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Abstract 

A significant issue in the patent landscape in the past two decades is the explosion of patent 

litigation. This phenomenon reveals the functional change of patent litigation from shield to 

sword, meaning it is increasingly used by patent holders as a weapon to interfere with the 

commercial activities of alleged infringers for purposes other than ringfencing patent 

infringements. Bearing in mind that a patent is regarded as an exclusive right which gives 

the right holders some power over market price, the use of granted patents to intervene in 

the marketplace unavoidably raises concerns about competition. Especially, abusive patent 

litigation practices can lead to inefficient use of resources, distortion of market competition, 

negative externalities in innovation and ultimately loss of consumer welfare.  

This problem is partly due to the dramatic technological change in recent decades, structural 

failures in patent administration and failed understanding of the legislative intent and policy 

function of patent law. Therefore, notwithstanding the capacity of competition law to 

capture some abusive patent litigation practices, primary solutions should be moulded 

within patent law. However, it must be borne in mind that the overall patent litigation 

mechanism is an important instrument for patent holders to protect their rights, and the 

initiation of patent litigation against an infringer is by itself ensured by patent law. Only 

when the intrinsic goal of the patent regime is at stake should patent holders’ practices be 

held accountable. The necessary mechanism within patent law to control abusive patent 

litigation, therefore, shall be delicately balanced and only used in a well-defined framework, 

taking into account both the economic harm of abusive patent litigation and the chilling 

effect resulting from an over-expansive control mechanism on the patent landscape. 

Following this logic, this thesis rolls out its discussion in seven chapters in the hope of 

finding a feasible solution to combat abusive patent litigation from within patent law. 

Starting from the context of patent protection in the competition-innovation-consumer 

welfare nexus, this thesis re-assesses the theoretical foundation of patent protection and 

uncovers and frames the abusive patent litigation problem from the perspective of the patent 

regime’s intrinsic goal. To avoid superficial discussion based on empty concepts, this thesis 

dives into four areas of law in four jurisdictions for reference and concludes by proposing a 

(dynamic) competition-oriented remedy for abusive patent litigation. The proposed test is 

based on the concept of abuse of economic dependence, and is supplemented by several 

discussed reform measures in legislative and administrative perspectives.  
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 Chapter 1 Introducing the Thesis 

1.1 Introduction to the Problem 

The patent system is facing more challenges than before. This is partly due to the dramatic 

technological change in recent decades and partly the inconsistencies in the understanding 

of the legislative intent and policy function of patent law.1 Concrete problems lie not only 

in pre-grant procedures but also in post-grant patent practices. Bearing in mind that a patent 

is regarded as an exclusive right which gives the right holders some power over the price in 

the market, the use of granted patents in the market unavoidably raises concerns about free 

market competition. To ensure free competition is generally regarded as the main task of 

competition law.2 Therefore, when improper patent practices occur, it seems natural to 

apply competition law to remedy them.  

However, conventional competition law generally bases its regulatory framework on static 

competition,3 which focuses on output and price competition of homogeneous products in 

the market, while competition as the driving force of market mechanisms encompasses both 

static and dynamic competition.4 Unlike static competition, dynamic competition refers to 

a process by which the existing market order is overturned by the emergence of new 

products and processes.5 This reflects the definition and intention of innovation,6 which is 

the main goal of patent law. Although competition law has modified its analytical approach 

1 See Christina Bohannan and Herbert Hovenkamp, Creation without Restraint: Promoting Liberty and Rivalry in 

Innovation (Oxford University Press, 2012) 35. 
2 See Herbert Hovenkamp et al, IP and Antitrust: An Analysis of Antitrust Principles Applied to Intellectual 

Property Law (Aspen Publishers, 2nd ed, 2012) 1-10. 
3 See J Gregory Sidak and David J Teece, ‘Dynamic Competition in Antitrust Law’ (2009) 5(4) Journal of 

Competition Law & Economics 581, 581-582. 
4  In recent decades, many scholars in economics and law have written on dynamic competition and static 

competition. For some discussion, see Thomas M Jorde and David J Teece (eds), Antitrust, Innovation, and 

Competitiveness (Oxford University Press, 1992); J Gregory Sidak and David J Teece, ‘Rewriting the Horizontal 

Merger Guidelines in the Name of Dynamic Competition’ (2009) 16(4) George Mason Law Review 885, 886; 

Sidak and Teece, ‘Dynamic Competition in Antitrust Law’, above n 3, 581-582; Thomas M Jorde and David J 

Teece, ‘Innovation, Dynamic Competition, and Antitrust Policy’ (Fall 1990) Regulation 35, 35. 
5  The current discussion of dynamic competition can be traced back to Joseph Schumpeter: See Joseph A 

Schumpeter, Capitalism, Socialism and Democracy (George Allen & Unwin, 1976) 81-86.  
6 According to the Australian Innovation System Report 2011, innovation describes a dynamic process in which 

novel ideas are not only generated and disseminated but also implemented. See Commonwealth of Australia, 

Australian Government, Australian Innovation System Report 2011 (2011) 7. In fact, the two terms, ie dynamic 

competition and innovation, are often interchangeably used by many scholars. 
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to adapt to dynamic competition,7 competition law is not properly attuned to all conditions 

of dynamic competition.8 For example, the well-developed methodology of competition law 

for defining markets does not work well in defining markets where differentiated goods are 

sold.9  

Besides, while conventional competition law has well developed analytical approaches to 

control some contractual patent practices, 10  non-contractual patent practices—here 

generally patent enforcement practices—have always been hard for competition law to 

evaluate. Indeed, patent enforcement, exemplified by patent litigation practices, as a 

unilateral conduct carried out by one party against another party or other parties, poses 

perhaps more challenges to competition law analysis because proof of market dominance in 

a dynamically changing market is very challenging and the market itself is not easy to 

define.11  

Usually, only when the asserted patent in a patent enforcement practice was obtained by 

fraud or the plaintiff knowingly asserts baseless claims of patent infringement, competition 

law liability would arise.12 However, there are occasions when no competition law violation 

                                                 

7 With regard to reform within competition law, Herbert Hovenkamp and Christina Bohannan are generally in the 

view that antitrust law has largely completed its reformation towards the economic efficiency and consumer 

welfare, see Christina Bohannan and Herbert Hovenkamp, ‘IP and Antitrust: Reformation and Harm’ (2010) 51 

Boston College Law Review 905, 906. 
8 Christina Bohannan and Herbert Hovenkamp have indicated that antitrust law is not fully capable to repair defects 

in the patent system, and therefore called for internal reform in patent regime itself: see Bohannan and Hovenkamp, 

above n 1, 61. There are also scholars contending that reform within antitrust law is incomplete or insufficient to 

handle the dynamic issues in the market: see Sidak and Teece, ‘Dynamic Competition in Antitrust Law’, above n 

3, 581-582.  
9 See Mark A Lemley and Mark P McKenna, ‘Is Pepsi Really a Substitute for Coke? Market Definition in Antitrust 

and IP’ (2012) 100 The Georgetown Law Journal 2055, 2117. 
10 Identified post-grant patent contractual practices have been non-exhaustively studied in various literature, for 

example, ABA Section of Antitrust Law, Intellectual Property Misuse: Licensing and Litigation (American Bar 

Association, 2000). With regard to recent reform within competition law toward a more dynamic analysis, the US 

2010 Horizontal Merger Guidelines, for example, have incorporated some clearer dynamic efficiency 

consideration. See Herbert Hovenkamp, ‘Harm to Competition Under the 2010 Horizontal Merger Guidelines’ 

(2011) 39 Review of Industrial Organization 3, 8-1. 
11 Market definition is usually the first step to analyse market power. The definition of market in IP has not attracted 

enough attention until recently. When antitrust-IP cases occur, the courts tend to apply the conventional antitrust 

approach to define the IP-related market, which has been criticised as being too ossified to the extent that it relies 

mainly on the concept of static competition. See Lemley and McKenna, above n 9, 2058. Herbert Hovenkamp has 

also indicated the insufficiency of attention to the market definition in IP law. See Herbert Hovenkamp, ‘Markets 

in IP and Antitrust’ (2012) 100 The Georgetown Law Journal 2133, 2135, 2157-2158.  
12 ABA Section of Antitrust Law, Antitrust Counterattack in Intellectual Property Litigation Handbook (American 

Bar Association, 2010) 1.  
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can be found but the practices nonetheless exert a negative impact on a market.13 Therefore, 

when we evaluate the impact of patent-related conduct, a competition-law-oriented 

approach might not be effective and complete enough. Rather, a fact-based analysis of this 

conduct through the lens of dynamic competition might produce more convincing results. 

Moreover, as patents become a more important intangible asset for firms, the function of 

patent enforcement has become multi-faceted and is increasingly used by right holders as a 

strategic instrument to gain advantage in the marketplace.14 As a mechanism of the modern 

patent system to protect right holders from infringement,15 patent enforcement is expected 

to work as a shield to safeguard and maintain innovation incentives (ie risk reduction in 

research and development) in the market. However, when the strategic use of patent 

enforcement is improperly exploited for purposes such as to deter market entry or extract 

unjustified licensing fees, the efficiency of the market is reduced and consumers suffer from 

restricted supply, higher prices and reduced choice. Therefore, an analysis of this kind of 

strategic use of patent enforcement and establishing a corresponding remedial mechanism 

to address this problem are of theoretical and practical significance.  

A challenge emerges at this point. How can we differentiate between proper and improper 

use of patent enforcement mechanisms? The strategic use of patent enforcement takes 

different forms in different contexts. Descriptions of the strategic use of patent enforcement 

with negative potential are diverse, including abusive patent litigation,16 frivolous patent 

                                                 

13 For example, Senza-Gel Corp v Seiffart, 803 F2d 661 (Fed Cir 1986) (‘Senza-Gel’); Zenith Radio Corp v 

Hazeltine Research, 395 US 100, 140 (1969) (‘Zenith’). Both cases revealed no antitrust violation, however, the 

practices identified were anticompetitive. 
14 See Kimberlee Weatherall and Elizabeth Webster, ‘Patent Enforcement: A Review of the Literature’ (2013) 

Journal of Economic Surveys 1, 3-4; Christopher R Leslie, ‘Patents of Damocles’ (2008) 83(1) Indiana Law 

Journal 133, 133. Except for the purpose of extorting payment from other businesses in the marketplace, Dietmar 

Harhoff has also seen patent litigation transformed into a standard conflict resolution process in a world with 

increasing overlapping (low quality) patents. See Dietmar Harhoff, ‘Economic Cost-Benefit Analysis of a Unified 

and Integrated European Patent Litigation System’ (Report, Tender No MARKT/2008/06/D, Institute for 

Innovation Research, Technology Management and Entrepreneurship, Ludwig-Maximilians-Universitaet 

Muenchen, 26 February 2009) 47. 
15  See Dieter Stauder, ‘Introduction’ in Christopher Heath and Laurence Petit (eds), Patent Enforcement 

Worldwide: A Survey of 15 Countries (Hart Publishing, 2nd ed, 2005) 1, 1. Inquiries into the history of modern 

patent law also reveal that patent litigation machines used to serve as the examination process of patents as patent 

applications were not substantively examined in the Patent Office: see Alain Pottage and Brad Sherman, Figures 

on Invention: A History of Modern Patent Law (Oxford University Press, 2010) 97.  
16 The US House of Representatives Judiciary Subcommittee on Courts, Intellectual Property and the Internet held 

a hearing on ‘abusive patent litigation’ on 14 March 2013. However, no definition is given in the official document 

of that hearing. See John Boswell, Abusive Patent Litigation: The Impact on American Innovation and Jobs, and 

Potential Solutions (United States House of Representatives Judiciary Subcommittee on Courts, Intellectual 

Property and the Internet, 113th Congress, 2013). 
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lawsuit/litigation,17 predatory patent (infringement) litigation,18 anticompetitive intellectual 

property (IP)/patent litigation, 19  opportunistic IP/patent litigation, 20  improper (patent) 

infringement suits,21 aggressive (patent) litigation22 and nuisance-value patent litigation.23 

This diversity in description reveals on the one hand the difficulty in drawing the line 

between proper and improper use of patent enforcement. On the other, the almost 

exclusively negative terms used in relation to strategic use of patent enforcement tend to 

focus exclusively on the negative ‘potential’ of such practices, which might lead people to 

judge this kind of practice with prejudice. Therefore, an appropriate definition of this kind 

of patent practice is needed.  

However, simply subsuming the different forms of strategic use of patent enforcement under 

an indicative term, eg abusive patent litigation/enforcement,24 does not end the inquiry. 

There will be another challenge: how can we regulate/deter this kind of abusive practices 

while still maintaining the due policy function of patent enforcement as a shield 

safeguarding dynamic competition? Do we leave this task completely with competition 

                                                 

17  During the same hearing held by the US House of Representatives Judiciary Subcommittee on Courts, 

Intellectual Property and the Internet, the term ‘frivolous patent lawsuit or litigation’ was also used and yet not 

defined: see ibid. 
18 ‘Predatory patent litigation’ means that a patent assertion entity (PAE) aggressively litigates in order to injure 

the defendant and build a litigious reputation that intimates future defendants into accepting its licensing terms 

when its licensing terms offered to the sued defendant are rejected. See Erik Hovenkamp, ‘Predatory Patent 

Litigation’ (forthcoming) <http://papers.ssrn.com/sol3/papers.cfm?abstract_id=2308115>.  
19 ‘Anticompetitive IP litigation’ refers to litigation in which the plaintiff seeks to deter the entrance of the 

defendant into the market the plaintiff participates in, or to impair the defendant’s performance in their shared 

market. See Michael J Meurer, ‘Controlling Opportunistic and Anti-competitive Intellectual Property Litigation’ 

(2003) 44 Boston College Law Review 509, 512.  
20 With an opportunistic IP litigation the plaintiff generally seeks to extract a settlement payment: see ibid.  
21 Bohannan and Hovenkamp used the term ‘improper (patent) infringement suit’ to describe one of the post-

issuance patent conducts to which antitrust law has been applied. However, they did not give a definition to this 

term and list this kind of conduct together with some post-issuance contractual patent practices. See Bohannan and 

Hovenkamp, above n 1, 84-91. 
22 The report of ‘Patent Assertion and U.S. Innovation’ used the term ‘aggressive litigation’ referring generally to 

PAEs engaging in patent litigation to extract licenses and other fees from alleged infringers. This report also 

indicated that aggressive litigation tactics have been used by some practicing firms for competition or license 

negotiation purposes. See Executive Office of the President, Patent Assertion and US Innovation (June 2013) 

<http://www.whitehouse.gov/sites/default/files/docs/patent_report.pdf>. 
23 A ‘nuisance-value patent litigation’ refers to the kind of practice in which the patent holder raises an alleged 

infringement suit and in the interim offers a license fee significantly less than the cost of defending the suit through 

the discovery phase of a trial, seeking to squeeze payment from the defendant and avoid exact litigation. See 

Ranganath Sudarshan, ‘Nuisance-Value Patent Suits: An Economic Model and Proposal’ (2008) 25(1) Santa Clara 

Computer & High Technology Law Journal 159, 161-162. 
24 This thesis favours the term ‘abusive patent litigation/enforcement’, which clearly defines the characteristics of 

the targeted practices. In this thesis, the two terms ‘abusive patent litigation’ and ‘abusive patent enforcement’ are 

often used interchangeably, although the term ‘enforcement’ is in fact a broader concept than the term ‘litigation’.  
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law,25  or do we rely on internal reform of patent law itself?26  Or is a strategy which 

combines both regulatory mechanisms better?  

The questions above are not easy to answer, and the concealed intent of abusive patent 

enforcement and its associated impact on the market are probably not as conspicuous as 

those of some contractual patent practices. However, they demand further clarification, 

particularly from the perspective of dynamic competition and innovation as key issues of 

the New Economy.  

1.2 Thesis Contributions and Limitations 

1.2.1 Contribution to Knowledge 

This thesis is original in the following aspects:  

First and foremost, this thesis uses the concept of competition instead of competition law as 

the guiding norm to unfold the discussion. It views the patent regime as a regulatory tool to 

intervene in the competitive process in the market. This provides a better starting point to 

accommodate solutions from a patent law perspective and avoids the usually futile effort to 

draw a line between patent law and competition law. 

                                                 

25 The American Handgards-Kobe doctrine seems to favour this kind of treatment. See Handgards Inc v Ethicon 

Inc, 601 F2d 986 (9th Cir, 1979), cert denied, 444 US 1025 (1980) (‘Handgards I’) and Handgards Inc v Ethicon 

Inc, 743 F2d 1282 (9th Cir, 1984), cert denied, 469 US 1190 (1985) (‘Handgards II’) and Kobe Inc v Dempsey 

Pump Co, 198 F2d 416 (10th Cir), cert denied, 344 US 837 (1952). 
26 With regard to the internal reform within patent law—which is in response to different patent problems—some 

may think that a better administrative system within patent law would put an end to those problems. If this is true, 

it appears that we could rely exclusively on patent law internal reform to tackle patent problems. However, we are 

unable to decisively determine whether this is true because we do not have a perfect patent system as yet. Besides 

some empirical studies on abusive patent litigation, the theory of nuisance suits in civil litigation and the more 

recent economic analysis of the business model of patent trolls tend to suggest that abusive patent litigation cannot 

be stamped out unless a specific mechanism to target this problem is achieved. This is the expected contribution 

of the thesis. With respect to the empirical studies mentioned above, the pattern of patent litigation in recent 

decades demonstrates that most defendants in patent lawsuits are not simple pirates or imitators. This means that 

patent litigation is not used purely to stop infringement but to pursue some other business aims. For further 

information on this point, please see James Bessen and Michael J Meurer, ‘The Patent Litigation Explosion’ 

(Boston University School of Law Working Paper Series, Law and Economics Working Paper No 05-18, August 

2005) 28. Moreover, contrary to the common view regarding the quality of patents used by patent trolls, there are 

empirical studies illustrating that many NPE-used patents are of higher quality and therefore robust to legal 

challenges. This establishes that the strategic use of patent litigation will still occur even when we have a better 

administrative system to grant high-quality patents: see Timo Fischer and Joachim Henkel, ‘Patent Trolls on 

Markets for Technology – An Empirical Analysis of NPE’s Patent Acquisitions’ (2012) 41 Research Policy 1519, 

1519. For a discussion about the nuisance suits theory in general and an analysis of the patent troll business model, 

see David Rosenberg and Steven Shavell, ‘A Model in Which Suits Are Brought for Their Nuisance Value’ (1985) 

5 International Review of Law and Economics 3, 4; Hovenkamp, above n 18.  
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Second, incumbent literature on the goals of patent law is mainly or even exclusively centred 

on the incentive and reward functions, and less explicitly discusses the competition-

promotion function from an underlying theoretical perspective. For example, usually no 

straightforward statutory wording concerning competition can be found in the legislative 

intent articles of patent legislation.27 Although promotion of competition is often mentioned 

by some scholars when discussing the goals of IP law in general,28 a more systematic inquiry 

is lacking in current legal scholarship. Of course, a competition consideration in patent law 

is not completely absent from research. There have been scholars calling for attention to the 

pro-competition purpose of patent law in their scholarship. For example, Helmut Furth 

suggested early in 1958 that the patentee’s reward be limited to the ‘competitive superiority’ 

of the patent,29  and later Ward S Bowman developed and perfected the ‘Competitive 

Superiority’ Test in 1973.30 Those discussions reveal that a central concern of patent law is 

to reward the patentee with competitive advantage. In the late 1980s, Michael Lehmann 

stated that patent protection leads to the creation of competition on a higher level (that is, 

innovation) via restricting competition on a (lower) production level.31 He subsequently 

argued that the right to restrict is only protected to the extent that the benefit generated by 

the competition on the higher level outweighs the detriment brought about by restraints in 

competition on the production level.32 This statement calls for further attention to the built-

in pro-competition character of the patent regime. More recently in 2012, Ted Sichelman 

and Sean O’Connor explored the competition-promoter role of patents from a historical 

                                                 

27 For example, the purpose of US IP law is to ‘promote the Progress of Science and useful Arts’: see United States 

Constitution art I, § 8, cl 8; the purpose of Chinese Patent Law is ‘to protect patent rights for inventions-creations, 

to encourage inventions-creations, to foster the spreading and application of inventions-creations, and to promote 

the development of science and technology, for meeting the needs of the construction of socialist modernization’: 

see 《中华人民共和国专利法》[Patent Law of the People’s Republic of China] (People’s Republic of China) 

National People’s Congress, 27 December 2008, art 1; the goals of the Australian patent system are ‘fundamentally 

economic – to encourage the provision of new and useful goods and services and reward inventiveness’: see 

Australian Law Reform Commission, Genes and Ingenuity Report: Gene Patenting and Human Health, Report 99 

(2004) 53 [2.3].  
28 Thomas F Cotter explicitly argued for the procompetitive interest in IP law via relying mainly on the elaboration 

of the procompetitive doctrines in IP law. With regard to patent law, the doctrine used in his elaboration is the 

‘misuse doctrine’. See Thomas F Cotter, ‘The Procompetitive Interest in Intellectual Property Law’ (2006) 48 

William and Mary Law Review 483, 487, 498-505; Christina Bohannan and Herbert Hovenkamp have also 

supported the procompetitive view of IP law in general: see Bohannan and Hovenkamp, ‘IP and Antitrust: 

Reformation and Harm’, above n 7, 905. 
29 Helmut F Furth, ‘Price-Restrictive Patent Licenses under the Sherman Act’ (1958) 71(5) Harvard Law Review 

815, 815. 
30 Ward S Bowman, Jr, Patent and Antitrust Law (University of Chicago Press, 1973) 88.  
31 Michael Lehmann, ‘Property and Intellectual Property – Property Rights as Restrictions on Competition in 

Furtherance of Competition’ in Peter Drahos (eds), Intellectual Property (Ashgate Publishing, 1999) 23, 34.  
32 Ibid, 36. 
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perspective.33 This study resonates with some patent scholars’ call for reinvestigation of 

patent history 34  and expands the focus on the role that the patent system plays in 

encouraging or discouraging research to the role of patents as a mechanism to foster market 

competition. This thesis, based upon an inquiry into the origins of patent law, the specific 

pro-competition rules in modern patent legislation, the case law in the field of the patent-

antitrust intersection and modern economic theories underpinning patent protection and 

dynamic competition,35 attempts to explicitly add a new insight into the theory of patent 

law’s goals and to apply this theory so as to frame abusive patent litigation practices.  

Third, much early literature tends to assume that patents confer monopolies,36 or at least 

encourage them,37 and therefore give the patentee the right to exclude (competition)38 as a 

legitimate use of patent rights. Many contend that although the exercise of legitimately 

obtained patent rights could be anticompetitive (to a certain extent and within certain 

timeframe), the anticompetitive effects are ameliorated because patents promote innovation 

                                                 

33 Sichelman and O’Connor contended that patents in the Venetian Republic enabled a new kind of competition 

from outside of the incumbent guild system at that time: see Ted Sichelman and Sean O’Connor, ‘Patents as 

Promoters of Competition: The Guild Origin of Patent Law in the Venetian Republic’ (2012) 49 San Diego Law 

Review 1267, 1269-1270, 1273-1278. 
34 For example, Brad Sherman called for attention to the legal history of patent law in one of his recent work: see 

Brad Sherman, ‘Towards a History of Patent Law’ in Toshiko Takenaka (eds), Intellectual Property in Common 

Law and Civil Law (Edward Elgar, 2013) 3, 3. 
35 Over the past decades, at least five economic theories have been developed to elaborate the theory of dynamic 

competition. They are the Schumpeterian Competition Theory, the Evolutionary Competition Theory, the Theory 

of Austrian Competition and Entrepreneurship, the Path Dependence Theory and the Resource-based Competition 

Theory. For a more comprehensive elaboration, see Jerry Ellig and Daniel Lin, ‘A Taxonomy of Dynamic 

Competition Theories’ in Jerry Ellig (eds), Dynamic Competition and Public Policy: Technology, Innovation, and 

Antitrust Issues (Cambridge University Press, 2001) 16.  
36 See Harold G Fox, Monopolies and Patents (University of Toronto Press, 1947) 200; Jesse W Markham and 

Mark S Massel, ‘Antitrust and Patent Laws: Effects on Innovation’ (1966) 56(2) American Economic Review 284, 

285: ‘the grant of a patent right was regarded merely as a logical extension of conventional rights in industrial 

property.’; Ariel Katz, ‘Making Sense of Nonsense: Intellectual Property, Antitrust, and Market Power’ (2007) 49 

Arizona Law Review 837, 907; also the many early case decisions have taken this view, see Zenith, (1969) 395 US 

100, 135, referring to patent as ‘lawful monopoly’; Crown Dye & Tool Co v Nye Tool & Mach Works, (1923) 261 

US 24, 35-36: ‘A patent confers a monopoly’. 
37  Robin Feldman, ‘Patent and Antitrust: Differing Shades of Meaning’ (2008) Virginia Journal of Law & 

Technology 1, 4; Fritz Machlup, ‘An Economic Review of the Patent System’ (Study paper, No 15, Subcommittee 

on Patents, Trademarks, and Copyrights, Committee on the Judiciary, United States Senate, 1958) foreword: ‘In a 

free-enterprise economy dedicated to competition, we have chosen, not only to tolerate but to encourage, individual 

limited islands of monopoly in the form of patents.’ 
38 Michael A Carrier, ‘Unraveling the Patent-Antitrust Paradox’ (2002) 150 University of Pennsylvania Law 

Review 761, 762-763; Mark A Lemley, ‘Property, Intellectual Property, and Free Riding’ (2005) 83 Texas Law 

Review 1031, 1031, 1058-59.  
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and thereby enhance long-run consumer welfare.39 This kind of hypothesis seems to dominate 

the current mind-set of lawyers, scholars, legislators and even judges. However, it gives bad-

faith right holders the room to manipulate the patent system and causes confusion in the 

implementation of law. Based on the argument for the pro-competition goal of patent law, 

this thesis argues that a patent right is not the right to create a monopoly that excludes 

competition40 but to incentivise competition – the dynamic competition by substitution. In 

contrast to the form of competition by imitation in which homogeneous products are 

competing with each other to bring price down, competition by substitution requires 

introduction of new differentiated products into the market.41 As limited rights to a specific 

invention, patents do not intend to hinder newly developed technologies or products from 

substituting established ones. Rather, they provide new entrants with the opportunity to 

subvert the market power of incumbent corporations, a power based on existing product 

offerings.42 Under this hypothesis, to say that patent rights exclude competition is incomplete 

because patent rights promote competition by substitution (ie innovation)43 through limiting 

competition by imitation. 44  This thesis proposes a mechanism based on differentiation 

between competition-by-imitation and competition-by-substitution and the concept of 

dynamic competition to regulate abusive patent enforcement practices.  

                                                 

39  This kind of argument is mostly often to be found in the literature discussing the relationship between 

competition law and patent law or IP law in general. See, eg, Michael H Kauffman, ‘Image Technical Services, 

Inc. v. Eastman Kodak Co.: Taking One Step Forward and Two Steps Back in Reconciling Intellectual Property 

Rights and Antitrust Liability’ (1999) 34 Wake Forest Law Review 471, 471; Charles F Rule, ‘Patent-Antitrust 

Policy: Looking Back and Ahead’ (1991) 59 Antitrust Law Journal 729, 729; see also, US Department of Justice 

and the Federal Trade Commission, Antitrust Guidelines for the Licensing of Intellectual Property (1995) 2: ‘The 

intellectual property laws and the antitrust laws share the common purpose of promoting innovation and enhancing 

consumer welfare.’ 
40 Herbert Hovenkamp has also explicitly asserted that patents do not lead to monopolies but create differentiation: 

see Hovenkamp, ‘Markets in IP and Antitrust’, above n 11, 2148. 
41 See William van Caenegem, Intellectual Property Law and Innovation (Cambridge University Press, 2007) 5; 

Josef Drexl, ‘Abuse of Dominance in Licensing and Refusal to License: A “More Economic Approach” to 

Competition by Imitation and to Competition by Substitution’ in Claus-Dieter Ehlermann and Isabela Atanasiu 

(eds), European Competition Law Annual 2005: The Interaction between Competition Law and Intellectual 

Property Law (Hart Publishing, 2007) 647, 648; Drexl also gave a speech on this topic in February 2012: see Josef 

Drexl, ‘Do We Always Favor Dynamic Competition over Static Price Competition when Excluding Imitation?’ 

(Speech delivered at the 13th EIPIN Congress, Munich, 3-5 February 2012). 
42 See van Caenegem, above n 41, 65. 
43 See Schumpeter, above n 5, 81-86. 
44 Professor Louis Kaplow used the term ‘limit competition’ to describe the purpose of a patent grant, which this 

thesis argues is a more appropriate elaboration of the intent of patent law, although Kaplow did not differentiate 

the two kinds of competition: see Louis Kaplow, ‘The Patent-Antitrust Intersection: A Reappraisal’ (1984) 97(8) 

Harvard Law Review 1813, 1817: ‘But the very purpose of a patent grant is to reward the patentee by limiting 

competition’. 



9 

 

Fourth, when discussing the anticompetitive effects of patent practices, attention tends to 

shift to competition law,45 and much more focus has been put on the contractual practices 

by the patentees. Many journal articles and books discuss the detrimental effects of these 

practices. 46  However, with regard to non-contractual practices, ie patent enforcement 

practices, competition law simply cannot capture all the anticompetitive actions, as some of 

those unilateral practices do not qualify as subject to competition law47 and therefore escape 

its scrutiny. Moreover, market competition has its intrinsic value to the patent regime as a 

mechanism to regulate innovative activities in the market. This thesis focuses exclusively 

on patent enforcement practices and their potential implications for the market from a much 

broader market competition consideration rather than a narrow competition law perspective. 

Fifth, though much legal scholarship discusses frivolous litigation48 in general and research 

work on the fragmented topics in patent litigation context such as patent misuse,49 hold-up 

litigation,50 predatory patent infringement litigation51 and most recently patent trolls,52 and 

there is abundant literature on remedial proposals for different forms of abusive patent 

                                                 

45 Robert Pitofsky, ‘Challenges of the New Economy: Issues at the Intersection of Antitrust and Intellectual 

Property’ (2001) 68 Antitrust Law Journal 913, 913.  
46 See Hedvig Schmidt, Competition Law, Innovation and Antitrust: An Analysis of Tying and Technological 

Integration (Edward Elgar, 2009); ABA Section of Antitrust Law, Intellectual Property Misuse, above n 10; 

Christopher R Leslie, ‘Patent Tying, Price Discrimination, and Innovation’ (2011) 77(3) Antitrust Law Journal 

811. 
47 For example, Senza-Gel, 803 F2d 661 (Fed Cir 1986); Zenith, 395 US 100, 140 (1969). 
48 There is no unified definition of this kind of conduct, although many terms in the literature such as ‘frivolous 

litigation’, ‘nuisance suit’ and ‘opportunistic litigation’ mean, in general, the same category of litigation which has 

a low probability to win in the courtroom. 
49  Patent misuse doctrine is generally a common law doctrine being used as an equitable defence to patent 

infringement. However, on the function and effect of using patent misuse doctrine, there have always been 

controversies. For a ‘pro’ approach, see Marshall Leaffer, ‘Patent Misuse and Innovation’ (2010) X(2) Journal of 

High Technology Law 142; Thomas F Cotter, ‘Misuse’ (2007) 44(4) Houston Law Review 901; Thomas F Cotter, 

‘Four Questions Rationales for the Patent Misuse Doctrine’ (2011) 12(2) Minnesota Journal of Law, Science & 

Technology 457; Robert Merges, ‘Reflections on Current Legislation Affecting Patent Misuse’ (1988) 70 Journal 

of the Patent & Trademark Office Society 793, 795; for a ‘contra’ approach, see Mark A Lemley, ‘The Economic 

Irrationality of the Patent Misuse Doctrine’ (1990) 78(6) California Law Review 1599.  
50 See Jorge L Contreras, ‘Equity, Antitrust, and the Reemergence of the Patent Unenforceability Remedy’ (2011) 

The Antitrust Source 1.  
51 See Hovenkamp, above n 18. 
52 In recent years, numerous articles and working papers have discussed patent trolls. See Markus Reitzig, Joachim 

Henkel and Christopher Heath, ‘On Sharks, Trolls, and Their Patent Prey – Unrealistic Damage Awards and Firms’ 

Strategies of ‘Being Infringed’’ (2007) 36 Research Policy 134; Fischer and Henkel, above n 26; Brian T Yeh, 

‘An Overview of the ‘Patent Troll’ Debate’ (Congress Research Service Report, 20 August 2012). 
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litigation practices, 53  there are few major works summarising these various forms to 

subsume them in a general framework. Among existing works, Colleen V Chien has 

undertaken a systematic survey of the different types of high-tech patent suits,54 although 

her list is incomplete55 and her work has not touched upon the effects that the different types 

of patent litigation exert on the overall innovation incentive and market competition.56 This 

thesis investigates strategic behaviours in using patent enforcement mechanisms in different 

contexts, whether by practicing entities or by non-practicing entities, and explores their 

common characteristics and problems for regulation purposes.  

Sixth, there have been a few academic endeavours focusing on the typology of abusive 

patent litigation.57 However, the methods being used to classify the practices have been 

limited and mainly subject-oriented.58 To assess the effect of market behaviours, a subject-

oriented analysis might produce prejudice and therefore not be objective enough to capture 

truly detrimental practices. In evaluating market behaviours, a more fact-dependent analysis 

could serve better.59 In addition to inquiry about the intent of a plaintiff initiating a patent 

suit, harm to market competition and consumer welfare shall serve as another important 

                                                 

53 On the problem of standards hold-up litigation, see Robert P Mergers and Jeffery M Kuhn, ‘An Estoppel 

Doctrine for Patented Standards’ (2009) 97(1) California Law Review 1; On predatory litigation, see Michael Paul 

Chu, ‘An Antitrust Solution to the New Wave of Predatory Patent Infringement Litigation’ (1992) 33(4) William 

and Mary Law Review 1341; On patent trolls, see Anna Mayergoyz, ‘Lessons from Europe on How to Tame U.S. 

Patent Trolls’ (2009) 42 Cornell International Law Journal 241; Michael A Carrier, ‘Patent Assertion Entities: 

Six Actions the Antitrust Agencies Can Take’ (2013) 2 CPI Antitrust Chronicle 1; Brian J Love, ‘An Empirical 

Study of Patent Litigation Timing: Could a Patent Term Reduction Decimate Trolls without Harming Innovators?’ 

(2013) 161 University of Pennsylvania Law Review 1309; Christopher A Harkins, ‘Fending off Paper Patents and 

Patent Trolls: A Novel “Cold Fusion” Defense Because Changing Times Demand It’ (2007) 17 Albany Law 

Journal of Science & Technology 407. 
54 Colleen V Chien identified eight types of narratives of patent litigations generally on the basis of the litigants: 

see Colleen V Chien, ‘Of Trolls, Davids, Goliaths, and Kings: Narratives and Evidence in the Litigation of High-

Tech Patents’ (2009) 87 North Carolina Law Review 1571.  
55 For example, litigation involving patent privateering is a complicated and concealed one which however could 

have more detrimental effects on the market, especially when patent privateering conduct is used among 

competitors. On the analysis of patent privateering issue, see John M Golden, ‘Patent Privateers: Private 

Enforcement’s Historical Survivors’ (2013) 26(2) Harvard Journal of Law & Technology 545; Tom Ewing, 

‘Indirect Exploitation of Intellectual Property Rights by Corporations and Investors’ (2012) 4 Hastings Science & 

Technology Law Journal 1. 
56 For example, litigation involving reverse payment is another kind of strategic use of litigation system and has 

been generally condemned as anticompetitive per se. On the analysis of reverse payment issue, see Herbert 

Hovenkamp, Antitrust Law, Volume 13 (Aspen Publishers, 3rd ed, 2012) ¶ 2046c; William J Newsom, ‘Exceeding 

the Scope of the Patent: Solving the Reverse Payment Settlement Problem Through Antitrust Enforcement and 

Regulatory Reform’ (2009) 1(2) Hastings Science & Technology Law Journal 201. 
57 See Tim Pohlmann and Marieke Opitz, ‘Typology of the Patent Troll Business’ (2013) 43(2) R&D Management 

103; see, also, Chien, above n 54. 
58 Ibid 112-116; Chien, above n 54, 1577-1593.  
59 Byron A Bilicki, ‘Standard Antitrust Analysis and the Doctrine of Patent Misuse: A Unification under the Rule 

of Reason’ (1984) 46 University of Pittsburgh Law Review 209, 210. 
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standard in commenting on patent suits.60 This thesis attempts to bring into focus the intent 

standard and the market harm standard for identifying abusive patent enforcement practices 

and integrates them into a more comprehensive analytical framework on the basis of an 

analysis of the underlying goals of patent law.  

Seventh, as to proposals for reform in patent law or IP law in general, there have been 

thousands of articles and books produced by many prominent scholars.61 Most of these are 

of the view that courts can play a more important role in reform to rescue the patent system 

than the legislative institutions can.62 For instance, Burk and Lemley did a thorough job in 

exploring the policy levers63 which the courts can use to evaluate patent problems64 and 

suggested that Congress should consider passing statutes to facilitate the use of the policy 

levers by the courts.65 However, the suggestions in current literature rarely touch upon the 

question of from exactly what standpoint the courts shall conduct their evaluation. The 

methodologies of different areas of law differ from each other and could produce different 

outcomes when used by the courts to evaluate the same conduct. With regard to the case of 

abusive patent litigation, for example, a (static) competition-law-oriented approach could 

have a much different focus from a (dynamic) patent-law-oriented approach. Therefore, 

where to carry out the reform in respect to patent-related problems is also a question to be 

addressed. This thesis attempts to ascertain the question of where the reform could happen 

to combat one of the problems in the current patent system, ie abusive patent litigation, and 

provides some thoughts for further research regarding the whole patent system’s reform.  

                                                 

60 Herbert Hovenkamp is the one who explicitly and strongly suggests building the IP-Injury standard into the 

evaluation of IP-related cases. See Bohannan and Hovenkamp, above n 1, 33-59. 
61 See, eg, James Bessen and Michael J Meurer, Patent Failure: How Judges, Bureaucrats, and Lawyers Put 

Innovators at Risk (Princeton University Press, 2008); Michele Boldrin and David K Levine, Against Intellectual 

Monopoly (Cambridge University Press, 2008); Dan L Burk and Mark A Lemley, The Patent Crisis and How 

Courts Can Solve It (University of Chicago Press, 2009); Robert Merges, Justifying Intellectual Property (Harvard 

University Press, 2011); Michael A Carrier, Innovation for the 21st Century: Harnessing the Power of Intellectual 

Property and Antitrust Law (Oxford University Press, 2009); Adam B Jaffe and Josh Lerner, Innovation and Its 

Discontents: How Our Broken Patent System Is Endangering Innovation and Progress and What to Do About It 

(Princeton University Press, 2004); Suzanne Scotchmer, Innovation and Incentives (MIT Press, 2004); ibid. 
62 See, eg, Bohannan and Hovenkamp, above n 1, 34; Burk and Lemley, above n 61, 95-108. 
63 Policy levers in the work of Burk and Lemley mean the judicially created rules (doctrines) which can be used 

by the courts to tailor the unitary patent system to the more complex realities of the world while avoiding the 

problems of industry-specific legislation. See Burk and Lemley, above n 61, 109: ‘For example, the rules for 

obviousness and written description have been applied differently to biotechnology and software.’ 
64 Altogether Burk and Lemley identified 12 policy levers which the courts have used and six possible policy levers 

the courts could use and some industry-specific policy levers: see ibid 109-165. 
65 See ibid 141. 
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Eighth, current study about patent and competition issues usually centres on the two major 

trading blocks, the US and the EU,66 while setting aside other ascending economies.67 

However, some problems reflected through abusive patent enforcement practices can 

exactly be attributed to legislative and judicial pitfalls in the two trading blocks. It is, 

therefore, necessary to expand the discussion’s horizon to other jurisdictions where there 

are fewer problems of abusive patent litigation, and investigate possible advantages inherent 

in these jurisdictions for the purpose of conceptualising a feasible mechanism for regulation 

of these strategic behaviours. This thesis brings Australia and China into a cross-comparison 

by looking at the relevant legislation and some case law developments to supplement the 

discussion in the US and the EU.  

1.2.2 Thesis Limitations 

First, due to the evolving nature of the strategic use of patents in general and the complexity 

and concealing tendency of business strategies undertaken by patent holders, this thesis is 

not able to identify all the relevant abusive behaviours of patent holders using the patent 

enforcement mechanism. Rather, this thesis can only choose the widely discussed 

behaviours with generally recognised negative effects on the market as analysis objects and 

expects to reveal the more general problems common to this kind of behaviours. Thus, the 

proposed resolution to the harmful strategic behaviours in the context of patent enforcement 

is only able to focus on common problems and must leave aside specific issues inherent in 

each of the particular forms of abusive patent enforcement.  

                                                 

66 See, eg, Steven Anderman and Hedvig Schmidt, EU Competition Law and Intellectual Property Rights: The 

Regulation of Innovation (Oxford University Press, 2nd ed, 2011); Giandonato Caggiano, Gabriella Muscolo and 

Marina Tavassi (eds), Competition Law and Intellectual Property: A European Perspective (Kluwer Law 

International, 2012); Irina Haracoglou, Competition Law and Patents: A Follow-on Innovation Perspective in the 

Biopharmaceutical Industry (Edward Elgar, 2008); Thorsten Kaeseberg, Intellectual Property, Antitrust and 

Cumulative Innovation in the EU and the US (Hart Publishing, 2012); Dina Kallay, The Law and Economics of 

Antitrust and Intellectual Property: An Austrian Approach (Edward Elgar, 2004); Katarzyna Czapracka, 

Intellectual Property and the Limits of Antitrust: A Comparative Study of US and EU Approaches (Edward Elgar, 

2009); Francois Leveque and Howard Shelanski, Antitrust, Patents and Copyright: EU and US Perspectives 

(Edward Elgar, 2005); Mariateresa Maggiolino, Intellectual Property and Antitrust: A Comparative Economic 

Analysis of US and EU Law (Edward Elgar, 2011); Marcus Glader, Innovation Markets and Competition Analysis: 

EU Competition Law and US Antitrust Law (Edward Elgar, 2006); Jonathan DC Turner, Intellectual Property and 

EU Competition Law (Oxford University Press, 2010). 
67 Professor Steven Anderman did edit a book introducing general IP-Competition Law issues of some other 

jurisdictions, such as Australia. However, it was just a brief summary: see Steven D Anderman (ed), The Interface 

between Intellectual Property Rights and Competition Law (Cambridge University Press, 2007).  
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Second, owing to the focus on non-contractual enforcement activities of patent holders, this 

thesis has to leave aside such issues as reverse payment which, although it includes using 

patent litigation as a strategy, is mainly regarded as contractual activities of patent holders. 

Thus, the discussion of ‘abusive patent enforcement’, which is in many places 

interchangeably used with ‘abusive patent litigation’ in this thesis, is to some degree 

narrower than what the term ‘patent enforcement’ might mean in general parlance.  

Third, the working term ‘abusive patent enforcement / abusive patent litigation’ in this thesis 

is defined in direct relation to patent infringement. This term, therefore, does not include 

active ex ante licensing activities. Instead, this term refers to activities in response to 

apparent or perceived patent infringement.  

Fourth, this thesis mainly investigates the available remedies in relation to strategic use of 

patent enforcement in patent law, competition law, civil procedural law and also case law 

doctrines regarding this issue for the purpose of proposing solutions. It, however, is not able 

to exhaustively include all the available remedies in the selected jurisdictions, which thus 

makes the proposal only justifiable when discussed from the perspectives of the legal areas 

touched upon. 

Fifth, considering the due function of patent enforcement in ensuring the patent system 

works, the proposed solution targeting harmful patent enforcement behaviours is a 

restrictive test so that it cannot be used to chill the proper function of the patent system. This 

means that the test can only be used in carefully circumscribed circumstances and as an 

exception to the general patent enforcement mechanism, instead of a conventional control 

to the patent enforcement mechanism as a whole.  

1.3 How this Thesis Addresses the Problem 

Dynamic competition is the main thread of the whole thesis, which guides its arguments. 

This thesis centres on the competition consideration in patent law and evaluates and 

proposes a regulatory remedial framework with regard to abusive patent litigation under the 

umbrella of dynamic competition.  

In the first part of this thesis, the competition-promoting principle of modern patent law will 

be investigated and argued for via historical, theoretical and normative inquiries to serve the 

argument for a competition-oriented approach to frame abusive patent litigation practices. 
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At the outset of this part, the relationship between patent protection, innovation, competition 

and consumer welfare will be briefly introduced as the underpinning rationale for a further 

discussion. Although there are different opinions about the exact effects of innovation and 

competition on consumer welfare, this thesis does not intend to participate in this 

longstanding debate. Instead, it will take the mainstream view of effective market 

competition being an efficient consumer welfare enhancing mechanism.68 To uncover the 

pro-competition nature of the patent regime, this thesis starts by identifying arguments from 

the origin of the modern patent law,69 and then looks into the economic theories justifying 

the creation and existence of modern patent law. In addition, specific patent-law rules 

serving to promote competition are discussed. To reinforce the argument, perspectives from 

case law are also provided to demonstrate the pro-competition intent of modern patent law.70 

In part two, the phenomenon of abusive patent litigation will be studied. Starting from 

discussing the functions of patent enforcement within patent law in particular and society at 

large, common characteristics and possible problems of abusive patent litigation will be 

abstracted on the basis of discussion of several commonly recognised abusive litigation 

practices, and a definition of ‘abusive patent litigation’ will be advanced. Though the 

                                                 

68 On the relationship between competition and consumer welfare, there has been much literature in economics 

and law. Generally, the pro-approach seems to occupy the current debate, and the literature is not hard to find. See, 

eg, Hovenkamp et al, IP and Antitrust, above n 2, 1-10; Gustavo Ghidini, Innovation, Competition and Consumer 

Welfare in Intellectual Property Law (Edward Elgar, 2010); Robert H Bork, The Antitrust Paradox: A Policy at 

War with Itself (Basic Book, 1978); Pieter Kalbfleisch, ‘Aiming for Alliance: Competition Law and Consumer 

Welfare’ (2011) 2(2) Journal of European Competition Law & Practice 108; Philip Marsden and Peter Whelan, 

‘“Consumer Detriment” and Its Application in EC and UK Competition Law’ (2006) 10 European Competition 

Law Review 569; Pinar Akman, ‘“Consumer Welfare” and Article 82 EC: Practice and Rhetoric’ (2009) 32(1) 

World Competition 71; William E Kovacic, ‘Competition Policy, Consumer Welfare Protection, and Economic 

Disadvantage’ (2007) 25 Journal of Law & Policy 101; William J Kolasky and Andrew R Dick, ‘The Merger 

Guidelines and the Integration of Efficiencies into Antitrust Review of Horizontal Mergers’ (2003) 71 Antitrust 

Law Journal 207, 208; Organization for Economic Co-operation and Development (OECD), The Interface 

between Competition and Consumer Policies (OECD Doc DAF/COMP/GF(2008)10, 5 June 2008). 
69 Historical background is a very important referencing source in understanding the law. See Oliver Wendell 

Holmes, The Common Law (Belknap Press of Harvard University Press, 2009) xxii-xxiii: ‘In order to know what 

[the law] is, we must know what it has been, and what it tends to become, and to understand the combination of 

the two into new products at every stage.’ There have been some discussions about the pro-competitive purpose 

of patent law from the perspective of patent law’s origin: see Boldrin and Levine, above n 61, 44: ‘The Statute did 

not replace intellectual competition with intellectual monopoly, as we often led to believe, but an indefinite and 

broad government monopoly with a definite and restricted private monopoly’. Some commentators explained the 

original patents as positive rights to practice: see Sichelman and O’Connor, above n 33, 1269: ‘Thus, the original 

patents ware not negative rights to exclude, as today, but positive privileges or licenses to practice.’ 
70 Case studies can be used for different purposes, such as to provide description, to test theory or to generate 

theory: see Kathleen M Einsenhardt, ‘Building Theories from Case Study Research’ (1989) 14(4) Academy of 

Management Review 532, 535. Qualitative case studies are an appropriate method to identify patterns of specific 

process. See Robert E Stake, The Art of Case Study Research (Sage Publications, 1995). Altogether, this thesis 

will use 5 cases for opinion, as 5 cases are suggested by Einsenhardt to be a suitable number for a research setting, 

less than four cases are often unconvincing and more than 10 cases increase complexity. 
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negative effects of the different forms of abusive patent litigation seem to be obvious, no 

rigid conclusion is expected to be drawn directly from the descriptive texts in this part. 

Rather, an analytical approach will be pursued to illustrate the real effects of the different 

forms of abusive patent litigation.  

Then in the third part, to propose a competition-oriented remedial mechanism, the current 

available regulatory tools regarding abusive patent enforcement behaviours in selected 

jurisdictions will be evaluated to serve further discussion. Not only available remedies in 

patent law and competition law will be studied, but also possible solutions in civil 

procedural law and other legal doctrines. Then, the proposal of a competition-oriented 

solution will follow. In this part, pragmatic recommendations from administrative, 

legislative and judicial perspectives will be given on the basis of the aforementioned 

discussion on available remedies in different fields of law and different jurisdictions.  

The whole thesis is divided in seven chapters and goes as follows:  

Chapter 1 introduces the thesis by pointing out the problem to be discussed in this 

dissertation and setting out the hypothesis and research questions. In addition, the 

contribution to knowledge, limitations and research methodology are also explained at the 

outset of this dissertation.  

Chapter 2 endeavours to identify the context for understanding and discussion of the 

problem and the proposed solution. The relationships between competition, innovation, 

consumer welfare and patent protection are descriptively discussed and expected to be used 

as knowledge background for a better understanding of this thesis. The concepts and 

theories of patent law have long been discussed and debated in economics and law 

scholarship. This dissertation does not add new insights into this complex topic and only 

provides summaries of the incumbent discussions.  

Chapter 3 introduces a new perspective, albeit not a completely new insight, for 

investigation of patent issues, ie the dynamic competition goal intrinsic to patent law. It 

starts from delving into the historical development of patent regime and joins in the long-

standing discussion of patents as a property right or a regulatory tool. Through reading the 

built-in competition-promoting mechanism within current patent law, this thesis contends 

that promotion of (dynamic) competition is an intrinsic goal of patent law, and reinforces 

this standing through case law insights.  
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Chapter 4 looks into the overall patent enforcement mechanism and uncovers the issue in 

general that patent enforcement has experienced and is still experiencing a functional 

development – from a shield against patent infringement to a sword being increasingly used 

as a weapon for purposes other than stopping infringement, and more for extorting excessive 

rents from patent-vulnerable parties. To serve the further discussion at a later stage, an 

overview of the patent enforcement landscape of selected jurisdictions is provided as an 

empirical indication that the issue of abusive patent litigation is a problem worthy of study.  

Chapter 5 centres on the specific problem of abusive patent litigation. Based on a survey of 

a few commonly discussed forms of strategic use of patent enforcement with detrimental 

effects on market competition, this thesis explores their common characteristics and 

problems, and lays the foundation for abstraction and definition of abusive patent litigation.  

Chapter 6 surveys some existing legislation and doctrines relevant to abusive patent 

litigation in four areas of law in four jurisdictions – the US, Germany, China and Australia. 

While patent law is a major field of study, competition law is almost of the same importance 

as abundant research work on patent litigation problems has been conducted from the 

competition-law perspective. In addition, as patent infringement action is in general a civil 

action, civil procedural law cannot be ignored. Last but not least, several case law doctrines 

are also touched upon. Although the survey of legislation and doctrines is not and cannot be 

exhaustive owing to the evolving nature of the problem and the fragmentation of remedies 

in legal practice, the survey in this chapter does provide a sound basis for solution 

formulation in Chapter 7 and provides a foundation for the argument for such a solution 

proposed.  

Chapter 7 concludes the thesis by proposing a competition-oriented solution with focus on 

a judicial remedy and supplementary suggestions from the legislative and administrative 

perspectives. The proposed test to be applied in the courts uses a broad concept – the concept 

of abuse of economic dependence – as a theoretical basis to accommodate the need of 

capturing as many abusive patent litigation practices as possible, existing and yet to emerge. 

To avoid the chilling effect of such a broad concept on the due function of patent litigation, 

the proposed test is, however, not broadly but restrictively designed, with high standards of 

proof and a narrowly defined category of cases. The underlying reasoning is that the test 

shall be flexible enough to capture all the problematic practices and meanwhile only 
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function to the extent that the real problematic practices are controlled and proper 

enforcement not unduly interdicted. 

1.4 Hypothesis 

This thesis is based on three inter-related research hypotheses: 

First, to enhance consumer welfare, it is necessary that we maintain an effective innovation 

environment. An effective innovation environment will be realised through constant 

invention by the market participants and (dynamic) market competition brought about by 

the constant invention. In this context, it is necessary to set up a regulatory framework so as 

to guard the benign competition-innovation circle.  

Second, given the importance of patent enforcement mechanism to protect inventors’ rights 

and incentivise investment in further innovative ventures, it is imperative that we ensure an 

efficient enforcement environment so as to shield against free-riding. Without a well-

established enforcement environment, inventors’ endeavours will be vulnerable to 

infringement, which will then discourage the overall incentive to engage in innovative 

ventures.  

Third, to achieve the expected social function of patent enforcement and in view of the high 

private and social costs associated with patent enforcement, it is important to ensure that the 

patent enforcement mechanism is not distorted by certain strategic practices. Those strategic 

practices are not in conformity with the legislative intent of patent law to the extent that they 

exert detrimental impacts on dynamic market competition and innovation at large. Therefore, 

a targeted mechanism under the umbrella of the legislative intent of patent law is needed 

and will help to reach the ultimate goal of consumer welfare enhancement. 

1.5 Research Question 

This thesis develops the research work by asking the question: ‘Why and how to regulate 

abusive patent litigation practices in the context of competition?’  

To answer the question outlined above, a list of subordinate questions will arise:  

(1) To what extent does abusive patent litigation constitute a real problem?  

This involves asking: 
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(a) What function does the patent enforcement mechanism perform in general? 

(b) What forms does abusive patent litigation take? 

(c) Are there common characteristics among the different forms of abusive patent litigation 

practices? 

(d) What problems does abusive patent litigation bring about? 

(2) Why do we need to focus on competition with regard to abusive patent litigation? 

This involves asking: 

(a) Why does competition matter? 

(b) What does the concept of competition encompass? 

(c) What is the theoretical rationale arguing for the competition-oriented mechanism in 

regulating abusive patent litigation practices? 

(3) How do we apply the concept of dynamic competition to regulate abusive patent litigation 

practices? 

This involves asking: 

(a) How do we define abusive patent litigation for regulation purposes? 

(b) Are there remedies to abusive patent litigation practices in current law? 

(c) What are the merits and demerits of the available remedies? 

(d) What factors does a competition-oriented mechanism require for its application? 

1.6 Methodology 

The primary methodology to be used in this thesis will be doctrinal legal analysis. After 

having surveyed the different forms of abusive patent enforcement practices and identifying 

the common characteristics and problems of these practices, this thesis explores the 

procompetitive thesis in patent law and assesses abusive patent enforcement practices and 

the current available remedies according to the discussed procompetitive thesis. To explore 

the pro-competition goal of patent law, the technique of inductive reasoning will be applied. 
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Starting with an inquiry into the origins of the patent system, this thesis will examine 

legislation and case law development as well, and reinforce the argument for the derived 

conclusion with the relevant economic theories. In the whole process, analysis and critiques 

will be generally confined to the context of law, although some arguments will be 

underpinned by referring to economic theories. The proposed competition-oriented 

mechanism is also within the dimension of law. To pursue a solution in the patent law with 

regard to the identified abusive patent litigation problem, legal analogy will be used. Some 

procompetitive provisions in the neighbouring fields of law, for example the doctrine of 

economic dependence in competition law, will be examined to serve the solution suggestion. 

As to the patent enforcement context, judicial adaptations will be considered as well. The 

factors for an abuse of economic dependence test based on the theory of dynamic 

competition will be identified and methods proposed under the principle of patent law so as 

to ensure the coherence and certainty of law enforcement.  

In addition, a comparative law methodology, which is a well-defined legal research 

method,71 will be used to serve the proposal in this thesis. For the purpose of proposing a 

feasible framework to tackle the problem and providing more convincing arguments, this 

thesis selects four jurisdictions. Two jurisdictions (the US and Germany) with the longest 

tradition in dealing with patent and competition issues will be used as background. Then 

one jurisdiction from the medium-sized open economies (Australia) will be brought in as 

reference and one jurisdiction from the emerging economies (China) that has developed its 

IP regime and competition policy in recent years will be used to examine the necessity of 

adapting the patent regime to competition in the new economy era. Apart from comparing 

the legislation in the four jurisdictions with regard to the topics discussed in this thesis, focus 

will also be put on the study of case law doctrines from the four jurisdictions, as the 

interaction between patent regime and competition policy is mainly reflected in case law 

developments. Especially, the convergence and divergence demonstrated through the 

different case rulings will be studied and criticised for the purpose of finding the common 

threads or patterns in legal response. 

  

                                                 

71 Konrad Zweigert and Hein Koetz, Introduction to Comparative Law (Tony Weir trans, Clarendon Press, 3rd ed, 

1998). 
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Chapter 2 Finding the Context: Patent Protection, Market Competition, 

Innovation and Consumer Welfare 

Patent protection, as a measure to protect intellectual property rights (IPRs), is always 

discussed with market competition. Market competition calls for free entry and asset 

mobility, whereas IPRs create ‘monopolies’ so as to provide incentives. In this regard, 

patent protection is thought to be detrimental to market competition. However, the 

relationship between patent protection and market competition is more complex, since 

market competition is no longer simply defined in terms of rivalry.72 Accordingly, it is now 

also defined in terms of output or welfare.73 A clarification of relevant concepts is crucial 

for further discussion. This chapter aims to set the context for further discussion of abusive 

patent enforcement in this thesis. It first discusses the relationship between innovation, 

competition and consumer welfare. Based on previous discussion, it provides a review of 

patent theories in the context of the competition-innovation-consumer welfare nexus as a 

theoretical foundation for further discussion. 

2.1 Competition and Innovation 

2.1.1 Concepts of Competition 

As a concept that has always been central to economic thinking,74 competition has a number 

of interpretations and meanings.75 In The New Palgrave, Stiglitz describes competition as 

‘a rivalry between individuals (or groups or nations), and it arises whenever two or more 

parties strive for something that all cannot obtain’. 76  This definition is broad and 

behavioural.77  In contrast to Stiglitz’s identification of competition with rivalry, some 

                                                 

72 Herbert Hovenkamp, ‘Intellectual Property and Competition’ (December 2015) 1. 
73 Ibid. 
74 John Stuart Mill said that ‘only through the principle of competition has political economy any pretension to the 

character of a science’: see John Stuart Mill, Principles of Political Economy (Longmans, 1848) 147. 
75 Due to the scope of this thesis, only a few representative definitions of ‘competition’ are discussed here. 
76 Joseph Eugene Stiglitz, ‘Competition’ in John Eatwell, Murray Milgate and Peter Newman (eds), The New 

Palgrave (Macmillan, 1987) 1470, 1470. 
77 John Vickers adopts Stiglitz’s definition of competition as a general working definition and notes that this 

definition encompasses all sorts of forms of rivalry, instruments of rivalry, objects of rivalry, as well as types of 

rival. He also notes that competition is defined in behavioural terms by Stiglitz, which is different from highly 

developed analytical concepts under the heading of ‘perfect competition’. The latter, including the competitive 

general equilibrium model, refer to states or situations. See John Vickers, ‘Concepts of Competition’ (1995) 47(1) 

Oxford Economic Papers 1, 3. 
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influential writers, such as Robert Bork, explicitly incorporate welfare criteria into their 

definitions of ‘competition’. In The Antitrust Paradox, Bork defines the term as ‘designating 

any state of affairs in which consumer welfare cannot be increased by moving to an 

alternative state of affairs through judicial decree’.78 Being constrained by the language and 

history of United States antitrust law, Bork argues that his definition of ‘competition’ is 

consistent with economic efficiency criteria and therefore strongly opposes the 

identification of competition with rivalry in antitrust analysis.79 It is notable, however, that 

the identification of competition with rivalry does not in any case assume that ‘more 

competition’ is necessarily good or an end in itself.80 

Though ‘competition’ is discussed here in a positive sense, with no normative or legal 

implications, it is worth pointing out that not all forms of economic competition are 

desirable. Von Weizsäcker distinguishes between three levels of economic competition: 

goods, production, and innovation.81 Generally speaking, direct competition on the ‘goods’ 

level (level Ⅰ) is prohibited by systems of property rights (bad competition), whereas 

competition on the ‘production’ level (level Ⅱ) is what might be identified with perfect 

competition (good competition). But competition in exchange – that is, competition between 

buyers and between sellers in regard to the exchange of property rights concerning 

consumption goods – is necessary for competition in production. As opposed to the 

production of goods on level Ⅱ, the level of innovation (level Ⅲ) is the level of production 

of new knowledge. Competition on the level of innovation is closely related to dynamic 

competition as it was described by Clark and others. 82  The three levels of economic 

competition constitute a competition pyramid: the lower level, the more inferior. Like bad 

money drives out good (Gresham’s law), von Weizsäcker formulates a Gresham’s law of 

competition: ‘[B]ad competition (level Ⅰ) drives out good competition (level Ⅱ), unless the 

latter is protected by an effective prohibition of bad competition’.83 For example, certain 

exclusive property rights are enforced to prohibit some kinds of competition in goods so as 

to stimulate competition in production, which in turn enhances the means of consumption. 

                                                 

78 Robert H Bork, The Antitrust Paradox (Basic Books, 1978) 61. 
79 Bork contends that the identification of competition with rivalry in antitrust analysis ‘invites…the wholly 

erroneous conclusion that the elimination of rivalry must always be illegal’: see ibid; see also Vickers, ‘Concepts 

of Competition’, above n 6, 3 footnote 6. 
80 Vickers, ‘Concepts of Competition’, above n 6, 3. 
81 C C von Weizsäcker, Barriers to Entry: A Theoretical Treatment (Springer, 1980) 5-8. 
82 See John Maurice Clark, Competition as a Dynamic Process (Brookings, 1961). 
83 von Weizsäcker, above n 10, 6. 
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Analogously, to give incentive for competition in innovation and hence for expanding the 

means of production, public policy, in the form of patents and other IPRs, restricts 

competition in production. However, restrictions on competition in production are not 

always necessary for stimulating competition in innovation, as incentives for innovation 

may be non-commercial, as in scientific research, or provided by other measures such as 

research and development (R&D) subsidies.84 Given the higher protection costs of higher 

level competition, von Weizsäcker develops a balance principle of competition – that is, an 

optimal policy will aim at balancing between more competition at one level and less at 

another, rather than simply prefer more of higher and less of lower level competition.85  

Notwithstanding numerous interpretations and meanings of ‘competition’, considering the 

role of patents in fostering innovation through limiting competition by imitation, discussions 

in this thesis are conducted in terms of two forms of competition: static (neoclassical) 

competition and dynamic (Schumpeterian) competition. Dynamic competition is the kind 

of competition that is engendered by product and process innovation. Such competition does 

not merely bring price and output competition. It tends to overturn the existing order. 

2.1.2 Concepts of Innovation 

Although the word ‘innovation’ has very often been used in a different context, there has 

not been much discussion on the concept of innovation from a legal perspective.86 Rather, 

innovation is often defined in its ordinary sense. English dictionaries like the Merriam-

Webster Online Dictionary in general define ‘innovation’ as the introduction of something 

new, which can be a new idea, method or device.87 Similar definitions are also found in 

other dictionaries like Oxford English Dictionary.88 Apart from the ordinary definition, 

international organisations have also tried to give guidance on what the concept of 

innovation encompasses. An often-cited definition comes from the Oslo Manual: 

                                                 

84 Partha Dasgupta and Paul A David, ‘Information Disclosure and the Economics of Science and Technology’ in 

George R Feiwel (ed), Arrow and the Ascent of Modern Economic Theory (Macmillan, 1987) 519, 519-542; 

Michael Spence, ‘Cost Reduction, Competition, and Industry Performance’ (1984) 52(1) Econometrica 101, 101-

121. 
85 von Weizsäcker, above n 10, 8. 
86 Andrew Christie, ‘Creativity and Innovation: A Legal Perspective’ in Leon Mann and Janet Chan, Creativity 

and Innovation in Business and Beyond: Social Science Perspectives and Policy Implications (Routledge, 2011) 

103, 103. 
87 Merriam-Webster Online Dictionary, ‘Innovation’ <https://www.merriam-webster.com/dictionary/innovation>.  
88 Christie, above n 15, 104. 

https://www.merriam-webster.com/dictionary/innovation
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Guidelines for Collecting and Interpreting Innovation Data, according to which innovation 

refers to the ‘implementation of a new or significantly improved product (good or service), 

or process, a new marketing method, or a new organisational method in business practices, 

workplace organisation or external relations.’89  

In academia, more discussions of the concept of innovation come from economists. Among 

numerous scholars, Joseph A Schumpeter is regarded as the ‘prophet of innovation’,90 and 

his definition of innovation is probably the most cited. In his early work, The Theory of 

Economic Development, Schumpeter defines innovation as ‘the introduction of new goods, 

new methods of productions, the openings of new markets, the conquest of new sources of 

supply and the carrying out of new organization of any industry.’ 91  Based upon 

Schumpeter’s definition, more work has been done to detail the concept of innovation. For 

example, Scherer and Ross regard innovation as a process which encompasses such stages 

as invention, entrepreneurship, investment, development and diffusion.92 Greenhalgh and 

Rogers focus on the value-adding aspect of innovation and define it as ‘the application of 

new ideas to the products, process, or other aspects of the activities of a firm that lead to 

increased value.’ 93  Hovenkamp sees innovation as a concept associated with profit 

enhancing. 94  From these further discussions and definitions, it is easy to see that the 

dynamic element of the concept of innovation has been increasingly revealed and 

emphasised. The dynamic consideration is exactly what this thesis intends to explore from 

the patent regime and to use as a theoretical base for resolution of the problem in current 

patent law landscape.  

These definitions, however, do not reflect much connection to law. Only when the concept 

of innovation is related to the intellectual property law does it gain relevance in law and is 

                                                 

89 Organisation for Economic Co-operation and Development (OECD) and Eurostat, Oslo Manual: Guidelines for 

Collecting and Interpreting Innovation Data (OECD Publishing, 3rd ed, 2005) 46. 
90  See Thomas K McCraw, Prophet of Innovation: Joseph Schumpeter and Creative Destruction (Harvard 

University Press, 2007). 
91 Joseph A Schumpeter, The Theory of Economic Development: An Inquiry into Profits, Capital, Credit, Interest, 

and the Business Cycle [Translated from the 1911 original German Theorie der wirtschaftlichen Entwicklung by 

Redvers Opie] (Harvard University Press, 1934) 66.  
92 Frederic M Scherer and David R Ross, Industrial Market Structure and Economic Performance (Houghton 

Mifflin Company, 3rd ed, 1990) 616-617. 
93 Christine Greenhalgh and Mark Rogers, Innovation, Intellectual Property, and Economic Growth (Princeton 

University Press, 2010) 4-5. 
94 Herbert Hovenkamp, ‘Innovation and the Domain of Competition Policy’ (2008) 60 Alabama Law Review 103, 

104. 
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it used to define the threshold requirements for different levels of legal protection. 95 

However, innovation itself means something much different from the intellectual property 

law and refers to a much broader concept than what the intellectual property law 

encompasses.96 Intellectual property laws only form part of the constraints and incentives 

modern society uses to facilitate innovation. For innovation to happen constantly, there must 

be a large public domain of ideas in addition to the appropriate protection for the incumbent 

innovations, and a large public domain of ideas can only be obtained when the incremental 

innovations can be incentivised and also enter the public domain after a time.97 This means 

that the concept of innovation refers to a dynamic state which is never ending. 

2.1.3 The Relationship between Competition and Innovation 

2.1.3.1 Negative Competition-Innovation Relationship 

For more than half a century, economists have debated the significance of market structure 

for innovation – ie, what form of market structure (monopoly or competition) favours 

innovation. This debate is also named ‘Schumpeterian’ debate, as many absorbed the rich 

work of Joseph A Schumpeter. Schumpeter is well known for two different theories on 

innovation. The first relates to the impact of market structure on innovation – ie, which 

market structure (monopoly or competition) is most conducive to innovation. Schumpeter 

himself articulated two almost divergent views on this topic.98 In his early work, The Theory 

of Economic Development, which was first published in 1911, Schumpeter touched upon 

the virtues of competition driven by entrepreneurs and small firms.99 However, in his later 

work, Capitalism, Socialism, and Democracy, which was published in 1942, he revised his 

former proposition, maintaining that large firms with monopoly power – ie, monopolists, or 

dominant firms – are more likely to contribute to innovation than firms in competitively 

structured markets. 100  Schumpeter argued that dominant firms have more financial 

resources – either inside or outside the firms – to invest in R&D. In terms of the 

                                                 

95 Christie, above n 15, 115. 
96 Hovenkamp, ‘Innovation and the Domain of Competition Policy’, above n 23, 104-105. 
97 Ibid. 
98 The shift of Schumpeter’s views partially reflected the dramatic change in the major sources of innovation in 

the US economy during the first half of the 20th century. See J Gregory Sidak and David J Teece, ‘Dynamic 

Competition in Antitrust Law’ (2009) 5(4) Journal of Competition Law & Economics 581, 587.  
99 Schumpeter, The Theory of Economic Development, above n 20. 
100 Joseph A Schumpeter, Capitalism, Socialism, and Democracy (Harper & Brothers, 2nd ed, 1947) 82. 
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appropriability problem, Schumpeter further argued that, due to their market dominance, 

dominant firms have less fear of being copied by rivals than small firms, and thus they are 

in a better position to capture value from innovation.101 As to the criticism that monopoly 

price is higher and monopoly output is lower than competitive price and competitive output, 

Schumpeter indicated that this theory only applies when ‘the method and organisation of 

production – and everything else – are exactly the same in both cases.’102 In reality, however, 

‘there are superior methods available to the monopolist which either are not available at all 

to a crowd of competitors or are not available to them so readily’.103 Given the above 

advantages, monopolists or dominant firms are deemed the great engines of innovation.  

Schumpeter was among the first to declare that perfect competition was inconsistent with 

innovation, noting that ‘[t]he introduction of new methods of production and new 

commodities is hardly conceivable with perfect – and perfectly prompt – competition from 

the start. And this means that the bulk of what we call economic progress is incompatible 

with it.’104 However, this viewpoint does not necessarily mean that monopoly is a necessity 

in the economic system. Schumpeter himself acknowledged the significance of pluralism 

and rivalry in the economic structure. But rivalry should not only be defined from a static 

view point, but should also take account of dynamic elements in the market, as there are 

many variables affecting the seemingly linear relationship between the generation of 

monopolistic rents and the allocation of resources to develop new products and processes.105  

Similar to the Schumpeterian belief that perfect competition is inimical to inventive activity, 

some industrial organisation theories also hypothesise a negative relationship between 

competition and innovation, suggesting that innovation is certain to decrease with increasing 

competition, as the monopoly rents for new entrants and therefore the incentives for new 

entrants to invest in innovative activities will decrease with increasing competition.106 When 

discussing the relationship between the size of firms and the rate of R&D activity, Dasgupta 

and Stiglitz conclude that ‘[i]f there are barriers to entry[,] an increase in the number of 

                                                 

101 Ibid 83. 
102 Ibid 100. 
103 Ibid 100-101. 
104 Joseph A Schumpeter, Capitalism, Socialism and Democracy (Harper & Brothers, 1942) 105. 
105 For more discussion on some of those variables, see Sidak and Teece, above n 27, 581-631. 
106 See Morton I Kamien and Nancy L Schwartz, Market Structure and Innovation (Cambridge University Press, 

1982); Partha Dasgupta and Joseph Stiglitz, ‘Industrial Structure and the Nature of Innovative Activity’ (1980) 

90(358) The Economic Journal 266, 266-293. 
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firms would result in a decrease in R&D expenditure per firm in a market economy, 

although industry output would increase, and therefore, the degree of monopoly would 

decrease’.107 

2.1.3.2 Positive Competition-Innovation Relationship 

A decade after Schumpeter’s death, Kenneth Arrow launched a debate with Schumpeter’s 

arguments on the relationship between market structure and innovation. Unlike the 

Schumpeterian belief that perfect competition is incompatible with innovation, Arrow 

hypothesises a positive relationship between competition and innovation. 108  However, 

Arrow’s presumption that perfect competition prevails over monopoly is on the basis of 

strong appropriability. Instead of using market dominance as a device to appropriate the 

results of innovation, Arrow posits a perfect property right in the information underlying a 

specific production technique to protect the fruits of innovation. This posited property right 

is somewhat like a patent, but its appropriability is even stronger than a patent.109 As a result, 

small firms without market dominance can also gain everything if they innovate actively 

and will have nothing to gain if they do not innovate. Most importantly, Arrow argues that 

truly radical innovations are more likely to come from small firms rather than dominant 

firms. He indicates that dominant firms’ R&D activities have strong attributes of path-

dependence, as they are unwilling to lose the value of previous investment, whereas small 

firms are in a better position to benefit from overturning old technology. This difference 

makes small firms the radical inventors of technology.  

                                                 

107 Dasgupta and Stiglitz, above n 35, 288. 
108 See Kenneth J Arrow, ‘Economic Welfare and the Allocation of Resources for Invention’ in Universities-

National Bureau Committee for Economic Research (ed), The Rate and Direction of Inventive Activity: Economic 

and Social Factors (Princeton University Press, 1962) 609, 609-626. For good analytic summaries of the abundant 

literature on the debate, see Wesley M Cohen and Richard C Levin, ‘Empirical Studies of Innovation and Market 

Structure’ in Richard Schmalensee and Robert Willig (eds), Handbook of Industrial Organization (Volume 2) 

(North-Holland, 1989) 1059, 1059-1107; Richard Gilbert, ‘Looking for Mr. Schumpeter: Where Are We in the 

Competition-Innovation Debate?’ in Adam B Jaffe, Josh Lerner and Scott Stern (eds), Innovation Policy and the 

Economy (Volume 6) (MIT Press, 2006) 159, 159-215; see also Jonathan B Baker, ‘Beyond Schumpeter vs. Arrow: 

How Antitrust Fosters Innovation’ (2007) 74(3) Antitrust Law Journal 575, 575-602. 
109 Arrow’s posited property right might be interpreted as ‘a clearly specified and costlessly enforceable patent of 

infinite duration’, which is not identical to a patent: see Sidak and Teece, above n 27, 588-589. 
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2.1.3.3 An Inverted-U Relationship between Competition and Innovation 

Given the different sources of innovation in the economy at that time, both Schumpeter and 

Arrow’s arguments may no longer completely apply to the current economic system. From 

an empirical perspective, the rate of innovation also changes with the number of firms in a 

market. Today, the mainstream view seems to be that the relationship between market 

structure and the rate of innovation is an inverted-U relationship110 – that is, the innovation 

curve is an inverted ‘U’, with the highest rates of innovation appearing in moderately 

concentrated markets and gradually decreasing as the market tends to either monopoly or 

more atomistic competition.  

Though Aghion et al are the first to predict an inverted-U pattern in the model of product 

market competition and innovation, the possibility of an inverted-U relationship between 

competition and innovation was first implied by Scherer in 1967. To test Schumpeter’s 

conjecture that technological innovation increases with the concentration of market power, 

ceteris paribus, Scherer measured industrial inventive and innovative effort through the 

employment of technical engineers and scientists.111 Scherer’s analysis showed a positive 

relationship between patenting activity and enterprise scale during 1960, with a decreasing 

impact at larger scales when taking into account nonlinearities.  

Almost four decades later, through using panel data, Aghion et al found strong evidence that 

the competition-innovation relationship manifested in the form of an inverted-U shape, with 

industries distributed in both the increasing and decreasing sections of the U-shape.112 To 

                                                 

110 See Philippe Aghion et al, ‘Competition and Innovation: An Inverted-U Relationship’ (2005) 120(2) The 

Quarterly Journal of Economics 701, 701-728; Philippe Aghion and Rachel Griffith, Competition and Growth: 

Reconciling Theory and Evidence (MIT Press, 2005); F M Scherer, ‘Market Structure and the Employment of 

Scientists and Engineers’ (1967) 57(3) The American Economic Review 524, 524-531; F M Scherer, ‘Research 

and Development Resource Allocation Under Rivalry’ (1967) 81(3) The Quarterly Journal of Economics 359, 

359-394; Morton I Kamien and Nancy L Schwartz, ‘On the Degree of Rivalry for Maximum Innovative Activity’ 

(1976) 90(2) The Quarterly Journal of Economics 245, 245-260; Cátia Felisberto, ‘The Relationship Between 

Competition and Incumbent’s Innovation’ (2012) 12(1) Journal of Industry, Competition and Trade 21, 21-46. 
111 Scherer used three dependent variables in his analysis. The first is the number of technical engineers plus natural 

scientists employed in 56 manufacturing industry groups during 1960. The second is the number of natural 

scientists only. The third is an estimated private R&D employment. Other relevant variables such as total industry 

employment, technological opportunity, and product characteristics are held constant in Scherer’s analysis. See 

Scherer, ‘Market Structure and the Employment of Scientists and Engineers’, above n 39, 524. 
112 Aghion et al, ‘Competition and Innovation’, above n 39, 701-728. 
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explain the results, they extend Aghion, Harris and Vickers’113 theoretical literature on step-

by-step innovation to produce a model that delivers an inverted-U prediction. In this model, 

innovations can be made by both current technological leaders and their followers in any 

industry and occur step by step. Unlike previous endogenous growth models where 

innovation incentives depend on post-innovation rents,114  innovation incentives in this 

model depend on the difference between post-innovation and pre-innovation rents of 

incumbent firms. On this occasion, more competition may reduce a firm’s pre-innovation 

rents by more than it reduces its post-innovation rents and therefore may facilitate 

innovation and growth. That is to say, competition may increase the incremental profit from 

innovating, thereby encouraging R&D investments intended to escape competition 

(‘escape-competition effect’). The ‘escape-competition effect’ of competition especially 

dominates in ‘neck-and-neck’ sectors115 where pre-innovation rents are particularly reduced 

by product market competition. On the other hand, competition may also decrease 

innovation incentives for laggard firms (‘Schumpeterian effect’). The ‘Schumpeterian effect’ 

of competition is particularly true in sectors where innovations are performed by laggard 

firms with low initial profits, as product market competition will mainly impact on post-

innovation rents. Different types of equilibrium fraction of sectors reflect different levels of 

competition. When competition is low, a larger fraction of sectors in equilibrium have 

innovations being made by neck-and-neck competing incumbent firms, therefore, generally 

speaking, the ‘escape-competition effect’ is more likely to prevail over the ‘Schumpeterian 

effect’. On the other hand, when competition is high, a larger equilibrium fraction of sectors 

involve laggard firms, so that the ‘Schumpeterian effect’ is more likely to be superior to the 

‘escape-competition effect’. 116  The balance between ‘escape-competition effect’ (that 

increases the rate of innovation) and ‘Schumpeterian effect’ (that reduces the rate of 

innovation) changes between low and high levels of competition, thereby generating an 

inverted-U relationship between competition and innovation.117 

                                                 

113  See Philippe Aghion, Christopher Harris and John Vickers, ‘Competition and Growth with Step-by-Step 

Innovation: An Example’ (1997) 41(3) European Economic Review 771, 771-782; see also Philippe Aghion, 

Christopher Harris, Peter Howitt and John Vickers, ‘Competition, Imitation and Growth with Step-by-Step 

Innovation’ (2001) 68(3) The Review of Economic Studies 467, 467-492.  
114 In previous endogenous growth models, all innovations are made by outsiders. See Aghion et al, ‘Competition 

and Innovation’, above n 39, 702. 
115 The ‘neck-and-neck’ firms refer to incumbent firms operating at similar technological levels: see ibid. 
116 Ibid 702-703. 
117 Ibid 720-721. 
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2.2 Competition, Innovation and Consumer Welfare 

2.2.1 Definition of Consumer Welfare 

According to Motta, economic welfare, which is a standard concept used in economics to 

measure an industry’s performance, is the aggregate measure of the welfare (or surplus) of 

different groups in the economy.118 Welfare is also known as total surplus, as it equals the 

sum of consumer surplus and producer surplus in each given industry regardless of other 

measurement elements such as externalities, taxes paid, subsidies received, government 

revenues etc.119 As one of the major measure elements of welfare, consumer welfare (or 

consumer surplus) is always compared with producer surplus. In contrast to producer 

surplus which is the aggregate measure of all profits made by producers in the industry, 

consumer welfare is the sum of the surplus of all consumers. Specifically, at the level of 

individual consumers, it equals the difference between the consumer’s valuation for the 

good he/she wants to buy and the price that he/she actually has to pay.120 If the consumer’s 

valuation for the good is higher than the price at which that good is sold, a surplus will occur 

and it is said that the consumer welfare increases.  

In theory, ceteris paribus, an increase of the goods’ price decreases consumer welfare and 

increases producer surplus, and the total welfare therefore remains unchanged. In the real 

world, however, as the goods’ price increases, the increase in producer surplus is not likely 

to compensate for the decrease in the consumer welfare.121 Therefore, in a static sense, total 

welfare is highest when the market price equals marginal costs of production, and lowest 

when it equals the monopoly price.122 However, the concept of welfare should not only be 

interpreted in a static sense that only takes current welfare into account, but also allow for 

its dynamic element – that is, future welfare matters.123 If the market price is equal to 

marginal costs of production, the industry will not make any profit and therefore will not be 

able to make any investment for future production. In this case, future welfare will be 

                                                 

118 Massimo Motta, ‘Competition Policy: Theory and Practice’ (Cambridge University Press, 2004) 18. 
119 Ibid fn 51. 
120 Ibid 18. 
121 For a graphical representation of this argument, see ibid ch 2. 
122 Ibid 18. 
123 Ibid 19. 
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decreased due to the impossibility of introducing new products, making innovations and 

improving the quality levels of goods and services.124  

In most cases, consumer welfare is consistent with total welfare – that is, practices that 

increase total welfare also increase consumer welfare and vice versa. But in some cases, 

such as monopolies in perfect price discrimination, consumer welfare is reduced while total 

welfare is increased.125 Another frequent case occurs in the merger where total welfare 

might be increased by the dramatically reduction of the merging firms’ fixed costs but 

consumer welfare is to be reduced due to the increased prices.126 

2.2.2 The Relationship between Competition and Consumer Welfare 

The relationship between competition and consumer welfare is generally embodied in 

discussions on objectives or goals of competition policy. European Community (EC) 

competition law in its early stages was deeply influenced by Ordoliberalism,127 according 

to which the primary goal of competition law is to ‘preserve the process of competition and 

operator’s freedom to compete as values in themselves’.128 Since the late 1990s, however, 

the ‘competition’ that competition policy is supposed to protect has been increasingly 

viewed as a process, with consumer welfare being its outcome and the goal of competition 

policy. Nowadays, it is almost unanimously recognised by economists that the aim of 

competition law is to enhance consumer welfare in the sense of economic efficiency.129 

However, the rationale underlying this argument lies in the neoclassical (static) model of 

price competition rather than a particular consumer policy motivation. 130  It is because 

economists are more concerned about total welfare rather than mere consumer welfare. As 

discussed above, total welfare, not just consumer welfare, will reach its maximum at the 

                                                 

124 See ibid ch 2 for further discussion of this point. 
125 This case is not a frequent real case and is more often discussed in the theoretical realm. See ibid ch 7 for further 

discussion of this point. 
126 See ibid ch 5 for further discussion of this point. 
127 For a historical overview, see Heike Schweitzer, ‘Parallels and Differences in the Attitudes Towards and Rules 

Regarding Market Power: What are the Reasons? The History, Interpretation and Underlying Principles of Section 

2 Sherman Act and Article 82 EC’ in Claus-Dieter Ehlermann and Mel Marquis (eds), European Competition Law 

Annual 2007: A Reformed Approach to Article 82 EC (Hart Publishing, 2008) 119, 119-164. 
128 Luis Ortiz Blanco and Pablo Ibáñez Colomo, ‘Evolving priorities and rising standards: Spanish law on abuses 

of market power in the light of the 2008 Guidance Paper on Article 82 EC’ in Lorenzo Federico Pace (ed), 

European Competition Law: The Impact of the Commission’s Guidance on Article 102 (Edward Elgar, 2011) 63, 

67. 
129 Josef Drexl, ‘Competition Law as Part of the European Constitution’ in Armin von Bogdandy and Jürgen Bast 

(eds), Principles of European Constitutional Law (Hart Publishing, 2nd ed, 2009) 659, 685. 
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competition equilibrium when markets produce a maximum of goods at the lowest prices 

(marginal prices). Therefore, consumer welfare is not advocated in the sense of an ultimate 

goal of competition law by economists. 

In practice, consumer welfare is usually recognised by competition authorities and courts as 

one of the ultimate objectives of competition law. In the European Union (EU), the goal of 

consumer welfare is explicitly recognised by the Commission in its statements on the more 

economic approach. For example, the ‘DG Competition discussion paper on the application 

of Article 82 of the Treaty to exclusionary abuses’ states:131 

With regard to exclusionary abuses the objective of Article 82 is the protection of competition on 

the market as a means of enhancing consumer welfare and of ensuring an efficient allocation of 

resources. Effective competition brings benefits to consumers, such as low prices, high quality 

products, a wide selection of goods and services, and innovation. Competition and market 

integration serve these ends since the creation and preservation of an open single market promotes 

an efficient allocation of resources throughout the Community for the benefit of consumers 

(emphasis added). 

In this citation, the purposes of protecting competition are to enhance consumer welfare and 

to promote economic efficiency. Therefore, it can be understood that the protection of 

competition is dealt with not as an end in itself but as a satisfactory means of achieving the 

ultimate economic objectives of consumer welfare and efficiency. Philip Lowe, the 

Director-General for Competition, held a similar view in 2007, stating that  

[c]onsumer welfare and efficiency are the new guiding principles of EU competition policy. 

Whilst the competitive process is important as an instrument, and whilst in many instances the 

distortion of this process leads to consumer harm, its protection is not an aim in itself. The ultimate 

aim is the protection of consumer welfare, as an outcome of the competitive process.132  

Similarly, Article 101 (3) of the Treaty on the Functioning of the European Union (ex-

Article 81(3) of the Treaty Establishing the European Community) allows any agreement, 

decision or concerted practice ‘which contributes to improving the production or 

                                                 

131 European Commission DG Competition, DG Competition discussion paper on the application of Article 82 of 

the Treaty to exclusionary abuses (December 2005) 

<http://ec.europa.eu/competition/antitrust/art82/discpaper2005.pdf> 4.  
132 Philip Lowe, ‘Consumer Welfare and Efficiency – New Guiding Principles of Competition Policy?’ (13th 

International Conference on Competition and 14th European Competition Day, Munich, Germany, 27 March 2007) 

<http://ec.europa.eu/competition/speeches/text/sp2007_02_en.pdf>. 
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distribution of goods or to promoting technical or economic progress, while allowing 

consumers a fair share of the resulting benefit’.133 Moreover, Article 2.1 of the EC Merger 

Regulation recognises in principle an efficiency defence ‘provided that it is to consumers’ 

advantage’.134 The interpretation of these provisions might be that consumer welfare is 

among the ultimate objectives of competition law.  

The goal of consumer welfare has also been recognised by the case law of European Courts 

when dealing with cases relevant to competition law. In GlaxoSmithKline, the Court of First 

Instance (CFI) states:135 

In effect, the objective assigned to Article 81(1) EC, which constitutes a fundamental 

provision indispensable for the achievement of the missions entrusted to the Community, in 

particular for the functioning of the internal market … is to prevent undertakings, by 

restricting competition between themselves or with third parties, from reducing the welfare 

of the final consumer of the products in question …  

This statement indicates that competition, as a means of enhancing consumer welfare, helps 

to prevent welfare-reducing effects. As a result, society as a whole, including consumers, 

benefits from competition in this way. Especially in view of dynamic competition reflected 

in the goal of patent law, consumers can benefit from the introduction of new technologies 

and products through the protection of dynamic competition.  

In the United States (US), it seems that consumer welfare as an objective of antitrust has 

been accepted by both the courts and antitrust agencies as well. For example, the revised 

US Horizontal Merger Guidelines states that ‘the Agency considers whether cognizable 

efficiencies likely would be sufficient to reverse the merger’s potential to harm consumers 

in the relevant market, e.g., by preventing price increases in that market’.136  

Though the ultimate objective of competition law has shifted from the protection of the 

competitive process to consumer welfare, there is no wide gap between them. In fact, the 

                                                 

133 Consolidated version of the Treaty on the Functioning of the European Union, Official Journal of the European 

Union C 326/47 (entered into force 26 October 2012), art 101(3). 
134 Council Regulation (EC) No 139/2004  on the Control of Concentrations between Undertakings (the EC Merger 

Regulation) [29 January 2004] Official Journal of the European Union L 24/1, L 24/7, Article 2.1(b) (the ‘EC 

Merger Regulation’). 
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136 US Department of Justice and the Federal Trade Commission, Horizontal Merger Guidelines (Issued on 2 April 
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effect of the protection of the competitive process is almost consistent with that of consumer 

welfare, just as famously expressed by Judge Posner: ‘[e]fficiency is the ultimate goal of 

antitrust, but competition a mediate goal that will often be close enough to the ultimate goal 

to allow the courts to look no further’.137 In the context of competition law, protecting the 

competitive process is for the sake of enhancing consumer welfare, and consumer welfare 

in this way benefits from competition.  

2.2.3 The Relationship between Innovation and Consumer Welfare 

Though the goal of competition law is to enhance consumer welfare, there is little evidence 

to show that antitrust intervention has benefited consumers. Crandall and Winston ‘find 

little empirical evidence that past interventions have provided much direct benefit to 

consumers’138, and attribute this unfortunate state of affairs to ‘substantial and growing 

challenges of formulating and implementing effective antitrust policies in a new economy 

characterized by dynamic competition, rapid technological change, and important 

intellectual property.’139 Sidak and Teece further indicate that the main reason for the lack 

of compelling evidence is the static view of antitrust,140 and put forward the hypothesis that 

‘using static analysis to address antitrust issues in a dynamic economy is unlikely to improve 

consumer welfare and that a more dynamic analytical framework increases the likelihood 

of helping rather than hurting consumers.’141 Given that the concept of welfare should not 

only be interpreted in a static sense that only takes current welfare into account, but also 

allow for its dynamic element – that is, future welfare –  it is important to pay more attention 

to the long-term interest of the consumers in innovation and dynamic efficiency in addition 

to their short-term interest on lower prices and allocative efficiency.  

Specifically speaking, consumer welfare in terms of allocative efficiency (in a static sense) 

addresses the issue of cost to consumers, whereas consumer welfare in terms of dynamic 

efficiency (in a dynamic sense) focuses on what it will provide consumers. From a dynamic 

efficiency perspective, the promotion of product innovation is consistent with that of 

                                                 

137 Richard A Posner, Antitrust Law (University of Chicago Press, 2nd ed, 2001) 29. 
138 Robert W Crandall and Clifford M Winston, ‘Does Antitrust Policy Improve Consumer Welfare? Assessing 
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139 Ibid 23. 
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consumer welfare, as innovation can provide consumers with new or high-quality products. 

In addition to low-price products, consumers also would like to enjoy products with high 

qualities. However, low price and high quality are not likely to exist simultaneously in the 

same product, as the fixed costs of firms engaging in considerable R&D and other 

innovative activities tend to be high in addition to marginal costs, which would lead to prices 

significantly above marginal costs.142 The higher prices accompanying product innovation 

might at first glance be in contradiction with the short-term interest of the consumers in 

lower prices and allocative efficiency. In the long run, however, the sacrifice in lower prices 

may be compensated by new or higher-quality products for the consumers. Further 

explanation can be found in a Canadian Competition Bureau commissioned report on 

‘Innovation and Dynamic Efficiencies in Merger Review’:143 

To sustain innovative efforts, and thus support dynamic efficiency, firms do not expect to price 

at short-run marginal cost at every point in time and as a result some degree of allocative 

inefficiency may be inevitable. Motivating firms to make costly investments in R&D requires 

some prospect of ‘profit’, which as noted above is in the form of quasi-rents. In the absence of 

this positive return per unit of output sold, a firm would never be able to recoup its up-front 

investment in R&D, and would therefore have no incentive to undertake this investment. In other 

words, innovating firms anticipate a period of ‘incumbency’ during which they are able to sell a 

product at a price exceeding not only the short-run marginal cost of production, but potentially 

also the price of existing products (if any) that do not incorporate the innovation. Consumers are 

willing to pay the higher price because they value the additional attributes embodied in the new 

or improved product sufficiently to pay a premium for it over other firms’ products. 

In reality, whether consumers are willing to pay higher prices depends on the trade-off 

between dynamic and allocative efficiency. In most cases, given the uncertainty of long-

term dynamic efficiency, consumers are more likely to give greater weight to the relatively 

more certain short-term allocative efficiency.144 As a result, dynamic efficiency may be 

underestimated to some extent, thus discouraging investments on R&D and other innovative 

activities. This bias is detrimental to innovation as well as long-term consumer welfare. 

From a long-run and dynamic perspective, the relationship between innovation and 

                                                 

142 Ioannis Lianos, ‘Some Reflections on the Question of the Goals of EU Competition Law’ (Centre for Law, 
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consumer welfare is positive. Bearing in mind that consumer welfare is only one component 

of total welfare, even if it decreases due to over-investment in R&D, total welfare may still 

increase, as long as the firms’ profitability from the R&D can compensate consumers’ loss. 

2.3 A Review of Patent Theories in the Context of Competition-Innovation-Consumer 

Welfare Nexus 

As the above discussion goes, both competition and innovation in general present a positive 

relationship with consumer welfare. As a much-discussed term in modern society, patent 

protection is often regarded as central to incentivising innovation and enhancing consumer 

welfare, whereby it is usually considered to be contradictory with market competition in the 

static sense. The reason lies behind is that patents are often justified from the perspective of 

property rights theory and thus regarded as monopolies in the market. However, the theory 

of property rights only presents one justification of the patent system. There are a variety of 

other theories to justify the emergence and existence of patents. To better understand the 

role that patents can assume in the competition-innovation-consumer welfare nexus, it is 

necessary to look into the different patent theories for reference.  

2.3.1 Traditional Patent Theories 

The arguments traditionally used for justifying the patent system fall broadly within two 

approaches subdivided into four rationales,145 ie the moral justification approach which 

includes natural rights theory and just reward theory, and the utilitarian justification 

approach which includes incentive theory and contract theory.146 

The natural rights argument can be traced back to the English philosopher John Locke’s 

labour theory of property. Locke contended that everyone has a property in their own body, 

                                                 

145 Some scholars summarise the rationales for the justification of patent rights into three categories which include 

natural rights rationale, just reward rationale and public interest rationale: see Lionel Bently and Brad Sherman, 

Intellectual Property Law (Oxford University Press, 3rd ed, 2009) 339. 
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rights on ideas, just reward for services rendered, expectable profits as incentive for the emergence of socially 

desirable innovation and exchange for public disclosure of socially useful innovation: see, Fritz Machlup and Edith 

Penrose, ‘The Patent Controversy in the Nineteenth Century’ (1950) 10(1) The Journal of Economic History 1, 10; 

the same categorisation has also been shared by Janice M Mueller: see Janice M Mueller, Patent Law (Wolters 

Kluwer, 4th ed, 2013) 32-36. 
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the labour of their body and thus the products of their labour.147 On the basis of Locke’s 

proposition, the proponents of patent system derive their arguments from the natural 

property rights of inventors to the work of their mental labour.148 

The just reward rationale posits that inventors produce useful services to society and that 

fairness requires society to reward the inventors for their contributions in proportion to the 

usefulness of the services rendered to society.149 The most appropriate way to secure just 

rewards to inventors is to convey exclusive patent rights to their inventions.150 

Incentive theory and contract theory base their arguments in a utilitarian way and focus 

more on the economic ends which shall be realised through patent protection.151 Arguments 

of this ilk have gradually gained dominance and seem to provide the most robust support 

for patents. Starting from the importance of industrial progress to society, the utilitarian 

approach emphasises the overall public benefits flowing from the grant of exclusive patent 

rights. This utilitarian approach takes the maximisation of overall benefits of society rather 

than the thesis of simply rewarding the inventor as its central consideration152 and hence 

contends that the harm caused by the grant of a patent should not exceed the overall social 

benefits flowing from it.153 The two theories within this approach have over time developed 

in two directions. One strand focuses on the incentive for inventors to invest in innovative 

ventures, while another focuses on encouraging the disclosure of socially desirable 

innovative output. 154  Notwithstanding this divergence in focus, both of the strands 

emphasise the value of innovation and tend to construct their arguments in the broad concept 

of innovation. 
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2.3.1.1 Moral Justification Discourse 

2.3.1.1.1 Natural Rights Theory 

One of the most moral approaches to justify patent system is natural rights theory. Opposing 

the Roman and the Catholic Church’s view that inventions belonged to God(s) and thus 

inventors should be expropriated from ownership,155 natural rights theory contends that an 

inventor has a natural property right to the result of his or her work, as long as he or she 

works upon resources that are either not owned by other people or ‘held in common’.156 

Natural rights theory takes root in John Locke’s work of the late 17th century, which was 

originally stated in Chapter V of Locke’s ‘Second Treatise’ of Civil Government:157 

Though the earth, and all inferior creatures, be common to all men, yet every man has a property 

in his own person: this no body has any right to but himself. The labour of his body, and the work 

of his hands, we may say, are properly his. Whatsoever then he removes out of the state that nature 

hath provided, and left it in, he hath mixed his labour with, and joined to it something that is his 

own, and thereby makes it his property. It being by him removed from the common state nature 

hath placed it in, it hath by this labour something annexed to it, that excludes the common right 

of other men: for this labour being the unquestionable property of the labourer, no man but he can 

have a right to what that is once joined to, at least where there is enough, and as good, left in 

common for others. 

As one of the most influential thinkers of the Enlightenment, Locke contributed to the 

development of legislation protecting individual rights. Particularly, his labour theory of 

property aroused the first French patent law in 1791, 158  which declared the inventor’s 

natural right to obtain property rights in his or her invention since ‘every discovery or 

invention, in every type of industry, is the property of its creator; the law therefore 

                                                 

155 The Romans and the Catholic Church contend that inventions are just discoveries by man of existing natural 

properties created by God(s). It is not acceptable to deprive God(s) from their own natural right in the form of 
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guarantees him its full and entire enjoyment’.159 The French law of 1791 adopts the principle 

that a person has a natural property right in his or her own ideas, with the preamble of the 

French patent law stating  

that every novel idea whose realization or development can become useful to society belongs 

primarily to him who conceived it, and that it would be a violation of the rights of man in their 

very essence if an industrial invention were not regarded as the property of its creator.160 

Locke applied natural rights theory to land and agriculture to justify new British settlements 

in America.161 To justify the appropriation of land, water, animals and the fruits of the earth, 

Locke imposed a proviso on his labour theory of property – that is, an individual can 

legitimately create personal property interests in the bounties of nature by mixing his or her 

labour with them only so long as ‘there is enough, and as good, left in common for others’162 

(Lockean proviso). However, things may be different when applying the same theory to 

intangible assets such as ideas, particularly inventions. Wirth, though accepting the theory 

of property rights in ideas, denied that inventions belonged in the category of intellectual 

property and deserved any protection because ‘inventions are merely blossoms on the tree 

of civilization’ and, thus, common property.163 This argument has the same effect as the 

Romans and the Catholic Church where inventions belonged to God(s) – since inventions 

belong to society, they should not be appropriated by any individual human being.164  

Indeed, everyone’s invention is based on accumulated knowledge which is the sum of past 

inventions made by others, and this accumulated knowledge is the ‘common’ mentioned by 

Locke in his proviso.165 Granting a property right on a current invention may both endow 

the inventor with a de facto control over previous inventions and deprive potential future 

inventors of that particular right. Therefore, it is difficult to determine to what extent one 
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invention can be attributed to one inventor while applying the natural rights theory to 

inventions. 

2.3.1.1.2 Just Reward Theory 

Another moral approach to justifying the patent system is the just reward theory. Advocates 

of this theory claim that inventors have their moral rights to receive reward for their 

contributions in proportion to the usefulness of the services rendered to society, and the 

patent system is the best method to secure this just reward.166 Two elements need to be 

stressed in this theory – that is, (1) the morality and justice of rewarding the inventor and 

(2) the social usefulness of the patent system. 

Like natural rights theory, just reward theory has also been rebutted by the theory of the 

social origin of inventions in terms of the morality and justice of rewarding the inventor. 

John Lewis Ricardo, the principal advocate of reforming or abolishing the patent system in 

the House of Commons in the United Kingdom, argued that ‘nearly all useful inventions 

depend less on any individual than on the progress of society’ and, thus, there was no need 

to ‘reward him who might be lucky enough to be the first to hit on the thing required’.167 

Ricardo’s argument is similar to Max Wirth who insisted that inventions belonged to society. 

Unlike the theory of the social origin of inventions, the theory of the inventor’s head-start 

profits accepts the inventor’s moral right to be rewarded for his contribution. But they 

maintain that such reward can be achieved without any intervention such as the patent 

system, since the time span between the inventor’s use of the invention and his competitors’ 

imitation would enable the inventor to gain temporary profits or rents that are sufficient to 

cover a reward for him.168 Though recognising the necessity of governmental intervention 

to protect copyright, Schäffle denied similar protections for industrial inventions. He 
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stressed that the time span in the book-publishing business is too short for the first publisher 

to make enough profits, whereas the interval in the commercial exploitation of industrial 

inventions is generally long enough to secure the first user sufficient head-start profits to 

reward her for her contribution.169 This theory of the inventor’s head-start profits seems to 

be plausible in the real world where competition is imperfect. In a world with almost perfect 

competition, however, the inventor’s head-start profits would be eliminated too quickly to 

cover a reward for her.170 In this regard, governmental intervention is necessary to secure 

rewards to inventors in a competitive economy.  

Even though the morality and justice of rewarding the inventor is accepted and 

governmental intervention is recognised to be necessary to secure these rewards, one might 

still call for a governmental bonus system instead of establishing the patent system.171 

However, the administration in the governmental bonus system is very likely to bring about 

power abuse which would make this system partial and arbitrary, as administrators have 

discretionary power to decide the rewards allocation.172 By contrast, the patent system 

which confers reward on the basis of the invention’s social usefulness is more natural and 

proportional.173  

2.3.1.2 Utilitarian Justification Discourse 

2.3.1.2.1 Incentive Theory 

As one of the utilitarian approaches aiming at maximising social welfare, incentive theory 

views patents as the cheapest and most effective means of providing incentives for inventors 
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to invest in innovative activities (inventions) that are necessary for industrial progress.174 

This theory is questioned by its opponents from two aspects: (1) if effective incentives are 

necessary for generating inventions and (2) if patents are the cheapest and most effective 

means of providing these incentives. Arguments from these opponents are similar to those 

from the opponents of natural rights theory and just reward theory.175 

Supporters of this theory compare the social benefits of the patent system with its social 

costs to demonstrate that patents are the cheapest and most effective means of providing 

incentives which are necessary for generating inventions. For example, Bentham declares 

that the exclusive privilege of inventors ‘produces an infinite effect, and … costs 

nothing.’176 Mill’s endorsement of the social benefits of the patent system was also accepted 

by the majority of British economists at that time.177 One of their strongest arguments was 

that ‘the exclusive rights granted to inventors did not deprive others of anything they had 

had before and that the patent system, therefore, stimulated invention at no cost to anybody, 

merely delaying the general use of the new inventions for a number of years.’178 

However, social costs are unavoidable in the patent system. First, the patent incentive may 

steer existing activities from ordinary productive channels into inventive activities from less 

productive channels, which would sacrifice the total production and result in the loss of total 

social benefits.179 Furthermore, social cost or social loss may be involved in prosecuting 

patent applications and litigations, as well as the temporary prevention of the use of the most 

efficient technologies protected by the patent.180 Moreover, some large companies buying 
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up new patents often extend their monopoly power far beyond the scope of the patents 

granted, which would hamper other competitors and cause the increase of social cost.181 

Against the above-mentioned arguments of the patent advocates, patent opponents 

contended that ‘the patent grants did deprive others of … the opportunity to evolve and use 

the same idea that the patentee has had.’182 

Putting aside the discussions on the economic effects of the patent system, one premise that 

could not be ignored is that the inventors are not always the owners of the firms applying 

the patents183 and cannot be sufficiently rewarded for their work. If the inventors are not 

able to be sufficiently rewarded for their inventions, it would be hardly convincing to say 

the incentives generated through the patent system will induce inventors to engage in 

innovative activities that are necessary for industrial progress. 

2.3.1.2.2 Contract Theory 

Contract theory (also known as the ‘incentive-to-disclose’ theory) of patent protection is 

based on Rousseau’s social contract theory. Instead of representing the patent as a privilege 

granted by society, French politicians used this concept as a strategy to interpret the patent 

as a contact between the inventor and the society, in which the inventor agreed to disclose 

his or her new invention and the state agreed, in return, to protect this invention from being 

imitated for a number of years.184 Supporters of this theory contend that the bargain between 

the inventor and society is fair and the quid pro quo is reasonable, therefore propose that 

patents are necessary as incentives to induce inventors to disclose their inventions rather 

than keeping them secret. 

Though this theory seems to be fair and reasonable for both the inventors and the state, it 

has been questioned and objected to by opponents from several aspects. First, opponents 
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claim that the disclosure of new inventions is not necessary for industrial progress. Even 

though inventors successfully keep their new inventions secret, the same or similar 

inventions would be developed simultaneously and independently by somebody else and 

the society, as a whole, would not lose much. Second, with the intense competition and the 

rapid development of new technologies, it is increasingly difficult to conceal most 

inventions for a long time. Further, even if some inventions can remain concealed, the 

inventors would prefer guarding their secrets by themselves rather than taking out patents. 

In other words, only inventions that cannot be kept secret are patented.185 The patent system, 

as a result, does not serve to disclose concealable inventions but to restrict the use of 

unconcealable inventions.186 Moreover, some patent opponents argue that the patent system 

encourages inventors to keep their inventions secret rather than disclosing them at the 

developmental stage of inventions, since patentable inventions are those that can be 

developed into practical use.187 They believe that, in the absence of the patent system, 

inventors would publish their ideas at earlier stages so as to secure recognition and fame, 

which would eventually promote industrial progress on all fronts. 

2.3.2 Modern Patent Theories 

While traditional patent theories are concerned with ex ante justification, modern patent 

theories are more focused on the function of the patent system in the market economy. 

Although there are commentators regarding modern patent theories as ex post justification 

criticising these theories as anti-market,188 these modern patent theories in fact do not take 

justification of the patent system as their task. Rather, they emphasise the practical roles that 

the patent system can play to ensure its due function in free market economy,189 since we 
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have had a patent system for a long time and it would be irresponsible for us to abolish it 

based on our current knowledge.190 

In the past century, a myriad of patent theories have been developed and used in different 

contexts.191 Three modern theories about the function of the patent system in the context of 

this thesis are discussed in this section: (1) commercialisation function of patents, which 

focuses on the function that patents perform to encourage the transformation of the patented 

invention to consumable product and/or service in the market; (2) transaction function of 

patents, which regards patent protection as condicio sine qua non to offset Arrow’s 

‘information paradox’ problem to facilitate information transfer and thereby commercial 

realisation of patented technology and (3) evaluation function of patents, which sees patents 

as providing an invention with the opportunity to measure and possibly realise its social 

value in a competitive market instead of a guaranteed reward to the invention. 

2.3.2.1 Commercialisation Function of Patents 

The commercialisation function of patents focuses on the practical transformation of 

patented invention to consumable product and/or service in the market and regards the 

inducement of this activity as central to the patent system.192 Only when the patented 

invention can be transformed to a real product and/or service and be brought into the market 

can the fruit of the invention be useful to the public and the social function of the patent 

system achieved. 193  Different from traditional incentive theory and contract theory, 

commercialisation function theory emphasises the role that patents play after the invention 

has been made and addresses the practical problem after the patented invention has been 

disclosed.194  
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As the transformation from patented inventions to consumable products and/or services 

usually requires further investment, and sometimes this part of investment can even exceed 

the cost of the invention itself,195 patents play an even more important role in incentivising 

patent holders to invest in the commercialisation of the patented technology because the 

patent holders will probably have more profit-and-loss considerations at the stage of 

commercialisation than at the stage of invention.196 From this perspective, what is rewarded 

by the patents is not the invention. Rather, what is rewarded by the patents is the 

transformation of the patented invention into consumable products in the market.197 

2.3.2.2 Transaction Function of Patents 

As Arrow points out, the inventors without the protection of patents will face the 

‘information paradox’. The term ‘information paradox’ refers to the fact that the value of 

information is not known to a purchaser until he/she has the information, but when the 

information is exposed to the purchaser, the purchaser has in effect acquired the information 

without cost and the seller of that information has in effect lost control of the information 

without compensation. Therefore, the seller might choose to keep the information to itself. 

But this might not be socially efficient as he might not be in the best position to use the 

information as effectively as others. If the information is protected through property rights 

awarded to the seller, the above-mentioned problem might not occur.198 In the case of 

inventions, transactions face exactly the situation of the information paradox. Without 

sound legal protection, the inventor tends to exploit the invention itself. But as explained in 

the above Section 2.3.2.1, the commercialisation of the invention may require much higher 

investment than the invention itself. The inventor might not have sufficient capital and 

resources to commercialise the invention. Therefore, it is usually unavoidable to bring in 

investors, licensees or even buyers of the invention so as to make full use of the invention 

for the social good. Without a legal protection of the invention, it would be hardly possible 

for the inventor to expose her invention to potential investors, licensees or buyers. There 

would also be a reduced level of transactions between the inventors and potential investors, 

licensees or buyers. From this point of view, patents function as a sound protection for the 
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patented invention and promote the transaction of inventions for the socially desirable 

commercialisation.199 

2.3.2.3 Evaluation Function of Patents 

Not only do patents incentivise the transaction of patented inventions and their 

commercialisation, patents also function to measure the social value of an invention and 

allow the patent holders to put a price on the invention and evaluate the appropriateness of 

that price.200 In this aspect, patents work as an alternative mechanism to public funding, 

privileges and monopolies and leave the determination of the price of the patented invention 

to the market.201 Patents, therefore, do not constitute a reward to the inventors, but rather an 

opportunity for the inventor to realise the value of their patents in the market. If and to what 

extent the patent holder will be able to realise the value of their patents is decided by the 

market economy,202 for which sound competition in the relevant market is always needed.203  

2.3.3 Concepts of Dynamic Competition – A Starting Point for Discussion 

To better understand the role of patent protection in the new economy which is highly 

dynamic, especially to provide a sound basis for the evaluation of different behaviours by 

patent holders in the context of the competition-innovation-consumer welfare nexus, we 

need additional theoretical foundations which take sufficient account of the dynamic 

process in the market. The process-oriented concept of dynamic competition is used by 

scholars to support their analysis of the modern market phenomenon.204 

The concept of dynamic competition, taking a Schumpeterian view of competition as the 

starting point, refers to the competitive process of innovation and imitation between market 
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participants, consisting of advancing, following and overtaking in a dynamic process of 

actions and reactions.205 

Under the general approach of Schumpeter, a few theories of dynamic competition with 

different emphasis have been developed. These theories focus more on the dynamic 

elements of the market and emphasise the competitive process in technological development, 

thus providing a better argument for the existence of patents.  

2.3.3.1 Evolutionary competition theory 

In real-world markets, novelty constantly emerges, innovations can be endogenous, firms 

are heterogeneous, and decision makers have limitations in processing information. In such 

a market, competition is an open-ended process of innovation, experimentation and 

feedback. 206  Evolutionary economics uses evolutionary metaphors to flesh out 

Schumpeter’s belief that innovation is the primary engine of progressive change.207 In 

evolutionary competition theory, individuals have limitations on their ability to receive, 

process and communicate information, and they have a bounded rationality to make 

decisions. Therefore, decisions are made upon decision rules which shape the individuals’ 

response to different market situations.208 In a world of change and uncertainty, however, 

the optimal decision rules are not apparent and also need to be adjusted to new environment 

and situation. The individuals need to constantly look for better decision rules, thus making 

the market a constant competitive process for superior decision rules.209  
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2.3.3.2 Austrian competition theory 

Austrian competition theory emphasises competition as a process for the discovery of new 

knowledge.210 In Austrian competition theory, the world is full of uncertainty,211 radical 

subjectivism 212  and real time. 213  In such a world, change and surprise are inevitable. 

Although individuals will make plans to interact with others, the incompatibilities owing to 

the change and surprise will cause people to revise their plans and discover new 

incompatibilities. Thus, change and surprise prevent this process from ever settling down 

into something resembling a static equilibrium.214 In this scenario, markets work as one 

response to uncertainty and permit individuals to act on their limited information, to receive 

feedback and to discover and communicate knowledge to others.215 The market price system 

is a way to summarise and transmit information in a swift and flexible way to the people 

who would be most interested.216 The information conveyed by the price system is, however, 

often incomplete, which creates profit opportunities for entrepreneurs to explore and 

induces entrepreneurs to keep uncovering previously hidden knowledge. 217  Thus, 

competition becomes a dynamic process for discovering this information.218 

2.3.3.3 Path dependence theory 

With swift technology development, the interaction of competition and technological 

change has promoted interest in path dependence theory, in which small variations in initial 

conditions can lead to large and unpredictable changes in the market’s evolution.219 Under 

path dependence theory, it is assumed that technology development increases returns,220 the 

increasing output will produce a kind of network effect among average consumers,221 there 
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is uncertainty for market participants to identify dominant products, standards and/or 

production technologies, the consumers’ choices are not easily influenced by certain 

characteristics of a product or technology, and the use of a product or technology constitutes 

an irreversible investment for the users.222 

In path dependence theory, competition acts as a magnifier rather than a counterweight. 

There is no inevitable equilibrium in the market, if all firms begin with equal market shares. 

Instead, the market rests precariously on the edge of many possible equilibria, waiting for 

the influence of small events to tip the industry toward an outcome where one firm’s product 

dominates. Once tipped, the industry accelerates in that direction as the newly created cost 

and pricing advantages beget even larger cost and pricing advantages. Factors previously 

considered irrelevant become important determinants of the outcome.223 

2.3.3.4 Resource-Based Competition Theory 

Resource-based competition theory focuses more on strategic management of resources of 

the firm than competition policy issues224 and defines resources as tangible and intangible 

items that enable a firm to better produce a valuable product.225 Under resource-based 

competition theory, resources are heterogeneous,226 imperfectly mobile227 and costly for 

firms to discover and develop.228  

In resource-based competition theory, firms not only compete in product markets, but they 

also compete to acquire resources from each other. As the resources are imperfectly mobile, 

the firm with unique resources is considered to have a comparative advantage which can be 

translated into a competitive advantage in the marketplace. Competition is hence the 

struggle among heterogeneous firms for a comparative advantage in resources that will 
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produce a competitive advantage in the marketplace. Therefore, the analysis of competition 

in resource-based competition theory focuses primarily on the firm, not the industry.229 

2.3.3.5 Schumpeterian Competition 

Schumpeterian competition describes the forms of competition in which new products, new 

technologies, new sources of supply and new forms of business organisation emerge to 

compete with the incumbent ones in the market.230 In Schumpeterian competition, the focus 

is on the process of changes that will break an existing equilibrium. 231 It is about the 

incessant revolution of the economic structure from within through destroying the old one 

and replacing it with a new one.232 In such a competition environment, the firms in the 

market always face a threat from innovations. Innovations incessantly upset an existing 

equilibrium and render old products, technologies, sources of supply and forms of business 

organisation obsolete.233  Firms that innovate will become relatively more profitable in 

comparison with those that do not innovate and eventually drive those out of the market, as 

new production functions are discovered, which lower the total cost of production. 

Therefore, Schumpeterian competition creates more long-run benefits for society than mere 

price competition. 234  As innovation is costly, it is, therefore, necessary for the most 

innovative firms to have sufficient resources for R&D so as to maintain their incentive to 

keep innovating. The incentive to innovate is enhanced when there is little threat of imitation 

and more possibilities to earn supranormal profits. 235  To foster innovation, short-run 

inefficiencies will be tolerated in exchange for long-run efficiencies, because the benefits 

of such competition may not appear immediately.236 

2.3.4 Summary  

While traditional patent theories purport to provide justification for the patent system, they 

have their drawbacks and prove in practice, especially in response to more dynamic market 

conditions with rapid technological developments, to be less helpful due to the ambiguities, 

                                                 

229 Ellig and Lin, above n 137, 37-38. 
230 Schumpeter, Capitalism, Socialism, and Democracy (2nd ed), above n 29, 84. 
231 Ellig and Lin, above n 137, 17. 
232 Schumpeter, Capitalism, Socialism, and Democracy (2nd ed), above n 29, 83. 
233 Ellig and Lin, above n 137, 18. 
234 Ibid. 
235 Ibid 19. 
236 Schumpeter, Capitalism, Socialism, and Democracy (2nd ed), above n 29, 83. 
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internal inconsistencies and the lack of strong empirical support in their construction of 

arguments.237 Modern patent theories, although not taking justification for the patent system 

as their main task, tend to focus on the individual functions of the patents and thus do not 

provide a holistic foundation for using patents to accommodate the dynamic process of the 

market. For patents to promote rather than hinder modern technological development, the 

dynamic aspect of technological development must be emphasised. The patent system, as a 

market mechanism to facilitate technological development, assumes its task primarily in the 

dynamic substitution of products and processes in the market and looks for its justification 

in this context.  

As Schumpeter points out, potential competition arousing out of innovation in the future 

will work as ‘an ever-present threat’ to the incumbent firms with monopoly power and 

prevent them from abusing this power today.238 It is in this sense that the patent regime 

assumes its role in always only providing protection to new inventions, which exerts 

pressure upon the incumbent firms in the market to keep investing in innovative activities 

and encourages new potential entrants to engage in innovative activities to compete for the 

market. In this way, the patent regime, like competition law, helps maintain the competitive 

process in the market, which makes it work well with the concept of dynamic competition. 

                                                 

237 William Fisher, ‘Theories of Intellectual Property’ in Stephen Munzer (ed), New Essays in the Legal and 

Political Theory of Property (Cambridge University Press, 2001) 168, 177. 
238 Schumpeter, Capitalism, Socialism, and Democracy (2nd ed), above n 29, 85. 
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Chapter 3 Re-assessing the Foundation: Promotion of (Dynamic) 

Competition - An Intrinsic Goal of the Patent Regime 

Notwithstanding the many theories to justify patent protection, the patent regime has always 

been controversial. While proponents seem to have prevailed in maintaining or extending 

the level of patent protection, the voices calling for reducing or even abolishing patent 

systems have waxed and waned over time without ever being completely silent. Especially 

in recent decades, with the increasing volume and complexity of granted patents and 

associated problems (for example, hold-up issues), the tide of criticism has turned again.  

In the history of the patent controversy, there have been many scholarly attempts to 

determine if there is a real need to maintain a patent regime.1 Among them, Machlup’s 

‘inconclusive conclusion’ in 1958 is probably the most cited in the past half century. As he 

puts it,  

[I]f we did not have a patent system, it would be irresponsible, on the basis of our present 

knowledge of its economic consequences, to recommend instituting one. But since we have had 

a patent system for a long time, it would be irresponsible, on the basis of our present knowledge, 

to recommend abolishing it.2  

Indeed, since it seems unlikely that we will reach a definite decision to abolish the existing 

patent system, the only choice is to live with it and try to maximise its benefits. To achieve 

this goal, adjustments within the patent regime itself and between patent law and associated 

fields of law are necessary and inevitable. The question then would be, to what extent and 

on what conceptual basis shall we institute such adjustments? While adjustments are 

required for the pragmatic purpose of addressing contemporary and foreseeable future 

issues associated with patents, adjustments must be made in line with the fundamental 

purpose of modern patent law.  

                                                 

1 See, eg, Fritz Machlup, ‘An Economic Review of the Patent System’ (Study No 15, Subcommittee on Patents 

Trademarks, and Copyrights of the U.S. Senate Committee on the Judiciary, 1958); Victor Abramson, ‘The Patent 

System: Its Economic and Social Basis’ (Study No 26, Subcommittee Patents, Trademarks and Copyrights of the 

US Senate Committee on the Judiciary, 1960); Eric Schiff, Industrialization without National Patents: The 

Netherlands, 1869-1912, Switzerland, 1850-1907 (Princeton University Press, 1971); Ryo Shimanami (eds), The 

Future of the Patent System (Edward Elgar, 2012). 
2 Machlup, above n 1, 1, 33. 
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Although current criticism has not caused any jurisdiction to abolish its patent system,3 it 

does give rise to a new wave of thinking about various aspects of modern patent law.4 While 

much attention has been given to tweaking individual policy levers in the patent regime, the 

central goal of modern patent law seems to be less discussed. In particular, promotion of 

innovation has been increasingly emphasised and used in recent decades as a dominant 

concept to deal with the relationship between the patent regime and neighbouring fields of 

law. This often requires balancing the concept of innovation with other social and economic 

concepts, particularly promotion of market competition, and hence poses great challenges 

to the understanding of the function of and interaction between patent law and neighbouring 

fields of law. This chapter endeavours to emphasise the pro-competition nature of modern 

patent law from historical, theoretical and normative perspectives in order to provide a 

sound conceptual foundation directly from competition-centred patent theory rather than via 

the concept of innovation. 

3.1 Historical Inquiry 

Legislative history illuminates the original purpose of an established legal regime. However, 

the history of modern patent law is somewhat confusing. An analysis of old patent 

                                                 

3 In history, the patent regime has faced at least once large-scale anti-patent movement from around 1850 to 1870 

when the patent laws in many European countries were either amended towards less protection of patents or even 

repealed. See, eg, Fritz Machlup and Edith Penrose, ‘The Patent Controversy in the Nineteenth Century’ (1950) 

10(1) The Journal of Economic History 1, 3-5. 
4 In recent years, much literature has emerged reviewing the different principles and aspects of patent law. See, eg, 

Dan L Burk and Mark A Lemley, ‘Fence Posts or Sign Posts? Rethinking Patent Claim Construction’ (2009) 157 

University of Pennsylvania Law Review 1743; Doug Lichtman and Mark A Lemley, ‘Rethinking Patent Law’s 

Presumption of Validity’ (2007) 60(1) Stanford Law Review 45; Roger D Blair and Thomas F Cotter, ‘Rethinking 

Patent Damages’ (2001) 10 Texas Intellectual Property Law Journal 1; Jay Erstling, ‘Patent Law and the Duty of 

Candor: Rethinking the Limits of Disclosure’ (2011) 44 Greighton Law Review 329; Mark D Janis, ‘Rethinking 

Reexamination: Toward a Viable Administrative Revocation System for U.S. Patent Law’ (1997) 11(1) Harvard 

Journal of Law & Technology 1; Orin S Kerr, ‘Rethinking Patent Law in the Administrative State’ (2000) 42 

William and Mary Law Review 127; Oskar Liivak, ‘Rethinking the Concept of Exclusion in Patent Law’ (2010) 

98 The Georgetown Law Journal 1643; Kali Murray and Dmitriy Vinarov, ‘Rethinking Patent Fraud Enforcement 

in a Reform Era’ (2009) 13(2) Marquette Intellectual Property Law Review 263; Craig Allen Nard and John F 

Duffy, ‘Rethinking Patent Law’s Uniformity Principle’ (2007) 101(4) Northwestern University Law Review 1619; 

S Jay Plager and Lynne E Pettigrew, ‘Rethinking Patent Law’s Uniformity Principle: A Response to Nard and 

Duffy’ (2007) 101(4) Northwestern University Law Review 1735; Sean B Seymore, ‘Rethinking Novelty in Patent 

Law’ (2011) 60 Duke Law Journal 919; Roy J Epstein, ‘State Industries and Economics: Rethinking Patent 

Infringement Damages’ (2000) 9(3) The Federal Circuit Bar Journal 368; John F Duffy, ‘Rethinking the Prospect 

Theory of Patents’ (2004) 71 The University of Chicago Law Review 429; Shubha Ghosh, ‘Patents and the 

Regulatory State: Rethinking the Patent Bargain Metaphor after Eldred’ (2004) 19 Berkeley Technology Law 

Journal 1315; Adam Mossoff, ‘Rethinking the Development of Patents: An Intellectual History, 1550-1800’ (2001) 

52 Hastings Law Journal 1255; Daryl Lim, ‘Rethinking the Future of Patent Misuse’ in Daryl Lim, Patent Misuse 

and Antitrust Law: Empirical, Doctrinal and Policy Perspectives (Edward Elgar, 2013) 202; Robin Feldman, 

Rethinking Patent Law (Harvard University Press, 2012). 
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legislation reveals a central contradiction, as it seeks to eliminate the barriers erected by 

existing privileges in the market by endowing inventors with privileged status on the basis 

of patent rights. To understand this contradiction, there are at least two important patent 

statutes worth studying. 

According to some commentators, the history of modern patent law began in 1623 when the 

English Statute of Monopolies5 was introduced. Before that, ‘patents’ granted in many parts 

of Europe were de facto prerogative privileges. Hence, the history before the Statute of 

Monopolies was rather a history of privilege,6 none of which necessarily concerned new 

techniques or manufactures. However, some scholars uncovered earlier footprints of 

modern patent law in continental Europe, specifically in Italy.7 Therefore, from a historic 

point of view, it would be more persuasive if we derive arguments from both the 

development of English patent law and the earlier history of technology related patent 

privileges in Italy.  

3.1.1 Venetian Patents 

Although the prevailing view appears to regard England as the first to protect the inventor 

by a modern patent law,8 the first patent on record is commonly considered to have been 

granted in 15th century Italy.9 Indeed, even though scholars today might still disagree about 

the emergence of the world’s first modern patent law, it is widely accepted that the concept 

of patents as exclusive rights in inventions emerged in Venice.10 According to the studies 

                                                 

5 An Act concerning Monopolies and Dispensations with penall Lawes and the Forfeyture thereof 1624, 21 Jac 1 

c 3 (‘Statute of Monopolies’). 
6 Josef Kohler, Handbuch des Deutschen Patentrechts in rechtsvergleichender Darstellung (Mannheim, 1900) 16. 
7 See, eg, Giulio Mandich, ‘Venetian Patents (1450-1550)’ (1948) 30 Journal of the Patent Office Society 166; 

Giulio Mandich, ‘Venetian Origins of Inventors’ Rights’ (1960) 42(6) Journal of the Patent Office Society 378; M 

Frumkin, ‘The Origin of Patents’ (1945) 27(3) Journal of the Patent Office Society 143; Frank D Prager, ‘A History 

of Intellectual Property from 1545 to 1787’ (1944) 26(11) Journal of the Patent Office Society 711. 
8 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 167-168. 
9 On exactly when the first patent on record was granted, the assertions of different scholars are not unanimous. 

However, on where the first patent on record was granted, there seems to be consensus that it happened in Italy. 

Walterscheid surveyed the relevant work and provided a summary on the different scholarly opinions regarding 

the first patent on record in one footnote of his article. See Edward C Walterscheid, ‘The Early Evolution of the 

United States Patent Law: Antecedents (Part 1)’ (1994) 76 Journal of the Patent and Trademark Office Society 

697, 708. 
10 Ibid 705-706. 
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of Frumkin,11 Prager,12 Mandich13 and Hauhart,14 some of the first patents (of invention or 

importation) were granted from the early years to the third quarter of the 15th century. One 

more recent study by Long, however, pointed out that there was ‘evidence of a few patents 

in the 13th century’, though she did not list any specific examples to support her assertion.15 

Following the granting of the early patents, the patent custom gradually developed in Italy 

and eventually saw the enactment of a patent act in Venice in 1474. This Venetian (Patent) 

Act 1474, now acknowledged by many as the first patent law,16 is brief in text but entails 

quite a few elements of modern patent law. It reads in its entirety as follows:  

WE HAVE among us men of great genius, apt to invent and discover ingenious devices; and in 

view of the grandeur and virtue of our City, more such men come to us every day from divers 

parts. Now, if provision were made for the works and devices discovered by such persons, so that 

others who may see them could not build them and take the inventor’s honor away, more men 

would then apply their genius, would discover, and would build devices of great utility and benefit 

to our commonwealth. Therefore: 

BE IT ENACTED that, by the authority of this Council, every person who shall build any new 

and ingenious device in this City, not previously made in our Commonwealth, shall give notice 

of it to the office of our General Welfare Board when it has been reduced to perfection so that it 

can be used and operated. It being forbidden to every other person in any of our territories and 

towns to make any further device conforming with and similar to said one, without the consent 

and license of the author, for the term of 10 years. And if anybody builds it in violation hereof, 

the aforesaid author and inventor shall be entitled to have him summoned before any magistrate 

of this City, by which magistrate the said infringer shall be constrained to pay him hundred ducats; 

and the device shall be destroyed at once. It being, however, within the power and discretion of 

the Government, in its activities, to take and use any such device and instrument, with this 

condition however that no one but the author shall operate it.17 

                                                 

11 Frumkin, ‘The Origin of Patents’, above n 7, 144. 
12 Prager, above n 7, 715.  
13 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 172; Mandich, ‘Venetian Origins of Inventors’ Rights’, 

above n 7, 379. 
14 Robert C Hauhart, ‘The Origin and Development of the British and American Patent and Copyright Laws’ (1983) 

5 Whittier Law Review 539, 541. 
15 Pamela O Long, ‘Invention, Authorship, “Intellectual Property,” and the Origin of Patents: Notes toward a 

Conceptual History’ (1991) 32(4) Technology and Culture 846, 875. 
16 See, eg, Walterscheid, above n 9, 710: ‘In the context of its time, this first patent law appears to have been a 

considerable success’; Sean Bottomley, The British Patent System during the Industrial Revolution 1700-1852: 

From Privilege to Property (Cambridge University Press, 2014) 2: ‘The World’s first patent law, passed in Venice 

in 1474 […]’. 
17 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 176-177. 
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As well as the modern patent law principles such as novelty, utility, operability, right to sue 

for infringement and even maybe examination, this Act expressly indicates the purpose of 

encouraging invention or importation of new devices. It is also notable that consideration 

of the public interest is embedded in the Act as is an implied encouragement of competition 

from new entrants in the market, as the text reads that ‘more men would then apply their 

genius, would discover, and would build devices of great utility and benefit to our 

commonwealth’.18  

Although no terms such as competition, rival or anti-monopoly are to be found in the text, 

a pro-competition intent can be inferred when taking into account the market situation in 

Venice before and after the passing of this Act. Before the emergence of Venetian patents, 

there were different guilds in different sectors of the economy in Venice.19 While these 

guilds seemed to have their merits in reducing transaction costs,20 they also formed barriers 

for non-guild members to practice in the guild-controlled sectors of the economy.21 Patents 

in that situation provided non-guild members with the opportunity to overcome the barriers 

established by the guilds and thus enter into controlled sectors.22 To illustrate how this 

purpose could be achieved, another point to make is that Venetian patents usually conveyed 

‘not only the enjoyment of a monopoly, but also a license to operate within the field in 

question’.23 From this perspective, the implicit purpose of the Venetian Act 1474 is to 

encourage the newcomers to break the existing monopoly. This implies a pro-competition 

intent in the context of the economic situation in the 15th century, emphasising expressly 

that more devices of great utility should become public upon being granted patents.  

Although again, there is no explicit mention of it in the text of the Act, this positive right to 

practice was de facto the first substantial right that the Venetian patentees had. The negative 

right to exclude which is the central right enjoyed by patentees according to contemporary 

                                                 

18 Ibid 176. 
19 From around the 12th century, the guilds system had begun to develop. See Ted Sichelman and Sean O’Connor, 

‘Patents as Promoters of Competition: The Guild Origins of Patent Law in the Venetian Republic’ (2012) 49 San 

Diego Law Review 1267, 1271. 
20  S R Epstein and Maarten Prak, Guilds, Innovation, and the European Economy, 1400-1800 (Cambridge 

University Press, 2008) 4. 
21 Adam Smith, The Wealth of Nations (William Strahan, 1776) Book One, ch 10, pt 2. 
22 Sichelman and O’Connor, above n 19, 1268-1269. 
23 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 167. 
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patent law then came into existence accompanying the positive practicing right.24 Endowed 

with the substantive positive right to practice, the new inventors thus were able to survive 

and thrive in an environment where the guilds otherwise controlled market access.25 Based 

upon the aforesaid analysis, it is credible to contend that Venetian patent law enacted the 

Venetian government’s intention to promote competition by the grant of individual patents 

to non-guild members.  

While the Venetian Patent Act 1474 illustrates the response of the Venetian government to 

the needs of creating a vibrant environment for inventions alongside the existing guild 

system, the other important statutory patent law in the world, ie the English Statute of 

Monopolies 1623, emerged from a different situation and concerns, providing an even 

stronger basis to argue for the pro-competition purpose of modern patent law. 

3.1.2 Statute of Monopolies 

Although England has often been regarded as the origin of patent law in the modern sense, 

technology patents did not gain importance there until the reign of Queen Elizabeth I in the 

middle of the 16th century. As England was at that time less developed in trades and arts 

than its continental counterparts such as France, patents were granted by the Crown, 

intending to encourage introduction of new trades and manufacturing to England. Thus, 

patents in England in the very initial sense, according to Victor Abramson, ‘were used as a 

means of asserting national power to protect new workmen and traders coming in from 

abroad, and often merely granted to them permission to practice their arts or trades in the 

fields or territories then monopolistically controlled by local groups.’26  

                                                 

24 On the emergence of negative rights to exclude, Sichelman and O’Connor have done extensive research at the 

Venetian State Archives to ascertain when such exclusionary rights was firstly granted and on what legal basis. 

According to their study, they claimed that the earliest grant of such exclusionary rights was in 1416 to Ser 

Franciscus Petri for his device for fulling wool, probably on the basis of customary law. See Sichelman and 

O’Connor, above n 19, 1273-1278. 
25 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 167; Sichelman and O’Connor, above n 19, 1269-1270, 

1274, 1278. 
26 Abramson, above n 1, 1. 
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However, subsequently, the broad prerogative right of the Crown to grant monopolies by 

letters patent27 evolved in the wrong direction. The coverage of letters patent expanded from 

new trades and arts to established ones, which in fact started to hinder industrial advances.28  

While this modern statutory patent law was named the Statute of Monopolies,29 it was in 

fact not intended to protect monopolies. Rather, it was enacted at a time when there were 

too many arbitrarily issued prerogative letters patent which actually hindered the free market 

in the early 17th century. The Statute was meant to put an end to the monopolies arising out 

of anticompetitive letters patent and promote free market competition.30  

Indeed, before the Statute of Monopolies, the granted English letters patent were mostly not 

used to protect new inventions or new imports of foreign arts at all. Rather, those letters 

patent were granted by the Crown for pure political or fiscal purposes.31 This situation gave 

rise to public grievances and caused objections to those competition-stifling letters patent.32 

Conflicts became unavoidable between the Crown and the Parliament when the idea of 

economic liberalism developed to a certain level around the beginning of the 17th century.33 

Sir Edward Coke contended that the principles of common law abhorred monopolies.34 In 

his reports on Darcy v Allen,35 Coke attacked the prerogative monopoly awarded to the 

patentees by referring to liberty and freedom, the alleged spirit of the common law, and thus 

inspired the conscious promotion of laissez-faire competition concepts in the later 

development of common law.36 Parallel to the development of a freer and more independent 

attitude toward economic activities in the market was the development of trade, the 

                                                 

27 Letters patent usually refer to the document by which special privileges were granted. See Christine MacLeod, 

Inventing the Industrial Revolution: The English Patent System, 1660-1800 (Cambridge University Press, 1988) 

10. 
28 Abramson, above n 1. 
29 Statute of Monopolies (1623) 21 Jac. 1, c. 3. 
30 See, eg, Peter S Menell et al, Patent Case Management Judicial Guide (Federal Judicial Center, 2nd ed, 2012) 2. 
31 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 168; Thomas A Hill, ‘Origin and Development of Letters 

Patent for Invention’ (1923-1924) 6 Journal of the Patent Office Society 405, 407-408. 
32 Hill, above n 31, 416.  
33 Mandich, ‘Venetian Patents (1450-1550)’, above n 7, 168; Donald O Wagner, ‘Coke and the Rise of Economic 

Liberalism’ (1935) 6(1) The Economic History Review 30, 42. 
34 William L Letwin, ‘The English Common Law concerning Monopolies’ (1954) 21(3) The University of Chicago 

Law Review 355, 356. 
35 Usually regarded as the ‘Case of Monopolies’, the Darcy case is regarded as the seminal statement of the 

common law attitude against restraints of trade. See Darcy v Allen (1603) 11 Co Rep 84b, 85b; 77 ER 1260. For 

details, see Jacob I Corre, ‘The Argument, Decision, and Reports of Darcy v Allen’ (1996) 45 Emory Law Journal 

1261. 
36 Barbara Malament, ‘The “Economic Liberalism” of Sir Edward Coke’ (1967) 76(7) The Yale Law Journal 1321, 

1321. 
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expansion of industry and the establishment of new industries in England, which all 

contributed to the increasing attack on the royal control of commerce, the governmental 

regulation of industry and the royal interference with trade through the prerogative grant of 

letters patent.37 This in turn led to friction between the Crown and the Parliament during the 

first quarter of the 17th century and eventually the passing of the Statute of Monopolies 

effective from 25 May 1624.38 Though the Statute of Monopolies is criticised by many as a 

political compromise between the Parliament and the Crown39 and thus did not effectively 

change the environment for trade and commerce in 17th century England,40 it is nonetheless 

an important legislative measure whereby the Commons reasserted economic freedom.41 

More importantly, it explicitly stipulated that all monopolies, for example commissions, 

grants, licences, charters, letters patent etc, were held contrary to law, leaving only patents 

for (new) inventions as an exception.42 Although the language used in the original text of 

the Statute of Monopolies to describe invention is considered by some commentators as 

ambiguous,43 it made explicit that only ‘new manufactures’ could be granted patents. This 

expression implied that established manufacturing or trades could not enjoy patent 

protection. In the sense that the Statute of Monopolies sought to deny monopolies and 

introduce new inventions to the market, this Statute had a pro-competition function. In 

addition, the term of English patents was limited to 14 years (usually two terms of 

apprenticeship in England), which reveals that early patentees were expected to train 

apprentices for the dissemination of the knowledge of their arts.44 From this perspective, it 

can also be inferred that the promotion of knowledge diffusion and hence development of 

                                                 

37 Harold G Fox, Monopolies and Patents: A Study of the History and Future of the Patent Monopoly (The 

University of Toronto Press, 1947) 92-93. 
38 Ibid 92-113. 
39 See, eg Chris Dent, ‘“Generally Inconvenient”: The 1624 Statute of Monopolies as Political Compromise’ (2009) 

33(2) Melbourne University Law Review 415. 
40 MacLeod, above n 27, 15-17; Hill, above n 31, 418. 
41 Henry Hallam, The Constitutional History of England: From the Accession of Henry VII to the Death of George 

II, Volume I (William S Hein, 1989) 365. 
42 Statute of Monopolies 1624, 21 Jac 1, c 3. 
43 The Statute of Monopolies used the ‘manner of new Manufactures’ in its Section 6 to describe those kinds of 

inventions which were allowed to enjoy up to 14 years’ patent protection. It, however, did not provide any clear 

delineation what could or could not be qualified as an invention in its legislative sense. As it is also difficult for 

people to infer what the term ‘manner of new Manufactures’ encompassed from case law then, this term has been 

criticised as problematic. See Dent, above n 39, 443-444. 
44 Maximilian Frumkin, ‘Early History of Patents for Inventions’ (Presented at the Chartered Institute of Patent 

Agents, London, 12 November 1947) 51. 
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new industries was an implied purpose of the Statute. This purpose certainly cannot be read 

as anti-competitive.  

3.2 Theoretical Observation 

As illustrated in Section 2.3.1, proponents from a broad spectrum of disciplines have 

produced numerous scholarly works to justify the creation and existence of patent rights.  

While the illustrated theories in Section 2.3.1 are relatively robust, they are not without 

specific weaknesses. For example, the rationale arguing for the incentive to invest in 

innovation has been increasingly criticised for discouraging the pursuit of follow-on 

innovations in industries such as computer software and therefore is regarded as only 

partially founded. To reinforce their arguments, proponents of patent systems continuously 

refine their propositions and look for ways to counter or avoid direct attack from the anti-

patent camp. While the arguments appear to be diverse, they generally fall into two broad 

categories. The first, of course, purports to characterise patents as a species of property and 

link it to market competition. The second, however, would rather view patents as a 

politically-created regulatory tool. Whether seen as property or a regulatory tool, the pro-

competition purpose of modern patent system is arguably clear. 

3.2.1 Property Rights Construed in Patents and Competition 

Over the last century or so, there have been debates over whether patent rights shall be 

regarded as a species of property rights. While people currently seem to easily state that 

patent rights are a species of property rights, this is not explicit in each aforementioned 

rationale for justifying the patent system. Indeed, except for the natural rights theory which 

starts from the property in everyone’s own body and links patents to the property interest in 

products of labour, none of the other rationales can be said to have a self-evident property 

thesis in their arguments for patents. Therefore, to characterise patents as necessarily a 

species of property, a certain degree of deliberation is needed. 

In modern society, property rights are well recognised as one of the most important 

underpinnings of a properly functioning market economy. Commonly regarded first as a 
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species of economic rights, 45  property rights are said to be fundamental to safeguard 

people’s liberty and therefore essential to fostering economic freedom,46  which is the 

cornerstone of the realisation of a competitive market economy. Hence, property rights play 

an essential role in the process of market competition.47  

According to the theory of institutional economics, economic competition is a dynamic 

process of human interaction, through which people pursue their self-interest by discovering 

new wants and new means to satisfy those wants. In the course of the aforementioned 

discovery, resources are allocated and value is added through the efficient use of resources.48 

This kind of discovery is however not cost-free. The inevitable transactions costs, ie 

exploration and information costs, contract costs and monitoring, adjudication and 

enforcement costs,49 might be sunk without producing any pursued profit. Therefore, the 

willingness to incur transaction costs needs to be motivated not only through encouragement 

of curiosity, creativity and boldness etc, but also via a well-defined institution in which the 

relevant transaction costs are relatively low and people can rationally engage in research 

and development.50 In a free market economy, property rights can serve as this kind of 

positive institutional tool to incentivise the dynamic process of human interaction by 

limiting unnecessary risks and uncertainties and minimising transaction costs. In addition, 

if property owners refuse to engage in market rivalry and their rivals capture market share, 

they must face the possible value-loss of their property.51 From this perspective, property 

rights pressure property owners and force them to engage in competition. Property rights 

hence serve not only to overcome the reluctance of the property owners to incur the relevant 

                                                 

45 Property rights as a kind of fundamental economic rights has long been discussed and argued for by many 

philosophers such as John Locke, Hugo Grotius and Samuel von Pufendorf in their works. For example, John 

Locke noted in his Second Treatise of Government (1689) that ‘[e]very man has a property in his own person. This 

nobody has a right to but himself. The labour of his body and the works of his hands, we may say, are properly 

his. Whatsoever then he removes out of the realm of nature [and] mixes his labour with it makes it his property. 

Locke believed that the major purpose of man’s putting himself under government was for the preservation of 

property.’ See Shanker Singham, A General Theory of Trade and Competition: Trade Liberalisation and 

Competitive Market (Cameron May, 2007) 223-224. 
46 Singham, above n 45, 224. 
47 Ibid 223. 
48 Wolfgang Kasper, Property Rights and Competition: An Essay on the Constitution of Capitalism (the Centre for 

Independent Studies, 1998) 77.  
49 Ibid 78.  
50  Wolfgang Kasper, Manfred E Streit and Peter J Boettke, Institutional Economics: Property, Competition, 

Policies (Edward Elgar, 2nd ed, 2012) 244-246. 
51 Kasper, above n 49, 92. 
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transaction costs but also to encourage them to engage in intense market competition. 

Property rights, therefore, can foster constant competition in a market. 

As to the issue of intellectual property (IP), especially patents, many attacks on the system 

have been focused on the fact that government-sanctioned exclusive rights are very likely 

to result in supra-competitive pricing and thus cause deadweight loss 52  just as naked 

monopolies do. Although the pro-patent camp has often based their counter-arguments on 

the bigger welfare trade-off effects 53  brought about through patent protection, their 

arguments are hard to prove. The welfare trade-off effects through patent protection are 

difficult to measure, and the welfare trade-off effects in different industries are also 

diverse.54 While in some industrial sectors such as pharmaceuticals, patent protection has 

shown its merits in bringing benefits to the public at large, in other sectors such as 

electronics patent protection seems to have caused severe problems for cumulative 

innovation.55 Hence, one strand of the pro-patent camp tries to reinforce their arguments for 

patent protection from property theory, because property rights as personal rights don the 

mantle of safeguarding liberty and freedom.56 This way of argumentation can lift their 

arguments to the level of morality57 and shift the focus away from cracking the hard nut to 

prove that patent protection does produce the bigger welfare trade-off effects as well. In 

addition, as property rights have been well acknowledged to be conducive to free market 

competition, characterising patents as a species of property rights can serve as a 

counterattack to complaints about patents’ anticompetitive effects. 
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3.2.2 Patent Regime as Regulatory Tool 

While the characterisation of patents as a species of property entails some sense of moral 

justification, regarding patents as a regulatory tool takes aim at other weaknesses of the pro-

patent case. This argument regards patents as a form of regulation, or a form of partial 

government regulation,58 which is part of the regulatory activities of the modern state.59 The 

term ‘regulation’, depending on its context of use, can be narrowly understood as referring 

to a ‘sustained and focused control exercised by a public agency over activities that are 

valued by a community’.60 However, in contemporary discourse the word ‘regulation’ is 

often used in a broad sense denoting not only the directive function but also the facilitative 

function of regulation, referring to ‘all mechanisms affecting behaviour – whether these be 

state-based or from other sources (e.g. markets)’.61 ‘Regulation is conceived as that large 

subset of governance that is about steering the flow of events, as opposed to providing and 

distributing’.62 Applying this broad concept, it is contended that patent law is to be viewed 

as a regulatory tool to influence the primary conduct in the innovation process.63 The right 

secured to the patentees through patent law has a regulatory character as it affects 

competitive conduct, market participation and price setting.64 This regulatory character 

brings patents within the sphere of government interventions designed for the marketplace 

to optimise welfare and maximise the public interest.65 From this perspective, ‘patents serve 

as a way to administer and organize markets’.66 This argument gains strength from the 

consideration that the intangible nature of intellectual works has constantly undermined the 
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categorisation of ‘intellectual property’ as a subset of property. The boundary of ‘intellectual 

property’ is not as clear as that of real property and the use of ‘intellectual property’ is non-

rivalrous and non-excluding. These distinctions pose great challenges to the characterisation 

of patents as a form of property. Therefore, rather than subsuming patents within the 

property regime as a justification for its existence, it might be better to see patents as an 

independent form of regulation.67 As Professor Shubha Ghosh puts it, ‘[O]nce intellectual 

property is properly understood as regulation, a whole host of institutional and policy issues 

become unlocked.’68  

At least, this alternative conceptualisation can serve to circumvent direct attack on the 

discrepancies between tangible and intangible things and accommodate the needs for a 

flexible overarching theory to be used to address market failures69 and stimulate particular 

activities for the purpose of general welfare.70 

3.2.3 A Discussion in Between 

Whether as a species of property or a regulatory tool, patents are not the end per se. Rather, 

patent protection is instrumental, being used as a way of intervening in the dynamic 

competitive process in the market. In a dynamic setting, the focus of market competition is 

not only on prices and output but rather on new products and techniques which have the 

potential to overturn the incumbent market structure and substitute new products on offer.71 

In a dynamic setting, companies not only compete on the market but also compete for the 

market, and patent protection serves the latter.72 To intervene in the dynamic competitive 

process, patents not only play a role by offering a substitute to secrecy and promoting 
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disclosure, hence encouraging further inventive endeavour, but also by both protecting the 

successful new inventor from being suppressed by incumbency through strengthening the 

market power of the new inventor and putting incumbents under pressure to keep 

innovating.73 

In this sense, as the above analysis goes, the property rights thesis of patents regarded by 

many as the justification of the patent system can very well serve the competition-

intervening arguments. Interpreted as a species of property rights, the patent system as an 

institution does exactly as the property regime does to create a competition-promoting 

market environment. Just as Duffy contends, ‘[T]he patent system attempts not to limit 

rivalry, but to channel it. […] A prospect patent system fosters competition in a way that is 

similar to the Demsetzian auctions.’74  

As to the view that patents are more analogous to government regulation, there would be 

even less doubt to support the pro-competition thesis of modern patent law. For example, 

Lemley has consistently suggested that we should look for analogies for intellectual 

property from government regulation rather than from real property to facilitate the 

understanding of different aspects of patent law if we do want to draw analogies.75 By 

referring to the regulatory function, he points out that intellectual property rights, like other 

government-granted exclusive franchises, perform the function of controlling market 

competition76 and calls for reform of intellectual property laws to protect inventors not only 

by granting them exclusive rights but also by protecting them from exclusive rights of other 

intellectual property holders.77 This proposal starts from the pro-competition thesis of the 

regulatory function of intellectual property law and calls for the return of the intellectual 

property regime to its initial purpose when it emerged 500 years ago, ie providing 

opportunities to new inventions to survive and thrive in an environment where there have 
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been factual or regulatory market access controls. Indeed, when we construe the patent 

regime as a kind of government regulation in modern society, the purpose of this regime 

could not possibly be regarded as anticompetitive, as free market competition is a central 

goal of free market economies and is deemed to maximise consumer welfare. 

3.3 Normative Perspective: Built-In Competition-Promoting Mechanisms within the 

Patent Regime 

In Chapter IV of Book IV of Of the Law of Nature and Nations, Pufendorf put forward the 

notion that eroding the property right itself can make property rights not be eroded.78 The 

erosion of property rights mentioned by Pufendorf includes being ‘bound to allow another 

some particular use of them, by way of service’.79 This notion has been proved by the patent 

regime in the form of liability rules. The use of liability rules in patent law not only ensures 

the public interest but also promotes competition, as will be discussed in this part.  

From a normative perspective, a set of built-in patent mechanisms serve the competition-

promoting goal of the patent system. This argument is well supported by the mechanisms 

discussed below, through which subsequent competitive innovative activities are fostered.80 

Bearing in mind that patents are in fact limited by a variety of internal requirements and 

some of them are overlapping,81 this section bases its analysis mainly on a study published 

by WIPO in 2010, the Experts’ Study on Exclusions from Patentable Subject Matter and 

Exceptions and Limitations to the Rights.82 The built-in limitations of patent rights are 

justified based on different explanations,83 but promotion of dynamic competition through 

encouraging further invention is obviously one reason for many of these internal limitations 

within patent law,84 as opposed to external limitations imposed by competition law. 
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3.3.1 Compulsory Licensing 

Compulsory licensing, whose provisions are the most common type of liability rules used 

in IP rights,85 is envisaged as the most common built-in pro-competitive mechanism within 

the patent regime. As opposed to property rules, which protect the right holder through a 

right of exclusive content, liability rules operate under a remunerative mechanism that 

protects entitlements but allows non-authorised use or taking so long as the owner is 

compensated. 86  The remuneration principle under compulsory licensing was further 

established as fair, reasonable and non-discriminatory (FRAND) compensation in the 

European Microsoft case, stating that  

[t]he requirement for the terms imposed by Microsoft to be reasonable and non-discriminatory 

applies in particular to any remuneration that Microsoft might charge for supply. For example, 

such remuneration should not reflect the strategic value stemming from Microsoft’s market power 

in the PC operating system market or in the work group server operating system market.87 

Compulsory licensing is, therefore, referred to as a legal obligation to share IP in return for 

FRAND compensation.88 Through authorising third parties to make, use, or sell patented 

products without the patentee’s consent, patentee’s rights are restricted by the compulsory 

license.89 

In Europe, the unilateral refusal by a dominant firm to license is deemed a kind of anti-

competitive conduct, given its potential abuse of a dominant market position under 

competition law.90 For the sake of promoting competition in the market, competitors may 
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impose a compulsory license on enterprises refusing to license their innovations. The pro-

competition nature of compulsory licensing is, however, opposed by scholars arguing that 

compulsory licensing reduces enterprises’ incentives to innovate through undermining or 

weakening the IP protection of innovating enterprises.91 In other words, the pro-competition 

effect of compulsory licensing is at the cost of reducing enterprises’ innovation incentives, 

which may have negative impacts on total welfare. 

The impact of compulsory licensing on total welfare is ambiguous and controversial, leading 

to different legal treatments of refusal to license IP. Unlike Europe upholding the grant of 

compulsory licenses in numerous high-profile competition cases,92 the United States (US) 

courts are in favour of defending patentees’ IP rights. 93  Compared to the European 

competition bodies94 that deem the refusal to license IP a potential violation of competition 

law, the US Department of Justice (DOJ) and Federal Trade Commission (FTC) denied 

antitrust liability for such a refusal in their 2007 joint report on antitrust enforcement and IP 

rights, stating that ‘[a]ntitrust liability for mere unilateral, unconditional refusals to license 

patents will not play a meaningful part in the interface between patent rights and antitrust 

protections.’95 The reasons for defending the rights of patent holder are that antitrust liability 

for refusals to license is in conflict with the underlying purpose of antitrust law and that 

such a liability is a restriction of patent holder’s core right — the right to exclude.96 Given 

that the threshold of antitrust/competition rules violation in the US is much higher than that 
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in Europe, the US courts are less likely to grant a compulsory license than their European 

counterparts.97 

In terms of the welfare effects of compulsory licensing, Seifert finds that the imposition of 

compulsory licensing can increase consumer surplus when the risk-free rate is low, since it 

can ensure that the dominant firm cannot crowd out its less-efficient competitor and that the 

most preferred consumer outcome associated with technology transfer can be achieved.98 

This result supports the approach adopted by the European Commission upholding the grant 

of compulsory licenses, as in the landmark Microsoft, IMS Health and Magill cases.99 The 

effect of compulsory licensing on total welfare is more complex than that on consumer 

surplus. However, Seifert’s welfare results show that the imposition of compulsory 

licensing still tends to increase total welfare when the underlying degree of competitiveness 

characterising the relevant industries is sufficiently low.100  

Before Seifert’s research, several models have also shown that relaxing IP protection 

through the imposition of competition (or antitrust) policies can in practice raise the rate of 

innovation. For example, Segal and Whinston 101  emphasised the front-loading effect, 

according to which weaker IP protection for innovative entrants may increase research and 

development (R&D), since it increases the incentives to innovate for the sake of replacing 

the more protected incumbent. Even earlier, Aghion et al102 investigated the relationship 

between product market competition and innovation, and developed a model where 

competition discourages laggard firms from innovating but encourages ‘neck-and-neck’ 

firms to innovate. In their model of step-by-step innovation, the neck-and-neck effect 

predicts that firms will invest more in R&D when the degree of technological ‘neck-and-
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neckness’ among them is higher, and consequently the bunching of firms induced by 

compulsory licensing may raise R&D expenditure in subsequent stages of innovation.103 

According to the above-mentioned research, under certain circumstances, the imposition of 

compulsory licensing may not only raise innovation rates but also increase both consumer 

surplus and total welfare, which represents a win-win situation for consumers. Advantages 

from the pro-competitive impact of compulsory licensing tend to outweigh the 

disadvantages from its negative effect in a dynamic competition situation. 

3.3.2 Use Exceptions 

In many jurisdictions, non-commercial uses of patents are excluded from liability. In this 

category of limitations on patentees’ rights, there are experimental use, de minimis use, 

government use etc. Among the different use exceptions, experimental use is probably the 

most obvious to reflect on the internal competition-promoting mechanisms within the patent 

regime.104  

Experimental use – ie, the use of a patented product or process without the consent of the 

patentee for the purpose of scientific experimentation – is an important exception to patent 

rights that has traditionally been recognised in many countries’ laws and jurisprudence.105 

In the US, experimental use has been regarded as an exception to patent infringement by 

courts for more than a century,106 though there are uncertainties over the precise scope of 

the exception.107 Compared to the US, the scope of the experimental use exception in 

Europe is more precise, which has been clarified in a series of multilateral treaties, European 
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Community directives, national legislation and judicial decisions.108 However, significant 

uncertainties still remain in Europe.109  

Compared to compulsory licensing which has a broader scope of application, the 

experimental use exception can only be applied to non-commercial activities. It is difficult 

to define the proper scope of experimental use exception, as trade-offs between patent rights 

and the progress of scientific research need to be undertaken by policymakers in a dynamic 

competition sense. Unlike compulsory licensing which requires third parties to pay 

patentees a license fee, experimental use exception is free of charge. In other words, patent 

holders may not be able to obtain compensation from experimental use. As a result, patent 

holders would ask the courts to narrowly construe the scope of the experimental use 

exception and its application to research tools. If the patent holder’s claim is supported by 

the court,110 such a practice may delay or restrict the progress of scientific research, which 

causes obvious social harm. Moreover, in the case of using inventions in research, patent 

holders may ask for excluding competition in innovation markets, whereas competition 

policy prefers to protect competition in R&D.111 Compulsory licensing may minimise these 
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concerns,112 however, the costs of purchasing licenses for patented research tools may have 

‘inhibiting effect’ on the progress of scientific research. 113  For the sake of promoting 

technological progress, it is therefore necessary to explicitly stipulate a broad experimental 

use exception for a wide range of activities.114 

As to the scope of the experimental use, different jurisdictions take different approaches. 

While the US tends to very narrowly construe the scope of experimental use in both its case 

law115  and its legislation,116  the scope of the experimental use exception in Europe is 

comparatively broader.  

                                                 

112 See, eg, Department of Health and Human Services, National Institutes of Health, ‘Best Practices for the 

Licensing of Genomic Inventions: Final Notice’ (11 April 2005) 70(68) Federal Register 18413, 18413-15; Arthur 

Bienenstock, ‘In the Public Interest: Nine Points to Consider in Licensing University Technology’ (6 March 2007) 

<https://otl.stanford.edu/documents/whitepaper-10.pdf>; Organization for Economic Co-operation and 

Development (OECD), Guidelines for the Licensing of Genetic Inventions (OECD, 2006). 
113 See Kate Murashige, ‘Patents and Research – An Uneasy Alliance’ (2002) 77(12) Academic Medicine 1329, 

1331. 
114 In the US, many scholars have long argued for the codification of a broader experimental use exception. See, 

eg, Ronald D Hantman, ‘Experimental Use as an Exception to Patent Infringement’ (1985) 67 Journal of the Patent 

and Trademark Office Society 617, 640, 644; Donald S Chisum, ‘The Patentability of Algorithms’ (1986) 47 

University of Pittsburgh Law Review 959, 1019; Ned A Israelsen, ‘Making, Using, and Selling without Infringing: 

An Examination of 35 U.S.C. Section 271(e) and the Experimental Use Exception to Patent Infringement’ (1988-

1989) 16 AIPLA Quarterly Journal 457, 472, 474; Rebecca S Eisenberg, ‘Patents and the Progress of Science: 

Exclusive Rights and Experimental Use’ (1989) 56 The University of Chicago Law Review 1017, 1019-20; Irving 

N Feit, ‘Biotechnology Research and the Experimental Use Exception to Patent Infringement’ (1989) 71 Journal 

of the Patent and Trademark Office Society 819, 836-37; Steven J Grossman, ‘Experimental Use or Fair Use as a 

Defense to Patent Infringement’ (1990) 30 IDEA 243, 247; Timothy J McCoy, ‘FDA Medical Device Approval: 

The Noninfringing Experimental Use Defense is Expanded: Eli Lilly & Co. v Medtronic, Inc., 110 S. Ct. 2683 

(1990)’ (1990) 14 Hamline Law Review 201, 217, 228; Jordan P Karp, ‘Experimental Use as Patent Infringement: 

The Impropriety of a Broad Exception’ (1991) 100(7) The Yale Law Journal 2169, 2170; Suzanne T Michel, ‘The 

Experimental Use Exception to Infringement Applied to Federally Funded Inventions’ (1992) 7(2) High 

Technology Law Journal 369, 376, 389; Lauren C Bruzzone, ‘The Research Exception: A Proposal’ (1993) 21 

American Intellectual Property Law Association Quarterly Journal 52, 53; Harold C Wegner, Patent Law in 

Biotechnology, Chemicals & Pharmaceuticals (Stockton, 2nd ed, 1994) 460; David L Parker, ‘Patent Infringement 

Exceptions for Life Science Research’ (1994) 16 Houston Journal of International Law 615, 618-19, 644; 

Veronica Lanier, ‘Medical Device Eligibility for the Statutory Experimental Use Exception to Patent Infringement’ 

(1995) 17 Hastings Communications and Entertainment Law Journal 705, 710; Eyal H Barash, ‘Experimental Use, 

Patents, and Scientific Progress’ (1997) 91(2) Northwestern University Law Review 667, 695; Janice M Mueller, 

‘No “Dilettante Affair”: Rethinking the Experimental Use Exception to Patent Infringement for Biomedical 

Research Tools’ (2001) 76 Washington Law Review 1, 17. 
115 For example, the Federal Circuit’s decisions on experimental use issues in the past thirty years have made the 

common-law experimental use exception inoperable in most practical situations. See, Roche Prod Inc v Bolar 

Pharm Co, 733 F2d 858 (Fed Cir 1984), Madey v Duke University, 307 F3d 1351, 1363 (Fed Cir 2002).  
116 In 1950, the House of Representatives Committee on the Judiciary drafted proposed legislation to codify an 

extremely broad infringement exception for experimental uses in the then-existing patent laws, with only 

commercial sales for such uses regarded infringing conduct. However, this proposed experimental use exception 

provision was not eventually adopted when the Patent Act was revised in 1952. See Senate Report No 82-1979, 

reprinted in 1952 USCCAN 2394, 2402.  
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Unlike the US in which the scope of the experimental use exception has always been 

interpreted by courts and rarely affected by legislation, Europe addresses this issue through 

European national legislation rather than judicial interpretations.117 In Europe, issues of 

patent infringement and its exceptions have always been determined by national patent 

laws.118 In 1975, however, a multilateral treaty, the Community Patent Convention (CPC), 

was concluded by the then-Member States of the European Economic Community,119 which 

was afterwards revised and renumbered in 1989.120 According to Article 27 of the CPC of 

1989 (Article 31 of the CPC of 1975) which addressed the ‘[l]imitation of the effects of the 

Community patent’,121 ‘[t]he rights conferred by a Community patent shall not extend to: 

(a) acts done privately and for non-commercial purposes; (b) acts done for experimental 

purposes relating to the subject-matter of the patented invention’.122  This part of the 

provision excludes acts without significant economic effects (private and non-commercial 

uses) and scientific experiments (no matter if experimental uses are done for commercial 

purposes or not) from being treated as infringing uses, which is a reflection of the early 

experience under European national patent laws. 123  The justification for the CPC 

formulation is that both private and non-commercial uses as well as experimental uses do 

not deprive patentees of commercial rewards to which patentees are legally entitled.124  

                                                 

117 Initially, the experimental use exception was introduced to European patent law by judicial interpretation of the 

statutory exclusive right. See, eg, United Tel Co v Sharples, (1885) 29 ChD 164, 1885 WL 17659 (case in the UK); 

Frearson v Loe, (1878) 9 ChD 48, 1878 WL 17353 (case in the UK); Reichsgericht [Supreme Court of the German 

Reich], Judgment of 29 May 1907, reported in 66 RGZ 164, 165-66 (case in Germany). But those judicial 

interpretations have been thoroughly replaced by European national legislation. See Holzapfel and Sarnoff, above 

n 107, 149. 
118  See, eg, Christian Osterrieth, ‘Art. 64 Rechte aus dem europäischen Patent’ in Georg Benkard et al, 

Europäisches Patentübereinkommen: EPÜ (Kommentar) (C H Beck, 2nd ed, 2012) 676, 676-702; Eike Ullmann, 

‘Internationaler Teil’ in Georg Benkard et al (eds), Patentgesetz Gebrauchsmustergesetz (C H Beck, 10th ed, 2006) 

33, 33-72. 
119 Convention For the European Patent For the Common Market (Community Patent Convention), 76/76/EEC, 

Official Journal of the European Communities L 17/1 (entered into force 26 January 1976) [‘CPC of 1975’] 

<http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:1976:017:0001:0028:EN:PDF> [CPC of 1975]. 
120 Agreement Relating to Community Patents, concluded 15 December 1989, 89/695/EEC, Official Journal of the 

European Communities L 401/1 (entered into force 30 December 1989) [‘CPC of 1989’]. 
121 CPC of 1989, art 27. 
122 Ibid. 
123 See examples from early German case law: Reichsgericht [Supreme Court of the German Reich], Judgment of 

31 March 1897, reported in 39 RGZ 32, 33; Reichsgericht [Supreme Court of the German Reich], Judgment of 28 

January 1933, reported in 1933 GRUR 292, 294-95. 
124 Exceptions created by the CPC formulation are close to the ‘fair use’ exception to copyright infringement in 

the US law. See 17 USC §107 (2007) – Limitations on exclusive rights: Fair use. To ensure that patent law achieves 

its constitutional goals, Professor O’Rourke argues that patent law should use a fair use defence, modelled on 

copyright doctrine, to address issues of market failure. See Maureen A O’Rourke, ‘Toward a Doctrine of Fair Use 

in Patent Law’ (2000) 100(5) Columbia Law Review 1177, 1177-1250. 
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Although the CPC never took effect as a result of an insufficiency of ratifications by the 

necessary number of Contracting States, it had indirect impacts on its Contracting States’ 

national patent laws where amendments and revisions were made to match the provisions 

of the CPC (including the experimental use exception provided in Article 27(b) of the CPC 

of 1989). 125  Therefore, the experimental use exception stipulated in corresponding 

European national patent laws excludes ‘acts done for experimental purposes relating to the 

subject-matter of the patented invention’126 from patent infringement. An experiment, in 

this context, is defined as ‘any systematic procedure aimed at discovering something 

unknown or testing a hypothesis’,127 regardless of the ultimate motivation for gathering such 

information. In other words, commercial purpose is not taken into account here, which is 

different from the practice in the US. As a result, there is no difference between basic and 

applied research or between academic and commercial researchers while discussing the 

application of the experimental use exception. Furthermore, information gathered from 

experiments should relate to the subject-matter of the used invention – that is, a patented 

invention should only be used for experimentation to discover something unknown about 

the used invention itself (experimentation ‘on’ an invention). The use of a patented 

invention solely as a research tool (experimentation ‘with’ an invention) should be excluded 

from the European experimental use exceptions, as the use of a research tool is an 

experiment ‘with’ this invention, rather than ‘on’ the subject-matter of the invention.128 

The purposes of Article 27(b) of the CPC of 1989 as well as corresponding provisions in 

most European national patent laws are to promote scientific and technical progress and to 

allow third parties to evaluate the validity of a patent.129 Arguments for the broad European 

experimental use exceptions lie on the basis of the benefits to the public welfare from such 

experiments and from adjusting distorted competition caused by invalid patents. 130 

Compared to benefits from technological progress and effective competition, negative 

                                                 

125 Holzapfel and Sarnoff, above n 107, 150-151. 
126 CPC of 1989, art 27(b). 
127 Holzapfel and Sarnoff, above n 107, 197. 
128 William R Cornish, ‘Experimental Use of Patented Inventions in European Community States’ (1998) 29 

International Review of Intellectual Property and Competition Law 735, 738; Alan W White, ‘Problems of Patents 

for Research Tools’ (1998) 4 Bio-Science Law Review 138, 138; Joseph Straus, ‘Patenting Genes and Gene 

Therapy: Legal and Ethical Aspects’ in Gregory R Bock, Dalia Cohen and Jamie A Goode (eds), From Genome 

to Therapy: Integrating New Technologies with Drug Development (Wiley, 2000) 117, 119. 
129 Holzapfel and Sarnoff, above n 107, 197. 
130 Ibid. 
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effects on legitimate expectations of patentees and their incentives would be negligible if 

experiments are conducted to evaluate the validity of a patent or to design around the 

invention.131 

3.4 Case Law Insights 

Although the argument to see patents as a regulatory tool seems to have attracted scholarly 

attention only recently, 132 it is in fact not a new creation. Patents initially were rather 

privileges used by the local government in Venice or the Crown in England to regulate the 

relevant sectors of the economy in the pre-industrial age. While the law seemed to have 

granted property rights in intangibles, as we might read in some older studies on the history 

of patents, the law did not recognise ‘intellectual property’ as a distinct form of property 

until a very late stage.133 As one commentator asserts, not until the mid-19th century was the 

conversion of patent privileges to patent rights completed and thus the institutional model 

of patents acquired its modern form.134 Even after the conversion from patent privileges to 

patent rights was completed, patents were not necessarily regarded as a kind of property. In 

Seymour v Osborne in 1870, the US Supreme Court explicitly considered patents public 

franchises rather than property rights.135 The same expression also appeared in the Picard v 

United Aircraft Corp case in 1942. In his concurring opinion, Judge Frank regarded patents 

as ‘public franchises, granted by the government, acting on behalf of the public’.136  

More importantly, Judge Frank endorsed the view that patents serve to promote competition. 

As he wrote in his concurring opinion, ‘the threat from patent monopolies in the hand of 

such outsiders may create a sort of competition – a David versus Goliath competition – 

which reduces the inertia of some huge industrial aggregations that might otherwise 

sluggish’.137 

                                                 

131 Ibid. 
132 Lemley, ‘The Regulatory Turn in IP’, above n 75, 110: ‘In both copyright and patent in the last few years, 

maybe in the last few decades, we have seen a turn increasingly towards the regulatory side of IP and away from 

freedom of contract.’ 
133 Lionel Bently and Brad Sherman, Intellectual Property Law (Oxford University Press, 3rd ed, 2009) 2. 
134 Oren Bracha, ‘The Commodification of Patents 1600-1836: How Patents Became Rights and Why We Should 

Care’ (2004) 38 Loyola of Los Angeles Law Review 177, 238-239. 
135 Seymour v Osborne, 78 US 516, 533 (1870): ‘Letters patent are not to be regarded as monopolies … but as 

public franchises …’; See, also, Lemley, ‘Taking the Regulatory Nature of IP Seriously’, above n 64, 69. 
136 Picard v United Aircraft Corp, 128 F.2d 632, 645 (2nd Cir 1942), Judge Frank (concurring opinion). 
137 Ibid at 643. 
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It is, therefore, superficial for him to simplistically view patents as anticompetitive 

monopolies in the conventional sense.138 Rather, by endowing the patentees with some kind 

of ‘special privileges’ through the patent system, we try to maintain the competitive status 

of society. Using patents as a sort of government regulation, ‘we may still want our society 

to be fundamentally competitive. … The problem is not whether there should be monopolies, 

but, rather, what monopolies there should be, and whether and how much they should be 

regulated.’139 

The work to decide what should be patented and whether and to what extent government 

intervention is appropriate to serve the purpose of fostering competition is thus left for an 

appropriate patent system. Just as Judge Frank concludes in his concurring opinion, ‘a patent 

system which thus stressed the public obligation of patentees while, at the same time, it 

furnished protection to investors in patents, would be well worth achieving.’140 

By construing patents as a regulatory tool, Judge Frank not only reasoned his judgment but 

also provided a well-founded argument for the existence of patents. In particular, he linked 

the regulatory function of the patent system to universally-pursued free market competition, 

which provides a robust counter-argument to the view that patents are anticompetitive. 

Apart from the above cited Picard v United Aircraft Corp in 1942 where Judge Frank 

expressly asserted that patents foster competition, Potts v Coe in 1944, Loctite Corp v 

Ultraseal Ltd in 1985 and Atari Games Corp v Nintendo of Am Inc in 1990 have also 

explicitly expressed the view that patent law is designed to encourage competition. As the 

reasoning of the judgment goes in Potts v Coe, ‘[T]he patent law is designed to encourage 

competition among inventors by giving a patent to the ingenious individual who wins in a 

race for discovery.’141 

In Loctite Corp v Ultraseal Ltd, the court says, ‘[T]he Patent system, which is rooted in the 

United States Constitution (Art. I, Sec. 8., cl. 8), serves a very positive function in our 

system of competition [….]’142 

                                                 

138 Ibid. 
139 Ibid. 
140 Ibid at 645. 
141 Potts v Coe, 145 F2d 27, 31 (DC Cir 1944). 
142 Loctite Corp v Ultraseal Ltd, 781 F2d 861, 876 (Fed Cir 1985). 
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We can also find a similar expression in Atari Games Corp v Nintendo of Am, Inc: 

However, when the patented product is so successful that it creates its own economic market or 

consumes a large section of an existing market, the aims and objectives of patent and antitrust 

laws may seem, at first glance, wholly at odds. However, the two bodies of law are actually 

complementary, as both are aimed at encouraging innovation, industry and competition.143 

While these clear expressions in case law support the pro-competition thesis of patent law, 

the deliberate use of language from earlier reasons in judgments indicates that innovation is 

favoured by the judges as a concept to deal with the inconsistencies between patent law and 

competition law when they were facing technical difficulties in balancing patent law and 

competition law. While innovation is unarguably crucial to the development of modern 

society and the progress of humankind, the use of this concept to deal with the 

inconsistencies between patent law and competition law seems to artificially create an 

argument gap for people to fill in. The patent system is more closely related to invention 

and may not always promote innovation.144 More importantly, the primary focus of patent 

law will be blurred when it is directly associated with the concept of innovation instead of 

competition. 

3.5 Summary 

While the patent system is said not to be an optimal system in encouraging technological 

progress in the economic sense due to deadweight loss,145 it has nonetheless been supported 

by many as beneficial to economic growth in many parts of the world.146 Arising from a 

situation where the market was highly regulated, the patent system was initially established 

as a promoter of competition.147 Over time, along with development of the economy, patents 

                                                 

143 Atari Games Corp v Nintendo of Am Inc, 897 F2d 1572, 1576 (Fed Cir 1990). 
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145 William D Nordhaus, Invention, Growth, and Welfare: A Theoretical Treatment of Technological Change (MIT 
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146 See, eg, B Zorina Khan, The Democratization of Invention: Patents and Copyrights in American Economic 
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have completed the conversion from simple privileges granted by local government or the 

Crown to the more mature form of patent rights. As the market  has developed to a stage of 

open entry, the exclusive rights embedded in modern patent law have to some extent become 

barriers to entry, which often leads to the simplistic conclusion that patents are 

anticompetitive. Since the promulgation of the world’s first competition law — the 

American Sherman Act of 1890 — debates as to the correct extent of patent protection in 

connection with the preservation of free-market competition have been ongoing. While most 

discussions start from the intuitive premise that patent protection has anticompetitive effects, 

resulting in an argument for the special treatment of patents by reference to their 

contribution to the promotion of innovation, the pro-competition thesis of patent law has 

often been downplayed. Although the pro-competition nature of patent law is not explicit 

on many occasions, it can, however, be affirmed through conducting inquiries into the 

history of modern patent law, the theoretical justification of the patent regime, the normative 

specifications within the patent system and the patent case law development. 
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Chapter 4 Uncovering the Issue: A General Discussion on Patent 

Enforcement Mechanism 

4.1 General Discussion on Patent Enforcement Mechanism and Its Importance 

Patent enforcement, like other procedural mechanisms, forms a channel for those involved 

in patent disputes to claim their rights. As in other fields of law, the whole enforcement 

mechanism, including patent litigation, has been evolving with the development of human 

society. Especially, with the drastic changes in economic order, new functions of these legal 

institutions have emerged to respond to the emerging economic imperatives. These 

functional changes have given rise to many doubts on the effectiveness and usefulness of 

these legal institutions. The recent explosion of patent litigation has been eye-catching, 

which leads to increased rethinking and recasting of the due functions of the patent 

enforcement mechanism for the overall functioning of the patent system—widely regarded 

as a crucial cog in promoting technological innovation for the sake of human prosperity.1 

4.1.1 Litigation and Its Social Functions 

For a comprehensive discussion about patent litigation, it is necessary to first conduct a brief 

overview of litigation and its role in modern society.  

In Black’s law dictionary, the term ‘litigation’ means a process of carrying on a lawsuit or 

a lawsuit itself.2 A ‘lawsuit’ or a ‘suit’, in the same dictionary, refers to ‘any proceeding by 

a party or parties against another in a court of law’.3 This definition of ‘litigation’, although 

basic, corresponds to the understanding in academic discussion. In academic work, 

‘litigation’ is generally defined as ‘action contested in court’4 which presents an adversarial 

                                                 

1 Adam B Jaffe and Josh Lerner, Innovation and Its Discontents: How Our Broken Patent System is Endangering 

Innovation and Progress, and What to Do about It (Princeton University Press, 2004) XIV. 
2 Bryan A Garner (ed), Black’s Law Dictionary (West, 9th ed, 2009) 1017. 
3 Ibid 1572. 
4 Lawrence M Friedman, ‘Litigation and Society’ (1989) 15 Annual Review of Sociology 17, 18; Sharyn Roach 

Anleu and Wilfrid Prest, ‘Litigation: Historical and Contemporary Dimensions’ in Wilfrid Prest and Sharyn Roach 

Anleu (eds), Litigation: Past and Present (UNSW Press, 2004) 1, 2. 
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process between the disputants to claim or counter-claim their rights within a specific 

institution, the court.5  

Being a social phenomenon, however, litigation is not only a means to solve private disputes. 

Rather, the institution of litigation performs several social functions. 6  According to 

Friedman, the institution of litigation serves not only the classic functions which are 

generally recognised but also newly emerging functions in modern society. As to the classic 

functions, Friedman identified four. First, as a channel for people to pursue or defend a legal 

claim while facing a conflict, the institution of litigation primarily provides an alternative 

way for dispute resolution. Second, while the function of litigation as a channel for dispute 

resolution is generally discussed in the sense of civil procedure, the institution of litigation 

in the context of criminal cases and the enforcement of administrative rules serves the 

function of social control. Third, in modern democratic society, litigation sometimes 

performs a review function when a citizen or company sues the government for its violation 

of its own codes or rules. Fourth, law-making, especially in a common law system, 

represents another important classic function of litigation.7 All the classic functions of 

litigation have been important in shaping modern society and will keep influencing the 

development of human society.  

In the course of social development, new functions of litigation have also emerged to meet 

new needs and expectations. In view of the development of a free market economy, 

litigation is increasingly used by business entities as a tool for competition and thus 

performs the function of extended competition. 8  In the context of this thesis, the 

competition-affecting function of litigation is particularly paramount and thus forms a core 

focus of the discussion. 

                                                 

5 Hea Jin Koh, ‘Yet I shall Temper So Justice with Mercy: Procedural Justice in Mediation and Litigation’ (2004) 

28 Law & Psychology Review 169, 171; Friedman, ‘Litigation and Society’, above n 4, 18. 
6 C H van Rhee, ‘Harmonisation of Civil Procedure: An Historical and Comparative Perspective’ in X E Kramer 

and C H van Rhee (eds), Civil Litigation in a Globalising World (Springer, 2012) 39, 45: ‘This “social function” 

may be viewed as a reaction against the nineteenth-century liberal ideal of procedure. It meant that litigation should 

not only be considered as a means to solve individual lawsuit between private litigants, but also as a phenomenon 

that affected society as whole.’ 
7 Lawrence M Friedman, ‘Litigation and Its Discontents’ (1989) 40 Mercer Law Review 973, 976; Lawrence M 

Friedman, ‘Trial Courts and Their Work in the Modern World’ in Lawrence M Friedman and Manfred Rehbinder 

(eds), Zur Soziologie des Gerichtsverfahrens (Westdeutscher Verlag, 1976) 25, 27-30. 
8 Friedman, ‘Litigation and Its Discontents’, above n 7, 977. 
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Characterising patent litigation as an institution within the patent system usually means the 

civil procedure between two private parties. Therefore, the social control function and the 

review function of the institution of litigation are not apparent in the patent litigation 

mechanism, although criminal enforcement of patent rights does form another channel to 

protect patented products and processes.9 Of course, patent has also maintained its classic 

functions like patent-related dispute resolution and law-making. These are, however, not the 

focal points of recent discussions. Rather, a shift in using the litigation mechanism from 

pursuing these classic functions to the pursuance of additional economic rents has been the 

trigger for debates among academics, law-makers, practitioners and the general public. 

4.1.2 Patent Litigation Mechanism within the Patent System – Shield or Sword? 

In the questionnaires that the European Commission sent to pharmaceutical originator and 

generic companies for its Pharmaceutical Sector Inquiry in 2008, patent-related litigation 

was defined as ‘covering any type of court proceedings or other adversarial proceedings 

with the exception of patent opposition proceedings.’ 10  Under this definition, patent 

litigation can refer to an action for infringement, an action for declaration of non-

infringement or an action for invalidity of an issued patent.11 This definition corresponds to 

the aforementioned view that patent litigation as a term for discussion usually refers to civil 

procedure. In the context of this thesis, patent litigation is also confined to civil cases.  

However, when talking about patent litigation in civil cases, it is usually meant the right 

holder’s petition to the court for injunction or damages or both in circumstances that an 

infringement is identified or deemed,12 although counter-actions from the sued parties also 

form part of the patent litigation cases. Notwithstanding the focus of this thesis on the 

                                                 

9 In most mature patent regimes, there will be a criminal enforcement channel for the protection of patent rights. 

For example, Article 63 of Chinese Patent Law stipulates that ‘whoever counterfeits the patent of anyone else shall, 

in addition to bearing civil liabilities in accordance with the law, be ordered by the patent administrative 

department to make a correction and be announced by the patent administrative department; its or his illegal gains, 

if any, shall be confiscated, and it or he may be fined up to three times the illegal gains. If there is no illegal gain, 

it or he may be fined up to 200, 00 Yuan. If any crime is constituted, it or he shall be subject to criminal liabilities 

according to law.’ See Patent Law of the People’s Republic of China (2008 Amendment) Article 63.  
10 European Commission DG Competition, ‘Pharmaceutical Sector Inquiry Preliminary Report’ (DG Competition 

Staff Working Paper, 28 November 2008), para 462, 

 <http://ec.europa.eu/competition/sectors/pharmaceuticals/inquiry/preliminary_report.pdf>. 
11 Ibid. 
12 Horst-Peter Goetting and Heike Roeder-Hitschke, ‘Grundlagen des Patentrechts’ in Martin Schulte and Rainer 

Schroeder (eds), Handbuch des Technikrechts (Springer, 2nd ed, 2011)721, 773. 
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strategic use of patent infringement litigation, it is warranted to first provide a glimpse of 

the functions that patent litigation as a general term plays within the patent system. 

4.1.2.1 Functions of Patent Litigation within the Patent System 

4.1.2.1.1 Prevention of Infringement 

First and foremost, patent litigation is a channel for patent holders to prevent their patent 

from being infringed. As early as in the 1474 Venice Act, which is widely regarded as the 

first patent statute in the world, there has been a litigation mechanism for patent holders to 

petition the court for remedies.13 This function is in fact an inherent requirement of patent 

law, because a patent’s value is very difficult to realise if the exclusive right of a patent 

cannot be enforced.14 Although a patent holder can issue a warning letter directly with the 

assistance of a qualified legal practitioner to the infringer, it will not be effective if there is 

no genuine threat coming from a court to ensure the protection of the right.15 It is exactly 

the right conferred through a patent to secure the enforcement power of the state16 which 

makes the protection of patents possible and therefore the realisation of patents’ value.  

Under the umbrella of this function, a patent holder can resort to a court for injunctive relief, 

which is an effective way to prevent future patent infringement. Depending on the 

jurisdictional preference, court-ordered injunctive relief can be automatic or discretionary.17 

Certainly, in case of a real infringement, a patent holder can also claim for damages which 

                                                 

13 Edward C Walterscheid, ‘The Early Evolution of the United States Patent Law: Antecedents (Part 1)’ (1994) 76 

Journal of the Patent and Trademark Office Society 697, 710. 
14 Bronwyn H Hall, ‘Patents and Patent Policy’ (2007) 23(4) Oxford Review of Economic Policy 568, 571; B 

Zorina Khan, The Democratization of Invention: Patents and Copyrights in American Economic Development, 

1790-1920 (Cambridge University Press, 2005) 68. 
15 Dieter Stauder, ‘Enforcing Industrial Property Rights: Patent Protection From a Comparative Viewpoint’ in 

Christopher Heath and Anselm Kamperman Sanders (eds) New Frontiers of Intellectual Property Law: IP and 

Cultural Heritage – Geographical Indications – Enforcement – Overprotection (Hart Publishing, 2005) 291, 291-

292. 
16  Fritz Machlup, ‘An Economic Review of the Patent System’ (Study No 15, Subcommittee on Patents 

Trademarks, and Copyrights of the US Senate Committee on the Judiciary, 1958) 1, 6. 
17 For example, according to German patent law, there is no judicial discretion of whether or not a court shall issue 

an injunctive relief when a case is brought to court and all the conditions for a claim of injunctive relief are met. 

See Dietrich Kamlah, ‘§10. Legal Consequences of Patent Infringement’ in Maximilian Haedicke and Henrik 

Timmann (eds), Patent Law: A Handbook on European and German Patent Law (C H Beck, 2014) 887, 896. 

According to US patent law, however, the grant of an injunctive relief lies in the discretion of the court. See 35 

USC 283, ‘The several courts having jurisdiction of cases under this title (…) may grant injunctions in accordance 

with the principles of equity to prevent the violation of any right secured by patent, on such terms as the court 

deems reasonable.’ 
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could be statutory, exemplary or punitive.18 In addition, other forms of remedies like claims 

for unjust enrichment, compensation, information and accounts, and recall and destruction 

of the infringing products are also provided through the patent litigation mechanism.19 All 

these remedies are intended to give the patent holder a way to stop infringement.  

4.1.2.1.2 Determination of Patentable Subject Matters 

Apart from stopping infringement, patent litigation has also played a role in determining 

patentable subject matters. Today it is a common practice in most jurisdictions that several 

institutions share a common goal of ensuring a holistic function of the patent system. 

Usually, not only the patent offices which are entrusted with the power to grant patents but 

also the courts take part in determining patentable subject matters. Through court rulings, 

new subject matters for patenting can be approved or denied.20 Arguably, this happens more 

often in common law jurisdictions than in civil law jurisdictions because statute law is more 

prescriptive in the latter. This function is actually part of the law-making function of patent 

litigation. 

4.1.2.1.3 Assessment of Patent Validity 

In addition, historically patent litigation has also provided a forum to verify the validity of 

a granted patent. Until 1836, patent applications did not undergo a substantive examination. 

Therefore, the validity of a patent was only able to be verified in an infringement action.21 

Although in most modern patent regimes there is a substantive examination process before 

a patent is granted and therefore a principle of presumption of patent validity, there is 

inherent uncertainty about the validity and scope of the granted patent.22 In patent litigation, 

important information about the contested patent will be revealed.23 The court will then be 

able to reassess the validity of a granted patent. In addition, in view of the abundance of 

                                                 

18 Graeme B Dinwoodie, William O Hennessey and Shira Perlmutter, International and Comparative Patent Law 

(LexisNexis, 2002) 755. 
19 Kamlah, above n 17, 896-945. 
20 Lori B Andrews, ‘Gens and Patent Policy: Rethinking Intellectual Property Rights’ in David Vaver, Intellectual 

Property Rights: Critical Concepts in Law, Volume III (Routledge, 2006) 261, 266-267. 
21 Alain Pottage and Brad Sherman, Figures of Invention: A History of Modern Patent Law (Oxford University 

Press, 2010) 97-98. 
22 Mark A Lemley and Carl Shapiro, ‘Probabilistic Patents’ (2005) 19(2) Journal of Economic Perspectives 75-98. 
23 Jay Pil Choi, ‘Patent Litigation as an Information-Transmission Mechanism’ (1998) 88(5) American Economic 

Review 1249-1263. 
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patent applications every year, it has become unrealistic for patent offices to thoroughly 

examine every patent application. It is also inefficient to spend society’s resources to 

conduct thorough examination of each application, considering that the significance of most 

new ideas cannot be readily known when it is developed24 and the majority of granted 

patents are never developed, licensed or litigated.25 In modern society, therefore, it seems 

to be rational and also more cost-effective for the whole society to leave the job of assessing 

the validity of the small fraction of asserted patents to the court.26 

4.1.2.1.4 Facilitation of Patent Monetisation 

Monetisation is a new function of patent litigation, and this function becomes prevalent with 

the emergence of market intermediaries in intellectual property (IP) markets, although using 

litigation as a strategy to monetise patents’ value is not necessarily confined to market 

intermediaries.  

With the development of the patent system, an independent market for patented inventions 

has also emerged and gradually become mature.27 As an intangible asset, the value of 

patents is today reflected not only in the practical application and commercialisation of the 

patented products but also in their pure market transactions. This means the revenues from 

patents flow out of trading and/or licensing patents in the market rather than the practical 

application of the patented inventions and the commercialisation of the patented products.28 

Over the past decades, the monetary value of patents has been increasingly realised through 

market transactions. A market for patents has emerged and flourished.29 Apart from normal 

business negotiation, using litigation as leverage to facilitate the monetisation of patents has 

been discovered by many patent holders.30 Empirical studies have shown that the value of 

                                                 

24 Jaffe and Lerner, above n 1, 173-174. 
25 Mark A Lemley, ‘Rational Ignorance at the Patent Office’ (2001) 95(4) Northwestern University Law Review 1, 

2. 
26 Lemley argued that it is efficient for the society to rationally ignore which patent will be issued and try to deal 

with the issue of patent quality in the court proceedings. See Lemley, ‘Rational Ignorance at the Patent Office’, 

above 25, 15. 
27 Matthias Lamping, Patentschutz und Marktmacht (Carl Heymanns Verlag, 2010) 383-384. 
28 Federal Trade Commission [FTC], The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 

Competition (March 2011) 58-62; See also RPX, 2014 Patent Marketplace Report (2014) 

<https://www.rpxcorp.com/wp-content/uploads/sites/2/2015/03/RPX_2014_Patent_Marketplace_Report.pdf>. 
29 This patent market is well recognised by governments. See, eg, FTC, above n 28. 
30 Julie L Davis and Suzanne S Harrison, Edison in the Boardroom: How Leading Companies Realize Value from 

Their Intellectual Assets (Wiley, 2001) 12-14, explaining the value hierarchy of intellectual property and 

identifying proactive strategies like assertion of IPRs as a usual way to generate revenue for patent holders.  
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a patent is not only determined by the characteristics of the patent but also by the 

expectations of enforceability of the patent.31 Litigated patents are usually considered more 

valuable. 32  Patent litigation is helpful for patent holders to extract returns from their 

patented inventions.33 Even the threat of litigation is an effective tool for patent holders to 

improve the value of their patents.34 Therefore, it is increasingly popular to use patent 

litigation as a mechanism to facilitate the appropriation of patent value. It is in this regard 

that the patent litigation mechanism has become a special monetisation channel for a variety 

of stakeholders, including both practicing and non-practicing entities, in the patent market, 

and is increasingly subject to the strategic behaviours of these stakeholders.  

4.1.2.1.5 Extension of Market Competition 

With the government-sanctioned power to exclude others from using patents, patent 

litigation is well positioned to be a weapon for patent holders to extend competition with 

their competitors. Companies bring infringement lawsuits to pursue advantage, to find their 

ways into a market, to gain dominance over a market, or to suppress and eliminate 

competitors from a market.35 The recent patent wars between the world’s largest technology 

and software corporations are a good manifestation of this function of patent litigation. This 

function is usually used by practicing entities. However, litigation can happen directly 

between practicing entities or between non-practicing entities and practicing entities but 

indirectly serving the purpose of competition between practicing entities.  

A patent infringement action can be raised to delay the progress of competitors’ research 

and development. It can be utilised to deter competitors from using certain technologies or 

forcing competitors to develop around the asserted technologies and thus raising rivals’ 

                                                 

31 Matthew D Henry, ‘The Market Effects of Patent Litigation’ (2013) 4 Technology and Investment 57, 57-68; 

Kimberlee G Weatherall and Paul Jense, ‘An Empirical Investigation into Patent Enforcement in Australian Courst’ 

(2005) 33 Federal Law Review 239, 244. 
32 John R Allison et al, ‘Valuable Patents’ (2004) 92 Georgetown Law Journal 435, 441; John R Allison, Mark A 

Lemley and Joshua Walker, ‘Extreme Value or Trolls on Top? The Characteristics of the Most-Litigated Patents’ 

(2009) 158(1) University of Pennsylvania Law Review 1, 28; Kimberly A Moore, ‘Worthless Patents’ (2005) 20(4) 

Berkeley Technology Law Journal 1521, 1550-1551; Katrin Cremers, ‘Determinants of Patent Litigation in 

Germany’ (ZEW Discussion Paper No.04-72, 2004) <http://ftp.zew.de/pub/zew-docs/dp/dp0472.pdf> 18. 
33 Jean O Lanjouw and Mark Schankerman, ‘Characteristics of Patent Litigation: A Window on Competition’ 

(2001) 32(1) RAND Journal of Economics 129, 131.  
34  Zeljko Tekic and Dragan Kukolj, ‘Threat of Litigation and Patent Value’ (2013) 3 Research Technology 

Management 18 
35 Friedman, ‘Litigation and Its Discontents’, above n 7, 977. 

http://ftp.zew.de/pub/zew-docs/dp/dp0472.pdf
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costs. It can also be used to delay the entry of potential competitors into an incumbent 

market. On the surface, it seems that these actions are raised to stop infringements. But the 

underlying purpose of these actions is often different and serves business tactics. 

4.1.2.2 Patent Litigation Mechanism - Shield or Sword? 

In a modern patent system, a patent right is a negative right, which means a patent gives a 

patent holder a right to exclude others from making, selling or using her patent without her 

permission. To make sure this negative right can be realised, a patent precisely gives her 

holder a right to go to court, which means through litigation to seek such remedies as an 

injunction, damages and/or other relevant forms of relief.36 In this sense, the institution of 

patent litigation serves as a protection – a shield against intrusion.  

However, as mentioned above, the institution of litigation today has been increasingly used 

as an extension of competition. Patent litigation is no exception to this trend. In fact, recent 

decades have witnessed this dramatic change from using patent litigation for just remedies 

to using patent litigation for such purposes as direct monetisation and/or competition 

interference.37 In the sense of the latter, patent litigation is used as a sword to attack rather 

than a shield to protect. While the business behaviours of strategically using patent litigation 

as a sword do seem to distress policy makers, scholars and innovators, the potential 

efficiency or inefficiency of these behaviours remains to be clarified and confirmed.38 And 

more importantly, how to regulate these strategic behaviours for the sake of consumer 

welfare becomes the long-term focus of research.  

Before moving to the comprehensive discussion of the sword function of patent litigation, 

it is necessary to first have an overview of the current patent litigation landscape on the basis 

of a study of several selected jurisdictions in the world.  

                                                 

36 Fiona M Scott Morton and Carl Shapiro, ‘Strategic Patent Acquisitions’ (2014) 79(2) Antitrust Law Journal 463, 

464. 
37 The new phenomena like patent wars, patent trolling, patent privateering etc and the associated increase in cases 

in patent litigation landscape are clear evidence that the new functions of patent litigation are favoured by both 

practicing and non-practicing entities in the market. 
38 Although there have been overwhelming critics of the strategic behaviours of such market intermediaries as 

non-practicing entities (NPE)s, there have also been arguments purporting the efficiency of these NPEs’ existence. 

See, eg, Ronald J Mann, ‘Do Patents Facilitate Financing in the Software Industry?’ (2005) 83 Texas Law Review 

961, 1024.  
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4.2 Overview of Patent Enforcement Landscape in Selected Jurisdictions 

In view of the strategic use of the patent enforcement mechanism, many aspects of the 

litigation system in a jurisdiction are of importance. Particularly, the relevant court system 

and professionalism in infringement trials, the judges’ expertise, the availability of 

injunctive relief, the level of damage awards, the average litigation time and cost, the 

payment of litigation costs, the patentees’ win rate and the overall attitude towards patent 

protection will affect the patentees’ consideration of initiating infringement actions. The 

following sub-chapters will present an overview of the patent enforcement landscape in 

selected jurisdictions to demonstrate that strategic use of patent litigation is becoming 

prevalent and can have a leaking effect when one jurisdiction sets specific measures to 

combat these strategic behaviours while the others do not.  

As illustrated in sub-chapter 1.2.1, apart from the US and Germany where strategic patent 

litigation practices seem to be hotly debated owing to the prevalence of the problem, 

Australia and China have also been selected to serve the analysis of the possible factors 

affecting the emergence of strategic patent behaviours and the possible solutions to this 

problem.  

4.2.1 The United States 

United States society is famous for its litigiousness.39 It is said that American society is 

suffering a litigation explosion.40 Regardless of the accuracy of such serious accusations, it 

has been confirmed that there has been a dramatic increase in patent lawsuits in the US in 

the past two decades,41  which has caused problems to the patent system in particular, 

innovation in general and the consumer welfare as a whole.42 The reasons for the ‘patent 

                                                 

39 Starting from 1970s, there have been many critics and discussions on the dramatic surge in litigation in the US. 

Professor Galanter cited much from judges, policymakers and scholars in one of his articles on the litigation 

landscape in the US. See Marc Galanter, ‘Reading the Landscape of Disputes: What We Know and Don’t Know 

(and Think We Know) about Our Allegedly Contentious and Litigious Society ’ (1983) 31 UCLA Law Review 4, 

7-. 
40 Professor Friedman defines ‘litigation explosion’ as a rapid, powerful increase in litigation rates. See Lawrence 

Friedman, Total Justice (Russell Sage Foundation, 1985) 17.  
41 It was reported by Price Waterhouse Coopers [PWC] that there was an annual 8% growth in patent actions filed 

from 1991 to 2013 in the US. See PWC, 2014 Patent Litigation Study (July 2014) 5 

<https://www.pwc.com/us/en/forensic-services/publications/assets/2014-patent-litigation-study.pdf>. 
42 James Bessen and Michael J Meurer, ‘The Patent Litigation Explosion’ (2013) 45 Loyola University Chicago 

Law Journal 401, 429-430. 
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litigation explosion’ are multiple. The expansion of patent subject matter to business 

methods and software is certainly one reason.43  The failure in patent notice is widely 

regarded as another one.44  The judicial favour of strong patent protection through the 

creation of the Court of Appeals for the Federal Circuit (Federal Circuit) probably also 

accounts for this litigation explosion.45 Generally, it is believed that the patent litigation 

explosion is not due to one or two characteristics but rather rooted in the overall US patent 

litigation landscape.  

According to Section 1338 of Title 28 of the US Code, a patent infringement action shall 

first be filed in a United States federal district court which has appropriate geographic 

jurisdiction over that case. 46  This jurisdiction, however, only applies to the claim of 

infringement of the US patents, not of foreign patents.47 In the United States, the issues of 

patent validity, infringement and damages are decided in a district court in a single action.48 

Federal district court judges are appointed for life, and there are no specific qualification 

requirements for them to become a judge.49 As the federal district courts are not specialised 

patent courts, there are no formal requirements for the judges to have training in science or 

patent law so as to handle patent cases.50 In fact, few of the district court judges have any 

such training,51 and the judges gather their knowledge and experience of patent matters 

through the patent matters filed in their courts. Although there has been an overall increase 

in patent litigation in the US, the judges’ experience in handling patent issues can vary 

                                                 

43 Brian Kahin, ‘Patents and Diversity in Innovation’ (2007) 13 Michigan Telecommunications and Technology 

Law Review 389, 393-394. 
44 Herbert Hovenkamp, ‘Notice and Patent Remedies’ (2011) 22 Texas Law Review 221, 227-228; Peter S Menell 

and Michael J Meurer, ‘Notice Failure and Notice Externalities’ (2013) 0 Journal of Legal Analysis 1, 5-6. 
45 The Court of Appeals for the Federal Circuit is said to contribute to the predictability and enforceability of 

patents in several aspects, which include the standard of obviousness, the statutory presumption of patent validity, 

the doctrine of equivalents and the availability of preliminary injunctions, which in turn is regarded by some 

commentators as a cause of the increase of patent litigation. See Jon F Merz and Nicholas M Pace, ‘Trends in 

Patent Litigation: The Apparent Influence of Strengthened Patents Attributable to the Court of Appeals for the 

Federal Circuit’ (1994) 76 Journal of the Patent & Trademark Office Society 579, 579-590; Jaffe and Lerner, 

above n 1, 176-177. 
46 28 USC §1338 
47 Timothy Maloney, ‘Patent Enforcement in the United States’ in Christopher Heath (ed), Patent Enforcement 

Worldwide: Writings in Honour of Dieter Stauder (Hart Publishing, 3rd ed, 2015) 473, 474, citing the case Mars, 

Inc v Kabushiki-Kaisha Nippon Conlox, 24 F3d 1368 (Fed Cir 1994). 
48 Johann Pitz, Atsushi Kawada and Jeffrey A Schwab, Patent Litigation in Germany, Japan and the United States 

(C H Beck, 2015) 12.  
49 In the US, most district court judges were former State court judges, law professors, or private or government 

attorneys. See Maloney, above n 47, 475. 
50 Pitz, Kawada and Schwab, above n 48, 13. 
51 Maloney, above n 47, 475. 
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considerably not only among districts but also among individual judges in the same district 

court, as the cases are assigned to the judges randomly at the time the litigation is filed in 

the district courts.52  Apart from bench trials by the judges solely, jury trials in patent 

litigation have become very common in the US.53 This unique characteristic in the US patent 

litigation landscape has been regarded by many as a cause of the overall pro-patent holder 

attitude in many US courts. As the jurors are usually only of average education and 

infrequent technical education,54 they tend to acknowledge the validity of a patent issued by 

the Patent and Trademark Office (PTO) and therefore rule for patent holders. 55  This 

situation affects many aspects of the parties’ patent litigation strategies and how the patent 

disputes are eventually resolved.56 Like most civil actions, a patent infringement case also 

comprises pre-trial, trial and post-trial stages. At the post-trial stage, the parties can appeal 

to the Court of Appeals for the Federal Circuit, which is the single appeals court for patent 

litigation appeals. A further appeal from the Federal Circuit may be accepted by the United 

States Supreme Court when the legal issue raised is unique and of significant value to the 

public.57  

Although jurisdiction over cases enforcing patent rights is exclusively granted to federal 

district courts, there is another way for US patent holders to enforce their rights against 

foreign infringers. An exclusionary order to bar the importation of the infringing products 

into the US can be obtained from the United States International Trade Commission (ITC), 

which is not part of the judicial branch but also empowered to enforce patent rights.58 

Although monetary damages are not available in ITC proceedings, the injunctive relief is 

much sought after by patent holders, especially after the eBay59 case through which the 

circumstances for patent holders to obtain injunctions have been limited in the federal 

courts.60 The ITC decision is also appealable to the Federal Circuit.61  

                                                 

52 Pitz, Kawada and Schwab, above n 48. 
53 Lemley et al conducted a review of 624 patent trials in the US between 1 January 2000 to 30 June 2011 and 

found that 74.7% of the 624 patent trials were jury trials. See Mark A Lemley, Jamie Kendall and Clint Martin, 

‘Rush to Judgment? Trial Length and Outcomes in Patent Cases’ (2013) 41(2) AIPLA Quarterly Journal 169, 174. 
54 Maloney, above n 47, 499. 
55 Mark A Lemley, ‘Why Do Juries Decide If Patents Are Valid?’ (2013) 99(8) Virginia Law Review 1673, 1674. 
56 Lemley, Kendall and Martin, above n 53, 171. 
57 Pitz, Kawada and Schwab, above n 48, 13. 
58 Ibid 15. 
59 eBay Inc v MercExchange LLC, 547 US 388 (2006). 
60 Pitz, Kawada and Schwab, above n 48, 15. 
61 Maloney, above n 47, 476. 
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When the validity of the patents at issue and the infringement of the patents are 

demonstrated through court proceedings, not only injunctive relief but also damages are 

available to patent holders.  

Injunctive relief is typically used to deter further infringement rather than compensating for 

past infringement. In a patent infringement action, two sorts of injunctions are available – 

permanent injunction and preliminary injunction. While permanent injunctions are designed 

to deter future infringement, preliminary injunctions are used to prevent irreparable harm 

from happening before the court reaches its final decision upon the patent holder’s 

infringement claim. 62  Whether permanent or preliminary, injunctive relief represents 

patents’ property-like nature and is therefore deemed crucial to safeguard patent holders’ 

right to exclude.63 Injunctions, therefore, are much favoured by patent holders and also 

constitute an effective weapon for patent holders to prevent or deter infringement. Before 

the eBay case in 2006, permanent injunctions were in general always available for patent 

holders when patent infringement was confirmed. 64  Preliminary injunctions, 

notwithstanding a dramatic increase in the number after the Smith Int’l65 case in 1983, have 

remained an extraordinary remedy and been subject to relatively stricter considerations.66 

Since eBay, the possibilities for patent holders to obtain injunctions have been in general 

less than before. The patent holders need to provide more supporting factors to justify the 

granting of injunctions.67 

Apart from injunctions, damages are always available as long as the infringement action can 

stand. In the US, damages are calculated based on either the patent holder’s lost profit or 

the reasonable royalty or a mixture of both.68 While monetary damages are mainly used to 

compensate for past infringement, they also serve to deter future infringement.69 Especially, 

a large damage award will surely have an effect on preventing future infringement. However, 

high damage awards may also have a holdup effect in the market, giving the patent holders 

                                                 

62 F Scott Kieff et al, Principles of Patent Law: Cases and Materials (Foundation Press, 6th ed, 2013) 1253. 
63 Donald S Chisum et al, Principles of Patent Law: Cases and Materials (Foundation Press, 3rd ed, 2004) 1344-

1342. 
64 Maloney, above n 47, 507. 
65 In Smith Int’l, the Federal Circuit loosened the requirements for patent holders to obtain preliminary injunction. 

See Smith Int’l Inc v Hughes Tool Co, 718 F2d 1573 (Fed Cir 1983) 
66 Kieff et al, above n 62, 1264-1276. 
67 Maloney, above n 47, 507. 
68 35 USC s284 
69 Kieff et al, above n 62, 1196. 
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undue leverage in licensing negotiations.70 Although it is overly simplistic to say that the 

US patent damage awards are excessive, they are bigger than in many other jurisdictions71 

and there have been quite a few ‘landmark’ awards which have to a certain extent influenced 

the perceptions of (corporate) patent holders in relation to enforcement of their patent 

rights.72 

Another characteristic of the US patent litigation system is widely regarded as a reason for 

its increased strategic use. Usually called the ‘sport of kings’,73 patent litigation in the US 

is very expensive and resource-intensive. When the case proceeds through trial, a medium-

sized patent litigation will cost on average $3.5 million. 74  Although in exceptional 

circumstances the losing party will be ordered to pay the costs of the prevailing party, each 

party must pay their own attorney fees in most cases no matter which party succeeds.75 

Therefore, it is common that the parties will choose to settle disputes after commencement 

of litigation, as expected litigation costs may far exceed the commercial value of the product 

or process in dispute.76 The cost of litigation has thus become an important factor for the 

parties to consider whether and how to engage in patent litigation. For many resource-

limited companies, the cost of litigation also becomes a barrier for them to effectively 

enforce their rights even if they have patents.77 It is very much in this aspect that the patent 

infringement litigation is increasingly strategically used as a bargaining chip by many patent 

holders, be it practicing entities or non-practicing entities, for purposes other than seeking 

redress from infringement. The eye-catching phenomenon of Patent Assertion Entities 

(PAEs) is one clear reflection of the strategic uses of the patent litigation mechanism. 

                                                 

70 David W Opderbeck, ‘Patent Damages Reform and the Shape of Patent Law’ (2009) 89 Boston University Law 

Review 127, 129. 
71 Justice Moore did an empirical study on the verdicts of the cases tried from 1983 to 1999. Her work showed that 

the median jury verdict was $1.1 million and the median bench verdict was $531,000. See Kimberly A Moore, 

‘Judges, Juries, and Patent Cases – An Empirical Peek Inside the Black Box’ (2000) 99 Michigan Law Review 365, 

380.  
72 PWC, A Closer Look 2008 Patent Litigation Study: Damages Awards, Success Rates and Time-To-Trial (2008) 

3 <http://www.pwc.com/us/en/forensic-services/assets/2008_patent_litigation_study.pdf>. 
73 James Bessen and Michael J Meurer, ‘Lessons for Patent Policy from Empirical Research on Patent Litigation’ 

(2005) 9 Lewis & Clark Law Review 1, 2; Colleen V Chien, ‘Of Trolls, Davids, Goliaths, and Kings: Narratives 

and Evidence in the Litigation of High-Tech Patents’ (2009) 87 North Carolina Law Review 1571, 1573. 
74 Maloney, above n 47, 512 citing American Intellectual Property Law Association, Report of Economic Survey 

(2013). 
75 Pitz, Kawada and Schwab, above n 48, 14. 
76 Ibid. 
77  Mann, above n 38, 981; John M Golden, ‘Litigation in the Middle: The Context of Patent-Infringement 

Injunctions’ (2014) 92 Texas Law Review 2075, 2077. 
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Over the past two decades, patent infringement litigation numbers in the US have in general 

had an upward trend, with around 1500 cases filed in 1994 to around 6500 cases filed in 

2013.78 Although it is reported that there has been a drop of 13% of cases filed in 2014 

compared to 2013,79 the overall concern about the strategic behaviours in patent litigation 

and their impacts on innovation has not be reduced because the suits filed by PAEs have 

continued rising despite increasing validity challenges after the America Invents Act (AIA)80 

and changes in the legal landscape. 81 Although an empirical study contends that the recent 

increase in patent litigation cases may result from the joinder rule changes in the AIA rather 

than the increase of PAEs,82 the study has its limitations in data.83  

According to empirical studies on US patent litigation data, litigation initiated by PAEs was 

not a mainstream phenomenon in the 1990s.84 However, starting from the late 1990s, PAE 

initiated infringement litigation has maintained its rate of growth for about 20 years.85 This 

situation has thus continued to cause concerns about the proper functioning of the patent 

system in fostering competition and innovation. 

4.2.2 Germany 

In Europe, there are approximately 2,000 patent infringement lawsuits filed in different 

national courts every year. In view of the time, cost and quality of court proceedings, 

Germany is obviously the favourite jurisdiction for patent holders to enforce their patents 

granted by the German Patent and Trademark Office (‘Deutsches Patent- und Markenamt’) 

or granted by the European Patent Office (‘Europaeisches Patentamt’) with validity in 

                                                 

78 Matthew Sag, ‘IP Litigation in U.S. District Courts: 1994 to 2014’ (2016) 101 Iowa Law Review 1065, 1080. 
79 This dramatic drop in overall patent litigation cases is said to be result of the Alice Corp v CLS Bank case which 
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Germany. In 2011, around 1,250 patent infringement actions were filed in Germany, making 

up more than half of the overall infringement actions in Europe, which clearly demonstrates 

Germany’s importance in resolving patent disputes in Europe.86  

German patent litigation is special for two characteristics. The first is the principle of 

separation (‘Trennungsprinzip’) in handling patent validity issues and patent infringement 

issues, and the second is its reliance on written proceedings.87  

In view of the principle of separation, patent infringement actions are explicitly assigned to 

district courts (‘Landgerichte’),88 whereas the validity issue of a granted patent is vested 

solely in the German Patent and Trademark Office, the European Patent Office, the German 

Federal Patent Court (‘Bundespatentgericht’) and the German Federal Court of Justice 

(‘Bundesgerichthof’).89 This means the district courts have ‘no power to revoke the patent 

or to alter the claims of the patent’.90 This also means there is generally a presumption of 

validity in the course of infringement proceedings,91 and the district courts are bound by the 

wording of the claims of the granted patents.92 If there is an invalidity proceeding with the 

respective institution in charge, the district courts may stay the infringement proceedings 

according to Section 148 of German Code of Civil Procedure.93 However, the district courts 

will grant such a stay only when there is a high possibility of invalidity of the patents at 

issue. 94  Therefore, a stay of an infringement proceeding in a district court due to an 

invalidity proceeding with patent offices or Federal Patent Court rarely happens.95 This 

situation easily leaves people with an impression that their chance of success in an 

                                                 

86 Thomas Kuehnen and Rolf Claessen, ‘Die Durchsetzung von Patenten in der EU – Standortbestimmung vor 
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infringement proceeding is high in Germany, and the facts also seem to confirm this 

impression.96  This pro-patent impression is also a reason why the patent infringement 

actions filed in German courts make up more than half of all European patent infringement 

actions.  

The second characteristic of German patent infringement litigation is its written procedure. 

As there is only a short oral hearing available at a later stage of the infringement proceedings, 

the adjudication of patent infringement disputes relies heavily on written proceedings. 

During the oral hearing, only crucial aspects of a patent dispute will be heard, which leaves 

the parties limited opportunities to present and discuss facts and legal arguments in the court. 

The parties, therefore, need to invest considerable resources in preparing the presentation 

of all facts and arguments before the hearing, as they might be precluded from presenting 

certain facts which were not advanced in the written proceedings.97  

Although infringement actions are assigned to district courts in general, not all 115 German 

district courts have the competence to hear patent infringement cases. According to section 

143 (2) of the Patent Act, there are only 12 district courts having the jurisdiction to hear 

infringement cases.98 Among the 12 district courts, four of them - Düsseldorf, Mannheim, 

Munich and Hamburg - are most favoured and have the majority of the cases. Düsseldorf 

District Court usually handles approximately half of the infringement cases filed in 

Germany and is said to be biased towards patentees.99 When an infringement action is filed 

with one of the district courts, the case will be heard in specialised patent chambers of the 

respective district court. Depending on the patent case load, more than one patent chamber 

may exist: for example, Düsseldorf district court has three patent chambers.100 

For infringement disputes, appeals are available first in the Higher District Courts 

(‘Oberlandesgericht’), and then further in the Federal Court of Justice. Different from the 

US system, there is no jury trial in Germany. According to Section 348(a) of the Code of 
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Civil Procedure, a bench trial on patent cases may be conducted by one judge.101 However, 

a bench in the district courts usually consists of three judges, with an experienced judge 

presiding over the trial.102 The appeal senates in the higher district courts also consist of 

three professional judges, while the panel for the appeals to the Federal Court of Justice 

consists of five professional judges because only appeals concerning matters of law of 

fundamental importance will be accepted there.103  

Apart from the judges in the Federal Patent Courts, German judges have formal legal 

qualifications but typically no technical background.104 However, judges who are members 

of patent chambers will usually gain sufficient technical experience and knowledge after 

years of continuous working on patent matters and exposure to technical questions due to 

the exclusive jurisdiction for patent disputes vested with these district courts.105  

Like most jurisdictions, popular remedies like injunctive relief, damages, compensation for 

published patent applications, claim for destruction and recall of the infringing products etc 

are all available in Germany.106 

In Germany, a preliminary injunction is available to the plaintiff, but it has strict 

requirements to be satisfied. Not only the infringement and the patent’s validity shall be 

sufficiently certain, but also there must be an urgency both in a timely sense and in the sense 

of harm.107 A permanent injunction, however, is not a discretionary remedy and is generally 

granted as of law if infringement is established in a proceeding. Even when the defendant 

has not infringed the patent, an injunction can also be granted as long as there is a 

demonstrated concrete danger of first infringement (‘Erstbegehungsgefahr’) or danger of 

repeated infringement (‘Wiederholungsgefahr’).108 Besides, the grant of an injunction does 

not depend on whether the infringer has acted with fault, which means an injunction is 

granted upon the establishment of an infringement alone. In addition, it is not required for 
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the grant of an injunction that the patent holder must work the patent themselves, which 

means both practicing and non-practicing entities are eligible plaintiffs for injunctive relief 

when an infringement is established.109 This situation can be strategically used by patent 

holders to hold up accused infringers and extract settlements exceeding the real value of the 

patented technology.110  

The claim for compensation in damages is available when the infringer has acted with fault, 

ie intentionally or negligently.111 Intent or negligence, however, is almost always presumed 

after the grant of the patent has been made public. For the calculation of damages, the patent 

holder can choose between their own lost profits, the infringer’s profits and reasonable 

royalty, and the patent holder can change her choice until the final decision is made.112 In 

Germany, damages are compensatory in nature, and there are no punitive damages.113 In 

comparison with damage awards in the US, German damage awards are smaller. 114 

However, damage awards in Germany seem to be still sufficiently high to confer holdup 

power to the plaintiffs and force the defendants to enter into settlements on terms preferred 

by the plaintiffs.115 

The costs of a patent infringement procedure in Germany depend on the ‘value in dispute 

(VID)’ which is mainly reflected in the financial interest in the cease and desist order and 

the damages arising out of the infringement.116 In first instance infringement proceedings, 

the total cost for the VID at 1 million is approximately 64, 000 EUR, for the VID at 5 million 

is approximately 227,000 EUR, for the VID at 10 million is 431, 000EUR and for the VID 

at 30 million is 1,245,000 EUR. The total cost for appellate infringement proceedings is 

relatively higher, but not overly.117 Unlike in the US, there is a fee shifting rule according 

to Section 91 of the Code of Civil Procedure, which means the losing party will bear the 
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total costs that the prevailing party has incurred in the infringement proceedings. 118 The 

relatively low costs of patent litigation and the loser-pays fee shifting rule have been 

regarded as having a deterring effect on opportunistic litigation strategies in Germany.119 

However, the reality might be not as positive as we assume.  

Although the infringement lawsuits initiated by PAEs in Europe have not been as rampant 

as in the US, an empirical study has shown that PAEs initiated infringement actions 

accounted for roughly 10% of all the infringement lawsuits in Germany from 2000 to 

2008.120 More importantly, this rate of PAE litigation corresponds to the situation in the US 

in the early 2000s.121 Also, the ten percent figure is believed to have understated the exact 

percentage of PAE litigation in Germany.122 Moreover, due to the bifurcation of German 

patent litigation, the rate of finding infringement in PAE initiated actions is quite high.123 

Especially in view of the automatic grant of injunctive relief in case of a finding of 

infringement, scholars have contended that the German system is even prone to strategic 

use of patent litigation.124 In fact, it is also confirmed by a recent report that the majority of 

the PAEs assertions in Europe have been initiated in Germany.125 

The absence of a single jurisdiction for patent litigation used to be regarded as one reason 

for less PAEs activity in Europe. This situation, however, is to be changed with the Unified 

Patent Court (UPC) coming into force, and the existence of bifurcation, pan-Europe 

injunction and forum shopping with the new UPC system have been regarded as major 

concerns for the potential threat of patent trolling in Europe.126 In Germany, in addition, the 
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removal of a national blanket ban on contingency fees by the German Constitutional Court 

also gives the PAEs the incentive to initiate infringement suits more aggressively.127 

4.2.3 Australia 

In Australia, patent-related matters are regulated by the Patents Act 1990 (Cth), which has 

undergone several revisions, and the Patents Regulations 1991 (Cth). With regard to patent 

litigation, the Federal Court of Australia Act 1976 (Cth) and the Federal Court Rules (2011) 

are the most relevant regulations.128  

There are no criminal remedies in Australia for patent infringements. The patent 

infringement actions in Australia thus are civil proceedings.129 The courts in charge of 

infringement actions are either the Federal Court of Australia or the Supreme Courts of the 

States or Territories.130 As the decisions of the Supreme Courts of the States or Territories 

usually have territorial limitations, the Federal Court of Australia with its orders having a 

nation-wide effect is favoured for the initiation of infringement actions.131 For most patent 

cases, appeals can only be heard in the Federal Court. Only with special leave of the High 

Court of Australia can an appeal be brought to the High Court.132 In Australia, there are 

generally only bench trials available in civil proceedings. No jury trial is available in civil 

proceedings in the Federal Court.133 Hence, patent cases are usually decided in bench trials, 

and infringement actions are usually heard by a single judge.134 
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There is no specialised IP court in Australia. However, there is a judges list which lists the 

judges with expertise in IP cases, and IP cases are assigned to these judges.135 Therefore, 

patent cases in Australia are usually handled by judges with professional experiences. 

As in most jurisdictions, injunctions, damages or an account of profits are available to patent 

holders in Australia.136 Punitive or exemplary damages are also available in Australia. 

However, they are rarely awarded in patent cases.137 While final injunctions are ordinary 

court orders in case of infringement, interlocutory injunctions (also called preliminary 

injunctions) to prevent a competitor entering the market are only to be granted when there 

is a prima facie infringement case and balance of interest favours the injunction.138  

In Australia, the normal costs of patent litigation range from around $650,000 to $1,500, 

000, depending on the complexity of the cases. 139  There is a fee-shifting system in 

Australian civil proceedings, which means the losing party will bear the relevant litigation 

costs of the winning party. However, the winning party can usually only recover two third 

of total costs incurred in the patent litigation process.140 

Australian courts used to be perceived as ‘anti-patent’.141 However, the wind has turned in 

recent years and the balance has been tipped towards IP claimants.142 For example, a recent 

study shows that a high percentage of interlocutory injunctions was granted in recent patent 

cases. 143  Notwithstanding this pro-patent trend, there hasn’t been a patent litigation 

explosion in Australia as in the US. Empirical studies show that the patent case numbers 

filed in the Federal Court every year ranged from 28 to 50 from 1995 to 2005144 and only 
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0.53% of the patents in-force were litigated each year from 1986 to 2005.145 As to the topic 

of PAE litigation, it is contended that the Australian system with its specific characteristics 

prevents patent infringement actions from being initiated by PAEs.146 So far, there have 

been two reported cases involving aggressive PAEs in Australia,147 which seems to suggest 

that the specific characteristics of the Australian patent system do work well to deter 

opportunistic behaviours of PAEs. A recent report of the Australian Government’s 

Productivity Commission has argued that some rules of Australian patent law, for example 

‘loser pays’ rule and restrictions on contingency fees, may explain the lower prevalence of 

trolling behaviour in Australia. Nevertheless, this report has also called for adjustments of 

the current Australian patent law to adapt to possible problems in IP markets in the future.148 

4.2.4 China 

Although emulating German and US systems,149 China’s patent enforcement system is 

distinct for its split system, which means patent enforcement actions can be brought to 

administrative authorities or the courts. 150  As to patent infringement cases, the State 

Intellectual Property Office (SIPO) is the main administrative body to handle the 

infringement cases, while the General Administration of China Customs (GACC) works as 

a supplementary administrative route to deal with the infringing products in import and/or 

export situations. 151  Within the judicial channel, the Intermediate People’s Courts 

traditionally forms the main body handling first-instance patent infringement cases.152 Only 

cases with high stakes may reach the Higher People’s Courts in first instance,153 and around 

10 Primary People’s Courts in such big municipalities as Beijing and Shanghai have the 
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competence to try patent cases with low litigation value in first instance.154 In 2014, three 

specialised IP courts were established in Beijing, Shanghai and Guangzhou. These 

specialised IP courts have the power to judge all IP cases in their designated jurisdictional 

areas, while the IP cases in other parts of the country still go through the traditional 

pathways.155 For infringement cases, appeals are available in the next highest court. Apart 

from in the specialised IP courts, patent cases initiated in the Intermediate People’s Courts, 

the Primary People’s Courts or the Higher People’s Courts are allocated to specialised IP 

chambers within these courts. The judges working in these specialised IP chambers have 

training in IP law, and some of them even have a science and engineering background156. 

No lay judges are used for patent cases in China, and technical experts can be used in the 

court proceedings if needed.157 But overall, technical experts are rarely used, and bench 

trials are usually resolved quickly. 158  No jury trial is available in China. 159  Patent 

infringement cases are usually heard by panels consisting of three judges,160 although there 

are also single-judge panels in the Primary People’s Courts and five-judge panels in the 

Intermediate People’s Courts and the Higher People’s Courts depending on the importance 

of the cases.161  

Like in Germany, patent infringement and validity issues in China are handled in separate 

proceedings. 162  However, unlike in Germany, Chinese courts have no power to judge 

validity cases unless on appeal.163 Patent validity issues are vested exclusively with the 

Patent Re-examination Board (PRB) of the SIPO, and an appeal against a decision made by 

the PRB now lies exclusively to the Specialised IP Court in Beijing.164 A subsequent appeal 

can still be made to the Beijing Higher People’s Court.165 Stay of an infringement action 

pending decision in an invalidation action with the PRB may be granted by the courts upon 
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request of the defendant.166 Along with the decision to stay the infringement action, the 

court may order the defendant to cease the relevant conduct or take other measures to 

prevent the loss caused by the infringement from increasing, if the patent holder or any 

relevant party requests the court to issue such an order and provides a sufficient guarantee.167 

In China, the patent infringement trial usually takes less than one year to proceed from filing 

to first-instance conclusion,168 and the patentees’ win rate is usually above 70 percent in 

recent years.169 These two characteristics make China quite appealing to patentees to initiate 

infringement actions. 

In the judicial route, such common remedies as injunctions, damages and destruction of 

infringing products and equipment are all available in Chinese law. Upon application, 

preliminary injunctions can be granted by the courts to prevent irreparable harm to lawful 

rights and interests.170 In practice, however, only a small number of preliminary injunctions 

have been granted in patent cases owing to the petitioner’s burden of proof and difficulty to 

obtain enough evidence for irreparable harm. 171  Therefore, it seems that resorting to 

preliminary injunctions is less favoured by the patentees, notwithstanding the relatively high 

success rate in the overall applications of preliminary injunctions.172 In contrast, permanent 

injunctions, so far, seem to be popular in Chinese courts and are granted in almost all the 

cases if the infringements are established, 173  although there are provisions stipulating 
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circumstances when permanent injunctions will not be granted.174 This kind of situation 

would make China a favourable forum for patent holders to initiate infringement actions. 

As to the damages, according to Article 65 of the Patent Law, damages can be calculated 

based on patentees’ lost profits, infringers’ gains from the infringement, reasonable royalties 

or statutory damages in a hierarchical sequence. This means the latter basis for calculating 

damages will only be used when the former is hard to determine. 175 Notwithstanding the 

hierarchy in using the calculation basis for damages, statutory damages seem to be most 

favoured in Chinese courts. 176  As the statutory damages range from RMB 10,000 

(approximately USD 1,600) to RMB 1 million (approximately USD 160,000), 177  the 

damage awards in China are much lower than those in the above three jurisdictions, 

averaging around RMB 118, 000.178 However, recent decisions show that Chinese courts 

are gradually willing to award higher damages award when an infringement is 

established.179 

The infringement litigation cost mainly consists of the court fee, disbursement and 

attorney’s fee. The average cost of a first-instance proceeding ranges from USD 50,000 to 

USD 200,000,180 which is usually partially reimbursed by the losing party in practice.181  
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Although the judicial channel deals with major part of patent infringement cases, 182 

administrative enforcement is also a popular way to solve patent infringement disputes.183 

An administrative infringement proceeding usually takes less time to resolve disputes and 

also costs less than a judicial proceeding. However, apart from permanent injunctions in 

case of a finding of infringement, no preliminary injunctions or damages are available.184  

Although China is only a recent entrant in the patent protection group,185 it didn’t take long 

for China to outnumber the US in patent infringement actions. As early as in 2010, China 

was ranked first in the world in the number of patent infringement actions.186 According to 

a comparative study on the patent litigation between China and the US, altogether 5600 

patent infringement cases were decided in China in 2015.187  

PAE litigation has not become a real issue inside China. However, China is believed to be 

susceptible to similar strategic use of patent infringement litigation.188 In fact, it is asserted 

that PAEs are gradually rolling out in China,189 and the emphasis on patent protection with 

the deficiencies embedded in current Chinese patent regime might very well trigger strategic 

behaviours by PAEs or practicing entities (PEs) in the near future.190 Especially, the recent 
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190 詹映 [Zhan, Ying], 《中国《专利法》第四次修改的焦点及其争议》 [Analysis on the Focuses and Main 

Disputes in the Ongoing Forth Amendment of China’s Patent Law] (2015) 11 中国科技论坛 Forum on Science 

and Technology in China 125, 127-129; 周逸 [Zhou, Yi], 《中国语境下专利蟑螂之诉讼契机及其防范》 

[Litigant Opportunities and Precautions of Patent Trolls in Chinese Context] (2015) 63 太原大学学报 Journal of 

Taiyuan University 51, 53-55. 

http://www.court.gov.cn/zscq/bhcg/201505/t20150526_204766.html
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explosion in patent applications and grants has caused concerns about the quality of granted 

patents, and is regarded as a foreseeable risk of inducing trolling.191 

  

                                                 

191 Walneck, above n 179, 470-472. 
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Chapter 5 Framing the Problem: A Definition of Abusive Patent 

Litigation 

As depicted in Chapter 4, patent enforcement can be strategically used for a variety of 

purposes. Hovenkamp et al observed that anticompetitive (intellectual property, or IP) 

litigation was the subject of over 100 reported cases from 2000 to 2010 in the US, and they 

believe a credible reason is the strategic use of the litigation mechanism in the field of 

intellectual property.1 The strategic use of patent litigation by its nature, however, cannot 

be readily characterised as abusive or non-abusive. Particularly, petitioning government for 

protection of the right as a universally recognised right of accessing justice2 is not banned 

by law. With a justified legal base, everyone is free to petition the government for the 

realisation of their rights. But from the free market competition point of view, an 

enforcement activity can exert negative impact on the proper function of free market 

competition and thus be socially detrimental. A distinction between the legitimate and 

illegitimate use of intellectual property enforcement is thus crucial to ensure that the 

legitimate claims are not unnecessarily suppressed, since the enforcement of valid 

intellectual property rights is not only permitted but in fact significant for effective 

intellectual property protection.3 The strategic use of patent litigation with negative impact 

on the working of market competition is the study object of this chapter and is to be analysed 

against the concept of dynamic competition which is the intrinsic goal of the patent regime, 

as addressed above in Chapter 3.  

5.1 Abusive Use of Patent Litigation: A Review of Commonly-Discussed Forms  

Notwithstanding the ubiquitous headlines about patent wars in recent years, patent 

enforcement has been a regular element of firm strategies to exploit the market value of 

patents. While the strategic use of patent enforcement has become an eye-catching issue due 

to the activities of non-practicing entities in recent decades, patent enforcement has a 

                                                 

1 Herbert Hovenkamp et al, IP and Antitrust: An Analysis of Antitrust Principles Applied to Intellectual Property 

Law (Aspen Publishers, 2nd ed, 2012) 11-2. 
2 As Article 8 of the Universal Declaration on Human Rights (UDHR) states, ‘everyone has the right to an effective 

remedy by the competent national tribunals for acts violating the fundamental rights granted him by the 

constitution or by law’, GA Res 217A (III), UN GAOR, 3rd sess, 183rd plen mtg, UN Doc A/810 (10 December 

1948) at 71.  
3 Hovenkamp et al, above n 1, 11-2 – 11-3. 
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longstanding history of being improperly used by practicing entities to gain market 

advantage as well. Depending on the circumstances, problematic patent enforcement 

practices can take different forms and will transform over time. Case law in this respect has 

provided a non-exhaustive list of practices which have been universally regarded as causing 

competitive concerns. This section will survey these forms of strategic use of patent 

enforcement with possible detrimental effects on market competition, explore their common 

characteristics and problems, and lay the foundation for abstraction and definition of abusive 

patent enforcement as a worthwhile object for regulation.  

5.1.1 Improper Patent Litigation Behaviours Traditionally Captured by Competition 

Law 

Traditionally, two types of improper enforcement of patents by practicing entities have been 

identified by the courts as anticompetitive when patent infringement actions are brought by 

patent holders usually with market dominance against other market participants. As IP law 

in general and patent law in particular do not offer any countervailing measures to 

effectively defeat anticompetitive enforcement behaviours, 4  two types of improper 

enforcement of patents were analysed within the framework of competition law, and were 

regarded as violating competition law when the other relevant competition law requirements 

were met. The first is the enforcement of fraudulently procured patents, and the second is 

the enforcement of invalid or non-infringed patents. As both types of improper enforcement 

of patents were identified and acknowledged first in US case law and the theories developed 

therein have not found wide applications in other jurisdictions, this section will focus on the 

delineation of US case law and comment on comparable cases in other jurisdictions, mainly 

the EU, where appropriate.  

5.1.1.1 Enforcement of Fraudulently Procured Patents  

5.1.1.1.1 Description of the Term 

The first improper enforcement behaviour is the enforcement of fraudulently procured 

patents. Although fraud on the Patent Office for the procurement of patents as an inequitable 

                                                 

4 Mariateresa Maggiolino, Intellectual Property and Antitrust: A Comparative Economic Analysis of US and EU 

Law (Edward Elgar, 2011) 184. 
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conduct was recognised by the US Supreme Court as a defence to patent infringement as 

early as 1933, the standards for the application of this doctrine were not clearly articulated 

in the early years.5 In addition, in the early years, fraud in the Patent Office doctrine was 

used as a passive reaction to a patent holder’s enforcement action.6 There was hardly any 

competition consideration in the early cases. It was in the Walker Process decision,7 in 

which the fraud on the Patent Office for the procurement of patents was first aligned with 

competition concerns, and the enforcement of fraudulently procured patents started to attract 

competition law investigation.8 

In Walker Process, the patent holder withheld information about its sales of the patented 

invention when filing the patent application and later sued for infringement. As the US 

Patent Act’s one-year on-sale bar forbids patenting an invention if it has been for sale for 

over one year prior to the patent filing,9 the patent holder ‘obtained the patent by knowingly 

and wilfully misrepresenting facts to the Patent Office’.10 The Supreme Court then held that 

‘the enforcement of a patent procured by fraud on the Patent Office may be violative of §2 

of the Sherman Act provided the other elements necessary to a §2 case are present’.11 This 

means that a patent holder will incur antitrust liability if she brings an infringement suit 

based on a fraudulently procured patent and it can be proven that the patent holder has 

acquired or maintained monopoly power through the fraudulently obtained patent in a well-

defined market and the alleged infringer has suffered antitrust harm.12 To establish a Walker 

Process claim, it, therefore, must be proven that (1) the patentee has intentionally defrauded 

the Patent Office for the procurement of the patent in question, (2) the patent in question 

has the potential to provide its owner with control of a relevant market, and (3) the patentee 

                                                 

5 For a discussion of the development of the standards in using the fraud on the Patent Office as an equitable 

defence, see Mark D Janis, ‘Transitions in IP and Antitrust’ (2002) 47 The Antitrust Bulletin 253, 263-268. 
6 Peter D Rosenberg, ‘The Assertion of a Fraud upon the Patent Office as a Means of Defeating the Patent 

Monopoly’ (1968) L(7) Journal of the Patent Office Society 455, 479. 
7 Walker Process Equip Inc v Food Mach & Chem Corp, 382 US 172 (1965) (‘Walker Process’). 
8 Janis, above n 5, 268-271. 
9 35 USC §102(b) (2006). 
10 Walker Process, 382 US 177 (1965). 
11 Walker Process, 382 US 172 (1965). 
12 Christina Bohannan and Herbert Hovenkamp, Creation without Restraint: Promoting Liberty and Rivalry in 

Innovation (Oxford University Press, 2012) 86; Simonetta Vezzoso, ‘Towards an EU Doctrine of Anticompetitive 

IP-Related Litigation’ (2012) 3(6) Journal of European Competition Law & Practice 521, 531. 
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has engaged in enforcing the patent in question for the purpose of excluding rivals from the 

relevant market.13 In addition, competitive harm must also be proven.14 

Although the Walker Process decision in fact did not sufficiently articulate the standards 

for the assessment of the existence of fraud on the Patent Office either,15 this decision 

established the theory that litigation in bad faith can strip the patent holder of her immunity 

from antitrust liability,16 as long as the other criteria of a §2 violation of the Sherman Act 

are also met. As to the element of bad faith, proof that the patent holder ‘obtained the patent 

by knowingly and wilfully misrepresenting facts to the Patent Office’ would be sufficient 

to satisfy this requirement.17 As to the element of engagement in enforcement of the patent 

in question, it is required that the patent holder must have done things to interfere with sound 

competition, rather than merely holding the patent. This usually involves a pattern of 

lawsuits, threats against alleged infringers or their customers, or settlements.18 

After Walker Process, it was contended that the doctrine of inequitable conduct entered into 

new prominence and became a common practice in defending patent infringement actions.19 

The driving force for this trend was said to be the antitrust concern.20 Observing the Walker 

Process decision, Robert Bork concluded that ‘Walker is thus not a mere patent decision 

but an antitrust precedent of general applicability.’ The significance of Walker Process lies 

in that ‘pressing claims known to be without foundation for the purpose of stifling 

competition is a violation of Section 2 of the Sherman Act.’ 21 It is, therefore, not the 

fraudulently procured patent but the negative market effect caused through the use of the 

fraudulently procured patent which makes the enforcement of the patent in question 

improper.22  

                                                 

13 Joel Davidow, Patent-Related Misconduct Issues in U.S. Litigation (Oxford University Press, 2010) 117-118. 
14 William Marshall Lee, ‘Proving a Walker Process Antitrust Claim’ (1991) 59 Antitrust Law Journal 661, 664-

665, 674. 
15 Janis, above n 5, 269. 
16 Robert Bork, The Antitrust Paradox: A Policy at War with Itself (Basic Books, 1978) 352-353. 
17 Walker Process, 382 US 177 (1965). 
18 Davidow, above n 13, 118; ABA Section of Antitrust Law, The Noerr-Pennington Doctrine (American Bar 

Association, 2009) 97. 
19 Michael J Ram, ‘Patent Fraud: A New Defense?’ (1972) 54 Journal of the Patent Office Society 363, 371. 
20 Janis, above n 5, 269-270. 
21 Bork, above n 16, 353. 
22 Hovenkamp et al, above n 1, 11-19. 
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5.1.1.1.2 Critical Reflection on the Enforcement Behaviours in Walker Process Claims 

The above discussion shows that aggressive enforcement of a fraudulently procured patent 

is the first element to be identified towards finding the impropriety of the enforcement 

conduct in a Walker Process claim.23 This proposition has not only been recognised in 

academic analysis24 but has also been confirmed by court decisions after Walker Process.25 

As to the question of what constitutes patent enforcement, US court decisions used to tend 

to define it narrowly by indicting that to sue or threaten to sue an allegedly infringer will 

represent enforcement.26 In academic discussion, the enforcement activities include not only 

making or threatening infringement actions but also other activities such as asserting the 

patent and warning a potential competitor to stay away from the market covered by the 

asserted patent or demanding a royalty for the use of the asserted patent.27 Recent US case 

law has even included threatening customers of the accused patent infringer with patent 

litigation in the broad meaning of enforcement.28  

Enforcement activity, however, is used to cover the real attempt of the patentee to affect the 

market,29 which means the patent enforcement is not used for the purpose of protection from 

infringement but as an instrument to suppress (potential) competition. Indeed, to pursue a 

Walker Process claim, it must be established that the enforcement action of the fraudulently 

procured patent constitutes an anticompetitive conduct to satisfy the requirement of antitrust 

violation.30  

                                                 

23 The US Supreme Court in Walker Process stated that the fraudulent procurement must be accompanied by 

enforcement activity for finding a violation of Section 2 of the Sherman Act. See Walker Process, 382 US 174-

177 (1965). 
24 Sven Gallasch, ‘AstraZeneca v the Walker Process – A Real EU-US Divergence or Just an Attempt to Compare 

Apples to Oranges?’ (2011) 7(3) European Competition Journal 505, 510; Christopher Leslie, ‘Patents of 

Damocles’ (2008) 83(1) Indiana Law Journal 133, 141; Herbert Hovenkamp, ‘The Walker Process Doctrine: 

Infringement Lawsuits as Antitrust Violations’ (University of Iowa Legal Studies Research Paper No 08-36, 2008) 

10; Phillip Areeda and Herbert Hovenkamp, Fundamentals of Antitrust Law (Wolters Kluwer, 4th ed, 2013) 7-29;  
25 See, eg, Struthers Scientific & Int’l Corp v Gen Foods Corp, 334 F Supp 1329, 1331 (D Del 1971); Cal E Labs 

Inc v Gould, 896 F2d 400, 403 (9th Cir 1990): ‘Without some effort at enforcement, the patent cannot serve as the 

foundation of a monopolization case.’; Cygnus Therapeutics Systems v ALZA Corp, 92 F3d 1161 (Fed Cir 1996). 
26 Walker Process itself only made it clear that bringing an infringement lawsuit constitutes patent enforcement: 

Walker Process, 382 US 174-177 (1965). Lower court decisions after have also construed ‘threat to sue’ as 

constituting patent enforcement. See, eg, Indium Corp of Am v Semi-Alloys Inc, 566 F Supp 1344, 1352-1353 

(NDNY 1983). 
27 Hovenkamp, above n 24, 11. 
28 Hydril Co LP v Grant Prideco LP, 474 F 3d 1350 (CA Fed 2007). 
29 Hovenkamp et al, above n 1, 11-20. 
30 Ibid 11-57. 
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In addition, competitive harm as a causal result of the enforcement of fraudulently procured 

patents must also be proven so as to meet the substantive antitrust violation requirements.31 

Usually, the enforcement of the fraudulently procured patent may have two negative effects 

in the market. First, the enforcement action can hold competitors or potential competitors 

up and deter them from expanding or entering into the relevant market. Second, the 

enforcement action may have a deterrent effect on the customers (including the consumers 

and the infringement defendant’s clients) of the product involving the alleged infringed 

patent and make the customers shun the product of the accused infringer.32 This means that 

enforcement of the fraudulently procured patent constitutes not only an exclusionary 

offence towards competitors but also an exploitative offence towards consumers.33 Recent 

case law has also confirmed this and granted standing to the consumers who paid 

overcharges due to the enforcement of the fraudulently procured patent to pursue Walker 

Process claims.34 

5.1.1.1.3 An Excursion to the Situation in Other Jurisdictions 

Notwithstanding a few successful examples in applying the Walker Process doctrine to the 

control of improper patent enforcement behaviours, 35  the US courts have applied this 

doctrine quite restrictively and imposed limitations on its use.36 Nor has this doctrine found 

a wide influence on other jurisdictions. Nevertheless, it has found its footprints on the other 

side of the Atlantic.37 In Europe, a case presenting similar principles to those of Walker 

                                                 

31 Ibid 11-51. 
32 Ibid 11-57. 
33 Christopher R Leslie, ‘The Role of Consumers in Walker Process Litigation’ (2008) 13 Southwestern Journal 

of Law & Trade in the Americas 281, 282. 
34 Ritz Camera & Image LLC v SanDisk Corp, 772 F Supp 2d 1100 (ND Cal 2011); Hovenkamp et al, above n 1,  

11-53. 
35 For example, Nobelpharma AB v Implant Innovations, Inc 141 F.3d 1059 (Fed Cir. 1998) (‘Nobelpharma’), 

Arcade, Inc. v. Minnesota Mining & Mfg. Co., 1991 U.S. Dist. LEXIS 19768 (E.D. Tenn. 

1991) (‘Arcade’) and Conceptual Engineering Associates Inc v Aeletronic Bonding Inc, 714 F Supp 1262 (DRI 

1989) (‘Conceptual Engineering’) are the cases upheld by the courts for Walker Process claims. See Davidow, 

above n 13, 118-121. 
36 Bohannan and Hovenkamp, above n 12, 88. 
37 The European Commission did explicitly acknowledge the influence of US case law in its reasoning in the 

AstraZeneca case by indicating that ‘misrepresentations before patent offices and misuse of regulatory procedures 

for the authorisation of medicines have previously been held to be antitrust violations by US courts and the FTC’: 

AstraZeneca v Commission (Case T-321/05) (‘AstraZeneca’). See Press Release IP/03/1136, 31 July 2003, 

Commission warns AstraZeneca of preliminary findings in Losec antitrust investigation  

<http://europa.eu/rapid/press-release_IP-03-1136_en.htm?locale=en>. 
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Process is AstraZeneca.38 AstraZeneca,39 which is regarded as the first case in Europe for 

subjecting the abuse of regulatory and governmental procedures to investigation through a 

competition law lens,40 provides a precedent in European case law for addressing abuse of 

government procedures in relation to intellectual property rights.41  

In AstraZeneca, the European Commission and the General Court confirmed two abuses: 

an abuse of the patent system and an abuse of procedures in relation to the marketing of 

products. 42  In view of the discussion in this thesis, the abuse of the patent system, 

specifically the misleading representations to patent offices and courts in several European 

countries to fraudulently procure the Supplementary Protection Certificates (SPCs), is 

relevant here. According to the Commission’s decision which was upheld by the General 

Court, AstraZeneca obtained SPCs in several countries through its misleading 

representations and was able to bring infringement actions against alleged infringers. 

AstraZeneca’s conduct not only harmed its rivals through preventing generic drug 

manufacturers from entering the relevant market but also harmed consumers through 

maintaining supra-competitive market prices.43 AstraZeneca’s conduct was undertaken on 

top of its dominance in the relevant market and thus was violative of Article 102 of the 

Treaty on the Functioning of the European Union (TFEU).44 Interestingly, and different 

from Walker Process, the General Court did not require the actual enforcement of the 

exclusive right obtained as a result of misleading representations for the establishment of a 

violation of Article 102 TFEU in this case.45 Indeed, although AstraZeneca was found to be 

                                                 

38 Anne Flanagan, Federico Ghezzi and Maria Lilla Montagnani, ‘The Search for EU Boundaries: IPR Exercise 

and Enforcement as “Misuse”’ in Anne Flanagan and Maria Lilla Montagnani (eds), Intellectual Property Law: 

Economic and Social Justice Perspectives (Edward Elgar, 2010) 112, 137; Gallasch, above n 24, 506. 
39 AstraZeneca  (Case T-321/05). 
40 Matteo Negrinotti, ‘Abuse of Regulatory Procedures in the Intellectual Property Context: The AstraZeneca Case’ 

in Inge Govaere and Hanns Ullrich (eds), Intellectual Property, Market Power and the Public Interest (2008) 143, 

144; Gallasch, above n 24, 505. 
41 Eva Luterkort, Vexatious (Patent) Litigation & Art 82 EC Following AstraZeneca: EC and US Converging 

Approaches? (Master Thesis, Faculty of Law, Lund University, 2007) 85. 
42 Niklas Fagerlund and Soren Bo Rasmussen, ‘AstraZeneca: The First Abuse Case in the Pharmaceutical Sector’ 

(2005) 3 Competition Policy Newsletter 54, 54-56.  
43 Mariateresa Maggiolino and Maria Lilla Montagnani, ‘AstraZeneca’s Abuse of IPR-Related Procedures: A 

Hypothesis of Anti-Trust Offence, Abuse of Rights, and IPR Misuse’ (2011) 34(2) World Competition 245, 246. 
44 AstraZeneca (Case T-321/05) para 361.  
45 The General Court reasoned in its judgment that ‘[t]he mere possession by an undertaking of an exclusive right 

normally results in keeping competitors away, since public regulations require them to respect that exclusive 

right. …, that argument would tend to make the application of Article 82 EC conditional on the contravention by 

competitors of the public regulations by their infringing the exclusive right of an undertaking; that argument must 

be rejected.’ See AstraZeneca (Case T-321/05) para 362. 



116 

 

violative of Article 102 TFEU due to its misrepresentation to the patent offices, its conduct 

was not regarded as an enforcement activity,46 and its culpability was solely due to its 

misrepresentation to the relevant patent offices. It thus seems difficult to conclude that 

AstraZeneca provides a precedent for handling improper enforcement of fraudulently 

procured patent in Europe.  

5.1.1.2 Enforcement of Knowingly Invalid or Non-infringed Patents 

5.1.1.2.1 Review of the Term 

The enforcement of knowingly invalid or non-infringed patents is referred to as ‘sham 

litigation’ in the US or ‘vexatious litigation’ in Europe in the literature. Although the term 

‘sham litigation’ in patent law can also include the enforcement of fraudulently procured 

patents, incumbent literature in the field of competition law and patent law tends to confine 

this term to the enforcement of patents which are known by its owner to be invalid or non-

infringed at the time of enforcement.47  

The meaning of the term ‘sham’ was officially defined by Noerr48  and Pennington,49 

through which the US Supreme Court established a Noerr-Pennington doctrine50 to provide 

an immunity from antitrust liability to those who petition to government to pursue their 

interests even if the petition has an anticompetitive effect. Only when the solicitation of the 

government actions constitutes a ‘sham’ will the petitioner be stripped of their Noerr-

Pennington immunity. According to the US Supreme Court, ‘sham’ refers to an effort of a 

market participant to secure government action ‘to cover what is actually nothing more than 

an attempt to interfere directly with the business relationships of a competitor.’51  The 

petition to government constitutes a sham not because the competitor of the petitioner will 

be injured by the government grant of the petition itself, but because the petition will impose 

unexpected costs on the competitor and thus may deter or delay its entry or expansion in the 

                                                 

46 In AstraZeneca, the EU Commission wrote, ‘[T]he conduct of defense cannot be equated, as a matter of course, 

to the institution of legal proceedings.’ See AstraZeneca (Case T-321/05) para 737. 
47 Hovenkamp et al, above n 1, 11-24.3. 
48 Eastern RR Presidents Conf v Noerr Motor Freight Inc, 365 US 127 (1961) (‘Noerr’). 
49 United Mine Workers v Pennington, 381 US 657 (1965) (‘Pennington’). 
50 For a detailed discussion of the Noerr-Pennington Doctrine, see Phillip E Areeda and Herbert Hovenkamp, 

Antitrust Law: An Analysis of Antitrust Principles and Their Application, Volume I (Aspen Publishers, 3rd ed, 2006) 

151-160. 
51 Noerr, 365 US 144 (1961). 
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market in question, or the petition may deter the competitor’s customers from doing 

business with the competitor and thus injure the competitor.52 It is, however, to be noted 

that an anticompetitive intent of the petitioner does not necessarily make the petition to 

government a sham.53 

The sham exception discussed in Noerr and Pennington referred to legislative and executive 

contexts. It was in Handgards I54 and Handgards II55 that the sham exception was extended 

to the litigation context, and then in Professional Real Estate Investors (PREI),56 the US 

Supreme Court further defined the sham exception and established a two-pronged test to 

determine sham litigation in the intellectual property context.  

In Handgards I, the Ninth Circuit recognised that a patentee’s infringement action is 

regarded in bad faith only when there is clear and convincing evidence to rebut the 

presumption that the patentee brings her infringement suit in good faith.57 In Handgards II, 

the Ninth Circuit furthered that ‘[t]he Noerr-Pennington doctrine recognizes an immunity 

from antitrust liability rooted in the recognition of fundamental civil rights’, but this 

immunity ‘does not extend to so-called “sham proceedings”, which were instituted without 

probable cause and in complete disregard of the law to interfere with business relationships 

of a competitor … [T]he requirement of bad faith litigation easily affords the equivalent of 

the sham exception.’58 The Handgards decisions concerned a patent which was asserted by 

Ethicon (the patentee) against Handgards and others (the alleged infringers) and later held 

to be invalid. Handgards thus raised bad-faith litigation allegations against Ethicon based 

on the argument that Ethicon had knowledge of the invalidity of the patent-in-suit. This 

means that the enforcement of knowingly invalid patents will constitute a sham litigation 

and attract antitrust liability if bad faith of the patentee in bringing the patent infringement 

suit can be proven by clear and convincing evidence. 

Although the Handgards decisions shed some light on finding antitrust liability in bad-faith 

patent infringement litigation, the requirement of clear and convincing evidence of bad faith 

                                                 

52 Areeda and Hovenkamp, Fundamentals of Antitrust Law (4th ed), above n 24, 2-24. 
53 Pennington, 381 US 657, 670 (1965). 
54 Handgards Inc v Ethicon Inc, 601 F2d 986 (9th Cir 1979) (‘Handgards I’). 
55 Handgards Inc v Ethicon Inc, 743 F2d 1282 (9th Cir 1984) (‘Handgards II’). 
56 Professional Real Estate Investors Inc v Columbia Pictures Industries Inc, 508 US 49 (1993) (‘PREI’) 
57 Handgards I, 601 F2d 986, 996 (9th Cir 1979). 
58 Handgards II, 743 F2d 1282, 1294 (9th Cir 1984). 
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is not easy to meet. Handgards’ allegation was eventually not supported by the Ninth Circuit. 

The clear and convincing evidence standard thus erected ‘high barriers to success’ in finding 

antitrust liability for the enforcement of invalid patents.59  

Notwithstanding the difficulty to establish bad faith by clear and convincing evidence, 

which makes the standard a barely operable one, the courts routinely refer to the clear and 

convincing evidence standard to deal with sham litigation allegations in cases involving 

patent infringement assertions.60 In Loctite,61 the Federal Circuit addressed another form of 

sham litigation: the enforcement of non-infringed patents. In Loctite, the Federal Circuit 

recognised that the enforcement of non-infringed patents can attract antitrust liability when 

bad faith in bringing the infringement action can be established through clear and 

convincing evidence.62 Again, the clear and convincing standard was a stumbling block for 

proving bad faith in such cases. 

On the basis of the standards established in Handgards and Loctite, the US Supreme Court 

in PREI, which was a copyright case, elaborated further on the term ‘sham litigation’ in the 

IP context and expounded a two-part test for establishing sham litigation.63 This test was 

extended by the Federal Circuit in Bard64 to determine whether a patent infringement action 

can constitute sham litigation.65 In PREI, the Supreme Court held that ‘[f]irst, the lawsuit 

must be objectively baseless in the sense that no reasonable litigant could realistically expect 

success on the merits.’66 Only after the objective baselessness has been established is it then 

necessary to investigate the subjective component, which is ‘whether the baseless lawsuit 

conceals “an attempt to interfere directly with the business relationships of a competitor,”… 

through the ‘use [of] the governmental process – as opposed to the outcome of that process 

– as an anticompetitive weapon’.’67 Thus according to the PREI standard, ‘an objectively 

                                                 

59 Handgards I, 601 F2d 986, 994-995 (9th Cir 1979). 
60 See eg, Loctite Corp v Ultraseal Ltd, 781 F2d 861 (Fed Cir 1985) (‘Loctite’); Hunter Douglas Inc v Comfortex 

Corp, 44 F Supp 2d 145 (NDNY 1999); Victus Ltd, v Collezione Europa USA Inc, 26 F Supp 2d 772 (MDNC 

1998); Lund Industries Inc v Westin Inc, 764 F Supp 1342 (D Minn 1990); Conceptual Engineering, 714 F Supp 

1262 (DRI 1989). 
61 Loctite, 781 F2d 861 (Fed Cir 1985). 
62 Loctite, 781 F2d 861, 876-877 (Fed Cir 1985). 
63 Katarzyna Czapracka, Intellectual Property and the Limits of Antitrust: A Comparative Study of US and EU 

Approaches (Edward Elgar, 2009) 107. 
64 CR Bard Inc v M3 Sys Inc, 157 F3d 1340 (Fed Cir 1998) 
65 Angela Oliver, ‘Enforcement of Patent Rights: Expanding the Potential for Patent Owners to Face Antitrust 

Liability’ (2015) 68 SMU Law Review 291, 294. 
66 PREI, 508 US 61 (1993). 
67 Ibid. 



119 

 

reasonable effort to litigate cannot be sham regardless of subjective intent,’ 68  and an 

unsuccessful infringement suit does not necessarily make the infringement suit objectively 

baseless as long as the infringement suit plaintiff (the IP holder) can demonstrate probable 

cause to initiate the infringement action.69 Sham litigation as defined through PREI is thus 

even more restrictive than the standards set in earlier case law, 70 which makes it very 

difficult to successfully challenge this kind of improper enforcement behaviour in the 

context of competition law.71 Be that as it may, the PREI test provides a way to define sham 

litigation in the IP context.  

5.1.1.2.2 Critical Reflection on the Enforcement Behaviours in Sham Litigation Claim 

According to the PREI test, there first must be active enforcement activities to assert rights. 

It is today generally accepted that holding patents is in itself not anticompetitive, especially 

when the patents are not obtained through fraud.72 The set of cases under the term of sham 

litigation thus must exhibit active enforcement activity. The requirement of a show of active 

enforcement activities is also explicitly stipulated in the PREI test, as it says that the 

subjective motivation of the IP holder to harass competitors will be reflected through the 

‘use of government process’.73 Merely holding patents cannot be regarded as the use of a 

government process in this context. 

Second, as is shown in the second prong of the PREI test, the objectively baseless 

infringement action shall conceal ‘an attempt to interfere directly with the business 

relationships of a competitor, … through the use [of] the governmental process – as opposed 

to the outcome of that process – as an anticompetitive weapon.’ 74  This means that 

enforcement of patents in this context is a tool only to realise a goal other than preventing 

infringement – the harassment of competitors. 

                                                 

68 Ibid. 
69 Hovenkamp et al, above n 1, 11-24.8 – 11-24.9. 
70 Czapracka, above n 63, 109. 
71 Hovenkamp et al, above n 1, 11-31 – 11-34; ibid 109; Davidow, above n 13, 145. 
72 As discussed in the above section, the AstraZeneca decision in Europe saw the holding of fraudulently procured 

patent protection as having anticompetitive effects, even though AstraZeneca did not actively assert the exclusive 
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Proving the existence of a sham does not necessarily make the concerned enforcement 

activity culpable in competition law.75 In PREI, the US Supreme Court explicitly states that 

‘[p]roof of a sham merely deprives the [antitrust] defendant of immunity.’76 To establish a 

sham litigation claim, all elements of antitrust violation must be proven. On top of the sham, 

anticompetitive conduct in the form of an enforcement action must be shown. Merely 

establishing baselessness does not necessarily make the enforcement action an 

anticompetitive conduct in antitrust sense.77 A demonstration of anticompetitive effect on 

the relevant market is required, which is usually shown through the deterred entry or 

expansion of competitors of the IP holder in the relevant market.78 Thus, the pressing of 

sham litigation exhibits an exclusionary nature. Besides, initiation of sham litigation by the 

IP holder will have a chilling effect on customers and make them divert their choice to other 

products or services. 79  Therefore, sham litigation is not only exclusionary but also 

exploitative in a sense that the consumers are deprived of choices in view of the lessened 

competition in the relevant market. 

In addition, as in every antitrust case, competitive injury to actual and/or potential 

competitors resulting from sham litigation must be shown. In sham litigation cases, it seems 

that litigation costs can well be regarded as a sort of competitive injury,80 thus making proof 

of competitive injury easier. 

5.1.1.2.3 An Excursion to the Situation in Other Jurisdictions 

As commented by some scholars, the US sham litigation test is a restrictive one that was 

designed to exonerate some behaviours with the potential to harm consumers in order to 

avoid false positives that might chill firms from exercising their rights to soliciting.81 The 
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criteria articulated in PREI, however, is said to have provided inspiration for the EU in 

setting standards to tackle vexatious litigation problems.82  

In EU competition law, there is no Noerr-Pennington immunity, and no analogue to the 

Noerr-Pennington doctrine has been crafted.83 Access to justice as a fundamental right is 

guaranteed in the TFEU84 and the Charter of Fundamental Rights of the European Union.85 

Different from the US, vexatious litigation allegations in the EU have been truly rare.86 The 

leading case in the EU is ITT Promedia87 in 1998.88 In ITT Promedia, the General Court 

elaborated upon the conditions for vexatious litigation and confirmed the two cumulative 

criteria set out by the European Commission for identifying anticompetitive vexatious 

litigation. According to ITT Promedia, vexatious litigation under 102 TFEU is established 

if the action brought by an undertaking with market dominance ‘(i) cannot reasonably be 

considered as an attempt to establish its rights and can therefore only serve to harass the 

opposite party, and (ii) is conceived in the framework of a plan whose goal is to eliminate 

competition.’89  While confirming the two cumulative criteria chosen by the European 

Commission for identifying vexatious litigation under EU competition law, the General 

Court also stipulates that it is ‘only in wholly exceptional circumstances’ that the institution 

of a legal proceeding can constitute an abuse of a dominant position under Article 102 TFEU, 

‘[a]s access to the Court is a fundamental right and a general principle ensuring the rule of 

law.’90 Thus, the two cumulative criteria must be ‘construed and applied restrictively,’ as 

the vexatious litigation test put forward by the European Commission is only ‘an exception 

to the general principle of access to the courts’.91 

Similar to the sham litigation test in the US, the test for establishing vexatious litigation in 

the EU embodies both a clear demonstration of objective unreasonableness in instituting the 
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action and subjective awareness of the anticompetitive motive of this action.92 Both tests 

include two requirements: one concerning the form of the conduct in question, and the other 

concerning intent. 93  Only when both requirements are met, which means baseless 

infringement action and anticompetitive intent are evident, is there a need to proceed with 

the finding of competition law violation. Thus, unlike AstraZeneca, ITT Promedia alone 

constitutes a precedent in EU case law for addressing anticompetitive patent litigation 

problem.  

5.1.2 Modern Forms of Abusive Use of Patent Litigation Mechanism 

5.1.2.1 Patent Troll 

5.1.2.1.1 Review of the Term 

The term ‘patent troll’ is usually said to be first coined by Peter Detkin, Intel’s former 

assistant general counsel in charge of patents, litigation, licensing and antitrust.94 Although 

it is claimed that trolling behaviour has existed for more than 100 years,95 it had not attracted 

much attention until the 1990s.96  The problem of patent trolling is probably the most 

scrutinised issue in US patent law scholarship in recent years, and is also gaining more and 

more attention from regulators, academics and industry players elsewhere in the world.97 

The term ‘patent troll’ usually refers to patent holding entities that neither invent nor 

manufacture or deliver services on the basis of the patents in question, but instead monetise 

their acquired patents through enforcement of these patents against parties already using the 
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patented technology.98 Apart from the pejorative expression ‘patent troll’, these entities are 

also called ‘patent assertion entities (PAEs)’ or ‘non-practicing entities (NPEs)’. These 

terms are often used interchangeably in discussions, although NPEs usually also include, 

for example, pure research institutions and individual inventors who have no capacity to 

practice the patents and seek to commercialise their inventions.99 This means that the term 

‘NPEs’ covers a broader spectrum than the terms ‘patent troll’ or ‘PAEs’. In view of the 

discussion about abusive patent litigation practices, this thesis chooses to use ‘patent troll’ 

to denote the activities undertaken by PAEs whose business is primarily acquiring patents 

and seeking to generate revenue by asserting the acquired patents against alleged 

infringers.100  

Patent trolls emerged as a business model by acquiring patents with broad claims, 

identifying potential infringers, threatening litigation and then collecting licensing fees or 

initiating lawsuits against those that refuse to license.101 Patent trolls acquire patents from a 

variety of sources, which include small companies, big companies, bankrupt companies, 

start-ups, individual inventors, hospitals, universities and the government. 102  Usually, 

patent trolls will not assert the acquired patents for years, until large investment has been 

made by the alleged infringers in the technologies covered by their patents. 103  As the 

switching of costs to an alternative technology for the alleged infringers would be too high 

after the large investment has been made, patent trolls are given the advantage to negotiate 

a settlement for an amount of money based on the possibly high switching costs for the 

alleged infringer instead of on the underlying value of the patented technology. 104  In 

addition, the high cost and uncertainty of patent litigation will also induce the alleged 
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infringer to pay the demanded royalties to patent trolls.105 Thus, the negotiated royalties 

usually far exceed the true economic value of the patents,106 which constitutes a kind of ‘tax’ 

on the alleged infringers and makes innovation more expensive.107  

So far, the most referenced case about patent troll is arguably the US eBay108 case.109 After 

eBay, a plaintiff would not be automatically issued injunctive relief in case of a finding of 

patent infringement in the US when the plaintiff (patent holder) shares the characteristics, 

as Justice Kennedy in his concurring opinion points out:  

An industry has developed in which firms use patents not as a basis for producing or selling goods 

but, instead, primarily for obtaining licensing fees. (…) For these firms, an injunction, and the 

potentially serious sanctions arising from its violation, can be employed as a bargaining tool to 

charge exorbitant fees to companies that seek to buy licenses to practice the patent. When the 

patented invention is but a small component of the product the companies seek to produce and 

the threat of an injunction is employed simply for undue leverage in negotiations, legal damages 

may well be sufficient to compensate for the infringement and an injunction may not serve the 

public interest.110 

Based on Justice Kennedy’s opinion, the de facto intent of the patent holder is to obtain 

financial advantage, the patent enforcement practice is not civilised but ruthless and the 

patent enforcement conduct is instrumentalised to cover the exact intent of the patent 

holder.111 Thus, a patent troll usually has the three main characteristics as described above 

by Justice Kennedy. 
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5.1.2.1.2 Critical Reflection on Trolling Behaviours  

From the perspective of theoretical discussion, it is hard to conclude that patent trolls are 

good or bad.112 Arguments usually used to defend the existence of patent trolls are the 

following: (a) trolls are necessary market intermediaries for the development of a secondary 

patent market, providing liquidity, market clearing and increased efficiency to the market,113 

(b) trolls help small inventors to realise the value of their patents114 and (c) the win rates of 

troll litigation are similar to that of other infringement litigation.115 The argument of an 

intermediary function for secondary patent markets and representative function for small 

inventors seems to be especially persuasive.116 

Notwithstanding the arguments that patent trolling behaviours facilitate the transaction of 

patented technology in the secondary market and the commercialisation of patented 

technology from inventors who do not have the capacity to practice the patents by 

themselves and thus contribute to innovation, recent empirical studies appear to have denied 

this possibility.117 A growing body of empirical study, mainly conducted on the basis of the 

US situation, has confirmed a few negative impacts of patent trolls. For example, in a recent 

study, Cohen et al identified the following problems with trolls: the first is the reduction of 

innovation at targeted firms, the second is additional costs to targeted firms, and the third is 

less value pass-through to small inventors and thus less incentive for small inventors to 

engage in innovation.118  
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As the definition goes, patent trolls neither create nor practice the patented technology. 

Rather, they exploit the deficiencies of the current patent system and use the patent 

enforcement mechanism as a strategic tool to extract economic rents from practicing entities 

already deeply involved in the patents in question.119 Problems with patent scope,120 the 

poor patent quality, weak patent notice and the disproportion between the remedies and the 

real economic value of the patented invention are the major identified deficiencies of current 

patent law being exploited by patent trolls.121 In addition, the first-to-file doctrine widely 

recognised in many patent regimes has also been accused as encouraging opportunistic 

behaviours in patenting.122 Moreover, high litigation costs in some jurisdictions have also 

been regarded as contributing to abuse.123 

While actual or threatened litigation are the usual actions undertaken by patent trolls,124 

demand letters are also often a deployed strategy.125 Patent trolls tend to assert their patents 

more aggressively,126 as they are not bound by many considerations that practicing entities 

would have. They do not face counterclaims from the alleged infringers,127 and they do not 

have reputational concerns owing to their aggressiveness in litigation.128 

As preparation for their enforcement actions, patent trolls first need to acquire patents to 

build up patent portfolios.129  This type of patent aggregation practice by patent trolls, 

however, is regarded as an inversion of the conventional rationale for building a patent 

portfolio. 130  While the traditional rationale for building a patent portfolio lies in the 

                                                 

119 It has been identified that the poor patent quality, weak patent notice and the disproportion between the remedies 

and the real economic value of the patented invention are the major deficiencies of current patent law being 

exploited by patent trolls. See James Bessen and Michael J Meurer, Patent Failure: How Judges, Bureaucrats, 

and Lawyers Put Innovators at Risk (Princeton University Press, 2008) 159. 
120 Greg Reilly, ‘Patent “Trolls” and Claim Construction’ (2016) 91(3) Notre Dame Law Review 1045, 1046. 
121 Bessen and Meurer, above n 119, 159. 
122 Mark A Lemley, ‘Ready for Patenting’ (2016) 96 Boston University Law Review 1171, 1173. 
123 James Bessen and Brian J Love, ‘Make the Patent “Polluters” Pay: Using Pigovian Fees to Curb Patent Abuse’ 

(2013) 4 California Law Review 84, 85. 
124 Luman III and Dodson, above n 96, 12. 
125 Abramson, above n 116, 222. 

126 Christoph Ann, ‘Patent Trolls – Menace or Myth?’ in Wolrad Prinz zu Waldeck und Pyrmont et al (eds), 

Patents and Technological Progress in a Globalized World: Liber Amicorum Joseph Straus (Springer, 2009) 355, 

360.  

127 Chien, above n 96, 1579. 

128 Lemley and Melamed, ‘Missing the Forest for the Trolls’, above n 114, 2167. 

129  Anna Mayergoyz, ‘Lessons from Europe on How to Tame U.S. Patent Trolls’ (2009) 42(2) Cornell 

International Law Journal 241, 245. 

130 Jeremiah Chan and Matthew Fawcett, ‘Footsteps of a Patent Troll’ (2005) 10 Intellectual Property Law 

Bulletin 1, 1.  



127 

 

defending131 and/or cross-licensing purposes,132 patent trolls do not have this intention. 

Their primary goal is to extract money through damages and/or licensing fees.133 In addition, 

patent trolls demand far more than the value of their patent in society. Apart from 

accumulation of wealth, no social benefit can be generated through this sort of behaviour.134 

Because of the way they carry out business, patent trolls do pose a specific threat to other 

companies. In addition, while the alleged infringers are forced to incur excessive fees due 

to the trolling behaviour, the alleged infringers are likely to pass on the excessive fees paid 

to patent trolls to their customers by charging higher prices and/or selling lower quantities, 

which means there will be a loss of consumer welfare in cases of patent trolling.135 This is 

certainly contrary to the underlying rationale of the patent system. In addition, though 

concerns about patent trolls often lie in their presumed anticompetitive behaviours and 

negative impact on innovation,136  evidence from available studies does not necessarily 

support to view PAEs as an antitrust problem that would require antitrust remedies but rather 

a litigation problem due to the deficiencies in the patent system.137 Therefore, it is eventually 

a task of the patent regime to find a way to address the patent troll problem. 

5.1.2.1.3 An Excursion to the Situation in Other Jurisdictions 

Over the past decade, there has been vast literature seeking to identify the reasons for the 

existence of trolling activities. The reasons range from the flood in patent applications and 
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grants138 to the vagueness of patent claims,139 to the uncertain right to injunctive relief.140 

The discussions in this regard, however, are mostly targeted at the US landscape. Indeed, 

apart from in the US, there has not been a proliferation of trolling behaviours so far, and 

conventional wisdom tends to attribute this phenomenon to specific factors of patent 

systems in these other jurisdictions. For example, the combination of stricter standards on 

patentable subject matter, steeper enforcement costs, cheaper defence costs, smaller 

damages awards, frequent attorney fee awards and higher administrative costs of the patent 

offices are usually regarded as the reasons for scarcity of trolling behaviours in Europe.141 

Notwithstanding these possible explanations, trolling behaviours in fact have shown an 

expanding trend outside the US jurisdiction. 142  Especially in Europe, recent empirical 

studies have well proven that more trolling behaviours are to be expected.143 In addition, 

jurisdictions with similar characteristics in their patent systems face a different level of 

trolling activities. 144  This makes many reasons less convincing. A more convincing 

explanation might be that there is a difference in target companies with high revenues in 

different jurisdictions.145  

As to industries, trolling activities are currently prevalent in such industries as electronics, 

machinery and computer devices, communication technologies and software. 146 

Biotechnology and pharmaceuticals are conventionally considered immune from trolls. 
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However, studies have shown that trolling is emerging in life science industries, and predict 

an expanding trend.147 

5.1.2.2 Patent Privateering 

5.1.2.2.1 Review of the Term 

Defined by Tom Ewing, ‘patent privateering’ refers to the assertion of patent rights by an 

entity (the privateer), typically in the form of a PAE, against a target company for the direct 

benefit of the privateer and the consequential benefit of a sponsor, where the consequential 

benefits are significantly greater than the direct benefits. 148  In conventional wisdom, 

privateering tends to occur between practicing entities as sponsors and non-practicing 

entities as privateers. However, the sponsors can also be non-practicing entities.149  

The idea is that third-party patents can serve as an instrument in shaping a firm’s competitive 

strategy and thus be used to generate consequential benefits that usually exceed the direct 

returns from a patent licensing or litigation settlement.150 The sponsors of a privateer could 

be corporations and/or investors.151 As the sponsors do not intend to use the asserted patents 

openly, discretion is essential to patent privateering, although the level of discretion may 

vary depending on the sponsors’ needs. 152 The goals of the sponsors lie very often in 

competitive advantage against their competitors.153 But indirectly, the privateers’ assertion 

of patents will in some way benefit the sponsors monetarily.154   
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5.1.2.2.2 Critical Reflection on Privateering Behaviours 

A departure point for patent privateering is the recognition that one does not necessarily 

need to own a patent in order to employ it beneficially.155 In patent privateering, a sponsor 

incentivises a privateer to assert its patents against a target company. The sponsor will 

usually engage in the development of the privateer’s exploitation plan and outfit the 

privateer for carrying out that plan. Without the secrecy between the sponsor and the 

privateer, it would be very difficult, if not impossible, to achieve its goal in gaining 

competitive advantage if the sponsor exploits the patent openly under its own colours.156 

Although patent privateers are a species of aggressive PAEs, the behavioural pattern of the 

privateers is different from the conventional PAEs, as the targets of their assertion are 

prescribed by the sponsors.157  

Patent privateering not only includes all the problems that patent trolling would have, but 

also creates additional competition law concerns, as privateering represents operating 

entities patent enforcement strategies against their competitors. 158  The out-sourcing of 

abusive patent enforcement from practicing entities to patent trolls can raise a rival’s costs 

and harm competition by increasing the incentives to enforce the transferred patents, 

evading fair, reasonable and non-discriminatory (FRAND) commitments and aligning the 

practicing entities’ and patent trolls’ incentives through contractual arrangements.159 

5.1.2.3 Patent Ambushing (in standard-setting process) 

5.1.2.3.1 Review of the Term 

A ‘patent ambush’ is a system failure of the standard-setting process. It occurs when a company 

taking part in the standard-setting process hides the fact that it holds essential Intellectual Property 

Rights (IPRs) over the standard being developed, and starts asserting such IPRs only after the 

standard has been agreed and other companies are therefore ‘locked in’ to using it.160  
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Patent ambush arises when patentees either remain silent by not disclosing the standard 

essential patent in the standard-setting process, induce adoption by false representation 

about the terms of using the patent, or renege on the original patent owner’s commitment to 

license.161 Not only practicing entities will engage in ambushing behaviours, but PAEs are 

also involved in standard-setting processes and thus play a role in ambushing activities.162 

5.1.2.3.2 Critical Reflection on the Ambushing Behaviours 

Patent ambush is the most common anticompetitive behaviour in the standard setting 

process.163 When the situation of patent ambushing occurs, ‘anticompetitive effects are 

inevitable’.164 These effects may take the form of higher royalties or the loss of cheaper 

alternative technologies through a corrupted selection process.165 

In the context of standardisation, patent ambush was said to be the first kind of unilateral 

conduct that could constitute abuse. 166  Usually, the implementers of a standardised 

technology are not aware of the existence of potentially blocking patents or patent 

applications, and make investments to implement the said technology and thus infringe the 

said patents. After the investments have been made, the holders of the blocking patents may 

assert ex post their claims against the alleged infringers. 167  In that case, either supra-

competitive royalties are demanded168 or injunctions are requested to block the development 

of the technology.169 The patent holder can use a standardisation process to create holdup 

situations vis-à-vis the standard users.170 
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5.1.3 Summary 

As the above discussion asserts, both practicing entities and non-practicing entities are 

exploiting the deficiencies of the patent system to pursue goals other than the protection of 

patent rights. Although each behaviour seems to present a specific scenario of abusive 

practices, these practices take on general features and also create similar problems. The 

following sections will endeavour to explore the common characteristics of these practices 

and identify some general problems for further discussion.  

5.2 Common Characteristics of Abusive Use of Patent Litigation 

5.2.1 Offensive Enforcement of Patents 

Depending on the motives of the patentees, patents can be used for different purposes. 

Guellec, van Pottelsberghe and van Zeebroeck identified nine types of patent uses, ranging 

from restraining the power of suppliers to securing freedom to operate and avoiding 

potential litigation to generating a smoke screen to disrupt competitors.171 According to 

Chien, there are in general four ways for a company to use patents, ranging from seeking 

financing for start-ups to defensive accumulation for freedom to operate to offensive 

assertion for monetisation.172 

In the context of patent enforcement, especially from the perspective of strategic use of 

patents, patents can be used as either defensive tools or offensive tools.173 Defensive patent 

strategy is employed by patent holders primarily for ensuring freedom to operate through 

either using patents as bargaining chips to negotiate cross-licensing or defending against an 

infringement suit raised by others or maintaining détente with competitors.174 Offensive 
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patent strategy is used by patent holders to prevent other market participants from using the 

patented technology175 or from obtaining patent-related revenues.176  

Patent holders taking a defensive patent strategy usually do not initiate lawsuits,177 while 

those using patents for offensive purposes often pursue proactive enforcement of their 

patents. In view of the strategic use of patent enforcement, whether for the purpose of 

blocking other market participants from using the patents or extracting royalties, the 

enforcement activities have an offensive nature, no matter that these activities are 

undertaken by practicing entities or non-practicing entities or the hybrid of both.  

5.2.2 Instrumentalisation of Enforcement of Rights 

Using infringement litigation as a tool to pursue another goal—whether it is cash, 

competitive advantage or both—is a paramount characteristic of the various forms of 

abusive patent enforcement activities. Patent enforcement, in this case, is instrumentalised 

for a concealed intent, although the ‘official’ claim is always to protect the relevant patents 

from being infringed.  

Monetisation of patents is usually a first-layer intent, although cash-targeting is usually not 

the main driver of practicing entity patent litigation.178 For the recently rampant patent 

trolling behaviour, cash-targeting is the foremost intent to initiate an infringement action or 

threaten an infringement suit.179 For privateering behaviours, competitive advantage is the 

main purpose for sponsors to achieve,180 although indirect monetary benefits would also be 

expected.181 
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5.2.3 Exploitation of Information Asymmetry 

Information asymmetry in patent regimes refers to the problem that the information 

regarding inventions and the fact that they are patented is not effectively disseminated to 

potential inventors and users of technology.182  

Not only non-practicing entities use information asymmetry for monetisation purpose, but 

also practicing entities exploit the asymmetries in their patent enforcement activities.183 One 

of the purposes for these entities to exploit the information asymmetries in technology 

markets is to gain patent-based competitive advantages. Especially for practicing entities, 

the exploitation of information asymmetries allows them to avoid retaliation and 

reputational damage.184 

5.2.4 Opportunistic Nature 

In a world with transaction costs, opportunism seems unavoidable. Especially when 

economic activity involves transaction-specific investments, opportunism tends to occur 

more frequently.185 Opportunism occurs when a party to a relationship seeks to transfer 

wealth from the other parties of that relationship in a way which contradicts the other parties’ 

legitimate interest but is not necessarily contrary to the precise rules governing that 

relationship.186 Patent enforcement tactics can represent a typical type of opportunistic 

behaviour. Regardless of whether  the enforcement action is intended to deter or delay 

market entry, raise rival’s costs, or extract money, the patent holder is exploiting the 

situation that the alleged infringers are dependent on the patent in question.  

5.2.5 Exploitative Effect 

To differentiate illegitimate from legitimate conduct, traditional competition law analysis 

focuses on the effects of the conduct of firms with market dominance and accordingly 
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classifies illegitimate conduct into two general categories: exclusionary abuses and 

exploitative abuses.187 Exclusionary abuses refer to conduct where a dominant undertaking 

seeks to harm the competitive position of competitors or to exclude competitors from the 

market, through which the consumers are indirectly harmed. Exploitative abuses, in contrast, 

refer to the practice of an undertaking exploiting its market strength, through which 

consumers are directly harmed.188  

While it is sometimes difficult to draw a clear line between exclusionary and exploitative 

abuses,189 as some exploitative behaviours might cause exclusion through, for instance, 

raising a rival’s costs or increasing entry barriers, 190  conventional analysis of patent 

litigation within the context of competition law tends to categorise those litigation practices 

with anticompetitive effects in the category of exclusionary abuse. 191  However, in the 

scenarios of abusive use of patent litigation, especially with regard to patent trolling 

behaviours, exploitative effects are rather evident.192  

5.3 Problems Resulting from Abusive Use of Patent Litigation 

The economic consequences of abusive use of patent litigation vary with the circumstances. 

Notwithstanding the differences reflected in different cases, several common problems can 

be identified. 
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5.3.1 Holdup Problem 

Holdup does not only occur in the context of patent enforcement, it occurs often when there 

is a contractual relationship.193 In their seminal work, Klein, Crawford and Alchian describe 

the situation of holdup when one firm, having made investment in an asset and created a 

rent stream which is strongly dependent upon some other particular asset owned by another 

firm, can be held up by the other firm’s attempt to capture a large proportion of the rent 

stream of the combined assets.194 As Farrell et al describe, ‘[h]old-up can arise, in particular, 

when one party makes investments specific to a relationship before all the terms and 

conditions of the relationship are agreed.’195 When foreseeing the possibility of a holdup 

situation, a firm would not be willing to invest in asset which would encounter great risk of 

being held up by another firm. Thus, holdup usually leads to economic inefficiency.196  

In the context of patent law, a patent holdup effect occurs when subsequent innovators are 

reluctant to invest in research and development (R&D) because they anticipate the expected 

cost of claims to be made against them by earlier patent holders. 197 A patent holdup arises 

out of the patent holders’ opportunistic behaviours in using patent enforcement mechanism 

to threaten to impose ‘either static deadweight losses that are not justified by likely increases 

in dynamic efficiency or dynamic efficiency losses due to reduction in the incentive to 

participate in standard setting organization or to engage in follow-up innovation’.198 Widely 

recognised as a kind of market failure, patent holdup is believed to cause inefficiency by 

suppressing investments which would be socially desirable. 199  Patent holdup is often 

associated with the use of injunction (or the threat of an injunction) by patent holders,200 

although a holdup effect still can occur even if there is no injunctions available. As long as 
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there exists economic dependency between the patent holder and the user of the patent, a 

patent holdup is likely to occur.  

5.3.2 Inefficient Use of Resources  

Dissipation of resources has been proven by economic models as a negative effect of 

strategic litigation.201 To engage in a patent lawsuit, both the plaintiff and the defendant 

must allocate resources to the process. Especially for the defendant, it is going to constitute 

an additional burden to defend the proceedings. Resources which can originally be allocated 

to develop the defendant’s usual businesses must be to a certain extent allocated to address 

the problems arising out of the lawsuits. This will certainly distort the defendant’s regular 

business and delay the defendant’s innovation process. The litigation may also have a 

deterring effect in the relevant market, causing potential market entrants to turn to other 

businesses rather than entering the business area in which the litigation is happening. 

Therefore, not only the defendant’s resources will be subject to inefficient use, but the 

potential market entrants’ resources are also diverted to other areas that might not be as 

innovative. Therefore, such strategic behaviours in initiating patent infringement litigation 

will not only hinder the defendant’s innovation progress but also the entire innovation 

direction in the relevant business area.202 In addition, limited court resources that are an 

additional burden on taxpayers must also be allocated to address these lawsuits, which 

constitutes another inefficient use of resources. 

5.3.3 Negative Externality in Innovation  

In the economic sense, negative externality occurs when the cost to society is greater than 

the costs incurred by the parties to a transaction.203  

When abusive patent litigation occurs, the accused parties will either incur licensing fees to 

keep using the technology and then pass the additional cost to consumers or refrain from 

using the technology and trying to inventing around. In either situation, there will be 

                                                 

201  Gary Myers, ‘Litigation as a Predatory Practice’ (1991-1992) 80 Kentucky Law Journal 565, 603-604; 

Maggiolino, above n 4, 187. 
202 Matthias Lamping, Patentschutz und Marktmacht (Carl Heymanns, 2010) 378. 
203 Robert S Pindyck and Daniel L Rubinfeld, Microeconomics (Pearson, 9th ed, 2018) 675-678. 



138 

 

additional social cost.204 Resources which would originally be allocated to R&D will be 

diverted away or reduced owing to abusive patent litigation practices, which thus reduces 

overall innovation.205 Therefore, abusive patent litigation not only poses private costs to the 

‘accused infringers’ but also costs to societal innovation, thus presenting negative 

externalities in innovation. 

5.3.4 Distortion of Market Competition 

In view of the competitive process, patent infringement litigation can be problematic in two 

aspects. First, it can be anticompetitive through the outcome of the litigation, if it secures a 

decision that directly eliminates or distorts competition in the market. Second, the initiation 

of infringement litigation can be used as a tool by the plaintiff to impose collateral injury 

on the defendant and thus the working of the competitive process.206 No matter which 

situation occurs, relevant litigation practices do not constitute competition on the merits and 

therefore deserve control.  

5.3.5 Loss of Consumer Welfare 

As defined in Section 2.2.1, ‘consumer welfare’ refers to the sum of the surplus of all 

consumers. While in a static sense, consumer welfare might be more concerned with price 

and output, the term ‘consumer welfare’ in economics means the benefits the consumers 

enjoy from the consumption of goods and services.207  

Welfare loss occurs whenever the price is above marginal cost.208 Loss of consumer welfare, 

also referred to as ‘deadweight loss’, occurs when consumers are unwilling to pay the 

monopoly price for a certain quantity of goods, but would have paid the competitive market 

price for that quantity.209 
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A market filled with strategic use of patents may appear less attractive to potential entrants, 

which easily leads to less competition in the incumbent market and/or downstream market. 

In addition, even if the defendant is successful in infringement proceedings, defending an 

infringement allegation will burden the defendant with additional costs, the recovery of 

which is usually to be sought from the end consumers of the defendant’s affected product; 

this would cause market prices for the affected products to rise and thus the quantity 

demanded of the relevant products to fall. This whole situation is not only detrimental to the 

defending producers but also to consumers, constituting a loss of consumer welfare.210  

5.4 Abusive Patent Litigation – A Definition  

Although the abusive use of patent litigation can be found in different contexts and varies 

its form to serve different purposes, the core cause of the different problems is the 

instrumentalisation of litigation or threatening litigation. Without litigation or threatening 

litigation as a sword hanging over infringement defendants, other negotiation or coercion 

would not be effective. In fact, no matter what kind of subject it is (be it practicing entities 

or non-practicing entities) and no matter the purpose, the practices of litigation or 

threatening litigation are abusive when the intrinsic goal of patent law is jeopardised.  

This thesis targets the core cause of various problems and seeks to provide a standard for 

drawing the line between abusive and non-abusive practices of the patent holder by trying 

to define abusive patent litigation. The following discussion in this thesis will centre on this 

core issue and propose solutions to address this core issue instead of separately evaluating 

piecemeal problems. Besides, to avoid the chilling effect on the legitimate use of their rights 

by patent holders, the proposed solution in this thesis will be restrictive rather than 

expansive with necessary criteria to be met in the first instance when it is to be used to tackle 

abusive litigation practices. 

Based on the above discussion, this section proposes to define abusive patent litigation in 

an analytical manner for further work in this thesis. The definition requires four elements.  
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First, the target practices are initiation of litigation and threatening initiation of litigation for 

patent infringement.  

Second, the target practices are undertaken by patent holders, which means actions for 

declaration of non-infringement or actions for invalidity of an issued patent by the other 

parties are not included in this definition. 

Third, the purpose of the target practices is different than receiving judicial relief from 

allegedly infringing activities. The absence of genuine interest in receiving judicial relief 

shall be a key factor in identifying abusive patent litigation.211  

Fourth, the target practices are harmful, not because they are illegitimate conducts in the 

plain sense of the law, but because they leverage patent holders’ blocking power and disrupt 

the alleged infringers’ economic activities to a certain extent, thus negatively impacting on 

free market competition, innovation and consumer welfare. 

5.4.1 Core Practices in the Definition 

In the aforementioned traditional improper enforcement practices of patents, the courts (in 

the US) seemed to have focused merely on the initiation of infringement litigation and 

explicit threat to initiate such litigation.212 Leslie argued for the inclusion of such activities 

as publicly flaunting one’s patent, stating a general intent to sue infringers, accusing 

competitors of infringement, threatening competitors’ business partners and licensing 

activities into the overall concept of patent enforcement for the purpose of finding 

liability.213 Lemley and Feldman also suggested similar inclusion of activities in the overall 

definition of patent owners’ enforcement practice, which includes ‘calls or letters suggesting 

areas of mutual interest or joint ventures, offering to license patents, threatening litigation, 

giving notice of intent to file an infringement lawsuit, or actually filing an infringement 

lawsuit.’214 This list of activities, however, seems to be overly expansive and does not target 
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the core cause of the problem. Without the tool of litigation or threatening litigation, the 

other activities are in fact not meaningful, as the judicial channel for remedy will not be 

opened without the possibility to initiate litigation and the plaintiff will not have the 

opportunity to execute her rights of exclusion since patents have in fact become part of the 

public domain.  

5.4.2 Subject of the Practices 

Within the overall understanding of patent litigation, the subject is the patent holder or a 

competitor. However, in the context of this thesis, the subjects of abusive patent litigation 

are those whose patent rights are (possibly) infringed and who will use its rights to initiate 

patent litigation. The categorisation of the subjects is in this respect not necessary, as the 

organisational form of the subjects is in fact not directly relevant.215 As long as a subject 

initiates litigation against its alleged infringers, it is possibly acting in abuse of its rights. In 

this context, both practicing entities and non-practicing entities can be the subject of abusive 

patent litigation. 

5.4.3 Purpose of the Practices 

The purpose of litigation or threatening litigation is usually covered by the legitimate 

interest of protection of patents from being infringed, which means the litigation practices 

are meant to target offensive activities of alleged infringers. However, an infringement 

action might be initiated to interfere with alleged infringers’ economic activities for 

unwarranted rents. For example, abusive patent litigation practices usually target those who 

developed a product independently216 and did not or were not able to identify the patent at 

issue beforehand,217 as these targeted parties have made investments in developing the 

allegedly infringing product and thus are more susceptible to pay the demanded 
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settlement.218 Therefore, the purpose issue cannot be ignored when identifying abusive 

patent litigation practices. 

5.4.4 Effect of Practices 

An effect-based approach to the abusive conducts by enterprises with market dominance 

has long been applied in competition law analysis.219 In the context of patent litigation, it is 

important to evaluate the real effect of the conduct rather than merely depending on such 

formalistic factors as practicing entities or non-practicing entities. Based on the discussion 

in Chapter 3, the evaluation of the effects of an abusive patent litigation practice shall focus 

on the impact on market competition, since the intrinsic goal of the patent regime is to 

protect (dynamic) competition. Without a real harm to market competition, a patent 

litigation practice can be unreasonable or even harmful to a competitor, but it does not 

necessarily mean that this conduct is abusive.220  
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Chapter 6 Seeking the Fix: Existing Legislation and Doctrines Relevant to 

Abusive Patent Litigation 

To translate the conceptual discussion in Chapter 3 to the rules or approaches that can be 

used to regulate abusive patent litigation, reference to relevant legislation and case law 

doctrines is inevitable. It might be possible to adopt analogous solutions from current 

competition law, and to rely on insights from some long-discussed legal doctrines to draw 

ideas for proposal on addressing abusive patent litigation.  

As described in Section 5.1, in view of patent litigation activities as unilateral conduct 

raising competitive concerns, remedies are often sought in competition law, although means 

in patent law, civil procedural law and other relevant fields to tackle the problems are never 

to be ignored. This section will mainly survey the competition law and patent law treatments 

of abusive patent litigation practices in selected jurisdictions, while also touching upon the 

possible remedies for this problem in other relevant fields of law. It will then propose a 

framework to regulate abusive patent litigation in Chapter 7.  

The possible solutions discussed in the following sections, however, cannot be exhaustive, 

as first, the problem exhibited in this thesis is evolving, and second, the relevant solutions 

in the four selected jurisdictions are also evolving while this thesis is written. Therefore, it 

is not within the capacity of the author to exhaust all the possible solutions in this thesis. 

The provisions and doctrines to be discussed in the following part simply endeavour to 

provide reference points for the proposal of a fundamental/theoretical solution which can 

be internalised in the patent regime, but are not meant to constitute an exhaustive review of 

all the existing solutions or solution proposals. 
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6.1 A Survey of Legal Provisions and Doctrines Relevant to Abusive Patent Litigation in 

Selected Jurisdictions 

6.1.1 Patent Law 

6.1.1.1 The United States 

6.1.1.1.1 § 285 of the United States Patent Act 

Section 285 of the United States (US) Patent Act is a fee-shifting provision, according to 

which the strategic behaviour of a patent holder to hold up other market participants may be 

deemed an ‘exceptional’ case, and the infringement defendant can thus be awarded 

reasonable costs and attorney’s fees.1 This fee-shifting provision is an exception to the 

‘American rule’ that each party is responsible for paying its own attorney’s fees.2 The 

rationale for the ‘American rule’ is that people should be encouraged to seek redress for 

perceived wrongs in court. If a person has the risk of bearing the defendant’s attorney’s fees, 

he or she may be unwilling to pursue a claim and society would suffer as a result of this 

concern. By contrast, the fee-shifting provision exerts pressure on plaintiffs who would have 

to pay the defendants’ expenses if they lost. Given the expensive litigation costs in patent 

lawsuits, patent holders may not be active in bringing a suit against the infringer. In the case 

of abusive patent litigation, such a fee-shifting provision can to some extent deter patent 

holders from holding up other market participants through strategic litigation. As for non-

practicing entities (NPEs),3 they would have to consider the possibility of paying the legal 

fees of each potential defendant before sending out a multitude of demand letters to those 

alleged patent infringers.4 From the perspective of defendants, the method of recovering 
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Injunction, a Remedy by any other Name is Patently Not the Same: How eBay v. MercExchange Affects the Patent 

Right of Non-Practicing Entities’ (2007) 14(4) George Mason Law Review 1035, 1035. 
4 Nick Vogel, ‘Patently Preempted’ (2015) 14(2) The John Marshall Review of Intellectual Property Law 268, 289. 
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attorney fees and costs would encourage them to fight frivolous patent suits, particularly 

those filed by NPEs.5 

In view of the proliferation of patent assertion entities (PAEs)6 litigation, the US Supreme 

Court has also confirmed the application of this article in two recent cases – ie, Octane 

Fitness LLC v ICON Health & Fitness Inc7 and Highmark Inc v Allcare Health Mgmt Sys 

Inc.8 One of the focuses of dispute in relation to the application of § 285 is how to determine 

whether a case is ‘exceptional’. 

In Octane, the Court endorsed a discretionary ‘totality of the circumstances’ framework for 

finding a case ‘exceptional’ under § 285 of the Patent Act to replace the ‘overly rigid’ 

Federal Circuit standard on ‘exceptional’ cases. Prior to Octane, according to the US Court 

of Appeals for the Federal Circuit, a case was found to be ‘exceptional’ under § 285 only in 

two limited circumstances: (1) ‘when there has been some material inappropriate conduct’, 

or (2) when the litigation is both ‘brought in subjective bad faith’ and ‘objectively baseless’.9 

More precisely, in an ‘objectively baseless’ litigation, the litigation position must be ‘so 

unreasonable that no reasonable litigant could believe it would succeed’.10 ‘Subjective bad 

faith’ could be demonstrated by showing either ‘reckless conduct’ regarding, or actual 

knowledge of, the ‘objectively baseless’ nature of the litigation position.11 Apparently, this 

Federal Circuit standard was an ‘exacting standard’, 12  and cases were rarely deemed 

                                                 

5 Christopher Hu, ‘Some Observations on the Patent Troll Litigation Problem’ (2014) 26(8) Intellectual Property 

& Technology Law Journal 10, 12.  
6 Chien describes PAEs as ‘entities that use patents primarily to obtain license fees rather than to support the 

development or transfer of technology’ and distinguish PAEs from other types of NPEs: see Colleen V Chien, 

‘From Arms Race to Marketplace: The Complex Patent Ecosystem and Its Implications for the Patent System’ 

(2010) 62(2) Hastings Law Journal 297, 297. Morgan describes a PAE or patent troll as ‘an entity, other than the 

original inventor, who does not provide any product or service, but rather has acquired the patent for the purpose 

of asserting it against others (often numerous others in an entire industry), with the goal of extracting royalty 

payments that are less than the costs of defense’: see Jeffrey C Morgan, ‘Do Patent Trolls Have a Future?’ (Oct/Nov 

2013) The Federal Lawyer 46, 47. 
7 Octane Fitness LLC v ICON Health & Fitness Inc, 134 S Ct 1749 (2014) (‘Octane’). 
8 Highmark Inc v Allcare Health Mgmt Sys Inc, 134 S Ct 1744 (2014) (‘Highmark’). 
9 Brooks Furniture Manufacturing Inc v Dutailier International Inc, 393 F 3d 1378, 1381 (Federal Circuit 2005) 

(‘Brooks’). 
10 ILOR LLC v Google Inc, 631 F3d 1372, 1378 (Federal Circuit 2011) (‘ILOR’). 
11 Kilopass Technology Inc v Sidense Corp, 738 F 3d 1302, 1310 (Federal Circuit 2013). 
12 ILOR, 631 F3d 1372, 1377 (Federal Circuit 2011). 
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‘exceptional’ under § 285.13 Through holding that the Federal Circuit’s substantive standard 

violated the ‘inherently flexible’ text of § 285,14  the Court in Octane on the contrary 

accepted a discretionary ‘totality of the circumstances’ framework. Since then, a case may 

be deemed ‘exceptional’ under § 285 for any one or more of three broad reasons: (1) lack 

of substantive strength of litigation position; (2) unreasonable conduct; or (3) subjective bad 

faith.15 In terms of the burden of proof for showing ‘exceptional case’ status under § 285, 

the Supreme Court ruled that the usual civil case evidentiary burden of a preponderance of 

the evidence was sufficient to show the ‘exceptional’ nature of the case,16 which is different 

from the pre-Octane Federal Circuit standard requiring the party seeking attorney fees to 

provide clear and convincing evidence.17 

In general, after Octane, a district court has more discretion on finding ‘exceptional’ cases 

under § 285. According to the pre-Octane Federal Circuit standard, a district court’s 

determination of objective reasonableness was reviewed on appeal de novo and without 

deference by the Federal Circuit.18 In Highmark, a companion case to Octane decided on 

the same day (29 April 2014), the Court held that all aspects of an ‘exceptional case’ finding 

are reviewed on appeal only for abuse of discretion to award attorney fees.19 After Octane 

and Highmark, the Federal Circuit has limited authority to overturn a district court’s finding 

of exceptionality. Moreover, even though the case is found to be ‘exceptional’, a district 

court still has a genuine discretion to decide whether an award of attorney fees is appropriate 

and, if so, the amount of attorney fees to award. In the appeal case of Octane, the Supreme 

Court ‘did not … revoke the discretion of a district court to deny fee awards even in 

exceptional cases’.20  

                                                 

13 For example, according to a Federal Circuit Bar Association study, in the year preceding Octane, district courts 

ruled on 46 motions filed by accused infringers seeking attorney fees pursuant to § 285, and only 13 per cent were 

granted. In comparison, in the 11 months following Octane, district courts granted 36 per cent of 85 motions. See 

Federal Circuit Bar Association, ‘A Comparison of Pre Octane and Post Octane District Court Decisions on 

Motions for Attorneys’ Fees under Section 285’ (2015) 1 < http://www.thenalfa.org/files/FCBA-Fee-Shifting-

Paper.pdf>. 
14 Octane, 134 S Ct 1749, 1756 (2014). 
15 Ibid 1756-57. 
16 Ibid 1758. 
17 Brooks, 393 F3d 1378, 1382 (Federal Circuit 2005). 
18 Bard Peripheral Vascular Inc v WL Gore & Associates Inc, 682 F3d 1003, 1004-06 (Federal Circuit 2012). 
19 Highmark, 134 S Ct 1744, 1749 (2014). 
20 ICON Health & Fitness Inc v Octane Fitness LLC, 576 F Appendix 1002, 1005 (Federal Circuit 2014).  
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6.1.1.1.2 § 299(b) of the America Invents Act  

To address problems arising from the NPEs, the US Congress enacted the America Invents 

Act (AIA)21 in 2011. In the AIA, the provision directly targeting NPEs—§ 299(b)—stipulates 

that a joinder of unrelated defendants in one action is not permitted if the request to join is 

‘based solely on allegations that they each have infringed the patent or patents in suit’.22 

Thus, the NPEs’ ability to force a large number of disparately located defendants to litigate 

in one suit in its chosen forum will be limited. Usually, NPEs use the method of suing 

multiple parties at once as a strategy to reduce their litigation costs. Under AIA § 299(b), the 

asserted patents will face more assessments of validity, which is likely to increase the NPEs’ 

costs of selecting patents to assert and defendants to sue.23  

In addition, the AIA empowers third parties to challenge a patent’s validity through 

procedures including post-grant review (‘PGR’) 24  and inter partes review (‘IPR’). 25 

Through the review of patents’ validity, the quality of granted patents would be improved.26 

If a patent is found to be invalid by a successful challenge, certain patent claims will 

accordingly not be able to be asserted.27 As a result, less patents would be available for 

strategic use by patent holders when the quality of patents can be maintained at a higher 

level.28  

Notwithstanding these new rules in the AIA, the AIA itself does not provide an overall 

solution to NPEs’ litigation issues, since many of the litigation tactics employed by NPEs 

                                                 

21 Leahy-Smith America Invents Act, Pub L No 112-29, 125 Stat 284-341 (2011) (‘AIA’). 
22 35 USC § 299(b) (2012). 
23 Tracie L Bryant, ‘The America Invents Act: Slaying Trolls, Limiting Joinder’ (2012) 25(2) Harvard Journal of 

Law & Technology 673, 675-676. 
24 35 USC §§ 321-29 (2012). 
25 Ibid §§ 311-19. 
26 The White House, Office of the Press Secretary, ‘FACT SHEET – Executive Actions: Answering the President’s 

Call to Strengthen Our Patent System and Foster Innovation’ (20 February 2014) The White House President 

Barack Obama <https://obamawhitehouse.archives.gov/the-press-office/2014/02/20/fact-sheet-executive-actions-

answering-president-s-call-strengthen-our-p>: ‘The United States Patent and Trademark Office (USPTO) has now 

successfully implemented [the America Invents Act], enabling many reforms that are leading to higher patent 

quality, including post-grant patent review proceedings at the USPTO that offer faster and less expensive 

alternatives to litigation in Federal courts.’ 
27 35 USC § 311(b): in an inter partes review, the challenger ‘may request to cancel as unpatentable 1 or more 

claims of a patent’; 35 USC § 321(b): in a post-grant review, the challenger ‘may request to cancel as unpatentable 

1 or more claims of a patent’. 
28 Tara Feld, ‘States Hold the Sword to Force “Patent Trolls” Back Under Their Bridges’ (2016) 2016(3) University 

of Illinois Law Review 1123, 1131. 
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do not fall within the scope of the AIA.29 As to other forms of abusive patent enforcement, 

such as in situation of  standard-essential patents (SEPs), the role of the AIA is not as 

significant as expected. Other reforms to the patent system are therefore called for to 

accommodate the complexity of abusive patent enforcement.  

6.1.1.1.3 § 287(a) and § 292(a) of the United States Patent Act 

Section 287(a) of the United States (US) Patent Act imposes limitation on damages and other 

remedies a patent holder can claim in case of patent infringement. According to this provision, 

a patent holder shall mark the patented products or provide a like notice so that the public can 

be made aware of the patent. Otherwise, no damages shall be available to the patent holder in 

any action for infringement, ‘except on proof that the infringer was notified of the infringement 

and continued to infringe thereafter, in which event damages many be recovered only for 

infringement occurring after such notice.’30 As to what constitutes a marking or a notice, this 

provision stipulates that a patent holder may fix the word “patent” or the abbreviation “pat.” 

together with the number of the patent on the patented products or label the patent products or 

the package containing these products with a like notice if the direct fixing of the word “patent” 

or the abbreviation “pat.” is not doable. In addition, filling an action for infringement may also 

constitutes a notice.31 The purpose of this provision is to encourage patent marking so that the 

public can be aware of the existence of the patent and meanwhile to prevent innocent 

infringement.32 Non-compliance of the patent marking provision can bar the patent holder from 

claiming any damages before the initiation of the infringement action. Therefore, this provision 

would work especially in case of patent trolls, as patent trolls typically have no products to 

mark.  

In addition to Section 287(a), the US Patent Act also imposes another layer of liability on the 

patent holder who conducted false marking stipulated in Section 292, according to which a 

patent holder may incur a fine when an unpatented product is marked as patented with the intent 

to deceive the public.33 False marking occurs when a patent mark is used without the permission 

                                                 

29  Fiona Scott Morton and Carl Shapiro, ‘Patent Assertions: Are We Any Closer to Aligning Reward to 

Contribution?’ (2016) 16 Innovation Policy and the Economy 89, 90. 
30 35 USC § 287(a).  
31 Ibid. 
32 Preston Moore and Jackie Nakamura, ‘The United States Patent Marking and Notice Statute’ (1994) 22 AIPLA 

Quarterly Journal 85, 87. 
33 35 USC § 292(a). 
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of the patent holder, or a patent mark is used on an unpatented product, or the words implicating 

an application of patent has been made are used on products with no pending patent 

application.34 According to the Federal Circuit’s interpretation in Forest Group,35 the fine of an 

offense of the false marking provision shall be calculated on a per article basis, which means a 

patent holder could incur billions of dollars in liability if an offense of false marking is proven.36 

This surely can exert a deterring effect on those patent holders who do not have valid patents 

or only hold expired patents while pursuing infringement actions. Difficult for the application 

of this rule is the proof of deceptive intention of the patent holder, as it is subjective and cannot 

be inferred merely because a marking is false.37  

6.1.1.2 Germany 

6.1.1.2.1 § 139 ff of the German Patent Act (PatG)  

While empowering patentees to bring an infringement action pursuant to § 139 of the 

German Patent Act [Patentgesetz, PatG],38 the German Patent Act also includes restrictive 

provisions to restrain disproportionate patent enforcement practices. One restrictive 

measure is to provide the court with judicial discretion in certain cases. For example, §§ 

140a(4), 140b(4), 140c(2) and 140d(2) of the German Patent Act all stipulate that ‘[t]he 

claims … shall be ruled out if such a claim is disproportionate in an individual case.’39 The 

rationale underlying these clauses is the principle of proportionality. According to these 

clauses, a remedy could be refused, when the sought remedy is disproportionate compared 

to the rate and level of infringement of the patent. For example, in the case of NPEs, courts 

need to discern the correct balance between the restriction imposed on the infringer and the 

severity of the nature of the infringement act. Social benefits and costs of the litigation may 

                                                 

34 Masako Kikuchi, ‘The Thread of False Marking’ (2010) 5(11) Journal of Intellectual Property Law & Practice 

803, 810. 
35 Forest Group Inc. v. Bon Tool Co., 590 F.3d 1295, 1302-04 (Fed. Cir. 2009).  
36 Thomas F. Cotter, ‘Optimal Fines for False Patent Marking’ (2010) 17 Michigan Telecommunications and 

Technology Law Review 181, 181. 
37 See Pequignot v. Solo Cup Co., 608 F.3d 1356, 1362-65 (Fed. Cir. 2010). 
38 According to Part IX of the German Patent Act, the following acts constitute a direct infringement: (1) making, 

offering, placing on the market, using, importing or possessing a patented product for aforementioned purposes; 

(2) using a patented process or offering a patented process for use in bad faith; and (3) offering, placing on the 

market, using, importing or possessing a product obtained directly by a patented process for aforementioned 

purposes. The patentee can file suit for these infringements. 
39 German Patentgesetz [Patent Act] (‘PatG’) (as amended up to Act of 4 April 2016), §§ 140a(4), 140b(4), 140c(2) 

and 140d(2) [trans Ute Reusch in cooperation with the Language Service of the German Patent and Trade Mark 

Office] Federal Law Gazette I (BGBI. I), 558). 
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also be considered by the courts. As a result, NPEs’ claims may not be upheld by the courts. 

This principle provides a general basis for weighing the interests between the plaintiffs and 

the defendants, and may seem to be an instrument for combating abusive patent litigation 

practices. However, identifying disproportionality is not an easy task for the courts, 

especially when the asserted patents are valid.  

6.1.1.2.2 § 121(2) of the German Patent Act (PatG) 

Another restrictive measure lies in the field of litigation costs. The governing principle of 

the obligation to bear costs stipulated by § 91 of the German Code of Civil Procedure 

[Zivilprozessordnung, ZPO] is that the losing party must reimburse all of the costs incurred 

by the prevailing party, including court fees, lawyers’ fees, patent attorneys’ fees as well as 

other dispute-related necessary costs (such as additional costs for translation in service).40 

This ‘winner takes all’ principle, which is similar to the fee-shifting provision in the US, 

applies to the German Patent Act § 121(2).41 The cost reimbursement, which is based on a 

statutory fee schedule provided by the German Code on Attorneys’ Fees, depends on the 

value in dispute. The precise court fees are stipulated by statutory provisions. In most cases, 

statutory fees are significantly lower than the actual fees commanded by the lawyers and 

patent attorneys of the prevailing party. Even though the reimbursement claim does not 

cover the actual fees, the amount of recoverable fees is high in infringement proceedings, 

with a maximum of approximately 450,000 Euro in attorneys’ fees and 330,000 Euro in 

court fees.42 Therefore, NPEs, as plaintiffs, are at risk of bearing defendants’ attorneys’ fees 

if they have not prevailed in the dispute.  

As part of the typical defence in patent infringement cases, the defendant may file a separate 

nullity action against the patent. It is worth noting that infringement proceedings are heard 

                                                 

40 German Zivilprozessordnung [Code of Civil Procedure] (‘ZPO’) (last amended by Article 11(15) of the Act 

dated 18 July 2017), § 91 (Federal Law Gazette I (BGBI. I), 2745).  
41 Section 121(2) of the German PatG provides that ‘[t]he judgment shall also contain a decision on the costs of 

the proceedings. The provisions set out in the Code of Civil Procedure on legal costs (§§ 91-101) shall apply 

mutatis mutandis unless equity requires that a different decision be taken’: (as amended up to Act of 4 April 2016) 

[trans Ute Reusch in cooperation with the Language Service of the German Patent and Trade Mark Office] Federal 

Law Gazette I (BGBI. I), 558). 
42  Thomas Musmann, Litigation in Germany – A Troll’s Paradise? (22 April 2017) Kluwer Patent Blog 

<http://patentblog.kluweriplaw.com/2017/04/22/litigation-in-germany-a-trolls-paradise/>. 
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by the civil divisions of the regional courts,43 whereas nullity proceedings are heard by the 

Federal Patent Court.44 The bifurcation principle in Germany’s patent litigation system 

implies that the losing party may bear the fees not only in infringement proceedings but also 

in nullity proceedings, and the fees in the latter are usually even higher than the former.45 If 

NPEs hold invalid patents, they may have to bear litigation costs in both nullity and 

infringement actions. 

This ‘winner takes all’ principle seems to be an effective measure to restrain frivolous patent 

suits filed by NPEs. One prerequisite for ensuring the successful enforcement of the cost 

reimbursement claim after a victory is that the losing party is able to pay for such a high 

litigation cost. The enforcement may be difficult or even impossible if the losing party is 

either domiciled abroad or has no significant funds or assets.46 In practice, however, most 

NPEs exploiting patent portfolios are limited liability companies with registered offices 

abroad. Even worse, some of them are merely letterbox companies having no significant 

funds. By contrast, their opponents are usually those companies with abundant funds and 

assets. The reason why NPEs choose to sue them is their ability to pay. Given that 

defendants cannot choose against whom they defend, the unbalanced affordability between 

NPEs and their opponents leads to an unfair result in cost reimbursement which is 

metaphorically referred to as ‘a cherry on the cake’ by Musmann:47 

If the NPE prevails, cost reimbursement is the cherry on the cake. If defendant prevails, it is 

unlikely that there will be a cherry on the cake; the cake will rather resemble a collapsed soufflé 

once plaintiff has filed for bankruptcy. 

                                                 

43 §143(1) of the German PatG stipulates that ‘[t]he civil divisions of the regional courts shall have exclusive 

jurisdiction, irrespective of the value in dispute, over all actions in which a claim from one of the legal relationships 

regulated under this Act is asserted (patent litigation cases)’: (as amended up to Act of 4 April 2016) [trans Ute 

Reusch in cooperation with the Language Service of the German Patent and Trade Mark Office] Federal Law 

Gazette I (BGBI. I), 558).  
44 § 81(4) of the German PatG provides that ‘[t]he (nullity) action shall be filed in writing with the Federal Patent 

Court’: ibid. The Federal Patent Court in Munich has exclusive jurisdiction for nullity proceedings against German 

patents and the German parts of European patents.  
45 Musmann, above n 34. 
46 Ibid. 
47 Ibid. 
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To ensure that plaintiffs are able to reimburse litigation costs, § 110 of the ZPO provides 

the defendant with a right to require security for costs,48 which will be further discussed in 

section 6.1.3.2 of this Chapter. 

6.1.1.2.3 Article 3 Paragraph 2 of the Directive 2004/48/EC of the European Parliament 

and of the Council of 29 April 2004 on the enforcement of intellectual property rights 

As a measure to regulate abusive patent enforcement activities through restricting injunctive 

relief, art 3 para 2 of the Directive 2004/48/EC of the European Parliament and of the 

Council of 29 April 2004 on the enforcement of intellectual property rights (the ‘IPR 

Enforcement Directive’) sets a ‘general obligation’ for all kinds of remedies and procedural 

measures, requiring that ‘[t]hose measures, procedures and remedies shall also be effective, 

proportionate and dissuasive and shall be applied in such a manner as to avoid the creation 

of barriers to legitimate trade and to provide for safeguards against their abuse’.49  

The principle of prohibition of abuse of rights codified at the end of art 3 para 2 of the IPR 

Enforcement Directive is taken from art 41 para 1 phrase 2 of the Agreement on Trade-

Related Aspects of Intellectual Property Rights (TRIPS).50 This general principle functions 

as a corrective mechanism to the application of a rule of law. Through relying on standards 

such as good faith, fairness, morality, justice or the respect of the finality of the law, it helps 

to reduce the ‘abusive’ exercise of the right granted by that rule (eg, abusive enforcement 

of intellectual property rights).51 Due to the broad area of application of this Directive, this 

                                                 

48 § 110(1) of the German ZPO stipulates that ‘[p]laintiffs who do not have their habitual place of abode in a 

Member State of the European Union or in a signatory state of the Agreement on the European Economic Area 

shall provide security for the costs of the proceedings should the defendant so demand’: (last amended by Article 

11(15) of the Act dated 18 July 2017) (Federal Law Gazette I (BGBI. I), 2745). 
49  Directive 2004/48/EC of the European Parliament and of the Council on the Enforcement of Intellectual 

Property Rights [29 April 2004] Official Journal of the European Union L 195/16, L 195/20, art 3 para 2.  
50 Art 41 para 1 phrase 2 of the TRIPS Agreement provides that ‘[t]hese procedures shall be applied in such a 

manner as to avoid the creation of barriers to legitimate trade and to provide for safeguards against their abuse’: 

See Agreement on Trade-Related Aspects of Intellectual Property Rights, Marrakesh Agreement Establishing the 

World Trade Organization, Annex 1C, signed 15 April 1994, 1869 UNTS 299, 33 ILM 1197 (entered into force 1 

January 1995) (‘TRIPS’) 
51  Anders Kjellgren, ‘On the Border of Abuse – The Jurisprudence of the European Court of Justice on 

Circumvention, Fraud and Other Misuses of Community Law’ (2000) 11 European Business Law Review 179, 

179-194; Annekatrien Lenaerts, ‘The General Principle of the Prohibition of Abuse of Rights: A Critical Position 

on Its Role in a Codified European Contract Law’ (2010) 6 European Review of Private Law 1121, 1122.  
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principle applies to almost all remedies and procedural measures in European intellectual 

property law,52 including abusive patent enforcement. 

The use of the principle of prohibition of abuse of rights seems to be an ideal method to 

address the issue of abusive patent enforcement. However, the wording of this rule is 

relatively open, leaving too much room for interpretation by the national and European 

courts. The court is required to identify and clarify fundamental standards of behavior while 

judging potential abusive enforcement of patent right. Interpretation of some standards, such 

as good faith, fairness, morality, justice, etc, is difficult depending on the particular factual 

instances of varied cases. Moreover, the principle of proportionality codified in the first half 

of art 3 para 2 of this Directive also provides the court with great discretion. In practice, the 

application of Article 3 is a rather difficult task for the court.  

6.1.1.3 Australia 

6.1.1.3.1 Rule of Innocent Infringement Relief 

Section 123 of the Australian Patents Act 1990 (Cth) provides relief for innocent 

infringement in a patent case. If an infringer can convincingly demonstrate that they had no 

awareness of, and also had no reason to believe in, the existence of a patent in the invention, 

a court has the discretion to refuse an award of damages or an account of profits.53  

As a method of obtaining complete relief from liability for damages, innocent infringement 

does provide some relief for infringers with good faith. However, it is not as easy as it 

appears to demonstrate innocent infringement. As the court explained in Peer International 

Corp v Pausa Records Inc,54 defendants seeking to establish innocence should not only 

establish their good faith belief in the innocence of their conduct but also prove that holding 

such a belief was reasonable. A preliminary issue in interpreting s 123(1) of the Patents Act 

                                                 

52 Axel Metzger, ‘Abuse of Law in EU Private Law: A (Re-)Construction from Fragments’ in Rita de la Feria and 

Stefan Vogenauer (eds) Prohibition of Abuse of Law: A New General Principle of EU Law? (Hart Publishing, 

2011) 235, 243. 
53 Section 123(1) of the Patents Act 1990 (Cth) provides that ‘[a] court may refuse to award damages, or to make 

an order for an account of profits, in respect of an infringement of a patent if the defendant satisfies the court that, 

at the date of the infringement, the defendant was not aware, and had no reason to believe, that a patent for the 

invention existed.’ 
54 Peer International Corp v Pausa Records Inc, 909 F2d 1332, 1335-1336 (9th Cir 1990). Though it was a case 

with regard to innocent copyright infringement in the US, difficulties in proving the innocence of infringement 

apply to the field of innocent patent infringement. 
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1990 (Cth) is whether the test of ‘reason to believe’ is subjective (assessing from the 

perspective of the actual defendant) or objective (assessing from the perspective of a 

‘reasonable person’ in the position of the defendant).55 Given that the phrase ‘reason to 

believe’ in s 117(2)(b) relating to infringement by supply has been interpreted to be an 

objective test in many cases,56 it can be analogised that the test in s 123(1) is objective as 

well.57 

Notwithstanding the difficulties in proving innocence, a plea of innocence in an 

infringement action may often be easier to make good than it is to be disproved by the 

plaintiff. As a countermeasure against innocent infringement, patentees can mark their 

products immediately after the grant of the patents so as to give notice to third parties that 

their products sold or used in Australia are protected by patents. If patentees can prove that 

they have marked the product as patented in Australia and that the product was sold or used 

in Australia ‘to a substantial extent’ before the date of the infringement, then the 

infringement is deemed not to be innocent in Australia unless the contrary is established.58 

The potential loss of monetary remedies when a product is not marked as patented would 

incentivise patent marking,59 which would reduce transaction costs and therefore increase 

the overall efficiency of the patent regime.60 

Given that an injunction is granted for the prevention of future infringement, innocent 

infringement does not affect the grant of injunctions.61 Even though a patentee may lose 

monetary remedies (penalties) – either patentee’s choice of damages or an account of profits 

– due to innocent infringement, they still can enjoy the award of injunction.  

                                                 

55 Johnathon E Liddicoat, ‘Re-evaluating innocent infringement in Australia: Patent numbers and virtual marking’ 

(2014) 25 Australian Intellectual Property Journal 18, 25. 
56 Eg, Generic Health Pty Ltd v Otsuka Pharmaceutical Co Ltd (2013) 296 ALR 50, 59 (Emmett J), 73-74 (Bennet 

J), 90 (Greenwood J); Collins v Northern Territory (2007) 161 FCR 549, 573 (French J). 
57 Liddicoat, above n 47, 25. 
58 Section 123(2) of the Patents Act 1990 (Cth) provides that ‘[i]f patented products, marked so as to indicate that 

they are patented in Australia, were sold or used in the patent area to a substantial extent before the date of the 

infringement, the defendant is to be taken to have been aware of the existence of the patent unless the country is 

established.’  
59 Given that innocent infringement is not applicable to the grant of injunctions (s 123(3) of the Patents Act 1990 

(Cth)), this provision may not always incentivise patent marking, since some patentees only require injunctions. 

See Liddicoat, above n 47, 21. 
60 Liddicoat, above n 47, 20. 
61 Section 123(3) of the Patents Act 1990 (Cth) provides that ‘[n]othing in this section affects a court’s power to 

grant relief by way of an injunction.’ 
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Though such a relief has not been often awarded and does not include a relief from 

injunction,62 this rule does provide a way to partially protect the innocent infringers who are 

in fact real innovators in industries filled with overlapping patents. For example, this rule 

could restrain patent ambushing behaviours which deliberately withhold patent information 

rather than marking products with patent-related information. However, it may not be able 

to effectively deter PAEs, as injunction is exactly an important bargaining chip for PAEs to 

exploit alleged infringers.   

6.1.1.3.2 Rule of Prohibiting Unjustified Threats of Infringement Proceedings 

Given that threats to institute proceedings can potentially prevent a rival from carrying on 

their legitimate business,63 s 128 of the Australian Patents Act 1990 (Cth) provides a way 

for the alleged infringer to seek relief from infringement proceedings that are unjustifiably 

threatened by the patentee. According to this provision, an aggrieved person may apply for 

three forms of relief: (1) a declaration that the threats are unjustifiable; (2) an injunction 

against the continuance of the threats; and (3) the recovery of any damages sustained by the 

applicant as a result of the threats.64 

One primary issue is what forms of threat constitute a threat of proceedings for the purposes 

of s 128. In general, certain threats of infringement proceedings are always unjustifiable.65 

Typically, a threat of infringement of an uncertified innovation patent or an application for 

an innovation patent is deemed to be an unjustified threat.66 The Australian Patents Act also 

provides that certain kinds of threat do not constitute unjustified threats. Primarily, s 131 

excludes ‘mere notification of the existence of a patent, or an application for a patent’ from 

amounting to an unjustified threat.67 As to standard patents, unjustified threats do not exist 

if the person making the allegedly unjustified threats can prove that the acts about which 

the threats were made infringed, or would infringe, a claim not shown to be invalid, or a 

claim contained in a published complete specification that has not yet been granted but has 

                                                 

62 Tom Cordiner, ‘Patent Infringement’ in Ann Dufty and James Lahore (eds), Patents, Trade Marks & Related 

Rights, Volume 1 (LexisNexis, 2006) 18,670. 
63 Charles Tansey, ‘Unjustified Threats’ (2008) 180 Managing Intellectual Property 76, 76. 
64 Patents Act 1990 (Cth), s 128(1). 
65 Ibid s 129A(1). 
66 Ibid s 129A(2). 
67 Ibid s 131. 
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nevertheless not been shown to be invalid.68 For certified innovation patents, if the person 

making the allegedly unjustified threats can prove that the acts about which the threats were 

made infringed, or would infringe, a claim of the patent that is not shown to be invalid, the 

allegedly unjustified threats would not constitute unjustified threats in the sense of s 128.69 

The rule of prohibiting unjustified threats of infringement proceedings has its roots in old 

English common law, where it was held that individuals were entitled to carry out their 

business ‘without the sword of Damocles of threatened patent infringement hanging over 

their heads’.70  Although patentees can institute infringement proceedings straightaway 

without any notification or threat, most of them tend to seek a commercial resolution to 

patent infringement disputes rather than to initiate an exhausting court proceeding.71 Threats 

are therefore an often-used measure. This rule, to some extent, can prevent abusive patent 

enforcement. People threatened can apply for an award of damages sustained as a result of 

the threat, which can amount to an important deterrent.72 Compared to the alleged infringer, 

the person making the allegedly unjustified threats bears a greater burden of proof. It is 

generally held that once any threat is established, it is prima facie unjustifiable, unless the 

person making the threat can prove that the alleged threat is justified.73  

However, the rule of prohibiting unjustified threats of infringement proceedings cannot 

deter all abusive patent enforcement practices. The grant of relief from unjustified threats 

of infringement proceedings depends on whether the claims of the patent are valid or not, 

and infringement can be made out. When considering the grant of relief under this rule, the 

court will not take the patentee’s intent (good faith or bad faith) into account. A mala fide 

patentee, such as a patent troll or the owner of a standard-essential patent with patent 

ambushing behaviour, still could threaten the applicant with infringement proceedings. As 

a result, this rule cannot restrict abusive patent enforcement whose claims of patents are 

valid and the acts complained of infringed. 

                                                 

68 Ibid s 129. 
69 Ibid s 129A(3). 
70 Tansey, above n 55, 76. 
71 Ibid 78. 
72 See Patents Act 1990 (Cth), s 128(1)(C). 
73 Tansey, above n 55, 77. 



157 

 

6.1.1.4 China 

The patent law currently in use in China is the third amendment of the Patent Law of the 

People’s Republic of China, which was passed by the Standing Committee of the National 

People’s Congress (SCNPC) on 27 December 2008. However, with the development of 

technology and the acceleration of market competition, new issues and conflicts in the field 

of IP protection have emerged in China during the past ten years. In this context, amendment 

of the current Chinese Patent Law (the fourth amendment of the Chinese Patent Law)74 has 

been put on the agenda of the 12th SCNPC’s five-year legislative plan.75 Given that the 

fourth amendment of the Chinese Patent Law is still under consideration, our discussion is 

based on the Draft Amendment of the Patent Law of the People’s Republic of China (Draft 

Submitted for Approval)76 (‘Fourth Draft Amendment of the Chinese Patent Law’). 

6.1.1.4.1 Principle of Good Faith  

The Fourth Draft Amendment of the Chinese Patent Law introduced the principle of good 

faith into patent law for the first time. The newly-added Article 14 provides that patent 

application and patent enforcement shall comply with the principle of good faith.77 The 

patentee shall not abuse its patent to prejudice the public interest or to unreasonably 

eliminate or restrict competition.78 

The principle of good faith is a basic principle of civil law. Though a patent is an exclusive 

right, its enforcement is not unconstrained. According to the principle of good faith, the 

enforcement of patents shall not be abusively conducted for the purpose of harming the 

public interest or hindering technical progress. Such a principle is similar to the principle of 

prohibition of abuse of rights, which seeks to balance the interest between patentees and the 

                                                 

74 The Patent Law of the People’s Republic of China was adopted on 12 March 1984, amended for the first time 

on 4 September 1992, amended for the second time on 25 August 2000, and amended for the third time on 27 

December 2008. The fourth amendment of the Chinese Patent Law is now under consideration. 

75 《关于《中华人民共和国专利法修改草案（征求意见稿）》的说明》 [Notes on the Draft Amendment of 

the Patent Law of the People’s Republic of China (Exposure Draft)] (People’s Republic of China) State Intellectual 

Property Office, 2 April 2015 <http://www.sipo.gov.cn/zcfg/zcjd/1020229.htm> [Chinese translation]. 

76 《中华人民共和国专利法修订草案（送审稿）》 [Draft Amendment of the Patent Law of the People’s 

Republic of China (Draft Submitted for Approval)] (People’s Republic of China) State Intellectual Property Office, 

2 December 2015  <https://www.jetro.go.jp/ext_images/world/asia/cn/ip/law/pdf/origin/opinion20151202.pdf> 

(Chinese translation) (‘Fourth Draft Amendment of the Chinese Patent Law’). 
77 Ibid, art 14. 
78 Ibid. 
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public. Though current Chinese Patent Law has embedded some restrictions (such as 

compulsory license,79 non-infringement regulations,80 etc) to regulate patent enforcement, 

there is no basic principle other than the principle of good faith overarching these restrictive 

regulations. With the principle of good faith, disputes regarding abusive patent enforcement 

which cannot be covered by current restrictive regulations can be settled by the court. 

However, similar to the use of the principle of prohibition of abuse of rights, the application 

of the principle of good faith is also a challenge for the court, where interpretations on this 

principle may vary from case to case.  

6.1.1.4.2 Rule of Implied License of Standard-Essential Patents (SEPs) 

A standard-essential patent (SEP) refers to a patent controlling any part of the technology 

used in a standard. These standards may implicate tens of thousands of patents that cover 

parts of the technology that combine to make technological devices work. Once a standard 

is adopted, the owner of an SEP will have a superior bargaining position based on the value 

of the standard rather than the underlying SEP. Therefore, patentees participating in the 

standard-setting process should comply with the principle of good faith, disclosing the SEPs 

they own during the standard-setting process. However, for the sake of pursuing the high 

profit behind these standards, owners of SEPs participating in the standard-setting process 

may nonetheless deliberately hide their SEPs, and start asserting their patent rights only 

after the standards involved in their SEPs have been agreed and other companies are thus 

‘locked in’ to using these standards (‘patent ambush’).81 This kind of behaviour, which is 

referred to as patent ambush, will definitely undermine market competition and hinder the 

application of advanced technology, ultimately reducing consumer welfare. To prevent 

patentees from coercing standard implementers through their SEPs and to keep a proper 

balance between patentees and standard implementers as well as consumers, the Fourth 

Draft Amendment of the Chinese Patent Law introduces the rule of implied license of SEPs, 

stipulating: 

                                                 

79 《中华人民共和国专利法》 [Patent Law of the People’s Republic of China] (People’s Republic of China) 

National People’s Congress, adopted on 12 March 1984, revised on 27 December 2009, took effect on 1 October 

2009, arts 48-58 [Chinese translation]. 
80 Ibid arts 69, 70. 
81 For more discussion on the behaviour of patent ambush in standard-setting process, see Chapter 5.1.2.3 of this 

thesis. 
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If a patentee participating in the setting of a national standard does not disclose the standard-

essential patent she or he owns in the standard-setting process, the patentee shall be deemed to 

have permitted the implementer of this standard to use her or his patent. The amount of royalties 

shall be subject to consultation between the two parties. In the event of failure to reach an 

agreement between the two parties, the patent administration department under the State Council 

shall make a ruling. If the parties are dissatisfied with the ruling made by the patent administration 

department under the State Council, she or he may take legal action before the people’s court 

within 15 days from the date of receipt of the notification of the ruling.82 

The rule of implied license of SEPs is an effective legal remedy for the behaviour of patent 

ambush. Under this rule, owners of SEPs who hide their SEPs during the standard-setting 

process shall have no right to file patent infringement lawsuits against standard 

implementers. However, an implied license is not equal to a free license. The patentees still 

have the right to ask standard implementers to pay for reasonable royalties. The amount of 

royalties shall be subject to consultation between the two parties rather than being decided 

by the patentee unilaterally. The patent administration department under the State Council 

helps to decide the amount of royalties in case the two parties cannot reach an agreement 

on it. Though patentees cannot file patent infringement lawsuits against standard 

implementers, they still have the right to file lawsuits regarding the amount of royalties. It 

is also notable that an implied license is not a compulsory license targeting certain types of 

patents. As long as owners of SEPs have disclosed their SEPs during the standard-setting 

process, they will have the right to file patent infringement lawsuits against standard 

implementers when standards involved in their SEPs were adopted by the standard-setting 

organisation. It is the malicious ambushing behaviour rather than the essential standard (type 

of patents) that allows some SEPs to be subjected to compulsory licenses benefitting 

standard implementers. 

                                                 

82 《中华人民共和国专利法修订草案（送审稿）》 [Draft Amendment of the Patent Law of the People’s 

Republic of China (Draft Submitted for Approval)] (People’s Republic of China) State Intellectual Property Office, 

2 December 2015  <https://www.jetro.go.jp/ext_images/world/asia/cn/ip/law/pdf/origin/opinion20151202.pdf> 

(Chinese translation) (‘Fourth Draft Amendment of the Chinese Patent Law’), art 85. 
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6.1.2 Competition Law 

6.1.2.1 The United States 

6.1.2.1.1 Section 2 of the Sherman Act of 1890 

In the US, abusive patent enforcement constituting an antitrust offense falls under Section 

2 of the Sherman Act, which provides: 

Every person who shall monopolize, or attempt to monopolize, or combine or conspire with any 

other person or persons, to monopolize any part of the trade or commerce among the several 

States, or with foreign nations, shall be deemed guilty of a felony …83 

This Section establishes three antitrust offenses which are commonly termed as 

monopolisation, attempted monopolisation, and conspiracy to monopolise.84 Given that 

attempted monopolisation and conspiracy to monopolise are not common in the case of 

abusive patent enforcement, this section focuses on the discussion of monopolisation. 

Elaborations and interpretations on monopolisation in the US law are derived from decisions 

of the US Supreme Court and the circuit courts. The legal test for satisfying the requirements 

of a ‘monopolisation’ claim in Grinnell includes two elements: (1) monopoly power and (2) 

exclusionary conduct.85 

6.1.2.1.1.1 Monopoly Power 

Given that monopoly power of an enterprise is difficult to prove via direct evidence of actual 

exercise of control over prices and/or actual elimination of competition from the relevant 

market, monopoly power in the US is inferred from indirect evidence of the defendant’s 

ability to control prices or eliminate competition because of the defendant’s share in the 

relevant market and the existence of entry barriers.  

                                                 

83 15 USC sec 2 (1994). 
84 US Department of Justice, Competition and Monopoly: Single-Firm Conduct Under Section 2 of the Sherman 

Act (September 2008). 
85 United States v Grinnell Corp, 384 US 563 (1966) (‘Grinnell’). 
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Both the US Supreme Court and the American Bar Association have recognised the 

importance of defining the relevant market in assessing monopoly power.86 While defining 

the relevant market, both the product and geographic dimensions have to be taken into 

account. The key element in defining the relevant product market is to identify reasonably 

interchangeable products 87  to which consumers would shift: the so-called ‘demand 

substitution’ (such as price, use, quality, etc). In the case of SEPs, the court will examine 

the supply-side substitutability to determine the relevant technology market. The focus on 

determining the relevant geographic market is to identify all physical territories consumers 

would easily move to if the price rise or any other constraint in the market (eg, short supply) 

exists. In general, the approach to determining a relevant market in the US is similar to that 

in the EU. 

In addition to defining the relevant market, market share is still regarded as a relevant factor 

in assessing monopoly power in the US. A relatively high level of market share is prima 

facie deemed evidence of the existence of monopoly power. It is notable that the market 

share considered for the determination of monopoly power should be durable, since the 

durability of the market share demonstrates the firm’s power to maintain its share in the 

market vis-à-vis its competitors.  

While many lower courts in the US continue to see market share as the starting point in 

determining monopoly power, others take the factor of entry barriers into account along 

with the factor of market share.88 This is because market share alone is insufficient to 

demonstrate the defendant’s ability to control prices or its competitors without taking entry 

barriers or other factors (eg, market structure and performance89) into account. Intellectual 

property rights (IPRs) are common entry barriers which are likely to deter a new entrant in 

                                                 

86 See, eg, Walker Process Equipment Inc v Food Machinery & Chemical Corp, 382 US 172 (1965): indicating 

that ‘without a definition of that market there is no way to measure the defendant’s ability to lessen or destroy 

competition’; Jonathan I Gleklen and Thomas P Brown (eds), Antitrust Law Developments (ABA Section of 

Antitrust Law 7th ed, 2012) 229: indicating that ‘defining the relevant market for purposes of Sherman Act Section 

2 presents the same issues as defining the relevant market for other antitrust purposes, including Sherman Act 

Section 1 and Clayton Act Section 7’. 
87 United States v E I du Pont de Nemours & Co (Cellophane), 351 US 377, 404 (1956); see also United States v 

Microsoft Corp, 253 F 3d 34, 34-35 (DC Cir 2001): ‘Because the ability of consumers to turn to other suppliers 

restrains a firm from raising prices above competitive level, the relevant market in monopolization case must 

include all products reasonably interchangeable by consumers for the same purposes.’ 
88 Gleklen and Brown, above n 78, 230. 
89 Market structure and performance includes the relative size and strength of competitors, economies of scale and 

scope, probable development of the industry, the elasticity of consumer demand, the homogeneity of products, 

dwindling market demand and potential competition. See ibid 236. 
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the market even in the case of a price rise caused by the monopolist. In the case of abusive 

patent enforcement, such barriers are very likely to be set up by SEP holders against their 

trading partners.  

6.1.2.1.1.2 Exclusionary Conduct 

Exclusionary conduct under Section 2 of the Sherman Act refers to conduct that creates or 

maintains monopoly power by means of putting competitors at a disadvantage and harming 

them.90 The classic definition of exclusionary conduct under Section 2 of the Sherman Act 

is Grinnell’s definition, which defines this conduct as ‘the willful acquisition or 

maintenance of [monopoly] power as distinguished from growth or development as a 

consequence of a superior product, business acumen, or historic accident’.91 However, this 

definition does not provide any normative test to determine what is a ‘superior product’ or 

‘business acumen’, thus providing little help in determining whether challenged conduct is 

abusive (anticompetitive) or lawful (procompetitive or neutral).92 

In the Verizon case, the US Supreme Court further explained the conduct constituting 

monopolisation: 

The mere possession of monopoly power, and the concomitant charging of monopoly prices, is 

not only unlawful; it is an important element of the free-market system. The opportunity to charge 

monopoly prices – at least for a short period – is what attracts ‘business acumen’ in the first place; 

it induces risk taking that produces innovation and economic growth. To safeguard the incentive 

to innovate, the possession of monopoly power will not be found unlawful unless it is 

accompanied by an element of anticompetitive conduct.93 

The anticompetitive conduct mentioned above is exclusionary conduct, which has been 

interpreted by the US courts as the conduct harming both competitors and consumers. 

Aggressive business conduct of enterprises, which is very likely to be confused with 

                                                 

90 Steven C Salop, ‘Exclusionary Conduct, Effect on Consumers, and the Flawed Profit-Sacrifice Standard’ (2006) 

73 Antitrust Law Journal 311, 311.  
91 Grinnell, 384 U.S. 563, 571 (1966). 
92 Barry E Hawk, ‘Conduct Element in Abuse of Dominant Position’ in Mario Monti et al (eds) Festschrift for 

Carl Baudenbacher: Economic Law and Justice in Times of Globalisation (Nomos, 2007) 393, 394. 
93 Verizon Communications Inc v Law Offices of Curtis V Trinko LLP, 540 US 398, 407 (2004) (‘Verizon’). 
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anticompetitive conduct, is treated with caution by the US courts. Intent to harm competitive 

processes is required when determining exclusionary or anticompetitive conduct.  

Common cases of abusive patent enforcement constituting exclusionary conduct may 

include refusal to licence, sham litigation, unreasonable trading conditions (eg, tying 

arrangements, long-term lease, etc), and other cases such as unfair and malicious business 

tactics. Exclusionary conduct by way of imposing unreasonable trading conditions on 

trading partners is similar to the abuse of economic dependence in the sense of § 20 of the 

German Act against Restraints of Competition which is discussed in detail below.94 In the 

case of SEPs, this kind of conduct is more likely to occur, since SEP holders having stronger 

positions can easily impose unreasonable trading conditions on their trading partners. 

Section 2 of the Sherman Act is thus a possible treatment for this kind of abusive practice. 

However, it is worth noting that not all SEPs meet the requirement of having monopoly 

power and therefore cannot constitute monopolisation. In reality, the application of Section 

2 of the Sherman Act is therefore limited in cases of abusive patent enforcement.  

6.1.2.1.2 Section 5 of the Federal Trade Commission Act of 1914 

While monopolisation cases in the US are dealt with under Section 2 of the Sherman Act, 

Section 5 of the Federal Trade Commission Act (‘FTC Act’), which is administrative in 

nature, has also been enforced in cases of abuse of dominance on the grounds of ‘unfair 

methods of competition’. In contrast to Section 2 of the Sherman Act which centres on 

protecting the competitive process, Section 5 of the FTC Act explicitly aims at protecting 

consumers from unfair trade practices,95 stipulating that ‘[u]nfair methods of competition in 

or affecting commerce, and unfair or deceptive acts or practices in or affecting commerce, 

are hereby declared unlawful.’96 According to this provision, the FTC can bring Sherman 

Act complaints on behalf of consumers.97 Given the ambiguity in terms which are not 

statutorily defined, Section 5 of the FTC Act can be widely applied by the FTC to address 

new forms of unfair competition.98 Particularly, as declared by the FTC, this provision 

                                                 

94 See section 6.1.2.2.2 of this thesis. 
95 Joel M Wallace, ‘Rambus v. F.T.C. in the Context of Standard-Setting Organizations, Antitrust, and the Patent 

Hold-Up Problem’ (2009) 24(1) Berkeley Technology Law Journal 661, 670 
96 15 USC § 45 (2006). 
97 It is also notable that only the FTC may pursue claims under the FTC Act. See Wallace, above n 87, 673.  
98 15 USC §§ 45(a)-(b); Wallace, above n 87. 



164 

 

imposes liability on firms whose acts hurt consumers’ interests but do not reach the level of 

Sherman Act violations.99  

A standard of unfair method of competition set out by Section 5 of the FTC Act has been 

applied in several cases to regulate abusive patent enforcement, particularly in the case of 

patent ambush relating to the standard-setting process. One of the most famous cases is 

Rambus,100 in which the FTC filed an administrative complaint charging that Rambus, as a 

member of the Joint Electron Device Engineering Council (JEDEC),101 observed standard-

setting work involving technologies which Rambus believed were or could be covered by 

its patent applications but failed to disclose this to the JEDEC. The FTC found that Rambus’ 

failure to disclose its interest in the four patented technologies during the standard-setting 

process enabled Rambus to enforce its patents against companies producing JEDEC-

compliant memory and extract higher licensing fees that would have otherwise been 

impossible. The FTC therefore alleged that Rambus’ conduct before the JEDEC standard-

setting organisation was an unfair and deceptive method of competition in violation of 

Section 5(b) of the FTC Act and constituted monopolisation under Section 2 of the Sherman 

Act.  

The FTC charged Rambus with ‘unreasonably restrain[ing] trade’, which means a single 

firm’s improper (price-raising) conduct can exert competitive harm even if it does not result 

in monopoly.102 The FTC’s claim, however, was not upheld by the US Court of Appeals for 

the District of Columbia Circuit (‘DC Circuit’) who reviewed the Final Orders of the FTC 

upon Rambus’ petition.103 The court held that the FTC failed to meet its burden of proof to 

demonstrate that Rambus’ conduct had an anticompetitive effect, since there was 

insufficient evidence to prove that the JEDEC would have adopted an alternative technology 

                                                 

99 See Federal Trade Commission (FTC), Statement of the Federal Trade Commission In the Matter of Negotiated 

Data Solutions LLC (File No 0510094, 23 January 2008) 2-3 

 <https://www.ftc.gov/sites/default/files/documents/cases/2008/01/080122statement.pdf>. 
100 Rambus Inc v FTC, 522 F 3d 456, 469 (DC Cir 2008), cert denied, 129 S Ct. 1318 (2009) (‘Rambus’).  
101 The JEDEC was a trade organisation involved in developing standardised computer-memory technology. 
102 Harry First, ‘Exploitative Abuses of Intellectual Property Rights’ in Roger D Blair and D Daniel Sokol (eds), 

The Cambridge Handbook of Antitrust, Intellectual Property, and High Tech (Cambridge University Press, 2017) 

222, 222-244. 
103 Rambus Inc v FTC, No. 07-1086 consolidated with 07-1124, 2008 U.S. App. LEXIS 8662 (D.C. Cir. April 22, 

2008). 
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if Rambus had fully disclosed its patent interests.104 Though accepting that Rambus had 

engaged in deceptive practices, the court clarified that 

[e]ven if deception raises the price secured by a seller, but does so without harming competition, 

it is beyond the antitrust law’s reach. Cases that recognize deception as exclusionary hinge, 

therefore, on whether the conduct impaired rivals in a manner tending to bring about or protect a 

defendant’s monopoly power.105 

The DC Circuit’s decision in Rambus has been criticised by scholars and practitioners.106 

Though possible solutions are provided to market participants and standard-setting 

organisations to cope with the patent hold-up problem, such as ex ante license negotiations 

in the standards-setting process and equitable defences of estoppel and waiver,107 what calls 

for special attention is that Section 5 of the FTC Act is just a means of administrative remedy 

and may not be adopted by the court resting on the rule of law. As shown in Rambus, 

deceptive conduct by a firm with lawful monopoly power, though it violates Section 5 of 

the FTC Act, does not violate Section 2 of the Sherman Act if the conduct merely enables 

the firm to charge higher prices. 

6.1.2.2 Germany 

There are no practically relevant specific statutory provisions with regard to the interface 

between IPRs and competition law in Germany. However, the German Act against 

Restraints of Competition (Gesetz gegen Wettbewerbsbeschränkungen, or GWB), is 

applicable to abusive patent enforcement violating competition (antitrust) law.  

6.1.2.2.1 § 19 of the German Act against Restraints of Competition/Article 102 of the Treaty 

on Functioning of European Union: Concept of the Abuse of Dominance 

Abusive patent enforcement through the abuse of a market dominant position is governed 

by § 19 of the GWB, which mainly corresponds with Article 102 (previously Article 82 EC 

Treaty and prior to that Article 86 EEC Treaty) of the Treaty on Functioning of European 

                                                 

104 Rambus, 522 F 3d 456, 464 (DC Cir 2008).  
105 Ibid. 
106 Eg, Wallace, above n 87, 661-693; M Sean Royall, Amanda Tessar and Adam Di Vincenzo, ‘Deterring “Patent 

Ambush” in Standard Setting: Lessons from Rambus and Qualcomm’ (2009) 23(3) Antitrust 34, 34-37; Stanley 

M Besen and Robert J Levinson, ‘Lessons from FTC v. Rambus’ (Icarus, Summer 2010). 
107 Wallace, above n 87, 689-693. 
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Union (TFEU). The assertion of SEPs and some vexatious litigation may constitute an abuse 

of a market dominant position in the sense of § 19 of the GWB/Article 102 of the TFEU.  

The determination of market dominance is the key to the application of § 19 GWB/Article 

102 TFEU. Owning an SEP, as stressed by Advocate General Wathelet, does not necessarily 

mean that the patentee holds a dominant position within the meaning of Article 102 

TFEU.108 When dealing with SEPs, he advocates that the national courts of EU countries 

should determine market dominance on a case-by-case basis.109 This opinion has also been 

adopted by German national courts. In its France Brevets v HTC decision, the Regional 

Court of Düsseldorf rejected the alleged infringers’ antitrust objection, stressing that there 

is no legal presumption linking SEP ownership and market dominance; rather, the existence 

of market dominance should be assessed upon the scope of the patent in suit and its actual 

significance in the relevant product markets.110 When assessing whether a SEP leads to 

market dominance, the court should take into account the following factors: 1) whether the 

use of the patent is mandatory to enter the relevant downstream product market; 2) whether 

it is at least necessary to compete effectively in the relevant downstream product market; 

and 3) whether there are technical alternatives to the patent in suit based on which the 

standard at issue could be implemented. A dominant position may exist when the standard 

at issue is considered to be used by a relatively high percentage of downstream products. 

But this possibility will be denied if there are alternative technologies based on which the 

standard at issue could be implemented. 

When the existence of market dominance is identified, the court needs to determine whether 

the patentee’s conduct is abusive within the meaning of § 19 GWB/Article 102 TFEU. In 

the case of SEPs, at issue is whether patentees’ seeking of injunctive relief against alleged 

infringers constitutes an abuse of a market dominant position in the sense of § 19 

GWB/Article 102 TFEU. This issue has been dealt with by German courts for years. One of 

the most important landmark cases is the Orange-Book-Standard case,111 in which the 

                                                 

108 Opinion of Advocate General Wathelet delivered on 20 November 2014, Huawei Technologies Co Ltd v ZTE 

Corp, ZTE Deutschland GmbH (Case C-170/13), para 57. 
109 Ibid. 
110 France Brevets v HTC, Landgericht Düsseldorf, LG Düsseldorf [Regional Court of Düsseldorf], Judgment of 

26 March 2015, Case No 4b O 140/13.  
111 Orange-Book-Standard, Bundesgerichtshof [German Federal Court of Justice], Judgment of 6 May 2009, Case 

No KZR 39/06. 
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Federal Supreme Court held that a defendant, the alleged infringer who was not able to 

obtain a license from the patent holder, may raise an antitrust defence against the issue of 

an injunction where the patent in suit is standard-essential and the defendant has tried to 

obtain a license to the patent under reasonable conditions. 

Unlike the previous German case law, the Court of Justice of the European Union (CJEU) 

set out specific requirements in its Huawei v ZTE decision,112 under which a SEP holder 

may seek an injunction without abusing its dominant position in the sense of Article 102 

TFEU:  

(1) First, prior to bringing an action for injunctive relief, the SEP holder must notify the 

alleged infringer of the infringement by designating the SEP(s) at issue and specifying 

the way in which it has been infringed. 

(2) Then the alleged infringer must express its willingness to conclude a licensing 

agreement on fair, reasonable and non-discriminatory (FRAND) terms; otherwise, the 

SEP holder may pursue an injunction. 

(3) If the alleged infringer has expressed its willingness to conclude a licensing agreement 

on FRAND terms, the SEP holder must provide a specific, written offer for a license on 

FRAND terms, specifying the amount of the sought royalty and the way in which that 

royalty is to be calculated. It is notable that this offer must also be submitted to the 

alleged infringer prior to bringing an action.113 

(4) Then the alleged infringer, if it continues to use the patent at issue, is obliged to 

diligently respond to that offer in accordance with ‘recognised commercial practices in 

the field and in good faith’, without using delaying tactics. 

(5) If the alleged infringer rejects the SEP holder’s offer, he or she must promptly make a 

specific, written counter-offer on FRAND terms; and if the alleged infringer’s counter-

offer is rejected, the alleged infringer must, from that point on, provide appropriate 

security (including for past use) and be able to render an account of his or her acts of 

use. 

                                                 

112 Court of Justice of the European Union (CJEU), judgment of 16 July 2015, Huawei Technologies Co Ltd v ZTE 

Corp, ZTE Deutschland GmbH (Case No C-170/13). 
113 Thomas Kühnen, Handbuch der Patentverletzung (Carl Heymanns, 8th ed, 2015) Chapter E, para 295, footnote 

407. 
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(6) Finally, if no agreement is reached on the details of the FRAND terms following the 

counter-offer by the alleged infringer, ‘the parties may, by common agreement, request 

that the amount of the royalty be determined by an independent third party, by decision 

without delay.’ 

The framework established by the CJEU in Huawei v ZTE has ever since been applied by 

the German national courts to address requirements for obtaining injunctions based on SEPs. 

The assertion of SEPs can therefore be regulated by § 19 GWB/Article 102 TFEU.  

In addition, some vexatious litigation, as indicated by the General Court (GC) in its seminal 

ITT Promedia v Commission judgment, may ‘in wholly exceptional circumstances’ 

constitute an abuse of dominance.114 The conditions under which § 19 GWB/Article 102 

TFEU may apply in these circumstances are very restrictive, since the restriction imposed 

on patent rights may have a negative impact on the incentive for innovation. A finding of 

abuse of dominance thus rarely occurs in vexatious litigation.  

Generally speaking, abuse of dominance, although it may be applied in the case of SEPs 

and some vexatious litigation, is not applicable to most abusive patent enforcement cases. 

Especially, in the case of patent assertion entities (PAEs) or non-practicing entities (NPEs) 

who tend to be small companies and hardly have market dominance, § 19 GWB/Article 102 

TFEU has no real relevance. 

6.1.2.2.2 § 20 of the German Act against Restraints of Competition: Concept of the Abuse 

of Economic Dependence  

In addition to prohibiting abuse of dominance as discussed above, the GWB raises the 

concept of abuse of economic dependence in § 20. The concept of abuse of economic 

dependence is not available in US and EU competition laws. 115  Germany, however, 

introduced this concept into its GWB in 1973. Although the rules on abuse of economic 

dependence in Germany are targeted at abusive behaviours between undertakings with 

                                                 

114 ITT Promedia NV v Commission (Case T-111/96, [1998] ECR II-2937). 
115 Mor Bakhoum, ‘Abuse without Dominance in Competition Law: Abuse of Economic Dependence and Its 

Interface with Abuse of Dominance’ (Max Planck Institute for Innovation & Competition Research Paper, No 15-

15) 2. 
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contractual relationships116 and apply mainly to behaviours with impact on ‘considerable 

competition’ in a product market, German law and practice tend to interpret this concept 

widely, also because of concern about the use of market power resulting from the presence 

of asset specificity.117 Significantly for this thesis, this concept might provide a pathway to 

be applied to the abusive patent enforcement practices undertaken by patent holders towards 

alleged infringers (or in fact potential licensees). 

The approach to applying the concept of abuse of economic dependence is a supplement to 

the application of the concept of abuse of dominance. As discussed above, the finding of 

abuse of dominance depends on whether the anticompetitive behaviours affect competition 

in the relevant market. In some cases, however, an undertaking without a dominant position 

in a relevant market may enjoy a superior bargaining position vis-à-vis its trading partners. 

To exercise its freedom to compete in the market, the “weaker” business partner often must 

depend on the “stronger” partner, which would give rise to uneven market powers between 

the two parties. Generally speaking, the abuse of the relative market power by the “stronger” 

party may affect the “weaker” party’s freedom to compete. The application of the concept 

of abuse of economic dependence can therefore fill the gap when the approach to the concept 

of abuse of dominance is not applicable in such situations.  

On the whole, competition law does not intervene in business dealings between market 

participants as long as they do not have impacts on the relevant market. The uneven 

economic powers in economic transactions are usually controlled by contract law or 

consumer law.118 The rationale behind this phenomenon is the respect of the freedom of 

contract. However, the exercise of the freedom of contract should not violate the general 

principle of market competition. An anticompetitive contract, although is an expression of 

                                                 

116 Section 20 of the German Act against Restraints of Competition proscribes any form of discrimination by 

dominant undertakings and other undertakings so far as they have contractual relationships with small and medium 

enterprises: Gesetz gegen Wettbewerbsbeschränkungen [Act against Restraints of Competition] (‘GWB’) (as 

amended up to Act of 30 October 2017) [German translation]. 
117 Pranvera Këllezi , ‘Abuse below the Threshold of Dominance? Market Power, Market Dominance, and Abuse 

of Economic Dependence’ in Mark-Oliver Mackenrodt, Beatriz Conde Gallego and Stefan Enchelmaier (eds), 

Abuse of Dominant Position: New Interpretation, New Enforcement Mechanisms? (Springer, 2008) 55, 61-63. 
118 See, eg, Directive 2011/83/EU of the European Parliament and of the Council on Consumer Rights, amending 

Council Directive 93/13/EEC and Directive 1999/44/EC of the European Parliament and of the Council and 

repealing Council Directive 85/577/EEC and Directive 97/7/EC of the European Parliament and of the Council 

[25 October 2011] Official Journal of the European Union L 304/64. 
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the freedom of contract, apparently conflicts with the principle of free competition and 

should be controlled by competition law.  

In principle, the main reason for the intervention of competition law in regulating 

contractual relationships is the protection of free competition rather than the protection of 

the weaker party in business dealings. The regulation of the abuse of economic dependence 

should be understood in this sense.119 In situations where a network of contracts is created 

by a relatively dominant undertaking with the single aim of locking in smaller weaker 

business partners in a network and thereby limit their possibilities to shift to another trading 

partner, the freedom of contract may not only limit the economic freedom of the weaker 

party vertically, but also strengthen the market power of the relatively dominant undertaking 

and restrict competition horizontally.120 A analogous situation can be found in the case of 

SEPs where SEP holders have relatively stronger positions and are able to impose 

unreasonable trading conditions on their trading partners, although their positions are not 

necessarily the consequence of market power, but of their possession of a seemingly valid 

and relevant patent. 

Being different from the finding of abuse of dominance, a finding of abuse of economic 

dependence does not require that the economically stronger partner is in a dominant position. 

A relative dominant position compared to its vertical trading partner is sufficient when 

analysing the existence of economic dependence. A common criteria used by competition 

authorities to decide whether a situation constitutes economic dependence is the 

impossibility or the costs of a trading partner to shift to another trading partner.121 Section 

20(1) of the German GWB put an emphasis on the impossibility of the trading partner in an 

economic dependency situation to shift to another trading partner, indicating that 

                                                 

119 Some scholars contend that the rationale behind including the rule of abuse of economic dependence is to 

protect the weaker party’s freedom to compete from potential abuse resulting from the market power of its stronger 

business partner. See, eg, Bakhoum, above n 107, 10-11. Some argue that seeing the abuse of superior bargaining 

position as a competition law issue may raise questions, as it may change the objective of competition law from 

protecting market competitiveness to correcting the effects of contractual inequalities in vertical relations. See, eg, 

Florian Wagner-von Papp, ‘Unilateral Conduct by Non-dominant Firms: A Comparative Reappraisal’ in Fabiana 

Di Porto and Rupprecht Podszun (eds.), Abusive Practices in Competition Law (Edward Elgar, 2018) 225, 258-

264.  
120 Bakhoum, above n 107, 5. 
121 This has resulted from case law in Germany dealing with abuse of economic dependence. See Këllezi, above n 

109, 69-71. 
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§ 19(1) in conjunction with paragraph 2 no. 1 shall also apply to undertakings and associations of 

undertakings to the extent that small or medium-sized enterprises as supplier or purchasers of a 

certain type of goods or commercial services depend on them in such a way that sufficient and 

reasonable possibilities of switching to other undertakings do not exist (relative market power) 

(emphasis added). A supplier of a certain type of goods or commercial services is presumed to 

depend on a purchaser within the meaning of sentence 1 if this supplier regularly grants to this 

purchaser, in addition to discounts customary in the trade or other remuneration, special benefits 

which are not granted to similar purchasers.122  

From the above discussion, it is obvious that abuse of economic dependence is a broader 

concept than abuse of dominance. Thus, this concept may cover a bigger spectrum of 

practices with competitive concerns than abuse of dominance does. In addition, it focuses 

on the impact of one party’s behaviour on the other party and serves to capture these 

problematic practices with holdup effects. This concept, therefore, may be applicable to 

abusive patent litigation. Especially, in view of the focus of this concept on the internal 

relationship between two parties with uneven economic power, this concept may cover a 

variety of practices in patent litigation scenario. It is, however, also important to bear in 

mind that the identification of economic dependence and abuse is not an easy task. Both the 

negative effect of abusive patent litigation and the due function of patent litigation 

mechanism within the patent regime need to be taken into account, if we do use this concept 

for purpose of controlling abusive patent litigation practices. 

6.1.2.3 Australia 

6.1.2.3.1 Section 46 of the Competition and Consumer Act 2010 

There is very little legislative overlap between IP and competition laws in Australia. 

Competition (antitrust) in Australia is governed by the federal law, which mainly lies in part 

IV of the Competition and Consumer Act 2010 (Cth) (‘CCA’). One of the limited crossovers 

between IP and competition laws lies in s 51(3) of the CCA, which was repealed recently123 

and was meant to provide an exemption from certain provisions of part IV of the CCA (other 

                                                 

122 Gesetz gegen Wettbewerbsbeschränkungen [Act against Restraints of Competition] (‘GWB’) (as amended up 

to Act of 30 October 2017) § 20(1) [German translation]. 
123 Australian Competition and Consumer Commission, ‘Removal of the IP exemption in s51(3) of the CCA’ 

<https://www.accc.gov.au/update/removal-of-the-ip-exemption-in-s513-of-the-cca>.  

https://www.accc.gov.au/update/removal-of-the-ip-exemption-in-s513-of-the-cca
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than provisions on misuse of market power (ss 46 and 46A) or resale price maintenance (s 

48)) for the enforcement of IPRs.124 Patent enforcement should fall within the exceptions in 

s 51(3) CCA in general. However, this exemption, as stipulated in s 51(3) CCA, does not 

apply to abusive patent enforcement which may constitute misuse of market power in the 

sense of s 46 of the CCA. Section 46 CCA can be used as a defending measure against 

abusive patent enforcement in case this abusive conduct constitutes misuse of market power. 

The concept of misuse of market power in s 46 CCA is similar to, but not the same as, the 

concept of the abuse of dominance in the sense of § 19 GWB/Article 102 TFEU. According 

to s 46 CCA, the prohibition is not focused on abuse of dominance but rather on a 

corporation that has a substantial degree of power in a market taking advantage of that power 

in that or any other market for the purpose of eliminating or substantially damaging a 

competitor, preventing the entry of a person into a market, or deterring or preventing a 

person from competing in a market.125 Through using the purpose test, courts can determine 

whether a conduct amounts to misuse of market power. 

The prohibition on misuse of market power in s 46 CCA is often used by alleged infringers 

against patentees in the case of SEPs, where the court may consider the role of SEPs and 

their relationship with misuse of market power. For example, in Apple v Samsung,126 Apple 

claimed that Samsung’s seeking of injunctive relief against it, asserting infringement of 

three of its SEPs and its offer to license SEPs on non-FRAND terms constituted a misuse 

of market power in the sense of s 46 CCA. However, this case was settled before judgment 

was delivered. The court’s determination of whether conduct involving SEPs amounts to a 

breach of s 46 CCA is therefore unknown due to the lack of judicial pronouncement. Prior 

to Apple v Samsung, the High Court in Melway v Robert Hicks127 held that it cannot be 

validly concluded that a company with a substantial degree of market power resulting from 

its IPRs will misuse that power merely through enforcing those rights, since it could, and 

probably would, have enforced those rights in the same way even though it did not have 

such a power. For companies owning SEPs, the Australian court is likely to conclude that 

SEP holders have the requisite substantial degree of market power to give rise to the 

                                                 

124 Competition and Consumer Act 2010 (Cth) (No 51, 1974, last amended and in force on 31 October 2017) s 

51(3) (‘CCA’). 
125 Ibid s 46(1). 
126 Apple Inc & Anor v Samsung Electronics Co Limited & Anor [2011] HCA Trans 341 (9 December 2011). 
127 Melway Publishing Pty Ltd v Robert Hicks Pry Ltd [1999] FCA 664 (20 May 1999).  
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prohibition in s 46 CCA.128 But the determination of whether the SEP holder has misused 

that power depends on the purpose test specified in s 46 CCA. Merely enforcing a SEP and 

seeking injunctive relief will not of itself lead to a claim of misuse of market power unless 

this conduct is found to be undertaken for one of the purposes specified in s 46 CCA. An 

offer to license SEPs on non-FRAND terms is suspected to be a misuse of market power in 

breach of s 46 CCA, but it still needs to meet the purpose test. 

Generally speaking, it is not easy for alleged infringers to use a claim of misuse of market 

power as a defending measure against patentees, since it is difficult to demonstrate anti-

competitive purpose. Also, a patentee (for instance an alleged troll) may not have any 

relevant market power. In practice, there are only a few cases using this claim against 

abusive patent enforcement in Australia. Particularly, Australian courts have not delivered 

any judgments on the issue of whether conduct involving SEPs constitutes a misuse of 

market power. Some attribute the rare application of this claim to the current purpose test 

provided in s 46 CCA and propose amendments to this Section – ie, replacing the current 

purpose test with a test of having the purpose, effect or likely effect of substantially 

lessening competition in a market.129 Such an amendment, compared to the current purpose 

test, may reduce the burden of proof to some extent, but whether it will give rise to an 

increase in cases in which patent holders are held to have misused market power still 

remains to be seen.  

6.1.2.4 China 

6.1.2.4.1 Article 2 of the Law of the People’s Republic of China Against Unfair Competition 

There is no specific clause with regard to the abuse of patent rights in the Law of the 

People’s Republic of China Against Unfair Competition (‘Chinese Law Against Unfair 

Competition’). In practice, however, companies issuing arbitrary warning letters to other 

companies for the reason that their patents are infringed by companies receiving warning 

letters are deemed to have violated Chinese Law Against Unfair Competition and their 

                                                 

128 Kathryn Edghill and Jane Owen, ‘Australia’ in Thomas Vinje (ed) The Intellectual Property and Antitrust 

Review (The Law Reviews, 2nd  ed, 2017) 1, 6. 
129 Ibid 5. 
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behaviours are deemed to be unfair competitions according to Article 2 of Chinese Law 

Against Unfair Competition.130  

According to Article 60 of Chinese Patent Law,131 patentees are entitled to issue warning 

letters to infringers to protect their patent rights. But it should be done in a reasonable 

manner and without the aim to crack down on competitors in the market. Many cases in 

China have proven that issuing warning letter in an abusive manner may constitute unfair 

competition and the patentee would thus suffer negative consequence under the competition 

law.  

In one of the most famous patent infringement cases Honda Motor Co Ltd (defendant, 

appellant) v Shijiazhuang Shuanghuan Automobile Co Ltd et al (plaintiff, appellant),132 the 

Supreme People’s Court indicated in its judgment (‘No 7 Judgment’) that whether the 

behaviour of issuing an infringement warning letter is a legitimate behaviour for rights 

protection or an anti-competitive behaviour for cracking down on competitors depends on 

the specific circumstances of this behaviour, focusing on the adequacy of the warning 

letter’s content and the clarity of determinate infringement. 133 Specifically speaking, it 

should consider the following factors:134  

(1) Infringement warning should be on the basis of determinate specific infringement facts. 

While issuing an infringement warning letter, the patentee should fulfil its obligations 

                                                 

130 Article 2 of the Chinese Law Against Unfair Competition stipulates that ‘[a] business operator shall, in his 

production and operation activities, follow the principles of voluntariness, equality, fairness, integrity and abide 

by the law and business ethics. “Unfair competition” mentioned in this Law refers to a business operator’s acts, in 

his production and operation activities, violating the provisions of this Law, disturbing the order of market 

competition and infringing upon the lawful rights and interests of another business operator or consumer.’ See

《中华人民共和国反不正当竞争法》 [Law of the People’s Republic of China Against Unfair Competition] 

(People’s Republic of China) National People’s Congress, adopted on 2 September 1993, revised on 4 November 

2017, took effect on 1 January 2018, art 2 [Chinese translation]. 
131 Article 60 of the Patent Law of the People’s Republic of China stipulates that ‘[i]f a dispute arises as a result 

of exploitation of a patent without permission of the patentee, that is, the patent right of the patentee is infringed, 

the dispute shall be settled through consultation between the parties.’ See《中华人民共和国专利法》 [Patent 

Law of the People’s Republic of China] (People’s Republic of China) National People’s Congress, adopted on 12 

March 1984, revised on 27 December 2009, took effect on 1 October 2009, art 60 [Chinese translation]. 
132  《本田技研工业株式会社与石家庄双环汽车股份有限公司等侵害外观设计专利权纠纷上诉案》 

[Honda Motor Company Limited v Shijiazhuang Shuanghuan Motors Co Ltd et al (appeal of dispute over 

infringement on industrial design patent] [2014] 中华人民共和国最高人民法院民事判决书（2014）民三终字

第 7 号 [Supreme People’s Court of the People’s Republic of China Civil Judgment (2014) Min San Zhong Zi No 

7] (‘Honda’). 
133 Ibid 
134 Ibid. 
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of being diligent and prudent with regard to the fact that the act warned of by the letter 

constitutes infringement. Full consideration should be given to the specific facts 

involved in the suspected infringement.  

(2) The content of the warning letter should not be vague and general. The patentee should 

disclose the information such as the identity of the patentee, the validity of the alleged 

patent rights, the protection scope of the patent rights, as well as other necessary 

information based on which the act warned by the letter is judged to be suspected of 

constituting infringement.  

(3) The patentee’s purpose of issuing the warning letter is to let the alleged infringer know 

that there might be infringement so that the alleged infringer could voluntarily desist 

from suspected infringement or actively communicate with the patentee to settle the 

dispute through consultation between the parties. There is no need for the patentee to 

file a patent infringement lawsuit in this case. 

(4) From the perspective of targets receiving warning letters, the obligations of being 

diligent and prudent fulfilled by the patentee are different for different objects. While 

issuing infringement warning letters, the patentee owes a higher duty of care to a dealer 

and an importer than to a manufacturer. In other words, the patentee issuing warning 

letters to a dealer or an importer should be more diligent and prudent in determining the 

fact that the act warned by the letter constitutes infringement. The information involved 

in the warning letters issued to dealers and importers should be detailed and sufficient. 

For example, the patentee should disclose the protection scope of the alleged patent right, 

specific information with regard to the suspected infringement, as well as other 

necessary information related to the determination and termination of infringement. If 

the content of the warning letter is ambiguous, parties receiving warning letters may 

stop trading to avoid being involved in the alleged infringement, which would affect 

their position in a fairly competitive market.  

It is worth noting that whether the behaviour of issuing a warning letter is appropriate is not 

based on the fact that the act warned by the letter indeed constitutes infringement. The 

criteria of determining the legitimacy of this behaviour depend on whether this behaviour 

violates the principle of fair competition and whether it aims to crack down on the 

competition. Due to the speciality and complexity of determining infringement, the patentee 

is not expected to exactly determine that the act warned by the letter constitutes infringement. 

Even though the act warned of by the letter does not constitute infringement, the patentee’s 
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behaviour of issuing a warning letter may still not be deemed as an abuse of patent rights as 

long as it is acting in good faith. 

In Honda, Shuanghuan had communicated with Honda to settle the dispute through 

consultation after receiving the infringement warning letter. In situation of both parties 

having sought judicial remedies, Honda continued sending warning letters to Shuanghuan 

and the dealer involved. The warning letter only recorded the name of the patent involved 

in the suspected infringement, the name of the product involved in the alleged infringement 

and the nature of the alleged infringement, without disclosing specific reasons for the claim 

that the design of the product was similar or conducting necessary infringement comparison, 

nor having disclosed other information (such as both parties had sought judicial remedies) 

which was helpful for the dealer to objectively decide whether or not to stop the behaviour 

warned by the letter. This conduct was considered to have an impact on cracking down on 

competitors and seizing trading objects or business opportunities, thereby violating Article 

2 of Chinese Law Against Unfair Competition. The No 7 Judgment confirms that Honda’s 

behaviour of issuing arbitrary warning letters constituted unfair competition and Honda had 

to indemnify Shuanghuan for the loss incurred. Since the release of the No 7 Judgment, the 

Supreme People’s Court’s judicial criteria on the behaviour of issuing warning letters have 

been supported by more local courts in China.135  

In general, the alleged infringer can resort to competition law in defence of abusive patent 

enforcement action. Though patentees are entitled to issue warning letters to suspected 

infringers, their behaviours should not be arbitrary. Otherwise, they will constitute unfair 

competition. While issuing a warning letter, the patentee should be in good faith and have 

a legitimate purpose. The content of the warning letter should be specific, including 

necessary information based on which the act warned of by the letter is judged to be 

suspected of constituting infringement. Moreover, the patentee owes a duty of care to the 

suspected infringer. Generally speaking, issuing warning letters to manufacturers is not 

deemed anti-competitive behaviour, since manufacturers are familiar with the patent 

                                                 

135 See, eg, 《北京水木天蓬医疗技术有限公司、江苏水木天蓬科技有限公司与北京速迈医疗科技有限公

司侵害专利权纠纷》 [Beijing Shuimutianpeng Medical Tech Co. Ltd. & Jiangsu Shuimutianpeng Medical Tech 

Co. Ltd. v Beijing Sumai Medical Tech Co. Ltd] [2015] 北京知识产权法院民事判决书（2015）京知民初字第

2173 号 [Beijing Intellectual Property Court Civil Judgment (2015) Jing Zhi Min Chu Zi No. 2173] [Chinese 

translation]. 
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involved and are able to adopt countermeasures against patentees – either modifying the 

suspected products or seeking judicial remedies. This duty of care, however, will become 

higher when warning letters are issued to dealers, importers and consumers. Compared to 

manufacturers, these targets (ie, dealers, importers and consumers) are weaker in judging 

whether or not their acts constitute infringements. As a result, they are more risk averse and 

are more likely to stop selling, importing or purchasing the suspected products after 

receiving warning letters. Given that dealers, importers and consumers are the common 

target customers of both patentees and manufacturers, their reactions will certainly bring 

economic loss to manufacturers, and patentees will gain more business opportunities in this 

process. Therefore, patentees should be more diligent and prudent while issuing warning 

letters to dealers, importers and consumers. 

6.1.2.4.2 Article 55 of the Anti-Monopoly Law of the People’s Republic of China 

An IPR is an exclusive right which has ‘monopoly’ features. Therefore, the application of 

anti-monopoly law in the field of IP – that is, how to define the abuse of IPRs which 

eliminates or restricts market competition and thus needs to be regulated by the anti-

monopoly law – is a complicated and subtle issue. This issue relates to not only the 

boundaries of and mutual relationship between anti-monopoly law and IP law, but also the 

trade-off between the purposes of maintaining competition and stimulating innovation. 

Serving as the legal basis for anti-monopoly law’s intervention in the abuse of IPRs in China, 

Article 55 of the Anti-Monopoly Law of the People’s Republic of China (‘Chinese Anti-

Monopoly Law’) states: 

This law is not applicable to conducts by undertakings to implement their intellectual property 

rights in according with relevant IP laws and administrative regulations; however, this law is 

applicable to the conduct by undertakings to eliminate or restrict market competition by abusing 

intellectual property rights.136 

According to this clause, the Chinese Anti-Monopoly law can be used to regulate abusive 

patent enforcement that meanwhile constitutes a monopolistic conduct. Under the Chinese 

                                                 

136 《中华人民共和国反垄断法》 [Anti-Monopoly Law of the People’s Republic of China] (People’s Republic 

of China) National People’s Congress, adopted on 30 August 2007, took effect on 1 August 2008, art 55 [Chinese 

translation]. 
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legal system, a victim of monopolistic conduct can seek a remedy through the judicial 

system by filing a civil lawsuit with the People’s Court against the offender. The civil 

enforcement of the Chinese Anti-Monopoly Law provides a legal restraining system for 

abusive patent enforcement. In addition to potentially being exposed to legal action, the 

patentee abusing patent rights may also be punished by China’s Anti-Monopoly Law 

enforcement agencies – ie, the National Development and Reform Commission (NDRC), 

the State Administration of Industry and Commerce (SAIC) and the Ministry of Commerce 

(MOFCOM).137  

Monopolies constituted through the abuse of patent rights usually relate to the abuse of 

dominant market position.138 In the field of information technology, companies having 

advanced technologies tend to have a dominant market position, since competition in this 

field to a great extent appears to be technological. As a result, these companies, particularly 

SEP holders that have a dominant position, are more likely to abuse their dominant market 

position and violate the Chinese Anti-Monopoly Law. In practice, since the implementation 

of the Chinese Anti-Monopoly Law in 2008, the interplay between the Chinese Anti-

Monopoly Law and the enforcement of patent rights has been scrutinised on several 

occasions by China’s Anti-Monopoly Law enforcement agencies and courts. For example, 

in 2015, Qualcomm was fined CN￥6.1 billion (approximately US$ 975 million) by the 

NDRC for the reason that it had abused its dominant market position through different forms 

of conduct including charging unfairly high patent royalties when licensing wireless SEPs 

as well as tying and imposing unreasonable trading conditions without justifiable reasons.139 

Another example is the Chinese multinational company Huawei’s lawsuit against 

InterDigital Communications (IDC) over SEP royalties and abuse of dominant market 

                                                 

137 The NDRC is responsible for price-related monopoly conduct, the SAIC is in charge of non-price-related 

monopoly conduct and the MOFCOM takes charge of the concentration of undertakings.  
138 The Chinese Anti-Monopoly Law divides monopolistic conducts into three categories: (1) monopoly agreement; 

(2) abuse of dominant market position; and (3) concentration of undertakings. 
139 国家发展改革委办公厅 [General Office of the National Development and Reform Commission], 中华人民
共和国国家发展和改革委员会行政处罚决定书 发改办价监处罚【2015】1 号 [National Development and 

Reform Commission of the People’s Republic of China Administrative Penalty Decision – Fa Gai Ban Jia Jian 

Chu Fa [2015] No. 1] (9 February 2015) 中华人民共和国国家发展和改革委员会[National Development and 

Reform Commission] <http://www.ndrc.gov.cn/zwfwzx/xzcf/201503/t20150302_754177.html> [Chinese 

translation]. 
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position. In Huawei Technology Co Ltd v InterDigital Communications Inc,140 the appellate 

court – the Guangdong Provincial Higher People’s Court – upheld the judgment of the court 

of first instance, finding that IDC had abused its dominant market position by excessive 

pricing practice and tying non-SEPs to SEPs.141 Moreover, in 2014 the MOFCOM, the 

merger control authority, approved Microsoft’s acquisition of Nokia’s devices and services 

business on condition that Microsoft and Nokia would respectively license certain SEPs on 

fair, reasonable and non-discriminatory terms and Microsoft would license certain non-

SEPs to smart phone makers on a non-exclusive basis within China.142 

When assessing the enforcement of patent rights in the context of abuse of dominance, one 

of the key issues is the definition of relevant market. According to Article 12 of the Chinese 

Anti-Monopoly Law, a ‘relevant market’ refers to the range of commodities for which, and 

the territorial area within which, the undertakings compete against each other during a time 

period for relevant commodities or services.143 Generally speaking, the relevant market 

covers a relevant commodity market and a relevant regional market. In the enforcement of 

the Chinese Anti-Monopoly Law in patent-related technology trades (eg, patent licensing), 

the definition of a relevant technology market may be necessary when the sole definition of 

the relevant commodity market is insufficient to assess the competition impact of abusive 

patent enforcement.144 In Huawei v IDC, both the first instance court and the appellate court 

determined that every SEP licensing market under the China 3G wireless communication 

                                                 

140 《华为技术有限公司与交互数字通信有限公司标准必要专利使用费纠纷案》[Huawei Technology Co., 

Ltd v Interdigital Communications Inc] [2013] 中华人民共和国广东省高级人民法院民事判决书（2013）粤

高法民三终字第 305 号 [Guangdong Provincial Higher People’s Court of the People’s Republic of China Civil 

Judgment (2013) Yue Gao Fa Min San Zhong Zi No. 305] [Chinese translation] (‘Huawei v IDC’). 
141Ibid. 
142 商务部反垄断局 [Anti-Monopoly Bureau of the Ministry of Commerce], 商务部公告 2014 年第 24 号 关于
附加限制性条件批准微软收购诺基亚设备和服务业务案经营者集中反垄断审查决定的公告 

[Announcement No. 24 [2014] of the Ministry of Commerce – Announcement on Decisions from Anti-monopoly 

Review of the Concentration of Undertakings on Conditional Approval of the Acquisition of the Devices and 

Services Business of Nokia Corp. by Microsoft Inc.] (8 April 2014) 中华人民共和国商务部 [Ministry of 

Commerce of the People’s Republic of China] 

<http://www.mofcom.gov.cn/article/b/c/201404/20140400542508.shtml> [Chinese translation]. 

143 《中华人民共和国反垄断法》 [Anti-Monopoly Law of the People’s Republic of China] (People’s Republic 

of China) National People’s Congress, adopted on 30 August 2007, took effect on 1 August 2008, art 12 [Chinese 

translation]. 

144  《国务院反垄断委员会关于滥用知识产权的反垄断指南（征求意见稿）》  [State Council Anti-

Monopoly Commission’s Anti-Monopoly Guideline on the Abuse of Intellectual Property Rights (Draft for 

Comments)] (People’s Republic of China) State Council Anti-Monopoly Commission, 23 March 2017, art 3(1) 

[Chinese translation]. 
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standard is unique and irreplaceable, thus constitutes an independent market. 145  It is 

therefore acknowledged that technologies protected by each SEP constitute an independent 

relevant market in SEP licensing. In addition to introducing the definition of a relevant 

technology market, the impacts of patent enforcement on R&D investment and innovation 

activities may also be taken into account on a case-by-case basis.146  

Another issue is how to define dominant market position. As prescribed in the provisions of 

Article 17 of the Chinese Anti-Monopoly Law, ‘dominant market position’ refers to the 

undertaking(s) having the ability to control the price, quantity or other trading conditions of 

products in the relevant market, or to hinder or affect other undertakings to enter the relevant 

market.147 When determining whether undertakings owning patent rights have dominance 

in the relevant market, factors such as the market share of the undertaking in the relevant 

market and the competition situation of the relevant market shall be taken into 

consideration.148 In the technology market formed by each SEP, the patentee accounts for 

100 per cent market share for licensing each SEP due to the uniqueness and irreplaceability 

of each SEP. As a result, the SEP holder holds a dominant position in each of the markets. 

Given that most SEP holders adopt patent licensing as their business strategy rather than 

conducting any substantive production activity, standard implementers have no way to force 

SEP holders by using cross licensing of the SEPs. In this case, SEP holders have the power 

to compel their trading counterparties to adopt the prices, quantities and other trading 

                                                 

145 《华为技术有限公司与交互数字通信有限公司标准必要专利使用费纠纷案》[Huawei Technology Co., 

Ltd v Interdigital Communications Inc] [2013] 中华人民共和国广东省高级人民法院民事判决书（2013）粤

高法民三终字第 305 号 [Guangdong Provincial Higher People’s Court of the People’s Republic of China Civil 

Judgment (2013) Yue Gao Fa Min San Zhong Zi No. 305] [Chinese translation] (‘Huawei v IDC’). 

146  《国务院反垄断委员会关于滥用知识产权的反垄断指南（征求意见稿）》  [State Council Anti-

Monopoly Commission’s Anti-Monopoly Guideline on the Abuse of Intellectual Property Rights (Draft for 

Comments)] (People’s Republic of China) State Council Anti-Monopoly Commission, 23 March 2017, art 3(1) 

[Chinese translation]. 

147 《中华人民共和国反垄断法》 [Anti-Monopoly Law of the People’s Republic of China] (People’s Republic 

of China) National People’s Congress, adopted on 30 August 2007, took effect on 1 August 2008, art 17(2) 

[Chinese translation]. 
148  Article 18 of the Chinese Anti-Monopoly Law identifies the following factors that should be taken into 

consideration in finding dominant market position: (i) the market share in relevant market, and the competition 

situation of the relevant market; (ii) the ability to control the sales markets or the raw material purchasing markets; 

(iii) the financial status and technical conditions of the undertaking; (iv) the extent of the reliance on the 

undertaking during transactions by other undertakings; (v) the degree of difficulty for other undertakings to enter 

the relevant market; (vi) other factors relevant to find a dominant market position: ibid. 
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conditions of their SEPs when negotiating with them about licensing SEP. Apparently, SEP 

holders hold a dominant market position in the relevant market.  

As stipulated in Article 50 of the Chinese Anti-Monopoly Law, undertakings that carry out 

monopolistic conduct and cause losses to others shall bear civil liabilities including 

cessation of infringement and compensation for losses.149 The civil liability of cessation of 

infringement in Chinese law is equivalent to a permanent injunction in common law. In 

terms of compensation for losses, the plaintiff should bear the burden of proof regarding the 

amount of losses. The losses also include reasonable expenses paid by the plaintiff for 

investigating and deterring monopolistic conduct. If actual losses suffered by the plaintiff 

as a result of the defendant’s monopolistic conduct are difficult to determine, illegal gains 

made by the defendant from its monopolistic conduct can be considered the main evidences. 

If both actual losses and illegal gains are difficult to calculate, the court can determine a 

damage amount instead.  

Though Article 55 of Chinese Anti-Monopoly Law indicates the fundamental principle and 

policy for the application of anti-monopoly law in the field of IP, it only functions as a 

declarative and illustrative clause, based on which a specific enforcement of IPRs cannot be 

directly identified as a (non-)monopolistic conduct. To further provide guidance for the 

application of anti-monopoly law in the field of IP, the task of drafting the Anti-Monopoly 

Guideline on the Abuse of Intellectual Property Rights (Draft for Comments) (‘Draft 

Guidelines’) was initiated in June 2015.150 The most recent version of the Draft Guidelines, 

also called the 2nd Draft Guidelines, was drafted by the combined effort of both the three 

Chinese Anti-Monopoly Law enforcement agencies (NDRC, SAIC and MOFCOM) and the 

State Intellectual Property Office (SIPO). It aims to make positive contributions to the 

clarity and practicability on the anti-monopoly law assessment of specific conduct. For 

example, Article 13 of the 2nd Draft Guidelines sets out five additional factors that have to 

be taken into account when determining whether the undertaking owning SEPs has 

                                                 

149 Ibid art 50. 
150 Up to now, there are two versions of Draft Guidelines. The first Draft Guidelines was published by the National 

Development and Reform Commission (NDRC) for public comments on 31 December 2015. This version 

contained no information on concentration of undertakings (or merger control) involving IPRs. The second Draft 

Guidelines were released by the Anti-Monopoly Bureau of the Ministry of Commerce for public comments on 23 

March 2017. 
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dominance on the relevant market. 151  A detailed definition of the relevant technology 

market as well as factors to be considered in defining the relevant technology market are 

also provided in Article 3 of the 2nd Draft Guidelines.152 Moreover, these Draft Guidelines 

identify the possibilities of eliminating or restricting competition where SEP holders use 

injunctions to force licensees to accept unfairly high royalties or other unreasonable 

licensing conditions.153 To assess the competitive effects of injunctions applied for by SEP 

holders, the following five factors shall be considered: (1) the performance and true 

intentions expressed by the parties in the negotiation; (2) the commitments undertaken by 

SEPs regarding injunctive remedies; (3) the licensing conditions proposed by the parties in 

the negotiation; (4) the influence of the injunction application on the licensing negotiation; 

and (5) the influence of the injunction application on the competition in the relevant 

downstream market and the interests of the consumers.154  

Generally speaking, patent enforcement that constitutes monopolistic conduct must be 

abusive patent enforcement, but abusive patent enforcement does not always constitute a 

monopolistic conduct. Though the Chinese Anti-Monopoly Law can be used to regulate 

patentees having abused the dominant position by tying and imposing unreasonable trading 

conditions when licensing patents (particularly SEPs), it is not applicable to all abusive 

patent enforcement practices. Notwithstanding, it could be reasonably expected that, with 

the formal release of the Anti-Monopoly Guideline on the Abuse of Intellectual Property 

Rights, abusive patent enforcement practices will be subject to more stringent regulation. 

                                                 

151 Article 13(2) of the 2nd Draft Guidelines provides that the following factors can be considered for identifying 

whether a SEP holder has market dominance: (i) the market value and the scope and degree of application of the 

standard; (ii) whether there exists an alternative standard, including the possibility to use an alternative standard 

and the switching cost; (iii) the dependency of the industry on the relevant standard; (iv) the evolution and 

compatibility of the relevant standard; and (v) the possibility of substitution of the related technology that has been 

incorporated into the standard. See《国务院反垄断委员会关于滥用知识产权的反垄断指南（征求意见稿）》 

[State Council Anti-Monopoly Commission’s Anti-Monopoly Guideline on the Abuse of Intellectual Property 

Rights (Draft for Comments)] (People’s Republic of China) State Council Anti-Monopoly Commission, 23 March 

2017, art 13(2) [Chinese translation]. 
152 According to this Draft Guideline, ‘relevant technology market’ refers to the market constituted by a group or 

a category of closely substitutable technologies. The following factors can be taken into account when defining 

the relevant technology market: technology attribute, usage, royalty, compatibility, term of the IPR involved, and 

the cost and possibility of switching to other alternative technology for demanders, etc. See ibid art 3(2). 
153 Ibid art 26(2). 
154 Ibid art 26(2). 
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6.1.3 Civil Procedural Law 

6.1.3.1 The United States 

6.1.3.1.1 Rule 11 of the Federal Rules of Civil Procedure 

Rule 11 of the Federal Rules of Civil Procedure (FRCP) prohibits the filing of a lawsuit 

‘for any improper purpose’, which may be applicable to abusive patent litigation.155 Rule 

11 of the FRCP was proposed by the Supreme Court in 1937 when the Court noticed the 

problem of frivolous lawsuits which took advantage of the inefficiencies of the legal 

system.156 Rule 11 of the FRCP inhibits any practice which serves ‘an improper purpose 

such as to harass, cause unnecessary delay, or needlessly increase the cost of litigation’.157 

Stemming from the judiciary’s inherent equity power, Rule 11 is mainly used to deter 

improper litigious practices and reduce the growing cost of civil litigation.158 The targeted 

conduct includes the initiation of frivolous or vexatious litigation.159 

However, like Section 285 of the Patent Act, Rule 11 does not find its application when the 

infringement lawsuit is not baseless.160 Therefore, notwithstanding the fact that Rule 11 is 

directed towards abusive litigation practices, it does not provide an overall solution to 

effectively address the problem of abusive patent litigation, 161  since most patent 

infringement actions would not qualify as baseless or frivolous and there is usually at least 

some arguments in favour of the patentee. 

6.1.3.1.2 Rule 26(b)(1) of the Federal Rules of Civil Procedure – Proportionality Requirement 

The asymmetry in discovery burden in patent litigation has been recognized as an advantage of 

PAEs, as PAEs in general have less discoverable information than the accused infringers.162 

PAEs do not actually work their patents and are also not subject to countersuit. Therefore, they 

                                                 

155 Federal Rules of Civil Procedure (FRCP), Rule 11. 
156 Eric Rogers and Young Jeon, ‘Inhibiting Patent Trolling: A New Approach for Applying Rule 11’ (2014) 12(4) 

Northwestern Journal of Technology and Intellectual Property 291, 315. 
157 FRCP, Rule 11(b)(1). 
158 Ibid advisory committee’s note (amended 1993).  
159 Rogers and Jeon, above n 148, 316. 
160 Alan Devlin, Antitrust and Patent Law (Oxford University Press, 2016) 56. 
161 Emily H Chen, ‘Making Abusers Pay: Deterring Patent Litigation by Shifting Attorneys’ Fees’ (2013) 28(4) 

Berkeley Technology Law Journal 351, 352. 
162 Federal Trade Commission (FTC), Patent Assertion Entity Activity: An FTC Study (October 2016) 1, 9-10. 
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bear less discovery burden and costs in comparison with their accused infringers. This situation 

can incentivize abusive litigation practices of PAEs, which in turn will waste judicial resources 

and jeopardize productive business practices.163 Rule 26(b)(1) was amended in 2015 and clearly 

introduced a proportionality requirement to prevent abusive use of the asymmetry of discovery 

burden and costs, according to which requested discovery in all civil cases should be 

‘proportional to the needs of the case, considering the importance of the issues at stake in the 

action, the amount in controversy, the parties’ relative access to relevant information, the parties’ 

resources, the importance of the discovery in resolving the issues, and whether the burden or 

expense of the proposed discovery outweighs its likely benefit.’ 164  Through the clear 

delineation of six proportionality factors, Rule 26(b)(1) puts a limitation on the traditionally 

broad scope of permissible discovery which used to be perceived as a huge cause of the high 

costs in patent litigation.165 In this sense, the new Rule 26(b)(1) seems to be discouraging to 

those patent holders using high litigation costs as a leverage to squeeze the accused infringers, 

since the scope of the requested discovery seems to be narrower under the new rule. However, 

as the advisory committee’s note to 2015 amendment of Rule 26 goes, the change in language 

in Rule 26(b)(1) is not ‘intended to permit the opposing party to refuse discovery simply by 

making a boilerplate objection that it is not proportional.’166 Thus, the opposing party claiming 

a discovery request to be disproportional needs to address all six factors of the proportionality 

requirements stipulated in Rule 26(b)(1),167 while the party seeking discovery does not bear the 

burden of ‘addressing all proportionality considerations.’168 From this point of view, the new 

Rule 26(b)(1) may probably not work as a real deterrence to those patent holders like PAEs in 

practice, as the proof of disproportionality of a discovery request by PAEs is still a burden to 

be borne by the accused infringers, which surely is to be used by PAEs as a leverage in initiating 

litigations. 

                                                 

163 Ibid.  
164 FRCP, Rule 26(b)(1) (amended Dec. 2015). 
165 Eric M. Dobrusin and Katherine E. White, Intellectual Property Litigation: Pretrial Practice (Wolters Kluwer, 

4th ed., 2020) 7-3. 
166 FRCP, Rule 26(b)(1) advisory committee’s note to 2015 amendment. 
167 Amii N. Castle, ‘A Comprehensive Overview: 2015 Amendments to the Federal Rules of Civil Procedure’ 

(2016) 64(3) University of Kansas Law Review 837, 855. 
168 FRCP, above n 166. 
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6.1.3.2 Germany 

6.1.3.2.1 § 110 ZPO 

According to § 110 of the German Code of Civil Procedure [Zivilprozessordnung, ZPO], a 

plaintiff filing a civil suit in Germany shall provide security for the costs of proceedings 

upon request of the defendant if the plaintiff does not have his habitual place of abode within 

the EU or the European Economic Area.169 The purpose of this section is to protect the 

defendant from financial risks and ensure that the defendant would have the possibility to 

reclaim the costs of proceedings if it prevails.170  

It seems that this provision would serve to deter abusive patent litigation in Germany, 

especially those litigation practices initiated by PAEs from the US. The case law so far, 

however, does not seem to support this purpose. An early judgment rendered by the Federal 

Supreme Court confirmed that the plaintiff was not obliged to provide security when he has 

locations within the EU where effective management might be present.171 This judgment 

essentially paved the way for letterbox NPEs to initiate patent infringement litigation in 

Germany, as long as they establish a cheap and simple domicile within the EU.172 Later, 

another decision rendered by the Appeal Court of Düsseldorf further demonstrated that § 

110 ZPO is not suitable to effectively protect the defendant against an asset-less plaintiff so 

long as the plaintiff conducts some effective business activities via his registered offices or 

other domicile within the EU.173 

6.1.3.2.2 § 91 ZPO – Fee Shifting Provision 

In German civil procedural law, fee shifting is not a discretionary matter of the court.174 

According to § 91(1) of the Code of Civil Procedure, the losing party must bear the statutory 

                                                 

169 ZPO § 110.   
170 Hanns Pruetting and Markus Gehrlein, ZPO Kommentar (Luchterhand, 10th ed, 2018), ZPO § 110, Rz 2.  
171 Bundesgerichtshof [German Federal Court of Justice], Judgment of 21 June 2016, docket No X ZR 41/15. 
172 Thomas Musmann and Henrik Timmann, ‘Trolls Get Ease on Collaterals under German Procedural Law’ 

(Kluwer Patent Blog, 1. September 2016) <http://patentblog.kluweriplaw.com/2016/09/01/trolls-get-ease-on-

collaterals-under-german-procedural-law/>. 
173 Oberlandesgericht Düsseldorf [Appeal Court of Düsseldorf], Judgment of 16 March 2017, docket No I-15 U 

67/16. 
174 Burkhard Hess and Rudolf Hübner, ‘General Overview and Trends in the German Civil Litigation Cost System’ 

in Christopher J S Hodges, Stefan Vogenauer and Magdalena Tulibacka (eds), The Costs and Funding of Civil 

Litigation: A Comparative Perspective (Hart Publishing, 2010) 349, 351.  
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costs of litigation, in particular any costs incurred by the opponent, as long as these costs 

were necessary for bringing an appropriate action or appropriately defending against an 

action brought by the other party.175 This rule corresponds to the idea that the law shall 

provide an overall protection to an individual and shall not hinder an individual to seek 

protection through legal expenses for a judicial process.176 This means, legal expenses shall 

not become a barrier for an individual to protect and implement his substantive private 

rights.177 

This fee shifting provision encourages the parties to initiate court proceedings with valid 

claims and discourages the parties from pursuing unmeritorious claims. 178  It has been 

regarded as a key deterring fact against PAEs litigation in Europe, 179 as the PAEs must take 

into account the real possibility of not only failing to win damages but also being obliged to 

pay the accused infringer substantial legal expenses in the end.180 

6.1.3.3 Australia 

6.1.3.3.1 Section 3 of the Civil Dispute Resolution Act 2011 

There are a number of legislative mechanisms in Australia to restrain sham or vexatious 

litigation. The introduction of the Civil Dispute Resolution Act 2011 (Cth) (‘CDRA’) is one 

such measure taken from the perspective of civil procedural law. According to the CDRA, 

legal practitioners are required to take genuine steps to resolve disputes before commencing 

civil proceedings.181 Particularly, the applicant (in this Act a person who institutes the 

proceedings) 182  is obligated to file a genuine steps statement on commencement of 

                                                 

175 § 91(1) ZPO.  
176 Manfred Rehbinder, Abhandlungen zur Rechtssoziologie (Duncker & Humblot GmbH, 1995) 112. 
177 Hess and Hübner, above n 159, 351. 
178 Ibid. 
179 Brian J Love et al, ‘Patent Assertion Entities in Europe’ in Daniel Sokol (ed), Patent Assertion Entities and 

Competition Policy (Cambridge University Press, 2016) 104, 115. 
180 Ibid 123. 
181 Section 3 of the Act provides that ‘[t]he object of this Act is to ensure that, as far as possible, people take 

genuine steps to resolve disputes before certain civil proceedings are instituted’: Civil Dispute Resolution Act 2011 

(Cth) (No 17, 2011) s 3. 
182 Ibid s 5. 
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proceedings.183 If a client or a lawyer fails to take such genuine steps, the court may make 

unfavourable costs orders against the client or personally against lawyers.184  

The ‘genuine steps’ required by the CDRA may, to some extent, deter sham or vexatious 

litigation from really happening. During the negotiation period involved in the genuine steps, 

applicants (patent holders) and respondents (alleged infringers) may have the chance to 

exchange relevant information and documents with regard to the alleged infringement, 

which is likely to disclose the bad faith of the applicants. Although a failure to file a genuine 

steps statement will not prevent an applicant from instituting the proceedings in court, the 

court will take this failure into account when exercising its powers to make adverse costs 

orders for non-compliance. The civil dispute resolution obligations of ‘genuine steps’ 

indeed will impose pressure and costs on applicants with bad faith. However, it is also 

notable that this prescriptive pre-litigation process will result in delay and a ‘front-loading’ 

of costs before proceedings arrive at the court if disputes cannot be resolved during this 

process.185 Moreover, this pre-litigation process does not pay attention to the potential 

power and resource imbalance that may exist between parties to a dispute.186 In the case of 

patent ambushing where SEP holders have power and resources, this pre-litigation process 

may impose a burden on the less-resourced SEP implementers that might prevent access to 

justice. As for patent trolls (or PAEs) whose real intentions are generating revenues by 

asserting the acquired patents against alleged infringers rather than instituting legal 

proceedings, they can still coerce alleged infringers and achieve their goals during the 

‘genuine steps’ period. The CDRA therefore has little application to abusive patent litigation. 

6.1.3.4 China 

6.1.3.4.1 Article 112 of Chinese Civil Procedural Law - Bad-Faith Litigation  

Article 112 of the Civil Procedure Law of the People’s Republic of China (‘Chinese CPL’) 

provides punishments for bad-faith litigation where ‘more than two parties to a case 

                                                 

183 Ibid s 6. 
184 Ibid ss 11 and 12. 
185 Australian Law Reform Commission (‘ALRC’), Discovery in Federal Courts (Consultation Paper No 2, 2010) 

161-162; Tania Sourdin, ‘Civil Dispute Resolution Obligations: What is Reasonable?’ (2012) 35(3) UNSW Law 

Journal 889, 897-904. 
186 Caroline Bush and Kate Evans, ‘Who’s afraid of the Civil Dispute Resolution Act and its requirement to take 

“genuine steps”?’ (5 May 2011) Clayton Utz <https://www.claytonutz.com/knowledge/2011/may/who-s-afraid-

of-the-civil-dispute-resolution-act-and-its-requirement-to-take-genuine-steps>. 
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maliciously collaborate among themselves for the purpose of infringing the legitimate rights 

and interests of any other party by making use of initiating lawsuits or mediation’, stating 

that ‘the people’s court shall reject the claims of such parties and order a fine or detention 

against such parties depending on the circumstances; where the violation on the part of the 

parties is suspected to constitute a crime, such parties shall be subject to criminal 

prosecution in accordance with the law’.187 

Although Article 112 of the Chinese CPL describes a situation of bad-faith litigation, there 

is no definition of the concept of bad-faith litigation in either substantial or procedure law 

in China. Interpretations of ‘bad-faith litigation’ in theory are also different among scholars. 

Ambiguities in the definition of bad-faith litigation lead to uncertainties in the application 

of this Article to patent litigation practices. Moreover, this Article focuses on collusion 

where two parties of the litigation have bad faith, with its aim to infringe the legitimate 

rights and interests of a third party. It is apparently different from abusive patent litigation 

where the alleged infringer, as the injured party, does not have such collusive bad faith. 

Therefore, this provision is hardly applicable to abusive patent litigation.  

6.1.4 Other Legal Doctrines 

6.1.4.1 The United States 

6.1.4.1.1 Misuse Doctrine as a Constraint on the Enforcement of Patents 

Abusive patent litigation practices may be well captured by the patent misuse doctrine, as 

this doctrine represents a broader concept in applicability than the antitrust regime.188  

                                                 

187 《中华人民共和国民事诉讼法》[Civil Procedure Law of the People’s Republic of China] (People’s Republic 

of China) National People’s Congress, adopted on 9 April 1991, first amendment on 28 October 2007, second 

amendment on 31 August 2012, third amendment on 27 June 2017, art 112. 
188  Phillip E Areeda and Herbert Hovenkamp, Antitrust Law: An Analysis of Antitrust Principles and Their 

Application, Volume X (Wolter Kluwer, 3rd ed, 2011) 505. 
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The patent misuse doctrine originates from the common law doctrine of ‘unclean hands’189 

and is based on considerations of public policy. It is an equitable defense to patent 

infringement allegations which cause competition concerns. 190  The US Supreme Court 

created the patent misuse doctrine in the 1917 decision in Motion Picture Patents Co v 

Universal Film Manufacturing Co191 in response to the complaints raised by licensees, end-

consumers and competitors about the restrictions imposed by the patent holder, 192 and 

reasoned that the primary purpose of patent regime was to benefit the public instead of 

creating ‘private fortunes for the owners of patents’.193 

The misuse doctrine was created by the courts to deal with the use of patent power,194 before 

there were other effective legal constraints on the use of patent power.195 However, apart 

from describing misuse as ‘attempts to broaden the physical or temporal scope of the patent 

monopoly’,196 no clear legal definition has ever been given by the courts.197 After modern 

antitrust law gained popularity, the misuse doctrine has been less favoured in 

jurisprudence.198 In fact, from 1953 to 2013, the percentage of cases finding misuse dropped 

from 40% between 1953 and 1962 to 2% between 2003 and 2013.199 The US Federal Circuit 

in general has found the expansive application of patent misuse doctrine to be harmful for 

the value of patent rights and investment in innovation.200 In addition, the underlying policy 

                                                 

189 For an explanation of the doctrine of unclean hands, see Pomeroy’s Equity Jurisprudence and Equitable 

Remedies: A treatise on equity jurisprudence: Unclean hands applies: when a party, who as actor, seeks to set the 

judicial machinery in motion and obtain some remedy, has violated conscience, good faith, or other equitable 

principle, in his prior conduct, then the doors of the court will be shut against him in limine; the court will refuse 

to interfere on his behalf, to acknowledge his right, or to award him any remedy, cited from Daryl Lim, Patent 

Misuse and Antitrust Law: Empirical, Doctrinal and Policy Perspectives (Edward Elgar, 2013) 19. 
190 Mark D Janis, ‘Transitions in IP and Antitrust’ (2002) 47 The Antitrust Bulletin 253, 278. 
191 Motion Picture Patents Co v Universal Film Manufacturing Co, 243 US 502 (1917). 
192 Vicent Chiapetta, ‘Living with Patents: Insights from Patent Misuse’ (2011) 15 Marquette Intellectual Property 

Law Review 1, 15.  
193 Motion Picture Patents Co v Universal Film Manufacturing Co, 243 US 502, 511 (1917). 
194 See, eg, ibid: ‘A restriction which would give to the [patent power] such a potential power of evil over an 

industry ….’); Morton Salt Co v GS Suppiger Co, 314 US 488, 491 (1942): ‘respondent is making use of its patent 

monopoly to restrain competition’ and ‘the use of [a patent monopoly] to suppress competition.’ 
195 Chiapetta, above n 177, 59-60; See also, USM Corp. v. SPS Tech., Inc., 694 F.2d 505, 511 (7th Cir. 1982): 

‘Misuse arose before “there was any significant body of federal antitrust law, and reached maturity long before 

that law … attained its present broad scope.”’ 
196 Blonder-Tongue Labs Inc v Univ of Ill Found, 402 US 313, 343 (1971). 
197 Thomas F Cotter, ‘Four Questionable Rationales for the Patent Misuse Doctrine’ (2011) 12(2) Minnesota 

Journal of Law, Science & Technology 457, 457.  
198 See Syndicate Sales Inc v Floral Innovations Inc, 2012 US Dist LEXIS 140345 (SD Ind Sept 28, 2012): noting 

that courts ‘have been reluctant to apply the patent misuse per se doctrine broadly.’ 
199 Daryl Lim, ‘Patent Misuse and Antitrust: Rebirth or False Dawn’ (2014) 20(2) Michigan Telecommunications 

and Technology Law Review 299, 329-330.  
200 Princo Corp v Int’l Trade Comm’n, 616 F3d 1318, 1321 (Fed Cir 2010). 
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consideration of the patent misuse doctrine is also not coherent, drawing on both 

competition and patent exhaustion principles.201 Thus, the misuse doctrine is regarded as ‘a 

schizophrenic doctrine that vacillates between IP and antitrust law.’202 

In its legal development, the doctrine of patent misuse largely tracked the antitrust criteria 

and became coextensive with antitrust law. 203  Although Judge Posner suggested a full 

subsuming of the patent misuse doctrine within antitrust, case law did not develop fully in 

this direction. In Mallinckrodt, the court stipulated that ‘the concept of patent misuse arose 

to restrain practices that did not in themselves violate any law, but that drew anticompetitive 

strength from the patent right, and thus were deemed to be contrary to public policy.’204 

Thus, the language of the patent misuse doctrine covers various improprieties committed by 

a patent holder, including not only inequitable conduct in patent application which may 

trigger no antitrust liability but also anticompetitive behaviours which may fall into the 

realm of antitrust scrutiny. 205 From this point of view, it seems that the patent misuse 

doctrine will be able to accommodate the whole spectrum of abusive patent litigation. 

However, it falls short in a coherent basis in IP policy and a well-developed standard within 

its own logic.206 Rather, its ‘beyond-the-scope’ test does not provide a clear definition as to 

which practices extend beyond the scope of patent rights and which do not. 207  The 

vagueness in definition and the uncertainties in the result of judgment caused by such 

complexity undermine its efficacy and may exert chilling effect on the overall patent 

landscape. Therefore, if the patent misuse doctrine is to be used for the control of abusive 

patent litigation, a well-developed standard in IP policy is needed. In view of the uncertain 

case law, however, there would be a long way for the courts to develop a clear-cut standard 

in IP policy, and although it might seem promising at first glance, the doctrine has little to 

offer in relation to the topic of this thesis.  
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6.1.4.1.2 Reverse Doctrine of Equivalents 

The reverse doctrine of equivalents in the US patent case law provides the subservient 

inventor with the possibility to escape from infringement liability when the subservient 

invention seems to literally infringe a pioneer patent but adds a considerably important value 

to the pioneer patent. Merges argues that the reverse doctrine of equivalents can act as a 

solution to situations when there is bargaining breakdown between pioneer patent holders 

and subservient innovators of radical improvements to pioneer patents which may cause 

large social welfare loss, and this doctrine can work as a threat to pioneer patent holders to 

‘positively influence the chances of a socially productive agreement’. 208  Unikel and 

Eveleigh cite Merges and argue that the reverse doctrine of equivalents will work as a 

‘judicial safety valve’209 to excuse their infringement resulting from using after-developed 

technologies when alleged infringers truly have transcended and/or transformed the pioneer 

patents.210 They call for reinvigoration of this doctrine to enable subservient inventors to 

‘advance the art without unjust patent infringement liability.’211 In view of the problem of 

patent trolls, Ernst argues that the reverse doctrine of equivalents, when properly applied, 

can protect genuine innovations from uncommercialised patents and meanwhile maintain 

the innovation incentive in general.212 Ernst suggests that the reverse doctrine of equivalents 

shall be reformed and redefined to adapt to the evolving patent landscape.213 As to the 

reform, Ernst proposes a three-step test to accommodate the policy goal of protecting true 

innovation from the trap of uncommercialised patent claims (such as abusive patent 

litigation brought by NPEs):214 

(1) The court should firstly compare the patent claims (rather than the ‘principal’ of the 

invention)215 with the accused product so as to determine whether the accused product 

                                                 

208 Robert Merges, ‘Intellectual Property Rights and Bargaining Breakdown: The Case of Blocking Patents’ (1994) 

62 Tennessee Law Review 75, 94-95. 
209 Ibid 75. 
210  Robert Unikel and Douglas Eveleigh, ‘Protecting Inventors, Not Fortune Tellers: The Available Patent 

Protection for After-Developed Technologies’ (2006) 34(1) AIPLA Quarterly Journal 81, 155-156. 
211 Ibid 161. 
212 Samuel F Ernst, ‘The Lost Precedent of the Reverse Doctrine of Equivalents’ (2016) 18(3) Vanderbilt Journal 

of Entertainment & Technology Law 467, 467. 
213 Ibid 496-505. 
214 Ibid 503-504. 
215 In Graver Tank, the court must determine whether the accused product ‘is so far changed in principal from a 

patented article that it performs the same or a similar function in a substantially different way’ while applying the 

reverse doctrine of equivalents. See Graver Tank & Manufacturing Company v. Linde Air Products Company, 339 

US 608 (1950).  
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adds additional features to the patent claims or amends the claims such that it constitutes 

a substantial technological improvement on the claimed invention.  

(2) If the court determines that the accused product constitutes a substantial technological 

improvement on the claimed invention, it should go on to measure the commercial 

success of the accused product through comparing the accused product with any 

embodiment of the claimed invention. 

(3) To ensure that the measurement of commercial success between accused product and 

claimed invention is not unfairly affected by factors having nothing to do with the 

technological superiority of the accused product or claimed invention (such as marketing, 

advertising, brand recognition, etc), the court should require both the accused infringer 

and the patentee to demonstrate that there is a nexus between commercial success and 

the technological superiority of the accused product or claimed invention. 

If an accused product is proven to be not only substantially technologically superior but also 

commercially more successful than the claimed invention upon the above three-step test, 

the accused product will be deemed a genuine innovation and thus be protected from patent 

thickets. The reverse doctrine of equivalents can be used as a method to address the problem 

of abusive patent litigation brought by NPEs, as it would be easy to prove the superiority 

and commercial success against an un-practiced patent. It, however, would be difficult to 

cope with other abusive patent litigation caused by patentees commercialising their patents, 

as an enterprise’s commercial success is usually achieved through a variety of enterprise 

resources and it would be hard to prove the commercial success is only attributable to 

technological superiority .  

6.1.4.2 Germany 

6.1.4.2.1 Doctrine of the Abuse of Rights 

Abusive patent litigation, as an abuse of patent right, in principle can be restricted through 

applying the doctrine of the abuse of rights. The German doctrine of the abuse of rights is 

embodied in §§ 226, 242 and 826 of the German Civil Code (Bürgerliches Gesetzbuch, 

BGB). Section 226 BGB is a provision restricting the exercise of individual rights on 
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grounds of fraud,216 which incorporates the Roman principle of the exceptio doli under 

which defendant could claim that plaintiff acted fraudulently. This provision in general 

prevents anyone who has the only possible purpose of inflicting damage to others from 

excising their rights. In addition to this explicit provision, §§ 242 and 826 BGB indirectly 

influence the doctrine of the abuse of rights. Section 242 BGB sets out the general provision 

on good faith in the execution of obligations, providing that ‘[a]n obligor has a duty to 

perform according to the requirements of good faith, taking customary practice into 

consideration’.217 Section 826 BGB provides for the compensation of damages caused by 

intentional actions that are contra bonos mores.218  

The codification of the doctrine of the abuse of rights in the German Civil Code reflects the 

acceptance of a doctrine under which the unlimited exercise of individual rights may be 

restricted if such exercise constitutes the abuse of these individual rights. The restriction of 

individual rights goes back to the end of nineteenth century when legal thought was in 

transition from strictly individualistic to social-functional aspects of law.219 Given that the 

strict application of a rule may be contrary to the true spirit of that rule, the principle of the 

prohibition of the abuse of rights can function as a corrective mechanism to the strict 

application of a rule of law – that is, it restricts the abusive exercise of the right granted by 

that rule through relying on fundamental standards of behaviour, such as good faith, fairness, 

morality, justice, or the respect of the finality of the law.220 In the case of the exercise of 

patent rights, the patentee is entitled to initiate legal proceedings against infringers. 

However, such exercise may be restricted if it is deemed abusive in the sense of the doctrine 

of the abuse of rights. Restrictions on abusive patent litigation reflect the target of protecting 

social purposes and goals inherent in patent rights.  

Compared to § 226 BGB which limits its scope to malicious action only, §§ 242 and 826 

BGB are fairly broad in scope, providing general guidelines on the requirement of good faith 

                                                 

216 Bürgerliches Gesetzbuch [Civil Code] (BGB) § 226: ‘[t]he exercise of a right is not permitted if its only possible 

purpose consists in causing damage to another’. 
217 Ibid § 242. 
218 Ibid § 826: ‘[a] person who, in a manner contrary to public policy, intentionally inflicts damage on another 

person is liable to the other person to make compensation for the damage’. 
219 Vera Bolgár, ‘Abuse of Rights in France, Germany and Switzerland: A Survey of a Recent Chapter in Legal 

Doctrine’ (1975) 35(5) Louisiana Law Review 1015, 1023. 
220 Lenaerts, above n 43, 1122; Laura Melusine Baudenbacher, ‘Überlegungen zum Verbot des Rechtsmissbrauchs 

im Europäischen Gemeinschaftsrecht’ (2008) 29(5-6) ZfRV 205, 205; Kjellgren, above n 43, 179-194.  
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and the conformity with bonos mores in the exercise of rights. The broad scope of §§ 242 

and 826 BGB enables the courts to interpret the doctrine of abuse of rights and determine 

whether the contested exercise of a right constitutes an abuse of rights on a case-by-case 

basis. Nevertheless, certain typical rules, based on which the courts interpret the incidence 

of abuse, have been established in past judicial practice. These rules are as follows: 1) all 

exercise of rights is abusive if obvious unfairness exists, or no legitimate interests of other 

parties have been taken into account;221 2) no exercise of rights will be legally recognised 

if these rights are obtained either through the violation of laws or in bad faith;222 3) no 

exercise of rights will be legally recognised if it contradicts with previous conduct (the 

venire contra factum proprium rule); 223  and 4) no exercise of rights will be legally 

recognised if these rights are exercised in a malicious manner for the only purpose of 

causing harm.224 The fourth rule is also applicable to the exercise of rights going beyond the 

scope of the Civil Code, for example, rights governing commercial transactions or business 

competition.225  

When making judicial determination of the abuse of rights, the courts need to take into 

account of the facts and circumstances of the case as well as the intent of the parties on a 

case-by-case basis. The burden of proof on malicious intent is on the party who alleges that 

the counterparty has such intent. As for the exercise of the patent right, the patent holder is 

allowed to take actions against the alleged infringer. The alleged infringer bears the burden 

of proof if they argue that the patent holder has malicious intent. In the absence of malicious 

intent, however, patent litigation may still constitute an abuse of rights, as long as the 

exercise of the patent rights violates the good faith (§ 242 BGB) and public policy (public 

order and good morals, § 826 BGB) provisions.  

                                                 

221 Bundesgerichtshof [German Federal Court of Justice], Judgment of 19 February 1951, reported in (1951) 1 

BGHZ 186, cited from Bolgár, above n 219, 1027. 
222 Bundesgerichtshof [German Federal Court of Justice], Judgment of 6 October 1953, reported in (1953) 10 

BGHZ 319, cited from Bolgár, above n 219, 1027. 
223 Reichsgericht [Supreme Court of the German Reich], Judgment of 28 January 1938, reported in (1938) 67 

Juristische Wochenschrift 860 (elaboration of the venire contra factum proprium rule), cited from Bolgár, above 

n 219, 1027. 
224 This is the principle laid down in § 226 BGB under the title ‘prohibition of chicanery’. The leading decision on 

chicanery was circulated by the German Federal Court of Justice in the Judgment of 3 December 1909, see 

Bundesgerichtshof [German Federal Court of Justice], Judgment of 3 December 1909, reported in (1910) 72 RGZ 

251. 
225 Bolgár, above n 219, 1028. 
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In judicial practice, the application of § 226 BGB is severely restricted. Judicial 

determination of the abuse of rights is often made on grounds of abuse which goes against 

the social purposes and goals involved in these rights.226 Moreover, the courts may have to 

take the purpose of the law into consideration when making decision on the abuse of rights. 

In the case of abusive patent litigation, the courts may need to consider whether the patentee 

has malicious intent, or such litigation may affect public interests. Further, the courts need 

to examine whether such patent litigation is in conformity with the purpose of the patent 

law. If such patent litigation is contrary to the purpose of the patent law – ie, promoting 

dynamic competition, fostering innovation and improving consumer welfare, the court still 

will not give relief to the patentee even in the absence of malicious intent. Based on the 

above discussion, it is to contend that the doctrine of abuse of rights can be used to tackle 

abusive patent litigation practices, as it is broad to cover different sorts of practices. It just 

needs to bear in mind that the standards and conditions for the application of this doctrine 

in different context shall be specified in order not to suppress the legitimate use of rights. In 

the context of patent litigation, it is especially important not to cause chilling effect on the 

overall willingness of patentees to actively protect their rights.227 Indeed, it is exactly the 

uncertainties imbedded in the broad doctrine which pose difficulties to the application of 

this doctrine and make the use of this doctrine rather ineffective in practice.228 

                                                 

226 Ibid 1290. 
227 In legal scholarship, there have been discussions about using the doctrine of abuse of rights to control abusive 

patent litigation practices. A recent major work was done by Dr. Amandine Leonard with her PhD thesis. In her 

dissertation, she tries to interpret the principle of the prohibition of abuse of rights for the purpose of constructing 

a counter-measure to be used by defendants in a patent infringement case. To realise  this goal, Leonard proposed 

a more flexible interpretation of the principle of the prohibition of abuse of rights by distantiating this principle 

from subjective consideration and the principle of good faith and an objectivation of the assessment of patentees’ 

enforcement behaviours. She also used PAEs litigation as case study to test her hypothesis and concluded with a 

positive finding of her proposal. She admitted in her discussion that the interpretation of the principle of the 

prohibition of abuse of rights shall be delicate to avoid chilling effect on the patent enforcement landscape. In this 

way, she pointed to the right direction and provided several suggestions as to how the court can respond to the 

situation when abusive patent enforcement practices are found. But she did not provide a concrete mechanism or 

test as to how to interpret this principle for identifying over-enforcement practices. Rather, she relied on the 

theories and solutions already used in incumbent case law in five jurisdictions in Europe and emphasised the 

potential that the principle of the prohibition of abuse of rights can have in addressing abusive enforcement 

practices. See Amandine Leonard, Abuse of Rights in European Patent Law – Reconsidering the Principle of the 

Prohibition of Abuse of Rights as an Internal Correction Mechanism against Over-Enforcement Practices by Right 

Holders (PhD Thesis, KU Leuven, 2019) 386-408. 
228  Ansgar Ohly, ‘”Patenttrolle” Oder: Der Patentrechtliche Unterlassungsanspruch under 

Verhältnismäßiskeitsvorbehalt? Aktuelle Entwicklungen im US-Patentrecht und ihre Bedeutung für das deutsche 

und europäische Patentsystem’ (2008) Gewerblicher Rechtsschutz und Urhelberrecht, International Teil 787, 795; 

Leonard, ibid 390. 



196 

 

6.1.4.3 Australia 

6.1.4.3.1 Concept of the Abuse of Process 

Abusive patent litigation may be deemed an abuse of process that gives rise to a common 

law intentional tort. Abuse of process refers to a cause of action in tort resulting from one 

party making improper use of the legal system, for example, by taking civil or criminal 

proceedings against another person in a malicious manner and without a proper cause.229 

Defendants of the initial proceedings may initiate proceedings against plaintiffs on the basis 

of abuse of process.  

In Ashby v Commonwealth of Australia (No 4), Rares J referred to examples of abuses of 

process as ‘[p]roceedings that are seriously or unfairly burdensome, prejudicial or damaging, 

or productive of serious and unjustified trouble and harassment’.230 In Walton v Gardiner,231 

Mason CJ and Deane and Dawson JJ, relying on Lord Diplock in Hunter v Chief Constable 

of the West Midlands Police, referred to the court possessing 

the inherent power … to prevent misuse of its procedure in a way which, although not inconsistent 

with the literal application of its procedural rules, would nevertheless be manifestly unfair to a 

party to litigation before it, or would otherwise bring the administration of justice into disrepute 

among right-thinking people.232  

According to the common law in Australia, the courts in Australia have an inherent power 

to prevent an abuse of process and they are able to stay or dismiss proceedings or strike out 

pleadings if the proceedings are an abuse of process. As shown in many cases, the courts 

can modify their procedures to avoid prejudice and take any steps that are necessary to 

prevent an abuse of process.233 This power has also been codified in the Regulation 13.4 of 

                                                 

229 Trischa Mann (ed), Australian Law Dictionary (Oxford University Press, 3rd ed, 2017). 
230 Ashby v Commonwealth of Austalia (No 4) [2012] FCA 1411. 
231 Walton v Gardiner (1993) 177 CLR 378. 
232 Hunter v Chief Constable of the West Midlands Police (1982) AC 529, 536. 
233 Eg, Clyne v New South Wales Bar Association (1960) 104 CLR 186; Barton v R (1980) 147 CLR 75; Connelly 

v DPP [1964] AC 1254; Neill v County Court of Victoria [2003] VSC 328. 
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the Uniform Civil Procedure Rules 2005, which empowers the court to dismiss frivolous or 

vexatious proceedings if abuse of process exists in these proceedings.234  

There are different forms of abuse of process in judicial practice – eg, initiating legal 

proceedings for the purpose of causing significant public, reputational and political 

damage,235  an attempt to re-litigate issues that have already been determined by prior 

proceedings,236 and an attempt to litigate proceedings which could have or should have been 

litigated in previous proceedings.237 The categories of what amounts to an abuse of process 

are open-ended. As long as the alleged infringer can prove that the patentee instituted a 

proceeding for a collateral purpose beyond what the legal process offered, the patentee’s 

initiation of the proceeding may amount to an abuse of process and the court may stay or 

dismiss this initial proceeding.  

In general, the concept of the abuse of process may be applied to such practices as  

sham/vexatious litigation, patent trolling and patent ambushing. However, for patent trolls, 

the court’s power to stay or dismiss proceedings or strike out pleadings may not really deter 

their conduct, since the initiation of infringement action or threatening litigation is mainly 

used by patent trolls as a pressure on the alleged infringer for unwarranted rents. Without a 

really sanction accompanying the stay or dismissal of proceedings, patent trolls may still 

have the motivation to pleading. In addition, proof of a collateral purpose on the side of the 

alleged infringer may also restrict the application of this concept, as the abusive intent of 

the patentee is usually concealed and would be very burdensome for the alleged infringer to 

prove.  

                                                 

234 Regulation 13.4(1)(c) of the Uniform Civil Procedure Rules 2005 provides that ‘[i]f in any proceedings it 

appears to the court that in relation to the proceedings generally or in relation to any claim for relief in the 

proceedings … the proceedings are an abuse of the process of the court, the court may order that the proceedings 

be dismissed generally or in relation to that claim.’ 
235 Eg, Ashby v Commonwealth of Austalia (No 4) [2012] FCA 1411. 
236 Eg, Stokes (by a tutor) v McCourt [2013] NSWSC 1014. 
237 Eg, Port of Melbourne Authority v Anshun Pty Ltd (1981) 147 CLR 589. 
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6.1.4.4 China 

6.1.4.4.1 Acquiescence as a Defence to Infringement Claims 

In China, a concept of acquiescence was introduced in the 2009 Economic Conditions 

Opinion, according to which injunctive relief might not be available to a right holder if the 

right holder ‘has for a long period of time acquiesced in infringement and not enforced its 

rights’ and awarding an injunction would cause significant imbalance between the interests 

of the parties.238 Moreover, injunctions may also not be granted if awarding an injunction 

‘is contrary to public interest, or in fact cannot be performed’.239 As compensation, the 

infringer is required to adopt more substantial compensation or alternative measures such 

as economic compensation.240 A decision of the Supreme Court in December 2009 also 

refused to grant an injunction on grounds of public interest in the case China Environmental 

Project Tech Inc v Fujikasui Engineering Co Ltd, Huayang Electric Power Co Ltd.241  

Using acquiescence as a defence to infringement claims can to some extent restrict abusive 

patent litigation. But it is sometimes difficult for the court to determine whether the 

acquiescence period is long enough to invoke this provision. Given that the court must 

weigh carefully the interests between the patent holder and the alleged infringer, and 

sometimes also public interest, acquiescence should be applied on a case-by-case basis. 

Having regard to the fact that most abusive patent litigation do not have such an acquiescent 

period, the application of acquiescence is limited in the case of abusive patent litigation.  

6.1.4.4.2 Unjustified Threats 

Unlike common law countries such as Australia, there is no Chinese law explicitly 

stipulating provisions regarding unjustified threats of infringement proceedings. In judicial 

practice, however, the Chinese Supreme Court published an interpretation on issues 

                                                 

238 Article 15 of the 2009 Economic Conditions Opinion, cited from Douglas Clark, Patent Litigation in China 

(Oxford University Press, 2017) 153. 
239 Ibid. 
240 Ibid. 

241 《武汉晶源环境工程有限公司诉日本富士化水工业株式会社、华阳电业有限公司侵害发明专利权纠纷

案》 [China Environmental Project Technology Corporation v Fujikasui Engineering Co Ltd, Huayang Electric 

Power Co. Ltd] [2008] 中华人民共和国最高人民法院民事判决书（2008）民三终字第 8 号[Supreme Court 

(2008) Minsan Zhongzi No 8]. 
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concerning application of law in hearing patent infringement cases on 28 December 2009, 

stating that  

[a]fter a patent holder sends a warning of patent infringement to a third party, the party warned 

or other interested party may, in writing, exhort the patent holder to take legal action. If within 

one month from the date of receiving the letter of exhortation or within two months from the date 

the letter is sent, the patent holder neither withdraws its warning nor litigates in court, the party 

warned or other interested party may accordingly sue for a declaratory judgment of non-

infringement.242 

Such a judicial interpretation may effectively restrict abusive patent litigation through 

sending a warning letter of patent infringement to a third party. However, its application is 

limited, and cannot be applied to other forms the abusive patent litigation.  

6.1.4.4.3 Other Judicial Response to Abusive Patent Litigation 

In judicial practice, abusive patent litigation, especially in the form of patent trolls, has 

emerged in China in the past few years. In addition to the above-mentioned Honda v 

Shuanghuan where the patentee threatened the alleged infringer with a lawsuit through 

issuing warning letters in an abusive manner, abusive patent litigation appears in different 

forms, including bad-faith litigation through obtaining pseudo patent (Yuan Lizhong v 

Yangzhong Tongfa Pneumatic Valve Actuator Plant, Yangzhong Tongfa Industrial Ltd 

Co),243 unfair competition litigation through using questionable patent (Guangdong Zehao 

Science and Technology Ltd v Nanjing Desa Commercial and Trading Co Ltd, Hulei etc)244 

and damage liability litigation through applying for a temporary injunction (Qingdao 

                                                 

242  《最高人民法院关于审理侵犯专利权纠纷案件应用法律若干问题的解释》  [Interpretation of the 

Supreme People’s Court on Issues Relating to Application of Law in Hearing Patent Infringement Cases] (People’s 

Republic of China) Supreme People’s Court, 法释(2009)21 号 [Fashi 2009 No 21], 28 December 2009, art 18 

[Chinese translation]. 

243 《袁利中与扬中市通发气动阀门执行器厂、扬中市通发实业有限公司专利权侵权纠纷案》[Yuan 

Lizhong v Yangzhong Tongfa Pneumatic Valve Actuator Plant, Yangzhong Tongfa Industrial Co. Ltd] [2003] 宁

民三初字第 188 号 [Nanjing Intermediate People’s Court (2003) Minsan Chuzi No 188]. 

244  《广东泽浩科技有限公司与南京德萨商贸有限公司、胡磊等商业贿赂不正当竞争纠纷案件》 

[Guangdong Zehao Science and Technology Ltd v Nanjing Desa Commercial and Trading Co. Ltd, Hulei etc] 

[ 2015] 杭余知初字第 170 号 [Hangzhou Yuhang District People’s Court (2015) Zhi Chuzi No 170]. 
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Taiping Container Co Ltd v China International Shipping Container (Group) Co Ltd),245 

etc. 

In addition to using acquiescence and unjustified threats to restrain abusive patent litigation, 

the Chinese courts have adopted some countermeasures including requiring patentees to 

clarify their claims so as to define the scope of protection in a fair and reasonable manner, 

emphasising the publicity effect of claims, using injunction with caution (under certain 

circumstances cessation of infringing acts is not applicable and cessation of infringing acts 

does not have the nature of permanent injunction), adjusting the amount of compensation 

resulting from abusive patent litigation, declaratory judgment of non-infringement, and the 

application of anti-trust law, etc.  

Some rules to be used by courts to adjudicate cases have also been suggested. It is put 

forward that the fee-shifting rule that requires the losing party to bear litigation costs shall 

be introduced to current rule on litigation costs where only the infringer must bear litigation 

costs caused by the patentee. Another suggestion is the establishment of judicial pricing 

mechanism within which royalties can be reasonably formed. Such a mechanism may 

effectively restrain the windfall profit obtained by the NPEs. It is also suggested that the 

court shall take the patent’s market value into account when calculating the amount of patent 

compensation, making the amount of compensation to match the patent’s market value. 

6.2 Summary  

Although competition law does provide remedial measures to abusive patent litigation with 

proven anticompetitive effects, competition law ‘does not offer a global fix for problems in 

the patent system’.246 Especially in view of the PAEs litigation, competition law will have 

a problem to qualify the PAEs as competing with the infringement defendant in the product 

market, as the PAEs do not practice in the product market.247 In view of harmful strategic 

patent behaviours, competition law should only serve as a backstop to other mechanisms, 

                                                 

245 《青岛太平货柜有限公司、中国国际海运集装箱（集团）股份有限公司因申请知识产权临时措施损害

责任纠纷案件》 [Qingdao Taiping Container Co., Ltd v. China International Shipping Container (Group) Co. 

Ltd] [2017] 鲁民终 99 号 [Shandong Provincial Higher People’s Court (2017) Ru Min Zhong No 99]. 
246 Bohannan and Hovenkamp, above n 206, 97. 
247 Herbert J Hovenkamp, ‘Antitrust and the Patent System: A Reexamination’ (2015) 76 (3) Ohio State Law 

Journal 468, 560.  
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and patent law should play a central role to police these abuses.248 According to the above 

discussion, other legal institutions, for example procedural law, seem to offer appealing 

ways to control strategic patent behaviours in some aspects; their overall efficacy, however, 

is also limited.  

With regard to the solution to the problem of abusive patent litigation practices, different 

fields of law in different jurisdictions often provide piecemeal solutions. However, the 

piecemeal solutions can only address certain types of practices. A front and central solution 

can only come from the patent law itself and must be based on the internal policy and logic 

of patent law, which is the proper regulation of competition.  

So far, there is not a fundamental competition-oriented mechanism in patent law which is 

reflected through the provisions in the patent statutes themselves. Even the piecemeal 

solutions within patent law are not supported by a fundamental competition-oriented 

mechanism. This following chapter will endeavour to propose a competition-oriented 

mechanism within patent law as a general concept for addressing competition-related patent 

practices. This proposal does derive some inspiration from the concepts discussed in this 

chapter, however, in particular from the notion of economic dependence most clearly 

articulated in German law. 

  

                                                 

248 Robert P Merges and Jeffery M Kuhn, ‘An Estoppel Doctrine for Patented Standards’ (2009) 97(1) California 

Law Review 1, 14. 
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Chapter 7 Proposing the Solution: A Competition-oriented Framework to 

Tackle Abusive Patent Litigation 

As illustrated in Chapter 5, abusive patent litigation takes different forms, ranging from 

traditional enforcement of fraudulently procured patents and knowingly invalid patents to 

such modern forms as patent trolling, patent privateering and patent ambushing behaviours 

(sub-chapter 5.1). Though each form of the abusive patent litigation practices has its 

particular elements and targets, they also share common characteristics, all presenting 

offensive and opportunistic use of patents through instrumentalisation of enforcement of 

rights and exploitation of information asymmetry, thereby exerting an exploitative effect on 

the whole patent landscape (sub-chapter 5.2). Problems arising out of these abusive 

practices are more or less the same. Follow-up innovation will be held up, resources will be 

directed to inefficient way of use, overall innovation incentives will be negatively affected, 

free market competition will be distorted, and as a result consumer welfare will be reduced 

(sub-chapter 5.3). In view of the different abusive practices, no piecemeal solutions can 

tackle the whole problem, not to mention that the problem is an evolving one and abusive 

practices will transform over time.  

However, an overly broad concept with vaguely defined standards, such as the patent misuse 

doctrine, will exert a chilling effect on the overall patent landscape, thus hindering the 

willingness to invest in innovation. Every solution shall be based on the foundation 

underpinning the patent regime and endeavours to serve the intrinsic goal of the patent 

regime which is the promotion of (dynamic) competition, as revealed through the discussion 

from historical, theoretical, normative and case law perspectives in chapter 3. From this 

point of view, the concept of dynamic competition shall guide the regulation of abusive 

patent litigation practices and be analysed not only from its relationship with innovation and 

consumer welfare (chapter 2) but also from its reflection in individual legal provisions and 

doctrines in current law (chapter 6). Especially, available measures embodying competition 

consideration in current law may be modified and adapted to target the problem caused by 

abusive patent litigation practices.  

This thesis takes all these considerations into account and focuses on the internal 

relationship and economic dependency between parties. The proposed solution here targets 

the instrumentalisation of patent litigation as a tool to squeeze follow-on innovation and 
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seeks to provide a counterclaim tool for the defendant in litigation scenarios. In addition to 

this thesis’ original contribution from a judicial perspective, this chapter also summarises 

several legislative and administrative suggestions in incumbent literature as additional 

recommendations to help curb the problem of abusive patent litigation in the current patent 

landscape.  

7.1 Judicial Perspective: A Test Based on the Concept of Abuse of Economic 

Dependence 

The intrinsic goal of the patent regime, as discussed in Chapter 3 of this thesis, is promoting 

dynamic competition, thereby promoting innovation and eventually increasing consumer 

welfare. This echoes the objective of competition law,1 which aims to protect efficient 

competition, and thus ensure consumer welfare.2 Given that abusive patent litigation may 

not only directly retard the development of new follow-on technologies but also undermine 

consumer welfare in the long run, it is possible to choose competition law as the regulatory 

instrument to combat abusive patent litigation. However, competition law only provides a 

relatively effective tool, since existing categories of anticompetitive conduct cannot cover 

all kinds of abusive patent litigation.3 It is, therefore, necessary to introduce a broader 

concept, based on which an analytical framework with well-defined elements and evaluation 

criteria can be established to assist courts testing abusive patent litigation. Moreover, based 

on this broader concept, this analytical framework can stay in line with the policy goals of 

patent law and realise them more effectively.  

The concept chosen for judicial adaptation here is the concept of abuse of economic 

dependence, which is usefully broader than the concept of abuse of dominance in the 

competition law context. Based upon a brief introduction of the concept of abuse of 

economic dependence, the following section aims to set up an analytical framework 

                                                 

1 The terminology of ‘competition law’ is used in different ways across jurisdictions. While competition law is 

commonly used in the EU, synonymous terms in other countries include ‘antitrust law’ (such as the US) or ‘anti-

monopoly law’ (such as China, Japan and Korea). This thesis does not differentiate between these terms and uses 

universally ‘competition law’.  
2 Consumer welfare is the only legitimate goal of antitrust. See Robert Bork, ‘The Goals of Antitrust Policy’ (1967) 

57(2) American Economic Review 242, 242.  
3 In the case of abusive patent litigation, only those abusing dominance can be regulated by competition law. For 

more discussion on this issue, see Section 6.1.2 of this thesis. 
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identifying strict criteria for identifying abuse of economic dependence in patent litigation 

scenarios to help the judiciary address the issue of abusive patent litigation.  

7.1.1 Concept of Abuse of Economic Dependence 

Based on the concept of dynamic competition, Drexl argues that the requirement of market 

dominance in traditional competition law analysis for the regulation of abusive unilateral 

conduct limits the capability of enforcers to combat restraints of competition in innovation.4 

To accommodate the needs of fostering competition in innovation with regard to patentees’ 

unilateral conduct, it is therefore warranted to refer to a broader concept as the analytical 

basis for individual cases. The concept of abuse of economic dependence gives the enforcers 

more possibility to capture abusive unilateral conduct than the traditional concept of abuse 

of dominance. The notion of abuse of economic dependence can fill in the gap where it is 

difficult to find dominance in a defined market.5  

The concept of abuse of economic dependence, as discussed in Chapter 6.1.2.2.2, can be 

found in §20 of the German Act against Restraints of Competition (Gesetz gegen 

Wettbewerbsbeschrankungen, GWB).6 According to §20(1) GWB, economic dependence 

refers to situations where one party cannot easily switch from one supplier or purchaser to 

others, and thus is economically dependent on that supplier or purchaser. As discussed in 

                                                 

4 Josef Drexl, ‘Anticompetitive Stumbling Stones on the Way to a Cleaner World: Protecting Competition in 

Innovation without a Market’ (2012) 8(3) Journal of Competition Law & Economics 507, 507-508. 
5 Ioannis Kokkoris, A Gap in the Enforcement of Article 82 (British Institute of International and Comparative 

Law, 2009) 69, 80. 
6 The concept of abuse of economic dependence is not a concept in the sense of competition law. Rather, it is more 

often discussed in the field of economics. The theoretical foundation of economic dependence is the incomplete 

contract theory, which introduces the concept of relational-specific investment and sees the residual right of control 

over its assets as its source of bargaining power. The incomplete contract theory is different from the classical 

complete contract theory. The latter assumes that all the market participants are rational and all the market 

transactions are one-shot deals or short-term contracts, whereas the former assumes that market participants have 

only bounded rationality and therefore would pay more attention to the interplay between contractual parties with 

more or less symmetric information in continuous and long-term contracts. While the complete contract theory 

focuses on the elimination of asymmetric information and moral hazard that may invalidate the consent achieved 

when a contract is concluded, the incomplete contract theory introduces the concept of relational-specific 

investment and sees the residual right of control over its assets – ie, ‘the right to decide how these assets are to be 

used except to the extent that particular usages have been specified in an initial contract’ – as its source of 

bargaining power. See Oliver Hart and John Moore, ‘Property Right and the Nature of the Firm’ (1990) 98(6) 

Journal of Political Economy 1119, 1120. For more discussions on the incomplete contract theory, see, eg, Oliver 

Hart, Firms Contracts and Financial Structure (Clarendon Press, 1995); Philippe Aghion and Richard Holden, 

‘Incomplete Contracts and the Theory of the Firm: What Have We Learned over the Past 25 Years?’ (2011) 25(2) 

Journal of Economic Perspectives 181, 181-197; Oliver Hart, ‘Incomplete Contacts and Control’ (2017) 107(7) 

American Economic Review 1731, 1731-1752.  
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Section 6.1.2.2.2, economic dependence exists when there is a (relative) dominant position 

of one party vis-à-vis the other party and the relative dominant position is not necessarily a 

dominant position in the market as a whole. This means one party possesses superior market 

power vis-à-vis the other party.7 This superior market power is assessed in view of the 

relationship of the two parties instead of the whole market.8 In the concept of abuse of 

economic dependence, therefore, the market definition is not as paramount as used in 

traditional competition law methodology. Rather, proper identification of a situation of 

economic dependence is important.  

Within an economically dependent situation, the party with the relative dominant position 

may abuse its superior power to discriminate against the other (dependent) party who has 

become locked in due to the prior relationship with the party or its asset specificity9 and 

cannot switch to other alternatives easily. Actions within such a relationship may constitute 

an abuse of economic dependence.10 In view of the problem with abusive patent litigation, 

the situation between a patentee and an alleged infringer, although not necessarily in a 

contractual relationship,11 presents as similar to the bargaining position between buyers and 

purchasers referred to in the concept of economic dependence. The alleged infringer can be 

held to ransom by the patentee because the alleged infringer has already made investment 

to put the allegedly infringing technology into practice and a switch to other alternatives is 

either impossible or very costly. Under such a situation, the alleged infringer is literally 

dependent on the patentee’s patent and thus subjects itself to the patentee’s potentially 

abusive conduct. It is, therefore, possible to adapt the concept of abuse of economic 

dependence to the situation of abusive patent litigation and provide a restrictive but coherent 

solution within patent law to address the problem.  

                                                 

7 Ingo Brinker and Tobias Holzmüller, ‘The 2007 Amendments to the German Rules Against Anti-Competitive 

Unilateral Conduct‘ (2008) 4 Competition Law International 34, 35.  
8 Pranvera Këllezi, ‘Abuse below the Threshold of Dominance? Market Power, Market Dominance, and Abuse of 

Economic Dependence’ in Mark-Oliver Mackenrodt, Beatriz Conde Gallego and Stefan Enchelmaier (eds), Abuse 

of Dominant Position: New Interpretation, New Enforcement Mechanisms? (Springer, 2008) 55, 61. 
9 According to the definition in Wikipedia, ‘asset specificity’ refers to the inter-party relationships of a transaction. 

It is usually defined as the extent to which the investments made to support a particular transaction have a higher 

value to that transaction than they would have if they were redeployed for any other purpose. See 

<https://en.wikipedia.org/wiki/Asset_specificity>. 
10 Rossignol, Bundesgerichtshof [German Federal Court of Justice], Judgment of 20 November 1975, reported in 

(1976) WuW/E 1391, 1393 et seq.  
11 The patentee and the alleged infringer can, however, potentially establish a seller-buyer (licensor-licensee) 

relationship. See Herbert J Hovenkamp, ‘Antitrust and the Patent System: A Reexamination’ (2015) 76(3) Ohio 

State Law Journal 467, 560. 
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7.1.2 Proposing a Test within Patent Law to Combat Abusive Patent Litigation Based 

on the Concept of Abuse of Economic Dependence 

Up to now, only some countries (such as Germany, France and Japan12) have adopted the 

concept of abuse of economic dependence to address abusive unilateral practices with 

anticompetitive concerns,13 and these legislative measures are confined to competition law. 

Despite the introduction of the concept of abuse of economic dependence in these 

jurisdictions, the definition of economic dependence is weak, leading to a substantial lack 

of certainty on how to assess this concept.14 Ambiguities in term definition bring about 

uncertainties in regulatory enforcement. To make up for the uncertain definition, it is 

necessary to propose a practical and concrete approach for the judiciary.  

On the basis of a traditional competition law framework of analysis and the analysis of 

abusive patent litigation in Chapter 5, this section proposes a three-step-test for identifying 

abuse of economic dependence in a patent litigation scenario, which can be applied to 

identify abusive patent litigation on a case-by-case basis. When dealing with abusive patent 

litigation issues, the court can adopt the concept of abuse of economic dependence. If the 

court finds that the patentee’s conduct constitutes abuse of economic dependence, it will not 

uphold the patentee’s infringement claim. If no abuse of economic dependence is found, the 

alleged infringer will have to stop infringing and compensate for the patentee’s damage.  

The proposed test starts from the proof of the situation of economic dependence, and then 

moves to consider the abusive intent of the patentee in initiating litigation. Generally, in 

competition law analysis of the abuse of dominance, abuse is an objective concept, which 

means market effect plays a central role in identifying abuse, whereby the subjective intent 

does not really matter.15 However, in a patent litigation scenario, intent does matter and 

                                                 

12 Japan uses the term ‘superior bargaining power’ instead of ‘economic dependence’ and included this term in its 

1953 amendments to the Act on Prohibition of Private Monopolisation and Maintenance of Fair Trade: (Act No 

54 of 14 April 1947) art 2.9(v) 

 <https://unctad.org/Sections/ditc_ccpb/docs/ditc_ccpb_ncl_Japan_en.pdf>.  
13 Countries that do not regulate the abuse of economic dependence (eg, Czech Republic, Switzerland and the UK) 

argue that it is unnecessary to create a new category for economic dependence, since current contract law and 

competition law are enough to address these issues. See International Competition Network (ICN), Report on 

Abuse of Superior Bargaining Position (2008). 
14 David Gerber, ‘The German Approach to Price Discrimination and Other Forms of Business Discrimination’ 

(1982) 27 Antitrust Bulletin 241, 253. 
15 Alison Jones and Brenda Sufrin, EU Competition Law: Text, Cases and Materials (Oxford University Press, 4th 

ed., 2011) 368.  
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shall be taken into account.16 When the abusive intent is evident, the assessment of market 

effect of the patentee’s litigation practice shall follow to discern the harm. When economic 

dependence, abusive intent and economic harm are found, the abuse of economic 

dependence in patent litigation is established and the patentee’s claim shall not be upheld.  

1) Existence of economic dependence 

Economic dependence exists in a variety of situations. Economic dependence can occur in 

situations relating to a product range or a strong brand, in situations of long-standing 

business relationships, in situations of product scarcity, in situations of a strong supplier or 

a strong buyer and in situations of technical interoperability of a specific product.17 As 

reflected in German law and practice, uneven market or bargaining power owing to the 

presence of asset specificity also presents a special category of concern,18 which means the 

dependent party has made transaction-specific investments and thus is vulnerable to 

opportunistic conduct of the other party with a relative dominant position.19 In a patent 

litigation scenario, a typical example of such a transaction-specific investment is the 

investment made by an alleged infringer in developing or applying a technology involving 

standard essential patents, where the alleged infringer cannot easily switch to an alternative 

technology and is thus to a great extent dependent on the decision of the patentee. In fact, 

the main criteria advanced by German law and practice in identifying economic dependence 

is exactly the non-existence of sufficient and reasonable possibilities of the dependent 

party to switch to another trading partner.20 To assess whether there are sufficient and 

reasonable possibilities for the dependent party to switch, a wide range of general factors 

have been developed by the German case law, including but not limited to (i) the duration 

of the business relationship, (ii) the size of the party with relative dominant position, (iii) 

the market position of that party and (iv) the historical background of the business 

                                                 

16 See, eg, ITT Promedia NV v Commission (Case T-111/96, [1998] ECR II-2937) (‘ITT Promedia’): setting the 

standard for identifying vexatious litigation.  
17  Kurt Markert ‚Gesamtübersicht zu §20‘ in Ulrich Immega and Ersnt-Joachim Mestmäcker (eds), 

Wettbewerbsrecht: Band 2. GWB Kommentar zum Deutschen Kartellgesetz (C H Beck, 4th ed, 2007) §20, Rdnr 

61-83. 
18 Këllezi, above n 8, 63. 
19 Florian Wagner-von Papp, ‘Unilateral Conduct by Non-dominant Firms: A Comparative Reappraisal’ in Fabiana 

Di Porto and Rupprecht Podszun (eds), Abusive Practices in Competition Law (Edward Elgar, 2018) 225, 241. 
20 Gesetz gegen Wettbewerbsbeschränkungen [Act against Restraints of Competition] (‘GWB’) (as amended up to 

Act of 30 October 2017) § 20(2) [German translation]. 
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relationship.21 In addition to these general factors, Këllezi contends that factors such as asset 

specificity, lock-in effects and other exceptional market conditions may be taken into 

account.22 In relation to patent litigation, to avoid the chilling effect of an over-expansive 

use of the economic dependence concept on the patent landscape, it should be proven that 

the alleged infringer is held up by the allegedly infringing technology and cannot shift to 

any alternative technology or can only shift to an alternative technology with substantially 

high costs. Absent the agreement of the patentee, the alleged infringer will incur a 

substantial value loss of already made investment and cannot pursue its activities unless 

infringing the patentee’s technology, thus subjecting itself to the risk of being extorted by 

the conduct of the patentee. In such a situation, the existence of economic dependence 

between the patentee and the alleged infringer is proven and the court can move to 

investigate the following criteria. If the alleged infringer can switch to an alternative 

technology with reasonable costs, it should not be determined that there is an economic 

dependence between the two parties. 

2) Abusive intent  

In traditional competition law analysis of abuse of dominance, the intent factor does not 

play a necessary role in identifying abuse. Rather, the effect on the market is much 

emphasised.23 However, in handling IP-related litigation issues, the abusive intent has been 

regarded as an important factor by the competition authorities for identifying abuse. As 

discussed in Chapter 5.1.1.2, the case law in the US and EU provides a similar two-pronged 

test in identifying sham litigation/vexatious litigation. In this test, the subjective motivation 

of the litigant must be investigated to prove abuse.24 Based on the two-pronged test already 

used in the US and EU in addressing some abusive litigation practices, this thesis suggests 

a similar mechanism to identify abusive intent. 

In investigating the abusive intent, the court shall first examine if the initiation of litigation 

is objectively baseless in the sense that no reasonable litigant could realistically expect 

                                                 

21 Gerber, above n 14, 256. 
22 Këllezi, above n 8, 83. 
23 Jones and Sufrin, above n 15, 368. 
24 See the discussion in Chapter 5.1.1.2 of this thesis. Both the PREI case in the US and the ITT Promedia case in 

the EU required a proof of bad faith of the IP holders.  
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success on the merits. In this part, the quality of the patent and the validity of the patent 

shall be used as reference points for assessment.  

When the ‘objectively baseless’ element can be identified, the court will then look into the 

patentee’s subjective motivation to determine if the baseless lawsuit conceals an attempt to 

interfere directly with the business relationships of the alleged infringer through the use of 

litigation. This means the litigation is not used to shield off patent infringement. Rather, the 

litigation is used as a sword to squeeze the alleged infringer for unwarranted rents or to 

suppress the alleged infringer’s (follow-on) innovation. In this part, the court can investigate 

a variety of factors, including but not limited to (i) if there is a fraud in obtaining the patent, 

(ii) if the patentee knows that their patent is invalid or not infringed, (iii) if the patentee has 

ever warned the alleged infringer of the existence of the patent, (iv) the frequency of the 

patentee in litigating the same patent and (v) the target group of the litigation.25 When 

abusive intent can be proven, the assessment of economic harm of the patentee’s conduct 

will be conducted to close the entire investigation. 

3) Economic harm 

Absent a provable economic harm resulting from the patentee’s litigation practice, the 

existence of economic dependence and the abusive intent cannot alone prove abuse, since 

the initiation of patent litigation against an infringer is an inherent right of the patent holder, 

especially when the patent is valid. Therefore, the test shall also include an assessment of 

the economic harm of the patentee’s conduct. 

As discussed in Chapter 5, a common characteristic of abusive use of patent litigation is its 

exploitative effect, and a common consequence thereof is loss of consumer welfare. This 

means not only the exclusion of potential competitors distorting competition is a sign of 

economic harm but the exploitation of alleged infringers and/or consumers is also a 

necessary condition in proving economic harm in patent litigation.26  

                                                 

25 For example, a large number of defendants often suggests that the granted patent is obvious. See Hovenkamp, 

‘Antitrust and the Patent System’, above n 11, 558.  
26 This corresponds with the European Commission’s regulation of exploitative abuse: conduct whereby the 

dominant undertaking takes advantage of its market power to exploit its trading partners or customers. See Jones 

and Sufrin, above n 15, 367. 
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A demonstration of harm can be shown through the deterred entry of the alleged infringer 

and/or other potential entrants into the market, the underinvestment of the alleged infringer 

and/or potential inventors in follow-on innovation and the negative impact on consumer 

welfare. In view of the negative impact on consumer welfare, factors like increase in prices, 

reduction in quality and product choices are standard elements for assessment.27 

7.2 Pragmatic Recommendations from Legislative and Administrative Perspectives 

As identified by Bessen and Meurer, abusive use of patent litigation is attributable to several 

weaknesses of current patent system, ie poor patent quality, weak patent notice, the 

disproportion between the remedies and the real economic value of the patented invention.28 

In addition, high litigation costs are also considered contributing to the prevalence of 

abusive patent litigation practices.29 Therefore, apart from the above proposal for courts to 

deal with abusive practices on a case-by-case basis, this section provides a summary of 

several legislative and administrative measures discussed in incumbent literature as 

supplementary measures to address abusive patent litigation. 

7.2.1 Fee-shifting Provision 

With regard to litigation costs, many jurisdictions in the world have a fee-shifting provision 

in their patent laws, while the US has in general required each party in a civil action to bear 

their own attorneys’ fees.30 Both ways of litigation costs allocation have their supporters, 

and the law-and-economics scholarship has not been able to provide a definitive conclusion 

as to which is more effective to induce compliance, settlement or a reduction in litigation 

costs.31 While it is contended in most jurisdictions with a fee-shifting provision that the fee-

shifting rule discourages frivolous litigation and is consistent with principles of restorative 

justice, expressed concerns in the US lie in the excessive deterrence effect on risk-averse 

                                                 

27 These factors are regarded as relevant to consumer welfare in EU competition policy. See, eg, European 

Commission DG Competition, DG Competition discussion paper on the application of Article 82 of the Treaty to 

exclusionary abuses (December 2005) <http://ec.europa.eu/competition/antitrust/art82/discpaper2005.pdf> 4.  
28 James Bessen and Michael J Meurer, Patent Failure: How Judges, Bureaucrats, and Lawyers Put Innovators at 

Risk (Princeton University Press, 2008) 159. 
29 Thomas F Cotter, Patent Wars: How Patents Impact Our Daily Lives (Oxford University Press, 2018) 222. 
30 Thomas F Cotter, Comparative Patent Remedies: A Legal and Economic Analysis (Oxford University Press, 

2013) 147. 
31 Ibid 148. 
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plaintiffs from pursuing meritorious claims.32 However, even in US jurisprudence, there is 

a possibility for the alleged infringer to recover their costs associated with defending a 

patent lawsuit, when the alleged infringer can establish the exceptionality which includes 

‘inequitable conduct before the PTO; litigation misconduct; vexatious, unjustified and 

otherwise bad faith litigation; a frivolous suit or wilful infringement’.33  Although the 

statutory exceptionality requirement makes the fee awards in the US still remain relatively 

uncommon, recent case law in the US showed an inclination among judges to award winning 

party their attorneys’ fees when the infringement claim is proven to be not well-founded.34  

Although it seems unlikely for the US courts to adopt a mandatory fee-shifting rule in the 

short run,35 empirical evidence from countries with mandatory fee-shifting provision has 

proven that this fee-shifting provision does function as an effective deterrent to PAE 

litigation.36 It is, therefore, generally recommendable to use a fee-shifting provision to deter 

abusive patent litigation. In view of the standard of such fee-shifting provision for the courts 

in jurisdictions like the US to award a fee-shifting from losing party to winning party, it can 

be suggested that the usual civil case evidentiary burden of a preponderance of the evidence 

(as shown in the case Octane) 37  rather than the requirement of providing clear and 

convincing evidence should be sufficient. 

7.2.2 Mechanism to Control Patent Quality 

Another countermeasure against abusive patent litigation is to control patent quality, since 

many patents at issue are invalid or have low quality. The quality of the patent is first 

controlled through the examination of patent applications. However, due to the impossibility 

of exhaustive examination during patent applications, granted patents may still be of low 

quality.  

                                                 

32 Ibid. 
33 See Wedgetail Ltd v Huddleston Deluxe Inc, 576 F3d 1302, 1304 (Fed Cir 2009). 
34 See Darin Jones, ‘A Shifting Landscape for Shifting Fees: Attorney-Fee Awards in Patent Suits After Octane 

and Highmark’ (2015) 90 Washington Law Review 505, 505. 
35 Cotter, Patent Wars, above n 29, 222.  
36 Brian J Love et al., ‘Patent Assertion Entities in Europe’ in Daniel Sokol (ed), Patent Assertion Entities and 

Competition Policy (Cambridge University Press, 2017) 104, 104; Christian Helmers, Brian Love and Luke 

McDonagh, ‘Is There a Patent Troll Problem in the U.K.?’ (2014) 24 Fordham Intellectual Property, Media & 

Entertainment Law Journal 509, 510.  
37 See Octane Fitness LLC v ICON Health & Fitness Inc, 134 S Ct. 1749, 1758 (2014) (‘Octane’). 
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In addition to ex-ante patent examination undertaken by patent examiners employed by the 

patent office, patent quality can be further controlled by the public through post-grant 

challenges to the validity of the issued patents. One possible mechanism is a judicial 

challenge by a party that has been sued for patent infringement. This mechanism, which is 

available in the US and Australia, has a relatively high rate of success in practice.38 However, 

decisions made by the court regarding the validity of asserted patents are relatively rare.39 

This situation is especially common in the US, where the litigation cost of defending a patent 

lawsuit is relatively high40 and attorneys’ fees are rarely awarded by the courts to prevailing 

parties.41 As a result, abusive patentees, especially non-practicing entities (NPEs), are likely 

to leverage the high cost of patent litigation defence to extract large settlements even in suits 

asserting patents that are likely invalid. On the other hand, even in the context of good faith 

patent assertion, most accused infringers would rationally choose to settle cases before trial, 

since they can then avoid not only bearing the high litigation cost but also sharing the benefit 

of invalidation with competitors.42  

Given the disadvantages of judicial challenges, an alternative mechanism used to challenge 

the validity of granted patents is some form of post-grant administrative patent review 

carried out by the country’s patent office. In the US where patent quality can be controlled 

through judicial challenges, granted patents can be challenged also through post-grant 

administrative review.43 The earliest post-grant administrative review in the US is the so-

called ‘ex parte reexamination’ procedure, according to which the public can petition to the 

United States Patent and Trademark Office (USPTO) for cancellation of one or more claims 

of an granted patent and re-open the examination process between the USPTO and the 

                                                 

38 In the US, for example, the successful rate of the defence of invalidity of the asserted patent is around 40 per 

cent. See John R Allison, Mark A Lemley and David L Schwartz, ‘Understanding the Realities of Modern Patent 

Litigation’ (2014) 92 Texas Law Review 1769, 1787. 
39 Eg, according to Allison et al’s study on around 5,000 patent lawsuits filed in the US in 2008 and 2009, only 

430 decisions are concerned with the validity of asserted patents: see ibid 1778. 
40 For example, the litigation cost of defending a US patent lawsuit might be likely to exceed US$250,000, even 

for cases with no more than US$1 million in potential damages at stake. See American Intellectual Property Law 

Association, 2017 Report of the Economic Survey (August 2017) I-118. 
41 For detailed discussion on the award of attorneys’ fees, see Chapter 6.1.1.1 of this thesis. 
42 Joseph Farrell and Robert P Merges, ‘Incentives to Challenge and Defend Patents: Why Litigation Won’t 

Reliably Fix Patent Office Errors and Why Administrative Patent Review Might Help’ (2004) 19 Berkeley 

Technology Law Journal 943, 952: ‘[F]or instance, if there are five infringers of equal size, each gets only a fifth 

of the gains from a successful challenge because each is paying only a fifth of the patentee’s total royalties. 

Therefore, the patentee has five times more incentive to prevail in litigation than any one challenger has.’ 
43 Brian J Love, Shawn P Miller and Shawn Ambwani, ‘Determinants of Patent Quality: Evidence from Inter Partes 

Review Proceedings’ (2019) 90 University of Colorado Law Review 67, 94. 
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patentee. 44  Another form of post-grant administrative review is the ‘inter partes 

reexamination’ procedure, which provides petitioners with the option of taking part in the 

subsequent examination process.45 However, neither ex parte reexamination nor inter partes 

reexamination procedures functioned as an efficient alternative mechanism to judicial 

challenges in practice.46 In response, the America Invents Act (AIA) replaced inter partes 

reexamination with a set of three new procedures for the administrative review of granted 

patent claims,47 among which the most popular is inter partes review.48 Unlike the other two 

new forms of administrative challenge created by the AIA – that is, the post-grant review 

and the covered business method patent review, the inter partes review has fewer restrictions 

on its availability, which ‘may be filed against any patent that is more than nine months old 

and may be brought by any party, whether or not they have been sued or threatened with 

suit’.49 As a result, the inter partes review has been used more frequently than its alternatives. 

Compared to its predecessors (such as ex parte reexamination and inter partes 

                                                 

44 USPTO, Manual of Patent Examining Procedures (MPEP) §2209: ‘Procedures for reexamination of issued 

patents began on July 1, 1981, the date when the reexamination provisions of Public Law 96-517 came into effect’. 
45 Ibid §2609: ‘The inter partes reexamination statute and rules permit any third party requester to request inter 

partes reexamination of a patent which issued from an original application was filed on or after November 29, 

1999 …’ 
46 According to the data provided by the USPTO, the success rate of filing petitions for ex parte reexamination 

was relatively low, accounting for only around 13 per cent. Given that patents challenged in ex parte reexamination 

were allowed to be reissued with new claims, patentees often strategically used this procedure to amend their own 

issued claims before asserting these patent rights against petitioners (around 29 per cent of ex parte reexaminations 

were filed by patentees of the challenged patents). Moreover, inter partes reexamination was rarely used in practice. 

Total requests of inter partes reexamination accounts for around only 14 per cent of the total requests of ex parte 

reexamination. See USPTO, Inter Partes Reexamination Filing Data – September 30, 2017, 

<https://www.uspto.gov/sites/default/files/documents/inter_parte_historical_stats_roll_up.pdf>.  
47 Public Law No 112-29, 125 Stat 284 (2011). 
48 The other two new procedures for the administrative review of issued patent claims are ‘post-grant review’ and 

‘covered business method patent review’. Given the greater restrictions on the availability of the two procedures, 

they are used less frequently than inter partes review. See eg, 35 USC § 321(c): ‘A petition for a post-grant review 

may only be filed not later than the date that is 9 months after the date of the grant of the patent …’; 37 CFR § 

42.301(a): providing that covered business method patent reviews only apply to patents that claim a ‘business 

method’ – ie, ‘a method or corresponding apparatus for performing data processing or other operations used in the 

practice, administration, or management of a financial product or service’; 37 CFR § 42.302(a): ‘A petitioner may 

not file with the Office a petition to institute a covered business method patent review of the patent unless the 

petitioner … has been sued for infringement of the patent or … a real and substantial controversy regarding 

infringement of a covered business method patent exists such that the petitioner would have standing to bring a 

declaratory judgment action in Federal court.’; Love, Miller and Ambwani, above n 43, 24-25: indicating that by 

far fewer than 100 post-grant reviews have been filed and around 500 petitions for covered business method patent 

reviews have been filed, whereas almost 6,500 petitions for inter partes reviews have been filed. 
49 Love, Miller and Ambwani, above n 43, 97. 
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reexamination), the inter partes review proceeds much faster50 and provides a petitioner 

with a greater possibility of finality.51 Given the finality of the decisions of inter partes 

reviews, patentees are free from judicial challenges for the same invalidity arguments 

again.52 

Unlike the US where patent quality can be controlled through both judicial challenge and 

administrative review, Germany and China exclusively challenge the validity of granted 

patents through administrative review. Both countries have bifurcated patent litigation 

systems, in which claims of infringement and validity of a patent are decided independent 

of each other in separate proceedings. In Germany, decisions regarding infringement are 

heard by regional courts, whereas decisions regarding challenges to validity are heard by 

the German Federal Patent Court.53 Similarly, decisions regarding infringement in China 

are typically heard by Intermediate People’s Courts, whereas decisions regarding validity 

challenges are heard by State Intellectual Property Office’s Patent Review and Adjudication 

Board.54 

Based upon the experience from the US, Germany and China, an effective post-grant 

administrative patent review mechanism can serve to control patent quality and thereby 

reduce the number of invalid patents, which is helpful to reduce abusive patent litigation 

resulted from invalid patents. 

                                                 

50 See 35 USC § 314(b): providing that the Patent Trial and Appeal Board (PTAB) must determine whether to 

grant – or ‘institute’ – a petition within six months of filing; 35 USC § 316 (a)(11): providing that if a petition is 

instituted the PTAB must issue a final decision on the patentability of the challenged claims within one year of the 

institution decision. By contrast, the median time for terminating the inter partes reexamination is around three 

years. See USPTO, Inter Partes Reexamination Filing Data, above n 46. 
51 Compared to ex parte reexamination and inter partes reexamination which allow patentees to rewrite their claims 

before asserting these patent rights against petitioners, the inter partes review ends with greater finality. Although 

the inter partes review allows the patentee to amend its claim, merely a few claim amendments have been permitted 

by the PTAB. See Love, Miller and Ambwani, above n 43, 25 (data provided by Docket Navigator 

<http://brochure.docketnavigator.com/>). 
52 35 USC § 315(e)(2): ‘The petitioner in an inter partes review of a claim in a patent … that results in a final 

written decision … may not assert either in a civil action … that the claim is invalid on any ground that the 

petitioner raised or reasonably could have raised during that inter partes review.’ 
53 See, eg, Katrin Cremers et al, ‘Invalid but infringed? An Analysis of the Bifurcated Patent Litigation System’ 

(2016) 131 Journal of Economic Behavior & Organization 218, 221-22. 
54 See, eg, Brian J Love, Christian Helmers and Markus Eberhardt, ‘Patent Litigation in China: Protecting Rights 

or the Local Economy?’ (2016) 18 Vanderbilt Journal of Environment & Technology Law 713, 721-22. 
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7.2.3 Patent Notice 

Another administrative method to combat abusive patent litigation is to establish a patent 

notice system. The principle of notice was suggested by Hovenkamp, who indicates that 

‘remedies must be administered so as to encourage optimal and timely private disclosure as 

well as optimal, cost-justified private search’.55 Similar to the real-property notice system, 

the patent notice system could reduce the waste of social cost. An effective patent notice 

system could ensure that entrepreneurs developing new processes or products will not find 

out later that they have transgressed into claims in someone else’s patent. Under an effective 

patent notice system, patentees have a duty to provide the known or likely prospective 

infringers with the information they need prior to the time that they make expensive, 

irreversible investments. A patentee who fails to provide clear and timely notice to 

reasonably foreseeable infringers, should be penalised rather than rewarded. As a result, 

injunctions will not be granted to patentees that fail to give clear and timely notice. The 

measure of damages in patent infringement cases will also take notice into account.56 Such 

a system could prevent the occurrence of patent ambushes that induces potential infringers 

to make investments without knowing the risks, as shown in the Rambus case,57 and patent 

trolls, as shown in the IP Innovation LLC v Red Hat Inc case.58 In the presence of adequate 

and timely notice, patentees may not be in a position to leverage high damage awards. 

The rationale behind such a patent notice system is that the duty to provide or obtain notice 

must generally be placed on the person who can do so at the lowest cost.59 Given the fact 

that patent searches are extremely costly and infamously unreliable,60 providing notice of 

one’s own patent rights is much cheaper and more reliable than searching for likely but 

                                                 

55 Golden puts forward five principles for patent remedies, which are summarised as: (1) nonabsolutism in the 

formulation and application of legal doctrine; (2) antidiscrimination with respect to business models; (3) learning 

(ie, an interest in fostering the production of useful information); (4) administrability and (5) devolution of 

significant decisional responsibility to private or government actors nearest to the facts of an individual case. See 

John M Golden, ‘Principles for Patent Remedies’ (2010) 88(3) Texas Law Review 505, 551-68. Hovenkamp adds 

one additional principle – notice – to Golden’s five principles: see Herbert J Hovenkamp, ‘Notice and Patent 

Remedies’ (2011) 88 Texas Law Review See Also 221, 224. 
56 Hovenkamp adds one additional principle – notice – to Golden’s five principles: see Hovenkamp, ‘Notice and 

Patent Remedies’, above n 55, 224. 
57 Rambus Inc v FTC, 522 F 3d 456, 469 (DC Cir 2008), cert denied, 129 S Ct 1318 (2009) (‘Rambus’). 
58 IP Innovation LLC v Red Hat Inc, 705 F Supp 2d 687 (ED Tex. 2010). 
59 Sheldon F Kurtz and Herbert Hovenkamp, Cases and Materials on American Property Law (Thomson West, 5th 

ed, 2007) 1221.  
60 See Bessen and Meurer, above n 28, 48-51: narrating Kodak’s expensive and frustrated inquiry into Polaroid’s 

patents. 
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uncertain patent rights of others. The patent notice system thus should impose the burden of 

providing notice on the patentee. As discussed above, doing effective patent searches is 

expensive and often leads to ambiguous search results, especially in technologically 

complex areas that are inundated with abstract patents.61 Moreover, unpracticed patents 

owned by NPEs and only present on paper make it hardly possible for prospective 

developers to discover and examine. Due to these failures, patent trolls are rampant in the 

absence of an effective patent notice system. Requiring patentees to provide clear and timely 

notice could thus effectively reduce the occurrence of patent trolling. 

In practice, one important question is when the patentee knew or should have known the 

potential infringers and whether the patentee provided timely notice. The burden of proof 

on these issues should be placed on the patentee. It is assumed that, if timely notice had 

been provided, the patentee and the potential infringer would have negotiated a price 

somewhere between the licensor’s cost and the licensee’s willingness to pay. If the patentee 

fails to provide timely notice, it should assume the burden of proof, proving (1) that had the 

infringer been qualified to make an informed decision before developing its infringing 

product, it would have chosen the patentee’s technology and (2) the royalty the infringer 

would have paid.62 The behaviour that the infringer stopped using the patented technology 

upon being notified of the infringement shows that it would not have chosen the patentee’s 

technology at the beginning, or at least not at the claimed royalty rate.63 If the patentee had 

actually known that a particular developer was likely to infringe but withheld notice, as in 

the case of patent ambush, the patentee’s burden of proof should be particularly strong.64 

7.2.4 An Automatic and Non-Binding Administrative Review of Patent Litigation 

In addition to the above administrative measures to control patent quality and claim 

boundary, Cohen et al proposed a way to restrict abusive patent litigation – that is, an 

automatic and non-binding administrative review of patent litigation.65 According to Cohen 

                                                 

61 Ibid 187-214: illustrating software as examples of abstract patents. 
62 See Grain Processing Corporation v American Maize-Products Company, 185 F3d 1341, 1351 (Fed Cir 1999): 

holding that courts should take the noninfringing alternatives available at the time of royalty negotiations into 

account. 
63 Gregory d’Incelli, ‘Has eBay Spelled the End of Patent Troll Abuses? Paying the Toll: The Rise (And Fall?) of 

the Patent Troll’ (2009) 17 University of Miami Business Law Review 343, 345.  
64 Above n 56. 
65 Lauren Cohen, John M Golden, Umit G Gurun and Scott Duke Kominers, ‘“Troll” Check? A Proposal for 

Administrative Review of Patent Litigation’ (2017) 97 Bonston University Law Review 1775, 1808-41. 
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et al’s proposal, the proposed Patent Litigation Review Board (PLRB) would review issues 

regarding claim construction, infringement, unenforceability and validity, while applying a 

claim-construction standard the same as the courts.66 Compared to previously proposed 

mandatory patent reexaminations contemplating the USPTO reexamination of a limited 

subset of validity issues,67 the PLRB would focus on providing a non-binding, preliminary 

review for any potential issue of patent infringement, enforceability or validity.  

As to Cohen et al’s proposed administrative review process,68 the PLRB would first be 

notified immediately after the filing of a patent suit in district court. As long as at least one 

party to the district court suit opts in this process, the PLRB would conduct a paper hearing 

where parties to the suit would be permitted to file documentary arguments and evidence 

relating to issues of patent claim construction, infringement, unenforceability and validity. 

The PLRB should issue its determinations within 180 days from notification, unless all 

parties to the suit consent to extend the review period. Though the district court would 

automatically stay proceedings during this administrative review process, it is within its 

authority to lift the automatic stay, on the basis of good cause, to consider issuing a 

preliminary injunction, temporary restraining order or dismissal under relevant provision of 

the civil procedural law. The PLRB might trigger a further stay of district court proceedings 

if inter partes or post-grant review at the USPTO is initiated. Within the original 180-day or 

extended review period, the PLRB would register either an affirmative conclusion or a lack 

of any affirmative conclusion based upon a ‘clear and convincing plus’ standard. For fear 

of wasted effort and for the sake of obtaining favourable PLRB judgment, the party would 

be motivated to carefully assert its best arguments. The PLRB’s opinions and judgments 

would be published in general and be accepted by the court. Bearing in mind that such an 

administrative review shall not influence judicial independence, the PLRB’s determinations 

on substantive matters would be advisory only for the court. Accordingly, to ensure 

administrative independence, there would be no judicial review of the PLRB’s 

determination. But the trial court would defer to PLRB’s determinations depending upon 

the PLRB’s expertise, its care in deliberation, the unanimity of its judgments, as well as the 

                                                 

66 Ibid 1782. 
67 Benjamin J Bradford and Sandra J Durkin, ‘A Proposal for Mandatory Patent Reexaminations’ (2012) 52(2) 

IDEA – The Intellectual Property Law Review 135, 164-65. 
68 The following description of this administrative review process is based on Cohen et al’s article: see Cohen, 

Golden, Gurun and Kominers, above n 65, 1825-30. 
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quality of evidence before it. In addition to issuing determinations within the timeframe, the 

PLRB would be required to comment on the status of patent litigation from its perspective. 

Cohen et al’s design for the framework of such an administrative review is delicate and 

subtle, taking different issues into account. It could help discourage relatively weak patent-

infringement lawsuits at an early stage, substantially reducing litigation costs. Its 

implications within and beyond the trial court could enhance the litigation and bargaining 

positions of patent holders with especially strong cases. Through reviewing the disputed 

cases, such an early-stage administrative review could identify and mark weaknesses in 

litigation positions, which would be beneficial to both private parties and the courts. 

Moreover, the PLRB could also contribute to policymaking. Particularly, its information-

gathering potential could provide policymakers with data that promotes evaluation and 

adjustment of patent system performance. Given the potential unexpected outcomes from 

the institution of PLRB review, Cohen et al recommend initially adopting such a review 

framework on a pilot basis along with a sunset provision. Through reevaluating the 

framework within a few years on the basis of information gathered from the PLRB, 

policymakers could adjust the design of the framework from time to time and provide 

innovative policymaking when necessary so as to ensure the optimal performance of the 

dynamic patent system.  

7.3 Summary 

It is obvious that abusive patent litigation will exert negative effects on market competition, 

innovation environment and eventually consumer welfare. It, therefore, shall be controlled. 

However, it shall also be borne in mind that the patent litigation mechanism is an important 

instrument for patent holders to protect their rights, and works as a shield to fence away 

infringements, thus ensuring the goal of patent regime to be realised. With the value of 

patents being increasingly recognised, the sword function of patent litigation is much 

favoured by those patent holders who either expect to purely monetise the patents or have 

the intention to gain competitive advantage in the market. The right to initiate patent 

litigation against an infringer is by itself ensured by patent law, as long as the initiation of 

patent litigation does not go against the intrinsic goal of the patent regime, which is the 

protection of dynamic competition in the market for the ultimate good of consumer welfare. 

When the goal of the patent regime is at stake, the patent holder’s practices shall be 
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controlled. However, to hold patent holders strictly accountable for every improper 

assertion would substantially reduce the value of patents, seriously undermining the 

regime’s ability to provide the desired incentives.69 Therefore, high standards of proof and 

a narrow category of cases shall be defined in accordance with the due function that patent 

litigation mechanism shall perform within the patent regime.  

Based on the above consideration, any proposed mechanism to control abusive patent 

litigation practices shall be delicate and used in a pre-defined framework. To better serve 

this purpose, the proposed judicial adaptation in this thesis, compared to possible 

administrative and legislative measures, is worthy of further research for implementation. 

                                                 

69 See USM Corp v SPS Tech Inc, 694 F2d 505, 512 (7th Cir, 1982) discussing the adverse effects of over-

sanctioning patent owners on the patent regime; Vincent Chiapetta, ‘Living with Patents: Insights from Patent 

Misuse’ (2011) 15(1) Marquette Intellectual Property Law Review 1, 56. 
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