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Similarly, antitrust law and enforcement must function properly, which means basing 

them on market facts and accepted economic principles.  Thus, in Illinois Tool Works v. 

Independent Ink,5 the FTC with the Department of Justice recommended that the Supreme Court 

reject the presumption that patents confer market power on their owners in tying cases.  Our 

reason was simple:  patents often do not confer market power.  The Court did, in fact, hold that 

this presumption is no longer appropriate, consistent with the analytical developments that favor 

market analysis over rigid rules.  

Perhaps the same type of analytical developments that have occurred in antitrust 

litigation for the past 20 or so years are emerging in cases at the intersection of antitrust and IP: 

that is, the reduction of presumptions in favor of more fact-based inquiries of market effects.  

A. 



The United States (with support from the FTC staff) weighed in on the issue, advocating 

use of the four-part test.7  The Court agreed that the test should be used -- a decision that 

conflicts with years of prevailing practice by lower courts which have granted such injunctions 

almost automatically.  While lower courts probably will continue to issue injunctions as 

remedies for patent infringement in most cases, the Court’s decision allows the lower courts to 

tailor this remedy in circumstances in which an injunction would allow a patent holder to 

appropriate more than the full value of its invention, to the detriment of competition and 

innovation. 

In the case, MercExchange sued eBay and Half.com alleging, among other things, 

infringement of a business method patent on systems that allow individuals to sell goods to other 
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In a unanimous opinion, the Supreme Court acknowledged that the Patent Act provides 

patent holders with the right to exclude others from “making, using, . . . or selling” the patented 

invention.



The examination of the traditional four equitable factors is, at its core, an examination of 

the economic landscape faced by the parties.  A review of the economic relationship of the 
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industries can contain a large number of incremental innovations.16  For example, a single 

semiconductor product can be covered by hundreds, or even thousands, of patents.17  The 

overlapping patent rights covering complex products create a “patent thicket.”  

With so many patents at issue, infringing another firm’s patent can be inevitable.18  Yet 



To avoid such circumstances, firms in industries with patent thickets typically have 

accumulated large patent portfolios; if a rival producer attempts a hold-up, they draw on their 

patent portfolio to assert counterclaims against the rival.  Because each firm needs access to the 

other’s patents, this scenario usually results in cross-licensing. This strategy is not effective, 

however, where the patent owner is a non-practicing entity (NPE). An NPE is a firm that owns 

relevant patents but does not produce an associated product.20  An NPE is therefore invulnerable 

to a countersuit for patent infringement and uninterested in a cross-licensing offer.  An NPE may 

be a non-practicing design firm, or a patent assertion company that buys patents from other 

companies, particularly those that are bankrupt, and then asserts them against practicing entities. 

Patent litigation brought by NPEs has increased since the 1990s.21 

From a competition perspective, one important question in evaluating the first two 

equitable factors – irreparable harm and adequacy of damages –  may be whether the patentee 

uses its patent exclusively or non-exclusively. For instance, when a patent owner uses its 





on a series of older Supreme Court tying cases,23 Independent Ink argued that the patentee 

presumptively had market power in the market for the tying product by virtue of its patent. 

The district court granted summary judgment in favor of Illinois Tool Works, rejecting 

the presumption of market power and finding that Independent Ink had otherwise presented no 

evidence on market power or even market definition.24  On appeal, the Federal Circuit reversed. 

The Federal Circuit held that despite a general consensus that the presumption that a patent 

produces market power did not comport with economic reality, it was bound by the Supreme 

Court’s earlier holdings to presume that a patent conveys market power in an antitrust tying 

arrangement.25 

From an economic perspective, the presumption that patents convey market power had 

been undermined long before the Supreme Court agreed to review Independent Ink. Numerous 

legal and economic scholars, judges, and practitioners had criticized the economic viability of 

the presumption.  In 1995, the FTC and the Department of Justice’s Antitrust Division explicitly 

rejected the presumption that patents – or any other form of intellectual property – convey 

market power, because there often are sufficient actual or potential substitutes for a patented 

item to prevent the exercise of market power.26   Congress implicitly reached a similar 

23 E.g., United States v. Loew’s, Inc., 371 U.S. 38 (1962); International Salt Co. v. United States, 
332 U.S. 392 (1947). 

24Independent Inc., Inc. v. Trident, Inc., 210 F. Supp. 2d 1155 (C.D. Cal. 2002). 

25Independent Inc., Inc. v. Illinois Tool Works, Inc., 396 F.3d 1342 (2005). 

26ANTITRUST GUIDELINES FOR THE LICENSING OF INTELLECTUAL PROPERTY, 4 Trade Reg. Rep. 
(CCH) ¶ 13,132, §§ 2.2, 5.3 (1995).  
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conclusion in the related doctrine of patent misuse when, in 1988, it amended the Patent Code to 

eliminate the presumption of market power for patented goods in patent misuse cases.27 

Competition does not benefit from reliance on a presumption of market power, and 

applying the presumption might well encourage meritless claims.  By shifting to the defendants 

the burden of disproving market power, the presumption increases the costs of defending 

meritless suits, and may, therefore, lead defendants to settle these suits.  In addition, unwarranted 

reliance on a market power presumption may have a negative impact on efficiency and 

innovation incentives. The presumption would likely cause some IP owners that do not possess 

market power to avoid tying practices, even in cases where the conduct may be efficient. 

Reducing a patentee’s options for efficient exploitation of its patents may, in turn, adversely 

impact the incentives to innovate. 

In light of these competition concerns, the United States in an amicus brief stated that a 

“presumption that a patent holder possesses market power sufficient to impair competition in the 

tied product market is unsound because it blurs the distinction between the legal right, based in 

intellectual property law, to exclude a copyist’s infringing product – and the economic concept 

of market power.”28  The patent right cannot give the holder market power if, as is usually the 

case, there are alternatives to the patented product that qualify as reasonable economic 

substitutes.29  The government explained that many patented goods are not commercially viable 

27 102 Stat. 4674, 35 U.S.C. § 271(d)(5). 

28 Brief of the United States as Amicus Curiae Supporting Petitioners, Illinois Tool Works Inc. v. 
Independent Ink, Inc., No. 04-1329, 2005 WL 1864093, at *11 (Aug. 4, 2005). 

29 The concept of examining economic alternatives to patented technology is a familiar one 
within patent law. To determine whether a patentee is entitled to damages for infringement 
under the “lost profits” analysis, the courts have long considered whether non-infringing 
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at all “‘because the product has little use or because the patentee’s product differs too little from 

[more preferred] rival versions.’”30  Even if a patented product is commercially viable, it is still 

often subject to competition from non-infringing substitutes. 

The Supreme Court relied on the United States analysis in rejecting its prior holding, 

stating: “Congress, the antitrust enforcement agencies, and most economists have all reached the 

conclusion that a patent does not confer market power upon the patentee.  Today, we reach the 

same conclusion . . . .”31  The Court recognized not only the economic status and actual role of 

patents in markets, but also the reality that ties by patent holders may yield efficiencies that 

benefit consumers. 

C. MedImmune 

The Supreme Court currently is considering another patent case with implications for 

competition.  In February, the Supreme Court granted certiorari in Medlmmune, Inc. v. 

Genentech.32  The case presents the question of whether a patent licensee in good standing has 

standing to challenge the validity and scope of the licensed patent. The rule currently used by 

the lower courts effectively precludes these suits. The government filed an amicus brief in 

support of petitioners, and the case will be heard in the fall. 

substitutes exist, and whether the infringer’s sales were drawn from non-infringing substitutes as 
opposed to the patented product. See, e.g., Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 
F.2d 1152, 1156 (6th Cir. 1978). Absent this consideration, the patented technology would be 
overvalued. 

30Brief of the United States as Amicus Curiae Supporting Petitioners, Illinois Tool Works Inc. v. 
Independent Ink, Inc., 2005 WL 1864093, at *12 (citing 10 Antitrust Law ¶ 1733b, at 14). 

31 126 S. Ct. at 1293. 

32Medlmmune, Inc. v. Genentech, Inc., No. 05-608 (S. Ct.). 
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The petitioner, MedImmune, had entered into an agreement under which it licensed a 

group of patents and patent applications from Genentech.  Several years later, Genentech 

obtained an additional patent from one of the applications covered by the license.  After the 

patent issued, Genentech informed MedImmune that, because its most profitable product would 

infringe the claims of the newly-issued patent, MedImmune must pay royalties under the license. 

MedImmune denied that the new patent covered its product, but ultimately agreed to pay 

royalties. 

Shortly thereafter, MedImmune filed a federal action seeking a declaration that the patent 

was invalid, unenforceable, and not infringed, and that MedImmune had no royalty obligation 

under the license agreement.  The district court dismissed MedImmune’s declaratory judgment 

action for lack of subject matter jurisdiction,33 holding that it was bound by the Federal Circuit’s 

rule that, by eliminating any controversy between the parties, a licensee’s continued payment of 

royalties precludes jurisdiction. The Federal Circuit affirmed, applying its test that requires a 

declaratory judgment plaintiff to have a reasonable apprehension of suit in order to establish a 

justiciable controversy. The court reasoned that, without breaching the license, MedImmune 

could have no apprehension of suit.34 

The Supreme Court will consider what is the proper test for determining when a patent 

33 MedImmune, Inc. v. Genentech, Inc., Case No. CV 03-2567 MRP (C.D. Cal. Apr. 26, 2004) 
(Amended Memorandum of Decision and Order Re: Motion to Dismiss for Lack of Subject 
Matter Jurisdiction). 

34 MedImmune, Inc. v. Genentech, Inc., 427 F.3d 958 (Fed. Cir. 2005).  Following a recent series 
of its own decisions, the court held that determinative factor was its application of the first 
portion of the two-part test it uses to evaluate standing in declaratory judgment cases:  whether 
there is a reasonable apprehension on the part of the declaratory judgment plaintiff that it will 
face an infringement suit.  
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licensee has standing to bring a declaratory judgment action challenging a patent.  As it had in 

eBay, the FTC staff participated in the formulation of the position expressed in the government’s 

amicus brief.35  In its brief, the United States argues that the court of appeals’ rule that requires a 

reasonable apprehension of suit is an overly rigid interpretation of the Constitutional 

requirements.  Instead, the government urged the Court to apply the traditional flexible fact-
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 In line with these interests, the government’s brief argues that the “suggestion” test is 

too narrow.41   The test leaves no room for the possibility that “persons of ordinary skill in the 

art” could combine elements to solve a problem on their own initiative, without a specific written 

suggestion. The brief argues that the test ignores other possible reasons for obviousness – such 

as the possibility that the solution to the problem may have been too obvious to bother to write it 

down.42 

E. Schering 

Finally, it is legal analysis that reflects economic realities that we seek in the Schering 

matter.43  The Hatch-Waxman legislation altered the competitive landscape in a manner that has 

a significant impact on antitrust analysis.  By increasing the potential economic value of generic 

entry, the statute also increased the incentive for brand and generic manufacturers to conspire to 

share rather than compete for the expected profits generated by sales of both brand and generic 

drugs. For example, a brand manufacturer and generic pharmaceutical company now have an 

incentive to divide up the profits from the Hatch-Waxman 180-day generic exclusivity period -

a period that did not exist prior to the passage of the Act. In nearly any case in which generic 

entry is contemplated, the profit that the generic anticipates will be much less than the profit the 

brand-drug company would make from the same sales.  Consequently, it will often be more 

41Id. at *9-10; 

42Id. at *14. 

43Federal Trade Commission, Petition for a Writ of Certiorari, 2005 WL 2105243 (Aug. 29, 
2005); Schering-Plough Corp. v. F.T.C., 402 F.3d 1056 (11th Cir. 2005); Schering-Plough Corp., 
No. 9297, 2003 WL 22989651 (F.T.C.) (Dec. 8, 2003) (Commission decision and final order); 
Schering-Plough Corp., Upsher-Smith Labs., and American Home Products Corp., (Consent 
Order as to American Home Products) (Apr. 2, 2002). 
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profitable for the branded manufacturer to buy off generics.  Indeed, Congress expressly 

recognized the risk that the Act might promote such market allocation agreements, and implicitly 

directed the enforcement agencies to prosecute such agreements by amending the Hatch-

Waxman Act in 2003 to require brand pharmaceutical companies and generic applicants to file 

patent settlement agreements with the FTC and the Antitrust Division. 

The Schering matter has been hotly debated.  Some who disagree with the Commission’s 

position argue that we must presume the validity of the patent and its exclusionary power for the 

full term unless patent litigation proves otherwise, and that we must permit parties to settle 

patent litigation, which they may choose to do regardless of their positions on the merits, 

according to their own risk calculus at the time.  This argument, however, ignores both the law 

and the facts. There is no question that the result of patent litigation, and therefore the timing of 

generic entry, is uncertain. But the antitrust laws prohibit the paying of a potential competitor, 

as well as an existing competitor, to stay out of the market, even if the entry is uncertain.  And, 

again, given the high rate of generic success in patent litigation strongly suggests that it is tough 

come up with a compelling argument for the position that  generic entry before the end of a 

patent term is too uncertain or unlikely to be of competitive concern under the antitrust laws. 


