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PROCEEDINGS

MS. MICHEL: Good morning. Welcome back to
those of you who were here yesterday. |1 am impressed by
your stamina. Hello to everybody watching on the web-
cast. 1 have heard from many people out there watching
the webcast. 1 know there is a good sized audience up
there. The webcast stays up on the FTC website for
others to watch later.

It"s a great resource. | encourage you to take
advantage of it, 1If you"re interested in this field. We
will eventually also have a transcript posted of both
yesterday"s proceedings and today.

I will do my quick security announcements. For
those of you here, if there®s a fire alarm or something
like that, we like to try to congregate across the
street by Georgetown and check off the names of everyone
who came In and make sure that you got out so we don"t
have to run in the building and see where you are.

Thank you.

So now is the second day of this February series
of hearings on the FTC"s series of hearings on the
evolving IP marketplace. Throughout the series, we~"ll
be examining the operation of markets for patents and
technology and how different legal doctrines affect the
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operation of those markets.

Today we"re focusing on permanent injunctions
after eBay. We will be releasing a press release in the
next couple of days describing the next hearings that we
will be holding in March, and April in D.C. and in May in
Berkeley.

We will continue to take comments through May
15th. I understand there may have been some problems with
the comment submission website last week, but 1 believe
it"s back up now, and we welcome all input.

Before we get started, 1 want to announce we
will try a change for the schedule for today from what
iIs on the agenda that you have. We will first have two
presentations to lay the ground work of what"s been
happening since eBay. After that we will take a short
break, and then we will have a two-hour panel discussion
with a top notch group.

I will now turn it over to Erika Meyers, who is
really taking the laboring oar on this issue for us to
introduce our first set of speakers. Thank you.

MS. MEYERS: Good morning, and again welcome
back to the remedies portion of the FTC"s hearings on
the Evolving IP Marketplace. |1 think one of the good
things about being able to speak two days in a row is
when you forget to introduce yourself on the first day,
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you get a second chance on the second day.

So | am Erika Meyers. In addition to being the
person you see scurrying around of the conference center
on days when we"re live, 1"m also an antitrust lawyer in
the Bureau of Competition.

Today we"re going to switch gears from damages
and talk about injunction law and a little bit of
willfulness. This morning we will explore permanent
injunction cases in the wake of the Supreme Court®"s eBay
decision.

Our wonderful panelists will examine the ways
the courts have analyzed injunctions, including the role
of economic evidence and the analysis and any trends
that have developed.

We"re going to start with two presentations.
Steve Malin will provide an empirical look at the
analysis in the decisions following eBay. His analysis
looks at the factors courts have used iIn determining
whether to grant or deny an injunction. Steve is
counsel at Sidley Austin in Dallas Texas, where his
commercial litigation practice emphasizes patents and
other intellectual property rights. He has represented
clients on both sides of the injunction issue.

Steve has an L.L.M. in intellectual property and
information technology from the University of Houston
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I, and some colleagues of mine iIn the patent
community, began looking at the post-eBay cases to try to
find trends, to try to find threads of discussion that
would be useful for us in our litigation practice.

What we came upon very quickly was that the
legal maxims and propositions and platitudes that you
see In the cases are often repeated, but frequently they
don®t signify what the result was going to be.

So we made a decision that our analysis was
going to focus on the case facts and see if, apart from
the legal discussion, there was a thread of factual
similarities between cases of certain types that would
help us to predict the future of how these cases were
going to go, and that is what I am going to talk about
today.

I would like to thank my colleague, Ari
Rafilson, of my office in Dallas for assistance with
this.

So, what we did is we took an initial review of a
number of cases and we developed a list of factors, 28
different factors that we found were considered by the
courts over a period of time, and we created a

questionnaire. You see a copy of it there on the
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It needed to have had a substantive discussion
of the injunctive question rather than just sort of a
formulative discussion -- the Judge
needed to specifically discuss case facts. For
instance, iIf a party alleged a number of different facts
and the court didn"t discuss it, it was not included in
our study.

What happened, for instance, on the question of
direct competitors, if the court commented on it, then
it was included in our study. The answer would either
be yes, there was a direct competitor, direct
competition relationship or no, so for any particular
factor when we filled out the questionnaire It was, yes,
the fact exists and was discussed; no, the fact was
discussed but it did not exist, or the fact was
irrelevant and not discussed, and it was not included.

So we ended up with -- each particular case has
a certain number of facts, and that is what we
catalogued, and that is what 1"m going to present to
you.

There was a total of 49 cases that made it iIn
our survey during the dates that you see on the
PowerPoint. Cases we threw out were because they didn"t
have a substantive analysis or they included some other
basis of decision, et cetera, et cetera.
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One other thing we did was the initial group
that began this process had ten lawyers in it, and after
one of the lawyers would fill out a questionnaire,
we would always have a second pair of eyes review it, so
a second lawyer would fill it out independently. The
two would have a bit of a conference committee and work
out any differences.

In the second half, the remaining 25 of the
cases, our second pair of eyes review was Ms. Erika
Meyers of the FTC, for which we thank her very much, so
we essentially worked it out with these, and I"m here to
present you what we found. Hopefully you’ve bought into
the legitimacy of the study.

So we end up with this big spreadsheet, okay?

It has all the cases, has all factors, what they
decided, et cetera. There are many types of relevance
that you can get from this. Today I"m going to focus on
two.

The first type of relevance, the first set of
findings I"m going to give to you are facts that were
mentioned In as many cases as possible, so we simply
took the question of this particular factor, if i1t was
mentioned In more than 25 percent of the cases, then I™m
going to present to you those findings irrespective of
whether the answer is yes or no. So it"s relevant
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found, so practicing patentee, that is a patentee who
makes a product that falls within at least one of the
asserted claims we see mentioned in 43 of 49 cases, soO
this is an important factor.

When the answer was yes, there was a practicing
patentee, the grant rate was 83 to 85 percent. When the
answer was no, the grant rate was just under 50 percent,
so there is a fairly significant difference. The
difference in grant rate between yes and no is 40
percent, so we see this is a very important factor to
the courts and i1t"s not a death or a death sentence you
might say if the answer is no because it"s still almost
50 percent, but it"s a substantial difference in the
cases.

So let"s move to the related concept of direct
competition, so we find the question of direct
competition was specifically addressed by the court iIn
42 of 49 cases, again a very important factor to the
courts. The grant rate when the answer iIs yes Is again
very high, approaching 90 percent. As 1 think a lot of
us would expect, in reviewing these cases, this is
consistent with that. When they were not direct
competitors, the grant rate was between 20 and 30
percent.

So that i1s an even more significant difference
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in the answer yes versus the answer no, so if you have
one of these cases or you"re assessing It, you“re
litigating it, whatever, and you see your fact iIs yes
versus no, you can see that that®"s a difference maker
for the judges, at least statistically in the cases that
we have looked at.

Now, a bit of a disclaimer I might say. We"re
here simply talking about correlation. We can never
know what actually caused the Judge to do anything. We
didn"t -- in this study we didn®"t get into whether any
particular factor is good or legitimate or actually
caused the court to do anything. We simply followed
that process that 1 told you at the beginning, and for
direct competition with the defendant, this is what we
ended up with.

We have another common theme we see in these
cases. Was there lost market share for the plaintiff to

the defendant? Again if the answer is yes, you have a

grant rate that is almost 90 percent. It"s almost a
lock, it appears, 1If you have that in your case. If the
answer is no, the grant rate is much lower. It"s only

about a quarter, 25 percent, so again big difference in
terms of lost market share, over 60 percent between yes
and no.

Moving on, and then by the way, lost market
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share still important, mentioned in 36 of 49 cases so
that"s at least two-thirds, so that®"s important to the
judges.

Willful infringement. Now, we decided to
include willful infringement as a yes in our analysis if
it was found in the case, even if It wasn"t
discussed in the iInjunction section. It was simply an
administrative decision.

So in the cases in which willful infringement
was found, 75 percent grant rate, and by the way, the
overall grant rate of all 49 cases was just over 75
percent, between 75 and 76 percent, so if there was
willful infringement, that hits that average almost
exactly, about 75 percent.

No willful infringement, it drops to
significantly less than the average grant rate. It"s
down to about 40 percent, so that"s about a 35 percent
difference between yes and no, so that"s still fairly
significant at least from a litigator™s point of view,
considered in just over half the cases or found or
discussed in just over half the cases so still
important.

What about the patentee®s reputation for
innovation, their reputation as a market maker or first
to market, these factors that we see discussed pretty
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rate, so that"s something a judge who is going to grant
the injunction might reach out and say, Hey,

you“ve given no evidence of harm to your

customers or 1 conclude there®s no harm to your
customer, so 50 percent difference in grant rate, that"s
fairly significant.

A subset of harm to the defendant we looked at
is whether there was a minor iImpact on the defendant®s
sales. Sometimes you see iIn these cases a balancing.
The court will say, well, this is just a small
percentage of their sales or it will only affect 1t 5
percent or 10 percent. That"s what this goes to.

It"s pretty important, mentioned In 17 cases,
but we see again there®s not much difference in the
grant rate. They"re both very high. If there was a
minor impact, it"s 80 percent. If there was not a minor
impact, meaning It was more than a minor impact, we have
the counterintuitive results of a higher grant rate, 100

percent.

So, this again, is one of those that you will want

to handle carefully if this is a factor in your case,
and those of you who have read a number of eBay cases
will have or probably already have reached the conclusion
that putting on evidence of harm to the defendant is a
losing proposition unless say it"s Windows or something
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that ubiquitous. Generally, the courts just repeat back
to us, “You shouldn™t build your business on an

infringing product,” and this counterintuitive result is
maybe part of that.

What about i1f the defendant comes to court and
says | promise I"m not going to infringe anymore? Now,
this is different from -- there were some cases where
the defendant actually had sold its ability -- the
machines that had the ability to make the infringing
product. The defendant had notified its customers, “I
will not sell this product anymore.” This is not that.

This is simply the situation where the defendant
comes to court and says, Your Honor, 1 really, really
promise 1*m not going to do this anymore, so what effect
does that have? And it happens a lot. It happened in
15 different cases.

Well, if the defendant says yes, he"s not going
to infringe anymore, we have an 80 percent grant rate.
IT the defendant does not make that, we have the
counterintuitive result of a 40 percent grant rate,
okay, so this would be the case where the court
mentioned, “Well, the defendant has not even offered to
stop infringing.”

The grant rate is lower, so once again,
focusing on aspects of the defendant is a tricky
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proposition because we have a counterintuitive result,
even though the grant rate difference is pretty
high.

What about public health concerns? As we might
expect, the grant rate is lower if the court found a
public health concern. If there is none and the court
specifically said there is no public health concern,
it"s way up there. It"s 90 percent, significant
difference, 40 percent difference in grant rate, so that
is something you will want to focus on if that"s an
issue in your case.

What about if the court specifically holds that
complying with the injunction is easy for the defendant?
That makes a big difference if the court specifically
points that out, so that is something that if you"re in
a case, you will want to pay attention to as to how easy
or how difficult is it for the defendant to comply with
inunction?

What you frequently come across is a defendant
at trial is trying to minimize the value of the patent
and says, “Oh, that"s just a trivial thing, we can just
design around it like that, 1t"s just nothing, let"s not
bother with this, damages are minuscule because it makes
no difference to us.” But then at the injunction phase,
all of a sudden it"s like the whole company riding on
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So both of the plaintiff and the defendant have
that -- the word s not irony -- have that strategic
choice to make, similarly about things like price
erosion and how easy it is to calculate, okay, but 1711
leave that for others to discuss.

But that"s frequently what you see in this is
that the Judge will point to the defendant and say,
Well, now you"re saying at the iInjunction stage, but at
trial you said the opposite, so you"re a liar and I™m
going to enjoin you.

Okay. So that was a recitation of the cases or
the most -- the first part was the most frequently
discussed factor, whether the answer was yes or no,
okay?

Moving here to part 2, what 1*m going to focus
on is additional factors that had a very large
difference between yes and no, even if they weren"t
discussed quite as often, okay? So because these were
discussed in fewer than 25 percent of the cases, you
will have to make your own analysis of whether the data
is valuable to you or not, but I bring this up simply
because again as a litigator, 1 would want to know what
are the difference makers. A couple of these I"m not
going to discuss again because 1 discussed it in the
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first part.

We have here nascent or developing markets, so
this is a patentee that maybe has a product. It"s a
market making product. It created that market where
it"s brand new and the defendant comes in and infringes
at that beginning early stage. Courts pay a lot of
attention to that.

Now, there®s an additional bit of data on the

slide. It says “Grant Rate When Yes,” nine out of

nine, so because it"s not as many, the word sample size,

if that"s the right word, 1’11 go ahen8Tand then8TodywaOO Ouoeol.
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existed, if there was price erosion, a hundred percent
grant rate, four out of four, and if the court held
there was no price erosion, zero grant rate, two out of
two.

So that maybe is even a little more reliable
because you have it on both sides, some granted, some
denied, a hundred percent difference iIn grant rate,
important factor to the judges, even if It doesn®t come
up as much as some of the other issues.

What about if the patentee specifically refused
to license this defendant, okay? We again have a pretty
big difference in grant rate. Four out of five
patentees specifically refused, 1"m not going to license
you. In each of those cases, injunction granted. The
one case in which the patentee did not refuse or
offered to license, the answer was no. So
that®s another important factor, even though it doesn™t
come up very much.

Five cases: Is that statistically significant
or valid? 1"m not a statistician, but I present it to
you simply because of the marked difference in the
court™s decision, even iIf it was only five times.

Critical developing time for the patentee. It"s
similar to the nascent market but it"s a little
different. This 1s where the patentee itself is just
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starting, so a developing market could be big company
starts a new market with its product, okay? This
developing time for the patentee is where the patentee
itself Is just starting, just created, small company,
typically against a big company.

IT that was mentioned by the Judge, a hundred
percent grant rate. Once again we didn®"t have any on
the other side, but again seven out of seven for a grant

rate, 1T that exists, | think that means it"s important
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I bring it up again only because the difference in grant
rate is so small. That might not be something you want

to focus too much of your attention on unless again

the -- 1 think 1t was the z4 v. Microsoft case, there was a

big difference in that case, but that was an unusual

case.
What about if the product is the core of the

defendant®s business? Judge, “l built my entire

business around this product.” They don®"t -- it doesn"t

seem to make much difference, 11 percent difference iIn
the grant rate between those two situations, SO you
might bring it up, but maybe it will help. Probably
not.

What about the situation where 1t"s very hard to
change customers, so-called incumbent customers or
sticky customers? This was discussed in the TiVo case
and some of the other cases. Well, whether the answer
IS yes or whether the answer is no, the grant rates are
very high for both, so your mileage may vary. Six out
of seven it was granted. One out of seven it was not,
so it"s probably worth bringing up, but the numbers just
don®"t show a big difference as to whether that exists or
not.

Did the patentee license others? |1 think we may
have discussed this one. 1It’s mentioned a lot, in 21 cases,
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it doesn"t seem to make a lot of difference to the judges,
less than 20 percent yes versus no.

And 1 think this is my final slide: What about
the defendant®s sales? What if you say, “Hey, it"s just
a minor impact on the defendant®s sales.” The there’s a
high grant rate, 80 percent, a little above average, but we
have again another counterintuitive conclusion, if the
answer is no, it"s not a minor impact, meaning it"s major
impact, you have 100 percent grant rate.

So we"re at the fringes here maybe of relevance
maybe. That only happened in two cases, but there again
there®s not much of a difference between the two, and
that"s all 1 have. Thank you all very much.

(Applause.)

MR. SPRIGMAN: So I1"m Chris Sprigman from the
University of Virginia Law School, and 1 want to thank
Suzanne and Erika for inviting me here today to talk
about eBay and its early days in the lower courts.

Steve had a lot of slides, very helpful, and I"m
going to balance things out by having none. 1°m just
going to try to go through briefly the eBay case itself.
I suspect that most of us know all about it, but 1 just
want to make absolutely sure we"re all on the same page.

And there are probably some people who might
access this webcast who are coming to this for the
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1 first time or haven®t really thought deeply about it. |
2 would like for them to have an entree into this as well,
3 and then 1 want to talk about the cases, the lower court
4 cases implementing the four factor equitable test for

5 injunctions.

6 So let"s go first to the eBay case. So eBay is
7 of course the leading Internet auction site, and

8 MerckExchange is a non-practicing entity, holding a

9 business method patent on, quote, an electronic market
10 defined to facilitate a sale of goods between private

11 individuals by establishing a central authority to

12 promote trust among participants, unquote.

13 So that sounds a lot like what eBay does.

14 MerckExchange brings a suit after attempting to license a
15 patent to eBay. The parties didn®"t reach an agreement.
16 The district court finds the patent is valid and is

17 infringed but refuses to award an injunction.

18 The Federal Circuit then reverses, saying that
19 the rule for awarding injunctions in patent cases 1is
20 their virtual automatic availability. It goes up to the

rdina Iniunctions 1in patent cases 1S
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traditional four factor test for equitable relief,” so
under that test, the plaintiff must show by a
preponderance of the evidence that first, without an
injunction, he or she is likely to suffer irreparable
harm; second, that legal remedies such as money damages
are i1nadequate.

Now, this factor, the inadequacy of money
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equity in Section 283 of the Act.

So now Justice Thomas takes issue, and 1 think
this is Important to realize, with both the district
courts and the Federal Circuits®s arguments on
injunctive relief. He criticizes the district court,
and this is an important point for those who think that
eBay is some kind of revolution, which I don®"t think it
is, as I"1l try to make clear.

He criticizes the district court for thinking
that a plaintiff®*s willingness to license, for example,
or its status as a non-practicing entity rules out
injunctive relief. The rules, say Justice Thomas, are
not categorical In that way. They"re equitable and not
categorical.

The Court of Appeals, on the other hand Justice
Thomas wrote, erred by articulating a categorical rule iIn
the other direction, that injunctions are virtually
available on an automatic basis. Here,

Justice Thomas held no special rule unique to patent
disputes in favor of injunctive relief. So that"s the
very simple, very straightforward opinion from the Court
by Justice Thomas.

Now, there are two concurrences: First the
Roberts® concurrence, which is joined by Justices Scalia
and Ginsburg, and Justice Roberts basically says, “Look,
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it"s appropriate for courts to exercise their discretion
according to this four factor equitable inquiry, right,
SO we agree, we"re concurring. That said, we are here
protecting a right to exclude. That"s what patents are
about.”

Most patent cases in the past have granted an
injunction. The right to exclude bears heavily in favor
of the granting of Injunctions, and this history
suggests, and the nature of the right as well, that
courts in the future, when they go through the four
factors, should in most cases grant injunctions.

So the other concurrence by Justice Kennedy,
which is joined by Justices Stevens, Souter and Breyer,
very different, right? So Justice Kennedy writes: "The
right to exclude i1s not the equivalent to the right to
an injunction.”

That*s what the four factor test tells us. The
earlier cases are instructive, right? The history where
injunctions are granted are instructive, but in some
ways he says circumstances have changed, so he
identifies two ways that circumstances have changed.
First he says there®s this iIndustry that"s grown of
these non-practicing entities. He doesn®t use the term
patent trolls, but there®s the kind of whiff of this
around the concurrence.
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Kennedy says that these entities often use the
threat of an injunction to extract what he calls, quote,
exorbitant fees, unquote, especially, he says, where the
patent covers a small component of a much bigger
product.

There®s also a second change that Kennedy
identifies, and this is he says the problem of patent
quality, especially in business method patents, so here
111 quote from him. ™In addition, injunctive relief,”
Justice Kennedy writes ""may have difference consequences
for the burgeoning number of patents over business
methods -- " that"s the kind of patent involved in the
eBay case, "-- which were not of much economical or
legal significance in earlier times. The potential
vagueness and suspect validity of some of these patents
may affect the calculus under the four factor test.”

So there"s the opinion in a nutshell, and
what to think about this? 1 know there®s a mix of
views out there, and some of the early commentary on the
eBay case was very panicky so I won"t go into that. 1
think, first of all, it"s clear that the Court is
engaging in explicit policy-making here, and that"s
fine.

To me the patent law gives courts control over

the Injunction standards, and the Supreme Court here is
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doing what common law courts have done for a long time.
It"s adapting these flexible standards to what it
appraises as the central problems of the patent law or
any other body of law at the time, okay.

The eBay decision is not idiosyncratic, and |
think we probably would all agree on this. It"s of a
piece of the Court"s recent patent cases. 1 refer of
course to, for example, KSR, wherein the Court widened
the circumstances in which patents will be invalidated
as obvious, or Microsoft v. AT&T, in which the Court
limited the patent law"s extraterritorial reach, or
MedImmune in which the Court made i1t easier for
plaintiffs to bring declaratory judgment suits alleging
patent invalidity, or Quanta, in which the Court made
clear that the patent exhaustion doctrine applies to
process claims and even does so iIn instances where a
product does not fully practice the claimed invention.

So the Court®s taking little nibbles around the
edge of the patent system, not just in eBay. It"s been
taking a bunch of nibbles lately, and it"s doing so, it
seems to me, based on the kind of -- not so much the
words of these opinions but the music because it gets
the sense that something in the patent law has changed
and that patents are increasingly open to strategic use
by patent holders.
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So do we object to this? Well, some people
object to this as judicial activism, and I"m not in
favor of judicial activism, but 1 think viewing this as
judicial activism is far too ideological. This is just
the essence of how the common law works. If Congress
does not like what the Court has done iIn terms of its
subtle shift on injunctions or the obviousness standard
or anything else, it can displace what the Court has
done with ordinary legislation.

Now, this hasn"t happened, and 1"m not holding
my breath for it to happen, and on the whole, 1 think
that if the Court®s decisions here are left alone for
awhile, that"s a good thing. Why? 1 view patents the
way 1 view IP law generally. 1 view patents as a social
welfare tool. 1 do not view them as proceeding mostly
from fairness, entitlements or natural law entitlements
as some others do.

So under my view of the patent law, which 1
understand is contestable, but iIf we want to talk about
this later, we can certainly do it, automatic
availability of injunctions would certainly be justified
iT they optimized patent incentives. | think there®s
very good reason to believe that they do not optimize
patent incentives, injunctions if available
automatically.
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So one reason | think this is that unlike other
forms of property, both real and personal, the
boundaries of patent are very indistinct; that is, the
meaning of patent claims is rarely self-evident but
instead require interpretation, interpretation that is
costly and subject often to error.

Given the cost of informing one*s self about the
scope of other"s patents rights, the risk of error that
attends even the most good faith attempt to do so and
the significant number of patents that are held in
litigation to be entirely invalid, it Is not surprising
to me at least that many have doubted that giving power
indiscriminately to patent owners to hold up large
investments made in good faiths by others is not an
efficient way to structure remedies in the patent
system. So I on the whole welcome the Supreme Court®s
decisions in eBay.

Now, I want to spend the rest of my time looking
at how the decision is worked out in the lower courts
thus far. At this point 1°ve seen 57 patent cases. |1
think Steve and 1 have seen most of the same, although
maybe our database is just a little bit different.

I*m not going do go through these in any
details. If I did, we would be here for a week. 1I™m
just going to give you a few highlights really of just a
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couple headlines, which come together 1 think into a
coherent message, which is so far, the lower courts are
doing a fairly credible job, that these injunction
standards are developing. 1It"s a work In progress, that
we should pay attention closely but we shouldn®t yet
pull any alarm bells. eBay did not work any

fundamental change in patent remedies. It shifted the

availability of injunctions on the margins and to my
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district court had issued based on evidence of lost
sales due to the entry of defendant®s infringing

generic.

The Federal Circuit did not doubt that Abbott"s
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Generally this reluctance i1s based on two
distinct notions: First, that these types of harm may
be difficult to quantify but their calculation is not
impossible iIn many cases, and iIf the case moves forward
to a damages calculation, both parties will offer
evidence that a court can assess.

Second, finding irreparable harm in every
instance when these conditions were present would turn
the iInjunction remedy back into more of a standard form
remedy than the eBay court had envisioned.

So okay. 1711 say, and maybe go out on a limb,
that 1™"m generally okay with these cases. Just because
money damages may be difficult to calculate, 1 think the
courts are right, does not mean that they are inherently
incalculable. For example, we calculate, as a matter of
course, pain and suffering damages in torts cases. It"s
very difficult to do so, but we do it, and over, time
we"ve developed methodologies for attempting to make
these awards more predictable.

There are a couple additional points that make
me comfortable. First, as a matter of reality, |
suspect that in many cases the parties will settle in
the shadow of the court®s pending determination of
damages, and courts can take steps to structure their
damages or remedies phases in ways that encourage
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settlement and reduce the number of iInstances in which a
court must set a price for infringement.

It"s true 1 suppose that settlements will tend
to be less favorable to plaintiffs on the margin in
cases where iInjunctions are not available, but I see no
reason to object to that on principle. We"re iIn a
shocking state of ignorance on the most basic issue iIn
patent, that is whether the patent system under
incentivizes innovation, over iIncentivizes innovation
or gets It just right.

We"re in a shocking state of ignorance with
regard to that question on a variety of different types
of innovation and have long been. When you consider how
little we know on this point, we have another reason to
welcome the Supreme Court®"s opinion in eBay. This
sudden change in the rules governing injunctions gives
us an opportunity to learn more about how patent
remedies structure incentives.

Parties are now going to have to come and offer
evidence about injunctions and the advisability of
injunctions. That produces data, data of the kind that
Steve 1s beginning to work with and that others will
certainly work with in the future. In the years ahead,
we should look for data on the effect of the post-eBay

rule, especially on investment in and litigation filed
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by non-practicing entities. The Court has kind of
handed us here a natural experiment, and we should make
use of 1t.

Now, these cases involving direct competition,
so | talked about the grant rate which is very high. |
talked about some exceptions and how they don®"t bother
me too much. There"s a couple of -- one more really
interesting thing to say about the direct competition
cases, and that"s the small number of cases in which
it"s not clear whether the parties are in direct
competition.

So how do we define when the parties are iIn
direct competition? So a case like this iIs Amgen v.
Hoffman-LaRoche. 1In that case there was no present
direct competition in the product markets at issue, but
there was evidence that the plaintiff was attempting to
establish what the court characterized as a beachhead in
the defendant®s product sector, so there was evidence of
likely future competition.

The court granted an injunction here, and this
seems right to me, but there is another aspect of the
Amgen decision that troubles me. As part of the court"s
finding of irreparable harm, it noted that allowing the

defendant to continue producing the infringing product
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it a viable competitor in markets for future, presumably
non-infringing drugs.

That is not a legitimate reason in my view to
find irreparable harm; that is, based on potential
future competition in markets, the plaintiff has no
expectation and will be free from competition, so |
haven®t been seen that mistake repeated, but that stuck
out to me iIn the Amgen decision as a mistake that
antitrust people should be aware of and hostile to.

So the second case involving the kind of
boundaries of competition is Broadcom v. Qualcomm,
which involved infringement of patents covering base
band chip sets for cellular telephones.

The defendant, Qualcomm, argued that an
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not so much in the market but for the market, and the
injunction issued.

The third, which I think is a really interesting
case, and I*1l just mention it briefly, is Callaway Golf

v. Acushnet, not because I"m particularly interested
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injunctions issue iIn about half the cases, and when the
plaintiff Is a non-practicing entity the injunction is
even less likely to issue.

So, most of these cases are not particularly
interesting, but there are some exceptions. The
exception I want to talk about in particular are a
number of cases not involving competitors where courts
have i1dentified a plaintiff s apparent willingness to
license as a reason to find that money damages were
adequate.

So Steve mentioned this, and he doesn®t think it
drives the result in the cases, but i1t"s still
theoretically interesting, right? So, why is it
theoretically interesting? On the one hand, using
evidence about licensing or willingness to license may,
on the margin, deter parties from settling, and that"s
generally not desirable.

On the other, offers to settle for money
suggests that the plaintiff can be made whole with
money, almost definitional, and that"s the point of the
irreparable harm and adequacy of money damages prongs of
the equitable test, so this is very relevant
information, right, even potentially quite probative,
that creates this kind of risk of deterring settlement,
which as a matter of policy, we generally want people to
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do.

So, what do we do with this? Well, 1 suggest we
ignore 1t. 1"m generally okay with courts thinking
about offers to settle for money or licensing offers in
their analysis of the four factor test, and why is that?

Well, if you think about it for a moment,
there®s a subtle anti-settlement bias that®s built
into the four factor test across the board, right, much
more broadly than simply in the patent context. If
evidence that money suffices is relevant generally,

which it surely is to irreparable harm, then the fourally,
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consequences, and 1 think we"re already starting to see
one, and the first one what 1"ve seen involves the
International Trade Commission.

So after eBay, and still early, so we need more
time to assess this -- but after eBay it appears to me
at least that more patent cases are headed to the ITC,
which is not bound by the eBay standards and which 1is
more willing to give iInjunctions as a matter of course.

Now, I would refer you to a very interesting
paper by Colleen Chien called "Patently Protectionist?
An Empirical Analysis of Patent Cases at the
International Trade Commission™ and it just appeared iIn
a William & Mary Law Review, and 1 think it"s worth a
look.

The ITC grants injunctions, Chien finds, in 100
percent of cases to the prevailing plaintiff, and the
speed and the huge expense of the 337 process at the ITC
really advantages large entities, so what"s the result
of this?

In 65 percent of the cases filed at the ITC at
the moment, the plaintiff also filed a district court
action. This gives the plaintiff two bites at the
injunction apple, and in a sense represents an
attempt -- again an early attempt, we will see where
this goes, to circumvent the Supreme Court®s rule
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restoring traditional equitable standards in patent
cases.

So 1 think we should start looking at this more
closely, and at least begin to consider whether you want
to stop this kind of two bite at the apple strategy.

I*m going to stop there. |1 know we"re going to have
some great discussion. Thanks very much.

(Applause.)

MS. MICHEL: Thank you, Steve and Chris, for two
of the best presentations I"ve seen on eBay in the past
couple of years. Let"s take a ten minute break, and
then we* 1l convene the panel at the table. Thank you.

(Whereupon, a brief recess was taken.)
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PANEL 1: CHANGES IN INJUNCTION LAW

MODERATORS:

SUZANNE MICHEL, FTC

ERIKA MEYERS, FTC

PANELISTS:

GEORGE E. BADENOCH, Partner, Kenyon & Kenyon, LLP
JOHN M. GOLDEN, Assistant Professor, University of Texas
School of Law

ANNE LAYNE-FARRAR, Director, LECG, LLP

CHRISTINE MEYER, Vice President, NERA Economic
Consulting

HENRY SMITH, Professor, Harvard Law School

HENRY SU, Partner, Howrey LLP

MS. MEYERS: So, now we"re going to get started
with the roundtable portion of our discussion of
preliminary injunction after eBay. We have a fantastic
group of panelists here today who 1 will introduce in
alphabetical order, and I*m going to keep the
introductions short.

George Badenoch is chair of Kenyon & Kenyon®s
Electrical and Mechanical Practice Group. He has over
30 years experience in litigation and adversarial matters
concerning all aspects of intellectual property,
including patents, trade secrets, trademarks and
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copyrights.

John Golden is an assistant professor at the
University of Texas School of Law where he teaches
patent and administrative law. He has also taught at
Harvard. John was a Supreme Court clerk for Justice
Breyer and also clerked for the Honorable Michael Boudin
in the First Circuit.

Anne Layne-Farrar is a Director with LECG.

Dr. Farrar specializes iIn antitrust matters where the
core issues are at the intersection of intellectual
property, economics and competition policy. She advise
clients on competition regulation and intellectual
property issues across a range of industries with a
focus on high tech. She earned her Ph.D. from the
University of Chicago.

Christine Meyer is a Vice President at NERA.

She conducts economic research and analysis in the areas
of the intellectual property, antitrust economics,
commercial damages, business valuation and labor
economics. In the areas of intellectual property, Dr.
Meyer has written about and analyzed issues of
preliminary and permanent injunctions iIn conjunction
with patent cases, and she earned her Ph.D. from MIT.

Henry Smith is a Professor of Law at Harvard Law
School where he teaches in the area of property,
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intellectual property, natural resources, remedies and
taxation. He formerly taught at Yale Law School. He is
a prolific author in the areas of law and economics,
property and intellectual property with emphasis on how
property related institutions lower information costs
and constrain strategic behavior.

Henry Su is a partner at Howrey. He specializes
in trial and appellate litigation, alternative dispute
resolution and strategic counseling of claims and
controversies that involve intellectual property,
antitrust, competition and trade regulation issues.

So with the introductions started, 1 will turn
it over to Suzanne to ask the first question.

MS. MICHEL: We will follow a format, as we did
yesterday, where we will be throwing out questions, and
any panelist, if you would like to respond, if you would
put up your table tents, and we will go around the table
and call on everyone. 1711 also caution the panelists
to speak into the microphone so that the webcast picks
it up.

We"re going to start with basic principles here
of property law and remedies law and ask Henry Smith,
we"re very lucky to have a property law scholar with us
today, about what kind of property law concepts can
inform our thinking about patent law remedies, and
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injunctions in particular.

PROFESSOR SMITH: Thank you very much. Thanks
for the opportunity to be here. So we heard already
about the equitable mode of decision-making here, and I
want to talk just a minute or two about how it relates
to the venerable question of how intellectual property
and property are related, if at all.

But 1 want to start with just a word of caution
that we will talk a lot about economic analysis, and it

seems to me that there are two kinds of economic

analysis, at least, and that, In a sense, some of the ways

of talking about eBay and its aftermath represent a
choice between these two kinds of modes of economic
analysis.

One i1s that we can pick out individual rules
or decisions or standards and so forth and ask whether
they meet a cost-benefit test, whether they"re
efficiency promoting or not. Then there®s the
question of whether the law In a given area has an
overall architecture that promotes efficiency or other
goals or not, and if there"s a cost-benefit analysis to
be made, it"s at the level an architecture. The problem
is that the various parts here work together or not, and
it"s the second question of architecture that I want to
just say a few things about.
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So, iIn the cases, sometimes it"s called right to
exclude and in property, this is implemented in the law
of trespass. It"s very bright line. 1It"s very tough.
It does not solve all problems, but it gets us pretty
far, and 1t"s a starting point because it"s very cheap
for people to start with that starting point.

Of course, this is much easier iIn the case of
chattels and land than it is in intellectual property
because the boundaries are easier to draw, and so we"re
going to have to do something about that, and what do we
do?

Well, in property and in intellectual property
at some point we have to go to fine tuning controls,
which 1°ve called governance, and so we have the law of
nuisance and we have custom and so forth which tend to
be more detailed and sometimes more ex post and fuzzy.

The question is when you want to go from one
decision making mode to the other and why, but when we
move from one decision making mode to another, it"s not
necessarily the case that the first decision-making
mode, the exclusion decision-making mode has no purpose
at all. 1t"s a basic architecture that might be doing
something.

What might it be doing? Well, for one thing the
exclusion set of property rights makes certain questions
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easier to deal with. You don®"t have to know everything
in order to know where you stand. If you®"re going
through a parking lot, you know you don"t have a right
to take the cars. In intellectual property, some people
have argued that these basic baselines of exclusion,
independent invention is not a defense and so forth,
makes the baseline for organizing joint ventures and so
forth, employee inventions easier to set up.

Those are empirical questions, but the question
that 1 would like to raise is the basic architecture:

Is it doing something? One way to get a handle on that
is to think about how else we might do it.

Well, how else we might do it does again trace
back to equity, which would be to use the law of
tracing. We could say, Okay, really what we"re talking
about are all the rival inputs that people might put in,
the lab space, the time, all the other inputs. Well,
let"s just make property rights in those and trace all
those out to the ultimate consumer and so forth.

That in its pure form would be impossible to do.
On the other hand, we have other law from property that
iIs reminiscent of issues of intellectual property where
people contribute inputs, and we go for very lumpy
solutions, so if I mistakenly cut down somebody®s tree
and make a sculpture out of it, as long as I"m in good
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faith, 1 can keep the sculpture and pay for the wood,
but the idea is that we don"t make the people co-owners.
We don®"t go for something more fine grained than that.

So, that brings us to the question of
injunctions, and the correlation in property and in many
areas of intellectual property is to the extent that,
and that"s the question we would have to answer, we want
to go with this basic exclusion architecture which we
then refine, we tend to heavily rely on injunctions.

Why? Because the exclusion regime is on-off.
Have you violated or not? And much clearer in the case
of land, somewhat more clearer than the case of a trial
intellectual property, but even within intellectual
property, there are differences, so copyright is a much
fuzzier regime than patent. Patent is fuzzier than
regular property, but the idea is that we have to fine
tune at some point.

well, how do we do that? Well, the Supreme
Court has said that we use these traditional four
factors, but there®s a basic problem, and the problem is
that equity is not a subject in law school. Remedy is
hardly a subject in law school. 1It"s basically a plant
that we haven"t watered for decades or more, and so
people know that there are these four factors, but
that"s about it.
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They study it for the bar exam, but that®s about
all that people coming to it initially have as
background in equity, and that matters, because then
people don"t really have a feel for what these four
factors mean, and then when we decide, what are we
doing? Well, we might be doing cost-benefit analysis.
We might be doing antitrust style analysis, and you can
filter all of those kinds of analysis through something
that sounds like the four factor test.

As we saw in the original presentations, these
tests may or may not really be doing any work. That"s
always been the question in equity, but it"s not even
clear that people are following the sort of rules of
thumb and intuitions that came along with these tests
when they were originally devised, and that seems to me
satwhaETofiaqpesiilem.

Why? Because we really need to make a

substantive decision whether we want to make patent law
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them, refine them, make them work better.

So, for iInstance, the question of good faith
versus bad faith, 1f we take an analogy to building
encroachments, somebody with bad faith, who builds over
the line is going to be hit with an injunction, but
these days, good faith improvers generally tend not to
be hit with Injunctions.

This is a very parallel problem to the
infringement problem in patent law because after all,
the driver towards damages in encroachment law is that
somebody has, in good faith, relied on a mistake and has
invested greatly, and the problem is going to be
extremely expensive to fix, and the other person can
hold out.

This suggests that we go back to the equitable
factors, and we will discover that in areas like
property, the test is not balance in some kind of
equipoise sense, but usually some kind
of disproportionate hardship, coupled with good faith
and so forth, but we have to refine the notion of good
faith of what we mean iIn the patent context.

We may not want to carry over willfulness from
the punitive damages inquiry into this, but we have to
decide what is fair notice and what size safety valve we
want on the basis of that, and the traditional equitable
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tests give us those tools, but they give us the proper
tools, if we keep in mind, number 1, what we"re doing,
why intellectual property is like property and why i1t"s
not, and number 2, what rules of thumb came along with
equity that were sort of tried and true tools to solve
these kinds of problems rather than taking the four
factor test as an invitation either to try to disguise
an automatic presumption in these terms or to do free
floating cost benefit analysis.

And 1 would end on the note that the Supreme
Court has not spoken in a very unified voice about the
nature of equity in the first place. You take the cases
like Grupo Mexicano, it"s not at all clear that the
Supreme Court is of one mind about what equity is
supposed to do, and we"ve got to resolve this
polarization between people that want to get rid of
equity all together on the one hand and people who want
to make this into a free floating, policy oriented
analysis that®"s couched in four factor terms on the
other.

Historically there has been a way between those
two poles, and i1t seems to be completely relevant to

solving this number with patent remedies.
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57



© 0o N o o A~ W N PP

N NN N NN P R RBP R R R R R R R
aa A W N B O O 00 N O 00 A W N —» O

58

principles that can rise above this debate, at least
inform how we approach thinking about the problems and
the questions we can ask. Some of them are going to
resonate quite strongly with what both Chris and Henry
have already said.

So 1711 briefly go through my list of five and
sketch a little how they can apply to some current
issues, just so you have an idea at least what 1 think
they mean.

So the fTirst of these i1s what 1 call the
principle of non-absoluteness, which is that given the
diversity of technology markets and given the fact that
technology markets can change over time, although we may
want to choose strong default rules for reasons of
administerability, as Henry has suggested, there®"s also
good reason to think that we should allow for a certain
amount of flexibility, at least some safety valves
because of the many different circumstances and
possibilities of different circumstances that will
exist, there"s very likely to be situations where the
default rules will lead to odd and undesirable results.

In this regard, the eBay case, although I"ve
often been critical of the Court in that case, and 1 did
help represent MercEkExhange before the Supreme Court,
which 1 will add, which I almost always do when 1
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discuss that case specifically -- the eBay case might
be viewed favorably in this regard. 1It"s at least
making clear that injunctions should not be automatic.

And just as in old cases where they say, “Well,
we"re not going to enjoin the use of a public road or a
bridge, even though it"s found to be infringing, we"ll
leave open the possibility that there should be
exceptions to rigid enforcement of a right to exclude.”

The second principle 1 have is what 1 call a
principle of anti-discrimination, not a principle of
non-discrimination because almost any rules you adopt are
going to discriminate to some degree. Our current
preliminary injunction regime has, for quite a long
time, tended to discriminate against what we call non
practicing patent holders, very difficult for them to get
patent infringement, even in days past when they might
have been able to presume they would get a permanent
injunction.

But because again it"s difficult to determine
what the best business models are, what the best market
structures are for promoting technology and because
those business models and market structures may change
over time and differ between technologies, | think there
should be some skepticism of rules that really tend to
discriminate systematically against particular business
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remedies.

The principle of devolution suggests that,
we should try to leave a fair amount of responsibility
and capacity to private parties who are often closer to
the facts, closer to the changing facts, to develop
institutions, practices and understandings that will
help lead to rights and the ability to exploit rights
being in the hands that can most efficiently exploit
them.

And we have seen over the course of history that
private parties have shown some capacity through
development, practices of cross licensing or patent
pools, et cetera, to overcome problems that patent
rights might create.

And 1 think this relates a little to what Henry
was suggesting, that if we move very strongly away from
a regime that uses Injunctions towards one that more
presumptively is going to have courts awarding damages
and essentially engaging in price setting to the extent
they award ongoing royalties or compulsory licensing, we
may be taking a lot of this responsibility out of
private hands and putting it In the hands of government
parties that might not be so confident to set how the
market works.

Then the fourth principle which perhaps most
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1 strongly resonates with what Henry was saying is the

2 principle of administerability, the fact that we can"t
3 have a perfectly tailored system, and we"re going to

4 have to make some choices about what we think government
5 actors, such as district courts, can do in terms of

6 bringing about optimal economic results, and what will
7 make the system administrable from the standpoint of

8 private parties who have to try to predict what the law
9 iIs going to do and reach private arrangements
10 accordingly.
11 Then my final principle is -- which 1 think
12 Chris Sprigman already alluded to is the principle of
13 learning that when you set rules, you can set them iIn a
14 way that wilkdnallowR&éhacgewanomant and the public to
15 gain more information or less, so you may want to
16 arguongsmdebeitheratiacascaboutisthhoete®phertbpleheatbst
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could do are.

So then you might think, Well, if, for example,
we have a concern of balance of hardships, who should
start out bearing that burden? This goes to part of the
question of whether we want presumptions of whether the
balance of hardships favors the patent holder or the
infringer if you think the infringer is likely to have
more of the relevant knowledge and be able to develop
more of the relevant knowledge and present more of the
relevant knowledge through the course of -- to the
courts about what the balance of hardships is, then
perhaps you want to force them to come forth with that
and have a presumption that the balance of hardships
favors the rights holder until some evidence is
presented on the other side.

In any event, these are principles which either
side can use to argue but I think can help set some
guidelines and starting points for debate that can
perhaps raise us above the usual patents are very
important for the bio-pharmaceutical industry and perhaps
more of a drag for the information and communications
technology industry.

I think these can at least allow us, even If we
develop a proposal that"s going to favor one industry
sector over another, to look to how to tailor it a
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little bit to tend towards some general goals of
optimality.
MS. MICHEL: Thank you. So we"ve heard a

lot
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good thing because 1f you grant one and it"s too onerous
for the implementer, he can stop infringing and
renegotiate, work around, switching costs, et cetera,
but once you have the ability to exploit those switching
costs, 1 think it changes the calculation to a case
where the four factors makes sense to me such that you
want to have a balance between granting Injunctions when
it"s going to further the broader goals of innovation in
the economy, but prevent any kind of strategic or misuse
of the patent.

I don"t think that breaks out along the lines of
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whether you"re infringing. A lot of

innovation is sequential, so you®re working on your
machine, and your machine might implicate somebody
else"s patent and it might not, and you really will only
know ex post litigation.

So if we have too ready availability of
injunctions, we do raise the cost of sequential
innovation, so we have to balance that against the
incentives for the first inventor.

Now, it"s, I think, unfortunate, but true, that
We have very crude empirical tools to balance that iIn any
particular case, and we have even worse empirical tools
to balance that systemwide, In part because patent law is
a one size fTits all system, but the innovation
characteristics of different industries are so
different.

So the single most important thing to me in all
of this, and John mentioned it, is: How can we
structure the patent system In ways that teaches us how
to do better? And I think switching to an eBay rule
where injunctions are often granted so we haven"t
switched to a liability rule, but there"s some showing

that®"s required, and occasionally it won"t be granted so
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about who"s the best party to get the information from,

