
BOB SKITOL: Welcome to our Economists’ Roundtable on
Hot Patent-Related Antitrust Issues. We are delighted to
have with us four distinguished economists with deep expe-
rience in this area. So let’s get started. What do you think
accounts for the recent explosion of antitrust issues raised by
super-aggressive patent enforcement strategies, particularly
throughout the information technology and communica-
tions sectors?

CARL SHAPIRO: I would point to three factors that are rein-
forcing one another. First, we are seeing innovation, if you
want to call it that, in the business strategies and financing
associated with patent assertion and patent monetization.
New business forms are arising. Whether we think patent
assertion entities are great or terrible, these business forms and

strategies have evolved and grown. Second, there is a large
stockpile of patents, particularly software patents and par-
ticularly in the information technology and communications
sector. These patents serve as the raw material for patent
assertion entities. And third we have the smartphone wars.
The high stakes and high intensity of these wars, which
involve some of today’s most well known tech firms, have
drawn a lot more attention to patent enforcement.

DENNIS CARLTON: The simple answer is high profit. In
industries where there has been rapid technological change,
there are a lot of patents and perhaps there are opportunities
to take advantage of flaws in the patent system. For example,
people might have figured out that by creating non-practic-
ing entities they can make lots of money in litigation and not
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worry about countersuits. What we see is people trying to
take advantage of flaws in the patent system as well as trying
to capitalize on the legitimate value of the patents they
already own. The fact that there are new types of patent enti-
ties as well as new hedge funds focused on seeking patent roy-
alties may well be a response to profitable incentives. A total-
ly separate question is whether that’s desirable.

GREG LEONARD: I’ll just add one point about the smart-
phone area in particular. There has been a significant change
over time in the companies participating in the mobile device
area. You have the long-standing telecommunications com-
panies, if I can call them that, like Nokia, Motorola and
Ericsson. And then you have the new companies like Apple
and Samsung that have come in relatively recently. There
has been a clash between the new companies and long-stand-
ing companies on patent-related issues. The longstanding
companies say they own the telecommunications technolo-
gy that’s making what the new companies do possible. And
Apple and Samsung would say it’s really what they brought
to the table that’s important. The new companies at least ini-
tially didn’t have a lot of standard-essential patents in the
telecommunications area, and the resulting asymmetries in
patent holdings have led to the bitter clashes, which in turn
have created the interest in the issues related to standard-
essential patents that we will be discussing here today.

CHRISTINE MEYER: I would like to dovetail with what Greg
just said. An important consideration is the increased impor-
tance of standard-essential patents, the role of standard- set-
ting organizations and, in some cases, patent pools, in which
potential licensees can get covered for a particular standard.
As for standards in general, especially with the types of high-
tech products that we are talking about, they are thought to
be efficiency and welfare enhancing for the economy as a
whole. However, the adoption of a standard can confer mar-
ket power or increased market power on those patent hold-
ers who own patents covered by those standards. There are
economic incentives that are created by that standard setting,
and one policy question is whether some of the market power
that those patent holders obtain should be offset with some
other welfare enhancing considerations.

DEBORAH FEINSTEIN: So that leads to the question of how
do you measure what the market power is and how do you
determine whether it’s serious enough to warrant antitrust
intervention?

MEYER: As I mentioned, standards are generally thought to
be efficiency enhancing. Interoperability among different
components within a larger system or among various types of
hardware and software benefits consumers. To facilitate that
interoperability, standard-setting organizations choose what
the standard will be. There is public benefit in enabling inter-
operability, but there is also a private benefit to the patent

holder whose patent is covered by the standard. One way that
you can think about market power is as the difference in price
between what that patent would have commanded in the
absence of the standard being set and the price with the stan-
dard. The increased value that the patent now has because of
the standard is something that was given to the patent hold-
er, essentially by virtue of being chosen as a standard. 

SKITOL: Is it fair to call that phenomenon patent hold-up
and, if so, how do we determine whether that problem is suf-
ficiently prevalent and injurious to warrant antitrust inter-
vention?

CARLTON: Doesn’t the word hold-up mean that there is some
surprise, that you have someone over a barrel? And if we’re
talking about hold-up in the context of standard-essential
patents then it’s not hold-up as long as everybody knows
what to expect about future royalties. It’s only a hold-up
when in some sense a patent owner has offered, for example,
to license patents on certain terms if his patent is incorpo-
rated into the standard and then reneges when his patent is
incorporated in the standard and subsequently demands
higher royalties. Or the patent owner somehow implies that
if his patent is incorporated into the standard he will not
charge a high royalty but in fact attempts to do so.

When a patent is included in a standard, in general, the
patent owner definitely has some additional market power
conferred on him that he can exploit in the absence of a
constraint on him. This acquisition of additional market
power explains why these standard-setting organizations have
attempted to limit the ability to exercise that power. A sepa-
rate question is whether a standard-setting organization can
be viewed as a joint venture that might be facilitating the cre-
ation of market power that allows a patent holder to exploit
other firms. If so, then that could expose the standard-setting
organization to antitrust liability unless they constrain the
exercise of that power in some way. And that’s been a concern
in some cases. Bob Skitol has an article that mentions some
cases on this. It does seem to me that standard-setting organ-
izations can definitely create market power and they should
be concerned with how to constrain it.

SHAPIRO: Perhaps we should define the term “hold-up.” It
may seem like a pejorative term, but in fact it is a standard
term in economics relating to opportunistic behavior. Oliver
Williamson won the Nobel Prize several years ago for his
work on economic governance, and opportunism was central
to his work. Sometimes people find it difficult to get their
heads around the fact that so many different patents can
confer substantial market power. But that does happen in the
standard-setting context when patents are truly essential to a
standard. As a result, we can have an unusually large number
of players with market power in closely related technology
markets. I would take issue with Dennis a little bit here. I do
not believe that hold-up requires surprise. I have written a
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couple of papers showing that when you’ve got a probabilis-
tic patent, even if users of the technology covered by that
patent know they may be held up in the future, there is not
much they can do about it beforehand. This is especially
likely to occur with weak patents.

SKITOL: Does it require a lock-in effect?

SHAPIRO: Yes. That is the essence of Williamson’s notion of
opportunism. Early on people have choices, whether it’s an
individual firm making a design decision for its product or a
group of firms choosing the standard. Later, investments
have been made and the choices become more restricted.
Williamson called this the “fundamental transformation.”
The lock-in or switching costs or reduced options later are the
source of the hold-up power. We see that in spades with
standards.

SKITOL: So in that regard and as one particular aspect of
that problem I wonder if each of you would comment on the
argument that the owner of a standard-essential patent sub-
ject to a FRAND commitment should not generally be
allowed to seek injunctive relief or an ITC exclusion order
against a willing licensee. Is that a sensible principle or does
anybody want to disagree with that idea?

MEYER: I think about this in terms of the framework that I
set out before, in which the standard provides a public ben-
efit by enabling interoperability and also a private benefit to
the patent holder who happens to be holding one of the
patents upon which the standard is based. The ability poten-
tially to hold-up and potentially to extract above market roy-
alties as I’d define them obviously is a private benefit to the
patent holder which imposes a cost on the economy at large.
As a policy matter, taking away the ability to seek an injunc-
tion reduces the ability of a patent holder to obtain the high-
er royalty rate that is the result of an exercise of market power
gained by taking advantage of being incorporated into a stan-
dard. So as a policy matter, the decision to impose an injunc-
tion should be informed by the need to balance market power
and overall economic efficiency. The benefits conferred by the
setting of a standard should be offset as little as possible by
the costs of increased market power.

CARLTON: A patent holder who has made a commitment to
a FRAND license should not be allowed to obtain an injunc-
tion or exclusion order unless the other party refuses to pay
a FRAND rate that’s been determined by a court or arbitra-
tor when there is a dispute on what is the FRAND rate.
Allowing somebody to get an injunction or go to the ITC
and get an exclusion order undercuts the whole purpose of
FRAND. So except in special circumstances we should not
allow it.

SHAPIRO: I agree with what Dennis has said. The econom-

ics here clearly teaches us that exclusion orders or injunctions
tip the balance of power in negotiations towards royalties that
are excessive rather than just reasonable. That is why making
exclusion orders or injunctions available to holders of SEPs
tends to undermine the FRAND regime. But, sadly, these dis-
putes are not necessarily resolved based on what a bunch of
economists have to say. Several disputes I have seen were
breach of contract actions. This can be tricky, since in prac-
tice SSO patent rules typically have not been explicit in rul-
ing out injunctions. Alternatively, we may be talking about
alleged antitrust violations. This leads naturally to a key ques-
tion: if seeking or obtaining an injunction against a willing
licensee after making a FRAND commitment facilitates hold-
up, is that a breach of contract, an antitrust violation, or
possibly both?

LEONARD: I think it is a bad idea to say “never” to an injunc-
tion or exclusion order for a standard-essential patent because
it’s hard to decide in some circumstances whether a licensee
is truly “willing” or not. And as long as the FRAND obliga-
tion continues to attach to the patent owner after an injunc-
tion or exclusion order is granted, it’s not clear that the
injunction or exclusion order can cause a problem, as long as
we get FRAND right. There are other ways to make sure that
patent owners don’t exceed what they should get under a
FRAND obligation that would seem to solve the hold-up
problem. There might be some situations where an injunc-
tion or exclusion order is necessary to get the licensee to
behave itself and bargain in good faith. The RAND or
FRAND obligation is not going to work, in terms of encour-
aging both the adoption of standards by manufacturers and
the participation in standard setting by patent owners, unless
both parties engage in good faith negotiations. So, I’m just
of the mind to never say “never.” Whether an injunction or
exclusion order should be granted in a particular situation
should depend on the facts of that case.

FEINSTEIN: The next issue is how do we make sure that we
get FRAND right, what does it mean? I think you actually
used the term RAND in addition to FRAND so maybe we
need your view on whether it should be FRAND or RAND
and what they mean.

LEONARD: I’ll address the “FR” part of FRAND and the
“R” part of RAND. To an economist, “fair and reasonable”
and “reasonable” mean essentially the same thing. The “FR”
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this in terms of the value to the average user or do you try and
divide the users into groups that had similar valuations of the
technology? Do you use the lowest valuation for the tech-
nology and consider everything above that to be firm-specif-
ic and therefore that the non-discriminatory approach is to
use the lowest valuation? That’s where I think the imple-
mentation of FRAND is difficult.

SKITOL: Are you suggesting that what is FRAND could be
very different from one user to another?

MEYER: I think that’s right.

SHAPIRO: Now we are directly confronting the question of
what is meant by the non-discrimination part of FRAND.
There is a standard definition of price discrimination in eco-
nomics. Charging different prices to different customers for
the same product, based on customers’ willingness to pay, is
classic price discrimination. So it sounds like what you’ve
described is a classic case of price discrimination by the patent
holder. Would that be allowed given the ND prong of
FRAND?

MEYER: I think there are two issues here. First, what does
non-discrimination mean? If it would literally mean the same
royalty for everyone, if legally that is the definition, then the
question is: on which user do you base that royalty? The
other issue is that the FRAND rate is supposed to be a rea-
sonable royalty; the R stands for reasonable. The reasonable
amount is the amount that a reasonable and willing licensee
and licensor would negotiate. So, if different potential
licensees are going to come to different reasonable outcomes
then how do you reconcile the non-discriminatory and rea-
sonable prongs of FRAND?

SKITOL: Carl, if the world adopted your idea of baseball arbi-
tration to determine what is FRAND, wouldn’t there be dif-
ferent outcomes for different users?

SHAPIRO: You are referring to my recent paper with Mark
Lemley, “A Simple Approach to Setting Reasonable Royalties
for Standard-Essential Patents,” http://faculty.haas.berkeley.
edu/shapiro/frand.pdf. We advocate that willing licensees
have access to the terms of previous negotiated licenses or
arbitration awards. If the arbitrator for one licensee said the
FRAND rate for a certain patent is one percent of a partic-
ular component price, or fifteen cents per unit, other users
would be able to point to that arbitration decision during
negotiations with the patent holder, and in front of their
own arbitration panel if they go to arbitration. I would expect
these procedures to cause FRAND rates for similarly situat-
ed licensees to converge.

CARLTON: I have a paper with Allan Shampine forthcoming
in the Journal of Competition Law and Economics on exactly

part of FRAND at the conceptual level means that a patent
owner with a FRAND obligation should receive a royalty for
use of the patented technology that reflects the value that the
technology provides, whether in terms of product quality or
cost-savings, relative to the next best alternative technology.
FRAND therefore requires that the royalty be focused on the
value of the technology and rules out including in the royal-
ty hold-up value or lock-in value. At a conceptual level, most
economists agree about what the “FR” part of FRAND
means.

The hard part is getting a practical handle on the concept
in a real world situation. This actually can be a bit easier in
the standard-essential patent context than it may be in a
non-standard-essential context. The reason I say this is
because SSOs often explicitly consider different proposals
for solving a given technological problem. SSO participants
may recall what happened and records may be kept regard-
ing the technical advantages and disadvantages of the various
proposals that were made during the standard-setting process,
the outcome of the SSO voting on the proposals, and that
kind of thing. I’ve been involved in litigation cases where that
type of information has been used to assess whether the stan-
dard-essential patented technology in question was valuable
or not as compared to other (non-infringing) technological
solutions that were proposed during standard setting. 

So there are situations in which an economic measurement
of value can be explicitly performed and from an econo-
mist’s point of view that would provide a sound approach to
determining the appropriate FRAND royalty rate. And then
you can assess whether the royalty that the patent owner is
seeking is consistent with the FRAND rate. Of course, this
approach may not be possible in every case and other
approaches may have to be used depending on the informa-
tion that is available.

MEYER: FRAND may be relatively straightforward in situa-
tions like Greg was talking about, in other words when there
are identifiable cost differentials between the chosen tech-
nology and the alternative. When the benefits are generally
cost based, several potential licensees might be facing similar
tradeoffs in terms of costs, and it might not be that hard to
be non-discriminatory. 

However, I think that increased difficulty arises when dif-
ferent firms see different benefits from the same technology.
So, for example, you could have a particular technology
embedded in an inexpensive product where it is only a small
feature of the overall design. On the other hand, that same
technology might be central to the operation of another
product that might be much more expensive. If the identifi-
able cost savings is the same for the two products, then that
sets a ceiling on the maximum willingness to pay. However,
in a situation in which the incremental benefit of using the
patented technology is very different between the two prod-
ucts, then it becomes much more difficult. Whose benefit
should be used to set the FRAND rate? Do you think about
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how to interpret FRAND and, in particular, what non-dis-
crimination should mean in the context of FRAND. Our
interpretation is that non-discrimination means firms that are
competing with each other and are similarly situated should
pay the same amount of royalty. But if they are not similar-
ly situated they shouldn’t necessarily pay the same royalty. 
We define precisely what “similarly situated” means in our
article. 

To illustrate it here, let me use the example of cost saving.
If one firm gets a big cost saving but another firm does not
from use of a patent, then they’re not similarly situated. And
by our reasoning it wouldn’t necessarily violate the non-dis-
criminatory part of FRAND to charge those firms different
royalty amounts. In order to figure out what non-discrimi-
nation means—this is what we do in our paper—you have to
ask why in the world might firms want to agree to a contract
term that says rates should be non-discriminatory? I think the
best explanation of why they would agree to our definition
is firms that are competing with each other want to guard
against the possibility that, as a result of the standard being
set, firms that are otherwise similar would wind up being very
dissimilar after the standard.

So let’s suppose two firms are identical absent the stan-
dard. One of the firms might worry that after the standard is
set its rival might be a better negotiator than it is with the
owner of a standard-essential patent. Each firm might want
to protect itself against that. Or more explicitly each firm may
want to prevent the exercise of differential market power by
the holder of the standard-essential patent against the two
firms that are otherwise identical. As the example of differ-
ential negotiating ability illustrates, the owner of a SEP may
have the ability to exercise differential market power on one
firm relative to the other even when the two firms are iden-
tical in the absence of the standard and are otherwise similarly
situated. It’s also easy to present examples where groups of
firms can exercise market power against other groups of firms
within a standard-setting organization. What the non-dis-
crimination provision of FRAND can be interpreted to mean
is that the SSO is going to use FRAND to constrain that dif-
ferential exercise of market power.

Now to follow up on what was said earlier, I agree that
sometimes it can be difficult to determine FRAND, especially
when firms are different or when the way in which they’re
different is that they’re using a standard in a different way to
provide different characteristics of the good to a consumer.
Those can be very hard cases. In those cases there are alter-
native interpretations of FRAND that might be relevant,
and one might want to modify how I have just defined
FRAND. So for example: if everybody is using the same
component in their product and that component uses the
patented technology embedded in the standard, you might
say, listen, it’s really easy to require that all the manufactur-
ers pay the same royalty based on the component and not
based on the value of the patent to each of the different
products that each firm using the component produces. And

then everybody can subsequently use that component in
their devices and not worry about being charged differential
royalties. This is a way to modify what I’ve said in those
cases in which there is great difficulty in actually figuring out
what FRAND might be and, instead of using my earlier def-
inition of FRAND, this would be an alternative definition
that would be more easily implemented.

So although in certain situations it can appear to be diffi-
cult to come up with FRAND rates under one definition, it
doesn’t have to be so under an alternative definition. In those
cases in which it’s really hard you might want bright line rules
that in a sense prevent what Carl called the ordinary defini-
tion of discrimination that economists use. As I explained, in
order to get efficiency you may not need to impose that def-
inition. However, as I just explained, one situation where you
might want to impose it is when it leads to administrative
simplicity. These are exactly the issues that we discuss in
detail in our paper.

SHAPIRO: Dennis, I believe you are trying to engage in a con-
tract interpretation based on underlying reasons for includ-
ing the FRAND provision. I think that’s a good exercise.
How that exercise relates to the standard definition of dis-
crimination used by economists is an open question.
Unfortunately, all of this is made more difficult by the high
degree of ambiguity present in SSO patent rules.

CARLTON: Well, I pretty much agree that ambiguity is creat-
ing lots of trouble.

SKITOL: Even if we resolve all of this and reach an agreement
on what FRAND means, don’t we still end up with a royal-
ty stacking issue? There typically are situations today where
there are dozens of patent owners with standard-essential
patents reading on the same standard. And, even if each of
the dozens firmly commits to FRAND rates, the aggregation
of all of the separate FRAND terms ends up with a very un-
FRAND outcome. How do we deal with that stacking issue?

SHAPIRO: Mark Lemley and I suggested in our paper that
when the parties go to arbitration to resolve the FRAND rate,
it should be quite explicit that the arbitrator look at the
entire set of patents that are essential to the standard. In
principle, this is a way to account for royalty stacking. That
is what Judge Robart did in his very important recent deci-
sion in the Microsoft v. Motorola case in the Western District
of Washington. In fact, one really should go beyond the sin-
gle standard at issue and also account for patents that are
essential to other standards used by the same product.
Remember, we are trying to reconstruct a hypothetical ex
ante negotiation by informed parties. Such a negotiation
would account for the fact that perhaps dozens or even hun-
dreds of patents read on the product at issue. Therefore, it is
important to create a process whereby one or both parties
involved in a dispute have an incentive to inform the decision



maker about how many essential patents there are reading on
the product at issue. If that happens, royalty stacking will be
recognized as a problem. That’s not what happens in typical
patent litigation cases today.

CARLTON: Let me follow up on that. What you mean by
FRAND for a particular standard-essential patent is an issue
that is different from, although related to, the issue that you
raise about royalty stacking in the context of a portfolio of
several SEPs. And the reason it’s somewhat separate is you can
analyze the FRAND issue even if there is only one patent.
The portfolio issue really is separate, and, as Carl said, what
FRAND is for one patent might depend upon the rates of all
the other patents. And the question is, should those other
royalty rates be taken as givens when analyzing one particu-
lar patent in isolation? Or should all those other rates be
taken as something that should be simultaneously considered
when one is asked what is a reasonable FRAND rate for a par-
ticular patent. Should the arbitrator take into account that
even though other royalty rates might have been set for all the
other patents, he should ignore that and use his own judg-
ment on what would be a reasonable equilibrium? Even if you
do that, you still have a royalty stacking problem (also called
the Cournot complements problem) unless the arbitrator
can set the rates for all the SEPs or unless you have only one
owner of all the standard-essential patents. Getting inde-
pendent patent owners to coordinate to charge a reasonable
rate is a separate problem from FRAND and it’s not so obvi-
ous to me how exactly an SSO could solve it. Some of the
growth of patent portfolios where people are putting togeth-
er many different patents is to try to get around some of these
problems of royalty stacking. But although it’s related to
FRAND, the royalty stacking problem really seems to me a
very separate issue.

MEYER : I just want to add one more wrinkle to that.
Obviously royalty stacking and the related question about
how to apportion value in patent damages or for FRAND
purposes can be difficult issues. If all of the other technolo-
gies have existing royalty rates, then this becomes more
tractable. But what if you have patents that haven’t been
shown to be valid or there is a disagreement over whether or

not they are being infringed by the product, then that adds
an additional complication. Do you take into account the fact
that there are perhaps hundreds of patents that allegedly
might read on this product? Maybe those patent holders
haven’t even accused this product of infringement. How do
you find all those patents? And then how do you know which
ones are going to be found to be valid and infringed? And
how do you know, without a complete analysis, which ones
provide a large incremental value and which are only related
to a minor feature. All of those issues make apportionment
a really thorny question.

SKITOL: Would any of you like to see SSOs get into the
patent pool business as a potential solution to the stacking
problem?

SHAPIRO: My sense is that SSOs don’t want to get into other
lines of business. They are sluggish as is. I haven’t heard
about interest in that area. I don’t see any particular reason
why it would be the SSO itself. But the notion of having
more pools to handle royalty stacking related to standards
does seem appealing. DOJ business review letters going back
around fifteen years have been supportive of patent pools that
combine complementary patents.

CARLTON: Yes. I would agree with what Carl said. The only
thing I would add is that the fact that the SSOs have not
jumped into trying to affect royalty rates or even maximum
royalty rates when they have the opportunity to do so sug-
gests to me that they are just not very interested in expand-
ing the role they have in putting together patent portfolios
and assisting in licensing. So they tend to want to stay away
from that. I think it’s a good question to ask why. Why do
we think SSOs have allowed the courts rather than the SSOs
to take the lead in figuring out some of these thorny problems
that are only made more complicated by having them go
through courts rather than use perhaps a streamlined arbi-
tration?

SKITOL: The agencies in recent months have been encourag-
ing SSOs to strengthen their patent policies, to get into these
issues more robustly in order to protect more effectively
against hold-up outcomes. Some parties argue that these
efforts are counterproductive because they would just dis-
courage or might discourage patent owners from allowing
their technologies to be used in standards. What’s your take
on that concern?

CARLTON: I think it’s good that the agencies are encouraging
SSOs to help the parties using the SSO to resolve what is
clearly a difficult problem. And whether the SSO resolves it
or whether the SSO simply sets up a mechanism that says at
the very least submit this to arbitration, I think those are steps
in the right direction. Now as a patent holder I might prefer
to go to court rather than get involved in an arbitration if I
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improvement. Otherwise, what is meant by FRAND is left
as something to argue about in litigation, which is not an effi-
cient outcome.

MEYER: I think an interesting concept, although it obvious-
ly has its pluses and minuses, is an ex ante schedule of
FRAND rates or, at least, what considerations would go into
the FRAND rate. This approach could solve some of the
hold-up issues, and provides for some rate or schedule or
framework for FRAND that is developed before the setting
of the standard. This approach also has some drawbacks espe-
cially in terms of bargaining power at that early stage of the
standard vis-à-vis the patent holder. Another drawback is
uncertainty as to whether those rates would actually be the
same as reasonable rates that would have been set in an arms-
length negotiation. But I think it’s at least an interesting
idea and one that would certainly provide some transparen-
cy to the potential adopters of the standard so that they
would know what they are going to be facing in terms of roy-
alty rate.

SKITOL: Are you suggesting that there should some sort of ex-
ante collective negotiation of license terms?

MEYER: Whether that ends up in a rate or a schedule or a list
of considerations, it would provide more transparency. Of
course, the collective negotiation could bring up other issues
about monopsony power on that side of the negotiating table
but I think it is at least worth exploring.

SHAPIRO: I would like to start with the lower hanging fruit,
given the history of SSOs being so sluggish. Two rule changes
should be relatively easy. First, SSOs could clarify that the
FRAND commitment travels with the patent. This principle
is still disputed by some parties, but the economics in favor
of it are pretty overwhelming. Second, SSOs could clarify just
when injunctions or exclusion orders can be sought on
FRAND-encumbered patents against compliant products. 

SKITOL: While there has been this tremendous focus upon
standard-essential patents, some parties argue that non-stan-
dard-essential patents often provide functionality much more
important to consumers than standard-essential patents do,
that these patents are not standard-essential but are nonethe-
less commercially essential and antitrust law should effectively
enforce reasonable terms for them as much as it does for
standard-essential patents. Do you agree or disagree that we
should be looking into those situations?

CARLTON: I don’t see how that’s an antitrust issue. It is like
saying someone has an important input into the production
process, so the person is a monopolist. Usually under the
antitrust laws we allow a lawful monopolist to charge a
monopoly price. In your hypothetical, the party hasn’t
engaged in prior statements about how it will license and

think I can get more in court. That could be interpreted as
saying that that patent holder wants to be the beneficiary of
exploiting patent hold-up and, as I said at the beginning, I
think some of the SSOs should be a little bit more con-
cerned about whether they have any antitrust liability. If as a
result of it being a joint venture the SSO allows standard set-
ting to occur that then allows patent hold-up, where some
members of the standard-setting association or third parties
are harmed, then that raises the question as to whether the
rules of the SSO are allowing the exercise of market power
through hold-up because the SSO isn’t exercising proper
care in trying to limit the market power. I see how that could
raise antitrust issues given that the SSO is a joint venture.

SKITOL: Antitrust issues in the sense that the SSO itself is
exposed to an enforcement action?

CARLTON: That strikes me as plausible, and I referred earlier
to the paper that Bob Skitol wrote and that cited some case
law on that point.

SHAPIRO: I think that the SSO is really a thin layer on top
of the members, doing what the members want. Still, it is
useful for members participating in these organizations to be
reminded that they are subject to Section 1 of the Sherman
Act and that standards involve agreements among competi-
tors. We spent a while during the 1990s telling folks that sim-
ply engaging in standard setting with FRAND rules was not
a per se antitrust violation. As a result, it is now widely under-
stood that groups of firms can engage in cooperative standard
setting with rules to prevent patent hold-up without trigger-
ing antitrust liability. More recently, however, we have been
confronting a situation where some SSO patent rules are so
vague or flawed that they are enabling or facilitating hold-up
that is harming competition, innovation and consumers.
That puts the prospect of antitrust liability back on the table.
Perhaps the antitrust risks associated with flawed patent rules
will serve as a valuable nudge to get some SSO members, and
thus some SSOs, to clean up their rules and reduce the ambi-
guity that is causing so much trouble.

FEINSTEIN: And what are the kinds of rules changes that
folks would like to see? I mean if you could design the per-
fect SSO what would it look like?

LEONARD: We’d probably all like to have SSOs adopt a spe-
cific definition of FRAND and one that makes economic
sense. To me, that is among the most important develop-
ments that could occur at the SSO level because then other
policy changes, such as Carl’s proposal about arbitration,
which I certainly view positively, would be more straightfor-
ward to implement. Everything else will flow from a specif-
ic definition of FRAND. Even if we keep the system the
way it is with litigation to settle patent disputes, but with an
understanding of what FRAND means, that would be an
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what will be future royalties. I don’t see how this differs from
your garden variety example that a lawful monopolist is
allowed to charge a monopoly price. And in the United States
under antitrust law we allow them to do that. Now a sepa-
rate question is do we want to regulate the monopolist. That’s
a whole different issue than how antitrust law applies. It
seems that your question is trying to shoehorn regulation into
an antitrust context where I don’t think it belongs. The
FRAND commitment and related FRAND issues arise under
the antitrust laws primarily because prior to being incorpo-
rated in a standard the patent owner makes a contractual
commitment that he is going to charge a certain royalty or
behave in a certain way. And then when the patent holder
reneges, that’s hold-up. If you don’t have that scenario, it’s
not clear that antitrust laws come into play. A separate ques-
tion is whether antitrust or contract law should govern, a
topic I discuss in my article, The Economics of Patent Ambush,
in February 11, 2011 edition of Concurrences. 

LEONARD: One concern that has been expressed with respect
to non-standard-essential patents is the situation where a
manufacturer has sunk costs bringing a product to market
and a patent owner subsequently shows up and demands sig-
nificant royalties from the manufacturer. In some cases, the
manufacturer may have even been selling the product for a
period of time before the patent issued. It’s basically the
same problem as the patent hold-up problem that we have
discussed in the context of standard-essential patents. The
patent owner is attempting to exploit the manufacturer’s
switching costs to obtain a royalty that exceeds the value
provided by the patented technology compared to the best
non-infringing alternative, but here the switching costs arise
from having to incur time and money to redesign the prod-
uct. I agree with Dennis that it’s not clear this is a traditional
antitrust problem. But it is still a problem that may need to
be addressed. Because patent owners’ licensing demands are
limited by what they could get if they proceeded to litigation,
one way of addressing the problem is for courts to explicit-
ly disallow damages awards that include hold-up value in
patent litigation. Damages awards in patent litigation would
then also be consistent with the “fair and reasonable” part of
FRAND. This would unify the treatment of non-standard-
essential and standard-essential patents.

SHAPIRO: That also relates to whether the patent holder can
get an injunction, not just the determination of a reasonable
royalty rate. 

SKITOL : Some people argue that disallowing injunction
demands by a SEP owner may protect against hold-up but at
the price of encouraging holdout by infringers. Do you think
that that’s a valid contrary concern?

MEYER: Disallowing injunctions for certain types of patent
holders certainly shifts the bargaining power from one side to

the other in real-world negotiations. So there’s no doubt that
there is an increased ability for the infringer to get a better
deal, relative to a situation where the patent holder could get
an injunction. If the FRAND considerations are supposed to
represent the essential and fundamental value of the patents,
such as the cost differential vis-à-vis the next best alternative,
then holdout shouldn’t really matter in terms of a court’s
finding on a royalty.

SHAPIRO: So as far as I can tell what “holdout” means is the
implementer of the standard doesn’t like the terms so it says
no. Of course, it is important that the patent holder have
some mechanism to eventually force the user to pay royalties
if the patent is indeed found to be valid and infringed. Mark
Lemley and I advocate an approach where either (a) the user
agrees to go to arbitration without delay or (b) the patent
holder can go to court to enforce its patent. But I don’t see
why this situation differs from garden variety situations in
which a patent holder wants an alleged infringer to pay roy-
alties. At some point, the patent holder who is being ignored
must have the ability to go to court to enforce its patent.

CARLTON: As we talked about a little earlier, in those situa-
tions in which there is a FRAND rate that a court or an arbi-
trator has determined but the user of the patent refuses to pay,
that might be a relevant situation in which an injunction
should be allowed.

SK ITOL : We should also discuss non-standard-essential
patents that are nonetheless subject to FRAND commit-
ments or similar commitments outside of the standard-setting
context. An example would be the transfer from Novell to
Microsoft and others a couple of years ago that was the sub-
ject of a DOJ press release in 2011 because the Novell patents
were subject to commitments not to enforce them against the
open source community. The question is, are those kinds of
situations appropriate to antitrust intervention in a manner
similar to what is unfolding with standard essential patents?

MEYER: It appears to me that the patent system can take care
of this pretty well. If there is really an open source commit-
ment that has been made, then one consideration in the
royalty analysis is that the patent at least implicitly if not
explicitly had to be licensed under a zero royalty rate. But, as
is often the case, the facts can be more complicated. Often
the open source commitment is very specific to a particular
kind of user. So, for example, the patent holder might allow
developers to use the patented technology under an open
source arrangement in order to get more applications writ-
ten for its platform. But you also need to look at whether or
not the application is, in fact, the kind of application for
which open source was actually committed. For example, if
open source is intended for the developer community and yet
the infringer is someone who is using the patent for some
other profitable activity, then it may be that the open source



to identify what patents were infringed. Generally, that would
seem to me to be the entity that owns the patents. And if you
don’t place the burden on the patent owner, it seems to me
that the poor alleged infringer is faced with the difficulty of
having to prove he didn’t infringe any of the patents in the
portfolio, which could be thousands of patents. That seems
like an impossible burden to meet. So it does seem from the
point of view of efficient adjudication that the party with the
information about the patents should have the burden of
explaining which patents are infringed. Then at least the
alleged infringer can defend a finite number of infringement
claims.

MEYER: I think that’s right, and I think that’s what often
happens in the patent world. However, while the patent
holder is ordinarily the one who knows the most about the
patent, the infringer is probably the one who knows most
about the infringing product. And if you want to think about
the transparency of information held by those two groups,
the patent is out there filed publicly for all to see. On the
other hand, the product may be difficult for the patent hold-
er to examine. This wouldn’t apply to a cell phone or a
smartphone, but there could be other products that are very
hard for the patent holder to see, maybe even difficult to buy
on the open market. So I think there is information asym-
metry and limited information on both sides of the issue.

SHAPIRO: My understanding is that when there is an actual
patent litigation brought by a patent assertion entity, typically
the number of patents-in-suit can be counted on one or per-
haps two hands. The defendant can find out via discovery
quite a bit about the patents-in-suit, including who originally
was awarded each patent and how it has since been assigned.
So, at least for the patents actually being asserted in court,
these informational asymmetries seem relatively minor.

I think the bigger issue is when you are negotiating with
somebody who potentially has hundreds of patents that they
might claim to read on your products. How do you know
what the patents are? How do you determine whether you
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commitment isn’t relevant to the hypothetical negotiation.
In other words, is the litigated activity within the space for
which open source was actually committed. But questions
about comparable licenses and past licensing practices are
things that we look at in patent infringement damages all the
time. So it seems to me that the patent system can handle this
pretty well.

CARLTON: Again this seems somewhat related to what we
talked about earlier. As I understand it, this would be an
example in which someone made a FRAND commitment to
some people or royalty commitment to a group and then
there’s a breach of that contractual commitment. And the
question is should that be handled under antitrust law or con-
tract law or some other body of law. To the economist one
main difference between contractual damages and antitrust
damages is trebling. Whether three is the right multiple for
optimal damages from a public policy viewpoint really
depends on issues relating to detection probability. If there is
a contractual breach, an economist would want to penalize it.
And there have been instances in which contractual breach-
es are treated as antitrust violations. The main point the
economist would raise is they want contracts enforced and if
they’re not enforced there should be a penalty. So if a patent
holder signs a contract that guarantees royalties to some
group, and then he breaches, that might or might not be
appropriately addressed under the antitrust laws. It’s cer-
tainly appropriate to sanction the person in some way. And
whether from a public policy viewpoint it is better to do it on
an antitrust or contract basis could depend on how much of
a sanction you think is appropriate.

SKITOL: The breach of contract may bring about a lock-in
effect similar to what we’ve talked about in the standards con-
text, but the market effect of that lock-in may be very dif-
ferent.

CARLTON: It could be, and that could have an influence on
how you bring it. But even if there is a market effect there
would still be a question of whether from the viewpoint of
public policy it is appropriate to bring it as a contract claim
or an antitrust claim. 

SKITOL: Let’s move into the patent assertion entity set of
issues. Should the agencies or the courts do anything about
patent assertion entities that refuse to disclose the patents they
own or even to disclose which of their patents they believe are
being infringed and thereby pressure their targets into licens-
ing entire patent portfolios?

CARLTON: I’ve thought and written about this. If somebody
claims they have a portfolio containing standard-essential
patents and they are involved in a FRAND suit, the entity
that should have the burden of identifying the infringed
patents really should depend on who has the best information

[T]here is also an asymmetr y in the cost of patent 
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sive patent portfolio so you could threaten to sue somebody
if they gave you a hard time. And these patent assertion enti-
ties realized that if they weren’t practicing anything then
they could get an improved bargaining position in licensing
negotiations or in litigation. Now having said that I also
would hasten to add that some of these portfolio entities can
potentially get around the difficult problems of royalty stack-
ing that we’ve been talking about. So exactly where the bal-
ance will come down is unclear and will probably differ from
case to case. But I think the very existence of a patent asser-
tion entity is noteworthy and it’s telling us something.

SKITOL: The point is often made that whenever a portfolio
is transferred from an operating company to a patent asser-
tion entity there’s a change in incentives and a change in abil-
ity to enforce aggressively because it’s moving from an owner
that has to worry about counterclaim risks and reputational
risks to a new owner that doesn’t need to worry about either
of those things. The question is whether that fact in and of
itself is the beginning of an antitrust argument.

MEYER: You’re right that when a practicing entity has patents
there are often constraints on that entity’s use of the patents.
But it’s not clear to me that the release of those constraints
by the movement of those patents to a patent assertion enti-
ty is a market power issue that the antitrust laws were
designed to counteract. Let’s make sure that we also have the
other side of the story. Patent assertion entities provide a
degree of liquidity to the market for patents that really did
not exist before. Certainly, there was always the ability to
transfer patents and there was some selling and licensing of
patents and patent portfolios. But the patent assertion enti-
ties provide a new way, for example, for a garage inventor, the
quintessential person that the patent system is designed to
protect, to monetize his invention, which he might not have
been able to do very effectively before. So there is a benefit
to society of the increased liquidity created by patent asser-
tion entities. And I think we don’t want to lose sight that this
can be very important for patent holders that find it other-
wise difficult to monetize their inventions.

CARLTON: I agree with that entirely. And as you say, I think
the creation of these portfolios can certainly have some effi-
ciency benefit. Where I always worry is that they can also
allow people with very weak patents to monetize and,
although we want to encourage the people with good ideas
that truly deserve patents to monetize, we don’t necessarily
want to allow people who have ideas that really shouldn’t
have been patented but do get patents because of a weakness
in our patent system to monetize those patents. And it’s
allowing monetization for those two groups––allowing mon-
etization for people who are really innovative and adding
value compared to allowing monetization for people who
aren’t adding any value––that are the advantages and dis-
 advantages that I see of these entities. 

can invent around them? If you take a license to some
patents, how can you be sure you will not soon be accused of
infringing other patents owned or controlled by the same
entity? There is a certain element of being in the dark that
apparently advantages the patent holders in these situations. 

At this point, is it helpful to remember that we are talk-
ing about the government granting monopolies over certain
technologies. It seems perfectly sensible to me, as a matter of
public policy, that if the government is going to grant
monopoly rights, the public should know who controls those
monopolies. Furthermore, I can think of many reasons why
market efficiency would be improved by transparency there.
The PTO is exploring “real party in interest” rules relating to
assignments of patents. Those rules would surely increase
transparency and shine more light on how patents are being
used. There are some tricky aspects to those rules over who
actually owns and controls patents, and just what their dis-
closure obligations would be. However, it seems to me the
antitrust community should be naturally supportive of those
rules, and indeed the DOJ and FTC strongly supported dis-
closure in a joint letter to the PTO.

LEONARD: Let me just add that there is also an asymmetry in
the cost of patent litigation. The classic patent assertion enti-
ty is going to face lower litigation costs than a typical man-
ufacturer defendant for a variety of reasons. So a patent asser-
tion entity with a thousand patents can threaten a thousand
lawsuits against a manufacturer and can credibly claim to
have much lower costs of doing so. This tips the bargaining
power in favor of the patent assertion entity. Moreover, even
if the patents are all weak, when the plaintiff has a lot of
them, the chance that the defendant is going to lose on at
least one of them can be significant. In that case, a defendant
manufacturer with sunk costs and everything else we’ve
talked about could really be in trouble in terms of its bar-
gaining strength. It’s not clear whether these issues present
antitrust concerns at least in the traditional sense but they cer-
tainly are concerns.

CARLTON: Yes. I would just add that some of the problems
that arise and that are triggering antitrust issues are because
the patent system doesn’t work as we might wish. And
improving the operation of the patent system can get around
some of these problems. It would also lessen some of the
antitrust issues. So the problem that antitrust faces is: given
the imperfections in the patent system what role should
antitrust play? The growth of patent assertion entities is inter-
esting in itself and it tells you something. And what it’s
telling you is that there’s been an important change over
time. I think it used to be more frequent that firms would
develop defensive portfolios and cross license each other.
And if you think about what that means it’s actually a very
peculiar kind of property right in that in order to do some-
thing and avoid getting sued you had to be able to threaten
to countersue if you were sued. You needed to have a defen-
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CARLTON: I think you have got to be careful in this situation.
I might have a slightly different view than Carl. The situa-
tion that Bob describes might raise antitrust issues but it’s
not so obvious to me that it is any different from any other
vertical arrangement in which one company is providing 
an input to its rivals in a way that may adversely affect them.
I understand that one can raise a rival’s costs but the ques-
tion is what do you gain from it above and beyond what an
independent non-vertically-integrated input firm would
gain. The independent non-vertically-integrated entity could
exercise market power in pricing the assumed input that is
monopolized. The gains to raising rivals’ costs above and
beyond the gains that a non-vertically integrated entity
obtains can arise when you’re producing slightly different
products than your rivals and you are trying to get additional
market power over your rivals’ customers where you would-
n’t otherwise have that power. That is what the economic lit-
erature on tie-ins has taught us. That’s a situation you might
be concerned about. But if it’s not that situation, then there
may be no concern. There are a lot of theorems in the tie-in
literature that explain the circumstances under which there
is an anticompetitive harm and when there is not from this
type of arrangement. So I’d probably be a little more con-
servative in my views on this than maybe Carl was. But in
terms of requiring the revelation of information to the agen-
cies that there is a vertical arrangement involved in some pro-
posed transaction, that strikes me as reasonable so that the
agencies can evaluate whether the arrangement raises
antitrust concerns.

SHAPIRO: Dennis, just to be clear, I was calling for the FTC
to look into these practices, which remain shrouded in secre-
cy. I agree with you that we are fundamentally talking about
vertical relations that can have a horizontal impact, which is
always a tricky area. I did not mean to presume that any such
arrangements would be anticompetitive.

CARLTON: Yes, I agree with that. Let me just raise an issue that
is a bit subtle. Let’s suppose you have someone who has a
patent and he is not in collaboration with any operating
company. Further suppose that he could raise rivals’ costs in
some industry that uses his patent. And let’s suppose it’s one
of those situations where, if he did raise rivals’ costs, he could
benefit one of the firms by disadvantaging the other rivals.
That is, this is one of those vertical arrangements where rais-
ing rivals’ costs pays and it has an anticompetitive effect.
The patent owner could achieve by private contract this anti-
competitive effect by contracting with the one firm that it can
benefit and getting a share of that firm’s profits. And that
then would be something you would want to be concerned
about. The issue that the example raises is whether the anti-
competitive effect is more easily achieved by a vertical
arrangement in which the operating company is in collabo-
ration (in an ownership arrangement) with the patent asser-
tion entity rather than by an independent arms-length con-

SKITOL: Some observers note that some of these patent asser-
tion entities are aggregating patents from several different
owners and thereby creating huge portfolios with mostly
weak patents and a small number of strong patents. Should
antitrust do something about the fact that that kind of aggre-
gation increases the strength of weak patents? Is that in fact
an antitrust issue?

SHAPIRO: It certainly seems that the Federal Trade Com -
mission should be looking more closely into this. Right now,
we don’t fully understand what the patent assertion entities
are doing, and a lot of their activities are shrouded in secre-
cy. A number of companies that submitted public comments
to the FTC and DOJ following up on the December work-
shop recommended or urged the FTC to open a 6(b) inves-
tigation. This seems like just the sort of thing Congress had
in mind for the Commission to do with that power. Strategic
aggregation of patents by patent assertion entities is a new
practice that we don’t understand and may be causing harm
to the economy. The FTC could shine valuable light on this
and related practices. If they discover antitrust violations,
they can take appropriate enforcement action. If not, they can
still inform Congress and the public regarding the impact of
these new and evolving practices on consumers, competi-
tion, and innovation.

SKITOL: Another growing phenomenon seems to be some-
thing called hybrid arrangements where an operating com-
pany assigns its patents to a patent assertion entity but the
assignor retains an interest in the revenues from enforcement
and the assertion entity is directed or incented to concentrate
on enforcement against the assignor’s rivals. Does that kind
of practice raise your antennae? Any concerns about it?

SHAPIRO: Yes, these hybrid arrangements are quite distinct
from what you might call a pure patent assertion entity that
is trying to maximize the value of the patents without regard
to downstream competitive effects. Hybrid patent assertion
entities are a great example of the need for an FTC study. It
seems to me it’s very hard for targeted companies to know
about these side arrangements. An FTC investigation could
help determine how common this practice is and whether it
really is being used to raise rivals’ costs.

[W]hen a practicing entity has patents there are
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tract with the operating company when there is no ownership
relationship. So the question is whether an ownership inter-
est lowers the transaction cost that allows the anticompetitive
effect to occur when you’re in a situation in which raising
rivals’ costs would create an anticompetitive situation. And
that seems like something an antitrust authority should be on
guard for.

SKITOL: Let me turn your attention to a very interesting
DOJ business review letter that was issued this past March.
It was a negative letter on the IPXI proposal to develop a pro-
prietary exchange for trading unit license rights to sets of
patents. I find it very hard to understand what that propos-
al was all about. I can’t quite tell whether the proposed
exchange would become the ultimate patent troll or, instead,
would become the ultimate anti-troll. What are your reac-
tions to this?

SHAPIRO: Bob, I had a similar reaction to yours: this proposal
involves aggregating patents, and it sounds like they’re plan-
ning to facilitate licensing, help clear rights, and perhaps
reduce royalty stacking problems. Sounds great. But one can
also read the proposal as aggregating a great many patents,
including substitute patents, and setting the rates at which
they will be licensed. Since it is hard to be sure they would
not be aggregating substitute patents, I am not surprised that
DOJ was not prepared to give IPXI a green light.

CARLTON: I thought what the DOJ did was sensible because
they couldn’t understand exactly how the proposed entity was
going to operate. They recognize that there could be effi-
ciencies but they also recognize that instead there could be
inefficiencies and an anticompetitive consequence, especial-
ly if the entity is aggregating substitute patents.

MEYER: The question of substitute patents is of course an
interesting one because that’s where you think about the
possibility of increased market power by owning substitutes,
just as with a typical unilateral effects approach in a merger.
But the wrinkle here is, as difficult as it sometimes is to fig-
ure out whether two products are substitutes, it can be far
more difficult to figure out whether two patents are substi-
tutes. The first step is to figure out what the patent means,
and any of us who have seen Markman orders in patent cases
and the discussions about what each word means realize that
there could be a lot of situations in which the question of
whether or not these two particular patents are substitutes is
a very hard one to answer without an extremely thorough
review. I think that adds some additional complexity here
when thinking about any situation in which you’re bringing
patents or patent portfolios together.

FE INSTE IN : That complexity seems to be the governing
theme in this area. It has been a terrific discussion. Thank you
for your participation.�


