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The United States Federal Trade Commission submits this Statement in response to the 

United States International Trade Commission’s Notices of Request for Statements on the Public 

Interest in Investigation Nos. 337-TA-745 and 337-TA-752.1  These investigations appear to 

present an issue of first impression for the ITC that has significant implications for the public 

interest:  the propriety of granting an exclusion order in favor of a standard essential patent (SEP) 

holder that has committed to license on reasonable and non-discriminatory (RAND) terms.2  ITC 

issuance of an exclusion or cease and desist order in matters involving RAND-encumbered 

SEPs, where infringement is based on implementation of standardized technology, has the 

potential to cause substantial harm to U.S. competition, consumers and innovation.3   Simply put, 

we are concerned that a patentee can make a RAND commitment as part of the standard setting 

process, and then seek an exclusion order for infringement of the RAND-encumbered SEP as a 

way of securing royalties that may be inconsistent with that RAND commitment.  Consistent 

with the requirement of Congress that the ITC “shall consult with, and seek advice and 

information from … the Federal Trade Commission … as it considers appropriate” on matters 

                                                 
1 The FTC takes no position on the facts of Investigation Nos. 337-TA-745 and 337-TA-752, or whether Section 337 
remedies should issue here.  This Statement also does not address whether seeking an injunction or exclusion order 
for RAND-encumbered SEPs would violate Section 5 of the Federal Trade Commission Act, 15 U.S.C. § 45, or 
Sections 1 or 2 of the Sherman Act. 15 U.S.C. §§ 1-2.   
2 This Statement uses the term RAND, but the analysis applies equally to FRAND-encumbered intellectual property.  
This Statement assumes, for the sake of discussion and without deciding, that a RAND commitment was made.   
3
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affecting the public interest in ITC investigations, we submit this statement explaining the 

potential economic and competitive impact of injunctive relief on disputes involving SEPs. 4   

Firms in the information technology and telecommunications industries frequently 

resolve interoperability problems through voluntary consensus standard setting conducted by 

standard setting organizations (“SSOs”).  Interoperability standards can create enormous value 

for consumers by increasing competition, innovation, product quality and choice.  However, 

incorporating patented technologies into standards also has the potential to distort competition by 

enabling SEP owners to negotiate high royalty rates and other favorable terms, after a standard is 

adopted, that they could not credibly demand beforehand, conduct known as “patent hold-up.”   

The possibility of patent hold-up derives from changes in the relative costs of once 

competing technologies as a result of the standard setting process.5  Prior to adoption of a 

standard, alternative technologies compete to be included in the standard.   SSO members often 

agree to license SEPs on RAND terms as a quid pro quo for the inclusion of their patents in a 

standard.  Once a standard is adopted, implementers begin to make investments tied to the 

implementation of the standard.  Because it may not be feasible to deviate from the standard 

unless all or most other participants in the industry agree to do so in compatible ways, and 

because all of these participants may face substantial switching costs in abandoning initial 

designs and substituting a different technology, an entire industry may become locked in to a 

standard, giving a SEP owner the ability to demand and obtain royalty payments based not on the 

true market value of its patents, but on the costs and delays of switching away from the 

standardized technology.     

                                                 
4 See 19 U.S.C. §1337(b)(2) (“During the course of each investigation under this section, the Commission shall 
consult with, and seek advice and information from, the Department of Health and Human Services, the Department 
of Justice, the Federal Trade Commission, and such other departments and agencies as it considers appropriate.”).   
5 Joseph Farrell et al., Standard Setting, Patents and Hold-Up, 74 Antitrust L.J. 603, 607-08 (2007).   
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Hold-up and the threat of hold-up can deter innovation by increasing costs and 

uncertainty for other industry participants, including those engaged in inventive activity.  It can 

also distort investment and harm consumers by breaking the connection between the value of an 

invention and its reward – a connection that is the cornerstone of the patent system. 6  The threat 

of hold-up may reduce the value of standard-setting, leading firms to rely less on the standard 

setting process and depriving consumers of the substantial procompetitive benefits of standard 

setting.   

RAND commitments mitigate the risk of patent hold-up, and encourage investment in the 

standard.7  After a RAND commitment is made, the patentee and the implementer will typically 

negotiate a royalty or, in the event they are unable to agree, may seek a judicial determination of 

a reasonable rate.  However, a royalty negotiation that occurs under threat of an exclusion order 

may be weighted heavily in favor of the patentee in a way that is in tension with the RAND 

commitment.  High switching costs combined with the threat of an exclusion order could allow a 

patentee to obtain unreasonable licensing terms despite its RAND commitment, not because its 

invention is valuable, but because implementers are locked in to practicing the standard.  The 

resulting imbalance between the value of patented technology and the rewards for innovation 

may be especially acute where the exclusion order is based on a patent covering a small 

component of a complex multicomponent product.  In these ways, the threat of an exclusion 

order may allow the holder of a RAND-encumbered SEP to realize royalty rates that reflect 

                                                 
6 See generally Fed. Trade Comm’n, 
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patent hold-up, rather than the 
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for an intellectual property-based Section 337 violation.”12   We agree that an appropriately 

granted exclusion order preserves the exclusivity that forms the foundation of the patent system’s 

incentives to innovate, and the threat of an exclusion order can provide a significant deterrent to 

infringement.13  In such a case, short run price increases may benefit consumers in the long run 

by providing incentives for innovation, consistent with the proper role of the patent system.   

RAND-encumbered SEPs present considerably different issues.  A RAND commitment 

provides evidence that the SEP owner planned to monetize its IP through broad licensing on 

reasonable terms rather than through exclusive use.14  Consistent with the proper role of the 

patent system, remedies that reduce the chance of patent hold-up associated with RAND-

encumbered SEPs can encourage innovation by increasing certainty for firms investing in 

standards-compliant products and complementary technologies.  Such remedies may also prevent 

the price increases associated with patent hold-up without necessarily reducing incentives to 

innovate. 

In cases that address RAND-encumbered SEPs, the FTC urges the ITC to follow the 

requirements of Sections 337(d)(1) and (f)(1) and consider the impact of patent hold-up on 

competitive conditions and United States consumers. 

By direction of the Commission. 
 
 
     Donald S. Clark 
     Secretary 

Issued:  June 6, 2012 
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