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Antitrust Issues in Intellectual 
Property Licensing

JOSEPH E. GORTYCH

obtains a license from the other are called
“cross licenses.” Such licenses are generally
considered “procompetitive” and have the
blessing of the antitrust enforcement
agencies, namely the Department of Jus-
tice and the Federal Trade Commission.

Procompetitive vs.
anticompetitive limitations
Anyone who has ever leased a car or an
apartment knows that the lease typically
contain numerous limitations and restric-
tions. The same is true for IP licenses. An
owner who seeks to license IP is demon-
strating an interest in preserving some of
his or her rights to it. These rights are
maintained through limitations and re-
strictions: examples common in license
agreements include the term (time limit)
of the use of the IP, the field of use, territo-
rial restrictions, a requirement to “dili-
gently exploit” the IP, and royalty terms.
The licensee will of course seek to limit the
number of restrictions to the extent neces-
sary to maximize his or her income from
exploiting the IP.

Antitrust issues can arise when the lim-
itations or restrictions in a lease have an
anticompetitive effect. The antitrust en-
forcement agencies as well as the courts
use the “rule of reason” to establish
whether a particular IP license is procom-
petitive or anticompetitive. The “rule of
reason” involves a comprehensive analysis
of the status of the relevant markets and
the economic impact of the license on
them.

In cases in which the type of limitation
or restriction is renowned for its procom-
petitive effect, or notorious for its anti-
competitive effect, the antitrust analysis is
relatively straightforward. For example, a
restriction in a license that requires the li-
censee to “diligently exploit” the IP is con-
sidered procompetitive because it encour-
ages the licensee to get the IP out into the
market. On the other hand, a tying
arrangement that requires the licensee to
purchase an item outside the scope of the
licensed IP is unlawful per se.

Examples of license limitations
License agreements can be crafted with
many types of limitations, but a few occur
more frequently than others. Some of the
typical limitations that raise antitrust con-
cerns are summarized below.

Territorial restraints 
IP licenses are often negotiated “horizon-
tally,” i.e., between competitors. Naturally,
such licenses are beneficial for a variety of
reasons. For example, a horizontal license
can be used when one company holds a
patent upon which a competitor appears
to infringe. The companies may decide to
settle the matter by negotiating a license.
However, if the license includes territorial
limitations designed to restrain sales out-
side of designated territories, it would like-
ly be deemed anticompetitive under the
antitrust laws.

Requiring royalties beyond the IP’s term 
A license typically includes a clause that
covers the amount of the royalty. A royalty
is the share of the proceeds of the sale of a
product which accrues to the owner in ex-
change for his or her having granted per-
mission for it to be exploited by another
party. For property in the form of a patent,
the term of ownership is limited. When a
patent expires, the invention becomes
available to the public and can be used free
of charge. For this reason, a clause that re-
quires payment of a royalty beyond the
term of the patent is considered “patent
misuse” and is unlawful per se.

Resale price maintenance 
Resale price maintenance occurs when a
licensor attempts to “fix” the resale price
of the product which embodies the li-
censed IP. Such a requirement will be
deemed unlawful per se by the authorities.

Tying arrangements 
A tying arrangement, or “tied sale,” arises
when one party agrees to sell a product on
the condition that the buyer purchase a
different product, or when one party
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titrust law and its relationship with intel-
lectual property (“IP”). This month’s col-
umn focuses on the role antitrust laws play
in IP licensing.1

Purpose of an IP license
Generally, a license is an agreement that—
in exchange for a fee—allows one party
(the licensee) to make, use, or sell a prod-
uct based on an invention, technology, or
know-how owned by another (the licen-
sor). Since title to the property remains
with the licensor, a license is similar to a
lease.

Not every person or company capable
of generating IP possesses the marketing,
manufacturing, and distribution resources
necessary to leverage it in the marketplace.
By the same token, not every person or
company in a position to leverage IP in the
market is capable of creating IP of value.
For this reason, it is often more economi-
cally efficient for parties to contract with
each other to obtain the benefit of their
combined resources. In this sense, a license
is a vehicle for promoting the creation and
sale of intellectual property.

Licenses can also be important in re-
solving situations in which a patent on one
product effectively blocks the marketing of
another product. In this scenario, for ex-
ample, a patent on an improvement to a
coverplate used for a flat-panel display
may be blocked by a patent on the display
itself, (i.e., the use of the new coverplate
could infringe upon the flat-panel display
patent). Here, the patented display is called
“blocking IP,” because it interferes with the
intended use of the new coverplate. If the
coverplate is a significant enough im-
provement that the flat-panel display
patent holder would want to use it, a
stand-off results. This stand-off can be re-
solved through either party’s licensing the
other’s IP. Agreements in which each party
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agrees not to purchase a given product
from any other supplier. The antitrust en-
forcement agencies will examine the com-
petitive effects of such an arrangement.
Generally, they will challenge it if the seller
has “market power” in the tying product, if
the arrangement is deemed anticompeti-
tive in the relevant market, and if justifica-
tions for the arrangement based on eco-
nomic efficiency are outweighed by its an-
ticompetitive effects. Here, “market pow-
er” means the ability to profitably main-
tain prices above, or output below, com-
petitive levels for a significant period of
time. In other words, market power is the
ability to control prices in a particular
market beyond those dictated by free-
market forces.

Exclusive dealing
Exclusive dealing occurs when a license
prevents the licensee from licensing, sell-

ing, distributing, or using competing tech-
nologies. Such arrangements, although
not antitrust violations per se, will be ana-
lyzed under the “rule of reason.” The key is
whether the exclusive-dealing clause
would reduce competition. The analysis
includes examining whether the arrange-
ment promotes exploitation and develop-
ment of the IP, and constrains or foreclos-
es the exploitation and development of
competing technologies. In reviewing an
exclusive-dealing clause, other clauses in
the license, such as those directed to “dili-
gent exploitation” of the IP, may also be
considered.

Conclusion
Generally, IP licenses are favored under
the antitrust laws as a way to promote eco-
nomic efficiency, innovation, and compe-
tition. However, an IP license can run
afoul of antitrust law if it is not properly

drafted. Problems arise when a clause is
deemed to have an anticompetitive effect.
Some clauses may include limitations or
requirements that are clearly antitrust vio-
lations. Such limitations include retail
price maintenance, and payment of royal-
ties beyond the term of the licensed IP.
Other limitations, such as exclusive-deal-
ing clauses, tying arrangements, and terri-
torial restraints, raise antitrust concerns
and require in-depth analysis to determine
whether or not they exert a net anticom-
petitive effect.
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