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ABSTRACT  TRIPS does not lay down rules on parallel imports. Iis provisions, however, do give states
the discretion to apply competition rules to the exercise of inlellectual property rights. The indeterminacies
of competition law and ils application mean that intellectual property owners lack objective criteria by
which to plan their strategic uses of intellectual property. Competition policy, if not clearly and consistently
worked out, may well serve to undermine the incentive effects of intellectual property.
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Introduction

Let us imagine a software publisher in the USA which comes up with a computer game.
In the game, the players try to track down a gang of criminals across different countries
and continents throughout the world. Apart from anything clse, the game (assuming the
requircments of originality are satisfied) will attract copyright protection in the USA.

The USA has been a member of the Berne Convention since 1989 and the Universal
Copyright Convention for much longer. (Alternatively, the game might have been
simultaneously published in a Berne Convention country.) Therefore, copyright protec-
tion will also arise in Australia. The US company, for reasons which seem good to it, has
appointed an ‘agent’ with cxclusive rights to create and promote a market for the game
in Australia. Thus, we have a clear interaction of trade law and intellectual property
rights. Once the game has proven a success in Australia, another party approaches the
US company seeking rights to import the game into Australia too. The second comer is
a notorious discounter. If the US company is minded to honour its arrangements with
its agent (who has helped make the product a success here), the US company and the
agent arguably find themselves triangulated by intellectual property, trade law and
competition policy or antitrust.'

In this article, therefore, I propose first to review how the Agreement on Trade-
Related Aspects of Intellectual Property (TRIPS) addresses these issues. Then, having
found scope for the possibility, I wish to consider some of the complications which arise
when we seek to apply competition policy to intellectual property rights.

TRIPS

For common lawyers at least, the intersection of intellectual property law and trade
policy has been virtually ever present, even if not always recognised. The most obvious
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examples are amongst the most longstanding of multilateral treaties, the Berne Conven-
tion for the protection of literary and artistic works and the Paris Convention for the
protection of industrial property. Each of these firmly sets in place the interlinked systems
based on national protection so familiar today and were the responses of the age of
steamships and the telegraph to problems of international piracy.? Simplifying matters
drastically, countries were not able to secure protection for their nationals’ eflorts in
other countries without offering corresponding protection in their own territories for the
efforts of the other countries’ nationals.

Questions of antitrust or, perhaps more appropriately, competition policy have also
achieved some degree of direct recognition in this context.® There have also been some
instances of the intcrsection of trade policy, intellectual property law and antitrust in the
courts.*

Nonctheless, with its prospect of potentially substantial sanctions, the starting point
for an examination of all three policy frameworks is TRIPS. As a Member of the World
Trade Organisation (WTO) through its signature of the Marrakesh Agreement, Australia
became obliged to implement TRIPS into its domestic law® with effect from 1 January
1996° or risk the possibility of censure and trade sanctions under the dispute resolution
procedures.’

For present purposes, Parts I and Il of TRIPS are relevant. Part I is headed ‘General
Provisions and Basic Principles’; Part II, ‘Standards Concerning the Availability, Scope
and Use of Intellectual Property Rights’.

TRIPS and Exhaustion

Before turning to those provisions which make express provision for the intersection of
trade policy, intellectual property rights and competition policy, it is convenient to
mention one issue which is in many respects not addressed. TRIPS does not lay down
any specific rules about parallel imports (sometimes called grey goods) provided the basic
rules against discrimination are recognised. Article 6 entitled ‘Exhaustion’ provides:

For the purposes of dispute settlement under this Agrecment, subject to the
provisions of Articles 3 and 4 above nothing in this Agreement shall be used to
address the issue of the exhaustion of intcllectual property rights.?

Articles 3 and 4 provide for, respectively, the principles of ‘national treatment’ and
‘most-favoured-nation treatment’. That is, very broadly and at the risk of great sim-
plification, a Member’s laws must first treat nationals of other Members no less
favourably than the Mcmber’s own nationals and, secondly, any advantage, favour,
privilege or immunity granted by a Member to nationals of any other country must be
immediately and unconditionally accorded to nationals of all other Members.

Subject to these rules against discrimination, thercfore, TRIPS does not lay down
rules about parallel imports. Each country is largely free to deal with parallel imports as
it sees fit. If nothing clse, this result indicates that the international community has not
reached any consensus about this question and, indeed, there are quite deep divisions.®

TRIPS and Competition Policy

The first (and perhaps most basic) provision directly addressing the subject matter of this
article 1s Article 7 entitled ‘Objectives”

The protection and enforcement of intellectual property rights should contribute to
the promotion of technological innovation and to the transfer and dissemination of
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technology, to the mutual advantage of producers and users of technological
knowledge and in a manner conducive to social and economic welfare, and to a
balance of rights and obligations.

In some respects, this is a narrow statement of objectives, possibly constrained by the
trade context of its birth.'” Nonethcless, cven without more, its terms suggest consider-
able scope for the application of competition policy or antitrust to intellectual property
rights in a trade context. First and foremost, intcllectual property rights should promote
innovation and the dissemination of technology: goals often claimed to be pursued by
competition policy. The protection and enforcement of intellectual property rights
apparently should also be undertaken in a manner conducive to both ‘social and
economic welfare’; enhancement of economic welfare at least being one of the professed
objectives (if not the objective) of competition policy. Finally, there is a need to balance
rights and obligations.

For the purposes of this article, further shape is given to those objectives by the
principles set out in Article 8. In particular, Article 8.2 of TRIPS in Part I declares:

Appropriate measures, provided that they are consistent with the provisions of this
Agreement, may be needed to prevent the abuse of intellectual property rights by
right holders or the resort to practices which unreasonably restrain trade or
adversely aflect the international transfer of technology.

Through Article 8.2, therefore, TRIPS recognises the possibility of arguably three types of
situation inconsistent with the objectives sought to be promoted: ‘abuse’ of intellectual
property rights &y rights holders or the resort to practices which unreasonably restrain
trade or adversely aflect the international transfer of technology. In such cases, a
Member may take ‘appropriate measures’ (provided of course the measures are not just
appropriate but also consistent with TRIPS itself).

Some further elaboration of this basic principle can be found in Part II. Sections 1
to 7 set in place systems ol protection for several types of subject matter: copyright,
patents, designs, trademarks, geographical indications, layout designs and confidential
information. These systems arc largely bascd on existing multilateral regimes of protec-
tion and, in very broad terms, provide for right owners to have exclusive rights.

The system of exclusive rights 1s qualified in a number of respects. First, the Articles
defining the subject matter sometimes expressly recognise that the right is merely one to
equitable remuncration or the cxistence of some form of compulsory licence'! or do so
by reference to some other instrument.'?

Secondly, for a number of subject matters, TRIPS expressly recognises that Members
may adopt limitations or exceptions to exclusive rights in (1) special cases which (2) do
not conflict with a normal cxploitation of the work and (3) do not unreasonably prejudice
the legitimate interests of the right holder.'

Thirdly, secction 8 is hcaded ‘Control of anti-competitive practices in contractual
licences’. It consists only of Article 40. Its four paragraphs address thrce issues.

By article 40.1:

Members agree that some practices or conditions pertaining to intellectual property
rights which restrain competition may have adverse effects on trade and may impede
the transfer and dissemination of technology. (my emphasis)

This provision in many respects has the appearance of a recital or acknowledgment of
fact and has two clements. There arc apparently some, not all, practices or conditions
which do restrict competition. The particular practices or conditions which do have this
cflfect are not expressly identified in Article 40.1. In addition, these practices or
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conditions may, not will, have negative effects on trade and/or the transfer of technol-
ogy.

The second issue dealt with in Article 40 is one of the consequences arising from that
acknowledgment. Article 40.2 provides:

Nothing in this Agrecement shall prevent members from specifying in their national
legislation licensing practices or conditions that may in particular cases constitute an
abuse of intellectual property rights having an adverse effect on competition in the
relevant market. As provided above, a member may adopt, consistently with the
other provisions of this Agreement, appropriate measures to prevent or control such
practices, which may include for example exclusive grantback conditions, conditions
preventing challenges to validity and coercive package licensing, in the light of the
rclevant laws and regulations of that Member. (my emphasis)

Article 40.2 at lcast gives some examples of licensing practices or conditions which might
constitute an abusc of intcllectual property rights: ‘cxclusive grantback conditions’,
presumably the practice whereby licensors require licensees to assign ownership of any
improvements to the licensed rights; bans on challenging the validity of intellectual
property rights and ‘coercive’ package licensing, presumably requiring a licensee to
accept licences of ‘unwanted’ rights as a condition of licensing the ‘desired’ rights. This
list, which arguably also applics to Article 40.1, is clearly not exhaustive.'

While Article 40.2 endorses the use of laws and regulations to control such practices
and conditions, it would appear that the practices and conditions are not necessarly or
always an abuse of intellectual property rights or otherwise anti-competitive. These
practices or conditions are not proscribed ipso facto. The first sentence of Article 40.2
states that they may in particular cases constitute an abuse. This quite strongly indicates
that Members did not consider thesc practices or conditions always constituted an abuse
having adversc effects in the relevant market. The fact that the article is concerned about
adverse effects on competition in ‘relevant’ markets supports this. Moreover, the second
sentence does not make the adoption of measures to prevent or control such practices
mandatory as onc would expect if there had been agreement that these practices were
always cvil. Instead, Members ‘may’ adopt approprate measures. Further, the measures
adopted must be consistent with ‘the other provisions of this Agreement’. Presumably,
these provisions include the recognition of some rights of remuneration or other
compulsory licences and the more general rules that exceptions to infringement be
limited to special cases which do not conflict with normal exploitation or otherwise
unrcasonably prejudice the legitimate interests of rights holders.'” Moreover, the pro-
vision which finally evolved as Article 40.2 initially contemplated permitting parties to
specify in their national legislation practices ‘deemed to constitute an abuse of intellectual
property rights or to have an adverse effect on competition in the relevant market’.'®

Arguably, Article 40.2 appears to treat the two scparate aspects of Article 8—the
abusc ol intellectual property rights on one hand and, on the other, the resort to practices
which unreasonably restrain trade or adversely affect the international transfer of
technology—as the same thing, but this is perhaps not so clear.

The third issue addressed by Article 40 is interesting as much for what was not
included as for what it embodies. Articles 40.3 and 40.4 provide for consultations where
one Member believes its rules implementing Article 40 are being violated by the
nationals or domiciles of another Member. Article 40.3 deals with the situation where a
Member believes that the nationals or domiciles of another Member are contravening its
rules. The Member whose nationals or domiciles are suspect must afford ‘full and
sympathetic consideration to, and shall afford adequate opportunity for, consultations’.
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The Member must also cooperate by supplying information subject to domestic law
about confidentiality. Conversely, a Member whose nationals or domiciles ‘are subject to
proceedings’ by another Member has corresponding rights of consultation. Most
significantly, however, these rights are ‘without prejudice to any action under the law and
to the full freedom of an ultimate decision of either Member’.

The obligations in Articles 40.3 and 40.4 clearly advance the obligations of a
Mecmber to cooperate with another Member which considers its intellectual property
laws are being abused to restrain competition and impede trade or the transfer of
technology. They must be contrasted, however, with the scope of the obligations
originally sought by the so-called Group of 14." The Group of 14 had sought an
obligation that:

...cach Party agrees upon the request of any other Party to consult with respect to
any such practices and to co-operate with other parties with a view to ensuring that
IPR owners, who are nationals or domicilaries of its country, comply with the
obligations prescribed in this respect by the national legislation of the Party granting
them such rights.'®

If a country’s laws on technology transfer prohibited restrictions on the export of goods
protected by intellectual property rights, might the proposed obligation to cooperate with
a view to ensuring compliance require the mandating of parallel imports?'® Clearly, the
obligations imposed by Article 40.3 do not go so far. In addition, Article 40.4 allows
some scope for pressure to be brought in the opposite direction.

Clearly, therefore, TRIPS mandates at least the application of competition policy or
antitrust rules to the excrcise of intcllectual property rights in particular cases. This could
arise where the intellectual property right is being in some way ‘abused’ to affect
competition adversely. The scope of Articles 8 and 40 appears broad enough at least to
cover both unilateral exercise of power and collusive or bilateral arrangements, the
traditional targets of competition policy and antitrust.

What is Happening Now
At the December 1996 Ministerial Conference, the WTO established a working group:

...to study issues raised by Members relating to the interaction between trade and
compctition policy, including anti-competitive practices, in order to identify any
areas that may merit further consideration in the WTO framework.”
This is a working group only and the declaration was made ‘on the understanding that
work undertaken shall not prejudge whether negotiations will be initiated in the future’.?’
The drivers for this development include the successes in promoting and increasing
international trade, the difficulties in enforcing national laws against transnational agents
and, eventually, business’ increasing nced for more uniform and unified enforcement
policies. No doubt, there is also an element of ‘exporting’ or at least legitimating a
jurisdiction’s own competition policies. Significantly, the USA (which of course has
considerable clout in bilateral negotiations) has expressed caution: raising, amongst other
things, the difficulty in reaching agreement on ‘sound competition rules’, the risks of
adopting ‘lowest common denominator’ outcomes, the fact-intensive nature of antitrust
inquiries and the consequent surrender of national sovereignty involved.**Under the
chairmanship of Professor Frederic Jenny from France, the Working Group met three
times in 1997 and is scheduled to meet four times in 1998.2 The work programme has
been broken down into four topics:
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e rclationship between the objectives, principles, concepts, scope and instruments of
trade and competition policy;

® stocktake and analysis of existing instruments, standards and activities;

® interaction between trade and competition; and

¢ identification of any areas that may merit further consideration in the WTO frame-
work.

The meetings in 1998 were scheduled for 11-13 March, 27-28 August, 23-25 Septem-
ber and 17-19 November. It is expected that the relationship between trade-related
aspects of intellectual property and competition policy will be considered at the
September meeting along with the relationship between investment and competition

policy.

Intellectual Property Rights and Antitrust”

TRIPS is a clear affirmation that, at least in particular cases, dealings in (or refusals to
deal in) intellectual property rights may conflict with competition policy and so may be
subjected to ‘appropriate measures’. We must excrcise a considerable degree of caution,
however. There are at lcast two main reasons why we should not be too ready to impose
antitrust sanctions on intellectual property owners. First, in many cases it seems unlikely
that owners of intellectual property rights will have the necessary economic power to
attract antitrust sanctions. Secondly, competition policy has been largely developed on
theorics to fit situations quite different and possibly quite inapplicable to issues raised by
intellectual property rights. This is not to say that competition policy or antitrust should
not apply to intellectual property rights—TRIPS and national legislation such as sections
51(1), 51(3) of the Tradc Practices Act 1974 (Cth) (TPA) make it clear that intellectual
property rights are subject to competition policy. What 1 hope to do in the remainder
of this article, however, is to cxamine some of the rcasons why we should be cautious in
the application of competition policy to intellectual property rights.

The Need for Market Power

The first problem which confronts the frustrated would-be parallel importer identified in
the illustration in the Introduction is that ownership of an intellectual property right will
generally not give rise to sufficient market power to attract the operation of competition
policy.” If the owner of the intellectual property right does not have market power, there
can be no breach of section 46 of the TPA and it is unlikely that sections 45 or 47 will
apply in the absence of horizontal collusion.”®

Section 46(1) provides:

A corporation that has a substantial degree of power in a market must not take
advantage of that power for the purpose of:

(a) eliminating or substantially damaging a competitor of the corporation or of a
body corporate that is related to the corporation in that or any other market;

{(b) preventing thc cntry of a person into that or any other market; or

{c) deterring or preventing a person from engaging in competitive conduct in that
or any other market.?’

Since the introduction of sections 4E and 46(3) of the TPA, ‘power in a market’ clearly
requires an assessment of market power in an economic sense.?® To simplify the inquiry,
this process is usually broken down into two stages: definition of the relevant economic
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market and then an assessment of the defendant’s power in that market, although both
are part of the same process.”

Defining a ‘market’.  The definition of the relevant market requires an examination of the
possibilities of substitution both in terms of what alternative products are available to
buycrs and what alternative avenues of supply may be available. This basic principle has
been claborated in the Australian context in the QCMA case:

We take the concept of a market to be basically a very simple idea. A market is the
arca of close competition between firms or, putting it a little differently, the field of
rivalry between them. (If there is no close competition there is of course a
monopolistic market.) Within the bounds of a market there is substitution—substi-
tution between one product and another, and between one source of supply and
another, in responsc to changing prices. So a market is the field of actual and
potential transactions between buyers and sellers amongst whom there can be strong
substitution, at least in the long run, if given a sufficient price incentive. Let us
suppose that the price of one supplier goes up. Then on the demand side buyers
may switch their patronage from this firm’s product to another, or from this
geographic source of supply to another. As well, on the supply side, sellers can
adjust their production plans, substituting one product for another in their output
mix, or substituting one geographic source of supply for another. Whether such
substitution is feasible or likely depends ultimately on customer attitudes, technol-
ogy, distance, and cost and price incentives.

It is the possibilities of such substitution which set the limits upon a firm’s ability
to ‘give less and charge more’. Accordingly, in determining the outer boundaries of
the market we ask a quite simple but fundamental question: If the firm were to ‘give
less and charge more’ would there be, to put the matter colloquially, much of a
reaction? And if so, from whom? In the language of economics the question is this:
From which products and which activities could we expect a relatively high demand
or supply response to price change, i.e. a relatively high cross-elasticity of demand
or cross-clasticity of supply?*

Applying this test, the courts have not dismissed outright the possibility that an
intcllectual property right might constitute an economic market:

...there will always be a question of fact whether the relevant market is confined to
a single product or brand of products. The test is substitutability. There may be
cases wherc a particular product, or brand of products, is so distinctive that no other
product or brand is seen by consumers as a possible substitute. In such a case, the
‘market’ is constituted by the trade in that product or brand of products. Perhaps
more frequently other products or brands present realistic alternatives; in which case
they also will be within the relevant market.

Since the clear statutory direction to adopt the economic test, however, the courts in
Australia and New Zealand have consistently rejected attempts to define markets in
terms of a single trade marked product or copyright work.*

Market power. The High Court has defined market power in the following terms:

Market power can be defined as the ability of a firm to raise prices above the supply
cost without rivals taking away customers in due time, supply cost being the
minimum cost an efficient firm would incur in producing the product. ...*

Further, in forming a view about whether a firm has market power, the High Court has
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directed primary attention to the potential for competition and the existence of barriers
to entry:

A large market share may well be evidence of market power ... , but the ease with
which competitors would be able to enter the market must also be considered. It is
only when for somc reason it is not rational or possible for new entrants to
participate in the market that a firm can have market power. ... There must be
barriers to entry.**

Mason CJ. and Wilson J. went on to identify a number of factors which may be barriers
to entry, but Dawson J. noted that what constituted a ‘barrier to entry’ was a matter of
considerable controversy within the economics profession.®

Unfortunately, none of these tests arc terribly precise. The types of cost and pricing
data which might reduce some of the tests to mathematical formulac are not likely to be
available. Consequently, the courts have clearly recognised that they are dealing with
questions of degree. The process can be very inexact.

On this basis, the Broderbund decision has been attacked on at least two grounds: first,
setting the threshold for market power too high and, secondly, for not taking into
account barriers to entry.*

The basis for the complaint that the threshold for market power was set too high
appears to be Beaumont J.’s reference to remarks by Dawson J. in Queensland Wire that
market power ‘is thus the advantage which flows from monopoly or near monopoly.*’
There can be no doubt that the current wording of section 46(1) was introduced to
extend the reach of the prohibition.’® Beaumont J., however, found that Broderbund’s
market share in the two relevant markets was in the range of 10~17% in a context where
his Honour accepted evidence that there were ‘many’ alternative games.*® Therefore, in
context, a ruling that Broderbund did in fact have a substantial degree of market power
would secm very controversial; certainly its market share was considerably lower than
that found in Bursill when Wilcox . did find a substantial degree of power in a market.*’

The criticism of Broderbund on barriers to entry was summarised thus:

...the ecxclusive distributorship between Broderbund Software Inc. and Dataflow
crcates an artificial barrier to entry. Other distributors who may have been
prepared to supply the product at a lower price than Dataflow were restricted from
cntering the market. Similarly, the importation provisions were not discussed as a
form of legal barrier to entry.

With respect, this is to confuse the product with the market. It makes the very mistake
committed in the fra Berk case and which section 4E of the TPA was introduced to
preclude. In the original analysis from which the PSA drew its analysis, Dr Corones also
raised the possibility that the importation provisions might have been used by a
barricaded oligopoly to entrench market discipline or otherwise foreclose competition.
This is a possible problem, but not one which arose on the reported evidence.

The other suggested barrier to entry was the role of product differentiation as there
was a claim that ‘Carmen SanDiego’ was superior in quality. Even more than in the case
of the barricaded oligopoly argument, one must be very slow to rely on product
differentiation as a barrier to entry. In principle, one might think it a very strange
outcome for a law designed to promote consumer welfare such as competition policy to
imposc disincentives to improve quality. One might have thought that giving better value
for money was to be encouraged. Moreover, the existence of variety and choice is
generally desirable. Not everyone can afford a Rolls Royce or Lamborghini, nor should
people be forced to pay for four-wheel drives when all they need are city runabouts.
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Thus, the economic evidence is far from condemnatory except perhaps in very severe
cases.!

The Paradox of IP

As already noted, it is clear that competition policy is intended to apply to owners of
intcllectual property rights. What is (much) less clear is how competition policy should
be applied to intellectual property rights. As discussed in the above section, the problem
should not arise in many cases because the intellectual property owner will be unlikely
to have market power in a properly defined, economic market. What do we do, however,
when the owner does have market power? I shall try to explore this problem from two
different directions: cases of refusal to deal and cases of charging ‘unreasonably’ high
prices.

The Magill case in the European Union concerned what in many respects could be
considered a fairly bizarre situation.*? The various tclevision networks provided their
scheduling information—programme listings—to their respective subsidiaries which each
published their own ‘entertainment’ magazines containing weekly listings. As in Aus-
tralia, the daily listings for all networks were published in the daily papers. However, in
the UK and Eire, it was not possible to buy a comprehensive weekly listing in advance.
It was necessary to buy cach of the network’s own magazines. The networks refused to
license the listings for a comprehensive publication, allowing only publication of high-
lights and licences to foreign language publishers on the continent where broadcaster
reccption was possible.

On a complaint by Magill which had been denied a licence to publish a comprehen-
sive weckly listing, the Europecan Commission, the Court of First Instance and, in a
ruling with apparent similarities to Queensland Wire, the European Court of Justice (EC])
condemned the practice.

The ECJ affirmed that a refusal to license an intellectual property right could not of
itself amount to an abuse but, where the right owner was dominant, could do so in
‘exceptional circumstances’.*> As alrcady discussed, there is nothing new in the ECJ’s
view that the holder of an intellectual property right is subject to the competition rules.
The EC]J found the copyright owners had abuscd their market power because:

® there was no actual or potential substitute for a weekly television guide, a product for
which there was a specific, constant and regular potential demand;

® therc was no justification for refusing to license the material; and

® the copyright owners (broadcasters) were attempting to reserve to themselves a
secondary market (weekly guides) by excluding all competition from that market.**

Having found abusive conduct, therefore, the ECJ upheld the Commission’s order that
the copyright owners must license the protected material at ‘reasonable’ rates.*’

It has been suggested that the ruling was really an application of the traditional
principal that a monopolist in one market cannot extend that monopoly into a secondary
(or downstrcam) market.’® At least in the case of a copyright owner, that type of theory
could be quite dangerous. Every novelist (or short-story writer) who refuses to grant film
or television rights (or purports to do so on an exclusive basis) seeks to reserve to him
or herself a secondary market. Arguably, the novelist might make out a case that the
economies of film production make exclusivity justifiable. But that is an uncertain sea to
set sail on; worse, what would be the justification of the copyright owner who refused to
license at all?*’

These risks may highlight the significance of the EC]J’s conclusion that there were no
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actual or potential substitutes. As I have argued above, a novelist (or short-story writer)
is very unlikely to have market power in the relevant sense. If there were market power,
however, perhaps the ECJ meant that liability arose not just because the copyright
owners had market power. It was a special kind, possibly akin to a situation where there
was a true singlc-product market.

In Queensland Wire, the High Court also appears to have condemned BHP for the
absence of justification. Each of the judgments relied on the fact that Y-bar was the only
product which BHP did not sell into the wholesale market and that it could do this only
because it faced no competition.*® That is, it would seem that the defendant would
escapc liability if it would not have acted differently in a competitive market.

This confronts us with the mmmediate difficulty that in a competitive market an
intcllectual property owner may well refuse to license the right, or may choose to license
only one person or even several people but in different territorics or fields of use.*
Broadly speaking, an intellectual property night confers on the owner power to decide
whether or not to put the product or process protected by the intellectual property right
on the market and, if the owner does decide to do so, when the product is released,
where the product is released and how (i.e. in what form and quality).”® The basic
premise of intellectual property rights is that the owner is in the best position to assess
the best way to exploit the right and, if he or she gets it wrong, that is his or her bad
luck.

The High Court’s apparent adoption of a requirement of justification, thercfore,
might force us to reconsider the outcome in the Bursill case. There, the defendant Bursill
was found (o have taken advantage of the market power conferred by the Salomon brand
because 1t refused sales of the current range to a discounter. On the evidence, Wilcox J.
concluded it was clear onc of the reasons for the refusal to supply the discounter was the
desire to protect established retailers from the discounter’s competition and, conse-
quently, a breach of section 46(1)(c) of the TPA was made out.”

What is surprising about this result is the suggestion in the report that Bursill was
condemned for cngaging in exactly the same conduct which had cnabled it to take the
Salomon brand from an ‘also ran’ to the market leader, in the process drastically
reducing the dominance of the previous market leader.”? As Dr Corones has noted in his
comment on the Broderbund case, at least some economists would consider Bursill’s
continucd usc of this strategy dangerous and deserving of sanction; but economists have
not reached any consensus on this issue. It seems very hard to condemn someonc for
continuing his or her successful competitive strategy. Morcover, how will Bursill ever
know when it has crossed the line?

The allegation that the owner of the intellectual property right is seeking to charge
‘unreasonable’ prices highlights the problem from a different perspective.

In Magll, the ECJ upheld the Commission’s order that the copyright material be
licensed at no more than ‘rcasonable rates’. This raises the question of how to determine
what is reasonable. That, in turn, raises the question of adopting a standard to determine
what is reasonable. The ECJ and the Commission were spared these difficulties in Mag:/l
as the UK Parliament had intervened and stipulated a compulsory licence of program-
ming information, conferring jurisdiction on the Copyright Tribunal to arbitrate dis-
putes.”

In a number of cases, this may not really cause a problem as the monopolist has
helpfully licensed the subject matter (or sold the product) to someone else and a
benchmark can be calculated.® (Even this may not be a solution, however, if contrary
to my view the novelist is a monopolist: how many novels will support two films by
competing movie houses?)
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This approach at least has the appearance of ostensible fairness. It may not provide
a perfect solution if the monopolist has been misusing market power against all
customners. It clearly cannot work, however, wherc the right owner has not previously
licensed the intellectual property. Even if the incumbent monopolist concedes it has a
duty to supply (license), the issue is only postponed. It could set the price so high that
for all practical purposes it has refused to deal or will still secure monopoly rents. Thus,
the sanction of antitrust lurks.

The problem is compounded by the nature of intellectual property rights. The very
purposc of the nght is to enable the right owner to raise the price of products above
marginal cost as the bulk of the investment lies in the research and development stage
with the marginal costs of production being relatively small in comparison.”® Computer
programs provide a striking demonstration of the problem. In its Final Report on Computer
Soflware, for example, the PSA reported that the investment in developing a sophisticated
wordprocessing program could involve 137 employee years. Once made, however, it
could be copied for the cost of some disks and the electricity consumed in the short
minutes of the copying process; even morc cheaply where the program is stored ‘on-line’.
In a perfectly competitive market in the absence of intellectual property rights, the price
of the product would be reduced to those costs ol copying plus some small (usually
described as ‘reasonable’) allowance for the cost of funds utilised. Accordingly, intellec-
tual property laws such as copyright aim to confer on the copyright owner the power to
raise unit price above marginal cost to provide an incentive to make the risky upfront
resecarch and development investments.

The lack of certainty and abscnce of any objective criteria by which to judge (or
advise) the intellectual property owner which has achieved a sufficient degree of market
power is dramatically illustrated in the Federal Court litigation over the supply of stock
exchange information. After several years of supplying information, the stock exchange’s
marketing vchicle sought to raise the price substantially to a competing wholesaler. The
marketing vehicle was found to have breached section 46 of the TPA. At first instance,
the trial judge imposed a licence fec for data transmitted electronically from the stock
exchange at $100 per annum—the marginal cost of supply plus a ‘reasonable profit’. On
appeal, the fec was upgraded to $1.45 million per annum.*

In arriving at an annual licence fee of $100, the trial judge in Pont Data had
concluded:

Once it is accepted that ASXO is not entitled to misuse its monopoly position, it
ought not to be regarded as unfair to compel ASXO to supply signal C at a price
which reflects the cost of supplying that signal together with a margin of profit similar to that charged
by competitive suppliers in the data industry. 1 accept that such a price is likely to be low,
compared with the fees charged in the subject contracts. But that is because the cost
of supply is low. In a competitive situation that low cost would be reflected in a low
price.”’

The Full Court described this as ‘a drastic interference’. It considered his Honour’s
rcasoning to be in error because the requirement of a price ‘which reflected the cost
together with a low margin of profit’ (i.c. the equilibrium price in a perfectly competitive
market) was not dictated by the finding of anti-competitive market power.”® The Full
Court then substituted its own formulation of ‘terms designed to attain broad and
substantial justice between the parties’. Closer examination of the issue was avoided by
reinstating the prices which had applied before the stock exchange sought to raise the
price to a level which Pont Data objected to. This latter finding unfortunately does not
advance matters much. If Pont Data had objected when the price was originally
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‘imposed’ rather than when ASXO sought to revise the arrangements, what standard
would have been applied?

Does it Matter?

It might be argued that these concerns are not really of great significance. The problems
(if problems they be) arise only in very special situations like Magill where it is ‘obvious’
to ‘everyonc’ what should happen. I suggest that this is to dismiss the dangers too readily.

First, indeterminacy can have devastating consequences at the practical level. The
monopolist may never know in advance whether its demands are reasonable or will
expose it to condemnation. The legal costs, let alone the potential damages, for getting
it wrong could well be prohibitive. In addition, as illustrated by the Pont Data case, the
price payable (licence fee) will vary widely.

Secondly, there is no ‘bright linc’ between the ‘special’ cases and the ‘others’.
Opinions will invariably differ about what are the ‘special’ cases. Moreover, rules which
might secem justifiable when applied to very special cases can be cxtended quite easily.
As already noted, there is much scope for interpretation and matters of degree in
applying scction 46 of the TPA. The Prices Surveillance Authority has lent its consider-
ablc institutional authority to the view that copyright creatcs what appears to be a
remarkable number of ’single product markets’.

Thirdly, there is the potential impact of uncertainty and interference on incentives.
When considering the price of access to ‘essential facilities’, the Hilmer Inquiry expressly
reccognised the lack of any objective criteria and the consequent uncertainty and
unpredictability:

Neither the application of economic theory or general options of fairness provide a
clear answer as to the appropriate access fec in all circumstances. Policy judgments
are involved as to where to strike the balance between the owner’s interest in
recciving a high price, including monopoly rents that might otherwise be obtainable,
and the user’s interest in paying a low price, perhaps limited to the marginal costs
associated with providing access. Appropriate access prices may depend on factors
such as the extent the facility’s existing capacity is being used, firmly planned future
utilisation and the cxtent to which the capital costs of producing the facility have
already been recovered. Decisions in these areas also need to take account of the
impact of priccs on the incentives to producc and maintain facilities and the
important signalling effect of higher returns in encouraging technical innovation.
For example, rclatively low access prices might contribute to an efficient allocation
of resources in the short term, but 1n the longer term the reduced profit incentives
might prevent technical innovation.”

Thosc observations are equally applicable in the context of intellectual property; the
warnings about the impact on incentives particularly so given the rationale for intellec-
tual property regimes.

The Hilmer Inquiry’s reference to incentives is important for another reason.
Surprisingly, regulators and to some extent the courts when determining prices in these
situations have usually opted for a concept of ‘fairness’.®® This suggests that, of the
cconomic justifications for intellectual property systems, the decision makers are opting
for the ‘reward’ theory instead of the ‘incentive’ theory generally supported by
economists.®’ Such an approach could well reduce the incentives which intellectual
property sceks to create. It also seems at odds with the High Court’s emphasis on
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competition policy as concerned with the competitive process, not protection of competi-
62
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