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Justice Dept. IP Shift Favors Licensors

BY KEVIN HARDY AND SAMUEL DAVIDOFF

The Department of Justice reversed course Nov. 10
on its longstanding policies relating to patents and tech-
nology standards, a move likely to please patent owners
who license patents covering modern technology stan-
dards.

In a sharp break with past enforcement trends, Ma-
kan Delrahim, the newly confirmed head of the anti-
trust division, announced that the DOJ:

(1) is no longer focused on issues of patent ‘‘hold-up’’
in the standard-setting context,

(2) will no longer consider action against patent hold-
ers who seek injunctive or exclusionary relief on
standard-essential patents, and

(3) will begin to scrutinize standard setting organiza-
tions that adopt rules limiting the rights of standard-
essential patent holders.

It remains to be seen how these new positions will
play out in practice, but they are likely to shift the play-
ing field in favor of patent licensors and could have
wide-ranging impacts on standards development, li-
censing, and litigation in the ever expanding telecom-
munications industry.

Background For at least the past decade, competition
regulators — including the DOJ — have acknowledged
an inherent tension in allowing competitive firms to
work together to select and develop technological stan-
dards like the 4G LTE and Wi-Fi standards that allow
our smartphones and tablets to communicate. On the
one hand, allowing industry players to define a stan-
dard provides substantial benefits in terms of time and
cost savings, interoperability, and other efficiencies. On
the other hand, allowing competitors to agree on one
standard necessarily reduces consumer choice and
market competition.

This tension is particularly acute when portions of a
standard are covered by patents — i.e., standard-
essential patents (SEPs). In that case, the choice of a
standard will benefit those competitors who hold pat-

ents covering the anointed standard. The specific risk is
that the owner of a patented technology necessary to
implement the standard will be able to extract higher
royalties for an SEP once competitive alternatives have
been eliminated by the adoption of the standard. This
problem is typically referred to by economists, regula-
tors, and courts as ‘‘hold-up.’’

To mitigate these competitive concerns, many stan-
dard setting organizations (SSOs) require their mem-
bers to disclose SEPs and commit to license them to all
implementers of the standard on fair, reasonable, and
nondiscriminatory (FRAND) terms. The idea behind the
FRAND commitment is that the problem of ‘‘hold-up’’ is
ameliorated when SEP holders agree to allow imple-
menters to use their patents in exchange for no more
than a reasonable license fee.

Although the FRAND commitment is a contractual
one, over the past years, competition regulators (includ-
ing the DOJ) have given antitrust scrutiny to situations
in which SEP holders have sought injunctions (or simi-
lar relief) on FRAND-encumbered patents. The regula-
tors’ concern is that an SEP holder who threatens an
implementer with an injunction on a single patent is ef-
fectively threatening to block the implementer’s use of
the entire standard because that single patent, no mat-
ter how inconsequential, is nevertheless ‘‘essential’’ to
practicing the standard. In other words, the threat of
such a blocking injunction may cause the implementer
to agree to pay inflated, anticompetitive royalties — i.e.,
to be ‘‘held-up.’’

Accordingly, at least until recently, the regulatory
consensus in the U.S. was that SEP holders should not
be able to obtain injunctive relief absent unusual cir-
cumstances (such as a refusal by the implementer to
take or negotiate a license). This is consistent with the
position of the U.S. Court of Appeals for the Federal
Circuit, the federal appellate court with jurisdiction
over patent issues, which has held that a FRAND com-
mitment ‘‘strongly suggest[s]’’ that damages — not in-
junctions — are the appropriate remedy for SEP in-
fringement.

Along similar lines, the DOJ has historically been
supportive of SSOs taking steps to enhance the clarity
and robustness of the FRAND commitments they ask of
their members. Most notably, in 2015, the DOJ issued a
business review letter in connection with a proposed
policy change by the IEEE — the SSO responsible for
the Wi-Fi standard, among others — in which the DOJ
applauded the SSO’s efforts to clarify the limited situa-

Kevin Hardy and Samuel Davidoff are part-
ners at Williams & Connolly LLP. They repre-
sent high-tech clients on issues relating to
intellectual property and antitrust, with a par-
ticular focus on the intersection of those
issues in the technology standards context.

COPYRIGHT � 2017 BY THE BUREAU OF NATIONAL AFFAIRS, INC. ISSN 0148-7965

BNA’s
Patent, Trademark
& Copyright Journal®

https://www.justice.gov/opa/speech/file/1010746/download


tions in which injunctive relief on SEPs was appropri-
ate and provide guidance on how to calculate a reason-
able royalty.

According to Delrahim, the DOJ no longer holds
these views and will alter its enforcement priorities ac-
cordingly. We briefly summarize DOJ’s new positions
in this area:

Hold-Out, Not Hold-Up The DOJ has reframed the
antitrust problems previously identified by regulators in
the standards context. The DOJ now takes the view that
‘‘the so-called ‘hold-up’ problem’’ is only a concern that
an SEP holder may ‘‘delay licensing until its royalty de-
mands are met.’’

This is in contrast to the DOJ’s prior view of the prob-
lem, which was that hold-up ‘‘entails asserting the pat-
ent to exclude a competitor from a market or obtain a
higher price for its use than would have been possible
before the standard was set.’’ Under the DOJ’s new
view of hold-up, the ‘‘so-called’’ problem it presents is
one of ‘‘unilateral’’ action rather than anticompetitive
exclusion and therefore in less need of antitrust scru-
tiny.

Moreover, the DOJ’s new view is that prior discus-
sions of the ‘‘hold-up’’ problem, have overlooked ‘‘a
more serious risk: the hold-out problem.’’ The ‘‘hold-
out problem,’’ according to Delrahim, arises ‘‘when
implementers threaten to under-invest in the implemen-
tation of a standard, or threaten not to take a license at
all, until their royalty demands are met.’’

The recognition of ‘‘hold-out’’ risk is not new. The
DOJ and other regulators have previously acknowl-
edged the concern that an implementer might refuse to
take a license to an SEP and, indeed, that is one of the
situations in which they have acknowledged an injunc-
tion could be appropriate.

But there are two significantly novel aspects to the
DOJ’s current focus on ‘‘hold-out.’’ First, the DOJ now
takes the view that ‘‘hold-out’’ is unquestionably ‘‘a
more serious impediment to innovation’’ and ‘‘of
greater concern’’ than ‘‘hold-up.’’ Second, the DOJ is
now of the view that ‘‘hold-out’’ is a ‘‘collective’’ prob-
lem and therefore more worthy of antitrust scrutiny
(unlike ‘‘unilateral hold-up’’).

To the authors’ knowledge, this is the first time any
competition regulator has taken the view that refusal to
take a license to an SEP, standing alone, presents anti-
trust concerns. It remains to be seen how DOJ develops
this view going forward.

No Concern With SEP Injunctions Consistent with its
new views on ‘‘hold-up’’ and ‘‘hold-out,’’ the DOJ’s re-
vised position on injunctions and SEPs is that antitrust
regulators have gone too far in limiting the rights of pat-
ent holders. In particular, the DOJ now views regula-
tory efforts to limit the availability of injunctive relief
for SEPs as an ‘‘anathema to the policies underlying the
intellectual property system envisioned by our forefa-
thers.’’

As Delrahim explained:
‘‘Patent rights are conferred by statute and guaran-

teed by the U.S. Constitution. The enforcement of valid
patent rights should not be a violation of antitrust law.
A patent holder cannot violate the antitrust laws by
properly exercising the rights patents confer, such as
seeking an injunction or refusing to license such a pat-
ent. Set aside whether taking these actions might vio-
late the common law. Under the antitrust laws, I hum-

bly submit that a unilateral refusal to license a valid pat-
ent should be per se legal.’’

The general view that any refusal to license a patent
is ‘‘per se legal’’ appears to be a departure from the
DOJ’s position since at least 2007 that although uncon-
ditional refusals to license will generally not raise anti-
trust concerns, ‘‘there are circumstances in which im-
posing conditions for a license may be anticompetitive,
and that view is consistent with a long line of antitrust
cases.’’

The DOJ’s new position specifically on the availabil-
ity of injunctions on SEPs also is a marked contrast to
prior DOJ positions on this issue. Although the DOJ had
not previously brought a public enforcement action
based on the seeking of an SEP injunction, it has sev-
eral times expressed its view that injunctive relief is
generally inconsistent with FRAND obligations.

As Acting Attorney General Renata Hesse explained
in 2015:

‘‘Inherent in such a [F]RAND commitment is a
pledge to make licenses available to those who practice
such essential patent claims as a result of implementing
the standard — in other words, not to exclude these
implementers from using the standard unless they re-
fuse to take a [F]RAND license. Over the past several
years, U.S. patent courts have recognized this principle,
making it unlikely that a patent holder bound by a
[F]RAND commitment, even one that does not address
explicitly the availability of injunctive relief, can secure
an injunction (in addition to monetary damages) in an
infringement action.’’

The DOJ’s new policy on SEP injunctions as a matter
of antitrust law does not change patent and contract
law, a point Delrahim acknowledged in his speech. How
the DOJ’s views will influence other regulators and
courts examining requests for SEP injunctions remains
to be seen.

Antitrust Scrutiny of SSO’s The DOJ’s final new pro-
nouncement relates to SSO activity. the DOJ has his-
torically not interfered with SSO patent policy, and in-
deed, as noted above, has generally approved SSO poli-
cies that clarified and enforced the FRAND
commitment to licensing SEPs. It appears that will now
change.

According to Delrahim:
‘‘The antitrust division will therefore be skeptical of

rules that SSOs impose that appear designed specifi-
cally to shift bargaining leverage from IP creators to
implementers, or vice versa. SSO rules purporting to
clarify the meaning of ‘reasonable and nondiscrimina-
tory’ that skew the bargain in the direction of imple-
menters warrant a close look to determine whether they
are the product of collusive behavior within the SSO.’’

Two specific rules he suggested will be subject to this
new scrutiny are: (1) SSO rules purporting to base pat-
ent royalties on the ‘‘smallest saleable component’’ and
(2) ‘‘rule[s] that restrict[] a patent-holder’s right to seek
injunctive relief,’’ as the DOJ now believes such rules
‘‘undermine the incentive to innovate and worsen the
problem of hold-out.’’

These examples appear to be drawn from recent
changes to the IEEE’s patent policy, which endorsed the
use of smallest saleable component and clarified re-
strictions on the availability of injunctive relief. Inter-
estingly, both changes had previously received ‘‘no ac-
tion’’ approval from the DOJ in the business review let-
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ter mentioned above. Whether the DOJ will try to revisit
that review and how it will scrutinize other SSO activity
are both open questions.

Conclusion The antitrust division’s about-face on
SEP policy is likely to engender uncertainty in the tele-
com IP community. It is too early to predict exactly how
these new policies will influence the direction of the in-
dustry, but we note a few areas that will likely be worth
watching in the coming months:

s Statements of other regulators in the U.S., includ-
ing the Federal Trade Commission, U.S. Patent and
Trademark Office, and U.S. Trade Representative,
whose existing policies now appear to be at odds with

the DOJ’s. Note that both the FTC and the USPTO have
new heads awaiting confirmation.

s SEP holders’ use of the U.S. International Trade
Commission as a forum for obtaining exclusion orders
(a form of injunctive relief) on SEPs. This forum had
been viewed as unlikely to be fruitful for SEP holders
since the USTR vetoed a proposed SEP-based exclusion
order against the iPhone in 2013; that could be chang-
ing.

s Changes in SSO patent policies — and even
changes in general practices related to the discussion of
potential modifications of patent policies — in reaction
to DOJ’s promise of increased scrutiny.

To contact the editor responsible for this story: Fawn
Johnson at fjohnson@bloomberglaw.com
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