
1

TO PROMOTE INNOVATION:
THE PROPER BALANCE OF COMPETITION 

AND PATENT LAW AND POLICY

EXECUTIVE SUMMARY

Innovation benefits consumers
through the development of new and
improved goods, services, and processes. 
An economy’s capacity for invention and
innovation helps drive its economic growth
and the degree to which standards of living
increase.1  Technological breakthroughs
such as automobiles, airplanes, the personal
computer, the Internet, television,
telephones, and modern pharmaceuticals
illustrate the power of innovation to increase
prosperity and improve the quality of our
lives. 

Competition and patents stand out
among the federal policies that influence
innovation.  Both competition and patent
policy can foster innovation, but each
requires a proper balance with the other to
do so.  Errors or systematic biases in how
one policy’s rules are interpreted and applied
can harm the other policy’s effectiveness. 
This report by the Federal Trade
Commission (FTC) discusses and makes
recommendations for the patent system to
maintain a proper balance with competition
law and policy.2  A second joint report, by

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

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

Competition through free enterprise
and open markets is the organizing principle
for most of the U.S. economy.  Competition
among firms generally works best to achieve
optimum prices, quantity, and quality of
goods and services for consumers.  Antitrust
law, codified in the Sherman Act, the FTC
Act, and other statutes, seeks  “to maximize
consumer welfare by encouraging firms to
behave competitively.”3  

Competition can stimulate
innovation.  Competition among firms can
spur the invention of new or better products
or more efficient processes.  Firms may race
to be the first to market an innovative
technology.  Companies may invent lower-
cost manufacturing processes, thereby
increasing their profits and enhancing
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satisfy them. 

Patent policy also can stimulate
innovation.  The U.S. Constitution
authorizes Congress “[t]o promote the
Progress of Science and useful Arts, by
securing for limited Times to . . . Inventors
the exclusive Right to their respective . . .
Discoveries.”4  To obtain a patent, an
invention (that is, a product, process,
machine, or composition of matter) must be
novel, nonobvious, and useful.  Moreover, a
patentee must clearly disclose the invention. 
A patent confers a right to exclude others
from making, using, or selling in the United
States the invention claimed by the patent
for twenty years from the date of filing the

http://www.ftc.gov/opp/intellect/rogan.htm
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Box 1.  An Invalid Patent on an  Obvious Invention Can Harm

Competition. 

In 1895, George Selden obtained a U.S. patent with a claim so broad

that “it literally encompasse[d] most automobiles ever made.”  Yet

the basic invention covered by that claim – putting a gasoline engine

on a chassis to make a car –  was so obvious that many people

worldwide thought of it independently as soon as the most primitive

gasoline engines were developed.  The association that licensed the

Selden patent collected hundreds of thousands of dollars in royalties

– raising costs and reducing the output of automobiles – before

Henry Ford and others challenged  the patent, and the patent claim

was judicially narrowed in 1911 .  See MERGES &  DUFFY , PATENT

LAW AND POLICY: CASES AND MATERIALS at  644-46.

necessary to achieve a greater gain for
consumers.

Analogously, the Supreme
Court has recognized the
importance of competition to the
patent system.9    “[F]ree
competition” is “the baseline” on
which “the patent system’s
incentive to creative effort
depends.”10   By limiting the
duration of a patent, “[t]he Patent
Clause itself reflects a balance
between the need to encourage
innovation and the avoidance of
monopolies which stifle
competition without any
concomitant advance in the
‘Progress of Science and useful
Arts.’”11  The patentability requirements for
novelty and nonobviousness “are grounded
in the notion that concepts within the public
grasp, or those so obvious that they readily
could be, are the tools of  creation available
to all.”12

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

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

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

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

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

9  See Bonito Boats, Inc. v. Thunder Craft Boats,

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

10  Id. at 156.

11  Id. at 146.

12  Id. at 156.
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Box 2.  Overzealous Antitrust Enforcement Can

Undermine the Innovation that Patents Promote.

In the 1970's, antitrust enforcers viewed

grantbacks (e.g., when a licensee has improved

patented technology, it “grants back” to the

original patentee access to the improvement) as

automatically illegal.  More recently, antitrust

enforcers recognize that “[g]rantbacks can have

procompetitive effects,” for example, by

encouraging a patentee to license its patent in the

first place, thereby enabling the licensee’s

improvement.  Antitrust enforcers now evaluate

likely procompetitive and anticompetitive effects

of grantbacks.  Past antitrust rules may have

deterred some procompetitive grantbacks,

however, thus deterring some innovations using

patented technology.  See U.S. Department of

Justice and Federal Trade Commission, Antitrust

Guidelines for the Licensing of Intellectual

Property §  5.6 (Apr. 6, 1995), reprinted in 4 Trade

Reg. Rep. (CCH) ¶ 13,132, available at

http://www.usdoj.gov/atr/public/guidelines/ipguide

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

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

Another option is to find a legal
means to invalidate the patent.  PTO
procedures allow only very limited
participation by third parties, however.  A
lawsuit in federal court may not be an
alternative, because a competitor may not
sue to challenge patent validity unless the
patent holder has threatened the competitor
with litigation.  If the competitor is not on
the verge of marketing an infringing
product, the patent holder may have no
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costly and lengthy,25 and is not an option
unless the patent owner has threatened the
potential challenger with patent
infringement litigation.  

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

Because existing means for
challenging questionable patents are
inadequate, we recommend an
administrative procedure for post-grant
review and opposition that allows for
meaningful challenges to patent validity
short of federal court litigation.  To be
meaningful, the post-grant review should be
allowed to address important patentability
issues.26  The review petitioner should be
required to make a suitable threshold
showing.  An administrative patent judge

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

Recommendation 2:

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

An issued patent is presumed valid. 
Courts require a firm that challenges a patent
to prove its invalidity by “clear and
convincing evidence.”  This standard
appears unjustified.  A plethora of
presumptions and procedures tip the scales
in favor of the ultimate issuance of a patent,
once an application is filed.  In addition, as
many have noted, the PTO is underfunded,
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they arrive at the rate of about 1,000 each
working day.33  A corps of some 3,000
examiners must deal with the flood of
filings.34  Hearings participants estimated
that patent examiners have from 8 to 25
hours to read and understand each
application, search for prior art, evaluate
patentability, communicate with the
applicant, work out necessary revisions, and
reach and write up conclusions.  Many found
these time constraints troubling.35  Hearings
participants unanimously held the view that
the PTO 
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the “commercial success test” and “the
suggestion test” – require more thoughtful
application to weed out obvious patents.

a.
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that will seriously impact . . . the quality of .
. . issued patents.”47  The FTC strongly
recommends that the PTO receive funds
sufficient to enable it to ensure quality
patent review.

Recommendation 5:

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

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

Some Hearings participants asserted
that, far from holding back information,
patent applicants tend to provide an
examiner with numerous prior art citations,
resulting in lots of “information,” but little
“knowledge.”48  The 2002 version of the
PTO’s 21st Century Strategic Plan proposed
requiring applicants that cited more than 20
prior art references to provide statements to
explain the relevance of references, but the
PTO has now withdrawn that proposal.49 
The FTC’s proposal is more modest than the
PTO’s original proposal; it would require
relevance statements only when the

examiner requests them.  These statements
could materially enhance examiners’ ability
to provide quality patent examinations by
drawing more fully on the patent applicant’s
knowledge base to identify the most relevant
portions of prior art references.  

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

PTO Rule 105 permits examiners to
request “such information as may be
reasonably necessary to properly examine or
treat the matter [under examination].”50  The
Commission recommends that the PTO
make a concentrated effort to ase of examiner

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

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

d. Continue to implement the
recognition that the PTO “forges a
balance between the public’s
interest in intellectual property and
each customer’s interest in his/her
patent and trademark.”53

The PTO functions as a steward of
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software or business methods.55  Others
disagreed.  Some Hearings participants
contended that software and business
method patents can raise significant
competitive concerns and deter innovation,
especially because so much of the
innovation in those fields builds
incrementally on preceding work.  This may
raise the potential for thickets of patents to
hinder, rather than accelerate, innovation
and commercial development. 

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

III. Other Patent Laws and
Procedures Also Raise
Competitive Concerns.

In addition to questionable patents,
other portions of the patent system raise
competitive concerns.  This section briefly
describes each issue and the Commission’s
recommendation(s) to address it.

Recommendation 7:

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

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

A relatively new statute requires that
most patent applications – all except those
filed only in the United States – be
published 18 months after filing.  Patent
applicants are protected from copying of
their inventions by statutory royalty rights, if
the patent ultimately issues.  This new
procedure appears toTj
Epo.0000 TD
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