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Abstract 

rammed, jammed & bifurcated: 
the convergence and divergence of intellectual property and 
competition policy in the digital environment 

This thesis is directed to the intersection between intellectual property (IP) 
and competition policy in the digital environment. The policy debate to 
which this thesis contributes is the controversy as to whether a forced 
licensing of intellectual property rights (IPRs) will advance or inhibit 
innovation and creativity with a corresponding effect on consumer welfare. 
In the Australian context the debate is focused on whether s. 46 of the 
Competition and Consumer Act 201 0 (as the successor to the Trade 
Practices Act 1974) should be applied to remedy refusals-to-license IPRs. 

This thesis argues that the optimum model to achieve the balance between 
the protection of the incentive to innovate or create and the competition 
policy of promoting competitive markets, including IP product markets is a 
model that provides for narrow IP protection (that focuses on the scope of 
the grant of the IPRs) with the application of competition policy (that treats 
the exercise of IPRs in the same way as the exercise of other property 
rights). Such a model is argued as not resulting in an expansive scope for the 
application of s. 46 as the High Court in the NT Power v P A WA (2004 ), 
described 'the notoriously difficult task of satisfying the criteria of liability ' 
of s. 46. This thesis considers the scope of copyright protection in the digital 
environment in relation to the impact of IceTV v Nine Network (2009) in 
which the High Court re-evaluates the concepts of ' originality ' and 
' substantial reproduction' , and as a consequence, address what members of 
the High Court described as the public interest ' in maintaining a robust 
public domain in which further works are produced. ' The focus of this 
thesis is on the digital environment and includes consideration of the role of 
the access control technology protection measures in the Copyright Act 
1968 (Cth) and their possible use to subvert the proper balance between IP 
and competition policy, the IP doctrines that identify the boundaries of the 
IPRs and the specialist doctrines that address any attempt to 'overreach' or 
' misuse' of IPRs. 

This thesis investigates the intersection of IP law and competition policy in 
the digital environment by adopting an approach that integrates property 
rights theory and the economic justification for IPRs with emerging 
economic analysis for digital telecommunication networks. The analysis of 
competition policy in respect to the digital envirorunent incorporates the 
emerging economic analysis as to: Schumpeterian ' creative destruction'; 
contestable market theory; 'network externalities' or 'network effects' that 
apply to digital technologies; the nature of two-sided markets; and the 
theory of raising rival's costs as it applies to asserting IPRs. 



rammed, J·ammed & bifurcated: 
the convergence and divergence of 
intellectual property and competition policy 
in the digital environment 

Chapter 1: Introduction to the influence of 
intellectual property rights on 
business strategies adopted by firms in 
the digital environment 

'[I}ntellectual property rights influence competitive strategy 
in the information technology sector' (Farrell & Shapiro, 
2004) 1 

1. Competition strategies of frrms in the digital environment 

(a) The digital revolution 

In the digital enviromnent in which information and conununication 
technology (ICT) firms operate intellectual property (IP) is a key 
element in business strategies that involve 'computer mediated 
transactions ' , which allow ICT finns to use computer technology to 
compete in markets for the supply of tangible products and the 
delivery of digital services via telecomn1unication networks. These 
computer mediated transactions are described by Varian (2010) as 
having 'enabled significant improvements in the way transactions 
are carried out and will continue to impact the economy in the 
foreseeable future' .2 It is common practice to refer to the 'digital 
economy' 3 or the 'new economy' when discussing the impact of 
digital technology on the traditional product tnarket paradigm, 

1 J. Farrell and C. Shapiro, Intellectual Property, Competition, and Information Technology 
(17 March 2004) UC Berkeley: Competition Policy Center 
<http: //escholarship.org/uc/item/3s03932b>. 
2 HR. Varian, 'Computer-Mediated Transactions' in B. Szoka and Marcus. A. (eds), The Next 
Digital Decade: Essays on the Future of the Internet (20 1 0) 239. (TechFreedom.org). 241. 

3 The Digital Economy: Future Directions paper defmes the digital economy as 'the global 
network of economic and social activities that are enabled by platforms such as the internet, 
mobile and sensor networks.' DBCDE, Australia's Digital Economy: Future Directions 
Report (July 2009) Department of Broadband, Communications and the Digital Economy. 



however May (2004)4 argued that digital technology merely 
provides new business opportunities rather than a new economy. 
Other descriptors in common use are the 'digital revolution', 
' digital age ' and ' computer age', which convey the idea that 
computer technology has transformed society; the descriptors 
' information age' and ' information era' direct attention to the fact 
that digitisation has made information a more accessible and 
marketable commodity. These descriptors also convey the idea of 
instant access to services that may inform or entertain the user. The 
digital environment referred to in the title of this thesis is the use of 
computer technology and networks of computers to create the 
internet and the publishing forum known as the world wide web or 
web; this digital environment creates ' a new f orm of (marketised) 
space' .5 Marc Andreessen (2011 ),6 who in the early 1990s was a co-
founder of Netscape browser company, argued that software 
companies are 'poised to take over large swathes of the economy' 
as a consequence of the adoption of software to run business 
applications and the use of software to deliver online services. 
Andreessen provided Amazon.com as an example the 'phenomenon 
of software eating a traditional business '; both in the use of the web 
for the purchase of books and the downloading of eBooks onto 
tablet devices. From beginning as a 'virtual' book store Amazon has 
evolved to compete directly with the 'Big Six' publishers in signing 
authors so that it co1npetes at different levels with existing 
participants in the publishing business. 7 

The evolution of digital products and services has resulted in the 
disintermediation of the com1nercial and consumer envirorunent 
through what John Perry Barlow (1994) identified as 'unfixing' of 
content from the carrier of that content. 8 The consequences of 
digitisation of music and audiovisual material are a matter of 
continuing controversy with much argument as to whether 

4 C. May, 'Commodifying the 'information age': Intellectual property rights, the state and the 
internet' (2004) 1(3) SCRIPTed 408 . 
5 May comments that '[t} echnologies can change without any necessary corresponding shift 
in the way the economy is organised: the Internet, in this sense, is merely a new form of 
(marketised) space for capitalist relations to operate within.' Ibid. 
6 Marc Andreessen, Software is eating the world (20 August 2011) The \Vall Street Journal 
<http://online.wsj.com/article/SB 10001424053111903480904576512250915629460.htrnl> at 
4 September 20 11. 
7 B Stone, Amazon's Hit Man: Larry Kirshbaum was the ultimate book industry insider-until 
Amazon called (25 January 2012) Bloomberg Business Week 
<http://www.businessweek.com/magazine/amazons-hit-man-01252012.html> at 27 January 
20 12. The 'Big Six' are: Random House, Simon & Schuster, 
HarperCollins, Penguin, Hachette, and Macmillan. 
8 JP. Barlow, 'The Economy of ideas: Selling Wine Without Bottles- the Economy of Mind on 
the Global Net' in Hugenholtz (ed), The Future of Copyright in a Digital Environment. 
(Kluwer). 
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digitisation threatens the creative industries. 9 Responses to the 
disintermediation of content have included the implementation of 
digital rights management (DRM) technology and the adoption of 
license terms controlling rights of access and use. 10 DRM 
technology, together with ' clickthru' license agreements, can be 
used by IP owners to impose controls that limit what the user may 
do with content that is not subject to protection by the IP regimes or 
give IP owners the ability to limit or prevent actions that are 
otherwise actions permitted by the IP regitnes. The use of' clickthru' 
license agreements introduces issues as to the proper scope of 
contract law, although that discussion is outside the scope of this 
thesis. 11 

The disintermediated conunercial and consumer environment 
described by John Perry Barlow has undergone further evolution. In 
the context of a commentary of the Finkelstein inquiry into 
Australia media, 12 Kohler (2011) 13 commented that 'first chapter of 
the internet involved a simple but profoundly disruptive lowering of 
barriers to entry and the sh(ft of power from producers to 
consumers' . Kolber then noted that social media platforms that 
subsequently emerged resulted in a profound change to how 
consumers engage with sources of 'news'. The traditional model 
involves media publishers packaging information and entertainment 
for delivery to consumers through distribution channels controlled 
by the publisher. This business model came under pressure 
following the development of internet search engines - this first 
phase of the internet was a consutner driven competitive and 
disaggregated model in which search engines acted as the ' gate 

9 There an many opinions as to the impact of digitisation on the creative industries, 
intere ting commentaries are provided by: M. Masnick and M. Ho, 'The Sky is Rising' 
(January 20 12) CCIA/Engine Advocacy/Floor64. MA. Lemley, 'Is the Sky Falling on the 
Content Industries?' (2011) 9 J ofTelecommunications and I-ligh Technology Law. 
10 DRM technology is described in the Glossary. DRM is used in this thesis as a general term 
to describe any digital locking technology used to achieve control over access, use and 
reproduction of copyright works or the control of access to digital devices. DRM technology 
is considered in Chapter 2, and also in Chapter 8, Section 1 in relation to a ' technological 
protection measure' and 'access control technological protection measure' as defmed in the 
Copyright Act 1968 (Cth). The positive benefits of the DMCA in enabling web-based firms 
to thrive is described by D. Kravets, 2008 (27 October 2008) (1 0 Years Later, Misunderstood 
DMCA is the Law That Saved the Web), Wired.com Blog 
<http://blog.wired.com/27bstroke6/2008/10/ten-years-later.html> at 11 September 2009 . 
11 See generally N. Lucchi, 'Intellectual Property Rights in Digital Media: A Comparative 
Analysis of Legal Protection, Technology Measures, and New Business Models under EU 
and US. Law', 53 Buffalo L. Rev. 1111-91 (2005). (republished in 'The Political Economy of 
Intellectual Property Rights' C. May (ed) Vol. III, 547-596 Edward Elgar (2010)). 
12 Senator the Hon Stephen Conroy, 'Government announces Independent Media Inquiry' 
(Press Release, Minister for Broadband, Communications and the Digital Economy, 14 
September 2011) <http://www.minister.dbcde.gov.au/media/media _releases/20 111254>. 
13 A. Kohler, Media inquiry: the Burke and Wills adventure of our time (27 September 20 11) 
ABC - The Drum <http://www.abc.net.au/news/20 11-09-27 /kohler-media-inquiry-the-burke-
and-wills-adventure-of-our-time/2946124> at 27 September 2011. 
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keeper' to the location of relevant information. The impact of social 
media platforms has resulted in an evolved web delivery model, 
which is described by Kohler as being, '[f} ar more content is 
flowing between consumers than from producers to consumers'. In 
this evolved model, search engines are not necessary to locate 
sources of ' news ' as consumers use social media, such as Facebook 
and Twitter, to select other consumers to locate and deliver 
information and entertainment to the account of the consumer. The 
impact of this model on search engine and web portals is significant 
as U.S. consumers' time spent online on Facebook and Twitter is 
climbing; whereas Google, Yahoo!, Bing and AOL sites are all 
experiencing falling percentages of consumers' online time. 14 

Consumer choice has a consequential impact on the revenue 
generated by each social media platform. 

The digital technologies discussed in this Introduction have a 
disruptive effect on the exercise of intellectual property rights 
(IPRs ); in particular the use of peer-to-peer (P2P) file share software 
to infringe copyright in music and audiovisual productions. 15 The 
nature and extent of the copyright 'crisis ' resulting from P2P 
technology is complex as Vaidhyanathan (2007) commented that: 
'Songwriters write. Producers produce. Distributors distribute. 
Lawyers sue. Downloaders download. We learned three essential 
truths from the downloading debate: a shared fi le is not a lost sale, 
there is a significant difference between a crisis and a moral panic, 
and culture is not zero-sum.' 16 An analysis of the effect of these 
disruptive technologies in not within the scope of this thesis as any 
consideration of the effect of P2P technology must focus on 

14 P. Kafka, The Facebook Chart That Freaks Google Out (27 September 2011) All Things D 
<http:/ /allthingsd.com/20 11 0926/the-facebook-chart ~that& freaks-google-out/> 29 September 
2011. See also SW. Waller, Antitrust and Social Networking (2011) North Carolina Law 
Review, forthcoming 2012 (SSRN eLibrary) <http://ssrn.com/paper=1948690>. 
15 The consequences of digitisation and peer-to-peer (P2P) technology are not considered by 
this thesis; see generally P. Goldstein, Copyright's Highway: From Gutenberg to the 
Celestial Jukebox (1994). AD. Murray, The Regulation of Cyberspace: Control in the 
Online Environment (2007). A. Johns, Piracy: The intellectual property wars from 
Gutenberg to Gates (20 10). Anti-Counterfeiting Trade Agreement, opened for signature 3 
December 2010. Article 27.1 of the ACTA describes the obligation as to enforcement of IPRs 
in the digital environment ' including expeditious remedies to prevent infringement and 
remedie which constitute a deterrent to further infringements. ' See also A. Moses, Piracy: 
are we being conned? (22 March 201 1) Sydney Morning Herald 
<http://www.smh.com.au/technology/technology-news/piracy-are-we-being-conned-
20110322-lc4cs.html> at 22 March 2011. A. Moses, Music piracy war: are the big labels 
wasting their time? (28 March 2011) Sydney Morning Herald 
<http://www.smh.corn.au/technology/technology-news/music-piracy-war-are-the-big-labels-
wasting-their-time-20110328-1ccrl.html> at 28 March 2011. G. Jericho, Forget pirates, the 
film industry has plundered itself(18 January 2012) Australian Broadcasting Corporation 
<http: //www.abc.net.au/unleashed/3779894.html> at 18 Jan. 2012. 
16 S. Vaidhyanathan, 'The Googlization of Everything: The Future of Copyright' (2007) 40 U. 
C. Davis L. Rev. 1207-1231. 1211. See also JP. Barlow, 'The Next Economy of.ldeas: Will 
copyright survive the Napster bomb? Nope, but creativity will', Wired Magazine, 8: 10, 
(October 2000), 240-252. W. Patry, Moral Panics and the Copyright Wars (2009). 
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implications of the unlicensed copying, distribution and use of 
copyrighted material. This thesis has a different focus as the 
property rights are acknowledged, including the right of IP owners 
to take legal action to seek remedies for unlicensed use of IP. 
Having acknowledged the property rights this thesis provides an 
inquiry as to the scope of those rights by considering the internal IP 
rules and doctrines that can be described as managing access to 
intellectual property by competitors and also considers whether the 
assertion of intellectual property rights can be contested by reference 
to the principles and policies of competition law. 

Andreessen, as noted earlier, identified the 'phenomenon of software 
eating a traditional business '; digital services have evolved to take 
advantage of the ability of a digital 'platform' to provide a market 
that is not possible in a non-digital environment. For example the 
telecommunications ecosystem now extends beyond the provision of 
voice communication services to provide applications ('apps') that 
meet the commercial, information and entertainment needs of users 
as well as social networking websites that connect users. Success in 
the digital environment is not assured as Evans (2011) comments 
that 'business landscape is dotted with the carcasses of platforms '17 

as those platforms failed to manage the delivery of value to either 
supplier/seller side or the customer/user side of these so-called two-
sided or multi-sided platforms; or the users deserted the platfonn for 
some other online experience. 

Digital platforms, in the form of computer software or digital 
devices, and the digital pipelines through which communication of 
data, information, audio and audiovisual content flows are the 
preferred environn1ent for both corr11nerce and entertainment 
services. The networked relationship between the digital pipelines 
and the digital platforms brings changes to the competitive nature of 
the marketplace in that a ' network effect' is created as consruners 
adopt a technology for what they perceive are its benefits or 
advantages over competing technologies. 18 Once the users adopt a 
technology they may be reluctant to change to a new technology, 
both because of the cost and the inconvenience in learning to use the 
new technology; so that consumers may be reluctant to change to a 
substitute product, even if that product is better than that supplied by 
the incumbent firm. This network effect has an effect on competitive 

17 DS. Evans, Tips for 2012: Platform Carcasses- How to Keep Yours Out of the Pile (31 
December 2011) PYMNTS.COM <http://pymnts.com/cornmentary/pymnts-voice/tips-for-
20 12-platform-carcasses-how-to-keep-yours-out-of-the-pile/#.TwWv _ 07naZs. twitter> 6 .Jan. 
2012. Evans give the example of MySpace that once 'dominated the social networking scene 
but is on life support now as positive feedback effects went in reverse' as it failed to 
'encourage good behavior and discourage bad behavior'. 
18 'Network effects' or ' network externalities' occur where the more people are connected to 
a system the greater benefi t each individual gets from being connected to the system. For 
example the larger subscriber base for telecommunication system the greater number of 
people an individual can contact- hence the greater benefit flowing to an individual 
subscriber. See Chapter 4, Section 2. 
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outcomes in that there is competition ' for ' the marketplace rather 
than there being competition ' in' the marketplace. The tendency for 
high technology markets to become dominated by a single firm 
flows from the ' first mover advantage', in that the first firm to 
secure a significant pool of users can go on to dominate the market 
such that the 'winner takes all ', with the result that firms that follow 
the first mover into that market struggle to escape from niche 
submarkets. 

What will now be described is a simple model of the relationship 
between IP and competition policy; the nuances and complications 
inherent in the operation of the policy level that are used to balance 
the relationship between IP and competition policy will be further 
developed in this thesis. 

6 



(b) A simple model of the relationship between IP and competition 
policy 

Competition policy is directed to advancing consumer welfare, with 
a competitive product market being open to producers to create 
products that perform the same function as other products - in other 
words, to allow competition by substitution - where consumers have 
the choice of products from different suppliers that carry out the 
same primary function although there may be differences in price, 
quality or differences in the secondary functionality of the product. 

At this point it is appropriate to described what is understood as 
intellectual property rights (IPRs ). The primary attention in this 
thesis is given to the statutory copyright and patent regimes that are 
directed to the encouragement of innovation and creativity; there 
are also the sui generis regimes that exist for circuit layouts and, in 
the European Union, the database rights that stand alongside the 
copyright regime as it relates to compilations. 19 It is also common 
practice to include in the discussion of IPRs, the actions in equity 
related to confidential information and trade secrets (although in 
some common law jurisdictions such actions do not rely upon there 
being a property interest in the information). There are also those 
legal actions directed to ensuring the integrity of the market (the 
statutory trade mark regime, common law action in 'passing off' 
and tort actions and legislation directed to trade practices by 
participants in the market).20 

The copyright regime grants property rights to works, albeit with 
the test for an original work being very low as compared to the 
novelty requirement of patent registration.21 Creators of copyright 
works have incentives to incur the costs and risks of engaging in 
creativity as they can take action to prevent others from marketing 
direct irnitations of the copyright works during the term of the 
copyright. The justification for the copyright regime is that it 
advances social welfare through the dissemination of knowledge 
with the copyright works eventually falling into the public domain. 

The policy levers of the patent regime operate to grant property 
rights to inventors so as to provide incentives to incur the costs and 

19 The Legal Protection of Databases Directive (9619/EC). 
20 PS. Menell and S. Scotchmer, 'Intellectual Property' in AM. Polinsky and S. Shavell (eds), 
Handbook of Law and Economics (2007) vol2. (Elsevier). 1475. 
21 Ibid. The Ergas Committee Report noted that '[c]opyright typically confers afar weaker 
right of exclusion on rights owners than some other forms of intellectual property rights, 
notably patents. The fact that copyright does not preclude or exclude independent creation of 
functionally similar material, sharply distinguishes the scope of the right being granted from 
that awarded under patent law. Conversely, for copyright protection, as compared to patent 
protection, there are no formalities involved in obtaining the right, there is no requirement of 
inventiveness, and there is a low threshold of originality for the right to be validly held. 
Copyright is, in other words, a right that is more readily obtained, but confers far weaker 
protection than the patent system provides.' 
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risks of engaging in innovation. The justification for the grant of 
property rights is that the patent regime advances social welfare by 
requiring the patent holder to publicly disclose the discovery, with 
the general community benefiting from the increased knowledge 
The patent regime limits the grant of a patent to inventions that are 
new, useful, and non-obvious; in addition there is a limited time 
during which the patent holder controls the exclusive rights to make 
or exploit the patent. What is patentable subject matter under the 
Patent Act 1990 (Cth) has been a matter of controversy for some 
time, particular! y in relation to business method patents22 and 
software patents. 23 In recent years the operation of the patent regime 
has been the subject of review. 

The Advisory Council on Intellectual Property of Australia has 
considered patentable subject matter,24 post grant patent 
enforcement strategies,25 and innovation patents.26 In June 2011 the 
Intellectual Property Laws Amendment (Raising the Bar) Bill was 
introduced into the Australian Senate;27 the Explanatory 
Memorandum for the Bill described one of the aims of the Bill being 
to raise the quality of patents granted in Australia. The purpose of 
the Bill is described in the Explanatory Memorandum as being to 
make improvements to IP legislation in order to better meet the 
objectives of the intellectual property rights system, which is 
described as being 'to support innovation by encouraging investment 
in research and technology in Australia and by helping Australian 
businesses benefit from their good ideas. ' 28 However this thesis will 
not consider how the Bill goes about achieving the aims described in 
the Explanatory Memorandum. Chapter 2 of this thesis does 
however consider the literature on the role of IP legislation (in 

22 A. Christie, 'Some Observations on the Requirements of Inherent Patentability in the 
Context of Business Method Patents' (2000) 43 Intellectual Property Forum 16. Christie is 
critical of the low threshold of patent eligibility. 
23 M. Summerfield, 28 December 2011 (Why JP Australia is Clearly Wrong About Research 
Affiliates), Paten to logy <http:l/blog.patentology.com.au/20 11/12/why-ip-australia-is-clearly-
wrong-about.html#comment-406643089> at 10 Jan. 2012. Summerville argues that software 
patent eligibility decisions of IP Australia are inconsistent with decisions of the Full Federal 
Court. 
24 ACIP, Patentable Subject Matter: Final Report (December 2010) Advisory Council on 
Intellectual Property <http: //www.acip.gov.au/reviews_completed.html#psm>. 
25 ACIP, Post-Grant Patent Enforcement Strategies: Final Report (January 2010) Advisory 
Council on Intellectual Property <http ://www .acip.gov.au!reviews _completed. html#psm>. 
Australian Government, Response to the Advisory Council on Intellectual Property Report: A 
Review ofPost-Grant Patent Enforcement Strategies (3 June 201 0) 
<http://www.acip.gov.aul>. 
26 ACIP, Review ofthe Innovation Patent System: Issues Paper (August 2011) Advisory 
Council on Intellectual Property, <http://www.acip.gov.aul>. 
27 Intellectual Property Laws Amendment {Raising the Bar) Bill 2011 (Cth) . 
28 Intellectual Property Laws Amendment (Raising the Bar) Bill 2011: Explanatory 
Memorandum (Cth) . 8. 
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particular the patent regime) as an incentive to innovation and 
creativity. 29 

A 'monopoly' has the connotation of an undesirable control of 
something. The question as to whether IPRs create a monopoly in 
any instance should be identifiable by empirical analysis of the 
nature and degree of substitution of the product (the subject of the 
IPRs) and any other product that may be a close substitute; only if 
there are no close substitutes for the product, (which is the subject 
of IPRs ), is it correct, (in an economic sense), to classify the IPRs 
being considered as creating a 'monopoly'. The question whether 
the grant of a patent can be assumed to create a 'monopoly' under 
§2 Sherman Act was considered in Illinois Tool Works case - the 
U.S. Supreme Court confirmed that a patent, in itself, did not result 
in a substantial degree of market power and that the existence of a , 
'monopoly' must be proved by empirical evidence. 30 

The above is provided as a simple model of the relationship 
between IP and competition policy, a model that disguises the 
complexity inherent in defining and measuring 'innovation' and the 
nuances that can exist within the concepts of 'innovation', 
' invention' and ' creativity '. 31 An understanding of intersection of IP 
and competition law is further complicated by the required 
competition analysis - the definition of the 'n1arket place' for 
products and services that incorporate patented or copyright 
elements; and the measurement of 'market power' derived from the 
IP products. 

29 See also Chapter 2, Section 4 and Chapter 3, Sections 5 and 6. 
30 Independent Ink, Inc v Illinois Tool Works, Inc, 396 F. 3d 1342 (Fed. Cir. 2005). See 
discussion in Chapter 5, Section 3. 
31 See Chapter 1, Section 3(c) for a discussion of the concepts of ' innovation ', ' invention' 
and 'creativity '. 
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2. Intellectual property and competition policy in the digital 
environment - the scope of this thesis 

(a) The parameters of the enquiry 

Two facets of the intersection of competition and IP policy are 
considered in this thesis. The first facet is the unilateral actions of 
firms engaged in behaviour that may be categorised as exclusionary 
conduct in dealing with IP, with such conduct as generating the 
questions, 'when, if ever, should competition law require a firm 
with market power to share its property, notably intellectual 
property, with its rivals? And if supply is required, on what terms?' 
(Vickers, 2010). 32 This exclusionary conduct is commonly 
described as being a ' refusal-to-license ' IP or the more general 
description of a ' refusal-to-deal ' may be used to describe the 
conduct. A refusal-to-deal may be a ' direct' refusal or a 
' conditional ' refusal-to-deal, such as a 'tie-in' which forces 
consumers to purchase other products with the product they seek or 
the ' bundling' of products to be sold as a package (i.e. a refusal to 
supply the components separately) .33 This first facet can be 
described as the direct application of competition policy to the 
exercise of IP. 

The second facet of the intersection of competition and IP policy is 
the extent to which internal IP doctrines resolve potential anti-
competition exercise of IPRs. The purpose of discussing these 
internal IP doctrines is to understand that extent to which they limit 
the scope of IP, and consequently limit the potential for the exerci e 
of the IPRs to have an anti-competitive effect. The two facets of the 
intersection of competition and IP policy focuses attention to the 
need for the legal doctrines that operate within IP and competition 
policy to be in alignment in order to achieve the goal of advancing 
social welfare through promoting innovation and creativity. 

32 J. Vickers, 'Competition Policy and Property Rights' (2010) 120 The Economic J 375-392. 
33 A different form of exclusionary conduct exists where technology standards are asserted to 
be intellectual property, which must be licensed from the owner. There is extensive literature 
discussing this form of exclusionary conduct, which is not covered in this thesis; see 
generally: M. Dolmans, 'Standards for Standards' (Paper presented at the Joint DOJ/FTC 
Hearings on Competition and Intellectual Property Law and Policy in the Knowledge-Based 
Economy, Washington, D.C., 22 May 2002) 
<http ://www.ftc.gov/opp/intellect/detailsandparticipants.htm#May%2022-23 :>. P. Drahos 
and M. Maher, 'Innovation, competition, standards and intellectual property: policy 
perspectives/rom economics and law' (2004) 16(1 ) Information Economics and Policy 1-11. 
DJ. Teece and EF. Sherry, 'Standards Setting and Antitrust' (Paper presented at the 
Symposium: The Interface Between Intellectual Property Law and Antitrust Law, April 
2004) <http:/ liber. berkeley.edu/cpc/papers/T eece04-0 1. pdf>. J. Farrell, 'Standardization and 
Intellectual Property' (1989) 30 Jurimetrics Journa/35 -50. J. Farrell, 'Should Competition 
Policy Favor Compatibility?' inS. Greenstein and V. Stango (eds), Standards and Public 
Policy (2007). (Cambridge University) . K. Pappalardo and N. Suzor, 'Standardisation and 
patent ambush: Potentia/ liability under Australian competition law' (20 11) 18 Competition 
and Consumer L. J 26. 
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This thesis argues that in relation to the tensions ans1ng at the 
intersection of IP and competition policy can best be resolved 
through the following model: that achieving the optimum balance 
between access to markets and protection of the incentive to 
innovate or create (the ' access/protection balance ' ) should be 
approached through IP regimes that have a narrow scope of 
protection with a competition policy that intervene in the exercise of 
IPRs only in exceptional circumstances. 

This thesis will work from theoretical approach to economic 
analysis, as described later in this Section, in order to determine the 
circumstances in which refusal-to-license IPRs are appropriately 
categorised as a form of anti-competitive, exclusionary conduct. 
The specific questions that define the scope of how this thesis 
addresses exclusionary conduct involving IP are as follows :34 

(i) What are the desirable limits of intellectual property rights? 

(ii) In what circumstances should refusal-to-license IPRs be 
determined to be anti-competitive conduct? 

(iii) Does the 'essential facilities' doctrine applied in European 
and U.S. courts provide an appropriate mechanism to define 
when IPRs must be licensed? 

(iv) Do the internal IP rules, doctrines and defences, which have a 
role in shaping the scope of IPRs, also have a role in 
balancing property rights and co1npetition policy? 

A review of the relationship between the IP regimes and 
competition law leads directly to the issue of what are the policy 
ai1ns of each body of law and then to the issue of whether each body 
of law achieves those policy objectives. Farrell and Shapiro (2004) 
direct the focus of their discussion to 'whether the existing 
intellectual property regime functions as intended - to stimulate 
innovation and thus promote long-run competition - or whether the 
system is out of balance, granting excessive IPRs, and could be 
improved so as to avoid retarding innovation and/or harming 
consumers.' 35 Katz (2007)36 described the IP regimes as resulting in 
a trade-off between the incentive to invest in innovation and the 

34 Chapter 3 considers aspect of property theory and the economic analysis of IP; Chapter 4 
provides a literature review of the economics of competition policy; Chapters 5 to 7 will 
consider aspects of the forced access to intellectual property and other forms of property 
under various theories and legal doctrines that are invoked to manage the relationship 
between property interests so as to apply the public law values that are encompassed in 
competition law; and Chapter 8 considers collateral issues as to the intersection of IP and 
competition law arising in the use of digital rights management technology and the U.S. 
doctrines of misuse of copyright and patent. 
35 J. Farrell and C. Shapiro, Intellectual Property, Competition, and Information Technology 
(1 7 March 2004) UC Berkeley: Competition Policy Center 
<http://escholarship.org/uc/i tern/3s03932b>. 
36 A. Katz, 'Making Sense of Nonsense: Intellectual Property, Antitrust, and Market Power' 
(2007) 49(4) Arizona L. Rev. 837-909 . 
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social cost created by the restriction of access with IP law, with 
some involvement of competition law, acting to 'calibrate this 
trade-off by limiting the length and scope of IP rights and by 
crafting exemptions to the IP holder 's exclusive rights. These laws 
aim to find the proper incentives for sustained innovation and to 
minimize the social cost the system imposes. d? In addressing the 
intersection of the IP regimes and competition law this thesis draw 
from a wide range of primary and secondary sources from the broad 
fields of IP and competition law and policy and also considering the 
philosophical and political theories that under-lie the policy 
development of IP and competition. As commented by Villarejo & 
Kramler (20 11 ), 38 

' [ t] he debate on the relationship between 
intellectual property rights (IPRs) and competition rules and their 
respective roles for innovation is intrinsically linked to broader 
economic discussion about how markets work and the role that 
government should take. ' 39 While this thesis is directed to the point 
of intersection of IP and competition, of necessity this thesis must 
look back into the theoretical substructure that supports IP and 
competition law and policy. 

At the intersection of competition and IP law, Anderman (2007)40 

identified four activities of IP owners which potentially raise 
competition issues: 

(1) Exclusionary conduct in dealing with IP; such as attempts to 
'lever' the power created by the intellectual property in a 
' pritnary' market in to a secondary market. 41 This 
exclusionary conduct is manifested in behaviour which may 
be described as a ' refusal-to-deal ' or a 'refusal-to-license' or 
by a 'tie-in' which forces consumers to purchase other 
products with the product they seek or the exclusionary 
conduct is manifested in the 'bundling ' of products to be sold 
as a package; 42 

(2) Licensing arrangements related to IP; 

(3) Fom1s of co-operation between competitors related to the 
sharing of IP;43 and 

( 4) Mergers and acquisitions by firms that lead to concentration 
ofiP.44 

37 Ibid. 841. 
38 CM. Villarejo and T. Kramler, 'Intellectual Property Rights and Competition Rules, a 
Complex but Indispensable Coexistence' in SD. Anderman and A. Ezrachi (eds), Intellectual 
Property and Competition Law: New Frontiers (2011) 61-72. (OUP). 
39 Ibid. Chapter 3, p. 61. 
40 S. Anderman (ed), The Interface Between Intellectual Property Rights and Competition 
Policy (2007) . 
41 Ibid. 1. 
42 Ibid. 
43 ' Patent Pools ' are discussed in Chapter 2, Section 4(b). 
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This thesis is focused on the unilateral actions of firms that fall into 
the first category described by Anderman. Brodley (1987) 45 stated 
that exclusionary conduct 'properly identified, reduces production 
and innovation efficiency by raising the costs or lowering the return 
of rival firms without offsetting social benefit. ' 46 Recent scholarship 
on exclusionary conduct under the Sherman Act (15 U.S.C.)47 has 
centered on a debate as to what is the optimum standard or 
analytical test to assess whether behaviour is anti-competitive.48 

Due to the lack of definitive consensus among antitrust scholars, 
and the complexity of the theoretical basis of each competing 
standard or analytical test proposed for the Sherman Act, this thesis 
will not review the antitrust literature as to the optimum standard or 
analytical test to determine exclusionary conduct that is categorized 
as anti-competitive conduct. 

A useful approach to an efficiency analysis in relation to refusal-to-
deal is that of Lopatka & Page (2005)49 who described a 'first 
principles' approach as being: (1) harm to consumers; (2) harm to 
rivals that is anti-competitive rather than harm that is the 
consequence of competitive behaviour; and (3) an inquiry into the 
economic rationality of the conduct. 50 In applying a theoretical 
approach (rather than an econometric approach) to efficiency 
analysis, this thesis includes a discussion of European and United 
States case law and current scholarship on ' refusals-to-deal' as a 
form of exclusionary conduct in order to consider in what 
circumstances are the exercise of IPRs abusive behaviour in which 
competition is foreclosed, with the intention to create or maintain a 
monopoly in violation of §2 Sherman Act or the abuse of a 
dominant position under Article 102 TFEU (formerly Article 82 
TEU)51 or the misuse of market power under s. 46 Competition and 
Consumer Act 2010 (CCA), which replaced the Trade Practices Act 
1974 (Cth). 

44 The concentration of IP ownership as a result of mergers and acquisitions is not addressed 
in this thesis. 
45 JF. Brodley, 'The economic goals of antitrust: Efficiency, consumer welfare, and 
technological progress' (1987) 62 NYU L. Rev. 1020-1053. 
46 Ibid. 1025. 
47 Sherman Act (15 U.S.C.). 
48 A special edition of the Antitrust L. J., (2006) 73(2), address the competing approaches to 
applicable legal test for analysing exclusionary conduct, including: the consumer welfare 
standard; the competitive effects standard; the profit-sacrifice standard and the no economic 
sense variation of the profit-sacrifice standard; the efficiency standard; the equally efficient 
entrant standard; and the rule of reason standard. 
49 JE. Lopatka and WH. Page, 'Bargaining and Monopolization: In Search of the 'Boundary 
of Section 2 Liability' Between Aspen and Trinka' (2005) 73(1) Antitrust L. J 115-152. 
50 Ibid.119-124. 
51 The numbering of the articles of the Treaty on European Union (TEU) was changed by the 
Treaty on the Functioning of the European Union, OJ C 115/47, 9 May 2008 ('TFEU). 
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The possible anti-competitive implication of co-operation between 
competitors and licensing arrangements in related to IP can be 
considered in relation to § 1 Sherman Act, Article 101 TFEU 
(formerly Article 81 TEU)52 and s. 45 TPA/CCA. 53 This thesis 
addresses aspects of the possible anti-competitive implication of 
licensing arrangements; however this thesis focuses on the 
monopolization or misuse of market power in IP rather than 
attempting a more expansive analysis that would cover anti-
competitive contracts, arrangements or understandings. 

Licensing arrangements related to IP can be efficiency and advance 
social welfare. U.S and European regulators have acted to assist in 
the licensing of IP by providing guidelines that described licensing 
arrangements that will be assumed by the regulator to be pro-
competitive and circumstances in which licensing arrangements 
may have anti-competitive consequences and require review by the 
regulator. For example, the Antitrust Guidelines on the Licensing of 
Intellectual Property issued by the U.S. Federal Trade Commission 
and Department of Justice54 and the Technology Transfer 
Guidelines (EU). 55 There is potential for firms to attempt to 
structure their dealings in IP to comply with the guidelines in ways 
that are make no economic sense, although this risk is minimised by 
the ability of the regulators to review and revise the guidelines to 
preserve the efficiency and social welfare benefits intended by the 
guidelines. As these documents have the status of 'guidelines' the 
forms of licensing arrangements will, if fully compliant with the 
guidelines, avoid challenge by the regulator, however even 
compliant licensing arrangements can be the subject to challenge 
under the relevant competition legislation in legal proceedings 
brought by a party with legal standing in the matter. 

52 Football Association Premier League Ltd v QC Leisure,· Karen Murphy v Media 
Protection Services Ltd, Joined Cases C-403/08 and C-429/08; ECR I-0000 (EUCJ, 4 

· Octobet 2011). Held that exclusive.lic.ence agreement concluded between a holder ofiP 
rights in football matches and a broadcaster constitute a restriction on competition prohibited 
by Article 101 TFEU where they oblige the broadcaster not to supply decoding devices 
giving access to that right holder' s protected subject-matter outside the licenced territory. 
53 Seven Network Ltd v News Ltd (2007) 244 ALR 374; ATPR ~46-274 ; [2007] FCA 1062. 
Seven Network Ltd v News Ltd (2009) 262 ALR 160; 182 FCR 160; [2009] FCAFC 166. 
These cases consider although dismiss claims in respect of s 45(2)(a)(ii) and (2)(b )(ii) TP A 
(anti-competitive contract, arrangement or understanding) in relationship to the tender 
process for AFL and NRL football transmission rights. 
54 DOJ/FTC, 'Antitrust Guidelines on the Licensing of Intellectual Property', (April1995) . 
(Department of Justice/Federal Trade Commission, republished in FM. Abbott and DJ. 
Gerber, 'Public Policy and Global Technological Integration'. Appendix 3 (1997) (Kluwer 
Law International)). 
55 Technology Transfer Regulation - Commission Regulation (EC) No 772/2004 of 7 April 
2004 on the application of Article 81(3) of the Treaty to categories of technology transfer 
agreements 2004 (O.J. L127/158); [2004] 5 CMLR 199 (European Community)). 
Technology Transfer Guidelines- Commission Regulation (EC) No 77212004 of27 April 
2004 on the application of Article 81(3) of the Treaty to categories of technology transfer 
agreements 2004 (O.J. C10 1/78); [2004] 5 CMLR 216 (European Community)) . 
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The list of act1v1t1es that potentially raise competition issues 
includes forms of co-operation between comfetitors related to the 
sharing of IP (such as 'patent pools')5 and the collective 
management of the exploitation of IP through collection societies. 57 

Regulators have considered the pro- and anti-competitive aspect of 
some forms of co-operative behaviour and have published 
guidelines regarding such co-operation, for example, the Antitrust 
Guidelines for Collaborations Among Competitors (2000). 58 The 
use of arrangements or understandings that are contractual in nature 
may be subject to review as anticompetitive arrangements to § 1 
Sherman Act, Article 1 OJ TFEU (formerly Article 81 TEU) and s. 
45 TP A/CCA; however only this thesis does not attempt a detailed 
analysis of the application of these statutory provisions. 

This thesis considers some aspects of tying and bundling of 
products, however in order to narrow the focus of this thesis, only 
selective aspects of the tying and bundling of products sold or 
licensed in ICT markets are considered. The technological 
integration of software products may be achieved though the linking 
of ancillary software applications to the operating systems, (e.g. the 
_Microsoft litigation);59 technological integration can also be 
achieved by the use of the Digital Rights Management (DRM) 
technology that ties the primary product, such as a printer, to spare 
parts, accessories and consumables. 60 The linking of the primary 
product and the secondary product creates an offer to purchase the 
primary product that is conditional upon the consumer also taking 
the secondary product (the spare parts, accessories and 
consumables). In some jurisdictions the linking of products can be 
considered a "constructive' or ' conditional' refusal-to-license so 
that the challenge to the technological integration can be directed to 
the sections of the relevant competition statute that proscribes the 
misuse of market power in the IP .61 

56 ' Patent Pools' are discussed in Chapter 2, Section 4(b) . 
57 The competition law implications of collection societies are not addressed in the thesis, see 
generally S. Simpson, Review of Australian Copyright Collecting Societies, (Department of 
Communications and the Arts) (July 1995). 
58 DOJ/FTC, 'Antitrust Guidelines for Collaborations Among Competitors' (April 2000) 
<http://www.ftc.gov/os/2000/04/ftcdojguidelines.pdf>. 
59 The Microsoft litigation in the US and EU is introduced in Chapter 2, Section 1, and the 
later discussion in Chapter 6, Section 3(d) . 
60 See Chapter 8, Section 1. 
61 See Chapter 6, Section 2(a) and 3. 
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(b) The place of the enquiry within the academic literature 

The academic literature that considers models for managing the 
intersection of IP and competition law is discussed in this Section 
and in following Chapters. A useful model to achieving a balance 
between access to markets and protection of the incentive to 
innovate or create (the 'access/protection balance') is that described 
by Apostolopoulos (2006), 62 who proposed that the optimum 
balance between competitive IP markets and protection of the 
incentive to innovate or create is achieved through 'narrower IP 
protection and strong competition policy that intervenes only 
exceptionally. ' 63 Apostolopoulos provides this model in the 
conclusion of an analysis of the role of the U.S. doctrine of 
copyright misuse at its relevance to European IP and competition 
law, however Apostolopoulos does not set out discuss the policy 
justification or effects of the implementation of such a model across 
IP and competition law. 

This thesis argues that a useful approach to what is meant by 
'narrower IP protection' is the description by Khong (2006) 64 as to 
how copyright doctrines operate so as to reduce the risk of court 
error associated with copyright protection. 65 These copyright 
doctrines address the subsistence of copyright, 66 the nature of 
creativity67 and what is required to establish an infringement of 
copyright. 68 This thesis argues that the attention to these copyright 
doctrines results in narrow IP protection as these doctrines limit 
what can be claimed as copyright; in defining the boundaries of 
copyright protection, these doctrines delineate 'public domain' 
material that is available to others to access and use. Katz & V eel 
(2011)69 argue that the European courts apply a ' relatively 
expansive' view of the scope of copyright; while contrasting how 

62 H. Apostolopoulos, 'The Copyright Misuse Doctrine on Computer Software: A Redundant 
Doctrine of US Copyright Law or a Necessary Addition to E. U Copyright Law?' (2006) 
24(4) John Marshall J of Computer and Information Law 571-609. 
63 Ibid. 608. 
64 DWK. Khong, 'Copyright doctrines, abstraction and court error' (2007) 3(3) Rev. of Law 
and Econ. 
65 See Chapter 3, Section 5 for a discussion as to whether IP should be treated differently to 
other forms of property. 
66 Khong lists the subsistence doctrine as being the originality doctrine and the de minimis 
rule (in the U.K.) . Ibid. 7. 
67 Khong lists the creativity doctrine, as being the selection and arrangement requirement, the 
merger doctrine, the idea-expression dichotomy, non-protection of facts , and the scenes a 
faire doctrine (in the U.S.). Ibid. 
68 Khong lists the substantiality requirement, causal connection doctrine, and the independent 
creation defence. Ibid. 
69 A. Katz and P-E. Veel, Beyond Refusal to Deal: A Cross-Atlantic View a_[ Copyright, 
Competition and Innovation Policies (28 July 2011) University of Toronto- Faculty of Law 
(SSRN eLibrary) <http://ssrn.com/paper= 1898118>. 
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U.S. courts have tended to apply doctrines that narrow copyright 
protection rather than apply antitrust law so as to restrain the 
anticompetitive uses of copyright, in contract European courts have 
tended to apply competition law to achieve the same effect. 7° Katz 
& V eel attribute the European approach to copyright as being the 
product of a deontological view of copyright, which has the 
consequence that there is resistance to moving from the established 
rules or doctrines in order to deal with 'innovative-competition ' 
issues. That is, to narrow the scope of copyright so as to facilitate a 
competitive environment in which innovation of new products or 
services will occur. Katz & V eel described the European response 
as being '[i} n such situations, resort to competition law - as an 
external set of rules - may be more attractive or accep table, as it 
does not challenge the internal coherence of copyright law.' 71 Katz 
& V eel later argued that comparative advantage in innovation held 
by the United States may be attributed to the application of internal 
IP doctrines that limit the scope of IPRs in situations where such 
narrow copyright protection will result in competition and promote 
competition - thus 'less (copyright) is more';72 although Katz & 
Veel acknowledged that discussion of the causes of comparative 
advantage in innovation are a matter of conjecture rather than being 
something capable of empirically proof. 73 

Katz & V eel present a thesis that U.S. copyright law contains the 
internal doctrines (in particular the merger doctrine, copyright 
misuse, and fair use), and argue that the application of these 
doctrines have the effect of limiting a scope of copyright protection, 
while acting to facilitate irmovation-competition in the fonn of new 
products or services. 74 That is, Katz & V eel suggest that the policy 
goal underlying the application of these internal copyright doctrines 
by U.S. courts is 'is rarely, if ever, done for the purpose of allowing 
perfectly substitutive competition, and most often to allow some 
degree of trans formative or innovative-competition. ' 75 Katz & Veel 
do not set out to provide any definitive conclusions as to why U.S. 
courts prefer choose an IP-based solution over an antitrust-based 
solution; 76 although they suggest that the answer may be found in 
the debate between the Chicago school and the Harvard school as to 
private and public antitrust enforcement. Katz & Veel note that 
difficulty in answering a priori the question as to whether an IP-

70 Ibid. 54. 
71 Ibid. 55 . 
72 Ibid. Abstract and 64. 
73 Ibid. 61. 
74 Ibid. 6. Katz & Veel use the term ' innovat ive competit ion' so as 'to distinguish it from 
perfectly substitutive competition (i.e. identical or near-identical works) and from 
innovations which may not compete at all with the copyright work.' f/n 1 0. 
75 Ibid. 60. 
76 Ib id. 56. 
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based solution over antitrust-based solution is preferable. While 
economic theory may provide abstract models the difficult in 
providing an answer to this questions stems from uncertainty as to 
the impact of a pro-IP-bias or a pro-competition bias,77 as well as 
from uncertainty to what is the optimal level of IP protection 
necessary to promote innovation and advance social welfare. 78 This 
thesis addresses the debate between the Chicago school and the 
Harvard school so as to comment on why U.S. courts prefer choose 
an IP-based solution over an antitrust-based solution. Furthermore 
this thesis considers the policies underlying the competition statutes 
in the United States, Europe and Australia in order to compare and 
contrast the Australian experience with that of the U.S . and Europe. 

This thesis frames the optimal approach to managing the 
intersection of IP and competition policy - so as to advancing 
innovation - is through the policy lever of narrow IP protection that 
focuses on the scope of the grant of the IPR as protecting works or 
other n1aterial that are the product of intellectual creation of an 
identified author. An important element of the optimum competition 
policy operating at the intersection of IP policy is a competition 
policy that treats the exercise of IPRs in the same way as the 
exercise of other property rights. Such a competition policy will still 
require cogent proof of market power flowing from the exercise of 
IPRs, and the misuse of that market power; which is an approach 
that is consistent with how the High Court of Australia have applied 
s. 46 TP A. This approach will result in the limited application of 
competition law to the exercise of IPRs - which is consistent with 
the approach set out in the NT Power case in which the High Court 
of Australia describing the ' notoriously difficult task of satisfying 
the criteria of liability' 79 under s. 46 TPA. 

The decision of the High Court of Australia in IceTV v Nine 
Network, 80 is argued in this thesis to provide an example of the 
application of copyright doctrines that litnit IP protection, and in 
doing so .these doctrines promote. .'innovative ·competition', as 
described by Katz & Veel. 81 In the IceTV case the court addressed 
the issue of infringement of copyright in the 'time and date' 
information that is, when compiled, the basis for electronic 
programming guides (EPGs) of television programming scheduled 

77 Katz & Vee I identify ' two types of errors that courts can make in striking the appropriate 
balance between providing sufficient incentives for innovation and restraining the welfare 
harms caused by legally-sanctioned exclusivity. First, courts can err by enforcing IPRs that 
ought not to be enforced (pro-IP bias). Second, courts can err by restricting IP rights 
excessively (pro-competition bias). Each approach can lead to both types of errors.' Ibid. 59. 
78 Ibid. 61. 
79 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. 
[85]. 
80 IceTV PIL v Nine Network Australia PIL (2009) 239 CLR 458; 80 IPR 451; [2009] HCA 
14. 
81 Ibid. 
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for broadcast. Gummow, Hayne and Heydon JJ stated their opinion 
that whatever the investment of time, effort and capital used in the 
creation of the work, the 'statutory requirement that the part of a 
work taken must be substantial assumes there may be some measure 
of legitimate appropriation of that investment. ' 82 This comment was 
linked with an earlier statement that there is a public interest ' in 
maintaining a robust public domain in which further works are 
produced. ' 83 The decision of the High Court in IceTV directs 
attention to the originality requirement in copyright in relation to 
what constitutes 'reproduction' of a work, which has the effect of 
narrowing copyright protection by expanding the scope of the 
public domain. 84 The consequence of a robust public domain is that 
competition is advanced as there is a greater capacity to use the 
ideas in the public domain. 85 The ability to carry out ' legitimate 
appropriation' of the investment of another firm allows for the 
creation of products or services that are spin-offs from that 
investment, such as the use of 'time and date' information, that is a 
by-product of scheduling a television channel, to create an EPG that 
is a services that competes with other EPGs in the market. 86 

What is meant by 'narrow IP protection' in relation to patents can 
also be developed by focusing on the operation of patent doctrines 
that reduces the risk of court error associated with patent 
protection. 87 The Patents Act 1990 (Cth) permits patenting of 
software and business method patents in line with the ruling in the 

82IceTV, ibid. [131] per Gummow, Hayne & Heydon JJ. 
83 Ibid. [71]. 
84 The IceTV case is considered in Chapter 3, Sections 2(c) and 3 in relation to the 
philosophical basis of copyright and the boundaries of copyright; and in Chapter 6, Section 
5(e), in relation to the intersection ofiP and competition policy. 
85 See EH. Wirten, Terms of Use: Negotiating the Jungle of the intellectual Commons 
(2008). 6. Wirten comments that what is meant by the ' public domain' ls not clear-cut as 
Pamela Samuelson has identified 13 'public domains ' in 3 categories; see Samuelson, 
Enriching Discourse on Public Domains (2006) 55 Duke. L. J. 783-834. The debate over the 
existence of 'user's rights', as compared to access to that which is left after property rights 
are defined (the 'public domain') is addressed by H. Breakey, 'User's Rights and the Public 
Domain' [2010] 3 EIPR 312-324. 
86 The Ice TV case raises issues that are relevant to the development standard interface to all 
consumer devices for existing forms oftelevison (free-to-air and pay TV) and emerging 
internet-based delivery of television- Internet Protocol Television (IPTV). These issues arise 
in the review by the U.S. Federal Communications Commission (FCC) of rules that are 
relevant to how devices like Google TV can access pay TV content and reassemble it for 
delivery by IPTV; seeM. Lasar, Do you own the data on your onscreen TV programming 
guide? (July 201 0) ars technic a <http://arstechnica.com/telecom/news/20 10/07 /is-your-cable-
tv-on-screen-guide-copyright-protected.ars> at 12 February 2011. M. Lasar, Can Cable Block 
the Google TV Revolution? (12 February 2011) Wired.com 
<http: //www.wired.com/epicenter/2011 /02/cable-google-tv-revolution/> at 13 February 2011. 
87 In respect of the Patents Act 1990 (Cth): the subject matter of the claim is subject matter 
that is inherently patentable (that it is a 'manner of new manufacture'); the novelty 
requirement; the alleged invention involves an ' inventive step' in that the invention is not 
'obvious'; and that the alleged invention has 'utility'. 
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NRDC case. 88 There is criticism as to the broad scope of what is 
accepted as being inherently patentable with this criticism being 
directed to what are viewed as lax standards applied in the patent 
assessment process for the granting of software and business 
method patents. 89 

This thesis argues that in many situations involving digital 
technology an IP model based on narrower IP protection will 
enhance dynamic efficiency through enhanced levels of creativity or 
innovation, through sequential or complementary developments of 
existing technology, with price competition resulting in the short 
term as narrower IP protection allows multiple firms to access the 
ideas or data that is at the core of the data-based services. Such an 
IP model is narrower in the sense of having minimum requirements 
of IP protection that separate the product of intellectual creation of 
an identified author or authors from products that do no exhibit 
intellectual effort in their creation. 90 

Katz & V eel comments that the proposition that the optimum 
approach to advancing innovation is application of the U.S. 
approach, with the authors suggesting that view is supported by the 
emerging scholarship (both theoretical and empirical) on user-
innovation and open-collaborative innovation.91 This thesis looks to 

88 See National Research Development Corp. v Commissioner of Patents (1959) 102 CLR 252; 
[1959] HCA 67 ('NRDC case') . CCOM Pty Ltd v Jiejing Pty Ltd (1994) 122 ALR 417; 28 
IPR 481; AIPC ~91-079 , 38,460 summarises the NRDC test as: ' a mode or manner of 
achieving an end result which is an artificially created state of affairs of utility in the field of 
economic endeavour.' SeeK. Moon, 'Internet Patents: Classification and Ju tification' 
[200 1] CTLR 99 . 
89 See generally A. Christie, 'Some Observations on the Requirements of Inherent 
Patentability in the Context of Business Method Patents' (2000) 43 Intellectual Property 
Forum 16. RP. Merges, 'As Many as Six Impossible Patents Before Breakfast: Property 
Rights for Business Concepts and Patent System Reform' (1999) 14(2) Berkeley Tech. L. J. 
577-615. The Bilski decision indicates that U.S. courts are moving to a more restrictive 
analysis of software and business method patenting: Bilski v Kappas, 130 S. Ct. 3218 (2010). 
See the discussion of the positive and negative aspects of the patent regime in Chapter 2, 
Section 4(b ). 
90 T. Riis, 'An Integrated Intellectual Property Code: The Second Step' (20 1 0) 2 Intellectual 
Property Quarterly 143-152. Riis calls for the utilitarian justification to be invigorated and 
applied consistently in IP with access to existing creations should extent to the ability to 
create 'spin offs' from other activities and the 'basic building blocks ' for those spin-offs 
should be excluded from protectable subject matter. Accessibility to the ' basic building 
blocks' of communication and creation should be ensured by attention to: (1) the test of 
excluded subject matter; (2) the exceptions to IPRs; and (3) legal protection by other types of 
rights than exclusive rights (liability rules). The 'basic building blocks' are proposed by Riis 
as being 'fundamental resources that generate value when used as imputs in a wide range of 
productive processes' and includes ideas in copyright law, natural laws in patent law and 
generic terms in trade mark law. 
91 A. Katz and P-E. Veel, Beyond Refusal to Deal: A Cross-Atlantic View of Copyright, 
Competition and Innovation Policies (28 July 2011) University of Toronto- Faculty of Law 
(SSRN eLibrary) <http://ssm.com/paper=l898118>. 61. Referring to CY. Baldwin and E. 
Von Rippel, Modeling a Paradigm Shift: From Producer Innovation to User and Open 
Collaborative Innovation (2010) Harvard Business School Finance Working Paper No. 10-
038 (SSRN eLibrary) <http ://ssm .com/paper=l502864>. 
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the theoretical and empirical literature that considers whether 
copyright or patent protection provides an incentive for innovation 
and research and development (R&D) investment in the ICT 
industries. This literature supports the conclusion that participants 
in the ICT industries rarely, if at all, rely on the IP regimes in 
decisions as whether to invest in R&D. 92 The literature that 
considers the motivation of participants in the ICT industries to 
engage with the IP regimes supports the conclusion that the firms 
primarily view the IP regimes as providing a mechanism by which 
to engage in strategic behaviour in the market place. 93 This 
literature contributes to the continuing debate as to the role of IPRs 
and the optimal balance between access and exclusion - that is, the 
social welfare benefits arising from access to knowledge as 
balanced against the exclusionary effect of IPRs. 

(c) The application of economic theory 

This thesis discusses economic theory applied to competitive 
behaviour and to the role of intellectual property, although it does 
not apply an econometric analysis to present mathematical and 
statistical models of market behaviour. 94 This thesis therefore 
applies a theoretical approach to consider the intersection between 
IP and competition law and policy. An analysis of the theory of 
competitive behaviour is supported by Hayekian theory, which 
proposes that competition cannot be tested empirically, only 
conceptually, as competition is the search for optimum outcomes 
where the nature of the outcome is not known in advance of the 
competitive activity. 95 

The assessment of the effect of changes in IP or competition policy 
is predominantly carried out by reviewing the theoretical elements 
of IP and competition policy and assessing the application of such 
policy in cases in different jurisdictions. This thesis does not 
attempt to address or resolve the inherent problems in proof of the 
economic theories relevant to the subject of this thesis, nor does this 
thesis attempt empirical research or apply an econometric analysis. 

An attempt to state the optimum balance between access to markets 
and protection of the incentive to innovate or create must engage 
with econon1ic theory in relation to the rationale for intellectual 
property and economic theory as applied to competition policy. 

92 See Chapter 2, Section 4 (c). 
93 See Chapter 2, Section 4 (d). 
94 Econometrics being the 'application of mathematics and statistical methods to the analysis 
of economic data', M. Hashem Pesaran (1987). 'Econometrics,' The New Palgrave: A 
Dictionary of Economics, v. 2, p. 8 [pp. 8-22]. Reprinted in J. Eatwell eta!., eds. (1990). 
Econometrics: The New Palgrave, p. 1 [pp. l-34]. Abstract (2008 revision by J. Geweke, J. 
Horowitz, and H. P. Pesaran) . 
95 FA. Hayek, 'Competition as a Discovery Procedure', New Studies in Philosophy, Politics, 
Economics and the History of Ideas (1978) 179-190. (University of Chicago Press). 
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Economic theory must also be applied - albeit often as a ' though 
experiment' - to assess the efficiency outcomes resulting from 
changes in IP or competition policy and the impact on short term 
and long term social welfare of changes in IP or competition policy. 
Maggiolino (2011)96 comments that economics provides a useful 
approach to understanding and developing policy in the intersection 
of competition and IP law so as to better understand how the 
application of the competition statues to IP has short term and long 
term effects on both competition and innovation. 

Maggiolino noted that as with other social sciences, 'economics 
encompasses both a (hard core ' of well established principles and 
concepts, and a fringe ' of new models and insights. ' 97 Chicago 
school economics (which is discussed later in this thesis) provides 
the core of modem industrial organisation economic theory; 
however this neo-classical economic approach does not necessarily 
explain how innovation results in growth in the modem economy 
and the improvements in welfare in society. Maggiolino points to 
'fringe' economic theories as helping to provide a better 
understanding of the application of competition and IP rules and 
their impact on competition (as market behavior) and the levels of 
invention and innovation in society. 98 The neo-classical economic 
approach of the Chicago school is described by Maggiolino as being 
'focused on the short-run price and output effect that they cannot 
fully explain how innovation causes economic growth, by changing 
the long-run performance of firms and markets. ' 99 Explanations as 
to the role of information discovery have come from the 'fringe' 
economic theories provided by economists from the Austrian 
school, including F.A. Hayek, 100 with insights into the process of 
innovation coming from the work of J.A. Schumpeter. 101 The 
Hayekian and Schumpetetian theories provide an understanding of 
how information and knowledge is appropriated and applied and 
how itmovation operates over the long-term. The description of IP 
that emerges from the application of'core' and 'fringe' economic 

96 M. Maggiolio, 'The Economics of Antitrust and Intellectual Property Rights' inS. 
Anderman and A. Ezrachi (eds), Intellectual Property and Competition Law: Ne¥v Frontiers 
(20 11) 73-92. (OUP). 
97 Ibid. 74. 
98 Venegas noted the distinction between an invention (protect by the grant of a patent) and 
innovation 'the end-result, the product which also has been manufactured, marketed, and 
distributed to the end-user' and which may consist involve further input to achieve the design 
of the product, including the possible use of more than one invention. VB. Venegas, 'Shifting 
Towards a Dynamic Efficiency Test?: Evaluating Licensing Agreements Under Antitrust 
Law' inS. Anderman and A. Ezrachi (eds), Intellectual Property and Competition Law: New 
Frontiers (2011) 461-485. (OUP). 
99 Maggiolio, ibid. 75. 
10° FA. Hayek, 'The Use of Knowledge in Society' (1945) 35(4) Am. Econ. Rev. 519-530. FA. 
Hayek, Individualism and Economic Order (1948) . 
101 JA. Schumpeter, The Theory of Economic Development: An Inquiry into Profits, Capital, 
Credit, Interest and the Business Cycle (1934/ 1961/1983). 
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theories is not necessary a consistent explanation as Maggiolino 
noted the contribution of evolutionary economic theories as 
pointing in a different direction to neo-classical economics as well 
as the Hayekian and Schumpeterian theories. The evolutionary 
economic analysis of IP focuses on the process of knowledge 
discovery - the appropriation and allocation of knowledge - with 
evolutionary economic theory arguing that broad IPRs create static 
inefficiencies in the form of high prices and dynamic inefficiencies 
as in the long term the broad IPRs inhibit the pace and direction of 
innovation leading to a sub-optimal level of innovation. 102 

(d) The limitations of economics as a social science 

As economic theory is central to the relationship between IP and 
competition policy, at this point of the thesis it would be appropriate 
to consider the limitations of an economic analysis when applied to 
any field of human activity - empiricism, as an approach to proof of 
any theory, can be subject to error as empirical research can suffer 
from faulty design that leads to erroneous results and conclusions·103 

If economic theory is understood as an analytic tool, then the values 
and assumptions that are inherent in economics must be understood 
so as to understand what is measured and what is ignored in the 
application of the economic analysis, as economic theory is rarely 
assumption free. 104 

Devlin & Jacobs (2009) argue this uncertainty results in limitations 
to knowledge of key issues of competition policy that 'necessarily 
frustrate any attempts to resolve the tension between short- and 
long-run competitive effects, particularly when those effects are in 
seeming opposition to one another. ' 105 Understanding this tension is 
of importance to this thesis as the possible impact on intervention, 
to force the licensing of IP, can be argued to result in a short-term 

102 Maggiolio, ibid. 87-90. See also AP. Reeves and ME. Stucke, 'Behavioral Antitrust' 
(2010) 86(5) Indiana L. J. 
103 Drahos suggested that '[p}robably the greatest service that economics can perform in the 
area of intellectual property is to track empirically the consequences of various intellectual 
property arrangements'. P. Drahos, A Philosophy of Intellectual Property (1996). 7. 
104 F. Machlup, 'Positive and Normative Economics' in R Heilbroner (ed), Economic Means 
and Social Ends: Essays in Political Economy (1969) 99-124. (Prentice-Hall). See also D. 
Law, QG. Yang and M. Pickford, 'Quantitative methods in competition cases: a New Zealand 
Perspective' (2010) 17(3) Competition and Consumer L. J. 252-275. Law et al. comment that 
econometric modelling proceeds upon assumptions that may be considered to be reasonable 
and widely used, nevertheless the assumptions may be difficult to verify in practice as data 
from the relevant market may not be available; or the model may not accurately mirror the 
complexity of a dynamic market; and that econometric analyses may not result in 
unequivocal or defmite results, 'because it is usually possible to have alternative model 
specifications, or to use a different set of variables. Sometimes, too, the data required for a 
particular variable may not be available, or the variable may have to be p roxied by using 
what is thought likely to be a closely related variable'. 2 71. 
105 AJ. Devlin and MS. Jacobs, 'A ntitrust Divergence and the Limits of Economics' (2009) 
104 Northwestern University L. Rev. 253 . 256. 
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competitive effect that benefits the firm gaining access to the IP. 
However the long-term competitive effect may be argued to be 
damaging to social welfare as forcing the licensing of IP may have a 
detrimental impact on the incentive of all firms to invest in R&D, 
including both the firm gaining access and the firm being forced to 
provide access to the IP. Therefore it is important to understand 
whether the short- and long-run competitive effects of forcing the 
licensing of IP are positive or negative because of the resulting 
effect on social welfare. 

The static analysis that is a feature of neo-classical economic theory 
and the investigation of 'efficiency' does have it limitations, in 
particular in the way economic analysis tends to avoid factors that 
are not capable of being measured or being reducible to an equation 
- these include important, 'non-economic' factors such as altruism, 
ethics and morality. 106 

As a social science economic theory can be presented as a model 
against which empirical evidence can be tested. Cotter (1996) 107 

identified a flaw in the economic analysis of law as being that while 
its practitioners may claim to acknowledge and respect values other 
than that of economic efficiency, 'their use of the economic 

d . d . h d. . h h l ' 108 para zgm ten s ezt er to zstort or to zgnore t ese ot er va ues , 
and these alternative values are subordinated to the goal of wealth 
maximisation through the mechanism of economic efficiency. 
Cotter also identified the economic analysis of law as assuming that 
'all preferences can be expressed in a common currency and 
measured along a unitary metric; and thus that any commodity can 
be traded off or some number of other commodities. d0

9 Cotter 
warns that economics has a tendency to ignore that which cannot be 
measured as 'economic analysis privileges quantifiable and 
measurable phenomena over the nonquantifiable and the 
unmeasurable.' 110 In a critique of a proposal for a carbon trading 
scheme to manage human induced climate change, Splash (2009) 
argued that the proof of claims of efficiency gains in the assessment 
of policy options may not be straightforward, known or even 
knowable. 111 

106 ME. Stucke, 'Better Competition Advocacy' (2008) 82 St. John's L. R. 951. Stucke 
described the primacy of allocative efficiency in antitrust analysis and noted that '[b} ehind 
allocative efjiciency's[a9ade of positivism lie [many} moral questions'. 1001. 
107 TF. Cotter, 'Legal Pragmatism and the Law and Economics Movement' (1996) 84(6) 
Georgetown L. J. 2071-2141. 
108 Ibid. 2114. 
109 Ibid. 2128. 
110 Ibid. 2129. 
111 CL. Splash, 'The Brave New World of Carbon Trading' (2010) 15(2) New Political 
Economy 169-195. Splash comments that '[e}conomists pursue efficiency as a narrow, 
professionally defined, technical matter, which then becomes the dominant form of discourse, 
negating other concerns. The assumption is that other goals can be dealt with as totally 
separate matters, in an unspecified political process, without impacting on the economics. As 
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The failure of economists to anticipate the global financial crisis of 
2008 (the GFC) is identified by Cassidy (201 0) as calling into 
question basic notions of Chicago school economics; 112 with Gittins 
(2009) commenting that the GFC exposes a significant shortcoming 
in economics as a social science, in that 'economists suffer from 
what psychologists call 'confirmation bias' - they look for evidence 
that confirms their beliefs' .113 Gittins suggesting that economists 
should put greater emphasis ' on testing theories against empirical 
evidence - and looking for falsification - and on simply seeking to 
identify empirical relationships and regularities.' 114 Gittins 
identified that one flaw in economics is the belief in the inherent 
stability of markets and economies and that this belief that the 
market system is self-correcting, fits nicely with the political 
philosophy of libertarianism that proposes the supremacy of 
freedom of the individual and which down-plays the role of the 
government and market regulation. 115 In the continuing debate (post 
GFC) as to shortcomings of the Chicago school of economics, 
Arquit (2011) 116 noted the defenders as suggesting the neo-classical 
model 'is not perfect, nor is it perfectly predictive - but it remains 
the best of any alternative', with Arquit going on to comment that 
'[i] t is, much like democracy as a form of government, the worst 
system - except for all the others. ' 117 

The empirical research directed to the economic rationale for the IP 
regitnes is considered later in this thesis. 118 At this point the 

most people recognise, efficiency is but one goal and its pursuit a societal choice. Other 
goals may be adopted as more easily substantiated and more important (e.g. precaution, 
effectiveness, equity), and be achieved more easily using policy measures which treat them as 
primary rather than secondary concerns.' 12. 
112 J. Cassidy, 'After the Blowup', The New Yorker, (11 January 201 0), 28-33. Discussing 
Posner, A Failure of Capitalism: The Crisis of'08 and the Descent into Depression , (2009) 
Harvard University Press . 
113 R. Gittins, We need to ask how it came so unstuck ( 19 September 2009) BusinessDay I 
The Age <http://www.businessday.com.au/business/we-need-to-ask-how-it-came-so-
unstuck-20090918-fVg8.htm1> at 30 September 2009. 
114 Ibid. Discussing D. Colander et al., The Financial Crisis and the Systemic Failure of 
Academic Economics (the 'Dahlem report') (9 March 2009) Univ. of Copenhagen Dept. of 
Economics, Discussion Paper No. 09-03 (SSRN eLibrary) 
<http:/ /ssm.com/abstract= 13 55 8 82>. 
115 Devlin (2009) argued that the market failure that resulted in the GFC was the result of 
factors that did not implicate competition policy or the microeconomic theories that underlie 
the Sherman Act jurisprudence as '[m}arkets self-correct for antitrust purposes when 
monopoly conditions attract entry'. As a consequence, Devlin argued the GFC does not 
justify a more intrusive competition policy. AJ. Devlin, 'Antitrust in an Era of Market 
Failure' (2010) 33 Harvard J L. and Public Policy 557. 
116 K. Arquit, 'Canaries in the Coal Mine: Has Neo-Classical Economics Lost Ground at the 
Intersection of IP Licensing and Antitrust Law in the United States?' inS. Anderman and A. 
Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 433-460. 
(OUP). 
117 Ibid.434 . 
118 See Chapter 3, Section 1. 
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discussion is limited to identifying the inherent limitations in the 
application of an economic analysis to IP. The problem with the 
economic analysis of IP was described by Watt (2011) 11 9 as being 
the absence of reliable data as to supply and demand for IP products 
from which conclusions can be drawn to guide IP policy. Watt 
described the design of an optimal copyright regime as being 
directed to maximising social welfare through balancing the scope 
of copyright protection and the term of copyright. To understand the 
balance between advancing creativity (supply) and access by 
consumers (demand) requires ' knowledge on the market demand 
curve for copyright products, and on the other, we require 
information on the private costs (both financial costs and 
opportunity costs) of creators of copyright products.' 120 Watt 
commented that carrying out empirical research to obtain this 
information is difficult, with significant risk of error in attempts to 
approximate this information. 12 1 The limited scope of the empirical 
research on IP exposes consequence of exposing the economic 
rationale for copyright to be, as described by Priest (1986), no better 
than 'applied moral philosophy'. 122 

The dynamic nature of the IP industries results in IP policy being 
developed in an environment with significant uncertainty as to the 
outcomes resulting from different possible policy options. 123 As 
well , the use of empi1ical research in policy development must cope 
with what may be unintended errors in designing and implementing 
any empirical research. 124 There is also the problem that the results 

119 R. Watt, An Empirical Analysis of the Economics of Copyright: How Valid are the Results 
of Studies in Developed Countries for Developing Countries? (2011) WIPO 
<http://www. wipo.int/ip-development/en/economics/pd£'wo _ 1 01 2 _ e _ ch _3 .pdf>. 
120 Ibid. 65. 

121 Ibid. 
122 G. Priest, 'What Economists Tell Lawyers About Intellectual Property: Comment on 
Cheung' (1986) 8 Research in Law and Economics 19. 22. 
123 P. Gorringe, Economic Policy Choice, Decision Making Under Uncertainty and Empirical 
Economic Research - a Framework for Considering the Issues (1998) Treasury Department 
(NZ) <http://www.treasury.govt.nz/gorringe/bibliography.asp> at 1 March 2005. 
124 Lehrer (20 1 0) warns that empirical research can suffer from faulty design that leads to 
erroneous results and conclusions. The 'decline effect' has been identified in scientific 
research and is described as the inability to replicate the results of scientific experiments, 
with the most likely explanation for the decline being: regression to the mean value as a 
result of repeated experimentation exposing the common value or the true value that can, and 
should, be derived from the empirical data. Lehrer described the decline effect as 
demonstrating the slipperiness of empiricism and comments that '[t] he decline effect is 
troubling because it reminds us how difficult it is to prove anything. We like to pretend that 
our experiments define the truth for us. But that's often not the case. Just because an idea is 
true doesn 't mean it can be proved. And just because an idea can be proved doesn 't mean it 's 
true. When the experiments are done, we still have to choose what to believe.' J. Lehrer, The 
Truth Wears Off: Is there something wrong with the scientific method? (13 December 20 10) 
The New Yorker 
<http://www.newyorker.com/reporting/20 10/ 12113/ 10 1213fa _ fact_lehrer#ixzz 1 AbZAEAqX 
> at 10 January 2010. 
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of empirical research may be presented so as to support a position 
taken by the stakeholders engaged in IP policy development - that 
is, the ICT firms and IP industry bodies engage in what the 
Hargreaves Report (2011) describes as ' lobbynomics' .125 

The limitations of the economic analysis of competition are 
described by Shenefield ( 1980) 126 as being the result of economics 
consisting of a number of theories - some complementary and some 
contradictory. The assumptions underlying the competing schools 
of thought are also of importance in understanding those theories 
that provide explanations of competitive processes. 127 The 
importance of assumptions is highlighted by Hayek (1948) who 
argued that 'competition is by its nature a dynamic process whose 
essential characteristics are assumed away by the assumptions 
underlying static analysis.' 128 This thesis will concentrate on the 
economic theories and explanations for copyright and other IP so as 
to use a consistent viewpoint in analysing IP law and competition 
law. 

(e) A summary of the chapters of this thesis 

The introduction in Chapter 1 draws attention to the impact of 
computer technology that has resulted in digitisation of the 
commercial and consumer environment. Digital platforms, in the 
form of computer software or digital devices, and the digital 
pipelines through which communication of data, information, audio 
and audiovisual content flows are the preferred environment for 
both cotnmerce and entertainment services. 

Significant aspects of the enquiry (described above) are interlinked 
and are the product of underlying philosophical and political 
theories as to the role of property rights in a market based economy; 
as a consequence this thesis reviews the often conflicting literature 
on econon1ic theory, propetiy rights theory and the social and 
econotnic justification for intellectual property rights. 

125 Professor Ian Hargreaves, 'Digital Opportunity: A Review of Intellectual Property and 
Growth' (May 2011) Independent Report to HM Government 
<http://www.ipo.gov.uklipreview-finalreport.pdf>. 
126 J. Shenefield, 'On the Power and Limits of Economics for Antitrust' in OE Williamson 
(ed), Antitrust Law and Economics (1980). (Dame Publications). 317-319. 
127Different viewpoints are possible: Boyle (2007) noted that individuals and schools of 
economic though may be sensitive to specific problems (such as ensuring adequate incentives 
for the creation of IP) but otherwise minimize or ignore welfare losses caused by monopoly 
pricing or costs to efficiency and loss of innovation caused by inefficiencies in the IP 
regimes; whereas others may focus on efficiency and the welfare losses caused by monopoly 
pricing resulting from expansive IP regimes. J. Boyle, 'Cruel, Mean, or Lavish? Economic 
Analysis, Price Discrimination and Digital Intellectual Property', 53 (6) Vanderbilt L. Rev. 
2007-39 (2000). (republished in 'Political Economy of Intellectual Property Rights', May, C. 
(ed) Edward Elgar (2010) 548-580). 
128 FA. Hayek, Individualism and Economic Order (1948). 94. 
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Following this Introduction this thesis proceeds to consider the 
competition issues that have emerged from digital technology and 
the internet (Chapter 2). This thesis then considers the rationale for 
IP within the literature on IP and the wider property rights theory 
literature (Chapter 3) and concluded with a review of the economic 
theory that underlies competition analysis and the application of 
economic theory to IP (Chapter 4) . A discussion of the nature of 
property rights is considered appropriate in order to identify 
whether there are any special attributes of IPRs that warrant 
different treatment with respect to the application of competition 
doctrines to the exercise of IP. 

Chapters 5 to 7 apply the competition analysis to the exercise of 
property rights, including IP, in the digital environment. This 
analytical approach is applied to different circumstances in which 
there is a ' refusal-to-license ' IP, such as: changing an established 
business practice with a competitor without having an economically 
sound justification for the changed business practice; unilateral 
refusals-to-license, where there is justifi cation to the refusal; and 
refusals to provide access to what is categorized as an 'essential 
facility' . 

Chapter 8 considers two aspects of the intersection of IP and 
competition policy that are considered to be collateral to the main 
focus of this thesis; as a consequence these topics are not 
extensively analysed, although they are valuable topics for further 
investigation. The fi rst topic is the use of computer software, that is 
a ' technology protection measure' as defined in the Copyright Act 
1968 (Cth), 129 to prevent other firms from competing in secondary 
markets for the supply of accessories (such as remote control 
devices for garage doors) or consumables used in the product 
supplied in the pritnary market (such as cotnputer printer ink 
cartridges that use digital technology to link the cartridge with the 
printer). The second topic is the role of the U.S. doctrines that have 
been applied .so. as to identify where there is an improper use of the 
statutory monopoly or an attempt to 'misuse' the IPRs to achieve an 
exclusivity or restriction. Chapter 9 sets out some policy 
implications of this thesis. 

129 Copyright Act 1968 (Cth). 
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3. Intellectual property and competition policy - two sides of the 
same coin 

(a) An emerging consensus as to IP and competition policy 

Over the last 25 years there has been an evolution in attitudes to the 
relationship of IP and competition policy. Turner (1984) 130 noted 
the extremist positions that could be taken in relation to the impact 
of the Sherman Act on transactions involving IP. On the one hand 
is the view that IP is special, with IP being exempted from antitrust 
scrutiny in relation to claims of an anti-competitive effect flowing 
from the exercise of the IPRs. On the other hand is the view that the 
exercise of IP as intrinsically contrary to competitive behaviour so 
that IPRs should be narrowly defined in order to limit their anti-
competitive effect. 131 Within these extreme positions will be a 
position of equilibrium at which the economic and social benefits of 
IP are balanced with the economic and social benefits derived from 
competitive activities. 

In the last decade a consensus of opinion has developed in support 
of the proposition that both IP and competition policy have the 
common purpose of enhancing social welfare through promoting 
innovation, creativity and advancing the dissemination of 
knowledge throughout society. 132 That consensus is primarily 
expressed using the language of the economic discourse, such as by 
James (2002) who described the common purpose of IP and 
competition policy as 'promoting dynamic competition and thereby 

130 DF. Turner) 'Basic Principles in Formulating Antitrust and Misuse Constraints on the 
E-xploitation of Intellectual Property' (1 984) 53 Antitrust L. J 485 . 
1
,

1 Ibid. See also HJ. Hovenkamp, The Intellectual Property-Antitrust Interface (November 
2008) University of Iowa Legal Studies Research Paper, Number 08 -46 (SSRN eLibrary) 
<http://ssm.com/abstract=1287628>. 
132 BF. Ladenburg, 'Note, Unilateral Refusals to Deal in Intellectual Property after Image 
Technical Services, Inc. v. Eastman Kodak Co' (1998) 73 Washington L. Rev. 1079. 2. [7]. W. 
Baer, 'Antitrust Enforcement and High Technology Markets' (Paper presented at the 
American Bar Association- Sections of Business Law, Litigation, and Tort and Insurance 
Practice, San Francisco, California, 12 November 1998) 
<www.ftc.gov/speeches/other/ipat6.htm>. A Fels, 'The Role of Competition Principles in 
Intellectual Property' (22 July 1999) Victoria Branch of IPSANZ, 
<http://www.accc.gov.au!contentlindex.phtml/iternld/179174>. SF. Anthony, 'Antitrust and 
Intellectual Property Law: From Adversaries to Partners' (2000) 28 AIPLA Quarterly J. 1. 
Ergas Committee Report, Review of Intellectual Property Legislation under the Competition 
Principles Agreement, (IP and Competition Review Committee (Commonwealth of 
Australia)) (September 2000). 22, 26-27. TJ. Muris, 'Competition and Intellectual Property 
Policy: The Way Ahead' (Paper presented at the Antitrust Section Fall Forum, 15 November 
2001) <http:/ /www.ftc.gov/speeches/muris/intellectual.htm>. A. Fels, 'Intellectual Property 
and Competition' (Paper presented at the Conference on Protecting Intellectual Property or 
Protecting Consumers: Is there a trade-off?, Melbourne Business School, 6 December 2002) 
<http://www.accc.gov.au!contentlindex.phtml/iternld/88752>. CM. Villarejo and T. 
Krarnler, 'Intellectual Property Rights and Competition Rules, a Complex but Indispensable 
Coexistence' in SD. Anderman and A. Ezrachi (eds), Intellectual Property and Competition 
Law: New Frontiers (2011) 61-72 . (OUP). 
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enhancing consumer welfare. ' 133 Arezzo (2006) described IP and 
competition policy as being ' complementary in that they aim at 
different but often synergic objectives' 134 of advancing social 
welfare in form of a long run improvement of the process of 
innovation resulting in a greater quality of products and services 
available to consumers. 135 Monti (2007) also provides an economic 
description of IP and competition policy, in that 'IP rights sacrifice 
a degree of allocative efficiency in fa vour of promoting dynamic 
efficiency by creating a financial incentive to invest. On this view IP 
law and competition law pursue the same object' .136 That is, while 
the exclusive rights reduce allocative efficiency by increasing costs 
of access to the IP over the term of the IPRs, the existence of the 
exclusive rights creates an incentive to invest in innovation that has 
the effect of promoting dynamic efficiency over the long term. 

(b) Do all intellectual property rights raise the same 
competition issues? 

The internal rules and qualifications of intellectual property rights 
can be described as mechanisms that have a role in managing the 
under- and over-protection of IP so as to create a balance between 
the incentives to create and access to what is created.13 7 The 
different forms of IP are identified by Pepperkorn (2003) 138 as being 
'usually less absolute than 'normal' prop erty rights: they are often 
limited in duration (patents, copyright). Not protected against 
parallel creation by others (copyright, know how) or lose their 
value once they become public (know how).' 139 Aspects of public 

133 C. James, 'Opening Day Comments' (Paper presented at the Joint DOJ-FTC Hearings on 
Competition and Intellectual Property Law and Policy in the Knowledge-Based Economy, 6 
February 2002) <http://wwww.ftc.gov/opp/intellect/james.htm>. 
134 E. Arezzo, 'Intellectual Property Rights at the Crossroad between Monopolization and 
Abuse of Dominant .Position.: American andEuropean Perspectives Compared' (2006) 24(3) 
John A-farshall J of Comp uter and Information Law 455-506. At 504. See also E. Arezzo and 
G. Ghidini, 'On the Intersection of IPRs and Competition Law with Regard to Information 
Technology Markets' in C-D. Elherman and I. Atanasiu (eds), European Competition Law 
Annual 2005: The Interaction between Competition Law and Intellectual Property Law 
(2007). (Hart Publishing). 
135 However Arezzo noted that consumer welfare has different nuances of meaning; as well 
Arezzo acknowledges that IPRs are not intended to advance consumer welfare by ensuring 
low prices as the existence of IPRs allow the IP owner to set prices above marginal cost. 
136 M. Monti, EC Competition Law (2007). 228. 
137 N. Siebrasse, 'A Property Rights Theory and Limits of Copyright' (2001) 51 U of Toronto 
L. J 1. f/1 1 citing, inter alia, Thomas Macaulay, 'A speech delivered in the House of 
Commons on the 5th of February, 1841' in D. Vaver (ed), Intellectual Property Rights 
(2006) vol II, 9-19. (Routledge) . WM. Landes and RA. Posner, 'An Economic Analysis of 
Copyright Law' (1989) 18 J of Legal Studies 235-363 . 
138 L. Pepperkom, 'IP Licences and Competition Rules: Striking the Right Balance' (2003) 
World Competition 527. 
139 Ibid. 528. 
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policy issues related to the internal rules or qualifications to the 
IPRs are considered later in this thesis, however as the focus of the 
thesis is on the intersection between IP and competition policy, this 
thesis will not attempt to describe in detail the boundaries of the 
various species of IPRs, such copyright, database protection, patent, 
trademark, trade secrets (confidential information or know how). 

In considering the intersection between IP and competition policy 
the effect of the legal powers given by the IPRs allows the holder to 
set the terms of access to the property rights, including questions of 
access and the cost of access to the IP. The legal powers given by 
the property rights may result in economic power depending on 
whether there are substitutes for what is protected by the IP. The 
impact of economic power is exhibited in the market for the goods 
and services in which the IP is commercialised. 

Trade marks have a specific role is providing for 'fair' competition 
in a market. The High Court of Australia in the Campomar 
Sociedad case, 140 noted the social welfare benefits attributed to 
trade marks by the Judge Easterbrook and Judge Posner (of the 
Court of Appeals for the U.S. Seventh Circuit), with trade marks 
being described as conferring 'economic benefits because they 
(reduce the costs consumers incur in searching for what they desire, 
and the lower the costs of search the more competitive the 
market" .141 In the Australian context the High Court directed 
attention to how s 51 (3 )(b) and (c) TP A regulated the interaction of 
the misuse of rights existing under the Trade Marks Act with the 
restrictive trade practices provisions of Pt IV of what was the Trade 
Practices Act 1974 (now the Competition and Consumer Act 2010). 
The role of s. 51 (3) TP A/CCA is considered later in this thesis. 142 

The distinctions between the various species of IP and the 
boundaries of each species of IP can be described in relation to their 
economic effect in the markets for goods and services that 
incorporate IP. Drahos (1996) 143 noted that while traders seek to 
differentiate their products and services from their rivals in the 
market, however competitive behaviour may involve rivals 
imitating the ideas used by competitors while the IP regimes act to 
prevent imitation, although the extent to which the IP regimes 
prevent imitation are determined by the specific rules and doctrines 
of each IP regime. 144 Drahos commented that the long term welfare 
gains from innovation need to be considered in relation to the short 
to medium term interference with competition as the IP regimes 

14° Campomar Sociedad Ltd v Nike International Ltd [2000] HCA 12; 202 CLR 45; 169 ALR 
677; 74 ALJR 573. 
141 Ibid. [45] with 7th Circuit cases cited in f/n 38. 
142 See Chapter 4, Section 5. 
143 P. Drahos, A Philosophy of Intellectual Property (1996). 
144 Ibid. 135. 

31 



inhibit the ability of rivals to engage in imitation. 145 Gans, Williams 
& Briggs (2004) also identified that the exclusive rights provided by 
copyright law do not prevent close substitutes emerging, what 
copyright prevents is the copying or unauthorised adaptation of the 
copyright work or material. 

Intellectual property rights can therefore to limit competition by 
' imitation' by excluding rivals from access to the innovation that is 
protected by the IPR. Drexel et al (2006) 146 described a possible 
consequence of this exclusion from imitation as being to spur rivals 
into R&D to find new products or improvement to existing products 
so as to compete with the holder of the IPRs so that 'such exclusion 
triggers competition 'by substitution ' f or better, more innovative 
products - and thereby promotes dynamic efficiency.' 147 The high 
profits achieved by the market leader create the incentive for both 
the market leader to continue to innovate in order to maintain and 
increase its market share. As well rivals have an incentive to invest 
in R&D in order to take market share and profits away from the 
market leader. It is conceivable that rivals cannot compete with the 
market leader. If their inability to compete is caused by the misuse 
of market power, then competition law is the source of remedies in 
respect of anti-competitive behaviour. 

The distinctions between the various species of IP and the 
boundaries of each species of IP can also be described in the way 
the IP acts to prevent imitation but encouraging competition by 
substitution. Leveque & Meniere (2004) 148 noted the effect of 
innovation on the market may providing the owner with an effective 
monopoly because of a dramatic reduction in the cost of production 
or dramatic increase in the quality of the product results to the 
itmovator' s cost of production being lower than the costs of its 
competitors, the innovator can then achieve monopoly profits. 149 

145 Ibid.· See also·scherer & Ross (1990) who suggest that the empirical research supports the 
view that the welfare losses resulting from IPRs inhibiting allocative efficiency are more than 
off-set by the welfare gains achieve by improvements to dynamic efficiency that flow from 
innovation and creativity. See FM. Scherer and D. Ross, Industrial Market Structure and 
Economic Performance (3 ed, 1990). FM. Scherer, Technological Innovation and 
Monopolization (2005) 63, American Antitrust Institute Working Paper 05-07 
<http://w..vw.antitrustinstitute.org/recent2/431/pdf>. FM. Scherer, 'The Economics of the 
Patent System' in FM Scherer ( ed), Patents: Economics, Policy and Measurement (2005). 
(Edward Elgar). FM. Scherer, 'The Innovation Lottery' in FM. Scherer (ed) , Patents: 
Economics, Policy and Measurement (2005). (Edward Elgar). 
146 J. Drexl et al., 'Comments on the D. G. Competition Discussion Paper of December 2005 
on the Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) Int'l. Rev. of Industrial 
Property and Copyright Law (I. I C) 588-572. 
147 Ibid. See also A. Katz, 'Substitution and Schumpeterian Effects over the Life Cycle of 
Copyrighted Works' (2009) 49(2) Jurimetrics J 113-153. 
148 F. Leveque and Y. Meniere, The Economics of Patents and Copyright (2004) Berkeley 
Electronic Press. <http ://www. bepress.com/leveque/>. 
149 Ibid. 10. 
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The patent regime limits the grant of a patent to inventions that are 
new, useful, and non-obvious with there being a limit time during 
which the patent holder controls the exclusive rights to make or 
exploit the patent. The exclusionary effect of patent rights are 
described in Ergas Committee Report (2000), in which the 
committee accepted that patents rarely act as a true 'monopoly' 
because of the possibility that there are substitutes for the patented 
material and because of the possibility that competitors can 'patent 
around' and create an imitation of the patent that does not infringe 
the patent rights : 

A patent excludes others from the area of technology defined 
by the scope of the claims for the duration of the grant. This 
exclusivity may enable the patentee to charge higher prices 
and make greater profits than would be possible if the ideas 
were freely available. Also, efficiencies gained as a result of 
the invention will be temporarily less widely available in 
society. Granting patents can therefore lead to losses in 
allocative and productive efficiency the extent of these losses 
depends on the market power of the patentee and on the 
patentee's ability to price discriminate. In practice, however, 
a patent holder can rarely act as a pure monopoly, because 
of the availability of alternative and substitute products and 
processes, and also because some scope for imitation almost 

l . 150 a ways exzsts. 

Leveque & Meniere also commented that a patent may have an 
effect on the level of competition in a product market as 'a broad 
patent reinforces the innovator's monopoly by providing better 
protection against infringement. In particular, it offers a way of 
excluding from the market more products that differ from the 
patented product but that are substitutes for it'; 151 the level of 
cotnpetition in the market being driven by the extent to which other 
products are actual or near substitutes for the patented products. 
Drexel et al (2006) 152 described a patent as a limited monopoly, 
preventing imitation but encouraging competition by substitution, 
so that: 

'In a given case, different products that may be protected by 
patents can each compete in the same market. Even a patent 
that results in a market-domination position today may be 
thrown from the throne tomorrow by a patent for a more 
innovative product. In this view, undertakings investing in 

Jso Ergas Committee Report (2000), 138-139. 

lSI Ibid. 32. 
1s2 J. Drexl et al., 'Comments on the D. G. Competition Discussion Paper of December 2005 
on the Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) l nt'l. Rev. of Industrial 
Prop erty and Copyright Law (1. 1. C) 588-572. 
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innovation protected by p atents often compete 'for ' the 
k d ., . . k ,) 53 mar et, an not necessarz y zn a gzven mar et. 

IP and competition policy can be described as being complementary 
in that the IP regimes are designed to prevent competition by 
1m1tation, as 1m1tation would result from the substantial 
reproduction of copyright work or the making of a product that is 
within the scope of the registered patent or copyright. 154 In 
competitive markets the existence of price competition drives 
producers to compete with each other, which have the primary 
effect that producers will become more efficient, so as to be more 
profitable by producing products at lower cost than competitors. 
Competition also has a secondary effect in that price competition 
forces firms to innovate in order to develop new products or 
improvements for existing products; innovation enhances 
efficiency; 155 and efficient firms are better placed to increase market 
share and profitability. 

Information, in the form of trade secrets or other forms of 
confidential information, is variously treated as a 'property right', 
(as in many U.S. jurisdictions), or is an interest protected by 
equitable remedies (as in the United Kingdom and Australian).156 

The absence of property in the information results in the disclosure 
of the information effectively reducing or even destroying the value 
of the information.157 Conaglen (2008) 158 identifies the remedies for 
misuse of confidential information, including the use of 
constructive trusts, however Conaglen notes the established view of 
that actions in equity for breach of confidential infonnation are not 
based on the protection of a property interest in the information. 159 

153 Ibid, 561. See the later discussion of competition 'for' a market in Chapter 4, Section 2. 
154 To take a simplistic example- competition by substitution (as opposed to imitation) will 
exist where a fmn competes with the market leader in the mouse trap sector by producing a 
better mouse .trap- .that neither reproduces the copyright plans of the market leader or 
infringes any patent the market leader may hold in their product- so that consumers can 
substitute the new and better product for the old mouse trap. 
155 It is arguable that not all innovation results in dynamic efficiency - as discussed later in 
this thesis. See Chapter 2, Sections 4(b) and (c). 
156 Moorgate Tobacco Co. Ltd v Phillip Morris Ltd (No.2) (1984) 156 CLR 414; 56 ALR 
193; [1984] HCA 73 . Deane J stated that, "like most heads of exclusive jurisdiction, its 
rational basis does not lie in property rights. It lies in the notion of an obligation of 
conscience arising from the circumstances in or through which the information was 
communicated or obtained. " See also Coogan v News Group Newspapers Ltd & Glenn 
Mulcaire [2012] EWCA Civ 48 (01 February 2012). 
157 JS . Gans, P. Williams and D. Briggs, 'Intellectual Property Rights: a Grant of Monopoly 
or an Aid to Competition' (2004) 37(4) Australian Economic Review 436-445 . 
158 M. Conaglen, 'Thinking about Proprietary Remedies for Breach of Confidence' (2008) 1 
Intellectual Property Quarterly 82-109 . 
159 Citing OBG Ltd v Allan [2008] 1 AC 1; [2007] 2 WLR 920 ; [2007] 4 AllER 545; [2007] 
UKHL 21. per Lord Walker at [275] . Moorgate Tobacco Co. Ltd v Phillip Morris Ltd (No . 2) 
(1 984) 156 CLR 4 14; 56 ALR 193; [1984] HCA 73 . per Deane J at 438. 

34 



Conaglen identifies the judgment of Gummow & Hayne JJ in ABC 
v Lenah as warning against the circularity of argument that because 
a court of equity grants remedies to protect economic or commercial 
interests, that does not lead to those interests being recognised as 
property interests. 160 Notwithstanding the absence of proprietary 
interest in information, it is clear information can have a value and 
can be subject to an economic analysis. 161 

The Microsoft litigation in the European courts provides an example 
of litigation in relation to the anti-competitive use of confidential 
information. 162 The trade secrets controlled by Microsoft included 
both interoperability information (a trade secret or confidential 
information) as well as technology that met the definition of a 
'computer program', however the competition analysis in the 
Microsoft case did not tum on the ' propertiness' of the 
interoperability information. 163 

The common law mechanisms to address anti-competitive 
behaviour are tort actions, 164 including claims for unlawful 
interference with trade, 165 and claims for economic loss caused by 
intentional acts. 166 These tort actions provided limited control over 
behaviour in the market place that could be categorised as unfair 

160 Australian Broadcasting Corporation v Lenah Game Meats PIL (2001) 208 CLR 199; 185 
ALR 1; 76 ALJR 1; [2001] HCA 63. [92]per Gummow & Hayne JJ. 
161 The literature is extensive ·- see generally G Stigler, 'The Economics of Information' 
(1961) 69 Journal of Political Economy 213-25 . H Demsetz, 'Information and Efficiency: 
Another Viewpoint' (1969) l2 Journal of Law and Economics 1-22. DM. Lamberton (ed), Th e 
Economics oflnformation and Knowledge (1971). A. Alchian and H. Demsetz, 'Production, 
Information Costs, and Economic Organisation' (1972) 62 Am. Econ. Rev. 777-795 
(reprinted in Economics of Property Rights, Furubotn EG & Pejovich S ( ed ), Ballinger Pub. 
Co. , l974). JE. Stiglitz, 'Information and Economic Analysis: a Perspective' (1983) 95 The 
Economic Journal21-41. C. Shapiro and HR. Varian, Information Rules: A Strategic Guide 
to the Network Economy ( 1998). Y. Benkler, 'An Unhurried View ofPrivate Ordering in 
Information Transactions' (2000) 53(6) Vanderbilt L. Rev. 2063-80. Y. Benkler, 'Intellectual 
Property and the Organisation of Information Production' (2002) 22 Int'l. Rev. of Law and 
Economics 87-107. P. Drahos and J. Braithwaite, Information feudalism: who owns the 
knowledge economy? (2002). 
162 Microsoft Corp: Before the Commission of the European Communities- Decision of24 
March 2004 relating to a proceeding under Article 82 of the EC Treaty (2005) 4 CMLR 965 ; 
(Case COMP/C-3/37.792). Microsoft Corp. v Commission (2007) 5 CMLR 11; [2007] ECR 
II-360 1 (Case T -201/04) (CFI). 
163 The Microsoft litigation is introduced in Chapter 2, Section 1 and discussed in Chapter 
6, Section 3(d). 
164 WW. Harlan Rogers ( ed), Wrongfulness under English Tort Law ( 1998). 39 . Eight 
possible scenarios are identified that may amount to an economic tort, which included 
conspiracies and other intentional torts. 
165 Mogul Steamship Co. v McGregor, Gow & Co [1892] AC 25; [1892] QB 1891. 
166 OBG Ltd v Allan [2008] 1 AC 1; [2007] 2 WLR 920; [2007] 4 All ER 545; [2007] UKHL 
21 . Douglas v Hello! Ltd [2007] UKHL 21. Future Investments SA v FIFA [20 1 0] EWHC 
1019 (Ch) (11 May 2010). 
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competitive. 167 The High Court of Australia in the Campomar 
Sociedad case 168 noted as a general proposition that tort law values 
competitive conduct between traders to keep down prices and 
improve products. 169 

The above review of the various species of IP is provided as an 
introduction to a discussion of the relationship between IP and 
competition policy, but first the complexity inherent in defining and 
measuring ' innovation' and the nuances that can exist within the 
concepts of ' innovation', ' invention' and ' creativity' will be 
considered. 

(c) Is 'innovation' a synonym of 'invention'? 

The so-called 'Android war' 170 provides an example of how IPRs 
influence competitive strategies adopted by ICT firms. 171 The 
'Android war' describes the patent litigation between Apple, Inc 
and other firms competing in those markets that use the Android 
operating system on mobile phone and tablet devices. The litigation, 
in a number of jurisdictions including Australia, raises questions as 
to whether those firms are 'gaming' the patent system in order to 
gain a competitive advantage over commercial rivals and whether 
this behaviour may inhibit innovation rather - as is understood to be 
h f h . . 172 t e purpose o t e patent system - to encourage Innovation. 

Grimmelmann (20 11) 173 described the litigation conducted by the 
big technology firms as a fight over the 'hardware-software stack' -

167 M. Averill, 'Competition on the Internet and the World Wide Web -The Schoolmasters' of 
Gloucester case in the 21st Century' (2004) 11(3) Competition and Consumer L. J 300. The 
UK Court of Appeal referred to "the cause of action traditionally called passing off, perhaps 
best referred to as unfair competition ." Arsenal Football Club v Reed (2003) RPC 696; 
[2003] EWCA Civ 696. [70]. 
168 Campomar Sociedad Ltd v Nike International Ltd [2000] HCA 12; 202 CLR 45; 169 ALR 
677;_ 74ALJR 573 . . 
169 Ibid. The court noted that ' the existence of an action in unfair competition would be 
inconsistent with the established limits of the traditional and statutory causes of action which 
are available to a trader in respect of damage caused or threatened by a competitor'. [ 3] . 
170 JL. Yang, Google mobilisesfor Android war (17 August 2011) Sydney Morning Herald 
from The Washington Post <http://www.smh.com.au/technology/technology-news/google-
mobilises-for-android-war··20110816- liw8o.html> at 12 Jan. 2012. 
171 Farrell and Shapiro (2004), ibid. 
172 SL. Dogan and MA. Lemley, 'Antitrust Law and Regulatory Gaming' (2009) 87 Texas L. 
Rev. 685. Dogan & Lemley define' regulatory gaming ' as being 'private behavior that 
harnesses pro-competitive or neutral regulations and uses them for exclusionary purposes.' 
Manjoo (20 1 0) comments that the litigation in relation to touch screen mobile technology 
was a distraction from innovation F. Manj oo, Patently Stupid: Apple's multitouch lawsuit is 
both dumb and dangerous ( 4 March 201 0) Slate.com <http://www.slate.com/id/2246902/> at 
5 March 2010. 
173 J. Grimmelmann, Owning the stack: The legal war to control the smartphone platform (12 
September 2011) ars technica <http ://arstechnica.com/tech-policy/news/20 11109/owning-the-
stack-the-legal-war-for-control-of-the-smartphone-platform.ars> at 14 September 2011. 
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the layers of the stack being (from the top down) the apps; the 
operating system that runs the device and the apps; the digital 
device; and the telecommunication network to which the devices 
are connected. The ambitions of the smaller technology firms are 
described by Grimmelmann as merely 'to control one part of the 
hardware-software stack, then use that control to pry money free 
from the layers above them.' 174 The disputes at one of the layers of 
the stack (a ' horizontal' dispute) are focused on gaining and 
maintaining market share; with the control of IP being a way to 
prevent a competitor from imitating the firm ' s products or services; 
a 'vertical' play involves a firm in one layer moving to challenge 
firms that control the layer above or below. 175 Grimmelmann 
described the patent wars that began in 201 0/2011 as between the 
big technology firms (e.g. Microsoft, Apple, Google, Oracle) as 
being part of a 'strategic ' play to control the whole stack. 176 

In 2011 the patent litigation in the mobile phone and tablet device 
markets intensified with Google alleging that Apple is using patent 
litigation in an attempt to raise the cost of licensing the Android 
operating system that is applied by many of Apple ' s competitors in 
the mobile phone and tablet device markets. 177 This is a fast 
moving environment with the Blogosphere and Twitter providing 
platforms for corporate counsel and media managers to snipe at 
each other over the significance of the litigation and cross-licensing 
agreements over patents between the players in these markets. 178 

174 Ibid. 
175 Grimmelmann gives the example of ' iPhone's anti-jailbreaking features, which are 
designed in part to ensure that no one puts an app on an iPhone unless they pay Apple 's 30 
percent toll. This is a subtle game,· companies want to be open enough to be part of a rich 
and vibrant stack, but closed enough to capture value from the other layers. Copyright and 
the DMCA do a lot of work here, with antitrust increasingly pushing back against them. ' For 
'jailbreaking' Apple devices; see Electronic Frontier Foundation, EF'F Wins New Legal 
Protections for Video Artists, Cell Phone Jailbreakers, and Unlockers: Rulemaking Fixes 
Critical DMCA Wrongs (26 July 201 0) <http://www.eff.org/press/archives/201 0/07/26> at 
27 July 2010. L. Indvik, Apple Files f or Patent to Disable Jailbroken iPhones (22 August 
201 0) Mashable.com <http:/ /mashable.com/20 1 0/08/22/apple-jailbreaking-patent/> at 23 
August 2010. 

L
76 Grimmelmann comments that '[t}here are also plays here designed not to shut down a 

competitor but to hold a stack upside down and shake it until all the money fa lls out. Patents 
are the preferred weapon here. Since there 's no 'independent invention ' defense, a well-
aimed patent barrage can land without warning and leave nowhere to hide.' 
177 D. Drummond, (3 August 2011 , 12:37:00 PM) (When patents attack Android), SVP and 
Chief Legal Officer, The Official Google Blog 
<http://googleblog.blogspot.com/20 11 /08/when-patents-attack-android.html> at 4 August 
2011. A. Moses, Apple 's 'bogus ' patents will 'strangle' Android: Google (4 August 2011) 
Sydney Morning Herald <http: //www.smh.corn.au/digital-life/mobiles/apples-bogus-patents-
will-strangle-android-google-20110804-licf9.html#ixzz1UlyeKxKr> at 4 August 2011. 
Bloomberg, 'This is war': tech giants battle over mobile patents (23 August 2011) Sydney 
Morning Herald <http://www.smh.eom.au/technology/biz-tech/this-is-war-tech-giants-battle-
over-mobile-patents-20110823-lj7f7.html#ixzz1VoHbArEQ> at 23 August 2011. 
178 B. Smith and H. Gutierrez, 28 September 2011 (Our Licensing Deal with Samsung: How 
IP Drives Innovation and Collaboration), Microsoft General Counsel and Deputy General 
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Weatherall (20 11) identified the policy question raised by the wave 
of patent litigation as being 'whether the patent system is 
encouraging innovation in software and mobile technologies, and 
whether the costs these patents have for competition are just getting 
too high.' 179 The Federal Trade Commission (U.S.) 180 has 
conducted a review of the patent system, with the FTC and other 
participants in the patent system considering how to achieve the 
optimum alignment of the patent regime with competition policy. 
The FTC Patent Report (2011) 181 identifies ' innovation' as the 
intended outcome of the operation of the patent system, with 
' invention' as a central concept of the patent system; with the 
Report describing both the patent regime and competition as driving 
'firms to produce new products and services in the hope of 
obtaining an advantage in the market.' 182 The release of the FTC 
Patent Report coincides with growing controversy over the strategic 
use of litigation to enforce patents by firms in the ICT industries. 

Su (2011) 183 noted the common practice to use ' innovation' and 
'invention' as interchangeably words; however Su comments that 
there are significant differences in the social welfare implications of 
those terms. As noted in the FTC Patent Report ([i]nvention is the 
first step of innovation, but innovation often requires significant 
additional development activity beyond that first step in order to get 
new products and services to consumers.' 184 The statement that IP 
and cotnpetition policy have the common purpose is argued by Su 
to be true only in so far as the IP laws 'actually promote innovation, 
i.e., the development, commercialization, and diffusion of new 
products, processes, and services, and the creation of new, more 

Counsel, Microsoft on the issues blog 
<http:/ /blogs. technet.com/b/microsoft _on_ the _issues/archive/20 11/09/28/our-licensing-deal-
with-samsung-how-ip-drives-innovation-and-collaboration.aspx> at 29 September 2011. MG. 
Siegler, Googfe On Microsoft's Android Patent Tactics : It's Extortion (28 September 2011) 
Techcrunch.com <http://techcrunch.com/20 11 /09/28/microsoft-samsung-extortion-google/> 
at 29 September 2011. · · 
179 K. \Veatherall, Samsung Galaxy Tab vs Apple iPad: the tablet patent wars hit Australia (3 
August 20 11) The Conversation <http:l/theconversation.edu.au/samsung-galaxy-tab-vs-
apple-ipad-the-tablet-patent-wars-hit-australia-2660> at 4 August 2011. 
18° FTC, 'To Promote Innovation: The Proper Balance of Competition and Patent Law and 
Policy' (October 2003) Federal Trade Commission Report 
<http://www. ftc .gov/os/2003/1 0/innovationrpt.pdf>. 
181 FTC, 'The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 
Competition' (:Nlarch 2011) Federal Trade Commission Report 
<http://www.ftc.gov/os/2011/03111 0307patentreport.pdf>. 
182 Ibid. 1. 
183 HC. Su, Invention Is Not Innovation and Intellectual Property Is Not Just Like Any Other 
Form of Property: Competition Themes from the FTC's March 201 I Patent Report (August 
2011) 
<http ://www.americanbar.org/content/dam/aba/publishing/antitrust_ source/aug 11 _ su _7 _ 26f. 
pdf> at 4 August 2011. 
184 FTC Patent Report (20 11), ibid. 227. 
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competitive, or more efficient markets. It is not enough if the 
intellectual property laws merely encourage invention, however, 
because invention and innovation are not the same thing. ' 185 The 
observation in the FTC Patent Report - that invention is not 
necessarily the same as innovation - draws attention to the need for 
the legal doctrines that operate within IP and competition law to be 
in alignment in order to achieve the goal of advancing social 
welfare through promoting innovation and creativity. 

The FTC Patent Report highlighted the need for both IP and 
competition policy to work together to achieve the common goal of 
enhancing consumer welfare and promoting innovation; the FTC 
noted that '[t}he legal doctrines that most successf ully accomplish 
those goals align the patent system and competition policy so that 
one does not undermine the effectiveness of the other. One 
important aspect of that alignment is antitrust enforcement that 
recognizes the incentives to innovate created by the patent system. 
Condemning efficient, legitimate uses of patent rights can 
undermine those incentives and harm consumers.' 186 This statement 
introduces other important questions that arise in the debate as an 
optimum alignment of the patent regime with competition policy: 
what is ' effi cient' use of IP and how to measure 'efficiency' in the 
operation of IP regimes; as well debate is possible as to what is a 
' legititnate' or ' illegitimate' of IPR; further debate is possible as to 
the dynatnics of innovation and role of the IP regimes as 
'incentives' to investment in R&D that leads to innovation.187 

A further theme that can be drawn from the FTC Patent Report is 
the importance of both innovation and competition. The Report 
addresses how competition advances consutner welfare through 
creating new products and services and advances competition in 
pricing, choice and quality of the products and services available to 
consun1ers. The FTC Patent Report described how competitive 
forces operate within the process of innovation as to advance social 
welfare: 

185 Su, ibid. 

' Competition among patented technologies at every stage 
of the innovation process helps generate lower prices, 
more choices and higher quality products for consumers. 
Products compete to be purchased by consumers. 
Developed technologies compete in technology markets to 
be chosen for incorporation into products. Early-stage 
technologies compete for development funding. By 
aligning the patentee's market reward with consumer 
preferences, competition in product and technology 
markets encourages investment in those inventions that 
are more likely to be valued by consumers. When patent 

186 FTC Patent Report (20 11 ), ibid. 1. 
187 See Chapter 2, Section 4. 

39 



law facilitates and does not distort this competition, it 
aligns with competition policy to the benefit of 
consumers.' 188 

The FTC Patent Report serves to emphasise the different facets that 
need to be considered so as to achieve the optimum alignment of the 
copyright and patent regimes with competition policy, such the 
social welfare is maximized through both innovation and 
competition. 

(d) Competition policy in an expansionary IP universe 

This thesis considers the cases, regulatory activities and relevant 
literature from Australia, the United States and Europe. These 
countries have advance industrialised economies although they may 
differing in total size and the level of Gross National Product (GNP) 
derived by firms in the ICT sectors and the level of entrepreneurial 
activities and investment in R&D. The evolution of the competition 
statutes of Australia, the United States and the Europe countries are 
a product of the social, economic and political histories of each 
jurisdiction with the relevant parliament enacting legislation that is a 
reflection of those histories and of the efforts of interest groups to 
seek to influence the legislative process in each jurisdiction; while 
there are similarities in the social, econon1ic and political 
philosophies, there are also differences that may become apparent in 
the drafting of the legislation or in the judicial and regulatory 
interpretation of the competition statutes. 

A comparative analysis of these jurisdictions will run up against a 
number of obstacles in any attempt to draw definitive statements as 
to the reconciliation of IP and competition policy across these 
jurisdictions. These obstacles are inherent in the task and where 
appropriate this thesis directs attention to differences in social, 
economic and political philosophies that are apparent in each 
jurisdiction and well as the differences in the drafting of the 
competition legislation in each jurisdiction that can lead to different 
outcomes (when considering the same factual basis) as courts and 
competition regulators are directed by the competition legislation of 
that jurisdiction in the exercise of their powers and functions. The 
following commentary on those obstacles merely attempts to 
acknowledge their existence rather than provide an extensive 
discussion. 

In the discussion of the parameters of the inquiry a model is 
proposed as to the optimum approach to balancing access to markets 
of IP products and services with the protection of the incentive to 
innovate or create IP. In implementing this model the following 
obstacles may be relevant: judges and regulators must interpret the 
relevant legislation and are not free to implement policies that are 

188 Ibid. 2. 
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inconsistent with the legislative purpose; regulators may adopt 
policies that may tum out to be inconsistent with the legislative 
purpose and there may be a time lag before the courts may have the 
opportunity to review and correct the decisions of regulators. As a 
consequence the inconsistencies between the views of the regulators 
and the courts will take time to be resolved by judicial decisions of 
trial courts and through appeals to the superior courts. 

In the field of IPRs the activities of the multilateral treaties of the 
World Intellectual Organisation (WIPO), the World Trade 
Organisation (WTO) and the TRIPs Agreement (1994) continue 
have a role in achieving the harmonisation of IP legislation. Bilateral 
treaties, such as the Australian/US. Free Trade Agreement (2004), 
also have a role in the harmonisation of IP legislation of the 
signatories. However as various IP treaties, conventions and 
agreements predominantly provide 'minimum standards' for IP 
legislation, there remains significant differences in the IP statutes of 
Australia, the United States and the Europe countries, which 
differences are reflected in decisions of courts and IP registrars. 

The parliament of each jurisdiction, as the apex of the body politic, 
is exposed to lobbying from stakeholders with an interest in IP 
policy, including lobbyists from the lTC industries, entertainment 
and arts sectors, academic and public interest groups. The 
expansionary trends in IP can be identified from the effects of 
digitisation impacting on the value of IP; as well the expansionary 
trends have other sources that are addressed in the discussion as to 
the drivers of the evolution ofiP policy. 189 

The pressure to expand the scope of IPRs can be acknowledged as 
being a product of the importance of lP in the business strategies of 
firms and the significance of lP in what IP Dickinson (2000) 
described as the ' entrepreneurial/innovation-driven h-"nowledge 
based economy' .190 In considering the relationship between IP and 
competition policy this thesis, in presenting an 'access/incentive' 
1nodel, must function in the dynamic social, economic and political 
environment described above. 

The earlier discussion of the parameters of the inquiry undertaken in 
this thesis sets out a list of questions being considered, 191 which 
includes the question: Do the internal IP rules, doctrines and 
defences, which have a role in shaping the scope of IPRs, also have 
a role in balancing property rights and competition policy? The 
discussion under the heading 'Intellectual property and competition 
policy - two sides of the smne coin' should be seen as part of the 

189 See Chapter 2, Section 4(a) . 
190 QT. Dickinson, The emerging entrepreneurial/innovation-driven knowledge based 
economy (2000) Speech at the Benjamin N Cardozo School of Law on 24110/2000 
<http://www.uspto.gov/web/offices/ac/ahrpa/opa/bulletin/cardozo.pdf> at 30 March 2005. 
See Chapter 2, Section 4(a) . 
191 See Chapter 1. Section 2(a). 
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answer to that question. That is, the notion that IP rules, doctrines 
and defences have a role in balancing property rights, and in the 
understanding of competitive behaviour by owners of that IP, so that 
attention should be given to this function in the development of IP 
policy - especially in an expansionary IP universe. This thesis would 
argue that it increases the risk of policy failure if this aspect of the 
role of IP is ignored. 

This thesis would also argue that an ' access/incentive' model can 
operate in an expansionary IP universe by focusing attention of the 
efficiency and social welfare implications of changes to IPRs. The 
Ergas Committee Report describes the interaction between IP law 
and competition policy as creating a risk of policy failure in these 
two systems in that '[b) oth intellectual prop erty law and 
competition policy serve to correct market f ailure in the pursuit of 
economic efficiency. However, tension between the objectives and 
instruments of the two systems occurs when the correction of one 
f orm of market f ailure creates another.' 192 Therefore both 
competition policy and intellectual property policy can be enhanced 
through an understanding of the circumstances in which a market 
failure in one system is not corrected by the other system. The points 
of tension between intellectual property rights and competition law 
appear to arise in three contexts: the definition of property rights and 
the application of competition law to the exercise of property rights; 
the different time-frames in which intellectual property and 
competition law operate; and the consequences of the qualification 
of the rights of exclusion by legal defences to infringement claims or 
by compulsory access regimes. 

Leaving aside the controversies over length of the term, the structure 
of the intellectual property regimes leaves the welfare benefits to be 
assessed over the life of intellectual property tights. Competition 
law, in focusing on market behaviour, tends to operate in shorter 
time-frames in which the concepts allocative efficiency (static 
efficiency) and productive . efficiency are . used to assess the best 
available allocation of resources for the purpose of determining 
whether the relevant market is efficient and therefore competitive. 
The concept of dynamic efficiency considers the long term social 
welfare benefits that are the consequences of invention, innovation 
and creativity. Drahos (1996) suggested that it is misleading form of 
argument to suggest the dynamic efficiency resulting from 
innovation means that intellectual property rights are pro-
competitive.193 Drahos argued that 'the price of those welfare gains 
is an interference in the process of competition .,t94 However it can 

192 Ergas Committee Report, Review of Intellectual Property Legislation under the 
Competition Principles Agreement, (IP and Competition Review Committee (Commonwealth 
of Australia)) (September 2000). 39. 
193 P. Drahos, A Philosophy of Intellectual Property (1996). Chapter 6 fin 50. 
194 Ibid. Chapter 6 fin 50. c.f. J. Drexl et al. , 'Comments on the D. G. Competition Discussion 
Paper of December 2005 on the Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) 
Int'l. Rev. of Industrial Prop erty and Copyright Law (I. I. C) 588-572. Drexel accepts that 
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be argued that intellectual property rights tend to be pro-
competitive, although at the same time the design of the intellectual 
property regimes may not be optimal, with the consequence that the 
welfare benefits flowing from innovation are sub-optimal over the 
long term. This is the market failure problem identified by the Ergas 
Committee Report (2000), 195 that is, the interference to the 
competitive process created by the intellectual property rights 
regimes may outweigh the welfare benefits flowing from innovation. 

As discussed earlier IP and competition policy can be described as 
being complementary in that the IP regimes are designed to prevent 
competition by imitation, as imitation would result from the 
substantial reproduction of copyright work or the making of a 
product that is within the scope of the registered patent or 
copyright. 196 In competitive markets the existence of price 
competition drives producers to compete with each other, which has 
the primary effect that producers will become more efficient, so as to 
be more profitable by producing products at lower cost than 
competitors. Competition also has a secondary effect in that price 
competition forces firms to innovate in order to develop new 
products or improvements for existing products; innovation enhances 
efficiency, 197 and efficient tinns are better placed to increase market 
share and profitability. The internal trade mark rules as to what is 
capable of being trade marked can be seen to have implications for 
competition as the grant of trade marks for generic and other general 
descriptive names will prevent other firms fron1 competing in the 
market using such descriptive names for their products. 198 

intellectual property rights limit competition by ' imitation', and so can be said to cause a loss 
of allocative efficiency as rivals cannot just imitate the market leader. However the inability 
to imitate may spur the rivals into R&D to find new products or improvement to existing 
products so as to compete with the market leader. This process advances the dynamic 
efficiency of the market. 
195 Ergas Committee Report, Review of Intellectual Property Legislation under the 
Competition Principles Agreement, (IP and Competition Review Committee (Commonwealth 
of Australia)) (September 2000). 25. 
196 To take a simplistic example- competition by substitution (as opposed to imitation) will 
exist where a fmn competes with the market leader in the mouse trap sector by producing a 
better mouse trap - that neither reproduces the copyright plans of the market leader or 
infringes any patent the market leader may hold in their product - so that consumers can 
substitute the new and better product for the old mouse trap. 
197 It is arguable that not all innovation results in dynamic efficiency- as discussed later in 
this thesis. See Chapter 2, Sections 4 (b) and (c) . 
198 Ergas Committee Report (2000), 187. 
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4. The cult of the consumer 

The consumer, as an economic being, is a participant in the social 
and political discourse, as well as in the various marketplaces, 
physical or online, in which digital products are bartered, 
exchanged, licensed, bought and sold. The consumer, as an 
economic being, is also invoked in the regulation of marketplaces, in 
the context of the concept of 'social welfare' that is used in the 
application of the Trade Practices Act 1974 (TPA) and Competition 
and Consumer Act 2010 (CCA). 199 The TPA/CCA directs attention 
to the interests of consumers over the interests of the firms. In 
contrast the Patents Act 1990 (Cth) and Copyright Act 1968 (Cth) 
are primarily directed to the interest of creators, innovators and 
those that invest in creativity and innovation - however the judicial 
interpretation of these statutes acknowledges the interest of the 
consumers in the recognition of the importance of the public 
domain.200 

The discourse on digital technology can be framed in relation to 
consumer protection and consumer rights. Hitchens (2007) 
suggested that members of the public have different identities or 
interests as citizens and as consumers and that these different 
identities can influence the shaping of media policy; with the nature 
and extent of the 'public interest' being potentially different when 
considering the interests of 'the public as citizen' or 'the public as 
consumer' .Z01 

There is also the public as anti-consumer, or 'culture jammer' ;202 

citizens who challenge the commercial culture of 'consumerism' by 
subverting logos, trade marks and advertisetnents as cultural 

199 The word 'consumer' has a technical meaning in economics as well as a statutory meaning 
in the TP AICCA, with s. 51ACA TP AICCA defines consumer in the context of a relationship 
with participants in the marketplace: 'consumer, in relation to an industry, means a person 
to whom goods or services are or may be supplied by participants in the industry.' Section 2 
describes the purpose of the TP AJCCA as being 'The object of this Act is to enhance the 
welfare of Australians through the promotion of competition and fair trading and provision 
for consumer protection.' 
200 Ice TV PIL v Nine Network Australia PIL (2009) 239 CLR 458 ; 80 IPR 451 ; [2009] HCA 
14. Gummow, Hayne & Heydon JJ conunent that there is a public interest ' in maintaining a 
robust public domain in which further works are produced.' [71]. 
201 L. Hitchens, 'Citizen versus Consumer in the Digital World' in AT. Kenyon (ed), TV 
Futures: Digital Television Policy in Australia (2007) 343-363. L. Hitchens, 'Australian 
Media Reform- Discerning the Policy' (2007) 13(1) UNSWLJ Forum 26-32. See also 
ACMA, 'Citizens ' and the ACMA- Exploring the concepts within Australian media and 
communications regulation (June 201 0) Australian Communications and Media Authority 
<http://www.acma.gov.au/WEB/STANDARD/pc=PC_312186>. 
202 M. Dery, The Merry Pranksters And the Art of the Hoax (23 December 1990) New York 
Times <http://markdery.com/?page_ id=154> at 28 March 2011. V. Carducci, 'Culture 
Jamming: A Sociological Perspective' (2006) 6(1) J. of Consumer Culture 116-38. M. Dery, 
Culture Jamming: Hacking, Slashing, and Sniping in the Empire of the Signs (8 October 
20 10) <http://markdery.com/?page_id=154> at 29 March 2011. 
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act1v1sts or engage in 'brandjacking' for other motives. 203 Digital 
technology provides cultural jammers with opportunities to subvert 
the meaning and value of IP products with trade mark owners 
potentially left without remedies if the cultural jamming does not 
use the trade mark 'in commerce' or the use is not in a commercial 
context to indicate the origin of goods or services 

The modem discourse on the role of the the public as consumer of 
copyright works is described by Rimmer (2007)204 as involving 
consumers with different skills and approaches to engaging with the 
copyright regimes. The main groups of citizens that engage with the 
matrix of the digital universe are: (1) 'citizens, commoners and 
social actors '205 who may merely be passive beneficiaries of work 
that is created by others, with descriptors of 'readers', 'viewers ' or 
'consumers' 206 or participants in a social and political discourse in 
which the boundaries between intellectual property and public 
domain material are in a state of flux so that what is available to 
gather or 'glean' 207 for the intellectual property 'commons' is 
changing208 

- to disadvantage consumers; (2) 'bricoleurs, creators 
and political actors ' 209 whose work challenges the boundaries of 
intellectual property or who are intentionally appropriate existing 
copyright works to transform that raw material into new cultural 
material;210 and (3) and as consumer/innovators actively involved 

203 LP. Ramsey, 'Brandjacking on Social Networks: Trademark Infringement by 
Impersonation ofMarkholders' (2010) 58 Buffalo L. Rev. 851-929. 
204 M. Rimmer, Digital Copyright and the Consumer Revolution: Hands off my iPod (2007). 
205 Ibid. 3. 
206 Ibid. 8. 
207 Ibid. 5. 
208 See the commentaries on the creative commons by J. Boyle, 'The Second Enclosure 
Movement and the Construction of the Public Domain' (2003) 66 Law and Contemporary 
Problems 33-74. J. Boyle, The public domain: enclosing the commons of the mind (2008) 
<http://v:ww.thepublicdomain.org/> at 20 September 2010. 
209 Rimmer, ibid. 4. Discussing, inter alia, Coombe, R, The Cultural Life of Intellectual 
Property, Durham NC: Duke University Press, 'bricoleurs' being consumers who transform 
existing copyright works into new cultural productions- as they are those that make artful 
use of whatever is at hand (bricolage) . 
2 10 Rimmer, ibid. 7, Individuals whose work challenges the boundaries of IP includes 
' literary parodists, appropriation artists, cultural-jammers, digital samplers, performance 
artists, guerilla broadcasters and open source programmers .' Digital sub-cultures develop 
their own descriptors, such as 'v idders', or video remix atiists , who create music videos from 
video source material as a homage or commentary on the original artist or source material 
who post their 'vids', ' fanvids ', or 'songvids' , to websites such as You Tube ( L. Hill, The 
Vidder: Luminosity upgrades fan video (12 November 2007) New York Magazine 
<http :/ /nymag.com/movies/features/videos/40622/> at 27 July 2010.) In July 2010 the 
Copyright Office (U.S.) exempted 'fair use ' vidding from the DMCA; so that vidders are 
permitted to circumvent access control technology to obtain access to material so as to 
exercise the 'fair use ' exemption under the Copyright Act 1976 (US): See Rulemaking on 
Exemptions from Prohibition on Circumvention of Technological Measures that Control 
Access to Copyrighted Works (U.S. Copyright Office, July 27, 2010) . 
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manipulating and adapting technology. 211 From this analysis three 
significant categories of firms and individuals can be identified: 
those that create original works and other material; those that use or 
consume the original works - consuming by reading, viewing or 
using the material; and those that reuse works and other material 
created by others. Passive consumers in the second category are 
concerned about price of access to the copyright material. Active 
consumers in the third category - who reuse existing works - look to 
copyright doctrines as a defence to claims of copyright infringement 
including the idea-expression dichotomy and the fair use/fair dealing 
exception to copyright infringement.2 12 The U.K. Report titled, '© 
the way ahead ' reaches the conclusion that '[t}here is a mismatch 
between the expectations of users and what copyright currently 
allows. ' 2 13 When the different categories of consumers described by 
Rimmer (2007)21 4 and Tapscott & Williams (2008)215 are 
considered, the conclusion of the U.K. Report needs to be expanded 
as rather than there being a pure dichotomy between meeting the 
expectations of end users and what copyright allows; the analysis of 
the expectations of consumers of copyright works is more complex 
because those consumers are not an homogenous group. 

The consumer/innovators are named by Tapscott & Williams2 16 as 
being 'prosumers ', who advance innovation by ' hacking' or 're-
mixing' existing material to create new works. The creation of 
works that are adaptations of the original work results in those 
ancillary works being likely to infringe copyright and in relation to 
cultural products potentially infringe the moral rights of the original 
creator. The relationship between firms that create digital products 
and consumer/innovators can be either one of antagonism (with the 
engagetnent focused on the infringement of copyright) or an 
alternative relationship in which the firms view the 
consumer/innovators as being co-im1ovators. That is, the fim1s adopt 
business models that co-opt the activities of consumer/innovators so 
that, as described by Tapscott & Williams, '[c]ustomers get more of 
' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' 217 what they want and companies get free R&D' . Tapscott & 
Williams described the dilemma for the owners of the IPRs is 

21 1 Rimmer, ibid. 7. 
212 See also JP. Liu, 'Copyright Law's Theory of the Consumer' , 44 Boston College L. R. 397-
581 (2003 ). (republished in 'The Political Economy of Intellectual Property Rights' C. May 
(ed) Vol. II, 547-596 Edward Elgar (2010)). Liu discussed the passive consumer, the 
consumer as author (reusing existing works) and the active consumer that develops the 
'consumer interests in autonomy, communication, and creative self-expression.' 551. 
21 3 Department for Business Innovation and Skills (UK), '© the way ahead: A Copyright 
Strategy for the Digital Age' (October 2009). Conclusion D. 
214 M. Rimmer, Digital Copyright and the Consumer Revolution: Hands off my iPod (2007). 
215 D . Tapscott and AD. Williams, Wikinomics: How Mass Collaboration Changes 
Everything (2008). Chapter 5. 
216 Ibid. Chapter 5. 
217 Ibid. 132. 
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whether to 'discourage, ignore, join, or even try to co-op prosumer 
communities. ' 218 It can be a win/win outcome if the owners of the 
IPRs can bring their business model of the firm into alignment with 
the behaviour of the 'prosumers ' so that consumers get the products 
they want with benefits of the R&D helping to increase the 
profitability of the firm. 

Information privacy is an consumer issue of some significance as 
internet technologies that provide firms with information about their 
customers enable those fmns to provide services that are targeted to 
the specific needs of consumers;2 19 as well, the information 
available to consumers on the web makes them better informed as to 
pricing and other aspects of products, so that consumers can be more 
discriminating in their purchasing decisions. 220 The web creates 
privacy concerns as firms that provide search, payment and social 
network services are able to collate information about consumers' 
interests in products or services. 221 The purchasing patterns of 
consumers can be obtained from the search results generating 
torrents of data about users' tastes and habits with more general 
information about the interests of consumers being obtained from 
social networking websites. The co1lection of torrents of data about 
users' tastes and habits is argued by Harbour & Koslov (2010) to 
require privacy interests to be a factor in market definition and the 
assessment of anti-competitive behaviour in online markets;222 

however the privacy ditnension of online competition will not be 
addressed in this thesis. 

218 Ibid. 
21

lJ E. Van Buskirk, Gaming the System: How Marketers Rig the Social Media Machine (7 
July 2010) Wired.com <http:l/wwvJ.wired.com/epicenter/2010/07/gaming-the-system-how-
marketers-rig-the-social-media-machine/> at 8 July 2010. Van Buskirk described how 
marketers may see opportunities to insert themselves into conversations on social networking 
sites by offering product discounts or other promotional offers when people mention brands 
in messages to their friends. 
220 Plum Consulting and Keplar LLP, Online markets: discussion paper (July 201 0) Office of 
Fair Trading (UK). 11. The discussion paper comments that the analysis of customer 
information leads to new services but also the potential fo r 'the exercise of market power. As 
purchase recommendations become well tailored to customers they become less like junk-
mail and more like a personal shopping service. On the other hand, firms might be also able 
to use information to better price discriminate and extract surplus from customers, or to pre-
empt putative rivals from entering a market. However, better informed consumers may also 
be more discriminating in their decisions, for example, in terms of price or quality.' 
221 See generally T . Synodinou, Google Versus the Law: Google 's Legal Adventures and 
Their Impact to the Evolution of European Information Law (2010) University of Cyprus 
(SSRN eLibrary) <http://ssrn.com/paper= 1951837>. 
222 PJ. Harbour and TI. Koslov, 'Section 2 in a Web 2.0 World: An Expanded Vision of 
Relevant Product Markets' (2010) 76(3) Antitrust L. J. 769-797 . See Google/DoubleClick, 
F.T.C. File No. 071-91 70 (December 20, 2007). The dissenting statement of Commissioner 
Pamela Jones Harbour identified the privacy dimension of online competition (note 46, at 9-
11 ). See also RC. Picker, 'Competition and Privacy in Web 2.0 and the Cloud' (2008) 103 
Northwestern U. L. Rev. Co lloquy 1. 
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A consequence of computer technology is that the collating of data 
can become an automated process. 223 Vaidhyanathan described 
Google's search engine and AdWords technology as operating with 
an understanding 'how patterns of searches indicate behaviors' .224 

Understanding specific consumer behaviour - or at least recognising 
topics of interest of consumers - allows for targeting of commercial 
messages to those consumers, which correspond to a topic of interest 
to an individual consumer. The AdWords service225 and the AdSense 
service allows operators of websites to install an application that 
includes Google's search engine and linked technology that serves 
up advertisements to that website, with the website operator sharing 
in the advertising revenue. 226 

Technology that protects privacy is increasingly becoming part of 
web technology through a 'privacy by design' approach to creating 
web browsers or through privacy enhancing 'apps' made available 
for use with web browsers. Privacy interests appear to be non-
economic interests, with Passman (2011), a General Counsel at 
Microsoft, commenting that 'privacy might be thought of as a proxy 
or form of 'price ' (especially when the underlying product might be 
free to use). In other words, consumers might decide to 'pay' for 
certain 'free ' or subsidized products, services or features with their 
privacy, which in turn can translate into dollar revenue for the 
product or service provider. ' 227 Passman described the way in which 
online finns and technologies deal with the privacy interest of 

223 The analysis of a database through 'datamining' techniques can be used to identify trends, 
patterns and other valuable information so as to transform data into business intelligence that 
provides an informational advantage from the use of that business intelligence including 
using the information to create predictive models of consumer behavour. 
224 S. Vaidhyanathan, 'Render unto Caesar: How Google Came to Rule the Web', The 
Googlization of Everything: How one company is disrupting commerce, culture, and 
community (2011) Chapter 1. (University of California Press) . 
225 Vaidhyanathan described theAdWords service as operating through a sophisticated 
auction system that 'ensures bidders do not overpay for their winning bids. The bidding 
occurs dynamically and instantly on the initiation of any search. The results-the order in 
which ad links get placed on the results page-are determined by a number of factors, 
including the preferences and Web habits of the individual user or population of users in the 
general area (thus allowing local results to show up). Google does not charge the winning 
bidder the amount it bid, but instead the amount of the second-place bid, so that bidders need 
notfearplacing a needlessly high 'sucker' bid,· it thereby helps small firms compete with 
large ones.' Ibid. 
226 The AdSence service bundles the Google search engine with an application that displays 
ads on the website and allows the operator of the website to generate revenue from web users 
clicking on the ads. The application can serve up ads that targeted to the interests of the users 
of the website; with the application working with searches made from personal computers 
and mobile devices that have search capability. <www.google.com> at 1 March 2011 . 
227 P. Passman, 31 March 2011 (9:00) (Competition and Consumer Protection in a Web 3.0 
World), Corporate VP and Deputy General Counsel- Global Corporate and Regulatory 
Affairs, Microsoft on the issues blog 
<http:/ /blogs.technet.com/b/microsoft _on_ the _issues/archive/20 11/03/31 /competition-and-
consumer-protection-in-a-web-3-0-world.aspx> at 1 April 2011. 
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consumers as being an ' important competitive dif.ferentiator'. 228 In 
this way the privacy 'cost' that web users either knowingly or 
unknowingly incur in their choices made during their web searching 
creates a privacy dimension in the assessment of the nature of 
competition in the online environment. 

5. Rammed, jammed and bifurcated 

This introduction included a discussion of the 
iPodliTunesliPhoneliPad technologies so as to discuss the 
implications of Apple's adoption of a 'closed' technology and the 
competition implications for consumers, the direct competitors of 
Apple in the digital device markets, and firms that want to deliver 
content to the Apple devices using application programs ('apps') 
that consumers can download from the Apple Apps Store. What can 
be gained from this review is an appreciation of the IP and 
competition issues that flow from the adoption of a closed 
technology business model with a base of users that competitors 
cannot access and with those users being restricted as to how they 
use the closed technology. The adoption of a closed technology 
business model is a strategic business choice that provides a path to 
achieve what Andersen (2006)229 described as the ' [ c} apturing of 
value from intellectual capital and knowledge-based assets' ?30 

These intangible assets are dynamic and elusive in the sense that 
these assets are created through constant innovation. The inherent 
uncertainty of the IP regimes that create the property rights in what 
Andersen described as the shift to a 'knowledge-driven techno-
economic paradigm' 231 has driven the design of policy by industry, 
national governments and international trade and IP organisations in 
the 20th and 21st centuries. The exploitation of 'productive 
knowledge' resulting fron1 digitisation occurs in vertical paths into a 
single product, as well as with through innovators looking to exploit 

228 Passman goes on to comment, '[c}ompetition- and competition law- may have a 
significant impact on the 'privacy prices ' consumers have to pay. However, if a company's 
privacy practices are not clear, consumers will not understand the "price" they are paying. 
This is where consumer protection might play an intersecting role, by enhancing 
transparency and empowering consumers to make informed privacy choices.' ibid. 
229 B. Andersen, 'If 'Intellectual Property Rights' is the answer, what is the question? 
Revisiting the Patent controversies' in B Andersen ( ed), Intellectual Property Rights (2006) 
1 09-14 7. (Edward Elgar). 
230 Ibid. 109. 
231 Ibid. An economy in which knowledge assets have replaced physical products and the 
primary source of Gross National Product (GNP) are commonly described as the 'new 
economy' . See also Dickinson who referred the 'entrepreneurial/innovation-driven 
knowledge based economy'. QT. Dickinson, The emerging entrepreneurial/innovation-driven 
knowledge based economy (2000) Speech at the Benjamin N Cardozo School of Law on 
24/1 0/2000 <http://www. uspto.gov /web/ offices/ ac/ ahrpa/ opa/bulletinl cardozo. pdf> at 3 0 
March 2005 . 
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the same 'productive knowledge ' horizontally across widely 
divergent markets through different digital products and services. 232 

In the digital age the proportion of Gross National Product (GNP) 
that is attributed to products and services incorporating IP is 
increasing in value. Individuals and firms look to the IP regimes to 
support business models and to provide a competitive advantage 
over other participants in the marketplace. The U.K. Report, © the 
way ahead (2009)233 reached the conclusion that '[t} he complexity of 
copyright derives from the historical accretion of rights, more 
complicated business models and value chains and the interactions 
of rights holders' ;234 in the commercial context firms are 
increasingly using copyright, and other IP regimes, as the levers that 
enable firms to achieve their business strategies - to that extent the 
IP regimes have become jammed with the weight of those 
expectations. To reference the title to this thesis : the policy 
environment in which intellectual property and competition policy 
intersect can be described as a space in which the conflicting policy 
objectives within the bifurcated system in which the competition 
regulation and IP regimes operate, have become rammed and 
jammed? 35 

This thesis, as discussed earlier, considers the intersection of 
competition and IP policy in order to investigate a model for 
achieving the optimum balance between access to markets and 
protection of the incentive to innovate or create (the 
'access/protection balance '); a model in which the IP regimes 
operate with a narrow scope of protection with a competition policy 
that intervene in the exercise of IPRs only in exceptional 
circumstances. 

232 Andersen, ibid. 110. 
233 Department for Business Innovation and Skills (UK),'© the way ahead: A Copyright 
Strategy for the Digital Age' (October 2009). 
234 Ibid. Conclusion C. page 48. 
235 The title of this thesis - 'rammed, jammed and bifurcated' - owes something to the title of 
the work of Fisher, McGowan & Greenwood'- 'folded, spindled and mutilated' -although 
this thesis does not attempt to emulated the detailed examination of a single case that is 
provided by FM. Fisher, JJ. McGowan and JE. Greenwood, Folded, Spindled and Mutilated: 
Economic Analysis and US v IBM (1 983). 
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Chapter 2: Is the Digital Different? 
1. The Microsoft litigation - IP and competition law in the digital 

environment 

The issues generated in the Microsoft litigation in the U.S. Federal 
Courts and in the Europe Court of Justice (ECJ) will be considered 
so as to provide examples of litigation at the intersection of IP and 
competition law. The relationship between IP and competition law 
has received close attention in the litigation involving Microsoft 
Corporation in separate proceedings commenced by the U.S. 
Department of Justice and by the European Commission. The 
Microsoft case in the U.S. courts considered allegations of 
exclusionary conduct by Microsoft in relation to the development 
and distribution of the Internet Explorer web browser. In the 
European proceedings courts focused on the disclosure of 
'interoperability information' for the Windows operating system, so 
that firms could compete with Microsoft in the workserver market. 
Wu (2012)236 describes the context of this litigation with reference 
to the role of Windows operating system as a technology that acts as 
a catalyst for innovation; a 'platfotm' to which the computer 
industry had committed as the ' standard' operating system; with the 
litigation investigating allegations of the use of arbitrary 
exclusionary practices to 'to influence the path of innovation ' 237 so 
as to preserve the dominance of the platform by blocking or 
inhibiting the development of technologies that may pose a threat to 
the platform. 

The U.S. Department of Justice alleged that Microsoft was engaged 
in predatory pricing and exclusionary conduct in breach of the 
Sherman Act in relation to the development and distribution of the 
Internet Explorer web browser.238 The findings of fact and law in 
the District Court narrowed the focus to lVIicrosoft' s restncttve 
licences issued to Internet Access Providers (lAPs) and Original 
Equipment Manufacturers (OEMs) that limited the software (in 

236 T. Wu, Hearing on Digital Economy: Oversight of Innovation Catalysts (1 February 2012) 
OECD, Directorate for Financial and Enterprise Affairs Competition Committee, 
DAF/COMP/WD(2012)2 <http://www.oecd.org/dataoecd/3/54/49623337.pdf>. 
237 Ibid. [23]. 
238 There are five aspects of the business strategy adopted by Microsoft that were alleged by 
the Department of Justice to be predatory and exclusionary and thereby breaching of §2 
Sherman Act: Microsoft's investment in browser technology (the Internet Explorer browser); 
Microsoft's decision to making Internet Explorer a free product (pricing Internet Explorer at 
zero cost, thereby undercutting the ability of competitors to price their web browsers above 
zero cost); the restrictive licence agreements with OEM suppliers; Microsoft tying the 
Internet Explorer into the Windows operating system; and Microsoft ' s efforts to contain and 
to subvert Sun Microsystems' Java technologies which were viewed as posing a potential 
threat to Windows' position as the ubiquitous platform for software development; see B. 
Klein, 'The Microsoft Case: What Can a Dominant Firm Do to Defend Its Market Position?' 
(2001) 15(2) J. of Economic Perspectives 45-62. See generally WH. Page and JE. Lopatka, 
The Microsoft Case: Antitrust, High Technology, and Consumer Welfare (2007). 
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particular, web browsers that competed with Microsoft' s Internet 
Explorer) that OEMs could pre-install on personal computer 
systems using Microsoft ' s Windows operating system. 239 The 
District Court determined that these restrictive licences were anti-
competitive as Microsoft achieved control of the two most effective 
distribution channels for browser software and thereby prevented 
'competition on the merits ' in the web browser market. 240 

On appeal the licence restrictions that Microsoft imposed on 
licensees were argued by Microsoft to be justified as being no more 
that Microsoft exercising the property rights in its software; 'if 
intellectual property rights have been lawfully acquired,' argued 
Microsoft 'their subsequent exercise cannot give rise to antitrust 
liability. ' 241 That is, Microsoft argued that the exercise of IPRs 
should not be subject to scrutiny under competition law. The D.C. 
Circuit dismissed this broad justification as bordering on the 
frivolous and being ' no more correct than the proposition that use of 
one's personal property, such as a baseball bat, cannot give rise to 
tort liability.' 242 Microsoft's property rights argument was directly 
rebutted when the D.C. Circuit quoted from the Xerox case - that 
'[i} ntellectual property rights do not confer a privilege to violate the 
antitrust laws. ' 243 The antitrust case brought by the Department of 
Justice (DOJ) had to be answered by Microsoft with more nuanced 
arguments as to whether the Microsoft's IP strategies were anti-
competitive. 

Microsoft' s appeal was only partially successful, with the D.C. 
Circuit affirming the lower court decision that Microsoft had acted 
with the intention to create or maintain a monopoly in violation of 
§2 Sherman Act in respect to various license agreements with lAPs 
and OEMs, although the D.C. Circuit reversed the lower court 
determination that the integration of Internet Explorer into Windows 
was an anti-con1petitive product design .Z44 When the treatment of 

239 (Microsoft ·· Findings of Fact) United States v Microsoft, 84 F. Supp. 2d 9 (D.D.C. 1999). 
240 (Microsoft- Conclusions of Law) United States v Microsoft, 87 F. Supp. 2d 30 (D.D.C. 
2000). The district court concluded that Microsoft had monopoly power; and held that 
Microsoft had violated §2 by engaging in a variety of exclusionary acts to maintain its 
monopoly by preventing the effective distribution and use of products that might threaten that 
monopoly, including: (1) the way in which Microsoft integrated Internet Explorer into 
Windows; (2) its various dealings with lAPs and OEMs; (3) its efforts to contain and to 
subvert Java technologies; and ( 4) its course of conduct as a whole. 
24 1 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). 1. b. [81]. 
242 Ibid. 
243 In re Jndep. Serv. Orgs. Antitrust Litig. , 203 F.3d 1322, 1325 (Fed. Cir. 2000). 
244 Microsoft Appeal, ibid. The D.C. Circuit affirmed the District Court's determination of §2 
liability in respect of its various dealings with lAPs and OEMs; and its efforts to contain and 
to subvert Java technologies; [136] , [145] , [152] and [161] ; but reversed the determination 
of §2 liability for Microsoft's course of conduct as a whole; [164] and the fi nding as to 
attempted monopolization. [188]. See generally JM. Newman, 'Anticompetitive Product 
Design in the New Economy' (20 11) Florida State University L. Rev., Forthcoming 
<http:/ /ssm.com/paper= 1942932>. 
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product integration by the D.C. Circuit is compared to the Microsoft 
litigation in Europe, which is considered below, it is apparent that 
there are divergent attitudes to the treatment of product integration 
between the U.S. and Europe. The Microsoft litigation directs 
attention to the intersection of IP and competition law and the 
question as to the optimum rules that should be applied to situations 
where dominant positions are caused by the existence of IP. 

The anti-competitive effect of integration was considered by the 
D.C. Circuit, with the comment being made that courts are generally 
sceptical about claims that competition has been harmed by a 
dominant firm's product design changes. The court went on to hold 
that the integration of Internet Explorer into Windows did not 
violate §2.245 Similarly in relation to whether Microsoft had engaged 
in exclusionary conduct by developing and promoting its own 
version of Java, the D.C. Circuit held that Microsoft did 'not violate 
the antitrust laws simply by developing a product that is 
incompatible with those of its rivals; ' 246 although liability was 
confirmed in relation to Microsoft's actions in pressuring firms to 
stop cross-platform development of Java and providing license 
agreements requiring use of Microsoft's version of Java. 247 The 
implementation of remedies was subsequently resolved by consent 
decrees,248 which were designed as 'behavioural remedies' to 
prevent Microsoft engaging in exclusionary conduct.249 With the 
consent decrees coming to an end in 2011, the debate continues as to 
whether the remedies were are failure in that Microsoft continues to 
dominate the operating system market or whether it was sufficient 
that the remedies opened up the markets for web applications such 
as browsers, media players and instant messaging software. 250 

The Trinka decision of the U.S. Supreme Court (discussed later in 
this thesis) is proposed as a defining point in the debate as to 
whether courts and competition regulators should be engaged in 
behavioural remedies in ICT markets that exhibit rapidly evolving 

245 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). 35. [91 -
103]. See Section II.B.2. 
246 Ibid. 35. [140]. See Section II.B.3. [110]. 
247 Ibid. 'Microsoft's conduct related to its Java developer tools served to protect its 
monopoly of the operating system in a manner not attributable either to the superiority of the 
operating system or to the acumen of its makers, and therefore was anticompetitive. ' [152]. 
248 (Microsoft- Final Consent Decree) United States v Microsoft, 231 F. Supp. 2d 144 
(D.D.C. 2002). The Supreme Court denied certiorari in United States v Microsoft, 534 US 
952 (2001). 
249 RH. Lande and NW. Hawker, As Antitrust Case Ends, Microsoft is Victorious in Defeat 
(16 May 2011) BaltimoreSun.com (SSRN eLibrary) <http://ssm.com/paper=1845510> at 2 
June 2011. 
250 Ibid. Lande & Hawker argue the consent decrees failed to end Microsoft's monopoly in 
the operating system market. The DOJ identified the success of the consent decrees in the 
impact in ancillary markets. 
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technologies and business strategies. 251 Waller (2011)252 answers the 
criticisms of legal and regulatory intervention in digital technology 
markets with the comment that 'that Trinka 's parade of horribles is 
vastly overblown' . 253 Waller identifies a trend in which the courts in 
the U.S. and Europe have moved beyond structural remedies to 
implement complex behavioural remedies as to future conduct that 
includes obligations to supply or license cotnpetitors and customers 
with vital inputs (including IP) and access to digital networks on fair 
and non-discriminatory terms. 

The Microsoft litigation in Europe addresses two aspects of 
Microsoft' s IP strategy for its software; the first being a product 
integration issue - a technology 'tie' between the Windows 
operating system software and the Media Player application; and the 
second being a competition issue as to the extent to which owners of 
IP in software can be forced to supply information so as to allow 
other firms to create products that are interoperable with that IP 
owner's software. 254 The European Court of First Instance accepted 
the position of the Commission in relation to both the refusal-to-
license interoperability information to Microsoft's competitors and 
in relation to the bundling of the Media Player with the Windows 
personal computer operating system (WPC/OS), as Microsoft was 
dominant in both the tied product (streaming media players) and the 
tying product (WPC/OS) and customers could not obtain the tying 
product without the tied product, which had the effect that 
competition in respect to media players was foreclosed. 255 The 
business strategies of tying or bundling software product and 
refusals-to-license information have different causes and effects; 
they are both aspects of the unilateral conduct of firms. 256 

The Microsoft cases enlivened the debate amongst competition 
scholars, in the U.S.,257 and Europe,258 as to whether the use of 

251 See Chapter 6, Section 3(b) for a discussion of Verizon Communications, Inc v Law 
Offices.ofCurtis V Trinka, LLP, 540 US 398; 124 S Ct 872 (2004). 
252 SW. Waller, Access and Information Remedies in High Tech Antitrust (2011) Loyola 
University Chicago School of Law Research Paper No. 2011-018 (SSRN eLibrary) 
<http://ssm.com/paper= 18950 18>. 
253 Ibid. 23. 
254 The interoperability information incorporated trade secrets (confidential information) with 
elements potentially meeting the definition of a 'computer program'. 
255 Microsoft Corp: Before the Commission of the European Communities- Decision of24 
J.V!arch 2004 relating to a proceeding under Article 82 of the EC Treaty (2005) 4 CMLR 965; 
(Case COMP/C-3/37.792). Microsoft Corp. v Commission (2007) 5 CMLR 11; [2007] ECR 
11-3601 (Case T -201/04) (CFI). 
256 Unilateral conduct of firms is to be contrasted with concerted behaviour between firms 
such as collusive agreements or firms acting as a cartel. 
257 e.g. JE. Lopatka, 'Assessing Microsoft from a Distance' (2009) 75(3) Antitrust L. J 811-
845. Lopatka described the U.S. Microsoft case as being 'all about theory and intent' and 
argued that an objective assessment of the practices challenged is that they were ineffectual 
in achieving what appeared to be Microsoft's intended purpose -which raises the question as 
to whether the litigation was warranted. c. f. RB. Hesse, 'Section 2 Remedies and U.S v. 
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contract provisions and product design decisions to merger software 
applications (the Internet Explorer browser or the Windows Media 
Player) with the operating system created an anti-competitive 
barrier to entry to distribution channels for those software 
applications and whether the refusal-to-license information that 
assists in creating interoperable products was anti-competitive 
behaviour. 259 The U.S . and European Microsoft cases are considered 
in this thesis as examples of competitive activity occurring in the 
digital environment that illustrate aspects of the application of 
competition law to intellectual property and raise issues in the 
digital environment as to market definition and the measurement of 
market power. 260 

This thesis refers to cases from the digital environment in which 
different technologies are assessed including computer operating 
systems for computers and other digital devices and specialised 
software applications, such as computer-based flight booking 
systems and search engines on the web. As U.S. firms drive 
computer and internet-based innovation, it is inevitable that the U.S. 
courts provide a significant level of litigation between competitors 
and cases that are the consequence of action by U.S. competition 
regulators. Some examples of litigation are sourced from the 
European and English courts with appropriate references to IP and 
competition litigation from the Australia courts. These cases are 
used to elaborate on aspects of market definition, the measuring of 
market power, and whether there is misuse of that market power in 
relation to the exercise of IPRs. In drawing cases from different 
jurisdictions, this thesis must address the textual differences between 

Microsoft: What is to be Learned?' (2009) 75(3) Antitrust L. J 847-869. Hesse argued that 
the Final Consent Decrees are important for how they manage the substantial challenges 
related to crafting and implementing compulsory licensing of IP with the Decrees needing to 
be looked at from the point of view of 'how much enforcement is the right amount of 
enforcement'. (848). 
258 e.g. C. Ahlborn and DS. Evans, 'The Microsoft Judgment and its Implications for 
Competition Policy Towards Dominant Firms in Europe', Ibid. 887-932. Ahlborn & Evans 
argue that the EU Microsoft decision lacks limiting principles and leave competition 
regulators with much discretion as to whether business practices are an abuse of a dominant 
position. P. Larouche, 'The European Microsoft case at the crossroads of competition policy 
and innovation: comment to Ahlborn and Evans' (2009) 75(3) Antitrust L. J 933-963. 
Larouche described the EU Microsoft decision as being crafted to be light on law but heavy 
on fact so as to avoid any exposure to review by the ECJ; with the decision being 'another 
round in the long struggle of EC law to find a suitable analytical framework to deal with 
refusals to supply (and more broadly with cases where longer-term considerations relating to 
dynamic efficiency and innovation are present. ' 948. 
259 e.g. Allied Orthopedic Appliances Inc., v Tyco Health Care Group LP, 592 F.3d 991 (9th 
Cir. 2010). The 9th Circuit held that '[i}nnovation does not violate the antitrust laws on its 
own, and there is no evidence that Tyco used its monopoly power to force customers to adopt 
its new product'. 
260 §2 Sherman Act proscribes monopolisation or attempted monopolisation of a market; 
Article 102, EC Treaty proscribes the abuse of a dominant position in a market; and s. 46 
TP A/CCA proscribes the misuse of market power. 
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the competition statutes and address the economic and political 
theories that underlie the relevant competition statutes. 

While the cases present different issues at the intersection between 
IP and competition policy in the digital environment the cases share 
common elements: they involve the unilateral conduct of firms, such 
as business strategies of tying or bundling digital products (which 
lock out consumers from acquiring the individual elements of the 
tied or bundled product) and refusals-to-license data, information or 
IP. 261 This thesis also considers cases in which there are issues as to 
whether the data or information is a work protected by copyright. At 
first glance these cases appear to raise only copyright issues; 
however either directly or indirectly these database access cases 
allow for a discussion of access (and the refusal of access) to data so 
these cases are relevant to the intersection of IP and competition law 
in the digital environment. The following account of the evolution of 
technology and business models in digital technology exemplifies 
smne of the issues that occur at the intersection of IP and 
competition law. 

261 Chapter 6, Section 2(a) discussed the different forms of refusals-to-deal: absolute (a 
direct refusal); constructive (a refusal that is deduced from the circumstances); and a specific 
category of constructive refusal being a conditional refusal; that is where there is an apparent 
offer to deal but that price or non-price conditions attached to the offer make the offer 
uneconomical to accept. 
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2. Apple, Inc - the icon of the digital revolution 

(a) Digital technology as a business channel to consumers 

Apple, Inc has achieved significant success with devices that: 
deliver music and video to users (the iPod communicate voice, data, 
music and video (the iPhone); and provide a platform for publishers 
of print, audio and audio visual material (the iPad). Apple has 
evolved its strategies for managing the IP in the Apple technology 
and in content that consumers may acquire from the iTunes online 
store. 

The iPod was launch in 2003 into an already existing MP3 player 
marker. 262 While the iPod player competes with other products in 
the MP3 player market, the iPod became a leading brand with 
around 70% of the sales of MP3 devices. 263 Within a relative short 
period of time the market for basic MP3 players become a mature 
market, with a decline in sales of the iPod and other MP3 players. 
The opinion of some analysts was that the MP3 player market was 
becoming a replacement 1narket, with consumers replacing existing 
MP3 players rather than the majority of sales being made to first 
time purchasers of MP3 players. 264 This decline in the MP3 player 
market was offset by Apple's expansion the mobile phone sector, 
with the iPhone,.265 and the creation of a new market sector with the 
iPad Eroviding a touch-screen device for text and audio-visual 
apps. 2 6 

An aspect of Apple's business strategies that is of interest to this 
thesis is the use by Apple of digital rights management (DMR) 
software, which Apple titled as FairPlay, that limited users of Apple 

262 MP3 or MPEG-1 Audio Layer 3, is a digital audio encoding format that in 1991 was 
approved as a standard by the International Organisation for Standardisation (ISO) 
(Organisation internationale de normalisation) and the International Electro technical 
Commission (IE C). An MP3 Player is therefore any device that can render and play files that 
are encoded in the MP3 format. 
263 Elmer-de Whitt described iPod sales in 2005-9 as around 70% of the market. P. Elmer-
DeWitt, 2009 (29 January 2009) (How to grow the iPod as the MP3 player market shrinks), 
Brainstorm Tech. Blog <http:/ /brainstorm tech. blogs. fortune.cnn.com/2008/0 1/29/beyond -the-
incredible-shrinking-ipod-market/> at 12 September 2009. 
264 F. Manjoo, The iPod Is Dead: Why the days of the dedicated music player have come and 
gone (10 September 2009) Slate.com <http://www.slate.com/id/2227964/pagenum/2> at 13 
September 2009. C. Arthur, iPlod: Apple's music player goes into decline (31 August 201 0) 
Sydney Morning Herald <http://www.smh.corn.au/digital-life/mp3s/iplod-apples-music-
player-goes··into-decline-20100830-147ex.html> at 31 August 2010. 
265 Davis suggested that the iPhone has effectively replaced the iPod as the Apple device on 
which consumers prefer to play music. J. Davis, The death of the iPod (22 March 2011) 
Sydney Morning Herald, from The Guardian <http://www.smh.com.au/digital-life/mp3s/the-
death-of-the-ipod-20 110322-1 c4lw.html> at 22 March 2011. 
266 J. Stogdill, The iPad isn't a computer, it's a distribution channel (13 April2010) 
O'Reilly.Radar.com <http://radar.oreilly.com/20 1 0/04/the-ipad-isnt-a-computer-its-a.html> at 
17 April2010. 
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devices to music downloaded from the iTunes websites? 67 The 
FairPlay DRM technology was used by Apple from the date of the 
launch of the iTunes technology to early 2009, when the Apple 
operating system was changed so that Apple devices could render 
MP3 files from any sources provided the MP3 file do not use DRM 
technology. The changes made by Apple allowed Apple devices to 
download files from online stores other than iTunes provided the 
music files did not contain any DRM software. The changes to the 
Apple operating system benefited owners of iPods and iPhones as 
they have greater choice as to sources of audio-visual material to 
download; however competing online music download sites could 
only benefit from the changes introduced by Apple if they did not 
use DRM software to encrypt music files. 268 

The reason why Apple changed their business model is a matter of 
conjecture, Stone (2009) suggested it was a commercial decision as 
the continued use of FairPlay DRM technology inhibited further 
expansion in sales as Apple identifying advantages to assisting users 
to transfer music files between their digital devices. Stone also 
suggested that Apple obtained the consent of the record companies 
to the removal of the DRM software with an agreement as to pricing 
of iTune music files at levels acceptable to the record companies. 269 

When the perspective of purchasers of music files is considered, 
Wyman (20 11) described the internet as 'making almost anything 

267 See generally NF. Sharpe and OB. Arewa, 'Is Apple Playing Fair? Navigating the iPod 
FairPlay DRM Controversy' (2007) 5(2) Northwestern J of Tech. and IP. 331-349. iTunes & 
FairPlay technology are discussed in the report ofU. Gasser et al. , iTunes: How Copyright, 
Contract, and Technolog-y Shape the Business of Digital Media- A Case Study (15 June 
2004) Berkman Center for Internet and Society at Harvard Law School (revised version) 
<http:/ /cyber.law.harvard.edu/publications/2004/iTunes _ whitepaper>. The operation of DRM 
technology is described by J. Besek, 'Anti-Circumvention Laws and Copyright: A Report 
from the Kernochan Center for Law, Media and the Arts' (2004) 27 Columbia J Law and 
Arts 385. Competition issues arising from the use ofDRM technology is considered in 
Chapter 8, Section 1.' · · 
268 A class action remains unresolved in relation to claims that Apple maintained a monopoly 
on music download capabilities for the iPod from October 2004 to March 2009. 'Plaintiffs 
remaining claims rely on the allegation that Apple attempted to maintain a monopoly in the 
audio download and portable music player markets by issuing updates to FairPlay, Apple 's 
proprietary digital rights management software,' revised claim ofDecember 2010. See The 
Apple iPod iTunes Antitrust Litigation, No. 05-00037, 2005 WL 2204981 (N.D. Cal. Dec. 21 , 
2009). 
269 B. Stone, Want to Copy iTunes Music ? Go Ahead, Apple Says (7 January 2009) New York 
Times <http://www.nytimes.com/2009/0 1107 /technology/companies/07apple.html> at 4 July 
2010. Stone described the pricing as being that Apple preferred a single price point of songs 
sold through iTunes of 99¢; Apples settled with the major record companies to sell the 
biggest hits and newest songs at $1.29; songs that are moderately popular at 99¢ and back 
catalogue songs at 69¢. See also W. Seltzer, 'The Imperfect Is the Enemy of the Good: 
Anticircumvention Versus Open Innovation' (2010) 25 Berkeley Tech. L. J. Seltzer stated 
'DRM served to lock users into the Apple ecosystem early, as the iPod was taking off, but 
now annoys those same users as they try to move tracks among a growing number of Apple 
products. Meanwhile, preferred compatibility with custom-designed software and peripherals 
can now serve to perpetuate the lock-in.' fin 162, referring to Stone. 
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available' ,270 while the trading of unlicensed music and video files 
remains a problem for copyright owners, 27 1 sales of music and video 
files through iTunes and other web-stores continues to expand. 
While iTunes may benefit from having the largest selection of files 
to down-load, it is apparent that other web-stores, such as 
Amazon.com aggressively compete on the down-load price of music 
and video files . 272 

Apple continues to control access to the iTunes websites; so that 
when Palm Inc, a competitor to Apple, programmed the Palm Pre 
product to trick iTunes into thinking that Palm Pre was an Apple 
device - so as to enable the Palm Pre to connect to iTunes without 
the use of FairPlay DMR software - Apple prevented this by 
changing the iTunes operating system. 273 Palm subsequently 
complained to the USB Implementers Forum, 274 that this restricted 
access to iTunes was incompatible with the relevant technical 
standard; however the Forum detennined that Apple is entitled to 
block devices made by other companies from connecting to 
iTunes.275 

The integration of software products raises the potential that the 
integration is an anti-competitive ' tie' of one product with another 
where market power exists in the tying product. 276 The economic 
theories on product tying suggest that it rarely achieves an anti-
competitive effect. The theory of ' leverage ' - market power in one 
product, with consumers required to purchase the tied product - is 

270 B. Wyman, Lester Bangs ' Basement: What it means to have all music instantly available 
(19 April 201 1) Slate.com <http://www.slate.com/id/2291532/> at 8 August 2011. (emphasis 
in original) . 
27 1 A. Bridy, 'Why pirates (.r;;ti/l) won't behave: regulating P2P in the decade after Napster' 
(2009) 40(3) Rutgers L. J. 565-6 11 . Bridy suggested that record companies have conceded 
that DRM for protecting music has been a regulatory failure . (581) . 
272 A. Pham, 29 April 2011 (Price war! Amazon launches 69-cent MP3 store for top-selling 
tunes), Pop & Hiss blog, L.A. Times 
<http://latimesblogs. latimes.com/music _ blog/20 ll /04/price-war-amazon-launches-69-cent-
mp3-store-for-top-selling-tunes.html> at 29 April 20 11. 
273 P. Ganapati, iTunes 8.2.1 Cripples Palm Pre Sync (15 July 2009) vVired.com 
<http://www. wired.com/gadgetlab/2009/07/i tunes-pre/> at 16 July 2009. Associated Press, 
Apple disables iTunes on Palm Pre (16 July 2009) Sydney Morning Herald 
<http://www. smh. com. au/ digital-life/mobiles/ apple-disables-itunes-on-palm-pre-2 0090716-
dml3.html> at 16 July 2009 . 
274 The industry body that is responsible for standards for USB computer connector 
technology. 
275 OUT -LAW News, Industry body backs Apple's iTunes device lock-in (24 September 
2009) <http://www.out-law.com/page-10405> at 24 September 2009 . F. Manjoo, Free 
iTunes! Apple's hypocritical move to block competitors from accessing its software (28 
September 2009) Slate.com <http://www.slate.com/id/2229856/> at 22 May 2010. 
276 Chapter 6, Section 2(a) discussed the different fom1s of refusals-to-deal: absolute (a 
direct refusal); constructive (a refusal that is deduced from the circumstances); tying or 
bundling products can be categorised as a conditional refusal -to-deal as the condition 
inherent in the offer is that the elements tied or bundled together cannot be purchased 
separately. 
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discredited by economists who argue that consumer resistance to 
buying the tied products limits the potential to achieve monopoly 
profits as consumers consider the cost of acquiring the tied products 
against other products that are possible substitutes. 277 The market 
foreclose theory - that the product tie creates an entry barrier to the 
product market - also fails the market power analysis where there 
are substitutes that consumers can purchase, so that there is rarely 
any effective denial of access to the product market. The Apple suite 
of products and the related iTunes website and iCloud, ' digital 
locker' on a server farm and can be downloaded to any of registered 
Apple devices, 278 are examples of the adoption of a business strategy 
where the products are closed from access by competing firms, 
which cannot access the customer base using the Apple 
technologies.279 

(b) 'Open' and 'closed' technologies 

In the evolution of its technology Apple has adopted what can be 
described as a ' closed' business model, in that it does not licensed 
the operating system for its devices to other suppliers of hardware or 
permit the installation of Apple operation systems on an~ computer 
other than an Apple labeled computer. 280 In 2011 the 9t Circuit in 
Apple v Psystar confirmed that this is a lawful exercise of the 
copyright in the operation system, with the court holding that it was 
not a misuse of copyright to limit, through the Software License 
Agreement (SLA), how a licensee could use the licenced operating 
system as the SLA 'was intended to require the operating system to 
be used on the computer it was designed to operate' and that 
' [t} hese licensing agreements were thus appropriately used to 

. ,r; . d I if h . h . l ,281 prevent zny rzngement an contra use o t e copyrzg t matena . 
This decision has implications in relation to the use of licence 

277 SG. Corones, 'Technological Tying in the Computer Industry: When Does it ContraveneS 
46 of the Trade Practice Act?' (2003) 3(1) QUT Law and Justice J. 1. D. Clapperton and SG. 
Corones, 'Technological tying of the Apple iPhone: unlawful in Australia?' (2007) 7(2) QUT 
Law and Justice J. 351-372. HJ. Hovenkamp, Ty ing Noncompetitive Goods (14 March 2011) 
(SSRN eLibrary) <http://papers.ssrn.com/sol3/papers.cfm?abstract_id=l785586>. 
278 Apple Inc, 'Apple Introduces iCloud' (Press Release, 6 June 2011) 
<http:/ /www.apple.com/pr/library/20 ll/06/06icloud.html>. 
279 See generally JC. Abell, Apple 's iC/oud: Data in Forefront, Devices in Background (6 
June 2011) Wired. com <http://www.wired.com/epicenter/20 11/06/apples-icloud-missing-
link/> at 7 June 2011. 
280 e.g. Apple ' s Software License Agreement for Mac OS X provides '[t}his License allows 
you to install, use and run one (1) copy of the Apple Software on a single-Apple labeled 
computer at a time. You agree not to install, use or run the Apple Software on any non-Apple 
labeled computer, or to enable others to do so .' 
281 Apple, Inc v Psystar Corp., No.1 0-15113 (9th Cir. Sept. 28, 20 11). II; see also II, D [9]. 
See Chapter 8, Section 2(c) for a discussion of the U .S. doctrine on copyright misuse. 
Psystar filed a writ of certiorari petition on 27 Dec. 2011 seeking review by the Supreme 
Court. K. Goldberg, Psystar Takes Mac OS X Copyright Feud To High Court (6 January 
2012) Law360 <http: //www.law360.com/ip/articles/298161> at 7 Jan. 2012. 
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agreements to control access to Apple operating systems (as used on 
other Apple devices such as the iPhone and iPad). In this section the 
operation of a ' closed ' business model is discussed with respect to 
examples of recent controversies over Apple imposing controls in 
relation to the development tools used to by third party developers to 
create application programs ('apps') for use on Apple operating 
systems and controls over the delivery of apps to Apple's devices 
through the iTunes software; which technology Van Buskirk (2010) 
described as 'a crucial link of the iPhone OS ecosystem' as iTunes 
controls access to the delivery of apps to Apple ' s devices. 282 

The ' closed' business model adopted by Apple can be contrasted to 
that adopted by competitors such as Google, which has the Android 
smartphone operating system that is licensed to mobile phone 
manufacturers that compete with the iPhone and Microsoft, which 
has an ' open' strategy of licensing its operating system to the 
suppliers of personal computers (PCs) in competition with Apple 
computers.283 Neither ' closed' nor 'open' technologies are 
inherently anti-competitive. Wu (2012)284 argues that the exercise of 
'non-arbitary exclusion' by closed platforms is not the problem,285 

rather '[i} t is with platforms that gain dominance based on policies 
of openness, and a practice of serving as the entire industry's basis 
for innovation, and then later use that position to influence the path 
of innovation, and commonly, to block or destroy any threats to their 
dominance. ' 286 That is, the 'open' platform that adopts arbitrary 
exclusionary and discriminatory practices should attract the attention 
of competition regulators. 

282 E. Van Buskirk, Apple: The Microsoft ofMobile? (4 May 2010) Wired.com 
<http://www.wired.com/epicenter/2010/05/apple-the-microsoft-of-mobile/> at 5 May 2010. 
283 Such an 'open ' technology can be contrasted with the ' open source ' software movement, 
in which the licence to use the software is without cost to users; with users that contribute 
improvements to the software making their work available without cost to other users under 
the GNU General Public Licence. See Free Software Foundation' s GNU project < 
http://www.gnu.org> . GNU is described as a recursive acronym for 'GNU's Not Unix' . See 
generally R. Stallman, R. McGrath and PD. Smith, GNU Make: A Program for Directed 
Compilation (2004). HJ. Meeker, The Open Source Alternative: Understanding Risks and 
Leveraging Opportunities (2008). However open source software (licensed under GNU 
General Public License (GPL) is not dedicated to the public domain as copyright is retained. 
See Software Freedom Conservancy, Inc & Erik Anderson v Best Buy Co. Inc, Case 1 :09-cv-
10155-SAS (S .D.N.Y. July 27, 2010). Westinghouse Digital, a maker ofhigh-defmition 
televisions, in a default judgment was held to have wilfully infringed copyright in open 
source software when it broke the terms of the GPL by restricting that software's use to 
personal, non-commercial use only. 
284 T. Wu, Hearing on Digital Economy: Oversight of Innovation Catalysts (1 February 2012) 
OECD, Directorate for Financial and Enterprise Affairs Competition Committee, 
DAF/COMP/WD(20 12)2 <http://www.oecd.org/dataoecd/3/54/49623337.pdf>. 
285 Ibid, [22]. Wu comments that ' [t} hose that have succeeded by being closed tend to have a 
very close link to copyrighted works, where a closed system is a prerequisite to doing 
business.' 
286 Ib id. [23]. 
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Microsoft's licensing strategy opened up the personal computer 
device market to desktop and laptop device manufacturers 
competing to meet the demand from business and home computer 
users. While the 'open' business model adopted by Microsoft 
resulted in the Windows operating system dominating the business 
and home computer markets, Manjoo (2008) identified advantages 
in maintaining a ' closed' technology that can off-set the 
disadvantages. 287 A consequence of operating an 'open' licensing 
strategy for the Windows operating system is that it has to work 
with a wide variety of hardware and software applications created 
by third party suppliers and that achieving compatibility across such 
a range of applications can result in PC users experiencing technical 
issues in the interface between such applications and the Microsoft 
operating system. In operating a 'closed' technology Apple has 
greater control over the development phase of new operating 
systems and hardware and software applications and is able to 
maintain a loyal base of users of Apple technology, particularly in 
the creative industries because consumers value the stability of the 
Apple operating system. 288 

Operating a ' closed' technology results in firms restricting ho\v their 
proprietary technology interoperates with software and devices 
supplied by third parties so that the technology developinent path is 
less complicated than that usually experienced with 'open ' 
technologies?89 Media analysts identify an additional reason for 
Apple, and other software firms, to adopt a closed technology model 
which is that those firms are motivated to avoid becoming hostage to 
a dominant supplier of computer teclmology Microsoft 
Corporation- in order to avoid having to rely on Microsoft operating 
systen1s.290 

287 F. Manjoo, The Cell Phone Wars: Apple's iPhone is closed. Google's Gl is open. Which is 
better (25 September 2008) Slate.com <http: //www.slate.com/id/2200914/> at 25 September 
2008. 
288 Steven Jobs, in 20 10, commented on the 'open' approach of Google as being 
'fragmented', with smartphones using Google ' s Android operating system use different 
versions of the OS; resulting in a confusing experience for both buyers and developers. 'In 
reality the open-versus-closed argument is just a smokescreen to try to hide the real issue of 
what's best for the customer: fragmented versus integrated?' . . . 'We see tremendous value in 
having Apple rather than users be the systems integrator. We think this is a huge strength in 
our approach versus Google 's.' Steve Jobs, 'Apple Financial Results (conference call)' audio 
webcast, October 18, 2010, 2.00 pm PT, 
<http://www.apple.com/quicktime/qtv/earningsq41 0/>. 
289 The closed architecture of Apple software allows greater control, see the review of Walter 
Isaacson, 'Steve Jobs', Simon & Schuster (2011) by M. Gladwell, The Tweaker: The real 
genius of Steve Jobs, (14 November 2011) The New Yorker 
<http://www.newyorker.com/reporting/2011111114/111114fa_fact_gladwell#ixzzl m7NrLbE 
6> at 12 Feb. 2012. 
290 J. Wilcox and E. Hansen, Apple's music: Microsoft's sour note? (30 April 2003) 
Zdnet.com <http://news.zdnet. com/21 00-3 513 _ 22-9988 80 .html?tag=nl> at 11 September 
2009. D. Rushkoff, iPhone's Bad Business (20 September 2009) The Daily Beast 
<http://www. thedailybeast.com/blogs-and-stories/2009-09-1 8/iphones-bad-
business/?cid=hp:beastoriginalsC3> at 21 September 2009. 
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Van Buskirk (2010)291 described the iTunes software as controlling 
access to the delivery of apps to Apple's devices and that iTunes 
can be argued to advance a 'network effect' 292 of locking users in 
being purchasers of Apple products. Van Buskirk described how the 
network effect results in consumers of the iPod device being more 
likely to purchase an iPhone or iPad, so as to avoid having to 
purchase new apps for any other product or to avoid having to learn 
how to use the software of a produce from a competitor to Apple. 293 

While Van Buskirk referred to the bundling approach adopted by 
Microsoft that resulted in litigation in the U.S.294 and Europe295 -the 
bundling of Internet Explorer with the Windows operating system -
a point of distinction between the business practices of Microsoft 
and Apple is that Microsoft reinforced its bundling strategy through 
restrictive licence terms with the Original Equipment Manufacturers 
(OEMs) that manufactured personal computers loaded with the 
Microsoft operating system. In contrast Apple is merely applying a 
'closed' business model and may have compelling arguments to 
justify the restrictive terms of access to iTunes and to the Apple 
devices. 

Apple's success has generated controversy in relation to its business 
practices for the iPhone and iPad. The first two controversies relate 
to changes made to the Developer Program License Agreement (the 
DPLA) for the iPhone in April 201 0; the third controversy relates to 
Apple ' s control over access to the iPad. The first change to the 
DPLA was directed to the development tools that can be used to 
create apps for the iPad and iPhone. Apple appeared to justify the 
first change to the DPLA with the argument that allowing third-
party programming tools would result in ' sub-standard' apps that 
would be full of bugs and use too much battery power when 
operating on the Apple devices?96 The second change to the DPLA 
related to prohibiting apps developed for the iPhone from 
transmitting analytical data used to effectively target advertisements 

291 E. Van Buskirk, Apple: The Microsoft ofA!obile? (4 May 2010) Wired.com 
<http://www.wired.com/epicenter/2010/05/apple-the-microsoft-of-mobile/> at 5 May 2010. 
292 The phenomenon of network effects (sometimes called network externalities), occurs 
where the more people are connected to a system the greater benefit each individual gets 
from being connected to the system. In order for suppliers of digital technology to harness 
the benefits of network effects, the hardware and software needs to conform to industry wide 
standards in order that compatibiliy and interoperability can be achieved; see generally D. 
Friedman, 'Standards as Intellectual Property: An Economic Approach' (1994) 19(3) U of 
Daytona L. Rev. 1109-29. W A. Sheremata, 'Barriers to Innovation: A Monopoly, Network 
Externalities, and the Speed on Innovation' (1997) 42 Antitrust Bulletin 111. 
293 E. Van Buskirk, Apple: The Microsoft of Mobile? (4 May 2010) Wired.com 
<http: //www. wired.com/epicenter/20 1 0/05/apple-the-microsoft-of-mobile/> at 5 May 2010. 
294 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001 ). 
295 Microsoft Corp. v Commission (2007) 5 CMLR 11; [2007] ECR 11-3601 (Case T-201104) 
(CFI). 
296 G. Madway, Regulators mull antitrust look at Apple (3 May 2010) Reuters 
<http://www.reuters.com/article/idUSTRE6425JE20 1 00503> at 5 May 2010. 
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that may be embedded in apps. 297 This change is argued to be 
justified by concerns as to the use of this data and the potential to 
violate the privacy of iPhone users. 298 The concern for the privacy 
of iPhone users appears to be self-serving given that Apple will 
collect analytical data from iPhones for its own new app-advertising 
system, iAd. The change effective makes Apple the only viable 
supplier of advertising for the iPhone and iPad. 

Apple also imposed conditions on app developers providing an 
alternative payment option so that transactions must be proceed on 
the Apple platform; as well as imposing a ' most-favoured customer 
clause' so as to avoid retail price discounting as the app developer 
cannot charge lower prices on other platforms as compared to the 
retail price on the Apple platform. Gans (20 11 )299 comments that the 
Apple does not appear to have the degree of market power such that 
these conditions must be anti-competitive. Gans later commented 
following Apple's withdrawal of the ' most-favoured customer 
clause', that this action may be the result of alternative pressures: 
the attention of competition regulators; Apple responding to 
resistance from app publishers; or the appreciation that such a clause 
in not necessary to secure Apple's business strategies given strong 
sales of the iPad means that it remains the platform of choice of 
consumers. 300 

The question of whether a 'closed' business model harms consumers 
requires careful analysis of market definition and possible business 
justifications for restrictive practices as the long term social welfare 
may be advanced through allowing firms like Apple to control 
access to their teclmology. The launch of the iPad device in 2010 
brings Apple's 'closed' business model to a new level of maturity 
with Apple, Inc being rewarded by the stock market such that in 
May 2010 Apple's market capitalisation exceeded that of 
Microsoft, 301 and in August 2011 Apple challenged Exxon for the 
status of the firm with the highest market capitalisation. 302 

297 F. Manjoo, Leave Google Alone! Why the Federal Trade Commission should let Google 
and Apple do what they want in the mobile-ad business. (7 May 201 0) Slate. com 
<http://www.slate.com/id/2253192/pagenum/a1V#p2> at 8 May 2010. 
298 T. Catan and YI. Kane, Apple Draws Scrutiny From Regulators (4 May 2010) Wall Street 
Journal 
<http://online.wsj.com/article/SB 1000 1424052748703612804575222553091495816.html?m 
od=WSJ __ Tech_LEADTop> at 8 May 2010. 
299 JS . Gans, Antitrust and Apple 's iPad Magazine Subscription Pricing (1 March 2011) 
Technology I Academics I Policy <http://www.techpolicy.com/Antitrust_Apple-
iPadMagazineSubscriptionPricing.aspx> at 14 June 2011. 
300 JS . Gans, 12 June 2011 (Apple changes its tune), CoRE Economics Blog 
<http: //economics.com.au/?p=7539> at 14 June 2011. See also JS . Gans, Mobile Application 
Pricing (2011) Melbourne Business School (SSRN eLibrary) 
<http:/ /ssm.com/paper= 1850667>. 
301 DF. Tweney, Apple Passes Microsoft as World 's Largest Tech Company (26 May 2010) 
Wired. com <http://www.wired.com/epicenter/20 1 0/05/apple-passes-microsoft/> at 27 May 
2010. On the S&P 500 index Apple recorded a market cap of US$241.5 billion versus 
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(c) Business strategies for tablet devices: walled-gardens, 
restaurants or shopping malls? 

Computer technology, and in particular, the development of the 
internet and the web has impacted on the control that creators and 
suppliers have over product pricing and the means of delivery of 
products. Stogdill (201 0)303 described the development of the 
internet and the web as resulting in creative industries losing control 
of their distribution networks and their pricing leverage at the point 
of the sale, as consumers could get for free - using P2P software -
what they would pay full value for if the music or film was 
purchased on a DVD or CD. The web was designed as a 
information-distribution channel open to all that aspire to be web 
publishers with access free to web users, with consumers 
interpreting the call to freedom - 'information wants to be free' 304 

-

as being information without cost rather than information freed from 
having a physical form. Creative firms that have found it difficult to 
monetise their content on the ' free' web environment would prefer a 
commoditised business environment. That is, a more proprietary 
approach to access to information so as to regain their pricing 
leverage at the point of the sale to the consumer. Newspapers, like 
the Wall Street Journal and the New York Times, are looking to the 
'walled-garden' tnodel with pass-word controlled subscription 
websites and micro-payment transaction systems for individual sales 
of content with the expectation that this model will attract ' engaged' 
viewers who are willing to pay for access, with the publisher 
generating increased advertising revenue from such ' engaged' 
viewers, and also driver readers to purchase subscriptions to the 
highly profi table print version of the newspapers. 305 

Microsoft ' s US$239.5 billion. Tweney noted that market capitalisation ' is a measure of the 
total value of all the outstanding shares of a company, and it's a proxy for what in estors 
think the company is worth, taking into account future earnings and future growth. As such, 
it's a measure of expectations, not reality: Apple's annual revenue was $42. 9 billion in the 
most recent fiscal year, versus Microsoft 's $58.4 billion.' 
302 Bloomberg, Apple briefly becomes world's most valuable company (10 August 2011) 
Sydney Morning Herald <http://www.smh.com.au!technology/biz-tech/apple-briefly-
becomes-worlds-most-valuable-company-20110810-1ilbl.html#ixzz1 UZnJ6Fri> at 10 
August 2011. 
303 J. Stogdill, The iPad isn't a computer, it 's a distribution channel (13 April2010) 
O'Reilly .Radar. com <http:/ /radar. ore illy. com/20 1 0/04/the- ipad-isnt -a-computer-its-a.html> at 
17 April2010. 
304 Roger Clarke described the expression as being stated first by Stewart Brand at the flrst 
Hackers' Conference in 1984, in the following context: ' On the one hand information wants 
to be expensive, because it 's so valuable. The right information in the right place just 
changes your life. On the other hand, information wants to be free, because the cost of 
getting it out is getting lower and lower all the time. So you have these two fighting against 
each other.' R. Clarke, Information Wants to be Free ... (24 February 2000) Xamax 
Consultancy <http://www.rogerclarke.com/II/IWtbF.html> at 17 April2010. 
305 JC. Abell, The New York Times Pricing Scheme: Dumb, or Brilliant? (22 March 2011) 
Planet Abell <http: l/planetabell.blogspot.com/2011 /03/new-york-times-pricing-scheme-
dumb-or.html> at 23 March 2011. F. Salmon, How NY Times Paywall Could Turn Out to Be 
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Computer technology has profoundly shaken the traditional way of 
doing business so that it is not necessarily the end user or consumer 
who pays for the use they make of the digital product or service. 
Stogdill identified firms like Google as developing business models 
that monetised the delivery of a service without charging the web 
user, as having the effect of 'further eroding our expectation to pay 
for things. Proprietary software vendors, music industry labels, 
movie studios, newspapers, etc. all find themselves suffering from 
their lost control over distribution and the fact that when they lost it 
they lost their toll booths. Excess rent is hard to come by these 
days. ' 306 Shafer (2010) sums up Apple ' s business strategy as being 
that 'Apple wants to play gatekeeper so it can establish itself as toll-
taker'. 307 When such an analogy is applied to a technology, the 
competition law implications of the power of the gatekeeper come to 
the attention of regulators and other participants in the digital 
markets. 308 Apple ' s business strategies appear to be continuously 
evolving to in response to the threat of new competitors coming into 
the tablet device market. Apple also appears to be positioning the 
Apple Apps Store, the online ' platform', as a distribution channel 
through which all apps developers must conduct transactions where 
the products ( eBooks, music, video etc) are to be used on an Apple 
device. 309 Opinions are divided on Apple ' s move to enforce a term 
that exists in the Apps developer rules: those apps that allow their 
users to purchase content, functionality or services must use Apple's 

a Success (23 March 2011) Wired.com <http: //wvvw.wired.com/epicenter/2011 /03/how-the-
ny-times-paywall-could-turn-out-to-be-a-success/> at 24 March 2011 . Salmon discussion 
possible revenue projections: 'How much extra money could the NYT get from those 2. 5 
billion behind-the-paywall pageviews? If it manages to raise its revenue per thousand pages 
(RPM) by $10 for pages behind the paywall, then we 're talking about an extra $25 million in 
ad revenue, which compares to total digital ad revenues running north of$300 million per 
year.' · · · · · · 
306 Stogdill, ibid. 
307 J. Shafer, Apple Wants To Own You: Welcome to our velvet prison, say the boys and girls 
from Cupertino (15 April 2009) Slate.com <http ://wvvw.slate.com/id/2250993/> at 17 April 
20 10. 
308 T. Catan and YI. Kane, Apple Draws Scrutiny From Regulators (4 May 2010) Wall Street 
Journal 
<http://online. wsj .com/article/SB 1 00014240527487036128045752225530914958 16.html?m 
od=WSJ_Tech_LEADTop> at 8 May 2010. G. Madway, Regulators mull antitrust look at 
Apple (3 May 201 0) Reuters <http ://www.reuters.com/article/idUSTRE6425JE20100503> at 
5 May 2010. 
309 The New York Times comment on the reason for the change as being that ' [t} his sudden 
shift perhaps tells you something about Apple 's understanding of the value of its platform,' 
said James L. McQuivey, a consumer electronics analyst at Forrester Research. 'Apple 
started making money with devices. Maybe the new thing that everyone recognizes is the unit 
of economic value is the platform, not the device.' CC. Miller and M . Helft, Apple Moves to 
Tighten Control of App Store (1 February 20 11 ) New York Times 
<http://www.nytimes.com/20 11 /02/0 1/technology/0 1 apple.html? _r= 1 > at 2 February 201 1. 
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In App Purchase API. 310 Manjoo (2011) argued that the Apple 's 
business practice has implications for competition in that web apps 
(which do not connect to Apple 's In App Purchase API) result in 
users of digital devices having greater choice as the source of 
eBooks, music, video and other ecommerce apps. 3 11 Stogdill (20 1 0) 
provides distribution channel analogy and states that '[y]ou aren't 
buying a computer when you buy an iPad, you are buying a 16GB 
Walmart store shelf that fits on your lap - complete with all the 
supplier beat downs, slotting fees, and exclusive deals that go with it 
- and Apple got you to pay for the building. ' 312 Siegler (2011) 
argued that Apple's business practice is no different from a 
restaurant refusing to allow a customer to consume food purchased 
from a competitor or charging corkage for wine not purchased from 
the restaurant. 313 

As a consequence of Apple ' s position in the digital device and 
online distribution markets it attracts the scrutiny of regulators as to 
the competition implications of its business practices;314 although 
commentators argue that claims of anti-competitive conduct in 
markets in which ICT firms operate are misplaced and that these 
firms should be left to innovate and compete in what are volatile 
markets. 315 The iPad provides the platform on which consumers can 
experience audio-visual media and print media (including 
eMagazines and eBooks ). Access to Apple devices by the publishers 
of audio-visual media and print media is on the terms and conditions 
set by Apple. Stogdill sums up the value-generating potential of the 
iPad with a distribution channel analogy that ' the iPad isn't a 
computing device at all. Jobs is using his knack for design and user 
experience to build.. not a better computer, but a better distribution 

31 0 J. Paczkowski, Apple on Sony Reader: 'We Have Not Changed Our Guidelines' (1 
February 20 11) Digitaldaily.com <http://digitaldaily.allthingsd.com/2011 0201 /apple-on-
sony-reader-we-have-not-changed-our-guidelines/> at 2 February 2011 . 
31 1 Manjoo comments that 'Apple has made it clear that it won't stand for competition/rom 
within the App Store. So why play along?' , F. Manjoo, Ditch the App Store: Google, Amazon, 
and Sony should stop playing by Apple 's rules (1 February 20 11) Slate.com 
<http://www.slate.com/id/2283381 /> at 2 February 2011. 
312 J. Stogdill, The iPad isn't a computer, it 's a distribution channel (13 April 2010) 
O'Reilly.Radar. com <http :1 /radar. oreilly.com/20 1 0/04/the-ipad-isnt-a-computer-its-a.html> at 
17 April2010. 
313 MG. Siegler, Apple States The Obvious And Inevitable (1 February 2011) parislemon.blog 
<http:/lparislemon.com/post/3051758905/apple-states-the-obvious-and-inevitable> at 2 
February 20 11. 
3 14 S. Tibken and YI. Kane, Apple opens Apps to Flash, Google (10 September 2010) The 
Australian from the Wall Street Journal 
<http: //www.theaustralian.eom.au/business/news/apple-opens-apps-to-flash-google/story-
e6frg90x-1225916991807> at 11 September 2010. 
315 E. Van Buskirk, Apple: The Microsoft of Mobile ? (4 May 2010) Wired.com 
<http://www. wired.com/epicenter/20 1 0/05/apple-the-microsoft-of-mobile/> at 5 May 2010. 
F. Manjoo, Leave Google Alone! Why the Federal Trade Commission should let Google and 
Apple do what they want in the mobile-ad business. (7 May 20 1 0) Slate. com 
<http://www.slate.com/id/2253 192/pagenum/all/#p2> at 8 May 2010. 
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channel. One that is controlled, constrained, and can re-take 
distribution as the point of monetization. ' 316 The cost of access by 
publishers of audio-visual media and print media to the iPad is 
described as an ' agency model ' with Apple charging publishers 30% 
of their revenue in license fees and limit the ability of publishers to 
program their apps to avoid sharing customer data and revenue with 
Apple.317 

Apple ' s ' agency model ' is directly challenged by the introduction of 
Google One Pass, a digital content payment system that operates on 
mobile phone and tablet platforms that use the Android operating 
system. Moses (2011)31 8 described it as being more publisher 
friendly as compared to Apple ' s model, in particular because it 
charges publishers 10% of their revenue. 31 9 Google ' s Android 
operating system is an ' open' operating system, (in the sense 
described above in relation to the Microsoft Windows operating 
system), so that it provides a less restrictive development platform 
for developers of apps. The introduction of Google One Pass 
therefore provides the potential for strong competition to the 
iPod/iTunesliPhoneliPad technologies, with publishers of audio-
visual media and print media and develops of other apps to move to 
operate in Google One Pass, a digital content payment system. 
There appears to be competitive pressures on Apple that are 
reflected in its decision in June 2011 to change the rules that limited 
app developers to programming apps so that they could only offer 
content for purchase through iTunes. 320 

316 J. Stogdill, The iPad isn't a computer, it's a distribution channel (13 April2010) 
O'Reilly.Radar.com <http://radar.oreilly.com/20 1 0/04/the-ipad-isnt-a-computer-its-a.html> at 
17 April2010. 
317 M. Maneker, (26 March 2010) (Why Random House Won't Join the Agency Model), 
Bigmoney.com Blog <http://www.thebigmoney.com/blogs/goodnight-
gutenberg/2010/03/26/why-random-house-wont-join-agency-model> at 17 April201 0. 
318 A. Moses, Google ups the ante on Apple's apps (18 February 2011) Sydney Morning 
Herald <http://www.smh.com.au/digital-life/smartphone-apps/google-ups-the-ante-on-
apples-apps-20 110217-1aybz.html> at 18 February 2011. 
319 Ibid. Moses described the Google One Pass business model as being that ' [t} he Google 
system allows publishers to sell content consumers can view on websites and in apps for 
smart phones and tablet PCs. Publishers can charge for content in a variety of ways. 
Google's service also lets publishers provide existing print subscribers with free or 
discounted access to digital content. Apple's does not .' 
320 N. Worden and I. Sherr, Apple loosens app rules after pressure from the media industry 
(10 June 2011) The Australian from the Wall Street Journal 
<http://www.theaustralian.com.au/business/news/apple-loosens-app-rules-after-pressure-
from-the-media-industry/story-e6frg90o-1226072779234> at 11 June 2011. The authors 
reported that Apple has revised 'the rule requiring media app developers to only offer content 
for purchase through iTunes. Also, Apple dropped language that required media companies 
to offer paid content on the same or better terms than what they offer elsewhere.' 
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The value of market for e-books is estimated to be $3 .2bn in 2011 , 
exceeding the market for paper-back books. 32 1 The significance of e-
book market has resulted in competition regulators focusing on the 
business strategies adopted by Apple and e-book publishers. 322 The 
nature of the ' agency model ' has come under scrutiny as to whether 
it is an anti-competitive agreement between the e-book publishers 
and Apple, as the e-bookseller; as ' agency model ' operates with 
publishers setting the price for their content, with the e-bookseller 
(such as Apple) taking a commission, this has the consequence of 
preventing discounting by the e-bookseller (such as occurs with e-
book sales by Amazon. com). 323 

In the choice of business model adopted by a digital 'platform ' that 
can provide services to a customer base through applications 
provided either by the owner of the platform or third party 
developers, Barnett (20 11 )324 comments that 'the market rewards 
generosity: to win a platform race, the clever host must leave a 
substantial portion of total revenues to third parties that provide 
complementary goods. Conversely, the market punishes the selfish 
host who keeps too large a portion of market revenues for itself.' 
What is apparent from the discussion of iPodliTunesliPhone/iPad 
technologies in this introduction to this thesis is that legal strategies 
(related to the protection of IPRs) and business strategies (related to 
the commercialisation of products) are interconnected. That is, the 
strategy to protect IPRs through the adoption of a 'closed' 
proprietary systen1 is directed to advance the business strategies of 
gaining and holding market share and enhancing profitability. 
Apple 's competitors have chosen different business 1nodels that may 
combine the use of 'open source ' software and proprietary 
technologies. As described by Barnett, ICT firms develop business 
models that 'mix open and closed access policies over the total 
consumption bundle constituted by the platform and complementary 

321 N. Clark, EU investigates Apple and five publishers over e-book pricing (7 December 
2011) The Independent <http:/ /www.independent.co. uk/news/business/news/eu-investigates-
apple-and-five-publishers-over-ebook-pricing-6273226.html> at 8 December 2011. 
322 J. Kanter, European Inquiry Focuses On Setting of £-Book Prices ( 6 December 2011) The 
New York Times <https://www.nytimes.com/2011 /12/07/technology/eu-investigates-
possible-cartel-in-e-book-market.html? _ r= 1> at 8 December 2011. B Stone, Amazon's Hit 
Man: Larry Kirshbaum was the ultimate book industry insider- until Amazon called (25 
January 2012) Bloomberg Business Week 
<http://www.businessweek.com/magazine/amazons-hit-man-O 12520 12.htrnl> at 27 January 
2012. 
323 F. Robinson and M. Stevis, EU Launches E-Book Pricing Probe: Agency Voices Concern 
Over Revenue-Sharing Model That Prevents Discounting (7 December 2011) The Wall Street 
Journal 
<http://online.wsj.com/article/SB 1000 1424052970204770404577082132175837846.html> at 
8 December 201 1. 
324 JM. Barnett, The Host's Dilemma: Strategic Forfeiture in Platform Markets for 
Informational Goods (20 11, forthcoming Harvard L. Rev.) USC Law Legal Studies Paper 
No. 10-18 (SSRN eLibrary) <http://ssm.com/abstract= 1687351>. 
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325 Ibid. 

goods and services. ' 325 The development of the business model may 
involve tradeoffs between giving technology away (including 
dedicating code as ' open source ') and creating revenue-generating 
products and services. The free give-aways are intended to induce 
consumers to adopt the technology, and to encourage third party 
developers to create applications for the digital platform, while the 
ICT firm maintains control over aspects of the technology so as to 
achieve cost recovery and make the digital platform a profitable 
business. 
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3. Google: 'competition is just one click away' 

In May 2009 an internal Google presentation was leaked and 
published on the web by Consumerwatchdog.org. 326 It was no 
smoking gun indictment - what the presentation contains was a line 
'competition is just one click away', 327 which has now become a 
Google corporate mantra, 328 chanted to ward off complains by its 
detractors that despite consistently attracting around 70% of web 
users Google is not monopolising the online environment. 329 

Vaidhyanathan (2011)330 views this Google mantra as presenting a 
'myth that Internet companies are weightless and virtual', 331 rather 
than the reality that Google is a firm that operates through vast data 
networks and computer servers that can rely upon 'network effects' 
as the invisible glue that keeps users attached to the Google search 
engine. Vaidhyanathan argued that the network effects have the 
effect that '[o]pting out or switching away from Google services 
degrades one's ability to use the Web. ' 332 Google's view, as 
presented by Eric Schmidt (executive chairman 2011), is that its 
long-term business strategy is based on ' loyalty, not lock-in' of users 
of Google services. 333 Jeff Katz, the CEO of Netag,334 comments 
that ' competition is just one click away' provides a fake choice as 
'no one has Google 's scope or capabilities and consumers won't, 

326 Consumerwatchdog.org, Google Presentation On 'Google, Competition and Openness' 
Shared With Justice Department And Myths Debunked By Consumer Watchdog (8 May 
2009) <http://www.consumerwatchdog.org/corporateering/articles/?storyld=27175> at 13 
September 2009. 
327 The quote is attributed to Dana Wagner, a Google lawye ·,by S. Vaidhyanathan, 'Render 
unto Caesar: How Google Came to Rule the Web', The Googlization ofEveJything: }low one 
company is disrupting commerce, culture, and community (20 ll) Chapter 1. (University of 
California Press). 
328 See A. Kovacevich, (8 May 2009) ( Google's approach to competition), Senior Manager, 
Google.com Blog <http:/lgooglepublicpolicy.blogspot.com/2009/05/googles-approach-to-
competition.html> at 25 February 2010. 
329 M. McGee, Coogle's Search Share Down For 4th Straight Month: Hitwise (7 April 201 0) 
Search Engine Land <http:/ I searchengineland.com/ google-search-share-down-4 th-straight-
month-hitwise-39584> at 25 January 2011. 
330 S. Vaidhyanathan, 'Render unto Caesar: How Google Came to Rule the Web', The 
Googlization of Everything: How one company is disrupting commerce, culture, and 
community (2011) Chapter l. (University of California Press). 
<http://www. ucpress.edu/ excerpt. php?isbn=9780 52025 8 822> 
331 Ibid. 
332 Ibid. 
333 E. Schmidt, 'Testimony of Eric Schmidt, Executive Chairman, Google Inc., before the 
Senate Committee on the Judiciary Subcommittee on Antitrust, Competition Policy, and 
Consumer Rights' (21 September 2011) The Power ofGoogle: Serving Consumers or 
Threatening Competition?, 
<http://judiciary. senate.gov/hearings/hearing.cfm?id=3d9031 b47812de2592c3baeba64d93cb 
> 
334 Netag is a provider of search services that compete with Google's search engine, in that 
Netag provides a services for users to carry out comparison shopping on the internet. 
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don't, and in fact can't jump. ' 335 Waller (2011) comments on idea 
that customer lock-in can confer market power remains a contested 
proposition; with Waller also noting that a finding of market power 
is merely the start of the inquiry as to anticompetitive behaviour. 336 

There are other practices of Google that its competitors object to; 
Yelp! Inc., which is a vertical search engine that links consumers to 
local businesses, is also critical of how Google incorporates the 
content indexed from Yelp! into the Google Local search service. 
Stoppelman (2011), CEO of Yelp! asserts that Google's response to 
objections to this practice was that 'it would cease the practice only 
if we agreed to be removed from Google 's web search index, 
thereby preventing Yelp from appearing anywhere in Google web 
search results' .337 That is, the only way of preventing Google from 
using Yelp!'s would be by blocking Google from crawling the Yelp! 
website, which would result in no information about the Yelp! 
services appearing in Go ogle searches. 338 

Are Google's critics correct in asserting that Google is monopolising 
the online environment? Perhaps it depends on whose perspective 
one takes; the loyalty of web users to a search engine arguably lasts 
until a better one comes along - that is what happened to the fotmer 
market leading search engines Lycos and Alta Vista? 39 The 
perspective of firms engaged in e-commerce, including keyword 
advertisers, may be that they will not achieve the same impact if 
they switch away from Google services, so that their ability to 
harness the web is potentially degraded - but then Google became 
the market leader in search related services through offering a 
superior service. The Blogosphere provides a publishing medium for 
Google to present its view of the search engine market, as a response 
to U.S. Senate antitrust subcommittee hearings, with Google arguing 
that there are alternative search engines and providers of keyword 

335 J. Katz, 'Testimony of Jeffrey Katz, CEO ofNextag, Inc., before the Senate Committee on 
the Judiciary Subcommittee on Antitrust, Competition Policy, and Consumer Rights', Ibid. 
336 SW. Waller, Antitrust and Social Networking (2011) North Carolina Law Review, 
forthcoming 2012 (SSRN eLibrary) <http://ssrn.com/paper=1948690>. 21. 
337 J. Stoppelman, 'Testimony of Jeremy Stoppelman, Cofounder and CEO, Yelp! Inc., before 
the Senate Committee on the Judiciary Subcommittee on Antitrust, Competition Policy, and 
Consumer Rights' (21 September 2011) The Power ofGoogle: Serving Consumers or 
Threatening Competition?, 
<http://judiciary.senate.gov/hearings/hearing.cfm?id=3d9031 b47812de2592c3baeba64d93cb 
>. 
338 TO. Barnett, 'Testimony of Thomas Barnett of Covington & Burling LLP, before the 
Senate Committee on the Judiciary Subcommittee on Antitrust, Competition Policy, and 
Consumer Rights' , Ibid. 
339 AFP, Google enduring 'trial by fire' (11 May 2009) Sydney Morning Herald 
<http://www.smh.eom.au/news/technology/biztech/google-enduring-trial-by-
fire/2009/0511111241893888218.html> at 11 May 2009. 
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advertising available - albeit providing a lower quality service 
compared to the Google product. 340 

That is not a reading adopted by Google's competitors. In early 
2011 Microsoft filed a complaint with the European Commission 
that described the Google mantra that consumers are free to choose 
to go to other search engines as being a superficial view that ignores 
how Google acts to prevent the search services of the competitors 
achieving the quality of information and advertising support 
achieved by Google. 341 The academic literature is divided as to 
whether the search engine market raises competition issues. 
Argenton & Priifer (20 11) provide support for the argument that 
there is a strong tendency in the search engine market to 'tip ' 
towards monopolisation; therefore the level of market share held by 
Google indicates a need for regulatory intervention. 342 The 
scholarship that counsels against intervention in the search engine 
market is discussed later in this Section. 

In 2011 Google is the subject of investigation in the United States 
by the Federal Trade Commission as to anti-competitive business 
practices with the Android mobile-phone operating system and 
Google's web-search services;343 with the Attorney General of the 
State of Texas investigating activities in the search engine and 
online advertising markets. 344 Across the Atlantic, the European 

340 Google, (19 September 2011) (A Guide to the Senate Judiciary Hearing on September 
2 1), Google Competition Blog <http: //googlecompetition.blogspot.com/20 11/09/guide-to-
senate-judiciary-hearing.html> at 22 September 2011. 
341 Microsoft ' s General Counsel described the ways in which Microsoft alleges Google 
hinders effective competition: 'On PCs it is usually not difficult for people to navigate to any 
search engine. Google in fact makes this point virtually every time someone raises antitrust 
concerns about their practices. Their defense ignores the hugely important fact that there 
are many other important ways that search services compete. Search engines compete to 
index the Web as fully as possible so they can generate good search results, they compete to 
gain advertisers (the source of revenue in this business), and they compete to gain 
distribution of their search boxes through Web sites. Consumers will not benefit from 
clicking to alternative sites unless all search engines have a fair opportunity to compete in 
each of these areas.' B. Smith, 30 March 2011 (21 :00) (Adding our Voice to Concerns about 
Search in Europe), SVP and General Counsel, Microsoft Corp. 
<http:/ /blogs.technet.com/b/microsoft_ on_ the _issues/archive/20 11/03/30/adding-our-voice-
to-concerns-about-search-in-europe.aspx> at 1 April 2011. 
342 C. Argenton and J. Priifer, Search Engine Competition with Network Externalities (11 
April2011) Tilburg University, TILEC Discussion Paper DP 2011-024 (SSRN eLibrary) 
<http: //ssrn.com/abstract= 1808624>. 
343 T. Catan and A. Efrati, FTC Sha1pens Google Probe (11 August 2011) Wall Street 
Journal 
<http://online.wsj .com/article/SB 1000 1424053111904823804576500544082214566.html#ix 
zz1 UhpxsM46> at 12 August 2011. 
344 J. Paczkowski, Texas Wants Google to Spill Its Secrets-Here 's the List (16 February 
2011) Digitaldaily.com <http://digitaldaily.allthingsd.com/20 11 0216/heres-the-texas-ags-
letter-demanding-googles·-search-policies-and-ad-rate-formulas/> at 1 March 2011 . 
Paczkowski described the office of Attorney General of Texas as reviewing not only how 
Google ' s search algorithms produce the ranking of search results and how Google sets 
advertising prices for the AdWords service, but also investigates whether Google favours its 

73 



Commission is investigating claims of breaches of the competition 
prov1s1ons of the EC Treaty. 345 Evans (2008)346 described 
competition regulators as facing challenges in analysing how firms 
in the online environment may act so as to have a negative impact 
on social welfare. The web is described by Evans as creating two 
significant challenges for competition regulators; the first is that the 
legal and economic analytical tools are not well developed; the 
second is the rapid change of development of web-based economic 
activity. 347 

The dynamic character of online markets has been recognised both 
in the productivity growth that flows from e-commerce, which 
expands the opportunities for firms that also provide goods and 
services through tradition markets and from the development of new 
business models that only operate on the intemet.348 Google started 
as a provider of search engine services, which is a market sector in 
which two categories of service providers have emerged: Google ' s 
search engine is described as a 'horizontal ' search engine, which 
searches all possible keywords across the web. Google provides 
specialized search services, such as Google Scholar that is designed 
to search for relevant information in specific subject matter areas. A 
search engine designed to carry out specialized search services is 
known as a 'vertical ' search engine. 349 A separate but related market 
is the provision of search engine advertising services; keyword 
advertising an important aspect of search engine advertising 

own businesses and advertisers in search results. See also A. Efrati , Texas Reveals Details of 
Google Probe (16 Febmary 2011) Wall Street Journal 
<http://online.wsj .com/article/SB 1000 142405274870434340457614683 1548622872.html#ix 
zzlFipSahrC> 1 March 2011. 
345 OUT -LAW News, Companies ask EU Commission to step in on Google search ranking 
complaint (24 Febmary 2010) <http: //www.out-law.com/page-10784> at 25 Febmary 2010. 
346 DS. Evans, 'Antitrust Issues Raised by the Emerging Global Internet Economy.' (2008) 
102 Northwestern U L. Rev. Colloquy 285-306. 
347 Ibid. 285 . See also DS. Evans, 'Two-Sided Market Definition' (2010) Essays on the 
Economics of Two-Sided Markets: Economics, Antitrust and Strategy, University of Chicago 
Law School (SSRN eLibrary) 
<http:/ /papers.ssm.com/sol3/papers.cfm?abstract_ id= 1714254>. 
348 Plum Consulting and Keplar LLP, Online markets: discussion paper (July 201 0) Office of 
Fair Trading (UK). The report comments that ' [a} qualitative indication of the dynamic 
character of online markets is given by evidence of the range of experimentation in terms of 
business models, the rate of growth of successful plaiforms and the level of ongoing 
innovation and "disruptive" change in areas such as cloud computing, growth of mobile 
internet and devices and of the social web. ' (10). 
349 D. Sullivan, Google 2.0: Google Universal Search (16 May 2007) Search Engine Land 
<http:l/searchengineland.com/google-20-google-universal-search-11232> at 19 July 2011. A 
'vertical' search engine produces a search result focused on specific segment of online 
content, with the 'vertical ' search being based on spec ific subject matter, topic of interest, 
commodity or genre of content. 
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services, which is now recognised as the most important of all web-
based advertising markets. 350 

As the search engine of choice for millions of web users Google has 
positioned itself as an ' information gate keeper ', in that it fulfills the 
function of connecting web users and the operators of the websites. 
The success of Google in fulfilling that function means that e-
commerce firms that are dependent on the services provided by 
Google are particularly vulnerable to how changes in the algorithms 
that operate the Google search engine and related services impact on 
the visibility of those web-based businesses operated by small to 
medium sized enterprises (SMEs).35 1 

Google ' s share of the web searching by U.S. web users was in the 
range of 65-70% during the first quarter of 201 0;352 although 
commentators suggest that by the 3rd quarter of2010 Google ' s share 
of the web searching has flat-lined.353 By the end of the 1st quarter of 
2011, Warren, while acknowledging the volatility in the market, 
identified Microsoft's Bing as gaining market share at the expense 
of Google. 354 

350 The research provided by Efficient Frontier search marketing fmn concluded that in 
relation to the U.S. search engine adve1iising spend in the quarter of2 01 0, '[t]he bulkofQ4 
spend, or 79%, went to Google, while 21% went to Yahoo and Bing. Though Google gained 
5% market share from the fourth quarter of2009 to the same period in 2010, all of the 
momentum toward Google occurred before the migration of Yahoo ads to Bing. From the 
third to the fourth quarter of 2010, Bing and Yahoo held onto their existing market share.' P. 
Parker, Research: Optimism Fueled SEM Growth in Q4, But ROI Lagged (18 January 2011) 
Search Engine Land <http :llsearchengineland.com/research-optimism-fueled-sem-growth-in-
q4-but-roi-lagged-61482> at 25 January 2011. See also the UK report of 
PricewaterhouseCoopers I Advertising Association I Internet Advertising Bureau I W ARC, 
Fact Sheet: Online adspend- Full Year 2009 
<http :I lwww. iabuk.net/media/ imagesliabresearch _ adspend _ adspendfctshth2009 _ 63 3 2. pdf> 
at 8 July 2010. In 2009 paid-for listings (key word advertising) maintained its position as the 
largest single ad format with a 60.7% share of the U.K. market, with £2, 148m spent on 
search advertising in 2009. 
35

L See the UK report prepared by Plum Consulting and Keplar LLP, Online markets: 
discussion paper (July 2010) Office of Fair Trading (UK). Note in relation to small to 
medium sized enterprises (SMEs) that '[s]ome SMEs are currently dependent on particular 
providers and would be strongly affected by any "system changes" or loss of service. SMEs 
experiencing this kind of dependence include small companies that lack the resources to 
diversify I explore new options. In these cases issues may arise if providers change the rules 
(e.g. changes to the Google search algorithm would benefit some and disadvantage others) 
or rates or cut off service.' (8). 
352 M. McGee, Google's Search Share Down For 4th Straight Month: Bitwise (7 April2010) 
Search Engine Land <http:llsearchengineland.com/google-search-share-down-4th-straight-
month-hitwise-39584> at 25 January 2011. Reporting the percentage of search share across a 
sample of 10 million U.S. internet users in February 2010: Google 70.95%; Yahoo 14.57%; 
Bing 9.70%; Ask 2.84%; and March 2010: Google 69.97%; Yahoo 15.04%; Bing 9.62%; 
Ask 3.44%. 
353 J. Yarow, Google's Search Share Flatlines (16 September 2010) Business Insider 
<http:llwww.businessinsider.com/google-search-share> at 25 January 20 11. 
354 C. Warren, Could Bing Overtake Google in 2012? (1 1 April 2011 ) Mashable.com 
<http:llmashable.com/2011104/1 1/bing-search-growth/> at 12 April 2011. Reporting research 
by Experian Hitwise, that established Google at 64.42% of searches in the U.S . in March, 
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The other important metric of Go ogle ' s performance is the share of 
the spending on search engine marketing by U.S. advertisers in 
which Google achieved a market share of 79% in the 4th quarter of 
2010 with the remaining 21% being shared by the Yahoo and Bing 
search engines. 355 It is important to note that search engine 
advertising is only part of the total online advertising spending, 
which is spread across the channels of search, display and social 
media advertising, with the social networking website Facebook 
attracting significant advertising revenue;356 which is a reflection of 
F acebook' s web traffic increasing, while traffic using Go ogle and 
other search engines declines. 357 

In addition to its search engine and related search engine advertising 
service, Google has expanded the types of services available to web 
users and to firms providing e-commerce and other web-based 
services. Google ' s other internet-based services benefit from 
operation of the search engine in that the popularity of the search 
engine provides potential customers of these services and because 
referencing other Google services in search results promotes these 
services. In 2007 Google introduced 'Universal Search', which 
automatically inserts relevant Google services into prominent 
positions within the ' natural' search results, which provides Google 
with a competitive advantage. This practice has resulted in 
complaints that the practice is inconsistent to the idea of net 
neutrality, which is discussed later in this section. 358 

2011. Bing-powered search- both search.yahoo.com and bing.com - accounted for 30% of 
U.S. searches. 
355 The research provided by Efficient Frontier search marketing, as reported by P. Parker, 
Research: Optimism Fueled SEM Gro·wth in Q4, But ROJ Lagged (18 January 2011) Search 
Engine Land <http: //searchengineland.com/research-optimism-fueled-sem-growth-in-q4-but-
roi-lagged-61482> at 25 January 2011. See also T. Carmody, Why Microsoft Can't- and 
Shouldn't- Give Up on Bing (28 July 2011) Wired.com 
<http://www.wired.com/epicenter/20 11107 /future-of-microsoft-bing/> at 29 July 2011. 
356 C. MacDonald, 2011: The Year ofFacebook (30 December 2010) Search Engine Land 
<http://searchenginewatch.com/3641660> at 27 January 2011. 
357 P. Kafka, The Facebook Chart That Freaks Google Out (27 September 2011) All Things 
D <http://allthingsd.com/20 11 0926/the-facebook-chart-that-freaks-google-out/> 29 
September 20 11. 
358 Critics of ' Universal Search' have made submissions in 2010 to the FCC that it is contrary 
to the idea of net neutrality: Federal Communications Commission, 'Preserving the Open 
Internet' (21 December 201 0) Notice of Proposed Rulemaking in GN Docket No. 09-191 and 
WC Docket No. 07-52, <http://www.fcc.gov/rulemaking/09-191>. The operation of 
'Universal Search' is also the subject of complaints to the European Commission: European 
Commission, 'Statement on press reports on complaints against Google' (Press Release, 
MEM0/10/47, 
<http:/ I europa.eu/rapid/pressReleasesAc tion.do ?reference= MEM 0 /1 0/4 7 &format= H TML&a 
ged=O&language= EN &guiLanguage=enhttp :/I europa.eu/rapid/ setlanguage. do ?language=en>. 
See also J. Holtz, 2010 (23 February 20 10) (Committed to competing fairly), Senior 
Competition Counsel, The Official Google blog 
<http :/lgooglepublicpolicy.blogspot.com/2010/02/committed-to-competing-fairly.html> at 25 
February 2010. 
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An online venture that has caused controversy is the Google Books 
project, which aims to create an extensive digital library of both out-
of-print and copyright works. When the project first emerged into 
the public arena the focus was on Google' s potential liability in a 
class action commenced by publishers and writers, for infringement 
of copyright in scanning the works that Google proposed to make 
available online. The focus shifted away from liability issues to 
wider public interest issues when the Google Book Settlement 
(GBS) was presented as a settlement of the litigation. 

The proposed GBS permitted publishers and authors to 'opt out' of 
involvement with the GBS. A controversial aspect of the GBS 
related to how Google would be permitted under the court approved 
settlement to publish ' orphaned ' works. As the GBS permits the 
publishing of works in which the author or publisher could not be 
located, the GBS has wider implications than the interests of the 
immediate parties to the class action. The dealing in orphaned works 
in the GBS is described by Nimmer (20 1 0) as the taking of 
'copyright interests by judicial order' ;359 what is ostensibly a 
copyright issue as to the infringement of property rights of the 
authors and publishers is argued by Nimmer to be converted by the 
GBS into a pooled resource controlled by a private firm rather than 
the copyright owners (such as found with music collection 
organisations). 360 Nimmer argued that this pooled resource should 
be regulated as a utility or essential facility. The potential 
application of the U.S. essential facilities doctrine is considered later 
in the thesis. 361 Objectors to the GBS had argued that it violated 
existing copyright law, potentially violates the privacy of users of 
the digital database of works and was anti -cotnpetitive. In March 
2011 Judge Denny Chin determined that the terms of the GBS are 
'not fair, adequate, and reasonable' .362 However it should be noted 
the 'essential facility' doctrine was not applied by Judge Denny 
Chin as part of the reasoning as to the anti-competitive nature of the 
GBS.363 

359 RT. Nimmer, (1 September 2009) (Should Coogle be a regulated utility under its 
'Settlement'?), Contemporary IP, Licensing and Info. Law Blog 
<http://www.ipinfoblog.com/archives/intellectual-property-should-google-be-a-regulated-
utility-under-its-settlement.html> at 10 February 2011. 
36° Chapter 3, Section 4 considers whether it is preferable that IPRs are managed by 
property rules (with access by direct negotiation, with related infringement rules) or by 
liability rules (with access and price setting regulated by the terms of access, such as with a 
collectively negotiated access regime for public performance of music). 
361 Chapter 7, Section 2 (b) considers the judicial reluctance to be responsible for regulating 
the conditions of access to facilities (whether physical or digital) . 
362 American Ass'n of Publishers v Coogle, Inc, Case No. 05 CV 8136 (S.D.N.Y. Nov. 19, 
2009). American Ass'n of Publishers v Coogle, Inc, 770 F.Supp.2d 666 (S .D.N.Y. 2011). 
363 The copyright implications of the Google Books project are discussed by S. 
Vaidhyanathan, 'The Cooglization of Everything: The Future of Copyright' (2007) 40 U. C. 
Davis L. Rev. 1207-1231. The competition implications of the Go ogle Books project are 
discussed in Chapter 7, Section 2(c). 
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An aspect of Microsoft' s 2011 complain to the European 
Commission identified the contractual restrictions imposed by 
Google on advertisers, which are alleged to have an anti-competitive 
effect in that advertisers are discouraged from running ad cam£aigns 
with competing suppliers of keyword advertising services. 3 4 The 
use of Ad Words technology is also criticised by those who argue that 
the resulting search results misrepresent the relevance of the firm 
that has paid for a preferred listing through the use of AdWords 
technology. It should be noted that AdWords search results appear 
beside 'natural ' search results in Google's search engine. This raises 
questions as to whether search uses are mislead by the results 
produced by Google's search engine in ways proscribed by trade 
practices and fair trading legislation. The Ad Words technology has 
also resulted in litigation from the owners of trade marks who claim 
that Google, and firms that pay for Ad Words responses triggered by 
competitors ' trade marks, are infringing of those trade marks. 365 

Firms that rely on web traffic generated by web users using Google 
as a search engine can see their web traffic dramatically reduce due 
to changes to the secret algorithms that run Google 's search engine. 
The European Commission investigations cover both the operation 
of the AdSense technology and also how Google markets the 
AdWords service to advertisers.366 As well, the Commission is 
investigating complaints from vertical search service firms that 

364 Microsoft's General Counsel described the anti-competitive operation of the AdWords 
service as being that 'Google contractually prohibits advertisers from using their data in an 
interoperable way with other search advertising platforms, such as Microsoft's adCenter. 
This makes it much more costly for Coogle's advertisers to run portions of their campaigns 
with any competitor, and thus less likely that they wiil do so. That is a significant problem 
because most advertisers figure that they have to advertise first with Google. if it's too 
expensive to port their advertising campaign data to competing advertising platforms, many 
won't do it. Competing search engines are left with less relevant ads, and less revenue' . B. 
Smith, 30 March 2011 (21:00) (Adding our Voice to Concerns about Search in Europe), SVP 
and General Counsel, Microsoft Corp. 
<httjJ:/ /blogs .. technet.corn!b/inicrosoft- on- the _issues/archive/20 11103/30/adding-our-voice-
to-concems-about-search-in-europe.aspx> at 1 April20 11. 
365The claim is made that the AdWords technology is a use in commerce of the trade marks 
and results in a likelihood of consumer confusion as to whether the trade mark is being used 
as ' badge of origin', which confusion is attributable to the use of the trade mark in keyword 
advertising. See generally T. Smith, 'Googling a Trademark: A Comparative Look at 
Keyword Use in Internet Advertising' (20 1 0) 46 Texas Int'l. L. J 231-256. An important 
case, on appeal to the 4th Circuit, is Rosetta Stone Ltd v Google, Inc, 1 :09-cv-00736-GBL-
TCB (E.D. Va. August 3, 2010), on appeal to the 4th Circuit. The district court granted 
Google summary judgment as 'no reasonable trier of fact could find that Google's practice of 
auctioning Rosetta Stone's trademarks as keyword triggers to third party advertisers creates 
a likelihood of confusion as to the source and origin of Rosetta Stone's products. ' 
366 Epicenter Staff, Google Hit With Antitntst Complaints in Europe (24 February 201 0) 
Wired. com <http://www. wired.com/epicenter/20 1 0/02/three-antitrust -complaints-lodged-
against-google-in-europe/> at 25 February 2010. OUT-LAW News, Companies askEU 
Commission to step in on Google search ranking complaint (24 February 2010) 
<http://www.out-law.com/page-10784> at 25 February 20 10. J. Kanter, Europe Inquiry 
Focuses on Google Business Practice (13 January 20 10) New York Times 
<https://www.nytimes.com/2011 /01/14/technology/14google.html?_r=1> at 1 March 2011. 
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identify changes to Go ogle ' s algorithms as reducing web traffic to 
the search related businesses of those firms. 367 The Commission' s 
investigation extends to whether Google's technology discriminates 
against how vertical search engines are placed in searches using 
Go ogle's search engine. 368 A further complaint of vertical search 
engine firms relates to what they describe as the ' bundling' of the 
AdSense technology with the Google search engine. The vertical 
search engines firms complain that this ' bundling' is anti-
competitive as vertical search engines are forced to use the Google 
search engine technology if they want to access the revenue that can 
be generated through the AdSense technology. 369 

These complaints open up both specifi c questions as to whether 
Google is breaching competition law in the operation of its search 
engine, as well as raising the broad question as to whether search 
engines should be forced to operate so as to result in ' search engine 
neutrality ' , 370 the proponents of which argue for disclosure of search 
algorithms and the operation of those algorithms to achieve relevant 
or 'natural' search results. 371 

The description of search results, such as Google ' s PageRank 
results, as being ' natural ', is argued by Goldman (2005/06)372 to be a 
misconception as search engines tend to be programmed using 
popularity-based ranking algorithms that result in links from more 
popular websites being ranked higher that links from lesser-known 
websites. Goldman described such populati ty-based ranking 

367 Foundem (British price comparison site), eJusticefr (French legal search engine) and the 
Nlicrosoft-owned Ciao from Bing are the complainants. European Commission, 'Statement on 
press reports on complaints against Google' (Press Release, MEM0/1 0/4 7, 
<http://europa.eu/rapid/pressReleasesAction.do?reference=MEMO/ l0/47&format=HTML&a 
ged=O&language= EN &guiLanguage=enhttp :/I europa. eu/rapid/ setlanguage. do? language=en>. 
368 The questionnaire sent to firms sets out lines of inquiry being followed by the 
Commission; see J. Kanter, Europe Inquiry Focuses on Google Business Practice (13 
January 2010) New York Times 
<https://www.nytimes.com/2011 /0l /14/technology/14google.html?_r=l> at 1 March 2011. 
369 OUT -LAW News, Google rival makes new complaint to EU authorities (24 February 
2011) <http://www.out-law.com/page-11795> at 25 February 2011. 
37° Foundem defined search neutrality as being ' the p rinciple that search engines should be 
open and transparent about their editorial policies, or, better still, should have no editorial 
policies other than that their results be comprehensive, impartial, and based solely on 
relevance' , see <http://www.searchneutrality.org/search-neutrality>. Foundem's position 
is also set out in Search Neutrality Org., Background to EU Forma/Investigation (30 
November 2010) <http://www.searchneutrality.org> at 24 January 2011. c.f. J 
Grimmelmann, 'Some Skepticism About Search Neutrality' in B. Szoka and Marcus. A. 
(eds), The Next Digital Decade: Essays on the Future of the Internet (2010) 435-459. 
(TechFreedom.org). 
37 1 The 'search neutrality ' can be placed as being part of the debate as to ' net neutrality' in 
the operation of the internet. See generally A. Odlyzko, 'Network Neutrality, Search 
Neutrality, and the Never-ending Conflict Between Efficiency and Fairness in Markets' 
(2009) 8 Review of Network Economics 40. 
372 E. Goldman, 'Search Engine Bias and the Demise of Search Engine Utopianism' (2005-
2006) 8(3) Yale J. of Law and Tech. 11 1-123 . 
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algorithms as causing 'search results to be biased towards websites 
with economic power because these websites get lots of links due to 
their marketing expenditures and general prominence. ' 373 The 
algorithms have the tendency to perpetuate the ranking of websites 
in a 'winner takes all' effect as users of search engines tend to click 
through to only the top ranked web pages in search results; as the 
operators of search engines have editorial control over search 
results, due to their ability to change the algorithms, Goldman 
argued that search results cannot be described as being 'objective' or 
' neutral ' or a ' natural ' index of what exists on the web. 374 

Goldman argued that such editorial control is ' both necessary and 
desirable' . 375 From a consumer perspective the user of a search 
engine chooses the searching experience that best meets their 
expectations so that operators of search engines evolve their ranking 
algorithms so as improve relevancy of search results for the user in 
order to retain the loyalty of the user to the search engine. Goldman 
suggested that loyalty of web users to search engine is not as fixed 
so that search engines, from the consumer perspective, are subject to 
market forces. 376 In revisiting the topic, Goldman (2011) identified 
competition for satisfying the informational needs of web users as 
coming from Twitter, with Facebook competing for web users ' time 
and attention. 377 The search engine market has consolidated, rather 
than fragmented, 378 although Goldman argued that the search engine 
marketplace remains competitive as web users will migrate to other 
search engines or if their expectations as to relevant search results 
are not satisfied. 379 

Manne & Wright (2011) argue that search bias is the product of the 
competitive process and is not the product of market failure. 380 In 

373 Ibid. 116. 
374 Ibid. This editorial con.troi can be described as 'search engine bias', although Goldman 
describing such bias as being the 'unavoidable consequence of search engines exercising 
editorial control over their databases.' 118. 
375 Ibid. 112. See 118-121. 
376 Goldman suggested that 'searchers will shop around if they do not get the results they 
want, and this competitive pressure constrains search engine bias .' ibid. 120. 
377 E. Goldman, Revisiting Search Engine Bias (2011) Santa Clara University School of Law, 
Research Papers Series No. 12-11 (SSRN eLibrary) <http://ssm.com/paper=1860402>. 
378 Ask. com has stopped maintaining a search index with the search indexing for Y ahoo.com 
carried out by Microsoft. Ibid. 2. 
379 Ibid. 12. See also D. Balta, Internet Search Competition: Where 's the Beef? (July 2011) 
Center for American Progress 
<http://www .dcantitrustlaw. com/ assets/ content/ documents/ googlesearchfinal-Balta .1. pdf> at 
27 July 2011 . 
380 GA. Manne and JD. Wright, If Search Neutrality is the Answer, What 's the Question? (7 
April2011) Int'l. Center for Law and Econ.; Lewis & Clark Law School Legal Studies 
Research Paper No. 2011-14 (SSRN eLibrary) <http ://ssm.com/abstract=1 807951 >. 
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another article, Manne & Wright (2011)381 deconstruct what they 
described as the superficial view that Google dominates either the 
search advertising provider market or the online search market, 382 

they consider that in the advertising market there are available 
choices for advertisers including whether online and traditional 
offline advertising are economically relevant substitutes. There are 
argued to be substitutes for the Google search engine: other general 
search engines (that are also providers of search advertising); 
vertical search engines (that may or may not competed with Google 
as providers of search advertising); and online retailers for specific 
products (e.g. online CD stores) or online shopping malls like 
Amazon, with search functionality, which are able to attract web 
uses directly without the need for web users to search a horizontal or 
vertical search engine. 

Manne & Wright suggest that a nuanced market analysis is 
necessary given both the choices as to advertising channels available 
to advertisers and the diversity of ways in which web 
users/consumers can be linked to online retailers/suppliers. Because 
of the business models adopted by vertical and horizontal search 
engines they can be argued to be operating in different markets. The 
business model adopted by horizontal search engine, such as 
Google, involves providing advertisers priority placement in the 
search results; while vertical search engines can adopt the same 
model they can also adopt a business model that involves taking a 
cotnn1ission on sales resulting from transactions between web users 
and suppliers that list their products or services on the vertical 
search engine. 

The investigation by the Commission, which is described earlier in 
this thesis, must address the n1arket relevant issues in the context of 
how competition law has been developed by the European Courts, 
which works within a policy framework that can result in narrower 
definitions of markets as compared to the market definitions adopted 
by U.S. or Australian courts. That Google's search engine is 
categorised as a 'two-sided platform, where advertisers ' fees finance 
a service that users do not have to pay for' 383 has resulted in the 
Commission directing particular attention to the assessment of the 
relevant product and geographic markets. In any event the 
Commission commented that 'dominance is not the same as abuse 
of dominance'. 384 There are also constitutional imperatives that may 

381 GA. Manne and JD. Wright, 'Google and the Limits of Antitrust: The Case Against the 
Case Against Google' (2011) 34 Harvard J Law and Public Policy 1-74. 
382 Ibid. III. B. pp. 24-33. 
383 A. Almunia, VP European Commission responsible for Competition Policy, 'New 
challenges in mergers and antitrust (SPEECH/11/581)' (Speech delivered at the New 
challenges in mergers and antitrust IBA annual competition conference, Florence, 16 
September 2011) 
<http: / /europa.eu/rapidlpressReleasesAction.do?reference=SPEECH/ 11 /5 81 &format= HTML 
&aged=O&language= EN&guiLanguage=en>. 
384 Ibid. 
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influence competition policy in Europe in the functioning of the 
internal European market, (the 'Common Market' as established by 
the European Treaty); 385 and in the U.S., as identified in the Search 
King case, in which the court held that the search rankings generated 
by Google's algorithms were ' opinion' , which were within the free 
speech protections provided by the U.S. Constitution, so that Google 
was free to change its algorithms as it thought appropriate. 386 

Some media commentators look to the benefits provided by Google, 
both to users of the search engine technology and to investors in the 
stock of Google Inc, and applaud Google's success.387 There are 
other commentators that draw attention to what are perceived as the 
negative consequences of Google' s success; with competition 
regulators reviewing the impact of Google on the various markets in 
which it operates. 388 Other firms also look at Google as a potential 
threat, such as Microsoft, which is understood by some 
commentators to view Google 's web-based technology and the 
ability to provide 'cloud' computing services as a long term 
challenge to the Microsoft operating systems. 389 

ICT firms, including Google have been maneuvering to acquire 
mobile phone patent portfolios, such as those held by Norte I. 390 The 
significance of these portfolios can be seen in the Go ogle ' s reaction 
to its failed bid, with a Google Blog stating that 'Android 's success 
has y ielded something else: a hostile, organized campaign against 

385 Treaty establishing the European Economic Community (Treaty of Rome), which was 
amended by Treaty on the Functioning of the European Union , OJ C 115/47, 9 May 2008 
('TFEU). See Chapter 6, Section 3(d). 
386 Search King, Inc v Google, Inc, Civ-02- 1457-M (W.D. Okla., Jan. 13, 2003) . SeeM. 
Averill, 'Competition on the Internet and the World Wide Web - The Schoolmasters' of 
Gloucester case in the 21st Century' (2004) 11 (3) Competition and Consumer L. J. 300. 317. 
387 For commentary ofGoogle ' s success; see JB. Stewart, Few Match Google,- Does That 
Make It a Monopoly? (6 May 2009) Wall Street Journal 
<http://online.wsj.com/article/SB124156244115989189·.html> at-11 September 2009. B. 
Stone, Sure, It 's Big, But Is That Bad? (22 May 2010) New York Times 
<https://www.nytimes.com/20 1 0/05/23/technology/23goog.html> at 24 January 2011 . 
388 F. Vogelstein, Why Is Obama's Top Antitrust Cop Gunning for Google? (20 July 2009) 
Wired.com <http://www.wired.com/techbiz/it/magazine/17-
08/mf_googlopoly?currentPage=all> at 21 July 2009 . See also F. Manjoo, The Case Against 
the Case Against Googie - The Department of Justice should take a hint from the A!icrosoft 
suit: no more antitrust actions against tech companies (28 July 2009) Slate.com 
<http://www.slate.com/id/2223755/pagenum/all/#p2> at 28 July 2009. 
389 See D. Heiner, 26 February 2010 (11 :57) (Competition Authorities and Search), Microsoft 
VP and Deputy General Counsel, Microsoft on the Issues blog 
<http:/ /microsoftontheissues.com/cs/blogs/mscorp/archive/20 10/02/26/ competition-
authorities-and-search.aspx> at 23 March 20 10. See also T. Catan and JE. Vascellaro, 
Google, Microsoft Spar on Antitrust (28 February 2010) Wall Street Journal 
<http: / /online. wsj .com/article/SB 10001424052748703 5102045750865340637777 58 .html?m 
od=WSJASIA_hpp_LEFTTopWhatNews> at 1 March 2010. 
39° K. Walker, (4 April2011, 07 :45 :00 AM) (Patents and innovation), SVP and General 
Counsel, The Official Google Blog <http: //googleblog.blogspot.com/2011/04/patents-and-
innovation.html> at 4 August 20 11. 
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Android by Microsoft, Oracle, Apple and other companies, waged 
through bogus patents ' .391 This is a fast-moving industry as within 
days Google acquired Motorola, a mobile phone manufacturer. This 
transaction was interpreted as both an attempt to diversify so that 
Google is less dependent on search ad revenue; as well, providing 
Google with access to the patent portfolio held by Motorola, which 
may provide Google with patents that can be used to defend the 
Android operating system against patent claims. 392 The importance 
of software and hardware patents to the operation of mobile phones 
and tablet devices results in the potential for patent claims and cross-
claims between the suppliers of operating systems. 393 

The complexity of the analysis of the relevant market raises the 
question as to whether Google is an appropriate target for scrutiny 
by competition regulators that investigate Google ' s expansion into 
new markets and new online services. 394 The New York Times 
reported that Christine A . Varney, head of the Justice Department's 
antitrust division, said the touchstone of antitrust policy under the 
Obama Administration should be 'the protection of consumer 
welfare' .395 The New York Times commented that by the standard 
described by Varney, 'Google seems an elusive target for antitrust 
enforcers, since most of its services are free. And in the new markets 
it is entering, including cellphone software and online alternatives 

391 D. Drummond, (3 August 2011, 12:37:00 PM) (When patents attack Android), SVP and 
Chief Legal Officer, The Official Google Blog 
<http://googleblog.blogspot.com/201 1/08/when-patents-attack-android.html> at 4 August 
2011. The FTC, as competition regulator, is reported as investigating the significance of the 
patent portfolio acquired from Nortel. T. Catan, Norte/ Patent Probe Picks Up (39 July 2011) 
Wall Street Journal 
<http://online.wsj.com/article/SB 10001424053111903635604576476430510833852.html> at 
5 August 2011. 
392 T. Cam1ody, Google +Motorola= Android Patent-Troll Repellent (15 August 2011) 
Wired.com <http://www.wired.com/epicenter/2011108/android-ip-shark-repellant/> at 16 
August 2011. MJ. de la Merced, In the World of Wireless, It's All About Patents (15 August 
2011) New York Times <http:/ldealbook.nytimes.com/20 11/08/15/in-the-world-of-wireless-
its-all-about-patents/?hp> at 16 August 2011. 
393 MG. Siegler, Google On The Norte! Loss, Patents As Government-Granted Monopolies, 
And Plates Of Spaghetti (25 July 2011) TechCrunch.com 
<http://techcrunch.com/20 11/07/25/google-patent-fight/> at 4 August 2011. A. Moses, 
Apple's 'bogus' patents will 'strangle ' Android: Google (4 August 2011) Sydney Morning 
Herald <http://www.srnh.corn.au/digital-life/mobiles/apples-bogus-patents-will-strangle-
android-google-20110804-licf9.html#ixzz1 U1yeKxKr> at 4 August 2011. 
394 See F. Vogelstein, Why Is Obama's Top Antitrust Cop Gunning for Google? (20 July 
2009) Wired. com <http://www.wired.com/techbiz/itlmagazine/17-
08/mf_googlopoly?currentPage=all> at 21 July 2009. See also F. Manjoo, The Case Against 
the Case Against Google - The Department of Justice should take a hint from the Microsoft 
suit: no more antitrust actions against tech comp anies (28 July 2009) Slate. com 
<http://www.slate.com/id/2223755/pagenum/alV#p2> at 28 July 2009. 
395 S. Lohr and M. Helft, New Mood in Antitrust May Target Google (17 May 2009) New 
York Times 
<http ://www.nytimes.com/2009/05/18/technology/companies/ 18antitrust.html? _r= 1 &ref= bus 
iness> at 21 October 2009. 
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to desktop programs, Google is an insurgent going up against large, 
well-heeled rivals, notably Microsoft. ,396 As discussed later in this 
thesis, whether it is action by competition regulators, or firms 
litigating with Google, each must present a convincing argument as 
to what is the relevant market that Google is alleged to be 
monopolizing, with the follow-on question being whether the 
welfare of consumers is impacted by Google 's dominance in the 
relevant market. U.S. anti-trust lawyers present conflicting opinions 
as to whether Google is engaged in monopolistic behaviour in 
search engine market. Barnett (2011) argued that Google is 
manipulating web users and its actions foreclose the ability of other 
firms to compete, which will result in higher prices to consumers 
and reduced web based innovation. 397 In contract Creighton (20 11) 
argued that Google does not have market power as its services are 
'free to users and switching fro m one search fun ction to another is 
as simple and costless as typing a different web address into the web 
browser, Google cannot prevent new websites from op ening, it 
cannot exclude new search functions, it cannot prevent users f rom 
switching to competitors, and it cannot otherwise lock users in to its 
products. ' 398 U.S. Courts have been persuaded that restrictive web 
policies on the dissemination of information are anti-competitive as 
they can narrow consumer choice and hinder the competitive 
process, 399 however harm to competitors - as contrasted with harm 
to the competitive process - is not accepted as anti-con1petitive 
conduct. 400 

396 Ibid. 
397 TO. Barnett, 'Testimony ofThomas Barnett of Covington & Burling LLP, before the 
Senate Committee on the Judiciary Subcommittee on Antitrust, Competition Policy, and 
Consumer Rights' (21 September 2011) The Power ofGoogle: Serving Consumers or 
Threatening Competition?, 
<http:/ /judiciary.senate.gov/hearings/hearing.cfm?id= 3d9031 b4 7812de2592c3 baeba64d93cb 
> 
398 SA. Creighton, 'Testimony of Susan A. Creighton of Wilson Sonsini Goodrich & Rosati, 
P. C., b~fore the Senate Committee on the Judiciary Subcommittee on Antitrust, Competition 
Policy, and Consumer Rights', Ibid. 
399 e.g. Realcomp fL Ltd v FTC, 11a0084p.06 (6th Cir. April6, 2011). Realcomp prohibited 
information about exclusive real estate agency listings in Realcomp's web-based database 
from being distributed to public real-estate advertising websites; this was held to be in breach 
of §5, Federal Trade Commission Act (15 U.S.C.). The policy was determined to caused 
actual anti-competitive effects through restricting consumer choice by the reduction in 
competitive brokerage options available to home sellers. 
400 Google, Inc v My Triggers Co. , No. 09CVHI0-14836 (Franklin County Court of Common 
Pleas, Ohio, Aug. 31 , 2011 ). The counterclaim alleging breach of the Ohio state antitrust 
claim (Valentine Act) was dismissed because MyTriggers only alleged that Google harmed 
MyTriggers as a competitor (in that is was alleged to have favored some vertical search 
engines over others), not that it harmed competition. 
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4. The context of the policy debate 

(a) What drives the evolution of IP policy? 

The debate about the optimal balance between distribution and 
incentives-related copyright and patent has continued for some time, 
with commentators questioning whether copyright is effective in 
encouraging writers and other creators to produce work, or whether 
the patent system advances innovation or acts to inhibit 
innovation.401 This policy debate is re-energised with the evolution 
of computers and digital communication technology and with 
economies changing from being predominantly manufacturing 
economies (manufacturing products that have a physical form) to 
that described by Dickinson (2000) in referring to the United States, 
as an 'entrepreneurial/innovation-driven knowledge based 
economy' .402 There are alternative policy instruments to the IP 
regimes including taxation and tax incentives (which would include 
R&D incentives) and government spending (which would include 
grants to encourage or facilitate the production of specific goods or 
services). However the IP regimes remain the primary policy 
instrument to drive creativity and innovation. 

In the 'knowledge based economy', finns appear to be tnotivated by 
what Andersen (2006) referred to as the mantra of the digital age to 
capture 'value from intellectual capital and knowledge-based 
assets' .403 The importance of intangible assets in the digital 
economy has resulted in firms in the creative and innovation 
industries lobbying national governments and international agencies 
to expand IP regimes. What appears to be the core argument is that 
the 'increased privatization and recognition of intellectual capital 
and knowledge based firms will better enable them to capture value 
from their production knowledge assets. ' 404 Governments appear to 
be persuaded to expand IPRs in the belief that an increase in the 
GNP will flow from what Andersen described as a 'knowledge-
driven techno-economic paradigm' .405 The success of the ICT 
industries appears to drive the expansion of propertisation provided 
by the IP regimes. 

401 See Chapter 2, Section 4(c) and the scholarship that is sceptical as to the role of the IP 
regimes play in decisions of firms or individuals to invest in innovation and creativity. 
402 QT. Dickinson, The emerging entrepreneurial/innovation-driven knowledge based 
economy (2000) Speech at the Benjamin N Cardozo School of Law on 24110/2000 
<http://www.uspto.gov/web/offices/ac/ahrpa/opa/bulletinlcardozo.pdf> at 30 March 2005. 
403 B. Andersen, 'If 'Intellectual Property Rights' is the answer, what is the question? 
Revisiting the Patent controversies' in B Andersen ( ed), Intellectual Property Rights (2006) 
109-147. (Edward Elgar). 109. 
404 Jbid.110. 
4os Ibid. 
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Dickinson described intellectual property as a ' system';406 a system 
being a 'complex whole, set of connected things or parts, organized 
body of material or immaterial things' ,407 a system that is 'dynamic ' 
rather than 'static'. Dickinson also described the dynamic influences 
on the system as being ' changing technologies, changing social 
norms, and changing business practices. ' 408 Those participating in 
this dynamic evolution may disagree as to the appropriate outcomes 
produced by the system. Dickinson suggested that '[wjhen a group 
of people disagree about intellectual property policy they almost 
always disagree about where to draw the line, how to achieve the 
optimal balance between distribution and incentives. ' That is, 
balancing between two competing policy goals: the first being the 
economic incentives considered to be appropriate to encourage 
investment in the development of new innovations, creations and 
information and the second being the need for new works and 
inventions to be distributed as widely as possible. Given the 
different policy objectives of copyright and inventions, the social 
and economic elements involved in the balancing of 
access/incentives in relation to copyright will be different to those 
relevant to the balancing of access/incentives to patented material. 409 

What Dickinson referred to as 'balancing' of competing policy 
goals, Drahos (1999) referred to as a ' trade off.4 10 The choice of 
words provides a contrast between the neutral processes of 
' balancing' to that implication in the use of 'trade off' as producing 
a 'win/lose' result as the different sides of the two competing policy 
goals achieve a favourab le position in the design of the intellectual 
property right. Dickinson described this balancing process as being 
carried out in 'court decisions, international treaties, legislation ... 
as well as new or revised procedures at [the Copyright, Patent and 
Trademark Ojjices}.' 411 In the year 2000, Dickerson was the Under 
Secretary of Commerce for IP and Director of the U.S. Patent and 
Trademark Office, so it is not surprising that his description of IP is 
framed within the liberal property ideology that rejects the negative 
corin'otati6n . of describing what . is' gran.ted . by the intellectual 
property system as being a 'statutory monopoly' - rather 'what is 
really granted is a limited property right, a property whose 
economic value will be determined by the market, not by government 

406 Dickin on, ibid. The paper takes as a starting point the observation ' that within the past 
two decades it has become abundantly clear to most observers that the United States is 
making an important transition from a mature industrial and manufacturing economy, to an 
emerging entrepreneurial/innovation-driven knowledge based economy. £-commerce, the 
Internet and business method patents are basic elements of this transition.' 
407 The Concise Oxford Dictionary of Current English , 5th Edition. 
408 Dickinson, ibid. 
409 WM. Landes and RA. Posner, 'An Economic Analysis of Copyright Law' (1989) 18 J. of 
Legal Studies 235-363. 
4 10 P. Drahos (ed), Intellectual Property (1999). xviii. 
41 1 Dickinson, ibid. 
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fiat. '412 What Dickerson does not attempt to do is to describe the 
'process' through which change occurs in the intellectual property 
'system' . The role of the IP regimes and the relationship with 
competition law was reviewed in testimony and related reports of 
the participants in the hearings conducted in 2002 by the 
Department of Justice (DOJ) and Federal Trade Commission (FTC) 
and subsequent reports that addressed proposals for reform of the 
U.S. patent system.413 The consultation process included further 
hearings on implementing patent reform,414 the operation of §2 
Sherman Act in relation to the unilateral conduct of firms in dealing 
with IP,415 and the evolving IP marketplace. 4 16 

A naive viewer of the intellectual property ' system' may think that it 
evolves through a process similar to the Darwinian process of 
natural selection of living organisms or even that the process of 
change occurs through ' intelligent design' of the IP regimes. The 
response by the U.K. Government417 to the Hargreaves Report 
(201 1)4 18 includes the comment that '[t}he Review identifies two 
particular difficulties in the IP field: a near-total lack of high-
quality evidence on some issues and an overabundance of effective 
lobbying. ' 419 Drahos (1999) views the willingness of parliaments 

41 2 Ibid. 
41 3 DOJ/FTC, 'Competition and Intellectual Property Law and Policy in the Knowledge-
Based Economy' (2002) Joint hearings of the Department of Justice/Federal Trade 
Commission <http: //www.ftc .gov/opp/intellect/index.htm>. See the subsequent reports: 
FTC, 'To Promote Innovation: The Proper Balance of Competition and Patent Law and 
Policy' (October 2003) Federal Trade Commission Report 
<http://www.ftc.gov/os/2003/10/innovationrp t.pdf>. DOJ/FTC, 'Antitrust Enforcement and 
Intellectual Property Rights: Promoting Innovation and Competition ' (April 2007) 
Department of Justice/Federal Trade Commission Report 
<http://www.usdoj.gov/atr/public/hearings/ip/222655.pdf>. 
414 FTC, 'Ideas into Action: Imp lementing Reform of the Patent System ' (1 5 & 16 April 2004) 
Workshops <http://www.ftc.gov/bcp/workshops/patentsysternlindex.htm>. FTC, 'Town 
Meetings on Patent System Reform' (2005) Federal Trade Commission 
<http: //www.ftc.gov/ogc/workshops/patenttownmeetings/index.htm>. 
4 15 FTC/DOJ, 'Hearings: Federal Trade Commission and Department of Justice Hearings on 
Section 2 of the Sherman Act: Single-Firm Conduct As Related to Competition' (2006) 
<http://vvww.ftc.gov/os/sectiontwohearings/archive.shtm#060718>. DOJ, 'Competition and 
Monopoly: Single-Form Conduct under Section 2 of the Sherman Act' (September 2008) 
Department of Justice Report, withdrawn on May 11 , 2009 
<http://www.usdoj .gov/atr/public/reports/236681 .htm>. 
416 FTC, Hearings: The Evolving IP Marketplace (2008-2010) Federal Trade Commission 
<http ://www. ftc .gov/bc/workshops/ipmarketplace!index.shtml>. See FTC, 'The Evolving IP 
Marketplace: Aligning Patent Notice and Remedies with Competition' (March 2011) Federal 
Trade Commission Report <http://www.ftc .gov/os/2011/03/110307patentreport.pdf>. 
417 HM Government, 'The Government Response to the Hargreaves Review ofintellectual 
Property and Growth' (August 20 11) <http ://www.ipo.gov.uk/ipresponse-full.pdf>. 
418 Professor Ian Hargreaves, 'Digital Opportunity: A Review of Intellectual Property and 
Growth' (May 2011) Independent Report to HM Government 
<http://www.ipo.gov.uk/ipreview-finalreport.pdf> . 
4 19 Ibid. 3. 
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and international IP institutions to expand intellectual property 
protection as being ' readily explainable in terms of theories of 
public choice, regulatory capture and institutional approaches that 
factor power into their explanations. ' 420 Drahos suggested that 
liberal property ideology,421 (an underlying rationalisation of any 
form of property), has been vulgarised by those inside the 
' cathedral ' 422 of intellectual property to legitimise the expansion of 
intellectual property protection. The priests and servants of the 
' cathedral' in intellectual property are those for whom intellectual 
property provides their raison d ' etre - the trade mark and patent 
attorneys, patent and trade mark offices, trade mark, patent and 
copyright lawyers and the specialist intellectual property courts. 
While the influence of those inside the ' cathedral ' of intellectual 
property should not be discounted, the disruptive effect of 
digitisation has reenergised the debate as to the role of IP. 

(b) High tech industries: the incentives to innovate and transaction 
costs resulting from the IP regimes 

There are two key attributes of an ideal IP regime: the first is that 
the IP regime will provide incentives to innovation and creativity; 
and the second being that the clear identification of IPRs will 
promote transactions in those property rights. As described by 
Ronald Coase, the clear identification of property rights assists in 
creating an effective and efficient market in those rights by reducing 
the transaction costs involved in dealing in those rights. 423 Managing 
transaction costs leads to efficiencies in the distribution of 
knowledge throughout society so that, as described in the Ergas 
Committee Report (2000), '[a} well-functioning system of 
intellectual property rights therefore encourages efficiency both in 
the production and in the allocation of knowledge. ' 424 The 
Hargreaves Report (2011),425 which was comtnissioned by the U.K. 
Government, described IPRs as supporting economic growth by 
promoting innovation, while identifying the possibility that the 
operation of the IP regimes may create barriers to innovation and 
create transaction costs and '[p}oorly designed IP rules can help 

420 P. Drahos ( ed), Intellectual Property ( 1999). xxvii. 
42 1 Ibid. XXV. 

422 With acknowledgement to G. Calabresi and AD. Melamed, 'Property Rules, Liability 
Rules and Inalienability: One View of the Cathedral' (1972) 85 Harvard L. Rev. 1089-128. 
423 RH. Coase, 'The Problem of Social Cost' (1960) 3(1) J. of Law and Economics 1-44. See 
the further discussion of the Coase Theorem in Chapter 3, Section 2(d). 
424 Ergas Committee Report, Review of Intellectual Property Legislation under the 
Competition Principles Agreement, (IP and Competition Review Committee (Commonwealth 
of Australia)) (September 2000). 
425 Professor Ian Hargreaves, 'Digital Opportunity: A Review of Intellectual Property and 
Growth' (May 201 1) Independent Report to HM Government 
<http: //www.ipo.gov.uk/ipreview-finalreport.pdf>. 
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established players in a market obstruct new players by impeding 
their access to technology and content. A carefully designed and 
dynamic IP system can, by contrast, complement the spur which 
competition gives to innovation by enabling follow on-
innovation. ' 426 This Section focuses on the positive and negative 
consequence of the IP regimes in both providing an incentive to 
innovation and creativity and minimising transaction costs in 
dealing with the IPRs. The next Section reviews the scholarship that 
argues that IP regimes have little or no effect on the level of 
innovation in society and invention (related to patents). 

The difference between 'innovation' and 'invention' is considered in 
the FTC Patent Report (2011),427 which is discussed earlier in this 
thesis,428 which relevant to the question whether policies intended 
to foster patenting may be counter-productive in that the actual level 
of innovation flowing into society is less than optimal. That is, in 
terms of allocative efficiency, the investment in research and 
development activities is less than efficient as compared to other 
possible uses of those resources. Su (20 11 )429 noted the common 
practice to use 'innovation' and 'invention' as interchangeably 
words; however Su comments that there are significant differences 
in the social welfare implications of those terms. If the IP regimes 
create significant transaction costs, then the dynamic efficiency -
the improvements to efficiency that is achieved through innovation 
over time - may be less than optimal. 

While an ideal attribute of the IP regimes would be to minimise 
transaction costs in dealing with the IPRs, in industries experiencing 
rapid development, such as computer and telecommunications 
technology, an inventor may not be aware of what ideas are locked 
up in registered patents and the time and resources spent on 
checking the patents register may be prohibitive. Therefore a 
possible consequence of the expansion of IPRs is that it causes 
transactions costs that inhibit firms from achieving their commercial 
goals. 430 Barnett (2009)431 identified the increasing transaction costs 

426 Ibid. (1.3]. The Hargreaves Report discussed IP as having the potential to create barriers 
to innovation [1.9] ; and the potential ofiP systems to impose transaction costs on the creator, 
on innovators and on society [ 1.1 0]. 
427 FTC, 'The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 
Competition' (March 2011) Federal Trade Commission Report 
<http://www.ftc.gov/os/20 11103/11 0307patentreport.pdf>. 
428 See Chapter 1, Section 3. 
429 HC. Su, Invention Is Not Innovation and Intellectual Property Is Not Just Like Any Other 
Form of Property: Competition Themes from the FTC 's March 2011 Patent Report (August 
2011) 
<http ://www.americanbar.org/content/dam/aba/publishing/antitrust_ source/aug 11 __ su _7 _26f. 
pdf> at 4 August 2011. 
430 The existence of IPRs creates transaction costs. Those costs include: costs of gathering 
information as to the existence of relevant IPRs, evaluating alternative options in dealing 
with conflicting IPRs, negotiating, contracting and completing the transactions to licence 
IPRs. See generally DW. Allen, 'Property Rights, Transaction Costs, and Coase: One More 
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that flow from a greater level of propertisation as acting to counter 
the apparent innovation gains resulted from stronger IP regimes. 
According to Barnett this results in IP regimes being subject to 'an 
underlying tradeoff between (i) innovation gains (which tend to 
demand more property),· and (ii) transaction costs plus associated 
innovation losses (which tend to demand less) ' .432 Firms may seek a 
greater level of propertisation, so as to improve the return from their 
investment in innovation; although increased propertisation may 
result in increased transaction costs as firms must search and 
identify ownership interests in a competitive environment.433 As 
discussed later in this Section, Barnett argued that larger firms, as 
compared to small or medium sized firms, are better able to manage 
the increasing transaction costs that flow from a greater level of 
propertisation through the expansion of IPRs. 

Underlying the debate as to the optimal balance between distribution 
of knowledge and the promotion of innovation and creativity is an 
important question as to whether it is actually possible to assess 
what the optimum level of IP protection is, and whether existing IP 
protection is excessive and actually damages the incentive to 
innovation (the ' too much property' thesis), or whether existing IP 
protection fails to provide an adequate incentive to innovation (the 
' too little property ' thesis). The scope of copyright regime is 
considered later in this thesis,434 with the following discussion of the 
'too much property' and ' too little property' thesis being restricted 
to a discussion of the literature on the patent regime. This discussion 
is limited to patents as the patent regime operates through a 
registration system so that levels of patenting can be studied and 
fron1 that information conclusions can be drawn as to the nature and 
extent of innovation. 

A distinction is made by Barnett (2009)435 between the level of 
propertarisation actually implemented by the patent regime (the 
effective level of reliance on property rights) and level of 
propertarisation that theoretically available (the scope of 
propetiarisation is theoretically possible under the IP legislation). 
For example, it is possible to get a 'low quality' and/or unjustifiably 

Time' in Steven G Medema ( ed), Coasian Economics: Law and Economics and the New 
Institutional Economics (1998) 105-118. (KJuwer). 
431 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Yale L. J 384-456. 
432 Ibid. 446. 
433 Ibid. 431. Barnett applies a 'straightforward profit-maximization principle: subject to 
coordination cost obstacles, any transaction cost inefficiency as a result of excessive 
propertization inherently induces rational investments by adversely affected innovators to 
accrue the gains from correcting it.' 
434 See Chapter 3 for a discussion of the doctrines and rules that determine the scope of 
copyright. 
435 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Yale L. J 384-456. 
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broad patent accepted by a patents office for a business method or 
software patent,436 or in other areas of innovation,43 7 but the ability 
of the patent holder to protect that patent through litigation is limited 
so that the level of propertarisation actually implemented is less than 
what can be described as being theoretically possible.43 8 

Determining the level of patentable subject matter that is not 
patented is a matter of speculation, but there is data on renewal rates 
of patents from the U.S . Patent Office and from that data Moore 
(2005) identified that 53.71 o/o of all patents registered with the 
Patent Office in 1991 subsequently lapsed due to failure to pay 
renewal fees at the midpoint of the patent term under the Patent Act 
(U.S.).439 Therefore at least 47% of the 1991 patent registrations 
with the Patent Office are eventually considered to not have an 
economic value that justifies the payment of the renewal fees. 

Barnett argued that empirical inquiries neither confirm nor deny the 
'too much property' thesis.440 Barnett considers in relation to the 
patent regime whether the 'too much property' thesis can be 
investigated indirectly by asking a 'process' question: 'can the 
market assess if any propertization outcome is excessive and then 

436 Ibid. 421. U.S. courts have restricted the scope of software and business method patents; 
see In re Bernard L. Bilski, 545 F. 3d 943 (Fed. Cir. 2008). The Federal Circuit rejected the 
previous test determined in Street Bank & Trust Co v Signature Financial Group, Inc., 149 F. 
3d 1368, 1373. The Supreme Court affirmed the Federal Circuit in Bilski v Kappos, 130 S. 
Ct. 3218 (2010). The Supreme Court did however reject that test stated by the Federal Circuit 
is an exclusive test for what constitutes a patentable 'process' as the Supreme Court did not 
wish to preclude the development of other limiting criteria that further the Patent Act's 
purposes and are not inconsistent with its text. (page 16). See also D. Crouch and J. 
Rantanen, If the software method is not patentable, then neither is the 'computer readable 
medium ': CyberSource Corp . v. Retail Decisions, Inc. --- F. 3d --- (Fed. Cir. 2011) (16 
August 20 11) PatentlyO <http://www.patentlyo.com/patent/2011 /08/if-the-software-method-
is-not-patentable-then-neither-is-the-computer-readable-medium.html> at 17 August 2011. 
437 What is patentable subject matter in relation to biotechnology patents is reviewed in 
Association for Molecular Pathology v USPTO & My riad Genetics, 702 F. Supp. 2d 181 
(S .D.N.Y. 2010) afftrm in part and reverse in part (Fed. Cir. July 29, 2011) ('a/k/a ACLU v. 
Myriad'). Two gene sequences, BRCAl and BRCA2, which are linked to breast cancer, can 
be patented as Myriad used chemicals to split the genes from the DNA structures, which 
creates a ' distinct chemical entity' .The existence of the BRCAl and BRCA2 patents has 
raised controversy in Australia, see Genetic Technologies, Genetic Technologies to enforce 
rights to BRCA patents (11 July 2008) <http://www.gtglabs.com.au/announcements/genetic-
technologies-to-enforce-rights-to-brca-patents> at 27 August 2010. AAP, Lawyer looks at 
breast gene patent (21 July 2008) Sydney Morning Herald 
<http://news.smh.com.au/nationaVlawyer-looks-at-breast-gene-patent-20080721-3inv.html> 
at 21 July 2008. Biotechnology patenting is critically evaluated by M. Rimmer, Intellectual 
Property and Biotechnology: Biological Inventions (2008). See also L. Palombi, Gene 
Cartels: Biotech Patents in the Age of Free Trade (2009) . 
438 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Yale L. J 384-456. 397. 
439 Barnett, ibid. 398. Citing Kimberly A. Moore, Worthless Patents, 20 Berkley Tech. L.J. 
1521, 1526 (2005) who found that 53.71% ofU.S . patentees that were issued patents in 1991 
allowed the patents to expire by fai ling to pay renewal fees due twelve years after the patent 
was issued. 
440 Barnett, ibid. 386. 
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undertake actions to move toward a socially preferable alternative 
outcome?' 441 That is, Barnett directs the inquiry to consider whether 
there is evidence of firms adopting strategies in the marketplace to 
respond to what are perceived to be negative consequences of the IP 
regimes. By this approach Barnett proposes that the social cost-
benefit for any 'propertisation outcome' can be investigated, with an 
outcome where the transaction costs exceed the innovation gain 
supporting the ' too much property' thesis. According to Barnett the 
ideal 'propertisation outcome' would be ' the socially desirable level 
of effective property rights coverage';442 when the 'propertisation 
outcome' results in innovation gains in excess of transaction cost 
losses. Barnett ' s thesis leads to the question as to whether the 
operation of market forces will to result in the identification of when 
the 'propertisation outcome' is excessive so that market participants 
can take actions to move toward a socially preferable alternative 
outcome. 

Strong patent protection can lead to firms engaging in strategic 
behaviour, such as 'pre-emptive patenting' to lock up ideas and 
control paths of innovation and the creation of patent portfolios (or 
'patent tickets ' ) as defensive strategies so as to manage the 
inevitable patent infringement litigation by cross-licensing patents 
from the firm 's portfolio. Hope (2008)443 identified a range of 
practices being used by firms, including pre-emptive patenting, 
aggregation of patents and cross-licensing of patents, that seem 
contrary to the understanding of the patent system as being designed 
to encourage innovation, 444 as the practices are designed to create 
competitive advantages to the patent holders by locking up 
technology and paths of innovation, as well as providing the ability 
to cross-license in the event that patent infringement claims are 
made by competitors.445 Hope argued that incumbent firms adopt 
these techniques to hold the market, once it has been gained, so as to 

441 Ibid. 387. 
442 Ibid. 388. 
443 J. Hope, Biobazaar: The Open Source Revolution and Biotechnology (2008). 
444 Ibid. 89-90. The effect of these techniques on competition is considered in submission to 
the DOJ/FTC, 'Competition and Intellectual Property Law and Policy in the Knowledge-
Based Economy' (2002) Joint hearings of the Department of Justice/Federal Trade 
Commission <http: //www.ftc.gov/opp/intellect/index.htm>. See the subsequent report by the 
SA. Merrill, RC. Levin and Myers. MB. , 'To Promote Innovation: The Proper Balance of 
Competition and Patent Law and Policy' (October 2003) Report for the Federal Trade 
Commission, <http: //www.ftc .gov/opa/2003/10/creport.htm>. See also the subsequent 
workshops organised by the FTC, 'Ideas into Action: Implementing Reform of the Patent 
System' (15 & 16 April2004) Workshops 
<http://www.ftc .gov/bcp/workshops/patentsystem/index.htm>. See also the report by 
DOJ/FTC, 'Antitrust Enforcement and Intellectual Property Rights: Promoting Innovation 
and Competition' (April2007) Department of Justice/Federal Trade Commission Report 
<http ://www.usdoj .gov/atr/public/hearings/ip/222655 .pdf> . 
445 J. Hope, Biobazaar: The Open Source Revolution and Biotechnology (2008). At 89-90. 
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deter competitors from innovating and thereby to deter 
. . 446 competttton. 

The practices that Hope characterises as being contrary to the 
understanding of what the patent system is intended to achieve are 
described by Barnett as the response by firms to manage the 
negative effects of the patent system. Barnett accepts there are firms 
whose business model is to deal in patents, but who do not work the 
patents, instead engage in litigation (the so-called 'patent trolls ' ), 
which may actually stunt innovation;447 and that large firms have the 
resources to accumulate a large portfolio of related patents to form a 
so-called ' patent thicket' ,448 which can be used as a defensive 
strategy when claims of patent infringement are made. A large 
portfolio of patents may allow the firm to make counter claims 
based on patents in the firm ' s portfolio, so that firms with large 
patent portfolios are better able to manage litigation, such as by 
eventually settling the litigation by the cross-licensing of patents. 
Barnett also acknowledges that the burden of transaction costs falls 
more heavily on individual inventors and small firms as large firms 
have the resources to better manage the transaction costs, so that 
associated innovation losses or gains of individual inventors and 
small firms will be different to those incurred by large firms. 449 

Barnet argued that patent pooling or cross-licensing of patents, are 
strategies adopted by firms so that the firms can move towards a 
preferable alternative outcome - when the 'propertisation outcome' 
results in innovation gains in excess of transaction cost losses.450 

Barnett argued that large firrns ' will tend to have the strongest 
incentives to relax intellectual property protections where 
incremental transaction costs and associated innovation losses race 
ahead of incremental innovation gains, thereby self-interestedly 

446 Ibid. Hope described biotechnology patenting to control segments of the pharmaceutical 
and biotechnology industries. See also M. Heller and R. Eisenberg, 'Can Patents Deter 
Innovation? The A nticommons in Biomedical Research' ( 1998) 280 Science 698-701. 
447 JE. Bessen, J. Ford and MJ. Meurer, The Private and Social Costs of Patent Trolls (1 9 
September 201 1) Boston University School of Law Working Paper 11 -45 
<http://www.bu.edu/law/faculty/scholarship/workingpapers/Bessen-Ford-Meurer-troll.html>. 
S. Subramanian, 'Patent Trolls in Thickets: Who is Fishing Under the Bridge?' [2008] 5 EIPR 
182- 188. ESK. Ng, 'Patent Trolling: Innovation at Risk' [2010] 31(1 2) EIPR 593-608. Ng 
proposed the use of a compulsory licensing system to address ' abuse ' of the patent regime. 
c.f. JF. McDonough, 'The Myth of the Patent Troll: An Alternative View of the Function of 
Patent Dealers in an Idea Economy ' (2006) 56 Emory L. J 189. 
448 C. Shapiro, 'Navigating the Patent Thicket: Cross Licenses, Patent Pools, and Standard-
Setting' in A. Jaffe, J. Lerner and S. Stem (eds), Innovation Policy and the Economy (2001) 
vol 1. (MIT Press). SM. Besen et al. , Dangerous Intersection: CRA Staff Express Views on 
Competition and Intellectual Property Issues (2003) Charles River Associates 
<http://www.crai.co.uk/NorthAmerica/ProfessionalStaff/ AuxListingDetails.aspx?id=6260&fl 
D=34> at 12 July 2010. 
449 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Ya le L. J. 384-456. 433 . See also JM. Barnett, 'Is Intellectual Prop erty 
Trivia l?' (2009) U. of Pennsylvania L. Rev. 169 1-1742. 
450 Barnett, 'Prop erty as Process ', ibid. 387. 
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acting to expand the public domain in at least partial consistency 
with the social interest. ' 451 Patent pools are an example of private 
ordering through which the participants to the pool are able to 
reduce the coordination costs of licensing the necessary patents by 
accessing the patent pools through RAND licensing.452 Barnett 
referred to firms reducing transaction costs by creating patent pools 
that operate as cost-effective solutions to licensing patents related to 
an area of innovation. An example is the ' MPEG LA' patent pool 
relating to data-compression and other technology standards for 
online streaming of video.453 In 2011, the operation of this patent 
pool is reported to be the subject of investigation by the U.S. 
Department of Justice;454 however as Google is involved in the 
creation of a rival patent pool for online streaming technologies 
there are potential substitute video streaming technologies to those 
controlled by MPEG-LA.455 

Patent pooling can be seen as a response to the transaction costs that 
result from strong patent protection, as the benefits of accessing 
patents available in the patent pool under RAND licensing terms 
outweighs the potential losses of licence fees that could be generated 
by party-to-party negotiations to access those patents. That is, the 
patent pool reduces the costs of coordinating transactions with other 
participants with those costs resulting from imperfect information 
about potential participants that hold relevant patents and the 
bargaining costs of licensing relevant patents. 

451 Ibid. 433. 
452 RAND (' reasonable and non-discriminatory ') licence terms set by standard setting 
organisations (SSOs). See generally C. Shapiro, 'Navigating the Patent Th icket: Cross 
Licenses, Patent Pools, and Standard-Setting' in A. Jaffe, J. Lerner and S. Stem (eds), 
Innovation Policy and the Economy (200 1) vol 1. (MIT Press) . 
453 MPEG LA website, <http: //www.mpegla.com>. The operation of the MPEG LA 
consortium was-challenged by Nero AG ~ which ciaimed that MPEG-LA 'wilfully maintains, 
extends and abuses its monopoly power in the relevant technology markets - which are the 
worldwide markets for the licensing of patents relating to the MPEG-2, MPEG-4 Visual and 
AVC standards - within the video technology industry' in breach of §2 Sherman Act and has 
'formulated and imposed licensing terms that are unfair, unreasonable, and discriminatory '. 
Nero AG v MPEG LA, L.L.C., Case No. 10-cv-3672-MRP-RZ (C.D. Cal. Dec. 14, 2010). 
Judge Mariana Pfaelzer was of the opinion that the claim of 'coercion' in agreeing to the 
MPEG LA licence was implausible 'because Nero could have avoided infringement litigation 
by directly licensing the necessary patents or perhaps even by continuing to operate under its 
previous license. In any event, Nero cannot possibly contend it is anticompetitive for a 
patentee to enforce its intellectual property rights.' Section 3, page 2. 
454 T. Catan, Web Video Rivalry Sparks US Probe (4 March 2011) Wall Street Journal 
<http://online. wsj .com/article/SB 10001424052748703 7 52404576178833590548792.html#ix 
zzlGuOyLDNs> at 18 March 2011. S. Weintraub, Patents are ammo in YouTube and 
Netflix's video wars (4 March 2011) CNN <http://tech.fortune.cnn.com/2011/03/04/wsj-doj-
investigates-mpeg-la-over-vp8/> at 18 March 2011. 
455 P. Bright, Google builds WebM patent pool of its own to fight back against MPEG-LA (27 
April 2011) ars technica <http ://arstechnica.com/web/news/20 11/04/google-builds-webm-
patent-pool-of-its-own-to-fight-back-against-mpeg-la.ars> at 27 April 2011. 
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A potential negative consequence of patenting by ICT firms is 
identified by Bessen & Maskin (2006), 456 who argue that a 
significant characteristic of the ICT industries is that innovation is 
both 'sequential ' 457 and ' complimentary' , 458 which has the effect 
that all firms in the relevant industry benefit from carrying out 
follow-on innovation carried out by other firms; with the firm that is 
the original innovator also receiving an indirect benefit from the 
imitation of its innovations. In an industry in which sequential 
innovation is a significant characteristic the firm that is the original 
innovator may suffer reduced profit from imitation of the original 
innovation but take advantage of follow-on innovations, whether 
they are developed by the original innovator or by its competitors. 
While the profitability of the original innovator is reduced as a 
consequence of the imitation the firm's profitability is improved in 
the medium to long-term through the follow-on innovation and by 
the expansion of the consumer base that flows from the 
technological advances that drive consumer demand for innovative 
products and services. Bessen & Maskin argue that a possible 
consequence of a strong patent regime (that results in patents of 
broad scope) may actually inhibit innovation in the software, 
semiconductor and computer industries.459 

An anecdote that exemplifies the process of sequential innovation is 
how both Apple and Microsoft sourced the use of graphical screen 
icons and the use of a mouse from Xerox PARC;460 Apples ' 
copyright infringen1ent claim against Microsoft was rejected as 
Apple was attempting to claim copyright in functional aspects of its 
system, which were not capable of being protected by copyright.46 1 

456 JE. Bessen and E. Mashn, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal ofEconomics 611-635. 
457 'By 'sequential, ' we mean that each successive invention builds on the preceding one.' 
458 '[B]y 'comp lementmy, 'we mean that each potential innovator takes a different research 
line and thereby enhances the overall probability that a particular goal is reached within a 
given time.' 
459 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 611 -635. Bessen & Maskin argue, 'imitation may 
promote innovation and that strong patents (long-lived patents of broad scope) might 
actually inhibit it.' See also M. Maggiolio , 'The Economics of Antitrust and Intellectual 
Property Rights' inS . Anderman and A. Ezrachi (eds), Intellectual Property and 
Competition Law: New Frontiers (2011) 73-92 . (OUP). At 83 . 
460 Walter Isaacson, 'Steve Jobs', Simon & Schuster (20 11). Isaacson described a meeting at 
which Steven Jobs shouts at Bill Gates, 'You're ripping us off! I trusted you, and now you 're 
stealing from us!' . Gates responded, ' Well, Steve, I think there 's more than one way of 
looking at it. I think it 's more like we both had this rich neighbor named Xerox and I broke 
into his house to steal the TV set and found out that you had already stolen it.' M. Gladwell, 
The Tweaker: The real genius of Steve Jobs, (14 November 2011) The New Yorker 
<http://www.ne~'Yorker. com/reporting/2011111114/ 111114fa_fact_gladwell#ixzzlm7NrLbE 

6> at 12 Feb. 2012 . 
461 Apple v Microsoft, 35 F. 3d 1435 (1994). 
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In the ICT industries the process of sequential and complementary 
innovation results in firms competing by imitating competitors while 
at the same time attempting to ' leap-frog ' those competitors by 
producing sequential innovations, with this process of innovation 
being described by Levin as being ' cumulative' rather than 
'discrete ' . Each competing firm is looking for follow-on innovations 
that will increase market share and profitability. 462 The Federal 
Trade Commission (FTC) issued a report in 2003 , which noted the 
sequential and complimentary innovation is a characteristic of the 
software and internet industries with further factors that indicate that 
increased propertisation through stronger patents can be counter-
productive, being: 

' (1) innovation occurs on a cumulative basis,· (2) capital 
costs are low, particularly relative to the pharmaceutical, 
biotechnology and hardware industries; (3) the rate of 
technological change is rap id, and product life cycles are 
short,· (4) alternative means of f ostering innovation exist, 
including copyright protection and op en source software,· 
and (5) the industries have experienced a regime change in 

if "l b"l " 1 . ,463 terms o avaz a l zty o patent protectzon. 

This report provides a summary of submissions to the joint FTC and 
DOJ held hearings in 2002, which addressed the balance between 
competition and IP law and policy. The subsequent 2003 Report 
noted the critical view of some participants, which can be 
summarised as: software and internet patents act to impede 
innovation, in that firms make strategic use of patents in licensing 
negotiations and in particular one type of strategic use, generally 
known as 'hold-up', in which finns are trapped between sunk costs 
that have been incurred in the R&D and the demand for royalties 
applied by the holder of a patent that subsequently emerges as a 
barrier to commercialising the R&D. 464 The FTC Patent Report 

462 RC. Levin, 'Appropriability, R&D Spending, and Technological Performance' (1988) 
78(2) Am. Econ. Rev. 424-28. 427. 
463 SA. Merrill, RC. Levin and Myers. MB ., 'To Promote Innovation: The Proper Balance of 
Competition and Patent Law and Policy' (October 2003) Report for the Federal Trade 
Commission, <http://www.ftc.gov/opa/2003/10/creport.htm>. The report stated that '[s}uch 
patents are impairing follow-on incentives, increasing entry barriers, creating uncertainty 
that harms incentives to invest in innovation, and producing patent thickets. Panelists 
discussed how defensive patenting increases the complexity of patent thickets and forces 
companies to divert resources from R&D into obtaining patents. Commentators noted that 
patent thickets make it more difficult to commercialize new products and raise uncertainty 
and investment risks. Some panelists also noted that hold-up has become a problem that can 
result in higher prices being passed along to consumers.' Ch. 3, at 55-56. See also 44-46. 
464 Ibid. fin 233 and text, the Report described 'hold-up' as being 'enabled by sunk costs that 
a firm already has invested in product development or manufacturing, before learning of the 
patent, which in turn enable the patentee to demand royalties higher than it could have 
sought before the firm sunk its costs,- with so very many patents at issue, pane/lists suggested, 
infringing someone 's patent may be inevitable, but there may be no economically feasible 
way, prior to making sunk investments, to identify and obtain rights to all the relevant 
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(20 11) considers remedies for patent infringement in the context the 
operation of what are described as ' patent assertion entities' (P AEs ), 
or what others derisively referred to as 'patent trolls' .465 The FTC 
Patent Report discussed the consequences of 'hold up ', which is a 
specific example of opportunism by a P AE in taking advantage of 
the sunk costs by an innovator who has invested in R&D to create 
new technology, but that innovator is not aware of an existing patent 
controlled by a P AE. 466 

Barnett (2009)467 suggested that small firms rely on the protection 
provided by the IP regimes, and adopt litigation to a greater degree 
than large firms, as the small firms are unable to adopt strategies that 
are available to large firms to deal with the negative effects of patent 
regimes, including contributing to industry-level cooperative patent 
pools, creating patent tickets and cross-licensing patents.468 Barnett 
(2009)469 proposed that the conventional justification for the patent 
regime as providing an incentive to innovation holds true, albeit for 
an unconventional reason, with the conventional justification being 
only relevant for large firms in capital intensive fields of innovation, 
such as pharmaceutical products. The conventional justification for 
patents is very weak in relation to most large firms is because those 
firms look to strategies other than IP to achieve a return on the 
capital invested in R&D.470 Barnett proposed the unconventional 
thesis that the primary beneficiaries of strong or stronger IP regimes 

patented technologies.' See also C. Bohannan and HJ. Hovenkamp, 'IP and Antitrust: 
Reformation and Harm' (2010) 51 Boston College L. Rev. 905 . 934-943 . 
465 FTC, 'The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 
Competition' (March 2011) Federal Trade Commission Report 
<http://www.ftc.gov/os/2011/03/11 0307patentreport.pdf'>. 
466 Ibid. 58-72 . The Report later commented that '[t} he availability of hold-up value to 
patentees may indeed encourage invention and patenting activity, but that is not the same 
thing as encouraging the innovation necessary to bring new products to market. Invention is 
the first step of innovation, but innovation often requires significant additional development 
activity beyond that firs t step in order to get new products and services to consumers. While 
increased invention and patenting activity will lead to increased innovation in many contexts, 
it can decrease innovation in others. The risk that patentees that have made no technical 
contribution to a product can extract hold-up value from manufacturers increases 
uncertainty and costs and discourages innovation by those manufacturers .' (citations 
omitted) 227. 
467 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Yale L. J 384-456. 
468 Ibid. At 453. Barnett earlier argued that there is ' [a}mple empirical evidence illustrates 
robust self-correction capacities among large-firm incumbents, precisely in economically 
critical innovation markets that both stand at the heart of our knowledge economy and are 
presumptively most susceptible to, and widely believed to suffer from, excessive 
propertization.' 390-91. 
469 JM. Barnett, 'Is Intellectual Property Trivial?' (2009) U of Pennsylvania L. Rev. 1691-
1742. 1697. 
470 These strategies are: secrecy; lead time; moving quickly down the learning curve; and 
distinctive sales and service to customers. The impact of these strategies is discussed in the 
next two Sections. 
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may be individual inventors and small to medium sized firms as the 
existence of the IPRs allow for the appropriation of value in the 
commercialisation of products and services that incorporate the 
IPRs.471 

Barnett ' s thesis is that large firms are better placed than individual 
inventors and small firms to manage the negative effect of increasing 
transaction costs that flow from a greater level of propertisation.472 

The ability of larger firms to better manage the increasing 
transaction costs places small firms at a disadvantage in an 
environment of a greater level of propertisation provided by the IP 
regimes; while small firms can take the benefit provided by a greater 
level of propertisation, the small firms operated at a disadvantage to 
large firms in relation to the management of the negative effects of 
increasing transaction costs and as a consequence small firms may 
generate lower economic gains from a greater level of propertisation 
as compared to larger firms that can also take advantage of cost-
efficiencies achieved through economies of scale.4 73 

The conventional justification for both the patent and copyright 
regimes, in providing an incentive to innovation and creativity, does 
not appear to be supported by the growth of the 'open source' 
software developtnent movement. The open access framework of the 
' open source' software development movement works within the 
copyright regime, as open source code is available under licenses 
that regulate the use of the open source code.474 However the 
scholarship on the open source movement's use of private ordering 
can be argued to show that in significant sectors of the software 
development industry the copyright regime is not seen as essential to 
either advancing innovation or to creating value from code writing 
skills.475 For example, the Open Source Initiative (201 0) argue that 
open source software is not ''non-commercial' - rather, it is software 
where revenues are generated from the delivery of value around the 

471 Ibid. Barnett proposed the thesis that for small to medium sized firms ' the distributive and 
incentive effects of intellectual property would nicely coincide: intellectual property makes 
the greatest difference in correcting distributional inequalities in appropriation costs in the 
same markets where it makes the greatest difference in eliciting innovative output from 
small-firm entrants and other weakly integrated entities.' 1697. 
472 .TM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 119(3) Yale L. J 384-456. At 455-6. 
473 Therefore large firms can extract economic rents from smaller fmns as the large firms can 
engage in cross-licensing of patents where the large firm has aggregated an extensive 
portfolio of patents. 
474 Software Freedom Conservancy, Inc & Erik Anderson v Best Buy Co. Inc, Case 1 :09-cv-
10155-SAS (S.D.N.Y. July 27, 2010). The court held that' Westinghouse infringed on 
[Anderson's] copyright by distributing BusyBox within .firmware for its HDTV products and 
on software intended for those HDTVs, in a manner that did not comply with the License'. 
475 Y. Benkler, 'An Unhurried View of Private Ordering in Information Transactions' (2000) 
53(6) Vanderb ilt L. Rev. 2063-80. MD. Bimhack, Principle of Private Ordering (2004) Haifa 
Center of Law and Technology at the Faculty of Law, Haifa University 
<http:/ /www.isoc .org.il/hasdara/private _ ordering.doc>. 
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software rather than by controlling access to the software' 476 and 
that open source encourages unfettered innovation, as there is no 
advantage to be gained by open source developers withholding 
innovations to gain strategic advantage, such as keeping innovations 
secret during the time necessary to obtain a software patent. 477 

The expansion of IPRs can be argued to have the effect of damaging 
the innovation process, erode social welfare gains and encourage 
rent-seeking behaviour.478 Rent seeking behaviour occurs where 
those who benefit from the strong IPRs are able to extract higher 
levels of revenue from the market than could be achieved where the 
balance of access/incentives was more evenly balanced - this result 
in a wealth transfer to the owner of the IPRs that may be argued to 
be excessive as compared to the social welfare gains that result from 
the IPRs. The further negative social cost caused by 'rent seeking' is 
that it results in excessive investment because of the 'pure profit' or 
'supra profit' that can be realised.479 

In the ways discussed above, it is possible that the IP regimes can 
encourage investment into innovation where the social welfare 
benefit that flows fron1 that innovation is less than optimal - that is, 
the dynamic efficiency that results from the investment in innovation 
is less than optima1.480 The literature on the role of IP regimes as 
incentives to innovation are considered in the next Section. 

476 Open Source Initiative, OSI Position Statement on CPTN Transaction (29 December 
2010) <http://opensource.org/statements/CPTN> at 8 Janaury 2011. (emphasis in original). 
The statement of the OSI goes on to state that '[t] his switch away from artificial scarcity as 
the only means for monetization liberates developers from many places to synchronise 
overlapping interests and collaborate around a open source code 'commons ' to sustain the 
wealth-creating vehicle they jointly enjoy.' As software has elements of being a 'public 
good', open source software does not suffer from the 'tragedy of the commons' as the 
software is not dissipated by those engaged in the collaborate development of open source 
software. 
477 The OSI statement expresses concern at the competition implication of a consortium 
(CPTN) consisting of Microsoft, Oracle, Apple, and EMC, acquiring Novell's open source 
assets and patent portfolio. 
478 E. Mackaay, 'The Economics of Emergent Property Rights on the Internet' in PB. 
Hugenholtz (ed), The Future of Copyright in a Digital Environment (1996) 13-25. (Kluwer 
Law International). Page 19, £'n 23. 
479 'A 'rent, ' in economics, is not a rental; it is the excess of revenue over cost. It is pure 
profit, which is to say profit in excess of the cost of capital.' RA. Posner, 'The Law and 
Economics of Intellectual Property', Daedalus 5-12 (2002). (republished in 'Intellectual 
Property Rights' vol. I, Vaver D (ed) Routledge (2006)). At 161. 
480 See generally S. Ahn, Competition, Innovation and Productivity Growth: A Review of 
Theory and Evidence (2002) OECD Economics Department Working Papers, No. 317, 
doi: 10.1787/182144868160 <http://www2.sa.unibo.it/summer/testi/2 _calderini/wppdf.pdf>. 
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(c) Do the IP regimes act as incentives to innovation in the digital 
environment? 

The discussion in the previous section as to the benefits and 
disadvantages of copyright and patent regimes raises an important 
question: does copyright or patent protection provide an incentive for 
innovation and R&D investment in the ICT industries? This Section 
discussed the body of opinion that argues that surprisingly little 
incentive to invest is provided by copyright and patent protection. 
Economists and IP scholars tend to assess innovation intensity 
through measuring R&D expenditure and the level of patenting 
activity,481 with the intensity of creativity of copyright works and 
materials being more difficult to measure. 

The existence of a direct relationship between the strength of the IP 
regimes and the level of innovation is disputed. In relation to the ICT 
industries, Bessen & Maskin (2006)482 note that prior to the 1980s 
these industries had weak patent protection and experienced 
widespread imitation of their products, yet these industries 
experienced rapid expansion through product innovation.483 An 
explanation for the disconnection between the level of patent 
protection and the amount of innovation is provided by Levin et a!. 
(1987),484 whose empirical study found that firms rated patent 
registration as a weak strategy for protecting the commerialisation of 
innovation, with the firms having more preferred strategies, 
discussed later in this section, to achieve a return on their investment 
in R&D. A study by Bessen & Hunt (2004)485 also concluded that 

481 P. Aghion et al. , 'Competition and Innovation: An Inverted-U Relationship' (2005) 120 
Quarterly J of Economics 701-728. 
482 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 611-635. 
483 Until the 1980s the practice of the U.S. patent office was that a patent application 
contairiing a inatheinatical a1goi-itlim would be rejected, because a mathematical algorithm 
was not inherently patentable. The re-evaluation of the inherent patentability of a 
mathematical algorithm started in Diamond v Dieher, 450 US 175 (1981). The U.S. Supreme 
Court held that even though a mathematical algorithm is not patentable in isolation, 'a 
process that applies an equation to a new and useful end 'is at the very least not barred at 
the threshold by§ 101'. In Re Alappat, 33 F 3d 1526 (Fed. Cir. 1994) the court held that 
computer program could be patented because more than an abstract idea was at issue in the 
claim, because the invention as a whole was directed toward forming a specific machine that 
produced the useful, concrete, and tangible result. U.S. courts have restricted the scope of 
software and business method patents, see In re Bernard L. Bilski, 545 F. 3d 943 (Fed. Cir. 
2008). The Federal Circuit rejected the previous test determined in Street Bank & Trust Co v 
Signature Financial Group, Inc ., 149 F. 3d 1368, 1373; the Federal Circuit decision was 
affmnedinBilskivKappos, 130 S. Ct. 3218 (2010). 
484 RC. Levin et al., Appropriating the Returns from Industrial Research and Development 
(1987) The Brookings Insitution, Brookings Papers on Economic Activity, 3. See also RC. 
Levin, 'Appropriability, R&D Spending, and Technological Performance' (1988) 78(2) Am. 
Econ. Rev. 424-28. 
485 JE. Bessen and RM. Hunt, An Empirical Look at Software Patents (2004) Federal Reserve 
Bank of Philadelphia Working Paper 03-17. 
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when patent protection of goods or services incorporating computer 
programs was strengthened, rather than increasing R&D activities, 
the large firms in the ICT industries actually reduced R&D 
investment relative to the level of sales of these firms . 486 Bessen & 
Maskin (2006) reject that there is anything paradoxical about R&D 
investment actually decreasing with increased protection for patent, 
as: 

'For industries like software or computers, theory suggests 
that imitation may promote innovation and that strong 
patents (long-lived patents of broad scope) might actually 
inhibit it. Society and even the innovating firms themselves 
could well be served if intellectual property protection were 
more limited in such industries. Moreover, these firms might 
genuinely welcome competition and the prospect of being 
imitated. This is, we argue, because these are industries in 
which innovation is both sequential and complementary. By 
'sequential, ' we mean that each successive invention builds 

h d . ,487 on t e prece Lng one. 

This view of the ICT industries operates with the assumptions that 
firms are looking for follow-on innovations that will increase their 
market share and profitability and that the process of sequential and 
complementary innovation results in firms competing by imitating 
competitors while at the same time attempting to ' leap-frog' those 
competitors by producing sequential innovations derived frotn the 
current state of industry knowledge.488 Bessen & Maskin (2006)489 

identified declining levels of R&D spending in the ICT industries so 
that there is no certainty that the changes to the patent system or 
broadening the scope of patent rights actually results in increased 
levels of innovation leading the increases in social welfare. Indeed 
the use of the patent system as a defensive strategy 1nay tend to 
inhibit firms from engaging in follow-on innovation derived from the 
knowledge gained from patent registrations. As a consequence of the 
mismatch between levels of patenting and levels of R&D spending, 

486 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 611-635. 
487 Ibid. (emphasis in original) . 
488 See RC. Levin, 'Appropriability, R&D Spending, and Technological Performance' (1988) 
78(2) Am. Econ. Rev. 424-28. Levin comments on technological advances in electronics 
industries as being 'cumulative' rather than 'discrete'; where a firm benefits from R&D of 
another firm a 'spillover' effect is said to occur, which in the conventional wisdom, is 
thought to reduce the incentive to invest in R&D; although Levin noted that when 
innovations are 'building blocks' for new products 'a high degree ofspillovers may not only 
spur technical advance but also encourage R&D investment. ' Ibid. 427. See also VB. 
Venegas, 'Shifting Towards a Dynamic Efficiency Test?: Evaluating Licensing Agreements 
Under Antitrust Law' inS. Anderman and A. Ezrachi (eds), Intellectual Property and 
Competition Law: New Frontiers (2011) 461-485. (OUP). At 463. 
489 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 61 1-635. 
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Bessen & Muerer (2009)490 argue that the patent regime appears to 
have at best only a weak and indirect relationship to economic 
growth.491 While the patent regime does provide incentives to invest 
in R&D, transaction costs and the costs resulting from excessive 
litigation tend to outweigh the positive incentives provided by the 
patent system. 

A study that is widely quoted in the literature is that conducted by 
Levin eta!. (1987) who published the results of surveys of high-level 
R&D executives in more than one hundred manufacturing industries 
in the United States.492 The purpose of the surveys was to identify 
differences in the appropriability of R&D to test the thesis that ' [t] o 
have the incentive to undertake research and development, a firm 
must be able to appropriate returns sufficient to make the investment 
worthwhile. ' 493 The conclusions drawn by Levin et a!. from the 
surveys are that innovators use mechanisms that are unrelated to the 
grant of a patent to enable the innovator to realise a return on their 
investment in R&D; those mechanisms being the first-mover 
advantage, maintaining the secrecy of the innovative ideas and 
techniques, the ability to move quickly down the learning curve so as 
to become more efficient (and consequently more profitable) than 
competitors, and the creation of a competitive advantage through 
more efficient marketing and superior sales and after-sales customer 
service. 494 The major conclusion of Levin et a!. is the limited role of 
patents as a means of appropriating a return on R&D. 

Levin et a!. conclude that there is a positive correlation between 
patent effectiveness and the costs incurred by i1n itators of those 
patented products so that ' [p} atents tend to raise imitation costs and 
time for each category of innovation' ,495 which put the patent holder 
at an advantage over their imitator in bringing products to market 

490 JE. Bessen and MJ. Meurer, 'Of Patents and Property' (6 April2009) 31(4) Regulation 18-
27. 
491 Ibid. 22. See also JE. Bessen and J. Meurer, Patent Failure: How Judges, Lawyers, and 
Bureaucrats Put Innovators at Risk (2008). 
492 RC. Levin et al. , Appropriating the Returns from Industrial Research and Development 
(1987) The Brookings Insitution, Brookings Papers on Economic Activity, 3. 
493 Ibid. 
494 Ibid. Levin et al. reported different responses related to process and product patents as 
secrecy is through to be a more effective strategy when applied to process patents. With 
respect to process patents 'only 20 percent of the lines of business surveyed rated process 
patents effectiveness in excess of 4.0 [on a 7-point scale]. Eighty percent scored the 
effectiveness of lead time and learning curve advantages on new processes in excess of4. 3. 
Secrecy, though not considered as effective as lead time and learning advantages, was still 
considered more effective than patents in protecting patents. Patents for products were 
typically considered more effective than those for processes, and secrecy was considered less 
effective in protecting p roducts than processes. Generally, lead time, learning curves, and 
sales or service efforts were regarded as substantially more effective than p atents in 
protecting p roducts. Eighty percent of the sampled businesses rated the effectiveness of sales 
and service efforts above 5.0, but only 20 percent considered product patents th is effective.' 
495 Ibid. 
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and maximising the appropriation of returns from the innovations in 
the products. Therefore the patent regime creates a strategic barrier 
for imitators who face both costs and time delays in innovating 
around any patent in order to compete with the patent owner. 

While Levin et al. described the patent system ' as social structures 
that improve the appropriate of returns from innovation' , they argue 
that the means of appropriating returns from innovation that do not 
rely on patent tend to have a greater return as compared to what is 
achieved through the patent system.496 There is other scholarship that 
is sceptical as to the role of the patent regime in providing an 
incentive to investment in innovation.497 Scholars also question 
whether the existence of the copyright regime acts as an incentive to 
investment with these scholars arguing that little, if any, additional 
investment in intellectual property is generated by the existence of 
copyright as creators will be motivated to create copyright works 
independently of the statutory rights. 498 The OECD (1998) report 
comments on the lack of consensus as to whether more extensive 
IPRs results in greater levels of innovation and creativity, or whether 

496 Levin et a!. state that the patent system and related institutions 'are not the only nor 
necessarily the primary barriers that prevent general access to what would otherwise be pure 
public goods. Lead time accrues naturally to the innovator, even in the absence of any 
deliberate effort to enhance its protective effect. Secrecy, learning advantages, and sales and 
service efforts can provide additional protection, though they require the innovator's 
deliberate effort.' Ibid. 
497 See also: A . Plant, 'The Economic Theory Concerning Patents for Inventions', 1 
Economica 30 (1934 ). (republished in 'Intellectual Property Rights' Vaver D ( ed) Routledge 
(2006) vol. III). F. Machlup, An Economic Review of the Patent System (1958) Study #15 of 
the Subcommittee on Patents, Trademarks, and Copyright of the U.S. Senate Committee on 
the Judiciary (85th Congress, 2nd Session). TD. Manderville, DM. Lamberton and EJ. 
Bishop, Economic Effects of the Au tralian Patent System: A Commissioned Report to the 
Industrial Property Advisory Committee , (AGPS, Canberra, Australia) (1982). S. Cheung, 
'Property Rights and Invention' (1986) 8 Research in Law and Economics 5. G. Priest,' What 
Economists Tell Lawyers About Intellectual Property: Comment on Cheung' ( 1986) 8 
Research in Law and Economics 19. PS. Menell, 'A Method for Reforming the Patent System' 
(2007) 13 Michigan Telecom. and Tech. L. Rev. 287. B. Andersen (ed) , Intellectual Property 
Rights: Innovation, Governance and the Institutional Environment (2006). M. Boldrin and 
DK. Levine, Against Intellectual Monopoly (2008). C. Arup and W. van Caen.egem (eds), 
Intellectual Property Policy Reform: Fostering Innovation and Development (2009). RJR. 
Peritz, 'Competition within Intellectual Property Regimes: The Instance of Patent Rights' in 
S. Anderman and A. Ezrachi (eds), Intellectual Property and Competition Law: New 
Frontiers (20 11) 27-60. (OUP). 
498 A. Plant, 'The Economic Aspects of Copyright in Books', 1 Economica 157-95 (1934). 
(republished in 'Intellectual Property Rights' Vaver D (ed) Routledge (2006) vol. II 24-46). 
RM. Hunt and RM. Schuchman, 'The Economic Rationale of Copyright' (1966) Am. Econ. 
Rev. (Papers and Proceedings) 421-32. SG. Breyer, 'The Uneasy Case for Copyright: A 
Study of Copyright in Books, Photocopies and Computer Programs', 84 Harvard L. Rev. 
281-235 (1970). (republished in 'Economics of Intellectual Property Law' Vol. II Merges RP 
(ed) Edward Elgar (2007)). HC. Hettinger, 'Justifying Intellectual Property', 18 Philosophy 
and Public Affairs 31-52 (1989). (republished in 'Intellectual Property', Drahos P. (ed) 
Ashgate/Dartmouth (1999)) . 
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allocation of higher levels of investment in R&D would result in 
positive social welfare effects.499 

The empirical analysis of the economic performance of IP regimes 
remains incomplete with scholars suggesting that there is there is 
need for further empirical study as to the costs and benefits of the 
patent and copyright regimes. 500 Notwithstanding the existing body 
of opinion, which concludes that surprisingly little incentive to 
invest is provided by copyright and patent protection; there are 
scholars that counsel against rolling back the IP regimes. While 
Scherer (2005)501 acknowledges that patenting innovations may not 
necessarily be the optimum mechanism to maximising the 
appropriation of returns from innovation as other non-IPR -based 
mechanisms are more effective, nevertheless Scherer supports the 
proposition that there is a role for strong patents and copyrights 
because the hope and expectation of a large reward motivates 
entrepreneurs to invest in technological and artistic creation in what 
he described as a 'reward skewed incentive system' .502 Scherer 
suggested that two implications flow from this Schumpeterian view 
of innovation. The first is that innovators should not be penalised 
through moves to weaken the patent or copyright systems, because 
of their success in this reward skewed incentive system. 503 The 

499 The OECD report comments that ' [i}t is not clear that more extensive IPRs will 
necessarily result in more creative and inventive activity, nor that this is necessarily an 
efficient use of society's resources, which have an opportunity cost. Further, in correcting for 
the market failure associated with free riding, other market failures may be created or 
exacerbated.' OECD, Competition Policy and Intellectual Property Rights ( 1998) 
DAFFE/CLP(98) 18 <http: //www.oecd.org/dataoecd/34/57 /1920398.pdf>. 
500 B. Andersen, 'If 'Intellectual Property Rights' is the answer, what is the question? 
Revisiting the Patent controversies' in B Andersen (ed), Intellectual Property Rights (2006) 
109-147. (Edward Elgar). 111. See generally HVJ. Moir, 'What are the costs and benefits of 
patent systems?' in C. Arup and W. van Caenegem (eds), Intellectual Property Reform 
(2009) 29-54. (Edward Elgar). Moir comments that there is no recent, comprehensive cost-
benefit analysis of the patent system, with Moir describing Machlup's 1958 report to the US 
Congress as the most comprehensive analysis of the patent system, see F. Machlup, An 
Economic Review of the Patent System (1958) Study #15 of the Subcommittee on Patents, 
Trademarks, and Copyright of the U.S. Senate Committee on the Judiciary (85th Congress, 
2nd Session). 
501 FM. Scherer, 'The Innovation Lottery' in FM. Scherer (ed), Patents: Economics, Policy 
and Measurement (2005) . (Edward Elgar). 
502 Ibid. 306, Scherer refered to ' early market occupancy, reputational, and learning curve 
advantages of being a .first mover are in many instances much more important' than IPRs. 
Scherer supported the proposition of JA. Schumpeter, Capitalism, Socialism and Democracy 
(3rd ed, 1962). 'Spectacular prizes much greater than would have been necessary to call 
forth the particular effort are thrown to a small minority of winners, thus propelling much 
more efficaciously than a more equal and more 'just' distribution would, the activity of that 
large majority of businessmen who receive in return very modest compensation or nothing or 
less than nothing, and yet do their utmost because they have the big prizes before their eyes 
and overrate their chances of doing equally well.' 73-74. 
503 Ibid. Scherer identified two categories of R&D that strongly rely on patent protect, those 
categories of inventions being 'those whose economic value is modest in relation to 
development costs, and those that represent unusually bold, risky departures from known 
technology.' 18. 
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second is that 'there is reason to believe that the enforcement of 
IPRs is biased in favor of large, well established organisations, 
whose behaviour confirms least well to the skewedness paradigm, 
and against the independent innovators who conform most 
closely' 504 as the large firms tend to be more risk-averse as compared 
with small firms following an entrepreneurial path that is focused on 
the skewed incentive system. Scherer argued that policy adjustments 
to the patent and copyright systems are better directed to this 
risk/reward imbalance between the independent innovators and 
entrepreneurs and the risk averse firms. 

Scherer & Ross ( 1990) identify that the empirical research supports 
the view that the welfare losses resulting from IPRs inhibiting 
allocative efficiency are more than offset by the welfare gains 
achieved by improvements to dynamic efficiency that flow from 
innovation and creativity. 505 However that conclusion does not 
necessarily justify more IP protection as Boldrin & Levine (2008)506 

argue there is a weak correlation between IP regimes and the level of 
invention or creation and that innovation flows from competition not 
from the intellectual monopoly created by the IP regimes. The 
important questions that flow from an economic analysis of IPRs are 
stated by Boldrin & Levine as being: what would the world be like 
without the exclusive rights that are the result of IPRs, which 
Boldrin & Levin refer to as 'intellectual monopolies' and whether 
the existence of the exclusive rights results in increased creativity 
and innovation, such that the social benefits of IPRs are 
cotnmensurate with the social costs that result from exclusive rights. 
Subsequently Boldrin & Levine eta!. (20 11 )507 argue that because of 
the social costs created by the exclusive rights, society would be 
better off without the IP regimes because they don' t actually enhance 
and drive new innovation and creativity. The opinions of Boldrin & 
Levine are clearly controversial, although there is some support for 
their views in the empirical research on the correlation between 
patent protection and research and development activities, which 
concludes that the link is very weak for most industries except 
pharmaceutical and chemical industries. 508 

504 Ibid. 307. 
505 FM. Scherer and D. Ross, Industrial Market Structure and Economic Performance (3 ed, 
1990). See also FM. Scherer, Technological Innovation and Monopolization (2005) 63 , 
American Antitrust Institute Working Paper 05-07 
<http://www.antitrustinstitute.org/recent2/431/pdf>. FM. Scherer, 'The Economics of the 
Patent System' in FM Scherer ( ed), Patents: Economics, Policy and Measurement (2005). 
(Edward Elgar). FM. Scherer, 'The Innovation Lottery' in FM. Scherer (ed), Patents: 
Economics, Policy and Measurement (2005). (Edward Elgar). 
506 M. Boldrin and DK. Levine, Against Intellectual Monopoly (2008). 
507 M. Boldrin et al. , Competition and Innovation (2011) Cato Papers on Public Policy, Vol. 
1, Cato Institute <http://www .dklevine.com/papers/ cato-ppp-boldrin. pdf>. 
508 FM. Scherer, 'Outline of FTC Testimony' (Paper presented at the Hearings on Global and 
Innovation-Based Competition Before the FTC, November 29, 1995) 
<http: //www.ftc.gov/opp/global/scherer.shtm>. Surveys undertaken by Scherer produced the 
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Lemley (2009)509 provides a cautious, but not wholehearted,510 

defence of the IP regimes and identified that the thesis of Boldrin & 
Levine may be valid on its own terms, but potentially misleading as 
IP rights are rarely if ever ' intellectual monopolies. ' While Lemley 
supports the proposition that competition is an important driver of 
innovation, Lemley nevertheless argued the Boldrin & Levine 
overstate the case for innovation being drive by competition and 
understate the case for innovation being driven by either market 
power or the prospect of acquiring market power. 51 1 Lemley 
described a more complicated story for the role of the IP regimes, 
with innovation and IPRs working in different ways in different 
industries, hence Lemley argued that 'while we don 't need 
'intellectual monopoly, ' what IP law gives us is more akin to 
'intellectual oligopoly' -product-differentiated competition among a 
limited number of market p layers - and the more modest boost in 
appropriability provided by that product differentiation may be 
desirable in some circumstances. ' 5 12 Lemley acknowledges the 
effect of an ' oligopoly' is not ideal, although Lemley looked to 
Schumpeterian economics as potentially controlling the negative 
effects of IPRs; that is, rather than price competition, the most 
important driver for competition and competitive advantage is 
innovation and technological change that drives dynamic efficiency 
with resulting social welfare benefit and that price competition will 
flow from firms being attracted into markets in which the profit 
margins are higher than merely the recovery of the marginal cost of 
production. Lemley's core argument is not that the existing IP 
regimes work to achieve the optimal balance right; rather, IPRs 
should exist ' not because we want to encourage intellectual 
monopoly, but because we want to encourage dynamic 
competition' 51 3 that will flow from encouraging innovation and 
creativity. 

result that 'Seven of91 respondents ranked patent protection first or second of jive factors in 
R&D investments; most ranked last; most emphasized necessity of remaining competitive, 
desire for efficient production, desire to expand and diversify sales .' 
509 MA. Lemley, A Cautious Defense of Intellectual Oligopoly with Fringe Competition (1 
May 2009) Stanford Law and Economics Olin Working Paper No. 374 (SS&.~ eLibrary) 
<http://ssm.com/abstract=l407798>. 
510 Ibid, at pages 10-11. Lemley provides examples ofiPRs that can be argued to inhibit 
rather than promote innovation including: the length of the copyright term; copyright being 
too restrictive in relation to consumer/innovators who actively involved manipulating and 
adapting technology to create new works; indirect infringement rules in copyright inhibiting 
the development of 'dual-use ' technologies that have legitimate uses as well as being usable 
for infringement of copyright; patent litigation inhibiting innovation by being used not 
against copiers but independent inventors of the same or similar innovations. 
511 Ibid. 2-3 . 
51 2 Ibid. 8. 
513 Ibid. 13. 
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Lemley (2010)514 noted that premise underlying Schumpeterian 
prospect theory is that 'strong IP rights should be given to a single 
coordinating entrepreneur'; 515 as dynamic efficiency (innovation) 
will be advanced by the incentive provided to the entrepreneur by IP 
right and driving both the development of new products or processes 
and the steps necessary to bring new products or processes to 
market. A related premise - that underlies the Schumpeterian view 
of the balance of competition law and IP law - is described by 
Lemley as being 'that IP promotes dynamic efficiency while antitrust 
concentrates on static welfare', 516 which leads to the conclusion that 
the innovation resulting from advances in dynamic efficiency is to be 
preferred to the price competition benefits derived from gains in 
static efficiency; however Lemley argues that the underlying premise 
is either wrong or oversimplified. Rather than there being a simple 
relationship between stronger IP rights and advances in innovation, 
Lemley suggests that there is a more complex relationships between 
IP and innovation & the application of competition policy and 
innovation. The work of Arrow is presented as providing economic 
evidence that supports the proposition that that competition may 
result in greater advances to innovation than result from monopoly 
situations involving a single coordinating entrepreneur. 517 The 
complexity of the relationships of IP and innovation & the 
application of competition policy and innovation extends to the 
circumstances in which the relationships are playout out - with 
difference outcomes possible in different market sectors in which 
innovation takes place. The complexity of these relationships leads 
Lemley to argue for industry specific application of competition 
rules: 

'We should have strong patent rights in circumstances in 
which we believe Schumpeter is right and innovation requires 
investment or reward that cannot be achieved in a 
competitive market. But we should have strong antitrust 
policy in circumstances in which we believe Arrow is right 
and it is comretition rather than monopoly that will drive 
innovation. '51 

The question of how much innovation is induced by the existence of 
the patent system has been considered in empitical research that is 

514 MA. Lemley, Industry-Specific Antitrust Policy for Innovation (2010) Stanford Law and 
Economics Olin Working Paper No. 397 (SSRN eLibrary) 
<http://ssrn.com/paper= 1670197>. 
515 Ibid. 
516 Ibid. 
517 Citing KJ. Arrow, 'Economic welfare and the allocation of resources to invention' in RR. 
Nelson ( ed), The Rate and Direction of Inventive Activity: Economic and Social Factors 
(1962) 609-25 . (Princeton University Press). See also MA. Lemley, 'Property, Intellectual 
Property, and Free Riding' (2005) 83(4) Texas L. Rev. 1031. 
518 Ibid. 13. 
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discussed above, with Moir (2009)519 arguing that there is now 
substantial evidence that a very low proportion of innovation is 
induced by the patent system. This empirical research supports the 
argument that there is a weak correlation between patent protection 
and research and development activities. 520 The literature review 
provided by Barnett (20 11 )52 1 concluded that the existence of the 
patent regime does not provide 'a strict 'but for' condition behind a 
firm's decision to invest in an innovation project', and the patent 
regime 'may sometimes impose transaction costs and other burdens 
that impede, rather than encourage, innovation' . 522 Barnett goes on 
to provide very qualified support for the patent regime in that 
'patents appear to play some incentive function at least some of the 
time in some markets, it would be unreasonable to exclude the 
possibility that patents play a meaningful role in inducing innovation 
at appreciably higher levels than would be the case in a world that 
lacks patents altogether. ' 523 It is the pharmaceutical and 
biotechnology industries in which the patent regime appears to act as 
an incentive to R&D. In those industries the costs of bringing a 
product to market is around the ' ball-park' figure ofUS$500 million, 
so that pharmaceutical and biotechnology firms look to the patent 
regime for protection against competitors replicating innovative 
products in order to recoup costs of R&D. In contrast in ICT 
industries, in which R&D costs are considerably lower, the existence 
of the patent regime appears to have little or no role in decisions to 
invest in R&D. 

The literature that is sceptical as to the role of the patent regime 
tends to reinforce the much quoted description by Penrose (1951 ), 
that '[i]f national patent laws did not exist, it would be difficult to 
make a conclusive case for introducing them,· but the fact that they 
do exist shifts the burden of proof and it is equal~y difficult to make a 
really conclusive case for abolishing them. ' 524 The literature and 

519 HVJ. Moir, 'What are the costs and benefits of patent systems?' in C. Amp and W. van 
Caenegem (eds), Intellectual Prop erty Reform (2009) 29-54. (Edward Elgar). 
520 Ibid. 32. 
521 JM. Barnett, 'Do Patents Matter? Empirical Evidence on the Incentive Thesis' in RE. Litan 
( ed), Handbook on Law, Innovation and Growth (20 11) 178-21 1. (Edward Elgar) . 
522 Ibid. 180. 
523 Ibid. (emphasis in original) . 
524 ET. Penrose, The economics ofthe international patent system (1951) . See also F. 
Machlup, An Economic Review of the Patent System (1958) Study #15 of the Subcommittee 
on Patents, Trademarks, and Copyright of the U.S . Senate Committee on the Judiciary (85th 
Congress, 2nd Session). In the conclusion of the review of the patent system Machlup 
comments that '[zjf one does not know whether a system 'as a whole' (in contrast to certain 
features of it) is good or bad, the safest 'policy conclusion' is to 'muddle through ' - whether 
with it, if one has long lived with it, or without it, of one has lived without it. If 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 fo r a long time, it would be irresponsible, on the basis of our present knowledge, to 
recommend abolishing it.' 
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empirical research considered in this Section is sceptical about the 
patent regime and the copyright regime acting to induce innovation 
and creativity, which is relevant to the specific policy tension that is 
of interest to this thesis - whether a forced sharing of IPRs will 
advance or inhibit innovation and creativity with a corresponding 
effect on social welfare. The literature and empirical research would 
indicate that claims that a forced sharing of IPRs would inhibit 
innovation and creativity should be treated with caution. 

The conclusion that can be drawn from these empirical studies is that 
decisions to invest in R&D are not motivated by the potential 
intellectual property in the resulting products and services; instead 
R&D investment decisions are motivated by other factors that are 
directed to achieving a return on investment in R&D, which factors 
are considered in the next Section. The further conclusion drawn by 
the literature that considers the economics of patenting is that 
strengthening the IP regimes and expanding the scope of exclusive 
rights may not increase the total levels of social welfare, indeed 
increased transaction costs may result from strengthening the IP 
regimes with a resulting fall in social welfare from innovation. 

(d) Roles of IPRs and modes of behaviour of owners of IPRs 

The digital environment exhibits characteristics (the so-called 
'network effects ' that are discussed later) 525 that may provide a 
barrier to entry or may give an incumbent market leader advantages 
that can be exploited to the detriment of other market players. A 
market leader in a digital environment may be able to take advantage 
of aspect of the network effects that are evident in the reluctance of 
consumers to moving from one technology to another because of 
their familiarity with the existing technology and their aversion to 
incurring the cost of tin1e or money to move to another technology. 
These so called ' purchaser inertia' or 'switching costs ' may exist 
even if the new technology has qualitative improvements over the 
existing technology. 

The existence of market power in IP, or market power derived from 
any other source, is an important issue in the competition analysis. 
ICT markets can be more con1plex that traditional product markets; 
digital technology introduces network effects that work \vith the 
exclusionary effect of IP so that there are barriers to entry to the ICT 
market that go beyond prevent competition by imitation and allow 
the incumbent firm in the ICT market to prevent competition by 
substitution. The barriers to entry that operate in ICT markets may 
act to entrench the position of the incumbent firm such that the first 
firm into a market may be able to maintain market share and other 
firms, including those with better technology, are effectively locked 
out of the market. 526 

525 See Chapter 4, Sections l(c) and 2. 
526 See Chapter 4, Section 2 for a discussion of ' network effects'. 
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In some circumstances copyright owners or patent owners may be 
able to leverage their control of their copyright or patented products 
into other markets. 527 This is recognized as a possibility where 
'network effects ' or " network externalities ' exist. That is, where 
each user of a copyright or patented product is strongly influenced 
by the use of the product or service by other so that each user gains a 
benefit fron1 being part of that ' network' of users. 528 The potential to 
leverage their control of their copyright or patented products into 
other markets may be exacerbated where there are high costs of 
substitution from those who have adopted the copyright or patented 
products. That is, the users will incur high costs in moving to 
substituted goods or services. 

The special characteristics of ICT markets, such as network effects , 
provide opportunities for participants in the ICT markets to take 
advantage of those characteristics. Varian (2003)529 considers 
competitive strategies prevalent in the ICT markets that can be 
adopted to enhance the benefits the firms can realise from the 
network effects, which produce a positive feedback that drives the 
increasing attraction of that product or service to consumers. 530 

Farrell and Shapiro (2004) complement the work of Varian in 
considering the relationship between IPRs and the competitive 
strategies available to firms, and suggest that 'intellectual property 
rights influence competitive strategy in the information technology 
sector'. 531 The IPRs and competitive strategies can be seen to be 
complementary in that the application of IPRs enhances the 
competitive strategies that are adopted by a firm. 

The en1pirical studies and other literature that addresses the 
measurement of the returns frmn innovation in order to determine 
the level of innovation that is induced by the IP regitnes, which are 

527 See also N. Erkal, The Decision to Patent, Cumulative Innovation, and Optimal Policy 
(2003) University of Melbourne, Department of Economics, Working Papers Series No. 877 
<http:/ iideas.repec.org/p/mlb/w}Japeri8i7 .html>. . . · . . . . . . . . 
528 PS. Menell, 'An epitaph for traditional copyright protection of network features of 
computer software' (1998) 43 Antitrust Bulletin 651-713. MA. Lemley and D. McGowan, 
'Legal Implications of Network Economic Effects' (1998) 86 Cal. L. Rev. 479-610. GJ 
Werden, 'Network Effects and Conditions of Entry: Lessons from the Microsoft Case' (200 1) 
69 Antitrust L.J 87. SJ. Liebowitz and SE. l\tlargolis, 'Seventeen Famous Economists Weigh 
in on Copyright: The Role of Theory, Empirics, and Network Effects' (2005) 18(2) Harvard 
Journal of Law & Technology 435-457. 
529 HR. Varian, Economics of Information Technology (July 2001; revised 23 March 2003) 
University of California, Berkeley 
<http://www.sims.berkeley.edu/-hal/Papers/mattioli!mattioli.pdf> at 2 September 2010. 
530 Ibid. Varian stated that '[w} hen network effects are present, there are normally multiple 
equilibria. If no one adopts a network good, then it has no value, so no one wants it. If there 
are enough adopters, then the good becomes valuable, so more adopt it-making it even more 
valuable. Hence network effects give rise to positive feedback. ' Para. 7. 
531 J. Farrell and C. Shapiro, Intellectual Property, Competition, and Information Technology 
(17 March 2004) UC Berkeley: Competition Policy Center 
<http://escholarship.org/uclitern/3s03932b>. 
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discussed above, is equivocal as to whether there is a direct 
relationship between the strength of the IP regimes and the level of 
innovation and creativity that may exist in ICT industries. Farrell & 
Shapiro, as quoted above, argue that the IP regimes influence how 
firms develop and prosecute their business plans and competitive 
strategies. Shapiro & Varian ( 1998)532 argue that protecting IP is a 
key determinant of an information good's economic success; 
however the nature of network effects results in economic success 
being derived from adopting a variety of techniques to ensure 
success in the digital economy. 533 Therefore the role of IPRs in 
relation to the appropriation of the return from R&D is important but 
does not appear to be the sole or even an important mechanism used 
by firms to capture the returns from innovation. 534 

In relation to US patenting practices the adoption of strategic 
behaviour, such as the creation of patent portfolios, can explain why 
the increased levels of patent protection in the US are not matched 
by increased levels of R&D spending. Cohen et a!. (2000) argued 
that firms may view patenting as being a defensive strategy vis-a-vis 
competing firms or to signal the financial strength of the firm to the 
capital markets and to potential partners. 535 Binenbaum (2005)536 

described a number of roles for IPRs and modes of behaviour that 
rights owners may follow, and apart from the reduction in 
transaction costs through the clarification of ownership rights, a 
number of the roles for IPRs are directed to strategic behaviour that 
is available to a rights owner. 

532 C. Shapiro and HR. Varian, Information Rules: A Strategic Guide to the Network 
Economy (1998). 
533 Ibid. Shapiro & Varian described the factors in success with ' information' products as 
including: the ability to innovate; taking advantage of the benefits of the first mover 
advantage; taking advantage of network effects and direct marketing strategies to the control 
of an installed base; having a presence in complimentary products; and managing brand name 
and reputation. 
534 See C. Greenhalgh and M. Rogers, The Value of Innovation: The Interaction of 
Competition, Research and Development and Intellectual Property (May 2004) Oxford 
Intellectual Property Research Centre, Working Paper Series No 7 
<http://www.oiprc.ox.ac.uk/EJWP0704.html>. Greenhalgh & Rogers identified that there are 
differences in competitive pressures between firms and industries allowing some firms and 
industries to achieve, and sustain, higher levels of profit and as a consequence achieve, and 
sustain, higher market valuations. Greenhalgh & Rogers attributed these differences to the 
issue of 'appropriability ' that is, the ability to capture the benefits of innovation. See also D. 
Bosworth and M. Rogers, 'Market value, R & D and intellectual property: an empirical 
analysis of large Australian Firms' (200 1) 77(239) Economic Record 323-37. 
535 WM. Cohen, RR. Nelson and JP. Walsh, Protecting Their Intellectual Assets: 
Appropriability Conditions and Why US Manufacturing Firms Patent (or Not) (2000) 
Working Paper No. 7552, National Bureau of Economic Research. See also C. Long, 'Patent 
Signals' (2002) 69 U. Chicago L. Rev. 625-679. 
536 E. Binenbaum, Towards a Relational Economics: Methodological Comments on 
Intellectual Property Strategy, Industrial Organisation, and Economics (2004-2005) 
<http: /lideas. repec.org/p/wpa/wuwpmh/050200 l.html> at 20 September 20 10. 
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The motives suggested by Binenbaum are as follows: 

(1) 'Clarification of Rights. IP serve a clarifying role and 
may reduce transaction costs, for example by clearly 
establishing partners' technological contributions in a 
collaboration.' 

(2) 'The Defensive Motive. IP can prevent others from 
appropriating the technology.' 

(3) 'The Direct Revenue Motive. The IP holder may licence 
the technology in exchange for royalties. ' 

(4) 'Technology Transfer and Development Incentives. A 
licence may give a partner firm incentives for downstream 
development and commercialisation, thus realizing the 
potential value of research results. ' 

(5) 'The 'Bargaining Chip' Motive. IP can be used to 
strengthen its holder 's bargaining position in 
collaborations, patent pools, and consortia.' 

(6) 'The Threat Motive. The threat of infringement lawsuits 
may make other players behave in ways compatible to the 
IP holder 's objectives. ' 

(7) 'The Signalling Motive. IP may demonstrate its holder 's 
innovative capability and enhance its reputation, making it 
a more attractive partner.' 

(8) 'Control of Technology and Liability. The control of a 
technology afforded by IP may enable its developer to 
prevent others from using the technology in ways inimical 
to the developer 's objectives, for example by exposing the 
developer to liability lawsuits. ' 537 

The first four of the motives described by Binenbaum can be 
described as aspects of the traditional economic justification for IP: 
that it provides an incentive to invest in R&D as the IPRs provide a 
legal mechanism to recoup the investment in R&D. The remaining 
four motives can be described as using IP to pursue strategic 
behaviour. 

Empirical studies establish that firms may act so as to apply one or 
more of the motives described by Binenbaum. In a U.S. study 
Graham, Merges, Samuelson & Sichelman (2009)538 surveyed 1,332 
technology firms that were in the early stages of technology 
development. The variety of reasons given by the entrepreneurs for 
why they engage with the patent system include: preventing copying 
of technology (the defensive motive described above); the signalling 
motive so as attract the attention to the fim1 and its technology so to 

537 Ibid. 9. 
538 SJ. Graham et al., 'High Technology Entrepreneurs and the Patent System: Results of the 
2008 Berkeley Patent Survey' (2009) 24(4) Berkeley Technology L. J 255-327. 
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advance the reputation of the firm and attract investment; and 
strategic patenting to give firms stronger negotiating power in 
managing patent infringement suits and the ability to cross-licensing 
patents with other firms. While the survey found that an important 
role for the patent regime related to the firms seeking competitive 
advantage through the ability to engage in strategic use of patents; 
however the authors concluded that: 

'[T} his important role tends to be much more pronounced 
among biotechnology and 'hardware' companies (including 
both medical hardware such as surgical devices, and IT 
hardware, such as computers and semiconductors) than 
among software and Internet startups. In fact, we find that for 
software and Internet companies, patents generally serve a 
much less important function in almost all of the 
entrepreneurial activities about which we surveyed. '539 

The authors interpret the responses of the entrepreneurs as showing 
that the patent system provides relatively weak incentives to invest 
in R&D. That is, the survey provides little support for the traditional 
view that patents provides an ' incentive to invent' in R&D. 

The empirical study by Davis (2006)540 on the patenting strategies of 
small to medium-sized Danish biotechnology, software and 
telecormnunication firms reflects the above modes of behaviour with 
finns in different tnarket sectors using different modes of behaviour 
in the pursuit of their business plans. The conclusions drawn by 
Davis are that the dominant motives to patent were the defensive 
motive (as protection against imitation) and the signaling motive (to 
signal strategic intent). Davis also drew general conclusions for the 
survey across the different industry sectors: biotechnology firms 
were motivated to create value (the direct revenue motive and the 
signaling motive); software firms tended not to patent as they found 
patents irrelevant to their business strategies; 541 and 
telecommunication companies engaged in patenting, but often in 
combination with other strategies (marketing, developing a 
reputation for quality service, including trade tnarking). The major 
reason for not patenting is the high cost in detecting 
infringements, 542 so that rather than disclose information in the 
patenting process, the finns attempted to preserve the secrecy of 
their ideas, if possible. 

539 Ibid. 1325 . 
540 JN. Davis, 'Why do small high-tech firms take out patents, and why not?' in B Andersen 
(ed), Intellectual Property Rights (2006) 148-176. (Edward Elgar). 
541 Ibid. 159-163 and Table 5.3. 
542 Ibid. 164-168 and Table 5.4. 
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Part 1: The intellectual property/competition 
interface 

Chapter 3: IP Policy - the incentive to innovate 
and the 'access/protection balance' 

'[NJ atural rights is simple nonsense: natural and 
imprescriptible rights, rhetorical nonsense - nonsense upon 
stilts' (Jeremy Bentham, 1792)543 

The existence of digital technologies acts to re-energise the debate as 
to the rationale for intellectual property rights, which is a debate that 
extends back to the theories developed during the early evolution of 
the copyright and patent regimes. The debate can be viewed in 
relation to both content (the theories advanced) and rhetoric (the use 
of persuasive language to assert intellectual property interests). 
Chapter 2 describes the problem created through the expansion of 
IPRs by considering the drivers of the expansion of the scope of 
IPRs, the costs inherent in the expansion of IPRs, and the problem of 
the optimal balance between access and exclusion - that is, the social 
welfare benefits arising from access to knowledge as balanced 
against the exclusionary effect of IPRs. The discussion of the 
balance between access to knowledge and protection of the incentive 
to innovation and creativity involves a review of the literature on 
empirical research that considers the extent to which IP regimes 
fulfil the role of providing that incentive. 

1. A review of empirical research on tbe intersection of IP and 
competition policy 

There are international studies that attempt to identify the economic 
significance of creative industries, -which are to be understood to be 
the film and television industries, computer software industry, tnusic 
industry and the book publishing industries; however these studies 
do not necessary use consistent definitions for ' creative' industries 
which can be extended to include the advertising industry and 
architectural services. The International Intellectual Property 
Alliance published a study in 2009 which identified that in 2007, the 
'value-added' to U.S. GDP by the ' core ' U.S. industries that depend 
on copyright law reached US$889.1 billion or 6.44% of the U.S. 
economy, and the value added to GDP by the ' total ' copyright 
industries rose to US$1.52 trillion or 11.05% ofGDP.544 

543 Jeremy Bentham, 'Anarchical Fallacies,· being an examination of the Declaration of 
Rights issued during the French Revolution' in John Bowring (ed), The Works of Jeremy 
Bentham (1843) vol2 . 501. 
544 e.g. SE. Siwek, Copyright Industries in the US Economy {The 2003-2007 Report) (2009) 
International Intellectual Property Alliance <http://www.iipa.com/> at 20 September 2010. 
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In Australia, PricewaterhouseCooper (2008) have estimated that the 
copyright industries contribute 10.3o/o of GDP. 545 In the United 
Kingdom the Department for Business Innovation and Skills (BIS) 
Report (2009) identified the contribution of the creative industries as 
contributing 6.4% of GDP. 546 The apparent greater significance of 
the 'creative' industries in Australia as compared to the U.K. would 
require further investigation, which is beyond the scope of this 
thesis. Watt (20 11 )54 7 put the contribution of the creative industries 
at 5% or more of GDP, with the contribution of the copyright 
industries growing overtime. Australian studies have considered the 
economic significance of creative industries, relying on copyright548 

and patent. 549 However Allen Consulting Group (2003) argue that 
due to the limited scope and design of these studies, these studies 
cannot provide any insight into the economic role of different 
elements of copyright - therefore the studies are of little assistance in 
the development of IP policy in Australia. 550 

Registration of intellectual property (patent, designs and trade 
marks) may be an indicator of the level of innovation and creativity; 
however levels of registration may be influenced the application of 

545 PricewaterhouseCoopers, Making the intangible tangible: the economic contribution of 
Australia's copyright industries (26 November 2008) Australian Copyright Council. 
546 Department for Business Innovation and Skills (UK), '© the way ahead: A Copyright 
Strategy for the Digital Age' (October 2009). 12. 
547 R. Watt, An Empirical Analysis ofthe Economics of Copyright: How Valid are the Results 
of Studies in Developed Countries/or Developing Countries? (2011) WIPO 
<http://www.wipo.intlip-development/en/economics/pd£'wo_ 1012_e_ch_3.pdf>. 
548 Allen Consulting Group, Economic Perspectives on Copyright Law (2003) Allen 
Consulting Group, commissioned by the Centre for Copyright Studies. See also D. Throsby 
and P. Thompson, But What Do You Do For A Living?: A New Economic Study of Australian 
Artists, (The Australia Council for the Arts) (1994). M. Richardson, 'Economic contribution 
of Australian copyright industries' (2001) 19(2) Copyright Reporter 128. D. Throsby and V. 
Hollister, Don't give up your day job: an economic study of professional artists in Australia, 
(The Australia Council for the Arts) (2003). 
549 TD. Manderville, DM. Lamberton and EJ. Bishop, 'The Use of Patent Information: 
Economics of Disclosure' in J. Stonier (ed), The Economic Implications of Patents in 
Australia (1981). (Australian Patent Office). TD. Manderville, DM. Lamberton and EJ. 
Bishop, Economic Effects of the Australian Patent System: A Commissioned Report to the 
Industrial Property Advisory Committee, (AGPS, Canbena, Australia) (1982). TD. 
Manderville, 'An Information Economics Perspective on Innovation', 25 Int'l. J. of Social 
Economics 357-64 (1989). (republished in 'Intellectual Property', Drahos P. (ed) 
Ashgate/Dartmouth (1999)). See generally, IPAC, The Economic Implications of Patents in 
Australia (1981). 
550 Allen Consulting Group, Economic Perspectives on Copyright Law (2003) Allen 
Consulting Group, commissioned by the Centre for Copyright Studies. 11. See also Allen 
Consulting Group, The Economic Contribution of Australia's Copyright Industries (2001) 
Commissioned by the Australian Copyright Council and the Centre for Copyright Studies. 
Allen Consulting Group, Economic Perspectives on Copyright Law (2003) Allen Consulting 
Group, commissioned by the Centre for Copyright Studies. Allen Consulting Group, 
Copyright Term Extension: Australian Benefits and Costs (3 September 2003) Commissioned 
by the Motion Picture Association, APRA, CAL and Screenrights. 
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IP litigation as an effective business strategy. 551 A review of legal 
decisions would be a poor indicator as to the level of innovation and 
creativity as the number of cases reaching trial - or having reached 
trial, going on appeal - may only reflect the willingness of the parties 
to incur the costs of litigation, 552 which may be influenced by a 
variety of factors including an erroneous belief by litigants of the 
factual strength of the case, or even litigation being conducted to 
advance a business strategy. 

The role of economics and the limitations of economics as a social 
science are discussed earlier in this thesis. 553 The Hargreaves Report 
(20 11 )554 comments on the absence of quality empirical research into 
many important areas of IP policy development. This deficiency can 
be used to criticise and undermine the role of economics to explain 
and justify the IP regimes. For example, Burrell & Coleman 
(2005)555 criticised the economic analysis of IP as lacking empirical 
research that substantiates the economic rationale for copyright and 
note the comments of Priest (1986) that the absence of empirical 
research has the consequence that the economic rationale for 
copyright is no better than 'applied moral philosophy'. 556 Burrell & 
Coleman also note the comment by Yen (1990) that meaningful 
empirical research 'is probably uncollectible'. 557 This is perhaps an 
overstatement, although there is support for the opinion that the 
empirical analysis of intellectual property is incomplete with much 
work remaining to be done on the economic performance of the IP 
regimes. 558 

Subsequent sections of this Chapter consider the literature as to the 
incentives to innovation and transaction cost resulting from the IP 
regimes and whether the IP regimes act as incentives to innovation. 
The immediate matter of interest is to understand why there 1s a 

551 M. Richardson, 'Boundaries of Trade Mark and Design Law' [2000] EIPR 314. 
552 C. Dent and K. Weatherall, 'Lawyers' decisions in Australian patent dispute settlements: 
An empirical perspective' (2006) 17(4) Australian Intellectual Property Journal255-276. 
553 See Chapter 1, Section 2 (c) and (d). 
554 Professor Ian Hargreaves, 'Digital Opportunity: A Review of Intellectual Property and 
Growth' (May 2011) Independent Report to HM Government 
<http://www.ipo.gov.uklipreview-finalreport.pdf>. 
555 R. Burrell and A. Coleman, Copyright Exceptions- The Digital Impact (2005). 176. 
556 G. Priest, 'What Economists Tell Lawyers About Intellectual Property: Comment on 
Cheung' (1986) 8 Research in Law and Economics 19. 22. 
557 A. Yen, 'Restoring the Natural Law: Copyright as Labour and Possession' ( 1990) 51 Ohio 
State L. J 517. 54 3. 
558 Surveys of the available literature are provided by B. Andersen, 'If 'Intellectual Property 
Rights' is the answer, what is the question? Revisiting the Patent controversies' in B 
Andersen (ed), Intellectual Property Rights (2006) 109-147. (Edward Elgar). SABIP, 
literature review on the economics of copyright and digital copying (December 2009) 
Strategic Advisory Board for Intellectual Property Policy, London. JM. Barnett, 'Do Patents 
Matter? Empirical Evidence on the Incentive Thesis' in RE. Litan ( ed), Handbook on Law, 
Innovation and Growth (2011) 178-211. (Edward Elgar). 

116 



deficit of quality empirical research related to the IP regimes. The 
deficit may be argued to be the consequence of the difficulty in 
designing surveys that accurately measure innovation as policy. 
Researchers of innovation may identify and survey an IP related 
activity that is thought to approximate the level of innovation, with 
the measurement of that proxy activity being argued to indicate the 
actual level of innovation. Apart from the difficulty in measuring 
innovation or measuring the causal relationship between the IP 
regimes and innovation, there is a further problem in policy 
development as policy options cannot usually be trialed to produce a 
'before' and 'after' result, so as to attempt to identify the optimum 
policy. 

IP policy development must also contend with the apparent paradox 
that is identified in research - that IP protection may not increase the 
level of innovation; indeed the drivers of innovation may be 
unrelated to the existence of the IP regimes. The early history of the 
semiconductor industry discloses a paradox of rapid innovation, even 
before protection was provided to computer chips, with participants 
in the industry placing little importance on patenting as a mechanism 
for appropriating returns from investment in R&D. There are also 
conflicting opinions as to whether software innovation was the result 
of copyright protection or whether the rapid growth of the software 
industry was the result of competition driving innovation. 559 

A further paradox in the semiconductor industry was identified by 
Ham Ziedonis & Hall (200 1 ), 560 who reported that methods other 
that patenting were viewed by industry participants as being more 
effective mechanisms for appropriating returns to R&D investment; 
yet levels of patenting expanded exponentially from the tnid-
1980s.56t The 'patent portfolio races ' engaged in by these firms was 
explained as being due to those firms as having strategic reasons for 
patenting- building a semiconductor portfolio provides the firm with 

559 BL. Smith and SO. Mann, 'Innovation and Intellectual Property Protection in the 
Software Industry: An Emerging Role for Patents' (2004) 71 U of Chicago L. Rev. 241. 
Smith & Mann argue that suggested that the rapid growth of the US software industry in late 
1970s and early 1980s is a direct result of the recognition of copyright and patent protection 
for software; c. f. M. Webbink, 'A New Paradigm for Intellectual Property Rights in Software' 
(2005) Duke Law and Tech. Rev. 12. Webbink argued that the rapid growth was the result of 
competitive innovation unrelated to IP protection. 
560 R. Ham Ziedonis and BH. Hall, 'The Patent Paradox Revisited: an Empirical Study of 
Patenting in the Semiconductor Industry, 1997-1995' (2001) 32 RAND Journal of Economics 
101-1028. 
561 This apparent paradox has been the subject of a number of studies including: RC. Levin et 
al., Appropriating the Returns from Industrial Research and Development (1987) The 
Brookings Insitution, Brookings Papers on Economic Activity, 3. WM. Cohen, RR. Nelson 
and JP. Walsh, Protecting Their Intellectual Assets: Appropriability Conditions and Why 
US Manufacturing Firms Patent (or Not) (2000) Working Paper No. 7552, National Bureau 
of Economic Research. S. Kortum and J. Lerner, 'Stronger Protection or Technological 
Revolution: What is Behind the Recent Surge in Patenting?' (January 1999) 28 Research 
Policy 247-304. Theories suggested for the increase included friendly courts, fertile 
technology (greater research intensity), regulatory capture and lower patent application costs. 
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'bargaining chips' so that in the event of patent litigation the firm 
can look to the patent portfolio as a source of cross-claims of patent 
infringement, with the patent portfolio also providing the basis on 
which to settle the litigation with cross-licensing. 562 The adoption of 
strategic behaviour in patenting is not limited to the semiconductor 
industry with other computer industry firms being prolific applicants 
for software patents;563 IBM has been the most prolific applicant for 
utility patents for the last 18 years. The ongoing ' patent portfolio 
races' can be seen in 2010 utility patent applicants at the USPTO as 
applications have increased by 31 o/o from 2009 figures. 564 

There are important studies that provide empirical data and analysis 
of the costs and benefits of patents, such as the studies by Levin et 
a!. (1987)565 that measure the returns from innovation to establish the 
benefits provided by patent regimes. However Moir (2009)566 

comments that no comprehensive cost-benefit analysis of the patent 
system has been carried out since Machlup ' s 1958 report to the U.S . 
Congress, although Moir argued that there is now substantial 

562 Ham Ziedonis & Hall, ibid, conclude that '[a] patent is a legal right to exclude. In an 
industry where the pace of technology is rapid and firms advance quickly (even 
simultaneously) upon innovations made by others, firms may patent/or strategic reasons 
even if they continue to rely on other mechanisms, such as lead time and superior 
manufacturing or design capabilities, to recoup investments in R&D. Especially for firms 
engaged in rapidly changing, cumulative technologies, building larger portfolios of their own 
''legal rights to exclude'' may reduce the holdup problem posed by external patent owners 
and enable firms to negotiate access to external technologies on more favorable terms. ' 
563 Computer and internet companies rely on both copyright and patent law: as at 1 July 2010, 
Microsoft holds over 15,400 patents; Apple holds over 3,300 patents; Google holds over 410 
patents - determined by a search of the U.S. Patent and Trademark Office (USPTO) database 
found at <http://www.uspto.gov>. 
564 The analysis of USPTO patent applications and patent assignment filings concluded that 
the USPTO issued 219,614 utility patents in 2010, up 31 % from 2009 figures. The list of top-
50 patent applicants/assignees in 2010 includes: (1 51

) International Business iv1achines Corp 
(5 ,896 patents- up 20% from 2009 figures); (2nd) Samsung Electronics (4 ,551); (3rd) 
Microsoft Corp (3 5094- up 6.5% from 2009 figures) ; (8th) Intel Corp (1 ,653); (46th) Apple 
Inc (563 patents- up 94% from 2009 figures) . T. Kivett, IF! CLAIMS Announces Top Global 
Companies Ranked By 2010 US. Patents (10 January 2011) Fairview Research 
<http://www.ificlaims.com/news/top-patents.html> at 19 January 2011. 
565 RC. Levin et al., Appropriating the Returns from Industrial Research and Development 
(1987) The Brookings Insitution, Brookings Paper on Economic Activity, 3. An empirical 
survey of the usefulness of patents in US industries. See also WM. Cohen, RR. Nelson and 
JP. Walsh, Protecting Their Intellectual Assets: Appropriability Conditions and Why US. 
Manufacturing Firms Patent (or Not) (2000) Working Paper No. 7552, National Bureau of 
Economic Research. 
566 HVJ. Moir, 'What are the costs and benefits of patent systems?' in C. Arup and W. van 
Caenegem (eds), Intellectual Property Reform (2009) 29-54. (Edward Elgar) . See also B. 
Andersen, 'If 'Intellectual Property Rights' is the answer, what is the question? Revisiting the 
Patent controversies' in B Andersen ( ed), Intellectual Property Rights (2006) 109-14 7. 
(Edward Elgar). 111. Referring to the earlier ' classics' on the history of IPRs and economics 
logic of the IPR regimes: F. Machlup and E. Penrose, 'The Patent Controversy in the 
Nineteenth Century' (1950) X(1) J of Economic History 1-29. F. Machlup, An Economic 
Review of the Patent System (1958) Study #15 of the Subcommittee on Patents, Trademarks, 
and Copyright of the U.S. Senate Committee on the Judiciary (85th Congress, 2nd Session). 
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evidence that a very low proportion of innovation is induced by the 
patent system. 567 

Bessen & Maskin (2006) argue that it was competition between 
firms that drove innovation rather than the reliance on IP regimes 
that were developed for software and computer chips and the 
eventual recognition that computer programs are inherently 
patentable. 568 Aghion et a!. (2002)569 also argue that competition 
drives innovation in that innovation increases as competition 
increases because firms have a profit incentive to innovate with 
firms looking for efficiencies to provide a competitive advantage. 570 

Aghion et al. propose that that firms engaged in ' neck-and-neck' 
competition have an increased incentive to innovate as compared to 
' laggard' firms (such as a monopoly firm) and that the incentive to 
innovate is higher when firms are strongly competing. 571 Woerter 
(20 11 )572 carried out an investigation on the persistence of R&D in 
Swiss firms in different competitive environments. Woerter 
identified the inverted-U shaped between the levels of R& over time 
and the number of competitors in the market area. 573 That is, a very 
small number of competitors (up to 5) was not conducive to high 
levels of R&D over time; whereas markets in which there were 6 to 
10 competitors exhibited the highest levels of R&D over time; with 
levels of R&D falling off there were 11 to 15 competitors; with 
R&D further diminishing in markets where there are 16-50 
competitors. This survey identifies that the competitive conditions in 
a tnarket have an effect on the persistence of firms to invest in 
R&D. 574 A conclusion that Woerter offers from this survey of Swiss 
fim1s is that "innovation policies should provide incentives for niche-

k . . . . h fi . ' 575 w rt th c. mar et acttvLtzes wzt. ewer competztors . oe er · ere1ore 

567 Moir, ibid, 32. 
568 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 611-635. Bessen & Maskin answers the question: 'flow 
could such industries as software, semiconductors, and computers have been so innovative 
despite historically weak patent protection? We argue that if innovation is both sequential 
and complementary-as it certainly has been in those industries competition can increase 
firms' future profits thus offsetting short-term dissipation of rents.' 
569 P. Aghion et al., 'Competition and Innovation: An Inverted-U Relationship' (2005) 120 
Quarterly J of Economics 701-728 . 
570 Ibid. 702 . Aghion et al. state that 'competition may increase the incremental profits from 
innovating.' 
571 Ibid. 
572 M. Woerter, Competition and Persistence of R&D (2011) KOF Working Papers No. 290 
(SSRN eLibrary) <http://ssrn.com/paper=1957744>. 
573 Woerter noted that Aghion et al. (2005) identified 'an inverted-U relationship between 
intensity of competition (measured by the Lerner Index) and citation weighted patents on an 
industry level'; and Levin et al. (1985) had found an 'inverted-U shape relationship between 
R&D intensity and competition measured through industry concentration. ' 
574 Ibid. 14. 
575 Ibid. 15 . 
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suggests that this survey has policy implications in relation to the 
identification of links between competition policy and innovation 
promotion policy - however the coordination of the two policy areas 
would require carefully calibrated interventions. 

The level of empirical research in relation to the IP regimes may 
well be inadequate for the task of optimising the design of the IP 
regimes. Even when empirical evidence is available it may be flawed 
(the product of what has been described in the Hargreaves Report 
(2011)576 as ' lobbynomics ') or out-of-date by the time it is available 
for policy development. Indeed Drahos (1999) warns that empirical 
studies can produce a snapshot of what is a dynamic and complex 
intellectual property system; however such a snapshot is potentially 
an inadequate tool for determining IP policy. 577 IP policy 
development must therefore operate in an environment in which 
policy options cannot be tested empirically, only conceptually, 
which is a problem that exists in other areas of public policy. 578 

576 Professor Ian Hargreaves, 'Digital Opportunity: A Review of Intellectual Property and 
Growth' (May 2011) Independent Report to HM Government 
<http://www.ipo.gov.ukJipreview-finalreport.pdf>. 
577 P. Drahos (ed), Intellectual Property (1999). xx. 
578 See generally P. Gorringe, Economic Policy Choice, Decision Making Under Uncertainty 
and Empirical Economic Research- a Framework/or Considering the Issues (1998) 
Treasury Department (NZ) <http://www.treasury.govt.nz/gorringe/bibliography.asp> at 1 
March 2005. 
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2. The philosophical framework of intellectual property 

The classifying distinctions that can be applied to the theories of 
property rights are described by Drahos (1996)579 as being the 
ontological, 580 linguistic, 581 analytical (or conceptual)582 and 
normative. 583 The philosophical framework of intellectual property is 
described by Fisher (2001 )584 and Gavrilescu (2001-2003)585 who 
propose that modern IP theory is dominated by four paradigms: the 
natural right theory (Lockean), 586 the economic theory 
(utilitarian), 587 the personality theory (Hegelian), 588 and the social 
planning theory (the role of IP to promote ' a just and democratic 
culture'). 589 The justification for IP as a human right, 590 and other 

579 P. Drahos, A Philosophy of Intellectual Property ( 1996). 
580 Ibid. 2. Focusing on why rights exist and the way in which rights come into existence, 
such as the natural rights theory of property. See DR. Koepsell, The Ontology of Cyberspace: 
Philosophy, Law and the Future of Intellectual Property (2000) . 101 and 113. 
581 A language based analysis of the text creating the rights. Drahos, ibid, 2. 
582 A process of defining and analysing concepts using a logical framework. Drahos, ibid. 2, 
e.g. the Hohfeldian 'bundle or rights ' approach. 
583 Focusing on the justifiability of private property with reference to values in which rules of 
conduct are proposed or defended. Drahos, ibid, 3. 
584 WW. Fisher, 'Theories of Intellectual Property' in SR Munzer (ed), New Essays in the 
Legal and Political Theory o.f Property (2001). (Cambridge University Press). 
585 S. Gavrilescu, The justification of copyright in the information society (200 1-2003) 
<http://www. legi-internet.ro/copyright_is.htm> at 25 September 2009. 
586 John Locke, 'The Second Treatise of Government' in P. Laslett (ed), Two Treatises of 
Government (1698). (Cambridge University Press) . See generally L. Zemer, 'The Making of a 
New Copyright Lockean' (2006) 29(3) Harvard J Law and Public Policy 891. The 
scholarship on Lockean theory is extensive; see authors cited by Zemer £In 1. See also SJ. 
Horowitz, 'Reth inking Lockean Copyright and Fair Use' (2005) 10 Deakin L. Rev. 209 . 
587 David Hume, Treatise of Human Nature (1739-40). John Stuart Mill, Principles of 
Political Economy: With Some of their Applications to Social Philosophy (1857). See also 
WM. Landes and RA. Posner, 'An Economic Analysis of Copyright Law' (1989) 18 J of 
Legal Studies 235-363. WM. Landes and RA. Posner, The Economic Structure of Intellectual 
Property (2003). P. Drahos, A Philosophy of Intellectual Property (1996). Chapter 6. 
588 G. Hegel, Philosophy of Right (1821). See also J. Hughes, 'The Philosophy ofintellectual 
Property' (1988) 77 Georgetown L. J 287. P. Drahos, A Philosophy of Intellectual Property 
(1996) . Chapter 4. JE. Penner, The Idea of Property in Law (1997). Chapter 8. See also SE. 
Sterk, 'Rhetoric and Reality in Copyright Law' (1995-96) 94(5) Michigan L. Rev. 1197-1249. 
'Copyright and Personal Identity', pp 1239-1244. 
589 NV/. Netanel, 'Copyright and a Democratic Civil Society' (1996) 106 Yale L. J 283. WW. 
Fisher, 'Theories of Intellectual Property' in SR Munzer ( ed), New Essays in the Legal and 
Political Theory of Property (2001). (Cambridge University Press) . S. Ghosh, 'Deprivatizing 
Copyright' (2004) 54 Case Western Reserve L. Rev. 1. IQ. DuPont, Rethinking copyright: 
Techniques of collusion and alienation (2007) <http://www.iqdupont.com/rethinking-
copyright/> at 25 September 2009. 
590 M. Fraser, 'National Content Network: Access' (Paper presented at the UTS Speaks, 20 
April 201 0) <http://datasearch2.uts.edu.au/coms]aw/news-events/news-archived-
detail. cfm?Iteml d=2 1427>. As noted by Fraser IP can be described as a human right as a 
consequence of Article 27 (2) of the Universal Declaration of fiuman Rights, (entered into 
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personal or social justifications for IP, will not be further discussed 
in this thesis as the focus is on the economic justification of IP that is 
identified in the TRIPS agreement and related international IP 
conventions and treaties. 591 

Economics is applied in thesis as an analytical tool that helps 
explain how social institutions, such as the IP regimes operate. This 
thesis discusses the rationale for IP in this Chapter in order to 
provide a basis to consider the application of competition principles 
to IP, although this discussion of the economic rationale for IP must 
appreciate that the justification for the IP regimes remains open to 
debate. Chapdelaine (20 1 0) comments that ' there is no apparent 
single satisfactory unifying theory' that justifies intellectual 
property, 592 and Fisher (20 1 0) argued that ' the so-called 'formal ' 
rules of property law, have strong functional justifications' so as to 
achieve voluntary transfers of ' definite rights ' . Fisher' s opinion 
suggests that pragmatism is an important guiding principle for the 
legal regimes for tangible property and intangible property. 593 

In applying an economic analysis of IP this thesis follows the 
utilitarian theory of property rights that is derived from the writing of 
Jeremy Bentham, rather than the Lockean ' labour-desert' theory of 
property rights derived from the natural rights philosophies. 594 

Lockean theory is critically evaluated by Harris (1996)595 and Penner 
(1997)/ 96 with Drahos (1 996) arguing that Lockean property right 
theory, despite what its supporters assert, does not justify perpetual 
copyright or a strong, author-centric, copyright regime. 597 

force 10 December 1948). 'Everyone has the right to the protection of the moral and material 
interests resulting from any scientific, litermy or artistic production of which he is the 
author.' 
591 Trade Related aspects of Intellectual Property, opened for signature 15 April 1994, 
('TRIPS Agreement'). 
592 P ~ Chapdelaine~ 'Living in· tke Shadow of the Intangible: the Nature of the Copy of a 
Copyright Work (part 1)' (2010) 23(1) Intellectual PropertyJ 83-103. At 91. 
593 RA. Epstein, 'The Disintegration of Intelectual Property? A Classical Liberal Response to 
a Premature Obituray' (2010) 62(2) Stanford L. Rev. 455-521. At 521. 
594 Derived by scholars from the work of John Locke, Of Civil Governments (1690); John 
Locke, 'The Second Treatise of Government in P. Laslett (ed), Two Treatises of Government 
(1698). (Cambridge University Press) . 
595 JW. Harris, Property and Justice (1996). 
596 JE. Penner, The Idea of Property in Law (1997) . 
597 P. Drahos, A Philosophy of Intellectual Property (1996) . Chapter 3. See also S. 
Vaidhyanathan, Copyrights and Copywrongs: The Rise of Intellectual Property and How It 
Threatens Creativity (200 1 ). Chapter 2, fin 12 & 14 and text. HC. Hettinger, 'Justifying 
Intellectual Property', 18 Philosop hy and Public Affairs 31-52 (1989). (republished in 
'Intellectual Property' , Drahos P. (ed) Ashgate/Dartmouth (1 999)). CJ. Craig, 'Locke, Labour 
and Limiting the Author 's Right: A Warning against a Lockean Approach to Copyright Law' 
(2002) 28 Queen 's L. J. 1. SE . Trosow, 'The Illusive Search f or Justificatory Theories: 
Copyright, Commodification and Cap ital' (2003) 16 Canadian J L. and Juris. 217. LS . 
O'Melinn, 'Software and Shovels: How the In tellectual Property Revolution is Undermining 
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(a) The evolution of property rights theory to the Hohfeldian 
'bundle of rights' model 

'Property and law are born together, and die together. Before 
laws were made there was no property; take away laws, and 

property ceases' (Jeremy Bentham)598 

This quote from Jeremy Bentham can be understood as proposing 
that property rights have a social origin, with property rights being 
those rights recognised by society and protected by legal remedies. 
The existence of property rights in information-based products can 
be identified as a 'legal fiction' that is made into a legal principle in 
the IP statutes. This recognition of legal fiction results in the 
recognition of rights in the abstract objects that are enforceable by 
legal action, with Drahos (1996) commenting that ' [a} bstract objects 
in intellectual property take the form of a convenient legal fiction'. 599 

The legal fiction therefore has the consequence that a scarcity effect 
is created, in what are otherwise 'non-rivalrous' and 'non-
excludable' objects, which is argued by May (2004) to be 
'constructed by the State', in that the ability to deal with the property 
rights and commercialise creativity and innovation is derived from 
the statutes creating the IPRs. 600 The questions as to what are 
property rights, and what is the justification for the existence of 
property rights, are questions that have been answered in different 
ways during the social, economic and political development of 
society. 601 

The importance of protection of property rights in Australian social 
and political history is noted by Heydon J in the ICM case,602 who 
stated the 'protection of property rights was central to the liberal 
creed', 603 that dominated the 19th century political discourse during 
the period leading up to the drafting of the Australian Constitution. 
The ICM case considered the constitution implications of federal and 
state water management legislation, with Heydon J, quoting both 
Bentham and Locke as insisting that the primary role of 
'Governn1ent' was the protection of property rights, with Heydon J 
noting that Locke has taught 'the preservation of Property being the 
end of Government, and that for which Men enter into Society, it 

Traditional Concepts of Property' , U a/Cincinnati L. R. 143-182 (2007). (The Political 
Economy oflntellectual Property, May, C. (ed) Edward Elgar (2010)). 
598 Jeremy Bentham, 'The Theory of Legislation' in CK Ogden (1931) (ed), (1802). (Harcourt, 
Brace). 113. 
599 P. Drahos, A Philosophy of Intellectual Property ( 1996). 4. 
60° C. May, 'Commodifying the 'information age ': Intellectual property rights, the state and 
the internet' (2004) 1(3) SCRIPTed 408 . 417. 
601 See generally R. Schlatter, Private Property: The History of an Idea (1951). 
602 ICM Agriculture PIL v Cth . (2009) 240 CLR 140; [2009] HCA 51 . 
603 Ibid. [ 183]. 
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necessarily supposes and requires, that the People should have 
Property' .604 Interests in property and their protection exist within 
the political structures and political philosophies of societies so that 
the theory as to the nature of the ' State' or 'Government' and its 
powers and responsibilities, is relevant to all forms of property. 

The analysis by the High Court of Australia in the IceTV case 
provides echoes of the debates of the 17th and 18th centuries between 
the utilitarian 'positive theory of the social contract' and the Lockean 
'natural rights theory of the social contract'. French CJ, Crennan & 
Kiefel J J refer to John Locke as identifying the 'social contract' 
relating to the dissemination of knowledge in return for property 
rights provided in copyright legislation: 

'In both its title and opening recitals, the Statute of Anne of 
1709 echoed explicitly the emphasis on the practical or 
utilitarian importance that certain seventeenth century 
philosophers attached to knowledge and its encouragement in 
the scheme of human progress. The 'social contract' 
envisaged by the Statute of Anne, and still underlying the 
present Act, was that an author could obtain a monopoly, 
limited in time, in return for making a work available to the 

d . bl' , 605 rea zng pu zc. 

However the 'social contract' identified by French CJ, Crennan & 
Kiefel JJ appears to be defined by its social utility rather than by any 
thought that it is the natural right of the author to be rewarded for 
their creative endeavours or the duty of the State to prevent others 
from using information that the author has spent tin1e and capital in 
collating. 

The most influential 20th century analytical model of property rights 
was the Hohfeldian 'bundle of rights' approach, which described sets 
of paired relationships that were proposed to identify when a 'thing ' 
is the subject of a right, duty, privilege or no-right. 606 The 
Hohfeldian analysis focuses on the relationship between the 'person ' 
and the 'thing' , the economic analysis focuses on five main 
components of private ownership: access, withdrawal, management, 
exclusion and alienation. 607 The Hohfeldian 'bundle of rights' 

604 Locke, 'An Essay Concerning the True Original, Extent, and End of Civil Government', 
in Two Treatises of Government, Laslett ed (1960) 285 at 378 (emphasis in original). Heydon 
J also provides the quote from Bentham that appears at the head of this section. 
605 Ice TV P/L v Nine Network Australia PIL (2009) 239 CLR 458 ; 80 IPR 451; [2009] HCA 
14. See the reasons ofFrench CJ, Crennan & Kiefel JJ at [25] (References omitted). See also 
[28] : 'The information/expression dichotomy, in copyright law, is rooted in considerations of 
social utility. ' 
606 W. Hohfeld, Fundamental Legal Concepts as Applied in Judicial Reasoning (1919). 
607 E. Ostrom, 'Private and Common Property Rights' (2000) II Encyclopedia of Law and 
Economics. N. DolSak and E. Ostrom (eds), The Commons in the New Millennium : 
Challenges and Adaptations (2003). Hess & Ostrom comment that scholars may confuse the 
taxonomy of the commodity with the problem of property rights. C. Hess and E. Ostrom, 
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approach has been questioned;608 Sackville J, in Wily v St George, 
noted the potential for circularity of the Hohfeldian analysis as to 
whether a particular interest is to be classified as proprietary or not; 
in considering whether a court should grant a remedy for what is 
asserted to be an infringement of a property interest, Sackville J 
posed the questions '[a}re remedies granted because an interest is 
proprietary? Or is the interest proprietary because legal or 
equitable remedies are available to the holder? ' 609 In the Yanner 
case the High Court addressed the potential illusionary aspect of 
property rights by describing property as a relationship in the 
following terms: 

'The word 'property ' is often used to refer to something 
that belongs to another . ... '[P}roperty ' does not refer to a 
thing; it is a description of a legal relationship with a 
thing. It refers to a degree of power that is recognised in 
law as power permissibly exercised over the thing. The 
concept of 'property ' may be elusive. Usually it is treated 
as a 'bundle of rights '. But even this may have its limits as 
an analytical tool or accurate description, and it may be, 
as Professor Gray has said, that 'the ultimate fact about 
property is that it does not really exist: it is mere 
illusion' '. 610 

The possibility that lawyers and econon1ists do not use the concept 
of 'property ' in a consistent way is additional probletn in property 
rights theory, however it is outside the scope of this thesis to 
reconcile the differences in approach to the concept of 'property ' that 
may exist between la\vyers and econornists. 611 

This thesis would suggest that uncontroversial propositions of 
property rights theory as to the differences bet\veen intangible and 

'Ideas, Artifacts & Facilities: Information as a Common-Pool Resource' (2003) 66 Law and 
Co,ntemp. Probs. 111. 118-121. 
608 JE. Penner, The Idea of Property in Law (1997). AM. Honore, 'Ownership' in AG Guest 
(ed), Oxford Essays on Jurisprudence (1961). (Oxford University Press). AM. Honore, 
Making Law Bind: Legal Essays and Philosophy (1987). SR. Munzer, A Theory of Property 
( 1990). A. Rahrnatian, 'Intellectual Property and the Concept of Dematerialised Property' in 
S. Bright (ed), Modern Studies in Property Law (2011) vol6. 
609 Wily v StGeorge Partnership Banking Ltd (1999) 84 FCR 423; 161 ALR 1; [1999] FCA 
33 (FCAFC). [5] per Sackville J. See also Finkelstein J [31-45] for a discussion of the 
Hohfeldian rights analysis. 
610 Yanner v Eaton (1999) 166 ALR 258; 201 CLR 351; [1999] HCA 53. [17]per 
Gleeson CJ, Gaudron, Kirby & Hayne JJ, quoting K. Gray, 'Property in Thin Air' (1991) 50 
Cambridge L. J 252. 
611 See generally H. Demsetz, 'Towards a Theory of Property Rights', 57 (2) Am. Econ. Rev. 
347-59 (1967). (reprinted in 'Economics of Property Rights', Furubotn EG and Pejovich S 
(eds), Ballinger Pub. Co. (1974)). EG. Furubotn and S. Pejovich, 'Property Rights and 
Economic Theory: A survey of recent literature' (1972) 10 J of Economic Literature 1137-
1162 (reprinted in 'The Economics of Legal Relations', Manne HG (ed.) , West Publishing Co. 
(1975) at 53. 
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tangible commodities are that: the use of information does not 
prevent others using the same information, so that it tends to be 
'non-rivalrous '; whereas a physical commodity is 'rivalrous', in that 
the use and possession of a physical object by one person excludes 
access to the same object by others. The control over access and use 
of tangible commodities is easier to achieve than preventing access 
and copying of intangible commodities; so that tangible commodities 
are considered to be 'excludable' while intangible commodities tend 
to be 'non-excludable'. There are other differences between 
information products and physical commodities in that information 
is not consumed when used, and the cost of production of 
information is both independent of the scale to which the 
information may subsequently be applied and to the cost of 
disseminating the information. 

Property rights theory describes commodities that are 'rivalrous ' and 
' excludable ' as being a 'private good', whereas commodities that are 
'non-rivalrous ' and 'non-excludable ' are described as being a 'public 
good'. Regibeau & Rockett (2007) described intellectual property as 
being a 'public ' good in which it can be argued that 'once knowledge 
is created, the best possible policy is one of free access, making 
exclusive property rights undesirable. ' 612 This definitional separation 
of a 'public good' from a 'private good' leads Landrigan (2008)613 to 
the question of whether intellectual property falls into the category 
of being a 'public good ', or whether IP is neither fully a 'public 
good' nor a 'private good' .614 The recognition of these differences 
leads Landrigan to comment that these definitional issues have 
implications for IP policy as to the nature of the rights in IP, 615 

which are argued to be 'exclusive' rights to specific uses of works 
rather than rights of 'ovvnership' .616 

612 P. Regibeau and K. Rockett, 'The relationship between intellectual property law and 
competition law: an economic approach' inS. Anderman (ed), The Interface Between 
Intellectual Property Rights and Competition Policy (2007) 505-545 . (Cambridge University 
Press). 509. 
613 M. Landrigan, 'Competition v intellectual property: Uneasy allies or natural adversaries?' 
(2008) 16 Trade Practices L. J. 116-131. 
614 Ibid. Landrigan comments on the variety of approaches to this definitional issue as 
including • to define IP as being only partly in the nature of a public product, resting 
hypothetically on a continuum between purely public goods and purely private goods. 
Similarly, IP may be described as a 'mixed' public product, meaning it is non-rivalrous 
although usually excludable.' At f/n 17. 
6 15 In Australia the exclusive rights in works are stated ins. 31 Copyright Act 1968 (Cth) and 
the exclusive rights in patents are stated in s. 13 (1) Patents Act 1990 (Cth). 
616 Landrigan, ibid. 119. In relation to land Landrigan commented that ' the primary right is 
arguably in the ownership of and entitlement to reasonable enjoyment of the land, rather 
than the right to exclude another person from doing something with it.' (emphasis in 
original). 
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(b) Free-riding, market failure and intellectual property rights in 
the 21st century 

In the digital environment the interaction of IP policy and 
competition policy must address the risk of market failure. The Ergas 
Committee Report (2000) described the interaction between IP 
policy and competition policy as creating a risk of policy failure in 
these two systems in that '[b}oth intellectual property law and 
competition policy serve to correct market failure in the pursuit of 
economic efficiency. However, tension between the objectives and 
instruments of the two systems occurs when the correction of one 
form of market failure creates another. ' 617 Because IPRs have 
attributes of being 'public goods', they suffer from the 'free rider' 
problem, which is exhibited in respect of copyright and patented 
products through replication by competitors of the original creator or 
innovator. 

The replicators of the copyright and patented products avoid the 
research and development costs incurred by the original creator or 
inventor. The ' free rider' problem in the digital environment is also 
exhibited where consumers use, but do not pay for, their use of the 
IP products or services. The application of the economic concept of 
' free riding' can result in rhetorical and conclusionary uses of the 
concept that implies free riding is behaviour that should be 
condemned. 6 L 8 

The traditional economic rationale for IPRs starts with the 
proposition that information is a 'public good' and that creativity or 
innovation would not occur without the incentive provided by the 
property rights granted by the IP regin1es. The grant of property 
rights provides the legal mechanism to internalise the positive effects 
of innovative products and services and to protect the creators and 

617 Ergas Committee Report, Review of Intellectual Property Legislation under the 
Competition Principles Agreement, (IP and Competition Review Committee (Commonwealth 
of Australia)) (September 2000). 
618 L'Oreal SA v Be/lure NV (2010) RPC 23; [2010] EWCA Civ 535. [16]. Jacob LJ 
repeated his earlier in L'Oreal SA v Be !lure NV (2008) RPC 196; [2007] EWCA Civ 968. 
[27]. The 'smell-a-like' cases as to the factual comparison lists used by Bellure to compare 
their perfumes with the more expensive perfumes produced by L'Oreal. Jacob LJ criticised 
the use of ' free riding' in the European trade mark debate in that 'it is, to me at least, subtly 
and dangerously emotive: it carries the unwritten message that it ought to be stopped. That 
is far from being necessarily so. The needs of proper competition and lawful free trade will 
involve an element at least of 'free riding. ' The problem for trade mark law is where to 
draw the line between permissible and impermissible 'free riding.' Using the epithet does 
not solve the problem.' [ 16]. In the Interjlora case, the opinion of Advocate General 
Jaaskinen was that the existence of 'free riding ' should be determined by a test of the 
' fairness of use ', which considers whether there is due cause for using the competitor's 
trade mark, Jnterflora and Others (Intellectual property) [2011] EUECJ C-323/09 (Opinion 
of Advocate General Niilo Hiaskinen, 24 March 2011). The ECJ subsequently confmned 
that the test to be determine was whether 'there is use of the sign without due cause which 
takes unfair advantage of the distinctive character of the repute of the trade mark.' 
Jnterflora Inc v Marks & Spencer pic [2011] EUECJ C-323/09 (22 September 2011). [92]. 
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innovators from the ' free riders' - those that would copy to goods or 
services without incurring the R&D costs; without protection from 
' free-riders' creators and innovators would be exposed to price 
competition at the marginal cost of production of the goods or 
services with the creators and inventors being unable to recoup the 
R&D costs. 

The ' free rider' problem is an argument for a different treatment of 
IPRs to other forms of property as it is the ease of infringement of IP 
by ' free riders ' that often asserted as the justification for strong 
IPRs. 619 Lemley (2005)620 argued that courts and scholars are wrong 
in applying the economic theory of property to IP as the 'economics 
of property is concerned with internalizing negative externalities' 
whereas the externalities resulting from IP are positive rather than 
negative. 621 Lemley argued that the appropriate application of 
economic theory leads to the conclusion that excessive IPR 
protection leads to adverse economic consequences and that the 
existence of 'free riders ' (as an apparent indicator of the IP 
protection being too weak) should not determine the level of IP 
protection; rather IP policy 'must search for balance, not free 
riders. ' 622 The 'free riding' problem as noted by Patry is often used 
as a rhetorical device to justify changes to the IP regimes to address 
what may be perceived to be adverse consequences as to how IP may 
be used in the digital environment. 623 

619 OECD, Competition Policy and Intellectual Property Rights (1998) DAFFE/CLP(98)18 
<http: //www.oecd.org/dataoecd/34/57/1920398.pdf>. The OECD identified the pervasive 
influence of IPRs on the Australian economy and the modern orthodoxy that IPRs address 
problems of market failure , as: ' Copyright, patents, designs, circuit layout and plant variety 
rights are provided to overcome problems ofmarket failure. The potential for 'free riding' on 
inventions and creative activity, whereby assets are used without payment and transactions 
bypass the market process, could result in insufficient remuneration to those investing in such 
intellectual and industrial capital and a misallocation of resources. If the social return from 
additional investment exceeds the private return, investment is likely to be sub-optimal. 
Similarly, trademarks prevent free riding on investments in product promotion and 
reputation, conveying informaiion about the products to which they attach, so that consumers 
are able to make more informed choices. To correct for these market failures, property rights 
are granted in intellectual and industrial property. ' 73. 
620 MA. Lemley, 'Property, Intellectual Property, and Free Riding' (2005) 83(4) Texas L. 
Rev. 1031. Lemley argued that 'free riding is desirable in intellectual property cases except 
in limited circumstances where curbing it is necessary to encourage creativity.' 
621 Ibid. Lemley comments 'we would be better served by another metaphor than the misused 
notion of intellectual property as a form of tangible property.' 
622 Ibid. 
623 W. Patry, 'Metaphors and Moral Panics in Copyright' (2008) 1 Intellectual Property 
Quarterly 1-13. Patry comments that 'free riding' problem is used as a rhetorical device to 
justify strong IPRs and criminal sanctions for infringement of IPRs. 
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(c) The death of the rhetorical approach to intellectual property? 

The Lockean labour-desert argument remains a persistent 
justification for IP, 624 although often presented in a caricatured form 
of 'I create, therefore I own'. The persistence of the natural property 
right theory is suggested by Deazley (2006)625 as 'one of the key 
foundations for the rampant expansionism which is the story of 
copyright throughout the twentieth and into the twenty-first century.' 
Patry (2008)626 suggested that natural rights theory provides the 
rhetorical basis for the advance of copyright, 627 which leads to the 
metaphorical descriptors of copyright pirates, thieves and trespassers 
- which Paltry also asserts are examples of attempts to engage in 
moral panics to drive the expansion of copyright, 628 as '[ m} oral 
panics are essential to the theory of copyright-as-property for the 
most pragmatic of reasons: it is hard to enact indefensible 
legislation granting powerful rights unless you can convince 
legislators that folk devils pose an existential threat. ' 629 The 
rhetorical approach to copyright that is apparent from the 19th 
century has also continued into the 20th and 21st centuries. 

Patry noted that the word 'property' has been used as a metaphor 
throughout the history of copyright, with the metaphor employed to 
get legislatures and judges 'to supplant the chill of positive law with 
the warmth of romanticism. ' 630 There can be seen an element of self 
interest of authors and publishers in their reliance on the rhetorical 
basis of the natural property right theory as it is an approach that 
glosses over the distinction between tangible and intangible property 
and treats IP was being no different to any other fom1 of property. 631 

624 See generally EG. West, 'Property Rights in the History of Economic Thought: From 
Locke to JS. Mill' in TL. Anderson and FS. McChesney (eds), Property Rights: 
Cooperation, Conflict and the Law (2003). (Princeton University Press) . 
625 See generally R. Deazley, Rethinking Copyright (2006). 
626 W. Patry, 'Metaphors and Moral Panics in Copyright' (2008) 1 Intellectual Property 
Quarterly 1-13. 
627 Ibid. 4. Quoting A. Birrell, Seven Lectures on the Law and History of Copyright in Books 
(1899). 11-13. 
628 Patry, ibid. Referring to S. Cohen, Folk Devils and Moral Panics (1972). 
629 Patry, ibid. 
630 Ibid. 7. 
631 MA. Lemley, 'Romantic Authorship and the Rhetoric of Property', 75 Texas L. Rev. 873-
906 (1997). (republished in 'Intellectual Property', Drahos P. (ed) Ashgate/Dartmouth 
(1999)). See also J. Williams, 'The Rhetoric of Property' (1998) Iowa Law Rev. 277. SE. 
Sterk, 'Rhetoric and Reality in Copyright Law' (1995-96) 94(5) Michigan L. Rev. 1197-1249. 
L. Marshall, 'Metallica and Morality: The Rhetorical Battleground of the Napster Wars' 
(2004) 1 ( 1) Entertainment and Sports L. J 9. 
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In the IceTV case632 the High Court attempt to deconstruct the 
rhetorical approaches to copyright in the litigation over the creation 
of a digital television programming guide - the ' IceGuide'. At the 
conclusion of the special leave application to the High Court, 633 

Gummow J noted the academic literature commenting on the 
rhetoric of copyright634 and suggested the arguments at the hearing 
of the appeal should be informed from the literature discussing the 
rhetorical nature of copyright concepts and phrases. The Ice TV case 
provided an opportunity for the High Court of Australia to consider 
the underlying philosophy of copyright. The Court separated into 
two statements of reasons, although the court was unanimous in 
overruling the decision of the Full Federal Court635 and reinstating 
the decision at first instance. 636 As discussed earlier, French CJ, 
Crennan & Kiefel JJ described the underlying philosophy of 
copyright in terms of the utilitarian benefits provided to society by 
granting authors a limited monopoly in literary works, 637 and refer to 
the Copyright Act as being 'concerned with rewarding authors of 
original literary works with commercial benefits having regard to 
the fact that literary works in turn benefit the reading public'. 638 

French CJ, Crennan & Kiefel JJ also looked to objective of 
balancing of competing interests and competing policy 
considerations within copyright law. 639 

Gummow, Hayne & Heydon JJ are more direct in criticising the 
rhetorical approach to copyright, bluntly saying that 'the rhetoric of 
'misappropriation ' appears to have influenced the outcome in the 
Full Court' ;640 they later comment that whatever the investment of 
time, effort and capital used in the creation of the work, the 
'statutory requirement that the part of a work taken must be 
substantial assumes there may be some measure of legitimate 
appropriation of that investment. ' 641 This comment indicates that in 
appropriate circumstances, ' free riding ' is no more than the 
'legitimate appropriation' of that investment. Gummow, Hayne & 

632 Ice TV P/L v Nine Network Australia PIL (2009) 239 CLR 458; 80 IPR 451; [2009] HCA 
14. 
633 Ibid., [2008] HCATrans 308 (26 August 2008). 
634 R Deazley, 'Copyright in the House of Lords: Recent Cases, Judicial Reasoning and 
Academic Writing' (2004) 2lntellectual Property Quarterly 121-137; SE Sterk, 'Rhetoric and 
Reality in Copyright Law' (1995-96) 94(5) Mich. L. Rev. 1197-1249. 
635 Nine Network Australia PIL v IceTV PIL (2008) 168 FCR 14; 76 IPR 31; [2008] FCAFC 
71. 
636 Nine Netvvork Australia PIL v Ice TV PIL (2007) 73 IPR 99 ; [2007] FCA 1172.. (Bennett J) . 
637 JceTV[2009] HCA 14,perFrench CJ, Crennan & Kiefel JJ at [25]. 
638 Ibid. [14] per French CJ, Crennan & Kiefel JJ; referring to Garnett, Davies and Harbottle, 
Copinger and Skone James on Copyright, 15th ed (2005), vall at 14 [1-33] , 27 [2-05]. 
639 Ibid, per French CJ, Crennan & Kiefel JJ at [28]. 
640 Ibid, per Gummow, Hayne & Heydon JJ at [68]. See also [130]- [134]. 
64 1 Ibid. [131]. 
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Heydon JJ described the underlying philosophy of copyright in terms 
of the balancing of economic interests, with the court needing to 
consider both the interests of the creators of works and the general 
public interest of encouraging the creation of works. 642 In the context 
of a dispute over a digital technology that presents 'time and title' 
information, Gummow, Hayne & Heydon JJ identify copyright as 
involving a balance between competing interests, which can be seen 
as an evolved application of utilitarian philosophy. French CJ, 
Crennan & Kiefel JJ appear to identify copyright in a more 
traditional statement of utilitarian philosophy with there being a 
' social contract' underlying the Copyright Act. 643 What is absent 
from the reasoning of the High Court is any reference to the Lockean 
labour-desert theory as having a role in explaining the purpose and 
philosophy of the Copyright Act. 

The utilitarian or incentive-based theory of copyright may provide an 
explanation as to how the ' social contract' works although economic 
analysis can be described as having limited impact in the 
development of some aspects of IP policy, in particular the optimum 
terms of copyright. A notable instance was the majority of the 
Supreme Court in the Eldred case,644 which rejected economic 
arguments against the extension of the term of copyright. The court 
determined that the extension of the term of copyright in the Sonny 
Bono Act was authorised by the U.S. Constitution.645 

642 Gummow, Hayne & Heydon JJ described the underlying philosophy of copyright in terms 
of the balancing of economic interests, describing what is at issue are 'competing interests 
involved in the conferral by intellectual property laws of rights of statutory monopoly, and 
the imprecision of criteria devised by legislatures to strike a balance between those 
competing interests' Ibid. [70]; see also [71]. 
643 See the reasons of French CJ, Crennan & Kiefel JJ at [25]. See also [28]: 'The 
information/expression dichotomy, in copyright law, is rooted in considerations of social 
utility.' 
644 Eldred v Ashcroft, Attorney General of the United States, 537 US 186; 123 S Ct 769 
(2003); 56 IPR 608 . See Breyer J (dissenting) for economic arguments against the extension 
to the term of copyright. 
645 Copyright Term Extension Act 1968 ('Sonny Bono Act'). See the discussion of economics 
and copyright by SJ. Liebowitz and SE. Margolis, 'Seventeen Famous Economists Weigh in 
on Copyright: The Role of Theory, Empirics, and Network Effects' (2005) 18(2) Harvard J. of 
Law and Tech. 435-457. P. Samuelson, 'Should economics play a role in copyright law and 
policy?' in LN. Takeyama, WJ. Gordon and R. Towse (eds) , Developments in the Economics 
of Copyright (2005) 1-22. (Edward Elgar). 
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(d) Efficiency and the design of intellectual property rights regimes 

The modem consensus is that IP law and competition law are 
directed to the same goal of encouraging competition, although each 
area of law follows a different path to reach the common goal. 
Competition policy directs attention to the efficient allocation of 
scarce resources in the short to medium terms so that products are 
priced at their optimal, lowest value. 646 In the longer term ' dynamic ' 
efficiencies are achieved through innovation and creativity resulting 
in new or improved products and services being introduced into 
competitive markets. An efficiency analysis applied to the design of 
the IP regimes would consider the social welfare consequences of 
the IP regimes over the 'long term', and the optimal term for patent 
rights or copyright - which is not considered in this thesis. 

The economic concept of efficiency can be linked to property rights 
as Regibeau & Rockett (2007)647 note that the economic significance 
of property rights as a 'necessary condition to achieving 
ejjiciency' 648 (as discussed below); and that the concept of efficiency 
is also linked to the notion of 'opportunity cost' with the 
'opportunity cost of using any resource is the return that this 
resource would have obtained in its best possible alternative use'. 649 

The ability to deal with the property rights is described by Gans, 
Williams & Briggs (2004)650 as the process through which the social 
welfare value of IP is maximised, through the transfer of property 
rights to the economic agent that is willing to place the highest value 
on the property rights. 

Regibeau & Rockett identify four factors that justify a systematic 
allocation of property rights: (1) to maintain law and order so as to 
prevent socially destructive behaviour directed to seizing control 
over economic resources (i.e. preventing 'might is right' behaviour); 
(2) to achieve the allocation of scarce resources in respect of 'private 
goods' - those that cannot be use by more than one economic agent 
at any one point in time (the 'scarcity effect'); (3) to encourage 
investment in the creation of goods over time so as to improve 
dynamic efficiency (the 'reward effect'); and (4) to encourage the 
diffusion of information by encouraging disclosure to the public (the 

646 See Chapter 1, Section 3. See also the discussion of efficiency in Chapter 4, Sections 
l(a) & 4(a); and the Glossary for a summary of static (allocative), productive & dynamic 
efficiency. 
647 P. Regibeau and K. Rockett, 'The relationship between intellectual property law and 
competition law: an economic approach' inS. Anderman (ed), The Interface Between 
Intellectual Property Rights and Competition Policy (2007) 505-545. (Cambridge University 
Press). 
648 Ibid. 506. 
649 Ibid. 
650 JS. Gans, P. Williams and D. Briggs, 'Intellectual Property Rights: a Grant of Monopoly 
or an Aid to Competition' (2004) 37(4) Australian Economic Review 436-445 . 
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'disclosure effect'). 651 Landes & Posner (1989)652 note the 'public 
good' characteristic of copyright material results in the need to 
balance access to copyright material with the incentive to create and 
that '[/}or copyright law to promote economic efficiency, its 
principle legal doctrines must, at least approximately, maximise the 
benefits from creating additional works minus the losses from 
limiting access and the costs of administering copyright 
protection. ' 653 Therefore, in the economic analysis of copyright these 
copyright doctrines should be applied to create the optimal balance 
between access to copyright material and the incentive to create 
copyright material. 

Facilitating the cotnmercialisation of the IP is argued by Kieff & 
Paredes (2005)654 to be the most important of the 'reward' or 
incentive-based theories for IP. 655 While Kieff & Paredes argue for a 
commercialisation theory as shaping the IP regimes, they do 
acknowledge that there are other incentive-based theories for IP 
rights: such as the ' incentive to invent' and ' incentive to disclose ' as 
the IP regime provides protection of the work or invention; 656 and 
the 'prospect ' theory to encourage efficient use of works. 657 Lemley 
(2004) argued that each explanation for IP regimes results in 'very 
different consequences for the scope, duration, and enforcement of 
IPRs' .658 The reward based theories of IP suggest that IPRs should 

651 Regibeau & Rockett, ibid. 508-509. 
652 WM. Landes and RA. Posner, 'An Economic Analysis of Copyright Law' ( 1989) 18 J of 
Legal Studies 235-363 . 
653 Ibid. Landes & Posner view the doctrines of copyright law (idea/expression dichotomy, 
and the fair use doctrine) as promoting economic efficiency 'by balancing the effects of 
greater copyright protection - in encouraging the creation of new works by reducing copying 
- againsz the effect of less protection - in encouraging the creation of new works by reducing 
the cost of creating them .' 
654 FS . Kieff and T A. Paredes, 'The basics matter: at the periphery of intellectual property' in 
LN. Takeyama, WJ. Gordon and R. Towse (eds), Developments in the Economics of 
Copyright (2005) 159-190. (Edward Elgar). 166. 
655 Kieff & Paredes, ibid. fin 32. See also FS. Kieft: 'Property Rights and Property Rules For 
Commercia/ising Inventions' (2001) 85 Minnesota L. Rev. 697. 
656 See also F. Machlup, An Economic Review of the Patent System (1958) Study #15 of the 
Subcommittee on Patents, Trademarks, and Copyright of the U.S. Senate Committee on the 
Judiciary (85th Congress, 2nd Session). Machlup critically reviewed the chief arguments for 
patent protection: the ' reward-by-monopoly' thesis; the ' monopoly-profit-incentive ' thesis; 
the social contract inherent in the 'exchange-for-secrets ' thesis; and the 'natural-law' thesis 
based on the belief that society is morally obliged to recongnise and protect a natural 
property right in ideas. Machlup ' s conclusion was that the economic analysis, as existed in 
1958, did not provide a sufficiently firm basis either for or against the existence of the patent 
reg1me. 
657 See also EW. Kitch, 'The Nature and the Function of the Patent System' (1977) 20 J of 
Law and Economics 265 . 
658 MA. Lemley, 'Ex Ante versus Ex Post Justifications for Intellectual Property' (2004) 71 U 
Chicago L. Rev. 129. See also MA. Lemley, 'The Economics of Improvement in Intellectual 
Property Law' (1997) 75 Texas L. Rev. 989 . Lemley noted that copyright law, in a different 
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be granted only where necessary to provide the incentive; the 
'prospect' theory suggests that to promote the efficient use of works, 
a greater scope and longer duration of the IPRs is required;659 and 
the commercialisation theory suggests that consideration be given to 
the extent that IPRs are necessary to encourage the 
commercialisation of the work or invention. 

The ' incentive to disclose ' exists in the patent regime in that the 
inventor, in return for the statutory monopoly provided by the grant 
of the patent, discloses the innovation in the written description of 
specifications of the invention that is filed with the Patents Office. In 
the development of the patent regime Regibeau & Rockett identify 
the need to 'find the combination of duration and scope that ensures 
a given level of reward to the inventor at the smallest possible cost in 
terms on induced inefficiencies' as being the central guide to the 
design of the patent regime. 660 Regibeau & Rockett argue that the 
reward effect and the disclosure effect are the two factors most 
relevant to explaining IPRs, although to some degree each runs 
counter to achieving efficiency as the exclusivity of property rights 
(the right to exclude others from the property), diminishes allocative 
(static) efficiency by raising the price of the goods containing the IP 
above the marginal or opportunity cost of creating the goods. 
However over the long term Regibeau & Rockett note that the 
dynamic efficiency may be enhanced due to the develo~ment of new 
technologies or improvement to existing technologies. 6 1 

A consequence of the disclosure of the patent specifications 
facilitates cumulative invention by others accessing the patent 
specifications, which potentially tnay make the initial invention 
obsolete. 662 The same effect is not apparent in the evolution of 
copyright works, as Regibeau & Rockett commented 'while a 'better 
mouse trap ' makes the original invention useless, another 
impressionist painting hardly detracts from the value of earlier 
works from the same school. ' 663 Copyright therefore creates a 
. 'thinner' protection as. compared the protection of ideas achieved by 
the patent regime, with copyright directed to protection against 
itnitation of works, with Regibeau & Rockett arguing that the role of 
copyright law is to focus on 'protection against copying and length ' 
of the term of protection. 664 

way to patent law, must distinguish between imitation and improvement in works and other 
material that have already been created. 
659 Ibid. See also SM. Besen and LJ. Raskind, 'An Introduction to the Law and Economics of 
Intellectual Property' ( 1991) 5 J of Econ. Perspectives 3-27. 
660 Regibeau & Rockett, ibid. 511 . 
661 Ibid. 509-516. 
662 Regibeau & Rockett, ibid. 513-214 and 517. See also AJ. Devlin, 'The Misunderstood 
Function of Disclosure in Patent Law' (20 1 0) 23 Harvard J of Law and Tech. 401. 
663 Regibeau & Rockett, ibid. 51 7. 
664 Ibid. 
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The IP regtmes also create costs such as: the costs of gathering 
information on whether IPRs exist; evaluating any alternative 
options to the existing IPRs; and negotiating, contracting and 
completing licensing transactions. 665 Ronald Coase ( 1960)666 

described an ideal world in which transaction costs are zero and in 
such a world property would be contracted away by the first owner 
(if they are willing sellers) to the most efficient purchaser - the 
purchaser willing to offer the first owner the best terms. In the real 
world transaction costs exist so that the initial allocation of property 
rights is important; therefore the vesting of copyright in the ' author', 
' employer' or 'producer' is important in the decision-making process 
involved in the creation of the work and the subsequent exploitation 
of the finished work. 667 The Coase Theorem is an important concept 
in transaction costs economics, which theorem can be stated in a 
number of different formulations with a key element within those 
various formulations being a statement of efficiency of the outcome 
of the allocation of resources. 

Calabresi (1968) re-stated the Coase Theorem as being that 'if one 
assumes rationality, no transaction costs, and no legal impediments 
to bargaining, all misallocations of resources would be fully cured in 
the market by bargains' .668 The free market premise implicit in the 
Coase Theorem is argued by Parisi (2007)669 as being that ' the free 
exchange ofgoods in the market moves goods towards their optimal 
allocation. The voluntary transfer of individual rights in the 
marketplace, thus, will cure a non-optimal allocation of legal 
entitlements. ' 670 One of the implications of the Coase Theorem is 

665 See generally DW. Allen, 'Property Rights, Transaction Costs, and Coase: One More 
Time' in Steven G Medema (ed), Coasian Economics: Law and Economics and the .New 
Institutional Economics (1998) 105-118. (Kluwer). 108. SG. Corones, Competition Law in 
Australia (4th ed, 2007). [1.190]. page 16. 
666 RH. Coase, 'The Problem of Social Cost' (1960) 3(1) J. of Law and Economics 1-44. The 
analysis of Coase has been extended beyond the specific treatment of social co ·ts (negative 
externalities), such as polluting industries and is presented as a theorem addressing property 
rights and economic decision making. The Coase Theorem is stated in relation to an ideal 
world of zero transaction costs, and within that theoretical world Coase proposed two 
implications: 'The output mix that results when the exchange of property rights is allowed is 
efficient and the mix is independent of who is assigned ownership (except that different 
wealth distributions may result in different demands)'. H. Demsetz, 'Towards a Theory of 
Property Rights', 57 (2) Am. Econ. Rev. 347-59 (1967). (reprinted in 'Economics of Property 
Rights', Furubotn EG and Pejovich S (eds), Ballinger Pub. Co. (1974)). Demsetz (1967, p. 
349). 
667 K. Weatherall, 'The Author as Decision Maker: An Economic and Legal Analysis of How 
Copyright is Allocated, and Why' (Paper presented at the Annual Congress of the Society for 
Economics Research on Copyright Issues, Massachusetts, 19-20 June 2003) 
<http: //www.serci.org/2003/weatherall.pdf>. 
668 G. Calabresi, 'Transaction Costs, Resource Allocation and Liability Rules- A Comment' 
(1968) 11 J. of Law and Economics 67-73. 68. 
669 F. Parisi, Coase Theorem (7 May 2007) Minnesota Legal Studies Research Paper No. 07-
12 (SSRN eLibrary) <http ://ssm.com/abstract=981282>. 
670 Ibid. Working from the implicit premise provided by the Coase Theorem, Parisi provides 
another statement of the Coase Theorem as being that, 'regardless of the initial allocation of 
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that, provided property rights are well defined and provided the 
transactions costs of enforcing and transferring rights are minimal, 
then society's resources will be used most efficiently by letting 
private agents resolve any disputes over property rights and injury to 
property interests. Inherent in the Coase Theorem is the need to take 
account of the costs of obtaining information that can be used to 
i1nprove efficiency, or information that can guide ' optimal ' decision 
making. The process of exchanging IPRs requires consideration of 
the transaction costs as well as the difficulties in establishing the 
'price' of the right in circumstances where parties have asymmetric 
information about the right, which is described as the 'disclosure 
problem' .671 

Gans et al. (2004)672 described three key elements of an effective 
system of property rights that allows for an efficient process of 
exchanging property rights: 

• The legal framework to establish the rights and the identity of 
the holder of the rights of ownership; 

• The enforcement system to protect those rights; and 

• The market or the means by which those rights can be 
exchanged without prohibitive costs. 

There are differences in the operation of the copyright regime as 
compared to the patent regime in how to manage the balancing of 
access and the incentive to create and innovate. There are also 
different possible incentive-based theories as to how IP rights 
operate to encourage creativity and innovation. Notwithstanding 
these differences the utilitarian or incentive-based models of 
copyright and patent regimes can be described as social policy 
instruments that balances the provision of exclusive property rights 
to provide an incentive for the investment of time, money and 
creative effort in producing works of intellectual creation, with 
society benefiting from those works from the increase in knowledge, 

. incn~as1ng economic . efficiency and wealth resulting from those 
works being available in the community and ultimately falling into 
the public domain at the end of the term of copyright or patent. The 
OECD (1998)673 commented, in relation to the design of IP policy, 
on the need to achieve a balance between a number of potentially 
conflicting issues such that: 

'A balance needs to be drawn which will promote the 
achievement of economic efficiency, taking account of all 

property rights and choice of remedial protection, the market will determine ultimate 
allocations of legal entitlements, based on their relative value to different parties. ' 
671 JS. Gans, P. Williams and D. Briggs, 'Intellectual Property Rights: a Grant of Monopoly 
or an Aid to Competition' (2004) 37(4) Australian Economic Review 436-445. 
672 Ibid. 
673 OECD, Competition Policy and Intellectual Property Rights (1998) DAFFE/CLP(98)18 
<http://www.oecd.org/dataoecd/34/57 /1920398 .pdf>. 73. 
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market failures, including issues of both free riding and 
competition. The extent of rights granted in legislation should 
be determined on the basis of maximising the net benefit from 
the prevention of free riding and provision of incentives to 
invest in IP compared to the costs from reduced competition 
as well as the administrative and compliance costs of the 
l ,674 aw. 

The OECD address the proposition that stronger IP protection may 
have negative effects: in that higher protection may not result in 
more investment in IP; or that where there is more investment in IP it 
may result in rent-seeking behaviour that attracts greater level of 
investment, which has limited social welfare benefits compared to 
other possible investment choices. 675 

674 Ibid. 74. 
675 Ibid. As described in the OECD report '[i]f the private returns from such investment 
exceed the social returns, because IPRs restrict competition and allow rights owners to 
charge excessive prices, then investment is likely to be excessive, such that the opportunity 
cost exceeds the social return, and resource allocation will be impaired.' 
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3. The boundaries of intellectual property 

'America thrives on competition,· Barbie, the all-American girl, 
will too. ' 676 

(a) The boundaries of IP - the public domain and IP doctrines 
directed to preventing unjustifiable information monopolies 

The above quote is from the decision of the 9th Circuit which 
rejected the claim of Mattei, Inc that the Bratz dolls, (' The Girls with 
a Passion for Fashion! ' ), were an infringement of Martel ' s copyright 
in the Barbie dolls. The 9th Circuit rejected Martel ' s claim, with 
Judge Kozinski stating that, 'its copyrights in the works would cover 
only its particular expression of the bratty-doll idea, not the idea 
itself, ' and went on to say that, ' [ o} therwise, the first person to 
express any idea would have a monopoly over it. Degas can 't 
prohibit other artists from painting ballerinas. ' 677 The Matte! case is 
an example of an attempt to use copyright to control a specific 
product - the bratty-doll and the related accessory market. 

Functioning property rights regimes develop legal rules to prevent 
waste either through overuse of valuable resources (the ' tragedy of 
the commons ' ), or underuse through there being too many 
competing claimants to exercise the ownership of the rights to use, 
or exclude others from, valuable resources (the ' anti-commons'). 678 

676 Mattei, Inc v MGA Entertainment, Inc & Carter Bryant, D.C. No. 2:04-cv-09049-SGL-
RNB (9th Cir. July 22, 2010; amended October 21, 2010; rehearing denied) . [21]per Judge 
Kozinski. A subsequent jury trial rejected Mattei ' s copyright claim and upheld MGA 's claim 
that Mattei willfully and maliciously appropriated trade secrets. M. Neil, Matte! Loses Latest 
Bratz Doll Trial, Owes MGA $88M, Possibly Trebled (21 April20 10) ABA Journal 
<http:/ /www.abaj oumal.com/news/artic le/mattel_ loses _ bratz _doll_ copyright_ claim_ must_pa 
y _ mga _ 88m _possibly_ trebled> at 22 April 2011. 
677 Ibid. [ 12l Judge Kozinski also stated that 'MGA was free to look at Bryant's sketches and 
say, 'Good ideal We want to create bratty dolls too ',' [12] and that '[i}deas, scenes afaire 
(standard features) and unoriginal components aren't protectable. When the unprotectable 
elements are 'filtered' out, what's left is an author 's particular expression of an idea, which 
most definitely is protectable' [13]. In relation to the copyright infringement test, Judge 
Kozinski stated 'similar' in the layman's sense of the term is ' not the sort of similarity we 
lookfor in copyright law', because '[a)/though substantial similarity was the appropriate 
standard, a .finding ofsubstantial similarity between two works can 't be based on similarities 
in unprotectable elements'[19]. Judge Kozinski went on to state that "Substantial similarity' 
for copyright infringement requires a similarity of expression, not ideas ... The key question 
always is: Are the works substantially similar beyond the fact that they depict the same 
idea?' (19]. 
678 MA. Heller, 'The Tragedy of the Anticommons: Property in the Transition from Marx to 
Markets' (1998) 111 Harvard L. Rev. 621-688. M. Heller and R. Eisenberg, 'Can Patents 
Deter Innovation? The Anticommons in Biomedical Research' (1998) 280 Science 698-701 . 
M. Heller, 'The boundaries of p rivate property' (1 999) 108(5) Yale L. J 1163-1223. M. 
Heller, The Gridlock Economy (2008). Heller comments: 'I discovered a paradox in the free 
market and it is this: usually private ownership creates wealth, but too much ownership has 
the opposite effect, it creates gridlock, ' . .. ' When too many owners control a single resource 
- it can be a patent, a copyright, land - when too many people control a single resource, co -
operation breaks down and wealth disappears, everybody ends up losin g.' 
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The definition of the property rights promotes the commoditisation 
of those valuable resources by promoting efficient market exchange 
of those resources. 679 

In considering the intersection of intellectual property and 
competition policy consideration should be given to how the IP 
regimes have internal rules and doctrines that determine what is 
included in the IP, in which exclusive rights are held, and what is 
outside the scope of the exclusive rights. 680 Defining the scope of the 
exclusive rights results in the demarcation of the subject of the 
property rights, and by defining the boundaries of the exclusive 
rights, the 'public domain' can be identified. 681 The significance of 
the public domain was reinforced in the judgment of Gummow, 
Hayne & Heydon JJ in the IceTV case, in which the interpretation of 
the Copyright Act involved balancing the public interest of 
encouraging the creation of works ' by providing a just reward for 
the creator, with the public interest in maintaining a robust public 
domain in which further works are produced. ' 682 The identification 
of the boundary between the public domain and protected expression 
is therefore important for those looking to the public domain as a 
source of ideas. 683 

The internal rules and doctrines of IP are designed to achieve what 
Apostolopoulos described as ' narrower IP protection' . 684 The 
boundaries of tangible property are clearly defined, whereas the 
boundaries of intangible property (such as IP) are defined through 
the rules and doctrines that determine what is a protected work (e.g. 
the concept of originality and the idea/expression dichotomy) , the 
test for infringement of a protected work, and the various defences 

679 M. Heller, 'The boundaries of private property' (1999) 108(5) Yale L. J 1163-1223. 1166-
67. 
680 The internal doctrines of copyright act to separate what is in the public domain from what 
is copyright. e.g. originality, idea-expression dichotomy, merger doctrine, scenes afaire, U.S . 
copyright misuse doctrine and discretionary remedies for infringement of copyright. 
681 See generally J. Boyle, The public domain: enclosing the commons of the mind (2008) 
<http://www.thepublicdomain.org/> at 20 September 2010. For alternative models of value 
creation, such as the Creative Commons, see B. Fitzgerald et al. , Creative Commons and 
Open Content Licensing, ARC Centre of Excellence for Creative Industries and Innovation, 
Q.U.T. <http://www.cci.edu.au!projects/creative-commons-and-open-content-licensing> at 
20 September 2010. 
682 IceTV, ibid, per Gummow, Hayne & Heydon JJ [71]. 
683 Khong identified four levels in the analysis of copyright protection: subject matter; 
analysis of copyright work in two dimensions: the literal dimension and the non-literal 
dimension (with the further analysis of each dimension at different levels of abstraction for 
the general and common to levels of detail); the exceptions to copyright infringement; and 
term limits. Khong referred to the levels of abstraction as being, 'further divided into groups 
of ideas and expression. Expression is the tangible and sensate parts of a work embodied in a 
physical medium. Ideas, on the other hand, are the intangible and conceptual parts' . DWK. 
Khong, 'Copyright doctrines, abstraction and court error' (2007) 3(3) Rev. of Law and Econ. 
684 Apostolopoulos described a model 'with narrower IP protection and strong competition 
policy that intervenes only exceptionally.' Ibid. 
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and exceptions to liability for infringement of copyright (such as the 
'fair dealing' /'fair use' exception). 685 The merger doctrine, which 
was developed in Kenrick v Lawrence, 686 addresses situations in 
which ' some subject matter may be so simple and the scope for 
expression so narrow that the idea and the form of expression 
essentially coincide, thus precluding copyright protection. ' 687 The 
merger doctrine can be applied to what are essentially functional 
works. 688 The internal IP doctrines, such as the doctrines of merger 
and patent and copyright misuse, as well as the application of §2 
Sherman Act, are identified by Lipton (2006) as the mechanisms 
applied by U.S. courts to address issues arising at the interface 
between IP and competition policy. 689 Lipton described these 
internal IP doctrines as acting so as to avoid unjustifiable 
information monopolies and questionable market practices related to 
IP.69o 

The exceptions and limitations to copyright are identified by Dreier 
(2007)691 as regulating different relationships, including between up-
stream and down-stream competitors of the owner of the copyright, 
with those doctrines directly impacting on the relationship between 
author/owner and user of the work, and as a consequence separating 

685 Heller comments in relation to the 'fair use ' doctrine that 'copyright holders do not have 
the right to exclude nonowners from low-intensity uses of protected works. For more 
intensive uses, the gains from use provide economic rents that support the transaction costs 
of acquiring licences. Through fair use reduces underuse, some underuse remains because of 
transaction costs and because copyright holders, who are not perfectly discriminating 
monopolists, charge a positive price for a zero marginal cost use .' Ibid, fin 61 . 
686 Kenrick & Co. v Lawrence & Co. (1890) 25 QBD 99 . 
687 Barrett Property Group PIL v Dennis Family Hom es PIL [2011] FCA 246 (18 March 
2011) . [113]. Dodds-Streeton J referred to Barrett v Metricon and the discussion by Gilmour 
J of Kenrick v Lawrence. See Barrett Property Group PIL v Metricon Homes PIL (2008) 74 
IPR 52; [2007] FCA 1509. [13]. 
688 State of Victoria v Pacific Technologies (Australia) PIL (2009) 177 FCR 61 ; 81 IPR 525 ; 
[2009] FCA·737. Emmett J considered whether the words "Help-Help-Driver-in-Danger-
Call-Police-Ph.OOO" constitute an original literary work and stated '[w]hen the expression of 
an idea is inseparable from its fimction it forms part of the idea and is not entitled to the 
protection of copyright (see Autodesk Inc v Dyason [1992} HCA 2; (1992) 22 IPR 163 at 
172). , [23]. 
689 H. Apostolopoulos, 'Refusal-to-Deal Cases of IP Rights at the Aftermarket in the US and 
EU Law: Converging of Both Law Systems Th rough Speaking the Same Language of Law 
and Economics' (2007) 7 Chicago-Kent J Jnt 'l. and Camp. Law 144. 
690 J. Lipton, 'IP's Problem Child: Shifting the Paradigms for Software Protection' (2006) 58 
Hastings L. J 205 . Lipton argued for a shifting of the paradigms employed to encourage 
software innovation. In particular, that the doctrines of merger and scenes a fa ire should be 
further developed and applied to avoid unjustifiable information monopolies and 
questionable market practices related to software. See for example the NYMEX case 
discussed in Chapter 6, Section 5(c) in which Judge Katzmann & Judge Wesley applied the 
merger doctrine stated in Baker v Selden, 101 US 99 (1879). New York Mercantile Exchange 
v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). 
691 T. Dreier, 'Regulating competition by way of copyright limitations and exceptions' in P 
Torremans (ed), Copyright Law: A Handbook of Contemporary Research (2007) 232-254. 
(Edward Elgar). 
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copyright works from the public domain. 692 As well the exceptions 
and limitations impact on participants in the market for copyright 
works: the horizontal competition between authors, or at the 
secondary level, between producers and distributors that produce and 
distribute groducts that directly compete with the owner of the 
copyright; 93 and vertical competition with the owner of the 
copyright, such as an upstream author/producer dealing with a 
downstream firm seeking to transform, adapt or aggregate the 
copyright work. 694 The tests for protected subject matter impact on 
the level of competitive behaviour between firms as the scope of 
what is protected subject matter determines the extent to which 
competitors can draw from the same pool of ideas to produce 
competing goods and services. 

Copyright protection is inherently different to that provided by 
patent registration, as copyright provides protection from direct 
imitation, whereas patent protection extends to 'process' patents, 
which give greater scope to secure exclusive control over ideas or 
methodologies used to create computer code. Bessen & Maskin 
(2000) argue that copyright protection of computer programs has 
advantages over patenting in preventing imitations while allowing 
'potentially valuable complementary contributions', 695 in those 
software innovators can draw from ideas developed by others. As a 
consequence, copyright provides what is described as 'thin' or ' soft' 
protection as copyright protection is limited to the 'expression' and 
not the ideas or methodologies used to create computer code. A 
contrasting opinion is provided by Lipton (2006),696 who views the 
inability of software developers to use copyright to control computer 
coding methodologies as resulting in copyright not necessarily 
meeting the needs of software developers and that patent protection 
for non-obvious inventions has the advantage of being directed to the 
protection of functional ideas rather than original expressions, with 
contract law and the protections provided by the DMCA result in 
digital rights managerr1ent and access control technologies also 
providing mechanisms to protect the interests of software 
developers. 

692Ibid. 236. 
693 Ibid. 236-237. 
694 Ibid. Dreier identified various internal copyright doctrines such as originality, the limited 
term of protection and the extent of the adaption right. 
695 JE. Bessen and E. Maskin, Sequential Inno vation, Patents, and Imitation (Public 
Comment) (January 2000) MIT, Working Paper Department of Economics, No. 00-01 
<http :1/www .researchoninnovation. org/patent. pdf>. 
696 J. Lipton, 'IP's Problem Child: Shifting the Paradigms for Software Protection' (2006) 58 
Hastings L. J 205 . 
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(b) IP doctrines that demarcate the scope of the IPRs or act to 
establish whether there is harm to social welfare 

The boundaries of a copyright work are defined by legal doctrines 
that define the scope of protection and balance the ' rights ' of 
copyright creators against the ' expectations ' of those who wish to 
use, re-use and distribute existing works. Cotter (2006)697 argued that 
these IP doctrines fall into either a 'beyond the scope' or an 
'adjudication cost' rationale . IP doctrines that operate with a 'beyond 
the scope ' rationale are doctrines that act to achieve ' an optimal 
accommodation of monopoly incentives with competition', 698 and 
include the idea/expression dichotomy, the merger doctrine and the 
fair use/fair dealing exception. IP doctrines that operate with an 
'adjudication cost' rationale are the so-called ' spare parts ' defence 
developed by the courts of the U.K. , as well as the U.S . doctrines of 
misuse of copyright and misuse of patents. The ' adjudication cost' 
rationale applies an approach to establishing harm to social welfare 
in IP markets that is less rigorous than that applied in a misuse of 
market power analysis under competition law with the courts 
applying public policy principles so as to reduce the burden of proof 
required to prove harm. 699 

(c) The role of 'originality' and the test of an 'author's own 
intellectual creation' in defining the scope of the grant of IPRs 

Two cases that illustrate how courts establish the boundaries of 
copyright protection in the digital environment can be found in the 
decision of the High Court of Australia in the JceTV case700 and the 
decision of the European Court of Justice in the Jnfopaq case.701 

These cases direct attention to the originality requirement in 
copyright in relation to what constitutes a 'reproduction' of a work. 
The issue detenn ined in the Infopaq case 702 addresses what 

697 TF. Cotter, 'The Procompetitive Interest in Intellectual Property Law' (2006) 48(2) 
William & Mary L. Rev. 483-557. 
698 Ibid. 489. 
699 Cotter argued that while IP policy should be cautious about casually inferring anti-
competitive harm, there are some situations in which the expected sociai costs, including 
error costs, in applying these exceptions and limitations to copyright are low in comparison 
with the expected anti-competitive harm that can be identified. Cotter, Ibid. 
700 JceTV, ibid. 
701 Infopaq International A/S v Danske Dagblades Forening [2010] FSR 20; [2009] ECR I-
6569; EUECJ C-5/08 . 
702 The ECJ had to decide what constituted 'reproduction' of copyright works (extracts from 
newspaper articles) for the purposes of Article 2 of the Information Society Directive 
(200 1/29/EC). See J. Griffiths, 'Infop aq, BSA and the 'Europeanisation' of UK Copyright 
Law' (2010) 16 Media and Arts L. Rev. 59. See also E. Derclaye, 'Wonderful or Worrisome? 
Th e Impact of the ECJ ruling in Infopaq on UK Copyright Law' [201 0] 32(5) EJPR 247-251. 
Derclaye argued that the test in Ladbroke v William Hill [ 1964] 1 WLR 273 ; [ 1964] 1 All ER 
465 is replaced with ' the part taken must be original in the sense of the author's own 
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constitutes 'reproduction' for the purposes of Article 2 of Information 
Society Directive (2001 /29/EC), which does not use the expression 
' author's own intellectual creation ' . Notwithstanding the absence of a 
specific statement in Article 2 as to the nature of originality in the 
infringement test, the ECJ considered that this concept was relevant 
to determine whether a sufficient part of a newspaper article had 
been reproduced so as to constitute infringement. 

In the IceTV case, because of the way the claim had been pleaded 
and argued in the Federal Court, the High Court did not have cause 
to directly address the issue as to the nature of the ' originality ' 
required under the Copyright Act, so that the High Court did not 
review the test for originality required for a factual compilation or 
database to be an original work. The decision of the Full Federal 
Court in the Desktop Publishing case703 appeared to have confirmed 
the so-called ' sweat of the brow' test of originality, which results in 
compilations of factual data being copyright works, as in that case 
' Telstra had undertaken substantia/labour and incurred substantial 
expense' in compiling the white pages and yellow pages telephone 
directories. 704 However in the IceTV case Gummow, Hayne and 
Heydon JJ put the authority of the decision in the Desktop 
Publishing case in doubt with the comment that the reasoning in that 
case in relation to compilations 'is out of line with the understanding 
of copyright law over many years. These reasons explain the need to 
treat with some caution the emphasis in Desktop Marketing upon 
'labour and expense' per se and upon misappropriation.' 705 The 
problems resulting from making assumptions as to the authorship of 
a database cotnpiled using computer technology was also identified 

intellectual creation. This is no small change though as less will be protected in a copyright 's 
work. Taking parts which represent the author 's skill, judgment, capital or labour will not be 
considered infringing.' However the Meltwater Holding case would indicate that a test of 
copying that is directed to the question of whether there is an extraction of the author's 
'intellectual creation' means that very small part of the original may be protected by 
copyright: The Newspaper Licensing Agency Ltd v Meltwater Holding BV [2011] EWCA 
Civ 890 (27 July 2011 ), on appeal to the Supreme Court. 
703 Desktop Marketing Systems v Telstra (2002) 119 FCR 491; 192 ALR 433; 192 ALR 433; 
55 IPR 1; AIPC ~91-804; [2002] FCAFC 112. 
704 [2002] FCAFC 112; 119 FCR 491 at 599. 
705 Ice TV v Nine Network [2009] HCA 14 at [188] per Gummow, Hayne and Heydon JJ. See 
also French CJ, Crennan & Kiefel JJ at [52]. In the Ice TV case, French CJ, Crennan & Kiefel 
JJ described the requirement of 'originality' as meaning that 'the creation (ie the production) 
of the work required some independent intellectual effort, but neither literary merit nor 
novelty or inventiveness as required in patent law.' [33]. Gummow, Hayne & Heydon JJ cast 
doubt on case law supporting a 'sweat of the brow' test of originality with the comment that 
'[i}t may be that the reasoning in Desktop Marketing with respect to compilations is out of 
line with the understanding of copyright law over many years.' [188]. Appearing as amicus 
curae, the Digital Alliance submitted that 'originality' of a work required some 'creative 
spark' (as described in the Feist case) or 'skill and judgment' (as described in the CCH 
Canada case) . 
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by High Court as being a further reason why the Desktop Publishing 
decision should be treated with caution. 706 

In determining whether there had been a substantial reproduction of 
a work, the High Court in the Ice TV decision directed attention to the 
importance of identifying: the author of a work; 707 the particular 
form of expression; 708 and the nature of the contribution made by the 
authors in order to determine the originality of a work. 709 Subsequent 
Federal Court decisions looking to the IceTV decision as being 
relevant to the preliminary issue as to the originality of a work. 710 

The 2010 decision of the Full Federal Court in Telstra v Phone 
Directories looked to both judgments delivered in the Ice TV case as 
exhibiting a consistent approach, with the High Court in the l ceTV 
decision acknowledged as re-directing the focus of the inquiry as to 
what may be claimed as a copyright work. 711 The dicta in the Ice TV 
case was applied so as to direct attention to the relevance of the skill 
and labour used to create the material form of the work,712 with the 
identification of the material form leading to the assessment of the 
originality of that work,713 and in relation to production of the white 
and yellow pages directories, Keane CJ commented that 'the mere 

706 It should be noted that Finkelstein J, at frrst instance, commented on the uncertainty that 
results from the assumptions made by the parties as to authorship: Telstra v Desktop 
Marketing Systems (2001) 18 1 ALR 134; 51 IPR 257; [2001] FCA 612. [4]. 
707 IceTV, ibid. French CJ, Crennan & Kiefel JJ at [22-26]; Gummow, Hayne and Heydon JJ 
at [95-99]. 
708 Ibid. An issue that is related to authorship being ' the requirement for the subsistence of 
copyright of fixation' of the original work in a material form . It is well established that 
copyright does not subsist in a work unless and until the work takes some materia/form,' per 
Gummow, Hayne and Heydon JJ at [102]. 
709 Ibid. That the creation of the work involved 'independent intellectual effort', per French 
CJ, Crennan & Kiefel JJ at [33] and /or the exercise of ' sufficient effort of a literary nature' , 
per Gummow, Hayne and Heydon JJ at [99]. 
7 10 Primary Health Care Ltd v Commissioner of Taxation (2010) 267 ALR 648 ; 86 IPR 259; 
[2010] FCA 419. (Stone J); Acohs P/L v Ucorp P/L (2010) 86 IPR 492; [2010] FCA 577. 
(Jessup J); Betfair PIL v Racing New South Wales (2010) 268 ALR 723; (2010] FCA 603. 
(Perram J). Fairfax Media Publications PIL v Reed Int'l. Books Australia PIL (2010) 189 
FCR 109; 272 ALR 547; [2010] FCA 984. (Bennett J). Dynamic Supplies PIL v Tonnex 
International PIL [2011] FCA 362 (13 April2011) . (Yates J). Sanoji-Aventis Australia P/L v 
Apotex P/L (No 3) [2011] FCA 846 (29 July 2011) (Jagot J). 
7 11 Telstra Corporation Ltd v Phone Directories Company PIL (2010) 273 ALR 725; l2010] 
FCAFC 149. Affirmed the decision of Gordon J in Telstra Corporation Ltd v Phone 
Directories Company P/L (2010) 264 ALR 617; 85 IPR 571 ; (2010] FCA 44. As observed 
by Keane CJ '[t] he dicta in Ice TV shift the focus of inquiry away from a concern with the 
protection of the interests of a party who has contributed labour and expense to the 
production of a work, to the 'particular form of expression' which is said to constitute an 
original literary work, and to the requirement of the Act 'that the work originates with an 
author or joint authors from some independent intellectual effort'.' (82]. 
712 Telstra Corporation Ltd v Phone Directories Company PIL (2010) 273 ALR 725; (2010] 
FCAFC 149. Keane CJ [71]; Perrram J [ 10 1-112]; Yates J identified the importance of 
' fixation ', as it is the point in time that identification of the alleged copyright work can occur. 
(139] and (164]. 
713 Ibid. Keane CJ (58]; Perrram J [100]; Yates J [1 33-1 37]. 
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collection of data cannot be sensibly regarded as compilation. I 
would also suggest that the editorial correction of errors at the 
proofing stage of a compilation cannot be regarded as 
authorship. ' 714 The Full Federal Court affirmed the Federal Court 
decision, and held that the IceTV case is a binding authority on the 
proper interpretation of the Copyright Act and that the decision in the 
Desktop Publishing case could be distinguished as it did not deal 
with the impact of automation on the process of producing the 
telephone directories. 715 At the hearing of the application for special 
leave to appeal to the High Court in September 2011, 716 Gummow J 
commented that Telstra ' really needs something like a database 
directive'; Gummow J went on to comment that the result Telstra 
appeared to want could only be achieved by 'agitating the 
legislature. ' The refusal of special leave made it apparent that 
protection for computer generated databases could not be obtained 
by seeking to 'tweak the existing law '.717 

The use of information technology produces particular challenges in 
addressing authorship of a compilation of information. 718 However 
providing for sui generis property rights in databases and 
compilations of information may still lead to argument as to the kind 
of intellectual creation that warrants protection, and argument as to 
whether the selection of programming to compile a television 
transmission schedule or the selection of sporting teams and the 
allocation of dates to sporting fixtures is merely creating data or 
whether it involves creative selection and arrangement of existing 
data. It is apparent from the IceTV case, and the subsequent 
application of that High Court decision in the Federal Court in Acohs 
v Ucorp, 719 that there are issues that remain to be determined in 
relation to computer generated databases under the Copyright Act 

71 4 Ibid. per Keane CJ [71]. 
715 Ibid. Keane CJ at [83-86]; Yates J at [171-177]. See also Perram J at [112]. 
716 'Telstra v Phone Directories Co. PIL', (2011) HCATrans 248 (2 September 2011) 
<http://www.austlii.edu.au/au/other/HCATrans/2011 /248.html>. 
717 Ibid. 
718 In 1995 the Copyright Law Reform Committee recommended that computer generated 
works be specifically provided for in the Copyright Act. CLRC, Copyright Software 
Protection Report, (Copyright Law Review Committee (Commonwealth of Australia)) 
(1995). Chapter 13. See also CLRC, Simplification of the Copyright Act 1968: Part 2: 
Categorisation of Subject Matter and Exclusive Rights, and Other Issues, (Copyright Law 
Review Committee (Commonwealth of Australia)) (1999). [5.48]. [6.13] and [6.20-6.22]. 
719 Acohs P/L v Ucorp P/L (2010) 86 IPR 492; [2010] FCA 577. Jessup J was of the opinion 
that the relational database, from which information about dangerous chemicals could be 
extracted, was not capable ofbeing a literary work in the form of a compilation [81]; or 
' never had a discrete existence as a single work in its own right' [83]; and the process of 
selection of the information that went into the collection did not create an original selection 
of information [84]. c.f. Dynamic Supplies PIL v Tonnex International P/L [20 11] FCA 362 
(13 April2011) . Yates J considered a digital file (CSV file) containing information extracted 
from an database that was not the subject of copyright. Yates J held that the CSV file was an 
original selection or arrangement of information and as such was a copyright work. [77 -86]. 
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1968 (Cth), including identification of the necessary connection 
between the separate items of data in a relational ' database ' for the 
database to be recognised as a ' compilation ' . Computer generated 
works, whether in the form of relational databases and compilations 
of data or works generated by artificial intelligence may, in different 
contexts, raise issues as to authorship, originality, material form and 
reproduction. 720 

The question of what is an original work capable of protection under 
the copyright statute does not have a consistent approach when other 
jurisdictions are considered - despite attempts to achieve consistency 
through international conventions such as the TRIPS Agreement and 
the WIPO Copyright Convention. 72 1 What is necessary for a 
compilation of information to be considered an original work under 
U.S. law was determined in the Feist case to be the existence of 
some ' creative spark' ,722 whereas Canadian copyright law requires 
the exercise of ' skill and judgment' .723 European copyright law 
applies a harmonised approach to copyright protection in databases 
under Article 3 of the Database Directive 724 across member states, 
including the United Kingdom, in requiring the exercise of, ' the 
author's own intellectual creation'. The application of the Database 
Directive in the United Kingdom has resulted in renewed argument 
in Football Dataco v Yahoo as to the nature of the intellectual effort 
that is meant by the phrase, 'the author's own intellectual creation' 
in Article 3 of the Database Directive. This issue has emerged in 
litigation as to whether the fixtures list of a season of football 
matches is a copyright work with the argument being that such lists 
require skill and judgment to compile and are not merely the result 
of a mechanical process to assign teams and locations to a calendar 
of matches. 725 The Opinion of Advocate General Mengozzi applies 

720 See generally A. Bridy, Coding Creativity: Copyright and the Artificially Intelligent 
Author (18 July 2011) University of Idaho- College of Law (SSRN eLibrary) 
<http://ssm.com/paper= 1888622>. 
721 Article 9 - 2, TRIPS Agreement ( 1994) states: 'Copyright protection shall extend to 
expressions and not to ideas, procedures, methods of operation or mathematical concepts as 
such.' Article 2, WIPO Copyright Treaty ( 1996), apart from grammatical changes, has the 
same etiect. See also the statement as to protection of computer programs and compilations 
of data in Article 10 - 2 of the TRIPS Agreement: 'Compilations of data or other material, 
whether in machine readable or other form, which by reason of the selection or arrangement 
of their contents constitute intellectual creations shall be protected as such. Such protection, 
which shall not extend to the data or material itself, shall be without prejudice to any 
copyright subsisting in the data or material itself' 
722 Feist Publications, Inc v Rural Telephone Service Co, Inc 499 US 340 at 345 (1991). 
723 CCH Canadian Ltd v Law Society of Upper Canada [2004] 1 SCR 339 at 352. 
724 The Legal Protection of Databases Directive (96/9/EC). Art. 7 of Database Directive 
protects the investment applied to obtain, verify and present information in a databases but 
does not protect the investment applied in the creation of the data which constitutes the 
database. 
725 Football Dataco Ltd v Brittens Pools Ltd & Yahoo! UK Ltd & Stan James (Abingdon) Ltd 
[20 1 0] RPC 17; [20 1 0] EWHC 841 (Ch). (Floyd J). The EWCA referred questions to the 
ECJ in Football Dataco Ltd v Yahoo ! UK Ltd [2010] EWCA Civ 1380 (9 December 2010). 
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the case law of ' original intellectual creation' applied in respect of 
Article 3 of Directive 96/9 and concludes that 'the activities involved 
in the creation of the data cannot be taken into account. In the case 
of a football fixture list, the determination of all the elements 
relating to each single match is a data creation activity.' 726 While it 
is open to the ECJ to decline to follow this opinion, it is apparent 
from these cases that copyright and database rights cannot be 
assumed to protect the investment applied to create digital assets. It 
remains possible that in some jurisdictions, the tort or statutory 
remedies in unfair competition can be argued to be available to limit 
the use of such digital assets; 727 in other jurisdictions, remedies 
based on misappropriation or the U.S. 'hot news' can be argued. 728 

Underlying these responses to the use of such digital assets by 
competitors, or firms 'free riding' on the investment of others, are 
policy questions as to whether legal remedies should be available to 
support existing business models or whether firms should be force to 
innovate so as develop business models to better manage the 
'leakage' of information in the digital environment. 729 

This discussion of database copyright is intended to describe the 
boundaries of copyright protection in factual compilations and 
databases so as to establish the limits of copyright protection under 
the Copyright Act 1968 (Cth), including identification of the 
necessary connection between the separate items of data in a 

Jacob LJ described the appellant 's contention as 'A rt. 3 is limited to selection or arrangement 
of pre-existing data . So, they say, the intellectual creation of Mr Thompson and the other 
authors, does not involve the right kind of intellectual creation. To say that the authors are 
selecting or arranging that data is entire~y art(ficial. Giving a date to a match (Arsenal v 
Chelsea on 26'h April) is creating data, not selecting or arranging it. ' [18]. Jacob LJ 
descri bed Football Dataco's argument as being that the application of the skill and judgment 
to compile fiXture lists is 'arguably 'arranging or selecting data ' (i.e. the matches to be 
played) as well as creating data (fzxing the dates)'. [20]. 
726 Football Dataco Ltd v Yahoo! UK Ltd, Ca e C-604110, Opinion of Advocate General 
Mengozzi (15 Dec. 2011). [53](1). 
727 The IPKat, 15 December 2011 (A matter of Opinion -- or are we all agreed? A G advises 
in Football Dataco case), <http://ipkitten.blogspot.com/20 11/12/ipkat-arrives-at-court-of-
justice-ready.html> at 16 Dec. 2011 . 
728 I. Kimberley, The Rise of the News Aggregator: Legal Implications and Best Practices (30 
August 201 0) Berkman Center Research Publication No. 2010-10 
<http: //ssm.com/abstract=1670339>. JC. McDonnell, 'The Continuing Viability of the Hot 
News Misappropriation Doctrine in the Age of Internet News Aggregation' (2012) 10(3) 
Northwestern .J of Tech . & Intel!. Prop. 255 . 
729 An example of a 'hot new ' claim in respect of digital information is Barclays Capital, Inc 
v Thejlyonthewall.com, Inc, 700 F. Supp. 2d 310 (S.D.N.Y. 2010) rev ' d, 650 F.3d 876 (2d 
Cir. 20 11 ). The 2nd Circuit upheld the copyright infringement claim in respect of time 
sensitive share trade recommendations, the court determined that the 'hot news' claim was 
pre-empted by copyright. Goldman is critical of the use of an ' amorphous legal doctrine to 
protect intangible assets, and usually hot news misappropriation is a tool plaintiffs use to 
suppress competition rather than innovating to fzx gaping holes in their business practices. ' 
E. Goldman, 2010 (21 May 201 0) (Second Circuit Stays Hot News Injunction--Barclays v. 
theflyonthewall), Technology and Marketing Law Blog <http://blog.ericgoldman.org/> at 22 
May 20 10. 
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'database' for the a database to be recognised as a 'compilation'. 
What this discussion also reinforces is the potential for the 'public 
domain' access in such data so that others can have access to the data 
without needing to reply on competition law principles related to the 
misuse of market power that the compiler of the database may be 
able to exercise in the data. 

The preliminary question as to whether or not the data or information 
at issue in these cases is protected by copyright remains a pivotal 
issue as the application of the concept of ' originality' focuses on the 
nature the 'scope of the grant' of the rights and the requirements for 
an infringement of copyright with the courts appreciating that the 
internal copyright rules and doctrines need to allow for competitive 
conduct outside the scope of the grant of rights. In this way courts 
are acknowledging the need for copyright to provide for competition 
in respect of ideas and data that fall outside the scope of the grant of 
rights so as to allow similar functional products to compete with 
each other. 

The contrast between the outcome of NLA v Meltwater730 (applying 
the Jnfopaq case) and Fairfax v Reed731 (applying the IceTV case), 
shows that the drafting of the relevant copyright stature produces 
different expectations as to the nature of the public interest in access 
to the public domain so as to allow further works to be created. 732 A 
robust public domain advances con1petition, as there is a greater 
capacity to use the ideas in the public domain; furthermore, as 
indicated in the Ice TV case, 'there may be some measure of 
legitimate appropriation of that investment', made by creators of 
existing works. 733 

730 The Newspaper Licensing Agency Ltd v lvfeltwater Holding B V (2010) RPC 209; [2010] 
EWHC 3099 (Ch). Proudman J held that headlines are capable of being literary works, and 
' the effect of /nfopaq is that even a very small part of the original may be protected by 
copyright if it demonstrates the stamp of individuality reflective of the creation of the author 
or authors of the article.' [83]. Decision upheld in The Newspaper Licensing Agency Ltd v 
Meltt-vater Holding BV [20 11] EWCA Civ 890 (27 July 2011 ), on appeal to the Supreme 
Court. 
73

L Fairfax Media Publications P/L v Reed Int'l. Books Australia PIL (2010) 189 FCR 109; 
272 ALR 547; [2010] FCA 984. (Bennett J). 
732 Proudman J considered the decision in Fairfax v Reed, but determined that the effect of 
the Information Society Directive (2001/29/EC) resulted in a different result in relation to the 
assessment of whether headlines are capable of being copyright works as the effect of the 
/nfopaq case was 'that no distinction is to be made between the part and the whole, provided 
that the part contains 'elements which are the expression of the intellectual creation of the 
author'. There is no reference to 'substantial part' in Article 2; the ECJ makes it clear that 
originality rather than substantiality is the test to be applied to the part extracted. As a 
matter of principle this is now the only real test.' [ 69]. 
733 Ice TV v Nine Network [2009] HCA 14, [131]; see also [70]. 
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4. Whether it is preferable that IPRs are property rules or liability 
rules and the impact of 'public liabilities' on IPRs 

The debate as to whether it is preferable that economic interests be 
protected by property rules (the exercise of a right to exclude 
others) 734 or liability rules (mechanisms to compensate property 
owners for use), 735 which in relation to IP involves a right to collect 
royalties from constructive licensees of the IP emerged from the 
scholarship of Calabresi & Melamed (1972). 736 An objective the 
property rule/liability rule debate is to identify the optimum 
treatment of intellectual property (IP) so as to avoid problems 
resulting in excessive transaction costs in the coordination and 
contracting of IP, which problems Kieff (2011) described as being 
'thickets, anticommons, hold-ups, hold-outs, and trolls, which unduly 
tax and retard innovation, competition, and economic growth.' A 
shift to liability rules treatment is proposed by some scholars as 
advancing the IP deal-making mechanisms through facilitating 
transactions where these problems are identified in the operation of 
the IP regimes. 737 

In the development of the property rule/liability rule debate, Crane 
(2009) 738 goes on to discuss examples of the application of liability 
rules for IP in the operation of collective-rights organisations and 
standard-setting organisations, ·which have the effect that any person 
using the IP is required to pay a 'fair ' license fee for the use of the IP 
or as othetwise provided in the rules of the relevant standard-setting 
organisation. Crane comments that all things being equal, IP owners 

734 Kieff described property rules as being 'designed to generally keep an entitlement in the 
hands of its owner unless the owner consents to use or transfer,· and emblematic property 
rules include injunctions designed to prevent such use or transfer, and enhanced damages 
designed to deter them. ' FS. Kieff, Removing Property from Intellectual Property and 
(Intended?) Pernicious Impacts on Innovation and Competition (27 March 2011) Stanford 
Law and Economics Olin Working Paper No. 411 (SSRN eLibrary) 
<http://ssm.com/abstract=l797287>. Page 5. 
735 Kieff described liability rules as being 'designed to allow infringement when the owner 
refuses consent, or when the owner is not even asked, and generally require the non-owner 
merely to pay, after a lawsuit the property owner elected to bring and maintain, whatever 
amount of money the property owner proves in court to be attributable to the objectively 
measured damages caused by the infringement.' Ibid. 
736 G. Calabresi and AD. Melamed, 'Property Rules, Liability Rules and Inalienability: One 
View of the Cathedral' (1972) 85 Harvard L. Rev. 1089-128. 
737 The question whether property rules are better than liability rules to manage IPRs is the 
subject of debate, e.g. RP. Merges, 'Contracting into Liability Rules' (1 996) 84 Cal. L. Rev. 
1293. Merges makes argued that IP owners can and do contract away their right to an 
injunction when it is efficient for them to do so, which supports Merges ' preference for 
property over liability rules in IP cases; c.f. MA. Lemley, Contracting Around Liability Rules 
(2011) Stanford Law and Economics Olin Working Paper No. 415 (SSRN eLibrary) 
<http://ssrn.com/paper=l910284>. Lemley argued that parties contract around liability rules 
as well as property rules, which is argued to by Lemley to undermine the major premise in 
Merges ' argument that IP rights must be protected by property rules . 
738 DA. Crane, 'Intellectual Liability' (2009) 88 Texas L. Rev. 253. 

149 



as a class prefer property rules to liability rules as property rules give 
control to the IP owners to set the terms and fees for any license, 
whereas licensing under liability rules are determined by the relevant 
access regime. The right to exclude provides a ' hold-up' power in 
that the IP owner may refuse-to-license the IP except on terms 
acceptable to the IP owner, although this 'hold-up ' power is not 
necessarily market power as understood in the analysis of anti-
competitive conduct. 

In relation to 'hold-up ' power, Crane noted that it increases the 
ability of an IP owner to extract a ' reward ' and creates a social 
cost. 739 Crane goes on to comment that the argument for the 
management of IP through liability rules is driven by the potential 
for 'hold-up' power that can exist in certain circumstances. Crane 
concluded that in relation to IP, 'there is no a priori reason to prefer 
either property rules or liability rules ... The optimal solution is the 
inclusion of those rights that grant just enough reward to induce the 
inventive or creative activity at the lowest social cost possible. 
Sometimes, such a bundle will include the right to exclude and 
sometimes it will not.' 740 There are scholars that argue against the 
shift between the two poles of property rules towards liability rules. 

Whether such a shift towards liability rules leads to increased 
competition and access is questioned by Kieff (20 11 ), who argued 
that using liability rules only does not necessarily result in an 
optimum deal making process and liability rules may actually foster 
anti-competitive dealings between large finns, such as in the 

74' arrangement of patent pools. 1 Golden (2009) comments that 
Crane's model of using liability rules to manage the social costs 
arising from situations in which IP produces ' hold-up' power, fails to 
provide adequate guidance as to how liability rules measure the 
appropriate level of incentive to induce innovation and creativity. 742 

:
39 Ibid. Crane described. market p.ower as being describing the situation in which 'a seller is 

able to deviate significantly from marginal cost pricing because buyers cannot readily turn to 
substitutes for the seller 's goods.' At f/n 94, Crane noted the difference between Ricardian 
rents and market power; with Ricardian rents existing 'when intellectual property confers a 
cost advantage in production but the IPR holder sells its products into a competitive market '. 
Referring to Ariel Katz, Making Sense of Nonsense: Intellectual Property, Antitrust, and 
Market Power, (2007) 49 Ariz. L. Rev. 837, 687-89. 
74° Crane, ibid. 299. See also 272, where Crane discussed Louis Kaplow, The Patent-
Antitrust Intersection: A Reappraisal, (1984) 97 Harvard L. Rev. 1813 , 1831-34. 
741 Kieff, comments that ' liability rules actually help large established firms to coordinate 
with each other in an anticompetitive fashion to keep out market entrants" and "the only 
films well positioned to mitigate the transaction inhibiting effects of these new contract law 
rules are those large firms that can use a strategy of swapping large portfolios of patent 
licenses, thereby further enhancing their ability to coordinate with each other to keep out 
market challengers.' Ibid. 36 & 37. 
742 JM. Golden, 'Intellectual Liability in Context' (20 1 0) 88 Texas L. Rev. 211-219. Golden 
comments that ' [a} basic limitation of Crane's bottom line is its relative lack of guidance 
regarding (1) how we are to calculate the amount that represents 'just enough reward to 
induce ... inventive or creative activity, ' and (2) whether satisfaction of such a reward 
theory for IP will simultaneously fulfil forward-looking interests in spurring, facilitating, and 
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While liability rules, in the form of access regimes, are considered in 
this thesis, the analysis of refusal-to-license IP in Part II (Chapter 5 
to 7) of this thesis focuses on the application of property rules to IP -
that is, IPRs having an essentially negative role to exclude others 
from the use of the IPRs without the permission of the IP owner. 743 

That IPRs are exclusive rights rather than providing a full bundle of 
ownership rights can be identified in U.S. cases. 744 The same 
approach exists in the English courts . In the Inter Lotto case,745 

Laddie J referred to Cornish (1996) as identifying that IPRs in 
general are essentially negative (creating rights to exclude) rather 
than being positive entitlements (creating rights to use) and that 
' [t} his is true across the whole field of intellectual property' .746 In 
addition to arguing that IPRs are essentially negative in their effect 
rather than being positive entitlements Cornish (1996) also argued 
that the exercise of IPRs are subject to limits determine by public 
law or p ublic liabilities'. 747 In regard to the impact of public 
liabilities on the exercise of IPRs, the High Court in the Ice TV case 
noted that the Copyright Act 'operates in the general legal milieu' 748 

and that the Act 'also may have to be read with Pt IV of the Trade 
Practices Act 1974 (Cth)'. 749 The consequence is that IPRs provide 

coordinating the f urther development and commercialization of already-created patented or 
patentable technology.' 212. 
743 W. Cornish, Intellectual Property (3rd ed, 1996). Cornish described IPRs as being, 'rights 
to stop others doing certain things - rights in other words to stop pirates, counterfeiters, 
imitators and even in some cases third parties who have independentzv reached the same 
ideas, from exploiting them VI ithout the licence of the rightowner.' ~l l-04. In relation to 
patents Cornish noted that existence of the patent rights is not a pre-condition to the 
commercialisation of an invention, in that '[t} he rightowner does not need the right in order 
to exploit a market for its goods or services~· a patent is not a pre-condition to exploiting 
one's own invention.' ~1-04. 
744 In relation to 17 U.S .C., Judge Denise Cote sated that '[t] he Copyright Act does not give a 
copyright owner control over all uses of his work, but instead grants ''exclusive' rights to use 
and to authorize the use of his work" in the specific ways enumerated in the statute'. In re 
Application of Cell co Partnership albia Verizon Wireless: US vAS CAP, 663 F. Supp. 2d 363 
(S.D.N.Y. 2009). Citing Sony Corp. of Am. v Universal City Studios, Inc., 464 US 417,432-
33 (1984). 
745 Inter Lotto (UK) Ltd v Camelot Group plc [2003] EWHC 1256 (Ch). 
746 Ibid. [35] . Referring to W. Cornish, Intellectual Property (3rd ed, 1996). ~1-04 . Laddie J 
goes on to state: 'The exclusive rights given in a copyright work do not mean that the owner 
of that copyright is entitled to use his work even though it infringes some prior author's 
rights. Similarly in the field of patents, it has never been the law that the owner of an 
improvement patent has an entitlement to use his invention even in breach of the prior patent 
in respect of which his invention is an improvement ..... Furthermore, how far does this 
entitlement go? Does it allow the owner of a statutory intellectual property right to over-ride 
public health laws, the law of libel and so on?'[37]. 
747 Ibid. ~ 1-04 . In Australia the exclusive rights in works are stated ins. 31 Copyright Act 
1968 (Cth) and the exclusive rights in patents are stated ins. 13 (1 ) Patents Act 1990 (Cth) . 
748 Ice TV P/L v Nine Network Australia PIL (2009) 239 CLR 458 ; 80 IPR 451 ; [2009] HCA 
14. [163] . 
749 Ibid. [ 164]. 

151 



exclusive (essentially negative) rights that may need to be considered 
in a wider legal context in which there may be conflicting rights or 
duties that impact on the exercise of the IPRs. 

The nature of IPRs as being essentially rights to exclude also directs 
attention to the scope of the relevant IPR. An early Australian 
example of addressing the scope of the grant of a patent is provided 
by Walker v Alemite (1933),750 in which a key element of the factual 
basis for that decision of the High Court was that the appellant had 
designed around key features of the respondent's patent. The judge 
at first instance held that the variations in design amounted to no 
more than the adoption of mechanical equivalents so that the 
appellant' s product was a colourable imitation of the patented article. 
The High Court allowed the appeal with Dixon J identifying that the 
focus must be on identifying scope of the patent as described in the 
patent specifications, and that '[t} he intention of the appellant to take 
advantage of the narrowness of the monopoly is, of course, 
immaterial.' 751 Walker v Alemite considers the rationale for the 
common law position in relation to the participation in infringement 
or contributory infringement of a patent, which is now covered in by 
s. 11 7 of the Patents Act. Dixon J explained the common law 
position as being 'whatever is not included in the monopoly granted 
is publici juris and may be freely used as of common right. ' 752 Dixon 
J appears to reinforce the importance of delineating the IPRs to 
establish the boundary with the residual 'common right', so that 
when the scope of a patent is defined, what is outside the scope of 
the patent is part of the public domain. The delineation of the scope 
of a patent, and the right to repair a patented product, opens up a 
business opportunity for repairers to compete with the patent holder 
to provide repair services, 753 with the question being asked to 
determine infringement being whether the defendant 'made' a 
patented product in the guise of carrying out repairs. 754 

750 Walker v Alemite Corporation (1933) 49 CLR 643; [1933] HCA 39. 
751 Ibid. 658 . 
752 Ibid. In Walker v Alemite it is important to separate the discussion of the scope of the 
patent, and issues of infringement of that patent, from the discussion of what amounts to the 
participation in infringement or contributory infringement of a patent, which is now covered 
by s. 117 of the Patents Act 1990 (Cth) . 
753 Section 13 (1) Patents Act 1990 (Cth) states: 'Subject to this Act, a patent gives the 
patentee the exclusive rights, during the term of the patent, to exploit the invention and to 
authorise another person to exploit the invention '; the definition of 'exploit' in Schedule 1 
reflects the case law that has developed in from the previous wording of the exclusive rights -
to 'make, use, exercise and vend the invention ' . 
754 The test whether the defendant ' made ' a patented product in the guise of carry out repairs 
as to repair patented products is confirmed in United Wire Ltd v Screen Repair Services 
(Scotland) Ltd [2000] 4 AllER 351; (2000) RPC 439 ; [2000] UKHL 42 . Applied in Schutz 
(UK) Ltd v Werit UK Ltd [2010] Bus LR 1244; [2010] EWHC 660 (Pat). Decision upheld in 
Schutz (UK) Ltd v Werit UK Ltd [2011] EWCA Civ 303 (29 March 2011). Bodkin argued 
that the United Wire case would be applied in Australia; see C. Bodkin, Patent Law in 
Australia (2008). [9650]. 
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5. Do IPRs deserve different treatment to other forms of property? 

There are conflicting views among scholars as to whether the IPR 
regimes create monopoly structures. Lessig (2001) argued that the 
exclusive rights created by IPRs result in monopolies. 755 In response 
to Lessig, Gans, Williams & Briggs (2004) 756 argue that against 
there being a binary choice and that the 'exclusive 
rights' /'monopoly' classification does not result in a meaningful 
analysis of the economic consequences of creating IPRs.757 A 
number of other scholars argue against IPRs creating monopolies 
with Kitch (2000) 758 commenting that in an economic sense 'it seem 
likely all trade marks, most all copyrights and most patents are not 
monopolies' .759 Gans et al. identify that the exclusive rights provided 
by copyright law do not prevent close substitutes emerging - what 
copyright prevents is the copying or unauthorised adaptation of the 
copyright work or material. The limited nature of the exclusive rights 
provided by copyright or the limited 'monopoly' provided by patent 
law can be accepted as being within the boundaries of the utilitarian 
justification for IPRs; Drexel et al. (2006) 760 share the view that 
patents, prevent imitation but encourage competition by 
substitution. 761 

The Chicago school analysis of copyright is provided by the opinion 
of Judge Posner and Judge Easterbrook in Saturday Evening Post v 
Rumbles eat, 762 in which they described copyright as a legal 
monopoly rather than an economic monopoly as copyright does not 
prevent independent creation, it therefore does not prevent the 
creation of close substitutes of the copyright tnaterial, as stated by 
the ih Circuit: 

755 L. Lessig, The Future of Idea , (2001). 280, f/n 24. 
756 JS. Gans, P. William and D. Briggs, 'Intellectual Property Rights: a Grant of Monopoly 
or an Aid to Competition' (2004) 37(4) Australian Economic Review 436-445 . 
757 Ibid. 436. 
758 EW. Kitch, 'Elementary and Persistent Errors in the Economic Analysis of Intellectual 
Property' (2000) 53(6) Vanderbilt L. Rev. 1727-41. 
759 Ibid. 
760 J. Drexl et al. , 'Comments on the D. G. Competition Discussion Paper of December 2005 
on the Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) Int'l. Rev. of Industrial 
Property and Copyright Law(!.!. C) 588-572 . 
761 Ibid. Drexl et al. described patents as only granting ''legal exclusivity' to the extent that it 
excludes imitation. But it does not necessarily result in an economic monopoly. In a given 
case, different products that may be protected by patents can each compete in the same 
market. Even a patent that results in a market-domination position today may be thrown from 
the throne tomorrow by a patent for a more innovative product. In this view, undertakings 
investing in innovation protected by patents often compete for' the market, and not 
necessarily in a given market.' 5 61. 
762 Saturday Evening Post Co. v Rumbleseat Press, Inc, 816 F. 2d 1191 (7th Cir. 1987). 
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'[A} copyright, even more than a patent, is a legal rather 
than necessarily an economic monopoly. It forbids copying 
the copyright work without the copyright holder's permission, 
but it does not forbid the making of close substitutes. So long 
as the second comer creates a work that is not substantially 
similar to the copyright features of the first work, there is no 
infringement. ' 763 

There are three approaches to the nature of the 'property interest' 
that exists in intellectual property when compared to other form of 
property: 

(1) Intellectual property is a monopoly - See Lessig (200 1) 764 and 
Boldrin & Levine (2008). 765 The implication being that the 
property interests should be narrowly defined so as to reduce 
the anti-competitive effect of the IPRs; 

(2) Intellectual property should be treated the same as tangible 
property - however the application of economic theory to IP 
can maintain the balance between the grant of exclusive rights 
as incentive to create and the possible negative social welfare 
implications of the grant of those exclusive rights. The 
expression of this approach has evolved over time, see 
Easterbrook (1990)766 and Gans (2004);767 and 

(3) Intellectual property is different to other forms of property and 
should be treated differently, as argued in the submission of 
the Australian Copyright Council to the Ergas Cmnmittee. 768 

This thesis argues that the 2nd is the preferred categorisation of IP as 
the question of whether IPRs create a monopoly in any instance 
should be identifiable by empirical analysis of the nature and degree 
of substitution of the product (the subject of the IPRs) and any other 
product that may be a close substitute; only if there are no close 
substitutes for the product (which is the subject of IP) is it correct (in 
an economic sense) to classify the IPRs being considered as creating 

·a ~rrioriop.oly ' . · 

The Ergas Committee identified the social and economic role of 
IPRs as being to promote innovation, with the Ergas Committee 
acknowledging that the exercise of those statutory rights may well 

763 Ibid. [22]. 
764 L. Lessig, The Future of Ideas (200 1). 
765 M. Boldrin and DK. Levine, Against Intellectual Monopoly (2008). 
766 FH. Easterbrook, 'Intellectual Property is Still Property' ( 1990) 13 ( l) Harvard J L. and 
Public Policy 108-18. 
767 JS. Gans, P. Williams and D. Briggs, 'Intellectual Property Rights: a Grant of Monopoly 
or an Aid to Competition' (2004) 37(4) Australian Economic Review 436-445 . 
768 Australian Copyright Council, Submission to the Intellectual Property and Competition 
Review Committee (IPCRC): Effects on competition of Australia's intellectual property laws 
(17 December 1999) Australian Copyright Council <http://www.copyright.org.au/news-and-
policy/> at 1 December 2010. 
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involve the exclusion of others from what is the subject matter of the 
grant of rights. The Ergas Committee proposed a 'scope of rights' 
limitation to the intellectual property, to the extent that: 

'[T} hese rights should not be capable of being used to go 
beyond the market power those rights directly confer. That 
is the right holder should not be allowed to extend the 
statutory right into a wider right of exclusion with the effect 
of substantially lessening competition. ' (emphasis in 

. . 1)769 ongtna 

Humpe & Ritter (2005) 770 stated the arguments for and against 
treating IPRs in a different way to physical property in relation to 
refusal-to-license IPRs, the arguments for a stricter legal test 
applicable to IPRs being: 

'(a) intrusion into IPRs is inconsistent with the nature of 
these rights; (b) IPRs are more valuable than rights in 
physical property because they incorporate moral rights; (c) 
IPRs are more vulnerable to replication/free-riding than 
rights in physical property; (d) the exclusive right over IP is 
only for a limited, carefully calibrated duration and therefore 
compulsory licensing would upset that delicate calculation; 
(e) Article 82 should not be used as a repair mechanism for 
allegedly flawed IPRs; and (f) compulsory licensing of IPRs 

ldd . . . . ,77! wou ampen znnovatzon zncentzves. 

Humpe & Ritter argued that none of these arguments are convincing 
and that the better view is that IPRs should be treated on the san1e 
basis as physical property in the analysis of a refusal-to-dea1.772 

Humpe & Ritter argued that to confer immunity of IPRs due to their 
litnited scope and duration would be inappropriate as the trade-off 
between the exclusion of competition and the incentive to innovate is 
reflected in the scope and duration of the IPRs. The argutnent that 
exposing IPRs to competition law analysis would ' upset that delicate 
balance', in the opinion ofHumpe & Ritter, overstated the ' value' of 
the underlying investtnent in the IP as '[t} he trade-off that is 
achieved by IP Rs is this largely indiscriminate and perhaps more 
theoretical than real, with the result that a particular IPR can afford 
a degree of protection which is out of proportion with the initial 
investment that is required. ' 773 Therefore degree of protection that 

769 Ergas Report, ibid. 11. 
77° C. Humpe and C. Ritter, 'Refusal to Dear (July 2005) GCLC Research Paper on Article 
82. 142-147. 
771 Humpe & Ritter, ibid. 143 (citations omitted). The Lisbon Treaty renumbers Article 82 as 
Article 102. 
772 Ibid. 142-147. See also C. Ritter, 'Refusal to Deal and 'Essential Facilities ': Does 
Intellectual Property Require Special Deference Compared to Tangible Property?' (2005) 
28(3) World Competition 281. 
773 Humpe & Ritter, ibid. 144. 

155 



the IP owner achieves will be determined by the ability of others to 
innovate around a patent or create copyright works that carry out the 
same function of the work controlled by the IP owner but do not 
substantially reproduce the 'expression' of the work and the value 
realised from the IP will be substantially determined by whether 
there are substitutes for the IP product or service. 774 

6. The tension between IPRs and competition law 

There is now a consensus that IPRs and competition law have the 
common goal of encouraging innovation and creation for the 
ultimate benefit of society - they are 'two sides of the same coin'. 775 

However tensions exist between the goals to be achieved through the 
application of competition policy and IPR policy. As well, it is 
important to note the different policy goals that exist within each 
category of IP. Landrigan (2008) 776 noted that IPRs are not a 
homogeneous set of rights so that competition policy related to IPRs 
should differentiate between the different types of IPRs and 'the 
way these are used and where they are used'777 as the application of 
IPRs 'may have different competitive effects depending on the kind 
of IP (and product) involved.' 778 There are tensions created between 
IP policy and competition because each area operates with different 
policy instruments. Menell & Scotchmer (2007) 779 described IP 
policy as being 'an interrelated set of policy levers ' . 780 These policy 
levers operate in different ways when considering patent, copyright 
and trade secret law. These policy levers are applied through 
different modes of IP protection such as the threshold requiretnents 
for the existence of the IPRs and other rules and doctrines that 
describe the scope of the IPRs in respect of patents, copyright and 
trade secrets 781 and trade marks. 782 

774 DA. Crane, 'Intellectual Liability' (2009) 88 Texas L. Rev. 253. Crane referred to market 
power as describing the situation in which 'a seller is able to deviate significantly from 
marginal cost pricing because buyers cannot readily turn to substitutes for the seller 's 
goods.' Crane noted the difference between Ricardian rents and market power; with 
Ricardian rents existing 'when intellectual property confers a cost advantage in production 
but the IPR holder sells its products into a competitive market'. fin 94, referring to Ariel 
Katz, Making Sense of Nonsense: Intellectual Property, Antitrust, and Market Power, (2007) 
49 Ariz. L. Rev. 837, 687-89. 
775 See Chapter 1, Section 3. 
776 M. Landrigan, 'Competition v intellectual property: Uneasy allies or natural adversaries?' 
(2008) 16 Trade Practices L. J 116-131. 
777 Ibid. 118. 
778 Ibid. 
779 PS. Menell and S. Scotchmer, 'Intellectual Property' in AM. Polinsky and S. Shavell (eds), 
Handbook of Law and Economics (2007) vol 2. (Elsevier). 
780 Ibid. 1479. 
78 1 Ibid. 1480-82. 
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The tension between IP policy and competition policy is recognised 
by Spassova (2005), 783 who noted 'the conceptual conflict between 
IPRs and antitrust law. Patents, trade mark, copyright etc. convey 
market power to the firms who own them; antitrust policy constrains 
their use. Therefore, any prescription about antitrust policies must 
seek a balance on the razor edge of this contradiction. ' 784 The 
tension between IP policy and competition policy plays out across a 
number of elements that exist in a state of potential conflict: 
enhancing the protection of property matched against enhancing 
competition; exclusion from productive assets matched against 
access to productive assets, and private property rights in productive 
assets matched against public benefits derived from the public 
domain.785 

Apostolopoulos (2006) 786 referred to the tension that exists between 
competition policy and IP policy and between dynamic efficiency 
and allocative inefficiency. 787 In relation to public policy, 
Apostolopoulos comments that: 

'The public policy behind antitrust seeks to ensure that 
economic power is adequately dispersed among competitors. 
Copyright policy, therefore suggests that temporary and 
limited restraints of trade that spur dynamic efficiency are 
preferable to perfect competition and static efficiency, 
because without the incentive to innovate that is created by 
the potential for monopoly profits, longer-run consumer 
welfare may be undermined.' 788 

The tension between dynamic efficiency and allocative inefficiency 
exists because dynamic efficiency is achieved through the grant of 
IPRs which requires an incentive to make the investment in the R&D 
to create and innovate, while allocative inefficiency is the result of 
owners of IPRs being able to price goods and services above 
marginal cost and control the level of output. 

A point of tension between IP policy and competition policy is that 

782 Ibid. 1539-40. 
783 V. Spassova, 'What Kind of Competition Policy for Highly Innovative Markets with 
Network Effects?' (Paper presented at the A New Deal for the New Economy? Global and 
Local Developments, and New Institutional Arrangements- EAEPE 2005 Conference, 
Bremen, Germany, 10-12 November 2005) <http://junon.u-
3mrs.fr/afa1 Ow21 /rech/r _DR/DR_ 27 _ 0506 _ Spassova.pdf>. 
784 Ibid. 5. 
785 RJR. Peritz, 'Competition policy and its implications for intellectual property rights in the 
United States' inS. Anderman (ed), The Interface Between Intellectual Property Rights and 
Competition Policy (2007) 125-224. (Cambridge University Press). 
786 H. Apostolopoulos, 'The Copyright Misuse Doctrine on Computer Software: A Redundant 
Doctrine of U.S. Copyright Law or a Necessary Addition to E. U. Copyright Law?' (2006) 
24(4) John Marshall J. of Computer and Information Law 571-609. 
787 Ibid. 582-583. 
788 Ibid. 
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the exercise of the exclusive rights may impact on the efficiency in 
the marketplace with the IPRs allowing the owner to price the goods 
or services above marginal cost. Arezzo (2006) 789 described social 
welfare as having nuanced meanings in that the IP regimes are not 
intended to protect consumers by ensuring low prices for IP products 
as the IP regimes allow the IP owners to price above marginal 
cost. 790 The extent to which consumers can substitute products will 
influence the level to which the IP owner can price IP products 
above marginal cost, with Katz (2006) attributing the ability of IP 
owners to price above marginal costs as being due to the reality that 
rarely does a firm face a perfectly competitive market. 79 1 The 
potential for profit also acts as an incentive to invest in innovation 
and creativity so that in relation to IP policy, the social welfare is 
advanced in the long run through innovation resulting in a greater 
quality of products and services available to consumers. 792 

An alternative way of describing the tension between IP policy and 
competition policy is provide by Peritz (2007) 793 who described the 
tension between competition law and IP law as being that that 
competition law 'permits some exclusionary strategies and 
intellectual property fosters some competition.' 794 A source of the 
tension is that IP policy and competition policy appear to operate on 
different time frames with IPRs operating on a longer time frame -
that of the term of the IPR - after which the IP falls into the public 
domain, where it exists for the benefit of all. In contrast competition 
policy tends to operate on a shorter time frame, that of the existing 
market and a long time frame that encompasses how the market may 
operate, with or without, the behaviour that is being analysed as 
being anti-cotnpetitive. The structure of the IP regimes leaves the 
social welfare benefits to be assessed over the life of IPRs, whereas 
competition policy, in focusing on market behaviour, tends to 
operate in shorter time-frames in which the concepts of allocative 
efficiency (static efficiency) and productive efficiency are used to 

_ asse~s the best available allocation of resources for the purpose of 

789 E. Arezzo, 'Intellectual Property Rights at the Crossroad between Monopolization and 
Abuse of Dominant Position: American and European Perspectives Compared' (2006) 24(3) 
John Marshall J of Computer and Information Law 455-506. 
790 Ibid. 504. 
791 A. Katz, 'Making Sense of Nonsense: Intellectual Property, Antitrust, and Market Power' 
(2007) 49( 4) Arizona L. Rev. 83 7-909. Katz comments that ' [ u} nless a firm faces p erfect 
competition, which JP law often prevents, when its marginal cost is very low, the firm can set 
the price far above marginal cost even when the demand for its product is not highly 
inelastic. This means that even if the goods are only slightly differentiated, prices will be set 
substantially above marginal cost. ' 857. 
792 See also L. Zhang, 'Refusal to Licence Intellectual Property Rights Under Article 82 EC in 
Light of Standardisation Context' [20 1 0] 8 EIPR 402-411. 
793 RJR. Peritz, 'Competition policy and its implications for intellectual property rights in the 
United States' inS. Anderman (ed), The Interface Between Intellectual Property Rights and 
Competition Policy (2007) 125-224. (Cambridge University Press). 
794 Ibid. 
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determining whether the relevant market is efficient and therefore 
competitive. The tension that results from the different timeframes 
with which IP policy and competition policy operates is described by 
Tucker (1999) as being that: 

'[C) ompetition law strives to maintain a consistently 
competitive market whilst intellectual property law is content 
to allow mild distortions in market conditions to realise long 
term benefits. Thus, despite the common goal, intellectual 
property law's mode of achieving market efficiencies is 
antithetical to competition law's view of acceptable 
behaviour. It is this ideological impasse that produces 
tension.' 795 

The contradiction inherent in IP policy is described by Easterbrook 
(1990) 796 as being that on the one side are the benefits to society 
gained from innovation, and on the other side with monopoly being 
the other side - the 'dark side of the Force'. However Easterbrook 
noted that while a patent allows the patent holder to control the 
output of the patented product, which creates a 'short-term loss in 
a/locative efficiency', ·with the corresponding ability to control price, 
which results in a transfer of wealth. Easterbrook described the 
patent and copyright regimes as providing a 'rough balance' in 
answer to the vital question whether the long-tun gains provided by 
the patent and copyright regimes outweigh the short-run efficiency 
losses that are the result of the IP owner being able to price in excess 
of marginal cost due to their ability to enforce the IPRs and control 
access to the goods or services that contain the IP. 797 Easterbrook 
approaches the argument by identifying the ability of the patent 
holder to set the price, in excess of the marginal cost of producing 
the product incorporating the IP. While there is an apparent short 
term 'allocati ve loss' created by the IPRs, Easterbrook comments 
that in relation to price setting, the patent holder will be constrained 
by any substitute products that rnay exist in the market. 

The effect of IPRs of limiting competition by 'imitation' is argued 
by Drexel et a!. (2006) 798 to cause a loss of allocative efficiency as 
rivals cannot just imitate the market leader; however the inability to 

795 P. Tucker, 'Refusal to License Intellectual Property Rights and l'vfisuse of Market Power -
Where is the Line in the Sand?' (1999) 10(2) Australian Intellectual PropertyJournal78-90. 
79-80. 
796 FH. Easterbrook, 'Intellectual Property is Still Property' (1990) 13(1) Harvard J L. and 
Public Policy 108-18. 
797 Ibid. The nature of the rough balance is described by Easterbrook as being that '[t] he 
tradeoff is not monopoly versus competition, or protection in exchange for disclosure. It is 
dynamic gains in exchange for a !locative losses. The lure of extra return induces extra 
invention-valuable invention, too, because unless an idea is better than the next-best way of 
doing things, there won't be a reward.' 
798 J. Drexl et al., 'Comments on the D. G. Competition Discussion Paper of December 2005 
on the Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) Int'l. Rev. of Industrial 
Property and Copyright Law (11C) 588-572. 
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imitate may spur rival firms into R&D to find new products or 
improve existing products so as to compete with the market leader so 
that ' such exclusion triggers competition 'by substitution ' for better, 
more innovative products - and thereby promotes dynamic 
efficiency.' 799 The high profits achieved by the market leader can 
also provide an incentive for the market leader to continue to 
innovate in order to maintain and increase its market share. As well, 
rival firms have an incentive to invest in R&D in order to take 
market share and profits away from the market leader. 

7. Conclusions as to the rationale of IPRs 

The 20th century has seen the development of digital technologies 
that have the tendency to attenuate the economic value of the 
intellectual property as the digital IP can be easily copied and shared 
through the internet. This attribute of IP is a consequence of it 
having characteristics of a ' public goods ' of being non-rivalrous800 

and non-excludable. 801 When the IP exists in a tangible product the 
owners of the IP is better able to police the opportunities for others 
to replicate the physical commodity, whereas the digitisation and the 
operation of the web makes it difficult for IP owners to limit copying 
of digital files. Ginsburg (2009)802 comments that '[flor some 
observers, the weakening of copyright control is the necessary price 
to pay for technological advancement. For others, author's ability to 
maintain exclusive rights remains a cornerstone of any copyright 

. d d d ,.( l . . ,803 system as zt a apts to accommo ate new mo es o1 exp oztatzon. 
Digitisation therefore provides both opportunities and threats to 
creators and innovators. 

The contemporary 'vision' for each IP regime can be seen as the 
expression of innovation policy that Andersen (2006)804 identified as 
being based upon a consensus or belief of the IP industries, national 

799 Ibid. See also A. Katz, 'Substitution and Schumpeterian Effects over the Life Cycle of 
Copyrighted Works' (2009) 49(2) Jurimetrics J 113-153. 
800 i.e. one person's consumption of the good does not reduce the amount of the good 
available for consumption by others. 
801 i.e., it is difficult or impossible to exclude anyone from consuming the good. 
802 JC. Ginsburg, 'Copyright control v compensation: the prospects for exclusive rights after 
Grokster and Kazaa' in A Strowel (ed), Peer-to-Peer File Sharing and Secondary Liability 
in Copyright Law (2009) 110-123. (Edward Elgar). 
803 lbid. 110. For the weakening of copyright control; see Lawrence Lessig (2004), Free 
Culture: How Big Media Uses Technology and the Law to Lock Down Culture and Control 
Creativity. For the author's ability to maintain exclusive rights; see Stacey Dogan (2003), 
'Code Versus the Common Law', 2 Journal of Telecommunications & High Technology Law 
73; Jane C. Ginsburg (2001), 'Copyright and Control Over New Techno logies of 
Dissemination', 10 1 Colum. L. Rev. 1613. 
804 B. Andersen, 'If 'Intellectual Property Rights' is the answer, what is the question? 
Revisiting the Patent controversies' in B Andersen ( ed) , Intellectual Property Rights (2006) 
109-147. (Edward Elgar). 
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governments and international agencies that the 'increased 
privatization and recognition of the intellectual capital and 
knowledge-based assets of firms will better enable them to capture 
the value from their productive based assets'. 805 However Andersen 
argued that such a 'vision' of the intended outcome of innovation 
policy neither provides clear objectives for the IP regimes nor does it 
state the social and economic effects of innovation policy. 806 The 
conclusion that Andersen draws from this analysis is that 'IPR 
systems are not neutral,· they set the rules of the game in which 
individuals and organizations interact, and in which corporate 
leaders and stakeholders are shaped and technology trajectories 
selected or reinforced. ' 807 IP regimes have undergone an 
expansionary phase in the late 20th century with the disruptive nature 
of digital technologies being a driver of this expansion due to the 
attenuation of IP rights, due to the ease of duplication and 
transmission of copyright material. 808 There are other possible 
drivers for the expansion of IPRs including regulatory capture of the 
institutions that have a role in defining the IP regimes, 809 with the 
expansion of the IP regimes having the potential to be counter-
productive in that an expansion the copyright or patent regimes may 
actually inhibit creativity or innovation.810 

Hovenkamp (2009)8 I I also warns that the prospect of innovation 
should not be confused with the scope of the IP laws as ' both the 
Patent Act and the Copyright Act have produced bloated regulatory 
regimes that probably serve to undermine innovation as often as they 
promote it, and almost certainly do more damage to the innovation 
process than the antitrust laws themselves do. ' 812 The empirical 
research as to the correlation between patent protection and research 
and development activities concludes that the link is very weak for 
most industries except pharmaceutical and chemical industries. 813 

805 Ibid. 110. 
806 Ibid. Andersen argued that what is needed is firstly 'to address the question to which IPR 
systems supposedly provide the answer. Secondzy, we need to assess whether the IPR really is 
the best instrument for our political (that is, social and economic) objectives.' 
807 Ibid. 139. 
808 See Chapter 1, Section 5. 
809 See Chapter 2, Section 4(a). 
8 10 See Chapter 2, Section 4(b) . 
811 HJ. Hovenkamp, 'Schumpeterian Competition and Antitrust' (2008) Competion Policy 
Int'l. 273. 
812 Ibid. 4. See also C. Bohannan and HJ. Hovenkamp, IP and Antitrust: Errands into the 
Wilderness (4 September 2009) U. Iowa Legal Studies Research Paper No. 09-16 (SSRN 
eLibrary) <http://ssrn.com/abstract=l377382>. HJ. Hovenkamp, 'Patents, Property and 
Competition Policy' (1 April2009)(U Iowa Legal Studies Research Paper No. 09-05) J. of 
Corporate Law. 
8 13 FM. Scherer, 'Outline of FTC Testimony' (Paper presented at the Hearings on Global and 
Innovation-Based Competition Before the FTC, November 29, 1995) 
<http ://www.ftc.gov/opp/global/scherer.shtm>. Surveys undertaken by Scherer produced the 
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The specific attributes of pharmaceutical and chemical industries are 
that they incur high costs of bringing any products to commercial 
release that have a human, animal or agricultural application. 

Access and exclusion are the two key themes in the IP debate. The 
expansion of copyright through the extension of the term of 
copyright and the expansion of exclusive rights directs attention to 
the balancing of exclusive rights (to facilitate innovation by 
providing the incentive to innovate) and access to intellectual 
resources in order to facilitate participation by others so that the 
intellectual resources are productively applied in society. 814 

Frischman & Waller (2008)815 referred to the debate over access and 
exclusion of resources and note that the debate encompasses the 
social welfare benefits and disadvantages arising from the moves to 
expand property rights81 6 and that this debate is 'a central, persistent 
feature of intellectual property law'. 81 7 The justification for IPRs can 
been explained in economic terms as providing the incentive to 
invest in creativity and innovation. The copyright debate as to access 
and exclusion extends beyond copyright with the potential 
application of antitrust/competition statutes to the exercise of 
copyright. Within the copyright area there is the internal debate as to 
the boundaries of copyright - to distinguish between an act which is 
an infringement of copyright, a fair use I fair dealing in the 
copyright, or an act which is in the public domain - that is, outside 
the boundaries of copyright. 

To reflect on the central argument presented in this thesis,818 the 
empirical evidence does not support the proposition that the forced 
sharing of IPRs has a limited impact on the incentive to invest in 
R&D as the grant of IPRs is only one factor in how firms capture the 
return from innovation. The exclusionary function of IPRs does 
provide a mechanism for the owners of IPRs to prevent direct 
imitation of their innovation, although the scope of the IPRs may 

result that 'Seven of91 respondents ranked patent protection first or second of five factors in 
R&D investments,· most ranked last,· most emphasized necessity of remaining competitive, 
desire for efficient production, desire to expand and diversify sales.' 
814 RC. Dreyfuss, DL. Zimmerman and H. First (eds), Expanding the Boundaries of 
Intellectual Property: Innovation Policy for the Knowledge Society (200 1 ). L. Lessig, The 
Future of Ideas (200 1 ). 
815 BM. Frischmann and SW. Waller, 'Revitalizing Essential Facilities' (2008) 75(1) Antitrust 
L. J. 1-65 . 
816 Ibid. Frischman & Waller described this as a movement to 'propertize, privatize, and 
deregulate legal regimes under a variety of rationales all connected with maximizing wealth , 
supporting price discrimination, promoting allocative efficiencies, and internalizing 
externalities.' 1. 
817 Ibid. 2. 
818 That while there is an apparent consensus of opinion that IP law and competition law 
share the same purpose of enhancing social welfare, there is significant divergence in opinion 
as to the optimum criteria or analytical tools that should be applied so as to identify whether a 
forced sharing ofiPRs will advance or inhibit innovation with a corresponding effect on 
social welfare. 
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still allow a competitor to invent around a patent or create a 
competing work without copying the ' expression' of the original 
work. Humpe & Ritter (2005) note the limited circumstances in 
which firms may become subject to a duty-to-deal, with empirical 
evidence suggesting that competition law intervention does not have 
a material effect on business decisions to invest in IP development or 
in relation to the incentives to innovate. 8 19 Thus, it is an 
overstatement to assert that ' a compulsory licence will always 
discourage investment in innovation. ' 820 Because of the weak 
correlation between patent protection and research and development 
activities Lao (1999) argued that imposing a limited duty-to-deal in 
patented products is unlikely to impact on the incentive to innovation 
and may actually enhance innovation through the competition that 
flows from enforcing a duty-to-deal. 821 

819 C. Humpe and C. Ritter, 'Refusal to Deal' (July 2005) GCLC Research Paper on Article 
82. 146. Citing inter alia, D. Melamed and AM. Stoeppelwerth, 'The CSU Case: Facts, 
Formalism and the Intersection of Antitrust and Intellectual Property Law' (2002) 10 George 
Mason L. Rev. 407. 422; DF. Turner, 'Basic Principles in Formulating Antitrust and Misuse 
Constraints on the Exploitation of Intellectual Property' (1984) 53 Antitrust L. J 485. 489; S. 
Genevaz, 'Against immunity for unilateral refusals to deal in intellectual property: Why 
antitrust law should not distinguish between IP and other property rights' (2004) 19(2) 
Berkeley Tech. L. J 741-784. 
820 Humpe & Ritter, ibid. 146 (emphasis in original). 
82 1 M. Lao, 'Unilateral Refusals to Sell or License Intellectual Property and the Antitrust 
Duty to Deal' (1999) 9 Cornell J. of Law and Public Policy 193 . 
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Chapter 4: Competition policy in the digital 
environment 

Competition policy is informed by economic theory, although there 
are competing theories and schools of thought as to how economics 
can be applied to understand business strategies of firms . The 
limitations of economics as a social science is discussed earlier in 
this thesis, 822 and can be summarised as being the result of 
economics consisting of a number of theories, some complementary 
and some contradictory, with the mechanism for decision making 
being the application of intuition and logic. Where economics in 
unable to provide any assistance in the interpretation of the effect of 
business strategies of firms, then the values intended by competition 
policy may provide assistance. 823 The nature of those values are 
considered in this Chapter as well as the economic theories that 
attempt to explain the operation of communication technologies 
(ICT) markets and the role of innovation. 

The importance of innovation is apparent in the economic studies of 
firms which reach the conclusion that innovation, and the resulting 
dynamic efficiencies, achieve greater advances in social welfare than 
those achieved by price competition. 824 In its submission to the 
Dawson Committee, the ACCC noted that ICT markets exhibit 
network effects that can reinforce barriers to entry,825 and that the 
application of traditional tests as to market power may not identify 
the competitive forces in a market in which market po\ver is derived 
from intellectual property. 826 

This review of literature on economic theory and the application of 
economics to intellectual property is theory is directed to the 
intersection of IP and competition law, and is intended to draw 
attention to the attributes of ICT industries that result in the need for 
sophisticated economtc analysis of tnarkets 1n the digital 

. environment. 

822 See the discussion of the limited of economics in Chapter 1, Section 2(d). 
823 J. Shenefield, 'On the Power and Limits of Economics for Antitrust' in OE Williamson 
(ed), Antitrust Law and Economics (1980). (Dame Publications). 317-319. 
824 FM. Scherer and D. Ross, Industrial Market Structure and Economic Performance (3 ed, 
1990). 
825 ACCC, Submission to the Trade Practices Act review -Part 3 (June 2002) 
<http:/ /tpareview. treasury.gov.au/subrnissions.asp>. 202, [7 .3 .5 .] 
826 The ACCC also note that ICT markets 'are sometimes characterised by competition on 
the basis of product features rather than price - therefore, traditional SNNIP tests do not 
always identify the competitive f orces within the market, and where market power is based on 
IPRs rather than market shares.' ibid. The SSNIP test meas ures a 'small but significant and 
non-transitory increase in price' . 
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1. The evolution of economic theory: Adam Smith to 
Googlenomics 

A discussion of the effect of any action of a participant in a market, 
whether a digital market or traditional non-digital product market, 
involves assessing the impact of the action on the operation of the 
market and the effect on the overall welfare of society. 827 Adam 
Smith (1776) developed the foundation for modem economic theory 
and provided the important understanding that the interests of 
consumers have priority over that of producers as competition in 
markets is driven by the decisions of consumers. 828 

In the wider context of legal regulation of market behavior, the 
Schoolmasters' case (141 0) established that common law remedies 
will not provide protection from legitimate competition, 829 while in 
the 20th century, Mason CJ and Wilson J in the Queensland Wire 
case confirm that neither competition law nor tort law are intended to 
deter competition merely because the participants in a market are 
acting ruthlessly in their pursuit of effective competition.830 However 
there is a degree of uncertainty as to the precise meaning of 
'competition'. The absence of consensus as to what is competition is 

827 Social welfare - which is the aggregate welfare (or total welfare) of producers and 
consumers- and the related concept of efficiency (and other key concepts of welfare 
economics) are summarised in the Glossary and further discussed in this Chapter 4. IP 
products and services need to be considered in regard to both the static efficiencies are 
appropriate so as to achieve price competition and the dynamic efficiencies occurring over 
the long term through the dissemination of knowledge and useful products and services so as 
to improve social welfare. The dynamic efficiencies that can be achieved over the long term 
are driven by innovation and creativity, with there being a consensus of opinion that dynamic 
efficiencies add more to the social welfare than achieved by short- term price competition 
through static efficiencies. 
828 Adam Smith stated that '[c]onsumption is the sole end and purpose of all production, and 
the interest of the producer ought to be attended to only so far as it may be necessary to for 
promoting that of the consumer.' Adam Smith, An Inquiry into the Nature and Causes of the 
Wealth of Nations (1776). 179. The evolution of competition. law and policy have seen a 
continuing debate about what are the interests of consumers and what is 'market failure', and 
when the interests of consumers or producers are impacted in ways that warrant the 
intervention of courts and competition regulators. See Chapter 1, Section 4 for a discussion 
of different attributes of' consumers'. 
829 Schoolmasters' Case, The (1410) YB 11 Hen IV fo. 47 pl. 21. (Re-published in Cases & 
Materials on Antitrust, Fox & Sullivan (1986) (West Publishing Co) pages 18 and 19. This 
case provides an early example of a court refusing remedies where profitability of the 
plaintiffs' school was reduced as the result of a rival school being opened. See M. Averill, 
'Competition on the Internet and the World Wide Web- The Schoolmasters' of Gloucester 
case in the 21st Century' (2004) 11(3) Competition and Consumer L. J. 300. 
830'[T]the object of s.46 is to protect the interests of consumers, the operation of the section 
being p redicated on the assumption that competition is a means to that end. Competition by 
its very nature is deliberate and ruthless. Competitors jockey for sales, the more effective 
competitors injuring the less effective by taking sales away. Competitors almost always try to 
'injure ' each other in this way. This competition has never been a tort (see Keeble v. 
Hickeringill (1809) 1 I East 574 (103 ER 1127)) and these injuries are the inevitable 
consequence of the competition s.46 is designed to foster. ' Queensland Wire Industries P/L v 
Broken Hill Pty Co Ltd (1989) 167 CLR 177; [1989] HCA 6. [24]. 
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described by Black (2005)831 as being the 'scandal' of competition 
law, with Black referring to the five possible definitions proposed by 
Bork (1978), 832 which are described as being: 

'[T} he process of rivalry,· the absence of restraint over one 
firm's economic activities by another firm,· the state of the 
market in which the individual buyer or seller does not 
influence the price by his purchases or sales,· the existence 
of fragmented industries and markets and - Bark 's 
preferred definition - a state of affairs in which consumer 
welfare cannot be increased by moving to an alternative 
state of affairs through judicial decree. ' 833 

Black noted the arguments that the plurality of definitions of 
competition does not matter, either because each definition of 
competition supports each other, or that different definitions are used 
in different contexts. 834 Black proposed a model of competition 
based on the idea that 'X and Y compete where X achieves X 's goal 
only if Y does not achieve Y 's' . 835 The appeal of such a 'zero sum 
gain' definition of competition is that it can be expressed as an 
algorithmic or mathematical model of competition although it does 
not fit within the legislative framework of competition being directed 
to advancing 'consumer welfare'. However the unresolved question 
as to what is competition can be seen as symptomatic of unresolved 
tensions between competing schools of thought that fight for the soul 
of competition law. Black described the competing arguments in 
favour of competition as being either ( 1) consequentialist, such as 
'encouraging the survival of the economically fittest', 836 such as 
'consumer welfare' or 'efficiency' -based economic theories; or (2) 
deontological, in that they have a philosophical or ideological basis, 
such as representing a moral or political view of the role of 
government in society in general and the rnarketplace. 837 

Page & Lopatka (2007)838 identify two conflicting ideologies as 
emerging in the ·evolution of economic theory. The first is what is 
described as the 'evolutionary vision' aligned to how Adam Smith 
viewed the market, 839 which vision is described by Page & Lop atka 

831 0. Black, Conceptual Foundations of Antitrust (2005). 
832 RH. Bork, The Antitrust Paradox: A Policy at War vvith Itself(l978). 
833 0. Black, Conceptual Foundations of Antitrust (2005). 6. 
834 Ibid. Such as competition issues in cartels as compared with merger situations. 
835 Ibid. 7. 
836 Ibid. 33. 
837 See generally 0. Andriychuk, 'Rediscovering the Spirit of Competition: On the Normative 
Value of the Competitive Process' (2010) 6(3) European Competition J 575-610. 
838 WH. Page and JE. Lopatka, The Microsoft Case: Antitrust, High Technology, and 
Consumer Welfare (2007). 2. 
839 Adam Smith, An Inquiry into the Nature and Causes of the Wealth of Nations (1776). 
Adam Smith argued that the interests of consumers have priority over that of producers when 
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as being that 'free markets, framed by common law rules of property 
and contract, aggregate the preferences of countless consumers and 
producers, and eventually produce socially optimal and therefor 
legitimate outcomes that government should disturb only rarely. ' 840 

The second ideology is described by Page & Lopatka as the 
' intentional vision', in which the market is viewed as tending to fail 
to achieve 'fair ' outcomes so that the market requires both close 
supervision and frequent intervention by government and 
competition regulators to correct apparent market failure. 841 The 
conceptual differences between the 'evolutionary vision' and the 
'intentional vision' appears to be explained by Andriychuk (201 0),842 

who stated 'result-oriented views on the role of competition between 
consumer welfare or total welfare are always seen as utilitarian, 
whereas the perceptions of competition as an independent societal 
value are taken to be deontological. ' 843 Andriychuk identified two 
conceptual approaches to understanding competition: the utilitarian 
vision that 'competition is not worth much,· it is welfare that really 
matters in the economy' ;844 and deontological, 'competition should 
be protected and fostered with no direct subordination to its eventual 
outcomes, but as an important element of freedom. ' 845 These 
conflicting ideological visions of economic theory and conceptual 
approaches to understanding competition are considered in the 
following sections, which are intended to provide a critique of the 
evolution of economic theory, as applied to competition law so as to 
provide a basis for the further discussion of the intersection of 
competition law and IP in the digital environment. This discussion of 
the evolution of economic theory leads to a discussion of the 
application of economic theory to ICT industries in Section 2; but 
first the neologism - Googlenomics - will be described. 

Google, Inc has come to prominence with a business model that 
provides free access its search engine, while Google monetises the 
investment in the IP in the search engine through the related 

he wrote '[c}onsumption is the sole end and purpose of all production, and the interest of the 
producer ought to be attended to only so far as it may be necessary to for promoting that of 
the consumer. ' 179. Adam Smith alludes to social welfare benefits when he stated that' [b]y 
pursing his own interest [the individual] frequently promotes that of society more effectively 
than when he really intends to promote it. ' 49. 
840 WH. Page and JE. Lopatka, The Microsoft Case: Antitrust, High Technology, and 
Consumer Welfare (2007). 3. 
841 WH. Page, 'Ideological Conflict and the Origins of Antitrust Policy' (1991) 66 Tulane L. 
Rev. l. 
842 0. Andriychuk, 'Rediscovering the Spirit of Competition: On the Normative Value of the 
Competitive Process' (2010) 6(3) European Competition J 575-610. 
843 Ibid. 579. 
844 Ibid. 578. Adnriychuk described this vision of competition as encompassing the utilitarian 
idea of social welfare derived from the writing of Jeremy Bentham. 
845 Ibid. Adnriychuk described this vision of competition as encompassing 'the Kantian 
categorical imperative.' 
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AdWords technology that produces 'keyword' search results. The 
Google business model serves both the needs of web browsers 
(search results that are relevant to interests of the web browser) and 
reflects the expectations of Google' s Ad Words clients. 
Googlenomics is used as a short-hand explanation of Google's 
business model to draw attention to the collection and analysis of 
data, with the feedback of improvements to the operation of the 
Google search engine and related technologies so as to monetise the 
investment in the IP. 846 In answer to the question of why Google 
give away its products such as the Chrome browser, its apps, and the 
Android operating system for mobile phones - Hal Varian, the 
eminent economist and consultant to Google, is reported by Levy 
(2009) as saying that anything that increases use of the web 
ultimately enriches Google.847 

While Googlenomics is a term found in the media (and in search 
engine results) the analysis of search engine and social media 
technologies - in the economics literature - describes such 
technologies as 'multi-sided platforms' or 'two-sided markets' , 
which solve transaction issues by providing a platform on which 
participants can exchange value;848 a transaction may have a 
commercial nature or may be social interaction on a social 
networking site, in which the 'value' is derived from participating in 
the on-line community. The operator of the multi-sided platforms' 
may generate revenue from commercial advertising directed to the 
on-line community or fron1 transaction fees from those using the 
platform. 849 

846 Levy described Googlenomics as having a focus on the application of auction theory and 
the 'recognition that the Internet rewards fanatical focus on scale, speed, data analysis, and 
customer satisfaction.' S. Levy, 'Secret of Googlenomics: Data-Fueled Recipe Brews 
Profitability' (22 May 2009) 17.06 Wired Magazine . 
847 Ibid. Levy described the microeconomics of Google ' s business: 'Selling ads doesn't 
generate only profits,· it also generates torrents of data about users' tastes and habits, data 
that Google then sifts and processes in order to predict future consumer behavior, find ways 
to improve its products, and sell more ads. This is the heart and soul ofGooglenomics. It's a 
system ofconstant self-analysis: a data-fueled feedback loop that defines not only Google's 
future but the future of anyone who does business online.' 
848 DS . Evans, Tips for 2012: Platform Carcasses- How to Keep Yours Out of the Pile (31 
December 20 11) PYMNTS.COM <http://pymnts.com/commentary/pymnts-voice/tips-for-
20 12-platform-carcasses-how-to-keep-yours-out-of-the-pile/#.TwWv _ 07naZs. twitter> 6 Jan. 
2012. See also DS. Evans, Governing Bad Behavior by Users of Multi-Sided Platforms 
(October 2011) University of Chicago Institute for Law & Economics Olin Research Paper 
No. 582 (SSRN eLibrary) <http://ssrn.com/paper=1950474>. 
849 Market definition issues in ' multi-sided platforms ' are discussed in Chapter 5, Section 5. 
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(a) 'Consumer welfare', 'efficiency' and high tech industries 

A cornerstone concept of Chicago school economics is 'efficiency', 
which is defined by Posner (1998) as being 'a technical term: it 
means exploiting economic resources in such a way that value -
human satisfaction as measured by aggregate consumer willingness 
to pay for goods and services - is maximized. Value too is defined by 
willingness to pay. ' 850 Rather than this Posnian definition of 
efficiency, Fels & Edwards (1997) prefer definitions of efficiency 
that are referred to in the Hilmer Report ( 1993 ), 851 and direct 
attention to the importance of competition as better fostering 
d . ffi . ' . ' 852 ynam1c e 1c1ency or progressiveness . 

The concept of 'efficiency' is a key economic concept underlying 
the TPA and CCA although not specifically referred to in the Act; 853 

Corones (2009) described the courts as incorporating an efficiency 
analysis in the 'taking advantage' element of s 46(1). 854 Economic 
efficiency is viewed by the courts as advancing the social welfare 
purpose described in s. 2 TP A/CCA. 855 This analysis links 
' efficiency' directly to enhancing 'social welfare ', so that in the 
context of competition policy, 'efficient' markets lead directly to the 
promotion of ' social welfare '. 856 

850 RA. Posner, Economic Analysis of Law (5th ed, 1998). 
85 1 See A. Pels and G. Edwards, 'Legitimate Objectives of Goals a,( Competition Policy' 
(Paper presented at the European University Institute - Competition Workshop, Florence, 13 
& 14 June 1997) 
<http: //faculty.haas.berkeley.edu/edwards/paper /Competition%20Policy.pdf>. At 3 and 9. 
The Hilmer Report discussed three aspect of economic efficiency: 'allocative efficiency', 
'productive efficiency' and 'dynamic efficjency'; see the Hilmer Committee, Report of the 
Independem Committee of Inquiry into National Competition Policy , (AGPS) (1993). At 4. 
See summary of efficiency in the Glossary. 
852 Ibid. Fels & Edwards contrast a state of economic efficiency with that of a monopoly, 
which is described as producing an 'inefficient allocation of resources through under-
production ' . Fels & Edwards describe the benefits of economic efficiency flowing from 
competitive processes in an economy in terms of the productive and dynamic efficiency 
effects and describe a perfectly competitive economy as producing 'an efficient use of 
resources in both the allocative and productive senses. ' 7. 
853 SG. Corones, Competition Law in Australia (4th ed, 2007) . [1.170] , page 38 . Corones 
noted that '[c}ompetition and economic efficiency are regarded as two separate concepts for 
the purpose of the TPA . Section 2 of the TPA does not expressly mention economic efficiency 
as an objective.' 
854 SG. Corones, 'Section 46(1) and 46(1AA) of the TPA : the struggle o,(the small against the 
large' (2009) 37(2) Australian Business L. Rev. 110-123. See also F. Hanks and PL. 
Williams, 'Implications of the Decision of the High Court in Queensland Wire' ( 1990) 17 
Melbourne U. Law Rev. 437. 
855 'The object of this Act is to enhance the welfare of Australians through the promotion of 
competition and fair trading and provision for consumer protection.' 
856 An alternative viewpoint on the relationship of the notion of efficiency with that of 
consumer welfare is provided by Bradley who argued that efficiency and consumer welfare 
are not identical, but have distinct meanings, with sometimes-conflicting policy implications. 
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The benefits of efficient markets are described by the ACCC in its 
submission to the Dawson Committee as being identified 'in terms of 
increasing production and employment opportunities, and providing 
access to innovative new products over time at the lowest cost. 
Inefficient market performance or market failure is associated with 
higher prices, higher costs and a reduction in output. ' 857 The 
protection of the competitive environment is the key policy outcome 
intended by the TP A/CCA so that when a court considers conduct in 
terms of s. 46, the conduct as identified by McHugh J in the Bora/ 
case, 'must be examined by its effect on the competitive process, it is 
the flo w-on result that is the key - the effect on consumers.' 858 That is 
competition has the tendency to lead to market efficiency, with 
consequential long term benefits to society. 859 

(b) Whether 'efficiency' is the only value in the analysis of 
competitive behaviour 

The first major legislative intervention in the marketplace was the 
Sherman Act enacted by the United States Congress in 1890, under 
which concerted behaviour between firms, such a cartels and other 
forms of anti-competitive agreements, became regulated by § 1 
Sherman Act and monopolisation and other forms of unilateral 
behaviour by a firm being regulated by §2 Sherman Act. The debate 
about the purpose of the Sherman Act illuminates three important 
questions that assist in the understanding of the role of the Trade 
Practices Act 1974 (Cth) and subsequently the Competition and 
Consumer Act 2010 (Cth), with those questions being: 

• What is the purpose of antitrust/competition statutes? 

• What values apart from econotnics are intended to be 
promoted by antitrust/competition statutes? 

JF. Brodley, 'The economic goals of antitrust: Efficiency, consumer welfare, and 
technological progress' (1987) 62 NYU L. Rev. 1020-1053 . 1023-1041. 
857 ACCC, Submission to the Trade Practices Act review - Part 3 (June 2002) 
<http://tpareview.treasury.gov.au/subrnissions.asp>. See also Dawson Committee, 'Review of 
the Competition Provisions of the Trade Practices Act' (2003) 
<http://www. tpareview. treasury. gov. au/ content/report. asp>. Chapter 1, Competition and 
consumer welfare. 
858 Bora!, ibid. [261] per McHugh J. 
859 Hilmer Committee, Report of the Independent Committee of Inquiry into National 
Competition Policy, (AGPS) (1993). At 6. Corones (2007) identified the competition as 
being desirable 'because it brings about beneficial consequences for consumer welfare: low 
prices, higher quality goods, higher levels ofservice, greater variety of goods and services 
reflecting consumer wants, and incentives to innovate. These positive outcomes are 
encapsulated in the term 'economic efficiency '. The ultimate objective of the competitive 
process is economic efficiency, not the process of rivalry itself' SG. Corones, Competition 
Law in Australia (4th ed, 2007). [ 1.15] at page 6. 
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• What criteria or analytical tools are best adapted to avoid 
erroneous conclusions in the categorization of behaviour or 
business practices as anti-competitive?860 

In the debate about the Sherman Act the second question is reduced 
to arguing over whether the economic value, measured by 
' efficiency' , is the only value that should be applied in the 
application of the Sherman Act. Sullivan (1991) suggested that the 
difference of opinion between antitrust scholars reflects the battle for 
the soul of the Sherman Act. 861 This debate encompasses the 
concepts of ' social welfare' and 'efficiency ' (the different forms of 
efficiency being ' allocative efficiency', 'productive efficiency' and 
'dynamic efficiency'). This debate as to the efficiency analysis of 
competition has relevance to IPRs as an efficiency analysis can be 
applied to the design of the IP regimes so as to consider the social 
welfare consequences of the regimes. In order to understand the 
controversy over the use of 'efficiency' as an analytical paradigm for 
both the economics of competition and the economic justification for 
intellectual property it is necessary to consider the debate between 
the different economic schools of thought. However rather than 
being a clear-cut dichototny between the two schools of thought, 
there is a range of economic opinions between the apparent marker 
posts of the Chicago school and the Harvard school of economics at 
each end of the spectrum of economic opinion. 

To sutnmarise the debate, albeit by a reduction to the simplistic: 
Bork (1978),862 Posner (1978)863 and Easterbrook (1984)864 and other 
m.embers of the Chicago school of antitrust, propose that 'social 
welfare' is limited to the improvement of allocative efficiency - a 
limited and technical meaning of efficiency that focuses on 
exploiting limited resources in a way that maximises total consu1ner 
valuation of those scarce resources, with value of the resources being 
only determined by consumers' willingness to pay for them. 
Adherents of the Chicago school argue that non-economic values, 
such as political, moral and social values, are not relevant to the 
interpretation of the Sherman Act. Adherents of the Chicago school 
are in favour of a 'hands off regulatory approach to markets; 
arguing that markets are largely self correcting; warning of the risk 
of erroneous intervention by courts or competition regulators (a 

860 Erroneous conclusions will occur when courts or competition regulators intervene when 
the behaviour is not actually anti-competitive or fail to intervene when the behaviour is 
actually anti-competitive. See the following Section 3. 
861 ET. Sullivan (ed), The Political Economy of the Sherman Act- The First One Hundred 
Years (1991 ). 11. 
862 RH. Bork, The Antitrust Paradox: A Policy at War with ltself(1978). 
863 RA. Posner, 'Exclusionary Practices and the Antitrust Laws' (1974) 41 U of Chicago L. 
Rev. 506. 
864 FH. Easterbrook, 'Vertical Arrangements and the Rule of Reason' (1984) 53 Antitrust L. J 
135. 
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'false positive' effect),865 and arguing that intervention by antitrust 
regulators may discourage behaviour that is actually beneficial to 
consumers. 866 Elzinga (1977)867 and Kovicic (1990 & 1992)868 place 
efficiency as the central, indeed, the only goal of antitrust law. 

An important assumption underlying the Chicago school is that all 
businesses are rational profit maximisers, which leads to the 
proposition that firms are unable to obtain or maintain monopoly 
power by unilateral action, unless the firm acts irrationally by selling 
products below marginal cost as to trade profits for a greater share of 
the market. 869 From this viewpoint, the Chicago school argues that 
antitrust enforcement need only be directed at cartels and horizontal 
mergers that have the potential to create monopolies or drastically 
reduced the number of sellers. Rules & Meyer (1988) 870 defend the 
Chicago school's economic approach based on price theory and the 
goal of wealth maximisation for both the producer and consumer by 
arguing that the social cost of monopoly power is less relevant than 
the benefits that can be achieved through increases in producer 
surplus. 871 Rules & Meyer propose that intervention is unnecessary 
as the market will eventually reach an equilibrium and in order to 
maximise social welfare, any enforcement program must minimise 
the costs related to the failure to intervene when it is appropriate to 
do so (a false negative), the costs of erroneous intervention (a false 
positive) and the administrative costs of conducting the enforcement 
program.872 

The Chicago school approach is contested; for example, Lave (2005) 
argued that '{t}he Chicago school relies on assumptions that are 
overly simplistic while the post-Chicago school relies on 

865 AJ. Devlin and MS. Jacobs, 'Antitrust Error' (2010) 52 William &MaryL. Rev. 75-132. 
866 JM. Lave, 'The law and economics of de facto exclusive dealing' (2005) 50(1) Antitrust 
Bulletin 143-180. 145 and 149. 
867 KG. Elzinga, 'The Goals of Antitrust: Other than Competition and Efficiency, What Else 
Counts?' (1977) 125 U ofPennsylvaniaL. Rev. 1191. 
868 WE. Kovacic, 'The Antitrust Paradox Revisited: Robert Bork and the Transformation of 
Modern Antitrust' (1990) 36 Wayne L. Rev. 1413. WE. Kovacic, 'The Influence of Economics 
on Antitrust Lawj ( 1992) 30 Econ. Inquiry 294. 
869 ET. Sullivan ( ed), The Political Economy of the Sherman Act - The First One Hundred 
Years (1991). Sullivan summarises the assumptions underlying Chicago school approach as 
being that all businesses are rational profit maximisers; that demand curves slope 
downwards; and that resources gravitate towards periods where they will return higher 
profits. That is, a tendency to move towards 'efficient' use of resources. 
87° CF. Rule and DL. Meyer, 'An Antitrust Enforcement Policy to Maximise the Economic 
Wealth of All Consumers', 33 Antitrust Bulletin 67 (1988) . (republished in 'Political 
Economy of the Sherman Act', Sullivan, ET. (ed) OUP (1991)). 210-217. 
87 1 Ibid. 214. 
872 Ibid. 222-3. See the discussion of false negatives and false positives in the following 
Section 3. 
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assumptions that do not necessarily fit the facts .' 873 Harvard school 
economists argue that policy of the Sherman Act should encompass 
wider welfare and public interest goals than the efficient allocation 
of resources. 874 Those goals include: promoting political and social 
institutions (Millon 1988);875 protecting small to medium sized 
businesses from larger rivals so that the marketplace has a greater 
variety of competitors (Fox 1981 & 1987);876 promoting innovation 
(Sullivan 2001);877 restraining wealth transfers from consumers to 
manufacturers (Lande 1982 & 1988);878 and even promoting wealth 
transfer from large to small traders (DiLorenzo 1985). 879 

Critics of the Chicago school view it as essentially the application of 
utilitarian and libertarian philosophies such that a political ideology 
drives the decision-making model even though the role of efficiency 
is defined in economic terms. 880 That is, while on the surface the 
Chicago school present neutral, rational, objective criteria, whereas 
in reality the decision making model operates with inherent value 
judgments.881 Fox (198 1) questions the modem antitrust focus on 
efficiency, asserting that the adoption of efficiency as the sole main 
goal of antitrust is popular because it is a normative judgment driven 
by a consetvative and libertarian political ideology that advocates for 
less government intervention in the market and more individual 

873 JM. Lave, 'The law and economics of de facto exclusive dealing' (2005) 50(1 ) Antitrust 
Bulletin 143-180. 153 . 
874 C. Kaysen and OF. Turner, 'Antitrust Policy: An Economic and Legal Analysis' in ET 
Sullivan (ed), Political Economy ofthe Sherman Act (1991). (OUP). 
875 D. IV1illon, 'The Sherman Act and the Balance ofPower', 61 S. Cal. L. Rev. 1219 (1988). 
(republished in 'Political Economy of the Sherman Act' , Sullivan, ET. (ed) OUP (1991)). 
876 EM. Fox, 'The Modernisation of Antitrust: A New Equilibrium' , 66 Cornell L. Rev. 1140 
(1981). (republished in 'Political Economy of the Sherman Act', Sullivan, ET. (ed) OUP 
(1991) ). EM .. Fox and LA. Sullivan, 'Antitrust - Retrospective and prospective: Where are we 
coming from? Where are we going?' (1987) 62 NYU L. Rev. 936-988. 
877 LA. Sullivan, 'Is competition p olicy p ossible in high tech markets?: an inquiry into 
antitrust, intellectual property, and broadband regulation as applied to 'the new economy" 
(2001) 52(1) Case Western Reserve L. Rev. 41 -90. 
878RH. Lande, 'Wealth Transfers as the Original and Primary Concern of Antitrust: The 
Efficiency Interpretation Challenged', 34 flastings L. J. 67 (1982). (republished in 'Political 
Economy of the Sherman Act', Sullivan, ET. (ed) OUP (1991)) . RH. Lande, 'The Rise and 
(Coming) Fall of Efficiency as the Ruler of Antitrust' (1988) 33(Fall) Antitrust Bulletin 429-
465. 
879 TJ. DiLorenzo, 'The Origins of Antitrust: An Interest-Group Perspective' (1985) 5 Int'l. 
Rev. L. Econ. 73-90. 87. 
880 JJ. Flynn, 'Legal Reasoning, Antitrust Policy and Social 'Science' of Economics', 62 

Antitrust Bulletin 713 (1988) . (republished in 'Political Economy of the Sherman Act' , 
Sullivan, ET. (ed) OUP (1991)). 221-230. L. Kaplow, 'Antitrust, Law and Economics, and the 
Courts', 50 Law and Contemp. Probs. 181 (1987). (republished in 'Political Economy of the 
Sherman Act' , Sullivan, ET. (ed) OUP (199 1)). 257-8 . EM. Fox, 'The Modernisation of 
Antitrust: A New Equilibrium', 66 Cornell L. Rev. 1140 (1 981). (republished in 'Political 
Economy of the Sherman Act', Sullivan, ET . (ed) OUP (199 1)). 264. 
881 Flynn, ibid. 22 1-230. 
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freedom of market participants. 882 Critics of Chicago school 
economics do not question the importance of the concept of 
efficiency; however they identify shortcomings of Chicago school 
economics, as being that: 

• Chicago school economics relies upon an assumed link between 
market structure and efficiency, a link which is not supported by 
empirical evidence; and 

• The methodologies and tools used by the Chicago school do not 
adequately measure dynamic efficiency instead the tools are best 
adapted to measure static efficiency. 883 

For example, Hunt (2000)884 argued that the equilibrium analysis 
Chicago school economics assumes an homogeneous commodity 
and the existence of homogenous supply and demand. Hunt 
considers that it makes no sense to refer to the demand for 
automobiles, or the demand for sound recordings (CDs sales or 
music file downloads), as demand for these products are ' both 
substantially heterogeneous and dynamic: consumers' tastes and 
preferences differ greatly within a product category and are always 
changing. ' 885 The criticism is that it is a simplistic approach that 
potentially leads to errors of categorisation of competitive/anti-
competitive behavior, to do no more than plot a downward-sloping 
demand curve for some commodity against the average cost curve of 
that commodity and from that diagram, make deductions as to the 
specific value of any of efficiency/inefficiency in the production of 
the commodity for the purpose of determining whether the producer 
of the commodity is a monopolist or operating in a competitive 
production environment. 

Sullivan (1991)886 is of the opinion that a new era in competition law 
began around 1991 . This is confirmed by Kovacic (2000, 2003 & 
2004),887 who argued that while the Chicago school was the 
dominant orthodoxy of antitrust law in the period 1973 to 1991 , it 
has been supplanted by a range of theories that can loosely described 
as post-Chicago economics. The post-Chicago school has expanded 
the analytic framework, with Lave (2005) describing the proponents 
of the post-Chicago school as believing that markets are not 

882 Fox, ibid. 
883 ACCC, Submission to the Trade Practices Act review - Part 3 (June 2002) 
<http://tpareview.treasury.gov.aulsubmissions.asp>. 201 , [7.3.5]. 
884 SD. Hunt, A General Theory of Competition: Resources, Competences, Productivity, 
Economic Growth (2000) . 
885 Ibid. 108. 
886 ET. Sullivan (ed) , The Political Economy of the Sherman Act- The First One Hundred 
Years (1991). 64. 
887 WE. Kovacic and C. Shapiro, 'Antitrust Policy: A Century of Economic and Legal 
Thinking' (2000) 14(1) J of Econ. Perspectives 43-60. WE. Kovacic, 'The Modern Evolution 
of US. Competition Policy Enforcement Norms' (2003) 71 Antitrust L. J 377. E. Gellhorn, 
WE. Korocic and J. Calkins, Antitrust Law and Economics (2004). 
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necessarily self correcting, 888 and that exclusionary conduct does 
occur in ways not recognised by the Chicago school, such as through 
exclusionary contracts or through business practices designed to 
raise rivals costs. 889 Hovenkamp (1985) described the post-Chicago 
school as being 'both more complex and more ambiguous than the 
Chicago School model'. 890 The economics of competitive behaviour 
continues to evolve, with Evans & Padilla (2005)891 describing a 
neo-Chicago approach to designing rules for assessing when 
unilateral practices may be anti-competitive. 892 

Antitrust economics can therefore be seen as being influenced by 
changes in the thinking about microeconomics and the theory of the 
firm. Indeed what was called Industrial Organisation (10) economics 
has evolved, with the understanding of transaction cost economics 
(TCE),893 into what is described as New Institutional Economics 
(NIE). 894 Williamson (1999)895 described NIE as advancing the 
economic analysis not through an 'overarching theory', but by 
working through the ' micro analytical features ' of firms and other 
economic institutions to include: the role of innovation 1n 
competitive behaviour;896 transaction cost economics;897 the 

888 JM. Lave, 'The law and economics of de facto exclusive dealing' (2005) 50(1) Antitrust 
Bulletin 143-180. Lave described the consequence of the understanding that markets are not 
necessarily self-correcting as being that 'firms can therefore take advantage of imperfections, 
such as information gaps or their own and competitors' sunk costs, to produce inefficient 
results even in ostensibly competitive markets.' t 5 1-15 2. 
889 See Lave, ibid. 146, fin 10. 
890 HJ. Hovenkamp, 'Antitrust Policy After Chicago' (1985) 84 Michigan L. Rev. 213. 225. 
See also HJ. Hovenkamp, 'Post Chicago Antitrust: A Review and Critique' (2001) Columbia 
Business L. Rev. 258-337. 
891 DS. Evans and AJ. Padilla, 'Designing Antitrust Rules for Assessing Unilateral Practices: 
A Neo-Chicago Approach' (2005) 72 U of Chicago L. Rev. 73-98 . 
892 Evans & Padilla refer to the nco-Chicago approach as being based in part on the error-cost 
framework ofFH. Easterbrook, 'The Limits of Antitrust' (1984) 63 Texas L. Rev. 1. 
893 RH. Coase, 'The Problem of Social Cost' (1960) 3(1) J of Law and Economics 1-44. OE. 
Williamson and SE. Masten (eds), Transaction Cost Economics (1995). 
894 OE. Williamson, The Economic Institutions of Capitalism: Firms, Markets, Relational 
Contracting (1 985). See generally N. Mercuro and SG. Medema, Economics and the Law: 
From Posner to Post-Modernism and Beyond (2 ed, 2006). Chapter 5. 
895 OE. Williamson, 'The New Institutional Economics: Taking Stock, Looking Ahead' (2000) 
38 J ofEcon. Literature 595-613 . 
896 W A. Sheremata, 'Barriers to Innovation: A Monopoly, Network Externalities, and the 
Speed on Innovation' (1997) 42 Antitrust Bulletin 111. J. Farrell and ML. Katz, 'The effects of 
antitrust and intellectual property law on compatibility and innovation' (1998) 43 Antitrust 
Bulletin 609-605. JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' 
(March 2006) 40(4) RAND Journal of Economics 611-635. MW. Thompson, 'Economic 
Perspectives on Intellectual Property, Competition and Innovation' (Paper presented at the 
Joint DOJ-FTC Hearings on Competition and Intellectual Property Law and Policy in the 
Knowledge-Based Economy, 20 February 2002) 
<http://www.ftc.gov/opp/intellect/index.htm>. C. Shapiro, 'Competition policy and 
innovation' (Paper presented at the Joint DOJ/FTC Hearings on Competition and Intellectual 
Property Law and Policy in the Knowledge-Based Economy, Washington, D.C. , 1 May 
2002) <http://www.ftc.gov/opp/intellect/detailsandparticipants.htm#May%20 1 :>. 
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economics of contestable markets; 898 game theory; 899 the economics 
of information900 and the effects of asymmetrical information known 
by participants in a marketplace;901 the effects of non-price 
strategies, 902 such as business strategies to deny access to essential 
inputs or distribution channels or to price gouge in relation to the 
cost of access to the inputs or channels; 903 business strategies that 
are designed to ' raising rival ' s costs ';904 ' strategic behaviour' that 
involves business strategies designed to deter competitors from 
entering a market; 905 and the emerging theories of behavioural 
economics. 906 

An important question in the antitrust debate is whether judicial or 
regulatory intervention is justified to change the market structure to 
make a market more competitive. Fox (2005)907 noted that the U.S. 

897 OE. Williamson and SE. Masten (eds), Transaction Cost Economics (1 995). 
898 WJ. Baumol, RD. Willig and J. Panzar, Contestable Markets and the Theory of Industry 
Structure (1982). WJ. Baumol and DG. Swanson, 'The New Economy and Ub iquitous 
Competitive Price Discrimination: Identifying Defensible Criteria of Market Power' (2003) 
70 Antitrust L. J 661. 
899 DG. Baird, RH. Gertner and RC. Picker, Game Theory and the Law (1998). WJ. Gordon, 
'Asymmetric l'vfarket Failure and Prisoner's Dilemma in Intellectual Property' (1992) 17(3) 
U of Daytona L. Rev. 853-81. 
900 G. Stigler, 'The Economics of Information' (1961) 69 J of Political Economy 213-25. DM. 
Lamberton ( ed), The Economics of Information and Knowledge (1971 ). JE. Stiglitz, 
'Information and Economic Analysis: a Perspective' (1983) 95 The Economic Journal 21-41. 
JE. Stiglitz, 'The Contributions of the Economics of Information to Twentieth Century 
Economics' (2000) 140 Quarterly Journal of Economics 1441 -78 . P. Gorringe, Paper on the 
Economics of Information (1995) Treasury Department (NZ) 
<http://v.rww.treasury.govt.nz/gorringe/bibliography.asp> at 1 March 2005. 
90 1 SJ. Grossman and J. Stiglitz, 'On the Impossibility of Informationally Efficient Markets' 
(1980) 70 Am. Econ. Rev. 393-408. TD. Manderville, 'An Information Economics 
Perspective on Innovation' , 25 Int'l. J of Social Economics 357-64 (1989). (republished in 
'Intellectual Property', Drahos P. (ed) Ashgate/Dartmouth (1999)). C. Shapiro and HR. 
Varian, Information Rules: A Strategic Guide to the Network Economy (1998) . 
902 N. Economides, 'The Incentive for Non-Price Discrimination by an Imput Monopolist' 
(1998) 16 Int'l. J of Industrial Organization 271-84. 
903 WJ. Baumol, 'The Pricing of Inputs Sold to Competitors' (1994) 11(1) Yale Jon 
Regulation 171. 
904 TG. Krattenmaker and SC. Salop, 'Anticompetitive Exclusion: Raising Rivals' Costs to 
Achieve Power Over Price' (1986) 96(2) Yale L. J 209-294. S. Anderman, 'The IP and 
Competition Interface: New Developments' inS. Anderman and A. Ezrachi (eds), 
Intellectual Property and Competition Law: New Frontiers (2011) 3-25. (OUP). 
905 SC. Salop, 'Strategic Entry Deterrence' (1979) 69 Am. Econ. Rev. 335 . Anderman, ibid. 
906 AP. Reeves and ME. Stucke, 'Behavioral Antitrust' (2010) 86(5) Indiana L. J 
907 EM. Fox, 'Monopolization, abuse of dominance and refusal to licence intellectual 
property to competitors: Do antitrust duties help or hurt competition and innovation? How 
do we know?' in C-D. Elherman and I. Atanasiu (eds), European Competition Law Annual 
2005: The Interaction between Competition Law and Intellectual Property Law (2007). (Hart 
Publishing). 
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Supreme Court in the Trinka case,908 (involving access to a 
telecommunication network), described the Sherman Act as not 
' ambitious' in that the Sherman Act is not intended to eliminate 
monopolies as it • is not an affirmative command to compel firms to 
use their assets to increase competition' ,909 rather the Sherman Act 
has the purpose of regulating behaviour that is categorised as anti-
competitive. The consequence of this lack of ' ambition' precludes 
judicial intervention into the market so as to restructure it into a 
more competitive market. The drive towards efficiency at the center 
of competitive behaviour implicitly suggests that a possible outcome 
is that a market can have a single supplier. 910 That is, a monopoly 
may be the end result of efficient competition. In this scenario it can 
be argued that welfare efficiencies still flow to consumers, because 
the monopolist is still forced by the competitive process to pass to 
consumers the price reductions that result from efficiencies achieved 
by the monopolist. 

Posner (1979)911 described the differences between the Chicago 
school and traditional industrial organisation schools of antitrust 
(such as the Harvard school) as being minimal. However Sullivan 
( 1991) discounted this opinion as being an effort to cast the Chicago 
position as a broad-based, widely entrenched position,912 with the 
reality being that there is little consensus in the community of 
antitrust scholars. The passing of time has resulted in a re-evaluation 
of the apparent differences between antitrust scholars; in an article 
that reflects back on the influence of Oliver E. Williamson on 
antitrust economics, Hovenkamp (201 0) suggested that transaction 
cost economics had an important influence in moving the Harvard 
school and the Chicago school towards the centre by shifting the old 
Harvard school from a position that all unilateral practices of firms 
should be viewed as inherently suspicious, while also rejecting many 
of the assutnptions of the old Chicago school that underlay 
neoclassical pnce theory. 91 3 There ren1mns the contestable 

908 Verizon Communications, Inc v Law Offices of Curtis V Trinka, LLP, 540 US 398; 124 S 
Ct 872 (2004). 
909 EM Fox, ibid. 
910 PA. McNutt, Law, Economics and Antitrust- Towards a New Perspective (2005). 309. 
Quoting the Wall Street Journal ofNovember 10, 1980 '[T]he essence of competitive process 
is to induce firms to become more efficient and to pass the benefits of the efficiency along to 
consumers. That process would be ill-served by using antitrust to block aggressive 
competition based on efficiencies, even if monopoly is the inevitable result. ' 
911 RA. Posner, 'The Chicago School of Antitrust Analysis', 127 U. Pennsylvania L. Rev. 925 
(1979). (republished in 'Political Economy of the Sherman Act', Sullivan, ET. (ed) OUP 
( 1991 )). 
912 ET. Sullivan (ed), The Political Economy of the Sherman Act- The First One Hundred 
Years (1991). 172. 
9 13 HJ. Hovenkamp, 'Harvard, Chicago, and Transaction Cost Economics' (2010) 55(3) 
Antitrust Bulletin 613-662. 617-619. The assumptions of neoclassical price theory being 
'cost less and instantaneous entry, easy resourc3 mobility, and limitlessly rational market 
participants. ' 619. 
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proposition as to whether antitrust law reflects a single (economic) 
goal of efficiency914 or multi-value goals that include both economic 
and non-economic values.9 15 Gilbert (2006)9 16 described the current 
state of economics as being far from a general theory of innovation 
competition, with theoretical and empirical studies beginning to 
provide insight as to the relationship between competition and R&D 
and the optimum market structure necessary to maximise innovation. 

The schools of economic theory discussed above are part of the 
global economic debate. Historically there has also been a European 
school of thought (German ordoliberalism) that influenced the 
drafting of the European Treaty and the development of Article 82 I 
Article 102 case law.9 17 One situation in which EC competition law 
is different to antitrust law under the Sherman Act or competition 
law under the TP A/CCA is that Article 102 proscribes behaviour that 
impacts on the structure of the market, such as behaviour by larger 
firms that may reduce the number of firms in the marketplace, which 
substantially reduces competition.9 18 The philosophical source of 
this view of abuse is identified by Kallaugher (2004)9 19 as being 
derived from theories of workable competition of the German 
ordoliberalism school that were current in the first half of the 20th 
century, which evolved into the 'market structure-market conduct-
market performance ' paradigm of the industrial organisation 
economics of the 2nd half of the 20th century. 920 

914 RA. Posner, Economic Analysis of Law (5th ed, 1998). RH. Bork, 'Legislative Intent and 
the Policy of the Sherman Act' , 9 J. of Law and Economics 7 (1966) . (republished in 
'Political Economy of the Shennan Act', Sullivan, ET. (ed) OUP (1991)). KG. Elzinga, 'The 
Goals of Antitrust: Other than Competition and Efficiency, What Else Counts? ' (1977) 125 U 
of Pennsylvania L. Rev. 1191 . WE. Kovacic, 'The Antitrust Paradox Revisited: Robert Bork 
and the Transformation of Modern Antitrust' (1990) 36 Wayne L. Rev. 1413. WE. Kovacic, 
'The Influence of Economics on Antitrust Law' ( 1992) 30 Econ. Inquiry 294. 
915 Kaplow, ibid; Fox, ibid; Flynn, ibid. The Chicago school v Harvard school debate 

continues., e .. g. AJ .. Meese, 'Debunking the Purchaser Welfare Account of Section 2 of the 
Sherman Act: How Harvard Brought Us a Total We(fare Standard and Why We Should Keep 
it' (2010) 85(3) NYU L. Rev. 695. 
9 16 R. Gilbert, 'Looking for Mr. Schumpeter: Where Are We in the Competition-Innovation 
Debate?' in AB. Jaffe, J. Lerner and S. Stern (eds), Innovation Policy and the Economy 
(2006) 159-295 . (MIT Press). See also JB. Baker, 'Beyond Schumpeter vs. Arrow: How 
Antitrust Fosters Innovation' (2007) Antitrust L. J 575 . 
917 See generally R. Whish, Competition Law (2009). The Freiburg School ofOrdoliberalism 
promoted an open competitive process, while being opposed to excessive concentration in 
markets. 
918 See Hoffmann-La Roche v Commission (1979) ECR 461 ; (1979) 3 CMLR 211; (1979) 
EUECJ C-85/76 ('Vitamins case') . [91]. Behaviour that results in a weakening of the level 
of competition in a market, through changes in the structure of that market, are identifi ed by 
the ECJ as being relevant to the assessment of an ' abuse of a dominant position ' . 
91 9 J. Kallaugher and B. Sher, 'Discounts as Exclusionary Abuse under Article 82' (2004) 
Europ ean Competition L. Rev. 263-285. 
920 Andriychuk described the narrative economic theory within the European Commission, as 
evolving into a 'Neo-Brussels School,[. .} that competition should serve the interests of 
consumers (ie 'leji-utilitarianism ') . The ethos of 'consumer welfare ' with its powerful 
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European economic theory has evolved into a more mainstream 
analysis of competition that is directed to determining whether there 
is ' competition on the merits ' .921 The European Treaty, as 
interpreted by decisions of the ECJ, recognises the principles of free 
enterprise and the right to choose trading partners and to freely 
dispose of property; however those principles, rights and freedoms 
are qualified in that firms holding a dominant position bear a special 
responsibility with regard to the objectives of the European Treaty , 
so as to not allow their conduct to impair genuine undistorted 
competition.922 Jones & Sufrin (2004)923 identify that the 
predominant context in which the ECJ have affirmed this special 
responsibility is concerned with ' leverage ' of a dominant firm using 
its market power from one market to a related market. 924 

Devlin & Jacob (2009) commented that the European view is the 
result of scepticism as to the free market' s long-run ability to remedy 
short-term harm.925 The European approach is described by Forrester 
(2005)926 as being 'formalistic or maximalist', and described the 
European Commission as attributing 'comparatively lower weight to 
a dominant p layer's freedo m to run its own business, and 
comparatively more weight to the protection of competitors than 
U S. courts', which is contrasted with the 'more liberal or minimalist 
approach' 927 of the U.S . courts. The European approach is criticised 
by Spulber (2008) as being more focused on market outcomes rather 
than on identifying anti-competitive conduct and is described as 

redistributive rhetoric has recently replaced the previous European benchmark of 
competition law--market integration (Old- Brussels School or utilitarian federalism), which 
claimed that European antitrust policy should be performed through the prism of market 
integration .' 0. Andriychuk, 'Rediscovering the Spirit of Competition: On the Normative 
Value of the Competitive Process' (2010) 6(3) European Competition J. 575-610. 
921 See the analysis in OECD, What is competition on the merits? (June 2006) 
<http://www.oecd.org/dataoecd/10/27/37082099.pdf>. 
922 Clearstream: Commission of the European Communities (2005) 5 CMLR 1302 (Case 
COMP/38.096, appeal case T -30 1/04).[132]. Refusal of access to clearing and settlement 
facilities for fmancial transactions. (Wanadoo III) France Tell?com v Commission [2009] 
EUECJ C-202/07 (2 April 2009). [ 47]. Constructive refusal -the cost of internet access - the 
special responsibility of a firm holding a dominant position. 
923 A. Jones and B. Sufrin, EC Competition Law- Text, Cases, and Materials (2nd ed, 2004). 
924 Ibid. 371. 
925 AJ. Devlin and MS. Jacobs, 'Antitrust Divergence and the Limits of Economics' (2009) 
104 Northwestern University L. Rev. 253 . 258, fin 25 . Devlin & Jacobs also comment that 
'Europ ean regulators are also more skeptical of the social value derived from encouraging 
firms to strive for dominance and of providing long-term incentives to invest in innovation. ' 
275. 
926 IS . Forrester, 'A rticle 82: Remedies in Search ofTheories?' (2005) 28(4) Fordham Int 'l. L. 
J. 919-95 1. 
927 Ibid. 920. See also IS. Forrester and KA. Czapracka, 'Compulsory Licensing in Europ ean 
Competition Law: The Power of the Adjective' inS. Anderman and A. Ezrachi (eds), 
Intellectual Property and Competition Law: New Frontiers (20 11) 14 1-164. (OUP). The 
authors state that '[t} he current state of the law is unsatisfactorily vague.' 162. 

179 



penalising successful innovators and diminishing the incentive to 
innovate. 928 

Fox (2005)929 noted the perspective shared between the US and 
Europe on refusals-to-deal is that the owner of IP, except in 
exceptional circumstances, neither has a duty to license the IP to 
anyone whom may seek a licence, nor does the owner have a duty to 
grant a licence to their competitors so that the competitor may 
compete against the owner of the IP. However U.S. and European 
competition regulators and courts can exhibit different views as to 
the exceptional circumstances that warrant forced licensing of IP and 
there forms of property. Fox is of the opinion that the Supreme 
Court, as a result of the Trinka decision, now follows a policy 
direction that is a 'principle of noninterference with unilateral 
decisions and especially abhors affirmative duties, even if a rule of 
law imposing such duties would increase comp etition .'93° Fox 
contrasts this with the position under European competition law, 
which neither adopts a policy of non-interference in unilateral 
decisions nor shows an aversion to affirmative duties . 931 The 
resulting position, as described by Arezzo (2006), 932 is that a review 
of refusal-to-deal cases in the U.S. and Europe leads to the 
conclusion that the U.S. courts have established a de facto immunity 
in respect of the unilateral refusal-to-license IP; whereas the 
European courts accept that exceptional circumstances may exist that 
warrant intervention in respect of the unilateral refusal-to-license 
IP. 933 Therefore, notwithstanding some convergence of economic 
theory, European competition law exhibits a more interventionist 
approach of courts and competition regulators as compared to that 
applied under the Sherman Act. 

928 DF. Spulber, Competition Policy and the Incentive to Innovate: The Dynamic Effects of 
Microsoft v. Commission (2008) Northwestern Law and Econ. Research Paper No. 08-18 
(SSRN eLibrary) <http://ssm.com/abstract= l146451>. See also DF. Spulber, 'Unlocking 
Technology: Antitrust and Innovation' (2008) 4 Competition Law and Economics 915. 
929 EM. Fox, 'A Tale of Two Jurisdictions and an Orphan Case: Antitrust, Intellectual 
Property, and Refusals to Deal' (2005) 28( 4) Fordham Int'l. L. J 952-966. 
93° Fox, ibid. 953, citing Trinka at 411. 
931 Fox, ibid. See also EM. Fox, 'Is There Life in Aspen After Trinka? The Silent Revolution of 
Section 2 of the Sherman Act' (2005) 73(1) Antitrust L. J 153-169. EM. Fox, 
'Monopolization, abuse of dominance and refusal to licence intellectual property to 
competitors: Do antitrust duties help or hurt competition and innovation? How do we know?' 
in C-D. Elherman and I. Atanasiu (eds), European Competition Law Annua/2005: The 
Interaction between Competition Law and Intellectual Property Law (2007). (Hart 
Publishing). 
932 E. Arezzo, 'Intellectual Property Rights at the Crossroad between Monopolization and 
Abuse of Dominant Position: American and European Perspectives Compared' (2006) 24(3) 
John Marshall J of Comp uter and Information Law 455-506. 
933 Ib id. 457, 499-506. 
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(c) Schumpeterian 'creative destruction' 

'A slow sort of country!' said the Queen. 'Now, HERE, you see, 
it takes all the running YOU can do, to keep in the same p lace. 
If you want to get somewhere else, you must run at least twice 
as fast as that! ' (The Red Queen in Lewis Carroll's 'Through 
the Looking-Glass'). 

The following discussion of Schumpeterian theory indicates that ICT 
markets have specific attributes that tend to make market leaders the 
' 'fragile monopolists ' of the new economy'; 934 with Schumpeterian 
competition creating a winner-takes-all competitive environment. 
The dynamism of Schumpeterian competition can be matched by 
other possible attributes of ICT markets so that the incumbent 
market leader can take advantage of economies of scale and direct 
and indirect network effects to create barriers to entry to firms that 
would challenge the incumbent. 

Schumpeterian economics is summarised in the description of the 
competitive process as producing 'gales of creative destruction' .93 5 

In the Schumpeterian analysis, competition is characterised as a 
process and not a state, and furthermore as it is a dynamic process in 
which disequilibrium is a positive attribute, as the opportunity for 
profit that exists in a state of disequilibrium drives the rivalry 
between firms. 936 Schumpeterian economics proposes that rather 
than price competition, the most important driver for competition is 
innovation and technological change with firms engaged in a 
constant process of innovation to create new products or the next 
generation of existing products.937 

What can be identified in the literature is that digital technology 
firms operate in markets that have specific characte1istics that appear 
to offset each other, which suggests that competition policy in those 
markets needs to be finely tuned so as to avoid intervention in the 
markets that is both destructive to innovation and contrary to 
consumer welfare. While firms that provide software products 
appear to dominate the market, they are at risk of being superseded 
by new software products that become popular, such as internet-

934 C. Ahlborn, DS. Evans and AJ. Padilla, 'Competition Policy on Internet Time: Is 
European Competition Law up to the Challenge?' (200 1) 10 European Competition L. R. 
156. 162. 
935 JA. Schumpeter, Capiialism, Socialism and Democracy (3rd ed, 1962). 83. 
936 GG. Djolov, The Economics of Competition: The Race to Monopoly (2006). As stated by 
Djoliv, ' the essence of competition in practice is dynamic disequilibrium characterised by 
continuous change. Rivalry in the marketplace involves searching for, discovering, and 
exploiting profit opportunities that have not previously been secured. In a nut shell, discovery 
is at the centre of the competitive process.' Preface xv. 
937 JA. Schumpeter, Capitalism, Socialism and Democracy (3rd ed, 1962). JA. Schumpeter, 
The Theory ofEconomic Development: An Inquiry into Profits, Capital, Credit, Interest and 
the Business Cycle (1934/196111983). 
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based services, if the new products can achieve a critical mass of 
consumer support.938 On the one hand ICT markets can be described 
as volatile, with new firms and technologies emerging to challenge 
market leaders. On the other hand incumbent firms in ICT markets 
may be able to ' lock in' consumers.939 The existence of 'network 
effects' in ICT markets has the consequence that the first into the 
market can gain and hold market share because of the reluctance of 
users to migrate to other operating systems or computer software 
applications.940 This effect results in consumers, having chosen the 
dominant software technology, are reluctant to transfer to any other 
technology even if the competing technology has compelling 
attributes as compared to the dominant software. It is not so much 
the cost of migrating to the new technology as the costs that are such 
into learning to efficiently use the new technology that acts to deter 
consumers. A new technology can overcome the network effects that 
protect the market share of the incumbent technology if consumers 
recognize that it provides significant improvements over the 
incumbent technology. Radical innovation can result in a 'leap frog ' 
phenomenon, which eventually swamps the network effects that 
' lock in' the consumer base that sustains the existing dominant 
firm. 941 Page & Lopatka (2007) argue that 'the existence of network 
effects suggests that competition will often take the form of 
successive monopolies, one replacing another, and the very prospect 
of a temporary monopoly may be an important spur to 

938 F. Manjoo, The Case Against the Case Against Google- The Department of Justice should 
take a hint from the Microsoft suit: no more antitrust actions against tech companies (28 July 
2009) Slate.com <http://www.slate.com/id/2223755/pagenum/alV#p2> at 28 July 2009. See 
also JB. Stewart, Few Match Google,· Does That Make It a Monopoly? (6 May 2009) Wall 
Street Journal <http: //online.wsj.com/article/SB124156244115989189.html> at 11 September 
2009. B. Stone, Sure, It's Big, But Is That Bad? (22 May 2010) New York Times 
<https: / /www.nytimes.com/20 1 0/05/23/technology/23goog.html> at 24 January 2011. GA. 
Manne and JD. Wright, 'Google and the Limits of Antitrust: The Case Against the Case 
Against Google' (2011) 34 Harvard J. Law and Public Policy 1-74. 
939 WH. Page and JE. Lopatka, The Microsoft Case: Antitrust, High Technology, and 
Consumer Welfare (2007). 37, 42 , 151 and 154. 
940 See DJ. Teece and M . Coleman, 'The Meaning of Monopoly: Antitrust Analysis in High-
Technology Industries' (1998) 43 Antitrust Bulletin 801-857. CG. Veljanovski, 'Antitrust and 
the New Economy- Is the European Commission's view of the network economy right?' 
(2001) 10 European Competition L. R. 115. C. Ahlborn, DS . Evans and AJ. Padilla, 
'Competition Policy on Internet Time: Is European Competition Law up to the Challenge?' 
(2001) 10 European Competition L. R. 156. RC. Lind, P. Muysert and M. Walker, 
Innovation and competition policy: Part I- conceptual issues (2002) Research Paper, Office 
of Fair Trading (UK) 
<http://www.oft.gov.uk/shared_oftJreports/comp_policy/oft377partl.pdf>. RC. Lind, P. 
Muysert and M. Walker, Innovation and competition policy: Part II- case studies (2002) 
Research Paper, Office of Fair Trading (UK) 
<http://www.oft.gov.uk/shared_oftJreports/comp_policy/oft377part2.pdf>. RC. Lind and P. 
Muysert, 'Innovation and Competition Policy: Challenges for the New Mellenium' (2003) 
European Competition L. R. 87. 

941 Ibid. 
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innovation' .942 So that effective long term competltlon 1n a 
networked market would see a succession of dominant firms. 

The dynamism of the Schumpeterian 'creative destruction' may have 
a sunny side, as firms are forced into cycles of continued innovation, 
with consumer welfare benefits flowing from new products or 
improvements to existing products. There may also be a dark side, 
when firms, attempt to subvert the market to their advantage; that is, 
when firms attempt to subvert the dynamism of market forces by 
engaging in strategic behaviour in order to preserve their market 
share and do not engage in 'competition on the merits' .943 Newman 
(2011)944 argues that ICT firms may have an incentive to engage in 
anti-competitive conduct as they operate with a cost structure in 
which ICT firms 'tend to face high .fixed costs and very low variable 
costs (approaching zero). The barriers to creating entirely new 
products tend to be lower, and innovations-perhaps as a result of this-
appear to be more frequent.' 945 The strategic behaviour open to ICT 
firms can include withholding or delaying the supply of necessary 
information or products and engaging in behaviour designed to raise 
a rival's costs. 

These twin and opposing consequences of networked markets impact 
on the role of competition regulators in taking enforcement action 
because there significant doubts as to whether intervention will have 
the positive effect of improving the social welfare effects of 
competition in that market. However regulatory intervention may be 
appropriate where the existing dominant firm is engaged in 
behaviour that is not 'competition on the merits'; such as attempting 
to deter or inhibit the competitor from expanding into the market. 

942 Ibid. 154. 
943 OECD, What is competition on the merits? (June 2006) 
<http://www.oecd.org/dataoecd/1 0/27/37082099.pdf>. 
944 JM. Newman, 'Anticompetitive Product Design in the New Economy' (2011) Florida State 
University L. Rev. , Forthcoming <http://ssm.com/paper=1942932>. 
945 Ibid. 7. See also 13. 
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2. Network effects and the drivers towards single firm dominance 
of IP markets 

The nature of IP, and of markets in which IP are important can be 
considered in order to determine the drivers towards single firm 
dominance of markets in which IP is a core element of the product or 
service. The economic implications of products and services based 
on IP are described by Pitofsky (200 1) as being (usually 
characterized by large initial investments (fixed costs') and low 
costs to reproduce individual items (variable costs) ' 946 therefore it 
is to the advantage of the firm to maximise sales. Pitofsky suggested 
that social welfare benefits are the consequence of the competition to 
innovate so as to be the first to market with a new product or service 
based on IP. In markets in which IP is the key characteristic of 
products or services Pitofsky identified potentially negative social 
welfare outcomes because of a further tendency in the mid to long-
term for single firm dominance in the market. 

The first driver is that the existence of IP 'precludes competition 
within the scope of the intellectual property f or a period of time '947 

for which the legal protection continues. The second driver towards 
single firm dominance is the so-called 'network effects'. 
Notwithstanding these potentially negative tendencies, Pitofsky 
argued technology markets are characterised by 'an increased rate of 
innovation, relative ease of entry, and instability of market share ' 948 

so that domination of technology markets by cartels and monopoly 
power will be difficult to sustain and will be defeated by market 
forces of new entrants to the market and innovation by competing 
firms.949 

The control of IP that has become the market standard for 
interoperability of products may allow market leaders to create a 
competitive advantage over rivals that need to access the technology 
standards. Control over the timing of access to IP, the cost of access 
and the potential to refuse-to-license the IP, provide the market 
leaders with the potential to foreclose vertical (downstream) markets 
or to leverage control over one market into related (horizontal) 
markets. As well, vertically integrated firms that provide wholesale 
access to physical infrastructure, such as telecommunications assets, 
provide retail products and services that allow them to create a 
barrier to entry against firms that compete in the retail markets. 

946 R. Pitofsky, 'Antitrust and Intellectual Property: Unresolved Issues at the Heart of the 
New Economy' , 16 Berkeley Tech . L. J 535-559 (2001). (Republished in 'Intellectual 
Property Rights' Vaver D (ed) Routledge (2006) vol. I, 166-85). 167. 
947 Ibid. 
948 Ibid. 169. 
949 Ibid. 
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While intellectual property rights may act as a barrier to entry to a 
market, the Trade Practices Commission (TPC),950 in a report as to 
the application of the TP A to IP, acknowledge that if the existence of 
the IP does not prevent firms from competing with the owner of the 
IP, there will be no effective barrier to entry into the market. A 
competitive market exists if there are other products that are 
effective substitutes, even if there are differences in price and quality 
between the competing products. The following is the list of barriers 
to entry created by IPRs identified by the TPC, and a commentary on 
the items in that list: 

1st - 'the cost of producing a substitutable product which does 
not infringe the p roduct covered by the intellectual property 
rights' . The important questions are: (1) what is the risk of 
infringing the IPRs in producing a substitutable product? and 
(2) can competitors develop a substitutable product that can 
compete on price and quality? 

2nd - 'the lead time involved in entering the market by 
inventing and developing a substitutable product'. The 
important question is: what is the development time frame for 
carrying out the R&D in developing a substitutable product? 

3 rd - 'the degree of technological advancement involved in the 
product protected by intellectual property rights'. The 
important question is: can competitors make the 
technological advances in order to develop a substitutable 
product? The introduction of new technology may open up 
new fields of development in which cotnpetitors can engage 
in R&D in competition with the pioneer finn the technology 
without infringing the pioneer,s IPRs. 

4th - 'structural rigidities which have been created in the 
market by reason of the new technology. ' The important 
questions are: (1) what is the commitment of existing users to 
their existing technology; that is, what is the level of 
'switching costs' related to both the capital cost and the cost 
in retraining if the users adopt new technology (2) has the IP 
becotne part of the industry standard, such that competitors 
cannot use industry standards without infringing the IPRs; 
and (3) to what extent does the technology create a 'network 
effect'. 

Thus the IP can provide a firm with the ability to use the barriers to 
entry to keep out competitors out of a market or to handicap the 
ability of competitors to effectively compete on price and quality. 
While the exclusive rights provided by the IP regimes gives the IP 
owners that ability, the profit potential of the IP acts as an incentive 

950 TPC, Background Paper on the Application of the Trade Practices Act to Intellectual 
Property, (Trade Practices Commission, Commonwealth of Australia. Republished in 
'Competition Policy and Intellectual Property Rights' (OECD, DAFFE/CLP(98)18)) (July 
1991). p. 96, [4.1 1]. 
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to invest in R&D. Competitors may be able to innovate around the IP 
that stands as a barrier to entry to the market so that they can bring 
products to market that match the price or quality of the existing 
products. Therefore the existence of the IPRs may only act a short 
term barrier to entry and other firms may carry out R&D in order to 
innovate around the barrier created by the IPRs. 

3. Are IP and online markets self correcting? What is the risk of 
erroneous market intervention? 

Instead of being self-correcting, Jenkins, McFadden et al. (2004)95 1 

argue that markets for digital technologies tend toward a 'winner 
takes all ' phenomenon in that the participants in the market are not 
so much competing for market share; rather the competition is for 
the whole market. 952 The 'winner takes all ' phenomenon discussed 
by McFadden et a/. may leave the market leader capturing the 
majority of the market share leaving niche markets for smaller 
competitors. In such a market the participant with the 'first mover 
vantage' can hope to become the incumbent in the marketplace, 953 

and that incumbency is a consequence of phenomena strongly 
identified in markets for digital technologies in which 'network 
effects' or ' network externalities' exist. A competing argument is 
that the rapid innovation found in IP and online results in 'creative 
destruction' (as understood by Schumpeterian economics), such that 
with monopoly positions have a short life-span. The extent to which 
IP and online markets are contestable by new entrants to the market 
is argued to counter the 'winner takes all' phenomenon result that the 
consequence of strong network effects. 

The existence of rapid innovation in IP and online markets and the 
in1portance of dynamic competition to social welfare are factors that 
are argued to justify a non-interventionist approach by courts and 

951 M. Jenkins et al. , The Browser War- Econometric Analysis of Markov Perfect 
Equilibrium in Markets with Network Effects (31 December 2004) 
<http://emlab.berkeley.edu/~mcfadden> at 25 September 2009. 
952 See also JS. Gans, 'When is Static Analysis a Sufficient Proxy for Dynamic 
Considerations? Reconsidering Antitrust and Innovation' (2010) 11(1) Innovation Policy and 
the Economy 55-78. Gans contrasts competition ' in the market' to competition 'for the 
market ', as being 'rather than being modelled as markets in which competition is largely 
based on price, and in which static instruments are used to exercise market power, some 
industries might be more appropriately characterised as a series of winner-take-all contests 
in which innovation plays a significant role.' 
953 Gans noted that the argument that in some markets 'winner-take-all' competition rewards 
the flrst into the market and not necessarily the frrm with the better product. The extension of 
the argument being that in such markets firms 'will be willing to 'pay for market share, ' even 
if this involves below cost pricing for a short period of time. Proponents of this view argue 
that even a monopolist may choose to set low prices for a short period of time so as to 
increase market share, thus, boosting the consumers' utility from the product and hence its 
profitability. Hence, it is argued that observed low pricing is not necessarily predicated on 
competition or the deterrence of it. Thus, to deny firms the ability to build markets will itself 
further reduce the incentives for new product innovation in such industries.' Gans, ibid. 
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competition regulators, when assessing claims of monopolisation or 
the misuse of market power. To achieve the goal of a unified theory 
related to exclusionary conduct and other forms of abusive 
behaviour, it is argued that the criteria or analytical tools must avoid 
conclusions that are a ' false positive' or Type I error954 (intervening 
when the behaviour is not actually anti-competitive) or a ' false 
negative ' or Type II error955 (failing to intervene when the behaviour 
is actually anti-competitive). Judge Easterbrook's 1983 article, 'The 
Limits of Antitrust', directed attention to the relationship between 
errors and antitrust liability rules, with Judge Easterbrook arguing 
that 'the economic system corrects monopoly more readily than it 
corrects judicial [Type I] errors. ' 956 The influence of Easterbrook's 
analysis is argued by a number of commentators to justify a non-
interventionist approach in the application of the Sherman Act in an 
effort to avoid Type I errors, which are viewed as being damaging to 
the competitive process as judicial intervention inhibits competitive 
behaviour in the markets;957 whereas Type II errors allow for the 
market to correct the judicial error.958 

Cass & Hylton (1999)959 argue that false positives are probably more 
costly than false negatives in their impact on social welfare, and so 
favour a bias against intervention as they argue that the cost of 
failing to intervene is less detrimental to social welfare. Melamed 
(2006)960 identified the less interventionist approach to §2 Sherman 
Act as being a response to the changes in economic thinking that 
results in the opinion that not all exclusionary conduct has an anti-
competitive effect. Devlin & Jacob (2010)961 note the inherent 
uncertainty that is prevalent in competition regulation which 'makes 
mistaken conclusions understandable - even inevitable - but it does 
not render them any less cost~y. For these reasons, it is hardly 
surprising that competition law displays a unique fixation with 
error. ' 962 Although Devlin & Jacobs argued that such a judicial 

954 A 'false positive' or Type I error is the error of rejecting something that should have been 
accepted. 
955 A 'false negative' or Type II error is the error of accepting something that should have 
been rejected. 
956 FH. Easterbrook, 'The Limits of Antitrust' (1984) 63 Texas L. Rev. 1. 15. 
957 RA. Posner, Antitrust Law (2nd ed, 2001) . DS. Evans and AT. Padilla, 'Designing Antitrust 
Rules for Assessing Unilateral Practices: A Neo-Chicago Approach' (2005) 72 U of Chicago 
L. Rev. 73-98. 
958 GA. Manne and JD. Wright, 'Innovation and the Limits of Antitrust' (2010) 6(1) 
Competition Law and Econ. 153-202. 167. 
959 RA. Cass and KN. Hylton, 'Preserving Competition: Economic Analysis, Legal Standards 
and Microsoft' (1999) 8(1) George Mason L. Rev. 1-40. 
960 D. Melamed, 'Exclusive Dealing Agreements and Other Exclusionary Conduct- Are There 
Unifying Principles?' (2006) 73 (2) Antitrust L. J. 375-412. 
961 AJ. Devlin and MS. Jacobs, 'Antitrust Error' (2010) 52 William & Mary L. Rev. 75-132. 
962 Ibid. 79 . See also 83. 
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aversion to Type I errors is flawed as '[fl irst, the preference for 
avoiding Type I errors rests in part on the premise that those errors 
are (a) more costly, and (b) irreversible. These premises may be 
mistaken, however, because neither has been subject to empirical 
testing. And they are certainly contestable. ' 963 The view apparent in 
recent antitrust literature is that there is a greater risk of a false 
positive arising from the unnecessary intervention to stop unilateral 
conduct of a firm, as such conduct may amount to ' competition on 
the merits ', in that the firm 's unilateral conduct in the market is, the 
product of a more efficient firm offering a better bargain to 
customers. 

Melamed described the benefits of the Supreme Court' s cautious 
approach to unilateral conduct by a single-firm, such as in the Trinka 
case, 964 as being that judicial intervention in single-firm conduct 
creates a greater risk of error compared to intervention in multi-firm 
or cartel behavior, single-firm conduct may have both pro-
competitive and anti-competitive effects so caution is in order to 
identify whether the single-firm conduct is actually detrimental to 
social welfare. Melamed noted that the danger of error ' is esp ecially 
severe with exclusionary p ractices that attract customers away from 
rivals by offering a better bargain. Offering a better bargain is 
characteristic of the conduct deemed 'competition on the merits, 'yet 
it is also precisely how conduct, e.g., p redatory pricing, may exclude 
competition. ' 965 The danger of error and the consequential risk to 
social welfare that is identified by Melamed is that it is 'sometimes 
difficult to distinguish robust competition from conduct with long-
run anticompetitive effects. ' 966 Kovacic (2007)967 noted the 
differences between the United States and Europe in relation to the 
extent to which post-Chicago economics is adopted,968 the U.S . 
courts are attuned of avoiding Type I errors and so avoid an 
interventionist approach, whereas the European approach is to apply 
an adjudicatory procedure to that is more interventionist in its 
outcome and less focused on avoiding Type I errors. 969 

963 Ibid. [97]. 
964 Verizon Communications, Inc v Law Offices of Curtis V. Trinka, LLP, 540 US 398; 124 S 
Ct 872 (2004). See later discussion of the Trinka case in Chapters 5 and 6. 
965 Melamed, ibid. 429. 
966 Ibid, citing Spectrum Sports v McQuillan, 506 US 447; 113 S Ct 884 (1993) . 458-459. 
967 WE. Kovacic, 'The International DNA of Modern U.S Competition Law for Dominant 
Firm Conduct: The Chicago/Harvard Double Helix' (2007) Columbia Bus. L. Rev. 1. 
968 Ibid. 27-28 . 
969 Ibid. 30. See also F. Diez, 'Article 82, Sector-Specific Regulation, Microsoft and 
Telefonica: Really a New Economic Understanding ofAbusive Practices Under EC Law?' 
(Paper presented at the Competition and Regulatory Policy Workshop, University of Las 
Palmas de Gran Canaria, 25 January 2008) <http://ssm.com/paper= 1831 109>. 
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The IP doctrines directed to preventing unjustifiable information 
monopolies have been discussed earlier in this thesis. 970 In summary, 
with respect to copyright the boundaries are defined through the 
rules and doctrines that determine what is a protected work (e.g. the 
concept of originality and the idea/expression dichotomy), the test 
for infringement of a protected work, and the various defences and 
exceptions to liability for infringement of copyright (such as the ' fair 
dealing ' /'fair use ' exception). The false positive/false negative 
analysis can also be applied to the judicial interpretation of copyright 
law (or patent law) as judicial decisions impact on the boundary of 
what is included in the IP rights and what is in the public domain. IP 
regimes that seek to maximise social welfare would hope to avoid 
legal decisions that fail to achieve the most efficient scope of IP 
rights (such as a false positive in declaring the conduct inefficient 
where the conduct actually results in an increase of social welfare) 
and conversely where courts expand the scope of IP rights in 
circumstances in which social welfare is negatively impacted (a false 
negative). 971 

It is to be acknowledged that copyright allows for independent 
creation, whereas patents allow the owner to exclude others from the 
use of the ideas that are within the scope of the patent. The exclusive 
rights provided by patent will resulted in different degrees of impact 
on social welfare as the owner of the IP rights, such as a patent, are 
able to exclude others from making products that imitate the 
patented products although the existence of close substitutes for the 
products will limit the ability the patent owner from exercising 
market power. 972 A patented invention may only provide an 
incremental improvement over the existing technology; a 
circumstance in which close substitutes remain available to 
consumers; or the invention may be ' disruptive ' technology where 
there are no close substitutes for the radical innovation. These factors 
mean that risk of a court creating a false positive or false negative in 
making decisions that foreclose competition should only be assessed 
on a case-by-case basis as the scale of impact of an erroneous 
decision, and the ability of the market to work around the judicial 
error will be different in each situation. That is, the impact of each 
erroneous patent decision will be different and the impact will 
depend of the nature of the technology, the existence of substitutes 
that are available to consumers and the ability of competitors to 
patent around an erroneously granted patent or a excessively broad 
patent so as to bring competing products to market. 

970 See Chapter 3, Section 3(a). 
971 See TF. Cotter, 'The Procompetitive Interest in Intellectual Property Law' (2006) 48(2) 
William & Mary L. Rev. 483-557. 491. 
972 FTC, 'The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 
Competition' (March 2011) Federal Trade Commission Report 
<http: //www.ftc.gov/os/20 l l/03/110307patentreport.pdf>. 139. fin 5 citing Ill. Tool Works, 
Inc. v. Indep. Ink, Inc. , 547 U.S. 28, 45-46 (2006). 
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Manne & Wright (201 0)973 noted the absence of reliable information 
as to the actual error costs resulting from Type I and Type II errors 
and look to the accepted link between innovation and economic 
growth as indicating that errors costs can be significant and comment 
that 'the increased stakes of antitrust intervention against innovative 
business practices, is problematic from a consumer-welfare 
perspective. ' 974 Manne & Wright (2011) subsequently argued that 
the error cost avoidance approach identified in the Trinka case and 
the nature of innovation in online markets, lead to the conclusion 
that competition regulators and courts should view firms like 
Google, 'which compete in markets characterized by innovation, 
rapid technological change, and a strong reliance on intellectual 

. h ,975 bl . property rzg ts, as pro em abc targets. 

973 GA. Manne and JD. Wright, 'Innovation and the Limits ofAntitrust' (2010) 6(1) 
Competition Law and Econ. 153-202. 
974 Ibid.167. 
975 GA. Manne and JD. Wright, 'Google and the Limits of Antitrust: The Case Against the 
Case Against Google' (2011) 34 Harvard J Law and Public Policy 1-74. 
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4. The application of economic theory to the Trade Practices Act 
1974 (Cth) and the Competition and Consumer A ct 2010 (Cth) 

(a) 'Consumer welfare', ' efficiency' and the TP A/CCA 

The importance of economics to the analysis of s. 46 was described 
by Deane J in Queensland Wire case as 'the essential notions with 
which s. 46 is concerned and the objective which the section is 
designed to achieve are economic and not moral ones. The notions 
are those of markets, market power, competitors in a market and 
competition. The objective is the protection and advancement of a 
competitive environment and competitive conduct. ' 976 Brunt (1965) 
identified economics as central to competition analysis in defining 
the relevant market by the consideration of what product substitution 
is possible so as to 'reveal the effective constraints upon a firm 's 
business behaviour' ,977 because the ability of consumers to choose 
between competing products, creates price competition between 
those products. Market power can then be analysed in relation to the 
relevant market with Brunt describing a market as 'the area of close 
competition between firms or, putting it a little differently, the field 
of rivalry between them'. 978 The concepts of market power and 
competition are identified by Brunt as being the inverse of each 
other,979 with competition being a dynamic process rather than a 
static situation. 980 

To appreciate benefits that consun1ers may derive from competitive 
behaviour requires an understood of the concepts of 'social welfare' 
and 'consumer welfare', which are concepts used in the econornic 
discourse, with the 'the welfare of Australians' refened to in the 
statement in s. 2 as to the objectives of the TP A/CCA. 98 t Section 2 
was introduced into the TP A in 1995, although the Queensland Wire 
case had already established that consumer welfare considerations 
formed part of the TPA analysis. In the Queensland Wire case 
Mason CJ & Wilson J recognise that s. 46 TPA was directed to 
achieving consumer welfare, although cornpetition was identified as 

976 Queensland Wire Industries PIL v Broken Hill Pty Co Ltd (1989) 167 CLR 177; [1989} 
HCA 6. ATPR ~50,011 per Deane J. See also Dawson J at ATPR ~50,014. 
977 M. Brunt, ''Market Definition' Issues in Australia and New Zealand Trade Practices 
Litigation', Ahdar RJ (ed), 'Competition Law and Policy in New Zealand: The Law Book 
Co., (1991). (republished in Brunt, 'Economic Essays', Kluwer, (2003)). 203. 
978 Ibid. 
979 Ibid. 194, 196, referring to NR. Norman and PL. Williams, 'The Analysis of Market and 
Competition under the Trade Practices Act: Towards the Resolution of Some Hitherto 
Unresolved Issues' (1983) 11(6) Australian Business L. Rev. 396-420. 
980 Brunt, ibid. Referring to Queensland Wire, ibid and Re Qld. Co-op Milling Assoc. Ltd,· Re 
Defiance Holdings Ltd ('QCMA case') (1976) 25 FLR 169; 8 ALR 481 ; 1 ATPR ~40 -012. 

981 Competition and Consumer Act 2010 (Cth). Section 2. 'The object of this Act is to 
enhance the welfare of Australians through the promotion of competition and fair trading 
and provision for consumer protection .' 
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the means of achieving that end result in that ' the object of s 46 is to 
protect the interests of consumers, the operation of the section being 
predicated on the assumption that competition is a means to that 
end '.982 The process of achieving that end result involves rivalrous 
behaviour between firms in the market, which should, in the absence 
of market failure, achieve goods and services at the lowest price, and 
this achieves consumer welfare. The High Court of Australia in the 
Bora! case also identified competition law as being concerned with 
the consequences of failure of the market and its effect on consumer 
welfare, rather than protection of firms from competition. 983 This 
view as to the purpose of competition law is also found in U.S. 
cases.984 

The objectives of competition policy are described by the Australian 
Competition Tribunal in the Chime Communications (No 2) case985 

as being 'to promote competition so as to enhance both economic 
efficiency and consumer welfare'. 986 Competition in the market will 
tend to delivery market efficiency as firms operating in a competitive 
market are forced to seek the most efficient production practices in 
order to be profitable. 987 The itnportant consequence of the rivalry 

982 Queensland Wire, CLR 19 1 p er Mason CJ and Wilson J. 
983 Bora!, ibid. Gleeson CJ & Callinan J stated that the purpose of the TP A 'is to promote 
competition, not to protect the private interests of particular persons or corporations'. [87]. 
See also Kirby J at [ 41 0]. McHugh J referred to s. 2 TP A and described the process of 
competition as involving profit seeking firms seeking to increase market share with 
competition, by its very nature being 'detrimental to other competitors in the market and may 
cause some of those competitors to leave the market' with competition being a ruthless 
process. [260-261] . 
984 The Supreme Court in Spectrum Sports v _,\fcQuillan identified the purpose of the 
Sherman Act as being to protect consumers from failure of the market 'not to protect 
businesses from the working of the market'. Spectrum Sports v McQuillan, 506 US 
447; 113 S Ct 884 (1993). US 459, citing Brunswick Corp. v Pueblo Bowl-0-Mat, Inc, 429 
US 477; 97 S Ct 690 (1977). Cargill, Inc vMonfort ofColorado, Inc, 479 US 104; 107 S Ct 
484 (1986). Brown Shoe Co. v United States, 370 US 294; 82 S Ct 1502 (1962). 
985 Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 l\1ay 
2009).(Finkelstein J, R. Davey & Prof. D. Round). 
986 Ibid. [1]. The ACompT went on to state 'It is widely recognised that a competitive market 
achieves allocative efficiency where economic resources are allocated in such a way that it is 
not possible to make anyone better off without making someone else worse off; productive 
efficiency where goods and services are produced at the lowest possible cost; and dynamic 
efficiency where industry develops new and better production techniques and products. In 
simple terms, competition is viewed as the force that leads to efficiency and monopoly is 
condemned by many for distorting it. ' [ 1]. 
987 Chime, ibid. The Australian Competition Tribunal noted the difficulty of establishing the 
relationship between economic efficiency and competition, as: 'The causal connection 
between economic efficiency and competition is not a matter that is capable of proof But the 
Tribunal accepts the widely held view (if not the article of faith) of economists that efficiency 
is the product of competition and if a thing is, or is likely, to result in the achievement of the 
objective of promoting competition that thing will, or is likely to, encourage efficiencies. As 
Areeda eta! (at 402b) explain: 'A perfectly competitive economy produces an equilibrium 
that yields efficient use of resources in both the productive and allocative senses'.' [56]. 
Citing P E Areeda, J L Solow and H Hovenkamp, Antitrust Law (3rct ed, 2007). 
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between firms are that the price competition drives allocative 
efficiency so that firms respond to consumer demand and produce 
the goods and services for which there is market demand; productive 
efficiency will be advanced in both the short and long term as firms 
will strive to produce goods and services at the lowest cost in order 
to maximise profitability; and a path is available to firms to increase 
their market share and profitability by investing in innovation and 
creativity so as to produce new products and services or enhance the 
efficiency of production of existing products and services offered to 
consumer. 988 

In Australian courts the predominant use of the concept of efficiency 
in the context of competition law is the business efficiency of the 
firm or 'productive efficiency' , which is achieved where firms 
produce goods and services at minimum costs - as described in the 
Hilmer Report (1993). 989 The importance of economics to the 
analysis of s. 46 had earlier been described by Deane J in 
Queensland Wire case as ' the essential notions with which s. 46 is 
concerned and the objective which the section is designed to achieve 
are economic and not moral ones. The notions are those of markets, 
market power, competitors in a market and competition. The 
objective is the protection and advancement of a competitive 
environment and competitive conduct.' 990 The approach of the High 
Cou11 in the Queens land Wire case can be described as mainstream 
industrial organisation econmnics rather than articulating the 
econmnic reasoning of the Chicago school. 991 

In the trilogy of cases, (Bora!, 992 Melway993 and Rural Press994
), the 

High Court have reinforced the primacy of the purposive 

988 ACCC, Submission to the Trade Practices Act revievv - Part 3 (June 2002) 
<http://tpareview.treasury.gov.aulsubmissions.asp>. ' That is, firms faced with competition 
will strive to produce at least cost, allocate their resources to the most valued uses, and 
engage in product innovation.' 198, [7 .3 .1] The ACCC also described how profit seeking by 
commercial rivals will promote efficiencies in the short term and the long term, '[b]ecause of 
rivalries between firms motivated by the desire for profit, the goods and services wanted by 
consumers will be produced (allocative efficiency), new technologies will be discovered and 
commercialised (dynamic efficiency) and goods and services will be produced at the lowest 
cost (productive ~fficiency).' 306. Appendix 2 Competition and market power- Economic 
goal of efficiency. 
989 Hilmer Committee, Report of the Independent Committee of Inquiry into National 
Competition Policy, (AGPS) (1993). 4. 
990 Queensland Wire Industries PIL v Broken Hill Pty Co Ltd (1989) 167 CLR 177; [1989] 
HCA 6. ATPR ~50,011 per Deane J. See also Dawson J at ATPR ~50,014. 
991 P. Prince, 'Queensland Wire and Efficiency- What Can Australia Learn From US and 
New Zealand Refusal to Deal Cases?' (1998) 5(3) Competition and Consumer L. J. 237-271. 
At 257. Prince argued that the Queensland Wire case uses efficiency reasoning for holding 
BHP in breach of s. 46 TPA fo r refusing-to-supply, whereas Posner J in the Olympic case 
uses efficiency reasoning to justify the behaviour of a monopolist; see Olympia Equipment 
Leasing Co. v Western Union Telegraph Co., 797 F. 2d 370 (7th Cir. 1986), cert. denied, 480 
us 934. 
992 Bora/ Besser Masonry Ltd (now Bora! Masonry Ltd) v ACCC (2003) 215 CLR 374; 
[2003] HCA 5. See McHugh J at [280]. 
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interpretation of s. 46 and that the objective justification of the 
behaviour, has a role in the purposive analysis of s. 46, and that the 
objective justification of the behaviour may include whether the 
behaviour is justified on the grounds of the resulting efficiencies. 995 

A survey of the use of the concept of efficiency in the Bora!, Melway 
and Rural Press cases produces repeated discussion of the market 
participants being engaged in price cutting or otherwise managing 
their businesses in a cost conscious manner in order to be a low cost 
supplier to the relevant market. 996 In these cases High Court judges 
appear to use the words ' efficient' and ' efficiency' to describe 
'productive efficiency'. In these three cases ' efficient' and 
' efficiency' are not used to describe ' allocative efficiency' or 
' dynamic efficiency ' . This conclusion may not be remarkable in 
itself as it can be seen to be the result of the High Court identifying 
the attributes of market power, as identified in the Queensland Wire 
case, and as described in the Bora! case,997 as focusing on the short 
to medium term and not the long term that is the implicit time frame 
of an analysis of dynamic efficiency. As the nub of the TP A claim in 
the Bora! case was predatory pricing the High Court considered the 
U.S. literature and case law on that issue when reviewing whether 
the revenue foregone by the firm allegedly engaged in predatory 
pricing could ever be recovered in the future . This implicitly 
considers the allocative efficiency of new firms, in the medium to 
long term, entering the tnarket to compete with the incumbent 
firms.998 

(b) The purposive interpretation s. 46 TP A/CCA 

While econotnic theory is central to the application of the TP A to 
market behaviour Edwards (2003)999 described economics and 
competition law as having an uneasily relationship as to how the 
TPA directs the analysis of the behaviour of firms in the 
marketplace. Recent HCA decisions, including the trilogy of cases 

993 Me/way Publishing PIL v Robert Hicks PIL (2001) 205 CLR 1; 50 IPR 275 ; [2001] HCA 
13 . 
994 Rural Press Ltd v ACCC (2003) 216 CLR 53 ; [2003] HCA 75. 
995 A efficiency analysis of s. 46 TP A cases, with a comparison to Sherman Act cases, is 
provided by W. Reid, 'Aspen Skiing in a Sunburnt Country' (2005) 73(1) Antitrust L. J. 209-
234. 
996 Bora/, ibid. 
997 Me/way, ibid. [136] per Gleeson CJ & Callinan J. 
998 See Trade Practices Legislation Amendment Act 2008 (Cth) . See discussion at Chapter 5, 
Section 4. 
999 G. Edwards, 'The Hole in Section 46 Net: The Bora/ Case, Recoupment Analysis, The 
Problem of Predation and What to Do About it' (2003) 31 Australian Business L. Rev. 151-
170. 
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(Me/way, 1000 Bora/1001 and Rural Press 1002
), establish that s. 46 

requires proof of three elements before a breach of s. 46 exists: ' the 
market power threshold; the taking advantage element; and, 
proscribed subjective purpose element. ' 1003 This can be described as 
a 'purposive' interpretation, 1004 which involves a test involving the 
proof of three elements in the application of s. 46: 

(1) The categorisation of the firm as having a ' a substantial degree 
of power in a market'; 1005 

(2) The requirement that the firm is ' taking advantage ' of such 
power; and 

(3) The identification of behaviour that is directed to achieving 
one of the proscribed purposes 1006 ins. 46 (1) (a) - (c). 1007 

The order in which the analysis takes place is important as the High 
Court have identified that starting from an analysis of the purpose of 
a firm, or an attempt to identify the motive or intention of a firm, is 
the wrong approach. 1008 

1000 Me/way Publishing PIL v Robert Hicks PIL (2001 ) 205 CLR 1; 50 IPR 275; [2001 ] HCA 
13. 
1001 Bora/ Besser Masonry Ltd (now Bora/ Masonry Ltd) v ACCC (2003) 215 CLR 374; 
[2003] HCA 5. 
1002 Rural Press Ltd v ACCC (2003) 216 CLR 53; [2003] HCA 75. 
1003 SG. Corones, 'The Characterisation of Conduct under Section 46 of the Trade Practices 
Act' (2002) 30(6) Australian Business L. Rev. 409-422. 409. 
1004 Justice RS . French, 'Dolores Umbridge and policy as legal magic' (2008) 82(5) 
Australian L. J 322-332. 330. French CJ described s. 46 as providing a broad, open ended 
legal standard with considerable scope for 'evaluative and purposive judgments' that apply 
relevant policy objectives. 
1005 In 2007, s 46(1)(c) was amended to provide that a corporation with a substantial degree 
of power in a market should not take advantage of that power for a proscribed purpose in that 
market 'or any other market'. This amendment fo llowed the Rural Press case in which the 
High Court determined that the relevant power had to be used in the market in which the 
corporation had market power. 
1006 In relation to the meaning of ' purpose' ins. 46, Gleeson CJ in News v South Sydney noted 
that 'purpose' is not the same as 'motive' as '[t} he purpose of conduct is the end sought to be 
accomplished by the conduct. The motive for conduct is the reason for seeking that end. The 
appropriate description or characterisation of the end sought to be accomplished (purpose), 
as distinct from the reason for seeking that end (motive), may depend upon the legislative or 
other context in which the task is undertaken .. . [I}n the context of competition law, it is 
necessary to identify purpose by describing what is sought to be achieved by reference to 
what is relevant in market terms.' News Ltd v South Sydney District Rugby League Club Ltd 
(2003) 215 CLR 563; 77 ALJR 1515 ; 200 ALR 157; ATPR ~41-943; [2003] HCA 45. [18], 
per Gleeson CJ. 
1007 SG. Corones, 'The Characterisation of Conduct under Section 46 of the Trade Practices 
Act' (2002) 30(6) Australian Business L. Rev. 409-422 . 
1008 Me/way, ibid, [28] and [31] per Gleeson CJ, Gummow, Hayne & Callinan JJ. Bora!, ibid, 
[123] and [141] per Gleeson CJ & Callinan J; [195] per Gaudron, Gummow & Hayne JJ; and 
[263] and [283] per McHugh J. 
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The process of defining the relevant market under s. 46 is the 
threshold question. 1009 The concepts of a 'market', 1010 and the 
definition of the relevant 'market', are central elements of the s. 46 
analysis, 'since the Court cannot decide whether there has been, or 
is likely to be, a substantial lessening of competition unless and until 
it establishes the nature and scope of the relevant markets. dOll The 
definition of the market, the degree of market power held in the 
relevant market and the proof that the conduct had the necessary 
anti-competitive effect therefore form the core of the s. 46 
analysis. 1012 Smith & Round (2003) 1013 described the major 
empirical question in relation to the existence of a market, either at 
the present time of the inquiry, or at some later time, as being 'what 
are the key indicators or triggers that, if satisfied, will confirm that 
the market is ready to act as a medium of exchange?' 1014 The market 
analysis also reflects that markets involve participants from the 
supply side (producers I suppliers) and the demand side (purchasers I 
consumers). Issues as to substitution may be relevant to market 
definition as on the supply side a producer may have the ability to 
substitute inputs to products or services and on the demand side 
issues as to substitution may be directed to consumers being able to 
substitute products and services. 

The identification of barriers to entry to a market is part of the 
analysis of market structure that is identified in the QCMA case. 1015 

The Competition Tribunal in the Application by Chime 
C . . 17\.T 2'll 016 . h . 1' h ommunzcatzon 11 vO. / reviews t e economic Iterature as to t e 
optimum approach to measuring competitiveness in real-world 
markets. 1017 The Tribunal considered the various approaches: 

1009 Bora!, ibid. [133] per Gleeson CJ & Callinan J. 
1010 Section 4E CCA describes a market to mean 'a market in Australia and, when used in 
relation to any goods or services, includes a market for those goods or services and other 
goods or services that are substitutable for, or otherwise competitive with, the 
first-mentioned goods or services.' Competition and Consumer Act 2010 (Cth). This 
defmition establishes the importance of substitutability of goods and services in the definition 
of the relevant market. 
10 11 Seven Network Ltd v News Ltd (2007) 244 ALR 374; ATPR ~46-274; [2007] FCA 1062. 
[18]. See C7 case FCAFC [581-585]. 
1012 e.g. RP Data Ltd v State of Queensland (2007) ~ATPR 42-197; [2007] FCA 1639. (64-
73]. 
1013 RL. Smith and DK. Round, 'When is a market a market?' (2003) 31(6) Australian 
Business L. Rev. 412-422. 
1014 Ibid. 422. See also D. Geradin et al. , The Concept of Dominance in EC Competition Law 
(July 2005) Global Competition Law Centre, GCLC Research Paper on Article 82 (SSRN 
eLibrary) <http://papers.ssm.com/so13/papers.cfm?abstract_id=770144> at 13 February 
2007. At 13-15. 
1015 QCMA case, ibid. 
1016 See also the Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 
May 2009) .[38-48] per Finkelstein J, R. Davey & Prof. D. Round. 
1017 Ibid. [49-53]. 
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considering whether a firm charges above marginal cost for its goods 
or services; using the levels of market share and concentration as a 
proxy of competition; and the role of entry conditions in determining 
concentration (the analysis of the 'barriers to entry'), and the 
Tribunal concluded that 'barriers to entry are both structural, based 
on exogenously determined market characteristics, and endogenous, 
being the result of the incumbent 's strategic behaviour to deter 
entry.' 1018 McHugh J in the Bora! case has previously noted that a 
market may have strategic structural or behavioural barriers to 
entry. 1019 McHugh J went on to identify intellectual property, and 
some technologies, as potentially acting as a structural barrier, such 
that: 

'Structural barriers can be assessed objectively by looking to 
the existence of intellectual property, capital investment, the 
availability of labour and materials, the nature of technology 
and similar matters. Strategic barriers to entry include 
matters such as economies of scale, pricing policies and the . if I . , 1020 expanszon o p ant to generate excess capaczty. 

McHugh J noted that it is necessary to separate strategic barriers of 
entry from factors that make entry to a market difficult because of a 
firm ' s size or superior efficiency otherwise efficient firms will be 
regarded as having substantial market power. 102 1 A strategic barrier 
to entry is described by Corones (2007) 1022 as arising from 'the 
behaviour of incumbents such as any anti-competitive conduct they 
engage in to deter market entry'; 1023 Corones noted that the effect of 
the Bora! case was the recognition that courts ' should have regard to 
evidence of market structure rather than market conduct' when 
considering claims of misuse of substantial market power in 

. h b . k 1 1024 circumstances w ere arners to entry to a mar et are ow. 

1018 Ibid. The ACompT went on to state: 'Structural barriers are based on cost structures, 
such as economies of scale, switching costs, demand characteristics (eg preferences for 
differentiated products), access to information and legal restrictions (eg patents or 
environmental regulations). Strategic barriers include limit pricing and general entry 
deterrence, advertising, targeted innovation, product proliferation, expansion of capacity, 
predatory responses to entry and any other targeted action that would 'raise a rival's costs '. 
Consequential variations in both market share and market concentration over time as entry 
occurs must also be examined. The Tribunal is of opinion that any assessment of the effect of 
barriers to entry, in a forward-looking sense, must include a comprehensive assessment of 
the current structural and behavioural characteristics of the market and firms at issue, and of 
how past conduct has shaped this structural and behavioural environment.' [53]. 
1019 Bora!, ibid. [295] and [312]. See also ACCC v Bora! Ltd (2000) 106 FCR 328 at [340] 
and [341]. 
1020 Ibid. 
1021 Ibid. Citing RH. Bork, The Antitrust Paradox: A Policy at War with Itself(l978) . 
1022 SG. Corones, Competition Law in Australia (4th ed, 2007). 
1023 Ibid. [2.150]. 114. 
1024 Ibid. 117. Corones identified strategic barriers to entry as including: raising rival's costs 
and the strategic acquisition of intellectual property. 
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In ACCC v Universal Music the Full Court described the concept of 
a 'market' as a metaphor - a concept that provides a working 
description of a forum for transactions, 1025 with Hill 1 describing 
that approach was 'useful as pointing to a particular characteristic, 
a structural dimension, of the market, ie how the market works, once 
the market has been defined' .1026 ACCC v Universal Music provides 
an example of the description of a market involving an IP product in 
relation to market share in the music CD market. 1027 Hill 1 accepted 
there is a sub-market of ' chart music ' (the top 10 or top 50 songs in 
any week) that is a sub-market of the wholesale market for CDs 
throughout Australia; Hill J also described other segments of the 
market as being 'catalogue music ' and " back catalogue music ', 
although the ' market' was accepted as being the wholesale market 
for recorded music in Australia. 1028 Hill 1 held that market power 
was exercised in the relevant market for a purpose that is anti-
competitive - the withholding of CDs from retailers that stocked 
product that had been imported under the changes to the Copyright 
Act that allowed for the parallel importation of CDs that been 
legitimately manufactured. 1029 

The Australian Competition Tribunal in the Application of Clime 
Communications (No. 2) 1030 commented on the different competition 
models; of 'perfect competition' and the non-perfect competition 
models of 'workable competition', 'effective competition' and the 
competition model of the 'contestable market'. The Tribunal 
concluded that a market is sufficiently competitive if the tnarket 
'experiences at least a reasonable degree of rivalry ", with firms 
having "some constraint in their use of market power from 
competitors (actual and potential) and from customers ' . The 
Tribunal comn1ented that the assessment of future market 
performance was driven by the assessment of criteria related to 

1025 Universal Music Australia PIL v ACCC (2003) 57 IPR 353; 131 FCR 529; 201 ALR 636; 
ATPR ~41-94 7; [2003] FCAFC 193. ' The concept of a 'market' is a metaphor used to 
describe a range of competitive activities by reference to function, product and geography. 
The application of the metaphor may be informed by economic analysis, provided it is rooted 
in commercial realities.' [53]. 
1026 ACCC v Universal Music Australia PIL (2001) 201 ALR 502; ATPR ~41-855; 115 FCR 
442; [2001] FCA 1800. [350] , citing Tru Tone Ltd v Festival Records Retail Marketing Ltd 
[1988] 2 NZLR 352 (CA). 360. 
1027 Universal Music, ibid. [382]. See also [437]. 
1028 European Commission merger determinations have considered artist based and music 
genre based sub-markets ('pop ' , classical etc), while the EC has not had cause to adopt such 
narrow market definitions; see Sony/BMG: Commission Decision C(2004) 2815 of 19 July 
2004 declaring a concentration to be compatible with the common market and the 
functioning of the EEA Agreement, (Case No COMP/M.3333) OJ 2005 L 62, p. 30. [110]. 
This merger determination was appealed to the CFI in Independent Music Publishers and 
Labels Association (IMPALA) v Commission (2006) 5 CMLR 1049 (Case T -464/04 ). 
1029 Copyright Amendment Act (No . 2) 1998 (Cth) . 
1030 Application by Chime Communications P/L (No 2) [2009] ACompT 2 (27 May 2009). 
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structure I conduct I performance of the market, which were 
described as being: 

'The criteria for such competition are structural (a sufficient 
number of sellers, few inhibitions on entry and expansion), 
conduct-based (eg no collusion between firms, no exclusionary 
or predatory tactics) and performance-based (eg firms should 
be efficient, prices should reflect costs and be responsive to 
h . k fi ) ,1031 c angzng mar et orces . 

While 'perfect' competition may be an ideal, the structure of markets 
may only, at best, exist in a state of 'workable' competition. 

The 2008 amendments that introduced s. 46(6A) are described in the 
Explanatory Memorandum 1032 as focusing on the intention of the 
firm. These amendments are arguably not designed to change what 
Sackville J discussed in the C7 case, 1033 as to officers of a firm 
contemplating that harm to a competitor may be the consequence of 
engaging in ruthless competition for market share. 1034 That is, the 
new s. 46 (6A) appears to be directed to the effect of the behaviour 
of the firm rather than the intention of the firm. Section 46(6A) 
appears to give legislation status to what had been established in s. 
46 cases: it requires there to be a causal connection between the 
conduct and the respondent's ' substantial degree of power in a 
market' in that the 'taking advantage ' was 'materially facilitated', 1035 

or 'in reliance', 1036 or was the consequence of a ' but for' causal 
connection between the conduct and the respondent's n1arket 
power.1037 

Corones (2009) 1038 comments that it is uncertain whether s. 46 ( 6A) 
is intended to codify existing case law or extend the test, given that s. 
46(6A)(d) provides a new element -that the necessary link between 

1031 Ibid. [48]. See the discussion of the various competition models at [30-47]. 
1032 Trade Practices Legislation Amendment Bill: Explanatory Memorandum 2008 (Cth). 
1033 Seven Network Ltd v News Ltd (2007) 244 ALR 374; ATPR ~46 -274; [2007] FCA 1062. 
1034 Ibid. [2485]. Sackville J did not accept that statements to as to the desire to 'kill Channel 
7' amounted to a conduct that met the test provided in s. 45 or s. 46. See the discussion in 
Seven Network Ltd v News Ltd (2009) 262 ALR 160; 182 FCR 160; [2009] FCAFC 166. 
[34], [40] , [53-66] per Mansfield J; [267], [320] , [454-457] , [486], [ 491-511], [830-836] , 
[841-849], [888-933] per Dowsett & Lander JJ. 
1035 Trade Practices Legislation Amendment Act 2008 (Cth). s. 46 (6A) (a) states 'whether the 
conduct was materially facilita ted by the corporation's substantial degree of power in the 
market' . 
1036 s. 46 (6A) (b) states 'whether the corporation engaged in the conduct in reliance on its 
substantial degree of power in the market' . 
1037 s. 46 (6A) (c) states 'whether it is likely that the corporation would have engaged in the 
conduct if it did not have a substantial degree of power in the market'. 
1038 SG. Corones, 'Section 46(1) and 46(1AA) of the TPA :the struggle of the small against 
the large' (2009) 37(2) Australian Business L. Rev. 110-123 . 
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the conduct is that it 'otherwise related to ,t 039 the respondent's 
market power. This thesis argues that Corones is correct when he 
suggest that the application of this ' relates to' test is the same as 
elements (a), (b) and (c) such that the application of the 'relates to' 
test in (d) is to be interpreted in the same context as the other 
elements so that 'a court may conclude that a direct and material 
link between the conduct and the respondent's market power is 
required, rather than any link, however indirect or tenuous'. 1040 The 
2008 amendments to s. 46 therefore reinforce that s. 46 proscribes 
specific modes of behaviour that have a causal connection to the 
taking advantage of market power in a defined market. Corones 
suggested that the amendments created by s. 46(6A) ' does not limit 
the matters that the court may have regard to, so that a court may 
have regard to whether the conduct can be explained in terms of 
securing efficiencies of scale or scope that are not available to 
smaller competitors.' 1041 It can therefore be argued that the 
introduction of s. 46(6A) provides a broader test as to what conduct 
provides the connection between the conduct and the market 
power.I042 

1039 s. 46 (6A) (d) states 'whether the conduct is otherwise related to the corporation 's 
substantial degree ofpower in the market'. 
104° Corones, ibid. Corones noted the uncertainty that exists with the use of 'relates to' ins. 
51 (3) TP A as '[t] he wording is unclear since it gives no indication as to the nature of the 
relationship which must exist before the exemption applies .' fin 68 and text. See the 
following Section 5. 
1041 Ibid. 
1042 See the comments of Justice J. Middleton, 'The Trade Practices Legislation Amendment 
Act 2008 (Cth) and s 46 of the Trade Practices Act 1974 (Cth)- will anything really change?' 
(Paper presented at the Twentieth Annual Workshop of the Competition Law and Policy 
Institute of New Zealand, 8 August 2009) 
<http://www.austlii.edu.au/au/joumals/FedJSchoV2009/12.html>. 
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5. Section 51, Trade Practices Act/Competition and Consumer Act 
and the interaction between IP and competition law 

The Ergas Committee Report (2000) 1043 suggested that an optimal 
competition policy 'would allow such efficiency-enhancing 
arrangements to proceed, while deterring those that do not serve a 
useful social purpose'; 1044 and as acknowledged by the Ergas 
Committee Report '[t} he relationship between the objectives of the 
intellectual property laws on one hand and competition policy on the 
other is therefore complex and multifaceted.' 1045 The Ergas 
Con1mittee Report identified that the clear definition of property 
rights increases the incentive to invest in creative effort, and 
facilitates contractual dealing in the rights. These contractual 
dealings can be described as resulting in an efficient use of IP where 
the transactions result in the transfer of IP to users who places the 
highest value on the technology (covered by the intellectual 
property). Those users should be the optimal exploiters of the 
technology as they have an incentive to maximise the commercial 
exploitation of the technology in order to recoup the acquisition 
costs. 1046 

Corones (2007) 1047 provides a broad definition of competition policy 
as encompassing 'all government policies and laws which ensure 
that competition in markets is not restricted in a way that is 
detrimental to society', 1048 and referred to the report of the Hilmer 
Con1mittee (1995) 1049 as describing the field of competition policy as 
extending beyond Part IV Trade Practices Act 1974 (TPA) and 
subsequently the Competition and Consumer Act 2010 (CCA), to 
cover 'a large body of legislation and government action that 
influences permissible competitive behaviour by firms, the capacity 
of firms to contest particular economic activities and differences in 
regulatory regimes faced by different firms competing in the one 
market.' 1050 Section 51 TP A/CCA determines the application of 
competition policy to IP, with s. 51 (1) providing an exemption from 
the effect of Part IV for any 'anything specified in, and specifically 
authorised by' legislation that includes the patents, trade marks, 

1043 Ergas Committee Report, ibid. 24. 
1044 Ibid. 26. 

1045 Ibid. 
1046 Ibid. 25-26. 
1047 SG. Corones, Competition Law in Australia (4th ed, 2007). 
1048 Ibid. 3. 
1049 Hilmer Committee, Report of the Independent Committee of Inquiry into National 
Competition Policy, (AGPS) (1993). 
I05o Ibid. 7. 
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designs or copyright legislation. 1051 That is, the exemption takes 
effect if the legislation specifically authorises the action being 
challenged under Part IV TP A/CCA. 1052 The Ergas Committee 
Report described the relationship between s. 51 ( 1) and s. 51 (3) as 
being that: 

'Intellectual property laws excluded by s. 51 (1) are instead 
specifically provided for in s. 51 (3), which exempts the 
imposing of, or giving effect to, conditions of licences and 
assignments from certain sections of the Trade Practices Act 
concerning restrictive trade practices, to the extent that those 
conditions relate to the subject matter of the relevant 
. ll l . h ' I 053 znte ectua property rzg t. 

Section 51(3) confirms that ss. 46, 46A or 48 TPA/CCA can be 
applied to exploitation of intellectual property rights. 1054 The s. 51 (3) 
exemption is limited to excluding other Part IV TP A/CCA 
provisions from impacting on the terms of licenses of IPRs to the 
extent that the licence term under review ' relates to ' the relevant 
patented invention or the work or other subject matter in which the 
copyright subsists. Miller (20 1 0) 1055 comments that '[t} he term 
'relates to ' is quite vague. A condition will relate to an invention if it 
has some connection with the invention, but in the context of 
exemption provisions like s 51, which should be interpreted 
narrowly, it is quite likely that a court would seek to narrow the 
definition of this term to imply a requirement that the relevant 
condition should relate to the invention in the sense of protecting the 
inventor 's legitimate rights in the invention. ' 1056 The precise 
interpretation of the expression ' relates to ' remains an open question 

1051 Ergas Committee Report, Review of Intellectual Property Legislation under the 
Competition Principles Agreement, (IP and Competition Review Committee (Commonwealth 
of Australia)) (September 2000). Recommended that s. 51 (l)(a)(i) be amended to to list all 
the relevant IP statutes, i.e. a complete list would include circuit layouts and plant breeder's 
rights. 
1052 Section 51(1C)(a) reinforces how the exemption ins. 51(1) operates, by stating that 'the 
authorising provision must expressly refer to' the TPA. See Neat Domestic Trading PIL v 
AWBLtd[20003] HCA35; 216 CLR277; 198 ALR 179; 77 ALJR 1263. 
1053 Ergas Committee Report, ibid. 202. The Ergas Committee Report comments that the 
'original objectives of s. 51 (3) are unclear' and note the suggestion of the NCC that the most 
likely reasons. 51 (3) TPA was enacted in 1974 was based on the belief that IPRs provided a 
limited economic monopoly and because of this special status of IP, s. 51 (3) TP A reflected a 
concern that ' the unrestrained application of competition law to intellectual property could 
undermine intellectual property rights.' 206. See NCC, Review of Section 51 (2) and 51 (3) 
of the Trade Practices Act (March 1999). 
1054 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48 . 
[85] per McHugh ACJ, Gurmnow, Callinan & Heydon JJ . 
1055 RV. Miller, Miller's Annotated Trade Practices Act- Australian Competition and 
Consumer Law (31st ed, 2010). 
1056 Ibid. [1.51.30], page 516. 
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given the different interpretations set out in judgment of the High 
Court in the Trans .field case. 1057 

The judgments of the High Court delivered in the Transfield case1058 

provide different views as to the extent that s. 51 (3) allows IP 
owners to impose licensing conditions to protect their IPRs. Mason J 
was of the opinion that the phrase ' relates to ' narrowed the ambit of 
s. 51(3) to statutory rights and did not extend to gaining ' collateral ' 
benefit in a licence, that is, obtain a benefit outside that provided by 
the IP statute. 1059 Barwick CJ and Wilson J adopted a different 
interpretation, which considered that s. 51 (3) extended to the terms 
of any license or assignment provided there is nexus with the IPR; 
this interpretation would have the effect that exclusive territorial 
limits in licenses for IPRs do not infringe Part IV TP A. Clapperton 
& Corones (2008) 1060 refer to the reasoning of Mason J in the 
Transfield case and identify s. 51 (3) as being directed to protecting 
the ' legal monopoly' held by the IP owners, that is, the exclusive 
rights created by the Copyright Act 1968 (Cth). In relation to 
computer programs, 1061 Clapperton & Corones note that 
'[s] ignificantly, the right to control the use of computer software is 
not an exclusive right of the copyright owner, nor is the right to 
control the use of a device in which the software is embodied.' 1062 

Contract law provides the basis on which IP owners attempt to 
control how a licensee may use computer software and other IP. 

1057 S. 51(3)(a) TPA/CCA. The ambit of the exclusion of licence terms from the effect of 
Part IV TP A/CCA is determined by the meaning of the phrase 'to the extent that the 
condition relates to ' ins. 51(3). The interpretation of s. 51(3) is the subject of differing 
opinions in the literature. See WMC. Gummow, 'Abuse of Monopoly: Industrial Property 
and Trade Practices Control' (1976) 7 Sydney L. Rev. 339 . I. Eagles, 'Intellectual Property 
and Competition Policy: The Case for Neutrality' in CEF. Rickett and GW. Austin (eds), 
International Intellectual Property and the Common Law World (2000). (Hart Publishing) . 
B. Fisse, Intellectual Property Rights and Competition Lmv: The Government Response to 
the Ergas Committee's Recommendations on Section 51 (3) of the Trade Practices Act (25 
September 2001) Gilbert+ Tobin <http://gtlaw.com.au> at 15 :March 2005. C. Lawson, 
'Patenting Genes and Gene Sequences and Competition: Patenting at the Expense of 
Competition' (2002) 30(2) Federal L. Rev. 97-13 3. I. Eagles and L. Long din, 'Competition in 
Information and Computer Technology Markets: Intellectual Property Licensing and s. 53 
(3) of the Trade Practices Act 1974' (2003) 3(1) QUT Law and Justice Journal28-46. RRL. 
Hoad, 'Brave new world or much ado about nothing? Practical effect of proposed changes to 
Trade Practices Act, s 51 (3)' (2007) 18 Australian Intellectual Property Journal 201-229. 
SG. Corones, 'Section 46(1) and 46(JAA) of the TPA :the struggle of the small against the 
large' (2009) 37(2) Australian Business L. Rev. 110-123. 
1058 Transfield PIL v Arlo International Ltd (1980) 144 CLR 83; [1980] HCA 15. 
1059Ibid. 216 per Mason J. The use of the idea of a 'collateral' benefit can be understood to 
state a distinction between the grant of rights provided by the relevant IP statute and a benefit 
that is outside the grant of rights. 
1060 D. Clapperton and SG. Corones, 'Technological tying of the Apple iPhone: unlawful in 
Australia?' (2007) 7(2) QUT Law and Justice J 351-372. 
1061 A computer is within the definition of a literary work (s. 10, Copyright Act 1968); with 
the exclusive rights provided by s. 31 (1) including the 'exclusive right to reproduce the 
software in material fo rm.' 

I 062 Ibid. 3 71. 
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Section 51 has carried over into the Competition and Consumer Act 
2010 (Cth), so that there appears to be no political will to address the 
problems with s. 51 that are identified by Miller and other 
commentators. The discussion of s. 51 will be limited to a critique of 
the policy options related to s. 51 as the alternative policy options to 
the exception provided by s. 51(3) are extensively considered in the 
various reviews that have been undertaken. 

The future of s. 51(3) involves a range of policy options: (1) 
retaining s. 51 as currently drafted, subject to some revision to cover 
IPRs not currently referred to in the section; (2); the repeal of s. 51 
as recommended by the Trade Practices Commission (1991), 1063 

although repeal is not recommended by the Ergas Committee; 1064 (3) 
the changes recommended by the National Competition Council 
(1999);1065 (4) the changes recommended by the Ergas Committee 
Report (2000), 1066 which recommended that the currents. 51(1)(a)(i) 
be amended to list all the relevant IP statutes and that s. 51 (3) should 
be repealed and replaced with a provision to the effect that 
contravention of Part IV of the TP A or s. 4D TP A would not occur 
so long as the licence conditions that related to the intellectual 
property 'do not result, or are not likely to result in, a substantial 
lessening of competition' .1067 The response of the Coalition 
Government to the Ergas Committee Report foreshadowed 
amendments being made to s. 51, which amendments were not 
implemented. 1068 In 1999 the ACCC proposed that intellectual 
property guidelines be implemented, 1069 which were intended to 
coincide with the amendments to s. 51 ; the guidelines were described 
by the ACCC as being intended to be similar to those issued by the 

106
' TPC, Background Paper on the Application of the Trade Practices Act to Intellectual 

Property? (Trade Practices Commission, Commonwealth of Australia. Republished in 
'Competition Policy and Intellectual Property Rights' (OECD, DAFFE/CLP(98) 18)) (July 
1991). 
1064 Ergas Committee Report, ibid. 212. 
1065 NCC, Review of Section 51 (2) and 51 (3) of the Trade Practices Act (March 1999). At 
184. 
1066 E C . R . .b .d rgas omrmttee eport, z z . 
1067 Ibid. 11 & 212-215 . Section 4D continues in the CCA and describes exclusionary 
provisions of a contract, arrangement or understanding. 
1068 Attorney General's Department, (Au), Government Response to Intellectual Property and 
Competition Review Recommendations (28 August 2001) 
<http://www. a g. gov .au/www/ agd/ agd.nsf/Page/Copyright_ IssuesandReviews _ IPandcomp etit 
ion>. 
1069 A Fels, 'The Role of Competition Principles in Intellectual Property' (22 July 1999) 
Victoria Branch of IPSANZ, <http://www.accc.gov.au/content/index.phtmVitemld/179174>. 
Fells described the guidelines as being intend to apply the key principles '(1) that IP should 
be treated no differently to any other property, and (2) application of the 'but for' test, i.e. 
would competition be better or worse but for the conduct/licensing?' 6. 
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U.S. Federal Trade Commission and Department of Justice; 1070 

however that proposal has not been implemented. 

The Ergas Committee Report propose a 'scope of rights' limitation 
to the intellectual property, to the extent that 'these rights should not 
be capable of being used to go beyond the market power those rights 
directly confer. That is the right holder should not be allowed to 
extend the statutory right into a wider right of exclusion with the 
effect of substantially lessening competition.' 1071 The Ergas 
Committee Report also recommended that all provisions of Part IV 
apply to a revised s. 51 with the balance between the privileges 
provided to intellectual property owners and the objectives of 
competition policy being determined by a test of infringement of 
Part IV or s. 4D TPA occurring only where the 'conditions in a 
contract, arrangement or understanding related to the subject matter 
of the intellectual property statute . .. are likely to result in a 
substantial lessening of competition.' 1072 Lawson (2002) described 
the effect of the changes recommended by Ergas Committee Report 
as being too narrow s. 51 (3) to exclude licensing conditions in 
respect of IPRs, where the conditions do not substantially lessen 
competition. 1073 That is, the changes, if implemented: 

'[E) xempt only contracts, arrangements and understandings 
h · h I · . . 1074 . fi . 1o1s w zc are exc uszonary provzszons, pnce zxzng, 

secondary boycotts1076 and most exclusive dealings 1077 which 
do not substantially lessen competition. All other conduct will 
still theoretically have to comply with the general regime of 
the Trade Practices Act 197 4 (Cth). ,/078 

Fisse (2000) 1079 while otherwise supporting the recommendations of 
the Ergas Report criticizes the proposal that the 'relate to' test in s 
51(3) be preserved. This phrase is used in relation to the imposing of 
or giving effect to conditions contained in dealings, (such as licenses 

1070 DOJ/FTC, 'Antitrust Guidelines on the Licensing of Intellectual Property', (April1995). 
(Department of Justice/Federal Trade Commission, republished in FM. Abbott and DJ. 
Gerber, 'Public Policy and Global Technological Integration'. Appendix 3 (1997) (Kluwer 
Law International)). 
1071 Ergas Committee Report, ibid. 11 (emphasis in original). 

lon Ibid. 
1073 Ibid. 215. 
1074 

1075 

1076 

1077 

Trade Practices Act 1974 (Cth) s 45 and s 4D. 

Ibid s 45A. 

Ibid s 45D and s 45DA. 

Ibid s 47, except 47 (6) and (7). 
1078 C. Lawson, 'Patenting Genes and Gene Sequences and Competition: Patenting at the 
Expense of Competition' (2002) 30(2) Federal L. Rev. 97-133. 122. 
1079 B. Fisse, Intellectual Property Rights and Competition Law: The Government Response 
to the Ergas Committee's Recommendations on Section 51(3) of the Trade Practices Act (25 
September 2001) Gilbert + Tobin <http://gtlaw.com.au> at 15 March 2005. 
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or assignments) to the extent that those conditions ' relate to ' that 
which is the subject matter of the copyright, patent or other specified 
statute creating the intellectual property right. Eagles & Longdin 
(2003) 1080 also consider that the retention of the phrase ' relate to ' 
leaves s. 51 in an unsatisfactory position as it continues the 
uncertainty in statutory interpretation that is represented in the 
different judgments in the Transfield case. 108 1 

The consequence of the repeal of s. 51 is arguably that it will have 
no adverse consequences if combined with the issue of licensing 
guidelines by the ACCC as to the intersection of IP law and 
competition law - although guidelines would not foreclose the 
possibility of litigation. The effect of s. 51 was questioned by Justice 
Lindgren, in a conference paper delivered in 2005 in which he 
suggested that ' it is questionable whether s 51 (3), or at least s 
51(3)(a), in the limited way in which it operates .... would ever 
require a different result on the f acts of any particular case. That is 
to say, it is questionable whether its existence makes any difference 
in practice.' 1082 The repeal of s. 51 may result in litigation which 
tests the 'scope of the grant' of the relevant IPR and whether license 
terms result in a substantial lessening of competition; but that is 
situation in other jurisdictions. 

Eagles (2000) 1083 described the 'scope of the grant' inquiry as one 
that occurs in jurisdictions that do not have legislative statements 
that are the equivalent of ss. 51 (1) and (3), with the purpose of the 
'scope of the grant' inquiry being to establish the nature and extent 
of the IPRs that may be exempted from the effects of antitrust/anti-
competitive legislation. Lawson described various arguments for 
exemption of intellectual property from the application of the TPA, 
such as provided in s. 51 (3) TP A/CCA; with these arguments 
appearing to rely on the proposition that the role of IPRs is to 
'reward innovation so that innovators properly appropriate their 
surpluses with the associated dynamic efficiencies' 1084 flowing to 
society or that IPRs do not create either legal or economic 
monopolies so that the role of the exemption is to give certainty to 
the owners of the property rights, so that the competition cotnpliance 

1080 I. Eagles and L. Longdin, 'Competition in Information and Computer Technology 
Markets: Intellectual Property Licensing and s. 53 (3) of the Trade Practices Act 1974: 
(2003) 3(1) QUT Law and Justice Journal28-46 . 
1081 See also SG. Corones, 'Section 46(1) and 46(1AA) of the TPA: the struggle of the small 
against the large' (2009) 3 7 (2) Australian Business L. Rev. 110-123. 'The wording is unclear 
since it gives no indication as to the nature of the relationship which must exist before the 
exemption applies.' fln 68 and text. 
1082 Justice K. Lindgren, 'The Interface between intellectual property and antitrust: Some 
current issues in Australia' (2005) 12(3) Trade Practices L. J 131-148. 
1083 I. Eagles, 'Intellectual Property and Competition Policy: The Case for Neutrality' in CEF. 
Rickett and GW. Austin (eds), International Intellectual Property and the Common Law 
World (2000). (Hart Publishing). 
1084 Lawson, Ibid. 121. 
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costs are reduced and there is an incentive to license the rights. 1085 

This thesis argues that arguments directed at risk of a chilling effect 
of the application of competition statutes to IPRs on the incentive to 
innovate are unconvincing as any claim that the exercise of IPRs is a 
misuse of market power or a IP license is anti-competitive must 
satisfy the stringent tests for infringement of s. 46 TPA/CCA. In 
addition, if there is an objective justification for the behaviour or 
contractual condition, that will either negate liability or provide a 
' defence' or excuse for the behaviour. 

The continued existence of s. 51 (3) helps narrow the scope of this 
thesis as s. 51 (3) preserves the application of s. 46 to the contracts, 
arrangements or understandings in respect to the forms of IP that are 
otherwise exempted from the operation of Part IV TP AICCA. The 
anti-competitive consequences of contracts, arrangements or 
understandings, in so far as they deal with the forms of IP described 
in s. 51(3), would primarily be considered in relation to the restrict 
dealing provisions in s. 45 and the exclusive dealing provisions of s. 
4 7. As a consequence, s. 51 (3) may take effect in relation to the 
concerted dealings or ' collusive' conduct of a firm that is addressed 
in ss. 45 and 47. This thesis is therefore focused on the application of 
s. 46 to the exercise of IP rights and the unilateral dealings on 
owners of IP rights that can be categorised as 'exclusionary' conduct 
by a firm in a marketplace. 

toss Ibid. 
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6. Preliminary conclusions as to determining the optimum 
'access/protection balance' between IP and competition policy in 
the digital environment 

The intention in this Section is to summarise the significant 
conclusions that have been drawn from the literature review in 
Chapters 2, 3 and 4. These preliminary conclusions are considered to 
be relevant to the issues at the intersection of IP and competition 
policy that are considered in Part II of this thesis (Chapter 5 to 8). 
The preliminary conclusions derived from Part I are as follows : 

(i) The conventional justification for the IP regimes is that 
property rights are granted in order to promote creativity and 
innovation that result in welfare benefits flowing through the 
society in the form of knowledge and new or improved 
products and services. 1086 Property rights provide the legal 
framework for markets to efficiently exchange IPRs and 
products and services that include IP so as to further the 
commercialisation of creativity and innovation and to enhance 
the incentive to engage in creativity and innovation - however 
there is a significant level of empirical research and other 
scholarship that is sceptical as to where the IP regimes actually 
promote creativity and innovation.1087 

(ii) The conventional justification for the IP regimes is that by 
creating property rights the IP regimes correct market fai lure 
resulting from ' free-riding' on innovation and creativity. That 
is, the patent regime prevents imitation of the patented 
innovation and enables licensing in the patent rights , with the 
copyright regitne having a similar effect in preventing 
imitation of works and other material. However empirical 
studies have shown that industries do not rate IPRs as an 
important factor in achieving a return on investment. Factors 
that rate higher than IPRs are: (1) being the first into the 
market so that ' first mover advantage ' can be achieved, with 
competitors being disadvantaged due to the significant lead 
time necessary to bring new products or services to tnarket; (2) 
investing in R&D so that the firm stays ahead of competitors in 
the learning curve of innovation; and (3) customer sales and 
after-sales services strategies that give the firm a cornpetitive 
advantage. 1088 

(iii) The creation of property rights and increased levels of 
propertisation, are not the only approach to promoting 
creativity and innovation as collaborative modes of behaviour 
in the ICT industries, (such as the Free Software Foundation' s 

1086 See Chapter 2, Section 4(b ). 
1087 See Chapter 2, Section 4(c) and (d) . 
1088 See Chapter 2, Sections 4(b), (c) and (d) . 
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GNU General Public Licence and software development under 
Open Source Initiative model) can also result in creativity and 
innovation without relying on the exclusionary barriers created 
by the grant of IPRs. 1089 

(iv) The increases in GNP and the social welfare benefits that flow 
from innovation in the ICT industries are significant. 1090 The 
impact of digital technology creates a social, economic and 
political environment in which creators and innovations and 
investors in creativity and innovation seek increased levels of 
propertisation through stronger IPRs with a broader scope of 
what falls within the exclusive rights in each IP regime. 1091 

(v) Increased levels of propertisation do not appear to be cost free 
- the social welfare gains may be eroded: through increased 
transaction costs that appear to flow from the broader scope of 
what is included in the IP regime, (specifically the 
coordination costs involved in identifying what is protected IP 
and negotiating suitable license terms with the owners of the 
IPRs), and as a result of rent-seeking behaviour by firms (such 
as 'patent trolls' that deal in patent rights rather than work the 
patents or engage in research and development). 1092 

(vi) A significant characteristic of the ICT industries is that 
innovation may be both 'sequential' and 'complimentary', 
which has the effect that all firms in the relevant industry 
benefit from carrying out follow-on innovation carried out by 
other firms, and the original innovator also receives an indirect 
benefit from the imitation of its innovations. Innovation in 
such an envirotunent would incur higher levels of transaction 
costs as the existence of IPRs needs to be identified and 
licensed. Increased levels of propertisation in such an 
environment may tend to inhibit innovation because of the 
increased transaction costs. 1093 

(vii) Large firms may be better placed than individual inventors and 
small firms to manage the negative effect of increasing 
transaction costs that flow from a greater level of 
propertisation; while small firms can take the benefit provided 
by a greater level of propertisation, the stnall firms operate at a 
disadvantage to large firms in relation to increasing transaction 
costs, and as a consequence may generate lower economic 
gains from a greater level of propertisation as compared with 

1089 See Chapter 2, Section 4(b) . 
1090 See Chapter 2, Section 1. 
1091 See Chapter 1, Section 5 and Chapter 2, Section 4(a). 
1092 See Chapter 2, Section 4(b). 
1093 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 
40(4) RAND Journal of Economics 611-635 . See Chapter 2, Section 4(b). 
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larger firms. 1094 

(viii) Large firms may also have the ability to extract economic rents 
from their portfolio of patents, with this redistributive effect 
raising a policy question: whether the redistributive of wealth 
from small firms to large firms through a greater level of 
propertisation is a consequence that should be of concern to IP 
policy makers. 1095 The question that should be of concern to IP 
policy makers is whether the distributive losses incurred by 
small firms resulting from such a redistributive effect results in 
an inefficiency that is of consequence in the development of 
patent policy. The answer to this question exposes problems 
inherent in the design of the IP regimes: that winners and 
losers are created as a result of the operation of the IP regimes; 
and that changes to the IP regimes have flow on effects that 
may impact differently on individual inventors and small firms 
compared to the effect on large firms that have the capital 
resources to work the IP regime to their advantage and to 
manage the transaction costs that may be created. 1096 

(ix) The OECD (1998) 1097 commentary on the economic 
rationalisation for IPRs, noted the lack of consensus as to 
whether more extensive IPRs results in greater levels of 
innovation and creativity or whether allocation of higher levels 
of investtnent in R&D would result in positive social welfare 
effects. 1098 There is scepticism as to the role that the IP 
regimes play in decisions by individuals or firms to invest in 
creativity and innovation. In contrast to these opinions, there is 
scholarship that supports the proposition that there is a role for 
strong patents and copyrights because the hope and expectation 
of a large reward motivates entrepreneurs to invest in 
technological and artistic creation in what Scherer (2005) 1099 

1094 JM. Barnett, 'Property as Process: How Innovation Markets Select Innovation Regimes' 
(2009) 11'9(3) Yale L. J 384-456. See Chapter 2, Section 4(b). 
1095 See Chapter 2, Section 4(b). 
1096 JM. Barnett, 'Is Intellectual Property Trivial?' (2009) U of Pennsylvania L. Rev. 1691-
1742. 1739. Barnett posed the question as follows: '[Djo we care about distributive losses 
that transfer rents from some firms (usually smaller, weakly integrated entities) to other firms 
(usua lly larger, strongly integrated entities) as a function of different levels of intellectual 
property protection? This question might be rephrased even more simply as follows: do the 
distributive effects generated by adjustments in intellectual property coverage raise any 
efficiency implications?' See Chapter 2, Section 4(b) and (c). 
1097 OECD, Competition Policy and Intellectual Property Rights (1998) DAFFE/CLP(98)18 
<http://www.oecd.org/dataoecd/34/57/1920398.pdf>. 73. 
1098 Ibid. As stated in the OECD report '[i}t is not clear that more extensive IPRs will 
necessarily result in more creative and inventive activity, nor that this is necessarily an 
efficient use of society's resources, which have an opportunity cost. Further, in correcting for 
the market failure associated with free riding, other market failures may be created or 
exacerbated.' 
1099 FM. Scherer, 'The Innovation Lottery' in FM. Scherer (ed), Patents: Economics, Policy 
and Measurement (2005). (Edward Elgar). 
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described as a 'reward skewed incentive system' .1100 This view 
of innovation looks to Schumpeterian 'creative destruction' to 
control the potentially negative effects of IP regimes. It 
proposes that rather than price competition, the most important 
driver for competition and competitive advantage is innovation 
and technological change that drives dynamic efficiency with 
resulting social welfare benefit and that price competition will 
flow from firms being attracted into markets in which the 
profit margins are higher than merely the recovery of the 

. 1 f d . 1101 marg1na cost o pro uctlon. 

(x) While there is an apparent consensus of opinion that IP and 
competition policy share the same purpose of enhancing social 
welfare, 1102 there are a variety of opinions as to the optimum 
criteria or analytical tools to consider the forced sharing of 
IPRs, which stem from arguments as to whether intellectual 
property should be treated in the same way as tangible forms 
of property in the application of competition law doctrines. 1103 

(xi) The adoption of a non-interventionist approach to the Sherman 
Act analysis of anti-competitive behavior follows from the 
view that the intervention of a court in the market when no 
intervention was necessary, 1104 has a greater impact that the 
failure to intervene to stop anti-competitive behavior; 1105 in the 
latter situation the belief is that the market will act to correct 
any resulting monopolisation. This approach operates on the 
assumption that false positives are probably more costly than 
false negatives in their impact on social welfare so that a bias 
against intervention is justified as the cost of failing to 
intervene is less detrimental to social welfare than an 
enoneous intervention into the market. This reluctance of U.S. 
courts to act in a quasi-legislative or regulatory role would 
impact on the approach taken to resolve refusal-to-deal 
disputes. 1106 

I 
100 Ib id. 306. 

1101 See the discussion ofiPRs and the incentive to invest in Chapter 2, Section 4(c) and the 
discussion ofSchumpeterian ' creative destruction ' in Chapter 4, Section l(c) . 
1102 See Chapter 1, Section 3 and Chapter 3, Section 2(d) . 
1103 See Chapter 3, Section 5. 
11 04 A ' false positive' or Type I error is the error of rejecting something that should have been 
accepted. 
11 05 A 'false negative' or Type II error is the error of accepting something that should have 
been rejected. 
1106 See RA. Cass and KN. Hylton, 'Preserving Competition: Economic Analysis, Legal 
Standards and Microsoft' (1999) 8(1) George Mason L. Rev. 1-40. The aversion to Type I 
errors can be traced to FH. Easterbrook, 'The Limits of Antitrust' (1984) 63 Texas L. Rev. 1. 
c.f. AJ. Devlin and MS. Jacobs, 'Antitrust Error' (2010) 52 William & Mary L. Rev. 75-132. 
Devlin & Jacobs argue that such a judicial aversion to Type I errors is flawed as '[f}irst, the 
preference for avoiding Type I errors rests in part on the premise that those errors are (a) 
more costly, and (b) irreversible. These premises may be mistaken, however, because neither 
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To follow on from these preliminary conclusions as to IP and 
competition policy the following chapters in Part II of this thesis will 
consider the optimum criteria or analytical tools that should be 
applied so as to identify whether a forced sharing of IPRs will 
advance or inhibit creativity and innovation with a corresponding 
effect on social welfare. 

In consideration of these preliminary conclusions, this thesis argues 
that tensions arising at the intersection of IP and competition policy 
can be resolved through a model in which achieving the optimum 
balance between access to markets and protection of the incentive to 
innovate or create (the 'access/protection balance ') is approached 
through IP regimes that have a narrow scope of protection, with a 
competition policy that intervenes in the exercise of IPRs only in 

. 1 . 1107 exceptlona circumstances. 

has been subject to empirical testing. And they are certainly contestable.' [97]. See Chapter 
4, Section 3. 
1107 H. Apostolopoulos, 'The Copy right Misuse Doctrine on Computer Software: A Redundant 
Doctrine of U.S. Copyright Law or a Necessary Addition to E. U. Copyright Law?' (2006) 
24( 4) John Marshall J of Computer and Information Law 571 -609. Apostolopoulos 
described the optimum balance between access to markets and protection of the incentive to 
innovate or create is achieved through a model ' with narrower IP protection and strong 
comp etition policy that intervenes only exceptionally .' At 608 . 
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Part II: Intellectual property and competition 
law in the digital environment 

'0, it is excellent to have a giant's strength: but it is tyrannous to use 
it as a giant.' William Shakespeare, Measure for Measure 

(Act 2, Scene 2) 

Restatement of the thesis: Part II- an overview 

To restate central question being considered - This thesis argues that 
tensions arising at the intersection of IP and competition policy can 
best be resolved through the following model: that achieving the 
optimum balance between access to markets and protection of the 
incentive to innovate or create (the ' access/protection balance') 
should be approached through IP regimes that have a narrow scope 
of protection with a competition policy that intervene in the exercise 
of intellectual property rights (IPRs) only 1n exceptional 
circumstances. 

Competition law provides the rules and doctrines that are intended to 
maintain efficient markets through which transactions involving 
private property are carried out, however the public law norms 
established by competition statutes can be described as being 
ambiguous with Devlin & Jacob (2009) 1108 describing the analytic 
methodology of competition law as being 'hopelessly imprecise', 
including concepts that are important to determining important 
questions - 'terms such as 'cost, · 'market. ' 'monopoly power, ' and 
'entry barrier ' - are either vague, contestable, or both.' 1109 This 
thesis must therefore address these fundamental competition law 
concepts in order to provide the basis to consider markets in the 
digital environment. Cotnpetition regulators also face challenges in 
analysing how such fragile monopolists impact on social welfare; 
Evans (2008) 1110 commented that the web creates two significant 
challenges for competition regulators; the first is that the legal and 
economic analytical tools are not well developed; the second is the 
rapid change of development of web-based economic activity. 1111 

1108 AJ. Devlin and MS. Jacobs, 'Antitrust Error' (2010) 52 William &MaryL. Rev. 75-132. 
86. 
1109 Ibid. 86. Devlin & Jacobs described the uncertainty that is inherent in competition 
analysis as being that 'whether certain conduct is harmful to consumers- can depend upon 
first identifying and then comparing current or past harms and benefits with those likely, but 
not certain, to arise in the future. This comparison involves measuring the relative size of a 
known set of facts, on the one hand, and an uncertain but theoretically predictable future 
outcome, on the other.' 86. 
1110 DS. Evans, 'Antitntst Issues Raised by the Emerging Global Internet Economy.' (2008) 
102 Northwestern U L. Rev. Colloquy 285-306. 
1111 Ibid. 285. 
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Chapter 5: Refusals-to-license IP in the digital 
environment 

1. Introduction to the interaction of intellectual property and 
competition law 

This chapter will consider the preliminary issues that arise when 
considering whether behaviour is anti-competitive: whether property 
rights can be the source of market power; and market definition 
issues related to the digital technologies, in the form of computer 
software or digital devices, and the digital pipelines through which 
communication of data and audiovisual content flow. Section 2 will 
consider whether intellectual property should receive different 
treatment to other forms of property. Section 3 describes the s. 46 
analytical approach in order that analysis can be applied to 
competition issues related to IP . Sections 4 to 6 will consider the key 
aspects of competition law, focusing on the concepts of 'market' , 
'market power', and the measurement of 'market power' and the 
analysis of the time span of markets vis-a-vis the time span of IPRs. 
This Chapter discusses §2 Sherman Act; European competition law, 
with regard to which it should be noted that the Lisbon Treaty (2007) 
resulted in Article 81 being renumbered Article 1 OJ TFEU and 
Article 82 being renumbered Article 102 TFEU; and the Trade 
Practices Act 1974 (TPA), which was replaced by the Competition 
and Consumer Act 2010 (CCA). 

This Chapter sets out to establish that in the analysis required by s. 
46 TP AICCA no distinction should be made between IP and other 
property rights. Property rights, including IP, can therefore be a 
source of market power, however all elements of the s. 46 analysis 
tnust be addressed in order to reach a finding of actual misuse of 
market power. This Chapter also sets out to establish the significance 

. of the threshold .question of market definition in relation to digital 
technology products or IP products. In considering market definition, 
this Chapter concludes that without a determination as to the 
existence of market power in the relevant market, a claim will 
founder even before a review as to whether any refusal-to-license 
any digital technology product or IP product is anti-competitive. 

In considering single product or 'brand' -based online services, this 
Chapter concludes that if the boundaries or structure of the market 
encompass other products or facilities in which transactions can 
occur then the relevant market will be wider than the single product 
or facility. That is, the market within which consumers can 
reasonable find substitute products or services to those of the 
defendant's product or service will constitute the relevant market. 
However where the boundaries of the market are contiguous with the 
product or facility, then a single product or facility will be the 
market. 
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2. Intellectual property markets, the exercise of IPRs and 
exclusionary conduct 

In the context of competition law the term 'market' is used in a 
specific to define the relevant market by the consideration of what 
substitution is possible, which is described by Brunt (1965) as 
revealing 'the effective constraints upon a firm 's business 
behaviour' .1112 When considering the market for IP products the 
definition of the relevant market focuses upon 'the extent to which 
there are substitutes for the product, process or work to which the 
IPR relates.' 1113 The definition of the relevant market is the 
threshold question with market power then being analysed in relation 
to the relevant market as 'the area of close competition between 
firms or, putting it a little differently, the field of rivalry between 
them' .1114 The potential rivalry between the owner and non-owner 
may involve one of three categories or markets in which the non-
owner may intend to use the technology in which the IPRs exist to 
con1pete with the owner by producing products or services: 
• In the direct market for the goods or services: that is, in the 

market where the goods or services of the non-owner are actual 
or near substitutes for the products or services produced by the 
owner of the technology; 

• In related markets for the goods or services: that is, where the 
non-owner is producing goods or services that are 
complementary to or work with the goods or services supplied 
by the owner; 1115 and 

• In the after-markets for the goods or services: that is, in 
collateral markets for goods or services such as the supply of 
consumables used by the product or service supplied by the 
owner. 

The ACCC (1998) 1116 described the issues that can occur at the 
interaction of IP and cornpetition law as including 'excessive prices, 

1112 M. Brunt, ''Market Definition' Issues in Australia and New Zealand Trade Practices 
Litigation' , Ahdar RJ (ed), 'Competition Law and Policy in New Zealand', The Law Book 
Co. , (1991). (republished in Brunt, 'Economic Essays', Kluwer, (2003)). 
1113 Office of Fair Trading, Abuse of a dominant position (December 2004) OFT402 
<http://www.oft.gov.uk/Business/Legal!Competition/ca98+publications.htm>. [ 4.22], citing 
(Magill TV Guide) Radio Telefis Eireann (RTE) & Independent Television Publications Ltd 
(ITP) v Commission (1995) ECR I-743; (1995) 4 CMLR 718; [1995] FSR 530; EUECJ C-
241 /91P. 
1114 Ibid. 203. 
1115 Such as a computer program that is designed to be compatible with another program, and 
in order to achieve compatibility the 'interface' between the two programs must allow data to 
be shared, which may raise copyright issues if the data transfer requires each program to have 
the same computer code at the interface. e.g. Data Access PIL v Powerflex PIL ( 1999) 202 
CLR 1; 166 ALR 228; 73 ALJR 1435; 45 IPR 353; [1999] HCA 49. 
1116 ACCC paper included in OECD, Competition Policy and Intellectual Property Rights 
(1998) DAFFE/CLP(98) 18 <http://www.oecd.org/dataoecd/34/57 /1920398 .pdf>. 
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price discrimination and raising barriers to entry in both the 
immediate and downstream markets, through licensing 
arrangements, brand loyalty, pre-emptive patenting and restrictions 
on access. Particular problems arise when network externalities are 
involved, as for example in computer software.' 1117 The exclusionary 
conduct that is of primary interest to this thesis is behaviour that is 
described as a ' refusal-to-deal ' or a ' refusal-to-license' or a ' tie-in' , 
which forces consumers to purchase other products with the product 
they seek, or the ' bundling' of products to be sold as a package. 1118 

Newman (2011) 1119 comments that digital technology allows for 
technology-tying as, 'software updates are a uniquely attractive 
method of using product redesign to foreclose rivals' . 1120 The Microsoft 
case is an example of a digital product foreclosure case. 1121 

The business practices of ' tie-in ' and 'bundling' are forms of 
conditional ' refusal-to-deal ' or a ' refusal-to-license' as the goods or 
services are only offered as provided in the products 'tied' together 
or sold as a ' bundle' and are not otherwise available for purchases as 
separate products or services. Bundling and tying are forms of 
restraint imposed by suppliers as conditions of sale of goods and 
services. Suppliers may also attempt to impose post-sale restraints 
so as to restrict what a consumer may do with the purchased goods or 
services. 

Courts have developed doctrines as the 'exhaustion' of IPRs, such as 
the U.S. first-sale doctrine, to address the extent to which IPRs can 
support the post-sale restraints. Katz (2011) commented that 
competition law and economics provides an insight into the efficacy 
of such doctrines and concluded that 'when post-sale restraints 
increase efficiency and ought to be enforceable, they should be 
enforced primarily as a matter of contract law, not on the basis of 
intellectual property entitlements. ' 1122 The existence of IP in goods, 
and in related labelling and packaging, allow for the assertion of 
IPRs to support post-sale restraints and to attempt to maintain 
separate pricing regimes for different countries. 

1117 Ibid. 7 4. See the statement of the predecessor to the ACCC: TPC, Background Paper on 
the Application of the Trade Practices Act to Intellectual Property , (Trade Practices 
Commission, Commonwealth of Australia. Republished in 'Competition Policy and 
Intellectual Property Rights' (OECD, DAFFE/CLP(98)18)) (July 1991). 83. 
1118 S. Anderman (ed), The Interface Between Intellectual Property Rights and Competition 
Policy (2007). 1. 
1119 JM. Newman, 'Anticompetitive Product Design in the New Economy' (2011) Florida 
State University L. Rev., Forthcoming <http://ssrn.com/paper=1942932>. 
1120 Ibid. 4. See also 21 & 22. 
1121 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). 
1122 A. Katz, What Antitrust Law Can (and Cannot) Teach About the First Sale Doctrine 
(2011) University ofToronto- Faculty of Law (SSRN eLibrary) 
<http://ssrn.com/paper= 1845842>. 
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The parallel importation of copyright goods by a firm other than the 
copyright owner or an exclusive licensee raises issues as to what are 
the 'legitimate economic interests' protected by copyright. 1123 In the 
Cos teo v Omega case the 9th Circuit in 2008 limited the effect of the 
first-sale doctrine so as to allow a copyright owner to prevent the 
importation into the U.S. of genuine goods purchased at lower cost 
in other markets. 1124 When the case was reconsidered in the Federal 
District Court in 2011, Omega argued that by importing its watches 
Costco had infringed the copyright of an 'Omega Globe Design' that 
had been engraved on the back of each watch. Omega however was 
unsuccessful as the court gave summary judgment to Costco on the 
basis that Omega was misusing copyright in seeking to prevent the 
importation of genuine Omega watches by reliance upon this 
'Omega Globe Design' , which was some 3 millimetres in size and 
which had nothing to do with the function of the watch itself. 1125 The 
price competition provided by parallel importers, which benefit 
consumers, can be seen as the justification for legislative 
intervention so as to permit the parallel importation of copyright 
goods. The Copyright Act 1968 (Cth) addresses the ' incidental 
presence' of copyright works on labels and packaging and excludes 
such works from the definition of an ' infringing copy ' so as to 
permit the parallel importation of specific works. 1126 The IP 
exhaustion doctrines can be analysed as the circumstances in which 
efficiency is advanced or diminished, however review of the post-
sale restraints and the operation of such IP exhaustion doctrines is 
outside the scope of this thesis. 

11 23 Euro-Excellence Inc v Kraft Canada Inc [2007] 3 SCR 20; 2007 SCC 37. Bastarache J 
[75-88]. 
11 24 Omega, SA. v Costco Wholesale Corp., 541 F. 3d 982 (9th Cir. 2008), judgment affd by 
an equally divided Court 131 S. Ct. 565 (2010) . 
1125 Omega, SA. v Costco Wholesale Corp., (E.D. Cal. November 9, 2011). 
1126 The s. 10(1) defrnitions of 'infringing copy', ' accessory' and 'non-infringing accessory' 
exclude labelling and packaging from the domain of copyright in relation to the parallel 
importation of specific works: Copyright Amendment Act (No . 1) 1998 (Cth.), No. 104, 
Schedule 2. 
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3. Whether property rights can be a source of market power 

The question considered in this Section is whether copyright, as a 
property interest, should be exempt from further regulation by 
competition statutes. A short answer is given by Anderman (2004 ), 
in that 'private property is always subject to public law norms.' 1127 

A more complete answer requires an explanation of the way in 
which competition policy, as an expression of public law norms, 
interacts with IP policy. An indication of the relationship of 
intellectual property and market power in given by Ramello 
(2005), 1128 who noted that because IPRs provide exclusive rights, by 
definition they provide the rights owner with a degree of market 
power that depends on the ease with which other product or service 
that can be substituted for the product or service to which the IPRs 
are applied. The degree of substitutionability has a causal 
relationship with the degree of market power created by the IPRs, or 
as described by Ramello : 

'[T} he legal monopoly will translate into an economic 
monopoly only when consumers p erceive the information 
good protected by intellectual property right as being poorly 
substitutable fo r other information goods. Only then does 
exclusive control over the non-substitutable resource confer 
market power to the owner, in inverse proportion to the 

b . b 'l' if h d ,1129 su stztuta z zty o t e goo . 

The introduction to the FTC Patent Report 1130 comments on patents 
and competition by considering whether market power may flow 
from the existence of a patent and the circumstances in which a 
patent may confer market power: 

'A patent does not necessari~y confer market power because 
patented inventions often compete with alternative 
technologies. Patentees can earn rewards in the market by 

· selling a patented product themselves or ·by licensing the 
patent for others to practice. In either case, the market 
reward earned by the patentee, and the economic value of the 
invention, will depend upon the extent to which consumers 

1127 S. Anderman, 'Does the Microsoft Case Offer a New Paradigm for the 'Exceptional 
Circumstances' Test and Compulsory Licenses under EC Competition Law' (2004) 1(2) 
Competition L. Rev. 13-14. 
1128 GB. Ramello, 'Intellectual Property and the Markets of Ideas' (2005) 4(2) Review of 
Network Economics. 161-181 . 
1129 Ibid. 
113° FTC, 'The Evolving IP Marketplace: Aligning Patent Notice and Remedies with 
Competition' (March 2011) Federal Trade Commission Report 
<http ://www.ftc.gov/os/2011103/ 11 0307patentreport.pdf>. This report considers two areas of 
patent law that impact the interaction of the patent system and competition policy: how well 
the patent system informs as to what technology is protected; and how judicial remedies -
damages and injunctions - following a finding of patent infringement, impact on the 
alignment of the patent system with competition policy. 
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prefer the patented technology over alternatives. A patent 
covering a highly valued, disruptive technology can confer 
market power and generate significant market rewards. More 
often, competition from acceptable alternatives will limit the 
market reward that a patent owner receives.' 1131 

The definition of the relevant market, as a legal test, is directed to the 
degree of substitution that is possible so as to identify the nature of 
the market before going on to assess the degree of monopolisation or 
market power. In Illinois Tool Works v Independent Ink, 1132 the 
Supreme Court confirmed that a patent, in itself, did not result in a 
substantial degree of market power, in the absence of empirical 
evidence of market power; nor did the ability of the firm to engage in 
price discrimination in offering the product to customers at different 
price points, in itself, indicate market power. 1133 The approach taken 
in the Independent Ink case means that the question as to whether a 
patent, or copyright material, 1134 create market power needs to be 
assessed empirically, in relation to the relevant market for the 
product protected by the IPRs. 1135 

The U.K. Office of Fair Trade (2004) has stated that it does not 
consider that the ownership of IP, of itself, results in the owner being 
in a dominant position in a market ' [w] hether or not dominance 
results from the ownership of an IPR depends upon the extent to 
which there are substitutes for the product, process or work to which 
the IPR relates. ,t 136 That is, the focus is on the identification of the 
relevant market for the product. Anderman (20 11) comments that 
that 'IPRs are assessed in terms of the extent to which they create 
real restrictions of competition in the form of barriers to entry or 
· d. ' 1137 A fu h h . tmpe lments to entry . rt er answer to t e question as to 

Il
31 Ibid. 2. 

11 32 Illinois Tool Works, Inc v Independent Ink, Inc, 547 US 28; 126 S Ct 1281 (2006). 
1133 BH. Kobayashi, 'Spilled ink or economic progress? The Supreme Court's decision in 
Illinois Tool Works v Independent Ink' (2008) 53(1) Antitrust Bulletin 5-33. 
1134 A. Katz, 'Making Sense of Nonsense: Intellectual Property, Antitrust, and Market Power' 
(2007) 49(4) Arizona L. Rev. 837-909. fin 4. Katz noted issues in the Independent Ink case 
related to patents and comments 'because patents are often considered to confer greater 
market power than other forms of IP, it is fair to assume that the holding applies with even 
greater force to other forms of IP'. 
1135 S. Anderman and H. Schmidt, 'EC competition policy and IPRs' inS. Anderman (ed), 
The Interface Between Intellectual Property Rights and Competition Policy (2007) 37-109. 
(Cambridge University Press). 37. 
1136 Office of Fair Trading, Abuse of a dominant position (December 2004) OFT402 
<http:/ /www.oft.gov. uk/B usiness/LegaVCompetitionlca9 8+publications.htm>. [ 4 .22]. 
Providing as an example, Cases C-241 and 242/91P, Radio Telefis Eireann v Commission 
(Magill) [1995] ECR 1-743 at paragraph 46. See also Europe Economics, Market Definition 
in the Media Sector: Economic Issues, (Report for the European Commission, DG 
Competition) (November 2002). [2.5. 19]. 
1137 S. Anderman, 'The IP and Competition Interface: New Developments' inS . Anderman 
and A. Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 3-
25. (OUP). At 9. 
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whether IPRs create market power is provided by European General 
Court in AstraZeneca v Commission, 113 8 in which the court held that 
the mere existence of a patent does not create market power, 11 39 

although IPRs are capable of creating market power, such as by 
enabling a firm to prevent effective competition in the market. 1140 

In the AstraZeneca case the court was of the opinion that Article 102 
is aimed both at practices which may cause damage to consumers 
directly and at practices that are detrimental to consumers through 
their impact on an effective competition structure; as a consequence 
a dominant firm is prohibited from strengthening its position by 
using methods other than those which come within the scope of 
competition on the merits and that an abuse of a dominant position 
does not necessarily occur via the use of the economic power 
conferred by a dominant position.114 1 The specific allegation in the 
AstraZeneca case was that the firm had abused the procedures 
relating to supplementary protection certificates for medicinal 
products and of marketing authorisation procedures for medicinal 
products including misleading representations to patent offices to 
obtain the certificates. The misrepresentations resulted in the grant of 
exclusive rights to which the firm was not entitled, or to which it was 
entitled for a shorter period. The court held that this behaviour 
'constitutes a practice falling outside the scope of competition on the 
merits which may be particularly restrictive of competition.' 1142 The 
court went on to reject the argument that abuse of dominant position 
required that an exclusive right obtained as a result of misleading 
representations must actually be enforced, such as through 
litigation; 1143 the court held that merely obtaining the exclusive 

1138 AstraZeneca v Commission, Case T-321/05 (EU General Court, 1 July 2010). 
1139 Ibid. [229] The General Court cited: Case 238/87, Volvo [1988] ECR 6211; Joined Cases 
C- 241 /91 P and C- 242/91 P, RTE and ITP v Commission [ 1995] ECR I -743 ('Magill'); and 
Case C-418/01 , IMS Health [2004] ECR I - 5039). 
1140 AstraZeneca v Commission, Case T -321105 (EU General Court, 1 July 201 0). [270]. 'As 
regards the grounds of complaint regarding the relevance attached to intellectual property 
rights and rights conferred by pharmaceutical regulation, the Court would point out, first of 
all, that it cannot be argued that intellectual property rights do not constitute a relevant 
factor for the purposes of determining the existence of a dominant position. Although the 
mere possession of intellectual property rights cannot be considered to confer such a 
position, their possession is none the less capable, in certain circumstances, of creating a 
dominant position, in particular by enabling an undertaking to prevent effective competition 
on the market (see, to that effect, Magill, paragraph 229 above, paragraphs 46 and 47) .' 
1141 Ibid. [353-354]. 
1142 Ibid. [355]. 
1143 Ibid. [362]. 'When granted by a public authority, an intellectual property right is 
normally assumed to be valid and an undertaking's ownership of that right is assumed to be 
lawful. The 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. Furthermore, to the extent that the applicants argue that an intellectual property right 
must have been exercised in legal proceedings, that argument would tend to make the 
application of Article 82 EC [Article 1 02] conditional on the contravention by competitors of 
the public regulations by their infringing the exclusive right of an undertaking,· that argument 
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rights through deliberate misrepresentation was sufficient given that 
the grant of the exclusive rights created regulatory obstacles to 

. . 1144 compehhon. 

In Australia the starting point of the discussion as to whether 
property rights can be the source of market power is the NT Power 
case, 1145 in which the High Court considered whether s. 46 could be 
used to create an access regime to electricity supply facilities. 
McHugh ACJ, Gummow, Callinan & Heydon JJ commented on the 
exercise of property rights, including IPRs, and their relationship to 
the role of s. 46 in regulating the misuse of market power. The 
interpretation of s. 51 TPA was not directly at issue in the case; 
rather the High Court addressed the question as to the effect of s. 46 
on property rights in general by identifying that s. 51 ( 1) 
contemplates s. 46 applying if it can be established that there is a 
misuse of market power derived from the IPRs. The High Court then 
argued by analogy that s. 46 would apply to the misuse of market 
power derived from other property rights, such as the property in the 
electrical supply facilities at issue in the NT Power case. The 
reasoning of the majority of the High Court is set out at length as it 
talks about property rights under the TPA by describing the specific 
treatment of IPRs in s. 51: 

' The exclusion by s 51 of various types of conduct from Pt IV is 
limited in relation to IPRs. In deciding whether Pt IV has been 
contravened, anything specified in, or specifically authorised by, 
a Commonwealth Act must be disregarded - but not an Act 
relating to patents, trademarks, designs or copyrights: s 
5J(l)(a). A contravention of a provision of Pt JV is not to be 
taken to have been committed by various licenses and other 
contracts, arrangements or understandings relating to patents, 
registered designs, copyright and other rights, and trademarks -
but this does not apply toss 46, 46A and 48: s 51(3). The 
legislative scheme contemplates that whether the conduct is 
refusal to supply intellectual property, or the supply of it on 
particular conditions, s 46 can be attracted. The fact that s 46 
can apply to IPRs, and hence to the market power which they 
can give, suggests that it can apply to the use of market power 
derived from other property rights not specifically mentioned in 
the Act. It follows that, provided the notoriously difficult task of 
satisfying the criteria of liability can be carried out, s 46 can be 
used to create access regimes, and that s 2B is not to be read 
d if . ld ' 1146 own as z zt cou not. 

must be rejected. Moreover, third parties seldom have infonnation enabling them to know 
whether an exclusive right has been unlawfully granted.' 
1144 Ibid. [374-377]. 
1145 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. 

:
146 NT Power, ibid. [85] per McHugh ACJ, Gummow, Callinan & Heydon JJ. 
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The High Court in the NT Power case commented that the earlier 
decision of Dowling v Dalgety 1147 should not be interpreted as 
exempting the exercise of property rights from s. 46 liability. 1148 

Therefore it is an erroneous argument to assert that where a firm was 
taking advantage of, or asserting property rights, that conduct could 
be not be characterised as being the taking advantage of market 
power. In the NT Power case the property rights at issue were the 
ownership electricity transm1ss1on infrastructure assets and 
consequential ability to control access to those assets; with respect to 
those assets the respondent was found to have a substantial degree of 
market power in the relevant market - the electricity distribution 
network. 1149 The High Court explained the relationship between the 
exercise of property rights and taking advantage of market power in 
these terms: 

'[T} o suggest that there is a distinction between taking 
advantage of market power and taking advantage of p roperty 
rights is to suggest a f alse dichotomy, which lacks any basis in 
the language of s 46. As already discussed, property rights can 
be a source of market power attracting liability under s 46 and 
IPRs are often a very clear source of market power. 

In short, Dowling v Dalgety Australia Ltd is not authority for 
any general proposition that a property owner who declines to 
permit competitors to use the property is immune from s 46. 
That proposition is, in any event, intrinsically unsound.' 1150 

Property rights, including IPRs, can therefore be a source of market 
power. 1151 However all elements of the s. 46 analysis must be 
addressed in order to reach a finding of actual misuse of 1narket 
power; that is, a contravention of s. 46 requires the sequential 
analysis of the three eletnents described in the Bora! case: 1152 the 

1147 Dowling v Dalgety Australia Ltd (1992) 34 FCR 109; 106 ALR 75; ATPR ~41-165. 
1148 NT Power, ibid. [124], stating that in the Dalgety case 'none of the respondents had a 
substantial degree of power in the market, because there were no significant entry barriers, 
and the conduct of each respondent was constrained by its competitors and customers', citing 
Dowling v Dalgerty, 34 FCR 109, 141-142. 
1149 NT Power, ibid. [353]. 
1150 Ibid. [126] p er McHugh ACJ, Gummow, Callinan & Heydon JJ. 
115 1 Ergas (2000) argued that 'section 46 may require intellectual property licensing if a firm 
takes advantage of market power created by IPRs, even though those rights themselves 
provide their owner with the ability to license, or refuse to license, as desired .' H. Ergas, 
'Treatment of Unilateral Refusals to License and Compulsory Licensing in Australia' (Paper 
presented at the Joint DOJ/FTC Hearings on Competition and Intellectual Property Law and 
Policy in the Knowledge·-Based Economy, Washington, D.C., 23 May 2002) 
<http://www.ftc.gov/opp/intellectldetailsandparticipants.htm#May%2022-23:>. [31]. See also 
the discussion by M. Landrigan, 'Competition v intellectual property: Uneasy allies or 
natural adversaries?' (2008) 16 Trade Practices L. J. 116-131 . J. Nielsen, 'Biomedical 
innovation: how compulsory is competition?' (2010) 38(2) Australian Business L. Rev. 100-
126. 
11 52 Bora/ Besser Masonry Ltd (now Bora! Masonry Ltd) v ACCC (2003) 215 CLR 374; 
[2003] HCA 5. CLR 434. 
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first being, whether the firm has a 'substantial degree of power in the 
market'; 1153 the second being, whether the impugned conduct 
involves a 'taking advantage of market power'; 1154 the third being, 
whether the firm has engaged in the impugned conduct for one of the 
proscribed purposes: (1) eliminating or substantially damaging a 
competitor 'in that or any other market'; (2) preventing the entry of a 
person into any market; or (3) deterring or preventing competitive 
conduct in any market. 1155 In Pacific National v Queensland Rail, 1156 

Jacobson J, adopted the above statement from the NT Power case1157 

in which the High Court confirmed that the exercise of property 
rights can be a source of market power attracting liability under 
s 46. 1158 Although Jacobson J went on to determine that Queensland 
Rail did not have market power in relation to the railway facilities at 
issue in that litigation. 1159 

As discussed later in this Chapter, IPRs affect the market definition 
analysis in that the IPRs may limit the scope of substitutionability 
that is possible and so help define the market however the existence 
of IPRs does not impact on the appropriate methodology for 
analysing market definition. Thus IPRs do not, of themselves, create 
market power, but where there are no substitutes for the product 
containing the IPRs, the IPRs may in an economic sense create 
market power. This thesis argues that the consequence of this 
understanding of IPRs is that the exercise of IPRs ultimately may be 
subject to scrutiny under competition law principles and that the 
grant of IPRs does not confer any immunity from challenge under 
competition law. 

1153 Section 46 (3) TPA. 

us4 ACCC v Cabcharge Australia Ltd [2010] FCA 1261 (17 November 2010). Finkelstein J 
stated that ' [a] classic definition of market power is "the ability of a firm to raise prices 
above the supply cost without rivals taking away customers in due time " ... that the essence 
of market power is the absence of constraint. There are, however, many factors that are 
relevant to a firm having market power. These include barriers to entry, the absence of 
competitive constraints and market share. ' [ 11]. 
1155 See discussion of the s. 46 analysis in Chapter 4, Section 4(b). 
1156 Pacific National (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] 
FCA 91. ('PNv QR'). 
1157 NT Power, ibid. [126] per McHugh ACJ, Gummow, Callinan & Heydon JJ. 
1158 PN v QR, ibid. [37]. Jacobson J rejected the argument that a distinction could be drawn 
between a refusal to grant a lease, and a refusal to grant long term access to the railway 
facilities in dispute, as being an argument based on a highly artificial distinction between the 
two types of rights. [ 1001-1 007]. 
11 59 PNv QR, ibid. [1021]. 

223 



4. The interaction of s. 46 TPA/CCA and the exercise of property 
rights 

An exhaustive analysis of cases prior to the Queensland Wire 
case1160 is unwarranted given the Queensland Wire case, and 
subsequent cases, have reframed the analysis of refusals-to-deal 
under s. 46.1161 There are some earlier examples of the application of 
s. 46 to property rights or contract rights that set the scene for the 
changes to s. 46 analysis that commenced with the Queensland Wire 
case, with Federal court decisions holding that the exercise of IPRs 
(Warman v Envirotech)' 162 and the exercise of a contractual right 
(Top Performance Motors v Ira Berk) 1163 were not caught by s. 46. 

In the Queensland Wire case Dawson J questioned those earlier 
authorities that found a distinction between the source of power 
derived from property rights or contract rights and the market power 
caught by s. 46.11 64 The ACCC (2003) in its submission to a Senate 
inquiry noted the effect of the Queensland Wire case and went on to 
state that ' [a] refusal to deal may constitute a misuse of market 
power, or unconscionable conduct. Similarly, where the refusal is 
the result of an illegal anti-competitive agreement, exclusive dealing 
arrangements, or an attempt to enforce resale price maintenance, it 
will also be illegal. ' 1165 Two examples of the application of s. 46 to 
the refusal-to-supply data can be found in the consent orders in 
negotiated by the ACCC in 1995 and 1997 in respect to the refusal-
to-license meteorological data and telephone subscriber information. 
In 1995 the ACCC issued proceedings against the Commonwealth 
Bureau of Meteorology (BoM) alleging that BoM had taken 
advantage of its market power to prevent competition in the 
meteorological services market by refusing to provide the 

1160 Queensland Wire Industries PIL v Broken Hill Pty Co Ltd (1989) 167 CLR 177; [1989] 
HCA 6. CLR 202 per Dawson J. 
11 61 See SG. Corones, Competition Law in Australia (4th ed, 2007). [2.195], pages 127-128. 
1162 Warman International Ltd v Envirotech Australia PIL (1986) 6 IPR 578; 11 FCR 478. 
The plaintiff sued for infringement of copyright, breach of confidence and breach of s. 52 
TP A; the respondent asserted that the plaintiff was in breach of s. 46 TP A. Wilcox J held that 
while W annan was dominant in the market for slurry pumps, and in the market for 
replacement parts, it was not taking advantage of the market power it held. Warman was 
simply asserting the copyright it held in manuals and other documents related to the pumps 
and that '[t] o exercise in good faith an extraneous legal right, though the effect may be to 
lessen, or even eliminate, competition, is to take advantage of that right, not of market 
power.' 502. 
1163 Top Performance Motors PIL v Ira Berk (Queensland) P/L (1975) 5 ALR 465; 24 FLR 
286. 290 and 294. The exercise of a contractual right to terminate a car franchise or 
dealership was distinguished from taking advantage of market power, even though the 
termination might lead to a reduction in competition. 
1164 Queensland Wire, ibid (1 980) 167 CLR 177 at 202. 
1165 ACCC, Submission to the Senate Economics References Committee Inquiry Into the 
Effectiveness of the Trade Practices Act in Protecting Small Business (2003) 
<http://www.aph.gov.au/Senate/committee/Economicss _ ctte/trade _practices 1974/submission 
s>. [5.6]. 
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meteorological data to MetService. 1166 The ACCC asserted that the 
refusal-to-supply and the provision of specialised services on a non-
commercial basis was a breach of s 46 TP A in that the refusal was 
done for a purpose proscribed by s. 46 disadvantage - that of 
excluding a potential rival meteorological service from the market. 
The dispute was settled with BoM agreeing to establish an access 
policy and model license agreement for supply of the meteorological 
data. 1167 The second matter settled by the ACCC related to access to 
telephone directory information. In 1997 Telstra gave undertakings 
to the ACCC related to access, on reasonable terms, to the data 
Telstra collects and publishes in business telephone directories. 1168 

There are four cases that will be discussed in this section as these 
cases illustrate aspects of the intersection of property law and 
competition law. The property interests are: electricity distribution 
infrastructure (NT Power1169

); railway infrastructure (Pacific 
Nationa/1170

); protected names that are analogous to trade marks 
rights (Monroe Topple 1171

); and data related to the sale of real estate 
that is collected under statutory authority (RP Data 1172

). These cases 
do not consider IP in the form of copyright or patents, although 
rights that are analogous to IP are considered in relation to whether 
there is misuse of market power in those rights. 

The first case is the NT Power case, 1173 which made no distinction 
between taking advantage of market power and taking advantage of 
property rights; 1174 and that for the present discussion, tnade the 

1166 Meteorological Service ofNew Zealand Limited. 
1167 ACCC & Bureau of Meteorology, 'Weather court case settled' (Press Release, 048/97, 21 
May 1997) 
<http://www.accc.gov.au/content/index.phtml/itemld/87108/frornlternld/378004>. 
1168 ACCC, 'Telephone directory data now accessible to all' (Press Release, 008/97, 19 
February 1997) 
<http:/ /www.accc.gov .au/content/index.phtml/itemid/87148/frornitemid/3 78004>. The 
copyright status of telephone directories in considered in Chapter 3, Section 3(c) in relation 
to the Desktop v Telstra [2002] FCAFC 112 and Telstra v Phone Directories Co. [20 1 0] 
FCAFC 149. 
11 69 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48 . 
1170 Pacific National (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; (2006] 
FCA 91. 
1171 lvfonroe Topple & Associates PIL v The Institute of Chartered Accountants in Australia 
(2001) ATPR (Digest) ~46-212; [2001] FCA 1056. Monroe Topple &Associates PIL v The 
Institute of Chartered Accountants in Australia (2002) 122 FLR 110; ATPR ~41-879; [2002] 
FCAFC 197. 
1172 RP Data Ltd v State of Queensland (2007) ~ATPR 42-197; [2007] FCA 1639. 
1173 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. 
1174 Ibid. [125-126]. See also [85]. On this issue the Federal court decision was upheld at 
[328-335]. See NT Power Generation v Power & Water Authority (2001) 184 ALR 481; 
ATPR ~41-814; [2001] FCA 334. (Mansfield J). In the FCAFC, Lee J was of the view that s 
46 does not purport to interfere with the due exercise of rights of property; and provide as an 
example 'a party cannot complain that the provisions of s 46 of the TPA are contravened if 
the owner of IPRs provided by patent, design or trademark law refuses to license that party 
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important statement that ' IPRs are often a very clear source of 
market power'. 1175 It is clear from the NT Power case that the 
exercise of IP, as property rights, can result in liability under s. 46, 
which is confirmed by the statement that, ' to suggest that there is a 
distinction between taking advantage of market power and taking 
advantage of property rights is to suggest a false dichotomy, which 
lacks any basis in the language of s. 46' .1176 It would be over-
reading the references to IPRs in the NT Power case to interpret it to 
mean that the High Court would contemplate short-circuiting the 
analytical approach that requires three elements to be established 
before a breach of s. 46 exists. 1177 Indeed the High Court comment 
on the 'notoriously difficult task of satisfying the criteria of 
liability' 1178 in respect of s. 46 TP A. 

Pacific National v Queensland Rai/11 79 does not deal with IP, as it 
consider property rights in railway tracks and infrastructure. The 
significance of the decision is that Jacobson J derives ten principles 
from the Queensland Wire case and the trilogy of High Court cases 
that have explained the proper approach to construction of s. 46. 11 80 

Jacobson J adopted the statement from the NT Power case, in which 
the High Court confirmed that the exercise of property rights can be 
a source of market power attracting liability under s 46/ 181 before 
going on to determine that Queensland Rail did not have market 
power in relation to the railway facilities at issue in that litigation. 1182 

The ten principles provided by Jacobson J explain the proper 

to exercise those rights of property and engage in competition with the owner. The foregoing 
rights may provide the owner with a monopoly in a given market and, therefore, it may have 
a substantial degree of market power in that market, but refu al to deal in those rights, which 
may underpin the business it conducts in the relevant market, will not, necessarily, involve 
the taking advantage of market power' [1 0]; Branson J declined to distw·b Mansfield Jon this 
point [110]; Finkelstein J rejected that the argument that 'c/46 would not be infringed by the 
denial of access because that denial is no more than an incident of the right of a property 
owner, and the exercise of such a right cannot constitute the taking advantage of market 
power.' [172]. NT Power Generation v Power & Water Authority (2002) 122 FCR 399; 
c2oo3) ArPR. ~41-·9o9; [2oo2fFcA.Fc 3o2. 
1175 NT Power, ibid. [126] per McHugh ACJ, Gurnmow, Callinan & Heydon JJ. 
1176 Ibid. [125]. See discussion by M. Landrigan, 'Competition v intellectual property: Uneasy 
allies or natural adversaries?' (2008) 16 Trade Practices L. J 116-131. 
1 177 As described by Corones; 'the market power threshold,· the taking advantage element,· 
and, proscribed subjective purpose element.' SG. Corones, 'The Characterisation of Conduct 
under Section 46 of the Trade Practices Act' (2002) 30(6) Australian Business L. Rev. 409-
422. 409. See also See SG. Corones, Competition Law in Australia (4th ed, 2007). [8.1 5], 
page 381. 
1178 See discussion of s. 46 analysis in Chapter 4, Section 4(b ). 
1179 Pacific National (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] 
FCA 91. 
1180 Melway , ibid; Bora!, ibid; Rural Press, ibid. 
1181 NT Power, ibid. [1 26] p er McHugh ACJ, Gummow, Callinan & Heydon JJ. See PN v 
QR, ibid. [37]. See Chapter 5, Section 3. 
1182 PNv QR, ibid. [1021] . 
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approach to the construction of s. 46, which provide a systematic 
approach to the application of s. 46. The first principle is directed to 
determining whether there is a sufficient connection between the 
market power and the conduct at issue, 1183 while the second principle 
relate to whether there is a rational business explanation that counts 
against any finding that there is a 'relevant connection between the 
market power and the conduct'. 1184 Principles (3) to (7) illuminate 
what is to be understood by 'taking advantage of market power'. 

Principle (8) directs attention to the difference between 
'monopolistic practices and vigorous competition', 1185 with Principle 
(9) confirming that the purpose of s. 46 is to advance competition in 
the market not to protect individual competitors, 1186 which is a 
proposition that is reflected in the case law of the U.S. Courts. 1187 

Principle (1 0) is directed to the need to follow an analytical approach 
of identifying and defining the relevant market, before determining 
whether the firm has market powerll 88 then to determine whether 
there has been any taking advantage of that market power for a 
purpose proscribed by s. 46. Relevant to Principle (1 0) is the 
warning of the JCPC in Telecom v Clear, 1189 (which was accepted by 
the High Court in the Bora! case), that to work back from the 
identification of what appears to be a proscribed purpose is to invert 
the proper test and risks reaching an erroneous conclusion as to the 
existence of market power. 1190 What is central to the systematic 
approach stated by Jacobson J is the identification of the nexus 
between the tnarket power and the alleged anti-competitive 
action 1191 

1183 Ibid. [1024 (1)]. 
1184 Ibid. [1024 (2)]. Citing the A1elway case at [67] and the Bora! case at [170]. See also 
[ 1 025] '[l]n answering the question of whether a firm has taken advantage of market power 
it is necessary to look not only at what the firm did but why the firm did it.' 
1185 '[O}ne of the difficulties in determining what constitutes taking advantage stems from the 
need to distinguish between monopolistic practices and vigorous competition: Queensland 
Wire at 202.' PN v QR, ibid. [1024 (8)]. The application of a counterfactual test is intended 
to distinguish between vigOrous competition and abuse of market power. 
1186 '[T] he purpose of s 46 is the promotion of competition,· it is concerned with the 
protection of competition, not competitors: Queensland Wire at 191 and 194,· Bora! at [87], 
[160}, [164} and [260],· Melway at [17}.' PNv QR, ibid. [1024 (9)]. 
1187 See Chapter 6, Section 2(b). 
1188 '[I} t is dangerous to proceed from a finding of proscribed purpose to a conclusion of the 
existence of a substantial degree of market power, which can be taken advantage of" to do so 
will ordinarily be to invert the reasoning process: Bora! at [123], [194].' PN v QR, ibid. 
[1024 (10)]. 
11 89 Telecom Corp. ofNZLtdv Clear Communications Ltd [1995] 1 NZLR 385; 32 IPR 573 
(JCPC). 
1190 Bora!, ibid. [123] and [194]. 
1191 Jacobsen J in PN v QR [1024 (1)] , noted that McHugh J in the Bora! case identified that a 
causal connection must be established; see Bora! at [279]. 
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The Monroe Topple case was decided earlier than the Pacific 
National case, however the discussion of the Monroe Topple case 
will benefit from a discussion of the ten principles that are discussed 
above. The Monroe Topple case considers the interaction of s. 46 
and the ability of the Chartered Accountants in Australia (ICAA) to 
reorganise its training courses. Under its Charter the ICAA provided 
training in accounting services and certification as a ' Chartered 
Accountant', which allowed the use of the initials ' CA'. In 
reorganising the training for certification, the ICAA created a course 
in which the cost for the printed course materials was included 
within the cost of the training course. This change had adverse 
consequences for the plaintiffs business, as the gap in the market for 
the supply of printed course materials closed - with the ICAA 
providing course materials, the students had no incentive to purchase 
the Monroe Topple's course materials that were priced at 
commercial rates. The ICAA did not have a history of contractual 
dealings with Monroe Topple, rather Monroe Topple had identified a 
gap in the market to supply printed course materials for students 
studying for ICAA accreditation. This case raised the issue as to 
whether market power was being exercised when ICAA changed its 
training courses. The change had the effect of creating a structural 
barrier to entry to the market for the supply of materials relevant to 
the ICAA courses, in that Monroe Topple became effectively locked 
out from servicing a market that previously existed. 1192 Lindgren J 
relied on the Melway case 1193 and the Eastern Express case 1194 to 
reject that the ICAA had a substantial degree of market power in the 
relevant market. 1195 Lindgren J went on to hold that: 

'ICAA has not taken advantage of market power. Rather, it has 
exercised its exclusive legal right under its Charter to determine 
who shall be admitted to membership of it (including the right to 
determine (and to vary from time to time) the qualifications for 
admission to membership) and to certifY that persons are 

. entitled . to . provide accounting servi~es as 'chartered 
accountants' and to use the acronym 'CA '. ' 1196 

1192 McHugh J in the Bora! case noted that a market may have both strategic barriers to entry 
and also structural barriers to entry; see Bora!, ibid. [312]. 
1193 Melway Publishing P/L v Robert Hicks PIL (2001) 205 CLR 1; 50 IPR 275; (2001] HCA 
13. At [52] per Gleeson CJ, Gummow, Hayne & Callinan JJ. 
1194 Eastern Express PIL v General Newspapers PIL (1992) 35 FCR 43; 106 ALR 297; ATPR 
~41-167 (FCAFC). At 63 per Lockhart & Gummow JJ described the essential feature of 
having a substantial degree of market power as being that the possessor is able 'to behave 
independently of competition and of competitive forces in a relevant market. ' 
1195 Monroe Topple & Associates PIL v The Institute of Chartered Accountants in Australia 
(2001) ATPR (Digest) ~46-21 2; [2001] FCA 1056. [190]per Lindgren 1. 
11 96 Ibid. [196-197]. 
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On appeal the Full Court dismissed the appeal, 1197 holding that the 
ICAA were not in breach of s. 46, Heerey J commented that whether 
competition law is sourced in Part IV TPA or other statutory 
provisions or in common law doctrines, that what would otherwise 
be legally enforceable contractual rights and obligations or IPRs 
must yield to the layer of legal controls created by competition 
law.1 I98 

The first and second of the ten principles that are identified by 
Jacobson J in PN v QR 11 99 can applied to the factual situation of the 
Monroe Topple case. Principle (1) identified by Jacobson J, in PN v 
QR, could be directly applied to the behaviour of ICAA in asking: 
'what is involved in answering the question of whether a firm has 
taken advantage of market power is the sufficiency of the connection 
between the market power and the conduct complained of. What is 
central to principle (1) is the identification of the nexus between the 
market power (which may come from intellectual property) and the 
alleged anti-competitive action. As noted by Jacobson J in principle 
(1) McHugh J in the Bora! case identified that a causal connection 
must be established. 1200 Principle (2) identified by Jacobson J, in PN 
v QR is also relevant in that ICAA appears to have a 'rational 
business explanation' for the reorganisation of their certificate 
course, with such business justification as being a factor that counts 
against any finding that there is a ' relevant connection between the 
market power and the conduct' .1201 However the existence of market 
power is not in itself sufficient to determine liability under s. 46 as 
the application of the s. 46 analysis may result in the conclusion that 
the behaviour may not amount to a tnisuse of 1narket power for a 
proscribed purpose or that the behaviour may otherwise be explained 
as having a rational business justification. 

RP Data v State of Queensland1202 consider property rights that are 
analogous to IP as Collier J considered whether the respondent had 
breached s. 46 as a consequence of restrictive licence terms for real 
estate data that the respondent offered during the renewal of a 
licence agreement with the applicant - the terms restricted how the 
applicant could further deal with the data.1203 Collier J determined 

11 97 Monroe Topple & Associates PIL v The Institute of Chartered Accountants in Australia 
(2002) 122 FLR 110; ATPR ~41-879; (2002] FCAFC 197. 
1198 Monroe Topple (FCAFC), ibid. [85] per Heerey J. In support of this proposition Heerey J 
cited Dawson J in Queensland Wire, ibid. [8]. 
1199 Pacific National (ACT} Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] 
FCA 91. 
1200 Ibid. [ 1024 (1) J, citing Bora! at (2 79] per McHugh J. 
1201 Ibid. [1024 (2)] , citing Me/way at [67] and Bora! at [170]. See also [1 025] '[Ijn 
answering the question of whether a firm has taken advantage of market power it is 
necessary to look not only at what the firm did but why the firm did it.' 
1202 RP Data Ltd v State of Queensland (2007) ~ATPR 42-197; [2007] FCA 1639. 
1203 The real estate data was collected by a Department of the State of Queensland. 
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that there was a retail market for individual searches of the database 
(the ' retail market') as well as a wholesale market in the data in 
which firms would provide services in the form of information 
derived from the real estate data (the 'wholesale market'). The claim 
that the Department had misused market power it held as the 
collector of the data failed for two reasons: that the respondent is not 
bound by s. 46 in respect of fulfilling its statutory function of 
providing individual over-the-counter searches to the retail market; 
and that, in any event, the applicant failed to establish that the 
respondent had a substantial degree of market power in the retail 
market. The respondent was also held to have a rational business 
justification for excluding information from the data supplied in the 
wholesale market - the justification for the restrictive terms being to 
prevent the use of Departmental data for direct marketing to 
individuals that could be identified in the data. The RP Data case 
does not raise complex factual or legal issues - although it serves to 
reinforce the s. 46 analysis that is apparent in the NT Power case and 
applied in subsequent decisions of the Federal Court. 

This discussion of Australian cases that illustrate aspects of the 
intersection of property law and competition law will conclude with 
reference to the ACCC proceeding against CabCharge Australia, 1204 

which in 2010 conceded that its refusals-to-deal with a supplier of 
electronic payment processing systems for taxi fares was a misuse of 
market power it held in the market related to the non-cash payment 
methods that were taxi-specific (i.e. ' taxi vouchers ' ) 1205 and the 
market for the supply of services to enable acceptance of taxi-
specific non-cash instruments, general non-cash instruments (e.g. 
credit and debit cards) and government subsidy instruments. 1206 In 
determining the penalties for breaches of s. 46(l)(c) Finkelstein J 
described the nature of market power being established in the 
existence of significant barriers to entry, the absence of competitive 
constraints and significant market share. 1207 

Finkelstein J noted that there were significant barriers to entry in the 
market for processing of taxi -specific non-cash instruments because 
of the large sunk costs in providing payment processing systems to 
drivers; 1208 CabCharge instruments were the only widely accepted 
taxi-specific non-cash instrutnent in Australia and that CabCharge 
had a substantial degree of market power in that market as it was not 

1204 ACCC v Cabcharge Australia Ltd [2010] FCA 1261 (17 November 2010). Finkelstein J 
after reviewing the elements of the s. 46 breaches, as conceded by Cab Charge, approved the 
pecuniary penalties of $2 million and $9 million in respect to the refusal-to-deal with two 
different suppliers and $3 million related to predatory pricing in respect of instrument 
processing devices. 
1205 i.e. a taxi specific non-cash payment method, other than credit or debit card payment, that 
is described as the Taxi Specific Instruments Market (the ' Instruments Market'). 
1206 Described as the Manual and Electronic Processing Market (the 'Processing Market ' ). 
1207 ACCC v Cabcharge Australia Ltd [2010] FCA 1261 (17 November 2010). 
1208 Ibid. [1 2]. 

230 



constrained to any substantial degree by the conduct of competitors 
or potential competitors. 1209 The ability of CabCharge devices to 
process competitor's taxi specific non-cash instruments was an 
important as the market for taxi-specific non-cash instruments 
appears to have exhibited network effects. That is, a supplier of such 
instruments had to achieve acceptance of the instruments with a 
sufficiently large pool of customers and taxi operators so that 
customers would find taxis that could process the instruments and 
taxi operators would experience sufficient demand for the 
instruments to justify the cost of installing the devices to process the 
instruments. 

While these cases do not deal with IP per se, they nevertheless 
provide an account of how Australian courts deal with the 
application of s. 46 to property rights in both physical infrastructure 
and in intangible assets such as electronic payment systems and 
other intangible assets that are analogous to IP. 

1209 Ibid. [13-15]. 
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5. Identifying markets for digital technology products 

Digital markets have the potential to operate in ways that are free 
from constrains that are inherent in markets in physical goods. 
Murray (2007) 1210 comments that ecommerce has the potential to 
achieve the ' theoretical 'frictionless economy '; a place where 
transaction costs, information uncertainties and production 
inefficiencies are reduced as far as possible, leading to, as near as 
possible, a state of p erfect competition. ' 1211 Such a state of perfect 
competition is a utopian ideal; Grossman & Stiglitz (1980) 1212 

described why there is a fundamental conflict between the incentives 
necessary to create information based products and the efficient 
dissemination of that information. When this thesis is applied to the 
web, the dissemination of information can be described as having a 
cost. While those engaged in ecommerce (the operators of the web 
sites) would wish to give away for free the information about their 
products and services, the search engine operators (the arbitrageurs 
of information available on the web) expend resources so that web 
users can obtain information by conducting a search, and need to 
receive compensation as an incentive for creating and operating the 
search engines. The web is an information market in which 
transaction costs exist in the form of marketing costs that firms incur 
so that their website can be found by consumers using search 
engines, these costs preclude the achievement of a frictionless online 
economy, although for consumers using search engines acts to 
reduce friction in the transaction costs of finding goods and services 
that are available for purchase. 1213 

A consequence of the networking of computers is that by increasing 
the numbers of users connected to the internet, the greater is the 
individual benefit fron1 the system - which is the so-called 'network 
effects' .1214 The economic consequences of network effects have 

1210 AD. Munay, The Regulation of Cyberspace: Control in the Online Environment (2007) . 
1211 Ibid. 167. 
1212 SJ. Grossman and J. Stiglitz, 'On the Impossibility of Informationally Efficient Markets' 
(1980) 70 Am. Econ. Rev. 393-408. 
1213 See A. Patrick, 25 May 2010 (22 : 12) (Twitternomics and Googlenomics), Broadstuff: 
The web log of multi-media consultancy Broadsight <http://www.broadstuff.com/> at 26 
March 2011. Online searching reduces transaction costs (the search and information costs). 
1214 D. Friedman, 'Standards as Intellectual Property: An Economic Approach' (1994) 19(3) 
U of Daytona L. Rev. 1109-29. W A. Sheremata, 'Barriers to Innovation: A Monopoly, 
Network Externalities, and the Speed on Innovation' (1997) 42 Antitrust Bulletin 11 1. ML. 
Katz and C. Shapiro, 'Network Externalities, Competition and Compatibility' (1995) 75 Am. 
Econ. Rev. 424-440; SJ. Liebowitz and SE. Margolis, 'Are Network Externalities a New 
Source of Market Failure?' (1995) 17 Research in Law and Economics 1-22. SJ. Liebowitz 
and SE. Margolis, 'Network Effects and Externalities', Palgrave's Dictionary of Economics 
and the Law (1 998). (MacMillan). B. Yandle, 'Property Rights or Externalities?' in TL. 
Anderson and FS. McChesney (eds), Property Rights: Cooperation, Conflict and the Law 
(2003) . (Princeton University Press). M. Jenkins et al. , The Browser Wa r - Econometric 
Analysis of Markov Perfect Equilibrium in Markets with Network Effects (31 December 
2004) <http ://emlab .berkeley. edu/~mcfadden> at 25 September 2009 . Network effects exist 
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started to influence competition law; for example, in the District 
Court decision which held that Microsoft violated §2 Sherman Act 
by attempting to monopolise the web browser market. However the 
D.C. Circuit in the Microsoft decision, 1215 reversed the lower court 
decision with the D.C. Circuit noting that the District Court 'did not 
make two key findings: (1) that network effects were a necessary or 
even probable, rather than merely possible, consequence of high 
market share in the browser market and (2) that a barrier to entry 
resulting from network effects would be 'significant ' enough to 
confer monopoly power. '. 1216 That is, the plaintiffs failed to prove 
that network effects had created significant barriers to entry to the 
web browser market and that Microsoft exploited those barriers to 
entry in an attempt to monopolise the web browser market. 

The development of the internet as a digital trading environment 
raises issues as to market definition in what are known as 'multi-
sided' or 'two-sided ' markets or platforms the producers and 
consumers with each side using the platform as the intermediary to 
complete transactions - such as an online dating service or airline 
ticket reservation systems. 1217 Evans (2010) 1218 identified multi-sided 
platforms as performing one or more of three core function: as 
tnatchmakers to facilitate transactions; as a destination or hub at 
which users have greater opportunities to engage in transactions; and 
to reduce transaction costs users of the service provided by the 
platform tlu·ough the sharing of resources. 1219 The emerging 
economic theories as to the operation of multi-sided platforms cast 
doubt on the application of established economic models and 
formulae to determine market definition, as discussed earlier in this 
thesis. These emerging economic theories result in scepticistn of the 
relevance of established economic models and formulae, which has 
consequences for the definition of the relevant market and the 

where the utility received from the use of a product increases when further u ers are added to 
the 'network' of users . A network effect may be inherent in the product or may be the 
consequence of the design of a product e.g. stand-alone computer gaming devices exhibit no 
network effects, however where the devices can be linked by users, then 'voluntary network 
effects' can be achieved; see A. Ayal, 'Monopolization Via Voluntary Netvvork Effects' (20 1 0) 
76(3) Antitrust L. J. 799-822. 
1215 {Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). See also In 
re Microsoft Antitrust Litigation: Sun Microsystems, Inc v Microsoft Corporation, (2003) 333 
F. 3d (4th Cir. 2003). [21] fin 1. 
1216 (Microsoft Appeal) United States v Microsoft, 253 F. Jd 34 (D.C. Cir. 2001). 83. 
1217 JA. Ordover, 'Comments on Evans & Schmalensee's 'The Industrial Organization of 
Markets with Two-Sided Platforms" (2007) 3(1) Competition Policy Jnt'l. 181 -189. 
1218 DS . Evans, 'Two-Sided Market Definition' (2010) Essays on the Economics of Two-Sided 
Markets: Economics, Antitrust and Strategy, University of Chicago Law School (SSRN 
eLibrary) <http://papers.ssm.com/sol3/papers.cfm?abstract_id= 1714254>. Evans described a 
two-sided platform as providing 'goods or services to two distinct groups of customers who 
need each other in some way and who rely on the platform to intermediate transactions 
between them' . 4. 

12 19 Ibid. 5. 
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analysis of market power, for multi-sided platforms in the digital 
environment, such as in relation to search engines. 1220 

If the market for search engines is viewed from the perspective of 
web users the inevitable conclusion is that there is consumer choice 
with a number of search engines competing for market share - with 
Google having high market share with general web users. Telang et 
al. (2004) 1221 identified that web users do not incur any price 
restrains in the decision to go from one search engine to another as 
' the price charged to users of search engines is typically zero, with 
revenues being earned f rom advertisers. Therefore, consumers do 
not face a tradeoff between quality and price' .1222 The absence of 
barriers to web users changing search engines has the consequence 
that new search engines, offering a personalised experience for a 
sub-set of web users, face low barriers to entry and that it is ' this 
zero-price feature that allows products of differing qualities to 
survive in this market.' 1223 The litigation that has occurred in the web 
browser market is a product of Google achieving significant market 
share with general web users resulting in Google being the search 
engine of choice. The popularity of its search engine provides 
Google with the ability to attract considerable revenue from keyword 

h . d . . 1224 searc eng1ne a vert1s1ng. 

The network effects of the operation of the internet are being argued 
in claims for monopolisation and attempted monopolisation in both 
the market for internet-based social networking sites and in the 
market for advertising on internet-based social networking websites. 

1220 Rochet & Triole (2006) have proposed the following definition of a two-sided platform: 
'A market is two-sided if the platform can affect the volume of transactions by charging more 
to one side of the market and reducing the price paid by the other side by an equal amount; 
in other words, the price structure matters, and platforms must design it so as to bring both 
sides on board. ' 1-C. Rochet and J. Tirole, 'Two-Sided Markets: A Progress Report' (2006) 
37 RAND Journal of Economics 645. Such ' two-s ided markets' (also known as ' two-sided 
platforms') exist .in .both old-economy .industries (e.g. newspapers, magazines, and other 
types of advertiser supported media); in technologies that have evolved to become digital 
technologies (stock exchanges and payment card systems) and in web-based technologies. 
See also J-C. Rochet and J. Tirole, 'Platform Competition in Two-Sided Markets' (2003) 1 J. 
Eur. Econ. Ass'n. 990-1029 . DS. Evans and R. Schmalensee, 'Industrial Organization of 
Markets with Two-Sided Platforms' (2007) 3(1) Competition Policy Int'l. 151 -1 79. JA. 
Ordover, 'Comments on Evans & Schmalensee 's 'The Industrial Organization ofMarkets with 
Two-Sided Platforms" (2007) 3(1 ) Competition Policy Int 'l. 18 1-189 . DS. Evans and RL. 
Schmalensee, 'Markets with Two-Sided Platforms' , Issues in Competition Law and Policy 
(2008) vol1, 667-693 . (ABA Section of Antitrust Law). 
122 1 R. Telang, U. Rajan and T. Mukhopadhyay, 'The Market Structure for Internet Search 
Engines' (2004) 21(2) J. Mgmt. Info . Sys. 137-160. 
1222 Ibid. 138. 
1223 Ibid. 139. See also E. Goldman, 'Search Engine Bias and the Demise of Search Engine 
Utop ianism' (2005-2006) 8(3) Yale J. of Law and Tech. 111-123. E. Goldman, Revisiting 
Search Engine Bias (2011) Santa Clara University School of Law, Research Papers Series 
No. 12-11 (SSRN eLibrary) <http: //ssrn.com/papet= 1860402>. 
1224 See Chapter 2, Section 3 for a discussion of the nature of competition in the search 
engine market. 
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Manne & Wright (20 11) 1225 consider the claim that Google's search 
engine and search advertising technology represent a multi-sided 
platform that benefits from the presence of network effects in that 
increasing numbers of users increase the value of Google's search 
engine to advertisers, and that these network effects create barriers to 
entry that inhibit the ability of other firms to compete against 
Google. 

However Manne & Wright argue that any network effect created by 
the size of Google's user base does not create a barrier to entry as the 
value of a search engine to advertisers relates to the extent to which 
the 'click-thru' rate from the search engine results in sales of the 
advertisers' products or services. 1226 Other search engines can 
engage in price competition as advertisers may choose to spend their 
advertising budget with Google, or another general search engine, or 
choose a vertical search engine that may achieve a higher 'click-
thru' rate to sales, as the user base of a vertical search engine is more 
motivated to purchase because they are actively searching for 
products or services that the specific focus of that vertical search 
engtne. 

Manne & Wright conclude that Google achieve efficient pricing 
through its key-word auction service, and that even if Google was to 
change the auction rules so as to achieve higher price it would not be 
anti-competitive behaviour as contemporary U.S. competition policy 
is that, 'improving one's ability to extract monopoly rents simply 
does not violate Section 2 of the Sherman Act.' 1227 Manne & Wright 
argue that the difficulty of identifying the impact of business 
practices on competition in markets characterised by innovation and 
reliance on IP leads to the conclusion that judicial intervention in 
such markets carried a serious risk of hindering econon1ic growth 
through the social costs resulting from erroneous judicial or 
regulatory interventions against pro-competitive innovations and 
business practices. 1228 

1225 GA. Manne and JD. Wright, 'Google and the Limits of Antitrust: The Case Against the 
Case Against Google' (2011) 34 Harvard J Law and Public Policy 1-74. 
1226 Manne & Wright described how indirect network effects does not create a barrier to entry 
as Google's pricing system achieves an efficient price: 'The problem for those who would 
point to indirect network effects as a barrier to entry for Google's competitors is that 
advertisers pay only when a user clicks through its paid search result to the advertiser's 
landing page. The consequence is that the full value of Google 's advertising platform is 
internalized by the system, with advertisers paying a price that reflects the full value of their 
use ofGoogle's platform--there are no externalities, and, as mentioned, network size may not 
be relevant to advertisers. If having more users makes a click more likely to lead to a 
conversion, advertisers will pay more per click, internalizing the effect. If having more users 
makes a click more likely in the first place, advertisers also pay more because they pay for 
each click. In either case, the effect is fully internalized.' III. D., p. 39, f/n 133 and text. 
1227 Ibid. 74. 
1228 Manne & Wright, ibid. V. p. 74. See the discussion of the error cost avoidance approach 
in Chapter 4, Section 3. See the later discussion of the Trinka case and the Link.Line case in 
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The courts of the United States have considered refusals of access to 
social networks sites (in LiveUniverse v Myspace 1229

) and the claims 
of monopolisation in the operation of search engines, (the 
KinderStart case1230 and the Person case 1231

) , although the courts in 
deciding these cases have not had cause to consider the emerging 
economic theories in relation to the extent to which network effects 
creates barriers to entry to a relevant market or the consequences of 
two-sided markets. These cases have been decided at early stages of 
the proceedings, with the courts addressing whether the pleading 
identified a relevant market for antitrust purposes. In any event, 
these cases appear to apply the error cost avoidance approach 
described by Manne & Wright, 1232 as the courts were not persuaded 
to accept the broad market definitions argued by the plaintiff, with 
courts accepting that internet-based businesses operate in an 
environment that fluid, complex and driven by dynamic innovation 
where rapid change is expected to occur. 

Kinder Start v Google involves the operation of Google ' s search 
engine technology. KinderStart filed an action against Google, 
alleging among other claims, that Google though the operation of its 
PageRank technology, was engaging 'in the practice of 'Blockage' 
of websites by 'de listing, de-indexing and censoring' websites, 
including the unacknowledged practice of isolating a website from 
search queries, either permanently or for an unspecified 
probationary period. " 233 Judge Fogel commented on the existence 
of barriers to entry to the search engine market-based on the 

. d . . .c: 1234 h necessary Investment an existing user pre1erences; owever 
Judge Fogel dismissed KinderStart's monopolisation claim as it had 
failed to identify a relevant market for antitrust purposes. 1235 Judge 
Fogel held that Google ' s search engine technology was not a 
relevant market for the purposes of the Sherman Act analysis of 
monopolisation as the search engine market includes Yahoo and 
Microsoft and other providers of search engine technology. 

Chapter 6, Section 3(b) . These cases describe the very limited circumstances in which the 
unilateral action of a flrm may result in §2 Sherman Act liability. 
1229 LiveUniverse, Inc v MySpace, Inc, U.S. Dist. LEXIS 43739 (C.D. Cal. June 4, 2007) 
affd, 304 Fed. Appx. 554 (9th Cir. 2008). 
123° KinderStart.com LLC v Google, Inc, C 06-2057 JF (N.D . Cal. March 16, 2007). 
123 1 Person (Carl) v Google, Inc, Case 5:06-cv-07297-JF (N.D. Cal., June 25, 2007), appeal 
dismissed 346 Fed. Appx. 230 (9th Cir. 2009) . 
1232 Manne & Wright, ibid. 
1233 KinderStart.com LLC v Google, Inc, C 06-2057 JF (N.D. Cal. March 16, 2007). 5. 
1234 Goldman doubts that market entry barriers exist in the search engine market. E. Goldman, 
'Search Engine Bias and the Demise of Search Engine Utopianism' (2005-2006) 8(3) Yale J 
of Law and Tech . 111-123. 
1235 KinderStart.com LLC v Google, Inc, C 06-2057 JF (N.D. Cal. March 16, 2007). 7-9 and 
16. 
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Person v Google also involves Google's search engine technology, 
with the focus of this case being on the operation of the AdWords 
technology that allows Google to generate income from 'key words' 
that users of Google may use for web searching. The plaintiff 
alleged, among other claims, that Google in the operation of its 
AdWords technology was engaging in monopolisation through the 
auctioning of key words. Google auctions key words to the highest 
bidder with firms using the AdWords technology to promote their 
products and services with targeted advertising. 1236 The Plaintiff 
defined the relevant market as 'keyword-targeted Internet 
advertising' .1237 Judge Fogel subsequently dismissed the Sherman 
Act claims for failing state a claim upon which relief can be granted, 
holding that there was ' no basis for distinguishing the Search Ad 
Market from the larger market for Internet advertising. Search-
based advertising is reasonably interchangeable with other forms of 
Internet advertising.' 1238 The monopolisation claim failed to identify 
a relevant market for antitrust purposes because of the choices open 
to advertisers to choose to use ' banner' or 'pop-up' advertising 
available in the wider internet advertising market. 

The definition of the relevant market was critical to the claim 
proceeding, with the decision determining that the relevant market 
was ' internet advertising' rather than a much narrower market of 
'engine keyword-triggered advertising'. Goldman (2009) argued that 
this is the correct market definition 'because advertisers are fairly 
willing to substitute betvveen Internet advertising options so long as 
they deliver good value.' 1239 Goldman goes on to comment that the 
adoption of a broad definition of the relevant tnarket 'thwarted 
attempts to declare Google a monopolist in its ad business--Google 
is a major player in the search keyword ad business, but it has a 
comparatively small slice of the overall online advertising pie.' 1240 

An appeal was rejected by the 9th Circuit, with the court taking only 
two short paragraphs to dismiss the complaint as not establishing a 
valid Sherman Act cause of action. 1241 

1236 The fmn securing the keywords in the auction is able to present advertisements on a web 
user's screen as a result of the user of Google 's search engine typing in the key words, with 
the AdWords technology displayed advertisements (noted in the search results as 
'sponsored') either to the right of or above a searcher's displayed search results. 
1237 Person (Carl) v Google, Inc, 456 F. Supp. 2d 488 (S.D.N.Y. 2006). 6. 
1238 Person (Carl) v Google, Inc, Case 5:06-cv-07297-JF (N.D. Cal., June 25, 2007), appeal 
dismissed 346 Fed. Appx. 230 (9th Cir. 2009). 
1239 E. Goldman, 2007 (20 March 2007) (Person v. Google dismissed (with leave to amend)), 
Technology and Marketing Law Blog 
<http: / /blog.ericgoldman.org/archives/2007 /03/person _ v _google _ 2.htm> at 30 September 
2009. 
1240 Ibid. 
1241 Person (Carl) v Google, Inc, Case 5:06-cv-07297-JF (N.D. Cal. , June 25, 2007), appeal 
dismissed 346 Fed. Appx. 230 (9th Cir. 2009). 
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Complaints of anti-competitive behaviour by Google in relation to 
operations in Europe have been made both to the European 
Commission and to the competition authorities of member states of 
the European Union. The Autorite de la concurrence - the French 
competition authority - was directed by the French Government to 
investigate the competitive operation of the online advertising 
market. 1242 In the ruling of 14 December 2010 the Autorite set out 
opinions as to the competitive operation of the online advertising 
market and also opinions on the complaints by French news media 
organisations as to the impact of the GoogleNews aggregation 
service on those media organisations. 1243 The nature of the ruling -
the opinion the Autorite - is provided on a consultative basis, with 
the Autorite making no ruling as to the legality of practices with the 
' analysis framework' indicating that 'competition law can apply 
limits to Google 's actions and provide a response to the competitive 
stakes p ointed out by the actors.' 1244 In relation to the NA VX 
complaint that Google abused the dominant position it held in the 
online search advertising market in relation to the operation of the 
AdWords and AdSense services, Google argued that the relevant 
market is the market for all advertising, in which Google has a low 
share, rather than online search ads, in which it has the largest 
market share of all search engines. 

The interim ruling set out the opinion of the Autorite as to the 
allegation that, in the search related advertising market, Google was 
engaged in conduct intended to discourage, delay or eliminate 
competitors. The Autorite stated that Google's conduct was not 
merit-based competition because of '(artificially high entry barriers, 
excessive exclusivity clauses in terms of their .field, duration or 
scope, technical obstacles etc.), and possible operational abuses, 
whereby the search engine apparently imposes exorbitant conditions 
on its partners or customers, treats them in a discriminatory manner 
or refitses to guarantee a minimum degree of transparency in the 

1242 In February 2010, a referral was made to the Autorite by the Minister for the Economy, 
Finance and Employment in relative to the operation of competition in the online advertising 
sector in relation to article L. 462-1 of the French Code de commerce. 
1243 Autorite de la concurrence, 'The Autorite de Ia concurrence considers that Google holds 
a dominant position on the advertising market linked to search engines' (Press Release, 
opinion 10-A-29, 14 December 2010) 
<http://www.autoritedelaconcurrence.fr/user/standard.php?id_rub=368&id_article=1514>. 
The Autorite is of the opinion that the Google News service raises Art. 102 issues; with the 
Autorite noting that press publishers consider the Google News service as a 'form of 
economic free riding' on the business of the press publishers, who seek to be able to request 
to be excluded from the Google News senrice without being delisted by the Google search 
engine. Copyright issues are raised as to the extent to which press publishers can claim 
copyright in headlines of articles. See Chapter 3, Section 3(c), for a discussion of Injopaq 
International A/S v Danske Dagblades Forening [2010] FSR 20; [2009] ECR I-6569; EUECJ 
C-5/08. The ECJ had to decide what constituted 'reproduction' of copyright works (extracts 
from newspaper articles) for the purposes of Article 2 of the Information Society Directive 
(2001 /29/EC). 
1244 Autorite (Press Release, 14 December 201 0). Ibid. 
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contractual relations that it establishes with them.' 1245 That is, the 
interim opinion of the Autorite was that there are high barriers to 
entry for the search engine market; 1246 that search related advertising 
is a specific market that is not substitutable by other forms of 
communication; 1247 and that the consequence of the limits to 
substitutionability was that Google was dominant in the online 
search advertising market in France. 1248 

The interim opinion of the Autorite appears to be different from the 
analysis of the relevant market made by Judge Fogel in Person v 
Google. The market described by the Autorite appears to be one 
where the services operating on the Google search engine platform 
comprise a single market; as discussed in the next section, such a 
product or ' brand ' -based market is only accepted as a relevant 
market in the Sherman Act analysis in specific circumstances; and 
for that matter in the analysis required in Australian law under the 
TP A/CCA. The conclusion of the Autorite that Google's AdWords 
online advertising service, which is linked to its search engine, meets 
a specific demand from advertisers can be described as attribute of 
European competition law. Decisions by the European Commission 
and the CFI and ECJ on the scope of Articles J OJ and J 02 identify 
the 'special responsibility' of a dominant firm under EC competition 
law not to allow its conduct to 'impair undistorted competition' in 
the EC. These decisions have the effect that Articles J OJ and J 02 can 

1245 Ibid. 
1246 Ibid. 'The entty barriers also appear to be high when it comes to developing an activity 
as a competing search engine, because of the investments at stake for the development of the 
algorithms and indexing of content, as well as due to the size effect.' 
1247 The Autorite , in a separate proceeding , stated its opinion that Google holds a dominant 
po ition in the online search advertising market as its search engine processed around 90% of 
the web searches made in France; and that there were strong barriers to entry for this activity; 
and its Ad Words online adve11ising service, which is linked to its search engine, meet a 
specific demand from advertisers: Autorite de la concurrence, 'Navx complaint: The Autorite 
de Ia concurrence orders Google to implement in an objective, transparent and non 
discriminatory manner the content policy of its AdWords service' (Press Release, regarding 
decision 10-MC-01 , 30 June 2010) 
<http://www.autoritedelaconcurrence.fr/user/standard.php?id_rub=368&id_article=1420>. 
The Navx complaint was resolved by Google; Autorite de la concurrence, 'Following the 
interim measures issued by the Autorite de Ia concurrence last June, Google commits to 
modifY in a more transparent and predictable way for advertisers the rules governing its 
online advertising service, AdWords' (Press Release, regarding decision 10-D-30, 28 October 
2010) 
<http:/ /www.autoritedelaconcurrence.fr/user/standard.php?id _ rub=368&id _article= 1488>. 
1248 Autorite (Press Release, 14 December 2010). Ibid. 'Search-related advertising represents 
a specific market that cannot be replaced (not substitutable) by other forms of 
communication, notably because it allows for very fine-tuned targeting, and because no other 
equivalent alternative offer exists in the eyes of advertisers. Indeed, it makes it possible to 
approach a prospect when searching actively and therefore close to the buying act (on the 
delineation of relevant markets and notably on the distinction between online and off-line 
advertising, as well as between 'search' and 'display' ... In this market, many elements 
converge in order to indicate that Google holds a dominant position [including} market 
share, price level, nature of customers relations, margin level, etc.' 
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be applied to protect market structure or promote diversity of players 
in the market. 1249 

The definition of the relevant market remains an important 
preliminary step in any analysis of market behaviour under the 
TP A/CCA, the Sherman Act or Article 102. As identified in the 
proceedings of the Autorite de la concurrence as to the competitive 
operation of the online advertising market. 1250 European competition 
law tends towards narrow market definitions, whereas the U.S. cases 
discussed in this section and Australian competition law discussed 
earlier in this thesis, focus on identifying the substitutional 
possibilities to identify the effective constraints on the action of 
participants in the relevant market. 125 1 The U.S. cases that are 
discussed earlier (the KinderStart case and the Person case) also 
define the relevant market by fo cusing on the substitutionability 
available with search engine services being separate from search 
related advertising. 

The emerging economic theories as to the operation of two-sided 
platforms and the network effects that can create barriers to entry to 
some digital markets result in scepticism of the relevance of 
established economic models and formulae, which has consequences 
for the definition of the relevant market and the analysis of market 
power, for two-sided platforms in the digital enviromnent, such as in 
relation to search engines. 1252 These emerging economic theories 
have not been demonstrated to have a negative effect on the 
operation of markets related to search engines and search related 
advertising. The discussion of network effects in the Microsoft case 
by the D.C. Circuit emphasised that the plaintiff had the evidential 
burden of establishing the relevant market as well as any barriers to 
entry to the relevant market. That is, proof that network effects had 
created significant barriers to entry in to the web browser market and 
that Microsoft exploited those barriers to entry in an attempt to 
monopolise the web browser market. 1253 

The possibility of rapid changes to internet-based markets is 
considered by Judge Multz in Live Universe v Myspace, 1254 who 
commented on the social networking industry, that 'the fluidity that 

1249 V. Korah, An Introductory Guide to EC Competition Law and Practice (2004). 
1250 Autorite de la concurrence, 'The Autorite de la concurrence considers that Google holds 
a dominant position on the advertising market linked to search engines' (Press Release, 
opinion 10-A-29, 14 December 2010) 
<http.:/ /www. autoritedelaconcurrence. fr/user/ standard. php ?id _rub= 3 68&id _article= 1514>. 
1251 See Chapter 5, Section 2. 
1252 See the discussion, earlier in this Section, on the theory of ' two-sided platforms'. 
1253 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001) . 83. See also 
In re Microsoft Antitrust Litigation: Sun Microsystems, Inc v Microsoft Corporation, (2003) 
333 F. 3d (4th Cir. 2003) . [21] f/n 1. 
1254 LiveUniverse, Inc v MySpace, Inc, U.S. Dist. LEXIS 43739 (C.D. Cal. June 4, 2007) 
aff d, 304 Fed. Appx. 554 (9th Cir. 2008). 
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currently characterizes this industry does beg the question as to just 
how long MySpace can retain its market power. ' 1255 In relation to 
the claims, Judge Multz defined the relevant market as internet-
based social networking websites and held that LiveUniverse had 
failed to state a valid Sherman Act claim of exclusionary conduct 
arising from the changes made to the MySpace computer code that 
prevents users from watching VidiLife videos that they or other users 
had previously loaded onto their MySpace page. 1256 This case is 
considered in the next Section in relation to product based markets 
and again in the next Chapter as LiveUniverse claimed that refusal of 
Myspace to allow LiveUniverse software to access the Myspace 
website was a refusal-to-deal that violated §2 Sherman Act. 

1255 Ibid. III B 2, 14. 
1256 Ibid. III D and E, 20-24. This claim failed as '[h]arm to one or more competitors is not 
sufficient to constitute antitrust injury unless a plaintiff alleges harm to the competitive 
process, which in turn harms consumers. Microsoft, 253 F. 3d at 58.' 
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6. Digital products and services: 'brand'-based markets and 
sub markets 

The question as to whether a single product or service provided by a 
firm can constitute a market can arise in many different 
circumstances. Often the issue arises where there is ' brand ' -based 
product or service. Examples of technology that fall into the category 
of a single product or service are: television transmission services 
(such as a pay television 'platform'; 1257 internet-based services, such 
as KinderStart v Google and Person v Google discussed earlier, the 
Live Universe case, 1258 and in relation to computer operating systems, 
which is considered in Apple v Psystar. 

In the LiveUniverse case 1259 the operators of MySpace, an internet-
based social networking website, took steps to prevent users of the 
LiveUniverse website from being able to access the MySpace 
website. In the resulting Sherman Act proceedings Judge Multz 
rejected that MySpace was a relevant market, as 'a company does 
not violate the Sherman Act by virtue of the natural monopoly it 
holds over its own product' .1260 MySpace is only one 'brand' of 
social networking website, so that the definition of the relevant 
market would encompass all social networking websites that can 
reasonable be used in substitution for the MySpace service. 

The question as to whether a computer operating system is a relevant 
market is considered by Judge Alsup in Apple v Psystar. 1261 This 
litigation arose out of Psystar's business of selling computers in 
which it allowed customers to choose what operation system they 
wanted to use on the Psystar computers. Psystar installed the Apple 
OS on computers if requested by purchasers of Psystar cotnputers. It 
was this practice that resulted in Apple suing for copyright 
infringement in relation to Psystar' s reproducing the Macintosh 
operating system (Mac OS). 1262 

Psystar responded to the copyright 'infringement claim with an 
antitn1st counter-claim alleging that Apple was using its monopoly 
power in what Psystar claimed is the 'Mac OS market' - in which 

1257 TV Communications Nenvork v Turner Network Television, 964 F. 2d 1022 (lOth Cir. 
1992). At 1-25. See also Futurevision Cable Systems of Wiggins, Inc v Multivision Cable TV 
Corp., 789 F. Supp. 760 (S.D. Miss. 1992), affd, 986 F. 2d 1418 (5th Cir. 1993). 
1258 LiveUniverse, Inc v MySpace, Inc, U.S. Dist. LEXIS 43739 (C.D. Cal. June 4, 2007) 
affd, 304 Fed. Appx. 554 (9th Cir. 2008). 
1259 Ibid. 
1260 Ibid. In which the §2 Sherman Act claim was rejected for failure to allege a relevant 
'market'; following American Online, Inc v GreatDeals.Net, 49 F. Supp. 2d 851 (E.D. Va. 
1999). 859. 
1261 Apple, Inc v Psystar Corp., 586 F. Supp. 2d 1190 (N.D. Cal. 2008). A subsequent 
summary judgment motion was determined in favour of Apple by the district court in 2009 
and affirmed by the 9th Circuit in 2011. See further discussion in Chapter 8, Section 2(c). 
1262 Ibid. 
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Apple is the only participant - in order to dominate the market for 
Mac OS-capable computer hardware systems. 1263 Psystar' s claims 
for relief included: (1) unlawful tying in violation of § 1 Sherman 
Act; (2) monopoly maintenance in violation of §2 Sherman Act; (3) 
exclusive dealing in violation of §3 of the Clayton Act. 1264 Judge 
Alsup noted that the §2 Sherman Act claims required Psystar to 
establish market power in a ' relevant market', 1265 and commented 
that single brand markets are rare. Judge Alsup commented that a 
finding that a market is a single brand or technology market may be 
made in relation to a market that exhibits market imperfections 
resulting from negative networks effects that are created by high 
switching costs and customer 'lock in' .1266 The potential for 
substitution as being relevant in assessing what is the relevant 
market, with the judge commenting in relation to single brand 
markets: 

'Antitrust markets consisting of just a single brand, however, 
are not per se prohibited; as stated, markets are defined by the 
'reasonable interchangeability ' of use or the cross-elasticity of 
demand among products. In theory, it may be possible that, in 
rare and unforeseen circumstances, a relevant market may 
consist of only one brand of a product.' 1267 

The ability of consumers to find substitutes may be limited by 
imperfections in the market, such as information costs related to 
comparing life cycle costs of different products or switching costs 
that would be incurred to switch products. However Judge Alsup 
accepted that purchasers of Apple computers had the knowledge to 
assess information costs and switching costs in making choices in 
the selection of computer hardware and operating systems as Apple's 

1263 Ibid. The counterclaim alleged there are two relevant markets: ' The first alleged market 
consists of one product: Mac OS. The complaint a serfs that Apple's Mac OS is not 
reasonably interchangeable with other operating systems such as Microsoft Windows and 
therefore comprises its own market. The second alleged market consists of computer 
hardware systems capable of executing Mac OS. The counterclaim avers that, through its 
anti-competitive conduct, Apple 's exclusive line of computer hardware systems dominate the 
market for Mac OS-capable computer hardware systems (Counterclaim~ 17)' . Page 2. 
1264 Clayton Act (15 U.S.C.). Apple v Psystar (2008), ibid. Apple answered the claims as 
follows: '(1) that the relevant markets alleged in the counterclaim are neither legally nor 
factually plausible, and (2) that the antitrust laws do not require Apple to help its competitors 
compete by forcing it to enter unwanted licensing agreements with them'. Page 3. 
1265Ibid. 4. 
1266 Judge Alsup quoted from a decision of the lOth Circuit that '[i}n general, a 
manufacturer's own products do not themselves comprise a relevant product market . .. . [A} 
company does not violate the Sherman Act by virtue of the natural monopoly it holds over its 
own product. ' Green Country Food Market, Inc v Bottling Group, 371 F. 3d 1275 (lOth Cir. 
2004). 1282. As an example ofliability in a single-brand market Judge Alsup cited Digidyne 
Corp. v Data General Corp., 34 F. 2d 1336 (9th Cir.1984), cert. denied, 473 US 908 (1985). 
However Judge Alsup was of the opinion that the Digidyne decision was implicitly overruled 
by Illinois Tool Works v. Independent Ink, Inc., 547 U.S. 28 (2006), Apple v Psystar, ibid, fin 
3. 
1267 Ibid. 9. 
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business practice was well known - that it only made the Mac OS 
available for use on Apple computers. 1268 Judge Alsup also noted the 
distinction between a primary market and a derivative aftermarket 
with Sherman Act liability being possible in an aftermarket. 1269 

Apple ' s motion to strike out the counterclaim was granted as '[t} he 
pleadings, however, fail to allege facts plausibly supporting the 
counterintuitive claim that Apple 's operating system is so unique 
that it suffers no actual or potential competitors. ' 1270 Judge Alsup 
held that the counterclaim did not plausibly allege that Mac OS is an 
independent market (1 st alleged market), 1271 or that computer 
hardware systems which utilise Mac OS constituted a distinct 
submarket or aftermarket (2nd alleged market). 1272 

A further example of a claim of a ' brand ' -based technology market 
is provided by Apple ' s iPod device and related iTunes website. In 
2004 an action was commenced by VirginMega, the French 
subsidiary of Virgin Music, complaining that the FairPlay digital 
rights management (DMR) technology prevented VirginMega 
supplying MP3 files to owners of iPods. 1273 On the analysis adopted 
in the U.S. courts Apple ' s iPod device cannot constitute a discrete 
1narket as there are other products or facilities in which music 
download transactions can occur; those other products or facilities 
being MP3 players and websites providing music download services. 
Therefore the wider MP3 player market, in which Apple ' s iPod 
device exists, should be defined as the relevant market. The Conseil 
de la concutTence (the French Competition Council or (FCC), 1274 

1268 Ibid, Judge Alsup stated that '[u]nlike in Kodak - where customers did not knowingly 
bind themselves to a single brand of the aftermarket and market imperfections (information 
costs and switching costs) prohibited customers from imposing market discipline in the 
aftermarket by switching among competitors in the primary market - here Apple asks its 
customers to purchase Mac OS knowing that it is to be used only with Apple computers 
(Camp!. ~28) . It is certainly entitled to do so.' 14. Referring to (Kodak I) Eastman Kodak v 
Image Technical Services, Inc, 504 US 451; 112 S Ct 2072 (1992). 
1269 Apple v Psystar (2008), ibid. However Psystar alleged 'not a single-brand aftermarket 
dependent on and derivative of a specific company 's primary product but instead that a 
single brand of primary product (Apple 's operating system) constitutes an independent 
market' . 8. 
1270 Ibid. 9. 
1271 Ibid. 12. 
1272 Ibid. 14-17. Judge Alsup subsequently granted Apple summary judgment on copyright 
infringement and DMCA claims in App le, Inc v Psystar Corp. , 673 F. Supp. 2d 943 (N.D. 
Cal. 2009). Affirmed on appeal in Apple, Inc v Psystar Corp., No.1 0-15113 (9th Cir. Sept. 
28, 20 11). Psystar filed a writ of certiorari petition on 27 Dec. 20 11 seeking review by the 
Supreme Court. K. Goldberg, Psystar Takes Mac OS X Copyright Feud To High Court (6 
January 2012) Law360 <http: //www.law360.com/ip/articles/298161> at 7 Jan. 20 12. 
1273 G. Mazziotti, 'Did Apple's refusal to license proprietary information enabling 
interoperability with its iPod music p layer constitute an abuse under Article 82 ofthe EC 
Treaty?' (2005) 28(2) World Competition 253-275. 
1274 (VirginMegafr v App le Computer, Inc) Decision n° 04-D-54 du 9 Novembre 2004 
relative a des pratiques mises en oeuvre par Ia societe Apple Computer, Inc. dans les 
secteurs du telechargement de musique sur Internet et des baladeurs numeriques ( Conseil de 
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recognised the possible substitution of products in determining the 
relevant market; Waters & Nicholls (2007) summarise the 
conclusion of the FCC as determining that: 

'Article 82 (a) of the EC Treaty requires that companies in 
dominant positions must not refuse to supply their goods or 
services if refusal to supply would significantly impact 
competition. To make this assessment, the FCC considered two 
markets: portable music players and downloadable music. It 
found that Apple was dominant in both but that there was no 
separate DRM market. However, the FCC found that the refusal 
to license was not an abuse of either of the dominance 

. . ' 1275 posztzons. 

The FCC also determined that access to Apple's FairPlay DRM 
technology was not essential for VirginMega to compete in the 
online download business so that its refusal-to-license the FairPlay 
DRM technology was not anti-competitive behaviour under Article 
82 [Article 102]. That software or some other facility is 'essential' to 
competition is an issue to be considered in Chapter 7 in relation to 
what is known in Europe, and the United States, as the 'essential 
facilities' doctrine. Frischmann & Waller (2008) 1276 comment that 
the iTunesliPod technology, while having 75% of market share or 
more, has not, and perhaps never will, achieve a status such that it is 
a 'bottleneck' , that is, a portal through which content must flow to be 
delivered to personal computers and entertainment systems. 1277 

Notwithstanding the high market share of the Apple products, there 
remains competing technologies in the MP3 device, mobile 
telephone and other digital device markets that competitors to Apple 
can access. 

The iTunesliPod/iPhoneliPad technology has achieved 'must have ' 
status with a significant number of consumers, however the success 
the Apple technologies does not of itself result in monopolisation 
such that rivals to Apple, or suppliers of downloadable content that 
are denied access, can find remedies in competition legislation. 
However in assessing Apple's exposure to antitrust action it is 
important to distinguish between the primary product market (the 
device such as the iPhone or iPad) and related 1narkets for products 

Ia concurrence); OUT -LAW News, French competition case against iPod DRM dismissed 
(11 November 2004) <http ://www.out-law.com/page-5060> at 12 September 2009. D. 
Didier, No Abuse of Market Dominance by Apple According to the French Competition 
Council (27 December 2004) Droit & Nouvelles Technologies <http://www.droit-
techno lo gie. org/ actuality-841 I no-abuse-of-market -dominance-by-apple-according-to-the-
french-competit.html> at 11 September 2009. 
1275 P. Waters and R. Nicholls, Fair Play or Foul: Digital Rights Management Challenges 
under Competition Law (December 2007) King & Wood IP Bul etin 
<http://www.prac.org/materia1s/2008_January_eBulletin.pdf> at 12! September 2009. 
1276 BM. Frischmann and SW. Waller, 'Revitalizing Essemial Fareili:ties' (2008) 75(1) 
Antitrust L. J 1-65. 
1277 Ibid. 56-57. 
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and services used in relation to the device, such as advertising 
solutions used in conjunction with apps delivered to consumers using 
Apple products, 1278 or software development programs used to create 
apps for use of the device 1279 It is these sub-markets that are 
attracting attention of the Federal Trade Commission. 1280 In 201 0 
Apple revised its guidelines for programming languages that can be 
used to create apps for Apple devices. 1281 Commentators on these 
developments suggest the Apple is responding to the potential threat 
of tablet devices being released that will rival the iPad, with the 
changed terms of access intended to make the Apple platform 
attractive to developers of apps. 1282 

The question as to whether a single product or 'brand' can be a 
market or submarket has arisen in Trade Practices Act claims with a 
brand-based market definition being considered in Regents v 
Subaru. 1283 The respondent was the exclusive distributor and 
wholesale supplier of Subaru motor vehicles and spare parts and 
service authorisation in Australia. In 1995 it gave notice to the 
applicant that its Subaru dealership would be terminated. The 
applicant wished to continue with the sale of Subaru cars, parts and 
service. The claim asserted that the termination was a breach of 
breach of s. 46(l)(c) TPA. 

The application for an injunction was rejected by Nicholson J as the 
evidence showed that Subaru acted for the purpose of termination of 
a dealer agreement because it was dissatisfied with the performance 
of the dealer - rather than for the purpose of deterring or preventing 
the applicant from engaging in competitive conduct in the relevant 

1278 0. Hamoui, 2010 (9 June 201 0) (Mobile advertising and the iPhone), Ad mob Blog 
<http://blog.admob.com/> at 15 June 2010. Admob was acquired by Google Inc in 2010. 
Admob technology delivers ads to mobile phone apps. 
1279 Gruber, New iPhone Developer Agreement Bans the Use of Adobe's Flash-to-iPhone 

. Compiler (8 April20 1 0) Daring Fireball 
<http:/ I daringfireball.net/20 10/04/ iphone _agreement_ bans_ flash_ compiler> at 8 May 20 1 0. 
Gruber, Why Apple Changed Section 3.3.1 (8 April2010) Daring Fireball 
<http://daringfireball.net/2010/04/why_apple_changed_section_331> at 8 May 2010. Flash 
technology, supplied by Adobe Inc, manages video and animations on websites. 
1280 E. Van Buskirk, Apple: The Microsoft of Mobile? (4 May 2010) Wired.com 

<http://www. wired.com/epicenter/20 l 0/05/apple-the-microsoft-of-mobile/> at 5 May 2010. 
T. Catan and YI. Kane, Apple Draws Scrutiny From Regulators (4 May 2010) Wall Street 
Journal 
<http://online.wsj .com/article/SB 1 0001424052748703612804575222553091495816.html?m 
od=WSJ_Tech_LEADTop> at 8 May 2010. 
1281 S. Tibken and YI. Kane, Apple opens Apps to Flash, Google (10 September 2010) The 
Australian from the Wall Street Journal 
<http://www. theaustralian. com. au/business/news/ app le-opens-·apps-to-flash -google/ story-
e6frg90x-1225916991807> at 11 September 2010. 
1282 T. Catan and YI. Kane,'Apple Eases restrictions on iPad apps', The Weekend Australian, 
11-12 September 2010, 31 (from The Wall Street Journal). The perceived threat to the iPad 
are tablet devices that use Google's Android operating system. 
1283 Regents PIL v Subaru (Aust) PIL (1996) 18 ATPR ~41-463 (FCA). 
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market. Nicholson 1 noted a court would be unlikely to accept a 
market definition as narrow as the market for spare parts for a 
particular brand of equipment although there remained a serious 
question to be tried on this issue. 1284 On appeal, the Full Court 
considered the notion of substitutability in the Queensland Wire 
case; 1285 to assess whether 'a high cross elasticity of demand 
indicated close substitutability and thus evidence the items in 
question are in the same product market' . 1286 The Full Court noted 
the cases from Europe and the United States, which held that brand-
based market definitions may be established, however the Full Court 
noted that the facts of those cases related to circumstances in which 
there was no, or limited, substitution possible so that a brand-based 
spare part market definition was appropriate. 1287 On the facts of 
Regents v Subaru the Full Court held that the market for Subaru 
spare parts was a sub-market of the larger spare parts market, given 
the cross-elasticity of supply and demand at the retail level due to 
substitution between Subaru parts and non-genuine parts and their 
respective sources of supply. 1288 

Hylton & Deng (2007) argue that a single product cannot constitute a 
relevant market and that in the context of claims of monopolisation 
or attempted monopolisation under the Sherman Act, it would be 
perverse result if the proof of monopolization is the inevitable result 
of the ownership rights that exist in terms of IPRs or other statutory 
or common law property rights in the product or service. 1289 A 
response to Hylton & Deng is that only in rare circumstances would 
the exercise of property rights, including IPRs; result in 
monopolisation or attempted monopolisation under the Sherman Act. 

1284 Ibid, ,-r41 ,629. Nicholson J noted that a brand-based market definition had been accepted 
in Hugin Kassaregister AB and Hugin Cash Registers Ltd v Commission (1979) 2 ECR 1979; 
[1979] 3 CMLR 345; [1979] EUECJ C-22/78 . 
1285 Queensland Wire Industries P/L v Broken Hill Pty Co Ltd (1989) 167 CLR 177; [1989] 
HCA 6. [3] , [18-19]. 
1286 Regents PIL v Subaru (Aust) PIL (1998) 84 FCR 218; 42 IPR 421; 20 ATPR ~41-647 
(FCAFC). ATPR ,-r41 ,1 70. The FCAFC noted the effect of the introduction ofs. 4E TPA as 
calling into doubt the previous authorities that held that there are brand-based market 
definitions, those authorities being: Top Performance Motors P/L v Ira Berk (Queensland) 
PIL (1975) 5 ALR 465; 24 FLR 286. Ah Toy PIL v Thiess Toyota PIL (1980) 30 ALR 271. 
Section of 4E TPA states: 'For the purposes of this Act, unless the contrary intention 
appears, market means a market in Australia and, when used in relation to any goods or 
services, includes a market for those goods or services and other goods or services that are 
substitutable for, or otherwise competitive with, the first-mentioned goods or services.' 
1287 Considering Case 22178 , Hugin, ibid; Case 238/87, Volvo, ibid,· (Kodak I) Eastman 
Kodak v Image Technical Services, Inc, 504 US 451; 112 S Ct 2072 (1992). 
1288 Regents v Subaru (FCAFC) ATPR ~41 ,182-41 , 184. 
1289 KN. Hylton and F. Deng, 'Antitrust Around the World: An Empirical Analysis of the 
Scope of Competition Laws and the Effects' (2007) 74(2) Antitrust L. J 271-341. 
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Chapter 6: The digital environment and refusals-
to-license intellectual property 

Chapter 6 provides a comparative analysis of how the Trade Practices Act 
1974 (TPA)/Competition and Consumer Act 2010 (CCA), §1 and §2 
Sherman Act and Articles 101 and 102 (TFEU) 1290 address the question of 
whether the refusal-to-license an IP product or digital technology product 
to a competitor may be anti-competitive behaviour. In addition to setting 
out classifications of the forms of refusal-to-deal, this Chapter identifies 
the underlying political and social philosophies that guide the courts in 
determining whether firms should be forced to license IP to others or 
otherwise firms may be forced to provide access to infrastructure and other 
physical assets. 

This Chapter concludes that the analysis of refusals-to-license IPRs under 
the European Treaty, Sherman Act and the TP AICCA starts from the same 
basic premise - that that the possession of IPRs does not in itself create 
'dominance ' (Article 102 TFEU), a monopoly (§2 Sherman Act) or 
'market power (s. 46 TP A/CCA). However European competition law 
applies a different policy framework - which results in a more 
interventionist approach - to the analysis of refusals-to-license IPRs as 
compared to that used under the Sherman Act and the TP A/CCA. The 
European approach to refusals-to-license IPRs appears to be influenced by 
certain tensions that exist within European competition law that are not 
found in Australia or the United States. The source of those tensions can 
be identified in the European Treaty and have the consequence that the 
European competition law places a special responsibility on a dominant 
firm not to behave in ways that detrimentally impact on the structure of the 
market. 

1290 Article 101 proscribes anti-competitive agreements and cartel behaviour. Article 102 proscribes 
'abuse ' or 'abusive exploitation' of a 'dominant position'. The Treaty establishing the European 
Community (the Treaty of Rome) was amended by the Lisbon Treaty (2007) or Treaty on the 
Functioning of the European Union, OJ C 115/47, 9 May 2008 ('TFEU). 
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1. The scope of the analysis of the forms of 'refusal-to-deal' 

There is a further category of cases that stands alongside those dealing 
with the refusal-to-license an IP product or digital technology product: a 
category of cases dealing with the refusal-to-license information or data -
material that may or may not meet the necessary requirements to be 
copyright works. An IP product, as a matter of logic, must meet the 
statutory tests so as to be copyright or patented material, so that the core 
issue is the refusal-to-license what are property rights described in the 
relevant copyright or patent legislation. In the digital environment data and 
information has become a commodity that can be mined for value, 
although the database may fail to meet the relevant statutory tests in order 
to qualify for copyright protection. While it may be feasible for 
competitors of the creator of a non-copyright database to access the data, 
such as the indirect copying in the Ice TV case, circumstances may result in 
the creator of the non-copyright database being the only economically 
feasible source of the data. In this case competitors must look to the 
creator of the database to provide access to the data, even though the 
creator cannot assert intellectual property rights in the data. This Chapter 
considers: 

• The circumstances in which the exercise of IP or any other property 
rights in digital technology product is abusive behaviour in which 
competition is foreclosed with the intention to create or maintain a 
monopoly in violation of §2 Sherman Act or the abuse of a dominant 
position under Article 102 (TFEU) or the misuse of market power 
under s. 46 TP AJCC A ; and 

• The circumstances in which a court should intervene and in1pose a 
duty to license an IP product or digital technology product. 129 1 

Chapter 6 focuses on a 'refusal-to-deal' as a form of anti-competitive 
behaviour which should be understood to be a general term that 
encompasses: exclusionary conduct involving a ' refusal-to-supply' some 
product or service; or a ' refusal-to-license ' IP. A ' refusal-to-deal ' also 
describes exclusionary conduct involving a 'refusal-to-acquire ' or ' refusal-
to-purchase ' son1e product or service. 1292 In Australia refusals-to-deal are 
analysed under the misuse of market power provisions of s. 46 of Part IV 
TP AICCA. 1293 

1291 EM. Fox, 'Monopolization, abuse of dominance and refusal to licence intellectual property to 
competitors: Do antitrust duties help or hurt competition and innovation? How do we know? ' in C-D. 
Elherman and I. Atanasiu (eds), European Competition Law Annual 2005: The Interaction between 
Competition Law and Intellectual Property Law (2007) . (Hart Publishing). 
1292 For example the 'delisting' of a product in ACCC v Australian Safeway Stores PIL (2003) 198 ALR 
657; 129 FCR 339; ATPR ~41-93 5 ; [2003] FCAFC 149 . The ' delisting' involved a refusal-to-purchase 
a brand of bread when that brand was sold at a discounted price in competing supermarkets. 
1293 See ASX Operations PIL v Pont Data Australia PIL (No 1) (199 1) 27 FCR460; 97 ALR 513 ; 19 
IPR 323; 13 ATPR ,14 1-069 (l990) (FCAFC). 
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Nagy (2007) 1294 proposed that a distinction can be made between a 
' refusal-to-deal ' (as considered in Chapters 6 and 7) and a refusal of access 
to an ' essential facility ' (considered in Chapter 7), which relates to the 
nature of the market being considered in each situation. Nagy proposed 
that where there are two relevant markets, with a firm being dominant in 
one market and refusing to deal with competitors so as to gain market 
power in the second market, it should be characterised as a ' refusal-to-
deal ' case, whereas if there is one market, with a single facility to which 
access is refused, then it should be characterised as an ' essential facility ' 
case. The distinguishing factor in an essential facility case is the inability, 
or impracticality, of replicating the 'facility' . Therefore it is argued that the 
owner of the ' facil ity ' should be forced to provide access as the ' facility ' is 
' essential' to competition in the market. 1295 This Chapter will establish that 
only under European competition law is the essential facil ities doctrine 
used in the way indicated by Nagy. In the U.S. the effect of the decision of 
the Supreme Court in the Trinka case1296 is that the ' essential facility' 
doctrine has ceased to be regarded as an independent doctrine that 
determines liability for monopolisation under the Sherman Act. In 
Australia the High Court has never adopted the distinction described by 
Nagy in the 46 TP A/CCA. 

The scope of the analysis of the circumstances in which a refusal-to-
license IP is anti-competitive behaviour is outlined by Eagles & Longdin 
(2008)1297 who suggest that the future development of regulatory 
intervention to force access to IP will involve 'steering between the twin 
fallacies of a 'right to refuse ' and 'obligation to deal'' .1298 This 
description indicates that there is a middle ground position between the 
two extremes of an absolute duty to license IP as compared to an absolute 
exemption of the exercise of IP from scrutiny under competition law 
principles. This Chapter considers the circumstances in which courts will 
apply competition law principles to force the licensing of IP . A 
consequence of this enquiry is the identification of the boundaries set by 
competition law principles to the exercise of the exclusive rights of 
copyright or the statutory monopoly of a patent. 

1294 CI. Nagy, 'Refusal io deal and the doctrine of essential facilities in US and EC competition law: a 
comparative perspective and a proposal f or a workable analytical fram ework' (2007) 32 European L. 
Rev. 664-685 . 
1295 Ibid. 665. 
1296 Verizon Communications, Inc v Law Offices of Curtis V. Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004) . 
1297 I. Eagles and L. Longdin, 'J\1icrosoft's Refusal to Disclose Software Interoperability Information 
and the Court of First Instance' [2008] 30(5) EIPR 205-208. 
1298 Ibid. 208 . 
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2. A 'refusal-to-deal' as exclusionary conduct 

An argument against forcing an IP owner to license the IPRs is that the 
bundle of IP property rights allows the owner the exclusive right to 
exercising the rights, and the right to decide when to allow others to 
exercise the rights. Applying competition principles to force an owner of 
IPRs to license such rights clearly impacts the rights of ownership in the 
IPRs. The argument against the forced licensing of IPRs is that it acts 
against the justification for the exclusive rights - that of providing an 
incentive to the creator or innovator to invest in the creation of the 
copyright work or invent the patented technology. That is, the forced 
licensing of IPRs will result in a negative impact on long term social 
welfare as the dynamic efficiency of the economy will be reduced by the 
damage to the incentive to create innovative products and services. 

The conventional justification for the IP regimes is that they correct 
market failure resulting from 'free-riding' on innovation and creativity as 
the patent regime prevents imitation of the patented innovation and enables 
licensing in the patent rights, with the copyright regime having a silnilar 
effect in preventing imitation of works and other material. However 
empirical studies have shown that industries do not rate the existence of 
IPRs as being an important factor in how a firm goes about achieving a 
return on the investment in R&D of new products and services. Factors 
that rate higher than IPRs are: (1) being the first into the market so that 
'first tnover advantage' can be achieved with cotnpetitors being 
disadvantaged due to the significant lead time necessary to bring new 
products or services to market; (2) investing in R&D so that the firm stays 
ahead of competitors in the learning curve of innovation; and (3) customer 
sales and after-sales services strategies that give the firm a competitive 
advantage. It can therefore be argued that there is a weak correlation 
between IP protection and R&D. The link between IP protection and R&D 
appears to be stronger in industries that are capital intensive (such as the 
pharmaceutical and biotechnology industries) and weaker in the ICT 
industries. 

There are contrary arguments on the consequences of judicial intervention 
in rnarkets, or which propose that the long term dynamic efficiency of the 
economy is improved by forcing the owner of the IPRs to license the 
technology to its competitors. Indeed the short to medium term 
profitability of ICT firms m.ay be enhanced through the follow-on 
innovation. Bessen & Maskin (2006) 1299 argue that a significant 
characteristic of the ICT industries is that innovation is both 
'sequential' 1300 and 'complementary', 1301 which has the effect that all firms 
in the relevant industry benefit frotn carrying out follow-on innovation and 

1299 JE. Bessen and E. Maskin, 'Sequential Innovation, Patents and Imitation' (March 2006) 40(4) 
RAND Journal of Economics 611-635. 
1300 In which 'each successive invention builds on the preceding one '. Ibid. 
1301 In which 'each potential innovator takes a different research line and thereby enhances the overall 
probability that a particular goal is reached within a given time'. Ibid. 
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by the expansion of the consumer base that flows from the technological 
advances that drive consumer demand for the products and services. 1302 

A further aspect of the controversy over the application of competition law 
principles to the exercise of IPRs is the argument that it is not the role of 
§2 Sherman Act or Article 102 or s. 46 TP A/CCA to impose structural 
changes to markets which may impact on the number of participants and 
the cost structures applying to participants in the market. 1303 Before 
considering the development of principles relating a refusal-to-deal, some 
basic conceptual distinctions will be considered. 

(a) Classification of the forms of 'refusal-to-deal' 

Identifying conduct that lessens competition in a market is, and always has 
been difficult, there is often a risk that what is being categorised as 
exclusionary conduct is actually pro-competition, in that the conduct 
actually benefits consumers; that is, conduct that injures competitors by 
making it more difficult for them to compete but also benefits consumers, 
such as through reduced prices. Unilateral refusal-to-deal cases have been 
reviewed by the courts of the United States and Europe under two 
separate, but related, theories of liability: 1304 

(1 ) The 'essential facilities' doctrine, which has been used to deal with 
structural problems in relation to access to facilities which fom1 a 
natural monopoly or ' bottleneck' that seriously interferes with the 
competitive process of the relevant market; and the doctrine has been 
applied to forcing access to essential input to the production of some 
good or service; and 

(2) That the refusal-to-deal or refusal-to-license is a breach of §2 
Sherman Act or Article 102 (TFEU) if the refusal is established to 
have occurred through the intention to create or maintain a 
monopoly in violation of §2 Sherman Act or in Europe as the abuse 
of a dominant position under Article 102. 1305 

Glazer (2002-2003) 1306 and Humpe & Ritter (2005) 1307 provide taxonomies 
of refusal-to-deal cases that appear to be consistent and therefore provide a 
basis on which to compare refusal-to-deal cases decided under the 

1302 See the discussion of 'sequential' and 'complementary ' innovation in Chapter 2, Section 4(b) and 
(c). 
1303 e.g. PE. Areeda, 'Essential Facilities: An Epithet in Need of a Limiting Principle' (1990) 58 
Antitrust L. J 841. C. Humpe and C. Ritter, 'Refusal to Deal' (July 2005) GCLC Research Paper on 
Article 82. 
1304 von Kalinowski, OP. , P. Sullivan and M. McGuirl, Antitrust Laws and Trade Regulation (2002). 
§25.04 [3] [a]. 
1305 The Lisbon Treaty renumbers Article 82 as Article 102. 
1306 KL. Glazer, 'Concerted Refusals to Deal under Section 1 ofthe Sherman Act' (2002-2003) 70(1) 
Antitrust L. J 1. 
1307 C. Humpe and C. Ritter, 'Refusal to Deal' (July 2005) GCLC Research Paper on Article 82. 

252 



Sherman Act and the European Treaty. 1308 Glazer and Humpe & Ritter 
divide refusals-to-deal into two categories: 

1. A unilateral refusal-to-deal ('exclusionary' conduct); 1309 and 

2. A concerted refusal-to-deal ('collusive' conduct). 1310 

Glazer and Humpe & Ritter identify various types of conduct that are 
unilateral refusals-to-deal including: a refusal-to-deal with a customer or 
supplier that is in direct competition, and a refusal-to-deal with a customer 
or supplier pursuant to a strategy to force the customer or supplier not to 
deal with a competitor. A refusal-to-deal may be explicit or implied by the 
behaviour adopted by a firm and can be separated into an ' absolute ' 
refusal-to-deal (a direct refusal) or a 'constructive ' refusal-to-deal whereas 
the existence of a refusal must be deduced from the behaviour of the firm 
or from communications between the parties. 1311 A 'constructive' refusal-
to-deal may also be described as being a 'conditional ' refusal-to-deal, such 
as in circumstances where there is an apparent offer to deal that involves 
price or non-price conditions such that the acceptance of the conditions 
make the dealing uneconomica1. 1312 

A price squeeze or margin squeeze can occur where a vertically integrated 
supplier that controls a 'bottleneck' in the supply of products or services, 
also competes in the retail market, and prices its retail competitors at 
wholesale levels that force those retail cotnpetitors to price at levels that 
are uncompetitive compared to the retail prices charged by the vertically 
integrated supplier. Price-related conditions such as the cost of access to 
telecommunications networks provide an example of a margin squeeze. 1313 

The Trinka case 1314 is an example of margin squeeze relating to internet 

1308 Categorisations of refusal-to-deal case have also been made by PE. Areeda and DF. Turner, 
Antitrust Law- An Analysis o.f Antitrust Principles and their Application (1978) vollii. ~729 and HJ. 
Hovenkamp, Economics and Federal Antitrust Law (1985). Hovenkamp (1985) §10.2. 
1309 lN"hich may variously be a violation of Article 102: s. 46 TP NCCA and §2 Sherman Act. 
1310 Which may variously be a violation of Article 101; ss. 45 or 47 TPAJCCA and either or both§ 1 
and §2 Sherman Act. K.L. Glazer, 'Concerted Refusals to Deal under Section 1 of the Sherman Act' 
(2002-2003) 70(1) Antitrust L. J 1. Glazer stated 'lj}irms acting in a collusive manner intend to lessen 
the competition within the group of conspirators. Exclusionary conduct, on the other hand, is conduct 
ultimately designed to achieve the same goal, but it aims to do so by excluding competitors from the 
market.' page 5. 
1311 e.g. ACCC v Cabcharge Australia Ltd [2010] FCA 1261 (17 November 2010). In which Finkelstein 
J described a constructive refusal-to-deal as being established in the correspondence, which evidenced 
an indifference ofCabcharge management to respond to Travel Tab's requests to process Cabcharge 
instruments. 
1312 Non-price conditions of supply include terms restricting service quality that have some direct or 
indirect control on the ability of the fum to compete if the conditions of supply are accepted. 
1313 TeliaSonera (Competition) [2010] EUECJ C-52/09 (Opinion of Advocate General Jan Mazak, 2 
Sept. 20 10) [16] '[O]ne particular manifestation of a refusal to deal occurs in the case of an abusive 
margin squeeze (or 'constructive refusal to deal') where, instead of refusing entirely to supply the 
essential/indispensable input in question, the dominant undertaking supplies the input to its 
competitors on the downstream market at a price which does not enable those competitors to compete 
effectively on the downstream market.' 
1314 Verizon Communications, Inc v Law Offices of Curtis V. Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). 
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access pricing; other examples occur in the pricing of access to telephone 
. . 1315 d h . . f d 1316 or Internet services, an t e pncing o access to ata. 

Faella & Pardolesi (201 0) described the price squeeze cases in the U.S. 
and Europe as being a controversial area of competition law; the nature of 
a price squeeze is described as being that ' [t} he upstream price may be 
excessive or discriminatory, and it may amount to a constructive refusal to 
deal. The downstream price may be predatory. ' 131 7 Advocate General Jan 
Mazak, in an opinion provided in the TeliaSonera case as to the 
circumstances in which 'margin squeeze' amounts to the abuse of a 
dominant position, stated that EU case law treats an abusive margin 
squeeze as a ' constructive refusal-to-deal ' and that ' the effect of an abusive 
refusal to supply is the elimination of competition in the downstream 
market'. 1318 The question of whether a price squeeze/margin squeeze is 
anti-competitive conduct must be determined by the application of the 
relevant test derived from the Bronner case; 1319 that is, to determine 
whether the price squeeze/margin squeeze is abusive conduct, as required 

1315 Pacific Bell Telephone Co. v LinkLine Communications, Inc, 129 S Ct 1109 (2009) . Deutsche 
Telekom v Commission (Competition) [20 10] ECR 1-0000; EUECJ C-280/08 (14 October 2010). 
TeliaSonera (Competition) [2011] ECR-1-0000; EUECJ C-52/09 (17 February 2011). 
1316 ASX Operations PIL v Pont Data Australia P/L (No 1) (1991) 27 FCR 460; 97 ALR 513 ; 19 IPR 
323; 13 ATPR ~41-069 (1990) (FCAFC). (See Chapter 6, Section 5 (b)); Attheraces Ltd v The British 
Horseracing Board Ltd [2007] EWCA Civ 38 (2 February 2007). (See Chapter 6, Section 5(d)). 
131 7 G. Faella and R. Pardolesi, 'Squeezing Price Squeeze Under EC Antitrust Law' (2010) 6(1) 
European Competition J 255-284. The authors discussed the question as to 'whether a combination of 
a lawful wholesale price and a non-predatory retail price can be characterized as exclusionary 
conduct based on the analysis of the margin between the two prices.' 
1318 TeliaSonera (Competition) [2010] EUECJ C-52/09 (Opinion of Advocate General JanMazak, 2 
Sept. 20 1 0) The price squeeze/margin squeeze allegation in the TeliaSonera case is that 'TeliaSonera 
abused its dominant position on the wholesale market by applying a margin between the wholesale 
price for input ADSL products and the retail price for ADSL services it offers to consumers which 
would not have been sufficient to cover TeliaSonera 's incremental costs on the retail market. ' [6]. 
1319 Geradin described the Bronner conditions as being '[t} he refusal relates to a product or service 
that is objectively necessary to be able to compete effectively on a downstream market,· The refusal is 
likely to lead to the elimination of effective competition on the downstream market,· and The refusal is 
likely to lead to consumer harm. ' Geradin comments on Wanadoo Espaiia v Telef6nica, Decision 
2007/3196/EC of 4 July 2007 relating to a proceeding under Article [102 TFEU] (Case COMP/38.784). 
(Subject to an appeal to the ECJ in 2011 ). Geradin is critical of how the Commission in the Wanadoo 
Espaiia case and the Guidance Paper on Article 82 [Article 102 TFEU], [2009] OJ C45/7, have applied 
exceptions to this test related to the existence of statutory obligations to supply access to 
telecommunications services and where there is no threat to the ex ante incentive to invest in the 
telecommunications infrastructure, where the investment criteria used at that time the facilities were 
created would have led to the investment being made even if there would have been a duty to supply. 
See D. Geradin, Refusal to Supply and Margin Squeeze: A Discussion of Why the 'Telefonica 
Exceptions' are Wrong (2011) (SSRN eLibrary) <http://ssm.com/paper=1762687>. 
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by Article 102. 1320 The General Court confirmed that a margin squeeze, in 
the absence of any objective justification, can breach Article 102. 1321 

There is a divergence of approach between the U.S. and Europe in the 
treatment of a price squeeze, with the Supreme Court in the Trinka case1322 

and the LinkLine case, 1323 refusing to apply §2 Sherman Act so as to 
involve the court in regulating access to telecommunication facilities. 
Downing & Jones (2011) 1324 suggest that the approach that can be 
extrapolated from the Trinka and Linklines cases and applied to a refusal-
to-license IP is that 'consumer welfare will be best promoted by 
encouraging the investment the intellectual property rules are designed to 
protect'. 1325 Such an approach can be described as the application of free 
market philosophies that have a long history in U.S. antitrust 
jurisprudence. In the (ala carte' Pay TV case, 1326 delivered in 2011, the 9th 
Circuit commented that reduced choice and increased prices is 'fully 
consistent with a free, competitive market", 1327 and that "antitrust law 
recognizes the ability of businesses to choose the manner in which they do 
business absent an injury to competition'. 1328 Therefore reduced consumer 
choice and increased prices may result from how a firm chooses to provide 
services, such as in the (a la carte ' Pay TV case, by choosing to bundle pay 
television channels together rather than giving consumers the opportunity 
to choose which channels the consumers preferred to include in a 
subscription package of channels. 1329 

1320 TeliaSonera (Competition) [2011] ECR-I-0000; EUECJ C-52/09 (17 February 2011). [30-46]. The 
General Court confirming that Article 82 [Article 102 TFEU] 'prohibits a dominant undertaking from, 
inter alia, adopting pricing practices which have an exclusionary effect on its equally efficient actual 
or potential competitors.' [39] citing Deutsche Telekom v Commission (Competition) [2010] ECR I-
0000; EUECJ C-280/08 (14 October 2010). [177]. 
1321 The preliminary ruling set factors relevant to such an assessment as to whether there was a margin 
squeeze so that the Swedish court could detemline the matter. The General court summarised the 
answers to the questions referred by the Swedish court, 'in the absence of any objective justification, 
the fact that a vertically integrated undertaking, enjoying a dominant position on the wholesale market 
for ADSL input services, applies a pricing practice of such a kind that the spread between the prices 
applied on that market and those applied in the retail market for broadband connection services to end 
users is not sufficient to cover the specific costs which that undertaking must incur in order to gain 
access to that retail market may constitute an abuse within the meaning of Article 102 TFEU.' [112]. 
1322 Verizon Communications, Inc v Law Offices of Curtis V Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004) . 
1323 Pacific Bell Telephone Co. v LinkLine Communications, Inc, 129 S Ct 1109 (2009). 
1324 R. Downing and A. Jones, 'Margin Squeezes in Telecommunications Markets' inS. Anderman and 
A. Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 209-237. (OUP). 
1325 Ibid. 237. 
1326 Brantley, Cooke eta! v Time Warner Cable Inc. , Comcast Corporation eta! (the cable/satellite 
defendants) & NBC Universal, Inc., Viacom Inc., eta! (the programmer defendants) 649 F.3d 1078 
(9th Cir. 2011), vacated Oct. 31 ,20 11 ('a Ia carte PayTV case'). 
1327 Ibid. [5]. Quoting Illinois Tool Works v Independent Ink, 547 US 28, 44-45 (2006). 
1328 Ibid. [6]. Citing Pac. Bell Tel. Co.v LinkLine Commc'ns, Inc., 129 S Ct 1109, 1118 (2009). 
1329 The bundling of pay-TV channels was held not to be a breach of§ 1 Sherman Act. 

255 



(b) Refusals-to-deal and the freedom to trade and free market philosophies 

Competition law is intended to stop unreasonable restrains of trade and 
transactions and other forms of behaviour that are monopolistic such that 
the behaviour substantially lessons competition. 1330 However competition 
law is not intended to prohibit all monopolies - as a monopoly may be 
achieved by a firm out-competing all rivals so as to dominate a market. 1331 

In the Alcoa case Judge Learned Hand described this limitation on the role 
of competition law by saying '[t} he successful competitor, having been 
urged to compete, must not be turned upon when he wins .' 1332 Therefore 
the Sherman Act is not violated by market power achieved solely through 
'superior skill, foresight and industry .' 1333 

The choice of market participants as to whether to refuse-to-deal or 
choose-to-deal with other firms directs attention to the freedom to trade 
and free market philosophies. In United States v Colgate, 1334 the Supreme 
Court held that a firm has a general freedom to deal or not to deal with 
those seeking the firm' s goods or services - known as the ' Colgate 
principle ' - which was stated by the Supreme Court as being that the 
Sherman Act, 'does not restrict the long-recognised right of trader or 
manufa cturer to engage in an entire~y private business, free ly to exercise 
his own independent discretion as to parties with whom he will deal. ' 1335 

The Colgate principle is qualified by §2 Sherman Act, although the 
Supreme Court in Spectrum Sports v McQuillan warn that, in contrast to 
collusive behaviour (reviewed under § 1 Sherman Act), exclusionary 
behaviour by single firms requires careful scrutiny so as to avoid the risk 
of stifling what is otherwise vigorous, competitive behavior. 1336 The 
Supreme Court went on to state that courts 'have been careful to avoid 
constructions of which might chill competition, rather than foster it. It is 
sometimes difficult to distinguish robust competition from conduct with 
long-term anticompetitive effects'. 1337 There are nuances in free market 
philosophies such that restraints on the freedom to trade - specifically the 
freedom to refuse-to-deal or choose-to-deal with any firm - may differ 
between jurisdictions. 

133° FS. Kieff and TA. Paredes, 'The basics matter: at the periphery of intellectual property' in LN. 
Takeyama, WJ. Gordon and R. Towse (eds), Developments in the Economics of Copyright (2005) 159-
190. (Edward Elgar). 
1331 Ibid. 165. 
1332 United States v Aluminium Co. of America, 148 F. 2d 416 (2nd Cir. 1945) ('Alcoa case'). 430. 
1333 Ibid. 571. 
1334 United States v Colgate & Co., 250 US 300; 39 S Ct 465 (1919). 468 . 
1335 Ibid. 307. This proposition was restated in Lorain Journal Co. v United States, 342 US 143 (1951). 
The Supreme Court confrrmed that the Lorain Journal was in breach of §2 Sherman Act as it refused to 
sell advertising to customers who also took radio advertising with a station which the Lorain Journal 
considered was its competitor in the local advertising market. 
1336 Spectrum Sports v McQuillan, 506 US 447; 113 S Ct 884 (1993). 
1337 Ibid. US 459. 
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(c) Refusing-to-deal with existing customers or new customers 

An issue that is directly related to the underlying free trade philosophies 
considered in the previous Section, is the question as to whether there 
should be any different in the competition analysis between: 

(i) A refusal-to-deal in relation to an existing customer; or 

(ii) A refusal-to-deal in relation to a new customer. 

That is, whether a refusal-to-deal, where there is no extshng supply 
relationship, is sufficient to establish an 'attempt' to monopolise under §2 
Sherman Act or could amount to the abuse of a dominant position under 
Article 102 (TFEU); or should amount to the 'taking advantage' of market 
power under s. 46 TP AJCCA. 

What emerges from the U.S. cases is that prior dealings between the 
litigants to a refusal-to-deal case may shed light on what motivated the 
refusal-to-deal, so that prior dealings may provide the evidential basis 
upon which to determine whether there is an 'attempt' to monopolise 
under §2 Sherman Act. 1338 For example, the decision of the 6th Circuit in 
Byers v Bluff City supports the proposition that no theoretical distinction is 
made between 'new' and ' existing' customers under the Sherman Act 
analysis. 1339 In contrast to that decision in the NYMEX case, which is 
discussed later, the District Court (S.D.N.Y.) dismissed the counterclaim 
on the basis that as there was no ptior dealing between the parties, the 
exception provided by the Aspen Skiing case to what is otherwise a firm's 
freedom to choose trading partners was not available. 1340 However a closer 
examination of the Aspen Skiing case suggests that the significance of the 
prior conduct was it shed light on what motivated the refusal-to-deal, and 
provided the evidential basis on which the conduct was determined to be 
anti-competitive. 1341 The Sherman Act analysis suggests that there is no 
theoretical distinction made between categorizing the custmner as either 
' new' or 'existing'. 

In relation to the European Union, Jones & Sulfin (2004) 1342 argue that 
while a firm may have a freedom to choose whether to supply a new 
customer, the refusal-to-supply an existing customer may require the 

1338 This Sherman Act analysis is adopted by Marshall in arguing that the s. 46 analysis should not 
distinguish between categorising the customer as either 'new' or 'existing'. B. Marshall, 'Refusals to 
Supply Under Section 46 of the Trade Practices Act: Misuse of Market Power or Legitimate Business 
Conduct?' (1996) 8 Bond L. Rev. 182-197. 187, fin 36. 
1339 'There exists no theoretical distinction between ordering a monopolist to deal with a former 
customer and ordering the monopolist to deal with anyone who comes along.' Byars v Bluff City News 
Co., 609 F. 2d 843 (6th Cir. 1979). 846. 
1340 New York Mercantile Exchange v Intercontinental Exchange, 323 F. Supp. 2d 559 (S.D.N.Y. 
2004). 571. See later discussion of the Aspen Skiing case in Chapter 6, Section 3(b). 
1341 Trinka, ibid. [5] ,per Justice Scalia. 
1342 A. Jones and B. Sufrin, EC Competition Law- Text, Cases, and Materials (2nd ed, 2004). 466, 
469-70. 
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refusal to have an economic justification, 1343 and that if the firm is acting 
to protect its commercial interests, the response is proportionate to the 
nature of the challenge to the firm ' s commercial interests. 1344 Humpe & 
Ritter argue that there is no distinction between a refusal-to-supply a new 
customer and a refusal-to-supply an existing customer; while a supplier 
may retain the freedom to choose whether to supply a new customer the 
correct approach would be to identify whether their behaviour in refusing-
to-supply is caught by the relevant test of monopolization, abuse of a 
dominant position or misuse of market power. 1345 The categorisation of 
Humpe & Ritter appears to be consistent with the approach of the 
European Commission in that the Clears team decision of 2006,1346 

determined that under European competition law an abusive refusal-to-
deal can take the form of: (1 ) a refusal to start supplying; 1347 (2) a 
withdrawal of supply within an existing business relationship; 1348 (3) 
unreasonable patterns of behaviour involving 'tactical delays and dilatory 
behaviour in supply ing certain services'; 1349 and ( 4) the 'outright and final 
ref usal' to deal. 1350 The 2011 decision in the Teliasonia case confirms that 
there is no distinction between the refusal-to-supply new or existing 
customers when considering the question of abuse of a dominant 

. . 1351 post bon. 

The High Court in Queensland Wire case applied s. 46 to the relationship 
between BHP and the Queensland Wire Industries. QWI was both a 
competitor of BHP and a new customer for the Y -bar steel product used to 
manufacture 'star picket posts ', which BHP offered to sell at price which 
resulted in a 'profit squeeze' for QWI as its ' star picket posts ', would be 
priced at uncompetitive levels against BHP' s product. That is, BHP was 
engaged in a 'constructive ' refusal to sell the Y-bar steel product to 
QWI. 1352 The decision in the NT Power case is also consistent with the 

1343 British Midland/Aer Lingus (1993) 4 CMLR 569; (1992) OJ L96/34. [26]. The withdrawal from a 
joint ticketing arrangement(' interlining') did not have an objective commercial justification and wa 
discriminatory in that Aer Lingus continued to interline with other airlines. 
1344 United Brands Co. v Commission (1978) 1 ECR 207; (1978) 1 CMLR 429 (Case 27176). 
BBI/Boosey & Hawkes (1987) OJ L 286/36; (1988) 4 CMLR 67 . 
1345 Humpe & Ritter, ibid. 140-142. 
1346 Clearstream: Commission of the European Communities (2005) 5 CMLR 1302 (Case 
COMP/3 8.096, appeal case T-301/04). [223]. 
1347 Ibid. Citing London-European Sabena (1989) 4 CMLR 662· (1988) OJ L317/47. At 47. 
1348 Ibid. Citing C-27176, United Brands, ibid. [190] and C-6/63 and C-7173, Commercial Solvents, 
ibid. 
1349 Ibid. Citing Deutche Post AG v GZS and Citicorp Kartenservice GmbH (2000) ECR I-825 (C-147-· 
8/97). [103] and [143]. 
1350 Ibid. 
1351 TeliaSonera (Competition) [2011] ECR-I-0000; EUECJ C-52/09 (17 February 20 11). '[W] hether 
the pricing practice at issue is liable to drive out from the market concerned existing clients of the 
dominant undertaking or rather new clients of that undertaking is not, as a general rule, relevant to the 
assessment of whether the practice is abusive.' [95] . 
1352 See Queensland Wire. For further examples of a price squeeze/margin squeeze; see MacLean v 
Shell Chemical (Aust) PIL (1984) 2 FCR 593; ATPR ~40-562 . O'Keeffe Nominees PIL v BP Australia 
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proposition that the s. 46 TP A analysis does not distinguish between a 
customer as either ' new' or ' existing' . In the NT Power case, the firm 
seeking access to the electricity transmission system was a new entrant to 
the market. Mansfield J, in the Federal Court, rejected the argument of 
PA WA that because it had never sold access to its infrastructure to a third 
party, there had not been at any time, and there was not a market or 
markets for the supply of access to PAW A's infrastructure. 1353 The refusal 
to allow access by the owner of the facility was determined by the High 
Court to be a misuse of market power for a purpose proscribed by s. 46. 

In the application of 46 TP A/CCA the preliminary issue is to determine the 
relevant market and submarkets; following which is a three-step analytical 
approach. The first step is to determine whether the firm has 'market 
power'; if that is established; then the second step is to determine whether 
the firm has 'taken advantage' of its market power; the third step is to 
determine whether the taking advantage has been for a purpose proscribed 
by s. 46. The summary provided by Jacobson J in PN v QR 1354 confirms 
that this three-stage analysis was derived from the trilogy of cases of the 
High Court. 1355 It should be noted that Jacobson J stated as the second 
principle to be derived from the trilogy of cases that ' if the impugned 
conduct has a rational business explanation, that is a factor which points 
against the existence of a relevant connection between the market power 
and the conduct. d 356 The refusal-to-supply either a 'new' or 'existing' 
customer may have a rational business explanation, which acts to preclude 
a finding of misuse of market power. 

Ltd (1990) ATPR ~41-057 . Pont Data Australia PIL v ASX Operations PIL (1990) 21 FCR 385 ; 93 
ALR 523 ; 12 ATPR ~41-007 (FCA). 
1353 NT Power Generation v Power & Water Authority (200 1) 184 ALR 481 ; ATPR ~41-814 ; [200 1] 
FCA 334. [315]. Mansfield J noted that the High Court in Queensland Wire had specifically rejected 
such a contention. See Mason CJ and Wilson J (1989) 167 CLR 177 at 191 ; Dawson J at 200 and 202 . 
1354 Pacific Nationa l (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46 -268; [2006] FCA 91. 
[1022-1024]. 
1355 Me/way, Bora/ & Rural Press cases. See also NT Power. 
1356 PN v QR, [1 024 (2)]. 
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3. Contrasting approaches to refusals-to-deal: The Sherman Act and the 
EC Treaty 

This Section considers the application of free market philosophies in the 
United States and Europe, which can be compared with the application of 
free market philosophies under the TP AICCA, so as to identify the points 
of similarity or difference. The application of free market philosophies in 
the U.S . will be discussed with a focus on the Trinka case, 1357 in relation to 
a refusal-to-deal claim in respect to telecommunication facilities and in 
respect of Europe, with a focus on the Microsoft case, 1358 in relation to the 
refusal-to-supply interface information necessary for competitors to create 
complementary or competing computer programs. 

A difference between the U.S. and the European competition law is 
identified by Jebsen & Stevens (1995/96) 13 59 in relation to the standard of 
power in the relevant market that must be identified in order for the 
behaviour to be categorised as anti-competitive; Jebsen & Stevens 
described the analytical approach of European competition law as being 
objective and 'a form of strict liability' in that a breach of Article 102 may 
arise without the firm having an intention to abuse a dominant position that 
the firm may hold. The U.S. is identified as working with a subjective 
analysis, which is described in U S v Grinnell as requiring 'the wilful 
acquisition or maintenance of that power as distinguished f rom growth or 
development as a consequence of a superior product business acumen, or 
historic accident' .1360 The U.S. test is argued by Jebsen & Stevens as being 
a subjective analysis requiring the identification of the 'willful acquisition 
or maintenance of that power' (or an attempt to monopolise) as 
distinguished from a monopoly arising fron1 causes described in US v 
Grinnell that are not prohibited by §2 Sherman Act. 

(a) Refusals-to-license IPRs in the US federal courts 

The intangible nature of IP, the consequential 'public good' nature of IP 
and risk of others ' free riding' on the labour of the creators of the IP, have 
been argued to provide a unique treatment of IP which shields the exercise 
of IPRs, including the refusal-to-license, for competition law scrutiny. 1361 

When attention is directed to the U.S. cases on the refusal-to-license IP, 
there are conflicting opinions between the Circuit Courts as to whether 
refusals-to-license IP can be successfully challenged under the Sherman 

1357 Verizon Communications, Inc v Law Offices of Curtis V Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). 
1358 Microsoft Corp. v Commission (2007) 5 CMLR 11 ; [2007] ECR II-3601 (Case T -201/04) (CFI). 
1359 P. Jebsen and R. Stevens, 'Assumptions, Goals and Dominant Undertakings: The Regulation of 
Competition Under Article 86 of the European Union' (1995-96) 64 Antitrust L. J 443. 
1360 United States v Grinnell Corp., 384 US 563; 86 S Ct 1698 (1956) . 384 US 570-57 1. 
1361 BF. Ladenburg, 'Note, Unilateral Refusals to Deal in Intellectual Property after Image Technical 
Services, Inc. v. Eastman Kodak Co' ( 1998) 73 Washington L. Rev. 1079. 
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Act. The 1994 decision by the 1st Circuit in Data General v Grumman 1362 

indicates that refusals-to-license IP can be successfully challenged under 
§2 as the anti-competitive effects of a refusals-to-license IP was accepted 
as an empirical question that is open to the plaintiff to prove. 1363 The 91

h 

Circuit, in the 1997 decision in Image Technical Services v Kodak case, 1364 

found liability under §2 Sherman Act for the refusal to supply spare parts 
to firms operating in the aftermarket to repair Kodak equipment. The 
Federal Circuit did not follow the approach of the 1st and 91

h Circuits in the 
2000 decision in the Xerox case. 1365 The Federal Circuit refused to inquire 
into the reason for the refusal to supply spare parts, provided the refusal -
to-license did not extend beyond the scope of the statutory grant of the 
IP. 1366 Arquit (20 11) 1367 argued that the effect of the Xerox decision is that 
'if the patent grant creates an aftermarket for service of the patented 
device, a refusal to licence that patent, even if it results in an aftermarket 
monopoly, will not be enough to implicate the antitrust laws.' 1368 The 
consequence of the Xerox decision was argued by Shelanski (2009) to 
exempt the refusals-to-license IP from scrutiny under §2 by limiting 
liability to an illegal tying of the IP to a non-IP product or service. 1369 

There are a range of opinions as to how this apparent conflict in the Circuit 
Court rulings should be resolved. One solution provided by Patterson 

1362 B. Frischmann and D. Moylan, 'The Evolving Common Law Doctrine of Copyright Misuse: A 
Unified Theory and its Application to Software' (2000) 15 Berkeley Tech. L. J 865. 
1363 See also (Kodak II) Eastman Kodak v Image Technical Services, Inc, 125 F. 3d 1195 (9th Cir. 
1997), cert. denied, 118 S Ct 1560 (1998). 
1364 Ibid. The 91

h Circuit held that the protection of IP rights may be a valid business justification for 
refusing-to-licence cop)'Tight spare parts to independent service organisations (ISOs), but that the 
justification failed as it was proved to be a pretext for anti-competitive conduct. See generally BF. 
Ladenburg, 'Note, Unilateral Refusals to Deal in intellectual Property after Image Technical Services, 
Inc. v. Eastman Kodak Co' (1998) 73 Washington L. Rev. 1079. Note that the Supreme Court had 
earlier considered the dispute in (Kodak I) Eastman Kodak v Image Technical Services, Inc, 504 US 
451; 112 S Ct 2072 (1992). The matter was remanded to the Federal Court, which held that Kodak had 
used its monopoly over parts to assert a monopoly over servicing of Kodak equipment; in 1997 the 9th 
Circuit upheld the fmding of a breach of §2 Sherman Act. 
1365 In re Indep. Serv. Orgs. Antitrust Litigation (CSU, L.L. C., v Xerox Corp.) 203 F. 3d 1322 (Fed. Cir. 
2000), cert. denied, 531 US 1143 (200 1 ). Xerox asserted its patents and copyright in the technology 
provided the basis on which it could restrict how the ISOs deal with Xerox over spare parts . The court 
rejected the claims of the ISOs that the refusal-to-supply patented parts constituted patent misuse or 
unlawful exclusionary conduct under of §2 Sherman Act. 
1366 Ibid. 1327-1328. See generally D. Melamed and AM. Stoeppelwerth, 'The CSU Case: Facts, 
Formalism and the Intersection of Antitrust and Intellectual Property Law' (2002) 10 George Mason L. 
Rev. 407. D. Melamed, 'Exclusionary Conduct Under the Antitrust Laws: Balancing, Sacrifice and 
Refusals To Deal' (2005) 20 Berkeley Tech. L. J. 1247. 
1367 K. Arquit, 'Canaries in the Coal Mine: Has Neo -Classical Economics Lost Ground at the 
Intersection of IP Licensing and Antitrust Law in the United States?' inS. Anderman and A. Ezrachi 
(eds), Intellectual Property and Competition Law: New Frontiers (2011) 433-460. (OUP). 
1368 Ibid. 447. 
1369 HA. Shelanski, 'Unilateral Refusals To Deal In Intellectual And Other Prop erty' (2009) 76(2) 
Antitrust L. J. 369-395 . Shelanski comments that the effect of the Federal Circuit decision in CSU v 
Xerox is that 'a plaintiff must show either that the IP was obtained by f raud (i.e., is not legally IP) or 
that the claim involves tying of IP to non-IP (i. e., is not a pure refusal-to-deal claim).' 376. 
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(2000) 1370 is that any rule as to duty-to-deal should separate the IP (that is 
the subject of the patent or copyright protection) from any product in 
which the IP is used or deployed. 1371 Such a rule could address IP applied 
in goods, such as spare parts; however digital products and services may 
make it difficult to separate the IP from the application of the IP. 

Other scholars are critical of the ruling in the Xerox case, such as Pitofsky 
(2002) 1372 who argued that the ruling starts from the correct premise, that 
the owner of the IP has not obligation to grant a licence, then leaps to the 
wrong conclusion - that the owner can use a licence to achieve an anti-
competitive effect - Pitofsky argued that the ruling in Xerox has the effect 
that the owner of the IP can ' extend their market power beyond the scope 
of the intellectual property right itself and sacrificing more competition 
h . 'd . . . t . t ' 1373 Th t an zs necessary to provz e approprzate zncentzves o znnova e. e 

result, in the opinion of Pitofsky, unbalances the trade-off between IP and 
competition law by giving an inappropriate weight to the IP . 

Some scholars accept the ruling in the Xerox case as creating a limited 
exclusion of IPRs from antitrust scrutiny, such as Genevaz (2004) 1374 who 
described this quasi-exception as being a 'per se immunity from antitrust 
liability' 1375 Genevaz goes on to attempt to reconcile and explain the 
different Circuit decisions as flowing from different findings of fact. 
Genevaz identifying that the 1st Circuit in the Data General case treated 
the unilateral refusal- to-license copyright as having a 'presump tively valid 
business justification', 1376 in contrast with the approach in the Kodak 
case, 1377 in which the gth Circuit accepted that the presumption of 
in1munity identified in the Data General ruling was be rebutted by 
evidence that the refusal-to-license was a pretext for what was otherwise 
exclusionary conduct. 1378 Genevaz argued against a per se immunity for IP 
as 'per se legality for refusing to deal in intellectual property would deny 
antitrust plaintiffs the chance to demonstrate potential adverse impacts on 
competition resulting from unilateral refusal to deal in intellectual 
property. ,1 379 Genevaz also argued that the Xerox decision should be 

1370 MR. Patterson, 'When is Property Intellectual? The Leveraging Problem' (2000) 73 Southern 
California L. Rev. 1133-1160. 
137 1 Ibid. 1134. 
1372 R. Pitofsky, 'Antitrust and Intellectual Property: Unresolved Issues at the Heart of the New 
Economy' , 16 Berkeley Tech. L. J. 535-559 (2001) . (Republished in 'Intellectual Property Rights' 
Vaver D (ed) Routledge (2006) vol. I, 166-85). 
1373 Ibid. 172. 
1374 S. Genevaz, 'Against immunity for unilateral refusals to deal in intellectual property: Why antitrust 
law should not distinguish between IP and other property rights' (2004) 19(2) Berkeley Tech . L. J. 7 41 -
784. 
1375 Ibid. 744. 
1376 Data General Corp. v Grumman Systems Support Corp., 36 F. 3d 1147 (1st Cir. 1994). 1197. 
1377 (Kodak II) Eastman Kodak v Image Technical Services, Inc, 125 F. 3d 1195 (9th Cir. 1997), cert. 
denied, 118 S Ct 1560 (1998). 
1378 Ibid. 1219. 
1379 Genevaz, ibid. 783. 
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overruled as an immunity rule based on the exercise of IPRs would result 
in the under-deterrence of anti-competitive behaviour. 1380 

The status of the ruling in the Kodak case is in some doubt, with Goldfine 
& Vorrasi (2004) arguing that subsequent Federal Court decisions have 
consistently applied a narrow construction to the Kodak ruling, so that it is 
unnecessary for the Supreme Court to overrule that decision and the lower 
courts have blunted the effect of the Kodak decision. 1381 However reliance 
on the Xerox case for a per se legality of a refusal-to-license IP may be 
misplaced as the D.C. Circuit in the Microsoft case looked to the Xerox 
case to reject the argument that IP should be exempt from the regulatory 
framework of the Sherman Act, with the Court describing that argument as 
a frivolous submission. 1382 The Supreme Court does not appear to have 
either created a per se immunity rule for IP or a per se rule to the effect 
that the exercise of IP inherently creates market power- the finding in the 
Illinois Tool Works case specifically rejected that the existence of a patent 
inherently creates market power, in the absence of evidence of that 
effect. 1383 

(b) Aspen Skiing to Trinko: U.S. 'refusal-to-deal' cases 

The Aspen Skiing case, 1384 which was decided by the Supreme Court in 
1985, provided what some commentators described as a nuanced analysis 
of refusals-to-deal. 1385 For example, Carstensen (2008) argued that the 
Aspen Skiing case provides a nuanced standard that balances the risks 
posed to competition by exclusionary conduct as compared to any 
legitimate business justification for the exclusionary conduct. 1386 In 
contrast to the Aspen Skiing case approach, Carstensen identified the 
Supreme Court in the Trinka case/ 387 decided in 2004, as adopting a non-

1380 Ibid. See also PJ. Weiser, 'Law and Information Pla(forms' (2002) 1 J ofTelecomm. and High 
Tech . L. 1-35. 
1381 DAJ. Goldfine and KM. Vorrassi, 'The Fall of the Kodak Aftermarket Doctrine: Dying a Slow 
Death in the Lower Courts' (2004) 72(2) Antitrust L. J 209. See also HJ. Hovenkamp, 'Post Chicago 
Antitrust: A Review and Critique' (2001) Columbia Business L. Rev. 258-337. 
1382 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). D.C. Cir. 62-63. 
1383 Illinois Tool Works, Inc v Independent Ink, Inc, 547 US 28; 126 S Ct 1281 (2006). 
1384 Aspen Skiing Co. v Aspen Highlands Skiing Corp., 738 F. 2d 1509 (lOth Cir. 1984), affd, 472 US 
585; 105 S Ct 2847 (1985). 
1385 PC. Carstensen, 'False positives in identifYing liability for exclusionary conduct: conceptual error, 
business reality and Aspen' (2008) 2 Wisconsin L. Rev. 295-329. See also JB. Baker, 'Preserving a 
Political Bargain: The Political Economy of the Non-Interventionist Challenge to Monopolization 
Enforcement' (2010) 76(3) Antitrust L. J 605-661. Baker looked to Aspen Skiing and the D.C. Circuit 
decision in Microsoft 243 F.3d 34, as establishing a 'structured reasonableness analysis' of the conduct 
of a firm. The three stages being: ( 1) examination of anti -competitive effects, with the plaintiff having 
the burden of proof; (2) evaluation of any objective justification, with the defendant having the burden 
of proof: (3) balancing the frrst two stages (with the plaintiff having the ultimate burden of proof). 611. 
1386 Carstensen, ibid. 302-304. 
1387 Verizon Communications, Inc v Law Offices of Curtis V. Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). 
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interventionist approach to the assessment of exclusionary conduct. This 
Section considers the implications of the shift by the Supreme Court, with 
the conclusion being that the Supreme Court justify a non-interventionist 
approach out of concern to avoid Type I errors (a false positive finding of 
anti-competitive behaviour), which are viewed as being damaging to the 
competitive process as judicial intervention inhibits competitive behaviour 
in the markets. 1388 Fox (2005) 1389 provides an explanation for the non-
interventionist approach of the Supreme Court in the Trinka case, which is 
that the Sherman Act is intended not to eliminate monopolies in that it 'is 
not an affirmative command to compel firms to use their assets to increase 
competition' .139° Fox described the Sherman Act as not ' ambitious ' with 
regard to restructuring markets to make them more competitive. The 
consequence of this change in approach to assessing the exclusionary 
effect of a refusal-to-deal as explained by Hovenkamp (2009) is that the 
Supreme Court' s Trinka decision makes it difficult to prove that a 
unilateral refusals-to-deal with a competitor violates §2. 1391 This Section 
provides an explanation for the shift in the approach to refusals-to-deal 
from that apparent in the Aspen Skiing case to the non-interventionist 
approach provided in the Trinka case; this Section also considers the 
application of the Trinka case in the digital environment. 

In the Aspen Skiing case1392 the operator of a skiing field was held to 
violate §2 Sherman Act when it changed an established business practice 
with a cotnpetitor (involving shared ticketing arrangements for the ski 
slopes operated by both competitors) without having an economically 
sound justification for the changed business practice. The analytical 
approach in the Aspen Skiing case appears to be directed to considering the 
efficiency of the behaviour in question; however Lopatka & Page argue 
that any analysis of efficiency of the behaviour is an abstract test that does 
not provide courts with clear guidance. 1393 The Chicago school analysis 

1388 Ibid. 309-315 & 322-327. Type I errors are discussed in Chapter 4, Section 3. 
1389 EM. Fox, 'Monopolization, abuse ofdominance and refusal to licence intellectual property to 
competitors: Do antitrust duties help or hurt competition and innovation? How do we know?' in C-D. 
Elherman and I. Atanasiu (eds), European Competition Law Annual 2005: The Interaction between 
Competition Law and Intellectual Property Law (2007). (Hart Publishing). See also EM. Fox, 'Is There 
Life in Aspen After Trinka? The Silent Revolution of Section 2 of the Sherman Act' (2005) 73(1) 
Antitrust L. J 153-169. 
1390 EM Fox, ibid. 
1391 HJ. Hovenkamp, The Obama Administration and §2 of the Sherman Act (2009) 
<http://www. bu. edu/law/ communications/ documents/BrodleyS ympHovenkamp. pdf> at 1 November 
2009. See also HJ. Hovenkamp, Unilateral Refusals to Deal, Vertical Integration, and the Essential 
Facility Doctrine (1 July 2008) U. Iowa Legal Studies Research Paper No. 08-31 (SSRN eLibrary) 
<http ://ssm.com/abstract=1144675>. See also EN. Hovenkamp and HJ. Hovenkamp, 'The Viability of 
Antitrust Price Squeeze Claims' (2009) 51 Arizona L. R. 273 . 
1392 Aspen Skiing Co. v Aspen Highlands Skiing Corp., 738 F. 2d 1509 (lOth Cir. 1984), affd, 472 US 
585; 105 S Ct 2847 (1985) . 
1393 Lopatka & Page categorise the standard used in the Aspen Skiing case (605) to identify anti-
competitive refusal-to-deal is whether the conduct has the tendency to 'exclude rivals on some basis 
other than efficiency' , however Lopatka & Page argue that this is an abstract test that does not provide 
courts with clear guidance. JE. Lopatka and WH. Page, 'Bargaining and Monopolization: In Search of 
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appears to be able to accommodate the Aspen Skiing case, if the Olympia 
Equipment case, 1394 in the ih Circuit court, is accepted as the application 
of Chicago school analysis. The Olympia Equipment case involves a 
refusal to allow a competitor access to a sales and marketing organisation. 
Judge Posner stated, as a starting point of his analysis, that ' a firm with a 
lawful monopoly power had no general duty to help its competitors, 
whether by holding a price umbrella over their heads or by otherwise 
pulling its competitive punches'. 1395 The circumstances in which a person 
can be forced to deal is an exception to the general freedom to choose 
trading partners with Judge Posner describing this exception to the Colgate 
principle as being that: 

'The monopolistic-refusal-to-deal cases qualify rather than refute the 
no-duty to help-comp etitors cases. If a competitor is also a customer 
his relationship to the monop olist is not only a competitive one. The 
monopoly supplier who retaliates against customers who have the 
temerity to compete with him, by cutting such customers off, is 
severing a collateral relationship in order to discourage 

. . ,1396 competztzon. 

While Judge Posner noted that the Aspen Skiing case went the furthest to 
imposing a duty to help a competitor, Judge Posner accepted that there was 
a narrow principle derived from the Aspen Skiing case, 'that a monopolist 
may be guilty of monopolization if it refuses to cooperate with a 
competitor in circumstances where some cooperation is indispensable to 
effective competition' .1397 The 7th Circuit held that within the 
circumstances of the Olympia Equipment case the refusal to provide access 
to the sales force operated by the respondent did not meet this requirement. 

The principle derived from the Aspen Skiing case was revisited by the 
Supreme Court, in the Trinka case in which the court rejected the §2 
Sherman Act refusal-to .. ·deal claim in relation to the supply of 
telecommunication services. V erizon owned the telecommunications 
infrastructure (otherwise known as ' unbtu1dled network elements' or 
UNEs) and also competed with other suppliers in the downstream retail 
markets for local telecommunications services. The Telecommunications 
Act forced Verizon to lease UNEs to its competitors on nondiscriminatory 
terms that included a pricing structure which directed a 'just and 
reasonable rate ... based on cost' of providing the infrastructure, although 
the pricing structure 'may include a reasonable profit.' 1398 The complaint 
in the Trinka case was an allegation that V erizon denied interconnection 

the 'Boundary of Section 2 Liability' Between Aspen and Trinka' (2005) 73(1) Antitrust L. J. 115-152. 
119. 
1394 Olympia Equipment Leasing Co. v Western Union Telegraph Co., 797 F. 2d 370 (7th Cir. 1986), 
cert. denied, 480 US 934. 
1395 Ibid. 375. 
1396 Ibid. 

1397 Ibid. 379. 
1398 Telecommunications Act 47 U.S.C. §252(d)(l) (1 996). 
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services to rivals in order to limit entry to the retail telecommunications 
market. 1399 

The Supreme Court restated the requirements to establish a breach of §2 as 
requiring, 'in addition to the possession of monopoly power in the relevant 
market, and the willful acquisition or maintenance of that power, as 
distinguished from growth or development 'as a consequence of a superior 
product, business acumen, or historical accident. ' .1

400 Justice Scalia 
commented in the Trinka case that the Aspen Skiing case 'is at or near the 
outer boundary of§ 2 liability', 1401 with Justice Scalia identifying the 
significant aspect of the behaviour was the decision of defendant in the 
Aspen Skiing case to end what was assumed to be a profitable cooperative 
ticketing arrangement; it is from this action that Justice Scalia assumed an 
intention to attempt to establish a monopoly in breach of §2 Sherman 
Act. 1402 The Supreme Court accepted that infrastructure, such as 
telecommunications facilities, may result in a natural monopoly - that is, 
the relevant market being served by one telecommunications service 
provider; however, that circumstance, in itself, does not establish a breach 
of §2 in that '[f]irms may acquire monopoly power by establishing an 
infrastructure that renders them uniquely suited to serve their customers. 
Compelling such firms to share the source of the advantage is in some 
tension with the underlying purpose of antitrust law, since it may lessen 
the incentive for the monopolist, the rival, or both to invest in those 
economically beneficial facilities.' 1403 In what appears to be classic 
Chicago school language, the Supreme Court went on to justify the refusal 
to intervene, on the basis that to do so would involve the courts in making 
decisions beyond their expertise as '[e}nforced sharing also requires 
antitrust courts to act as central planners, to define the proper price, 
quantity, and other terms of dealing - a role for which they are ill-
suited.' 1404 The Supreme Court treated the complaint under the existing 
refusal-to-deal precedents, holding that the facts did not fall within an 
existing refusal-to-deal liability under §2. 

The Supreme Court further justified the refusal to intervene, by stating that 
to intervene would risk the parties engaging in collusive behaviour in the 
process of negotiating access arrangements following court ordered access 
as 'compelling negotiation between competitors may facilitate the supreme 
evil of antitrust: collusion. ' 1405 The Supreme Court identified the access 
provisions of the Telecommunications Act applying to Verizon' s facilities 

1399 Trinka, ibid. [2]. 
1400 Ibid, quoting United States v Grinnell Corp., 384 US 563 ; 86 S Ct 1698 (1956). 384 US 570-571. 
1401 Trinka, ibid. [5] per Justice Scalia. 
1402 Ibid. ' The unilateral termination of a voluntary (and thus presumably profitable) course of dealing 
suggested a willingness to forsake short-term profits to achieve an anti-competitive end. Similarly, the 
defendant's unwillingness to renew the ticket even if compensated at retail prices revealed a distinctly 
anti-competitive bent.' (underlining added for emphasis). 

1403 Ibid. [3]. 

1404 Ibid. [6]. 

t4os Ibid. 
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as an additional reason as to why judicial intervention was unnecessary as 
the Telecommunications Act regulated the services provided by Verizon, 
with the Act providing administrative procedures to resolve disputes in 
relation to access to the UNEs. The access provisions of the 
Telecommunications Act were considered as being the appropriate 
mechanism through which access disputes should be resolved - rather than 
by invoking §2 Sherman Act. However the Supreme Court did not decide 
the access dispute upon the narrow ground of the access dispute regime, 
rather, the Supreme Court chose to make a general statement about refusal-
to-deal liability under § 2. 

The decision of the Supreme Court in the Trinka case has been accepted as 
an important restatement of Sherman Act liability that has wider 
application than the telecommunication infrastructure at issue in the 
case. 1406 The Supreme Court in the Trinka case confirmed that the 
identification and proof of anti-competitive conduct is a requirement to 
establish a breach of §2, as the operation of the free market system may 
result in an efficient firm, (that is a firm applying 'business acumen'), 
achieving a position of 'monopoly power', such that it can charge 
'monopoly prices' without breaching the Sherman Act. The full statement 
in the Trinka case of that principle is as follows: 

'[T] he mere possession of monopoly power, and the concomitant 
charging of monopoly prices, is not only not unlawful; it is an 
important element of the free market system. The opportunity to 
charge of monopoly prices - at least in the short term - 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 position of monopoly power will not be found 
unlawful unless it is accompanied by an element of anti-·competitive 
conduct.' 1407 

The scholars that support the non-interventionist approach adopted by the 
Supreme Court propose that U.S. courts recognise that the ability to realise 
'monopoly ' profits is a necessary element in the promotion of innovation. 
For example, Meese (2005) 1408 argued that the Trinka case should be 
understood as denying that there is a general requirement in technology-
based competition for a firm. to share with rivals any IP that provides the 
firm with its competitive advantage, although Meese acknowledged that 
the Trinka case does not immunise such refusals from the effect of §2, 1409 

as in the Trinka case the Supreme Court endorsed the Aspen Skiing 

1406 Keyte argued that the potential effect of the Trinko case is wide spread so that 'with minor 
exceptions, monopolists may now refuse to deal with rivals precisely in order to protect their monopoly 
status and monopoly profits' . JA. Keyte, 'The Ripple Effects ofTrinko: How It is Affecting Section 2 
Analysis' (2005) 20(1) Antitrust 44-51. 44. An exception which Keyte identified is that the Trinko case 
leaves open to potential §2 liability a refusal-to-deal that is 'discriminatory' treatment of rivals . 

1407 Ibid. [2]. 
1408 AJ. Meese, 'Property, Aspen, and Refusals to Deal' (2005) 73(1) Antitrust L. J. 81-11 4. 99, 102-
105. 
1409 Ibid. 111-114. 
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decision as being an example of where a firm had sacrificed 'short-term 
profits to achieve an anticompetitive end.' 141 0 

A forceful criticism of the Trinka decision is made by Economides (2005-
2006), 1411 who argued that the court made erroneous assumptions in 
determining that any court-ordered access regime risked collusive 
behaviour as rather than there being a risk of negotiation between 
competitors that would be motivated to collude for their mutual benefit, 
Economides identified Verizon (as the monopoly supplier of the 
telecommunications services) as always being motivated to negotiate 
competitively with those seeking access to its telecommunications 
facilities. 

Economides applies the theory of ' raising rival's costs ' in the 
telecommunications market in which vertically integrated firms are forced 
to provide access to the telecommunications network. 1412 The Trinka case 
as identified by Economides as an example of the ability of a firm to 
'leverage ' power in one segment of the market into another segment. The 
type of ' leveraging' that can be identified is the control Verizon had in the 
telecommunications infrastructure and its ability to price access to the 
UNEs so that Verizon had a cost advantage against competitors in the 
retail telecommunications market - thus imposing a 'price squeeze' on 
those competitors in the retail market for telecommunication services. The 
firm controlling the network may impose restrains on rivals as both the 
owner of the telecommunication network and other firms sell 
telecommunication services in the retail market; the owner of the 
telecommunication network has the ability to price access so as to have the 
effect of ' raising rival' s costs ' so that their telecommunications services 
are uncompetitive in the retail market. Vertical restraints are the controls 
or limitations in supply arrangements between sellers and purchasers and 
are contrasted with horizontal arrangements that may be collusionary 
arrangements between competing purchasers or suppliers. 

The effect of the decision in the Trinka case was immediately apparent in 
the decision of the 9th Circuit in the MetroNet case, 1413 which is another 
telecommunication access dispute that involved a margin squeeze resulting 
from the cost of access, with the subsequent decision of the Supreme Court 

1410 Trinka, ibid. 409. Citing Aspen Skiing, ibid. 610-11. 
1411 N. Economides, 'Vertical Leverage and the Sacrifice Principle: Why the Supreme Court Got Trinka 
Wrong' (2005-2006) 61 NYU Ann. Surv. Am. L. 379. Economides criticised both the inferences the 
Supreme Court took from the Aspen Skiing case, as well as the economics analysis that is explicit or 
implicit in the Trinka decision. 
141 2 TG. Krattenmaker and SC. Salop, 'Anticompetitive Exclusion: Raising Rivals' Costs to Achieve 
Power Over Price' (1986) 96(2) Yale L. J. 209-294. Krattenmaker & Salop stated the key question is 
whether the techniques or methods alleged to be exclusionary conduct ' unjustifiably confer on one 
party the power to raise price by raising its rival 's costs. ' 231. See also S. Anderman, 'The IP and 
Competition Interface: New Developments' inS. Anderman and A. Ezrachi (eds), Intellectual Property 
and Competition Law: New Frontiers (2011) 3-25. (OUP). 
1413 MetroNet Services Corp. v Qwest Corp., 383 F. 3d 1124 (9th Cir. 2004) , cert. denied, 125 S Ct 
2300 (2005). 
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in the LinkLine case, 1414 which also reviews a telecommunications 
facilities 'price squeeze', also confirming the approach taken in the Trinka 
case. However it should be noted that in the LinkLine case the Supreme 
Court described the Aspen decision as an example of illicit exclusion in 
that the defendant's monopoly power was not derived from ' skill, foresight 
and industry', as there was exclusionary conduct involving the termination 
of an otherwise profitable course of dealing. 1415 

The Trinka decision is treated by the Federal District Courts as a major 
restatement of §2 Sherman Act liability. An example of the application of 
the Trinka decision in the digital environment is provided by LiveUniverse 
v Myspace 14 16 in which Judge Multz considered whether Myspace, an 
internet-based social networking website, could refuse-to-deal with firms 
seeking access to the website - with the refusal-to-deal resulting from 
Myspace changing algorithms that operated the Myspace site to prevent 
users linking to the vidiLife.com site operated by LiveUniverse. Myspace 
was successful in arguing, that it had 'the right to refuse to deal with a 
rival in the promotion of its own products and service' 1417 Live Universe 
attempted to distinguish the Trinka case by arguing there was an existing 
course of dealing with Myspace that brought the claim within the 
exception provided by the Aspen Skiing case- it was from the termination 
of the presumably profitable existing course of dealing in the Aspen Skiing 
case that Justice Scalia assumed an intention to attempt to establish a 
monopoly in breach of §2 Sherman Act. 1418 This argument was rejected as 
Judge Multz determined that there was no existing dealing between 
LiveUniverse and Myspace as it was merely the choice of the web users to 
use both the LiveUniverse and Myspace websites. 

Judge Multz commented that the behaviour of Myspace was closer to the 
conduct found to be pennissible in the Olympia case; 1419 in that Myspace 
took action to prevent LiveUniverse free riding off the investlnent made in 
developing the user base of Myspace. In reaching this conclusion Judge 
Multz assumed that the both websites were competing for a fixed amount 
of advertising revenue - that there was a zero sum game competition for 
that advertising revenue - in that users of Myspace that click through to the 
LiveUniverse site would increase the advertising revenue of the 
LiveUniverse site with a corresponding diminution of Myspace's 
revenue. 1420 In any event, Judge Multz determined that Myspace was free 

1414 Pacific Bell Telephone Co. v LinkLine Communications, Inc, 129 S Ct 1109 (2009) . 
1415 Such an example of illicit exclusion 'may involve a 'course of dealing' that, even if profitable, 
indicates a 'willingness to forsake short-term profits to achieve an anticompetitive end.' ' Ibid, citing 
Trinko, supra, at 409; giving as an example, Aspen Skiing, 472 U.S . 585, 610-611. 
1416 LiveUniverse, Inc v MySpace, Inc, U.S. Dist. LEXIS 43739 (C.D. Cal. June 4, 2007) affd, 304 
Fed. Appx. 554 (9th Cir. 2008) . 
1417 Ibid. C.D. Cal., III C 1, 17-18. 
1418 Trinka, ibid. [5] per Justice Scalia. 
14 19 O~ympia Equipment Leasing Co. v Western Union Telegraph Co., 797 F. 2d 370 (7th Cir. 1986), 
cert. denied, 480 US 934. See the discussion of the Olympia case earlier in this section. 
1420 LiveUniverse, ibid. Judge Multz stated that 'by eliminating any references to vidiLife.com and by 
deleting links to that site, My space may be viewed as merely p reventing Live Universe fro m advertising 
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to change its 'product design ', as '[i}n general, it is not inherently 
anticompetitive for even a monopolist to make changes to its product 
design. " 421 Myspace's motion to dismiss was granted as Live Universe 
could not establish the factual basis for its claim of exclusionary conduct 
in the market for social networking websites. 1422 

Facebook v Power Ventures , 1423 is a further example of the effect of the 
Trinka decision, in which the court rejected the defendants ' allegations 
that the refusal of Facebook to allow Power.com, to collect user 
information from Facebook and displayed it on Power.com was a breach 
of §2. 1424 Facebook' s claims turned on whether Power.com violated the 
term of use and access to FaceBook or otherwise circumvented technical 
or code-based barriers in breach of criminal statutes, with the court 
denying the motion for summary judgment; Power.com responded with a 
counterclaim alleging FaceBook was in breach of §2. 

Judge Ware rejected the Sherman Act claim of Power.com, on the basis 
that there no authority for the proposition that 'Facebook is somehow 
obligated to allow third-party websites unfettered access to its own website 
simply because some other third-party websites grant that privilege to 
Facebook.' 1425 Multi-sided platforms like FaceBook, tend involve the 
operator developing rules of access and use; such governance systems 
have the potential to impact of firms that may assert the operation of 
governance systems amounts to anti-competitive behaviour; the operator 
may assert the existence of the governance systems has a business 

its website free of charge on the Myspace site .' III C 1, 20. Patrick suggested that there was a zero sum 
game competition for online advertising revenue as 'Ad spending is a fairly constant% ofGDP (1-2% 
depending on the country) .' A. Patrick, 25 May 2010 (22: 12) (Twitternomics and Googlenomics), 
Breadstuff: The weblog of multi-media consultancy Broadsight <http://www.broadstuff.com/> at 26 
March 2011. 
1421 Live Universe, ibid. III C 2, 20-21. Citing Foremost Pro Color, Inc v Eastman Kodak Co., 703 F. 2d 
534 (9th Cir. 1983). 544-5. Judge Multz rejected an argument based on the Microsoft case 253 F.3d 59-
60 (related to levering a monopoly from one market into a second, separate market) as Myspace had 
not prevented consumers from accessing the vidiLife.com site, as it merely prevented consumers from 
using the Myspace site to link to the LiveUniverse site, '[t}hus, the only product design change by 
Myspace was an algorithm that enables it to compete in the relevant market without enabling 
Live Universe to take advantage of MySpace 's success.' 22 . 
1422 Ibid. 24. See the discussion of market definition in Chapter 5, Sections 5 and 6. 
1423 Facebook, Inc. v Power Ventures, Inc., Case No. C 08-05780 (N.D. Cal. July 20, 2010). See also 
Facebook, Inc. v Power Ventures, Inc., 91 U.S.P.Q.2d 1430 (N.D. Cal. May 11, 2009). In which Judge 
Fogel rejected a motion to dismiss Facebook' s claims. 
1424 Judge Ware ruled that '[t}o state a Section 2 claim for monopolization, the claimant must show that 
the alleged monopolist (1) possesses monopoly power in the relevant market (2) through the willful 
acquisition or maintenance of that power, as distinguished from growth or development as a 
consequence of a superior product, business acumen, or historic accident, (3) that causes antitrust 
injury. Verizon Commc 'ns v. Trinka, 540 U S. 398, 407 (2004) .' 
1425 Ibid. 21. Judge Ware went on to state that the 9th Circuit had held ' that merely introducing a 
product that is not technologically interoperable with comp eting products is not violative of Section 2. 
See Foremost Pro Color, Inc. v. Eastman Kodak Co., 703 F.2d 534 (9th Cir. 1983).' Ib id. 
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justification. Evans (2011) 1426 notes the scephc1sm of U.S. courts in 
accepting claims of exclusionary conduct made by direct competitors, and 
suggest that antitrust analysis of such governance systems should give the 
platform 'the opportunity to demonstrate that it has established a 
governance system for dealing with negative externalities and that the 
practice at issue results from the exercise of that governance system' .1427 

The application of the Trinka decision to cases arising in the digital 
environment indicates that U.S. courts are reluctant to intervene in any 
refusal-to-license IP, or refusal-of-access to web technology, as firms are 
free to make product changes that prevent linking between website, or 
otherwise prevent or restrict access to web technology. The Supreme Court 
in the Trinka case indicated that it is not the role of the Sherman Act to 
penalize firms that show business acumen, such as through the creation of 
IP, at least in the absence of compelling evidence of anti -competitive 
behaviour. 1428 

(c) Refusals-to-license IPRs under European competition law 

European competition policy shares some attributes found in other market 
economies, including the recognition that the application of market forces, 
rather than intervention by competition regulators, will promote 
competitive outcomes. 

The AstraZeneca decision in 201 0 confirmed that holding IPRs does not 
automatically create a 'dominant' position, 1429 although the existence of IP 
may result in dominance in a market with the exercise of IPRs capable of 
being abusive behavior. 1430 Also in 2010 Advocate General Jan Mazak, in 
an opinion in relation to the TeliaSonera case, drew attention to the 
underlying policy and welfare considerations related to property rights and 

1426 DS. Evans , Governing Bad Behavior by Users of Multi-Sided Platforms (October 2011) University 
of Chicago Institute for Law & Economics Olin Research Paper No. 582 (SSRN eLibrary) 
<http://ssm.com/paper=1950474>. 
1427 Ibid. 39. 
1428 Trinka, ibid. [2]. The classic statement is that 'the wilful acquisition or maintenance of that power 
as distinguished from growth or development as a consequence of a superior product business acumen, 
or historic accident'. United States v Grinnell Corp., 384 US 563; 86 S Ct 1698 (1956). 384 US 570-
571. 
1429 AstraZeneca v Commission, Case T-321105 (EU General Court, 1 July 2010). [229] and [270]. 
Earlier cases include Deutche Gramophon GmbH v Metro-SB -Grossmrkte GmbH ( 1971) ECR 487; 
[1971] CMLR 631 (Case 78170). Parke Davis & Co. v Probe! (1968) ECR 55 (Case 24/67). At [16]; 
A/sate! v Novasam (1988) ECR 5987 (Case 247/86). At [20]. 
1430 AstraZeneca, ibid. [229]. The Court stated that European case-law 'has refused to accept the notion 
that the mere existence of intellectual property rights can give rise to market power' citing Volvo, 
Magill and IMS Health cases and later at [270]: 'As regards the grounds of complaint regarding the 
relevance attached to intellectual property rights and rights conferred by pharmaceutical regulation, 
the Court would point out, first of all, that it cannot be argued that intellectual property rights do not 
constitute a relevant factor for the purposes of determining the existence of a dominant position. 
Although the mere possession of intellectual property rights cannot be considered to confer such a 
position, their possession is none the less capable, in certain circumstances, of creating a dominant 
position, in particular by enabling an undertaking to prevent effective competition on the market' , 
citing Magill, [46] and [47]). 
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the need for cautious approach to refusals-to-deal as ' basic property rights 
in question affect incentives to make investments (not only for the 
dominant undertaking in question, but also potentially others, including 
the requesting party). ' 1431 The General Court in the TeliaSonera case 
considered a 'price squeeze' in relation to the supply of high speed internet 
access services that was closely linked to another market, the local loop 
access market that was dominated by the access provider. 

The court determined that the fact that the markets concerned are 
undergoing rapid growth and involve digital technology, which requires 
high levels of investment, as a general rule, are not factors that are relevant 
to the assessment as to whether the pricing practice adopted is abusive. 1432 

However the General Court, in its guidance to the Swedish court, can be 
interpreted as providing a more interventionist approach to the pricing 
decisions of dominant firms than that applied in relation to the Sherman 
Act.1433 The approach of the General Court can be explained by the 
comment of Devlin & Jacob (2009) that the European willingness to 
intervene in technology markets is the result of scepticism as to the free 
market's long-run ability to remedy short-term harm. 1434 

The core role of Article 102 (TFEU) is identified by Bishop & Walker 
(1 999) as being direct to the behaviour of dominant firms that act to 
exclude ex1st1ng competitors or foreclose the market to new 
competitors. 1435 The ability of fi rms to achieve super-normal profits, such 
as by exploiting property rights, is accepted as being legitimate behaviour. 
It is the ambition to achieve similar levels of profitability that will attract 
other firms to enter the market to compete with existing, profitable firms. 
The case law of the ECJ identifies very limited ways in which a refusal-to-
license IP will breach Article 102 as European competition policy also 
acknowledges that there are social welfare benefits that will flow from 

1431 TeliaSonera (Competition) [2010] EUECJ C-52/09 (Opinion of Advocate General Jan Mazak, 2 
Sept. 2010) [26] , citing C-7/97, Oscar Bronner, [43] , [45] and [46]. 
1432 TeliaSonera (Competition) [2011] ECR-I-0000; EUECJ C-52/09 (17 February 2011). The General 
Court stated that 'the fact that the markets concerned are growing rapidly and involve new technology, 
requiring high levels of investment, is not, as a general rule, relevant to establishing whether the 
pricing practice at issue constitutes an abuse within the meaning of Article 102 TFEU.' [ 111]. Note 
that Article 102 TFEU was formerly Article 82 TEU; the Court of First Instance was renamed the 
General Court in the Treaty of Lisbon (2007) - Treaty on the Functioning of the European Union, OJ C 
115/47, 9 May 2008 ('TFEU) . 
1433 Ibid. In considering the objectives of competition rules the General court stated that '[p}articularly 
in a rapidly growing market, Article 102 TFEU requires action as quickly as possible, to prevent the 
formation and consolidation in that market of a competitive structure distorted by the abusive strategy 
of an undertaking which has a dominant position on that market or on a closely linked neighbouring 
market, in other words it requires action before the anti-competitive effects of that strategy are 
realised. ' [ 1 08]. 
1434 AJ. Devlin and MS. Jacobs, 'Antitrust Divergence and the Limits of Economics' (2009) 104 
Northwestern University L. Rev. 253. 258, fin 25 . Devlin & Jacobs also comment that 'European 
regulators are also more skeptical of the social value derived from encouraging firms to strive for 
dominance and of providing long-term incentives to invest in innovation.' 275. 
1435 S. Bishop and M. Walker, The Economics of EC Competition Law (lst ed, 1999). See also S. 
Bishop and M. Walker, The Economics of EC Competition Law: Concepts, Application and 
Measurement (3rd ed, 201 0). 
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investment in research and development of new form of IP that act as a 
substitute for the IP of those existing, profitable firms that may have 
refused to license their IP. 

Recent European scholarship has involved an inquiry to identify the 
optimum standard that determines whether or not a refusal-to-deal is an 
abuse of a dominant position; 1436 that is, whether the conduct has 
'foreclosure effects' that damage competition in the relevant market. 1437 

The evolution of the analysis of refusals-to-license IPRs by European 
Court of Justice will not be discussed in any detail as the Microsoft case 
(which is discussed in the next Section) provides an example of the 
evolved position of the ECJ on the treatment of refusals-to-deal under 
Article 102. As the Microsoft case is the subject of much academic 
literature, 1438 the aim of this Section and the discussion of the Microsoft 
case in the following Section are to describe the analytical approach of the 
ECJ in assessing whether a refusal-to-license IP is anti-competitive and to 
explain the justification for the approach applied by the ECJ. Forrester 
(2005) 1439 identified three categories of cases in which European courts 
have enforced an obligation-to-deal : 

1) The 'elimination of competition' cases: where the refusal is argued 
to be a selective unilateral boycott: United Brands 1440 (the refusal to 
supply bananas) and Commercial Solvents 1441 (the refusal to supply a 
chemical input used to create a product sold in a secondary market) ; 

2) The 'essential facilities' cases: that consider physical facilities 
including shipping facilities 1442 and airport facilities; 1443 as well as 

1436 See generally P-J. Loewenthal, 'The Defence of 'Objective Justification' in the Application of 
Article 82 EC (2005) 28(4) World Competition Law and Economics Rev. 455-477. 456. See J. Vickers, 
'Abuse of Market Power' (2005) 115(June) The Economic Journa/244-256. 
1437 e.g. T. Eilmansberger, 'How to Distinguish Goodfrom Bad Competition under Article 82 EC: In 
Search ofClearer and More Coherent Standards for Anti-competitive Abuses' (2005) Common Nfarket 
L. Rev. 129-177. J. Kallaugher and B. Sher, 'Discounts as Exclusionary Abuse under Article 82' (2004) 
European Competition L. Rev. 263-285 . D. Sinclair, 'Abuse of Dominance at a Crossroads: Potential 
Effect, Object and Appreciability under Article 82 EC' (2004) European Competition L. Rev. 49 1. 
1438 See generally C. Ahlborn, DS. Evans and AJ. Padilla, 'The Logic and Limits of the 'Excep tional 
Circumstances Test' in Magill and IMS Health' (2005) 28( 4) Fordham Jn t'l. L. J 11 09- 1156. C. Humpe 
and C. Ritter, 'Refusal to Dear (July 2005) GCLC Research Paper on Article 82 . J. Drexl et al. , 
'Comments on the D. G. Competition Discussion Paper of December 2005 on the Application of Art. 82 
to Exclusionary Abuses' (2006) 37(5) lnt 'l. Rev. of Industrial Property and Copyright Law (I. I. C.) 588-
572. I. Eagles and L. Longdin, 'Microsoft's Refusal to Disclose Software In teroperability Information 
and the Court of First Instance' [2008] 30(5) EIPR 205-208 . P. Larouche, 'The European Microsoft 
case at the crossroads of competition policy and innovation: comment to Ahlborn and Evans' (2009) 
75(3) Antitrust L. J 933-963 . 
1439 IS. Forrester, 'Article 82: Remedies in Search a/Theories ?' (2005) 28(4) Fordham Int'l. L. J 919-
951. 
1440 United Brands Co. v Commission (1978) 1 ECR 207; (1978) 1 CMLR 429 (Case 27/76) . 
1441 Instituto Chemioterapico Italiano SpA v Commission (1974) ECR 223 ; [1974] 1 CMLR 309 
(Joined Cases 6/73 and 7/73) ('Commercial Solvents case'). 
1442 Compagnie Maritime Beige NV and Dafra Lines v Commission (2000) ECR I-1365; 4 CMLR 
1076; EUECJ C-396/96P. 
1443 (FAG) Flughafen Frankfurt/MainAG (1998) O.J. (L 72)30 (14 January 1998) (Case IV/34.801). 
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refusal of access to intangible assets such as: Tierce Ladbroke, 1444 

(the refusal to license horse racing video to a firm providing betting 
services); and Oscar Bronner, 1445 (the refusal to provide access to a 
newspaper distribution system); and 

3) The 'compulsory licensing' cases: which consider intellectual 
property: Volvo/ Veng 1446 (design rights in car parts); CICCRA v 
Renault1447 (design rights in car parts); Magil/ 1448 (copyright 
information related to television programming scheduled for 
broadcast); Micro Leader1449 (computer programs); IMS1450 

(copyright structure used in marketing of pharmaceutical products); 
and the Microsoft case (interoperability information relating to 
computer programs). 1451 

The Commission' s Exclusionary Conduct Discussion Paper (2005) 1452 

provides a synthesis of cases which established that exceptional 
circumstances must exist before a refusal-to-license an IPR will be 
considered an abuse under Article 1 02; 1453 so that even a firm which is in a 
dominant position in a technology or software product market is not under 
a general obligation to license IP, 1454 with the Cormnission acknowledging 
that the benefits provided by the exclusive rights would be eroded even in 
return for the payment of reasonable royalty. 1455 The EC Discussion Paper 
described the five conditions that are the 'exceptional circumstances' for a 
refusal to supply a product or service that is an indispensible input in a 
downstream market to be considered abusive conduct such that the refusal 
forecloses any effective competition in the downstream market: 

1444 Tierce Ladbroke v Commission (1997) 5 CMLR 309; (1997) ECR II-923; EUECJ T-504/93 . 
1445 Oscar Bronner v Mediaprint Zeitungs- und Zeitschriftenverlag (1999) 4 CMLR 112; (1998) ECR I-
7791 ; EUECJ C-7 /97 (ECJ). 
1446 Volvo v Erik Veng (UK) Ltd (1988) ECR 6211 ; [1989] 4 CMLR 122; EUECJ R-238/87. 
1447 CICCRA & Maxicar v Renault (1988) ECR 6039; [1990] 4 CMLR 256; EUECJ R-53/87. 
1448 (Jvfagill TV Guide) Radio Telejis Eireann (RTE) & Independent Television Publications Ltd (ITP) v 
Commission (1995) ECR I-743; (1995) 4 CMLR 718; [1995] FSR 530; EUECJ C-241 /91P. 
1449 Micro Leader Business v European Commission (1999) ECR II-3989; (2000) 4 CMLR 886; (Case 
T-198/98). 
1450 IMS Health GmbH & Co. OHG v NDC Health GmbH & Co. KG (2004) AllER (EC) 813; ECR I-
5039; (2004) 4 CMLR 1543; EUECJ C-418/01 (ECJ). 
1451 Microsoft Corp: Before the Commission of the European Communities- Decision of24 March 
2004 relating to a proceeding under Article 82 of the EC Treaty (2005) 4 CMLR 965; (Case COMP/C-
3/37.792). Affirmed in Microsoft Corp. v Commission (2007) 5 CMLR 11 ; [2007] ECR II-3601 (Case 
T-201/04) (CFI). 
1452 European Commission, 'DG Competition discussion paper on the application of Article 82 to 
exclusionary abuses' (December 2005) 
<http:/ /europa.eu.int/comm/competition/antitrust/others/article _ 82 _review.html>. 
1453 Ibid. [237 and 239]. Citing Case 238/87, Volvo, [8··9]; Joined Cases 241191 P and 242/P, Magill, 
[49]; and Case 4 18/01 , IMS Health, [34] . The Lisbon Treaty renumbers Article 82 as Article 102. 
1454 Ibid. 67 [238]. 
1455 Ibid. 
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'(i) the behaviour can be properly characterized as a refusal to 
supply ,· (ii) the refusing undertaking is dominant; (iii) the input is 
indispensable; (iv) the refusal is likely to have a negative effect on 
competition,· (v) the refusal is not objectively justified.' 1456 

Eagles & Longdin (2008) 1457 are critical of the exceptional circumstances 
test; 1458 and even in the application of that test, they argue that the 
Microsoft decision is disingenuous in that it purports to apply the 
Magill!IMS test without changes, however the CFI loosens the 
indispensability requirement such that information is indispensible, where 
the dominant firm is the ' only 'economically viable ' source' and it is 
sufficient if 'there was a 'likelihood ' or 'risk' of 'effective' competition 
being eliminated.' 1459 Graef (2011) 1460 provides a market focused 
explanation for the Microsoft decision, and argued that the substantial 
barriers to entry exhibited in the IT market resulted in the ECJ reworking 
the essential facilities doctrine to address the barriers to entry that were 
apparent in that sector. 1461 Graef argues that the higher standards applied in 
in Magill and IMS Health may be applied for markets that not having 
substantial entry barriers. 

That indispensability requirement is described in the EC Discussion Paper 
as being a further requirement to the five 'exceptional circumstances ', in 
order for a refusal-to-license IP to be considered abusive. The nature of the 
indispensability requirement is that the IP must be necessary for the 
creation of a 'new' product or service, that is not offered by the rights 
owner and for which there is a potential consumer demand, 1462 such that 
'the refusal to grant a licence prevents the development of the market for 
which the licence is an indispensable input, to the detriment of 
consumers.' 1463 The EC Discussion Paper contemplates that IPRs may be 
'indispensable' where the use is necessary for further research and 

1456 Ibid.§ 9.2.2, at 64. See generally Part II, ' Market Power and Abuse', S. Anderman and A. Ezrachi 
(eds) , Intellectual Property and Competition Law: Ne-vv Frontiers (2011). 
1457 I. Eagles and L. Longdin, 'Microsoft's Refusal to Disclose Software lnteroperability Information 
and the Court of First Instance' [2008] 30(5) EIPR 205-208. 
1458 Eagles & Longdin argue that the categorisation of 'extraordinary circumstances' is of limited value 
as it does not create a principle that can be used to predict outcomes: '[e}xceptionality is a factual 
prediction not a rule', ibid, fin 14. 
1459 Ibid. 208, citing Case T-201/04, Microsoft (CFI). [561]. Eagles & Longdin argue that the CFI 
refmed the 'exceptional circumstances' test described in Magill/IMS cases such that the test would be 
satisfied if the refusal 'limits outputs, markets or technical development. Such restriction could be 
direct or indirect and could be established by showing a limitation of consumer choice', ibid, 208. 
1460 I. Graef, 'Tailoring the Essential Facilities Doctrine to the IT Sector: Compulsory Licensing of 
Intellectual Property Rights after Microsoft' (2011) 7(1) Cambridge Student L. Rev. 1-20. 
1461 Ibid. 20. 
1462 European Commission, 'DG Competition discussion paper on the application of Article 82 to 
exclusionary abuses' (December 2005) 
<http://europa.eu.int/comm/competitionlantitrust/others/article _ 82 _review.html>. 67 [239]. Citing 
Case C-418/0 1, IMS Health, ibid. [ 49]. 
1463 Ib id. 
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development in the process of ' follow-on' innovation. 1464 Stothers 
(2004) 1465 argued that circumstances in which IPRs are indispensible to 
access to a market may be limited, such as IP that is an industry standard 
or where a firm controls closely linked patents (a 'patent thicket') that are 
necessary to operate in a market. 1466 However the TeliaSonera case 1467 

assesses the indispensability requirement by directing attention to the 
functional relationship between the wholesale and retail products. 1468 

Given that a 'margin squeeze ', is a conditional refusal-to-deal, it is 
arguable that in the assessment of a refusal-to-license IP the 
indispensability requirement must be reviewed in relation to the functional 
relationship of the IP to the product or service. However the TeliaSonera 
case establishes that even if indispensability is established, it is open to the 
firm supplying the ' indispensible ' product to establish that there is 
economic justification, such as efficiencies that benefit the consumer, 
which counterbalances any exclusionary effect flowing from the pricing 
conditions attached to the supply. 1469 

Ahlborn et a!. (2005) 1470 and Drexl et a!. (2006)1471 argued that the 
Commission's ' balancing test' does not achieve the same result as the 
application of the 'exceptional circumstances ' test stated by the ECJ in the 
Magill case; 1472 that is, achieving social welfare benefits through providing 
remedies for refusals-to-license IPRs while at the same time having a 

1464 Ibid. As described in the EC Discussion Paper, '[a} refusal to licence an IPR protected technology 
which is indispensable as a basis for follow-on innovation by competitors may be abusive even if the 
licence is not sought to directly incorporate the technology in clearly identifiable new goods and 
services. The refusal of licensing an !PR protected technology should not impair consumers' ability to 
benefit from innovation brought about by the dominant undertaking 's competitors.' 68 [240]. 
1465 C Stothers, 'IMS Health and its Implications/or Compulsory Licensing in Europe' (2004) 26(10) 
EIPR 467-472. 
1466 Ibid. 4 71. 
1467 TeliaSonera (Competition) [2011] ECR-I-0000; EUECJ C-52/09 (17 February 2011). This case 
considers the indispensability of the supply of high speed internet access services at the wholesale 
level. The question of whether a wholesale product was 'indispensible' to competition in the products 
traded in the retail market was stated by the General Court as requiring a review as to whether the 
'pricing practice was likely to hinder the ability of competitors at least as efficient as itself to trade on 
the retail market for broadband connection services to end users. ' [ 67]. 
1468 Ibid. [69]. The General Court went on to state that the potentially anti-competitive effect of a 
margin squeeze is probable '[w]here access to the supply ofthe wholesale product is indispensable/or 
the sale of the retail product, competitors who are at least as efficient as the undertaking which 
dominates the wholesale market and who are unable to operate on the retail market other than at a 
loss or, in any event, with reduced profitability suffer a competitive disadvantage on that market which 
is such as to prevent or restrict their access to it or the growth of their activities on it (see, to that 
effect, Deutsche Telekom v Commission, paragraph 234) .' [70]. 
1469 Ibid. [75-79]. 
147° C. Ahlborn, DS. Evans and AJ. Padilla, 'The Logic and Limits of the 'Exceptional Circumstances 
Test' in Magill and IMS Health' (2005) 28(4) Fordham Int'l. L. J. 1109-11 56. 
1471 J. Drexl et al. , 'Comments on the D. G. Competition Discussion Paper of December 2005 on the 
Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) Int'l. Rev. of Industrial Property and 
Copyright Law (I.!. C) 588-5 72. 
1472 Case 242/P, Magill. ibid and Case 418/0, IMS Health, ibid. 
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limited impact on the incentive to innovate. 1473 Gerardin (2005) also 
argued that the consequences of the standard being the 'balancing 
approach ' compared with the ' exceptional circumstances' approach is that 
the risk of mistaken decisions is higher with the balancing test. 1474 

Mistaken decisions, can be understood to be the risk of erroneous 
intervention by courts or competition regulators (a 'false positive' effect), 
which has the likely consequence that intervention by competition 
regulators may discourage behaviour that is actually beneficial to 
consumers. A ' false positive' effect is difficult to establish as it is difficult 
to determine as what would have happen if the intervention had not taken 
place.l475 

(d) The Microsoft case and refusals-to-deal under EC competition law 

This Section considers the investigation by the European Commission into 
Microsoft's business practice of tying the Windows Media Player to the 
Window PC operating system and the allegation by competitors of 
Microsoft that it was refusing to provide interoperability information that 
was essential for firms supplying workserver computers to ensure 
compatibility with the Windows PC operating system. The outcome of the 
Commission's investigation, and the subsequent proceedings in the Court 
of First Instance (CFI), establish that the European approach to refusals-to-
license IPRs appears to be influenced by certain tensions that exist within 
European competition law that are not found in Australia or the United 
States. The source of those tensions can be identified in the European 
Treaty and have the consequence that the European competition law places 
a special responsibility on a dominant firm not to behave in ways that 
detrimentally impact on the structure of the tnarket. 1476 

1473 Ahlborn eta!. , ibid, c. f. P. Larouche, 'The European Microsoft case at the crossroads of 
competition policy and innovation: comment to Ahlborn and Evans' (2009) 75(3) Antitrust L. J 933-
963. 
1474 D. Geradin, 'Limiting the Scope of Article 82 of the EC Treaty: What Can the EU Learn from the 
US. Supreme Court's Judgment in Trinko in the Wake of Microsoft, IMS, and Deutsche Telekom?' 
(2005) 41 Common Market L. Rev. 1519. See also D. Ridyard, 'Compulsory Access Under EC 
Competition Law- A New Doctrine of'Convenient Facilities' and the Case for Price Regulation' (2004) 
European Competition L. Rev. 669. 
1475 See Chapter 4, Section 3. 
1476 See V. Korah, An Introductory Guide to EC Competition Law and Practice (2004). 59-70 for a 
discussion of the influence of non-competition, non-economic goals of the EC Treaty. Evrard (2004) 
looked to the market integration provisions of the EC Treaty as directing attention to the importance of 
the structure of the Common Market, with EC competition law being applied for the purpose of 
'protecting the structure of competition' and ' the rights and opportunities of market operators'. SJ. 
Evrard, 'Essential Facilities in the European Union: Bronner and Beyond' (2004) 10 Columbia J 
European Law 491-526 . Drexel eta!. (2006) identified EC competition law as having multiple policy 
goals including the protection of the economic freedom of participants in the market; economic 
integration throughout the member states; and that EU competition policy ' strives for the 
participation of consumers in the benefits of competition (advocating a consumer surplus standard as 
opposed to an aggregate welfare standard).' J. Drexl et al., 'Comments on the D. G. Competition 
Discussion Paper of December 2005 on the Application of Art. 82 to Exclusionary Abuses' (2006) 
37(5) Int'l. Rev. of Industrial Property and Copyright Law (I. !. C) 588-572. 
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The European Commission carried out an investigation into licensing 
strategies adopted by Microsoft in Europe. The decisions made by the 
Commission, which were upheld on appeal to the CFI focus on two issues: 
the first being the tying of the Windows Media Player to the Windows PC 
operating system (WPC/OS); the second being the refusal-to-license 
interoperability information relating to computer programs used in the 
information technology sub-market - that of workserver computers. 1477 

The Court of First Instance (CFI) accepted the claims of the Commission 
that the tying of the Windows Media Player to WPC/OS was anti-
competitive, as Microsoft was dominant in both the tied product 
(streaming media players) and the tying product (WPC/OS) and customers 
could not obtain the tying product without the tied product, which the CFI 
accepted had the effect, that competition in respect to media players was 
foreclosed. 1478 The CFI decision in the Microsoft case1479 can be contrasted 
with the D.C. Circuit decision in the Department of Justice litigation with 
Microsoft, 1480 in which the D.C. Circuit accepted that ' genuine integration' 
between two software products - the Windows 9 5 operating system and 
Internet Explorer - could constitute an acceptable ' technological 
innovation' and not a prohibited tying of the two products. 

Evans & Schmalensee (2008) 1481 described that the claim argued in the 
CFI - that tying of the Windows Media Player to WPC/OS was anti-
competitive - was directed to the question of whether ' indirect network 
effects' existed between the media players and the creation of content for 
tnedia players. The position of the Commission, as described by Evans & 
Schmalensee, was that the content providers would treat the Windows 
Media Player as the ' standard ' media player and concentrate development 
of content for the Windows Media Player as it was bundled with the 
WPC/OS. The existence of network effects was argued to result in the 
media player market tipping to Windows Media Player.1482 Microsoft' s 
response is described by Ordover as being that while indirect network 
effects may exist they are not sufficient to tip the rnedia player market to 
the Windows Media Player. 1483 In arguing against the media player market 
being a ' tippy' market, Microsoft identified a number of media players that 
consutners could download for use on a con1puter with the \\rPC/OS and 

1477 Commission decision of24/4/2004 (Case COMP/C-3/37.792); affirmed in Microsoft Corp. v 
Commission (2007) 5 CMLR 11 ; [2007] ECRII-3601 (CaseT-201/04) (CFI). 
1478 Nazzini commented in relation to the tying claim ' the clarification that fo reclosure is a constituent 
element of the abuse is important even if it is to be regretted that the court falls short of recognizing 
that foreclosure must be anticompetitive, so as to result in a net negative effect on consumer welfare. ' 
R. Nazzini, 'The Microsoft Case and the Future of Article 82' (2008) 22(2) Antitrust 59-65 . [64]. 
1479 Case T -201 /04, Microsoft (CFI). 
1480 (Microsoft Appeal) United States v Microsoft, 147 F. 3d 935 (D.C. Cir. 1998). 
1481 DS . Evans and RL. Schmalensee, 'Markets with Two-Sided Platforms' , Issues in Competition Law 
and Policy (2008) vol1, 667-693. (ABA Section of Antitrust Law). 
1482 Ibid. 686-687. 
1483 JA. Ordover, 'Comments on Evans & Schmalensee 's 'The Industrial Organization of Markets with 
Two-Sided Platforms n (2007) 3(1) Competition Policy In t'l. 18 1-189. 
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that consumer behaviour was to use multiple media players with content 
providers optimising content to run on a variety of media players. 

The determination by the CFI on the tying of the Windows Media Player is 
reliant on the factual findings as to the real risk of foreclosure of the 
market for other media players by the 'indirect network effects' of the 
relevant market making the Windows Media Player the ' format of choice' 
for users and providers of media content with this effect being to the 
detriment of competing media players. 1484 The finding against Microsoft in 
relation to tying the Windows Media Player to the WPC/OS is 
controversial in that there is no technical limitation that prevents the 
WPC/OS operating with other media players that may be installed on a 
computer. 

Subsequent to the delivery of the CFI decision related to the tying of the 
Windows Media Player to the WPC/OS the Commission commenced 
proceedings against Microsoft alleging that the integration of the Internet 
Explorer web browser with the WPC/OS was anti-competitive conduct 
under Article 102. The specific complaint is described by the Commission 
as being that the 'tying of Internet Explorer to Windows was liable to 
foreclose the market for web browsers and that the tying gave Internet 
Explorer an artificial distribution advantage that other web browsers were 
unable to match.' 1485 This matter was eventually settled in 2009, with 
Microsoft giving a binding commitment to provide a screen that enables 
OEMs and end users to choose whether to turn Internet Explorer off and 
on. 1486 Given the established European case law in relation to tying of 
products, the decision to make this commitment appears to be the only 
viable way for Microsoft to conclude the Internet Explorer tying 
complaint. However commentators identify the low detnand for the 
version of the WPC/OS that is released without fVindows Media Player 
being installed as suggesting that the Con1mission theory as to product 
tying overstated the risk of foreclosure of the media player market in the 
original 2004 proceedings and in the web browser market in relation to the 
Internet Explorer tying complaint. 1487 

1484 Case T-201/04, Microsoft (CFI). [842], [846] and [859]. Eagles & Longdin argued that the CFI 
refined the 'exceptional circumstances' test described in Magill/IMS cases such that the test would be 
satisfied if the refusal ' limits outputs, markets or technical development. Such restriction could be 
direct or indirect and could be established by showing a limitation of consumer choice. ' I. Eagles and 
L. Longdin, 'Microsoft's Refusal to Disclose Software Interoperability Information and the Court of 
First Instance' [2008] 30(5) EIPR 205-208. 208. 
1485 Case No. COMP/C-3/39.530 (Statement of Objections of 14 January 2009). 
1486 Commitments (to the European Commission re: Case No. COMP/C-3/39.530) (1 December 2009) 
(Microsoft). See Paragraph (39), Microsoft Corp: Decision of 16 December 2009 relating to a 
proceeding under Article 102 of the Treaty on the Functioning of the European Union and Article 54 of 
the EEA Agreement (Case COMP/C-3/39.530- Microsoft (tying)) 0. J. 2010/C 36/06 (European 
Commission). 
1487 RB. Hesse, 'Counselling Clients on Refusal to Supply Issues in the Wake of the EC Microsoft Case' 
(2008) 22(2) Antitrust 32-37. See also the criticism of the Windows Media Player !WPCIOS tying 
claim by A. Andreangeli, 'Case T-201104, Microsoft v. Commission (case note)' (2008) 45(3) Common 
Market L. Rev. 863-894. 893 . At 875-878, Andreangeli discussed the four requirements of liability: (1) 
separate markets of the products ; (2) dominance in the market for the tied product; (3) coercions in the 
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The second part of the Commission' s determination in 2004 was that 
Microsoft had abused a dominant position by the refusal-to-license 
interoperability information to its competitors. 1488 The CFI upheld the 
determination of the Commission with Microsoft being ordered to supply 
information, but not source code, so that competitors could achieve 
' functional equivalence' in the interface between computers running 
WPC/OS and the work group server computers supplied by Microsoft ' s 
competitors. 1489 The need to achieve ' functional equivalence ' flows from 
the potential for the leveraging of control of the operating system market 
(through control of the information necessary to create interoperable 
programs) into control of secondary markets, such as work group server 
computers, or other secondary markets for software applications. 

There are different explanations for the treatment of Microsoft under the 
competition provisions of the European Treaty, as compare to the antitrust 
provisions of the Sherman Act. One thread of the explanation focuses on 
the market based analysis; the nature of barriers to entry in the IT sector; 
and the effect on innovation of compulsory licensing. In the European 
Union this explanation is directed to an analysis of the ' exceptional 
circumstances' that must exist before intervention in the IT market is 
warranted. Another thread of the explanation focuses on the textural and 
structural differences between European Treaty and the Sherman Act, 
which is an analytical approach that leads to the apparent differences in 
economic and political philosophy between U.S. and European 
competition law. 

A market focused explanation for the apparent difference in approach 
between the Microsoft decision and the decisions in Magill and IMS 
Health is provided by Graef (2011), 1490 who argues that the market for 
information technology (IT) considered in the Microsoft decision, 
exhibited substantial barriers to entry and that the grant of compulsory 
license order on what appear to be more lenient conditions that in the 
earlier decisions, justified through the application of the essential facilities 
doctrine, can be explained - in that 'the Court did not lower the standards 
of the doctrine in general, but only for markets characterised by IT 
features. '149 1 As discussed earlier, Graef argues that the higher standards 
applied in Magill and IMS Health may be applied for markets that not 
having substantial entry barriers. The importance of market structure and 
its relationship to innovation have been considered by Lemley (20 1 0), 1492 

sense that customers cannot obtain the tying product without the tied product; and (4) the foreclosure of 
competition. 
1488 Commission decision of 24/4/2004 (Case COMP/C-3/37.792) 
1489 Microsoft Corp. v Commission (2007) 5 CMLR 11 ; [2007] ECR II-3601 (Case T-201104) (CFI) . 
[234]. 
1490 I. Graef, 'Tailoring the Essential Facilities Doctrine to the IT Sector: Compulsory Licensing of 
Intellectual Property Rights after Microsoft' (2011) 7(1) Cambridge Student L. Rev. 1-20. 
1491 Ibid. 20. 
1492 MA. Lemley, Industry-Specific Antitrust Policy for Innovation (201 0) Stanford Law and 
Economics Olin Working Paper No. 397 (SSRN eLibrary) <http: //ssm.com/paper= l 670 197>. 
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who argues that U.S. antitrust law exhibits industry specific application of 
competition rules and that such an approach is necessary in order to 
develop a more nuanced innovation policy. 

An explanation of the Microsoft decision that is directed to an analysis of 
the 'exceptional circumstances' issue is provided by Anderman (2008) 
who described the CFI decision as following specific threads in confirming 
the Commission's finding that Microsoft was engaged in abuse of a 
dominant position in refusing the disclose interface protocols to other 
manufacturers of workgroup. 

• The first thread is that the CFI confirmed both the Commission's 
finding as to the 'indispensability' of the interface protocols to 
enable interoperability in the workserver market and the finding that 
Microsoft was 'leveraging' its dominance in the operating systems 
market into the work-group server market; 1493 

• The second thread is the acceptance of the test applied by the 
Commission to the effect that it is sufficient to prove the refusal-to-
license the interface protocols resulted in 'a risk' that competitors 
would be eliminated from the work-group server market; 1494 and 

• The third thread is that liability under Article 102 will be limited to 
'exceptional circumstances' as developed in earlier case law. 1495 The 
'normal exercise' of IPRs results in the exercise of exclusive rights, 
with the 'exceptional circumstances' being directed to behaviour in a 
secondary downstream market in which the IPRs are an 
indispensible input to create a 'new product'. Anderman described 
the 'exceptional circumstances' test as consisting of three cumulative 
conditions that need to be established: the 'new product'; that the 
refusal to license the input that was indispensible to creating the 
'new product' would lead to ~a risk of the elimination of 
competition in the new product market; and that there is no objective 
justification for the refusa1. 1496 

An explanation for the European approach to refusals-to-license IP can be 
located in the text of the European Treaty. The differences in outcome 
between cases in the E. C. and in the U.S. may be the result of textual and 

1493 S. Anderman, 'Microsoft v Commission and the Interoperability Issue' [2008] 30(10) EIPR 395-
399. 396. See also S. Anderman, 'The IP and Competition Interface: New Developments' inS. 
Anderman and A. Ezrachi (eds) , Intellectual Property and Competition Law: New Frontiers (2011) 3-
25. (OUP). 
1494 Ibid. EIPR 396. It was not necessary to prove competition had been eliminated or was an imminent 
event. Microsoft argued that there was a more stringent test that the behaviour was 'likely to eliminate ' 
or has a 'high probability' of eliminating competition. Anderman noted that Article 102 is directed to 
'proof of conduct that could possibly produce effects' rather than 'proof of effects ', (emphasis in 
original). Citing Joined Cases 6/73 and 7/73, Commercial Solvents, ibid; EUECJ R-311184, 
Telemarketing, ibid. 
1495 Anderman, ibid, citing C-238/87, Volvo, ibid,· C-242/P, Magill, ibid,· C-418/01, IMS Health, ibid. 
1496 Ibid. The argument is that in the workserver environment competitors needed the interface 
information in order to create advanced features, with innovations to an existing product meeting the 
' new product ' requirement. 
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structural differences between the Sherman Act and the European Treaty , 
as the purpose of §2 Sherman Act is not identical to that of the European 
Treaty, in that the analytical approach to determining the behaviour 
proscribed by each statute is subtly different. Schmidt (20 11) 1497 identified 
the European approach to technology tying operates with a narrow 
approach to product definition, (which are focused around IP rights) , 
which has the consequence that a finding of dominance is easier to 
establish. As well a focus on the existence of other suppliers in the tied 
market together with consumer demand for the tied component being 
important to determine that each component will be considered to part of a 
separate market create a high standard of proof that the components cease 
to be separate components (existing in separate markets) rather than a 
technologically integrated product. 1498 

The Microsoft decision is argued by Anderman to be consistent with the 
European Treaty; with the application of a more stringent test than the 
proof of a ' risk' that competitors would be eliminated from the market 
being argued to be inconsistent with the object of Article 102, 'which is to 
maintain undistorted competition in the market and safeguard the 
competition that still exists' .1499 Evrard (2004) looked to the market 
integration provisions of the EC Treaty as directing attention to the 
importance of the structure of the single European market, 1500 with 
European competition law being applied for the purpose of 'protecting the 
structure of competition' and 'the rights and opportunities of market 
operators'. 1501 The Treaty of Lisbon, 1502 which came into force on 
December 1, 2009, removed the cmnpetition principle as to undistorted 
competition in Article 3(1 )(g) of the EC Treaty (TEC), 1503 replacing it with 
the competition protocol in Protocol 27 to the Treaty on the Functioning of 
the European Union (TFEU). 1504 

Riley (2007) 1505 argued the removal of Article 3(1)(g) makes it ' easier.for 
the proponents of a more economically liberal approach to Article 82 to 

1497 HKS. Schmidt, 'Competition Law and Innovation: Technological Integration' inS . Anderman and 
A. Ezrachi (eds) , Intellectual Property and Competition Law: New Frontiers (2011) 187-208. (OUP). 
1498 Ibid. 197 & 201. 
1499 Anderman, ibid. 396. The Lisbon Treaty renumbers Article 82 as Article 102. 
1500 SJ. Evrard, 'Essential Facilities in the European Union: Bronner and Beyond' (2004) 10 Columbia 
J European Law 491 -526. The 'Common Market ' refers to the free trade area created within the 
European Union. 
1501 M. Bloom, 'Some Experiences from Overseas' (Paper presented at the FTC/DOJ Hearings on 
Section 2 of the Sherman Act: Single-Firm Conduct As Related to Competition, 12 September 2007) 
<http: //ftc.gov/os/sectiontwohearings/archive.htm#060718>. 
1502 Treaty on the Functioning of the European Union , OJ C 115/47, 9 May 2008 ('TFEU). 
1503 The competition principle in the TEU provided for 'a system ensuring that competition in the 
internal market is not distorted' . 
1504 Treaty on the Functioning of the European Union, OJ C 115/47, 9 May 2008 ('TFEU). Protocol27 
(On the Internal Market and Competition) refers to the internal market described in Art. 2 TFEU as 
including 'a system ensuring that competition is not distorted' . 
1505 A. Riley, The EU Reform Treaty and the Competition Protocol: Undermining EC Competition Law 
(24 September 2007) CEPS Policy Brief, No. 142. 

282 



argue that there is less need to protect the structure of the market and 
permit instead a greater focus on harm to consumers and consumer 
welfare. ,1 506 Chirita (201 0) doubted that the changes to the competition 
provisions will have such an effect. 1507 The decision in the Teliasonera 
case supports Chirita' s opinion as the General Court reinforced the 
importance of the functioning of the internal European market and that the 
operation of the competition provisions is to prevent competition in the 
internal market from being distorted. 1508 The opinion of Advocate General 
Jan Mazak delivered earlier had focused attention on the changes to the 
structure of the market as an element assessing whether there is 
' . . h . ' 1509 competition on t e ments . 

This more interventionist approach results in a specific European 
analytical approach to refusals-to-license IPs, which results in firms 
making complaints of a direct refusal-to-license IP or a constructive 
refusal-to-license IP, such as the refusal to unbundle components that 
operate as an integrated system through technological links. 1510 European 
competitor regulators have also responded to complaints from firms 
operating vertical search engines who claim that the 'bundling' of the 

1506 Ibid. Chirita (20 1 0) also argued that with Protocol 27, the full range of the articles of the TFEU that 
describe European competition policy are considered and that the TFEU does allow for the balancing 
of the various policy objectives of the TFEU. This balancing approach is directed to the application of 
an effects-based analysis of anti-competitive practices under the economic theory of consumer welfare 
as the application of the consumer protection provisions of Article 12 TFEU influences the 
interpretation of the Article 102 TFEU (Article 82 TEC). AD. Chirita, 'Undistorted, (Un)fair 
Competition, Consumer Welfare and the Inte1pretation of Article 102 TFEU (2010) 33(3) World 
Competition 417-436. 
1507 Chirita argued that there is no change to the application of Article 102 TFEU (formerly Article 82 
TEC) notwithstanding the change resulting to the statement ofundistorted competition appearing in 
Protocol27 and that "it appears clear that undistorted competition remains the basis for Article 102 's 
teleological interpretation." See also C. Graham, (2 January 201 0) (Competition law and the Lisbon 
Treaty), Competition Law Blog <http://competitionlawblog.blogspot.com/201 0/01 /competition-law-
and-lisbon-treaty.html> at 4 October 2010. 
1508 TeliaSonera (Competition) [2011] ECR-I-0000; EUECJ C-52/09 (17 February 2011). The General 
Court contend that 'Article 3(3) TEU states that the European Union is to establish an internal market, 
which, in accordance with Protocol No 27 on the internal market and competition, annexed to the 
Treaty of Lisbon (OJ 2010 C 83, p. 309), is to include a system ensuring that competition is not 
distorted. Article 102 TFEUis one of the competition rules referred to in Article 3(1)(b) TFEUwhich 
are necessary for the functioning of that internal market. The function of those rules is precisely to 
prevent competition from being distorted to the detriment of the public interest, individual undertakings 
and consumers, thereby ensuring the well-being of the European Union'. [20-22]. 
1509 TeliaSonera (Competition) [2010] EUECJ C-52/09 (Opinion of Advocate General Jan Mazak, 2 
Sept. 201 0) The opinion stated that '[i]t is settled case-law that 'the concept of abuse is an objective 
concept relating to the behaviour of an undertaking in a dominant position which is such as to 
influence the structure of a market where, as a result of the very presence of the undertaking in 
question, the degree of competition is weakened and which, through recourse to methods different from 
those which condition normal competition in products or services on the basis of the transactions of 
commercial operators, has the effect of hindering the maintenance of the degree of competition still 
existing in the market or the growth of that competition.' Ibid. [8] . 
1510 See generally K. Arquit, 'Canaries in the Coal Mine: Has Neo-Classical Economics Lost Ground at 
the Intersection of IP Licensing and Antitrust Law in the United States?' inS. Anderman and A. 
Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 433-460. (OUP). 
446-480. 
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AdSense technology with the Google search engine is anti-competitive as 
the vertical search engine firms are force to use the Google search engine 
technology if they want to get access to the revenue generated through the 
AdSense technology. 1511 This complaint is discussed later in the context of 
the possible application of the ' essential facilities ' doctrine to search 
engines. In respect of successful prosecution of a complaint of abuse of a 
dominant position by Google, the issues can be summarised as: 
establishing that Google is dominant in the relevant market (the 'market 
definition ' issue);1512 and that the behaviour is an exclusionary ' tie ' of the 
two products; 15 13 and that the technological tying of the products does not 
have a legitimate business justification. 1514 

1511 See Chapter 2, Section 3. 
151 2 See Chapter 5, Sections 5 and 6 for the identification of markets for digital technology products. 
1513 See the discussion of the integration of software products in this section in relation to the 
integration of the WindowsMedia Player with the WPC/OS that is considered in the Microsoft case in 
Europe. See also Chapter 2, Section 1 for a discussion of the integration of Internet Explorer with the 
WPC/OS that is considered in the U.S. Microsoft case. 
1514 See Chapter 6, Section 4(b) for the existence of an objective justification for a refusal-to-deal. 
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4. Efficiency analysis of refusals-to-license IP 

This Section describes an efficiency approach to refusals-to-license, so as 
to provide tools to determine the likelihood that the forced licensing of IP 
would have a negative effect on the incentive of IP owners to innovate. 
The important paradigm for assessing social welfare is through the lens of 
the efficiencies that result from innovation (in the context of intellectual 
property), and the efficiencies that result from competitive markets. 

Dynamic efficiency is accepted by economists as having greater 
significance than allocative or productive efficiency, as the welfare gains 
achieved by allocative or productive efficiency are small in comparison to 
the long run welfare gains that result from the introduction of innovative 
products and services that are available to consumers. 1515 The mechanism 
by which IPRs are understood to promote dynamic competition is 
described by Drexl (2005) 1516 as being that IPRs have the effect of 
enhancing innovation 'through exclusion of imitation'; 1517 that is, the 
existence of the IPRs preclude competitors from directly imitating the 
copyright or patented product, although competitors can supply products 
that are substitutes for the copyright or patented product - provided, of 
course, the substituted product is not a substantial reproduction of the 
copyright work or, in the case of patented products, does not infringe the 
registered patent. 

The orthodox opinion is that the long term interests of society are 
advanced by the grant of IPRs, which provide the creator or inventor (and 
competitors) with the incentive to engage in the process of creation or 
innovation by protecting the profit potential of the goods or services in 
which the IPR.s exist. That orthodox opinion is discussed below in relation 
to the arguments against the forced licensing of IP. The force of that 
orthodox opinion is argued to be blunted by the literature that is sceptical 
as to whether the existence of the IP regimes acts to induce innovation and 
creativity, which is discussed earlier in this thesis. There are also 
circumstances in which the assertion of IPRs or the refusal-to-license IP 
can be argued to distort dynamic competition with a consequential 
negative effect on social welfare. 1518 

Enforcing an obligation to license IP would tend to have the effect of 
increasing price-based competition as those firms benefiting from access 

1515 e.g. JF. Brodley, 'The economic goals of antitrust: Efficiency, consumer welfare, and technological 
progress' (1987) 62 NYU L. Rev. 1020-1053. 1026; L. Pepperkom, 'IP Licences and Competition 
Rules: Striking the Right Balance' (2003) World Competition 527. 532. 
1516 J. Drexl, 'Abuse of Dominance in Licensing and Refusal to License: A 'More Economic Approach ' 
to Competition by Imitation and to Competition by Substitution' in CD. Ehlermann and I. Atanasui 
(eds), Competition Law Annual 2005: The Interaction between Competition Law and IP Law (2005) 
647-664. (Hart Publishing). 
1517 Ibid. C. 2. 
1518 e.g. RC. Levin et al. , Appropriating the Returns from Industrial Research and Development (1987) 
The Brookings Insitution, Brookings Papers on Economic Activity, 3. RC. Levin, 'Appropriability, 
R&D Spending, and Technological Performanc ' ( 1988) 78(2) Am. Econ. Rev. 424-28. 
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to the IP can enter the market; thus increasing allocative efficiency. 
However there may well be uncertainty as to whether the social welfare 
benefit derived from this allocative efficiency outweighs the possible 
diminution of dynamic efficiency that would flow from allowing the 
owner of the IP to reap the benefits of the exclusive property rights. That 
is, by removing the ability of the firm to reap the ' super-profits ' from the 
monopoly supply position, the incentive of the monopolist firm to invest is 
reduced. In addition the firm seeking to supply has less incentive to invest 
in creating alternative sources of the input that is controlled by the 
monopolist supplier. 

(a) The argument against forced licensing of IP 

The argument as to the potential threat to the incentive to invest in 
innovation and creativity is presented by a significant number of scholars 
as the major reason against the forced licensing of IP. For example, Korah 
(2000)1519 described the economic objections to forcing owners to license 
IP as arising from a reduction in the incentives to create or duplicate the 
facility or IP, and problems in regulating access to the facility or IP. 1520 

Melamed (2005) 1521 argued that forcing the owner of a facility or IP to 
provide access impacts on the costs and efficiencies of the owner (related 
to the incentive to invest in creating the facility or IP) 1522 and the firm 
seeking access to the facility or IP (related to the incentive to invest in the 
creation of an alternative faci lity or IP) .1523 Devlin & Jacobs (2010) 1524 

described the economic issues as being directed to the tension between the 
short term increase in competition that results from access to the IP and the 
possible long term cost resulting from damage to the incentive to 
innovate. 1525 Devlin & Jacobs described economics as indicating a long 
term negative social welfare outcome from compulsory licensing. 

1519 V Korah, 'Access to Essential Facilities under the Commerce Act in the Light of Experience in 
Australia, the European Union and the United States' (2000) VUWLRev 19. 
1520 Ibid. ' (I) reduction in the incentive to the original investment,· (2) reduction in the incentive for 
exclusive dealers or retailers to invest in promotion,· (3) reduction of the incentive to duplicate the 
facility where this is practicable,· and {4) the problems of continuous regulation to determine the terms 
of dealing.' 
1521 D. Melamed, 'Exclusive Dealing Agreements and Other Exclusionary Conduct- Are There 
Unifying Principles?' (2006) 73(2) Antitn1st L. J 375-412 . 
1522 Ibid. fin 49, 392 'A refusal can avoid both static costs- transaction costs and other 
inefficiencies from dealing - and dynamic costs when dealing reduces the net returns from the 
defendant's property and, this, incentives for investment in such property. ' 
1523 Ibid. Melamed noted that in re lation to the terms of access that' rules restricting refusals to deal 
must confront difficult questions concerning the terms on which dealing might be required. These 
questions are both practical and theoretical,· the practical questions can often be solved by asking 
whether the defendant is discriminating by refusing to deal with competitors on terms on which it has 
dealt or is dealing with others. ' 
1524 AJ. Devlin and MS. Jacobs, 'Antitrust Error' (2010) 52 William & Mary L. Rev. 75-132. 
1525 Ibid. Devlin & Jacobs commented that '[r}equiring a dominant firm to share its IP or p hysical 
'essential f acility ' with rivals may facilitate 'viable' competition by allowing those rivals to compete on 
an equal basis with the monopolist. In the short term, this competition will surely result in lower prices 
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Devlin, Jacobs & Peixoto (2009) 1526 argued that the approach to assessing 
the effects of refusals-to-deal that is evident in the decision in the 
Microsoft case in the European court is that of opting for less IP protection 
with increased price competition, which results in a short-term consumer 
benefit. This approach is contrasted with that applied by U.S . courts that 
can be described as avoiding obligations to share IP and thereby advancing 
the long-term social welfare by preserving the incentives to innovate. The 
sacrifice of short-term social welfare results from reduced price 
competition: firms cannot license the IP to create interoperable products, 
so consumers have a more limited choice of products. Devlin et a/. 
acknowledged that any rule dealing with governing compulsory licensing 
and interoperability must address related questions that flow from 
balancing property rights with the social welfare effects resulting from the 
application of competition policy to the exercise of IP: in particular 
whether the protection of IP may result in short-term consumer harm and 
improper wealth transfers or whether short-term harm drives innovation so 
as to advance net social welfare in the long-term, the dynamic efficiencies 
of which more than compensate for the short-term harm. 

Arguments can be presented in support of the pro-competitive effects of 
refusals-to-deal, with Page (201 0) argued that refusals-to-deal are usually 
pro-competitive and that '[c}ompetition only maximizes social welfare if 
firms can choose their trading fartners and this realize the gains from 
trade' .1527 Carlton (2000/01)152 described the circumstances in which 
exclusionary conduct, such as a refusal-to-deal, can have pro-competitive 
effects as being evident in a variety of circumstances such as: the operation 
of a limited customer distribution system that provides incentives for 
investment in promotion by the exclusive distributors; product tie-ins that 
promote efficient product design and customer servicing in the aftermarket 
for spare parts and consumables; economies of scale achieved by having a 
liinited nun1ber of exclusive distributors; and limited access to IP to 
minimise misuse of the IP. 1529 An explanation of the pro-competitive 
effect of these examples is that there is an objective justification or 
economically rational reason for the refusal-to-deal. 

and hence greater consumer welfare. These unequivocal effects make interoperability, compulsory 
licensing, and other interventionist remedies extremely tempting to antitrust enforcers who dislike 
prevailing monopoly conditions. But the intervention comes at a possible cost. Economics indicates 
that compulsory licensing reduces the value of invention to a successful innovator, and therefore 
diminishes the incentive to innovate in the first place.' 116. 
1526 AJ. Devlin, MS. Jacobs and BL. Peixoto, 'Success, Dominance, and Interoperability' (2009) 84 
IndianaL. J 1157-1203. 
1527 WH Page, 'Mandatory Contracting Remedies in the American and European Microsoft cases' 
(2009) 75(3) Antitrust L. J 787. Citing JE. Lopatka and WH. Page, 'Bargaining and Monopolization: 
In Search of the 'Boundary of Section 2 Liability' Between Aspen and Trinka' (2005) 73(1) Antitrust L. 
J 115-152. 
1528 DW. Carlton, 'A General Analysis of Exclusionary Conduct and Refusal to Deal - Why Aspen and 
Kodak Are Misguided' (2001) 68 , Ibid.659-683 . 67 1. 
1529 Ibid. 671 -672. See also B. Klein and AV. Lerner, 'The Expanded Economics of Free-Riding: How 
Exclusive Dealing Prevents Free-Riding and Creates Undivided Loyalty' (2007) 74(2), Ibid.473-519 . 
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(b) The existence of an objective justification for a refusal-to-license IP 

Competition on the merits is a concept found in European, U.S. and 
Australian competition law, albeit the concept is more often used in 
relation to whether behaviour is ' objectively justified' or ' objectively 
necessary' , or whether the behaviour has a 'business justification' or that 
there is a ' rational business justification' .1530 What is apparent from the 
discussion of U.S. and European cases is that while the refusal-to-license 
IP does not in itself constitute an abuse of market power, an owner of the 
IP cannot rely upon the assertion that the refusal-to-license is simply the 
exercise of the rights of ownership of IP as being an objective justification 
for the refusal-to-license. 153 1 

Loewenthal (2002) 1532 noted that ' objective justification' is not a defence 
as it is relevant to the question as to whether conduct is an abuse of a 
dominant position under Article 102. 1533 The same approach is taken by 
Australian courts, with the existence of a rational business explanation as 
being a factor relevant to whether it can be said a firm is taking advantage 
of market power. 1534 The Queensland Wire case emphasised the 
importance of identifying the nexus between the market power and the 
alleged anti-competitive action. In relation to that decision, McMahon 
(1994) argued that implicit in the 'nexus' requirement is an inquiry as to 
whether there are objective considerations or legitimate business reasons 
that explain the behaviour. 1535 

1530 B. Marshall, 'Refusals to Supply Under Section 46 of the Trade Practices Act: Misuse of Market 
Power or Legitimate Business Conduct?' (1996) 8 Bond L. Rev. 182-197.196. See also B. Marshall, 
'The Relevance of a Legitimate Business Rationale under Section 46 of the Trade Practices Act' (2003) 
8(1) Deakin L. Rev. 49 . Marshall (2003) argued that the essence of the concept of an objective 
justification is a reasonable excuse for the conduct and that there is no difference between different 
formulations such as 'between a 'legitimate' (or 'rational' or 'proper ' or 'valid') business 'reason ' or 
'explanation ' or 'just{fication' or 'criterion' or 'rationale '. ' 
1531 European Commission, 'DG Competition discussion paper on the application of Article 82 to 
exclusionary abuses' (December 2005) 
<http: // europa. eu. inti comm/ competition/ antitrust/ others/ article_ 82 _ review.html>. 67 [23 9]. '[t] he mere 
fact that the refused input is a licence to a valid IPR protected by law is not in itself an objective 
justification. ' 
1532 P-J. Loewenthal, 'The Defence of'ObjectiveJustification' in the Application of Article 82 EC' 
(2005) 28(4) World Competition Law and Economics Rev. 455-477. 459. 
1533 Ibid. 462. See also S. Anderman, 'The IP and Competition Interface: New Developments' inS. 
Anderman and A. Ezrachi (eds), Intellectual Property and Competition Law: Nevv Frontiers (2011) 3-
25 . (OUP). J. Kallaugher, 'Existence, Exercise, and Exceptional Circumstances: The Limited Scope of a 
More Economic Approach to IP Issues under Article 102 TFEU inS . Anderman and A. Ezrachi (eds), 
Intellectual Property and Competition Law: New Frontiers (2011) 113-139. (OUP) . 
1534 Pacific National {ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268 ; [2006] FCA 91. 
'[I]f the impugned conduct has a rational business explanation, that is a factor which points against 
the existence of a relevant connection between the market power and the conduct: Melway at [67],· 
Bora! at [170]. ' [1024 (2)]. 
1535 K. McMahon, 'Refusals to Supply by Corporations with Substantial Market Power' ( 1994) 22 
Australian Business L. Rev. 7. 32. McMahon referred to the discussion of ' nexus' in Natwest Australia 
Bank Ltd v Bora! Gerrard Strapping Systems P/L ( 1992) 111 ALR 631 ; ( 1992) ATPR ~41-196. 

288 



Corones (2004) described the four categories of the 'business justification' 
defence as being 'profit maximization, quality control/image control. 
Prevention of free riding, and legitimate control of corporate 
planning.' 1536 Loewenthal identified the concept of 'competition on the 
merits' as producing three arguments to describe and justify why the 
behaviour is 'objectively justified' or 'objectively necessary' , '[/} irst, the 
dominant undertaking could argue that its conduct was legitimate business 
behaviour. Second, it could argue that its behaviour served a legitimate 
public interest objective. Third, it could argue that, on balance, its conduct 
produced efficiency gains that outweigh its alleged anti-competitive 
effects. ' 1537 All of the three arguments described by Loewenthal can be 
seen as arguments directed to a ' social welfare' justification for the 
behaviour. The literature and cases establish that the elements to be 
considered in determining whether a refusal-to-license is objectively 
justified includes: 

• The impact on the recovery of an adequate return on investment that 
will flow from imposing an obligation to license; 1538 

• The possible negative impacts on a firm ' s own innovation; 1539 

• The effect of structural market changes that will flow from imposing 
an obligation to license; 1540 

• Problems in managing the tenns of dealing including the risk of 
payment default; 1541 

1536 SG. Corones, Competition Law in Australia (3rd ed, 2004). [1.165] 405 referring to the examples 
give by P . Ahern, 'Refusal to Deal after Aspen' (1994) 63 Antitrust L. J 153. 172-183 . 
1537 P-J. Loewenthal, 'The Defence of'Objective Justification' in the Application ofArticle 82 EC' 
(2005) 28(4) World Competition Law and Economics Rev. 455-477. 464. Loewenthal identified, for the 
purposes of European competition law, three requirements that a dominant firm must comply with in 
order to for its behaviour to be 'objectively justified' ; the behaviour 'must pursue a legitimate aim .. be 
reasonable and be proportionate to the aim sought.' 465 . 
1538 L. Zhang, 'Refusal to Licence Intellectual Property Rights Under Article 82 EC in Light of 
Standardisation Context' [20 1 0] 8 EIP R 402-4 11. 41 0. Zhang (directs attention to the importance of 
recoupment of R&D costs as an incentive to innovate. This is because granting compulsory licences of 
IPRs may have a negative effect on the dynamic efficiency that results from innovation if the cost of 
the IP licence does not address the R&D costs associated with inventing or creating the IP. Zhang 
noted that new entrants to a market that gain the benefit of compulsory licences, do not incur the R&D 
costs incurred by the inventor or creator of the IP so that the calculation of the cost of the IP licence 
must address the legitimate interest of the inventor or creator as the recoupment of the R&D costs as it 
is these costs that relevant to the incentive to invest. 
1539 European Commission, 'Guidelines on the Commission's enforcement priorities in applying Article 
82 of the EC Treaty to abusive conduct by dominant undertakings' (24 February 2009) O.J. 2009 C 
45/7. [89]. 
1540 Ibid. The Guidelines include within structural changes, ' the development of flow-on innovation by 
competitors' that would be facilitated by an obligation to licence. 
154 1 B. Marshall, 'Refusals to Supply Under Section 46 of the Trade Practices Act: Misuse of Market 
Power or Legitimate Business Conduct?' ( 1996) 8 Bond L. Rev. 182-197. II A, & IV. 'Past 
unsatisfactory dealings with a customer, a customer's poor credit record, a lack of confidence in a 
customer's business ethics, concerns about the quality of a customer's after sales service or other 
matters affecting the commercial reputation of the supplier, are factors which may impact upon the 
decision.' 196. 
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• The genuine technological integration of products. 1542 

The earlier discussion of technological integration of products establishes 
a divergence of approaches between the U.S. and Europe as whether such 
integration results in anti-competitive effects. 1543 

(c) Models to assess the effect of a refusal-to-license on allocative 
efficiency and dynamic efficiency 

The refusal-to-license IP needs to be considered in relation to its effect on 
the short term allocative efficiency and the long term effect on dynamic 
efficiency. This Section discusses models that can be used to assess the 
effect of a refusal-to-license IP, such as the use of presumptive tests that 
allow the presumption of dynamic efficiency benefits from a refusal-to-
license IP to be rebutted. Zhang (2010) 1544 argued that in assessing 
whether it is appropriate to force a firm to license IPRs ' [a] ssessing 
whether objective j ustification exists is a useful instrument that enables 
courts to reassess the balance of static efficiency and dynamic 
efficiency' .1545 Venegas (201 1) 1546 described the literature on patent 
licensing and the intersection of patent and competition law as presenting 
three approaches to dealing with the intersection. The first approach is to 
focus on the scope of the patent and determine what falls within and 
outside the scope of the patent rights. Venegas described such an approach 
as being the ' inherency doctrine' .1547 The second approach is to balance 
the welfare effects of the licensing approach between that short-term static 
or allocative efficiency and the long term dynamic efficiency, with this 
approach acknowledging that competition in a market is advanced through 
innovation and the introduction of new products into the 1narket. The 
intention of the second approach is to balance the 'detriments of reduced 
competition, static a/locative efficiency, against the benefits of inducing 
new inventions.' 1548 The third approach is to treat advancing dynamic 
efficiency, through innovation, as a primary goal of the competition 
analysis of licensing practices so that dynatnic efficiency is an element in 

· · · · · · · · · · the assessment as to whether the -licensing . is pro~ or anti-competitive. 
Venegas stated that the European Commission's licensing policies apply 

1542 See generally HKS. Schmidt, 'Competition Law and Innovation: Technological Integration' inS. 
Anderman and A. Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 
187-208. (OUP). 
1543 See Chapter 2, Section 1 and Chapter 6, Section 3(d) for a discussion of the technological 
integration of software products in the U.S. and European Microsoft cases. 
1544 L. Zhang, 'Refusal to Licence Intellectual Property Rights Under Article 82 EC in Light of 
Standardisation Context' [2010] 8 EIPR 402-411. 
1545 Ibid. 411. 
1546 VB . Venegas, 'Shifting Towards a Dynamic Efficiency Test?: Evaluating Licensing Agreements 
Under Antitrust Law' inS. Anderman and A. Ezrachi (eds), Intellectual Property and Competition 
Law: New Frontiers (2011) 461-485. (OUP). 
1547 Ibid. 465. 
1548 Ibid. 474. 
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aspects of the three approaches without falling exactly within a specific 
approach. 

Economic approaches and models have been developed specifically to 
apply to refusals-to-license IP. Humpe & Ritter (2005) provided what they 
described as a ' very basic 'static ' economic model' , 1549 that considers 
refusal-to-supply in relation to its effect on allocative efficiency and the 
optimum level of competition in a marketplace, in that forcing the supply 
of IP, so as to allow price competition, could increase efficient allocation 
of resources. That is, forcing the owner of IP to grant a licence may have a 
direct effect on increasing social welfare by allowing more competitors to 
enter the market with the probable effect of increasing output, increasing 
consumer choice and lowering price. However Humpe & Ritter noted that 
the 'static ' analysis involved in forcing the supply of IP so as to allow 
price competition ' ignores the ex ante 'dynamic ' efficiencies in terms of 
the incentive to invest' .1550 Addressing the incentive to invest in innovation 
is the key argument against the forced licensing of IP, but it should not be 
accepted as a conclusionary proposition that harm to the incentive to invest 
in innovation is the inevitable consequence of forced licensing of IP. For 
example, in the Microsoft case the refusal-to-license the 'interoperability 
information' has the effect of excluding Microsoft's rivals that were 
involved in innovation in the 'work group ' networks market, with the 
conclusion being reached that the inability of the rival firms to access the 
'interoperability information' resulted in a loss in dynamic efficiency in 
this market. Monti (2007) 1551 also argued that in reaching the conclusion 
that Microsoft has an obligation to license this information, the 
Commission established that the welfare benefits arising from the 
obligation to license the information outweigh any impact on Microsoft's 
incentives to itmovate. 1552 

Humpe & Ritter commented that the potential impact on dynamic 
efficiency resulting from forcing a monopolist firm to supply IP tnay differ 
from case to case as in some circumstances forcing supply will have only a 
limited effect on investment decisions such that the impact on dynamic 
efficiency is only marginal. 1553 In addition Humpe & Ritter noted that 
presence of competitors in the marketplace creates an incentive to innovate 
in both the monopolist firm and competitors seeking supply from the 
monopolist firm, so that the refusal-to-supply may result in a long term 
negative welfare effect through lower levels of innovation by both the 
monopolist firm and its competitors. 1554 Humpe & Ritter noted that it may 

1549 C. Humpe and C. Ritter, 'Refusal to Deaf (July 2005) GCLC Research Paper on Article 82. 136. 
1550 Ibid. 136. 
1551 M. Monti, EC Competition Law (2007). 
1552 Ibid. 231 . 
1553 Humpe & Ritter, ibid. 136. 
1554 Ibid. Humpe & Ritter comment that 'many static and dynamic efficiency effects may be identified, 
quantifiable assessment of these effects in invariably lacking, making any real assessment of the trade-
off between static and dynamic efficiencies, or between different dynamic efficiencies particularly 
difficult if not impossible.' 137. 
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be difficult or impossible to provide a quantifiable assessment of static and 
dynamic efficiency effects resulting from refusal-to-deal. 1555 The absence 
of evidence as to the effect of refusal-to-deal may be the consequence of 
the data not being available, although ultimately the assessment of 
dynamic effects can only be modeled, with the recognition that the 
conclusions generated by economic modeling may be speculative due to 
the contestability of the assumptions underlying the models. This 
uncertainty as to the consequences of condoning a refusal-to-deal or 
forcing supply focuses attention on the way in which courts can or should 
determine refusal-to-deal disputes. 

The use of presumptive tests allows any presumption as to benefit or harm 
flowing from a compulsory grant of a licence of IP to be rebutted. For 
example, the analytical approach applied in the European competition law 
can be considered in terms of how the test impacts on allocative and 
dynamic efficiencies. Ahlborn, Evans & Padilla (2005) 1556 described the 
Commission's test for compulsory licensing in the EC Discussion Paper, 
and as applied in the Microsoft case, as being the introduction of a 
'balancing approach' that is determined by an assessment that ' the possible 
negative impact of an order to supply on the dominant firm 's incentives to 
innovate is outweighed by its p ositive impact on the level of innovation of 
the whole industry.' 1557 However Ahlborn et a!. argued that the test of 
'exceptional circumstances', that was previously stated by the ECJ in the 
Magill case, 1558 is superior to the 'balancing approach' as it limits 
compulsory licensing under the 'new' product requirement to situations in 
which the social welfare benefits are high through the innovations 
provided by the 'new' product. In such circumstances the negative effect 
on the incentives of an IP owner to innovate is minimal as the IP owner is 
either not willing or able to become a supplier of the 'new' product. 

A presumptive model in favour of a refusal-to-license IP is described by 
Monti (2007) 1559 as incorporating dynamic efficiencies, so that while the 
exclusive rights reduce allocative efficiency by increasing costs of access 
to the IP over the term of the IPRs, the existence of the exclusive rights 
creates an incentive to invest in innovation that has the effect of promoting 

1555 Ibid. See also 148-149. 
1556 C. Ahlborn, DS. Evans and AJ. Padilla, 'The Logic and Limits of the 'Exceptional Circumstances 
Test' in Magill and IMS Health' (2005) 28(4) Fordham Int'l. L. J. 1109-1156. 
1557 Ahlborn et al. described the 'balancing approach' standard as being that ' licensing is mandated if 
(1) the requested IP is 'necessary ' for a competitor to 'viably stay in the market,· ' (2) the refusal 
represents a reduction in the 'level of disclosures,· ' (3) 'there is a risk of elimination of competition' in 
the secondary market,· (4) the refusal to supply 'has the consequence of stifling innovation in the 
impacted market;' and (5) the refusal is not objectively justified because 'on balance ' the possible 
negative impact of an order to supply on the dominant firm's incentives to innovate is outweighed by 
its positive impact on the level of innovation of the whole industry.' Ibid. 1110. Citing Case T-201 /04, 
Microsoft (CFI). [779-784]. 
1558 Case 242/P, Magill, ibid and Case 418/01 , IMS Health, ibid. 
1559 M. Monti, EC Comp etition Law (2007). 
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dynamic efficiency over the long term. 1560 Monti argued that the 
presumption of dynamic efficiency benefits from the IPRs can be rebutted, 
with the 'new product' test developed in the Magill case being described 
as an indirect approach to determining whether the denial of entry to the 
market of the 'new product' has the economic effect that the 'consumer 
surplus from entry outweighs the dynamic efficiency considerations'; 1561 so 
that if the dynamic efficiency derived from the IPRs cannot be identified 
then the refusal-to-license is categorised as an abuse of the dominant 
position that flows from the IPRs. 

Monti argued that the Commission's view of how markets work is that 
'rivalry is the key to efficiency', 1562 with the 'exceptional circumstances' 
requirement of the Article 102, as developed in the Magill case and 
confirmed in the Microsoft case, as a requirement that is related to social 
welfare considerations. 1563 The ' new product' requirement is also 
described by Monti as an 'indirect method to decide whether the benefits 
from the obligation to license (in terms of allocative efficiency) are greater 
than the adverse effect on innovation'. 1564 The Microsoft litigation required 
the Commission and the CFI to consider the direct effect of a licensing 
obligation on allocative efficiency and dynamic efficiency. Monti argued 
that following the CFI decision there are two effective answers to a claim 
that a refusal-to-license is an abuse of a dominant position: the refusal 
1nay have an objective justification; or what Monti described as the 
' innovation defence'. That is, establishing the adverse effect on innovation 
that will result from the compulsory licensing of the IP. 1565 The support for 
the European approach to assessing refusals-to-deal is met by scholars that 
are critical of mandatory licensing remedies to address refusals-to-deal; for 
example, Devlin & Jacobs (2009) 1566 argued that the European approach 
results in a standard for the mandatory licensing of IP that is both difficult 
to define or to administer and that it diminishes the incentive to invest. 1567 

A significant problem with the analysis of any refusal-to-deal is the 
uncertainty that exists as to the economic impact of forcing the licensing of 
IP. This problem can be described as the result of innovation markets 

1560 Ibid. 'IP rights sacrifice a degree of allocative efficiency in favour of promoting dynamic 
efficiency by creating a financial incentive to invest. On this view IP law and competition law pursue 
the same object.' 228. 
1561 Ibid. 228. Monti described the 'new product' requirement as being an imperfect, but imaginative, 
approach. See also OW. Brouwer, 'An Improved Framework for Refusal to Supply Cases' (Paper 
presented at the Global Competition Law Centre, 2nd Annual Conference, 16-17 June 2005). '[T}he 
new product requirement may not be the perfect proxy to assess whether refitsals to license cause harm 
to consumer welfare, but could be the best proxy we have. ' 
1562 Monti, ibid. 231. 
1563 Ibid. 227. 
1564 Ibid. 241. 
1565 Ibid. 
1566 AJ. Devlin and MS. Jacobs, 'Microsofts Five Fatal Flaws' (2009) Columbia Bus. L. Rev. 67-142. 
1567 Ibid. 140-142. See also AJ. Devlin, MS. Jacobs and BL. Peixoto, 'Success, Dominance, and 
Interoperability' (2009) 84 Indiana L. J 1157-1203. 
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being 'Hayekian', in the sense used by Drexl (201 0) in that ' only 
competition itself can produce the required information on what kinds of 
products consumers prefer and whether they prefer new products to lower 
prices. ' 1568 Therefore while economic modeling of the refusal-to-license IP 
can be carried out, empirical research that is directed to assessing the 
validity of theoretical modeling, suffers from the difficulty of measuring 
the consequences of any refusal-to-license vis-a-vis the compulsory grant 
of a licence of IP. 

(d) The s. 46 TP A/CCA efficiency analysis of refusals-to-license IP 

The Australian courts, as discussed above, identify that the existence of a 
rational business explanation is a factor that argues against there being a 
necessary connection between the market power and the conduct, such as a 
refusal-to-deal, that is alleged to be anti-competitive.1569 The importance 
of identifying the nexus between the market power and the alleged anti-
competitive action is identified in the Queensland Wire case and implicit 
in the 'nexus ' requirement is an inquiry as to whether there are objective 
considerations or legitimate business reasons that explain the 
behaviour. 1570 

The Melway case provides an example of the assessment by the High 
Court as to the efficiency implications of the actions of the firm; the High 
Court noted the level of retail price competition with Mel way' s segmented 
distribution system, which was evidenced by price differences between 
retai l level outlets. 1571 However the possibility of increased price 
competition at the retail level was not considered relevant to the s. 46 
inquiry, such as whether retail prices would be even lower if Melway' s 
sub-distribution system was opened up as a result of Robert Hicks being 
allowed to acquire directories from Melway and directly compete against 
all of Melway' s sub-distributors. Instead the High Court identified the 
pursuit by Mel way of economic efficiency in the management of the sub-
distribution system. The 'productive efficiency' was achieved by Melway 
in pursuing the lowest possible costs with the highest possible revenue. 
The operation of the segmented distribution was conducted by Mel way so 
as to achieve efficiency and profitability, which established that Melway 
had a business justification explanation for their conduct so that there was 
no ' taking advantage of market power' under s. 46 - the conduct of 

1568 J. Drexl, 'Real Knowledge is to Know the Extent of One's Own Ignorance: On the Consumer Harm 
Approach in Innovation-related Competition Cases' (20 1 0) 76(3) Antitrust L. J 677-708. 706. 
Referring to FA. Hayek, 'Competition as a Discovery Procedure', New Studies in Philosophy, Politics, 
Economics and the History of Ideas (1978) 179-190. (University of Chicago Press). 
1569 Pacific National (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] FCA 91. 
'[I}fthe impugned conduct has a rational business explanation, that is a factor which points against 
the existence of a relevant connection between the market power and the conduct: Melway at [67],· 
Bora! at [170}.' [1024 (2)]. 
157° K. McMahon, 'Refusals to Supply by Corporations with Substantial Market Power' (1994) 22 
Australian Business L. Rev. 7. 32 . McMahon referred to the discussion of ' nexus' in Natwest Australia 
Bank Ltd v Bora! Gerrard Strapping Systems PIL (1992) 111 ALR 631 ; (1992) ATPR ~41- 1 96. 

1571 Melway, ibid. [12]. 
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Melway being consistent with the behaviour of a firm acting under 
competitive conditions. 

Marshall (2003) 1572 suggested that following the Me/way case, arguments 
related to business justification are relevant to both the 'purpose' element 
or to the 'take advantage' element of s 46. 1573 The decisions after the 
Me/way case arguments appear to only apply the question of whether there 
is a legitimate business justification relevant to the 'take advantage' 
element of s 46; for example Pacific National v Queensland Rail, in which 
the existence of a rational business explanation for the refusal-to-license 
real estate data was identified as being, 'a factor which points against the 
existence of a relevant connection between the market power and the 
conduct.' 1574 While there are different possible arguments to describe and 
justify why the behaviour is ' objectively justified' or ' objectively 
necessary'; the core of the arguments is either that there is a rational 
business explanation; '1575 or there are 'social welfare' benefits that are 
advanced by the firm engaging in the behaviour. 

1572 B. Marshall, 'The Relevance of a Legitimate Business Rationale under Section 46 of the Trade 
Practices Act' (2003) 8(1) Deakin L. Rev. 49. 
1573 Ibid. III. A. Marshall argued that there are different inquires in respect of each element of s. 46 so 
that 'legitimate business reasons proffered in connection with the 'take advantage' element should be 
based on 'efficiency ' arguments, while a broader range ofjustifications (somewhat difficult to classifY, 
but most conveniently described as 'quality control/consumer welfare' and/or 'reputation/bottom-line' 
considerations) are potentially relevant to the 'purpose ' element. On this basis, the business 
justification put forward in the Universal Music case, for example, should have been considered only in 
connection with the 'purpose ' element of s 46.' In the Universal Music case the court rejected the 
argument of the record companies that they were justified in refusing to supply CDs to retailers that 
' parallel imported ' CDs. The record companies argued that their purpose was to preserve the 
competitiveness of their business by seeking 'to maintain a system of substantially exclusive supply 
arrangements which had the effect of minimising the impact of 'free riding' ' , on the publicity and 
promotion carried out by the record companies. Universal Music Australia PIL v ACCC (2003) 57 IPR 
353; 131 FCR 529; 201 ALR 636; ATPR ~41-947; [2003] FCAFC 193. [199] , see also [99] and (111]. 
1574 Pacific National v Queensland Rail, ibid. [1024 (2)]. 
1575 APRA v Ceridale PIL (1990) 97 ALR 497; 19 IPR 1; (1991) 13 ATPR ~41-074 (FCAFC). APRA 
had a rational business justification for the refusal as it was merely to prevent unauthorised use of its 
material and the integrity of its licensing system by demanding the payment of outstanding fees before 
licensing music for public performance. See also Petty v Penfold Wines PIL (1993) 15 ATPR ~41-263 ; 

affd on appeal, Penfold Wines PIL v Petty (1994) 49 FCR 282; 16 ATPR ~41-320. Held there was a 
rational business justification for the refusal to supply in that the respondent wanted an existing debt to 
be extinguished before further supply. 
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5. Access to data and information in the digital environment 

(a) Comparison of U.S. and European and Australian cases on 'refusals-
to-deal' in data 

This Section considers cases that help define the boundaries of copyright 
and cases that raise issues at the intersection of copyright and competition 
law. These cases involve refusals-to-license data, information or IP. While 
at first glance these cases appear to raise only copyright issues, either 
directly or indirectly these database access cases allow for a discussion of 
access issues (and the refusal of access) to data and information. While 
these cases may not raise issues under the relevant competition statute, 
these cases help define the scope of copyright and competitive behaviour 
at the margins of copyright protection. In defining the scope of copyright 
these cases involve issues of whether a collection of information or data is 
protected as a copyright work or whether there is legitimate appropriation 
of another firm's copyright work, or whether a collection of information or 
data is available for use in any product or service. 

This comparative analysis is intended to address the central proposition 
being considered in this thesis - that the optimum balance between access 
to markets and protection of the incentive to innovate or create is achieved 
through a model that provides for narrow IP protection that focuses on the 
scope of the grant of the IPR with the application of competition policy 
that treats the exercise of IPRs in the same way as the exercise of other 
property rights. The cases that are analysed raise issues relating to the 
terms of licensing or the refusal-to-license data and information, as well as 
cases involving access to share trading and futures trading data, horse 
racing data and the information that is necessary to compile electronic 
programming guides (EPGs) as to the content carried on television 
platforms: 

• Pont Data v ASX· 1576 in the Australian Federal Courts that considers 
whether the terms of licensing share trading information are anti-
competitive; 

• NYMEX vICE: 1577 in the U.S. District Court that considers whether 
asserting copyright in a database of the settlement price of futures 
contracts is a breach of §2 Sherman Act and the subsequent litigation 
in the District Court/ 578 and on appeal in the 2nd Circuit, 1579 as to 
whether a database is an original copyright work; 

1576 Pont Data Australia PIL vASXOperations P/L (1990) 21 FCR 385; 93 ALR 523; 12 ATPR ~41-
007 (FCA). A~""'X Operations PIL v Pont Data Australia PIL (No 1) (1991) 27 FCR 460; 97 ALR 513 ; 
19 IPR 323; 13 ATPR ,-[41-069 (1990) (FCAFC). ASX Operations P/L v Pont Data Australia PIL (No 
2) (1991) 26 FCR 492; 100 ALR 125; 13 ATPR ,-[41-109 (FCAFC). 
1577 New York Mercantile Exchange v Intercontinental Exchange, 323 F. Supp. 2d 559 (S.D.N.Y. 
2004). 
1578 New York Mercantile Exchange v Intercontinental Exchange, 389 F. Supp. 2d 527 (S.D.N.Y. 
2005). 
1579 New York Mercantile Exchange v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). 
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• Attheraces v British Horse Racing Board: in the English High 
Court1580 and Court of Appeal 1581 that considers whether the terms of 
licensing horse racing data are anti-competitive; and 

• The Ice TV case: 1582 in which the High Court of Australia considers 
the copyright issue as to whether there is an infringement of 'time 
and title' information used to create television schedules. 

These copyright cases are of interest to this thesis as application of the 
internal copyright doctrines that determine the scope of the copyright with 
the application of such doctrines having the effect of enhancing 
competitive behaviour through allow competitors to access to data and 
information. Indeed in the NYMEX vICE litigation that involved a dispute 
as to the use of settlement prices of natural gas and oil futures contracts, it 
was first argued that the refusal-to-license the settlement price data was 
anti-competitive behaviour- a claim that failed. In later proceedings it was 
argued that the database of settlement price data was not an original 
copyright work and that the database could be exploited for commercial 
gain without requiring the consent of the firm that collated the data. These 
cases help define the boundaries of the property rights protected by 
copyright and illustrate the comment made in the Ice TV case that whatever 
the investment of time, effort and capital a creator used in the creation of 
the work, the 'statutory requirement that the part of a work taken must be 
substantial assumes there may be some measure of legitimate 
appropriation of that investment'. 1583 In considering these cases it is 
important to understand that the circumstances in which a refusal-to-deal 
may be anti-competitive behaviour involve both consideration of the 
relevant market, as well as the circumstances in which the refusal occurs. 

1580 Attheraces Ltd v The British Horseracing Board Ltd (2006) ECC 279; FSR 336; [2005] EWHC 
3015 (Ch). 
1581 Attheraces Ltd v The British Horseracing Board Ltd [2007] EWCA Civ 38 (2 Febmary 2007). 
1582 IceTV PIL v Nine Network Australia PIL (2009) 239 CLR 458; 80 IPR 451 ; [2009] HCA 14. 
1583 Ibid. [131] per Gummow, Hayne & Heydon JJ. 
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(b) Pont Data case - access to stock exchange data 

Pont Data v ASX1584 considers the market power held by ASX Operations 
(ASXO) in share trading information in relation to companies listed on the 
ASX and other financial information collected by the ASX. Through an 
entity known as JECNET, ASXO competed with wholesalers, such as Pont 
Data, in the dissemination of Signal ' C' information (the ASX data stream) 
to subscribers. 1585 

Wilcox J held that the control exercised by ASXO over the dissemination 
of the ASX data stream conferred on the ASXO a substantial degree of 
power in the market in share trading information in relation to companies 
listed on the ASX and other financial information collected by the 
ASX. 1586 Wilcox J also held that ASXO acted with the purpose to prevent 
entry to the stock exchanges market, 1587 and to prevent competition in the 
wholesale supply of the information, as this was the only logical 
explanation for the contractual limitations on data use that were set out in 
data supply agreements signed by Pont Data. 1588 Wilcox J also held that 
the ASXO was able to impose the contractual conditions only because of 
its market power; 1589 therefore the imposition of the contractual conditions 
was a breach of s. 46(1)(b) and (c) TPA. 1590 In respect to the s. 49 TPA 
claim, Wilcox J held that ASXO discriminated between customers, in 
relation to prices charged for the ASX data stream, \Vith the difference in 
prices having no relationship with the cost of what ASXO supplied, rather 

1584 Pont Data Australia P/L vASXOperations PIL (1.990) 21 FCR 385; 93 ALR 523 ; 12 ATPR ~41-
007 (FCA). 
1585 Signal 'C ' information (general ASX trading and information signal transmitted in real time to 
subscriber ) is derived from share trading through the SEATS (~tock .Exchange _Automatic Irading 
~ystem) operated by ASXO. 
1586 Wilcox J accepted Pont Data's argument that the relevant market was the information 
dissemination market of transactions effected through SEATS, at the capital city exchanges operated 
by ASX. Wilcox J also accepted that if the distinction is made between the wholesale and retail supply 
of information, ASXO have a substantial degree of market power in the wholesale information market-
it being irrelevant that there is vigorous competition at the retail level. Ibid. ~51 , 121 . 
1587 Ibid. ~51 , 124. Related to s. 46( 1 )(b) TP A in relation to the market for services provided by a stock 
exchange and the contractual conditions had the effect of substantially lessening competition in the 
stock exchanges market in breach ofs. 45 (3) TPA. Ibid. ~51,126. 
1588 Ibid. ~51, 125-6. s. 46( 1 )(c) TPA refers to 'deterring or preventing a person from engaging in 
competitive conduct in that market or in any other market. ' 
1589 ASX argued that s. 46 TPA is only contravened if a party has the purpose of eliminating a 
competitor, whereas ASX welcomed new data vendors. Wilcox J stated in answer to this submission: 
'In the first place it reads, sec. 46(J)(c) too narrowly,· that paragraph speaks of deterring or preventing 
a person engaged in competitive conduct, not eliminating a competitor. Secondly, ASXO 's attitude to 
new retailers says nothing about its attitude to wholesale competition. Thirdly, although ASXO accepts 
the reality of competition with JECNET, it does so only after forcing on those competitors contractual 
terms, and a price structure, which inhibit that competition.' ibid. ~5 1, 124. 
1590 Ibid. ~51 ,126. 
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the cost was calculated on the use to which subscribers would put the 
signal. 1591 

In relation to the assessment of the price ASXO should be compelled to 
accept for the supply of the ASX data stream, ASXO argued that the ASX 
data stream was a valuable resource that it was entitled to exploit 
commercially. Wilcox 1 accepted the force of the argument to the extent 
that the power to vary a contract under s. 87(2)(b) TPA should not be 
exercised to force on a party a commercially unreasonable result. Wilcox 1 
then determined that the pricing of the data supply should be set at a 
marginal cost level that reflected the cost charged by competitive suppliers 
in the data industry: 

(Once it is accepted that ASXO is not entitled to misuse its monopoly 
position, it ought not to be regarded as unfair to compel ASXO to 
supp ly Signal (C' at a price which reflects the cost of supplying that 
signal together with a margin of profit similar to that charged by 
competitive suppliers in the data industry. I accept such a price is 
likely to be low .... But that is because the cost of supply is low. In a 
competitive situation that low cost would be reflected in a low 

. '1592 przce. 

The Full Court dismissed the appeal of the ASX in relation to the 
contraventions of ss. 45(2) and 46(1 )(c). The appeal was allowed in 
relation to the finding of a contravention of 46(1 )(b). 1593 The Full Court, 
having considered further submissions on the exercise of the powers under 
s. 87(2)(b) TP A in relation to the pricing of the ASX data stream, stated 
that it had the 'power under s. 87 to vary the contract in question, even as 
to matters of price payable thereunder. Nevertheless, the Court must be 
slow to impose upon the parties a regime which could not represent a 
bargain they would have struck between them. ,~ 594 The Full Court stated 
that Wilcox 1 fell into error in relation to how the price for the ASX data 
stream should be determined. The Full Court looked to the pricing 
structure applied by ASXO at an earlier time and held that the applicable 
price would be that charged by ASXO prior to the imposition of the 
contracts that triggered the litigation. 1595 The pricing of the ASX data 
stream ultimately became a matter of some significance, which is a 
recurring issue in disputes over misuse of market power in data (in which 
no IPRs exist) or copyright collections of information. 

1591 Ibid. ~51,128. There was a significant difference between the price paid by those who stored the 
jnformation and those that do not. In reaching this conclusion Wilcox J accepted that 'goods ' as used in 
s. 4 and s. 45 (3) TPA include electricity and encoded electrical impulses (~51,127) . 

1592 Ibid. ~51,132. Orders for relief were subsequently delivered in Pont Data Australia PIL v ASX 
Operations P/L (No 1) (1990) 12 ATPR ~41-038 (FCA). 
1593 ASXOperationsPIL vPontDataAustraliaPIL (No 1) (1991) 27 FCR460; 97 ALR513; 19 IPR 
323; 13 ATPR ~41-069 (1990) (FCAFC). ~52,067. 
1594 ASX Operations PIL v Pont Data Australia PIL (No 2) (199 1) 26 FCR 492; 100 ALR 125· 13 
ATPR ~41 - 1 09 (FCAFC). ~52,66 6. 

1595 Ibid. ~52,667-6 8. 
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(c) NYMEX- access to market settlement prices: property rights in data 

The New York Mercantile Exchange (NYMEX) deals in natural gas and 
oil futures contracts and as a consequence generates settlement price data 
as to the value of customers' open positions for the trading of futures and 
options contracts for energy commodities. Intercontinental Exchange 
(ICE) started using the settlement price data to provide a service to its 
customers. NYMEX sued ICE for breach of copyright, with ICE 
counterclaiming that assertion of copyright in the settlement price 
information by NYMEX amounted to a refusal-to-deal that breached §2 
Sherman Act. 1596 The District Court dismissed the counterclaim for two 
reasons: the first reason was because there was no prior dealing between 
the parties, the Aspen Skiing exception was not available, as there was not 
prior conduct available to shed light on what motivated the refusal-to-
dea1.1597 In addition NYMEX relied upon a legitimate business 
justification to the refusal-to-deal - that of preventing its competitor from 
'free-riding on NYMEX's settlement prices' .1598 The second reason was 
that the essential facilities doctrine could not be applied as there was an 
industry regulator available to regulate the conditions of access to the 
data.1599 The criticism that can be made in relation to the assertion of ' free 
riding ' on the investment by another is, as discussed earlier in this thesis, 
that what some may describe as 'free riding' may, in the appropriate 
circumstances, be appropriately described as no more than the ' legitimate 
appropriation' of that investment. 1600 

In subsequent litigation in 2005 in the District Court, 1601 and on appeal in 
2007 in the 2nd Circuit, 1602 NYMEX and ICE argued over whether the 
database of the settlement price information was an original copyright 
work. The 2nd Circuit held that there is no copyright in the database of 
settlement prices, 1603 so that there was 'no infringement because enforcing 

1596 New York Mercantile Exchange v Intercontinental Exchange, 323 F. Supp. 2d 559 (S.D.N.Y. 
2004). 
1597 Ibid. 571. 
1598 Ibid. Liability to a ' new' /'existing' customer is discussed in Chapter 6, Section 2(a). 
1599 Ibid. 571-72. See the discussion of the 'essential facilities ' doctrine in Chapter 8. 
1600 IceTV PIL v Nine Network Australia PIL (2009) 239 CLR 458 ; 80 IPR 451; (2009] HCA 14. [131]. 
1601 New York Mercantile Exchange v Intercontinental Exchange, 389 F. Supp. 2d 527 (S.D.N.Y. 
2005). 
1602 New York Mercantile Exchange v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). 
1603 Because of the way in which NYMEX operates, the settlement prices may be an estimate made by 
NYMEX rather than the final trading figure. This element of the case creates a conceptual issue in 
relation to the ' fact' /' expression' distinction. That is, whi le a final trading figure can be categorised as 
a 'fact' , an estimate can be categorised as an opinion and argued to be 'expression' and these prices 
were 'created and not discovered'. The majority of the 2nd Circuit was of the opinion that the 1\TYMEX 
committee members responsible for determining the settlement prices were seeking to discover an 
empirical reality, an economic fact about the NYMEX market, ' [t} hus, there is a strong argument that, 
as a matter of law, the Committee is discovering facts, not creating predictions or estimates' (pages 9 
and 1 0). The 2nd Circuit considered CCC Information Services, Inc. v Maclean Hunter Market Reports, 
44 F. 3d 61 (2nd Cir. 1994). In this earlier decision the majority of the 2nd Circuit found estimates of 
car prices to be 'expression ' . The majority distinguished this case on the view that '[t]he values were 
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the copyright here would effectively accord protection to the idea 
itself' 1604 The effect of this finding is that NYMEX was unable to prevent 
ICE using and republishing the database of settlement prices. The majority 
of 2nd Circuit1605 applied the merger doctrine and held that, in using the 
settlement prices, ICE 'took nothing more than ideas, for which the 
copyright law affords no protection to the author.' 1606 In doing so, the 2nd 

Circuit applied policy considerations as to whether the application of the 
merger doctrine would advance the objectives of copyright law.1607 

The 2nd Circuit addressed the impact of the application of the merger 
doctrine would have on the economic incentives to create the settlement 
prices, with the majority decision holding that 'NYMEX needs no such 
incentives here. In order to establish a functioning commodities market it 
must have a price at which to settle open positions. Furthermore, NYMEX 
is required by law to record settlement prices, and it does not challenge 
the legality of that rule.' 1608 The 2nd Circuit can be seen as directing 
attention to the economic interests of NYMEX and the role of the 
settlement prices in the business of NYMEX. In market terms there is the 
primary market for the settlement prices in the operations of NYMEX and 
there is the secondary market for the settlement prices such as the use of 
the data by other firms. In taking an 'interests'-based apfroach to whether 
copyright is recognised in the settlement prices the 2n Circuit accepted 
that the creation and use of the settlement prices in the business of 
NYMEX would retnain unaffected by the application of the merger 
doctrine to deprive copyright status to the settlement ptices. The effect of 
that decision is that NYMEX cannot control the use of the settlement 
prices in secondary markets. 1609 

based on assumptions about 'average' cars,· as these cars did not exist, there could be no actual 
market to discover' (fin 5). Judge Hall, in a separate judgment, rejected this analysis. See RT. Nimmer, 
(26 December 2007) (Are numbers protected expression?), Contemporary IP, Licensing and Info. Law 
Blog <http://www.ipinfoblog.com/archives/intellectual-property-are-numbers-protected-
expression.html> at 25 September 2009. Nimmer also argued that the 2nd Circuit decision is wrong in 
determining that estimates of the final trading position are ideas incapable of copyright protection. 
1604 New York Mercantile Exchange v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). Judge 
Katzmann & Judge Wesley applied the merger doctrine stated in Baker v Selden, 101 US 99 (1879). 
1605 Judge Hall concurred with the majority in deciding that NYMEX settlement prices do not merit 
copyright protection under the merger doctrine analysis. Judge Hall did not agree with the majority's 
earlier analysis of the originality of the data. Judge Hall commented that 'as NYMEX would have it, its 
Settlement Price Committee is the Shakespeare of the commodities clearing world, crafting its 
settlement prices like so many numeric sonnets' (19). Judge Hall specifically dissented with the 
analysis of the majority that asserted that NYMEX 'is discovering facts, not creating predictions or 
estimates.' 18. 
1606 New York Mercantile Exchange v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). 
1607 'See CCC, 44 F. 3d at 72 (noting that 'Kregos, [937 F.2d 700} ... makes a policy judgment as 
between two evils," and withholding application of the merger doctrine where '[u]nbridled application 
of the merger doctrine would undo the protection the copyright law intends to accord')'. Ibid. 16. 
1608 Ibid. 
1609 See BanxCorp v Costco Wholesale Corp., 2010 WL 2802153 (S .D.N.Y. July 14, 2010). The Court 
considered the reasoning in NYMEX and RBC Nice Bearings, Inc. v Peer Bearing Co., 676 F. Supp. 2d 
9 (D. Conn. 2009). 'The key factors uniting these decisions, and distinguishing the results from that in 
CCC Information Services, are: (1) the raw data used to create the final value were unprotectable 
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(d) Attheraces case- access to horse racing data: property rights in data 

In the European Union, information collated into a database may be 
protected under the sui generis right provided by Article 7 (1) of the 
Database Directive (EC 96/9). 1610 The Database Directive is implemented 
in the Copyright Act (UK) (the CDPA). 1611 In the United Kingdom 
databases and compilation of information raise three issues: as to the 
extent to which the data is protected by the CDP A; whether the refusal-to-
license the database information can be a misuse of a dominant position 
under Article 102 (as identified in the Magill TV Guide case1612

); and 
whether contracts related to the terms of access and use of data (whether or 
not IPRs exist in the data), breach Article 101. 1613 

In relation to the first issue, the potential for IP rights to exist in databases 
and compilation of information arise in three ways in the CDPA: the 
protection provided to databases, 'which, by reason of the selection or 
arrangement of their contents, constitute the author's own intellectual 
creation' under Article 3 of the Database Directive that is implemented in 
s. 3(l)(a) and 3A CDPA 1614 in relation to information as ' a table or 
compilation other than a database '; the sui generis right to prevent 
extraction and/or re-utilisation provided to certain types of databases under 
Article 7(1) of the Database Directive; and the claim that under the CDP A 
tables or compilations of information are protected by copyright as a 

facts; (2) the method of converting raw data into the final value was an industry standard, or otherwise 
widely accepted as an objective methodology,· and (3) the final value attempted to measure an 
empirical reality. When these three things are true, the fina l value produced from raw data ordinarily 
is not protected by copyright. In other words, to demonstrate that the final values produced from raw 
data are protectable by copyright, a plaintiff must demonstrate either that (1) the raw data used to 
create the final value were protectable,· or (2) the method of converting the raw data into a .final value 
was an original (but not necessarily novel) process that is neither widely accepted as objective, nor an 
industry standard,· or (3) the final value did not attempt to mea ure an empirical reality .' (pages ll-
12). 
1610 The Legal Protection of Databases Directive (96/9/EC). Article 7(1) provides: 'Members States 
s(tal{ pr,ovide for. a r:ight for the maker of a database which shows that there has been qualitatively 
and/or quantitatively a substantial investment in either the obtaining, verification or presentation of the 
contents of the contents to prevent extraction and/or reutilization of the whole or of a substantial part, 
evaluated qualitatively and/or quantitatively, of the contents of that database.' 
1611 Copyright Designs & Patent Act 1988 (UK). (CDPA). Database Directive changes effected by 
means of the Copyright and Rights in Databases Regulations 1997 (SI 1997/3032). 
16

i
2 (Magill TV Guide) Radio Telefis Eireann (RTE) & Independent Television Publications Ltd (JTP) v 

Commission (1995) ECR I-743; (1995) 4 CMLR 718; [1995] FSR 530; EUECJ C-241/91P. 
1613 Attheraces Ltd v The British Horseracing Board Ltd [2007] EWCA Civ 38 (2 February 2007). 
[256-258]. See also BHB Enterprises plc v Victor Chandler (International) Ltd (2005) ECC 458; 
[2005] EWHC 1074 (Ch). Laddie J. further claims may be possible as to whether the contractual terms 
are unlawful restraints of trade at common law or in breach of the Unfair Contract Terms Act 1977 
(UK). 
1614 Section 3(1)(a) CDPA describes a 'l iterary work' as including any 'a table or compilation other 
than a database', which has the effect that a literary work cannot be both a ' table ' and a ' database ', 
with s. 3A defining a database in relation to data or other materials ' arranged in a systematic or 
methodical way' , with s. 3A{2) implementing Article 3(1) of the Database Directive, by stating the 
requirement of originality of a database in terms of the 'selection or arrangement' as constituting 'the 
author 's own intellectual creation' . 
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'literary work' irrespective of whether they are a database, although this 
third basis is the subject to a referral to the European Court of Justice. 1615 

The scope of the Database Directive is restricted by the decision of the 
ECJ in the Fixture Marketing cases 1616 and the William Hill case, 1617 which 
establish that the Database Directive protects the investment applied to 
obtain, verify and present information in a database, but does not protect 
the investment applied in the creation of the data which constitutes the 
database. 1618 O'Hare (2006) comments that this distinction appears to have 
the effect of excluding from protection under the Database Directive: a 
' single source ' database where the firm both creates the data and the 
database, 1619 such as resulting from where a finn has a monopoly in the 
collection of information; and a 'fast-moving' database 'where the act of 
creating the data is inseparable from creation of the database', 1620 such as 
where a firm merely 'establishes' and collates the pre-race data (the 
William Hill case) or collates dates, times and locations of sporting events 
(the Fixture Marketing cases). In the BHB v William Hill litigation the 
Court of Appeal interpreted these decisions of the ECJ as being that in 
'[s}o far as BHB's database consists of the officially identified names of 
riders and runners, it is not within the sui generis right ofArt. 7(1) of the 
Directive.' 1621 That is, B HB' s 'investment' related to the creation of the 
data rather than the database. 

1615 This claim is made in Football Dataco Ltd v Brittens Pools Ltd & Yahoo! UK Ltd & Stan James 
{Abingdon) Ltd [2010] RPC 17; [2010] EWHC 841 (Ch). Floyd J held in relation to the compilation of 
the football fixture lists that they could only attract copyright by virtue of the collection and 
arrangement of the data contained in them, that is to say as a database, and that there was no scope for 
the subsistence of copyright by any other route. [100]. The EWCA referred to the ECJ the question of 
whether the Directive preclude national rights in the nature of copyright in databases other than those 
provided for by the Directive; as well as the question related to Article 3(1) of Directive 96/9/EC on the 
legal protection of databases as to what is meant by ' databases which, by reason of the selection or 
arrangement of their contents, constitute the author's own intellectual creation ' and specifically whether 
Art. 3 is limited to selection or arrangement of pre-existing data or extends to selecting or arranging 
that data, as with the arrangement of football fixtures: FootballDataco Ltd v Yahoo! UK Ltd [2010] 
EWCA Civ 1380 (9 December 2010). 
1616 In relation to football fixture lists, 'neither the obtaining, nor the verification nor yet the 
presentation of the contents of a football fixture list attests to substantial investment which could justifY 
protection' by the Database Directive, [49]. Fixtures Marketing Ltd v Oy Veikkaus AB,· Fixtures 
Marketing Ltd v Svensk Spel AB,· Fixtures Marketing Ltd v OPAP [2004] ECR I-10549; [2005] 1 
CMLR 16; (C-44/02) ('Fixtures Marketing cases'). 
1617 British Horseracing Board Ltd v William Hill Organization Ltd (2005) RPC 13; ECR I-1045; 
[2005] 1 CMLR 15; [2004] EUECJ C-203/02. 
1618 A key provision is Article 3(1) which reads: 'In accordance with this Directive, databases which, 
by reason of the selection or arrangement of their contents, constitute the author's own intellectual 
creation shall be protected as such by copyright. No other criteria shall be applied to determine their 
eligibility for that protection. ' 
1619 P. 0 ' Hare, 'Electronic databases: Protecting your investment -An analysis of the legal rights in 
electronic databases under UK law' (2006) 22 Computer Law and Security Report 486-492. 492. 
1620 Ibid. 
162 1 British Horseracing Board Ltd v William Hill Organization Ltd (2005) RPC 883; [2005] EWCA 
Civ 863. [35]. 
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Access to data and the pricing of data - information as to horse racing data 
- was considered in litigation between the British Horseracing Board 
(BHB) and the William Hill Organisation (in relation to the Database 
Directive rights) 1622 and with Attheraces Ltd (in relation to Article 
1 02) .1623 Because of removal of a levy on betting, which used to finance 
the racing industry, BHB moved to license the pre-race data it collated as 
BHB believed and asserted that it had progrietary database rights 1624 (in 
addition to copyright) in the pre-race data, 1 25 which related to information 
about forthcoming racing fixtures. 1626 However the decision of the ECJ in 
the William Hill case 1627 had the effect that the pre-race data was not 
protected by the Database Directive as the ECJ drew a distinction between 
the process of creation of data and the actual database. 1628 

Following the William Hill case the BHB then proposed to rely on contract 
law as the basis on which it would exploit the pre-race data. BHB charged 
users for access to its pre-race data as it continued to control the collection 
of the data, as it produced the fixture lists and race programmes. BHB was 
accepted to be the sole collector of pre-race data for British racing, there 
being no substitute for BHB as a source for pre-race data so that there is no 
competitor in this activity.1629 BHB appointed other firms to market the 
pre-race data with the appointed suppliers being restricted by contract only 
to supply someone who already has a prior agreement with BHB. 1630 The 
pricing structure and contractual terms of access were challenged by 
Attheraces Ltd, which alleged that BHB abused a dominant position in 
connection with ongoing access to, and the pricing of, the pre-race data. 
The business of Attheraces Ltd was the supply of audio-visual services 

1622 Ibid. This is the fmal determination of the appeal by William Hill from a decision of Laddie J of 
9th February 2001 ([2001] RPC 31 , [2001] EWHC 516 (Pat.)) . By a judgment of 31st July 2001 
([2001] EWCA Civ 1268) the EWCA court refer questions to the ECJ, which delivered its response in 
the judgment of 9th November 2004 (Case C-203/02, [2005] RPC 260). 
1623 Attheraces Ltd v The British Horseracing Board Ltd (2007] E\VCA Civ 38 (2 February 2007). 
1624 Derived from The Legal Protection of Databases Directive (96/9/EC). 
1625 Pre-race data includes racing dates for each racecourse; the name and time of individual races, the 
race distance and entry criteria, the names of the horses entered as runners in each race, and 
information about each horse such as age, weight, official ratings, and names of jockey, trainer and 
owner. Pre-race data is different to on-course data, which relates to information about horses running 
on the race day and results of races. 
1626 In Australia Perram J noted the High Court's decision in Victoria Park Racing and Recreation 
Grounds Co Ltd v Taylor (1937] HCA 45 ; (1937) 58 CLR 479 , which denied that race field 
information was the subject of copyright, (per Latham CJ at 498, Dixon J at 511 and McTiernan J at 
527), in Betfair P/L v Racing New South Wales (2010) 268 ALR 723; [2010] FCA 603. [71-72]. 
1627 British Horseracing Board Ltd v William Hill Organization Ltd (2005) RPC 13; ECR I-1045 ; 
(2005] 1 CMLR 15; [2004] EUECJ C-203/02. 
1628 British Horseracing Board Ltd v William Hill Organization Ltd (2005) RPC 883; [2005] EWCA 
Civ 863. At (35] the Court of Appeal interpreted the decision of the ECJ as being that in '[s}ofar as 
BHB's database consists of the officially identified names of riders and runners, it is not within the sui 
generis right of Art. 7(1) of the Directive.' That is, BHB 's 'investment' related to the creation of the 
data rather than the database. 
1629 Attheraces Ltd v The British Horseracing Board Ltd [2007] EWCA Civ 38 (2 February 2007). [ 48]. 
1630 Ibid. [49]. 

304 



about British horse races for television and the internet. Attheraces Ltd 
argued that the supply pre-race data from BHB was an 'essential facility' 
for its business. 

Etherton 1 held that BHB was engaged in excessive, unfair and 
discriminatory pricing, in addition to an unreasonable refusal-to-supply in 
relation to an essential facility in breach of Article 102 and s. 18 
Competition Act 1998 (UK). 1631 BHB's data licence contained terms to the 
effect that: the contracting party acknowledged the legal ownership of the 
pre-race data supplied by BHB; that licensees ' not . . . compile any 
database comprising the Data for use by the Licensee outside the terms of 
this Agreement and/or for supply to third parties '; as well as other 
contractual limitations of the use licensees could make of the pre-race data. 
Etherton 1 held that it was an abuse of BHB' s dominant position to insist 
on an IP license containing such terms. 

On appeal the excessive and unfair pricing was accepted as the central 
issue, 1632 which affected the other issues of discriminatory pricing and the 
refusal-to-supply. 1633 The Court of Appeal (EWCA) did not accept that 
such contractual terms were anti -competitive, as 'insofar as it is aimed at 
preventing the Licensee from using the pre-race data which it obtains 
under the agreement for on-supply to other third parties as, in effect, a 
rival database, seems to us entirely legitimate.' 1634 The EWCA noted it 
was arguable that contractual terms should not preclude Attheraces from 
compiling a database of pre-race data if it could do so without obtaining 
the information from BHB. However the EWCA noted that this argument 
was never made in the negotiation of the data licence agreement, the 
E WCA commenting that if the argument had been made, and 'if BHB had 
then been unreasonable and intransigent in its response, there might be 
some force in the argument that BHB 's insistence on the agreement 
including an IP licence was an unreasonable refusal to supply. ' 1635 The 
EWCA overruled the finding by Etherton 1 that BHB was in breach of 
Article 102 by refusing to continue the supply of pre-race data to 
Attheraces except on unreasonable and anti-competitive tem1s. 1636 The 
EWCA cornmented that '[r} efusal by a dominant undertaking to supply 
does not necessarily constitute an abuse', and went on to describe Article 
102 as being directed to behaviour that distorts competition and that a 
refusal-to-supply, including a refusal-to-license IP, may be an abuse of a 
dominant position unless the act or refusal is objectively justified. 1637 

1631 Competition Act 1998 (UK). 
1632 The charging of an unfair price may be an abuse of Article 102(a). See generally A. Pozdnakova, 
'Excessive Pricing and the Prohibition of the Abuse of a Dominant Position' (2010) 33(1) World 
Competition 121-139. 
1633 Attheraces Ltd v The British Horseracing Board Ltd [2007] EWCA Civ 38 (2 February 2007). [24] . 
1634 Ibid. [256]. 
1635 Ibid. [257] . 
1636 Ibid. [258]. 
1637 Ibid. 'For example, the refusal will not be an abuse if it does not distort competition or if the 
customer will not abide by regular commercial practice. Abuse of a dominant position by refusal to 
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The EWCA went on to warn, in relation to claims of excess pricing, that 
Article 102 did not prohibit firms making ' excessive profits' by charging 
'more than a reasonable return on the cost of production', nor was Article 
102 directed to regulating prices charged by a sole supplier of something 
that may be an ' essential facility' .1638 The EWCA considered that Etherton 
1 has fallen into error in the analysis of excessive pricing and the method 
of pricing products to determine the competitive price. 1639 The EWCA 
concluded that: 

'[I]t is wrong to assume that the competitive price is cost+. The cost 
+ test has the attraction of being simple, but the reality is that it is not 
easy to establish what the price of a product would have been under 
different and competitive conditions. As Laddie J observed, even in 
competitive markets, there is no necessary correlation between the 
cost of production and the cost of capital and the price that can be 
achieved in the open market: there are buyers' markets and there are 
sellers' markets.' 1640 

In this dispute Attheraces is caught in a 'profit squeeze' or 'margin 
squeeze' in relation to the pricing of the BHB data- that is, a 'conditional' 
refusal-to-deal in that the BHB data was only offered at an 'excessive ' 
price. In overruling the decision of Etherton 1, the EWCA did not accept 
that 'such a 'margin squeeze' amounted to the abuse of a dominant 
position in the circumstances of the pricing of the BHB data. The rejection 
of the 'cost +' test indicates that the EWCA did not see any basis for the 
supply of the BHB data being priced at the marginal cost of production. 
The consequence of the EWCA decision is that making an 'excessive' 
profit does not of itself amount to the abuse of a dominant position. 
Owners of IP can therefore price the supply of data, information (or 
products that contain IPRs) at a level that is in excess of marginal cost due 
to the ability of the owner of the IPRs to enforce the IPRs or to control 
access to data or information that is not a copyright work. 

supply may occur, however, as a result of the cutting off of an existing customer, or refusing to grant 
access to an essential facility, unless the act or refusal is objectively justified. It may also consist of the 
refusal to grant a licence of an IP right.' [108]. 
1638 Ibid. ' [I}t has to be borne in mind that, as stated in Bronner, the law on abuse of dominant position 
is about distortion of competition and safeguarding the interests of consumers in the relevant market. 
It is not a law against suppliers making 'excessive profits' by selling their products to other producers 
at prices yielding more than a reasonable return on the cost of production, i.e. at more than what the 
judge described as the 'competitive price level '. Still less is it a law under which the courts can 
regulate prices by flXing the fair price for a product on the application of the purchaser who complains 
that he is being overcharged for an essential facility by the sole supplier of it. ' [119]. 
1639 Ibid. [114-118]. 
1640 Ibid. [195]. Referring to BHB Enterprises pic v Victor Chandler (International) Ltd (2005) ECC 
458; [2005] EWHC 1074 (Ch). (Laddie J). 
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(e) The Ice T V case and 'time and title information': property rights in 
' slivers' of information 

The creation of a digital television programming guide from ' time and title 
information' can be approached as either a copyright issue or as raising 
competition arguments as to a refusal-to-license the information. 1641 The 
Nine Network ('Nine') commenced copyright infringement action to 
prevent Ice TV indirectly compiling Nine's programming schedule -
indirect in the sense that the 'time and title information' was obtained by 
IceTV personnel watching and recording information from Nine's 
transmissions rather than from a direct coping of Nine's programming 
schedule of future programs. 

In the High Court the IceTV case was decided on the issue as to whether 
the IceGuide was a substantial reproduction of Nine's work. Both 
judgments of the High Court considered that the Full Federal Court had 
applied a flawed analysis of copyright infringement related to the 
requirement derived from s. 14(1)(a) of the Copyright Act 1968 (Cth), that 
an infringement by reproduction of a work may result from the 
reproduction of 'a substantial part of the work' .1642 The IceTV case was 
argued on copyright principles, nevertheless the case comments on the 
intersection of IP and competition law by considering: whether an 
'interests ' based approach can be applied to issues of copyright 
infringement; whether there can be a legitimate taking of the product of 
another firm; and the consideration of the general public law environment 
that may impact on the property rights granted by the Copyright Act. 

References were n1ade in the various judgments in the IceTV case to the 
commercial context in which the copyright litigation developed. Bennett J 
in the Federal Court noted the interest of Nine in the '[c]ontrol of the 
timing of the release of program information for competitive reasons ' ; 1643 

and noted the application by Lindgren J in Desktop Publishing v Telstra of 
an interests-based approach to determine what copyright is intended to 
protect. 1644 The Full Federal Court reversed the decision of Bennett J in 
favour of IceTV and in doing so the Court emphasised the commercial 
value of the 'time and title information' to the business of the Nine and 
described Nine and IceTV as being 'competitors in the sense that each was 
seeking to derive profit from the dissemination of the time and title 

1641 See discussion in Chapter 3, Sections 2(c) and 3(c). 
1642 lceTV PIL v Nine Network Australia PIL (2009) 239 CLR 458; 80 IPR 451; [2009] HCA 14. [16] 
per French CJ, Crennan & Kiefel JJ and [152] per Gummow, Hayne and Heydon JJ. The High Court 
was unanimous jn finding for Ice TV. The differences between the two judgments appear in areas 
collateral to the issue of whether the IceGuide, constituted a reproduction in a 'material form' of a 
'substantial part' of a copyright work. 
1643 Nine Network Australia PIL v IceTV PIL (2007) 73 IPR 99; [2007] FCA 1172. [195]. Bennett J 
listed factors directed to control of the information so as to advance the interests Nine in creating a 
better programming schedule to attract viewers. See also [ 196]. 
1644 Ibid. Bennett J, at [194] , referred to Justice Lindgren's approach to the test of infringement in 
considering the interest which copyright is intended to protect in the particular case, see Telstra 
Corporation Ltd v Desktop Marketing Systems PIL (200 1) 181 ALR 134; (2001) ~AIPC 91-722; 51 
IPR 257; [2001] FCA 612. [223]. 
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information'. This ' interests' based approach to the Copyright Act was 
rejected by the High Court, with Gummow, Hayne and Heydon JJ 
commented that the speculation by courts as to possible elements of 
commercial competition as being 'indicative of the 'interest' protected by 
the Act' was to distract attention from the analysis required by the 
Copyright Act- as to whether a substantial part has been taken. 1645 

The error that was identified in an ' interests ' -based approach is that 
statements of the relevant commercial interest can be made at different 
levels of abstraction and that ' the more remote the level of abstraction of 
the 'interest ', the greater the risk of protecting the 'ideas ' of the author 
rather than their fixed expression.' 1646 Therefore an ' interests ' -based 
approach risks a failure to correctly apply the idea/expression dichotomy, 
leading to an excessively broad determination of the scope of what is the 
protected work by including within the protected work the ideas that 
should otherwise be available for others to use and interpret to create other 
works. 

The argument that the use of information, which is a by-product of the 
effort and investment of Nine in selecting and compiling the programming 
schedule, should be protected from those that would ' free-ride' on that 
investment was rejected, with Gummow, Hayne & Heydon JJ commenting 
that the 'statutory requirement that the part of a work taken must be 
substantial assumes there may be some measure of legitimate 

. . if h . ' 164 7 Th. t t t approprzatzon o t at znvestment . 1s s a ement appears · o 
acknowledge that social welfare benefits flow from access to, and reuse of, 
ideas, data and information that has been compiled - to the extent that the 
level of access and reuse falls below that which is a substantial 
reproduction of what is recognised as a copyright work. To restate the 
essence of the ' free rider ' problem: because IPRs have attributes of being 
'public goods ', they suffer from the ' free rider ' problem both in respect of 
replication by competitors of the original creator or innovator - creating 
products by copying and thereby avoiding the research and development 
costs incurred by the original creator or inventor - and in respect of the use 
of goods and services containing IPRs by consumers who use but do not 
pay for the use of the IPRs. The ' free rider' problem is an argument for a 
different treatlnent of IPRs to other fonns of property as it is the ease of 
infringement of IP by ' free-riders ' that is often asserted as the justification 
for strong IPRs. 

1645 Ice TV v Nine Network [2009] HCA 14. [166] per Gummow, Hayne and Heydon JJ. 
1646 Ibid. [160]. The error in an interests-based analysis is described by Gummow, Hayne & Heydon JJ 
as being that '[t} he proposition that the Court should look to 'the interest' which the copyright protects 
invites processes of reasoning to which there applies the warning by Judge Learned Hand in Nichols v 
Universal Pictures Corporation [45 F 2d 119 at 121 (1930)]. This is to the effect that the more remote 
the level of abstraction ~f the 'interest ', the greater the risk of protecting the 'ideas' of the author 
rather than their fixed expression. That risk appears to have been realised in the reasoning of the Full 
Court. ' [160] . 
1647 Ibid. [131 ] per Gummow, Hayne & Heydon JJ. 
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The Ice TV case also commented on the public law environment by placing 
the Copyright Act 'in the general legal milieu', 1648 including Pt IV of the 
Trade Practices Act 1974 (Cth), with Gummow, Hayne and Heydon JJ 
commenting that 'any consideration of the objectives of competition law 
may favour the interests of Ice rather than Nine' .1649 

The Magill TV Guide case also involved ' time and date' information, 
although the use to be made of that information was in printed television 
guides. That case illustrates how a claim of copyright in 'time and date ' 
information and the refusal-to-license such information may be held to be 
anti-competitive behavior. In the initial injunction proceedings the Irish 
High Court considered the proper scope of the "specific subject matter' of 
the copyright, as referred to in the defmition of intellectual property in 
Article 36 EC Treaty [Article 102 (TFEU)], 1650 to determine whether the 
refusal to provide the 'time and title information' went beyond the scope 
of the 'specific subject matter ' of copyright such that the refusal-to-license 
resulted in an abuse of a dominant position in the 'derivative market' -the 
market for television listing publications. 1651 Cohler & Pearson (1994) 1652 

condemn the reasoning behind the decision of the Irish High Court as 
placing 'much greater weight upon a conclusion that there has been an 
impediment to the 'system of free competition ' which is said to be undercut 
by the transfer of market power to a "derivative market" than upon the 
existence of a right of exclusivity under a Member-State 's intellectual 
property law.' 1653 This criticism was not supported by the subsequent 
appeal to ECJ, 1654 which held that there was a refusal-to-license the 'time 
and title information' that was a breach of the anti-competitive provisions 
of the EC Treaty; the ECJ found there are 'exceptional circumstances' -
such as a refusal that prevents a new product being supplied in a 
'derivative market' - in which circumstances the refusal-to-license 
intellectual property rights will be an abuse of a dominant position. 
Subsequent decisions of the ECJ have clarified the circumstances in which 
the exercise of intellectual property rights, including a refusal-to-license, 
tnay be anti-competitive behaviour where it prevents a new product 
coming into existence. 1655 

1648 Ibid. [163] per Gummow, Hayne & Heydon JJ. 
1649 Ibid. [166]. 
1650 Article 36 was subsequently renumbered Article 82 EC Treaty and is now Article 102 , Treaty on 
the Functioning of the European Union, OJ C 115/47, 9 May 2008 ('TFEU) . 
1651 (Magill TV Guide) Radio Telejis Eireann BBC & ITP v Magill TV Guide Ltd ( 1990) EEC 273 (Irish 
High Court). 
1652 CB. Cohler and HE. Pearson, 'Software Interfaces, Intellectual Property and Competition Policy' 
(1994) 16(10) EIPR 434-440. 437. 
1653 Ibid. 
1654 (Magill TV Guide) Radio Telejis Eireann (RTE) & Independent Television Publications Ltd (ITP) v 
Commission (1995) ECR I-743; (1995) 4 CMLR 718; [1995] FSR 530; EUECJ C-241191P. 
1655 The new product requirement of the 'exceptional circumstances' test applied by European 
competition law is discussed in Chapter 6, Section 3(c) and (d). 
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It can be noted that both judgments in the Ice TV case cast doubt over the 
reasoning in Desktop Marketing v Telstra . 1656 French CJ, Crennan & 
Kiefel J J commented that the inquiry as to whether a substantial part of a 
work is reproduced requires attention to ' the degree of originality of the 
particular form of expression of the part', and while attention to the skill 
and labour of the author may indicate the high degree of originality of the 
form of expression that has been created, '[h) owever, fo cussing on the 
'appropriation ' of the author's skill and labour must not be allowed to 
distract from the inquiry mandated by the Act', 1657 such that the failure to 
focus on the nature of the productive effort that is directed to create the 
particular form of expression leads to the errors that result in the miss-
application of copyright law 'to be employed to achieve anti-competitive 
behaviour of a sort not contemplated by the balance struck in the Act 
between the rights of authors and the entitlements of the reading 
public. ,1 658 Justice Crennan, speaking extra-judicially, 1659 reinforced the 
importance of the balance between creators and consumers of copyright 
works, and comn1ented that the significance of the High Court decision in 
the Ice TV case is the ' rejection of the use of copyright for essentially anti-
competitive purposes. " 660 Therefore while the Ice TV case was not argued 
as a s. 46 case, it is apparent that the High Court are cognisant of the 
potential effect of how the test for the reproduction of a substantial part of 
an original work operates in a competitive environment when firms may 
need to access data or information so as be able to supply new products or 
services. 166 1 The impact of the Ice TV case on the test for originality was 
considered earlier in this thesis. 1662 

1656 [2002] FCAFC 112; (2002) 119 FCR 491. 
1657 Ice TV, ibid. [52] per French CJ, Crennan & Kiefel JJ. 
1658 Ibid. referring to Sky base Nominees Pty Ltd v Fortuity Pty Ltd ( 1996) 36 IPR 529 at 531 per Hill J. 
1659 JusticeS . Crennan, 'Recent Developments in Intellectual Property in Australia: with reference to 
the global economy' (Paper presented at the Institute of Advanced Legal Studies, University of 
London, 15 February 20 1 0) <www.hcourt. gov. au/speeches/ crennanj/ crennanj 15 feb 1 0. pdf>. 
1660 Ibid. 22. 
1661 Ibid. Crennan J noted that the High Court decision in the IceTV case confirmed that whether a 
compilation of information was original was to be determined by reference to the whole of the work 
and commented that in the Ice TV case, the 'expression of the 'time and title information' was 
essentially dictated by the nature of that information therefore it lacked originality associated with 
mental effort or exertion .' (2 1 ). Crennan J also noted that the decision resulted in Australian law of 
factual compilations coming into alignment with Australia's major trading partners - the United States, 
Canada and the United Kingdom , referring to GC. McGowan, 'Ice TV v Nine Network and the 
copyright in factual compilations in Australia' (2009) 83 Australian L. J 840. 
1662 See Chapter 3, Section 3(c) for a discussion of Telstra Corporation Ltd v Phone Directories 
Company PIL (2010) 264 ALR 617; 85 IPR 571 ; [2010] FCA 44. (Gordon J); affirmed on appeal in 
Telstra Corporation Ltd v Phone Directories Company P/L (2010) 273 ALR 725; [201 0] FCAFC 149. 
Special leave refused in 'Telstra v Phone Directories Co. PIL', (20 11) HCATrans 248 (2 September 
2011) <http://www.austlii.edu.au/au/other/HCATrans/201 11248.html>. 
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(f) Pont Data, NYMEX, Anthraces and Ice TV: Conclusions 

The cases discussed in the preceding sections raise both copyright and 
competition issues. These cases are of interest in the way in which they 
comment on the central question being considered in this thesis - that the 
optimum balance between access to markets and protection of the 
incentive to innovate or create is achieved through a model that provides 
for narrow IP protection that focuses on the scope of the grant of the rights 
with the application of competition policy that treats the exercise of IPRs 
in the same way as the exercise of other property rights. 

A preliminary question that may need to be determined is whether or not 
the data or information at issue in these cases is protected by copyright. 
The IceTV case 1663 reinforces the need to consider whether the information 
that is needed to be used is an original work and whether the use of that 
information will amount to a substantial reproduction of a copyright work. 
The NYMEX case1664 and the IceTV case share the common element that 
there is no need to go to a competition law analysis of a refusal-to-license 
information if the information can be categorised as public domain 
information that is free for the taking. 

The absence of copyright protection may still leave the fim1 that compiles 
such information as the only effective supplier. Whether or not the 
information is protected by copyright the control over the information may 
give rise to the misuse of market po\ver - if the manner in which the firm 
sets the terms of supply of the information is a misuse of market power in 
breach of s. 46( 1 )(b) and (c) TP A/CCA or engaging in discriminatory 
pricing strategies in breach of s. 45(1) TP AJCCA that have the purpose, or 
are likely to has the effect, of substantially lessening competition. 

In relation to the §2 Sherman Act litigation between NYMEX v ICE, 1665 

which preceded the copyright litigation there was no behaviour that could 
be identified as being tnonopolistic. At that stage of the dispute there was 
an apparent objective justification in refusing-to-deal, that of preventing 
ICE from free-riding on NYMEX's settlernent prices, but that objective 
justification evaporated when the determination was made in the copyright 
litigation that NYMEX did not have any property rights in the settlement 
prices upon which ICE could free ride. The determination in the copytight 
litigation - that the settlement price data was not an original work -
precluded any reliance on property rights in the data by NYMEX. 

In the NYMEX case settlement price data could be accessed directly by 
ICE so that the data could be used for the purpose intended by ICE without 
it having to deal with NYMEX. In contrast in the Attheraces case it did not 
appear to be feasible for the data to be collected independently of BHB, so 
that licensing the data from BHB was the only economically feasible way 

1663 Ice TV P/L v Nine Network Australia PIL (2009) 239 CLR 458; 80 IPR 451; [2009] HCA 14. 
1664 New York Mercantile Exchange v Intercontinental Exchange, 389 F. Supp. 2d 527 (S.D.N.Y. 
2005). New York Mercantile Exchange v Intercontinental Exchange, 497 F. 3d 109 (2nd Cir. 2007). 
1665 New York Mercantile Exchange v Intercontinental Exchange, 323 F. Supp. 2d 559 (S.D.N.Y. 
2004). 
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to access the data. This exposed Attheraces Ltd to the pricing structure 
adopted by BHB for data that was not otherwise copyright and covered by 
the database rights defined in the Database Directive. 

A different issue that emerges in both the Pont Data case and Attheraces 
case is the controversy as to the method of valuation of the data supply. In 
the Pont Data case it can be noted that the Full Court accepted that the 
ASXO had the power under s. 87 TP A to vary the price terms of the data 
supply license. On the facts of the case the Full Court came to a different 
view to the judge at first instance as to how the data supply should be 
valued as a consequence of the breaches of the TPA. 1666 The Full Court 
agreed with the judge at first instance in relation to the contraventions of 
ss. 49, 45(2) and 46(1)(c), although the appeal was allowed in relation to 
the finding of a contravention of 46(l)(b);1667 whereas in the Attheraces 
case the price terms of the licence and the resultant effect of that pricing 
level to create a 'price squeeze', did not engage Article 102. On this issue, 
it can be noted that Economides (2005/6) argued that pricing data (in 
dealings with competitors), at levels that make it uneconomic for a 
competitor to compete with the suppler is a circumstance in which 
competition law should intervene. 1668 This involves considering whether 
the sacrifice of the revenue from the licences that are foregone amounts to 
monopolistic behaviour. 1669 

In the Attheraces case, the EWCA did not consider that the conditions in 
the BHB license engaged the 'exceptional circurnstances' in which a 
refusal-to-license would meet requirements of Article 102 as described in 
the Microsoft case.1670 If the 'exceptional circumstances' are established 
the firm holding the dominant position may be in breach of Article 102, 
'unless the refusal is objectively justified'; 1671 in the A ttheraces case the 
EWCA decision identified an objective justification in the refusal to 
supply the data, as arising from the legitimate interest in preventing the 
licensee from on-supplying the data so as to protect the BHB database 
from the effect of rival databases that are created from the BHB data. This 
approach seems to be consistent with the decision of the European 
Commission in the Clearstream case in which the Commission accepted 
that a dominant firm, in the market for clearing and settlement facilities for 
financial transactions, 'may take reasonable steps to defend its commercial 
interests, such measures should be reasonable and proportional to the 

1666 ASX Operations P/L v Pont Data Australia PIL (No 2) (1991) 26 FCR 492; 100 ALR 125; 13 
ATPR ~41-109 (FCAFC). ,[52,666. 
1667 ASX Operations P/L v Pont Data Australia P/L (No 1) (1991) 27 FCR 460; 97 ALR 513 ; 19 IPR 
323; 13 ATPR ~41-069 (1990) (FCAFC). 
1668 N. Economides, 'Vertical Leverage and the Sacrifice Principle: Why the Supreme Court Got Trinka 
Wrong' (2005-2006) 61 NYU Ann. Surv. Am. L. 379. 
1669 See Economides ' criticism of the Trinka decision in Chapter 6, Section 3(b). 
1670 Attheraces Ltd v The British Horseracing Board Ltd [2007] EWCA Civ 38 (2 February 2007). 
[332]. 
1671 Ibid. [333]. 
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threat they might pose to customers and competition.' 1672 The 
Commission, accepted that a dominant firm might justify its response as 
being objectively justified, such that the behaviour is consistent with the 
objectives pursued by European competition law with the consequence 
that the prohibition provided by Article 102 would not apply to the 
behaviour. 1673 It can be argued that it is more difficult under Article 102, to 
establish that a refusal-to-license data (data that is not protected by the 
database rights) than it is to establish breach of s. 46, although whether or 
not the refusal has an objective justification will be the determining factor 
under both Article 102 and s. 46 TP A/CCA. 

1672 Clearstream : Commission of the European Communities (2005) 5 CMLR 1302 (Case 
COMP/38.096, appeal case T -301104). [220] . 
1673 Ibid. Affirmed on appeal Clearstream v Commission (T-301104) [2009] 5 CMLR 24 (EUECJ). The 
Lisbon Treaty renumbers Article 82 as Article 102. 
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Chapter 7: 'Essential facilities' ('essential 
services') 

1. Introduction to the ' essential facility ' or 'bottleneck facility' problem 

(a) What is the role of the ' essential facilities ' doctrine in determining 
when IPRs must be licensed? 

An alternative analytical approach to the 'market power' analysis is the 
essential facility doctrine, which is the categorisation of a physical facility 
or an IP asset as an 'essential facility'. The essential facilities doctrine has 
been applied in relation to public utilities that have the attributes of being 
' natural ' monopolies or ' bottleneck' monopolies.1674 

The essential facilities doctrine, as developed by the courts of the United 
States and Europe, is considered in this Chapter so as to understand the 
relationship of that doctrine to the treatment of the ' refusal-to-deal ' cases 
under the 'market power ' analysis considered in the previous Chapter. An 
' essential facility' may be physical infrastructure (e.g. railway lines, 
electricity transmission lines and substations and telecommunication 
networks), however an essential facil ity may be an area of economic 
activity that has elements of being a monopoly service, which may include 
IP or other intangible elements such as a distribution network for goods or 
services. 1675 The essential facility doctrine has been proposed by Pasquale 
(2010) 1676 to apply in the online environment so as to address the 'cultural 
and political concerns that dominant search engines raise', 1677 and such 
an application of the essential facility doctrine categorising a search engine 
as a bottleneck through which web users access information. 

This Chapter extends the ' refusal-to-license ' analysis found in the previous 
Chapter, by considering the essential facilities doctrine to determine the 
circumstances in which access must be provided to a physical facility or an 
IP ·asset. The question being considered is whether this analytical 
approach is correctly identified as an independent analytical approach to 
issues arising at the intersection of IP and competition law or is merely a 
specific application of the analytical approach described in Chapters 5 & 6. 

1674 An 'essential facility' is othenvise being known as a ' bott leneck ' monopoly. A. Jones and B. 
Sufrin, EC Competition Law- Text, Cases, and Materials (2nd ed, 2004). 476. 
1675 See generally OECD, The Essential Facilities Concept (1996) OCDE/GD(96)113 
<http://www.oecd.org/dataoecd/34/20/1920021.pdf>. 
1676 F. Pasquale, 'An Essential Cultural and Political Facility' in B. Szoka and Marcus . A. (eds), The 
Next Digital Decade: Essays on the Future of the Internet (20 1 0) 401-417. (TechFreedom.org). See 
also Nimmer's suggestion that the essential facilities doctrine should be applied to the database of 
digital books that is the subject of the Google Book Settlement (GBS): RT. Nimmer, (1 September 
2009) (Should Google be a regulated utility under its 'Settlement'?), Contemporary IP , Licensing and 
Info. Law Blog <http://www.ipinfoblog.com/archives/intellectual-property-should-google-be-a-
regulated-utility-under-its-settlement.html> at 10 February 2011. See the discussion in Chapter 7, 
Section 2(c). 
1677 Ibid. 402. See Chapter 7, Section 4(c) for a discussion of search engines as essential facilities. 
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Specifically, the issues to be considered in relation to the contexts in which 
the essential facilities doctrine can be applied are: 

• Whether the essential facilities doctrine is a separate test to the 
' refusal-to-deal ' analysis, or merely a specific application of the 
' refusal-to-deal ' analysis. That is, to consider what role, if any, there 
is for such a doctrine in the 'misuse of market power' analysis 
applied ins. 46 to determine the circumstances in which a refusal-to-
license IP is anti-competitive; and 

• Whether the essential facilities doctrine as the basis of an 
'articulated competitive effects test' 1678 to drive access regimes 
within the Copyright Act or Patents Act that extend beyond the 
limited compulsory licensing regimes that currently exist in those 
statutes. That is, to provide an explanation as to how the Parts IliA 
and XIC of the Competition and Consumer Act 2010 (Cth) could be 
adapted to provide an access regime to intellectual property. 

The Ergas Committee Report (2000) commented that 'the design of Part 
IliA and Part XIC seem poorly suited to handle intellectual property 
rights, as these rights do not fit easily into the 'facility' and 'service ' 
concepts which underpin those sections of the Trade Practices Act.' 1679 

While the Ergas Committee considered there was some merit in having 
provisions for access to IP, the Committee did not recommend the 
repealing of s. 51 TP A; instead the Committee recommended reform to the 
Patents Act so as to provide for 'a well structured and articulated 
competitive el{ects test' to drive the operation of the compulsory licensing 
provisions. 16 0 The Australian IP statutes contain limited compulsory 
licensing regimes; s. 133, Patents Act 1990 (Cth/ 681 provides for a 
compulsory licensing regime that is directed to either the failure to pass 
through the social welfare benefits of the invention, in that the patentee has 
failed to meet 'the reasonable requirements of the public with respect to 
the patented invention' or the misuse of the statutory monopoly, where 
'the patentee has contravened, or is contravening, Part IV of the Trade 
Practices Act 1974 or an application law (as defined in section 150A of 
that Act) in connection with the patent. ' 1682 The ALRC noted the anecdotal 

1678 Ergas Committee Report, Review of Intellectual Property Legislation under the Competition 
Principles Agreement, (IP and Competition Review Committee (Commonwealth of Australia)) 
(September 2000). 215. 
1679 Ibid. 214. 
1680 Ibid. 215. 
1681 Patents Act 1990 (Cth). 
1682 Section 133 Patents Act 1990 (Cth) provides that compulsory licences may be ordered if the 
following requirements are satisfied: '(2) After hearing the application, the court may, subject to this 
section, make the order if satisfied that: (a) all the following conditions exist: (i) the applicant has 
tried for a reasonable period, but without success, to obtain from the patentee an authorisation to work 
the invention on reasonable terms and conditions,· (ii) the reasonable requirements of the public with 
respect to the patented invention have not been satisfied; (iii) the p atentee has given no satisfactory 
reason f or failing to exploit the patent,· or (b) the patentee has contravened, or is contravening, 
Part I V of the Trade Practices Act 1974 or an application law (as defined in section 150A of that Act) 
in connection with the patent. ' 
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evidence that the threat of compulsory licensing under s. 133 does have an 
effect of inducing patent holders to negotiate voluntary licenses. 1683 

The decision of the High Court in Telstra v The Commonwealth 1684 is 
important as it considers whether the operation of the Part XIC 
telecommunications access regime breached the property protections 
stated in s. 51 (xxxi) of the Australian Constitution. However the 
discussion of this case will be limited to noting that the decision can be 
seen as specific to the 'context and history' of telecommunications in 
Australia. In considering the question as to whether the Part XIC access 
regime effected an ' acquisition' of 'property', the High Court identified 
that the statutory context of the access regime was significant in 
determining the case.1685 What can be taken from the decision in the 
Telstra case and applied to other access regimes is that if the access regime 
was in existence prior to the time of the investment in the facility then 
there is often a statutory 'context and history ' in which the access regime 
operates such that the property rights in the facility are subject to the 
statutory access regime or that the statutory licenses remain subject to 
changes that are authorised by the relevant statute. 1686 

Section 55 of the Copyright Act 1968 (Cth) provides for compulsory 
licensing regimes for musical works so that recording artists can record 
songs upon payment of statutory royalties. 1687 There are also Australian 
copyright collection societies under Part VB of the Copyright Act, which 
result in licensing schemes for educational use of copyright works and for 
public performance and the mechanical reproduction of musical works and 
sound recordings. These licensing schemes can be described as liability 
rules to determine the terms of access and the fees payable by users of 
copyright works that are able to license the public performance and 

1683 ALRC, 'Compulsory Licensing', Genes and Ingenuity: Gene Patenting and Human Health (2004). 
(Report 99, Chapter 27, Australian Law Reform Commission). [27.11-27.13]. 
1684 Telstra Corporation Ltd v Commonwealth of Australia (2008) 234 CLR 210; 82 ALJR 521; 243 
ALR 1; [2008] HCA 7. [8]. 
1685 Ibid. [51-53]. 
1686 See also Data Broadcasting International Ltd v Ofcom [2010] EWHC 1243 (Admin) (28 May 
2010). Cranston J held that datacasting licences that were terminated were 'public law instruments' and 
not contracts and that Ofcom had not breached Article 1 of the First Protocol of the European 
Convention on Human Rights, which provides that every natural or legal person is entitled to the 
peaceful enjoyment of his possessions, and no one shall be deprived of his possessions except in the 
public interest and subject to the conditions provided for by law. Cranston J held that: 'There is no 
dispute that the DB! and SA licences, and the economic benefit and goodwill derived from them, are 
possessions within the meaning of the Article .. . But there has been no interference with their rights to 
the peaceful enjoyment of their property under Article 1 of the First Protocol to the Convention. As I 
have held Ofcom has acted in accordance with the terms of the statutory scheme and the licence 
conditions in varying the licences. Article 1 does not protect any expectation of being able to continue 
activities where the licence itself contains provisions for its variation, if the licence is varied in 
accordance with those provisions ... In any event, for the reasons I have given, any interference was 
also plainly justified and proportionate as Ofcom acted in accordance with its statutory duties.' [96]. 
1687 Section 55 Copyright Act 1968 (Cth) describes the conditions upon which manufacturer may make 
records of musical work, where the musical work has previously be recorded and distributed in 
Australia. 
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reproduction of works. 1688 For example: the licensing regime operated by 
AMCOS that facilitates the manufacture and distribution of CDs and 
DVDs that contain musical works; the public performance licensing 
regime operated by APRA; and the arrangements for the broadcasting of 
sound recordings in ss. 109 and 152 of the Copyright Act. These latter 
arrangements are the subject of a proceeding in 2011/12 in the original 
jurisdiction of the High Court that are commenced by PPCA, and which 
challenges the conditional immunity against infringement provided by 
these sections, and caps on royalties that the Act imposes on the 
determinations of the Copyright Tribunal, as breaching s. 51, (xxxi) of the 
Australian Constitution; the claim being that these sections of the Act 
effect an acquisition of property, but not on just terms. 1689 

The social and economic justification of such licensing regimes are that 
the public benefits flow from the dissemination of musical works as the 
users of those works have reduced transaction costs in that individual 
negotiations are avoided because the licence to use the musical works can 
be achieved using the statutory licensing regime. Composers and music 
publishers also benefit from the lower transaction costs that flow from the 
operation of the compulsory licensing regime. Therefore operation of a 
compulsory licensing regime by collection societies can be justified as it 
provides a fair and efficient mechanism to meet the needs and expectations 
of owners and users of musical works. 

These IP access regimes will not be considered further as this Chapter has 
a wider scope of considering the 'essential facility' or ' bottleneck' 
problem as applied to property rights, including IP, and the access pricing 
and other issues that arise in the operation of access regimes. The role of 
the essential facilities doct1i.ne is considered in terms of its relationship to 
the treatment of the 'refusal-to-deal' cases under the 'market power' 
analysis considered in the previous Chapter. 

1688 Liability rules are considered in Chapter 3, Section 4. The operation of Australian collection 
societies is reviewed by S. Simpson, Review of Australian Copyright Collecting Societies, (Department 
of Communications and the Arts) (July 1995). The Simpson Report considered the operation of the 
Phonographic Performance Company of Australia Limited (PPCA), Australasian Performing Right 
Association (APRA) and Australasian Mechanical Copyright Owners Society (AMCOS) . 
1689 Phonographic Performance Co. of Australia Ltd v The Commonwealth, S23/2010: [2011] 
HCATrans 117; [2011] HCATrans 118; [2011] HCATrans 119 (heard 10, 11 & 12 May2011-
Judgment reserved). 
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(b) The 'essential facility' or 'bottleneck facility' problem 

There are access issues arising from facilities that cannot be duplicated 
because their high capital cost, make it impossible or uneconomical to 
duplicate the facility; 1690 or for other reasons, such as the environmental 
impact, it is not desirable, to duplicate the facility; or because some 
specific attribute of the market results in the creation of a natural 
monopoly. 169 1 The facilities to supply telecommunications and energy 
(electricity and gas), airport, maritime ports and railway infrastructure are 
examples, although the essential facilities doctrine can be argued to apply 
to any area of economic activity, including IP or technology. 1692 

Technological interdependence may exist in markets that are related to 
each other: the so-called 'upstream' or ' downstream' markets. 1693 The 
upstream market refers to access to an input needed to create goods or 
services; the downstream market is the market for the goods or services 
such as a wholesale supply to distributors and retail outlets or retail supply 
to end users . The essential facility doctrine therefore describes a refusal to 
allow access where there is: 

• A unique facility that controls access to a dependent market; 1694 or 

• A vertically integrated supplier that controls some input that is 
needed in a dependent market. 1695 

1690 Dang-Nguyen & Penard explained in relation to telecommunications and energy networks that '[a} 
carrier owns an essential facility if the others cannot duplicate such an infrastructure with reasonable 
costs.' G. Dang-Nguyen and T. Penard, 'Interconnection agreements in telecommunications' in E. 
Brousseau and J-M. Glachant (eds), The Economics of Contracts: Theories and Applications (2002). 
(Cambridge University Press). 
169 1 D. Ridyard, 'Essential Facilities and the Obligation to Supply Competitors and Access to Essential 
Facilities' (1996) European Competition L. Rev. 438. 
1692 See generally OECD, The Essential Facilities Concept (1996) OCDE/GD(96)113 
<http://www.oecd.org/dataoecd/34/20/1 92002l.pdf>. CI. Nagy, 'Refusal to deal and the doctrine of 
essential facilities in US and EC competition law: a comparative perspective and a proposal for a 
workable analytical framework' (2007) 32 European L. Rev. 664-685. 
1693 O'Bryan referred to facilities as being essential 'if access to the facility is necessary in order to 
compete in an upstream or downstream market.' M. O'Bryan, 'Access Pricing: Law Before Economics' 
(1996) 4(2) Competition and Consumer L. J. 85-101. 85. See also A. Nicita and A. Castaldo, 'Essential 
Facility and Efficiency in European Antitrust. Some lessons from the GVGIFS case' (Paper presented at 
the 22nd Conference of European Association of Law and Economics, Ljubljana, Slovenia, 15-17 
September 200 5) <http://www. eale-slovenia. org/programme. php>. 
1694 Frischmann & Waller described the U.S. application of the essential facilities doctrine as imposing 
liability under the Sherman Act for a dominant firm ' if they do not provide access to their unique 
facilities, even to competitors, on a nondiscriminatory basis where sharing is feasible and the 
competitors cannot obtain or create the facility on their own.' BM. Frischmann and SW. Waller, 
'Revitalizing Essential Facilities' (2008) 75(1) Antitrust L. J. 1-65 . 3. 
1695 Hovenkamp described the essential facility doctrine as applied to vertical integrated firms ' in 
particular, the duty of a vertically integrated monopolist to share some input in a vertically related 
market', HJ. Hovenkamp, Unilateral Refitsals to Deal, Vertica l Integration, and the Essential Facility 
Doctrine (1 July 2008) U. Iowa Legal Studies Research Paper No. 08-3 1 (SSRN eLibrary) 
<http://ssm .com/abstract= 1144675>. 
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Nicita & Castaldo (2005) described the essential facility doctrine as a 
specific rule that is applied to a ' bottleneck monopolist' that is adopting 
strategies ' to exclude competitors from the market not only by refusal to 
deal but also by imposing conditions (such as pricing, tying and so on) 
which in fa ct constitute an insuperable barrier to entry for 
competitors.' 1696 This formulation of the essential facility doctrine directs 
attention to the application of the doctrine to opening up access to a market 
that is otherwise restricted by the barrier to entry resulting from the 
existence of the bottleneck facility. 

The general nature of the essential facility problem was considered by the 
Australian Competition Tribunal in, In the matter of Fortescue Metals, 1697 

in the context of reviewing the application of the Part IliA access regime 
to the railway faci lities in the Pilbara region of Western Australia. The 
Tribunal described the essential facility problem created by markets that 
are variously described as 'natural monopolies' or 'bottleneck' 
facilities, 1698 in that the nature of the market results in a tendency towards 
a monopoly coming into existence because of economies of scale that flow 
from the facilities. 1699 

The Full Federal Court, in the appeal from the decision of the Competition 
Tribunal, commented that the academic literature on 'essential facilities' or 
'bottlenecks' was helpful in understanding the issues involved, but did not 
detetmine the criteria to be applied so as to determine whether 'it would be 
uneconomical for anyone to develop another facility to provide the 
service', as stated in 44H(4)(b) of the Act. 1700 The Full Federal Court 
rejected the argument of Fortescue Metals that the relevant test 'was a 
social test concerned with the economic efficiency of duplication from the 
perspective of society as a whole', 1701 as the legislative text of Part IliA 

-------------
1696 Nicita & Castaldo, ibid. 4. 
1697 In the matter of Fortescue Metals Group Ltd [2010] ACompT 2; (2010) 242 FLR 136. (Finkelstein 
J, G. Latta & Prof. D. Round) . 
1698 Ibid. The Tribunal described the tendency toward monopoly that occurs in infrastructure as arising 
as a result of the 'farge capital costs, the immobility of the incumbent(s) and strong economies of scale. 
For this reason, such infrastructure has sometimes been described as 'natural monopolies." [503]. 
1699 See J. Daniels, 'Part II !A of the Trade Practices Act: Reflections after Fortescue' (20 1 0) 18(2) 
Competition and Consumer L. J. 165-189. Daniels described the Tribunal as applying a ' natural 
monopoly' test in preference to the ' net social benefit' test, (that was applied by the Tribunal in Duke 
Eastern Gas Pipeline PIL (2001) 162 FLR 1; ATPR ~41-821; [2001] ACompT 2. The 'natural 
monopoly' test directed to the treatment of the costs of providing an alternative facili ty. 
1700 Pilbara Infrastructure P/L v Australian Competition Tribunal [2011] FCAFC 58 (4 May 2011) on 
appeal to HCA. 'It is the legislation which was actually passed which strikes the authoritative balance 
between the competing views championed by the economists of different schools . .... In Bora! Besser 
Masonry Ltd (now Bora! Masonry Ltd) v A CCC [2003} HCA 5,· (2003) 215 CLR 3 7 4 at [ 12 3}, [ 126}, 
[ 167}-[ 184}, and [268}-[282}, the High Court warned against allowing vivid phraseology derived 
f rom the jurisprudence of other countries with different statutory regimes to 'take on a life of its own, 
independent of the statute, and distract attention from the language of the Act itself' That having been 
said, the extraneous materials to which we have referred do shed some light on the thinking which 
informs the legislation; but it is the text ofs 44H(4)(b) which is decisive. The crucial phrase ins 
44H(4)(b) is 'not economical for anyone to develop another facility'.' [75]. 
1701 Ibid. [18] and [58]. 
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TP A/CCA was directed to a narrower approach as to efficiency, in that the 
'perspective of this phrase is that of a participant in the market place who 
might be expected to choose to develop another facility in that person 's 
own economic interests. ' 1702 That is, the perspective applied in the relevant 
test is directed to the participants in the relevant market rather than a 
broader social welfare perspective, 1703 with this approach being the test 
required by Part IliA TP A/CCA. 1704 This decision results in a clash 
between statutory interpretation and economic theory as King (20 11) 
commented that while it 'may be profitable for a company to develop a 
duplicate 'natural monopoly' facility even though this is socially wastef ul' , 
that such an outcome makes little economic sense. 1705 

The following discussion of the essential facilities doctrine considers 
whether the essential facilities doctrine is simply the application of refusal-
to-deal principles (as considered in Chapter 6) or is a specific doctrine that 
is independent of the refusal-to-deal principles. 

1702 Ibid. [76], 
1703 Ibid. 'In our respectful opinion, it is indeed to strain too far to treat 'economically feasible' as 
'economically efficient '. The 'perspective' of s 44H(4)(b) is not that of 'society as a whole '; it is that of 

participants in the market place. 'Economic efficiency' may involve an evaluation of efficiency from 
society 's perspective ',· but it is quite inconsistent with the text of Pt IliA to lower the bar to access 
erected by criterion (b) to regard it as dependent on a regulator's evaluation of efficiency from the 
perspective of society as a whole rather than the fact of economic feasibility on the part of a 
participant in the market place.' [79]. 
1704 Ibid. 'In our opinion, the intention of the legislature was that, if it is economically feasible for 
someone in the market place to develop an alternative to the facility in dispute, then criterion (b) will 
not be satisfied. In such a case, there is no problem in the market place that participants in the market 
place cannot be expected to solve. This might occasion some wastage of society 's resources in some 
cases, but to say that, is to say no more than that the intention of the Parliament to promote economic 
efficiency did not trump the competing considerations at play in the compromise embodied ins 
44H(4)(b) of the Act.' [100]. 
1705 S. King, 6 June 2011 (Where now for infrastructure access?), Core Economics Blog 
<http://economics.corn.au/> at 7 June 201 1. 

320 



2. The 'essential facilities ' analysis compared to the misuse of market 
power analysis 

(a) The origins of the U.S. essential facilities doctrine 

The essential facilities doctrine is identified by von Kalinowski et a! 
(2002) 1706 as having its genesis in the Terminal Railway case 1707 (a dispute 
as to access to railway facilities including a railway bridge) with the 
doctrine being further developed in the Associated Press case 1708 (related 
to membership of the AP news service); with von Kalinowski et a!. 
describing the elements of the essential facilities doctrine, as stated in the 
MCI case, 1709 as being that the plaintiff needs to prove: 

(1) 'control of an essential facility by a monopolist '; 
(2) 'a competitor's inability reasonably or practically to duplicate the 

essential facility',· 
(3) 'denial of the use ofthefacility to the competitor',· and 
( 4) 'providing the competitor access to the facility is feasible. '1710 

The origin of the doctrine is disputed, so is the question of whether it is 
either a recognised or necessary doctrine under U.S. antitrust law. Areeda 
& Turner (1978) 1711 described the Terminal Railroad case and the 
Associated Press case as being related to 'concerted' dealings between the 
parties intended to exclude new entrants, in violation of § 1 Sherman Act. 
Areeda & Turner described the Terminal Railroad case and the Associated 
Press case as being decided on the basis that the refusal to allow access 
was a breach of § 1, as the cases involve combinations of co1npetitors 
rather than single monopolist and that these cas·es do not establish an 
essential facilities doctrine. 1712 The decision in the Trinka case confirms 
the analysis of Areeda & Turner as the Supreme Court categorised the 
Terminal Railroad case and the Associated Press case as being concerted 
dealing cases under § 1 and not unilateral dealing cases, thereby destroying 
the apparent source of the essential facilities doctrine in §2. 1713 Both the 

1706 von Kalinowski, OP., P . Sullivan and M. McGuirl, Antitrust Laws and Trade Regulation (2002). 
§25.04 [3] [b]. 
1707 United States v Terminal Railroad Ass 'n. of St. Louis, 224 US 383; 32 S Ct 507 (1912). 
1708 United States v Associated Press, 52 F. Supp. 362 (S.D.N.Y. 1943), affd, 326 US 1 (1945). 
1709 MCI Communications Corp. v AT&T, 708 F. 2d 1081 (7th Cir. 1983), cert. denied, 464 US 891; 
104 S Ct 234 (1983). 
1710 von Kalinowski eta/., ibid. §25.04 [3] [b ], fin 114, citing the circuit courts in which this 
formulation from the MCI case has been adopted or cited with approval in §25.04 [3] [b], fin 124. 
1711 PE. Areeda and DF. Turner, Antitrust Law- An Analysis of Antitrust Principles and their 
Application ( 1978) vol III. See also Phillip E. Areeda & Herbert Hovenkamp, Antitrust Law ~~630-638 
(3d ed. 2008). 
1712 Areeda & Turner, ibid. ~729g . 
1713 Verizon Communications, Inc v Law Offices of Curtis V Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). The court stated that that these cases relate to 'concerted action, which presents greater anti-
competitive concerns and is amenable to a remedy that does not require the usual estimation of free 

321 



rail facilities and the news reporting services were operated through joint 
venture entities and the refusal of access to the joint venture firm was, in 
the view of the Supreme Court, the result of the 'collusion' of the members 
of each joint venture. 

There are influential voices that argue against the essential facilities 
doctrine; Areeda ( 1990) 1714 argued that the essential facilities doctrine is an 
unnecessary doctrine in antitrust investigation and is little more than a 
label given to cases post-decision and that a significant consequence of 
applying an essential facility doctrine is that access pricing issues flow 
from enforcing access to a facility; 1715 and Hovenkamp (2008) argued that 
the essential facilities doctrine is close to being 'no fault' liability for 
monopolisation and the doctrine should be abandoned as the §2 refusal-to-
deal analysis 'is sufficient to the task.' 1716 Litigants arguing that the 
doctrine should apply have only been successful in about 10% of cases. 1717 

The explanation provided by von Kalinowski et al. for the limited success 
of plaintiffs seeking access to what is asserted to be an essential facility is 
that the courts accepted that the actions of the defendants had a rational 
business justification so that the behaviour is not anti-competitive. 

Apart from the lack of success in arguing that the essential facilities 
doctrine applied, the 9th Circuit appears to question the role of the doctrine 
in Image Technical Services v Kodak, in that the 9th Circuit held that the 
essential facilities doctrine is not the only way to analyse refusal-to-deal 
cases. 1718 As a consequence Kezsbom & Goldman (1996) 1719 warned that 
the essential facilities doctrine is not a shortcut to the analysis necessary to 
establish a breach of §2 Sherman Act, nor does the doctrine operate on the 
basis that there is a presumption that a firm has a duty-to-deal with any 
other seeking access to the firm's goods, services or facilities. 

market forces : simply requiring that the outsider be granted non-discriminatory admission to the club. ' 
fin 3. 
1714 PE. Areeda, 'Essential Facilities: An Epithet in Need of a Limiting Principle' (1990) 58 Antitrust L. 
J 841 . Areeda offers a number of principles to limit the application of the essential facilities doctrine: 
the frrst being that '[t} here is no general duty to share. Compulsory access, if it exists at all, is and 
should be very exceptional' ; the sixth being that '[n}o court should impose a duty to deal that it cannot 
explain or adequately and reasonably supervise'. 
1715 See also D. Ridyard, 'Essential Facilities and the Obligation to Supply Competitors and Access to 
Essential Facilities' (1996) European Competition L. Rev. 438. 451. D. Ridyard, 'Compulsory Access 
Under EC Competition Law- A New Doctrine of 'Convenient Facilities ' and the Case for Price 
Regulation' (2004) European Competition L. Rev. 669. 
1716 HJ. Hovenkamp, Unilateral Refusals to Deal, Vertical Integration, and the Essential Facility 
Doctrine (1 July 2008) U. Iowa Legal Studies Research Paper No. 08-31 (SSRN eLibrary) 
<http://ssm.com/abstract= ll44675>. 
1717 von Kalinowski et al., ibid. §25 .04 [3] [b] , f/n 124. 
1718 Image Technical Services, Inc v Eastman Kodak Co., 125 F. 3d 1195 (9th Cir. 1997), cert. denied, 
523 US 1094 (1998). (9th Cir) 1209-11. 
1719 A. Kezsbom and AV. Goldman, 'No Shortcut to Antitrust Analysis: The Twisted Journey of the 
'Essential Facilities' Doctrine' (1996) 11 Columbia Business L. Rev. 1. 
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(b) The Trinko case and the essential facilities doctrine 

Examples of the application of the essential facility doctrine by the U.S. 
courts focus on the difficulty of duplicating the facility - the characteristic 
of the facility being 'essential'. In the MCI case the ih Circuit Court 
applied the essential facilities doctrine to the refusal of AT&T to connect 
MCI to its network, a facility that could not be feasibly duplicated. 1720 In 
contrast the Olympic Equipment case1721 involves a claim that the 
personnel and other assets used to market products (a 'sales organisation' ) 
was an ' essential facility ' . The claim was rejected as while the sales force 
provided a considerable advantage, and would require investment of time 
and capital to replicate, it was economically feasible to create a new sales 
organisation. The control of facilities has been considered by the Supreme 
Court in the Otter Tail case, which involved a single firm's control of 
electrical power distribution facilities, with Otter Tail refusing-to-deal with 
municipalities that wanted to compete with Otter Tail in the retail delivery 
of electric power. 1722 As a consequence of the difficulty of duplicating the 
facility the refusal of supply of electricity was considered by the Supreme 
Court as eliminating all possibility of competition in the downstream retail 
electrical services market with the Supreme Court ordering Otter Tail to 
supply the municipalities. However it should be noted that the Supreme 
Court resolved this dispute by applying a §2 Sherman Act monopolisation 
analysis rather than by applying the essential facilities doctrine. 

In the Trinka case 1723 the Supreme Court did not repudiate the essential 
facilities doctrine, as adopted by the Circuit and Federal District Courts, 
nevertheless the court said that it has never recognised the doctrine and left 
the existence of the doctrine as an open question with the staternent that 
'we find no reason to recognize it or to repudiate it here. It suffices for 
present purposes to note that the indispensable requirement for invoking 
the doctrine is the unavailability of access to the 'essential facilities '; 
where access exists, the doctrine services no purpose. ' 1 724 The Trinka case 
therefore appears to cut across the distinction made by Nagy (2007) 
between a refusal-to-deal and an essential facility, as the decision of the 
Suprerne Court left doubt as to the role of the essential facility doctrine in 
the §2 Sherman Act analysis. 1725 

1720 MCI Communications Corp. v AT&T, 708 F. 2d 1081 (7th Cir. 1983), cert. denied, 464 US 891 ; 
104 S Ct 234 (1983). 
172 1 Olympia Equipment Leasing Co. v Western Union Telegraph Co. , 797 F. 2d 370 (7th Cir. 1986), 
cert. denied, 480 US 934. See also Twin Laboratories v Weider Health and Fitness, 900 F. 2d 566 (2nd 
Cir. 1990). A magazine was not an essential facility in relation to marketing in the nutritional 
supplement market. 
1722 Otter Tail Power Co. v United States, 410 US 366; 93 S Ct 1022 (1973). 
1723 Verizon Communications, Inc v Law Offices of Curtis V. Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). 
1724 Ibid. Justice Scalia, Section III. 
172 5 CI. Nagy, 'Refusal to deal and the doctrine of essential facilities in US and EC competition law: a 
comparative perspective and a proposal for a workable analytical framework' (2007) 32 European L. 
Rev. 664-685 . The distinction made by Nagy between a ' refusal-to-deal' case and an 'essential facility' 
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The existence of non-judicial regulators is another factor that has been 
identified as limiting the application of the essential facilities doctrine. 
Salop (2006) 1726 explained the Trinka case by proposing that where an 
integrated firm has a natural monopoly in the input, so that the firm could 
be characterised as controlling an essential facility that a court would 
choose not to intervene under the essential facility doctrine where there 
activity is regulated by a specialised regulatory agency.1727 

In defence of the essential facilities doctrine, Waller (2008) 1728 argued that 
what the Supreme Court said about the doctrine constituted obiter dicta as 
the court determined that the plaintiffs remedies were limited to those set 
out in the Telecommunications Act 1996 (U.S.) rather than any remedies 
provided by the Sherman Act; however Waller conceded that the Trinka 
case 'has virtually eliminated the essential facilities doctrine where it is 
most needed in the fringes and twilight of the regulated-industry universe 
and theoretically preserved it in the nonregulated-industry contexts, where 
it is least needed and least likely to be present in the first place.' 1729 The 
cases subsequent to Trinka that raise the essential facility doctrine are 
explained by Waller as being unsuccessful either because the plaintiff 
could not establish all the elements required by the MCI case 1730 or 
because the activity was regulated - as identified by the Supreme Court in 
the Trinka case as excluding the application of the doctrine. 173 1 However 
the attempts to explain or limit the effect of the Trinka case are fighting 
against the influence of Areeda's 1990 article, which argued that there is 
no sound principle that defines the circumstances in which the essential 
facility doctrine should be applied. 1732 The doubt that is created by the 
Trinka case lead Keyte (2005) 1733 to argue that the essential facilities 
doctrine is likely to be killed off when next argued in the Suprerne 
Court. l734 

case is that a 'refusal-to-deal ' case is one where there are two relevant markets with a fum being 
dominant in one market and refuses to deal with competitors so as to gain market power in the second 
market, whereas an ' essential facility ' case, in contrast, is where there is one market, with a facility to 
which access is refused. 
1726 SC. Salop, 'Exclusionary Conduct, Effect on Consumers, and the Flawed Profit-Sacrifice Standard' 
(2006) 73(2) Antitrust L. J 311 -374. 
1727 Ibid. 372. 
1728 SW. Waller, 'Areeda, Epithets and Essential Facilities' (2008) 2 Wisconsin L. Rev. 359-386. 
1729 Ibid. 382. 
1730 AfCICommunications Corp. vAT&T, 708 F. 2d 1081 (7th Cir. 1983), cert. denied, 464 US 891 ; 
104 S Ct 234 (1 983). 
1731 Waller, ibid, 365, f/n 36, citing, inter alia, Covad Communications Co. v Bell Atlantic Corp., 398 
F. 3d 666 (D.C. Cir. 2005). Gregory v Fort Bridger Rendezvous Ass'n., 448 F. 3d 1195 (lOth Cir. 
2006). 
1732 PE. Areeda, 'Essential Facilities: An Epithet in Need of a Limiting Principle' (1990) 58 Antitrust L. 
J. 84 1. See also Waller, ibid, fin 31, citing a number of commentators who are in agreement with 
Areeda. 
1733 JA. Keyte, 'The Ripple Effects ofTrinko: How It is Affecting Section 2 Analysis' (2005) 20(1 ) 
Antitrust 44-51 . 
1734 Ibid. 45. 
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(c) The Google Book project as an essential facility 

An example of the possible application of the essential facilities doctrine 
in the digital environment is provided by the suggestion by Nimmer (20 1 0) 
that the Google Books project be treated as an essential facility. 1735 This 
suggestion must be assessed against the treatment of the essential facility 
doctrine in the Trinka case, which leaves the essential facility doctrine in a 
state of limbo, with the Supreme Court casting doubt as to whether the 
doctrine is a distinct analytical approach to determine §2 Sherman Act 
liability. Nimmer argued that the creation by Google of the 'pooled' 
copyrights in the Google Book Settlement (GBS) has the effect of 
inhibiting competing pools of digitised works so that the settlement should 
be regulated as a utility or essential facility. 1736 

The application of the essential facilities doctrine, assuming it continues as 
a valid doctrine, requires proof of an inability (reasonably or practically) of 
a competitor to duplicate the facility (which is an evidential burden that 
will be discussed below). In any event, after the Trinko case any attempt 
to apply the essential facilities doctrine must address what is arguably a 
principle derived from that case - that the essential facilities doctrine is not 
a distinct analytical approach to determine §2 liability and that claims of 
monopolisation or attempted monopolisation must meet the established 
test for §2 liability. The effect of the Trinka decision is described by 
Delrahim (2008) as suggesting that compulsory licensing as a remedy 
should be used only 'when other, less restrictive remedies would most 
likely fail to address anticompetitive conduct by a defendant', 1737 as the 
Trinka case confirms the reluctance of U.S. courts to act in a quasi-
legislative or regulatory role in resolving refusal-to-deal cases so as to 
avoid the error of intervening when no intervention is necessary. 

The Department of Justice made submissions that the proposed settlement 
contained elements of an ' unreasonable' restraint of trade under § 1 
Sherman Act. 1738 Following those submissions the original drafting of the 

1735 RT. Nimmer, (1 September 2009) (Should Google be a regulated utility under its 'Settlement'?), 
Contemporary IP, Licensing and Info. Law Blog <http://www.ipinfoblog.com/archives/intellectual-
property-should-google-be-a-regulated-utility-under-its-settlement.html> at 10 February 2011 . 
1736 The terms of the GBS are set out at < http://www.googlebooksettlement.com/r/home>. Nimmer 
argued that the creation by Google of the 'pooled' copyrights has the effect of inhibiting competing 
pools of digitised works; with Nimmer asking 'why should it not be treated like a utility, common 
carrier, or essential facility that should be required to provide low cost, non-discriminatory access to 
all others and its profit from this anti-competitive agreement and the asset created with the power and 
sanction of the court should be closely regulated.' Nimmer, ibid. 
1737 M. Delrahim, 'Forcing Firms to Share the Sandbox: Compulsory Licensing of Intellectual Property 
Rights and Antitrust' (Paper presented at the British Institute oflnt'l. and Comparative Law, London, 10 
May 2008) <http://www.usdoj.gov/atr/public/speeches/203627.htm>. A Deputy Assistant Attorney 
General at the DOJ Antitrust Division. 
1738 The submissions of the Department of Justice argued that the GBS contained elements of an 
' unreasonable ' restraint of trade under§ 1 Sherman Act: ' In at least three respects, the collectively 
negotiated provisions of the Proposed Settlement appear to restrict price competition among authors 
and publishers: (I) the creation of an industrywide revenue-sharing formula at the wholesale level 
applicable to all works,· (2) the setting of default prices and the effective prohibition on discounting by 
Google at the retail level,· and (3) the control ofprices for orphan books by known publishers and 
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GBS was revised and in 2009 the court granted preliminarily approval to 
the Amended Settlement Agreement (ASA). 1739 However, in March 2011, 
following submissions from authors and others with an interest in the ASA 
(including competitors of Google ), Judge Chin refused to confirm the final 
approval of the ASA, although he indicated that 'concerns raised in the 
objections would be ameliorated if the ASA were converted from an 'opt-

, l ' . ' l . 1740 1 h gh J d Ch. out sett ement to an opt-zn sett ement'; a t ou u ge In 
indicated that Congress was the better forum in which to resolve the policy 
issues in respect of digitallibraries. 1741 

An ' opt-in' settlement results in authors and publishers having to 
specifically agree to the inclusion of a work within the pool of digitised 
works. 1742 This would result in a significantly reduced pool of digitised 
works so that, indirectly, the antitrust concerns are of less significance. 
The social welfare problem posed by readers being unable to access out-
of-print and ' orphaned ' works remains a problem to be addressed. If the 
copyright regime is viewed as a social contract - that in return for the 
exclusive rights the knowledge contained in the works becomes available 
to readers - then the inability of readers to access out-of-print and 
'orphaned ' works results in a diminution of the welfare benefits the 
copyright regime in intended to create. The Google Books project provides 
a solution in that the pool of digitised works provides income streams for 
the authors and publishers; the implementation of an 'opt-out' settlement 
addresses the problem posed by out-of-print and 'orphaned' works as those 
works become available in readers through the Google Books project. 
However an 'opt-in' settlement largely removes the justification for a 
class-action settletnent as individual authors are always in a position to 
agree to participate in the project. 1743 

The opposition to the ASA on antitrust grounds was summarised by Judge 
Chin as being '(1) certain pricing mechanisms would constitute horizontal 
agreements that would violate the Sherman Act; (2) the ASA would 
effectively grant Google a monopoly over digital books, and, in particular, 
orphan books,· and (3) such a monopoly would further entrench Google's 
dominant position in the online search business. ' 1744 The question as to 

authors with whose books the orphan books likely compete.' See R. Singe!, DoJ Asks Court to Nix 
Google Book Search Settlement (19 September 2009) Wired.com 
<http: //www.wired.com/epicenter/2009/09/doj-google-reject/> at 10 February 2011. 
1739 American Ass'n of Publishers v Google, Inc, Case No. 05 CV 8136 (S.D.N.Y. Nov. 19, 2009). 
1740 American Ass'n of Publishers v Google, Inc, 770 F.Supp.2d 666 (S .D.N.Y. 2011). 
1741 The policy design of digital libraries is considered by RC. Picker, After Google Book Search: 
Rebooting the Digital Library (2011) U of Chicago Law and Economics Olin Working Paper No. 559 
(SSRN eLibrary) <http://ssrn.com/paper=1864031>. 
1742 Such an 'opt-in' settlement would exclude the so-called ' orphan' works being part of the pool of 
digitised works because of the inability to locate the authors. CC. Miller, Book Ruling Cuts Options for 
Google (23 March 2011) New York Times 
<http://www.nytimes.com/2011/03/24/business/media/24google.html?_r=1&hp> at 24 March 2011. 
1743 S. Gustin, Coogle Books Deal Not Dead, Only Resting, Authors' Lawyer Says (24 March 2011) 
Wired.com <http://www.wired.com/epicenter/2011 /03/google-books-not-dead/> at 25 March 2011. 
1744 AmericanAss'n a_[ Publishers v Google, Inc, 770 F.Supp.2d 666 (S.D.N.Y. 20 11). 12-13 . 
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whether the pricing mechanisms in the GBS are ' unreasonable ' restraint of 
trade under § 1 Sherman Act is not given any extensive explanation in the 
decision of Judge Chin and, as it is a complex issue, that is collateral to 
this thesis, the issue will not be further considered. 1745 

The second category of opposition to the GBS relates to the ASA 
effectively granting Google a 'monopoly' in publishing digital books, with 
both Amazon and Microsoft arguing that the GBS has anti-competitive 
implications. In the above discussion as to whether the GBS should be 
treated as an essential facility, Nimmer argued that the creation by Google 
of the 'pooled' copyrights in the GBS has the effect of inhibiting 
competing pools of digitised works. Neither Nimmer' s proposal nor the 
review of the ASA by Judge Chin, addresses the evidential burden of 
establishing whether the ASA actually provides Google with a monopoly 
over digital books as understood by § 1 and §2 of the Sherman Act. When 
the current state of eBook publishing is considered it can be argued that 
there is a difficult evidential burden facing anyone wanting to establish 
that it is economically not feasible to create a competing pool of digital 
works to the Google Books project; eBook services are offered by a 
number of online publishers - both commercial publishers of copyright 
works and non-profit publishers. 1746 

The third category of opposition to the GBS relates to the 'monopoly' that 
is asserted to be granted to Google by the ASA as further entrenching 
'Google 's dominant position in the online search business', with Microsoft 
identifying how the GBS would have the effect that only the Google 
search engine would be able to search the Google Books online 
database. 1747 There remains unresolved issues as to the relevant market in 
relation to eBook publishing; 1748 and whether Google is 'dominant' in the 
search engine market (in the sense of being a monopoly within §2 
Sherman Act), and as to the relationship between the alleged dominance in 
the search engine market and activities occurring in the separate market 
related to eBook publishing. 

1745 ML. Lao, 'The Perfect is the Enemy of the Good: The Antitrust Objections to the Google Books 
Settlement' (2012) (Forthcoming) 78 Antitrust L. J, <http://ssm.com/paper=1947068>. Lao argues that 
it is unlikely that a court would hold the price setting provisions of the GBS to be per se illegal as the 
proper standard for evaluating those provisions is whether it was reasonably related to the efficiency 
enhancing benefits of re-publishing 'orphan' works; citing Broadcast Music, Inc v Columbia 
Broadcasting Sys., Inc, 411 US 1; 99 S Ct 1551 (1979). Major League Baseball Properties, Inc v 
Salvino, Inc, 542 F.3d 290 (2d Cir. 2008). 
1746 e.g. Project Gutenberg publishes out-of-copyright books. <http://www.gutenberg.org>. 
1747 B. Smith, 30 March 2011 (21 :00) (Adding our Voice to Concerns about Search in Europe), SVP 
and General Counsel, Microsoft Corp. 
<http:/ /blogs.technet.com/b/microsoft_ on_ the _issues/archive/20 11103/30/adding-our-voice-to-
concems-about-search-in-europe.aspx> at 1 April 201 1. 
1748 Lao, ibid, argues that it is 'implausible that a small subset ofout-of-print books with the least 
commercial value can be so unique and valuable that having exclusivity would give someone market 
power in an antitrust sense.' 
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3. European cases on access to facilities 

(a) Technical, legal and economic barriers to entry creating an essential 
facility 

In European competition law an essential facilities doctrine is firmly 
established in decisions of the European courts and the European 
Commission, with ECJ in the Oscar Bronner case stating the test to 
determine the circumstances in which the doctrine will be applied so as 
require access to the essential facility. The cases that consider the 
application of essential facilities doctrine to intangible assets include: the 
refusal of access to a newspaper delivery service (Oscar Bronner) ; 1749 the 
refusal of access to a copyright system for marketing pharmaceutical 
products (IMS Health) ; 1750 and the refusal of access to electronic clearing 
and settlement facilities used for trading financial secunttes 
( Clearstream ). 1751 The essential facilities doctrine has been considered in 
relation to physical facilities in: the European Night Services case; 1752 the 
G VG/FS case; 1753 and Ineos v Huntsman. 1754 

In the Oscar Bronner case the claim was that the refusal to provide access 
to the newspaper home delivery service was a refusal to supply 'essential 
services' and consequently a breach of Article 102.1755 Prior to the decision 
of the ECJ in the Oscar Bronner case the opinion of Advocate General 
Jacob reviewed the U.S. case law on essential facilities. Jacob identified 
the policy reasons that explained why a finding of a refusal to supply 
'essential services' or refusal to provide access to an ' essential facility ' is 
rarely justified. Those reasons being: the importance of: property rights; 

1749 Oscar Bronner v Mediaprint Zeitungs- und Zeitschriftenverlag (1999) 4 CMLR 112; (1998) ECR I-
7791 ; EUECJ C-7/97 (ECJ) . 
1750 IMS Health GmbH & Co. OHG v NDC Health GmbH & Co. KG (2004) All ER (EC) 813; ECR I-
5039; (2004) 4 CMLR 1543; EUECJ C-418/01 (ECJ) . 
1751 Clearstream: Commission of the European Communities (2005) 5 CMLR 1302 (Case 
COMP/38.096, appeal case T -301/04) . 
1752 European Night Services v Commission (1998) ECR II-3141 ; 5 CMLR 718 (Cases T-374, 375 , 384 
& 388/94). Considers a joint venture agreement to run train services through the Channel Tunnel, 
resulted in the joint venture being in control of railway infrastructure, locomotives and crews. The ECJ 
identified the principle derived from the Magill case and the Tierce Ladbroke case is that 'a product or 
service cannot be considered necessary or essential unless there i~ no real or potential substitute' . 
(208]. The ECJ held that third parties could source the special locomotives used in the Channel Tunnel 
and crews could be hired, so that the joint venture operators were not 'in possession of infrastructure, 
products or services which are 'necessary ' or 'essential ' for entry to relevant market'. [209]. Therefore 
the joint venture operation of the Channel Tunnel could not be categorised as an essential facility. [21 0-
215]. 
1753 GVG/FS (2003) ECComm 64 (COMP/37.685- Antitrust). Refusal of access to railway 
infrastructure . 
1754 Ineos Vinyls Ltd v Huntsman Petrochemicals (UK) Ltd [2006] EWHC 1241 (Ch) (26 May 2006). 
The pricing of chemicals delivered by a pipeline. Blackburne J accepted that the ability to fmd 
substitute delivery methods to avoid the ' bottleneck' in supply was relevant to the defini t ion of the 
market in which the commodity was supplied and hence to the question of 'dominance ' in that market. 
1755 Oscar Bronner, C-7197 [1998] ECR I-7791 (Opinion of Advocate General Jacobs, 28 May 1998). 
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the freedom to contract and to choose trading partners; that forcing access 
may inhibit the incentive to create the facility, that is, there should be an 
incentive to duplicate the facility where this is practical; and that the 
primary purpose of Article 102 is to prevent the distortion of competition 
rather than the protection of firms operating in the market. 1756 

Jacob stated the further reason against such intervention is that the 
assessment of the cost of access would occur in circumstances in which the 
owner is not willing to negotiate terms of access and such intervention 
'would not only be unworkable but would also be anti-competitive in the 
longer term, and indeed would scarcely be compatible with a free market 
economy' .1757 Jacob described the circumstance in which access should be 
forced on the owner of the facility is where there is a bottleneck of supply 
with no downstream competition, and that a facility is 'essential' where the 
replication of the facility undesirable for public policy reasons or it is not 
economically rational to replicate the facility. 1758 

(b) The essential facility doctrine and Article 102 TFEU 

Commentators question the relevance of the essential facilities doctrine in 
the application of the competition provisions of the European Treaty. For 
example, Humpe & Ritter (2005) 1759 argue that it is simply an application 
of the principles defining when there is a duty-to-deal rather than a 
separate rule under Article 102. Nicita & Castaldo (2005) 1760 described the 
essential facility doctrine as a specific rule applied to a ' bottleneck 
tnonopolist', although they also question whether a separate rule under 
Article 102 is necessary in such situations. Nicita & Castaldo argue that 
the refusal-to-deal analysis under Article 102 is appropriate to identify 
either a change in behaviour of a dominant firm that results in a refusal to 
supply an existing customer, which refusal does not have a objective 
economic justification; or a discriminatory refusal to supply a new 
custom.er, which refusal does not have a objective economic justification; 
or 'that the refusal to deal operated by the dominant firm serves 
anticompetitive aims of pre-emption, market foreclosure, selective boycott 
and so on.' 1761 The problem created by the use of the essential facilities 

1756 Ibid. [56-58]. 
1757 Ibid. [69]. 
1758 Advocate General Jacob stated the conditions as being 'where duplication of the facility is 
impossible or extremely difficult owing to physical, geographical or legal constraints or is highly 
undesirable for reasons of public poli<.y.. It is not sufficient that the undertaking 's control over a 
facility should give it a competitive advantage.' Ibid. [65]. 
1759 C Humpe and CRitter, 'Refusal to Deal' (July 2005) GCLC Research Paper on Article 82. 
1760 A. Nicita and A. Castaldo, 'Essential Facility and Efficiency in European Antitrust. Some lessons 
from the GVG/FS case' (Paper presented at the 22nd Conference of European Association of Law and 
Economics, Ljubljana, Slovenia, 15-17 September 2005) <http://www.eale-
slovenia.org/programme.php>. 
1761 Ibid. Nicita & Castalado described the essential facility doctrine as applying to situations where the 
'bottleneck monopolist' is adopting strategies 'to exclude competitors from the market not only by 
refusal to deal but also by imposing conditions (such as pricing, tying and so on) which in fact 
constitute an insuperable barrier to entry for competitors.' 4 . Nicita & Castalado proposed a test for 
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doctrine is identified by Nicita & Castaldo as being that its application 
forces structural changes on the market, 1762 an example being the forced 
operation of the ' facility ' as a wholesale market - such as can be seen with 
deregulation of electricity transmission facilities or other utilities. 

Nicita & Castaldo described the essential facilities doctrine as a ' residual ' 
test that supplements the refusal-to-deal analysis. 1763 These criticisms of 
the essential facility doctrine under Article 102 reflect the scepticism of the 
essential facility doctrine that is evident in the Trinka case. The essence of 
the argument is that in the review of any change in a dominant firm 's 
behavior in relation to dealing with competitors, the standard criterion of 
an illegitimate refusal-to-deal provides the optimum basis on which to 
assess any anti-competitive effects of the refusal-to-deal. 

(c) The economic analysis of essential facilities 

The economic analysis of refusals-to-deal was discussed earlier in this 
thesis in relation to the dominance or market power approach to refusals-
to-deal. 1764 This further discussion focuses on how the opinion of 
Advocate General Jacob in the Oscar Bronner case drew attention to the 
nature of barriers to entry to the relevant market, in the form of 'technical, 
legal or even economic obstacles', as being a significant factor in the 
analysis of essential facilities. 1765 The importance of assessing the 
significance of these barriers to entry was adopted by the ECJ, which held 
that while granting access to the home delivery services would benefit 
Oscar Bronner, it could not be said that access to the services was 
'indispensable' for competition in the newspaper market, 1766 as there were 
other methods of distribution available, 1767 and there were no 'technical, 
legal or even economic obstacles, capable of making it impossible, or even 
unusually difficult' for any publisher of group of publishers to set up a 
competing distribution service. 1768 The Clearstream case extends this 
analysis of what amounts to a ' significant barrier to entry' by noting that 
the significance of barriers to entry will be dependent on the nature of the 
specific facility. A fin11 replicating the facilities, so as to enter to the 
market, may face insuperable technical, legal or economic obstacles, or 

the definition of an essential facility with the test addressing four factors: '(i) Dominant position of the 
facility owner,· (ii) Feasibility of shared access,· (iii) Essentiality of the facility,· (iv) Non-duplicability 
of the facility.' 11. 
1762 Ibid. N icita & Castaldo argue that reliance on an essential facilities doctrine 'when standard 
antitrust rules are available may introduce, if permanently implemented, irreversible changes in 
market structure, affecting competition dynamics and incentives to innovate' and as a consequence had 
the 'potential to reduce consumers welfare.' 
1763 Ibid. 11 . 
1764 See Chapter 6, Section 4. 
1765 Oscar Bronner, C-7197 [1998] ECR I-7791 (Opinion of Advocate General Jacobs, 28 May 1998). 
1766 Ibid. (41] , [45] and [46]. 
1767 Ibid. [43]. 
1768 Ibid. [4 1]. 
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may merely require a large amount of capital and time to get all necessary 
regulatory and other necessary permits to build the facility. 1769 

These barriers to entry are argued by Evrard (2004) 1770 to be important in 
determining whether the creation of an alternative facility makes sense 
from an economic point of view - that is, assessing the likelihood of 
recouping the capital costs of creating a new facility to compete with 
existing facility. Nicita & Castaldo (2005) 1771 present a similar argument 
and propose that the assessment of whether the facility is ' essential ' is not 
directed towards granting access to a small entrant because it may not have 
the economic, commercial, technological resources to create the facility; 
rather the test is directed to an assessment of whether the new entrant has 
the resources to reach an efficient level of operation of a competing 
facility. 1772 Nicita & Castaldo argue that such a test is necessary 
'[o]therwise any new entrant in any market could maintain the right to 
have access to incumbents ' inputs when it is too small to cover the start -up 
costs.' 1773 However if the cost of capital to create a competing facility is 
prohibitive, even to large firms, then the denial of access to the existing 
facility can be seen as tending to 'result in a total elimination of actual and 
potential competition.' 1774 The refusal of access may nevertheless be 
justified as resulting in reductions in efficiency or in value of the facility if 
access is granted, such that a refusal of access to an essential facility may 
have an objective economic justification. 1775 

1769 Clearstream: Commission ofthe European Communities (2005) 5 CMLR 1302 (Case 
COMP/38.096, appeal case T -30 1104). The Commission provide examples of barriers to entry to a 
financial clearing and settlement system, as being 'regulations, technical requirements, interest by 
market participants, cost of entry, cost for customers and likelihood to provide competitive products.' 
215 . 
1770 SJ. Evrard, 'Essential Facilities in the European Union: Bronner and Beyond' (2004) 10 Columbia 
J. European Law 491-526. 
1771 A. Nicita and A. Castaldo, 'Essential Facility and Efficiency in European Antitrust. Some lessons 
from the GVG/FS case' (Paper presented at the 22nd Conference of European Association of Law and 
Economics, Ljubljana, Slovenia, 15-17 September 2005) <http://www.eale-
slovenia.org/programme. php>. 
1772 Nicita & Castaldo argue that the economic feasibility of duplicating the facility should be assessed 
on an ' equally or more efficient competitor' basis; and identify this approach as being applied by the 
ECJ in C-7/97, Oscar Bronner at [ 41]. 
1773 Nicita & Castaldo, ibid. 11. 
1774 Ibid. 
1775 Temple Lang considers that in relation to the objective justification of a refusal of access that, 
' [t} he basic principle is that if a reasonable owner of the facility, who had no interest in any 
downstream operation would have a substantial interest, acting rationally, for refusing access, the 
vertically integrated company is entitled to do so' . J. Temple Lang, 'Anti-competitive Non-pricing 
Abuses under European and National Antitrust Law' (2003) Fordham Corporate Law Institute 235. 
272-273. See the discussion of an objective justification in Chapter 6, Section 4(b). 
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4. Digital technology as an 'essential facility' 

Digital technologies may exhibit product lock-in or network effects that 
have the effect of foreclosing access to the market, with the existence of 
technology standards limiting the development of competing digital 
products or services. The 0 ECD (1996) 1776 identified access to IP and 
technology standards related to computer technology as important issues in 
the application of the essential facilities doctrine. 1777 Technology standards 
are the industry standards that define the specifications for various 
hardware and software components for the purpose of achieving 
interoperability of computer hardware and software. The importance of 
achieving interoperability is identified by the OECD as resulting from the 
network effects such that the new products need to confirm to the relevant 
technical standards that are applicable to the product so that existing users 
can connect to or use the new product so as to gain the benefit of the 
network effect. The OECD noted that the obstacles to interoperability of 
digital products can result from difference causes, such as denial of access 
or the delay in providing interoperability information. 1778 

(a) Computer-based flight booking systems as 'essential facilities ' 

An airline ticket booking system provides an example of a digital 
technology that can be argued to be an essential facility. Litigation over 
access to computer-based flight booking systems in Europe 1779 and the 
United States 1780 provides some support for the scepticism that is directed 
to the essential facility doctrine as the outcome in each case appears to tum 
on the specific nature of the anti-competitive conduct, with the outcome of 
each case being explained through the application of the standard test for 
anti-cornpetitive behaviour rather than the application of the essential 
facilities doctrine. That is, the categorisation of something as being 
'essential' does not, in itself, provide the answer to the question of 
liability, as §2 Sherman Act requires the plaintiff to establish 
tnonopolisation together with an element of anti -competitive conduct, and 

1776 OECD, The Essential Facilities Concept (1996) OCDE/GD(96)113 
<http://WW\¥.oecd.org/dataoecd/34/20/1920021 .pdf>. 
1777 The key issues, as described by the OECD, are'- unilateral versus joint conduct- complications 
when intellectual property is asserted to be an essential facility - the need to clar(fy the scope and 
limits as applied to standards- how to establish the terms of access. ' OECD, ibid, 110. 
1778 Ibid. The OECD report comments that '[t} o those advocating interoperability, lack of access to 
critical interface standards is a major obstacle. Denial of access can take the form of withholding all 
or just timely and complete information about critical interfaces, demanding exorbitant royalty rates, 
refusing to license technology or abusing IPRs particular~y with respect to reverse engineering. ' See 
also J. Drexl, 'Abuse of Dominance in Licensing and Refusal to License: A 'More Economic Approach' 
to Competition by Imitation and to Competition by Substitution' in CD. Ehlermann and I. Atanasui 
(eds), Competition Law Annual2005: The Interaction between Competition Law and IP Law (2005) 
647-664. (Hart Publishing). 
1779 London-European Sabena (1989) 4 CMLR 662; (1988) OJ L317/47. 
1780 Alaska Airlines, Inc v United Airlines, Inc, 948 F. 2d 536 (9th Cir. 1991), cert. denied, 503 US 977 
(1992). 
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Article 102 requires the plaintiff to establish the existence of dominance 
and the abuse of that dominant position so as to have an adverse effect on 
competition. 

An example of the Sherman Act analysis to computer technology is the 
Alaskan Airlines case 1781 in which the plaintiffs argued that the 
respondent's computer-based flight booking system was an essential 
facility and the respondent's pricing of access to the booking system was a 
breach of §2. The 9th Circuit rejected the claims holding that '[a} facility 
that is controlled by a single firm will be considered "essential" only if 
control of the facility carries with it the power to eliminate competition in 
the downstream market.' 1782 The 9th Circuit Court was of the opinion that 
the respondent had only a limited ability to leverage their dominance in the 
computer-based flight booking system to gain a competitive advantage in 
the downstream air transportation market through the pricing of access to 
the computer-based flight booking system and that, 'at most, defendants, 
gained a monetary profit at their rival's expense. The exercise of this 
limited power is not actionable under Section 2.' 1783 The computer-based 
flight booking system did not fulfill the requirements of §2 as airlines 
could shift from one booking system to another or create their own. 

The Sabena case1784 provides an example of the European Commission 
considering whether the refusal of access to a computer reservation system 
was a misuse of a dominant position under Article 102. The Commission 
concluded that Sabena abused a dominant position in the market for the 
supply of computer reservation services in Belgium by refusing to grant 
the London European airline access to the Saphir reservation system on the 
grounds that the latter's fares were too low; as the Commission concluded 
that Sabena's conduct was intended to produce an artificial increase in 
fares, the Commission determined Sabena' s conduct to be incon1patible 
with a system of free competition. 1785 

In a subsequent complaint, the Commission determined that Aer Lingus 
abused a dominant position when it withdrew from a joint ticketing 
arrangement with British Midland airline, with the arrangement described 
as 'interlining'. 1786 The Commission concluded that the withdrawal from 
interlining did not have an objective commercial justification and was 

1781 Ibid. 
1782 Ibid. 544. (emphasis in original). 
1783 Ibid. 545-546. The case considers 2 related issues: (1) whether the respondent's computer-based 
flight booking system was an 'essential facility'; (2) whether the respondent engaged in leveraging its 
dominance in the computer-based flight booking system to gain a competitive advantage in the 
downstream air transportation market. The ' leverage ' argument was rejected, as the 9th Circuit was of 
the opinion that Berkey Photo case had misapplied the §2 Sherman Act requirements in the conclusion 
that 'a firm violates Section 2 merely by obtaining a competitive advantage in the second market, even 
in the absence of an attempt to monopolize the leveraged market.' ibid. 547. Discussing Berkey Photo, 
Inc v Eastman Kodak Co., 603 F. 2d 263 (2d Cir. 1979), cert. denied, 444 US 1093; 100 S Ct 1061 
(1980). 
1784 London-European Sabena (1989) 4 CMLR 662; (1988) OJ L317/47. 
1785 Ibid. [29]. 
1786 British Midland/Aer Lingus (1993) 4 CMLR 569; (1992) OJ L96/34. 
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discriminatory in that Aer Lingus continued to interline with other airlines. 
Thus the strategy of selective choice as to the firms that Aer Lingus 
permitted to interline with it was held to be exclusionary conduct that was 
an abuse of Article 102 as the behaviour restricted the development of 
competition on the London (Heathrow) to Dublin route. It should be noted 
that neither the Sabena case nor the Aer Lingus case were determined with 
reference to an essential facilities doctrine, rather the anti-competitive 
intention related to punishing Sabena for its low pricing. In the Aer Lingus 
case the discriminatory exclusion of the British Midland airline, in the 
absence of any objective justification, was determined to be abuses of 
Article 102. 

The Alaskan Airlines case appears consistent with the discussion earlier in 
the thesis as to how the limits of the apparent duty of help for a competitor 
that is derived from the Aspen Skiing case. Posner J, in the Olympia 
Equipment case, 1787 identified a narrow principle derived from the Aspen 
Skiing case, ' that a monopolist may be guilty of monopolization if it 
refuses to cooperate with a competitor in circumstances where some 
cooperation is indispensable to effective competition' .1788 The ih Circuit 
held that within the circumstances of the Olympia Equipment case the 
refusal to provide access to the sales force operated by the respondent did 
not meet this requirement. The principle derived from the Aspen Skiing 

1789 · · d b h S C · h rr . k 1790 · case was rev1s1te y t e upreme ourt, 1n t e 1 rzn o case, 1n 
which the court rejected the refusal-to-deal claim under §2 Sherman Act in 
relation to the supply of telecommunication services. 

(b) Computer operating systems as 'essential facilities' 

Disputes have arisen as to whether computer technology, software and 
hardware, is an essential facility. 1791 The difficulty of establishing that a 
computer operating system is an essential facility is highlighted in the U .S. 
in Aldridge v Microsoft Corp 1792 and in Europe in NMPP v MLP. 1793 

Aldridge v Microsoft Corp 1794 arose from the refusal of l\tticrosoft to 
disclose design element of the Windows 95 operation system (WOS'95); it 

1787 Olympia Equipment Leasing Co. v Western Union Telegraph Co., 797 F. 2d 370 (7th Cir. 1986), 
cert. denied, 480 US 934. 
1788 Ibid. (7th Cir.) 379. 
1789 Aspen Skiing, ibid. 
1790 Trinka, ibid. 
1791 Intergraph Corp. v Intel Corp. , 88 F. Supp. 2d 1288 (N.D. Ala. 2000). In which the district court in 
Alabama issued an injunction requiring Intel to resume supplying technical information on the basis 
that Intel had a monopoly over microprocessor chips, which were an ' essential facility ' because access 
to the technical information was crucial to Intergraph's viability as a business. 
1792 David L. Aldridge Co. v Microsoft Corp., 995 F. Supp. 728 (S.D. Texas 1998). 
1793 Ste NMPP v Ste MLP (2006) 37 (2) I.I.C. 239-40 (case note) ; Case No. 04-12 .338 Supreme Court 
(Cour de cassation commercial) (12 July 2005). On appeal from SAEM et NMPP contre le Conseil de 
Ia concurrence, Cour d'appel de Paris du 12 fevrier 2004. 
1794 David L. Aldridge Co. v Microsoft Corp., 995 F. Supp. 728 (S.D. Texas 1998). 
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was argued that the failure of Microsoft to disclose design elements of the 
WOS'95 breached §2 of the Sherman Act, with the claim directed to 
whether the WOS'95 was an 'essential facility'. The court said the 
essential facility doctrine 'imposes a duty on the owner of an essential 
facility to open it to competitors on a nondiscriminatory basis.' 1795 

However, the court added '[a} facility is essential under the antitrust laws 
only when it is vital to both the plaintiff's individual competitive viability 
and the viability of the market in general. ' 1796 The court rejected that the 
WOS'95 is an 'essential facility' as Aldridge' s technology worked on 
other operating systems. 

The question as to whether a computer program is an essential facility was 
considered by the French supreme court in NMPP v MLP, 1797 which 
reversed the lower court decision that ordered access to a computer 
program that was used to manage the publishing and distribution of 
information between press publishers and retailers. Drexl (2005) 1798 

argued that the cour d'appel in Nlv!PP v MLP applied the prohibition of the 
abuse of dominance in ordering access to the program without taking 
appropriate account of the existence of the IP rights in the program; in that 
the cour d' appel justified the order by the characterisation of the 'essential' 
nature of the computer program. 1799 This error was corrected on appeal in 
the French supreme court, 1800 which held that as the applicant had 
conceded that it was able to create a computer program that replicated the 
function of the computer program controlled by the respondent, the couti 
of appeal had erroneously held that the doctrine of essential facilities 
justified granting the applicant access to the respondent's computer 
program that was used to manage the publishing and distribution of 
information between press publishers and retailers. The French supreme 
court was of the opinion that the essential facilities doctrine would only 
apply if the applicant establishes that it is materially and financially 
impossible to replicate the computer program and that the applicant could 
only compete in the relevant market if it has access and use of the 
computer program. 

1795 Ibid. 751. 
1796 Ibid. 753. 
1797 Ste NMPP v Ste MLP, ibid. 
1798 J. Drexl, 'Abuse of Dominance in Licensing and Refusal to License: A 'More Economic Approach' 
to Competition by Imitation and to Competition by Substitution' in CD. Ehlermann and I. Atanasui 
(eds), Competition Law Annual2005: The Interaction between Competition Law and IP Law (2005) 
647-664. (Hart Publishing). 
1799 Ibid. ' The cour d'appel, in contrast to the ECJ [in the IMS case} uses the prohibition of abuse of 
market dominance with the result of allowing competition by imitation despite the involvement of the IP 
rights'. Drexl goes on to argue that the essential facilities doctrine is an incomplete analytical approach 
as it fails to properly take account of 'whether external market failures exclude competition by 
substitution'. 
1800 Ste NMPP v Ste MLP, ibid. 
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(c) Search engines as 'essential facilities' 

'[I}fyou ask, it shall be given to you; seek, and you shallfind '1801 

An example of the argument that Google ' s search engine is an essential 
facility is provided by the KinderStart litigation. 1802 KinderStart asserted 
that Google ' s search engine is an essential facility as part of a §2 Sherman 
Act monopolisation claim against Google. Judge Fogel stated that a 
'facility is 'essential ' only if control of the facility carries with it the power 
to eliminate competition in the downstream market. ' 1803 Judge Fogel held 
that while KinderStart asserted Google had the power to eliminate 
competition in the downstream market, it failed to allege facts supporting 
its argument. Judge Fogel dismissed KinderStart ' s tnonopolisation claim 
as it had failed identify a ' relevant market' for antitrust purposes/ 804 and 
in other ways the pleaded claim was deficient in that each of KinderStart ' s 
allegations was held to be insufficient to establish anti-competitive or 
exclusionary conduct, 1805 including the pleading that Google ' s search 
technology is an ' essential facility' . 

To the extent claimants are asserting the Google search engine is an 
essential facility, Manne (201 0) 1806 identified the claim of essentiality as 
being based on a Google' s high quality of service, as compared to other 
search engines, which Manne argued is a problematic basis on which to 
build a claim that the service is an essential facility, as: 

' [O}ther modes of access exist for competitors' activities, even if 
these modes of access are of lower quality or higher cost. 
Particularly where, as here, the alleged bottleneck arises not out of a 
combination with another firm or firms but out of unilateral conduct 

1801 Google France SARL and Google Inc v Louis Vuitton Malletier SA, Joined Case C-236, 237 & 
238/08 (Opinion of Advocate General Poiares Madura, 22 Sept. 2009). ' The act of typing a keyword 
into an internet search engine has become part of our culture, its results immediately familiar. The 
actual inner workings of how those results are provided are, it is fair to say, mostly unknown to the 
general public. It is simply assumed that if you ask, it shall be given to you,· seek, and you shall find .' 
[6]. 
1802 See Chapter 5, Section 5 for a discussion of the market definition issues. 
1803 KinderStart.com LLC v Google, Inc, No. C 06-2057 JF (RS), 2006 U.S. Dist. LEXIS 82481 (N.D. 
Cal. July 13, 2006). Googie 's motion to dismiss granted. Order 14 quoted Alaska Airlines, Inc. v_ 
United Airlines, Inc. , 948 F.2d 536, 544 (9th Cir. 1991) at 546: ' When a firm 's power to exclude rivals 
from a facility gives the firm the power to eliminate competition in a market downstream from the 
facility, and the firm excludes at least some of its competitors, the danger that the firm will monopolize 
the downstream market is clear. In this circumstance, a finding of monopolization, or at least 
attempted monopolization, is appropriate, and there is little need to engage in the usual lengthy 
analysis of factors such as intent. ' The order to dismiss was confrrmed in March 16th, 2007 by Order 
17. 
1804 KinderStart.com LLC v Google, Inc, C 06-2057 JF (N.D. Cal. March 16, 2007). 7-9 and 16. 
1805 Ibid. 14 and 17-18 . 
1806 GA. Manne, 'The Problem of Search Engines as Essential Facilities: An Economic and Legal 
Assessment' in B. Szoka and Marcus. A. (eds), The Next Digital Decade: Essays on the Future of the 
Internet (2010) 419-434. (TechFreedom.org). 
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(success in the marketplace), the claim that a superior access point 
among many (inferior) access points should be pried open for the 
b ,{; if . . . . ' 1807 ene1 zt o Its competitors zs speczous. 

Manne noted that the Supreme Court in the Trinka case discounted the 
relevance of the essential facilities doctrine to the Sherman Act analysis, 
such that it has been 'relegated by most antitrust experts to the dustbin of 
history' ,1808 and that in the §2 Sherman Act analysis the Supreme Court 
were dismissive of firms having an obligation to assist their rivals. Manne 
comments that the claims asserting that Google is a monopoly appear to 
' imply a market based on the fact that Google offers "better quality " 
access to a larger set of Internet users than the myriad existing 
alternatives. ,~ 809 If Google and Foundem compete with each other, Manne 
argued ' they are competitors not in the advertising space but rather in the 
'information dissemination and retail distribution channel' space'; 1810 and 
in that market segment 'when Foundem complains about access to 
Google 's site, it is a competing channel of distribution, complaining that it 
needs access to its competitor's distribution channel in order to 
compete.' 1811 Indeed as Google generates revenue from sales of advertising 
and vertical search engines, like Foundem, takes a commission from 
directing customers to retail sites to purchase goods, the two search 
engines do not compete for the same revenue. Such a 'distribution 
channel' is unlikely to be categorised as an essential facility as it is 
economically feasible for competitors to create an alternative distribution 
channel. 1812 

1807 Manne, ibid. 429-430. 
1808 Ibid. 434. 
1809 Ibid. 429. 
1810 Ibid. 431. 
18tt Ibid. 
1812 See Chapter 7, Section 2(b) for a discussion of Olympia Equipment v Western Union, 797 F. 2d 
207 (7th Cir. 1986). The 7th Circuit, including Judge Posner, held that a sales organisation was not an 
essential facility; while an existing sales organisation provides an advantage, and would require time 
and capital to replicate, it was economically feasible to create a new sales force. See also Twin 
Laboratories v Weider Health and Fitness, 900 F. 2d 566 (2nd Cir. 1990). A magazine was not an 
essential facility in relation to marketing in the nutritional supplement market. 
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(d) Critique of the role of the 'essential facilities' doctrine in digital 
technology 

In the application of Article 102 in the Oscar Bronner case the ECJ 
rejected that a magazine distribution system used in Austria was an 
essential facility; however the ECJ commented that the principles 
developed in the Magill case 1813 on the exercise of IPRs can be applied 'to 
the exercise of any other property right whatsoever', 1814 where the owner 
of the property rights 'holds a dominant position in the market for services 
constituted by that scheme or of which it forms part' .1815 The proposition 
that IP and other forms of property should be treated in the same way 
under Article 102 is not supported by Korah (2004) who argued that the 
owner of a facility should not have to justify the refusal to grant access as 
forced access would devalue the property rights. 1816 However Korah 
accepts that in recent cases, such as IMS v NDC, 1817 the courts have 
insisted that the essential facility be necessary rather than merely being of 
commercial advantage to the firm seeking access. 1818 

In the context of the Sherman Act, Pitofsky et a!. (2002) 1819 supports the 
application of the essential facility doctrine to IP, arguing that in the 
knowledge-based economy there are increasing instances of dominant 
positions being derived from IP. 1820 In reply Marquardt & Leddy 
(2003) 1821 argue that the application of the amorphous concept of essential 
facilities would undermine IPRs by diminishing the incentives to invest in 
intellectual property, 1822 and identify the difficulty of distinguishing a 
refusal-to-license based on the intention to exclusively exploit IP from a 
refusal-to-license based on an intention to engage in anti-competitive 
behaviour. 1823 While Marquardt & Leddy acknowledge that the exercise of 
IP does not itnmunise the holder from the effect of the Sherman Act, 1824 so 

1813 C-242/P, Magill, ibid. 
1814 Oscar Bronner v Mediaprint Zeitungs- und Zeitschriftenverlag (1999) 4 CMLR 112; (1998) ECR I-
7791 ; EUECJ C· 7/97 (ECJ). [ 41]. 
1815 Ibid. [ 42]. 
1816 V. Korah, An Introductory Guide to EC Competition Law and Practice (2004).[5 .2.5.4] 153. 
181 7 Case 418/01 , IMS Health, ibid. 
181 8 Korah, ibid. [5.2.5.4] 153. Korah gives the example of European Night Services v Commission 
(1998) ECR II-3141; 5 CMLR 718 (Cases T -374, 375, 384 & 388/94). 
18 19 R. Pitofsky, D. Patterson and J. Hooks, 'The Essential Facilities Doctrine Under U.S Antitrust 
Law' (2002) 70 Antitrust L. J 443-461. 
1820 Ibid. 444. 
1821 PD. Marquardt and M. Leddy, 'The Essential Facilities Doctrine and Intellectual Property Rights: 
A Response to Pitofsky, Patterson, and Hooks' (2003), Ibid. 847. 
1822 Ibid. 849. 
1823 Ibid. 849, 857-858. 
1824 See also (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). D.C. Cir., 
62-63 where the argument that the exercise of IPRs were exempt from scrutiny under the Sherman Act 
was described as frivolous. 
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that 'in extraordinary circumstances involving fraud or attempts to extend 
monopoly power beyond the scope inherent in the intellectual property 
right may a unilateral refusal to sell or license be challenged', 1825 

Marquardt & Leddy argue that it is a fundamental right of IP owners to 
exclude others from the use of the property. 1826 

A possible response to both sides of the debate summarised above is to 
first question the role of the essential facilities doctrine. That is, to argue 
that the standard analysis of refusal-to-deal under the Sherman Act 
provides a satisfactory analytical approach to monopolisation - whatever 
the source of the market power that creates a monopoly or reinforces an 
existing monopoly position. The second response is to question the 
assumption that the application of the standard analysis of refusal-to-deal 
under the Sherman Act would undermine IPRs by diminishing the 
incentives to invest in IP. Ultimately the second response is to argue that 
there is no satisfactory basis on which to treat IPRs in a different way to 
any other property rights with regard to the application of competition law. 
It can be argued that the High Court in the NT Power case1827 indicates that 
IP should be treated the same as other forms of property in the context of 
unilateral refusals-to-deal. 1828 

However arguments that assert compulsory access devalue property rights 
and should be treated with suspicion in the absence of compelling 
evidence of a loss of value to the property rights resulting from 
compulsory access. The basis for scepticism as to the role that IPRs play in 
decisions by individuals or firms to invest in creative and innovative 
endeavours has been discussed earlier in this thesis. 1829 The damage or loss 
of value argutnent is often justified by the mere assertion that compulsory 
access to propetiy causes a loss of incentive to innovate or invest in the 
property to which compulsory access is being sought, which is little tnore 
than a 'slippery slope' argument. 1830 

1825 Marquardt & Leddy, ibid. 872. 
1826 Ibid. 859. Citing Zenith Radio Corp. v Hazeltine Research, Inc, 395 US 100 (1969). Image 
Technical Services, Inc v Eastman Kodak Co., 125 F. 3d 1195 (9th Cir. 1997), cert. denied, 523 US 
1094 (1998). Data General Corp. v Grumman Systems Support Corp., 36 F. 3d 1147 (1st Cir. 1994). 
1827 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. 
1828 Ibid. [85] per McHugh ACJ, Gummow, Callinan & Heydon JJ. See discussion of NT Power case in 
Chapter 5, Section 3. 
1829 See discussion at Chapter 2, Section 4( c). 
1830 JK. MacKie-Mason, 'Antitrust Immunity for Refusals to Deal in (Intellectual) Property is a Slippery 
Slope' (2002) The antitrust source 2-4. A critical analysis of 'slippery slope' arguments is provided by 
E. Volokh, 'The Mechanics of the Slippery Slope' (2003) 116 Harvard L. Rev. 1026. 
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5. Essential Facilities in Australia: s. 46 as an access mechanism and 
access pricing issues 

Commentators have not supported the application of the essential facilities 
doctrine in Australia. For example, Kewalram (1994), 1831 questions the 
economic basis for the doctrine; and Pleatsikas & Teece (200 1) 1832 argue 
against Australian adopting the essential facilities doctrine as a general 
doctrine and argue that the concept of something being an 'essential 
facility ' is a legal not an economic concept. 1833 Australia has not adopted 
the essential facilities doctrine as an explicit element of the s. 46 analysis, 
with the doctrine being specifically rejected by the Full Court in the 
Queensland Wire case. 1834 The general nature of the essential facility 
problem was considered by the Australian Competition Tribunal in, In the 
matter of Fortescue Metals, 183 5 with the subsequent appeal to the Full 
Federal Court confirming that the literature on ' essential facilities ' or 
'bottleneck facilities ' may inform the discussion of the issues but does not 
help to determine the relevant tests required by Parts IliA & XIC 
TP A/CCA. 1836 

Pengilley (1995) 1837 described the access regimes in Parts IliA and XIC 
TP A/CCA as providing a complete access code although s. 46 still applies 
to these facilities. 1838 Pengilley' s analysis is consistent with the judgment 
in the Full Court in the NT Power case in which Finkelstein J commented 
that '{i} t would in any event be an extraordinary result if a monopolist 
could successfully defeat a cl 46 claim with the proposition that the 
monopolist's ownership of the property in question entitles it to do as it 
pleases, even if its conduct is anti-competitive or predatory' .1839 The 
subsequent High Court decision confirmed that the application of s. 46 can 

1831 RP. Kewalram, 'The Essential Facilities Doctrine and Section 46 of the Trade Practices Act: Fine-
tuning the Hilmer Report on National Competition Policy' (1994) 2 Trade Practices L. J 188-206. 
1832 CJ. Pleatsikas and DJ. Teece, 'Economic Fallacies Encountered in the Law of Antitrust: 
Illustrations from Australia and New Zealand' (2001) 9, Ibid.73 . 
1833 Ibid. 81-82 . 
1834 Queensland Wire (1988) ATPR ~40-841 (FCAFC) at ~49 ,076 -49 ,077 . See W. Pengilley, 'The 
Essential Facility Doctrine and the Federal Court' (1988) 4 A and NZ Trade Practices Advertising and 
Marketing L. B. 57. 
1835 In the matter of Fortescue Metals Group Ltd [2010] ACompT 2; (2010) 242 FLR 136. (Finkelstein 
J, G. Latta & Prof. D. Round). 
1836 Pilbara Infrastructure P/L v Australian Competition Tribunal [2011] FCAFC 58 (4 May 2011) on 
appeal to HCA. 
1837 W. Pengilley, 'The National Competition Policy Draft Legislative Package: The Proposed Access 
Regime' (1995) 2(3) Competition and Consumer L. J. 244 . 
1838 Ibid. 251 . See also A. Abadee, 'The Essential Facilities Doctrine and the National Access Regime: 
A Residual Role for Section 46 of the Trade Practices Act?' (1997) 5(1) Trade Practices L. J 27-47. 
43-45 . W. Pengilley, 'The Privy Council speaks on essential facilities access in New Zealand: what are 
the Australia lessons?' (1995) Competition and Consumer L. J. 1-92. 
1839 NT Power [2002] FCAFC 302. [173]. 
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result in the determination of an access regime to property, such as the 
electricity transmission facilities at issue in that case. 1840 

The High Court in the NT Power case described s. 46 as potentially 
applying to any form of property right, including IPRs, although the High 
Court noted that the criteria for liability under s. 46 must be met. 1841 

Notwithstanding the specific requirements establishing the misuse of 
market power for a proscribed purpose, s. 46 remains available as a legal 
mechanism to enforce access to telecommunication and other utilities and 
to forms of IP, as a proposition that flows from the High Court's decision 
in the NT Power case is that the application of s. 46 so as to compulsory 
require access to some property interest, where access fees are determined, 
cannot amount to an acquisition of property. However while s. 46 provides 
an 'alternative access path', 1842 Greenwood J in BHP v NCC warns that 
'the efficacy and utility of the section as an instrument of guaranteed 
access to essential f acilities and thus a solution to the problem of abuse of 
natural monopoly power was thought to present real difficulties. ' 1843 As a 
consequence of s. 46 being an uncertain mechanism to use to achieve 
access to facilities, there remains a strong justification for access regimes 
to prescribe the circumstances, and the process by which access should be 
granted. 

While the access regime under Part XIC TP A/CCA has survived 
constitutional challenge in the Telstra case, 1844 the implementation of 
access regimes continues to be contested on the question of the price of 
access, and the economics of access pricing continues as an evolving area 
of regulatory economics. An access regime results in a shift of the focus 
from the right of an access seeker to use the facility, to the detenn.ination 
of the cost of access. The economics of telecommunications capacity is an 
evolving area of regulatory economics that is outside the scope of this 
thesis. Therefore the discussion of access economics will be limited to 
describing the general scope of the access pricing issues raised by access 
regtmes. 

1840 NT Power [2004] HCA 48. Subsequently Greenwood J noted that whiles. 46 provides an 
alternative access path, 'the efficacy and utility of the section as an instrument of guaranteed access to 
essential facilities and thus a solution to the problem of abuse of natural monopoly power was thought 
to present real difficulties.' BHP Billiton Iron Ore v National Competition Council (2007) 162 FCR 
234; (2007) ATPR ,-[42-190; [2007] FCAFC 157. [153]. 
1841 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. [85]. 
1842 BHP Billiton Iron Ore v National Competition Council (2007) 162 FCR 234; (2007) ATPR ,-[42-
190; [2007] FCAFC 157. [153]. 
1843 Ibid. 
1844 Telstra Corporation Ltd v Commonwealth of Australia (2008) 234 CLR 21 0; 82 ALJR 521; 243 
ALR 1; [2008] HCA 7. The NT Power case was referred to by Gageler SC, counsel for Optus 
Networks, who linked that case to Telstra's constitutional challenge to the Part XIC TPA access 
regime, when Gageler SC, argued that 'if a deprivation of a right to exclude others under compulsion 
amounted to an acquisition of property, then it would mean that the app lication of section 46 of the 
Trade Practices Act to PA WA in the Northern Territory Power Case would have amounted to an 
acquisition of prop erty. That argument was never put and it is difficult to see how it could be 
sustained.' 'Telstra v Commonwealth of Australia ', (2007) HCA Trans 663 (14 November 2007) 
<http:/ /\¥WW.austlii .edu.au/au/ other/HCA Trans/2007 /663 .html>. 
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The ACCC Report (2003) 1845 described s. 46 as providing a demanding 
test to satisfy; even if market power is established, there is further 
requirement of establishing that any misuse of market power was carried 
out for a proscribed propose of damaging a competitor or deterring or 
preventing competitive conduct in the market. 1846 The ACCC Report stated 
a preference for the access regime provided by Part XIC, rather than the 
blunt instrument provided by Part IV to enforce access to 
telecommunications networks. 1847 In 2006 the ACCC identified the 
deficiencies in Part XIC in the advice to the Expert Panel in relation to 
competition issues and the design of an access regime for the National 
Broadband Network (NBN). 1848 

The importance of regulatory economics can be seen in an Australian 
context in the pricing of access to the Telstra network. The access pricing 
mechanisms for a Part XIC access regime remain central to creating an 
access regime that delivers effective competition, with access seekers 
being able to effectively compete with access providers - who are also 
retail competitors to the access seekers. 1849 The problem with access 
pricing mechanisms is that, on the one hand, they can be manipulated by 
access providers to price access seekers out of the retail market; 1850 on the 
other hand the regulators which determine access pricing can create a 
problem in the telecommunications market by setting a low pricing for 
access. If the access pricing is sub-optimal it subverts the role of the 
pricing mechanism, which has the flow-on effect of encouraging 
competing telecommunication co1n panies to seek access (because of the 
sub-optimal cost of access) rather than investing in their own network. 1851 

1845 ACCC, 'Emerging Market Structures in the Communications Sector' (June 2003) Report 
<http://www.accc.gov .au/content/index. phtml/itemld/3241 08>. 
1846 The ACCC Report noted the Productivity Commission's comments that 'anti-competitive conduct 
rules ofs. 46 of the TP A are not, by themselves, well suited to making access to telecommunications 
bottleneck facilities available in a timely and efficient fashion and in determining efficient access 
prices.' Ibid. 116. Citing Productivity Commission, Telecommunications Competition Regulation, 
p. 51. 
1847 ACCC, 'Emerging Market Structures in the Communications Sector' (June 2003) Report 
<http://www.accc .gov.aulcontent/index.phtmllitemld/324108>. 115. 
1848 ACCC, 'Assessment of Proposals National Broadband Network Process: Report to Expert Panel' 
(January 2009) appendix- confidential version <http://www.smh.com.aulreports/NBNReport.pdf>. At 
page 27 the ACCC comrnented on the design of an access regime to the 1\ffiN. 
1849 Section 152 AH (1) (a) and (b) TPA provides the mechanism for compensating the access provider. 
1850 SeeN. Economides, 'The Incentive for Non-Price Discrimination by an Imput Monopolist' (1998) 
16 Int'l. J. of Industrial Organization 271-84. N. Economides, 'Vertical Leverage and the Sacrifice 
Principle: Why the Supreme Court Got Trinka Wrong' (2005-2006) 61 NYU Ann. Surv. Am. L. 379. 
1851 CG. Veljanovski and R. Featherston, 'Use of Market Power and Counterfactuals in New Zealand 
and Australian Competition Laws' (Paper presented at the 22nd Annual V./ orkshop of the Competition 
Law and Policy Institute of New Zealand, Wellington, NZ, 5-6 August 2011) 
<http://ssrn.com/paper= 1908088>. Veljanovski that pricing of access to telecommunication networks -
such as in the Clear v Telecom NZ case - should be at a price that included the opportunity cost of 
access; that is, the application of an ' efficient pricing rule to avoid excessive network access and 
inefficient by-pass', which would result if it was cheaper to access an existing network rather than build 
a competing network. 
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The significance of access pnctng issues and regulatory economics 1s 
identified by Spuhler & Yoo (2002), 1852 who described the change in 
regulating networked industries as being that '[p} olicy makers are in the 
process of abandoning their century-old commitment to rate regulation in 
favour of a new regulatory approach known as access regulation. Rather 
than controlling the price of outputs, the new approach focuses on 
compelling access to and mandating the price of inputs.' 1853 Spuhler & 
Y oo argue that this change in policy has not been followed by a 
transformational shift in the way regulatory authorities regulate prices with 
regulators basing rates on either historical or replacement cost rather than 
market prices. 1854 Crew & Parker (2006) comment that problem with the 
'efficient component pricing rule' developed to price inputs, 1855 is that it 
requires the determination of the ' opportunity cost' of the supply of the 
input; while opportunity cost may be determined from the observable price 
in an competitive market for a product or service 'it is precisely because of 
the bottleneck facility that such a competitive price cannot be 
determined' 1856 in relation to produce or services flowing through the 
bottleneck facility. The pricing for vertically integrate monopolist 
suppliers in regulated industries is often a contentious issue. O'Bryan 
(1996) 1857 suggested that the lesson that flows from J CPC decision in the 
Clear case is that misuse of market power provisions, (s. 36 of the 
Commerce Act 1986 (N.Z.) 1858

, and by implications. 46 TPA/CCA), are 
not intended to remedy what are perceived to be inefficiencies in markets, 
such as being used to eliminate monopoly profits in access pricing to 
telecommunication facilities. 1859 

1852 DF. Spulber and CS. Yoo, 'Access to Networks: Economic and Constitutional Connection.' (2003) 
88(4) Cornell L. Rev. 885-1024. 

1853 Ibid. 

1854 Ibid. 
1855 RD. Willig, 'The Theory of Network Access Pricing' in H Trebing (ed), Issues in Public Utility 
Regulation (1979). (Michigan State University Press). The ECPR was further developed by WJ. 
Baumol and JG. Sidak, Towards Competition in Local Telephony (1994) . The authors summarising the 
ECPR as: 'Optimal input price = the input 's direct per-unit incremental cost + the opportunity cost to 
the input supplied of the sale of a unit of input'. Ibid. 178. 
1856 MA. Crew and D. Parker (eds), International Handbook on Economic Regulation (2006). 10. 
Discussing regulatory economics (access pricing and regulated competition). 
1857 M . O'Bryan, 'Access Pricing: Law Before Economics' (1996) 4(2) Competition and Consumer L. J 
85-101. 
1858 Clear Communications Ltd v Telecom Corp. ofNZ Ltd (1992) 27 IPR 481; TCLR 166 (NZHC). 27 
IPR at 521. This case considers the application of the Baumol/Willig pricing model for 
telecommunications interconnection pricing. The appropriate access pricing model was reviewed on 
appeal in Clear Communications Ltd v Telecom Corp. ofNZ Ltd (1993) 4 NZBLC 99-321; (1993) 5 
TCLR 413 (NZCA). Telecom Corp. ofNZ Ltd v Clear Communications Ltd [1995] 1 NZLR 385; 32 
IPR 573 (JCPC). The pricing model is applied in Commerce Commission v Telecom Corp. NZ Ltd 
[2009] NZHC 1397 (9 October 2009) (Rodney Hansen J. and Prof. Martin Richardson)(' Telecom 
0867') . 
1859 Ibid. 90, O'Bryan comments that the efficiency of behaviour in relevant to the s. 46 TPA analysis, 
e.g. 'in assessing whether a corporation with substantial market power has taken advantage of that 
market power, it is important to consider whether the corporation's conduct is efficient, or efficiency 
enhancing.' In support of the interpretation of s. 46 TP A, that it does not prohibit a monopolist 
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Chapter 8: Collateral issues at the intersection of 
IP and competition policy 

1. Introduction: IPRs and the technological integration of products 

This Chapter considers the patent and copyright 'misuse' doctrines that 
have been developed by the U.S. courts as a policy lever to define 
boundaries to the rights in order to address the anti-competitive effect of 
the exercise of the rights such as the improper use of the statutory 
monopoly or an attempt to 'misuse' the IPRs to achieve an exclusivity or 
restriction. 

The policy issues resulting from the adoption of DRM technology and 
license terms controlling rights of access and use has resulted in a variety 
of responses in different jurisdictions: statutory provisions that limit the 
use of contract law to prevent the exercise of actions permitted by the 
copyright; rulemaking that permits actions that otherwise are prevented by 
the DRM provisions through statutory regulations in Australia; 1860 or 
through rule making by the U.S. Copyright Office that is authorised by the 
U.S. copyright statute, 1861 with rules permitting what would otherwise be 
'hacking' or 'jailbreaking' ofTPMs. 1862 There are other possible responses 
to the combination of DRM technology and restrictive licence terms 
including the application of specialist doctrines such as the U.S. 'misuse ' 
doctrines, 1863 or the application of anti-competitive statues if the 

charging 'monopoly prices ' in the absence of some form of exclusionary conduct that is proscribed by 
s. 46, O' Bryan cited ASX Operations PIL v Pont Data Australia P!L (No 2) (1991) 26 FCR 492; 100 
ALR 125; 13 ATPR ~41 - 109 (FCAFC). ~52 ,666. 

1860 s. 116AN (9), Copyright Act 1968 (Cth) allows for the issue of regulations that permit 
circumvention to do an act where the act will not infringe the copyright in a copyright material. 
1861 Meeting the challenges created by the anti-circumvention provisions is addressed through rule 
making by the U.S. Copyright Office under s. 1201(a)(l)(b)(c) DMCA. The practice of'jailbreaking' 
iPhones to allow their use in ways not approved by Apple raises DMCA issues, although the activities 
of 'jailbreakers' has received regulatory approval by the Copyright Office (U.S) in rulemaking under 
the exemption provisions of the DMCA related to enabling interoperability. See generally Rulemaking 
on Exemptions from Prohibition on Circumvention of Technological Measures that Control Access to 
Copyrighted Works (U. S. Copyright Office, July 27, 2010). See Electronic Frontier Foundation, EFF 
Wins New Legal Protections for Video Artists, Cell Phone Jailbreakers, and Unlockers: Rulemaking 
Fixes Critical DMCA Wrongs (26 July 2010) <http://www.eff.org/press/archives/2010/07/26> at 27 
July 2010; B. Worthen and A. Schatz, Victory for Geeks as US eases Apple's grip on software (27 July 
2010) The Australian from the Wall Street Journal 
<http://www. theaustralian. com. au/business/ news/victory-for -geeks-as-us-eases-apples-grip-on-
software/story-e6frg90x-1225897303171> at 27 July 2010. 
1862 Apple has registered a patent for technology that is designed to identifying devices that have been 
unlocked or had their SIM cards removed. The application of this patent can be argued to undermine 
the Copyright Office rulemaking to permit jail breaking for the purpose of enabling interoperability. 
D. Goodin, Apple eyes kill switch for jailbroken iPhones (20 August 2010) The Register 
<http://www.theregister.co.uk/2010/08/20/apple_jailbreak_patent/> at 23 August 2010. L. Indvik, 
Apple Files for Patent to Disable Jailbroken iPhones (22 August 201 0) Mashable.com 
<http:/ /mashable.com/20 1 0/08/22/apple-j ailbreaking-patent/> at 23 August 2010. 
1863 The U.S. doctrines of copyright misuse and patent misuse in are discussed in Chapter 8, Section 2. 
See generally DL. Burk, 'AntiCircumvention Misuse' (2003) 50 UCLA L. Rev. 1095. See also DL. Burk, 
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imposition of the licence terms can be argued to be a misuse of market 
power in the IP. 1864 The imposition of license terms, in circumstances 
where the licensee is in a weak negotiating position may trigger the 
application of ' unconscionability' ~rinciples that exist at common law or 
pursuant to fair trading legislation. 1 65 

(a) Leveraging IPRs from primary markets into secondary markets 

The digitisation of communication technologies and entertainment 
products exposes owners of IP to the risk that users of digital products will 
use them in ways not intended by the IP owner or that users will engage in 
unlicensed reproduction or use of the digital products. The application of 
digital rights managetnent (DRM) technology together with statutory 
recognition of DRM technology, with rights to seek remedies for the 
circumvention of the DRM technology, provide IP owners with the ability 
to control how consumers can access and use digital products. 1866 

Lucchi (2005) 1867 described a trend to use DRM technology as 'functional 
equivalents of privately legislated intellectual property rights '; that is, 
DRM technology can potentially be applied as a mechanism for private 
ordering of what are otherwise statutory rights. In addition to the 
application of DRM technology to achieve private ordering between 
supplier and consumer, contract law, as applied in license tenns, will have 
an important role in determining the relationship between supplier and 
consumer of digital products. As noted by Gasser et al. (2009) ' [u}nlike 
contracts, DRM. restrictions are self-enforcing. ' 1868 In the supply of 

'Legal and Technical Standards in Digital Rights Management Technology' (2005) Fordham L. Rev. 
537. 
1864 While the 'exc lusive dealing ' provisions ofss. 4D and 47 TPA/CCA, regulate firms imposing 
contractual and other restrictions that have an adverse effect on competition s. 51 (3) TP A/CCA has the 
effect of excluding s. 47 from applying to IP licences, which are within the bounds of the 'relates to' 
test discussed in Chapter 4, Section 5. 
1865 . In March 2010, the first part of the Australian Consumer Law (ACL) was passed as the Trade 
Practices Amendment (Australian Consumer Law) Act (No .1) 2010 (Cth) . The purpose of the 
legislation is to implement unifonn national consumer laws for consumer contracts for 'personal or 
domestic household use or consumption' that relate to the supply of goods or services. The legislation 
introduces new enforcement powers and consumer remedies and may render void any 'unfair' terms in 
consumer contracts. 
1866 Digital rights management (DRM) technology is described in the Glossary. DRM is used in this 
thesis as a general term to describe any digital locking technology used to achieve control over access, 
use and reproduction of copyright works or the control of access to digital devices. However in this 
Chapter the term TPM is used to refer to 'technological protection measure ' and 'access control 
technological protection measure' as defmed in the Copyright Act 1968 (Cth). 
1867 N. Lucchi, 'Intellectual Property Rights in Digital Media: A Comparative Analysis of Legal 
Protection, Technology Measures, and New Business j\1odels under EU and U.S. Law', 53 Buffalo L. 
Rev. 1111-91 (2005) . (republished in 'The Political Economy of Intellectual Property Rights' C. May 
(ed) Vol. III, 547-596 Edward Elgar (2010)). 
1868 U. Gasser and GR. Begue, iTunes: Some Observations After 500 Million Downloaded Songs (31 
July 2005) Berkman Centre for Internet and Society at Harvard Law School 
<http://cyber.law.harvard.edu/search/node/Some+Observations+After+SOO+Million+Downloaded+Son 
gs>. 
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physical goods the time of supply to the consumer effectively marks the 
point at which the producer ceases to control how a customer can access 
the goods, whereas DRM technology allows IP owners to control how 
consumer can access the products (by creating digital password controlled 
' locks' , or scrambling or encryption technology, in order to protect the 
exclusive rights of the IP owner by creating digital ' walls'. 

The specific competition issue raised by the use of TPMs is the potential 
of such a technology to control access to secondary markets or 
' aftermarkets' so as to prevent other firms from competing in those 
secondary markets; for example, for the supply of accessories (such as 
remote control devices for garage doors) or ' consumables', such as 
computer printer ink cartridges that have computer programs to link the 
cartridge to the printer, through to the computer. 

An example of litigation that raised questions as to the use of technology 
protection measures to control access to aftermarkets is that involving 
Microsoft and Datel. In 2011 Microsoft was engaged in litigation with 
Datel, a competitor of Microsoft in the manufacturer of memory cards that 
can be used in Microsoft's Xbox 360 games console to store game data 
when garners play online. 1869 Microsoft asserted that Datel ' s memory cards 
circumvent an authentication sequence in the Xbox 360, that resulted in an 
infringement of the access control provisions of §1201(a)(2) DMCA. 1870 

Microsoft made a second copyright claim - that Datel ' s memory card 
copied Microsoft's source code and resulted in an infringement of 
copyright in that source code. 1871 The second claim, if substantiated, would 
result in the DMCA issue being moot as Datel cannot claim any antitrust 
injury for the valid exercise of Microsoft ' s copyright. The initial response 
of Datel was to redesign the controllers and Datel ceased to import a 
version of their product into the U.S. tnarket; the matter was subsequently 
the subject of a confidential settlement, 1872 so that the anti-trust claim and 
the copyright infringement counter-claim were not judicially determined. 
This dispute is an example of how the DMCA can generate argutnents at 
the intersection of copyright and competition policy. During the time the 
dispute ren1ained active the Electronic Frontier Foundation (EFF) and the 
Public Knowledge Org. filed a brief of Amici Curiae, 1873 which drew 
attention to the question as to whether Microsoft could use the DMCA to 
maintain exclusive control of the Xbox 360 aftermarket for memory cards 

1869 Datel sued after Microsoft distributed a fmnware update that stopped Date I ' s memory cards from 
working onXbox 360 consoles. D. Kravets, Can Microsoft Use DMCA to Kill Competing Xbox 360 
Accessories? (17 June 211) Wired.com <http: //www.wired.com/threatlevel/2011/06/accessory-
aftermarket-doomed/> at 18 June 2011. 
1870 Digital Millennium Copyright Act 2000 ('DMCA', 17 U.S.C.). 
1871 Defence and counterclaim of Microsoft, filed 12 April2011. 
1872 E. Caoili, Xbox 360 mem01y card antitrust suit gets settled out of court (4 January 2012) 
<http://www.gamasutra.com/view/news/39471/Xbox _360 _memory_ card _antitrust_ suit_gets _settled_ o 
ut_ of_ court.php?utm _ source=CPI+Subscribers&utm _ campaign=74173ee255-
Tuesday_October_25_2011_new_template10_25_201l&utm_medium=email> at 6 Jan. 2012. 
1873 Date! Holdings Ltd v Microsoft Corp: Brief of Amici Curiae of Electronic Frontier Foundation and 
Public Knowledge, Case No. 09-cv-5535 EDL (N.D. Cal., June 16, 2011). (emphasis in original) . 
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as the brief of Amici Curiae went on to argue that 'the DMCA was 
intended to protect healthy competition, not to inhibit it' 1874 by reducing 
competition and consumer choice as to which memory cards could be used 
in the Xbox 360. The EFF also argued that the U.S. doctrine of misuse of 
copyright should be applied to § 1201 claims so as to limit the exercise of 
the rights provided by § 1201 where the claim of rights goes beyond the 
scope of the public policy intended to be achieved by the DMCA. 1875 

(b) The technological integration of products 

In the digital environment, technological integration of products is a 
significant issue, which has been considered earlier in this thesis in relation 
to the Microsoft cases. A different form of integration occurs when a 
product in linked to spare parts, accessories and consumables. The link 
between the primary product and the aftermarket may raise competition 
issues that are directed to whether the tying or bundling 1876 of the primary 
product with the spare parts, accessories and consumables is anti-
competitive, such as being 'exclusive dealing' under ss. 4D and 47 under 
Trade Practices Act 1974 (TPA) and subsequently the Competition and 
Consumer Act 2010 (CCA), in that a firm is imposing restrictions on the 
other's freedom to choose with whom, or in what, it deals. Contractual 
tying is not within the scope of this thesis. Rather than addressing the 
'exclusive dealing' nature of supply contracts, this discussion of tying and 
bundling leads into the next section that considers whether the owners of 
the IPRs are engaging in anti-competitive behaviour or otherwise misusing 
the IPRs when they attempt to control access to the aftermarket for a 
digital product through the exercise of the 'access control technology 
protection measure' provisions of the Copyright Act 1968 (Cth). Those 
digital rights management (DRM) provisions can be applied as a 
mechanism for private ordering of what are otherwise statutory rights. 

The DRM provisions of the Copyright Act exist to assist copyright owners 
in controlling the exploitation of their copyright. Rather than creating a 
contractual condition, the link that ties the two products together is the use 
of software to create the technological integration between the two 
products or the link is achieved through designing the second product as 
'must-fit-must-match' with the first product. Therefore linking products in 

1874 Ibid. 3. 
1875 The Brief argued that '[p]rohibiting purchasers of Xbox 360 hardware and software from using a 
competitor's products is not within the scope of Microsoft 's copyright monopoly. Microsoft's attempt 
to use the DMCA to gain exclusive rights to the secondary market for user data storage, archiving, and 
portability is a misuse under the law.' 19. 
1876 A refusal-to-licence a product or service except on the basis of acquiring another product or service 
with the product or service the consumer wishes to acquire is known as ' tying '; the concept of 
'bundling' is different to tying as while the products or services are bundled together, they are also sold 
separately; see SG. Corones, Competition Law in Australia (4th ed, 2007). [9 .1 10], 502. Bundling 
products may breach s. 46 and 47; see ACCC v Baxter Healthcare PIL (2008) 170 FCR 16; [2008] 
FCAFC 141. The FCAFC, after the appeal to the High Court, held that the tenderer's conduct 
contravened s 46( 1 )(c); The FCAFC also held that the bundling of sterile fluids and PD fluids 
contravened s. 4 7 TP A. See also A CCC v Baxter Healthcare P/L [20 1 0] FCA 929 (26 August 201 0). 
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these ways creates issues at the intersection in IP and competition law. 
Such linking can also be considered a ' constructive ' or ' conditional' 
refusal-to-license. In that linking of the primary product and the secondary 
product creates an offer to purchase the primary product that is conditional 
upon the consumer also taking the secondary product (the spare parts, 
accessories and consumables ), unless the condition or link between the 
primary and secondary product is unlawful, such as being an anti-
competitive use ofiP. 

This section considers digital products for which there are both primary 
markets and a secondary market (or ' aftermarket' ) for the spare parts, 
accessories and consumables used in that product. Digital technology 
allows owners of IP to attempt to link the primary market for a good with 
the aftermarket for accessories and consumables. The IPRs provide the 
mechanism to attempt to ' lever ' the control of the primary market into 
control of the aftermarket. 1877 Shapiro & Teece (1994) 1878 define an 
' aftermarket transaction' as: ' any transaction with two characteristics: (1) 
the aftermarket product or service is used together with a primary product, 
and (2) the aftermarket product or service is p urchased after the primary 
product.' 1879 As a consequence, ShaPciro & Teece note that aftermarkets 
are not limited to product 'systems,I 8 0 (i.e. equipment-parts-service) as an 
aftermarket may be the operating system of a computer with the software 
aftermarket being the applicant software that is compatible with the 
operating system. 

European case law, such as the Renault and Volvo cases, 1881 establishes 
that an owner of IP in products protected by copyright or design rights can 
choose how to price the products, and spare parts and consumables used in 
a product so as to recover the investment in the R&D in the product, spare 
parts and consumables. The ability of the IP owner to price spare parts 
and consumables raises questions as to whether the IP owner can exploit 
the 'installed base ' of custom.ers who are 'locked-in' to needing spare 
parts, repair services or consumable supplies. Jones & Sufrin (2004) 1882 

1877 HKS. Schmidt, 'Competition Law and Inno vation: Technological Integration' inS. Andem1an and 
A. Ezrachi (eds), Intellectual Property and Competition Law: New Frontiers (2011) 187-208. (OUP). 
1878 C. Shapiro and DJ. Teece, 'Systems Competition and Aftermarkets: an economic analysis of Kodak' 
(1994) 39 Antitrust Bulletin 135-162. 
1879 Ibid. 138 (emphasis in original). See also GT. Gundlach, 'Aftermarkets, Systems, and Antitrust: A 
Primer' (2007) 52(1) Antitrust Bulletin 17-29. 
1880 '[G]roupings of products that work together.' Shapiro & Teece, ibid. 136. 
188 1 CICCRA & Maxicar v Renault (1988) ECR 6039; [1990] 4 CMLR 256; EUECJ R-53/87. Volvo v 
Erik Veng (UK) Ltd (1988) ECR 6211 ; [1989] 4 CMLR 122; EUECJ R-238/87. The ECJ held that the 
refusal-to-licence designs for the car parts was not, of itself, an abuse under Article 102 and the ECJ 
accepted that the owner of the design rights in the car parts should not be deprived of the exclusive 
rights, which are the essence of the IPRs. However the ECJ identified circumstances in which the 
exercise of the design rights may be a breach of Article 102 as ' the arbitrary refusal to supply spare 
parts to independent repairers, the fixing of prices for spare parts at an unfair level or a decision no 
longer to produce spare parts for a particular model even though many cars of that model are still in 
circulation.' [8-9]. 
1882 A. Jones and B. Sufrin, EC Competition Law- Text, Cases, and Materials (2nd ed, 2004). 
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comment that knowledge as to costs of spare parts, repair services or 
consumable supplies will influence the purchasing decisions by consumers 
so that potential purchasers are able to work out the ' lifetime cost' of the 
product and will compare the total ' lifetime cost' of competing products 
on the market. 1883 Thus a firm cannot effectively exploit the installed base 
of customers as they will ultimately have the choice to switch to another 
product when the time comes to replace the product; 1884 although the 
European Commission doubts whether consumers are able to make 
sophisticated ' life cycle calculations ' . 1885 

(c) Digital rights management/technology protection measures and access 
to products and markets 

Computer technology allows for the digitisation of equipment which 
otherwise operated through mechanical processes. The use of embedded 
computer programs in equipment, such as photocopiers and printers, 
allows for communication between the primary equipment and the 
consumable element, such as the toner cartridge, such as revealing how 
much toner remains in the cartridge. Another application of embedded 
computer program is in retnote control devices that operate the primary 
product. The etnbedded computer programs have implications for 
competitor firms engaged in the supply of the consumable product in the 
aftermarket as the consumable product must be able to communicate with 
the embedded computer programs. The owner of the IPRs in the embedded 
computer programs may challenge the firm competing in the aftermarket, 
alleging that the embedded computer program is copied in the process of 
the operation of the consumable product supplied by the competing 
supplier. 

The enactment of the Digital Millennium Copyright Act (D!VICA) in 2000, 
which created digital rights tnanagement provisions through the use of 
technology protection measures (TPMs), opens up further issues: firstly as 
to whether the use of an embedded cotnputer program is copied in the 
process of the operation of the consumable product or other devices that 
work with the primary product which tnay be supplied by the competing 
supplier; and secondly whether that process results in the unlawful 

1883 Product pricing and the 'lifetime costing' of primary products and consumables is considered in 
Canon Kabushiki Kaisha v Green Cartridge Co. [1997] AC 728; 3 WLR 13; FSR 817; 39 IPR 224 
(JCPC). The The JCPC judgement, delivered by Hoffmann LJ, excluded 'consumables ' such as copier 
cartridges, from being 'spare parts ' . The 'spare parts' defence was limited to copyright and did not 
apply to patents or design rights. Canon, ibid, 737 E. See also Mars UK Ltd v Teknowledge Ltd [2000] 
FSR 128; 46 IPR 248; [1999] EWHC (Pat.) 226. Jacob J at [24]. The supply of replace components for 
patented goods is considered by Jacob LJ in Schutz (UK) Ltd v Werit UK Ltd [2011] EWCA Civ 303 
(29 March 2011). 
1884 Ibid. 364. 
1885 European Commission accepted that manufacturers are well placed to make the decisions as to the 
pricing of a competitively priced ' bundle', however the Commission doubted that consumers can make 
the sophisticated decisions needed for ' life cyc le calculations ' related to the costs of spare parts and 
repair services; see European Commission, 'DG Competition discussion paper on the application of 
Article 82 to exclusionary abuses' (December 2005) 
<http://europa.eu.int/comm/competition/antitrust/others/article _ 82 _review.html>. [256-257]. 
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circumvention of a TPM under §1201 ofthe DMCA. 1886 The focus ofthis 
section is on the use of embedded computer programs in remote control 
devices that operate on the primary product or equipment, such as 
photocopiers and printers, and allow for communication between the 
primary equipment and the consumable element, such as the toner 
cartridge, such as revealing how much toner remains in the cartridge. 

Geist (201 0) argued that the DMCA experience is that firms use TPMs to 
achieve outcomes unrelated to stopping copyright infringement; the use of 
TPMs is described as being 'fundamentally about exerting greater market 
control by thwarting potential competitors and reducing innovation. ' 1887 

Reese (2003) 1888 commented on the early DMCA cases, stating the view 
that U.S. courts appear to treat technology measures that merge access 
control measures and TPMs as entitled to the benefit of the more stringent 
anti-circumvention provisions of the DMCA. The subsequent decisions in 
the Circuit Courts (show the U.S. Circuit courts attempting to address the 
potential anti-competitive effect of the use of the anti-circumvention 
provisions of the DMCA to prevent firms engaging in the supply of the 
'consumable' product in the aftermarket in competition with the supplier 
of the primary equipment: 1889 Those decisions are: Lexmark (6th Cir.) a 
computer program linking a printer and printer cartridge; 189° Chamberlain 
(Fed. Cir.) a computer program used in garage door-opening device/ 891 

and StorageTek (Fed. Cir.) a computer program protected by a technology 
protection measure. 1892 

In the Chamberlain case the Federal Circuit described the relationship 
between patent law and competition law with a quote from its own 
decision in the Xerox case: '[i] ntellectual property rights do not confer a 
privilege to violate the antitrust laws. But it is also correct that the 
antitrust laws do not negate [a] patentee's right to exclude others from 
patent property.' 1893 In regard to the interpretation of the DMCA, the 
Federal Circuit described the relationship between the forms of access 

1886 Digital Millennium Copyright Act 2000 ('DMCA', 17 U.S.C.). 17 U.S.C. § 1201(a)(2). 
1887 M. Geist, Setting the Record Straight: 32 Questions and Answers on C-32's Digital Lock 
Provisions (June 20 10) <http://www.michaelgeist.ca/content/view/5115/125/> at 14 June 2010. Citing 
Electronic Frontier Foundation, Unintended Consequences: Twelve years under the DMCA (March 
201 0) <http://www.eff.org/wp/unintended-consequences-under-dmca> at 14 June 2010. 
1888 A. Reese, 'Will merging access controls and rights controls undermine the structure of 
anticircumvention law?' (2003) 18(2) Berkley Tech. L. J. 620. 
1889 AK. Perzanowski, 'Rethinking Anticircumvention 's Interoperability Policy' (2009) 42 U. C. Davis 
L. Rev. 1549-1620. Perzabiwshi comments that ' [b}ecause the DMCA is ill equipped to addressjillly 
its interference with interoperability, consumers, competitors, and regulators have looked to antitrust 
law to limit the control TPMs yield over interoperable technologies.' 1596. 
1890 Lexmark v Static Control, 387 F. 3d 522 (6th Cir. 2004). IV B. refen-ing to 17 U.S.C. § 1201(a)(2). 
1891 Chamberlain Group v Sky/ink Techs., 381 F. 3d 1178 (Fed. Cir. 2004). 
1892 Storage Technology Corp. v Custom Hardware Engineering, 421 F. 3d 1307 (Fed. Cir. 2005). 
1893 CSU, L.L.C. v. Xerox Corp., 203 F.3d 1322, 1325 (Fed. Cir. 2000) (citations omitted). Also quoting 
Data General Corp. v Grumman Systems Support Corp., 36 F. 3d 1147 (1st Cir. 1994). ' [T}he 
Copyright Act does not explicitly purport to limit the scope of the Sherman Act . ... [W} e must 
harmonize the two [A cts} as best we can.' 
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regulated by § 1201 and the protections otherwise granted to copyright 
owners by other provisions of the Copyright Act 1976 (US) 1894 as being 
that '§1201 prohibits only forms of access that bear a reasonable 
relationship to the protections that the Copyright Act otherwise affords 
copyright owners.' 1895 The Federal Circuit described this as following 
from the way Congress, in drafting the DMCA, had intended, 'to balance 
two sets of concerns pushing in opposite directions '; 1896 and in balancing 
the legitimate interests of copyright owners against the legitimate interests 
of consumers of copyright works, '[t} he DMCA cannot allow Chamberlain 
to retract the most fundamental right that the Copyright Act grants 
consumers: the right to use the copy of Chamberlain's embedded software 
that they purchased.' 1897 The Federal Circuit also commented on what was 
meant by a TPM by identifying that the consequence of Chamberlain's 
argument was that a manufacturer could attempt to restrict consumers from 
using its products with competing products by creating a trivial encryption, 
with the consequence of this interpretation of the DMCA being that 
Chamberlain would be able to achieve leverage into the aftermarket - this 
result being contrary to the pu~oses of both competition law, 1898 and the 
doctrine of copyright misuse.189 The gth Circuit in MDYv Blizzard did not 
find this analysis of the interaction of the anti-circumvention provision of 
the Div1CA and antitrust law to be persuasive; 1900 although it can be noted 
that in MDY v Blizzard the 9th Circuit did not have cause to attempt to 
reconcile the operation of DMCA with the Sherman Act. 

The effect of the DMCA in relation to embedded computer programs was 
also considered by the 6th Circuit in Lexmark v Static Control Components 
(SCC), 1901 in which the court rejected that the anti-circumvention 
provisions of the DMCA could be used to stop SCC supplying ink 
cartridges that operated in Lexmark printers. The Federal Circuit in the 
Storage Technology case1902 applied their earlier decision in the 
Chamberlain case. The effect of these decisions is to narrow the scope of 
the anti-circumvention provisions of the DMCA, which result in a 
claimant being required to establish that the act of circumventing access 

1894 Copyright Act 1976 (17 U.S.C.). 
1895 Chamberlain, ibid, 1202-03. 
1896 Ibid. 

1897 Ibid. 
1898 Ibid, 1196, referring to Eastman Kodak Co. v Image Tech. Servs., 504 U.S. 451, 455 (1992) . 
1899 Chamberlain , ibid, referring to Assessment Techs. of WI, LLC v. WIREdata, Inc., 350 F.3d 640, 647 
(7th Cir. 2003 ). See the discussion the copyright misuse doctrine later in Chapter 8, Section 2. 
1900 MDY Industries v Blizzard Entertainment, 629 F.3d 928 (9th Cir. 2010). [16]. 
1901 Lexmark International, Inc v Static Control Components, Inc, 387 F. 3d 522 (6th Cir. 2004), cert. 
denied, (June 6, 2005). 
1902 Storage Technology Corp. v Custom Hardware Engineering, 421 F. 3d 1307 (Fed. Cir. 2005). 
Rehearing denied, 431 F. 3d 1374 (Fed. Cir. 2005). A copyright licensing dispute in which the 
customer was licenced the code that operated data storage silos, while the maintenance program was 
protected by a TPM. The clients circumvented the TPM to access and use the maintenance program 
following the termination of the licence. 
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control technology lead to an infringement of a right protected by 
copyright. The consequence of such a narrow interpretation of the DMCA 
is that claims could be defended on the basis that having circumvented the 
access control technology the person proceeded to do some act that was a 
fair use of the work. 

In 2010, the 9th Circuit in MDY v Blizzard1903 considered whether §1201 
prevents circumvention of access controls when access does not constitute 
copyright infringement; 1904 with the 9th Circuit rejecting the interpretation 
of the DMCA adopted by the Federal Circuit. The 9th Circuit read the 
language of § 1201 as creating two distinct types of claims. The first was 
the prevention of circumvention of any technology measure that 
effectively controls access to a protected work - by referring in 
§ 1201(a)(l) and (2) to ' a work protected under this title ' . The second was 
the prohibition of trafficking in technologies that circumvent technology 
measures that effectively protect ' a right of a copyright owner', 1905 in 
§ 1201 (b)( 1). The phrase ' a work protected under this title ' was interpreted 
by the 9th Circuit 'as extending a new form of protection, ie. the right to 
prevent circumvention of access controls, broadly to works protected 
under Title 17, i.e. copyright works.' 1906 The Supreme Court will be the 
venue in which the disagreement between the Circuit courts must be 
resolved. 

In its decision the 9th Circuit were critical of how the Federal Circuit in the 
Chamberlain case relied on policy considerations to support its reading of 
§1201(a), including the Federal Circuit reasoning that an interpretation of 
§ 1201 (a) that did not apply an ' infringement nexus requirement' would 
allow firms to leverage their sales into aftermarket monopolies. 1907 The 
decision of the 9th Circuit was critical of the analytical approach of the 
Federal Circuit and rejected the Federal Circuit' s ' infringement nexus 

1903 MDY Industries v Blizzard Entertainment, 616 F. Supp. 2d 958 (D. Ariz. 2009) affd in part, rev' 
in part629 F.3d 928 (9th Cir. 2010) . MDY supplied us~rs with a program or ' bot' that automated play 
within the World of Warcraft online game operated by Blizzard, the terms of use of the game 
prohibited the use of the ' bot' . Blizzard used a scan.dll program to detect if the user was operating the 
'bot' , which detection program operated when a user access the game. 1~nother ' bot' detection pro gran 
resided inside the game and would exclude the user from the game if the operation of the 'bot' was 
detected. The 9th Circuit was of the opinion that 'an access control measure can both (1) attempt to 
block initial access and (2) revoke access if secondary check determ ines that access was unauthorisec.' 
1904 MDY Industries v Blizzard Entertainment, 629 F.3d 928 (9th Cir. 201 0). ' We read this legislative 
history as confirming Congress's intent, in light of the current digital age, to grant copyright owners 
an independent right to enforce the prohibition against circumvention of effective technological acce55 
controls. In §1201 (a) , Congress was particularly concerned with encouraging copyright owners to 
make their works available in digital formats such as 'on-demand' or 'pay-per-view,' which allow 
consumers effectively to 'borrow ' a copy of the work for a limited time or a limited number of uses.' 
[ 14]. ' Our review of the legislative history supports our reading of§ 1201: that section (a) creates a 
new anticircumvention right distinct from copyright infringement, while section (b) strengthens the 
traditional prohibition against copyright infringement.' [15]. 
1905 Ibid. [13]. 
1906 Ibid. [14]. 

1907 Ibid. 
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requirement' , 1908 however the 9th Circuit did not have cause to consider 
either the interoperability provisions of the DMCA 1909 or the interplay 
between the anti-circumvention right provided in the DMCA and the 
antitrust provisions of the Sherman Act, leaving that interaction to be 
considered in the future. 1910 

The Federal Circuit in the Chamberlain and Storage Technology cases 
interpreted the provisions of the DMCA narrowly so as to avoid 
constructions that have the effect of allowing copyright owners to control 
access to the aftermarkets for products in ways that are anti-competitive. 
The consequence of technology protection measures in the DMCA will 
limit how consumers can 'use' the digital product and may have the effect 
of preventing consumers exercising what would otherwise be permitted 
acts in relation to IP products, including engaging in fair use of the works. 

Lindsey (20 1 0) described that an issue at the core of legislative authority 
for TPMs in the Copyright Act 1968 (Cth) 1911 is identifying the ambit of 
the statement in the WIPO Copyright Treaty, which is repeated in the 
Australia-US. Free Trade Agreement, as to 'the extent to which access 
control TP Ms are used (in connection with ' the exercise of the exclusive 
rights comprised in copyright.' 1912 In Australia the Copyright Amendment 
Act 2006 amended the anti-circumvention provisions of the Copyright Act 
to conform to the committnents made in the Australia-United States Free 
Trade Agreement (2004). 1913 The changes were to the sections relating to 
the exceptions that permit the circumvention of access control TPMs, 1914 

and the manufacture of devices or the supply of services that circumvent of 
access control TPMs or copyright protection TPMs, 1915 where the 
circumvention is for the sole purpose of achieving the interoperability of 

1908 ibid. '[W]e conclude that a fair reading of the statute (supported by legislative history) indicates 
that Congress created a distinct anti-circumvention right under § 1201 (a) without an infringement 
nexus requirement.' [ 16]. 
1909 §1201(£)(1) and (2). 
1910 Ibid. 'Concerning antitrust law, we note that there is no clear issue of anti-competitive behavior in 
this case because Blizzard does not seek to put a direct competitor who offers a competing role-playing 
game out of business and the parties have not argued this issue. If a §1201 (a)(2) defendant in a future 
case claims that a plaintiff is attempting to enforce its DMCA anti-circumvention right in a manner 
that violates antitn./.st law, we will then consider the interplay between this new anti-circumvention 
right and antitrust law.' [ 16]. 
1911 Considered in Stevens v Sony (Kabushiki Kaisha Sony Computer Entertainment) (2005) 224 CLR 
193; 221 ALR 448; 79 ALJR 1850; [2005] HCA 58 . 
1912 LexisNexis, Lahore: Copyright and Designs, [Lindsey, D.]. [9 ,015] referring to Art. 11 WIPO 
Copyright Treaty and Art. 14.7 (a) Australia-United States of America Free Trade Agreement, (2004), 
ATNIA 5. 
1913 Australia-United States of America Free Trade Agreement, (2004), ATNIA 5. The anti-
circumvention amendments to the Copyright Act were made in the Copyright Amendment Act 2006 
(Cth). 
1914 s. 116AN(3). 
1915 ss. 116A0(3) and 116AP(3). 
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computer programs. 1916 The provisions of the Copyright Act 1968 (Cth) 
that define what a technology protection measure is, differentiates between 
different outcomes a TPM is permitted to achieve: 

• 'technology protection measure ', that prevents, inhibits or restricts 
the doing of an act comprised in the copyright so as to prevent, 
inhibit or restrict the infringement of copyright; 1917 

• ' access control technological protection measure ', that controls 
access to authorised persons, such as a licensee; 1918 

• geographic market segmentation technology, 1919 that allows the 
division of global markets into regional zones so as to allow 
staggered releases of audiovisual products with the potential to 
achieve market price differentiation in each zone (such as ' regional 
zoning' technology used in DVDs); 1920 and 

• access authentication technology that restricts which devices can be 
connected to another device. 1921 

The definition of ' access control technological protection measure' 
describes technology used 'in connection with the exercise of the 
copyright' and that 'in the normal course of its operation, controls access 
to the work or other subject-matter' (paragraphs (a)(ii) and (b)). However 
paragraph (c) of the definition excludes 'geo-location or geo-filtration 
measures' that prevent the initial acquisition of material such as ' [t} hose 
measures allow a copyright owner to control who they make material 
available to on the basis of information such as a customer's Internet 
portal address or credit card details. ' 1922 This allows the market 
segmentation to exist in the delivery of products and services via the 
internet, such as Internet Protocol Television (IPTV), which can be 
blocked from delivery if an address is identified as not being an Australian 
address. Paragraph (d) of the definition provides an exception for any 
technological protection n1easure that is a component of a machine or 

1916 The a~t of circ~~entio~ '~ill .be done for the sole purpose of achieving interoperability of an 
independently created computer program with the original program or any other program. ' 
1917 A ' technological protection measure ' is defined ins. 10, Copyright Act 1968 (Cth) to mean both an 
'access control technological protection measure' and 'device, product, technology or component 
(including a computer program)' that ' in the normal course of its operation, prevents, inhibits or 
restricts the doing of an act comprised in the copyright' but does not include geographic market 
segmentation technology or access authentication technology. 
1918 An 'access control technological protection measure ' (ACTPM) is defined ins. 10 Copyright Act 
1968 (Cth); 
1919 Copyright Amendment Bill 2006: Explanatory Memorandum (Cth). [12.12]. See also (12.32] 209. 
' Those measures allow a copyright owner to control who they make material available to on the basis 
of information such as a customer 's Internet portal address or credit card details.' 
1920 Excluded from being an ACTPM by subparagraph (c) of the definition ofACTPM. 
1921 Excluded from being an ACTPM by subparagraph (d) of the definition of ACTPM. 
1922 Ibid. [12 .12]. (emphasis in original). See also [12.32] 209. ' To be excluded under paragraph (c) the 
measure must prevent playback of material that has been acquired outside Australia not prevent the 
initial acquisition of material outside Australia.' 
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device where the technological protection measure 'restricts the use of 
goods (other than the work) or services in relation to the machine or 
device'. The Explanatory Memorandum to the Bill stated that this 
exception is intended to avoid problems perceived to exist in the DMCA 
by 'confirming that access controls which are used to prevent competition 
in non-copyright goods are not covered by the TPM scheme'. 1923 The 
importance of paragraph (d) of the definition is that it avoids Australian 
courts having to consider the question 'whether a measure that prevents 
the operation of a product that includes a computer program is a 
TPM,' 1924 as the definition of 'access control technological protection 
measure' excluded measures that are geographic market segmentation 
technology or access authentication technology. 1925 

While the 2006 amendments brought the Australian legislation into closer 
alignment with the DMCA, the amendments were not intended to make the 
Australian TPM provisions the same as applied in the DMCA. 1926 Indeed, 
the purpose of paragraph (d) of the definition of' access control technology 
protection measure' is to prevent the TPM provisions being used to 
produce anti-competitive outcomes in aftennarkets, such as the supply of 
generic brand cartridges for computer printers and 'universal' remote 
control garage door openers. In Australia, the Date! v Microsoft 
litigation1927 would have to address whether the memory card 
authentication code is a 'technology protection measure', which is within 
the TPM provisions or is an 'access authentication technology' that 
restricts which devices can be connected to another device but which is 
excluded from the TPM provisions of the Copyright Act. 1928 

1923 Copyright Amendment Bill2006: Explanatory Memorandum (Cth) . [12 .14] 205. 
1924 LexisNexis, Lahore: Copyright and Designs, [Lindsey, D.]. [9,030]. Lindsey also comments that 
the Explanatory Memorandum clarifies the effect of exclusion in paragraph (d) as not being intended to 
apply 'where the computer program is the principal object of the commercial exploitation of the 
machine or device and the measure restricts the use of that computer program .' Copyright Amendment 
Bill 2006: Explanatory Memorandum (Cth). [12.15]. 
1925 Excluded from being an ACTPM by subparagraphs (c) and (d) of the defmition of ACTPM. 
1926 For example, the '[n}ew s 116AN implements Article 17.4. 7(a)(i) of the AUSFTA and introduces a 
new action for the act of circumventing an access control TPM Liability for the act of circumvention 
is limited to the circumvention of access control TPMs. There is no equivalent action for 
circumvention ofTPMs that are not access control TPMs. This is consistent with the obligations in the 
AUSFTA which do not require Australia to implement an action for circumvention ofTPMs that 
protect copyright.' Copyright Amendment Bill 2006: Explanatory Memorandum (Cth). [ 12.1]. The 
Copyright Act 1968 (Cth) does not contain a provision equivalent to§ 1201(b)(l) DMCA. 
1927 See discussion of the Date! v Microsoft litigation in Chapter 8, Section 1. 
1928 Excluded from being an ' access control technological protection measure ' by subparagraph (d) of 
the definition ins. 10, Copyright Act 1968 (Cth). 
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2. The role of specialist doctrines: the misuse of copyright and misuse of 
patent 

(a) The role of specialist doctrines 

U.S. courts have developed specialised doctrines to manage issues arising 
at the intersection of IP and competition policy, such as the misuse 
doctrines, which determine the circumstances in which IPRs can be 
'misused' or the owner of the IPRs ' over-reach' in a claim as to the scope 
of the IPRs. The doctrines of misuse of patent or copyright, as applied by 
the courts of the United States, bars a culpable plaintiff from prevailing on 
an action for the infringement of the patent or copyright. Chafee 
( 1949), 1929 and others, 1930 identify the basis of the patent misuse doctrine 
as the equitable doctrine of unclean hands.1931 Arar (1981)1932 and White 
( 1997) 1933 identify the introduction of antitrust principles into the 
copyright misuse defence in US v Paramount Pictures 1934 and US v 
Loew 's, 1935 in which the Supreme Court confirmed the development of the 
copyright misuse doctrine that had been occurring in the lower counts 
although, as discussed later, the Supreme Court has never had cause to 
resolve the differences between the analytical approaches adopted in the 
Circuit Courts as to the test for a misuse of copyright. 

The use of specialist doctrines will be considered so as to complete the 
analysis of the mechanisms that are available to manage issues arising at 
the intersection of IP and competition policy. As Australian courts have 
not evolved specific doctrines related to the 'misuse' of IPRs, this 
discussion of the specialist doctrines will be less extensive than the subject 
may otherwise demand.1936 Rather than develop a specialised doctrine to 

1929 Z. Chafee, 'Coming into Equity with Unclean Hands (II)' (1949) 47 Michigan L. Rev. 1065. 
1930 B. Frischmann and D. Moylan, 'Th e Evolving Common Law Doctrine of Copyright Misuse: A 
Unified Theory and its Application to Software' (2000) 15 Berkeley Tech . L. J. 865. JM. Mueller, 
'Patent Misuse through Capture of Industry Standards' (2002) 17 Berkeley Tech. L. J. 623-684.672. 
1931 Motion Picture Patents Co. v Universal Film Co., 243 US 502 (1917). The Supreme Court held a 
tying restriction was invalid (patented film projectors on the condition that unpatented film stock must 
also be purchased from the patent owner) and denied the patent owner remedies. See also Morton Salt 
Co. v G.S. Suppiger Co., 315 US 488 ; 62 S Ct 402 (1942). The patent holder tied the sale of 
unpatented salt tablets article products to the supply of the patented salt processing machines. The 
Supreme Court stated that '[i]t is a principle of general application that courts and especially courts of 
equity, may appropriately withhold their aid where the plaintiff is using the right asserted contrary to 
the public interest. "492; and that the holder "of an exclusive privilege granted in the furtherance of a 
public policy, may not claim protection of his grant by the courts where it is being used to subvert that 
policy.' SC 494. 
1932 R. Arar, 'Redefining Copyright Misuse' (1981) 81(6) Columbia L. Rev. 1291-1314. 
1933 JAD. White, 'Misuse or Fair Use: That is the Software Copyright Question' (1997) 12(2) Berkeley 
Tech. L. J. 251-310. 
1934 United States vParamount Pictures, Inc, 334 US 131 (1948). 
1935 United States vLoew's, Inc, 37 1 US 38 (1962). 
1936 The U.S. misuse doctrine is discussed in Corrs Pavey Whiting & Byrne v Collector of Customs 
(1987) 14 FCR 434; 74 ALR 428; 10 IPR 53 (FCAFC) (Sweeney, Jenkinson & Gummow JJ). 
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limit the exercise of IPRs to within the boundaries IP regimes, Australian 
courts have worked within existing equitable doctrines and public interest 
defences to manage what are perceived to be attempts by IP owners to 
' over-reach' the scope of the grant of rights provide by the copyright or 
patent regimes.193 7 The United Kingdom has left open the circumstances in 
which a copyright owner may be denied remedies because of public 
interest values as a public interest defence is preserved by s. 171 
CDP A. 1938 In Canada the unclean hands maxim provides a basis on which 
copyright remedies may be refused.1939 

These specialist doctrines are relevant to this thesis they provide 
mechanisms directed to manage issues arising at the intersection of IP and 
competition policy. For exatnple, the delineation of the boundaries of 
copyright operates through both ' internal' and 'external ' mechanisms. The 
internal copyright doctrines are discussed earlier in this Chapter and 
include the ' fair dealing' /' fair use ' exception to liability. 1940 Merges 
(1 995) 1941 described these as 'internal' doctrines in the sense that they are, 
'restrictions that have grown out of the body of law that defines, interprets, 
and enforces intellectual property rights. The implicit contrast is with the 
'external ' limits that emerge directly from the law governing 
transactions .' I 942 The 'external ' boundaries can be seen in the role of the 
competition legislation in potentially limiting the exercise of property 
rights, including IPRs. 

Hogan (200 1) 1943 argued that the copyright misuse doctrine has a 
relationship with the fair use doctrine, and that relationship can be seen in 
DSC v DGi944 (in which copyright misuse was successfully argued), and 

Gummow 1 discussed 'unclean hands' and the United States and Australian authorities on 'misuse' of 
patents, trade marks and copyright. 
1937 Gummow 1 has doubted the existence of ' public interest' defence to copyright infringement in 
Collier Constructions v Foskett (1990) 19 IPR 44; 97 ALR 460. 
1938 See the discussion in CLRC, Contract and Copyright, (Copyright Law Review Committee 
(Commonwealth of Australia)) (2002). [5 .89-5.92]. The public interest defence is presenred by s. 171 
CDPA 1988 (UK). See also the discussion by R. Burrell and A. Coleman, Copyright Excep tions- The 
Digital Impact (2005). 
1939 Tomkowicz & Judge note that Canadian courts have considered, but not yet adopted, the misuse of 
copyright doctrine. In the Bell Canada case the court reinforced the applicants for equitable relief must 
have 'clean hands' , RJ. Tomkowicz and EF. Judge, 'The Right of Exclusive Access: Misusing Copyright 
to Expand the Patent Monopoly' (2006) 19(2) Intellectual Property J 351-391. Discussing Bell 
Canada v Intra Canada Telecommunications Ltd (1982) 62 CPR (2d) 21 , reversed, (1982) 70 CPR (2d) 
252. 
194° Chapter 3, Section 3, which considers the copyright principles that balance the ' rights' of 
copyright creators against the ' expectations' of those who wish to use, re-use and distribute existing 
works including: the concept of ' originality'; the ' idea/expression ' dichotomy; the implication of a 
licence; and the 'fair use '/' fair dealing ' exception to copyright infringement. 
1941 RP. Merges, 'Intellectual Property and the Costs of Commercial Exchange: A Review Essay' (1995) 
93 Michigan L. Rev. 1570. 
1942 Ibid. 1606. 
1943 J. Hogan, 'Competition Policy for Computer Software Markets' (200 1) 1 The Journal of 
Information, Law and Technology (JILT). 
1944 DSC Communications (Alcatel USA , Inc) v DGI Technologies, Inc, 81 F. 3d 597 (5th Cir. 1996). 
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the fair use cases of Sega v Accolade and Atari v Nintendo. 1945 Hogan 
explained the role of the copyright misuse doctrine as allowing 
competitors to obtain access to interface information related to the creation 
of compatible software programs, although Hogan acknowledges that the 
misuse doctrine only operates as a defence to a copyright infringement 
action. 1946 Hogan argued that the copyright misuse doctrine, together with 
the fair use doctrine, 'op erate to prevent the anti-competitive enforcement 
if . I . 194 7 ( ) 1948 l h h o the zntellectua property rzghts. ' Meurer 2003 a so note t at t e 

role of the doctrines of misuse of IPRs does have a relationship with 
antitrust law as the misuse doctrines 'are concerned about the potential of 

. I . I d d · ' 1949 Th vertzca restraznts to exc u e ownstream competztors . e 
relationship between the misuse doctrines and antitrust law is considered 
later in relation to the continuing argument as to whether 'public policy 
approach ' and the ' antitrust approach' should be applied to determine 
whether there is a misuse of IP. 

(b) The application of specialist doctrines compared to a 'basics' 
approach 

A range of opinions exist in the literature as to the efficacy of the doctrines 
in managing issues at the intersection of IP and competition policy. 
Lemley (1990) 1950 and Parades (1 994) 1951 have argued that there is no role 
for the doctrines as antitrust law provides clear principles to deal with anti-
competitive behaviour and antitrust law also protects patent and copyright 
policy. Paredes also argued antitrust principles supports copyright policy 
while the misuse defence encourages infringement by protecting the 
infringer at the detriment to the owner of copyright as defendants can 

. d -1'. • • fri d" 1952 assert m1suse e1ences 1n a response to 1n ngement procee tngs. 
Parades proposed that courts should separate issues of breach of antitrust 
laws from issues related to copyright infringement so that the copyright 
owner would be entitled to remedies for infringement of copyright (if the 
eletnents of copyright infringement are established) and the infringer 
would be entitled to antitrust remedies against the copyright owner (if the 
elements of infringement of the Sherman Act are established). Among the 
scholars that accept that there is a role for the misuse doctrines there are 

1945 Sega Enterprises v Accolade, Inc, 785 F. Supp. 1392 (N.D. Cal. 1992), rev'd on other grounds, 977 
F. 2d 1510 (9th Cir. 1992). Atari Games Corp. v Nintendo of America, Inc, 975 F. 2d 832 (Fed. 
Cir.l 992), aff'd, 109 F. 3d 1394 (9th Cir. l997). The 'reverse engineering' of computer games was 
accepted as a ' fair use' under§ 107, 17 U.S.C. 
1946 Hogan, ibid. 
1947 Ibid. 
1948 MJ. Meurer, 'Vertical Restraints and Intellectual Property Law: Beyond Antitrust' (2003) 87 
Minnesota L. R. 1871. 

1949 Ibid. 2. 
1950 MA. Lemley, 'The Economic Irrationality of Patent Misuse' (1990) 78 Cal. L. Rev. 1599. 
1951 T . Paredes, 'Copyright Misuse and Tying: Will Courts Stop Misusing Misuse?' (1994) 9 High Tech. 
L. J. 27 1-336. 
1952 Ibid. 296 and 329. 
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different op1n1ons as to the appropriate test of misuse of IP. 1953 The 
controversy over the application of the patent misuse doctrine resulted in 
amendments to the Patent Act (U.S.) to remove any presumption of misuse 
related to refusals-to-license the patent or in relation to patent tying, unless 
market power is established. 1954 

In considering the available mechanisms to conflicts between different 
policy areas, Kieff & Paredes (2005) 1955 argue against the adoption of 
specialised approaches and propose an approach of focusing on the 
'basics', which they describe as the 'core principles and features - of each 
distinct area of law' .1956 Kieff & Paredes described the ' basics' approach 
as having both procedural and substantive components. The procedural 
aspects being that courts should first apply the existing legal regimes, such 
as IP law, competition law, contract law etc as within those regimes the 
solution would usually be found; if there are perceived to be failures of the 
existing legal regimes the nature of the failure must be fully identified 
before creating new doctrines and approaches to resolve conflicts between 
IP law and other areas such as property law, contract law and competition 
law. The substantive aspects proposed by Kieff & Paredes are that courts 
should adhere 'to the full range of established positive and normative 
frameworks within each body of law that the court applies.' 1957 This can be 
understood as directing the focus to the statutory purpose for each body of 
law. 

Kieff & Paredes argue that the 'basics' approach results in the optimum set 
of rules for resolving disputes at the intersection of IP and competition. 
The 'basics' approach is designed to maintain the integrity of the existing 
positive and nom1ative rules, such as the IP statues, and reinforce the 
ability of transacting patties to engage in private ordering of their 
transactions, as Kieff & Paredes argue that coutis are 'ill-equipped to 
second-guess the substance of contracts entered into by sophisticated 
parties merely because courts believe that some different arrangements 
would promote better use of the underling IP rights.' 1958 An important 
policy in1plication of the 'basics' approach is described by Kieff & 
Paredes as being that it is less complicated to apply and that the outcome 
more predictable for transacting parties engaged in the commercialisation 
of patents, copyrights and trade marks. 1959 As the patent misuse and 
copyright misuse doctrines are firmly established in U.S. law it is clear that 
the 'basics' approach does not reflect the current U.S. approach to 
managing issues at the intersection of IP and competition law. The policy 

1953 See discussion in the following Section 2(c). 
1954 § 271(d), Patent Misuse Reform Act 1988 (35 U.S.C.). 
1955 FS. Kieff and TA. Paredes, 'The basics matter: at the periphery of intellectual property' in LN. 
Takeyama, WJ. Gordon and R. Towse (eds), Developments in the Economics of Copyright (2005) 159-
190. (Edward Elgar). 
1956 Ibid. 159. 
1957 Ibid. 160. 
1958 Ibid. 163 . 
1959 Ibid. 161. 
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positions in relation to how the misuse doctrine should work are 
summarised in the following four categories: 

• 

• 

• 

• 

There is no role for a misuse doctrine - because antitrust law 
provides clear principles to deal with anti-competitive behaviour and 
antitrust law also protects copyright policy. See Lemley ( 1990) 1960 

and Parades (1994); 1961 

Copyright misuse doctrine may be afplied - based only on the 
antitrust apfroach. See Arar (1981), 196 Judge (2004) 1963 and Judge 
Posner in i Circuit cases; 1964 

Copyright misuse may be applied - based on the antitrust afsproach 
supplemented by public policy. See Fellmeth (1998). 965 An 
alternative view is presented by Patterson (2000) 1966 who suggested a 
middle ground between the public policy approach and the antitrust 
approach. 

Copyright misuse may be applied - based only in the public policy 
approach, as the antitrust approach does not address the correct 
scope of rights for creators. See Hanna (1994), 1967 White (1997) 1968 

and Karajara (1999). 1969 

The debate as to the conceptual basis of the misuse doctrines remains 
unresolved. Recent commentary is provided by Bohannan (20 11) 1970 who 
argues that the misuse doctrines as having a role to address the assertion of 
IPRs that threaten innovation and act to foreclose competition or access to 

1960 MA. Lemley, 'The Economic Irrationality of Patent Misuse' (1990) 78 Cal. L. Rev. 1599. 
196 1 T. Paredes, 'Copyright Misuse and Tying: Will Courts Stop Misusing Misuse?' (1994) 9 High Tech. 
L. J. 271-336. 
1962 R. Arar, 'Redefining Copyright Misuse' (1981) 81(6) CoLumbia L. Rev. 1291-1314. See other 
commentators cited by JAD. White, 'Misuse or Fair Use: That is the Software Copyright Question' 
(1997) 12(2) Berkeley Tech. L. J. 251-310. fin 99. 
1963 K. Judge, 'Rethinking Copyright Misuse' (2004) 57 Stanford L. Rev. 901-952 . 
1964 Saturday Evening Post Co. v Rumbleseat Press, Inc, 816 F. 2d 1191 (7th Cir. 1987). Assessment 
Techs, ofWis., L.L.C v WIREdata, Inc, 350 F. 3d 640 (7th Cir. 2003). 
1965 X. Fellmeth, 'Copyright Misuse and the Limits of Intellectual Property Monopoly' (1998) 6 J. Intel/. 
Prop. Law 1. 
1966 C. Patterson, 'Copyright Misuse and Modified Copy/eft: New Solutions to the Challenges of Internet 
Standardisation' (2000) 98 lvfichigan L. Rev. 1351-83. 
1967 R. Hanna, 'Misusing Antitrust: The Search for Functional Copyright Misuse Standards' (1994) 46 
Stanford L. Rev. 401 . Hanna argued that the public interest approach is directed to promoting the 
copyright goals of the dynamic economic incentives that promote, over the long term, the creation and 
dissemination of copyright material. 
1968 JAD. White, 'Misuse or Fair Use: That is the Software Copyright Question' (1997) 12(2) Berkeley 
Tech. L. J. 251-310 . 
1969 DS. Karjala, 'Copyright Protection of Operating Software, Copyright Misuse and Antitrust' (1999) 
9 Cornell J. of Law and Public Policy 161-192. 
197° C. Bohannan, 'IP Misuse as Foreclosure' (2011) Iowa L. Rev. 475. See also TF. Cotter, 'IP Misuse 
and Innovation Harm' (26 August 2011) (Forthcoming) Iowa L. Rev. Bulletin, Vol. 52, No. 96 (SSRN 
eLibrary) <http://ssrn.com/paper=1917604>. 
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the public domain. 1971 In relation to the above categories, Bohannan argues 
against treating misuse if IPRs through the application of antitrust law is 
ill-advised, 1972 while acknowledging that the application of the misuse 
doctrines to define any attempt to obtain rights beyond the scope of the IP 
grant is inherently vague approach. 1973 

Judge Posner presents the argument for the 'antitrust approach' to misuse 
as being that the analytical approach of antitrust law provides a clearer 
standard to assess misuse of intellectual property that that provided by the 
public policy approach given the more ill defined basis of public policy 
and the equitable doctrines related to the public policy approach. 1974 The 
essence of the 'public policy approach' is that the misuse doctrines are 
wider than antitrust law, as they are based either on the application of 
policy grounds or on equitable principles that limits attempts to leverage 
the statutory IPRs beyond the legitimate scope of the rights. 1975 However 
Burk (2003) argued that it is a mistake to consider that the public interest 
function is synonymous with what is intended to be achieved by 
competition policy, as the public interest function of the misuse doctrine is 
to 'police the constitutional and statutory limits on exclusive rights. ' 1976 

The essence of the antitrust approach supplemented by public policy is that 
overreaching by rights holders can result in anti -competitive effects, so 
that the public interest function can be seen to complement competition 
law even if the misuse doctrine appears to overlap the role of competition 
law. 

(c) Computer technology and the misuse of copyright and misuse of 
patent 

The growth in the cotnputer industry, and the potential for disputes over 
the access to ideas underlying computer programs or disputes over 
compatible computer programs, have been canvassed in the literature on 
the copyright tnisuse doctrine. Parades ( 1994) views the copyright misuse 
doctrine as a threat to the computer industry, 1977 while White (1997), 1978 

1971 Bohannan, ibid. 503-25. 
1972 Ibid. 487-95. 
1973 Ibid. 495-97. 
1974 Saturday Evening Post Co. v Rumbleseat Press, Inc, 816 F. 2d 1191 (7th Cir. 1987). 1200. See 
also USM Corp. v SPS Technologies, Inc, 694 F. 2d 505 (7th Cir. 1982), cert. denied, 462 US 1107 
(1983). 511. 
1975 MA. Lemley, 'Beyond Preemption: The Law and Policy of Intellectual Property Licensing' (1999) 
87(1) Cal. L. Rev. 113-172.153-158. 
1976 DL. Burk, 'AntiCircumvention Misuse' (2003) 50 UCLA L. Rev. 1095. 
1977 T. Paredes, 'Copyright Misuse and Tying: Will Courts Stop Misusing Misuse?' (1994) 9 High Tech. 
L. J 271-336. 330 and authors cited at f/n 295. 
1978 JAD. White, 'Misuse or Fair Use: That is the Software Copyright Question' (1997) 12(2) Berkeley 
Tech. L. J 251-310.279-288. White argues that the antitrust approach does not adequately address the 
question as to what is the appropriate scope of the IPRs. 
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Karajara (1999) 1979 and Patterson (2000) 1980 are of the opinion that the 
copyright misuse doctrine has an important role to play in promoting 
innovation in the computer industry, by providing a mechanism to enhance 
copyright policy in relation to access to ideas and other building blocks for 
creating computer programs. In the digital environment the application of 
the copyright misuse doctrine is wider than ensuring the access to ideas; 
indeed, the doctrine is often pleaded as a defence to copyright 
infringement actions. 198 1 The circumstances in which claims of copyright 
misuse or patent misuse have been considered by U.S. courts can be 
categorised into the following categories: 

(2) Technology tying, by creating and marketing digital products that 
are only available as a package, or tying the supply of a copyright or 
patented product to the licence of another product. In the United 
States, tying issues have been argued under misuse doctrines and 
under the Sherman Act e.g. US. v Microsoft ;1982 

(3) Anti-competitive clauses in licensing agreements, such as using 
contract law to: 

(i) Prohibiting the carrying of activities, such as a 'no-contest' clause 
that prohibited the licensee from challenging in a court as to 
whether the licenced work was protected by copyright, 1983 or 
prohibiting the creation of a database from information that is not 
subject to copyright protection; 1984 

(ii) Preventing the contracting party developing a product that 
potentially competes with the licenced product, whether the 

1979 Karjala, ibid. 185. Karjala argued that copyright misuse doctrine does not remedy what he 
perceives to be structural problems arising from the combination of copyright in operating systems and 
strong network effects inherent in operating system technology . 

. 
19~° C. Patterson, 'Copyright Misuse and Modified Copyleft: New Solutions to the Challenges of Internet 
Standardisation' (2000) 98 Michigan L. Rev. 1351-83. 
1981 'The misuse d~fense prevents copyright holders from leveraging their limited monopoly to allow 
them control of areas outside the monopoly.' A&M Records v. Napster, Inc ., 239 F.3d 1004, 1026 (9th 
Cir. 2001 ). See SA. Sher, 'In re Napster Inc. Copyright Litigation: D~fining the Contours of the 
Copyright Misuse Doctrine' (2002) 18 Santa Clara Computer and High Tech . L. J. 325-340. 337. 
However courts accept that asserting copyright in works, is not in itself, a ' misuse' of the copyright; 
e.g. Apple, Inc v Psystar Corp., 673 F. Supp. 2d 943 (N.D. Cal. 2009). However an attempt to prevent 
the importation of genuine Omega watches by asserting infringement of copyright in an image 
engraved on the reverse of each watch was held to be a misuse of copyright in Omega, SA. v Costco 
Wholesale Corp., (E.D. Cal. November 9, 2011). 
1982 DT. Hibner, 2005 (7 October 2005) (Patent Misuse and Antitrust Tying Analysis- Close But 
Imperfect Substitutes), Antitrustlaw Blog Sheppard Mullin 
<http://www.antitrustlawblog.com/2005/ l 0/articles/article/patent-misuse-and-antitrust-tying-analysis-
close-but-imperfect-substitutes/> at 25 September 2009. JM. Newman, 'Anticompetitive Product 
Design in the New Economy' (2011) Florida State University L. Rev ... Forthcoming 
<http://ssm.com/paper= 1942932>. 
1983 Saturday Evening Post Co. v Rumbleseat Press, Inc, 816 F. 2d 1191 (7th Cir. 1987). 
1984 Assessment Techs, of Wis. , L.L.C. v WIREdata, Inc, 350 F. 3d 640 (7th Cir. 2003). 
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competing product is reverse engineered from the licenced 
product or independently developed; 1985 

(iii) Prohibiting the licensee from using competing products during the 
licence term; 1986 or controlling how the products can be used; 1987 

or 

(iv) Prohibiting the licensee from using products that compete with 
the licensor's uncopyright technology that is supplied with the 
licenced product. 1988 

An example of the ' antitrust approach' to copyright misuse is provided by 
Judge Posner in Saturday Evening Post v Rumbleseat, 1989 in which the ih 

Circuit considered a clause in a licence that purported to prevent the 
licensee from challenging that copyright existed in the work that was 
licensed (the 'no-contest clause'). The 7th Circuit identified the judicial 
task as balancing the pros and cons of the no-contest clause with the 
preferred analytical approach being under antitrust law given that § 1 
Sherman Act forbids contracts that restrain trade. A public policy analysis 
was rejected by the 7th Circuit as the court refused to create a rule 'that 
would jostle uncomfortably with the Sherman Act'; 1990 as the 7th Circuit 
considered that a public policy analysis misuse test exposed IP owners to 

1985 Lasercomb America, Inc v Reynolds, 911 F. 2d 970 (4th Cir. 1990). Licenses included restrictions 
designed to prevent the licensee from developing competing software for 99 years. However the misuse 
defence is not available where the licensee developed a competing product by 'reverse engineering': 
see Advanced Computer Servs. of Mich. v MAl Sys. Corp., 845 F. Supp. 356 (E.D. Va. 1994). 366-367, 
The Lasercomb case was distinguished as there were no restrictive licence terms; the court held that the 
owner could l.egitimately recoup the investment in the development of the diagnostic software through 
high license fees; and enforcing copyright is not misuse. Neither defences of fair use or copyright 
misuse were successful. 
1986 Practice Management Information Cotp. v American Medical Ass'n. , 121 F. 3d 516 (9th Cir. 1997), 
amended, 133 F. 3d 1140 (9th Cir. 1998). 
1987 Apple, Inc v P~ystar Corp., 673 F. Supp. 2d 943 (N.D. Cal. 2009). The district court rejected the 
argument ofPsystar that Apple's software licence agreement that required the Apple OS X only be 
used on Macintosh computers was a misuse of copyright. Affmned on appeal in Apple, Inc v Psystar 
Corp., No.l0-15113 (9th Cir. Sept. 28, 2011). Psystar argued that copyright misuse is the use of 
copyright to protect exclusive rights not granted by the Copyright Act, and that Apple's software 
licence agreement that barred use of the Apple software on non-Apple computers impermissibly 
extends the reach of Apple's copyright and constitutes misuse. The 9th Circuit accepted Apple ' s 
argument 'that to adequately demonstrate copyright misuse, Psystar must show either that the license 
agreement restricts creativity or that it restricts competition, and that this license agreement does 
neither. Apple distinguishes Alcatel as an attempt to stifle competition by preventing competitors from 
developing competing products, whereas here Psystar is free to develop both competing hardware and 
software. The district court agreed and so do we.' Psystar filed a writ of certiorari petition on 27 Dec. 
2011 seeking review by the Supreme Court. K. Goldberg, Psystar Takes Mac OS X Copyright Feud To 
High Court (6 January 2012) Law360 <http://www.law360.com/ip/articles/298161> at 7 Jan. 2012. 
1988 DSC Communications {Alcatel USA, Inc) v DGI Technologies, Inc, 81 F. 3d 597 (5th Cir. 1996). In 
which the 5th Circuit considered that the plaintiff was attempting to 'obtain a patent-like monopoly'. 
601. 
1989 Saturday Evening Post Co. v Rumbleseat Press, Inc, 816 F. 2d 1191 (7th Cir. 1987). The court 
included Judge Posner & Judge Easterbrook. 
1990 Ibid. 
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uncertainty as to how monopolistic abuse should to be assessed. 1991 The ih 

Circuit considered the 'misuse ' claim as being monopolistic abuse, in the 
form of a 'non-contest' clause and that antitrust law principles exist to 
analyse such a monopolistic abuse. The ' antitrust approach' was justified 
by Judge Posner on the basis that the analytical approach of antitrust law 
provides a clearer standard to assess misuse of intellectual property than 
that provided by the public policy approach given the more ill-defined 
basis of public policy and the equitable doctrines related to the public 
policy approach. 1992 

1991 Ibid. 'Noting the convergence of patent-misuse principles with antitrust principles, we said in USM 
Corp. v. SPS Technologies, Inc., 694 F.2d 505, 512 (7th Cir. l982) : 'If misuse claims are not tested by 
conventional antitrust principles, by what principles shall they be tested? Our law is not rich in 
alternative concepts of monopolistic abuse; and it is rather late in the date to try to develop one 
without in the process subjecting the rights ofpatent holders to debilitating uncertainty. ' This point 
applies with even greater force to copyright misuse, where the danger of monopoly is less. We hold that 
a no-contest clause in a copyright licensing agreement is valid unless shown to violate antitrust law. ' 
1992 Ibid. 1200. Assessment Techs, of Wis., L.L.C. v WIREdata, Inc, 350 F. 3d 640 (7th Cir. 2003). 
While accepting that the issue did not arise, Judge Posner warned that the use of contracts to lock up 
the public domain data has competition implications, although Judge Posner expressed it as being a 
possible copyright misuse rather than a breach of the Sherman Act. 
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(d) Is there a role for the misuse doctrines in Australia? 

The misuse doctrines have not been applied in Australia; instead 
Australian courts have managed issues at the intersection of IP and 
competition policy through the application of: 

• Equitable principles to deny IP owners remedies in circumstances in 
which the applicant has ' unclean' hands; and 

• Public interest defences to IP infringement actions as a basis on 
which owners of IP are denied remedies. 

In Collier Constructions v Foskett, 1993 Gummow J noted that the 
respondent could not point to any ' misuse ' of the IPRs, rather the 
allegation the respondent made was a breach of s. 52 TP A, 1994 by the 
applicant for remedies under the Copyright Act. In this case Gummow J 
anchors the available remedy, to the discretionary defence of want of 
'clean hands ' by the applicant. 1995 Gummow J rejected that there is public 
interest defence in a copyright infringement case with this statement: 

'[I]f the respondent had otherwise made out the elements of what in 
the English cases could be regarded as the (('public interest' defence 
in a copyright infringement case (by making good its allegation of 
contravention by the app licant of s 52 of the TP Act), I would hold 
that in this country there is no such defence known at law. ' 1996 

Gummow J identified the statutory framework provided by the Copyright 
Act as a basis for rejecting that there is a copyright public interest defence, 
because '[i} t would be an odd result if this complex of provisions, 
reflecting an accommodation by the legislature of a range of competing 
interests, were overlaid with some defence springing from the general law 
and defined with none of the precision apparent in the legislation.' 1997 The 
existence and value of public interest defences remains a matter of 
debate. 1998 The description of the Copyright Act as a "complex of 
provisions' can be argued to be the proposition that there is no role for 
copyright defence of publication in the public interest, as the 'Copyright 

1993 Collier Constructions v Foskett (1990) 19 IPR 44; 97 ALR 460. 
1994 Renumbered s. 18 of Schedule 2, Competition and Consumer Act 2010 (Cth). 
1995 'In order to make out the discretionary defence of want of 'clean hands', it would be necessary for 
the respondent to show that the conduct of which it complains has 'an immediate and necessary 
relationship' to the equity upon what the applicant seeks an injunction.' Ibid, 474. 
1996 Ibid. 473, lines 45-49 . 
1997 Ibid. 471, lines 42-46. Notwithstanding the enactment ofs. 171 (3) CDPA (1 988), Gummow J 
preferred the critical analysis of a ' publ ic interest' defence made in The Modern Law of Copyright, 
Laddie, Prescott & Vitoria (1980) [2.1 07]. 
1998 See discussion of the Collier Constructions case by A Sims, 'The Public Interest Defence in 
Copyright Law: Myth or Reality?' (2006) 28(6) EIPR 335-343. 340, f/n 92-99 and 342. c. f. DFC. 
Thomas, 'A public interest defence to copyright infringement' (2003) 14(4) Australian Intellectual 
Property Journal 225-237. See also A. Sims, 'The Handmaiden and the Whipping Boy: The Court's 
Use of Public Policy in Limiting Copyright Protection' (2007) 71 Intellectual Property Forum 90-93. A 
Sims, 'The Denial of Copyright Protection on Public Policy Grounds' (2008) 30(5) EIPR 189-198. 
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Act is a code'. If this is an accurate restatement of the comment by 
Gummow J, then it can be further argued that the Copyright Act is more of 
a ' framework ' statute than a ' complete code ' , with an extensive judicial 
development of copyright principles, and the application by the courts of 
doctrines derived from equitable principles. 1999 In any event, the core of 
the policy question that is addressed by Gummow J is the extent to which 
it is appropriate for courts to augment the wording of the Copyright Act, 
and thereby risk interfering with how parliament has addressed the ' range 
of competing interests' that is accommodated in the Act. 

Federal Court decisions subsequent to Collier v Foskett have focused on 
the discretion to grant remedies as being the basis on which the public 
interest can be addressed, such as in A-One v Off Road Jmports ,2000 in 
which Drummond J said that ' [w} here it is against public policy to enforce 
copyright because, e.g. the copyright work is libellous, obscene or 
otherwise involves a publication contrary to the public interest, the courts 
will not give any remedy. ' 2001 In Acohs v R.A. Bashford Consulting, 2002 

Merkel J reconciled the differences between the conflicting judgments as 
to available remedies and determined that copyright remedies are 
discretionary so that ' [t} he true underlying princip le acted upon by the 
Courts for refusing relief on grounds of public interest might lie in the 
discretion conferred as to the approp riate fo rm of relief rather than 
whether a def ence dis entitles the copyright owner to any relief ' 2003 The 
opinions as to the availability in Australia of 'public interest' defences to 
copyright infringement appears to fall into three categories: 

1. That copyright will not be enforced where the owner is engaged in 
some wrongdoing or iniquity, 2004 although authorities for this 
opinion may not actually describe it as a 'public interest' defence -
instead describing it as part of a court's inherent jurisdiction to 
refusal to enforce copyright because of the wrongdoing or iniquity of 
the owner2005 

' 

1999 The law of equity has been applied to address some perceived deficiencies in the strict application 
of the copyright legislation, such as the recognition of equitable assignments of copyright, see John 
Richardson Computers v Flanders (1993) FSR 497; (1993) 26 IPR 367. R. Griggs Group Ltd v Evans 
(No . 2) [2005] Ch 153; [2004] FSR 939; [2005] 2 WLR 513 ; [2004] EWHC 1088 (Ch). Council ofthe 
City of Sydney v Goldspar P/L (2004) 62 IPR 274; ATPR (Digest) ~46-253; [2004] FCA 568 . 
2000 A-One Accessory Imports PIL v Off Road Imports PIL (No . 2) (1996) 34 IPR 332; 66 FCR 199. 
2001 Ibid. 334. 
2002 Acohs PIL v R.A. Bashford Consulting PIL (1997) 144 ALR 528; 37 IPR 547; [1997] FCA 352. 
Part 6. 
2003 Ibid. 
2004 Aldous LJ in Hyde Park Residence Ltd v Yelland [2001] Ch 143; [2000] 3 WLR 215; (2000) RPC 
604 (EWCA). Ch 167. Gummow J in Collier Constructions v Foskett (1990) 19 IPR 44; 97 ALR 460. 
474. 
2005 Hyde Park Residence Ltd v Yelland [200 1] Ch 143; [2000] 3 WLR 2 15; (2000) RPC 604 (EWCA). 
Ch 167 per Aldous LJ. 
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2. The 'public interest' defence as stated in the Fairfax case, 'to protect 
the community from destruction, damage or harm' .2006 In relation to 
this statement, the CLRC (2002) argue that because Mason J' s 
decision in the Fairfax case has not been overruled by the High 
Court, a 'public interest defence ' to copyright infringement exists in 
Australia;2007 and 

3. A broader, more ill defined, 'public interest' defence, as indicated by 
Drummond J in the A-One Accessory case '[w]here it is against 
public policy to enforce copyright because, eg, the copyright work is 
libellous, obscene or otherwise involves a publication contrary to the 
public interest, the courts will not give any remedy. ' 2008 

The refusal of remedies because of the existence of 'unclean hands' 
provides a more limited role for equitable principles than that adopted by 
the U.S. courts in the application of the patent and copyright misuse 
doctrines. It can be argued that the discretionary remedies analysis is open 
to the objection that it provides too little guidance for the courts (or 
litigants or their legal advisers) as to when remedies for the 'tnisuse' of 
IPRs will be refused, and that the specific doctrines for the misuse of 
patents and copyright allow the development of the criteria that must exist 
before remedies for the 'misuse' of IPRs will be refused. 

It should also be noted that while the 'exclusive dealing' provisions of ss. 
4D and 47 TP A/CCA, regulate firms imposing contractual and other 
restrictions that have an adverse effect on competition, s. 51 (3) TP A/CCA 
has the effect of excluding s. 47 from applying to IP licenses, that are, 
within the bounds of the ' relates to ' test discussed earlier in this thesis . The 
existence of s. 51 (3) would appear to inhibit the development of a 'misuse' 
doctrine by Australian courts, al though discussion of the misuse doctrines 
is of interest to address the intersection of IP and competition policy in 
Australia in a scenario that would follow the repeal of s. 51 (3). 2009 

2006 Commonwealth of Australia v John Fairfax & Sons Ltd ('Defence Papers case~ ( 1980) 32 ALR 
485 ; 55 ALJR 45; 147 CLR 39; [1980] HCA 44. CLR 57. See also Acohs PIL v R.A. Bashford 
Consulting PIL (1997) 144 ALR 528; 37 IPR 547; [1997] FCA 352. Merkel J considered that the 
protection of the public is a relevant interest in relation to the publication of informatiion related to 
hazardous chemical substances by any person other than the creator of the HAZCEM information. 
2007 CLRC, Contract and Copyright, (Copyright Law Review Committee (Commonwealth of 
Australia)) (2002) . " Where the activity complained of serves to protect the community from 
destruction, damage or harm ." [5.93]. 
2008 A-One Accessory Imports PIL v Off Road Imports PIL (No.2) (1996) 34 IPR 332; 66 FCR 199. 
200-2001. 
2009 See Chapter 4, Section 5. 
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(e) Policy choices: refusal-to-license and copyright misuse 

The intersection of IPRs and competition law have been considered in Chapters 5 to 7, 
with the intention of Chapter 8 is to explore IP doctrines that address the improper use 
of the statutory monopoly or an attempt to ' overreach' the statutory IPRs or to use 
statutory protections, such as the access control technology protection measures under 
the Copyright Act 1968 (Cth). The relationship between a refusal-to-license and a 
misuse of copyright can be described in the following diagram, the purpose of which 
is to set out a decision making flow-chart to the policy choices discussed in this thesis: 

Figure 1. Policy choices: refusal-to-license and copyright misuse 

'Asset' which is asserted to be protected by copyright 

Copyright 6 No copyright (public domain) 

Whether refusal-to-license is an 
anti-competitive use of property? 
If anti-competitive use, then, 

j 
Compulsory license 
for 'commercial ' fee 

•.. 

~ 
Whether the assertion of property rights 

is a misuse of the copyright? 
If misuse, then choice of remedies 

No remedy • 
while misuse per is ts 

· .... 
Free for re-use 

In Figure 1 the inverted 'T' represents to primary copyright issue of whether an 
'asset' is protected as copyright work or other material. If the conclusion is that 
the asset is not a protected work the consequence is that it is free for re-use by 
others. At the next level of Figure 1, the central questions of this thesis are 
stated - as to the circumstances in which the misuse of market power provisions 
of the TP A/CCA apply to the exercise of IPRs; and the consequences of a 
refusal to license IPRs; and the potential role that a doctrine of misuse copyright 
may have in dealing with owners of IPRs attempting to over-reach what are the 
exclusive rights provided in the relevant IP regime. 
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Part III: Critique, conclusions and policy 
implications 

Chapter 9: Critique, conclusions and policy 
implications arising from the 
intersection of IP and competition policy 
in the digital environment 

The role that intellectual property plays in the competition strategies of 
firms in the digital environment is apparent from the multi -jurisdictional 
patent litigation - the so-called 'Android War' -that is the consequence of 
rivalry between the Apple and those mobile phone and tablet device 
manufacturers that use Go ogle ' s Android operating system. The Android 
War is one example of ICT firms seeking competitive advantage through 
the enforcement of intellectual property rights. 

Two facets of the intersection of competition and IP policy are considered 
in this thesis. The first facet is the unilateral actions of fmns engaged in 
behaviour that may be categorised as exclusionary conduct in dealing with 
IP. This exclusionary conduct is commonly described as being a ' refusal-
to-license' IP or the more general description of a ' refusal-to-deal ' may be 
used to describe the conduct. A refusal-to-deal may be a 'direct' refusal or 
a ' conditional ' refusal-to-deal, such as a ' tie-in' which forces consumers to 
purchase other products with the product they seek or the ' bundling ' of 
products to be sold as a package (i.e. a refusal to supply the components 
separately). This first facet can be described as the direct application of 
competition policy to the exercise of IP. 

The second facet of the intersection of competition and IP policy is the 
extent to which internal IP doctrines resolve potential anti-co1npetition 
exercise of IPRs. The purpose of discussing these internal IP doctrines is 
to understand that extent to which they limit the scope of IP, and 
consequently limit the potential for the exercise of the IPRs to have an 
anti-competitive effect. The two facets of the intersection of competition 
and IP policy focuses attention to the need for the legal doctrines that 
operate within IP and competition policy to be in alignment in order to 
achieve the goal of advancing social welfare through promoting innovation 
and creativity. 

This thesis argues that tensions arising at the intersection of intellectual 
property and competition policy can best be resolved through the 
following model: that achieving the optimum balance between access to 
markets and protection of the incentive to innovate or create (the 
'access/protection balance' ) should be approached through IP regimes that 
have a narrow scope of protection with a competition policy that intervene 
in the exercise of intellectual property rights only in exceptional 
circumstances. 
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This Chapter brings together the conclusions reached in this thesis on the 
following questions that relate to exclusionary conduct involving IP: 

(i) What are the desirable limits of intellectual property rights? 

(ii) In what circumstances should refusal-to-license IPRs be determined 
to be anti-competitive conduct? 

(iii) Does the 'essential facilities' doctrine applied in European and U.S. 
courts provide an appropriate mechanism to define when IPRs must 
be licensed? 

(iv) Do the internal IP rules, doctrines and defences, which have a role in 
shaping the scope of IPRs, also have a role in balancing property 
rights and competition policy? 

Before drawing those conclusions, it must be acknowledged that there are 
obstacles to implementing the model proposed as to the optimum approach 
to balancing access to markets of IP products and services with the 
protection of the incentive to innovate or create IP. Those obstacles can be 
summarized as: judges and regulators must interpret the relevant 
legislation and are not free to implement policies that are inconsistent with 
the legislative purpose; the competition policies applied by regulators to 
the exercise of IPRs must be consistent with the legislative purpose, which 
ultimately may be determined by the courts. As a consequence the 
inconsistencies between the views of the regulators and the courts will take 
time to be resolved by judicial decisions of trial courts and appeals to the 
superior courts.2010 

A further obstacle to implementing the model proposed is the judicial 
appetite for second-guessing the operation of markets, which in the digital 
environment are considered to be volati le as a consequence rapid evolution 
of technological innovation and the expansion of consumer choice. The 
literature review establishes that U.S. courts have adopted a non-
interventionist approach in the application of the Sherman Act that is 
explicitly intended to avoid the risk of error and the resulting damage to 
competitive behaviour that may result from courts intervening in markets 
when no intervention is warranted.2011 The adoption of a non-
interventionist approach to the Sherman Act analysis of anti-competitive 
behaviour follows from the view that the intervention of a court in the 
market when no intervention was necessary,2012 has a greater impact than 
the failure to intervene to stop anti-competitive behaviour;2013 in the latter 
situation the belief is that the market will act to correct any resulting 
monopolisation. This approach operates on the assumption that false 
positives are probably more costly than false negatives in their impact on 
social welfare so that a bias against intervention is justified. This 
reluctance of U.S. courts to act in a quasi-legislative or regulatory role 

2010 See Chapter 1, Section 3(d). 
2011 See Chapter 4, Section 3. 
2012 A ' false positive ' or Type I error is the error of rejecting something that should have been accepted. 
2013 A ' false negative ' or Type II error is the error of accepting something that should have been 
rejected. 
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would impact on the approach taken to resolving refusal-to-deal 
disputes. 2014 

The approach of the Australian courts is similar in effect to that applied by 
U.S. courts, although not explicitly presented in a risk/error framework, 
with the High Court of Australia describing the 'notoriously difficult task 
of satisfying the criteria of liability'2015 under s. 46 TP A/CCA. 

(1) What are the desirable limits of intellectual property rights? 

The limits of intellectual property rights are argued in this thesis to be 
identified by an analysis of the economic rationale of the IP regimes and 
that courts should define and apply IPRs so as to align those IPRs with 
their economic rationale. This approach has affinities to the ' basics ' 
approach described by Kieff & Paredes (2005)2016 as a mechanism to 
manage to conflicts between IP and competition policy. The application of 
the 'basics' approach being that courts should first apply the existing legal 
regimes, such as IP law and competition law. In applying the rules and 
doctrines for each legal regime, courts will direct their focus to the 
statutory purpose for each body of law. Such an approach begs the 
question as to what impact such a 'basics' approach would have on the 
levels of creativity and innovation. This thesis would argue that the 
empirical studies that exist as to whether copyright or patent protection 
provides an incentive for innovation and R&D investment would indicate 
such 'basics' ap~roach would little or no effect on the levels of creativity 
and innovation. 2 17 

The conventional justification for the IP regimes has two main elements: 
that property rights are granted in order to promote creativity and 
innovation that results in welfare benefits -flowing through the society in 
the form of knowledge and new or improved products and services; and 
that by creating property rights the IP regin1es correct market failure 
resulting from 'free-riding' on innovation and creativity. That is, the patent 
regime prevents imitation of the patented innovation and enables licensing 
in the patent rights, with the copyright regime having a similar effect in 
preventing imitation of works and other material. The specific 
characteristics of IP products are that they tend to have high development 
costs (the fixed costs of creation or invention) but low variable costs (the 
cost of producing another unit of the product). 

When the question as to whether copyright or patent protection provide an 
incentive for innovation and R&D investment is investigated in empirical 

20 14 See RA. Cass and KN. Hylton, 'Preserving Competition: Economic Analysis, Legal Standards and 
Microsoft' (1999) 8(1) George Mason L. Rev. 1-40. The aversion to Type I errors can be traced to FH. 
Easterbrook, 'The Limits of Antitrust' (1984) 63 Texas L. Rev. 1. 
2015 NT Power Generation v Power & Water Authority (2004) 219 CLR 90; [2004] HCA 48. [85]. 
20 16 FS. Kieff and T A. Paredes, 'The basics matter: at the periphery of intellectual property' in LN. 
Takeyama, WJ. Gordon and R. Towse (eds), Developments in the Economics of Copyright (2005) 159-
190. (Edward Elgar). 
20 17 See the discussion of the literature in Chapter 2, Section 4. 
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studies, the results have shown that firms do not rate the existence of IP as 
an important factor in achieving a return on investment in R&D?018 The 
conclusion that can be drawn from these empirical studies is that decisions 
to invest in R&D are not motivated by the resulting IP. These empirical 
studies result in the literature being sceptical of copyright or patent 
protection actually providing an incentive for innovation and R&D 
investment. Empirical studies also establish a mismatch between levels of 
patenting and levels of R&D spending, the conclusion drawn in the 
literature from this mismatch is that IP appears to have at best only a weak 
and indirect relationship to economic growth. 20 19 The literature that 
considers the economics of patenting suggests that strengthening the IP 
regimes and expanding the scope of the exclusive rights may not increase 
the total levels of social welfare, indeed, increased transaction costs may 
result from strengthening the IP regimes, and the costs resulting from 
excessive IP litigation, may result in a fall in social welfare due to 
innovation. 

The economic literature as to the costs and benefits of IP regimes and the 
empirical studies as to the role of IP as an incentive to invest in R&D 
remains contestable - as a social science the assessment of policy options 
may not be straightforward, known or knowable. This uncertainty has 
implications for IP policy development. A risk adverse approach to the 
application of competition principles to the exercise of IPRs may be 
appropriate as there is consensus among economist that the welfare 
benefits derived from dynamic efficiency are more important than the 
contribution made by improved allocative or productive efficiencies that 
may result from a competition policy focused on short term market power 
and short term effect on price and output. 

Notwithstanding the uncertainty as to economic effects of application of 
competition principles to the exercise of IPRs this thesis argues that the 
scholarship described above casts doubt on the validity of statements to the 
effect that any interference in the exercise of IPRs, such as enforcing an 
obligation to license IP, will result in damage to the incentive to engage in 
innovation or creativity. Notwithstanding the recognition of the 
importance of innovation to maximising social welfare, there is the 
potential for error in the uncritical acceptance of the proposition that 
because IP and competition policy share the same purpose, that of 
fostering innovation, that competition policy be constrained where IPRs 
are involved so as to avoid any interference with the incentives for firms to 
engage in research and development. 

20 18 See Chapter 2, Section 4(c). Discussing RC Levin eta!., ibid. See also WM. Cohen, RR. Nelson 
and JP. Walsh, Protecting Their Intellectual Assets: Appropriability Conditions and Why U. S. 
Manufacturing Firms Patent (or Not) (2000) Working Paper No. 7552, National Bureau of Economic 
Research. FM. Scherer, 'The Innovation Lottery ' in FM. Scherer (ed), Patents: Economics, Policy and 
Measurement (2005). (Edward Elgar). 306. OECD, Patents and innovation in the international context 
(1997) OCDE/GD (97) 210 <http://www.oecd.org/dataoecd/35/13/2101372.pdf >. 
201 9 JE. Bessen and MJ. Meurer, 'Of Patents and Property' (6 April2009) 31(4) Regulation 18-27. JE. 
Bessen and J. Meurer, Patent Failure: How Judges, Lawyers, and Bureaucrats Put Innovators at Risk 
(2008). 
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(2) In what circumstances should a refusal-to-license IPRs be determine 
to be anti-competitive conduct? 

(a) Should IPRs be treated the same as or different to other property rights 
under competition law? 

The theories of 'efficiency', in the context of 'market efficiency', when 
linked to property rights analysis - give an explanation for property rights 
that can be analysed with the social science discipline of economics, as 
opposed to being explained in metaphysical terms, as is the case of 
'natural' rights theories. This thesis argues that an efficiency-based 
analysis provides an optimal analytical approach the operation of IP 
regimes, in particular to analyse the relationship between IP and market 
power.2020 The theory of property has evolved to a position where interests 
in IP are accepted as being protected by property rules, (the exercise of a 
right to exclude others), or liability rules, that involve the statutory right to 
use IP in return for an obligation imposed on licensees of the IP to pay 
royalties for the use of the IP. 2021 

It is the function of competition law to promote efficient markets. The 
understanding that the purpose of IP and competition law is to enhance 
social welfare is accompanied by the recognition of the tensions that result 
from how the policy levers for each body of law are applied. In order to 
reconcile these convergent and divergent tendencies, courts must seek the 
optimum balance between access to markets that enhance competition, and 
the incentives to innovation. It may be difficult to complete empirical 
research to establish whether the incentives to innovation and creativity are 
negatively itnpacted by a judicial enforcement of an obligation to license 
IP . However there should not be a presumption that forced access to IP has 
a negative effect on the incentives to innovation. 

(b) Can intellectual property be a source of market power? 

The High Court in the NT Power case, explained the earlier decision of 
Dowling v Dalgety2022 as rejecting the argument that where the firm was 
taking advantage, or asserting property rights, that conduct could be not be 
characterised as taking advantage of market power. In the NT Power case 
the High Court rejected that s. 46 distinguished between taking advantage 
of market power and taking advantage of property rights so that it is not 
correct to assert 'that a property owner who declines to permit competitors 
to use the property is immune from s 46. ' 2023 The reasoning of the High 
Court supports the proposition that no distinction should be made between 
the taking advantage of property rights related to tangible things and 
taking advantage of property rights related to intangible things. However, 

2020 See Chapter 3, Section 2. 
2021 See Chapter 3, Section 4. 
2022 Dowling v Dalgety Australia Ltd (1992) 34 FCR 109; 106 ALR 75; ATPR ~41-165. 
2023 NT Power (2004) 219 CLR 90 [126]per McHugh ACJ, Gummow, Callinan & Heydon JJ. 
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all elements of the s. 46 TP AICCA analysis must be addressed in order to 
reach a finding of actual misuse of market power in IP; that is, a 
contravention of s. 46 requires the sequential analysis described in the 
Bora! case. 2024 

An indication of the relationship of IP and market power is given in 
Illinois Tool Works v Independent Ink, 2025 when the Supreme Court 
confirmed that a patent, in itself, did not created market power, in the 
absence of empirical evidence of market power; nor did the ability of the 
firm to engage in price discrimination in offering the product to customers 
at different price points, in itself, indicate market power. That proposition 
is argued to be equally applicable to copyright. Following the approach 
taken in the Independent Ink case means that the question as to whether 
IPRs create market power needs to be assessed empirically, in relation to 
the relevant market. 2026 The Microsoft decision of the D.C. Circuit also 
indicates that the exercise of IPRs is not immune from scrutiny under §2 
Sherman Act. 2027 

IPRs affect the market definition analysis in that the IPRs may limit the 
scope of substitutionability that is possible and so help define the relevant 
market. While IPRs do not, of themselves, create market power, where 
there are no substitutes for the product containing the IPRs, then the IPRs 
may in an economic sense create market power. The conclusion that can 
be drawn from Chapter 5, as the analysis required by s. 46 TP AICCA , is 
that no distinction should be made between IPRs and other property rights. 
Property rights, including IPRs, can therefore be a source of market power; 
however all elements of the s. 46 analysis must be addressed in order to 
reach a finding of actual tnisuse of market power. This thesis argues 
exercise of IPRs may be subject to scrutiny under competition law 
principles and that the grant of IPRs does not confer any immunity from 
challenge under competition law.2028 

2024 Bora! (2003) 215 CLR 374 at 434. 
2025 Illinois Tool Works, Inc v Independent Ink, Inc, 547 US 28 ; 126 S Ct 1281 (2006). 
2026 See also AstraZeneca v Commission, Case T-321 /05 (EU General Court, 1 July 2010). [229] and 
[270]. 
2027 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). See Chapter 6, 
Section 3(a) and (b). 
2028 See Chapter 5, Section 3. 
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(c) Market definition in the digital environment and barriers to entry to 
digital markets 

The definition of the relevant 'market' is central to the s. 46 TP AICCA 
analysis because of the question as to whether substantial lessening of 
competition cannot be considered until the nature and scope of the relevant 
market has been established. 

The identification of barriers to entry to a market is part of the analysis of 
market structure that is identified in the QCMA case?029 McHugh J in the 
Bora/ case noted that a market may have both strategic barriers to entry 
and also structural barriers to entry. 2030 McHugh J went on to identify 
intellectual property, and some technologies, as potentially acting as a 
structural barrier. 2031 The Seven Network v News litigation shows that the 
definition of the relevant market can be critical in the subsequent analysis 
of the elements of ss. 45 and 46. What can be taken from Seven Network v 
News is the fundamental importance of the definition of the relevant 
market as the end result of ss. 46 and 45 claims may tum on the definition 
of the relevant market because the claimant may not be able to establish 
that the respondent has market power in that specific market. 2032 

The further conclusion that can be drawn from Chapter: 5 is the 
significance of the threshold question of market definition in relation to 
digital technology products or IP products. The definition of the market, 
the degree of market power held in the relevant market and the proof that 
the conduct had the necessary anti -competitive effect form the core of s. 
46 analysis. 2033 While IPRs may act as a barrier to entry to a market, if the 
existence of the IP does not prevent firms from competing with the owner 
of the IP there will be no effective barrier to entry into the market. Other 
products may be effective substitutes, even with differences in price and 
quality. As well the profit potential of the IP acts as an incentive to invest 
in R&D so that cmnpetitors may be able to innovate around the IP that 
stands as a barrier to entry to the market with the result that competitors 
can bring products to market that match the price or quality of the existing 
products. Therefore the existence of the IPRs may only act a short term 
barrier to entry and other firms may carry out R&D in order to innovate 
around the barrier created by the IPRs. Digital technologies that produce 
'network effects' complicate the market definition; as well there are 
complications in the market definition of internet-based services as these 
markets operate as 'two-sided platforms '. 

2029 Re Qld. Co-op Milling Assoc. Ltd,· Re Defiance Holdings Ltd ('QCMA case') (1976) 25 FLR 169; 8 
ALR 481; 1 ATPR ~40-0 12. 
2030 Bora!, ibid. [312]. 
2031 Ibid. See also Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 May 
2009). [38-48] per Finkelstein J; R Davey & Prof. D Round. 
2032 Seven Network Ltd v News Ltd (2007) 244 ALR 374; ATPR ~46-274 ; [2007] FCA 1062. [18]. 
Seven Network Ltd v News Ltd (2009) 262 ALR 160; 182 FCR 160; [2009] FCAFC 166. [581-585]. 
2033 Queensland Wire, ibid; Bora!, ibid,· Me/way, ibid; see also RP Data Ltd v State of Queensland 
(2007) ~ATPR 42- 197; [2007] FCA 1639. [64-73]. See Chapter 5, Section 4. 
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The definition of the relevant market remains the important preliminary 
step in the s. 46 TP AICCA misuse of market power analysis. However as 
the central concept of market definition is the substitutionability, the 
market definition in relation to digital technologies and internet-based 
services can proceed on a ' first principles ' basis . 

When considering the impact of competition principles on the exercise of 
IP this thesis argues that IP should be treated the same as tangible 
property. The consequence of this approach is argued by this thesis to be 
that the question as to whether IP results in a 'monopoly' in any instance, 
(i.e. results in market power as required in the s. 46 analysis) , should be 
identifiable by empirical analysis of the nature and degree of substitution 
of the product and any other product that may be a close substitute; only if 
there are no close substitutes for the product, (which is the subject of IP), 
is it correct, (in an economic sense), to classify the IP being considered as 
creating a 'monopoly'. 

Internet-based businesses, such as search engines provide a specific 
example of the influence of emerging economic theory on competition 
analysis of market definition and market power. The emerging economic 
theories as to the operation of two-sided platforms and the network effects 
that can create barriers to entry to some digital markets result in scepticism 
of the relevance of established economic models and formulae, which has 
consequences for the definition of the relevant market and the analysis of 
market power, for two-sided platforms in the digital environment, such as 
in relation to search engines. These emerging economic theories have not 
been demonstrated to have a negative effect on the operation of markets 
related to search engines and search related advertising. 

The discussion of network effects in the Microsoft case by the D.C. Circuit 
emphasised that the plaintiff had the evidential burden of establishing the 
relevant market and any barriers to entry to the relevant market. The 
plaintiff needed to prove that network effects had created significant 
barriers to entry in to the web browser market and that Microsoft exploited 
those barriers to entry in an attempt to monopolise the web browser 
market. 2034 

The definition of the relevant market remains an important preliminary 
step in any analysis of market behaviour under the TP A/CCA, the 
Sherman Act or Article 102. European competition law tends towards 
narrow market definitions, while the U.S. cases and Australian competition 
law discussed earlier in this thesis, focus on identifying the substitution 
possibilities to identify the effective constraints on the action of 
participants in the relevant market. 2035 The U.S. cases that have considered 
claims of monopolisation in the operation of search engines (Kinder Start 
case2036 and the Person case?037

), have rejected arguments that there are 

2034 (Microsoft Appeal) United States v Microsoft, 253 F. 3d 34 (D.C. Cir. 2001). 83 . See also In re 
Microsoft Antitrust Litigation: Sun Microsystems, Inc v Microsoft Corporation, (2003) 333 F. 3d (4th 
Cir. 2003 ). [21] £'n 1. 
2035 See Chapter 5, Sections 3 to 6. 
2036 KinderStart.com LLC v Google, Inc, C 06-2057 JF (N.D. Cal. March 16, 2007). 
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barrier to entry to these markets, with the definition of the market focusing 
on the substitutionability of the commodity available in the market with 
search engine services being separate from search related advertising. 2038 

Digital technologies and internet-based markets have a tendency to be 
'winner-takes-all' as a result of the market incumbent being able to take 
advantage of the 'network effects'; however the substitutionability analysis 
necessary to define the relevant market rarely concludes that a single 
product or service is the relevant market. 2039 

Whether a single product or facility can constitute a relevant market 
ultimately turns on the question as to how the relevant market is defined. If 
the boundaries or structure of the market encompass other products or 
facilities in which transactions can occur then the relevant market will be 
wider than the single product or facility. That is, the market within which 
consumers can reasonably find substitute products or services to those of 
the defendant's product or service will constitute the relevant market. 
However where the boundaries of the market are contiguous with the 
product or facility, then a single product or facility will be the market, such 
as the electricity distribution facility considered in the NT Power case. 

(d) Trans-jurisdictions review of refusals-to-license intellectual property 
rights 

The multi-jurisdictional survey undertaken in this thesis exposes the 
difficulties in making comparisons given the differences in social, 
economic and political policies that guide judicial decision making in each 
jurisdiction. There are also significant textual differences between 
competition statutes, quite apart from textual difference in the IP statutes, 
which result in a real possibility of different outcomes resulting from 
courts in each jurisdiction considering similar factual situations that are 
relevant to this thesis. 

The non-interventionist approach adopted by the Supretne Court in the 
Trinka case can be attributed to a number of factors including: the 
influence of freedom to trade and free market philosophies; the application 
of a risk/error framework that restrains judicial intervention in the market; 
the view that courts should avoid interpretations of the Sherman Act that 
might chill competition rather than promote the social welfare benefits that 
flow from vigorous competition; and that that U.S. courts recognise that 
the ability to realise 'monopoly' profits is a necessary element in the 
promotion of innovation. The Trinka ruling rejected that firms have a duty 
to share with rivals any IP that provides the firm with its competitive 
advantage, or that firms should be compelled to use their assets to increase 
competition (such as provide access to telecommunication facilities). 

2037 Person (Carl) v Google, Inc, Case 5:06-cv-07297-JF (N.D. Cal., June 25, 2007), appeal dismissed 
346 Fed. Appx. 230 (9th Cir. 2009). 
2038 See Chapter 5, Section 5. 
2039 See Chapter 5, Section 6. 
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Some scholars argue that the Trinka case establishes a presumption of 
immunity of the exercise of IP from §2 Sherman Act; however the Trinka 
case does not immunize refusals-to-deal from the effect of §2, as in the 
Trinka case the Supreme Court endorsed the Aspen Skiing decision as 
being an example of where a fmn has sacrificed 'short-term profits to 
achieve an anticompetitive end. ' 2040 The effect of the Trinka decision, 
makes it difficult to prove that a unilateral refusals-to-deal with a 
competitor violates §2 Sherman Act, with the LinkLine case, which also 
reviews a telecommunications facilities 'price squeeze', confirming this 
opinion. 2041 

The European approach to refusals-to-license IPRs appears to be more 
interventionist in working with narrower market definitions and applying 
an 'indispensability ' requirement for the IP (such that licensing the IP is 
necessary to keep a viable competitor in the market), with a 'likelihood' or 
'risk' of 'effective' competition being eliminated from the market being 
sufficient to create the 'exceptional circumstances ' that warrant a 
determination that a unilateral refusals-to-deal with a competitor violates 
Article 102. The European approach appears to be influenced by certain 
tensions that exist within European competition law that are not found in 
Australia competition law or the antitrust law of the United States. The 
source of those tensions can be identified in the European Treaty and have 
the consequence that the European competition law places a special 
responsibility on a dominant firm not to behave in ways that detrimentally 
impact on the structure of the market. 2042 

There are textual differences between §2 Sherman Act and s. 46 
TP A/CCA, with the purposive interpretation applied to s. 46 requiring a 
sequential analytical approach to determine whether there is rnisuse of 
market power. Notwithstanding these differences the objectives of 
Australian competition policy appear to be more closely aligned with the 
Sherman Act analysis that that of the European Treaty analysis. The 
existence of market power is not in itself sufficient to determine liability 
under s. 46 as the application of the s. 46 analysis may result in the 
conclusion that the behaviour may not amount to a misuse of market 
power for a proscribed purpose or that the behaviour may otherwise be 
explained as having a rational business justification. 2043 

The determination of the circumstances in which a refusal-to-license IP is 
anti-competitive must follow the sequential analytical approach required 
under s. 46 to determine whether there is misuse of market power. The 
limited success of litigants in establishing the specific elements of the s. 46 
analysis would indicate the difficulty of establishing that a refusal-to-
license IP is anti-competitive.2044 

2040 Verizon Communications, Inc v Law Offices of Curtis V Trinka, LLP, 540 US 398; 124 S Ct 872 
(2004). US 409. Citing Aspen Skiing, US 610-11. 
2041 Pacific Bell Telephone Co. v Link.Line Communications, Inc, 129 S Ct 1109 (2009). 
2042 See Chapter 6, Section 3(c) and (d). 
2043 See Chapter 5, Section 4. 
2044 NT Power, ibid. [85]. The 'notoriously difficult task of satisfYing the criteria of liability' of s. 46. 
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(3) Does the 'essential facilities' doctrine provide an appropriate 
mechanism to defme when intellectual property rights must be 
licensed? 

In the United States, attempts to explain or limit the effect of the Trinka 
case are fighting against the influence of Areeda' s 1990 article, which 
argued that there is no sound principle that defines the circumstances in 
which the essential facilities doctrine should be applied under the Sherman 
Act?045 In Europe, commentators question the relevance of the essential 
facilities doctrine in the application of the competition provisions of the 
European Treaty and argue that the doctrine is simply an application of the 
principles defining when there is a duty-to-deal rather than a separate rule 
under Article 102. A problem created by the use of the essential facilities 
doctrine is that its application forces structural changes in a market, an 
example being the forced operation of the 'facility' as wholesale market -
such as can be seen with deregulation of telecommunication facilities or 
other utilities. 

Australian courts have never developed an essential facilities doctrine, 
with s. 46 TPA/CCA providing a statutory mechanism to gain access to 
facilities or IP - that is, if the refusal to provide access to facilities or IP 
amounts to a misuse of market power. The sequential analytical approach 
required under s. 46, would not accommodate the application of an 
essential facilities doctrine to IP. 2046 

(4) The role of internal IP rules, doctrines and defences in balancing 
property rights and competition policy 

The lceTV case directs attention to the public interest in access to the 
public domain in order to allow further works to be created. The 
consequence of a robust public domain is to advance competition as there 
is a greater capacity to use the ideas in the public domain and even if, as 
indicated in the Ice TV case, that' there may be some measure of legitimate 
appropriation of that investment' by others that wish to create other 
products or services.2047 The IceTV case reinforces the analytical approach 
required by the Copyright Act 1968 (Cth) including the assessment as to 
whether there is an original work and whether there is a substantial 
reproduction of a work. The application of the IceTV case in the Federal 
Courts has resulted in the High Court's ruling as to originality which 
indicates that the part of the work that is reproduced should be applied to 

2045 See Chapter 7, Section 2(b) . 
2046 Queensland Wire, ibid,· Bora!, ibid,· Me/way, ibid; see also RP Data Ltd v State of Queensland 
(2007) ,-rATPR 42-197; [2007] FCA 1639. [64-73]. See Chapter 4, Section 4(b) and Chapter 5, 
Section 4. 
2047 IceTV, ibid. [70] and [131]. See Chapter 3, Section 3. 
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the threshold test to decide whether there is an 'original ' work that is the 
subject of copyright protection. 2048 

If the factual basis of the IceTV case is analysed from the perspective of 
competition policy, a justification for the intervention of competition law 
to force the licensing of the time and title information can be argued as 
follows: the television channel is the only direct source of the TV listings, 
as it is the television channel that selects and allocates programming to 
create the programming schedule (the relevant market is the licensing of 
the TV listings for that channel, in which the channel has market power); 
the TV listings did not involve 'creative activity in their own right' 2049 as 
these TV listings are a by-product of programming the television channel; 
the protection of the channel from competitors creating competing TV 
listings would not impact on the incentive to create the TV listings. 

The justification given above for the application of s. 46 to the factual 
situation of the IceTV case links the promotion of competition and the 
promotion of innovation; with the conclusion that protection by copyright 
law does not provide any social welfare benefits and granting access to the 
TV listings would have no impact on the incentive to create the TV 
listings. 

The Ice TV case indicates that the High Court of Australia are cognisant the 
potential effect in the determination of IP cases on the innovation-
competition outcome - that is promoting competitive innovation. The 
internal copyright doctrines are predominantly the result of judge-made 
law - judicial decisions interpreting broad concepts such as the concept of 
'originality ' . Therefore it remains open for courts to rebalance IP and 
competition policy through narrow IP protection that results in enhancing 
competitive innovation. An important doctrine that is the subject of a 
legislative fran1ework is that of ' fair dealing ' . The Ergas Con1mittee 
Report (2000) commented that the drafting the ' fair dealing' provisions of 
the Copyright Act 1968 (Cth) do not result in the satne outcomes as the 
' fair use ' provisions of the U.S . Copyright Act (17 U.S.C.). 2050 This 
difference is a policy choice that has the potential effect on competitive 
innovation. 2051 

2048 Telstra Corporation Ltd v Phone Directories Company PIL (2010) 273 ALR 725 ; [2010] FCAFC 
149. 
2049 S. Bishop and M. Walker, The Economics of EC Competition Law (1 st ed, 1999). [5 .31] at 119. 
2050 e.g. U.S. cases permit reverse engineering to create an interoperable product: Sega Enterprises v 
Accolade, Inc, 785 F. Supp. 1392 (N.D. Cal. 1992), rev'd on other grounds, 977 F. 2d 1510 (9th Cir. 
1992). As well, reverse engineering is a ' fair use ' even where the resulting product substitutes for the 
product that is reverse engineered (where a functional equivalent product is created) : Sony Computer 
Entertainment, Inc v Connectix Corp., 203 F. 3d 569 (9th Cir. 2000). In Australia s. 47D Copyright Act 
1968 (Cth) is much narrower in permitting only that ' a p erson may reverse engineer copies of a 
program owned by someone else, but only if they intend to make a product that interoperates with that 
program '. Ergas Committee Report, Review of Intellectual Property Legislation under the Competition 
Principles Agreement, (IP and Competition Review Committee (Commonwealth of Australia)) 
(September 2000). Page 106. 
205 1 The consequences of the differences between the Australian and the U.S. Copyright Act as to ' fair 
use/fair dealing', and any effects of the differences on the levels of competiti e innovation, remains a 
topic that requires further analysis. The Australian fair dealing provisions are reviewed in Attorney 
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(5) The justification of model to manage the interaction of IP and 
competition policy 'with narrower IP protection and strong 
competition policy that intervenes only exceptionally.' 

This thesis argues that the tension between IP and competition policy can 
be managed through use of a model that balances IP and competition 
policy through narrow IP protection coupled with competition policy that 
involves intervention in IP markets only in specific ('exceptional') 
circumstances. Such a model operates through the policy lever of narrow 
IP protection that focuses on the scope of the grant of the IPR to protect 
works or other material that are the product of intellectual creation of an 
identified author; with the application of competition policy that treats the 
exercise of IPRs in the same way as the exercise of other property 
rights. 2052 

What is meant by 'narrow IP protection' is a focus on the scope of the 
grant of the IPR such as that seen in the application of the copyright 
doctrines of subsistence of copyright, creativity doctrine and the 
infringement of copyright, operating so as to reduce the risk of court error 
associated with copyright protection. This thesis argues that the attention 
to these copyright doctrines results in narrow IP protection as these 
doctrines narrow what can be claimed as copyright, and in defining the 
boundaries of copyright protection, these doctrines delineate 'public 
domain' material that is available for others to use. 

In the IceTV case Gutnmow, Hayne and Heydon JJ comment that the 
Copyright Act operates in 'in the general/ega! milieu' 2053 including Pt IV 
of the TP AICCA. 2054 In that decision the other members of the bench of 
the High Court did not comment on the objectives of competition law, 
however Justice Crennan, speaking extra judicially,2055 reinforced the 
importance of the balance between creators and consumers of copyright 
works with the comment that the significance of the High Court decision 
in the Ice TV case is the 'rejection of the use of copyright for essential~v 
anti-competitive purposes. ' 2056 Therefore while the Ice TV case was not 
argued as s. 46 TP A case it is apparent that the High Court are cognisant of 
the potential effect of how the test for the reproduction of a substantial part 
of an original work operates in a competitive environment when frrms may 
need to access data or information so as be able to supply new products or 
servtces. 

General's Department, (Au), Fair Use and Other Copyright Exceptions: An examination affair use, 
fair dealing and other exceptions in the Digital Age - Issues Paper (May 2005) 
<http://www.ag.gov.au/www/agd/agd.nsf!Page/Publications_ Copyright-ReviewofFairUseExeption-
May2005>. 
2052 See Chapter 3, Section 5. 
2053 IceTV, ibid. [163] per Gummow, Hayne & Heydon JJ. 
2054 Ibid. [ 166]. 
2055 JusticeS . Crennan, 'Recent Developments in Intellectual Property in Australia: with reference to 
the global economy' (Paper presented at the Institute of Advanced Legal Studies, University of 
London, 15 February 2010) <www.hcourt.gov.au/speeches/crennanj/crennanj 15feb10.pdf>. 
2056 Ibid. 22. 
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The understanding that the purpose of IP and competition law is to 
enhance social welfare is accompanied by the recognition of the tensions 
that result from how the policy levers for each body of law are applied. 
Managing these tensions involves courts seeking the optimum balance in 
access to markets for IP products so as to both enhance competition and 
advance the incentives to promote innovation and creativity; this can be 
achieved using a model that balances IP and competition policy through 
narrow IP protection coupled with competition policy that involves 
intervention in IP markets only in exceptional circumstances. 2057 

***END*** 

2057 NT Power, ibid. [85]. The 'notoriously difficult task of satisfYing the criteria of liability ' of s. 46. 
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Glossary - Definitions of terms and abbreviations 
ACCC Australian Competition & Consumer Commission - competition 

regulator.2058 

access control technological protection measure Is defined in the Copyright Act 1968 (Cth) as 
technology that controls access to authorised persons, such as a 
licensee;2059 See 'technological protection measure' and 'digital rights 
management'. 

aggregate welfare Is a statement of the aggregate welfare of the producer( s) and 
consumer(s). See 'welfare '. 

allocative efficiency Also known as ' static efficiency' . Allocative efficiency 

ALRC 

antitrust law 

App(s) 

describes what is achieved when scarce resources are allocated, through 
the price mechanism operating in a market, to those buyers who value 
them the most2060 (i.e. the scarce resources have an 'opportunity cost ' 
with an efficient use of those resources being the use that produce the 
greatest benefit relative to cost. A state of efficiency being achieved when 
the price of the good is equal to the marginal (opportunity) cost of 
producing the good, because at this point consumers will be taking the 
appropriate cost of production into account in deciding how much to 
purchase/061 As defined by Bork '[a]llocative efficiency, .... refers to the 
placement of resources in the economy, the question of whether resources 
are employed in tasks where consumers value their input most. ' 2062 See 
also 'efficiency', 'dynamic efficiency' & 'productive efficiency'. 

Australian Law Reform Commission.2063 

The term used in relation to the legal principles of the United 
States of An1erica regarding the regulation of competition under the 
Sherman Act-- see ' competition law'. 

application programs computer programs that are 
programmed to run on an operating system to achieve a specific outcotne, 
which rnay be produce a functional or utilitarian result or to entertain the 
user. 

Articles 81 & 82 Article 81 of the Treaty establishing the European 
Community (Treaty of Rome) proscribes anticompetitive agreements and 
cartel behaviour;2064 Article 82 proscribes 'abuse' or 'abusive exploitation' 
of a 'dominant position' .2065 As a consequence of the Lisbon Treaty 

2058 <www.accc.gov.au> 
2059 An 'access control technological protection measure' (ACTPM) is defmed ins. 10 Copyright Act 
1968 (Cth). 
2060 Hilmer Committee, Report of the Independent Committee of Inquiry into National Competition 
Policy, (AGPS) (1993). 4. 
2061 P. Regibeau and K. Rockett, 'The relationship between intellectual property law and competition 
law: an economic approach' inS. Anderman (ed), The Interface Between Intellectual Property Rights 
and Competition Policy (2007) 505-545 . (Cambridge University Press). 507. 
2062 RH. Bork, The Antitrust Paradox: A Policy at War with Itself(1978) . 
2063 <http://www.alrc.gov.au> 
2064 Previous numbered Article 85- prior to the Treaty of Amsterdam (1999). 
2065 Previous numbered Article 86 - prior to the Treaty of Amsterdam (1999). 



(2007), which came into force on 1 December 2009, Article 81 EU was 
renamed Article 101 TFEU and Article 82 EU was renamed Article 102 
TFEU.2066 See ' European Union '. 

bottleneck facility Is otherwise known as an 'essential facility ' such as a 
services provided by a ' public utility ', that has characteristics of being 
monopoly in that the facility cannot be duplicated, or that it is not 
economically rational to duplicate the facility. 2067 

business justification While it may be referred to the ' business justification 
defence ', the High Court in the Bora/ case point out that it the existence of 
a ' business rationale ' is not a defence, rather the existence of an 
economically rational explanation for the conduct is a factor in the 
assessment as to whether the fmn is taking advantage of its market 
power.2068 If a firm has been established to have met the threshold test so 
has been found to have 'a substantial degree of power in a market'. The 
test under s. 46, to determine whether the behaviour is anti-competitive, is 
to consider whether the firm has taken ' advantage of that power' for one 
of the purpose stated in s. 46 (1) (a) - (c). The existence of a plausible 
(economically rational) explanation for a firm 's conduct is a factor that 
suggests that there is no breach of s. 46. Marshall (2003)2069 argued that 
there is no difference between different formulations such as between a 
' legitimate ' (or ' rational ' or ' proper' or 'valid ') business ' reason ' or 
' explanation ' or 'justification ' or ' criterion ' or ' rationale '. See also 
' competition on the merits' & ' objective justification'. 

cartel agreements Are agreements whose purpose is not to produce efficiency, 
but merely to eliminate competition. Such agreements include price fixing 
and market division agreements between competitors, which are 
sometimes referred to as ' loose combinations ' ?070 See 'Trust'. 

2066 As a consequence of the Lisbon Treaty, effective as of 1 December 2009, the Treaty establishing 
the European Community (the Treaty of Rome) was amended by the Treaty on the Functioning of the 
European Union, OJ C 115/47, 9 May 2008 ('TFEU'). 
2067 'A point on a network (such as a power system) through which all service products (like electricity) 
must pass to reach the ultimate buyers. When there is limited capacity at this point, decisions are 
necessary to prioritize deliveries (allocate capacity) and determine whether to build additional facilities 
to relieve the constraint.' 
<http: //www.regulationbodyofknowledge.org/glossary/define/Bottleneck%20facility>. See Hilmer 
Committee, Report of the Independent Committee of Inquiry into National Competition Policy, (AGPS) 
(1993). Chapter 11. 
2068 Bora! Besser Masonry Ltd (now Bora! Masonry Ltd) v ACCC (2003) 215 CLR 374; 195 ALR 609; 
77 ALJR 623; ATPR ~421-915; [2003] HCA 5. CLR at 434. See also Pacific National (ACT) Ltd v 
Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] FCA 91. '[I}fthe impugned conduct has a 
rational business explanation, that is a factor which points against the existence of a relevant 
connection between the market power and the conduct: Melway at [67],· Bora! at [170}.' 
2069 B. Marshall, 'The Relevance of a Legitimate Business Rationale under Section 46 of the Trade 
Practices Act' (2003) 8(1) Deakin L. Rev. 49 . See B. Marshall, 'Refusals to Supply Under Section 46 of 
the Trade Practices Act: Misuse of Market Power or Legitimate Business Conduct?' (1996) 8 Bond L. 
Rev. 182-197. 
2070 RH. Bork, 'Legislative Intent and the Policy of the Sherman Act', 9 J. of Law and Economics 7 

(1966). (republished in 'Political Economy of the Sherman Act' , Sullivan, ET. (ed) OUP (1991)). 43 
and 51. 
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CCA The Competition and Consumer Act 2010 (Cth) replaced the 
Trade Practices Act 1974 (Cth). However Part IV, Division 2 CCA sets 
out the restrictive trade practices using the same numbering as the TPA. 

CDPA (1988) The Copyright, Designs and Patent Act 1988 (UK). 

CFI Court of First Instance of the European Court of Justice. CFI 
was renamed the General Court in the Treaty of Lisbon (2009). 

Chicago school Is otherwise known as the neo-classical school of economics. 
The Chicago school encompasses economic theories related to the 
regulation of competition, proposed by academics in the disciplines of 
economics and economics and the law, centered on the University of 
Chicago. The Chicago school evolving out of neoclassicism price theories 
and the 'efficient market theory' -that is, if conduct in the market place is 
inefficient, the market will correct it; the consequence of this being there is 
little or no for regulatory intervention in the market place. The principal 
propositions of the Chicago school are that antitrust law should be limited 
to prosecuting antitrust violations of two types: (1) agreements between 
competitors to set prices or to allocate customers between the competitors: 
(2) to prevent mergers between entities that lead to monopolies. The 
reasoning justifying these propositions is that courts and regulators are not 
particular skilled in doing anything else. Bork stated '[t] he whole task of 
antitrust can be summed up as the effort to improve allocative efficiency 
without impairing productive efficiency so greatly as to produce either no 
gain or a net loss in consumer welfare. ' 2071 See also 'allocative efficiency' 
and 'productive efficiency' and compare the 'Harvard school' of 
economics; Commentators identify the evolution of the Chicago school -
See also 'post-Chicago school'. 

CLRC Copyright Law Review Committee - the CLRC was 
established in 1983 by the Federal Attorney-General as a specialist 
advisory board to consider and report to the Australian Government on 
specific copyright law issues referred to it for consideration.2072 

CLRC Report (1996) Copyright Law Review Committee ' s Report on Copyright 
Reform: A Consideration of Rationales, Interest and Objectives. 2073 

CLRC Report (2002) - Contract & Copyright Copyright Law Review 
Committee's Report (September 2002) regarding the prevalence, effects 
and desirability of contracts that purport to override copyright exceptions 
granted under the Copyright Act (Cth) 1968. 

COAG Council of Australian Governments, a continuing dialogue 
(including conferences) between the Federal Government and State and 
Territory Governments to develop and implement policy and legislation in 
areas of mutual interest. 

coordination costs Coordination costs are a subset of transaction costs and 
includes costs related to coordinating transactions with other participants, 
costs due to imperfect information about potential participants in the 
market and costs caused by opportunistic behaviour of participants. 2074 

2071 RH. Bork, The Antitrust Paradox: A Policy at War with Itself(1978). 91. 
2072 <http://www.ipria.org/developments _in_ ip/domestic/Body _ Archive.html> 
2073 <www.law.gov.au/clrc> 
2074 H. Demsetz, 'Ownership and the Externality Problem' in TL Anderson and FS McChesney (eds), 
Property Rights: Cooperation, Conflict & the Law (2003). (Princeton University Press). 
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Coordination costs may reflect the size and complexity of the relevant 
market, whether there are formal mechanisms through which transactions 
can occur, and the nature of information sharing systems within that 
market. See ' transaction costs'. 

Coase Theorem Ronald Coase developed what is known as the 'Coase 

Common Market 

Theorem' which is a foundation concept for transaction cost economics. 
Coase considered transaction costs, social costs (or 'negative 
externalities ' ) and property rights and their effect on business and society 
in ' The Problem of Social Cost' (1960),2075 which focuses on different 
methods of dealing with the 'negative externalities' created by 
pollution.2076 However the wider implication of the Coase Theorem is that 
for some externalities, there is no form of government regulation or legal 
rule that will produce an efficient solution. 2077 The analysis of Coase has 
been extended beyond the specific treatment of social costs (negative 
externalities), such as polluting industries, and is presented as a theorem 
addressing property rights and economic decision making. 2078 

The importance of the Coase Theorem is described by the Royal Swedish 
Academy of Sciences which in 1991 awarded Coase a Nobel Prize for 
Economics for 'pioneering the study of how property rights are distributed 
among individuals by law, contract, and regulations, showing that this 
determines how economic decisions are made and whether they will 
succeed.' It is important to understand that the Coase Theorem is stated in 
relation to an ideal world of zero transaction costs. The Coase Theorem 
directs attention to the importance of transaction costs, 2079 given that 
transaction costs are rarely zero. There is a continuing debate as to debate 
over the correctness of the Theorem2080 and the most complete statement 
of the Theorem.2081 

The free trade area created within the European Union. 

competition on the merits This concept is found in European, U.S. and Australian 
competition law.2082 The concept of ' competition on the merits' is the 

2075 RH. Coase, 'The Problem a_[ Social Cost' (1960) 3(1) J. of Law and Economics 1-44. 
2076 The first formal statement of the Coase Theorem was by Stigler (1966) who stated that '[t] he 
Coase theorem ... asserts that under perfect competition private and social costs will be equal. ' G. 
Stigler, 'The Economic Effects of the Antitrust Laws' (1966) 9 J. Law and Economics 225. 113. 
2077 D . Friedman, 'The Swedes Got It Right' (1991) U. of Chicago Law School Record. 
2078 SG. Medema and RO. Zerbe, The Coase Theorem (1999) 
<http://encyclo.flndlaw.com/0730book.pdf> at 9 March 2011. 
2079 These are the costs in any transaction of identifying, negotiating and contracting the goods or 
services. 
2080 N. Mercuro and SG. Medema, Economics and the Law: From Posner to Post-Modernism and 
Beyond (2 ed, 2006) . '[I]nformation asymmetries give rise to the specter of strategic behaviour ... 
which negates the operation of the theorem's mechanisms.' (114). 
2081 G. Calabresi, 'Transaction Costs, Resource Allocation and Liability Rules- A Comment' (1968) 11 
J. of Law and Economics 67-73. 68. G. Calabresi, 'The Pointlessness of Pareto: Carrying Coase 
Further' (1991 ) 100 Yale L. J. 1211. F. Parisi, Coase Theorem (7 May 2007) Minnesota Legal Studies 
Research Paper No. 07-12 (SSRN eLibrary) <http://ssrn.com/abstract=981282>. 
2082 OECD, What is competition on the merits? (June 2006). OECD, Roundtable on competition on the 
merits (DAF/COMP(2005)27) (18 May 2006) <ftc.gov/bc/internationaVdocs/compcomm/2005 --
Roundtable%2 Oon%20Competition%20on%20the%20Meri ts. pdf >. 

lV 



antithesis of anti-competitive behaviour. 2083 The concept is more often 
used in relation to whether behaviour is ' objectively justified' or 
' objectively necessary ' (as often used in European cases and literature) or 
that the behaviour has a ' business justification' (as often used in U.S. 
cases and literature )2084 or has a ' rational business justification ' (as often 
used in Australian cases2085 and literature2086

). See also ' business 
justification ' & ' objective justification ' . 

consumer welfare Is used in relation to the concept of ' efficiency' to describe 
the benefits that accrue to consumers such as lower prices or better 
products.2087 See ' producer welfare ' & ' total welfare ' . 

contestable market Is a description of non-perfect competition that directs 
attention away from the internal structure of the market to the barrier of 
entry that a new entrant to the market must overcome in order to compete 
in the market. 'A perfectly contestable market is not perfectly competitive 
but, according to its proponents, will nonetheless produce an 
economically efficient outcome. ' 2088 Other descriptions of non-perfect 
competition are: ' effective competition ' and ' workable competition ' ; c.f. 
' perfect competition' . 

counterfactual test Brunt (1965) identified that the counter-factual test should be 
applied assuming that there is ' workable competition' 2089 in the market 
place, rather than applying the theoretical model of ' perfect 
competition ' .2090 Veljanovski (20 11 f 091 describes the 'essence of the 

2083 floffmann-La Roche v Commission (1979) ECR 461; (1979) 3 CMLR 2 11 ; (1 979) EUECJ C-85/76 
('Vitamins case'). 
2084 Easterbrook commented, in relation to the Sherman Act, as to the uncertainty of the business 
justification test: FH. Easterbrook, 'On Identifjling Exclusionary Conduct' (1986) 61 Notre Dame L. 
Rev. 972. 
2085 Pacific National (ACT) Ltd v Queensland Rail (2006) ATPR (Digest) ~46-268; [2006] FCA 91. 
'[l]fthe impugned conduct has a rational business explanation, that is a factor which points against 
the existence of a relevant connection between the market power and the conduct: Me/way at [67}; 
Bora! at [ 170]. ' 
2086 B. Marshall, 'Refusals to Supply Under Section 46 of the Trade Practices Act: Misuse of Market 
Power or Legitimate Business Conduct?' (1 996) 8 Bond L. Rev. 182-197. B . Marshall, 'The Relevance 
of a Legitimate Business Rationale under Section 46 of the Trade Practices Act' (2003) 8(1) Deakin L. 
Rev. 49. 
2087 See generally JF. Brodley, 'The economic goals of antitrust: Efficiency, consumer welfare, and 
technological progress' (1987) 62 NYU L. Rev. 1020-1053 ; L. Kaplow and S. Shavell, Fairness versus 
welfare (2002). 
2088 Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 May 2009) .[32] per 
Finkelstein J, R. Davey & Prof. D. Round. Referring toW. Baumol, R. Willig and J. Panzar, 
Contestable Markets and the Theory of Industry Structure (1982). The theory of the ' contestable 
market ' is reviewed at [ 41-4 7] . 
2089 M Brunt, 'Legislation in Search of an Objective ', The Economic Record, (September) (1965). 
(republished in Brunt, 'Economic Essays', Kluwer, (2003)) . 61. 
2090 See discussion of counterfac tuals by Sackville J in Seven Network Ltd v News Ltd (2007) 244 ALR 
374; ATPR ~46-274 ; [2007] FCA 1062 . [2644]. 
209 1 CG. Veljanovski and R. Featherston, 'Use of.N!arket Power and Counterfactuals in New Zealand 
and Australian Competition Laws' (Paper presented at the 22nd Annual Workshop of the Competition 
Law and Policy Institute of New Zealand, Wellington, NZ, 5-6 August 201 1) 
<http :/ /ssrn.com/paper= 1908088>. 
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counterfactual test is that if the impugned conduct was conduct that would 
be carried out in a competitive market it cannot be said that the firm has 
used its market power when carrying out such conduct in a market that is 
not competitive. ' 2092 However the application of the comparative test is 
problematic as there is a risk that the counterfactual that is adopted may 
defmed away the problem; as commented by Velnanovski (2011), '[p}ick 
the wrong counterfactual (or economic theory) and you get the wrong 
finding. ' 2093 Veljanovski also identified a further potential error if there is 
'[f) ocus on conduct alone and you may get the wrong answer. The Clear 
counterfactual has a gap (a Type II error) which can allow through 
instances of misuse of market power . ' 2094 See ' SNNIP test '. 

Dawson Report (2003) Dawson Committee's Review of the Trade Practices Act (31 st 
January 2003). 

Digital Rights Management (DRM) DRM is a term used to describe any digital 

DMCA 

2092 Ibid. 3. 
2093 Ibid. 12. 

locking technology used to achieve control over access, use and 
reproduction of copyright works. The term is also used to describe 
technology that controls access to digital devices. The Copyright Act 1968 
(Cth) defines a ' technological protection measure ' and 'access control 
technological protection measure '; with the definition excluding other 
technologies that come within the broad definition of a DRM technology, 
such as : 

geographic market segmentation technology - that allows the division 
of global markets into regional zones so as to allow staggered releases of 
audiovi sual products with the potential to achieve market price 
differentiation in each zone (such as ' regional zon ing' technology used in 
DVDs ); 2095 and 

access authentication technology - that restricts which devices can be 
connected to another device. 

The Digital Millennium Copyright Act 2000 amended the 
Copyright Act 1976 (17 U.S.C.) The DMCA prohibits the marketing 
circumvention devices in § 1201(a)(2). The forms of access regulated by 
17 U.S.C. and the protections otherwise granted to copyright owners by§ 
1201 DMCA can create issues at the intersection of copyright and 
competition law. 

2094 Ibid. Referring to the counteractual considered in the decisions up to and including Telecom Corp. 
ofNZ Ltd v Clear Communications Ltd [1995] 1 NZLR 385; 32 IPR 573 (JCPC). Both Veljanovski 
and Featherston are critical of the formulation of the counterfactual by the Supreme Court in 
Commerce Comm ission v Telecom Corp. NZ Ltd [2010] NZSC 111 (1 September 2010) ('Telecom 
0867'). Featherston commented that 'the Supreme Court appears to have lost sight of what was really 
going on by focussing on a lack of proof that customers were valuable. It allowed that the proposition 
'may be theoretically sound', but surprisingly, in the midst of all kinds of other assumptions 
surrounding a hypothetical counterfactual, it wasn 't prepared to make the assumptions that in a 
workably competitive market a supplier would wish to retain its customers and that an increase in 
price may cause it to lose customers to its competitors.' Ibid. 2 7. 
2095 Copyright Amendment Bill 2006: Explanatory Memorandum. [1 2. 12]. See also [12.32] 209. 'Those 
measures allow a copyright owner to control who they make material available to on the basis of 
information such as a customer 's Internet portal address or credit card details.' 
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DOJ 

DVD 

Department of Justice of the United States. 2096 

' Digital Versatile Disk', disks used to store data in digital 
form that is capable of storing a full-length motion picture.2097 

dynamic efficiency Dynamic efficiency (or ' innovation efficiency' ) describes the 

ECJ 

improvement to efficiency that is achieved through innovation over 
time.2098 Dynamic efficiency results from firms improving technology 
(through invention, research & development) in response to changes in 
consumer tastes and in productive opportunities.2099 See ' allocative 
efficiency ', ' productive efficiency', 'efficiency' and ' transaction 
efficiency'. 

European Court of Justice. 

effective competition A description of non-perfect competition,2100 with the 

efficiency 

2096 <www.doj .gov> 

following internal conditions: ' (a) a reasonable degree of parity among 
the competitors,· and (b) a high enough number of competitors to prevent 
effective collusion among them to rig the market. The external condition 
is easy entry. Effective competition denotes the idea that firms should be 
subject to a reasonable degree of competitive constraint from actual and 
potential competitors as well as from customers'2101 Other description of 
non-perfect competition are: the ' contestable market ' and 'workable 
competition'; c.f. ' perfect competition ' . 

• 
Economists recognise four types of efficiency: 

Static efficiency is concerned with the output achieved by using the 
most efficient combination of available resources at a given point in 
time. There are two types of static efficiency: 

• Allocative efficiency, which is achieved where resources are 
allocated by consumers to their highest valued uses (i.e. those 
that produce the greatest benefit relative to cost); such that 
the value placed by consumers in the goods or services 
(reflected by the price consumers are willing to pay) equals 

2097 DVD Copy Control Ass 'n, Inc. v. Bunner, 116 Cal. App. 4th 24 1,245 (2004). 
2098 JF. Bradley, 'The economic goals of antitrust: Efficiency, consumer welfare, and technological 
progress' (1987) 62 NYU L. Rev. 1020-1053. Described by Brodley as 'innovation efficiency '. 
Brodley argued that the promotion of productive and innovation (dynamic) efficiency should be the 
primary focus of antitrust policy; and that the hierarchy of efficiencies that achieves the greatest social 
wealth has innovative (dynamic) efficiency; followed by productive efficiency with allocative 
efficiency being last - see 1026. 'Productive efficiency is more important than a/locative efficiency 
because it increases social wealth over the whole range of output, while a/locative efficiency increases 
social wealth only at the margin .' 1027. 
2099 Hilmer Committee, Report of the Independent Committee of Inquiry into National Competition 
Policy, (AGPS) (1993). 4. ACCC, Submission to the Trade Practices Act review - Part 3 (June 2002) 
<http ://tpareview.treasury.gov.au/submissions.asp>. Appendix 2, Competition and market power, 306. 
ACCC, 'Dynamic Efficiency' (Paper presented at the ACCC regulatory conference - "evaluating the 
effectiveness of regulation", 29 - 30 July 2004) 
<http: //www.accc.gov.au/content/index.phtmVitemid/506371 /fromitemld/3765 >. 
2 100 Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 May 2009).[40] per 
Finkelstein J, R. Davey & Prof. D. Round. 
2101 Ibid. [38] per Finkelstein J, R Davey and Prof. D Round. Citing W G Shepherd, The Economics of 
Industrial Organization (4th ed, 1997). 18 . 
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the cost of those resources. Total economic welfare is 
maximised where price equals marginal cost. (see 'Pareto 
efficiency'); 

• Productive efficiency, which is achieved where firms 
produce goods and services at minimum costs, which can be 
applied in both the short term and the long term. Productive 
efficiency exists where wastage of resources in production 
processes is minimised by producers; 

• Dynamic efficiency, which is achieved when firms to make timely 
improvements to technology and products in response to changes in 

d . d . . . 2 102 d consumer tastes an m pro uctlve opportumtles; an 

• Transactional efficiency, which results when firms adopt business 
strategies and practices that minimise information costs related to 
transactions and avoid opportunistic behavior that is a consequence of 
. .c . . . k 2 103 ill1ormatwn asymmetnes m mar ets . 

The ' consumer welfare ' benefits of efficient markets are described by the 
ACCC in its submission to the Dawson Committee as being identified ' in 
terms of increasing production and employment opportunities, and 
p roviding access to innovative new p roducts over time at the lowest cost. 
Inefficient market performance or market failure is associated with higher 
prices, higher costs and a reduction in output. '2104 The commentary on the 
TPA provided by the Dawson Committee (2003) identified welfare 
benefits as being generated from higher productivity from resources and 
profitability of investments.2 105 As defi ned by Posner: '1!-Yficiency is a 
technical term: it means exploiting economic resources in such a way that 
human satisfaction is measured by aggregate consumer willingness to pay 
for goods and services is maximized. Value too is defined by willingness to 
pay. '2 106 See also 'allocative efficiency' and 'productive efficiency' ; 
'dynamic efficiency' and ' static efficiency'; 'Pareto efficiency' and 
'welfare'. 

Ergas Committee Intellectual Property & Competition Review 
Committee. The committee comprised Henry Ergas (Chair), Professor Jill 
McKeough & John Stonier. 

Ergas Committee Report (June 2000) -Report on Parallel Importation under the Copyright 
Act 1968. 

Ergas Committee Report (September 2000) - Review of Intellectual Property Legislation 
d h C . . p . . l A 2101 un er t e ompetztzon rmczp es greement. 

European Community (EC) The European Community (EC) describes the 

2102 Hilmer Committee, Report of the Independent Committee of Inquiry into National Competition 
Policy, (AGPS) (1993). 4. Dynamic efficiency is sometimes called ' innovation efficiency ' . 
2103 SG. Corones, Competition Law in Australia (4th ed, 2007). [1.95] & [1 .115]. 
2104 ACCC, Submission to the Trade Practices Act review- Part 3 (June 2002) 
<http://tpareview.treasury.gov.au!submissions.asp>. 
2105 Dawson Committee, 'Review of the Competition Provisions ofthe Trade Practices Act' (2003) 
<http://www.tpareview.treasury.gov.au!contentJreport.asp>. Chapter 1, Competition and consumer 
welfare. 
2 106 RA. Posner, Economic Analysis of Law (5 th ed, 1998). 
2 107 <www.ipcr.gov.au> 
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economic, social and environmental policies, which are the first of the 
three pillars of the European Union (EU).2108 The EU is the community of 
European states that has evolved from the Treaty establishing the 
European Economic Community (Treaty of Rome, 1957); while the 
Treaty on European Union (TEU) (Maastricht Treaty, 1993) results in 
the creation of the European Union; which further evolved under the 
Treaty on the Functioning of the European Union (TFEU) (Lisbon 
Treaty, 2007). 

The numbering of the articles relevant to the analysis of competition 
policy has changed over time: the Treaty of Amsterdam (1997), which 
entered into force on 1 May 1999, renumbered the articles of the Treaty of 
Rome: those related to competition policy being Article 81 TEU 
(agreements which distort competition)2109 and Article 82 TEU (abuse of a 
dominant position);2110 the Lisbon Treaty resulted in the numbering being 
as follows: Article 1 OJ TFEU (formerly Article 81 TEU); Article 102 
TFEU (formerly Article 82 TEU). The intellectual property policy of the 
EU is derived from Article 118 TFEU (formerly Article 36 TEU). 2111 

Council Regulation (EC) No 112003 sets out procedural rules.2112 The 
effect of Articles 1 & 5 of Council Regulation 112003 devolves 
responsibility for enforcement of European competition law to member 
states. For example, in the United Kingdom the Office of Fair Trading 
(OFT) is responsible for competition policy development and enforcement 
of the Competition Act 1998 (UK). Decisions of the European 
Commission may be appealed to the Courts of Justice of the European 
Communities. 

European Communities, 
Courts of Justice The first level of the Courts of Justice of the 

European Communities is the Court of First Instance (CFI), which was 
renamed the General Court in the Treaty of Lisbon (2007). The 
European Court of Justice (ECJ) is the final court of appeal;211 3 

2108 The 2nd pillar relates to foreign policy; and the 3rd pillar relates to co-operation in criminal matters. 
2109 Previously numbered Article 85. 
21 10 Previously numbered Article 86. 
21 11 Article 118: 'In the context of the establishment and functioning of the internal market, the 
European Parliament and the Council, acting in accordance with the ordinary legislative procedure, 
shall establish measures for the creation of European intellectual property rights to provide uniform 
protection of intellectual property rights throughout the Union and for the setting up of centralised 
Union-wide authorisation, coordination and supervision arrangements. 

The Council, acting in accordance with a special legislative procedure, shall by means of regulations 
establish language arrangements for the European intellectual property rights. The Council shall act 
unanimously after consulting the European Parliament.' 
2112 Competition Regulation- 1/2003 EC Council Regulation (EC) No 112003 of 16 December 2002 on 
the implementation of the rules on competition laid down in Articles 81 and 82 of the Treaty (OJ Ll , 
4.1.2003, p. 1) (2003) 
2113 Within the European Community the Commission, acting through the Directorates General (DG) 
for Competition, is responsible for competition policy development and enforcement of competition 
law. Decision of the Commission can be appealed to European Court of First Instance (CFI) with the 
final appeal to the European Court of Justice (ECJ). Both the CFI and the ECJ now operate with an 
office of Advocate General, which may deliver opinions on claim before the CFI & ECJ, with the 
decision of the CFI or the ECJ being the determining judgment. The CFI was renamed the General 
Court in the Treaty of Lisbon (2009). 
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decisions of the courts of member states may also be appealed to the ECJ; 
with the courts of the member states also having the power to refer 
questions as to the interpretation of EC law to the ECJ. 

European Union (EU) The European Economic Community (EEC) came 
into existence in 1958, following the six original member states signing 
the Treaty establishing the European Economic Community (Treaty of 
Rome, 1957). Article 2 of the Treaty of Rome stated a principle purpose of 
the Treaty of Rome was the harmonious development of economic 
activity, which was to be achieved by 'establishing a common market and 
progressively approximating the economic policies of the Member States.' 
The Treaty on European Union (TEU), which is commonly called the 
Treaty of Maastricht, 1992 (effective since 1993) resulted in the evolution 
ofthe EEC into the European Union;2 114 the TEU was renamed the Treaty 
on the functioning of the European Union (TFEU) by the Treaty of 
Lisbon, 2007 which entered into force on 1 December 2009. 

euro defences Is used in competition cases and literature from the United 
Kingdom to refer to defences raised in legal actions in the United 
Kingdom under Art 81 & 82 of the EC Treaty and the corresponding 
provisions of the Competition Act 1998 (UK) . As a consequence of the 
Lisbon Treaty, Article 81 TEU was renamed Article 101 TFEU and 
Article 82 TEU was renamed Article 102 TFEU. 

ex ante 'Latin for 'beforehand'. In models where there is uncertainty 
that is resolved during the course of events, the ex antes values (e.g. of 
expected gain) are those that are calculated in advance of the resolution 
of uncertainty. '2 11 5 An example of an ex ante analysis is of competition 
regulation when a firm decides whether to enter a market the firm would 
consider what the existing state of the market (including what is perceived 
to be the future changes in the market) and what are understood to be the 
rules of cmnpetition in the market place. 2116 

ex post 'Latin for 'after the fact'. In models where there is 
uncertainty that is resolved during the course of events, the ex post values 
(e.g. of expected gain) are those that are calculated after the uncertainty 
has been resolved. '2117 An example of an ex post analysis of competition 
regulation is to focus of the rules of competition applied by courts and 

.c . ? 118 en1orcement agencies. ·-

excludable A good is 'excludable' it is reasonably possible to prevent 
others from consuming the goods, such that it is possible to deal with the 
goods and determine who may consume or use the goods. 

exclusive dealing Describes when a firm trading with another imposing 
restrictions on the other's freedom to choose with whom, or in what, it 

2114 The Treaty of Maastricht (1992) created a significant change of policy with the evolution of EEC 
into the European Union (EU) with changes in the scope of the relationship between the member states 
including in the areas of foreign policy and monetary policy. 
2115 Ecoterms, Economic Definitions< http: //www.econterms.com/> At 28 May 2010. 
2116 V. Korah, An Introductory Guide to EC Competition Law and Practice (2004) . [1.3.3.2.5] 21 -22. 
2117 Ibid. 

2118 Ibid. 
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externalities 

deals (ss. 4D & 47 TP A/CCA).2119 There are two types of 'exclusive 
dealing': 'full line forcing ' and 'third line forcing ' .2120 Section 47 (3) 
TP AICCA prohibits a firm for refusing to supply because the customer 
will not agree to an exclusive dealing provision proscribed by s. 4 7 (2) 
TP A/CCA. 21 21 

An externality or 'spill-over effect' of an economic 
transaction is an impact on parties that is not directly involved in the 
transaction: 'Externalities refers to situations when the effect of production 
or consumption of goods and services imposes costs or benefits on others 
which are not reflected in the prices charged for the goods and services 
being provided. '2122 Externalities can be either positive or negative: 

positive externalities: A positive externality exists where the firm does not receive 
the full benefit from decisions made by the firm; the benefit gained by 
society is greater than the benefit obtained by the firm: 'A positive 
externality exists when an individual or firm making a decision does not 
receive the full benefit of the decision. The benefit to the individual or firm 
is less than the benefit to society. . . . With positive externalities, less is 
produced and consumed than the socially optimal level'/ 123 and 

negative externalities: A negative externality exists where a fmn does not take 
responsibility for external costs that result from decisions made by the 
firm; these costs are passed on to society: 'A negative externality occurs 

2119 e.g. Mark Lyons PIL v Burs ill Sports Gear PIL (1987) 75 ALR 581 ; [1987] 9 ATPR ~40-809 
(FCA). In respect to the s. 4 7 TP A claim, Wilcox J held that respondent was actuated by the purpose of 
deterring the application from discounting the ski boots and that is was conduct engaged in by the 
respondent for the purpose of les~ ening competition. 
2120 'In particular the TP A prohibits a corporation from forcing the product of another company, even 
its related company, or offering a discount on that basis (a third line force) . However, if the same 
practice was to occur within the one corporate entity, the practice would be considered full line forcing 
and be subjected to a competition test under sub-section 47(2). The conduct would be lawful ifit did 
not have an adverse effect on competition.' ACCC, Report to Senator Alston, Minister for 
Communications, Information Technology and the Arts, on Emerging Market Structures in the 
Communications Sector (June 2003) <http://www.accc.gov.au/content/index.phtml/itemldl324108>. 
f/n 273. In relation to 'third line forcing' and 'full line forcing' the ACCC (2003) identify that, 'the 
supply of goods or services, or their supply at a discount, on condition that the buyer acquire goods or 
services from a particular third party. This conduct is a per se breach under the anti-competitive 
conduct provisions, meaning that the conduct is illegal irrespective of its impact on competition. 
However, such conduct can be notified and as such is effectively subject to a public-interest based test.' 
ACCC Report, ibid (2003). 153. 
2121 e.g. Hecar Investments (No. 6) PIL v Outboard Marine Australia PIL (1982) 41 ALR 697; 62 FLR 
159; 4 ATPR ~43-699. Franki J held the reason for the refusal-to-deal was because the applicant chose 
to stock a brand from another supplier and this refusal was a breach of s. 46 (3) (a) & (d) TPA. This 
finding not challenged on appeal in Outboard Marine Australia P/L v Hecar Investments (No. 6) PIL 
(1982) 44 ALR 667; 66 FLR 120; 4 ATPR ~40-327 (FCAFC). The FCAFC overturned Franki J in 
relations. 47 as the argument wrongly assumed a connection between convenience to consumers in 
being able to view products 's ide-by-side' in the same store and competition in the market (~43,984). 
While the competitive position ofHecar may be impacted by the refusal-to-supply, the joint decision 
considered that 'it was unlikely that this would have such a dramatic effect as to lessen substantially 
competition in the retail market. ' (~43,984). 
2122 Glossary of Industrial Organisation Economics and Competition Law, compiled by R. S. Khemani 
and D. M. Shapiro, commissioned by the Directorate for Financial, Fiscal and Enterprise Affairs, 
OECD, 1993. <http: //stats.oecd.org/glossary>. See Re Services Sydney PIL [2005] ACompT 7; (2006) 
227 ALR 140. [30]. 
2123 <http://economics.fundamentalfinance.com/positive-extemality.php> 
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when an individual or firm making a decision does not have to pay the full 
cost of the decision. If a good has a negative externality, then the cost to 
society is greater than the cost consumer is paying for it. Since consumers 
make a decision based on where their marginal cost equals their marginal 
benefit, and since they don't take into account the cost of the negative 
externality, negative externalities result in market inefficiencies unless 

. . k ,2 124 proper actzon zs ta en. 

' false positives ' and 
' false negatives ' To achieve the goal of a unified theory related to 

finn 

exclusionary conduct and other forms of abusive behaviour the criteria or 
analytical tools must avoid conclusions that are a ' false positive ' 2 125 

(intervening when the behaviour is not actually anti-competitive) or a 
'false negative ' 2 126 (failing to intervene when the behaviour is actually 
anti-competitive). Cass & Hylton (1999)2 127 argue that false positives are 
probably more costly than false negatives in their impact on consumer 
welfare; so argue for a bias against intervention as they argue that the cost 
of failing to intervene (a ' false negative ' ) is less detrimental to consumer 
welfare. Melamed (2006)2128 identified the less interventionist approach to 
§2 Sherman Act as being a response to the changes in economic theory 
that results in the opinion that not all exclusionary conduct has an 
anticompetitive effect, so that there is a greater risk of a false positive 
arising from the unnecessary intervention to stop unilateral conduct of a 
finn - as such conduct may amount to ' competition on the merits ', in that 
the firm ' s unilateral conduct in the market, are the product of a more 
efficient finn offering a better bargain to customers. 2 129 

The ' firm ' is the standard nomenclature in economics for an 
entity engaged in trade and commerce. A ' firm ' in intended to include any 
corporate entity and unincorporated entities including a trading trust, 
partnership or sole trader. The Trade Practices Act 1974 (Cth) I 
Competition and Consumer Act 2010 (Cth) s. 4 defmes a 'corporation'; 
with a 'trading corporation ' defined as a trading corporation within the 
meaning of paragraph 51 (xx) of the Constitution. While the effect of the 
Australian Constitution limits the ambit of the TP AICCA to regulating 
'corporations' and 'trading corporations ', for the purposes of this Thesis, 
that constitutional limitation is not significant - therefore in this Thesis 
'firm' wi ll be used rather than ' corporat ion'. 

frrst mover advantage A phenomenon identified as operating in digital technology 
markets is the so-called 'first mover' advantage achieved by the first, or 
early entrants into a market, in being able to hold off later entrants to the 
market from achieving significant market share. That is, the first-mover 

2124<http://economics.fundamentalfinance.com/negative-externality.php> 
2125 A 'false positive' or Type I error is the error of rejecting something that should have been accepted. 
2126 A 'false negative' or Type II error is the error of accepting something that should have been 
rejected. 
2127 RA. Cass and KN. Hylton, 'Preserving Competition: Economic Analysis, Legal Standards and 
Microsoft' (1 999) 8(1 ) George Mason L. Rev. 1-40. 
2128 D. Melamed, 'Exclusive Dealing Agreements and Other Exclusionary Conduct - Are There 
Unifying Principles?' (2006) 73(2) Antitrust L. J. 375-4 12. 429, citing Spectrum Sports v McQuillan , 
506 US 447; 113 S Ct 884 (1 993). 458-459. 
2 129 See also AJ. Devlin and MS. Jacobs, 'A ntitrust Error' (2010) 52 William & Mary L. Rev. 75-132. 
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FTC 

game theory 

General Court 

'globalisation' 

GNU General 
Public License 

into the market can achieve a significant market share where 'network 
effects can reinforce barriers to entry' .2 130 Some commentators question 
whether markets in general/ 131 and markets driven by innovation, such as 
markets for digital technology in particular, are necessarily self 
correcting.2132 Instead of being self correcting Jenkins, McFadden et al. 
(2004/ 133 argue that markets for digital technologies tend toward a 
'winner takes all' phenomenon in the participants in the market are not so 
much competing for market share, rather the competition is for the whole 
market. The 'winner takes all' phenomenon discussed by McFadden et al. 
may leave the market leader capturing the majority of the market share 
leaving niche markets for smaller competitors . In such a market the 
participant with the 'first mover advantage' can hope to become the 
incumbent in the market place, that incumbency is a consequence of 
phenomena strongly identified in markets for digital technologies in which 
'network externalities' or 'network effects' occur. 

Federal Trade Commission of the United States? 134 

Game theory works with the dynamics of choice and the 
consequences of decisions to describe the options that are available to 
decision makers. The use of non-cooperative dynamic game theory has 
applications with regard to complex market behaviour.2135 

Court of First Instance (CFI) of the European Court of 
Justice was renamed the General Court in the Treaty of Lisbon (2009). 

The term is used in the context of econmnic globalisation, 
which is understood to be the integration of national economies into an 
international economy with globalisation dtiven by a combination of 
political, economic, technological, social and cultural factors . 
Globalisation is often used in a negative context to refer to problems for 
individuals and countries that are viewed by some as resulting from the 
negative impact of the operation of the WTO and the process of trade 
negotiations over access to markets, enforcement of intellectual property 
rights and the reduction in customs barriers to facilitate the flow of goods, 
capital, services and labour. 

The effect of the Free Software Foundation's GNU General 

2130 M. Jenkins et al., The Browser War- Econometric Analysis of Markov Perfect Equilibrium in 
Markets with Network Effects (31 December 2004) <http://emlab.berkeley.edu/~mcfadden> at 25 
September 2009. 2. See also United States v SunGard Data Systems, Inc, 172 F. Supp. 2d 172 (D.D.C. 
2001). 
2131 1M Lave, 'The law and economics of de facto exclusive dealing' (2005) 50(1) The Antitrust Bulletin 
143-180. 
2132 D McGowan, 'Between Logic and Experience: Error Costs and United States v Microsoft' (2005) 
20 Berkeley Tech L. J. 1185. 
2133 Jenkins et al. ibid. 
2134 <www.ftc.gov> 
2135 See DG. Baird, RH. Gertner and RC. Picker, Game Theory and the Law (1998). ST Kuhn, 
Prisoner's Dilemma (Stanford Encyclopedia ofPhilosophy) (2001) 
<http://plato.stanford.edu/entries/prisoner-dilemma/>. WJ. Gordon, 'Asymmetric Market Failure and 
Prisoner's Dilemma in Intellectual Property' (1992) 17(3) U. of Daytona L. Rev. 853-81. WJ. Gordon, 
The Intellectual Property Genesis Tale: Some Revisions, University of Toronto Centre for Innovation 
Law and Policy (2000) <http://www.innovationlaw.org/lawforum/pages/2publications.htm>. 
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Harvard school 

Public License,2 136 is that software creators grant a licence in the software 
that obliges those who modify the software to make the modified version 
available to others under the GNU General Public License? 137 However 
open source software that is licensed under GNU General Public License 
is not dedicated to the public domain as copyright is retained by the 
creator - use of software in breach of the GNU General Public License 
exposes the licensee to copyright infringement liability. 2138 

Otherwise known as the traditional industrial organisation 
(10) school of antitrust. Harvard school of antitrust is used in the context 
of the economic theories related to the regulation of competition, proposed 
by academics in the disciplines of economics and economics and the law, 
centered on Harvard University. The Harvard school is recognised as a 
centre for the theoretical evaluation of antitrust. In contrast to the Chicago 
school, the Harvard school of thought proposes a higher degree of 
regulatory control of competitive behaviour. There are a diversity of 
opinions in opposition to the Chicago school. A broader description of 
viewpoints in opposition to the Chicago school would be the 'traditional 
industrial organisation school of antitrust ' which proposes that antitrust is 
'multi-valued ', that is, effective competition in the market involves 
multiple economic and non-economic values and goals. 

high technology firms See ' ICT fi rms'. 

Hilmer Report (1993) Report of the Independent Committee of Inquiry into 

hold-up 

National Competition Policy, AGPS (1993). 

Describes the situation in which an IP owner may refuse-to-
license the IP except on terms acceptable to the IP owner. An example 
where a firm, having incurred R&D to create new products and services, is 
confronted by a claim that the product or service infringes existing patent. 
The firm having incuned the R&D costs has a weakened negotiating 
position as the firm is trapped between sunk costs that have been incuned 
in the R&D and the demand for royalties applied by the holder of a patent 
that subsequently emerges as a barrier to commercialising the R&D. 2139 

hypothetical monopolist test See the 'SSNIP test' . 

2136 Free Software Foundation 's GNU project < http://www.gnu.org> GNU is described as a recursive 
acronym for 'GNU's Not Unix'. 
2137 See generally R. Stallman, R. McGrath and PD. Smith, GNU Make: A Program for Directed 
Compilation (2004). HJ. Meeker, The Open Source Alternative: Understanding Risks and Leveraging 
Opportunities (2008). 
2138 Software Freedom Conservancy, Inc & Erik Anderson v Best Buy Co . Inc, Case 1:09-cv-10155-
SAS (S .D.N.Y. July 27, 2010). Westinghouse Digital, a maker of high-definition televisions, in a 
default judgment was held to have wilfully infringed copyright in open source software when it broke 
the terms of the GNU General Public License. 
2139 SA. Merrill, RC. Levin and Myers. MB. , 'To Promote Innovation: The Proper Balance of 
Competition and Patent Law and Policy' (October 2003) Report for the Federal Trade Commission, 
<http://www.ftc.gov/opa/2003110/creport.htm>. fin 233 and text, the Report described 'hold-up ' as 
being 'enabled by sunk costs that a firm already has invested in product development or 
manufacturing, before learning of the patent, which in turn enable the patentee to demand royalties 
higher than it could have sought before the firm sunk its costs; with so very many patents at issue, 
pane !lists suggested, infringing someone 's patent may be inevitable, but there may be no economically 
feasib le way, prior to making sunk investments, to identify and obtain rights to all the relevant patented 
technologies.' 
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ICT firms This term refers to firms in the information and 
communication technology sector; ICT, rather than ' high technology ' , is 
the preferred term in academic literature and is used in relation to ICT 
firms, ICT industries or the ICT sector. 2 140 The ICT sector compasses 
firms involved in producing computer software & computer hardware, 
including mobile phone and digital devices; as well as telecommunication 
firms including firms involved in the delivery of services using the internet 
and world wide web. 

innovation markets Markets in which rapid innovation is a significant attribute. 

internet 

IP 

IPR(s) 

IPCRC 

Barnett described innovation markets as ' refer[ring] to markets or market 
segments principally or substantially consisting of intangible goods in the 
form of creative or technological products or processes. ' 2141 

The internet is, in essence, a communication system 
comprised of computers connected by telecommunications networks. The 
world wide Web, or web, is a subset of the Internet. The history of the 
internet and the web is described in ACLU v Reno.2142 See 'world wide 
web'. 

intellectual property. 

intellectual property right( s ), being the rights allocated to 
intellectual property. 

Intellectual Property and Competition Review Committee -
the IPCRC was established by the Federal Attorney-General and the 
Federal Minister for Industry, Science and Resources as a result of the 
Competition Principles Agreement between the Commonwealth 
government and the State governments. The agreement requires that all 
legislation that has the potential to restrict competition should be subject to 
periodic review. 2143 

industrial organization 
(IO) economics IO economics encompasses a range of opinions including the 

ISOs 

Chicago school and the Harvard school. Leading texts that set out the 
economic theory know as IO economic are the works of l\1ason (1939), 
Bain (1954, 1956) and Porter (1980/ 144 19852145 and 1991 2146

). See also 
'New Institutional Economics (NIE)'. 

Independent service organisations (ISOs) operate in the 
repair services market for primary equipment, such as a computer printer. 
ISOs may be in competition with the supplier of the primary equipment 
(original equipment manufacturers (OEMs), which may also offer 

2140 e.g. N. Corrocher, F. Malerba and F. Montobbio, 'Schumpeterian patterns of innovation activity in 
the ICT field' (2007) 36(3) Research Policy 418-432. 
2141 JM. Barnett, Sharing in the Shadow of Property: Rational Cooperation in Innovation Markets (17 
October 2008) USC Center in Law, Economics and Organization Research Paper No. C08-22 (SSRN 
eLibrary) <http://papers.ssm.com/sol3/papers.cfm?abstract_id=1287283>. fin 1. 
2142 American Civil Liberties Union v Janet Reno, Attorney General of the United States , 929 F. Supp. 
824 (E.D. Penn. 1996). 
2143 <http://www.ipria.org/developments_in_ip/domestic/Body_Archive.html> 
2144 M. Porter, Competitive Advantage (1 980). 
2145 M. Porter, Competitive Strategy (1 985). 
21 46 ME. Porter, 'Towards a Dynamic Theory of Strategy ' (1991 ) 12 Strategic Management 1. 95-11 7. 
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maintenance services and repair services. The maintenance services and 
repair services are ' secondary markets ' or ' aftermarkets ' to the primary 
market. Competition issues may arise between the ISOs and the OEM over 
supply of spare parts and exclusion conduct OEM that is designed the shut 
out the ISOs from the aftermarkets.2147 

Joint DOJIFTC Hearings Joint DOJ-FTC Hearings on Competition and Intellectual 
Property Law and Policy in the Knowledge-Based Economy held in 2002, 
was a major inquiry into the relationship of the law and policy of 
intellectual property law and competition (antitrust) law.2148 

Kaldor-Hicks efficiency See ' Pareto efficiency' . 

market failure 

lock-in 

Market failure is where a market is in-efficient; that is, the 
market does not correct itself so as to reach the optimum outcome in terms 
of efficiency outcome. Market failure is associated with non-competitive 
markets, externalities or problems with the allocation and trading of 
property rights. The existence of a market failure is often used as a 
justification for government intervention in a particular market. 2149 

The greater utility users receives, there more other users use 
a product or service cause 'network effects ' , which may cause a 'locked 
in' effect as the users are reluctant to more to any competing products or 
services because of habit, switching costs, which may be related to the 
monetary cost or cost in time to learn how to use a new product or 
service.2150 See ' network effects'. 

market structure I market conduct 
I market performance paradigm Is a ' [ m} ethodology developed by industrial 

misuse of 
market power 

organization economics that stresses the causal relationships between 
market structure, market conduct and market performance. '2151 (see 
'industrial organ ization economics '). 

A firm with a substantial degree of power in a particular 
market cannot take advantage of that power for any purpose of proscribed 
by s. 46 (3) TP A, which may include limiting competition by refusing-to-
deal ,2 152 a constructive refusal-to-deal exists where the offer contains such 
unrealistic terms that it is effectively a refusal-to-deal.2153 

2147 e.g. In re Indep. Serv. Orgs. Antitrust Litigation (CSU, L.L. C., v Xerox Corp.) 203 F. 3d 1322 (Fed. 
Cir. 2000), cert. denied, 531 US 1143 (2001). 
2148 <www.ftc.gov/opplintellect/index.htm> 
2149 Glossmy of Industrial Organisation Economics and Competition Law, compiied by R. S. Khemani 
and D. M. Shapiro, commissioned by the Directorate for Financial, Fiscal and Enterprise Mfairs, 
OECD, 1993. < http://stats.oecd.org/glossary> 
2150 WB. Arthur, 'Competing Technologies, Increasing Returns and Lock-in by Historical Small Events' 
(1989) 99 Economic Journal 116-31. SJ. Liebowitz and SE. Margolis, 'Path Dependence, Lock-in, and 
History' (1995) 11 Econ. & Org. 205. 
2151 M. Brunt, "Market Definition' Issues in Australia and New Zealand Trade Practices Litigation', 
Ahdar RJ (ed), 'Competition Law and Policy in New Zealand', The Law Book Co. , (1991). (republished 
in Brunt, 'Economic Essays', Kluwer, (2003)). Page 191 , fln 17. M Brunt, 'Legislation in Search of an 
Objective', The Economic Record, (September) (1965) . (republished in Brunt, 'Economic Essays', 
Kluwer, (2003)). 61 -2. 
2 152 e.g. Mark Lyons PIL v Bursill Sports Gear P/L (1 987) 75 ALR 581 ; [1987] 9 ATPR ~40-809 
(FCA) . Wilcox J held that the refusal to supply ski boots to the applicant, which operated a retail sales 
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NBN 

NCC 

The 'National Broadband Network' proposal announced in 
2008 to create a high speed telecommunications network. 2 154 

The National Competition Council is a research and advisory 
body which was established in 1995 by agreement of the Council of 
Australian Governments (COAG).2155 

neo-classical economics See 'Chicago school'. 

neo-Chicago school Evans & Padilla (2005)2156 described a neo-Chicago school 

network effects or 

approach to designing rules for assessing unilateral practices, based in part 
on the error-cost framework of Easterbrook (1984). 2157 

network externalities A network effect occurs where the more people are 
connected to a system the greater benefit each individual gets from being 
connected to the system. For example the larger subscriber base for 
telecommunication system the greater number of people an individual can 
contact - hence the greater benefit flowing to an individual subscriber. 
There are other effects that have been observed to flow from such 
networks, as the network effects can create a barrier to entry that 
competitors must overcome in order to take those users away from the 
incumbent supplier. The market incumbent (or ' first mover') may benefit 
for the behaviour of suppliers of complementary products who design their 
products to be complementary to the dominant network; combined with 
users who become ' locked-in ' to the dominant network; so that the market 
becomes ' tippy ' in that ' [s}ometimes network effects 'tip ' the market so 
that the less efficient technology may oust a better product, which the 
supplier was less successful in marketing firs t . ' 2158 Jenkins, McFadden et 
a!. (2004) described demand-side and supply effects; the 'supply side ' 
effects include hardware and software standardisation, such as the need to 
license proprietary operating systems. The demand-side effects are the 
consequence of consumers being reluctant to move from their current 
teclmology to the technology offered by a different supplier so that 
'[d}emand-side effects come from inertia (e.g., habit, switching cost, and 
lock-in effects); contagion (e.g., bandwagon or addiction effects), and 

business selling at discounted prices to other retailers, was a breach of ss. 46 & 4 7 TP A. In respect of 
the s. 46 (1) (c) TPA claim, Wilcox J held that the respondent held substantial degree of power in the 
relevant market (being 'power .. . which is more than trivial or minimal, or real and of substance. ' 
~48 ,799) . Wilcox J held that one of the purposes which actuated the respondent ' s decision was to 
protect other retailers from competition from the applicant. See generally ACCC, Refusal to Deal ( 1 
January 2007). 
2153 e.g. TPC v CSR Ltd (1991) 13 ATPR ~40-076 (FCA). 
2154 DBCDE, Request fo r Proposals to roll-out and operate a National Broadband Network f or 
Australia , (RFP Number DCON/08/18), (Department of Broadband, Communications and the Digital 
Economy) (April 2008). 
2155 <www.ncc.gov.au> 
2156 DS. Evans and AJ. Padilla, 'Designing Antitrust Rules for Assessing Unilateral Practices: A Neo-
Chicago Approach' (2005) 72 U. of Chicago L. Rev. 73-98. 
2157 FH. Easterbrook, 'The Limits of Antitrust' (1984) 63 Texas L. Rev. 1. 
2 158 V. Korah, An Introductory Guide to EC Competition Law and Practice (2004). 
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network externalities (e.g. , connectivity or interoperability effects)'2 159 

Network effects can be either direct or indirect: 2 160 

direct network effects ' Those network externalities generated 
through a direct physical effect of the number of purchasers on the 
quality of the product'2161 Direct network effects occur where the 
user of some product or service gets a greater benefit when 
increasing numbers of other users use the product or service. 

indirect network effects ' Those network externalities of a good 

network markets 

generated in complementary goods or post-purchase service of 
durable goods' ?162 Indirect network effects occur when other 
suppliers enter the market to provide complementary products or 
services or the demand for the products or services causes improved 
levels of post-purchase service for products or improved service 
supply. 

Is a market in which network effects exist. 'Network markets 
are those where the more customers there are, the more each customer is 
pleased . . . Networked industries are not necessarily those with a fixed 
network, but natural monopolies The first firm to enter such a market and 
acquire customers has a significant advantage over subsequent entrants 
and may enjoy market p ower, even if it is not more expensive f or a 
newcomer to supply a similar product. ' 2163 Apart from the 'first mover 
advantage' that may benefit the first fmn to enter the market. Network 
markets may also exhibit characteristics of there being competition ' for ' 
control of the market, rather than competition 'with in ' the market. 

New Institutional Economics NIB follows the work of Williamson (1975)2 164 in 
advancing the industrial organisation (IO) economics such as introducing 
the idea that rather that the rational consumer; individuals operate with 
' bounded rationality' ?165 NIE can therefore be seen to introduce 

21 59 M. Jenkins eta!., The Browser War- Econometric Analysis of Markov Perfect Equilibrium in 
Markets with Network Effects (31 December 2004) <http: //emlab.berkeley.edu/- mcfadden> at 25 
September 2009. 
2 160 'direct network effects (i.e., a consumer 's utility directly increases in the number of other users) or 
indirect network effects (i.e., arising from increased variety of complementary goods produced by other 
firms) .' N. Economides and VB. Viard, Pricing of Complements and Network Effects (October 2007) 
NET Institute Working Paper; NYU Working Paper No. EC-05-12; NYU Working Paper No. 
2451 /26105 (SSRN eLibrary) <http://ssm.com/abstract=407280> at date last revised September 2009 . 
2 161 S. Liebowitz and SE. Margolis, 'Are Network Externalities a New Source of Market Failure?' 
(1995) 17 Research in Law and Economics 1-22. 
21 62 Ibid. 
2163 V. Korah, An Introductory Guide to EC Competition Law and Practice (2004). [1.3.3.2.3] 20. 
Citing C. Ahlborn, D. Evans and J. Padilla, 'Competition Policy on Internet Time: Is European 
Competition Law up to the Challenge?' (2001) 10 European Competition L. R. 156. 156 See also A. 
Jones and B. Sufrin, EC Competition Law - Text, Cases, and Materials (2nd ed, 2004). 42 & 368. 
2164 OE. Williamson, Markets and Hierarchies: Analysis and Antitrust (1975). OE. Williamson, The 
Economic Institutions of Capitalism: Firms, Markets, Relational Contracting (1985). OE. Williamson 
and SE. Masten (eds), Transaction Cost Economics (1995). OE. Williamson, 'The New Institutional 
Economics: Taking Stock, Looking Ahead' (2000) 38 J. ofEcon. Literature 595-613 . 
2165 EG. Furubotn, 'Entrepreneurship, transaction-cost economics, and the design of contracts' in E. 
Brousseau and J-M. Glachant (eds), The Economics of Contracts: Theories and Applications (2002) 
72-95 . (Cambridge University Press) . 73. 
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non-excludible 

non-rivalrous 

uncertainty into the apparent certain economic world of the Chicago 
school, which is sometimes called neo-institutional economics. 

Describes when it is difficult or impossible to exclude 
anyone from consuming a good; '[t} he defining characteristic of a public 
good is that consumption of it by one individual does not actually or 
potentially reduce the amount available to be consumed by another 
individual. '2166 

One person 's consumption of the good does not 
reduce the amount of the good available for consumption by others; 
'[goods} which all enjoy in common in the sense that each individual's 
consumption of such a good leads to no subtractions from any other 
individual's consumption of that good. '2167 

objective justification In relation to European competition law, Loewenthal 

OEM 

OFT 

opportunity cost 

(2002)2168 identified three requirements that a dominant firm must comply 
with in order to for its behaviour to be 'objectively justified' ; the 
behaviour 'must pursue a legitimate aim, be reasonable and be 
proportionate to the aim sought.' 2169 Loewenthal noted that ' objective 
justification' is not a defence as such, ' [r}ather than forming an exception 
to abusive behaviour, the presence of an objective justification will be a 
factor taken into account when determining whether the conduct of a 
dominant undertaking falls under Article 82. '2 170 See also 'business 
justification' and 'competition on the merits'. 

Refers to original equipment tnanufacturer (OEM); see ISOs. 

Office of Fair Trading of the United Kingdom. 

Is the cost of an alternative use of a scarce resource that 
must be forgone in order to pursue a certain action. That is, the value of 
the next-highest-valued alternative use of that resource. Opportunity cost 
describes 'the basic relationship between scarcity and choice.'21 71 

Opportunity cost can be used to describe the benefit that can be achieved 
by taking an alternative action in the allocation of a scarce resource. See 
'efficiency'. 

Pareto efficiency or 
Pareto optimality A definition of efficiency that is named after Vilfredo Pareto. 

Situations that are Pareto efficient are those in which any change to make 
any person better off are impossible without making someone else worse 
off. Pareto efficiency acts as a definition of 'welfare' in neoclassical 
economics.2172 Pareto efficiency is often described in terms of an 

2166 H. Gravelle and R. Rees, Microeconomics (3rd ed, 2004). 
2167 Paul A. Samuelson' The Pure Theory of Public Expenditure' (1954). 36 (4) Review of Economics 
and Statistics 387-389. 
2168 P-J. Loewenthal, 'The Defence of 'Objective Justffication' in the Application of Article 82 EC' 
(2005) 28(4) World Competition Law and Economics Rev. 455-477. 
2169 Ibid. 465. 
2170 Ibid. 462. 
2171 JM. Buchanan, 'Opportunity cost', (2008) The New Palgrave Dictionary of Economics Online (2nd 
ed.) 
2172 HJ. Hovenkamp, The Antitrust Standard for Unlawful Exclusionary Conduct (June 2008) U. Iowa 
Legal Studies Research Paper No. 08-28 (SSRN eLibrary) <http://ssm.com/abstract=1140346>. See 
definitions used in 'welfare' economics. 
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allocation of goods being ' Pareto optimal' , which is defined: 'Pareto 
optimal: In an endowment economy, an allocation of goods to agents is 
Pareto Optimal if no other allocation of the same goods would be 
preferred by every agent. Pareto optimal is sometimes abbreviated as 
P0. '2173 Because Pareto efficiency is a strict test economists may use the 
variation of Kaldor-Hicks efficiency or ' potential Pareto efficiency', 
which is defined as 'an economic change is efficient if those who gain 
from the change gain enough so that they can fully compensate any 
losers. ' 21 74 

perfect competition Is a model of competition that is based on specific 
assumptions:2 175 no barriers to entry to the market; mobility of resources to 
follow profit opportunities; no firm is able to influence price; participants 
in the market held full information on which to make decisions; producers 
and consumers are rational decision makers. The perfect competition 
model is considered to be an unrealistic model from which to view actual 
markets.2 176 The model of 'workable competition ' or ' effective 
competition ' is considered to be a better model to assess performance of 
markets. Compare the models of non-perfect competition: the 'contestable 
market ', ' effective competition' and 'workable competition ' . 

post-Chicago school A development of the Chicago school of thought, which 
proposes that there are forms of business behaviour, including misconduct 
by dominant firms that should be subject to regulatory control; 
commentators also identify an evolved form of the Chicago school which 
is otherwise described as the ' neo-Chicago ' approach.2177 

productive efficiency Productive efficiency describes what is achieved where firms 
produce goods and services using the most cost-effective combinations of 
resources2 178 (i.e. firms producing goods and services at the minimum cost 
attainable using the best available technology); 2 179 see also 'allocative 
efficiency', 'productive efficiency', transactional efficiency' and 
'efficiency'. 

Productivity Commission The Australian Government's independent research and 
d . b d . d . 1 . 2 180 a v1sory o y on economic an soc1a Issues. 

2173 Ecoterms, Economic Definitions< http: //www.econterms.com/> At 28 May 20 10. 
2174 HJ. Hovenkamp, The Antitrust Standard for Unlawful Exclusionary Conduct (June 2008) U. Iowa 
Legal Studies Research Paper No. 08-28 (SSRN eLibrary) <http://ssrn.com/abstract= 1140346>. See 
definitions used in ' welfare' economics. 
2175 As to assumptions in relation to economic theories; see SD. Hunt, A General Theory of 
Competition: Resources. Competences, Productivity, Economic Growth (2000). 
2176 See Scherer and Ross 15 - 18; P E Areeda, J L Solow and H Hovenkamp, Antitrust Law (3rd ed, 
2007) vol liB, 4- 5; W K Viscusi, J M Vernon and J E Harrington Jr, Economics of Regulation and 
Antitrust (4th ed, 2005) Chp 6; W G Shepherd, The Economics of Industrial Organization (4th ed, 1997) 
38. 
2177 DS. Evans and AJ. Padilla, 'Designing Antitrust Rules for Assessing Unilateral Practices' (2005) 72 
U. Chi. L. Rev. 73 -98. 
2178 JF. Brodley, 'The economic goais of antitrust: Efficiency, consumer welfare, and technological 
progress' (1987) 62 NYU L. Rev. 1020-1053. 1025. 
2179 Hilmer Committee, Report of the Independent Committee of Inquiry into National Competition 
Policy, (AGPS) (1 993). At 4 . 
2180 <www.pc.gov.au> 
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primary boycott Agreements (that contain an exclusionary provision) between 
competitors to refuse to deal, or limit dealings with another supplier or 
customer, or a category of competitor or customer (s. 45 (2) TP A/CCA). 
See 'secondary boycott'. 

private goods In economic terms, any good that, if used by one person, may 
not be available for others. A private good is 'rivalrous' and 'excludable'. 

public goods In economic terms, any good that has the characteristics of 
being ' non-rivalrous ' (that is, the use and consumption of the good by one 
person does not impact of the use and consumption of the good by any 
other person) and ' non-excludable' (that it is difficult to exclude others 
from access to and use of that good). 

purchaser inertia The reluctance of users of a technology to change to another 
technology is an element of 'switching costs'. Jenkins, McFadden et al. 
(2004) described 'network effects '; with a possible demand-side effect 
being that consumers are reluctant to move from their current technology 
to a technology offered by a different supplier: ' [d) emand-side effects 
come from inertia (e.g., habit, switching cost, and lock-in effects)'. 2181 See 
'network effects'. 

R&D research and development. 

RAND Refers to 'reasonable and non-discriminatory' license terms. 
RAND licensing is used by standard setting organisations (SSOs) to avoid 
licensing abuse in relation to patents that may exist with the standards set 
by the SS0.2182 While RAND is used in the US context, 'fair, reasonable 
and nondiscriminatory terms' (FRAND) is sometimes used in the 
European context of SSOs.2 183 A RAND license for world wide web 
patents, standards, interoperability and the web drafted by the World Wide 
Web Consortium (WC3) - a proposal for disclosure and minimum license 
obligations of W3C Members --with the RAND license available to non-
W3C Members.2184 A 'Royalty-Free License' ('RF License') has the same 
characteristics as a RAND license, except that a RF License does not have 

2181 M. Jenkins eta!., The Browser War-EconometricAnalysis of Markov Perfect Equilibrium in 
Markets with Network Effects (31 December 2004) <http://emlab.berkeley.edu/-mcfadden> at 25 
September 2009. 
2182 DG. Swanson and \VJ. Baumol, 'Reasonable and Non-Discriminatory (RAND) Royalties, 
Standards Selection, and Control of Market Power' (2005) 73(1) Antitrust L. J. 1-58. See also M. 
Dolmans, 'Standards for Standards' (Paper presented at the Joint DOJ/FTC Hearings on Competition 
and Intellectual Property Law and Policy in the Knowledge-Based Economy, Washington, D.C., 22 
May 2002) <http:/ /www.ftc.gov/opp/intellect/detailsandparticipants.htm#May%2022-23 :>. T. Frain, 
'Patents in Standards & Interoperability' (Paper presented at the Colloquium on Selected Patent Issues 
-'Standards and Patents', WIPO, Geneva, 
<http://www. wipo.int/patent/colloquia/en/2006/11/index.html>. D. Garcia, 2006 (6 December 2006) 
(Department of Justice Issues Important Business Review Letter on Standard Setting Organization 
Rules Requiring Patent Disclosure), Antitrustlawblog Sheppard Mullin 
<http://www.antitrustlawblog.com/2006/ 12/articles/article/department-of-justice-issues-important-
business-review -letter -on -standard-setting-organization-rules-requiring-patent -disclosure/> at 24 
February 2011 . 
2183 P. Treacy and S. Lawrance, 'FRANDly fire : are industry standards doing more harm than good?' 
(2007) 3(1) J. of Intellectual Property Law & Practice 22-29 . 
2184 W3C Patent Policy Framework: W3C Working Draft 16 August 2001, 
<http://www. w3 .org/TR/200 1/WD-patent-policy-200 1 0816/> 
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refusal-to-deal 

rent seeking 

-C h "d 0 21 85 any 1ees or ot er cons1 eratwn. 

Is a general term that encompasses: exclusionary conduct 
involving a 'refusal-to-supply' some product or service; or a 'refusal-to-
license' intellectual property. A 'refusal-to-deal' a lso describes 
exclusionary conduct involving a ' refusal -to-acquire ' or 'refusal-to-
purchase' some product or service.2 186 In Australia refusals-to-deal are 
analysed under the Part IV TPA/CCA,2 187 with claims of refusal-to-deal 
may be alleged to be both the misuse of market power (s. 46 TP A/CCA) 
and ' exclusive dealing' (s. 47 TP A/CCA). A refusal-to-deal may amount 
to monopolisation or attempted monopolization under § 1 & §2 Sherman 
Act or the abuse of a dominant position under Articles 1 OJ & 102 
European Treaty. 

Is the name given to activities designed to obtain special 
privileges through privileges such as increase protection for intellectual 
property rights is described as rent seeking behaviour.2 188 For example rent 
seeking behaviour occurs where those who benefit from the strong 
intellectual property rights are able to extract higher levels of revenue 
from the market than could be achieved where the balance of 
access/incentives was more evenly balanced. The negative social cost 
caused by ' rent seeking' is that it results in excessive investment because 
of the pure profit that can be realised.2 189 Mackaay described rent seeking 
' designates a variety ofactivities through which sp ecial interest coalitions 
succeed in using the political process to obtain wealth transfers for their 
members which they could not gain in the market. Various f orms of 
protectionism, price ceilings or floors, legal barriers to entry into a 
market, as well as direct subsidies and benefits are examp les of such 
transfers from citizens, tax payers or consumers in general to members of 

. I . ,219o specza znterest groups. 

resale price maintenance A firm supplying goods or services to re-sellers may 
recommend and appropriate re-sale price but cannot force resellers, by 
refusing or threatening to refuse supply, to stop charging or advertising 
below that price or from advertising discounts (s . 48 TPA/CCA).2 19 1 

21 85 <http://www.w3.org/TR/patent-practice#def-RF> 
2186 For example the ' del isting' of a product inACCC vAustralian Safeway Stores PIL (2003) 198 ALR 
657; 129 FCR 339; ATPR ~41-935 ; [2003] FCAFC 149. The 'delisting' involved a refusal-to-purchase 
a brand of bread when that brand was sold at discounted process in competing supermarkets. 
2 187 e.g. ASX Operations PIL v Pont Data Australia PIL (No 1) (1991) 27 FCR 460; 97 ALR 513 ; 19 
IPR 323; 13 ATPR ~41-069 (1990) (FCAFC). 
2188 M. Boldrin and DK. Levine, Against Intellectual Monopoly (2008). 3, 67-68 . 
2189 'A 'rent' in economics, is not a rental; it is the excess of revenue over cost. It is pure profit, which 
is to say profit in excess of the cost of capital. ' RA. Posner, 'The Law and Economics of Intellectual 
Property', Daedalus 5-12 (2002). (republished in 'Intellectual Property Rights' vol. I, Vaver D (ed) 
Routledge (2006)). At 161. 
2190 E. Mackaay, 'The Economics of Emergent Property Rights on the Internet' in PB. Hugenholtz (ed), 
The Future of Copyright in a Digital Environment (1996) 13-25 . (Kluwer Law International) . Page 19 
£'n 23 . Rent seeking was first used by AO. Krueger, 'The Political Economy of the Rent-Seeking 
Society' (1 974) 64 Am. Econ. Rev. 291 -303. See also G. Tullock, Rent Seeking (1993) . AN. Kleit and 
RJ. Michaels, 'A ntitrust, Rent-seeking, and Regulation: the Past and Future o_fOtter Ta il ' (1994) 39(3) 
Antitrust Bulletin 659-725. 
2 191 ACCC, Refusal to Deal (1 January 2007). 
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rivalrous A good is 'rivalrous' where consumption by one consumer 
prevents the simultaneous consumption of that good by other consumers. 

Royalty-Free License 
or 'RF License' This has the same characteristics as a RAND License, except 

rule of reason 

that a RF License does not have any fees or other consideration. 2192 See 
'RAND license'. 

An analytical approach adopted by courts in an attempt to 
indentify and balance pro-competitive effects against anti-competitive 
effects, '[t}he rule of reason is a legal approach by competition 
authorities or the courts where an attempt is made to evaluate the pro-
competitive features of a restrictive business practice against its 
anticompetitive effects in order to decide whether or not the practice 
should be prohibited. ' 2193 

Schumpeterian competition Joseph Schumpeter (1883-1950), described 
competition as a dynamic process in which firms struggle to survive - a 
business environment in which there are informational asymmetries that 
firms can exploit to get ahead of their competitors, with Schumpeterian 
competition tending to create winners and losers. Schumpeterian 
economics2194 proposes that rather than price competition, the most 
important driver for competition and competitive advantage is innovation 
and technological change. Schumpeterian economics is summarised in the 
description of the competitive process as producing 'gales of creative 
destruction'. Schumpeter (1942)2195 described the dynamic nature of the 
market economy as 'capitalism, then, by nature a form . . . of economic 
change and not only never is but never can be stationary.' The 'creative 
destruction'2 196 that may be inherent in a market is Schumpeter's most 
enduring legacy, which he described as 'the essential fact about 
capitalism. It is what capitalism consists in and what every capitalist 
concern has got to live in. ' 2197 In the Schumpeterian analysis, competition 
is characterised as a process and not a state and that it is a dynamic process 
in which disequilibrium is a positive attribute, as the opportunity for profit 
that exists in a state of disequilibrium drives the rivalry between firms. 2198 

secondary boycott Conduct by two entities where the conduct hinders or 
prevents a third entity from supplying to, or acquiring goods or services 
from, a fourth entity (ss. 45D-45EA, TP A/CCA). Secondary boycotts are 
prohibited if the conduct causes substantial loss or damage to a business, 

2192 <http://www.w3.org/TR/patent-practice#def-RF> 
2193 Glossary of Industrial Organisation Economics and Competition Law, compiled by R. S. Khemani 
and D. M. Shapiro, commissioned by the Directorate for Financial, Fiscal and Enterprise Affairs, 
OECD, 1993. 
2194 JA. Schumpeter, The Theory of Economic Development: An Inquiry into Profits, Capital, Credit, 
Interest and the Business Cycle (1934/196111983). 
2 195 JA. Schumpeter, Capitalism, Socialism and Democracy (3rd ed, 1962). 
2196 Ibid. 

2197 Ibid. 
2198 GG. Djolov, The Economics o_f Competition: The Race to Monopoly (2006). As stated by Djoliv, 
'the essence of competition in practice is dynamic disequilibrium characterised by continuous change. 
Rivalry in the marketplace involves searching for, discovering, and exploiting profit opportunities that 
have not previously been secured. In a nut shell, discovery is at the centre of the competitive process. ' 
Preface xv. 
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or a substantial lessening of competition m a market. See ' primary 
boycott ' . 

social welfare Refers to the overall welfare of society.2 199 See 'welfare economics ' . 

static efficiency See ' allocative efficiency'. 

Sherman Act US antitrust statute (15 U.S.C.). First enacted in 1890. 

SSNIP test The SSNIP test is the standard counterfactual test to measure ' small 
but significant and non-transitory increase in price' .2200 The SSNIP test is 
an element of the hypothetical monopolist test used to define a product 
market. Coates & Simons (20 11) describe market defmition using the 
hypothetical monopolist test is that ' [a} market was defined as a group of 
products in a geographic area such that a hypothetical monopolist could 
profitably (would) impose a (uniform) small, but significant and non-
transitory increase in price (SSNIP) on the market. ' 2201 While Post-
Chicago models of unilateral effects have been proposed, Coates & 
Simons argue that market definition using the hypothetical monopolist 
test, and implemented with critical loss analysis, remains the viable market 
defmition methodology for complex and simple product markets. In Seven 
Network v Newi202 Sackville J accepted that ' there are four dimensions to 
a market: product, geographic, f unctional and temporal' / 203 and 
identified that the counter-factual test should be applied assuming that 
there is 'workable competition ' 2204 in the market place, rather than 
applying the theoretical model of ' perfect competition ' .2205 While there is 
apparent consensus as to Sackville J' s statements as to the application of 
the ' SSNIP test', however, in the context of the sports broadcast rights 
market that is considered in Seven Network v News, Sackville J recognised 
the consequence of the limitations of the SSNIP test (in the absence of 
quantitative data) was that economic evidence did not provide clear 

2199 See generally JF. Brodley, 'The economic goals of antitrust: Efficiency, consumer welfare, and 
technological progress' (1987) 62 NYU L. Rev. 1020-1053. L. Kaplow and S. Shavell, Fairness 
versus welfare (2002) . 
2200 See generally DL. Hay, 'A Lesson from the US Hypothetical Monopolist about Market Definition 
Timeframes and Thresholds and the QCMA Test' (1998) 6(2) Competition and Consumer L. J. 73-111. 
See also OECD, Competition issues in e-commerce (23 January 2001) DAFFE/CLP(2000)32 
<http://www.oecd.org/dataoecd/34/56/1920373.pdf>. 45. McMaster described the counterfactual test as 
' undoubtedly an imperfect measure ', applied in complex commercial situations; however it remains the 
best way to determine abuse of market power (as required by . 36 Commerce Act 1986 (NZ) as '[o]nly 
the counterfactual test provides a clear differentiation between aggressive competition and abuse. ' R. 
McMaster, 'Commerce Commission v Telecom Corp of New Zealand Ltd' (2010) 16 Auckland U. L. 
Rev. 288-293 . 
220 1 MB. Coate and JJ. Simons, In Defense ofA1arket Definition (2011) (SSRN eLibrary) 
<http:/ /ssm.com/paper= 1967208>. 77. 
2202 Seven Network Ltd v News Ltd (2007) 244 ALR 374; ATPR ~46 -274; [2007] FCA 1062. 
2203 Ibid. [1781-82]. Referring toM. Brunt, "Market Definition' Issues in Australia and New Zealand 
Trade Practices Litigation', Ahdar RJ (ed), 'Competition Law and Policy in New Zealand', The Law 
Book Co., (1991). (republished in Brunt, 'Economic Essays', Kluwer, (2003)). 
2204 M Brunt, 'Legislation in Search of an Objective', The Economic Record, (September) (1965) . 
(republished in Brunt, 'Economic Essays', Kluwer, (2003)). 61. 
2205 Seven Network v News, ibid. [2644]. 
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answers to the central issues in dispute - the defmition of the appropriate 
markets for sports broadcast rights .2206 See ' counterfactual test ' . 

switching cost The reluctance of users of a technology to change to another technology is 
an element of ' switching costs '. Jenkins, McFadden eta!. (2004) described 
' network effects '; with a possible demand-side effect being that consumers 
are reluctant to move from their current technology to a technology 
offered by a different supplier: ' [d) emand-side effects come from inertia 
(e.g. , habit, switching cost, and lock-in effects)'. 2207 See ' network effects '. 

technological protection measure (TPM) The provisions of the Copyright Act 1974 

tippy markets 

trust 

2206 Ibid. [1787]. 

(Cth) defines ' technology protection measure ' as technology that prevents, 
inhibits or restricts the doing of an act comprised in the copyright so as to 
prevent, inhibit or restrict the infringement of copyright;2208 and an ' access 
control technological protection measure ' is defined as technology that 
controls access to authorised persons, such as a licensee .2209 The definition 
excludes some digital rights management technologies from being a 
technology protection measure: 

geographic market segmentation technology2210 
- that allows the 

division of global markets into regional zones so as to allow staggered 
releases of audiovisual products with the potential to achieve market price 
differentiation in each zone (such as 'regional zoning' technology used in 
DVDs)/211 and 

access authentication technology - that restricts which devices can 
be connected to another device.2212 

See 'network markets'. 

Section 1 of the Sherman Act (15 U.S.C.) refers to 'every 
contract, combinations in the form of trust or otherwise, or conspiracy.' 
The word ' trust' appears to be used in the Sherman Act to describe anti-
competitive combinations; that is, where whole industries or large parts of 
an industry are combined under single ownership and control.221 3 'Trusts' 
present elements of being a monopolistic merger (' tight combinations ') 

2207 M. Jenkins et al., The Browser War- Econometric Analysis of Markov Perfect Equilibrium in 
Markets with Network Effects (31 December 2004) <http://emlab.berkeley.edu/~mcfadden> at 25 
September 2009. 
2208 A ' technological protection measure ' is defined in s. 10, Copyright Act 1968 (Cth) to mean both an 
'access control technological protection measure' and 'device, product, technology or component 
(including a computer program)' that 'in the normal course of its operation, prevents, inhibits or 
restricts the doing of an act comprised in the copyright' but does not include geographic market 
segmentation technology or access authentication technology. 
2209 An 'access control technological protection measure' (ACTPM) is defined ins. 10 Copyright Act 
1968 (Cth) . 
221° Copyright Amendment Bil/2006: Explanatory Memorandum. [12 .12]. See also [12 .32] 209: 'Those 
measures allow a copyright owner to control who they make material available to on the basis of 
information such as a customer 's Internet portal address or credit card details.' 
22 11 Excluded from being an ACTPM by subparagraph (c) of the definition of ACTPM. 
2212 Excluded from being an ACTPM by subparagraph (d) of the defmition of ACTPM. 
2213 RH. Bork, 'Legislative Intent and the Policy of the Sherman Act', 9 J. of Law and Economics 7 
(1966) . (republished in 'Political Economy of the Sherman Act', Sullivan, ET. (ed) OUP (1991)). Page 
52. 
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TPA 

c.f. ' cartel agreement ' (which are described as ' loose combinations ' ). 

Trade Practices Act 1974 (Cth), which was replaced by the 
Competition and Consumer Act 2010 (Cth). (CCA). However Part IV, 
Division 2 CCA sets out the restrictive trade practices using the same 
numbering as the TP A. 

transactional efficiency Results when firms adopt business strategies and practices 
that minimise transaction costs.22 14 See ' efficiency' . 

transaction costs These are the costs of gathering information, evaluating 

total welfare 

alternative options, negotiating, contracting and completing the 
transaction, whether the transaction relates to dealing in goods or services 
or licensing of intellectual property. The existence of intellectual property 
rights creates transaction costs, including the cost of determining whether 
any IPRs exist.22 15 See the ' Coase theorem' & ' coordination costs '. 

' search and information costs ' are costs incurred in gathering 
information; 

' bargaining costs ' are the costs incurred in the negotiating and 
contracting with the other party to the transaction; 

' policing and enforcement costs ' are the costs verifying compliance 
with of the terms of the contract, and taking appropriate action to enforce 
the contract, such as legal action. The existence of intellectual property 
rights creates policing and enforcement costs . 

Is ' the sum of ' consumer welfare ' and ' producer welfare ' .' 
22 16 See ' welfare'. 

TRIPS Agreement The Agreement on Trade-Related Aspects of Intellectual 
Property (TRIPS),2217 The TRIPS Agreement of 1994 bui lds on the 
existing international intellectual property conventions, agreements and 
treaties that are now administered by WIPO. Signature of the TRIPS 
Agreement is a condition of membership of the World Trade Organisation 
(WTO). 

two-sided market or 
two-sided platform A two-sided platform exists where the producers and 

consumers use the platform as the intermediary to complete transactions -
such as an online dating service or airline ticket reservation systems. 2218 

Evans (2010)2219 identified two-sided platforms as performing one or more 

2214 SG. Corones, Competition Law in Australia (4th ed, 2007). [ 1.115]. page 18. 
2215 DW. Allen, 'Property Rights, Transaction Costs, and Coase: One More Tim e' in Steven G Medema 
(ed), Coasian Economics: Law and Economics and the New Institutional Economics (1998) 105-118. 
(Kluwer). 108. SG. Corones, Competition Law in Australia (4th ed, 2007). [1.190]. page 16. See Re 
Australasian Performing Right Association [1999] ATPR ~41-701; [1999] ACompT 3. 
2216 P. Akman, 'Consumer Welfare ' and Article 82 EC: Practice and Rhetoric (2009) ESRC Centre for 
Competition Policy and Norwich Law School, University of East Anglia 
<http://www.uea.ac.uk/ccp/people/pakman>. £In 1 
2217 Trade Related aspects of Intellectual Property, opened for signature 15 April 1994, ('TRIPS 
Agreement'). 
2218 JA. Ordover, 'Comments on Evans & Schmalensee's 'The Industrial Organization of Markets with 
Two-Sided Platforms ~ (2007) 3(1) Competition Policy Int 'l. 181 -189. 
2219 DS. Evans, 'Two-Sided Market Definition' (20 10) Essays on the Economics of Two-Sided Markets: 
Economics, Antitrust and Strategy, University of Chicago Law School (SSRN eLibrary) 
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USP&TO 

welfare 

of three core function: as matchmakers to facilitate transactions; as a 
destination or hub at which users have greater opportunities to engage in 
transactions; and to reduce transaction costs users of the service provided 
by the platform through the sharing of resources. 2220 

United States Patent and Trademark Office?221 

'welfare economics' I 'aggregate welfare ' I 'consumer welfare' I 
'producer welfare ', 'social welfare' & 'total welfare': 

'welfare economics' - is a branch of Industrial Organisation (10) 
economics that uses microeconomic techniques to consider 'allocative 
efficiency' within an economy and the income distribution associated with 
'allocative efficiency'. Welfare economics analyses ' social welfare ', in 
terms of economic activities of the individuals that comprise the relevant 
society;2222 

'aggregate welfare ' - considers the aggregate welfare of the 
producer(s) and consumer(s); 

'consumer welfare' - describes the difference between how 
consumers value goods and the price actually paid for the goods. Akman 
(2009) provides the common understanding of the concept in stating: 
''consumer welfare ' is usually understood as 'consumer surplus' which is 
the aggregate measure of the surplus of all consumers. The surplus of a 
given consumer is the difference between her valuation of a good and the 
price she actually pays for it. '2223 See also 'total welfare' & 'producer 
welfare'. Consumer welfare is used in relation to the concept of 
'efficiency' .2224 Drexel et al. (2006) points out that 'consumer welfare', 
when used in the context of Chicago school economics, may lead to a 
misunderstanding as to whose welfare is being considered and how 
' efficiency' achieves improvements in welfare. 

'The notion of aggregate welfare is preferred to that of 
'consumer welfare '. The notion of consumer welfare is open to 
misunderstanding. According to the Chicago School, a certain 
behaviour that reduces the level of competition, but increases 
productive efficiency in favour of the undertaking only, i.e., 
without transferring benefits to consumers in the sense of Art. 

<http://papers.ssm.com/sol3/papers.cfm?abstract_id=1714254>. Evans described a two-sided platform 
as providing 'goods or services to two distinct groups of customers who need each other in some way 
and who rely on the platform to intermediate transactions between them '. 4. 

2220 Ibid. 5. 
2221 <www.uspto.gov> 
2222 See generally L. Kaplow and S. Shavell, Fairness versus welfare (2002). 
2223 Akman, ibid. f!n 1 citing M Motta, Competition Policy: Theory and Practice (Cambridge 
University Press 2004) 18 See also HJ. Hovenkamp, The Antitrust Standard for Unlawful Exclusionary 
Conduct (June 2008) U. Iowa Legal Studies Research Paper No. 08-28 (SSRN eLibrary) 
<http://ssm.com/abstract=1140346>. 
2224 See generally JF. Bradley, 'The economic goals ofantitrust: Efficiency, consumer welfare, and 
technological progress' (1987) 62 NYU L. Rev. 1020-1053. L. Kaplow and S. Shavell, Fairness versus 
welfare (2002). 
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81 (3) EC, would be considered as increasing 'consumer 
welfare '. , 2225 

'producer welfare ' - Akman described ' producer welfare' as being 
referring to 'the sum of all profits made by producers in an industry. ' 2226 

'social welfare'- refers to the overall welfare of society. 2227 

'total welfare' - Akman described ' total welfare' as being 'the sum 
of 'consumer welfare ' and 'producer welfare '. ' 2228 See the application of 
total welfare standard by the Australian Competition Tribunal and the 
weight given to assessing public benefits in Re Qantas Airways 
Limited. 2229 

winner takes all Jenkins, McFadden et al. (2004)2230 argue that markets for 
digital technologies tend toward a 'winner takes all ' phenomenon in the 
participants in the market are not so much competing for market share, 
rather the competition is for the whole market. The 'winner takes all ' 
phenomenon discussed by McFadden et al. may leave the market leader 
capturing the majority of the market share leaving niche markets for 
smaller competitors. See ' first mover advantage ' . 

WIPO The World Intellectual Property Organisation223 1 is a 
specialist agency of the United Nations that administers conventions and 
treaties in the field of intellectual property,2232 including: 

• Paris Convention (1883 and subsequent dates) on industrial 
property (patents, trade marks and designs); 

• Berne Convention on copyrights (1 886 and subsequent dates); and 

• WJPO Copyright Treaty 1996, covers literary and artistic works 
including films and computer software - in force from March 6, 
2002 following the accession (signature) by 30 countries.2233 

2225 J. Drexl et al., 'Comments on the D. G. Competition Discussion Paper of December 2005 on the 
Application of Art. 82 to Exclusionary Abuses' (2006) 37(5) Int'l. Rev. of Industrial Property and 
Copyright Law (I. I.C.) 588-572. 559. 
2226 P . Akman, 'Consumer Welfare' and Article 82 EC: Practice and Rhetoric (2009) ESRC Centre for 
Competition Policy and Norwich Law School, University of East Anglia 
<http://www.uea.ac.uk/ccp/people/pakman>. 
2227 See generally JF. Bradley, 'The economic goals of antitrust: Efficiency, consumer welfare, and 
technological progress ' (1 987) 62 NYU L. Rev. 1020- 1053. L. Kaplow and S. Shavell, Fairness 
versus we(fare (2002). 
2228 P. Aleman, 'Consumer Welfare' and Article 82 EC: Practice and Rhetoric (2009) ESRC Centre for 
Competition Policy and Norwich Law School, University of East Anglia 
<http://www.uea.ac.uk/ccp/people/pakman>. fin 1 
2229 Re Qantas Airways Limited [2005] ATPR ~42 -065; [2004] ACompT 9 (12 October 2004) [171-
185]. 
2230 M. Jenkins et al., The Browser War- Econometric Analysis of Markov Perfect Equilibrium in 
Markets with Network Effects (31 December 2004) <http://emlab.berkeley.edu/-mcfadden> at 25 
September 2009. 
2231 <www.wipo.int> 
2232 <http ://www. wipo .int/treaties/index.html> WIPO The Collection of Laws for Electronic Access 
<http://clea.wipo.int/> 
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WTO World Trade Organisation - The WTO was established under 
the Marrakech Agreement 1994, with the WTO and administers GATT 
and TRIPS Agreement, although WIPO is responsible for the 
administration of the IP treaties and conventions. The General Agreement 
on Tariffs and Trade (GATT) is a major international trade treaty 
administered by the World Trade Organization (WTO). The TRIPS 
Agreement was concluded in 1994 as part of the Uruguay Round 
multilateral trade agreement and provides for establishment of standards 
for protection of a full range of intellectual property rights and the 
enforcement of those standards both internally and at the customs borders 
of countries. The international negotiations related to world trade, which 
are coordinated by the WTO, are an ongoing process.2234 See 
'globalisation'. 

workable competition A description of non-perfect competttlon; 'workable 
competition' is a concept that Clark (1940)2235 used to describe a fairly 
healthy and workable although imperfect competition; although in later 
work, Clark ( 1954,2236 1961 2237

) moved to a dynamic view of competition, 
which he described as 'effective competition'. Workable competition is 
defmed by Brunt (1965) to be 'a situation in which there is sufficient 
market rivalry to compel firms to produce with internal efficiency, to price 
in accordance with costs, to meet the consumers demand for variety, and 
to strive for product and process improvement. ' 2238 The Australian 
Competition Tribunal comments in relation to 'workable competition': 

'Quite what workable competition should consist of has caused 
much controversy. At one level competition might be 
'workable' if there is rivalry between firms. But, how much 
rivalry is required is not specified. Another approach is to view 
competition as not 'workable ' if there is an absence of restraint 
on a .firm 's economic activities. Yet there are few markets in 
which a firm is entirely unrestrained. Another possibility is that 
there is workable competition if no firm is able to influence the 
market price for goods. This, however, is not significantly 
different from the model of perfect competition.' 2239 

2233 Mihaly Ficsor, The Law of Copyright & the Internet - The 1996 WIPO Treaties, their 
interpretation & implementation (Oxford University Press) 2002 
2234 <www.wto.org> 
2235 JM. Clark, 'Towards a Concept of Workable Competition' (1940) 30(June) Am. Econ. Rev. 241-56; 
ibid. 
2236 JM. Clark, 'Competition and the Objectives of Government Policy' in E Chamberlin (ed), 
Monopoly and Competition and Their Regulation (1954) 317-37. (Macmillan). 
2237 JM. Clark, Competition as a Dynamic Process (1961). An economic research tradition known as 
differential advantage. 
2238 M Brunt, 'Legislation in Search of an O~jective', The Economic Record, (September) (1965). 
(republished in Brunt, 'Economic Essays', Kluwer, (2003)). 58. Brunt goes on to state '[t]hus, a 
workably competitive industry has two characteristics: first, the industry is reasonably efficient and 
progressive and, second, the efficiency and progressiveness have been achieved through impersonal 
market pressures.' See also CJ. Pleatsikas and DJ. Teece, 'Economic Fallacies Encountered in the Law 
of Antitrust: Illustrations from Australia and New Zealand' (2001) 9 Trade Practices L. J. 73. 
2239 Application by Chime Communications PIL (No 2) [2009] ACompT 2 (27 May 2009). [35] per 
Finkelstein J, R Davey and Prof. D Round. 
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Other descriptions of non-perfect competition are: the ' contestable market ' 
& ' effective competition '; c. f. 'perfect competition ' . 

world wide web The world wide web (web, WWW or WC3) is an 
information publishing system on the internet. It uses the infrastructure of 
the internet whereby a user (or ' client') can use a ' browser' (a specific 
web search program) to request documents from a web site (located on a 
computer or 'web server' ). The linking of related pieces of information is 
a key factor in the rapid acceptance of the web by individuals and 
corporate bodies. The web uses the so-called hyperlink technology; 2240 

HTML code (a computer programming language), 224 1 that allows users 
having a web browser to access to documents ('web pages ' ) published on 
the web when the specific address of web page is inserted in a web 
browser. The linking of pages of a web site, and linking between web 
sites, creates a the dynamic publishing forum as users can transfer from 
page to page, and web site to web site, by ' clicking' on the ' hyperlink' 
whereby the user ' s browser connects to the address of the linked web page 
and that page appears on the user' s computer screen. The history of the 
internet and the web is described in ACLU v Reno.2242 See ' internet' . 

zero sum game A zero sum game identifies that there are winners and losers 
in the competition for a fixed quantity of resources - a zero sum game is a 
game or interaction in which it is impossible for both players to win (or 
both to lose). Heylighen (1 993) described '[a} game is an interaction or 
exchange between two (or more) actors, where each actor attempts to 
op timize a certain variable by choosing his actions (or "moves ") towards 
the other actor in such a way that he could expect a maximum gain, 
depending on the other's response. One traditionally distinguishes two 
types of games. Zero-sum games are games where the amount of 
'winnable goods ' (or resources) is fixed. Whatever is gained by one actor, 
is therefore lost by the other actor: the sum of gained (positive) and lost 
(negative) is zero. This corresponds to a situation of pure competition. ' 2243 

2240 Other technical terms are ' hypertext reference link' , 'hyperlink' or "HREF link' . 
2241 fiyperiext Mark Up Language (HTML) is the stardardised information storage format (a computer 
language) used to create Web Sites composed of linked pages. More advance programming languages 
have been developed, such as Dynamic HTML or "DHTML". HTTP (HyperText Transfer Protocol) is 
the protocol for moving hypertext files across the internet. The movement of files requires a HTTP 
client program on one end, and an HTTP server program on the other end. 
2242 American Civil Liberties Union v Janet Reno, Attorney General of the United States, 929 F. Supp. 
824 (E.D. Penn. 1996). 
2243 Heylighen F. (2/ 12/93): Referencing pages in Principia Cybernetica Web, in: F. Heylighen, C. 
Joslyn and V. Turchin (editors): Principia Cybemetica Web (Principia Cybemetica, Brussels), 
<http://pespmcl.vub.ac.be/ZESUGAM.html> 
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