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A large variety of technology standards are encumbered by patents. Standard-setting organizations (SSOs) through their
intellectual property policies require patent holders to disclose standards-essential patents (SEPs), along with a requirement to
commit to Fair/Reasonable and Non-Discriminatory (FRAND) terms of licensing. However, the contractual and commercial
aspects of FRAND are unclear at the time of formation of standards. An additional market demand may be created purely by
virtue of the particular patented product being declared as a SEP leading to a certain kind of opportunism by patent holders who
demand ‘unreasonable’ royalties, or alternatively, engage in patent hold-ups. Primarily, the disagreement on what FRAND
actually means does not only pertain to the issue of fixation of royalties alone; there is strong disagreement over the very nature
of a contractual FRAND commitment, and whether or not FRAND operates as a waiver for injunctive relief.
Competition/antitrust authorities across jurisdictions have also launched investigations into possible abuses by patent holders in
the SEP context. From a global economic law perspective, the World Trade Organization’s trade based regime (TRIPS and
TBT Agreements) also have a role to play in providing long-term solutions to resolve issues concerning SEPs.
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Standards are ubiquitous.' Standard-setting is a form
of collaborative venture where multiple private
groups with diverse organizational structures and
rules operate worldwide on a regular basis in different
fields of technology.” The diversity of participants and
beneficiaries of standard-setting is explained well by
the nature of their businesses, where seeking product
compatibility is the key.> Most businesses across
borders collaborate and work along with standard
setting organizations (SSOs)* to develop standards
that all firms, irrespective of their status in the
standard setting process, may implement through the
development of various products and processes.’
Historically, technology standards were required to
facilitate trade and thus specialized organizations-
standards- setting/development organizations
(SSOs/SDOs) -emerged to develop them.® Complex
and specialized areas of technology necessitated the
formation of specialist SSOs. While standardization is
inevitable in any field of technology, the need for
standards is acute in the case of information and
communication technology (ICT) based industries.
Standards, which routinely involve homogenization
of the state of art technology, are usually encumbered
by a large number of patents owned by several private
firms/individuals. Hence certain patents “essential” to
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the standards implicate standard-setting activity.
Private exclusivity preserved by patents is essential
for the development of new technologies, while
standardization ensures homogeneity and introduces
product compatibility. However, the interaction
between them viz., patents- ‘private’ and ‘exclusive’
vs standards- ‘public’ and ‘non-exclusive’, is far from
achieving coherence. Private proprietary interests that
currently dominate the national, regional and
international standard-setting environment can cause
considerable global market distortion.

Most SSOs do have intellectual property (IP)
licensing policies in place. However, SSOs do not
engage in resolving commercial issues related to IP
licensing since it may intrude with the freedom of
contract of different parties. The activities of an SSO
are largely concerned with the technical aspects of
standards adoption and implementation. These SSO
policies require “disclosure” or ‘“essential” patents,
along with a licensing commitment called FRAND
(Fair/Reasonable and Non-Discriminatory).

Briefly, the problem as broadly perceived arising
from SEPs (standards-essential patents) suggests that
patent holders engage in ‘hold-ups’ or are able to
extract ‘unfair’/‘unreasonable’ licensing terms from
different market players practising standards across
the globe. The essential conflict lies in the fact that
the remedy system structured around patent-property
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rights (injunctive relief and damages) in different
jurisdictions largely incentivizes such hold-up
behaviour. The regulations that deal with these
situations and the remedies that follow
anti-competitive conduct involving SEPs are weak or
even absent in some jurisdictions. The most important
remedy involving SEPs are based on liability rules,’
where the patent holder is denied any injunctive relief
and the value of patent holder’s entitlement is
determined by some form of third party intervention-
usually by the courts or through regulation.

Standard setting organizations require FRAND
licensing commitments from the patent holders in
cases involving SEPs. However, interpretation of
‘FRAND’ has caused considerable concerns and there
is significant inter-jurisdictional legal and policy
conflict. Currently, litigation involving SEPs is
pending in different jurisdictions, which may lead to
potentially different outcomes. Antitrust authorities in
the US and EU have opened investigations for
violation of FRAND commitments leading to another
possibility of significant divergence of antitrust
remedies involving SEPs. Since standardization and
technical regulations may function as barrier to
international trade,® the Agreement on Technical
Barriers to Trade (TBT) concerns itself with
obligations governing States in relation to standard
setting.” Notwithstanding its importance in global
economy, the private proprietary nature of standards
and standard-setting processes has been a subject of
discussion only in the recent past from an
international trade regulatory perspective.’

Befitting the title of this introductory column, the
attempt here is only to provide an overview of issues
involving SEPs. This column offers a brief
elaboration of the meaning and process involved in
standard-setting. It then proceeds to identify the
different challenges involved in SEP litigation across
different jurisdictions from a variety of legal
perspectives  involving patent law, contracts,
competition law/policy and trade.

Standard-setting: Meaning and Process

While there are various definitions for the term
“standard”,'® in simple terms, a standard may be
defined as a set of technical specifications that seek to
provide a common design for a product or a process.''
They refer to specifications approved by participants
for products and processes that require repeated use in
implementation. Standards when set in a market place

require firms to vigorously compete in a winner- take-
all standards war to establish their own technology as
the de facto standard."” De jure standards are typical
of collaborative and conscious efforts among various
stakeholders through formal and informal SSOs to
arrive at technical specification in relation to a
particular product or process in question. In that
sense, a de jure standard may be seen to limit
innovation in various complementary technology
areas to create a platform for further innovation.”
Before the event of standardization, multiple
technologies usually compete to be incorporated into
a standard under consideration." Thus unlike in the
case of de facto standards, the role of market forces is
limited to the context of determining necessary
outcomes concerning de jure standards since the
choice of standard is done by firms at the same level
of supply chain.® Standard-setting process is driven by
private interests since standards are based on state of
art technologies produced by private firms. Some
scholars have noted that the rise of private governance
involving standards is due to the need for functional
differentiation in the era of economic globalization."
Although sharing of IP in a collaborative standard
setting environment is the key, and that there is hardly
any disagreement about sharing proprietary
information that are embedded into standards, it does
not necessarily bring the optimal outcome in
achieving the desired objectives.'® Most SSOs do
require certain contractual commitments from SEP
holders. There are two major contractual elements
that commonly flow through SSO policies. The first
relates to the requirement of disclosure of “essential”
patents, and the other pertains to licensing
declarations of “essential” patents on certain specified
terms. Disclosure of “essential” patents concerns itself
with obligations that require patent holders’ whose
technology gets incorporated into the standard to
disclose all relevant patents essential to the use and
implementation of the standard, including those which
are pending applications. In such cases, early
disclosure of patents, i.e. ex ante disclosure is the
purpose sought to be achieved to avoid the emergence
of “essential” patents after the standardization event.
Licensing declaration within the SSO frameworks
casts an obligation on patent holders to declare the
broad terms governing licensing, typically, in the
form of royalty free (RF), FRAND, none or both."”
This requirement forms part of SSO policies since
they can exercise caution during the standard setting
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process or chose among alternative technologies for
deciding on standards. However, SSOs do not
themselves engage in deciding the terms of licence or
disputes arising from FRAND commitments.

Patents by nature are private property rights, even
while the information it protects may have some
public good character in terms of non-rivalry and non-
excludability in consumption. Conversely, the use,
practice/implementation of standards as a pure public
good, demands that standards be open and free for all.
Hence the presence of free riding element is inherent
to the practice of standards.'” But it has consistently
been argued that having patents in standards for
royalty free may have the potential to negate
incentives and investments in future technologies."
Moreover, some have also argued that without patent
protection for technologies that are to be embedded
into standards, firms may not be willing to participate
in the standard setting process in the first place."
Thus there are asymmetries in power relationships
among standard participants largely due to the very
nature of functions that two institutions perform viz.,
patents as property and standardization.”® But it has
largely been resolved that patents when embedded
into standards can equally facilitate realization of
functions of both institutions if all “essential””’
patents are disclosed and if patent owners agree to
license their patents for RF or FRAND terms. On a
general outlook, all formal and informal SSOs have
put in place policies that require this outcome.”
However, formal SSOs have to sufficiently address
the commercial incentives of patent owners, though
not within the SSO framework. Thus the presumption
that patent owners whose technology is embedded
into standards must necessarily be compensated has
remained a critical guiding principle within the formal
SSO policy framework.”

SEPs War: How Far Can We Go?

In case of SEPs, the problem as broadly perceived
arises from the fact that patent holders engage in a
kind of anti-competitive conduct within and outside
SSOs (national and international) in the form of
patent hold-ups, patent ambush, royalty staking,
strategic injunctive reliefs, unilateral refusal to license
and violation of FRAND contracts” One of the
important guiding principles behind standards is that
once they are approved, they are accepted and
implemented everywhere.** Standards are seen as
means by suppliers to both satisfy customer need and

as a potential road map to innovation through
complementarities, interoperability and compatibility.?
Thus standards can affect both innovation and
technology diffusion since they form technical
infrastructure that possess considerable public good
content.”® Further, once adopted, the use of standards
essentially reflects a free rider phenomenon due to
public good nature inherent in standards.”’” In other
words, there is greater interest on behalf of the
implementers of standards to have access to
technology at lowest possible costs for arriving at
benefits in manufacturing.

As succinctly noted by Karsten Meinhold of the
European Telecommunications Standards Institute
(ETSI) IPR Special Committee: “IPRs and Standards
serve different purposes: IPRs are destined for private
exclusive use, Standards are intended for public,
collective use”® Since standards are set
internationally, regionally and nationally, but
implemented across borders, they can be strategically
used to downplay international trade and consumer
welfare.””  Correspondingly, patent rights are
territorial grants governed by international common
binding norms, and are seen to be drivers for
technology innovation and when embedded into
standards may strain the use and implementation of
standards. As activities pertaining to collaborative
standard setting have exponentially risen in the recent
years, so have patent rights gained predominance in
providing incentives to commercially exploit the
invention.”®  Although the patents-innovation
paradigm is increasingly under challenge, the
augmented rate of patent rights in technology
products and processes’’ can be cited as the primary
reason for exacerbated problems pertaining to patent
disclosure and licensing issues in commercialization/
implementation of standardized technologies.

Now popular as the “smart phone wars” of the
early 21% century, a simple Wiki’’/Google search
informs us about the sheer quantity of ongoing
litigation and how different firms are engaged in
patent hold-ups in different jurisdictions across the
globe. It shows that firms are either unclear of the
exact boundaries of patents and hence infringe on
them, or that they willfully infringe since they
consider it somehow ‘“‘acceptable” to infringe SEPs
offered on FRAND terms, albeit with disregard to
patent holders rights. Firms across the globe are
fighting over royalty terms involving SEPs and that
an amicable resolution of FRAND contracts is not
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easily forthcoming due to a kind of indeterminacy of
the contract. While there are instances that some firms
may resolve amicably by way of arbitration, others
are willing to go ahead with judicial resolution of the
dispute. Primarily, there is strong disagreement
among scholars as to the exact contractual nature and
legal consequences of a commitment to license on
FRAND terms and if third parties can be beneficiaries
of such a contractual commitment.”” In such a
situation certain primary questions need to be
addressed. What are FRAND contracts? Are they
binding contracts or do they imply an offer to license?
What is the role of contract law in resolving FRAND
related issues? What tools will courts generally use in
determining FRAND from a contractual perspective?
Finally, what are the legal consequences of entering
into a FRAND licensing agreement?

Some instances of litigation around SEPs show that
injunction (preliminary and permanent) is a potent
weapon in the hands of SEP owners to exclude
products from different markets across the globe. It
means that there is less consumer choice in terms of
availability of competing and compatible technology
products if injunctions are routinely issued in case of
infringement of SEPs. In some cases, the courts have
used liability rules to intervene in the patent holders’
power to exclude and to fix royalties.* However,
there is no consistent judicial practice across different
jurisdictions on the effect of FRAND contracts on
injunctive relief (whether FRAND implies a waiver
for injunctive relief). Even within the United States,
there is no common position between the district court
analyses of legal tests for injunctions vis-a-vis the
US-ITC (United States- International Trade
Commission) test for issuing exclusionary orders.”
There are instances of how by overcoming the
principle of “comity” between nations, courts in one
jurisdiction can issue an order against enforcement of
a foreign injunction in a foreign territory, if SEPs are
granted on FRAND terms, until the final resolution of
that court dispute in the country determining
FRAND.* Thus certain fundamental questions are
raised. How are injunctions structured in patent law
from a property perspective? Should injunctions be
available when patent holders sign in FRAND
agreements? If not, what remains of the patent
holder’s property right to exclude? Can patent law
remedies consider the benefits arising from
standardization to off-set the possible implications of
not awarding injunctions to patent holders? In the

alternative, if the patent holder is entitled for damages
only (compensatory liability), how should FRAND
royalties be calculated?

There is an also antitrust dimension involved in
SEPs. The US-FTC (Federal Trade Commission) has
since long been concerned over issues of SEP abuse.
The FTC DOJ Report on IP and Antitrust (2007) states:

A holder of IP incorporated into a standard

can exploit its position if it is costly for users of
the standard to switch to a different technology
after the standard is set. Making such a change
would require abandoning that standard and
developing a new one, but developing an
alternative standard could be costly and may
delay the introduction of a new product. The
profits lost by such a delay may represent a
significant portion of the cost of developing the
alternative standard. In addition, to implement
an alternative standard for an existing product
that requires compatibility and interoperability,
the SSO members might incur switching costs in
redesigning components that had been based on
the old standard and might have to subsidize
consumers’ migration from a standard based on
one technology to a standard based on another
technology.”’

Notwithstanding the fact that several jurisdictions
have opened antitrust investigations on the issue of
SEP related abuses, it is yet unclear if competition
law can effectively be used to prohibit patent holders
from charging royalties that they consider arising out
of FRAND. The counter factual argument by patent
holders is that SSOs choosing an alternative are rare
since in many cases no alternative technology exists
or that their technology is chosen as the best among
several alternatives.”® The argument is that if
substitutes were to exist, “fundamental economics
maintains that firms with a unique product or IP will
be in a stronger position than those with products or
IP for which alternatives exist”, consequently
suggesting that market power pre-exists in situations
where there are no substitutes and implementing them
into standards does not grant patent owners additional
market power. However, other commentators hold the
view that market power conveyed by patents is
“considerably higher” after the standardization,
especially in a network based market, since patent
holders can ensure incompatibility, thereby leading to
a situation where the market may be tipped in favour
of a single network.”® Since competitors are absent
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ex post, a patent holder has the ability to use and may
indeed use the higher market power that he has gained
through adoption to the patent protected standard.*

It is thus essential in the standard-setting context
that antitrust analysis takes into account the values
generated by standardization and that the relationship
between patents in standards must be analysed from
the perspective of price constraints on the patent
holders. While some have argued for patents to be
priced according to “incremental value” rule
(where licensing fees should be restricted to the value
the patent adds when compared to licences of next
best alternatives), other have emphasized that such an
approach does not consider dynamic implications of
the innovation process.”’ The argument is that
incremental value rule, which although has an
“intuitive appeal”, is based on ex post reasoning since
it relies on presumption that all needed innovations
have already been developed, but fails to account for
the dynamic implications on firm’s decisions to invest
in R&D and to further participate in the standard-
setting process.”> Others have called for antitrust
investigations into FRAND violations based on an
objective evaluation of the royalties that the patent
holder could have charged, if the standard did not
increase its market power."

How SEP related abuse is understood within the
confines of competition/antitrust law would require
intensive examination of the interaction between
patents and competition policy. It will be important to
discuss the role of competition law in preventing
patent holders from hold-ups and royalty staking.
How have different competition authorities examined
the issue, notwithstanding the divergence of legal
approaches in competition law and policy
enforcement across jurisdictions will provide a
comparative perspective of the issue.

The regulations promulgated by different countries
in support of homegrown standards suggests that
countries (and their firms) in order to enhance
strategic and economic welfare are not willing to pay,
what they see as “unreasonable royalties”, to foreign
patent  holders.  Currently, the Competition
Commission of India is investigating a complaint by
Micromax (an Indian firm) against global telecom
giant Ericsson’s alleged abuse of dominance by
overcharging Micromax in relation to several SEPs.**
The jury is still out. In this context, it will be
interesting to examine how developing countries have
perceived the SEPs issue? China has been actively

involved in various global forums and has vociferously
argued for finding global solutions. Although India is a
late entrant in this debate, recent litigation involving
SEPs in India have raised certain pertinent issues of
FRAND interpretation, injunctive relief and
competition policy. It will be noteworthy to study how
India and China have responded to the challenges
posed by SEPs from a comparative perspective.

The above reflects the global nature of the SEPs
problem since it has garnered attention of developing
countries that are open to a global solution within the
WTO’s (World Trade Organization) trade based
framework.” Tt also shows that there are different
layers of economic and strategic interests at play in
the trade involving SEPs and that a common solution
may be necessary to harmonize conflicting legal
propositions in comparative jurisdictions. There are
concerns among certain group of countries that the
WTO’s endorsement of the current standard-setting
environment driven by private proprietary interests is
in need of reforms. Both the TRIPS and TBT
agreements concern themselves with the interface of
regulating the global trade and regulatory aspect
involving SEPs. Although the TBT Agreement
provides for a code of conduct for SSO, does the TBT
agreement provide long term solutions towards a
regulatory framework that harmonizes diversity of
solutions involving SEPs? Does the legal framework
of the TRIPS agreement sufficiently allow WTO
members to respond to the SEPs crises by allowing
flexible liability norms? Do they give rise to any
normative challenges? The answer to all these
questions underscores the need and attention for
global economic law to intervene at some level and
contain the anti-competitive and exclusionary effects
created by SEPs across several jurisdictions in order
to avoid global market distortion. It will foster greater
economic integration by creating a more stable and
predictable global business environment for both the
developed and the developing countries.

Conclusion

This introductory column has some modest
objectives. It attempts to show that SEPs pose several
fundamental questions about the interaction between
patent law and various other branches of business
laws, including but not limited to contracts,
competition law/policy, and trade regulation. These
issues will be examined in analysed in the next five
forthcoming issues. This note has opened the debate
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on several legal and regulatory aspects of SEPs. It has
shown that there is a problem at a very fundamental
level where SSOs fail to intervene on ex ante basis to
determine  FRAND commitments, which raises
several challenges from a perspective of interpretation
of indeterminate contracts. Furthermore, the
fundamental disagreement over the meaning of
FRAND, calculation of FRAND royalties and
whether or not injunctive relief should ensue for
FRAND encumbered SEPs is open-ended. What value
the courts attribute to standardization when in conflict
with private property rights may have several
teleological implications including their impact of
dynamic competition (innovation) and trade. This
problem has proliferated in the recent years inasmuch
as developing countries have now attempted to
articulate their stakes. Perhaps, how the global trade
and regulatory regime within and outside the
framework of the WTO will play out to resolve new
global patent issues involving SEPs may
fundamentally redefine patent law and policy across
the globe in the years to come.
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