As recog-
nized by Merges, it is precisely because private parties have
a comparative advantage over courts in valuing patents and
patented inventions that a property rule is likely to work
better than a liability rule according to the established test
for choosing between the two types of regimes.30

Indeed, patents can be quite effective in easing
the breakdowns in exchanges that might take place
among members of the basic science community over
attempts to exchange cell lines, reagents, or protocols.31

While a patentee might be motivated to suppress subse-
quent work in order to avoid criticism, discredit, or help-
ing a competitor, a patentee alternatively might be self-
ishly motivated to encourage subsequent work in the
hope of obtaining peer confirmation and acceptance of

the patentee’s work and theories, or even simply for fame.
More importantly, the essential comparison to be made
when evaluating the potential pernicious impact of pat-
ents is between the patent regime on one hand and on
the other had the alternative regime of no patent avail-
ability.  There has been a very positive correlation be-
tween increased patent activity in the basic biological
research community and the enormous growth of the
entire biotechnology industry since the 1980 shift in case
law through the Chakrabarty decision, which spawned
the vast use of patents in that sector.32   The ability for
patents to contribute net benefit can be understood
through economic models that elucidate the differences
between so-called thin markets and thick markets, and
suggest that the failed exchanges elucidated by patent
critics are types of market failures that are likely to have
more pernicious impact in markets that are thinner.  In
the context of the basic biological science community,
the relevant comparison is between the regime in which
patents are available for basic biological research and
one in which they are not.  In the absence of patents, the
market in this community can be viewed as a market for
kudos.33   With patents, the market includes both kudos
and cash.  Scientists are given unfettered access to the
entire worldwide financial community through the mar-
ket characterized by kudos plus patents, which brings
immense amounts of, and diversity in sources of, fund-
ing and other resources to the basic biological research
community.  Patents on research tools thereby facilitate
rather than frustrate the important exchanges that are in
the public interest.

Finally, today’s regulators must not disregard
the remarkable success the U.S. patent system has en-
joyed in achieving its central goal, which is to provide
an economic tool for promoting public access to new
technologies through their commercialization.  The draft-
ers of our present patent system, the 1952 Patent Act,
had precisely this concern for commercialization in mind
when drafting the statute and were motivated by the spe-
cific fear that, for example, the handicapped in need of a
recently invented wheelchair might nevertheless not find
one available for purchase if the patent system did not
provide an incentive for it to be brought to market. In
achieving this central goal, the system achieves a num-
ber of other important economic objectives, from encour-
aging investment in capital, to promoting domestic and
foreign trade, and making new products and services
available to the public.  This increases consumer wel-
fare, because consumers get access to more goods and
services, and it increases producer welfare because pro-
ducers make profits.  These gains from trade are exactly
the key components of total social welfare.  Regulators’
efforts to squeeze some extra social welfare out of the
system by tinkering with the principles of patent law
should be mindful of the historical context through which
those principles worked their way into our present patent
system via Congressional and court action so as to avoid
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inadvertently returning our innovation economy to the
way it was after the Great Depression of the early 20th

Century.
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