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Competition Law and Intellectual
Property Rights: Is the Property

Rights’ Approach Right?

IOANNIS LIANOS*

I. INTRODUCTION

THE INTERSECTION BETWEEN competition law and intellectual property
has been a contentious issue since the very beginnings of European
Communities (EC) competition law.1 Both intellectual property and

competition law pursue the aim of enhancing economic welfare and inno-
vation,2 but their direct objectives seem to be in conflict. Whereas intellec-
tual property focuses on the reward of inventive effort and the inventor’s
incentives to innovate by conferring an exclusive right on the use of the
invention, competition law emphasises the dissemination of innovation by
ensuring diffusion and access.3

It follows that there may be instances of conflict between intellectual
property law and competition law. This mainly happens in situations of

* The author would like to thank Oke Odudu, Chris Stothers and the editors of the
Yearbook for helpful comments and suggestions on earlier versions of this paper as well as
Katherine Rainwood (UCL, LL.M, 2006) for excellent research assistance. Any errors or omis-
sions are the sole responsibility of the author.

1 The European Courts initially drew a distinction between the existence and the exercise of
an IP right (Cases 56 & 58/64 Consten and Grundig [1966] ECR 299 at 345; Case 24/67,
Parke Davis [1968] ECR 55 at 62). In principle, the existence of the IP right, its ‘specific sub-
ject matter’ or ‘essential function’ should not be affected by competition law. However, the dis-
tinction does not provide a safe harbour for IP rights as the ECJ has also considered abusive
practices that fall within the scope of the ‘specific subject matter’ of the IP right in certain
‘exceptional circumstances’. The Court also gives a broad definition to the term ‘exercise’, thus
keeping an important discretion as to the scope of the application of competition law.

2 Promoting innovation is one of the objectives of competition law. See Commission
Notice—Guidelines on the application of Article 81 of the EC Treaty to technology transfer
agreements OJ 2004 C 101/2, para 7.

3 Rahnasto, I Intellectual Property Rights, External Effects and Anti-trust Law (Oxford,
OUP, 2003) 64.



cumulative innovation, which refers to the situation of successive innova-
tions built upon earlier innovations, and when the intellectual property (IP)
rights are used strategically in order to exclude market access and harm
consumers. 

One of the side effects of this conflict is the emergence of the ‘property
rights’ analogy in envisaging IP rights. It is not the first time that the analo-
gy of IP rights with tangible property has been emphasised.4 The rhetoric of
‘property rights’ played an ‘ex post facto role in legitimating’ the granting of
property rights in ideas, every time IP rights were placed in a defensive posi-
tion.5 Considered as a form of property, IP rights benefit from a high level of
esteem and legal protection that could lead to a weak application of or even
immunity from competition law enforcement.6 The rhetoric of ‘property
rights’ therefore plays an important role in legitimating IP rights and in
defining a framework for the interface between intellectual property and
competition, which is largely biased in favour of IP rights.7

The increasing number of references in competition law discourse to the
need to establish an analogy between physical property rights and intellec-
tual property8 may accordingly be explained by the growing tension
between these two areas of law which is the result of the recent expansion
of intellectual property protection.9 The analogy drawn with tangible prop-
erty rights extends beyond competition law. Article 17 (2) of the Charter of
Fundamental Rights of the European Union, which proclaims the right of
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4 The ‘literary property’ debate of the 18th century and the ‘patent controversy’ of the 19th
century, which highlighted the collision of copyright and patents with the common law and
the principle of free trade, engendered an important debate on the theoretical underpinnings
of intellectual property. On the ‘literary controversy’ see, May, C and Sell, S K Intellectual
Property Rights—A Critical History (London/Boulder, Colo, Lynne Rienner, 2005) 87–97;
Sherman, B and Bently, L The Making of Modern Intellectual Property Law (Cambridge, CUP,
1999) 11. On the ‘patent controversy’ see Machlup, F and Penrose, E ‘The Patent Controversy
in the Nineteenth Century’ (1950) 10 Journal of Economic History 1.

5 Sherman, B and Bently, L above n 4, 206.
6 Nevertheless, it is also clear that property is not an absolute right. European Union law

emphasises the ‘social function’ of property, according to which, property rights can be
restricted for reasons of public interest. See Case 265/87, Herman Schräder HS Kraftfutter
GmbH v Hauptzollamt Gronau [1989] ECR 2237, para 15. Competition law constitutes a
‘general interest’ objective that could justify a restriction on the scope of property rights. See
Case T–65/98, Van den Bergh Foods Ltd v Commission [2003] ECR II–4653, para 170.

7 Rahnasto, I. above n 3, 57 (‘[p]art of the property theory is that the rights, duties and priv-
ileges accompanying the property are absolute and universal’).

8 See, for instance, Commission Decision, Microsoft/W2000 (COMP/C–3/37.792), 24 March
2004, available at www.europa.eu.int/comm/competition/antitrust/cases/decisions/37792/
en.pdf (last visited 20 March 2006) para 550; See also US Dept. of Justice and FTC Antitrust
Guidelines for the Licensing of Intellectual Property (6 April 1995) §2.1, available at www.
usdoJgov.atr/public/guidelines/0558.pdf (last visited 20 March 2006).

9 Ullrich, H. ‘Expansionist Intellectual Property Protection and Reductionist Competition
Rules: a TRIPS Perspective’ in Maskus, K (ed) International Public Goods and Transfer of
Technology (Cambridge, Cambridge University Press, 2005) 726–57.



property extends the guarantee laid down in its subsection 1 on tangible
property to intellectual property.

This study will argue that the ‘property rights’ analogy is misleading and
does not contribute to the proper understanding of the relations between
competition law and intellectual property. This claim will be substantiated
in Section II by the fact that IP rights have distinct characteristics, not pres-
ent in physical property rights. Section III demonstrates that the “property
rights” rhetoric emerged at a period during which IP rights were considered
as monopolies. Its aim was therefore to reverse the previous ‘monopoly
rights’ analogy. The evolution of competition law towards a more econom-
ic approach to defining monopoly power has nevertheless reduced the orig-
inal attractiveness of the ‘property rights’ approach.

One of the limitations of the ‘property rights’ analogy is that it may lead
to the application of anti-trust law doctrines crafted for tangible property
rights, such as the essential facilities doctrine, without taking sufficiently
into account the specific objective of IP, the enhancement of innovation.
Section IV will compare the Magill10 and NDC/Health11 decisions of the
European Court of Justice (ECJ) with the European Commission’s approach
in Microsoft12 and in its recent discussion paper on Article 82 EC,13 and will
highlight that by developing specific anti-trust law standards for unilateral
refusals to license intellectual property, EC competition law internalises
intellectual property concerns within anti-trust. No such effort is made for
physical property rights. Competition law could therefore be conceived of
as a complementary tool that addresses the shortcomings of a specific intel-
lectual property regime, as will underline the example of the EC Directive
on the Legal Protection of databases.14 Section V will demonstrate that
competition law concerns are also often “internalised” within the bound-
aries of IP, thus revealing the existence of a dialectical relation between
these two areas of law.15

The ‘property rights’ approach nevertheless perceives intellectual 
property and competition law as autonomous disciplines, normatively
closed to each other. Considered as ‘property’ or something more than 
normal property, IP rights may be subjected to a specific, more or less 
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10 Joined Cases C–241/91 and C–242/91, Radio Telefis Eireann v Commission (Magill)
[1995] ECR I–743.

11 Case C–418/01 IMS Health GmbH v NDC Health (IMS) [2004] ECR I–5039.
12 Microsoft, above n 8.
13 DG Competition discussion paper on the application of Art 82 of the Treaty to exclu-

sionary abuses (hereinafter referred as DG Discussion Paper) December 2005, available at
www.europa.eu.int/comm/competition/antitrust/others/discpaper2005.pdf (last visited 20
March 2006).

14 Directive 96/9/EC of the European Parliament and of the Council of 11 March 1996 on
the legal protection of databases (hereinafter referred as Directive 96/9/EC), OJ 1996 L 77/20.

15 Rahnasto, I above n 3, 36.



deferential, antitrust standard, which, however, will not take into account
the aims pursued by the specific IP rights protection itself or the fact that
the balance between reward and dissemination of innovation may be dif-
ferent according to the characteristics of each economic sector. This absence
of a continuous cognitive relationship between the two disciplines high-
lights the closure of the systems, which is a consequence of the ‘property
rights’ logic. It is submitted that the constitution of a dialectical relation
between the two disciplines will be facilitated if intellectual property is per-
ceived as a form of regulation. Consequently, Section VI of this study will
examine the regulatory theory of intellectual property as well as the impli-
cations of this theory for the antitrust/IP interface.

II. THE MISLEADING CHARACTER OF THE PROPERTY 
RIGHTS ANALOGY: THE INTERVENTION OF PUBLIC 

AUTHORITIES IN THE DEFINITION OF IP RIGHTS

A brief consideration of the legal regime that applies to intellectual pro-
perty underlines the need to avoid simplistic analogies with physical pro-
perty rights. According to Spence, an important difference with property
rights in tangibles is that intellectual property rights do not exclude others
from the enjoyment of the relevant subject matter, but only from its use in
one of a broadly or narrowly defined range of ways.16 The limited dura-
tion as a matter of law of all intellectual property rights except trade marks
is certainly a characteristic that does not exist as such for tangible proper-
ty rights.17 Once the duration of a patent has expired, that which has been
protected is in the public domain (open access) and can no longer be
owned as property.

One could also add the conditions of validity of a patent, which have
no equivalent in tangible property rights. A patentable invention should be
novel, non-obvious and capable of industrial application and must not 
fall ‘as such’ within any of the categories of subject-matter specifically
excluded.18 The examination of the conditions of patentability is done by 
a specialised regulator, the Patent Office. This highlights the most impor-
tant difference between intellectual property rights and property rights in
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16 Spence, M ‘The Mark as Expression/The Mark as Property’ (2005) 58 Current Legel
Problems 491, 494.

17 Landes, WM and Posner, RA The Economic Structure of Intellectual Property Law
(Cambridge, Mass, Harvard University Press, 2003) 34 (the doctrine of adverse possession
may limit the duration of a normal property right. However, the effects of the adverse posses-
sion are different to the extent that ‘adverse possession shifts ownership from one person to
another, whereas the expiration of a fixed-duration intellectual property right eliminates own-
ership and makes the work a part of the public domain’).

18 Cornish, W and Llewelyn, D Intellectual Property 5th edn (London, Sweet & Maxwell,
2003) 173.



tangibles: the intervention of a regulatory agency in the definition of the
right. Landes and Posner observe that: 

equating intellectual property rights to physical property rights overlooks the
much greater governmental involvement in the former domain than in the latter,
at least in a mature society in which almost all physical property is privately
owned, so that almost all transactions involving such property are private.
Government is continuously involved in the creation of intellectual property
rights through the issuance of patents, copyrights and trademarks. Skeptics of
government should hesitate to extend a presumption of efficiency to a process by
which government grants rights to exclude competition with the holders of the
rights.19

Landes and Posner do not argue that the judiciary is not involved in the
enforcement of these rights, but that the definition of the scope of these rights,
especially patents, is made mainly by an administrative agency, under the
supervision of a specialist court.20 Specialist courts cannot be considered as
equivalent to generalist courts as it is more likely to have a mission orienta-
tion and favour a broad scope of protection for intellectual property rights.21

However, this is not necessarily the case in all areas of intellectual property,
as generally trade marks, trade secrecy and publicity rights laws appear to be
rather common law oriented and can therefore be considered efficient.22

The importance of this point should not be underestimated. By consider-
ing that certain intellectual property rights such as patents are not common
law rights but simple creations of an administrative process, it is possible to
argue that they should not benefit from the thesis of the efficiency of com-
mon law23 and that they could be the outcome of a regulatory capture.24
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19 Landes, W and Posner, R above n 17, 415. Contra Meiners, RE and Staaf, RJ ‘Patents,
Copyrights, and Trademarks: Property or Monopoly?’ (1990) 13 Harvard Journal of Law and
Public Policy 911, 916–917 (‘patents, copyrights, and trademarks granted recognition by the
State are essentially the same as recognition by the State of claims in real property’).

20 In the UK, the specialist patent courts are the Patents Court of the Chancery Division of
the High Court and the Patents County Court.

21 Landes, W and Posner, R above n 17, 418; Jaffe, AB and Lerner, J Innovation and Its
Discontents (Princeton, NJ, University Press, 2004) 9–16 and Lunney, GS ‘Patent law, the
Federal Circuit, and the Supreme Court: a Quiet Revolution’ (2004) 11 Supreme Court
Economic Review 1. 

22 According to the efficiency theory of the common law: Posner, R Economic Analysis of
Law 6th edn (New York, Aspen, 2003), 25–27.

23 Landes, W and Posner, R above n 17, 417 (common law refers to ‘any body of Law that is
judged created’). The same claim that physical property rights benefit from a superior presump-
tion of efficiency has also been made for civil law systems by Bouckaert, B ‘What is Property?’
(1990) 13 Harvard Journal of Law and Public Policy 775, 790 (‘the origin of intellectual prop-
erty rights has its historical roots in deliberate interventions by political authorities rather than
in a spontaneously evolved continental legal tradition’. Therefore, the ‘presumption of rightness’
that exists for tangible property, which incurred a long process of evolution, cannot be extended
to IP). 

24 Hovenkamp, H The Antitrust Enterprise—Principle and Execution (Cambridge, Mass, Harvard
University Press, 2005) 250–251 (giving examples of interest-group capture of IP protection).



III. THE EVOLUTION OF THE ‘MONOPOLY’ CONCEPT 
AND THE USE OF THE ‘PROPERTY RIGHTS’ RHETORIC

Despite the fact that there are important differences between physical pro-
perty rights and IP rights, the ‘property rights’ rationale has been one of the
main engines of the expansion of the protection of intellectual property
rights. The use of the terminology of property rights is not fortuitous. The
objective pursued was to underscore the historic link between intellectual
property (mainly patents) and monopoly.25

The use of the term ‘property’ does not necessarily confer an absolute
antitrust immunity.26 One of the attributes of property rights is exclusiv-
ity. Exclusivity means that the owner of the property has the right to
exclude others from exercising her rights of use without permission.27 The
right to exclude was also the cornerstone of the legal conception of
‘monopoly’, before the consolidation of the more economic concept of
market power.28

If monopoly is considered as a synonym for exclusive right, then by 
definition the owner of a patent is a monopolist. But if the meaning of mono-
poly is the condition that generates social loss, in economics this condition
is present only ‘when the demand curve has a negative slope in the region
at which output is occurring’.29 This is not always the case for intellectual
property rights, as there may be substitute products or technologies which
are not covered by the property rights and could be used instead by con-
sumers.30 The owners of the intellectual property rights may therefore be
limited in their capacity to charge a monopoly price as they should also take
into account the competitive pressures exercised by competing products or
technologies.

As competition law has graduated both in the United States and in
Europe towards a more economic approach, the presumption that an intel-
lectual property right may confer monopoly power has been weakened and
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25 See Easterbrook, F ‘Intellectual Property is Still Property’ (1990) 13 Harvard Journal of
Law and Public Policy 108, 113.

26 Peritz, RJ ‘The Rule of Reason in Antitrust Law: Property Logic in Restraint of
Competition’ (1989) 40 Hastings Law Journal 285, 336 (‘history of early antitrust law chron-
icles a confrontation between property and competition logic’).

27 Demsetz, H ‘Property Rights’ in Newman, P (ed) The New Palgrave Dictionary of Law
and Economics (London, Macmillan, 1998) 144, 145.

28 On the distinction between the legal and the economic definitions of monopoly see,
Mason, ES ‘Monopoly in Law and Economics’ (1937) 47 Yale Law Journal 34.

29 Kitch, EW ‘Patents: Monopolies or Property Rights?’ (1986) 8 Research in Law and
Economics 31, 33.

30 Meiners, RE and Staaf, RJ ‘Patents, Copyrights, and Trademarks: Property or Monopoly?’
(1990) 13 Harvard Journal of Law and Public Policy 911; Kitch, EW ‘Elementary and
Persistent Errors in the Economic Analysis of Intellectual Property’ (2000) 53 Vanderbilt Law
Review 1727, 1734.



ultimately abandoned.31 The ECJ was quick to state in Deutsche
Grammophon that the mere possession of intellectual property rights does
not automatically amount to a dominant position.32 It instead examined the
position of the firm in the relevant market and the ability of the IP holder
to ‘impede the maintenance of effective competition over a considerable
part of the relevant market, having regard in particular to the existence and
position of any producers or distributors who may be marketing similar
goods or goods which may be substituted for them’.33 In Magill, the ECJ
confirmed that ‘so far as dominant position is concerned, it is to be remem-
bered at the outset that mere ownership of an intellectual property right
cannot confer such a position’.34 Although there is no presumption that IP
rights confer market power, they may however reinforce the inference of a
dominant position if the undertaking has also a high market share.35

The evolution of competition law towards a more positive approach to
intellectual property can also be illustrated by the specific standards that
apply to refusals to grant access or license intellectual property, compared
with physical property rights.

IV. COMPETITION LAW AND REFUSALS TO GRANT ACCESS 
TO INTELLECTUAL PROPERTY: TOWARDS THE RECOGNITION 

OF THE SPECIFIC NATURE OF INTELLECTUAL PROPERTY

The application of Article 82 EC, prohibiting abuses by an undertaking of
its dominant position, to unilateral refusals to license IP rights has been an
important issue since the decisions of the ECJ in Volvo v Veng and CICRA
v Renault.36 In these cases, the ECJ held that the right of the proprietor of
a protected design to prevent third parties from manufacturing and selling
or importing without its consent products incorporating the design does not
constitute an abuse of a dominant position. Otherwise, the IP holder would
be deprived of the substance of his exclusive right. However, the Court did
not go as far as to create an irrebutable presumption for the exercise of IP
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31 Concerning the US see Illinois Tool Works Inc v Independent Ink Inc, 547 US (2006). The
Supreme Court abandoned the presumption that a patent confers market power upon the 
patentee. See also, US Dept of Justice and FTC, above n 8, §2.2.

32 Case 78/70, Deutsche Grammophon Gesellschaft mbH v Metro-SB-Grossmärketete
GmbH & Co [1971] ECR 487, para 16.

33 Case 40/70, Sirena Srl v. Eda Srl [1971] ECR 69, para 16.
34 Magill, above n 10, para 46.
35 See Case 85/76, Hoffmann-LaRoche v Commission [1979] ECR 461, paras 42D and 48;

Case T–51/89, Tetra Pak Rausing SA v Commission [1990] ECR II–309, para 23. See also
Govaerea, I The Use and Abuse of Intellectual Property Rights in EC Law (London, Sweet &
Maxwell, 1996) 245–246. 

36 Case 53/87, CICCRA v Renault [1988] ECR 6039; Case 238/87, Volvo v Veng [1988]
ECR 6211.



rights. A refusal to license may constitute an abuse if the exercise of the IP
right would involve, on the part of the undertaking, ‘certain abusive con-
duct’.37 In these cases, the Court did not seem to develop a different test for
unilateral refusals to license IP from the test which was usually applied to
unilateral refusals to deal. In subsequent decisions, the Court extended the
scope of Article 82 EC to cover the acquisition by a dominant firm of an
exclusive patent licence of an alternative technology38 or a refusal to license
IP rights in order to defend an existing monopoly power.39

The case law has subsequently moved, however, towards the adoption of
a different standard which takes into consideration the specificity of intel-
lectual property rights.40 This evolution started in Magill with the adoption
of the ‘new product rule’, the ECJ refusing to apply to IP rights the essen-
tial facilities doctrine, as it does for physical property rights. Applied by
some early US decisions to property rights in tangibles, the essential facili-
ties doctrine imposes on dominant firms affirmative duties to assist their
competitors.41 The justification is that because of the control of an essential
facility (sometimes called bottleneck) the monopolist may be able to extend
his monopoly power from ‘one stage of production to another’ (leverage
theory).42

Under the essential facilities doctrine, a vertically integrated monopolist
will be required to share some input in a vertically related market with
someone operating downstream. This will be the case only if it is feasible
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37 Case 53/87 Renault above n 36, para 9 (the ECJ addressed the issue of the possible mono-
polisation by the automobile manufacturers of the spare parts they were producing, because
of the exclusivity conferred on them by the design rights. The examples of abusive conduct that
the ECJ gave (arbitrary refusal to supply spare parts to independent repairers, the fixing of
prices at an unfair level or a decision no longer to produce spare parts for a particular model)
reflect its concern that, by purchasing an automobile (which is a substantial investment), con-
sumers are locked in to a specific automobile manufacturer for a substantial period of time.
The manufacturer will therefore be able to exploit its position and extract monopolistic prof-
its. However, the ECJ’s concern is sector specific, as the locked in effect is particularly impor-
tant regarding automobiles, but not for other products. My position is therefore that these
sector specific and consumer protection–like concerns are better addressed by IP law than by
competition law, which applies to all sectors and for all types of IP rights. This seems also to
be the recent approach of the Commission, which excluded spare parts for complex products
from the IP protection of designs).

38 Tetra Pak above n 35.
39 Case T-504/93, Tiercé Ladbroke SA v Commission [1997] ECR II–923 (the objective of

the French racecourses was not to extend their monopoly in Belgium (leverage theory) but to
protect their monopoly in the French market, which could be threatened if the Belgian com-
panies were able to take bets for French races).

40 For a more detailed analysis of the EC case law on refusals to license see Korah, V
Intellectual Property Rights and the EC Competition Rules (Oxford, Hart Publishing 2006)
133–167; Fine, F The EC Competition Law on Technology Licensing (London, Sweet &
Maxwell, 2006) 124–150; Anderman, S EC Competition Law and Intellectual Property
Rights: The Regulation of Innovation (Oxford, OUP, 1998) 147–220.

41 United States v Terminal RR Ass’n, 224 US 383 (1912); Associated Press v United States,
326 US 1 (1945); Otter Tail Power Co v United States, 410 US 366 (1973).

42 MCI v AT&T, 708 F2d 1081 (7th Cir, 1983).



for the monopolist to provide the facility, the competitor would be reason-
ably and practically unable to duplicate it and the denial of the use of the
facility will deprive the competitor of an essential input, thus enabling the
dominant firm to extend its monopoly power in a related market. Contrary
to the traditional leverage theory, the essential facilities doctrine has a struc-
tural and not a behavioural component, in the sense that ‘a monopolist’s
status (as the owner of the facility and a competitor in the market that relies
on the facility) rather than any affirmative conduct determines liability’.43

The application of the essential facilities doctrine to intellectual property
would have limited the ability of IP rights holders to refuse to license their
IP rights. The adoption of a more lenient standard for refusals to license IP
rights than for other refusals to supply was therefore necessary in order to
protect the investments made by the IP holders and their incentives to inno-
vate. Consequently, a refusal to license is considered abusive only if the IP
right is an indispensable input and the refusal excludes all competition in the
relevant market downstream. These conditions are no different from those
applied to tangible property rights. However, the ‘new product or service’
test adopted by the ECJ and the related ‘incentives to innovation’ test devel-
oped by the European Commission in the Microsoft decision epitomise the
specificity of refusals to license IP rights compared to other refusals to deal.

A. The “New Product or Service” Rule

The ECJ adopted the ‘new product’ rule in Magill, where it held that the
exercise of an exclusive right by the intellectual property owner may, in
exceptional circumstances, involve abusive conduct.44 By insisting on the
requirement that the refusal to license prevented the sale of a new kind of
product for which there was unsatisfied demand, the ECJ appeared to con-
sider the necessity to protect innovation in the market. By imposing this
condition and by also requiring proof that the secondary market would be
monopolised as a result of the refusal to license, the Court implicitly refused
the application of the essential facilities doctrine. According to this doc-
trine, it is the monopolist’s status as the owner of the facility and the
reliance on the facility of a competitor in a secondary market that determine
liability.45 Contrary to the case law on refusals to license IP rights, the
refusal to grant access to an essential facility ‘of itself’ constitutes abuse,
even in the absence of other anti-competitive conduct.46
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43 Hovenkamp, H Janis, MD and Lemley, MA. ‘Unilateral Refusals to License in the US’ in
Lévêque, F and Shelanski, H (eds) Antitrust, Patents and Copyright—EU and US Perspectives
(Cheltenham and Northhampton, Mass, Edward Elgar, 2005), 12 and 18.

44 Magill above n 10.
45 Hovenkamp, H Janis, M and Lemley, M above n 43, 18.
46 AG Jacobs’ Opinion, Case C–7/97 Oscar Bronner [1998] ECR I–7791 para 50.



The ECJ re-affirmed in IMS/NDC Health that, except in exceptional cir-
cumstances, a refusal to license IP rights cannot by itself constitute an abuse
of a dominant position, and therefore refused to apply, as the Commission
did,47 the essential facilities doctrine to IP rights.48 The ECJ held that these
exceptional circumstances exist when the refusal to license is unjustified,
prevents ‘the emergence of new products or services’ for which there is a
potential consumer demand (‘new product or service rule’) and excludes ‘all
competition’ on a secondary market, these conditions being cumulative.49

By requiring that the refusal to license should prevent the emergence of new
products or services the ECJ implicitly acknowledged the distinction
between intellectual property and physical property, as this condition does
not exist for a refusal to grant access to tangible property.50

The ECJ also explained that the ‘new product or service’ rule (hereinafter
referred as ‘new product rule’) limits the finding of abuse for a refusal to
license a copyright ‘only where the undertaking which requested the licence
does not intend to limit itself essentially to duplicating the goods or services
already offered on the secondary market by the owner of the copyright, but
intends to produce new goods or services not offered by the owner of the right
and for which there is a potential consumer demand’.51 It is not clear if the
Court meant that the new product rule applies for a refusal to license any intel-
lectual property rights, or only for copyrights. In Renault and Volvo, both of
which involved rights of design on spare parts, the exceptional circumstances
were held to exist even if the refusal to license did not impede the emergence
of a new product.52 If the ECJ takes the broad view, then one could conclude
that the exceptional circumstances identified in Renault and Volvo are no
longer valid if they do not obstruct the emergence of a new product.

The test adopted by the ECJ is less far-reaching than that proposed by
Advocate General Tizzano, who defined the new product rule broadly as
covering the situation of a competing undertaking ‘intending to produce
goods or services of a “different nature”, which integrate specific require-
ments not yet satisfied by existing goods and services and which are in com-
petition with those of the owner of the right’.53

The ECJ seems to require more than a mere improvement. The product
should not be directly substitutable to the products already offered by the
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47 Commission Decision 2001/165, NDC Health/IMS Health (Interim measures), OJ 2002 L
59/18, paras 63–74.

48 IMS above n 11 paras 34–35.
49 Ibid, para 38. 
50 Case C–7/97, Oscar Bronner [1998] ECR I–7791, para 41. See also Korah, V above n 40,

142
51 Ibid, para 49, emphasis added.
52 See also Korah, V above n 40, 145 (‘the remarks of the ECJ in Volvo were not necessary

to the decision, whereas those in IMS were’).
53 Opinion of AG Tizzano in Case C-418/01 above n 11, para 62.



intellectual property owner in the secondary market. The standard used by
the Court is, however, ambivalent54 and could give rise to different inter-
pretations. Indeed, some national courts and competition authorities have
adopted a restrictive interpretation of the ‘new product rule’55 while others
have ignored it or have suggested alternative tests.56 It is, however, clear that
the new product rule does not go as far as requiring that the new product
constitutes a different relevant market, nor that it should be ‘novel’, accord-
ing to intellectual property law standards.

Christian Ahlborn, David Evans and Jorge Padilla suggest that the new
product is one ‘that satisfies potential demand by meeting the needs of con-
sumers in ways that existing products do not’, ‘bringing in at current prices
consumers who were not satisfied before’, and thus expanding the market
‘by a significant amount’.57 According to the authors, the burden of proof
should be allocated to the party requesting the licence, as it is that party
that possesses the relevant information and would ultimately have the
means to prove that it satisfies the new product requirement.58

While this solution has the benefit of being clear and operational, it
would create a risk of not covering anti-competitive practices that put inno-
vation and consumers’ interest at risk. As I have already mentioned, cumu-
lative innovation may benefit existing consumers with better quality products
without necessarily expanding demand. Innovation also consists of new
methods that lower production costs in existing products. Preserving more
choice for existing consumers is also an important objective of competition
law, even if this does not necessarily expand demand by a significant
amount. By focusing on the sole quantity of output this definition of the
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54 See the criticisms of Ridyard, D ‘Compulsory Access Under EC Competition Law—A New
Doctrine of “Convenient Facilities” and the Case for Price Regulation’ (2004) 25 European
Competition Law Review 669; Temple Lang, J ‘The Application of the Essential Facility
Doctrine to Intellectual Property Rights under European Competition Law’ in Lévêque, F and
Shelanski, H (eds), above n 43 56, 69.

55 See in the Netherlands the decision of the College van Beroep voor het bedrijfsleven, 15
July 2004, in Nederlandse Omroep Stichting (NOS) v Rechtbank Rotterdam, Case Note,
Baumé, T (II February 2005) e-Bulletin available at http://concurrences.fr (last visited 20
March 2006).

56 See in France, Conseil de la concurrence, Rapport Annuel 2004, 141–52 (it is possible to
apply the essential facilities doctrine to IP rights) available at www.conseil-
concurrence.fr/user/index.php (last visited 20 March 2006); Conseil de la concurrence,
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‘new product’ rule does not take fully into account the implications of
refusals to license IP rights to innovation and consumer welfare.

B. The Incentives to Innovation Balance Test: A More Adequate Solution
for Cumulative Innovation?

Despite the adoption by the ECJ of the ‘new product rule’ in IMS/NDC
Health, the standard used by the European Commission in its Microsoft
decision, one month earlier, provides a different starting point in order
to achieve the effective protection of innovation and consumer welfare.59

The facts are well known. The Commission considered that Microsoft had
infringed Article 82(b) of the EC Treaty by refusing to supply to Sun
Microsystems the necessary information enabling them to establish inter-
operability between their work group server operating systems and
Microsoft’s PC operating system Windows. Microsoft has a dominant posi-
tion on the PC operating market and Windows is the de facto standard for
interoperability in work group networks.60

Microsoft was ordered to disclose interoperability information in a rea-
sonable, non-discriminatory and timely way.61 While the Commission did
not contemplate compulsory disclosure of the source code of Windows and
the disclosure measure covered only interface specifications,62 it acknowl-
edged that ‘it cannot be excluded that ordering Microsoft to disclose such
specifications and allow such use of them by third parties restricts the exer-
cise of Microsoft’s intellectual property rights’.63

The specific characteristics of intellectual property rights were not prima
facie taken into account. The Commission observed that ‘there is no per-
suasiveness to an approach that would advocate the existence of an exhaus-
tive checklist of exceptional circumstances and would have the Commission
disregard a limine other circumstances of exceptional character that may
deserve to be taken into account when assessing a refusal to supply’.64 The
infringement decision was certainly largely based on the leverage theory,
which was also present in the Magill and IMS/NDC Health cases. Indeed,
Microsoft’s refusal to provide interface specifications would have the effect
to extend its market power from the client PC operating system market into
the work group server operating system market.65
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However, the Commission also referred to the fact that Microsoft’s
refusal to supply information under Windows 2000 was an illegal disrup-
tion of previous levels of supply, under the previous version of Windows.66

Microsoft’s conduct was not just a refusal to supply but also involved, as
the ECJ mentioned in the Volvo and Renault cases, ‘certain abusive con-
duct’.67 The reference to the previous cases on refusals to supply highlights
the non–exhaustive character, according to the Commission, of the ‘excep-
tional circumstances’ in which a refusal to license IP rights may be consid-
ered an abuse of a dominant position, a position which could contradict the
judgment of the ECJ in IMS/NDC Health. However, it is still unclear if the
ECJ considered in IMS/NDC that the exceptional circumstances were nec-
essary or merely sufficient for the refusal to disclose information to consti-
tute an abuse of a dominant position.68 That is an issue that will be resolved
by the Court of First Instance when it will examine on the merits the
Microsoft’s action for annulment of the Commission’s decision.69

The Commission also took into consideration as an aggravating factor
the fact that Microsoft had previously disclosed part of the corresponding
interface specifications in order to gain a foothold in the work group serv-
er market for its product.70 Once Microsoft managed to induce acceptance
in the market for its product, the company held back access to information
relating to interoperability with the Windows environment.71

The dominant company therefore used an open network approach when
this was necessary, and gained acceptance for its own product in the mar-
ket, but after the attainment of this objective it suddenly changed course
and refused interoperability. The Commission seemed implicitly to consid-
er that this is not competition on the merits, as Microsoft’s success was
partly the consequence of value added to the network by its competitors
which were led to believe that Microsoft would continue to provide inter-
operability. The decision to continue to supply an existing customer is nev-
ertheless an issue that should not come within the realms of competition
law, as it will have the result of locking in dominant firms with their exist-
ing customers, without them being able to terminate their business relation
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other than by relying on a possible objective justification, which is ‘partic-
ularly inappropriate in fast changing markets’.72

It should be remembered, however, that the issue in the Microsoft case
was not a refusal to supply or to license a specific firm but a general pat-
tern of conduct refusing interoperability. Even if the Commission’s reference
to the case law on disruption of existing supplies may give the impression
that there is no limiting principle for the duty to supply an existing cus-
tomer, the Commission’s decision should be considered in the context of
the need to maintain interoperability and should not be extended to refusals
to license. European competition law seeks to protect the competitive process,
and it is tolerably clear that a refusal of interoperability from a de facto indus-
try standard hurts the competitive process, as it denies competition between
different technological standards. Open access is also the most appropriate
strategy for enhancing cumulative innovation.

It is also noteworthy that the Commission avoided any reference to the
new product test. In this context, Microsoft’s conduct did not have such an
effect, as there was no new product to be produced or marketed by its com-
petitors in the work group server market. The Commission’s decision seems
to be in contradiction to the position followed by the ECJ in IMS/NDC
Health. The balance test proposed by the Commission however, reflected,
its concern that Microsoft’s conduct could reduce the incentives of its com-
petitors to innovate73 (and produce new products in the future) as well as
limit consumer choice.74

Microsoft has put forward the same justification as in the US litigation:
the need to protect its own incentives to innovate by preserving its intellec-
tual property rights.75 The Commission rejected that claim by affirming that
intellectual property rights ‘cannot as such constitute a self-evident objec-
tive justification for Microsoft’s refusal to supply’.76 In that respect it fol-
lowed the position of the Federal Circuit in the US Microsoft case.77

The Commission considered that innovation is an objective for both
intellectual property and competition law78 and adopted a balance test
focused on innovation incentives, concluding that:

a detailed examination of the scope of the disclosure at stake leads to the conclu-
sion that, on balance, the possible negative impact of an order to supply on

166 IOANNIS LIANOS

72 Hovenkamp, H Janis, M and Lemley, M above n 43, 34; Ahlborn, C, Evans, D and
Padilla, J above n 57, 1146.

73 Microsoft above n 8 para 694.
74 Ibid, para 700.
75 Ibid, para 709.
76 Ibid, para 710.
77 US v Microsoft Corp., 253 F 3d 34, 63 (DC Cir, 2001) (Microsoft’s argument that the

exercise of an intellectual property right cannot give rise to antitrust liability ‘borders on the
frivolous’).

78 Microsoft above n 8, para 712.



Microsoft’s incentives to innovate is outweighed by its positive impact on the level
of innovation of the whole industry (including Microsoft). As such the need to
protect Microsoft’s incentives to innovate cannot constitute an objective justifica-
tion that would offset the exceptional circumstances identified.79

On examination, the test seems broader than the ‘new product’ rule. First,
the Commission takes into account the incentive of the competitors of the
dominant firm to innovate in the future. This was not an issue considered
in Magill and IMS/NDC Health, where the question was about products
which, absent the refusal to supply, had been sold or were to be offered in
the market.

Secondly, the Commission included in its analysis Microsoft’s incentive
to innovate. In Magill and NDCHealth the Court only referred to the dom-
inant firm’s competitors, which had the intention to enter the secondary
market in order to offer a new product and were excluded by the dominant
firm. However, in Microsoft, the Commission also took into account
Microsoft’s incentives to innovate in comparing the situation where Article
82 applies with the alternative situation where Microsoft’s anti-competitive
behaviour remains unfettered.80 According to the Commission: 

Microsoft’s research and development efforts are spurred by the innovative steps
its competitors take in the work group server operating system market. Were
such competitors to disappear, this would diminish Microsoft’s incentives to
innovate.81

In other words, because of the nature of the market, Microsoft’s incentive
to innovate was maintained, while that of its competitors was also pre-
served.

The analysis of the incentive of a dominant firm or of its rivals in the sec-
ondary market to innovate extends the scope of Article 82 in comparison
with the new product rule. This is based on the assumption that competi-
tive pressure increases the dominant firm’s incentive to innovate. This is
also linked to the belief that a competitive market is the optimal structure
for innovation. Surprisingly, while the Commission focused its analysis on
innovation incentive, it also affirmed that ‘intellectual property rights are
not in a different category to property rights as such’.82 The case law of the
ECJ on physical property rights does not, however, adopt the new product
rule or include any dynamic efficiency consideration in balancing property
rights with competition policy concerns.83
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C. The Discussion Paper on Article 82 EC and the Intellectual
Property–Antitrust Interface

The recent DG Competition discussion paper on the application of Article
82 EC to exclusionary abuses also highlights the specific anti-trust stan-
dards applied to refusals to license intellectual property rights.84 Innovation
is acknowledged as one of the objectives of competition law, which should
take into account ‘both the effect of having more short-run competition and
the possible long-run effects on investment incentives’.85 The discussion
paper integrates refusal to license IP rights in to the chapter on refusals to
supply. It examines three situations of refusal to supply without, however,
ruling out that there may be others: the termination of an existing supply
relationship, the situation where one or more companies are refusing to
start supplying an input and where this input consists of information nec-
essary for interoperability.

An existing supply relationship creates a ‘rebuttable presumption that
continuing these relationships is pro-competitive’.86 This presumption may
have far-reaching consequences for the ability of a dominant undertaking to
choose its own business partners or to extend its own activities. It is note-
worthy that the Commission does not distinguish between intellectual prop-
erty rights and other property rights. A decision to terminate or renew a
licence of IP rights previously granted may also fall within this presumption.
The plaintiff or the Commission would need to prove that the dominant
firm’s behaviour in reality amounts to a termination which is likely to have
a negative effect on competition in the downstream market. The burden of
proof then shifts to the defendant, who has the difficult task of claiming
objective justifications and efficiencies as a possible defence of its conduct. 

The Commission’s approach to first refusals to supply an input is more
lenient, but still restrictive. The plaintiff needs to prove that the refusal to
supply an indispensable input is likely to have a distorting foreclosure
effect. The input may be an intellectual property right, as it is sufficient
to identify a captive, potential or hypothetical market. According to the
Commission, ‘such is the case where there is actual demand for the input on
the part of undertakings seeking to carry out the activity for which the
input is indispensable’.87 The Commission follows the ECJ’s decision
in IMS/NDC, where it was held that for Article 82 to apply one should
identify two different and interconnected stages of production, the intel-
lectual property right forming one stage of the production process.88 The
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Commission should nevertheless have taken into consideration that in
IMS/NDC the ‘1860 brick structure’ was a de facto industry standard,
which is not the case for every IP right. The burden of proof then shifts to
the dominant undertaking, which may claim, as a possible defence, objec-
tive justifications and efficiencies.

Adopting an ex ante perspective, the discussion paper insists on the need
to consider whether the investments that led to the existence of the indis-
pensable input would have been made ‘even if the investor had known that
it would have a duty to supply’.89 The importance of the investments made
for the acquisition of the intellectual property right initiates a distinction
between valuable (in the sense of the investment made) and not so valuable
IP rights. The test will be difficult to apply and also raises the question
whether this is a slight incursion into the existence/exercise dichotomy. In
order to avoid the latter the Commission interestingly adds that, if the
investments have not been particularly significant, ‘it may be likely that the
investment would have been made even knowing that a duty to supply
would be imposed’.90

While the previous paragraphs may imply that the Commission does not
distinguish between intellectual property rights and physical property
rights, the ambiguity is cleared definitively in the discussion paper’s specif-
ic section on unilateral refusals to license IP rights. The Commission repeats
that it is only under exceptional circumstances that the refusal to license
may constitute an infringement of Article 82 EC.

The Discussion paper suggests the adoption of two tests: the ‘new prod-
uct rule’ and the ‘incentives to innovate’ test, thus confirming the distinc-
tion made between IP rights and other property rights. First, in order to
constitute an infringement, the refusal to grant a licence should prevent:

the development of the market for which the licence is an indispensable input, to
the detriment of consumers. This may only be the case if the undertaking which
requests the licence does not intend to limit itself essentially to duplicating the
goods or services already offered on this market by the owner of the IPR, but
intends to produce new goods or services not offered by the owner of the right
and for which there is a potential consumer demand’.91

Secondly,

a refusal to licence an IPR protected technology which is indispensable as a
basis for follow-up innovation by competitors may be abusive even if the
licence is not sought to directly incorporate the technology in clearly identifi-
able new goods and services. The refusal of licensing an IPR protected 
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technology should not impair consumers’ ability to benefit from innovation
brought about by the dominant undertaking’s competitors’.92

The objective followed by the Commission is clear: ensure the compatibili-
ty of the balance of incentives test with the ‘new product rule’ adopted by
the ECJ. This objective is achieved. By requiring the proof that the refusal
to license may prevent the emergence in the future, of innovation which
could take the form of new products, this test is compatible with the ‘new
product rule’ standard of the ECJ. If it may have the effect of extending the
scope of Article 82, this is because the balancing innovation incentives test
takes fully into account the objective of protecting cumulative innovation,
which is an issue that has not been adequately addressed by the ‘new prod-
uct rule’. Indeed, the ‘new product rule’ is formalistic and does not take
into consideration the situation where the IP holder occupies a prospect and
blocks the entry into this prospect (or innovation) market of rivals that
could develop new products and technologies in the future. Rochelle
Dreyfuss is right to observe that ‘[i]f the emergence of new products and
nascent technologies are impeded, competition law ought to step in’
because ‘clearly, such ex post limitations on licensing practices are less
intrusive into the incentive system than restructuring intellectual property
law ex ante and across the board’.93

The implementation of this test in practice could, however, give rise to
difficulties. The courts are not generally well equipped to conduct the type
of prospective cost-benefit analysis that would be necessary in order to bal-
ance the incentives of the dominant firm and its rivals to innovate. In that
respect, Microsoft was a relatively easy case. The Commission did not
undertake the difficult task of balancing incentives to innovate, as it
assumed that the incentives of Microsoft were not hampered by the prohi-
bition of the refusal to supply interoperability. However, if the dominant
firm’s incentives to innovate were affected by the prohibition of the refusal
to license, it would be necessary to conduct a proper cost-benefit analysis,
which may prove a difficult task for the judiciary, at least in the absence of
detailed guidelines.

In addition, the discussion paper identifies refusals to supply information
for interoperability (the situation that arose in the Microsoft decision) as a
specific case of refusal to supply.94 The necessary elements to be considered
are the conditions that normally apply to refusal to supply a new customer
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and the existence of a leveraging effect. However, these conditions do not
apply if the refusal to provide interoperability involves IP rights, the later
being examined according to ‘high standards for intervention’.95

D. The Need to Apply an Overall ‘Decision Theory’ Framework

It should be clear by now that the case law has developed multiple stan-
dards in order to tackle the anti-competitive exercise of intellectual proper-
ty rights. Despite the use of the ‘property rights’ rhetoric, the competition
law authorities and the courts do not apply the essential facilities doctrine
and take into account the need to protect innovation. The standards used
are nevertheless complex and fact-specific, and ultimately a source of uncer-
tainty for firms.

The need for an overall approach is highlighted by Ahlbors, Evans and
Padilla, who suggest an ‘error-cost framework’, which is structured in two
stages. First, economic theory and evidence will be used ‘to assess the cost
and likelihood of errors resulting from condemning welfare-increasing busi-
ness practices or condoning welfare reducing ones’; in a second stage, ‘a
legal rule that minimizes the expected cost of intervention taking into
account the possibility of legal error’ will be ‘selected from a spectrum of
standards ranging from per se legality to per se illegality, including the rule
of reason’.96 The authors start from the assumption that ‘what matters is
the impact of forcing access on the incentives to innovate, and not the
nature of the property rights at stake’.97 What applies to intellectual prop-
erty rights should also apply to other property rights, as both are ‘the result
of previous investment or risk taking’.98

This starting position may be criticised, as it is not always true that IP
rights are the result of significant previous investment or risk taking. In
addition, this approach does not take into account the different degrees of
‘previous investment and risk taking’. An insignificant inventive effort will
be considered in the same way as a significant one would be. The authors’
assumption may be explained by the fact that they try to avoid the difficul-
ties of balancing incentives to innovate with anti-competitive effects (allo-
cative inefficiencies), which, they consider, is ‘an extremely complex’ and
‘daunting task’ for courts.99 However, even if one could agree that this is an
important issue which has not yet been resolved, it is not a valid reason for
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adopting such a strong assumption. If courts are considered able to con-
duct a rather complex balancing approach and take into account dynamic 
efficiencies in implementing article 81(3) EC, there is no reason why they
cannot be able to exercise the same kind of analysis in implementing Article
82 EC.

Based on their first assumption, the authors advocate that ‘the optimal
legal standard for the antitrust assessment of refusals to license IP by dom-
inant companies takes the form of a modified per se legality rule, where
compulsory licensing is required only in exceptional circumstances’.100

This is the case only when compulsory licensing is ‘most likely to result in
a long-run welfare increase’.101 However, the standard proposed is, in real-
ity, a per se legality one, as the authors add that ‘there is no practical way
to restrict compulsory licensing to those situations in which it would nec-
essarily improve consumer welfare in the long run’.102 This conclusion
stems from another assumption that may also be criticised. According to
Ahlborn, Evans and Padilla, the existence of compulsory licensing will
inevitably reduce the incentive ex ante for the IP holder to take the risk for
investing in new products.103 However, even if this hypothesis may be a
plausible generalisation, it does not always hold.104 The increasing compe-
tition in the secondary market will exercise pressure on the IP holder to
innovate, as this will be the only way of maintaining its competitive advan-
tage over its competitors. The disincentive created by the compulsory
licence may well exist, but it is also important to consider that the IP hold-
ers will still have a first mover advantage as it would probably not be
before a substantial period of time that their rivals would be able to com-
pete in equal terms. Moreover, it would be possible for the inventor to
increase his revenues from licensing.

Furthermore, Ahlborn, Evans and Padilla apply the ‘cost-error frame-
work’ to anti-trust but not to intellectual property, which, they assume, is
the outcome of a meritorious investment and ‘risk taking’ process.105

However, this double standard is not justifiable. Ironically, this approach
supposes that decision analysis theory may be useful for assessing antitrust,
which is essentially a judge-made law that follows an adversarial process,
but not for examining IP rights, which are granted by a regulatory body,
and therefore it is more likely to be subject to decision errors or capture.
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Indeed, the protection of IP has expanded considerably in the last 20 years
following the transformation of economic structures and the focus on inter-
national competitiveness.106 Even trivial ‘inventions’ may benefit from IP
protection.107 The ex post case-by-case analysis of competition law may in
certain regards be superior to the ex ante approach of intellectual property,
as ‘market information available when IP rights are granted is not as com-
plete as the information available when antitrust cases arises’.108

In addition, the protection of intellectual property is backward looking.
The examination of the patent application focuses on the ‘prior art’, and
there is no assessment of the existence of possible substitutes or potential
competition. The problem is particularly acute in emerging industries where
prior art is difficult to locate, as it is disseminated in scientific journals or
in the form of informal know how, with the result that the patent officer’s
examination can easily be flawed.109

Type I errors (over-expansion of IP rights) are therefore more likely to
happen than type II errors (under-inclusiveness of IP protection). By limit-
ing the negative effects of type I errors, caused by broad intellectual prop-
erty protection, competition law is a necessary complement to intellectual
property law.

On the above basis, competition law’s intervention is justified if IP law
has failed to guarantee the level of innovation in the market.110 This is what
happened in Magill where intellectual property rights were granted to sim-
ple data without any inventive effort having been made. The European
Community’s Directive on the legal protection of databases, which provides
high levels of protection for databases, may illustrate the side-effects of care-
less intellectual property protection.111 The Directive was adopted following
an intense lobbying effort by database companies and is a compromise
between the lower ‘sweat of the brow’ copyright protection that was grant-
ed to databases in some EU Member States (eg, UK, Ireland) and the higher
standard of copyright protection granted by other Member States (eg
France). It established a legal framework giving a high level of copyright pro-
tection to ‘original’ databases which, ‘by reason of the selection or arrange-
ment of their contents constitute the author’s own intellectual creation’112

Competition Law and Intellectual Property Rights 173

106 May, C and Sell, SK above n 4, 143.
107 See the examples quoted by Jaffe, A and Lerner, J above n 21, 32–35 (eg, a patent on

‘sealed crustless sandwich’ or a patent on a ‘method of exercising a cat’, which obviously are
not examples of meritorious investment and ‘risk taking’). 

108 Ritter, C above n 104, 287.
109 May, C and Sell, SK above n 4, 145–9.
110 Dreier, T ‘Balancing Proprietary and Public Domain Interests: Inside or Outside of

Proprietary Rights?’ in Dreyfuss, R Zimmerman, D and First, H (eds) Expanding the
Boundaries of Intellectual Property (Oxford, OUP, 2001) 295, 312 (antitrust remedies ‘should
be reserved for exceptional situations where intellectual property law has failed’).

111 Directive 96/9/EC above n 14.
112 Art 3 (1) of ibid.



and a new form of ‘sui generis’ protection to non-original databases if the
‘maker’ of the database showed ‘that there has been qualitatively and/or
quantitatively a substantial investment in either the obtaining, verification or
presentation of the contents’ of the database.113

The Directive protects a simple compilation of existing basic informa-
tion, which is the result of some kind of investment. The objective of this
form of IP protection is therefore not to protect innovation but to protect
the investments of the database ‘makers’ against the ‘parasitic behaviour’ of
free riders.114 The ‘sui generis’ protection granted has the potential to pro-
duce important anti-competitive effects. Contrary to copyright protection,
which distinguishes between the idea, which stays in the public domain, and
the expression of the idea, which is protected, the database directive gives
the chance of excluding the re-utilisation of the data by others. This is par-
ticularly risky for competition, ‘in cases, where a database is the only pos-
sible source of the data contained therein, such as telephone directories, tel-
evision program listings or schedules of sporting events’ and may result in
‘an absolute downstream information monopoly in derivative information
products and services’.115

In response to this risk, Article 16 of the Directive required the Com-
mission to submit a report examining whether the application of the sui
generis right ‘has led to abuse of a dominant position or other interference
with free competition which would justify appropriate measures being
taken, including the establishment of non-voluntary licensing arrange-
ments’. Indeed, while the first proposal of the Database Directive provided
for the possibility of compulsory licensing in order to limit the risk of anti-
competitive effects, these provisions were removed from its final version,
which limited the right of the database ‘maker’ only in exceptional circum-
stances.116 This is probably why recital 47 provides that the Directive is
without prejudice to the application of Community or national competition
rules, therefore making it possible to limit the rights of the database ‘mak-
ers’ through competition law. The application of competition law can there-
fore be seen to be triggered by the failure of the text of the database Directive
to take properly into account the protection of cumulative innovation and
competition.

The national courts and the ECJ have interpreted the ‘quantitative sub-
stantial investment’ requirement of the Directive restrictively in order to
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avoid the emergence of anti-competitive effects.117 Indeed, the ECJ curtailed
the scope of the protection by explicitly refusing to adopt the ‘spin off’ doc-
trine, developed by some Dutch courts, which would make it possible to
provide sui generis protection for databases generated as ‘by-products’ of
the main activities of the database ‘maker’ over which the latter has a de
facto monopoly (eg, television programme listings, railway schedules, etc),
which is the situation that arose in Magill.118 The ECJ distinguished
between creating and obtaining data in order to assemble the contents of a
database.119 It also considered that the activity of creating materials that
make up the content of a database did not constitute substantial investment
in the sense of the directive, and that therefore a single-source database was
not protected under sui generis rights.120

By adopting a narrow interpretation of the scope of the Directive the
Court avoided the situation where single-source databases would benefit
from the sui generis protection and as a result enable the database ‘makers’
to abuse their dominant position over the information they create. The
recent evaluation report on the Database directive also considers the risk of
potential anti-competitive effects and examines different options for its
future, ranging from the simple repeal of the Directive to the preservation
of the status quo. While the Commission notes the ‘attachment’ of the EU
database industry to sui generis protection for factual compilations and
their ‘considerable resistance’ to any reform (an indication of the ‘specific-
interest group’ character of this legislation), it also remarks on the weak
empirical support for such a system of protection.121 Alternatives for pro-
tecting the investments made that are less restrictive exist. Indeed, the
United States opted for a system of liability and not of property rights in
protecting the investments of the database ‘makers’.122 The US approach 
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117, para 35; Davison, MJ and Hugenholtz, PB ‘Football Fixtures, Horseraces and Spin Offs:
The ECJ Domesticates the Database Right’ [2005] European Intellectual Property Review
113; Derclaye, E ‘The Court of Justice Interprets the Database Sui Generis Right for the First
Time’ [2005] European Law Review 420.

121 First Evaluation of Directive 96/9/EC on the legal protection of databases, above n 114, 5.
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Court refused to accept that information contained in a telephone directory could be protect-
ed under copyright laws. A database may be copyrighted only if it possesses some ‘minimal
degree of creativity’).



is based on unfair competition principles which protect the database
‘maker’ against misappropriation only if, as a result, there will be market
harm.123

The limitation of the scope of intellectual property protection makes it
possible also to consider ex ante (before the grant of the IP right) the effects
on competition of intellectual property protection and therefore constitutes
a conceivable option for attaining the right balance between competition
law and intellectual property.124 The European Commission’s recent pro-
posal to amend Directive 98/71/EC on the legal protection of designs125

illustrates the dialectic relationship between the scope of IP rights and com-
petition law.126 By removing Members States’ option to provide design pro-
tection for spare parts of complex products, such as motor vehicles, the
Commission seeks to avoid the constitution of monopolies in the aftermar-
ket for spare parts for which ‘there is no practical alternative’.127 The pro-
posal codifies the case law of the ECJ in Renault and Volvo,128 whose effect
could have been curtailed by the generalisation of the ‘new product rule’ to
all refusals to license IP rights, following the ECJ’s judgment in IMS/NDC
some months earlier.129

However, limitation of the scope of the IP rights is not always easy to
achieve, especially because this will necessitate the harmonisation of
national intellectual property laws and the emergence of a unified intellec-
tual property enforcement system. A more viable option would be to
‘internalize’ competition law concerns within intellectual property by
developing ‘built-in balancing factors in intellectual property laws’.130 This
also constitutes an important difference between IP and physical property
rights.
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123 Westkamp, G ‘Protecting Databases under US and European Law: Methodical
Approaches to the Protection of Investments between Unfair Competition and Intellectual
Property Concepts’ (2003) 34 International Review of Industrial Property and Copyright Law
772.

124 The adjustment of the duration of the IP protection is another option. See, Kaplow, L
‘The Patent–Antitrust Intersection: A Reappraisal’ (1984) 97 Harvard Law Review 1813,
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125 Directive 98/71/EC on the legal protection of design, OJ 1998 L 289/28.
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IV. THE INTEGRATION OF COMPETITION LAW 
CONCERNS IN INTELLECTUAL PROPERTY LAW

Intellectual property has developed its own mechanisms in order to set lim-
its on abusive exploitation of intellectual property rights. There are differ-
ent IP instruments that restrict the patentee’s rights ex post. According to
the exhaustion doctrine, the rights of the patent holder are ‘exhausted’ after
first sale by the right-owner or with his consent131. However, this doctrine
relates to the free circulation of the goods embodying the patent right and
does not solve one of the main issues covered by this article, the possibility
of the patent-holder to block cumulative innovation. The reverse doctrine
of equivalents132 and compulsory licensing133 may in these circumstances
provide a more adequate tool for protecting cumulative innovation. How-
ever, none of these instruments covers pure competition law concerns, such
as the leveraging of the monopoly power granted by the exclusive right to
an adjacent market or the strategic use of the IP right in order to increase
rivals’ costs, to the detriment of consumers. 

The patent misuse doctrine addresses these specific concerns.134 The doc-
trine was created in the US with the objective of avoiding the leveraging
by patent holders of their monopoly power from the patented goods market
to another market that was previously competitive. It was later extended to
cover other commercial practices, such as tying, minimum resale price
maintenance and non-competition clauses, but not unilateral refusals to
deal.135 While having characteristics that distinguish it from the US patent
misuse doctrine, the evolution of the misuse rule in Britain is not material-
ly different. Established by the UK Patents Act of 1907 and embodied in
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133 According to S 49 of the Patents Act 1977, once a British patent has been granted, the
Comptroller has the discretion to grant compulsory licensing after balancing a variety of con-
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134 The patent misuse doctrine constitutes an affirmative defence to an action for patent
infringement, the counter–claimant defendant arguing that the patentee is improperly attempt-
ing to extend the scope of the patent or is violating antitrust laws. On the patent misuse doc-
trine in US law, see ABA Section of Antitrust Law Intellectual Property Misuse: Licensing and
Litigation (Chicago, ILL, ABA Publishers, 2000).
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‘no patent owner otherwise entitled to relied for infringement or contributory infringement of
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section 44 of the UK Patents Act of 1977, it was restrictively construed by
the courts and essentially covered tying arrangements. Section 44 of the UK
Patents Act was finally repealed by section 70 of the Competition Act in
1998 in order to bring UK legislation into line with EC competition law,
which exempted certain tying arrangements from the application of Article
81 EC.136

A stronger internalisation option would be to consider competition
law concerns in defining patentability. A recent report of the Federal
Trade Commission recommends that the Patent and Trademark Office
(PTO) should consider ‘possible harm to competition along with other
possible benefits and costs, before extending the scope of patentable sub-
ject matter’.137 The Report also proclaims the need to ‘expand considera-
tion of economic learning and competition policy concerns in patent law
decision-making by increasing communications between the PTO and the
antitrust agencies’.138 These recommendations insist on the importance of
trans-disciplinary links between IP and competition law and illustrate the
fact that intellectual property and competition law are becoming a unified
field.139

There is a danger that the rhetoric of ‘property rights’ may artificially
impede that trend. Indeed, ‘propertarianism’ (and the possible slippery
slope towards the concept of subjective rights) may render difficult the infu-
sion into intellectual property of a degree of instrumentalism.140 The con-
ception of intellectual property as a form of regulation may provide a bet-
ter starting point.
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V. IP AS A FORM OF REGULATION

An instrumental approach presents the advantage that it avoids the danger
of considering IP rights as monopolies or, as Drahos puts it, ‘monopoly priv-
ileges’.141 The terminology of ‘monopoly privileges’ does not, however, avoid
the pitfall of considering that an exclusive right is automatically a monop-
oly. Drahos uses the term ‘monopoly’ because it has a negative connotation
and therefore could give more strength to his argument on the necessity to
impose duties on the holders of IP rights. The term ‘privilege’ is also used for
the same reason. 

Nonetheless, Drahos’ definition of IP rights as ‘monopoly privileges’
which give rise to corresponding duties does not avoid an internal incon-
sistency: how is it possible to argue that something is still a ‘privilege’ if at
the same time it generates duties to the privilege holder? When does a priv-
ilege increasingly burdened with duties stop being a privilege? Drahos’ def-
inition also links the existence of duties to the idea of monopoly privilege
and assumes that these are constant. If someone benefits from the same
privilege as another person, both should be burdened with the same duties.
However, this is not always true. The duties imposed on patent holders
vary. A patent holder without a dominant position on the relevant market
does not incur the same duties as a patent holder with a dominant position
when deciding to adopt a tying practice. The nature of the ‘monopoly priv-
ilege’ of both patent holders is nevertheless the same. Therefore, it seems
necessary to search for another concept which will be flexible enough to
take into account the different situations. The concept of regulation avoids
the negative connotation of the term ‘monopoly privilege’ and is flexible
enough to facilitate more effective interaction between IP and competition
law.

However, it would be wrong to define a priori an abstract point of equi-
librium between intellectual property and competition law which should be
achieved anyway. This is a matter for the courts and regulators to resolve
on a case–by–case basis. My analysis does not have the ambition of con-
ceptualising in general IP rights as a form of regulation but of finding ade-
quate terminology with which to frame the competition law discourse on
IP. I will compare the practical implications of the terminology of ‘regula-
tion’ on the anti-trust law–IP interface with those of the rhetoric of ‘prop-
erty rights’ and will conclude that the terminology of ‘regulation’ is better
suited to the constitution of a dialectical relation between competition
law and intellectual property. This is not to deny that IP lawyers may take
the view that in other circumstances property rights terminology will be
more appropriate.
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A. The Regulatory Theory of IP

The idea is not a new one. In his concurring opinion in the Picard v United
Aircraft Corp. in 1942, Judge Frank of the Second Circuit court of appeals
analysed patents as ‘public franchises, granted by the government, acting
on behalf of the public’.142 Endorsing the view that patents were monopo-
lies was nevertheless for him ‘superficial thinking’, as patents may be a
stimulus to competition and may offer the opportunity to small firms to
compete with important corporations and attract investors.143 The prob-
lem therefore ‘is not whether there should be monopolies but rather, what
monopolies there should be, and whether and how much they should be
regulated’.144 Judge Frank observed that if patents are viewed as public
franchises:

it is, accordingly, appropriate to ask whether the holder of such a public fran-
chise should be permitted, without any governmental control whatever, to decide
that no public use should be made of the franchise during its life or only such
public use as the franchise-holder, in its utterly unregulated discretion, deems
wise, and at such prices as it sees fit to extract. We accord no such powers to the
holder of a public franchise to run a bus line or to sell electric power.145

Although there are differences between public franchises on networks
and public franchises for innovation purposes, the parallelism drawn by
Judge Frank is particularly useful for the analysis and is compatible over-
all with the historical roots of intellectual property.146 The protection of
‘monopolies’ in new inventions and the situations of natural monopoly in
network industries may indeed be considered as the two remaining excep-
tions to the traditional common law principle as well as to the prohibition
of monopolies, now enshrined in competition law. Their nature as excep-
tions to the rule inevitably raises questions concerning possible ‘regulato-
ry’ constraints to the ‘monopolist’s’ actions. The study of the evolution of
public franchises in the late nineteenth century can provide an interesting
illustration of the inevitable substitution of long relational contracts, such
as public franchises, with regulation.147 Patents may also ‘fit the model of
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the relational contract, particularly if one views the patent owner and the
state as engaging in a long-term, open ended contract’.148

The term ‘regulation’ is predominantly taken to refer to a form of col-
lective intervention with the aim of correcting market failures.149 IP rights
impose obligations on third parties, not as a consequence of a contract, tort
or voluntary exchange, but because of the direct intervention of the gov-
ernment, which aims to ‘stimulate particular activities to foster the general
welfare’.150 Consequently, IP rights ‘have nothing to do with the classical
notion of property, but rather have to be qualified as a kind of government
intervention in the market place’.151 By conferring property rights on ideas,
the government seeks not only to facilitate market transactions, as is the
case for physical property rights, but also to correct a market failure, which
is in this case ‘free riding that occurs when innovations are too easily
copied, and the corresponding decrease in the incentive to innovate’.152 This
is a fact that is often forgotten by the ‘extreme free marketers’, who ‘might
rail at the excesses of regulation or antitrust’ but ‘they tend to accept the
system of intellectual property rights as if it were handed from a moun-
taintop’.153 Yet, as Hovenkamp observes: 

IP laws create property rights. But so do state created exclusive franchises and
filed tariffs. In fact, the detailed regulatory regimes that we call the IP laws are
filed with very rough guesses about the optimal scope of protection – ranging
from the duration of patents and copyrights to the scope of patent claims and
fair use of copyrighted material. The range of government estimation that goes
on in the IP system is certainly as great as in regulation of, say, retail electricity
or telephone service. Further, the IP regime is hardly immune from the legislative
imperfections that public choice theory uncovers.154

Other authors have criticised the reward theory of patents, which ‘empha-
sises only one dimension of the patent instrument—compensation for inno-
vation—and ignores the role of patents as means of regulating markets’155.
The same point is also made by Bently and Sherman, for whom patents are
‘regulatory tools’ which are used by governments in order to achieve 
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economic as well as non-economic ends.156 For example, the patent offices
should also take into account ‘the external effects of the impact of technol-
ogy on the environment or health’.157

Furthermore, Burk and Lemley argue that patent law is an industry– and
technology-specific regulation.158 Different patent theories, such as prospect
patents, incentives, cumulative innovation and anti-commons operate dif-
ferently according to the particular industry’s settings.159 Exploring the
enforcement of patents in the US, Burk and Lemley identify several ‘policy
levers’, which help the patent offices and the courts to frame IP doctrines
which correspond to the needs of cumulative innovators and consumers.160

The existence of sector-specific IP protection on semi-conductors, software,
medicinal products and biotechnology in Europe may better illustrate the
point.161

B. Implications for the Competition Law–Intellectual Property Interface

The regulatory theory of IP may provide a better platform than the ‘proper-
ty rights’ rhetoric for establishing a dialectical relationship between competi-
tion law and IP. In particular, it will allow consideration of the internalisation
of competition concerns within the IP regime, while avoiding the application
of the essential facilities doctrine.

The example of the Microsoft case is worthy of note. Microsoft 
argued that Article 6 of the EC Software Directive provided an adequate
remedy for competition law concerns, as it authorised the decompilation
of ‘parts of a software program’, without the permission of the copyright
holder, if this was ‘indispensable to obtain the information necessary 
to achieve the interoperability of an independently created computer pro-
gram with other programs’.162 While this possibility was subject to certain
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conditions,163 Microsoft argued that the balancing of IP with competition
law concerns had already been done by the Software Directive, which pro-
vided a standard of ‘full interoperability’.164 Accordingly, the application
of Article 82 was redundant and would have ‘upset the careful balance
between copyright and competition policies struck by the Software
Directive’.165

The Commission refused Microsoft’s claims. Taking a dogmatic
approach, it emphasised the quasi-constitutional character of Article 82,
which cannot be ‘superseded’ by ‘secondary Community legislation’.166 The
Commission remarked that the Software Directive simply provided for a
passive duty of interoperability. In any event, recital 27 of the Directive
explicitly stated that its provisions were without prejudice to the applica-
tion of competition rules under Articles 81 and 82 EC. However, while
affirming the primacy of Article 82, the Commission examined at length
Microsoft’s claim that its rival, Sun required a high degree of interoperabil-
ity that went ‘beyond the full interoperability’ requirement of the Software
Directive.167 By doing so, it implied that if the Software Directive did not
explicitly mention that a refusal to grant interoperability might constitute
an abuse of a dominant position and if Microsoft provided the ‘full inter-
operability’ required by the Directive, Article 82 EC might not have applied
in this case.168 It was indeed clear that the Software Directive avoided
adopting measures restraining competition and did not provide any express
or implied anti-trust immunity. The decompilation requirement that it
imposed was therefore a minimum standard to achieve.169

The situation is not very different from the ‘federal regulatory immuni-
ty’ doctrine which applies in US anti-trust law, according to which anti-trust
should not apply if it were to frustrate the economic goals pursued by a 
specific regulatory regime.170 This ‘immunity’ (the term ‘deference’ is prefer-
able in this case) could be either explicitly mentioned by the regulatory
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statute itself or implied in order ‘to avoid conflicts between regulatory and
antitrust requirements’.171 Competition law should not frustrate the regu-
latory goals of IP rights protection. Consequently, competition law will be
less likely to apply if the IP regime has already internalised competition
concerns and provided an effective system of remedies that may guarantee
an adequate level of dissemination of the innovation. This approach avoids
an across-the-board application of competition law which will overlook
the particular characteristics of the industry and of the particular IP
regime.

The absence of extensive Community harmonisation of IP rights may,
however, be an obstacle to the expansion of this doctrine. Contrary to US
antitrust law, European competition law does not exempt from competi-
tion law enforcement, practices that have already been subject to the reg-
ulation of a Member State.172 Community harmonisation of IP rights has
also been mainly achieved by directives, which leave to the Member States
an important margin of discretion regarding the way in which dissemina-
tion of innovation concerns could finally be implemented.173 It should be
possible in this case to have recourse to the residual application of compe-
tition law.

It follows that the extent of competition law deference to the IP regime
will depend on the degree (and detail) of Community harmonisation and the
effective internalisation of dissemination concerns within the particular IP
regime. If this is the case, the implication should be that competition law
does not impose additional access or interoperability requirements, unless
otherwise explicitly mentioned . The Community legislature would therefore
be in a position to define the balance between incentives and dissemination
according to the characteristics of the particular economic sector or IP
regime, without undue interference from competition law. Indeed, advocat-
ing the existence of a hierarchy between intellectual property and competi-
tion law, for the simple reason that the latter is a Community competence
enshrined in the Founding Treaties, whereas the former remains largely a
national competence or the product of derivative legislation, is a legalistic
approach which neglects the fact that both regimes are complementary tools
in the regulation of innovation.
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Adopting a regulatory approach to IP will also make possible the estab-
lishment of interdisciplinary and trans-national networks which will enhance
interaction between the different patent offices, judges and competition
authorities, as is already happening with the European regulatory networks
in telecommunications, electricity and gas.174

These are some of the implications of the regulatory approach to the
competition law–IP interface, but other possibilities could also be explored.
It is clear, however, that the abandonment of the sterile ‘property rights’
approach is a prerequisite for establishing a real dialectical relationship
between competition law and IP.

VI. CONCLUSION

The emergence of a particular discourse is often the response to a situation
of conflict between policies pursuing different objectives. The property rights
rhetoric has been instrumental in providing some degree of deference to
intellectual property rights during a period of active anti-trust enforcement.
However, circumstances have evolved. Innovation has become an objective
of competition law. The relationship between the two disciplines is no longer
antagonistic, but complementary. At the same time, intellectual property
protection has expanded considerably and is often granted to trivial inven-
tions. This evolution challenges the usefulness of the property rights approach
which aimed at defending IP rights against a disproportionate application of
competition law. In fact, the property rights rhetoric does not contribute to
the understanding of the need to balance incentives to innovation with that
of enhancing cumulative innovation to the benefit of the consumers. It is also
misleading as the analogy between IP rights and property rights on tangibles
cannot stand close scrutiny. Indeed, from an economic analysis perspective,
IP rights present different characteristics from property rights on tangibles.
This entails the emergence of different competition law standards in assess-
ing refusals to license IP rights from those employed for ‘normal’ property
rights. Competition law concerns have also been internalised in intellectual
property, which reveals the close links between these two areas of law. On
the contrary, the rhetoric of ‘property rights’ is static as it visualises IP and
competition law in separate spheres, rendering more difficult the establish-
ment of a dialectical relationship between the two. It is submitted that the
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conceptualisation of IP as a form of regulation may provide a useful theo-
retical basis for a better understanding of the interactions between competi-
tion law and intellectual property. It will make possible the realisation of the
objectives of both of these two areas of law, while also taking into account,
in assessing the appropriate levels of regulation, the specific circumstances of
each economic sector.
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