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PREFACE

Our Spring 2021 issué Volume 10, Issue 4 explores
practical and theoretical problems in our intellectual property system.
All modern and unsettled.

First, Professors William E. Kovacic, Robert C. Marshall, and
Michael J. Meurer offer an impressive eagudy analyzing rampant
price-fixing patterns observed in the chemical industry from 1980 to
present. In doing so, the authors conclidbéased on empirical
evidence validated by our stdffthat international chemical firms
have used patent licensindheenes to achieve serial collusion. Based
on these findings, the authors call on the antitrust community to show
greater skepticism towards patent schemes and to recognize that
A[l ]icensing arrangements can provide
colluders to mak illegal collaboration in the guise of seemingly
legitimate activity in which direct interaction among competing firms
mi ght seem nor mal and unremarkabl e. 0o

Second, Professor Brian L. Frgablishes yet another piece
challenging our preconceptions oteflectual property. Here, Frye
points out an apparent contradiction in copyright policy: We label
copyright as a mere quafsirm of property, yet view authors in an
overly romantic fashion. Frye accuses copyright owners of using this
anomaly for their begfitT at the expense of the public. Based on these
observations, Frye calls for the intellectual property community to
stray from these romantic inclinations and instead view copyright
authors as mere fAlandlords. o

Third, Staff Editor Zachary Shufiend Katie Dixon provide us
with a thoughtful note examining the
authentication and the rising use of artificial intelligence and
blockchain as tools for achieving this objective (along with their
nefarious uses). In doing so,etlShufro and Dion conclude that
i [ g technology can streamline, reinforce, and guarantee the
authenticity of a work, it can also create the opportunity for nefarious
actors to perpetrate fraud on a massive scale. Until the art market
adapts ways to adess these risks, the old adage of caveat ethptor
buyer bewaré wi | | continue to be the hall mar

Finally, 1 offer my own note: An analysis of the text and
legislative history of Section 111(a)(5) of the Copyright Act. This
work was promptedby the recently filed casé&BC, et. al. v.

\"



Goodfriendin the Southern District of New Yoikto be argued later
this year.

This i1 ssue wil/| be the | ast of the
behalf of our staff, we thank you for reading. Speaking personally . .
serving as t hin-Ghiefihasbaemthelhighest iowor of o r
my academic career. It has been a pleasure working alongside this
team.

Sincerely,

Zachary J. Bass
Editor-in-Chief
NYU Journal of Intellectual Property & Entertainment Law

Vi






NEW YORK UNIVERSITY

JOURNAL OFINTELLECTUAL PROPERTY
AND ENTERTAINMENT LAW

VOLUME 10 SPRING2021 NUMBER 2

PATENTS AND PRICE FIXING BY SERIAL COLLUDERS

WiLLiAM E.KovAcic,” ROBERTC. MARSHALL,”™ AND MICHAEL J.MEURER™

Antitrust law has long been mindful of the danger that firms may misuse their
patents to facilitate price fixing. Courts and commentators addressing this danger
have assumed that patdacilitated price fixing occurs in a single market. In this
Article, ww extend conventional analysis to
facilitate price fixing across multiple products lines. By doing so, we expose gaps
in existing agency enforcement and scholarly proposals for reform. Important legal
tests that make sengethe single market setting do not carry over to the context
we call serial collusion, where certain offenders engage in repeat collusion across
product lines. This Article argues that there is an urgent need to recast these tests
to address serial collusn of the sort that prevails in the chemicals, auto parts and
electronics industries. To support this argument, we develop empirical evidence
consistent with the possibility that serial colluders in the chemical industry
acquired and used patents to suppbeir collusion, either directly to coordinate

and monitor output and pricing or indirectly to deter new firm entry by erecting
patent thickets as a barrier to entry. Throughout this Article, we describe the flaws
of current antitrust doctrine when it otes to assessing patents and price fixing,
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suggest doctrinal improvements, and provide guidance to antitrust enforcers about
how to better understand and combat serial collusion facilitated by patents.
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INTRODUCTION

In the history of antitrust enforcement, patents have occupied center stage in
a number of Supreme Court cases addressing horizontal price fixing and
conspiracies to monopoliz&ds one emi nent economist ha
worst price fixing schems in American history were erected on a foundation of
agreements to cro$si cense compl ement ar?Oveafordy c o mp
years ago, a formative study by George Priest identified the collusive potential of
patent licenses. Priest described how a patent owner might, through licensing
agreements with rivals, create a cartel:

The Patent Act, as interpreted by the ntsuhas allowed persons
granted or assigned patents broad authority to set licensee output, to
allocate licensee territories, and even to fix minimum licensee prices.
This has meant that a group of firms agreeing, in violation of the
Sherman Act, eitheotfix prices or allocate output, could disguise its
agreement by obtaining a patent on an unimportant process and
executing licenses to previously competing members which incorporate
the provisions of the illegal agreemént.

In essence, a patent holdehavcan control output and thus affect prices for
products that make use of its invention, could become a ring leader for a cartel under
the cover of organizing a patent licensing scheme.

! Notable examples includénited States v. Singer Manufacturing C&74 U.S. 174 (1963);
United States v. New Wrinkle, In842 U.S. 3T (1952);United States v. Gypsum C833 U.S.
364 (1948);United States v. Line Material Ga333 U.S. 287 (1948t artford-Empire Co. v.
United States324 U.S. 570 (19455tandard Oil Co. (Indiana) v. United State&83 U.S. 163
(1931).

2 FREDERICM. SCHERER INDUSTRIAL MARKET STRUCTURE ANDECONOMIC PERFORMANCE452
(2d ed. 1980)See alsdrene Till, The Legal Monopolyin THE MONOPOLY MAKERS. RALPH
NADERGs STUDY GROUPREPORT ONREGULATION AND COMPETITION 289, 307 (Mark J. Green ed.,
1973) ( f td @erve ¢he endsdof corporate enterprise, the patent has become a potent
instrument for restraint of trade. 0).

3George L. Priestartels and Patent License Arrangeme@.L.& Econ. 309, 309 (1977).
Other commentators from this period who identifihe collusive possibilities posed by patent
licensing agreements includeA\wRENCE A. SULLIVAN , HANDBOOK OF THE LAW OF ANTITRUST
5511 54 (1977)[hereinafterHANDBOOK OF THELAW OF ANTITRUST]; Till, supranote2, at 310
(ALicensing agreements have cont ai nBirdctlyor oduct i
indirectly they have served as vehicles for setting pracel establishing limited market territories

. 0) ; Vileghall Restrintion$ on Elpitatior of the Patent Monopoly: An

Economlc Analysjs76 YALE L.J. 267, 336 (1966) (observing that price restrictions in patent
licensing agreementscanonst i t ut e fAt he nhackhaarne | of) . | oose



15¢ N.Y.U. JOURNAL OF INTELL. PROP. & ENT. LAW [Vol. 10:2

Early in the twentieth century, courts struggled to characteriemplatenses
and pools that increased patéiatsed profits by restraining market competition. The

recentFTC v.Actavis,Incdeci si on recall ed t Hhited body
States v.Line Material CoJ explained that 60t he | mp
monopoly, 6 is oOinvaliddé under the ant.i

t
i n that case by seeking an accommodat i c
the patent monopoly and the illegal restraint prohibited broadly by the Sherman
A c t*Cdurts were generally deferential to patent licensing schemes so long as they
were confined to the duration of the patent agreement and did not involve products
beyond the patented proddct.

In the years between Line Matefiahnd recent pajor-delay cases,
government antitrust agencies have detected and prosecuted several thousand price
fixing agreements.Yet, judicial decisions, enforcement agency statements, and
other accounts of these agreements rarely mention patents. This absence puzzles us.
Onre possible reason is that judicial opinions and enforcement agency guidance,
especially from the 1930s through the 1970s, discouragedfpras from using
patents to advance their go&lEhe wariness of antitrust policy concerning patent
licensingprat i ces crested in the | ate 1970s v
l ssuance of what bec-Hm# adetoblivensingmacticdse i N
that the Antitrust Division would regard as per se illegal violations of the Sherman
Act.® In responsegcompanies perhaps worried that restrictive patent license terms

4570 U.S. 136, 148 (2013) (citingne Material 333 U.S. at 310).

5 SeeBrulotte v. Thys Co., 379 U.S. 29,138 (1964) (ruling that a contract requiring the
licensee to pay royalties to the licensaeathe licensed patent had expired was patent misuse);
see alsKimble v. MarvelEnt, LLC, 576 U.S. 446, 465 (2015) (reaffirming principleBotilotte).

The most contentious and often revisited issue in this period invblnédd States vGeneral

Electic, Co, 272 U.S. 476 (1926), where the Supreme Court validated a licensing term by which
the |Iicensor set the price of the | icepeseeds
infra notes97i 101 (discussing judicial reconsideration@€&neral Electrig.

6333 U.S. 287 (1948).

"The Workload Reports prepared by the Antitrust Division of the Department of Justice (DOJ)
for fiscal years 1960 through 201®dicate that the DOJ initiated nearly8@0 criminal cases
alleging violations of Section 1 of the Sherman A8eeDivision Operations DEPGr JUST.,
https://www.justice.gov/atr/divisicoperations (last accessed May 13, 2021) (providing
downloadable workload statistics regarding agency enforcement actions by primary type of
conduct at issueMost of these matters involved horizontal pribéng or agreements among
competitors to allocate customers or sales territo8es.id.

8 ANDREW |. GAVIL ET AL., ANTITRUST LAW IN PERSPECTIVE CASES CONCEPTS AND
PROBLEMS INCOMPETITIONPOLICY 1111 22 (3d ed. 2017).

91d. at 11121n 1995, the federal antitrust agencies issued guidelines that retreated significantly
from the positions staked out in tfildine NoNosoId. at 1122 23.


https://www.justice.gov/atr/division-operations
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would elicit enforcement agency scrutiny and avoided using patents for collusive
ends. Few major antitrust cases involving price fixing and patents came before the
Supreme Court from the 193@ 2000s, until the eyes of the antitrust world turned

to payfor-delay agreements in the pharmaceutical context between makers of
branded and generic drugs in Acta¥is.

In this Article, we offer a different conjecture. Focusing on the rampant price
fixing in the chemical industry from 1980 to present as a case $twdycontend
that patents probably still do play a significant role in price fi&irggrole that has
gone unnoticed by enforcei®ur extensive examination of serial collusion in the
chemia@l industry and our empirical evidence of patenting practices by collusive
chemical firmséadsaus to this conclusion. Instead, patents are probably an important
device to help manage and maintain cartels, especially among serial colluders, as
described irgreater detail below.

Il n a recent article on price fixing,
designate multproduct firms that have participated in many cartels, involving a
range of participants, and initiated at different d&&everal chema firms meet
this definition because of their participation in at least thirty different chemical
cartels spanning at least three decadl€dur earlier article also addressed the
business model of serial colluders and the failure ofaartel law to deer such
behavior. In some cases, weak monitoring and-pmhered incentive payments to
product division managers may have fostered multiple -cartels without
encouragement from, or even contrary to the instructions of, upper management.
Thi s fir ogouee xnpa naangaetri on of seri al col |l us
directors seeking a story that deflects blame away from them. A more troubling
explanation for serial collusion is that price fixing is an integral part of the business

10 payfor-delay cases involve agreements between producers of brapdéehted
pharmaceutical products and generic entrants that keep a cordpatidgallegedly infringing
generic product fronentering the markeGAVIL ET AL ., supranote8, at 116179. These cases
present difficult characterization questions, and courts have struggled to decide whether these
agreements are per se illegal instances of price fixing, per se lawful and socially desirable uses of
patents, or, as the Supreme Court recently concludéd @wv. Actavis something in a middle
ground that should be evaluated under the rule of reason. 570 U@0138%, Michael A. Catrrier,
The Rule of Reason in the RésitavisWorld, 2018CoLuM. Bus. L. REv. 25(2018).

' william E. Kovacicet al.,Serial Cdlusion by MultiProduct Firms 6 J. ANTITRUST ENFOT
296 (2018)[hereinafterSerial Collusioh; Robert C. Marshalllnobserved Collusion: Warning
Signs and Concern8 JANTITRUSTENFGr 329 (2017 hereinaftetJnobserved Collusidnin this
Articlewereer t o these works as our Aprequel paper s

12Note that a firm could be a recidivist but not a serial colluder, and that a serial colluder does
not need to be a recidivist.

13 Serial Collusionsupranotell, at 301 13.
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model of certain firmsand highlevel managers advocate for and assist with
collusion throughout the firm. We believe serial colluders in certain industries have
run Aportfolios of cartels. o0 I n suppor
previous work we presented varidkiads of indirect evidence that serial colluders

in the chemical industry have indeed run a portfolio of cattélsaddressed in that
previous work is an examination of how serial colluders may use patents and patent
licensing schemes to initiate or maintain a cartel.

In Section | of this paper, we find that serial colluders increased patenting
during the duration ofheir cartels, which is consistent with the theory that these
firms use new patents to support cartelization. The magnitude of this increase is
above and beyond incremental increases in patenting over time. We also find that
Acoreo ser i alot atherlnaprdserralscolldimgs chemical firms)
increased patenting on products that they did not produce but that were being
cartelized by their fellow colluders, which is consistent with the view that serial
colluders engage in reciprocal practices acdistinct market®.On the whole, our
analysis of patenting practices for serial colluders in the chemical space suggests
ongoing use of patents to initiate or maintain cartels, a practice that may apply to
other industries with serial colluders as well.

Finding that the empirical data support our hypothesis of serial colluders using
patents to create and maintain cartels, we next probe in Sections Il and Ill reasons
for why this conduct might evade agency enforcement and effectively help to
coordinate artels. Unlike the older cartels that openly used patents to directly
restrain output, modern serial colluders running a portfolio of cartels potentially use
patents in ways that are indirect and less likely to be noticed by private plaintiffs and
governmat enforcers. We then explore how cartel participants in the modern era
(excepting payfor-delay cases likActavig appear to use patents to deter entry into
cartelized markets, facilitate intrafirm communications and actions in support of
collusive condat, and communicate with other serial colluders about their portfolio
of cartels under the guise of discussing their portfolio of patent licenses.

For the remainder of the Article, we discuss how the existing antitrust
jurisprudence regarding patents gmite fixing requires major upgrades to account
for the dramatic modern improvements in our understanding of the economics of
collusion. In older cases, judges recognized that firms could use patent licenses

4 This evidence will be reviewed Bection I1I.B

15 A firm is identified as a noproducer if therelevantEuropean Commission Prohibition
Decision(EC decision)did not identify the firm as a producer. If the firm produced the product
exclusively for internal consumption or made the product but only sold it outside of the European
Union, then we would still lael the firm as a neproducer.
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directly to restrict output, raise prices,orobet compet i t o¥lsub mar |
they may not have appreciated the many indirect ways that patents can increase cartel
stability and profitability. As discussed in greater detail below, patents provide an
avenue for ongoing communication among riva®ut output and pricing. Patent

pools and crosBcensing arrangements are especially useful for organizing cartels
across product types. Furthermore, licensing regimes may permit a firm to organize
supportive resources within the firm without raisingdecompliance concerns.

Anticipating these benefits to cartel formation and maintenance, this Article
goes on to suggest that serial colluders may engage in strategic patenting. That is,
they procure patents to advance cartel goals rather than to promotation. We
present data on global patent procurement by price fixers in the chemical industry
that is consistent with this view. Importantly, firms managing a portfolio of cartels
can use patents in a reciprocal way to stabilize cartels across nvahleeesnot all
firms participate as producers in each market. Within the network of chemical
cartels, for example, we see evidence that certain firms use patents to promote cartels
in markets for products theyo notproduce. Firms may use the threat qgfadent
lawsuit to punish deviators and discourage outsiders from attempting to enter a
cartelized market. They may also use patent licenses to audit licensee sales and
monitor compliance with cartel rules. One firm might perform such a service for
other frms in the collusive network with the expectation that the-pamicipant
would get similar help managing their own portfolio of cartels from other serial
colluders in the future.

Further, in this Article, we probe deeply into the ways serial colludams c
coordinate their patent practices to enhance cartel profits and stabilize their cartels.
Our previous work on serial collusion documented that moderncalftision
enforcement has not adequately deterred massive, prolongednmathket price
fixing schemes.’ We also explained how various forms of reciprocity among serial
colluders increased their cartel profits and made cartels more reSiéatexpand
on this topic with respect to the use of patents for cartelization, which we touched
on only briefy in previous work.

16 SeeSection IILAO s d i s cStaedsrd @ilrCo. ¢glddiana) v. United Stat@88 U.S. 163
(1931),Hartford-Empire Co. v. United State823 U.S. 386 (1945), ariel Bement and Sons v.
National Harrow Co, 186 U.S. 70 (1902).

17 Serial Collusionsupranotell, at 297 301.

18 Serial colluders can respond to shocks that might destabilize their cartaldjusying
rewards to members via subcontracting agreements, sales of plants or divisions from one member
to another, or even by coordinated entry into a market by one firm and exit by altbtaeB30
34.
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This Article also describes gaps in existing antitrust enforcement and
scholarly analysis of patenting practices. Recognition of serial collusion helps us to
identify further flaws in the conventional treatment of patent licensesliegedly
facilitate price fixing. As one example, case law favors vertical patent licenses by
applying rule of reason analysis to restrictions that could earn per se condemnation
if organized as horizontal licens€sSuch deference stems partly from vies that
anticollusion enforcement could weaken returns to patents and discourage research
and innovation, as well as concerns that there may be legitimate reasons for
suppliers, manufacturers, retailers to coordinate some activities. Yet, past practice
of serial colluders show that firms can and do evade per se condemnation by simply
organizing a middle man to stand as an upstream patent pool organizer. Thus, we
reject such deference for vertically organized patent licenses in the context of serial
colluders that are managing a portfolio of cartels, because what appears to be a
vertical relationship is often part of the network of connections among serial
colluders. Similarly, the leading scholarly commentary on patents and price fixing
suggests that sadly desirable licenses can be sorted from socially harmful licenses
by determining whether significant rents flow to the liceri&dihis test may be
effective in the context of an isolated cartel affecting a single mawkstwe explain
in Section 1V, this test has little or no value in the context of serial collusion where
the firms are managing a portfolio of cartels.

Finally, in this Article, we provide additional policy recommendations
tailored to the abuse of patents by serial colluders. Our earlier work lays out various
reforms to antcollusion policy that could mitigate the harms of serial collusion. In
Section V, we go fulter and explain how certain patestated behaviors by firms
that do not participate directly in cartelizing a particular market can be used to infer
collusion in that market (when the outsider is part of a network of serial colluders).
We also discuss palties and liability that antitrust and patent agencies should
impose on firms that use their patents to facilitate collusion by others. Specifically,
we argue for generous application of the patent misuse defense to render
unenforceable patents used &xifitate price fixing?? Entry would be easier and

19 ABA SECTION OF ANTITRUST LAw, Antitrust Issuesinvolving Intellectual Property,
ANTITRUSTLAW DEVELOPMENTS vol. 2, ch. 11, at 113720 (8th ed. 201 7hereinafte ANTITRUST
LAw DEVELOPMENTY (discussing treatment of customer, territorial, and field of use restrictions).

20 Priest,supranote3.

21|d.

22 Sednfra Section \, see alsdaryl Lim, Revisiting the Patent Misuse Doctrine: Its Potential
Contribution to Maintaining Incentives for Innovation INNOVATION SOCOr & INTELL. PROP. 188
(Josef Drexl & Anselm Kamperman Sanders eds., 2{li&einafterRevisitng Patent Misude
(setting out the patent misuse doctrine and discussing possible procompetitive applications in
antitrust law).
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patentbased cartel punishments would be eliminated if cartel patents are left
unenforceable. Finally, we identify possible adjustments in the institutional
arrangements by which the federal antitrusbezégment agencies address the use of
patents and patent licensing to facilitate collusion.

This Article is organized as follows. Section | presents empirical evidence that
serial collusion is a serious problem, that serial colluders in the chemicalryndust
use the patent system intensively in ways that suggest strategic patenting, and that
their patenting behavior is consistent with their use of patents to enhance multi
market price fixing.Section Il considers the evolution of antitrust doctrine and
policy related to patent assertion and licensing as collusive devices. Notwithstanding
existing strictures, this section reviews how patent practices can facilitate
cartelization. Section Il turns to the role that patents can play in supporting serial
collusion. Section IV discusses the modernization of doctrines related to patents and
price fixing in response to the threat of serial collusion. Section V offers policy
recommendations and additional concluding comments.

I
SERIAL COLLUSION AND PATENTS: CASE STUDY IN THE GLOBAL CHEMICAL
| NDUSTRY

Serial collusion in the chemical industry dates back to the 1880s and has
reappeared in most decades since thé@erman chemical firms have been
prominent pricefixers and often cartel ringpaders, but they have beemjed by
chemical firms from the United States, England, France, Belgium, the Netherlands,
Canada, Switzerland, South Korea, and Jépdozens of different chemical

23 Serial Collusionsupranotell, at 312 13. See als®iarmuid JeffreysHELLGs CARTEL: IG
FARBEN AND THE MAKING OF HITLERG WAR MACHINE (2010) (documenting the roteatGerman
chemical industry cartelslayedtos upport Nazi Germanyo6s war mobi
and German military production during World War 11); Heinrich Kronstdihe Dynamics of
German Cartels and Patents 9 U. CHI. L. REv. 643 (1942)hereinafterDynamics of German
Cartelq (discussing cartelization in Germany from lateeteenttcentury through midwentieth
century and analyzing role of patents in facilitating cartelization).

24 The firms listed in Figure,infra, were based in GermgnEngland, France, Belgium, and
the Netherlands during the periods of collusion. American, South Korean, and Japanese firms
participated in the lysine cartel; American, Swiss, German, Canadian, and Japanese firms
participated in the vitamins cartel; Ameain, Swiss, German, and Dutch firms participated in the
citric acid cartel, Dutch, Japanese and French firms participated in the sodium gluconate cartel;
and American, German, and Japanese firms participated in the sorbatesDemdelJusT.,
Appendix A:Antitrust Division Selected Criminal Cases, April 1, 1996 through September 30,
1999, https://www.justice.gov/atr/selectadiminalcasesantitrustdivision (lastaccesed June 8,
2021).
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products have been affected by price fixing at some pohiistorically, some of
these ollusive agreements were regional; others were global. Some were short
lived; others spanned decades. This history, and the specific role of patents to
instituting and maintaining cartels in the global chemicals market, is described
below.

A. Historicaland Modern Cartelization of the Global Chemical Industry

Patents played a significant role in chemical cartels during the first half of the
twentieth century® Mar gar et Levenstein observes t
years preceding World War |, bromipeoducers in the United States and Europe
col l uded, pooling output, d¥ mnithd penog up |
leading up to World War I, German chemical firms engaged in a variety of practices
t hat Hei nrich Kr onst enigh blya®Zmad tetchhigmel 0 A mo
empl oyed by the fAcombined of chemical C
of each participant to procure as many patents as possible, to use them for strategic
ends® From his study of patents and cartelization in 1920s Germany, Kronstein
reported that #A[ m]ore and more the chen
practically everything. The research laboratories of the few remaining chemical
works, connected amg themselves by cartel and working agreements,
systematically studied entire fie¥ds an
I n fields such as plastics and phar mace
review or each patent application afyaapplicant in any country was given to the
staff of the research laboratory to find anything that could be patented, no matter if
the patent was a patent of evasion or supplement or protection against other

25 Serial Collusionsupranotel1, at 308 fig.5, 31213.

26 WYATT WELLS, ANTITRUST AND THE FORMATION OF THE POSTWAR WORLD 12 26 (2002)
[hereinafteFORMATION OF THEPOSTWARWORLD]. In discussing the durability of German cartels
in the steel and chemicals sector from the 1880s to World War 1l, Wells observes that German
cartel participants we candevdéninerndiicana erets ingheé guisd o a k i
of patent agreements, the violatioldatd3.Seavhi ch
also GEORGE W. STOCKING & MYRON W. WATKINS, CARTELS IN ACTION: CASE STUDIES IN
INTERNATIONAL BUSINESS DIPLOMACY 363517 (1946) [hereinafter CARTELS IN ACTION]
(recountingthe role that patent licensing practices played in the formation and operation of
chemical industry cartels involving German firms and, in many instances, foreign producers).

2" Margaret C. Levestein, Do Price Wars Facilitate Collusion? A Study of the Bromine Cartel
Before World War |, 3EXPLS. ECON. HIST. 107, 107 (1996).

28 Dynamics of German Cartelsupranote23, at 664.

29 Stocking and Wé&ins share this view with respect to the chemical patent practices of I.G.
FarbenSeeCARTELS INACTION, supranote26, at 373 n.16.

30 Dynamics of German Cartelsupranote23, at 664.
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i n v e rfitThisrphenaimenon Kronstein des@&tbresembles the pattern of recent
patenting behavior in the chemical sector we document Belwlere patenting
activity by cartel participants increases dramatically during the period of illegal
collaboration for the purpose of consolidating market sharexisting firms and
keeping out entrants.

A second method documented by Kronstein and other researchers involves
the extensive use of patent licensing agreements among major U.S. and foreign
chemical producers and their subsidiaries to establishtigffaretworks for global
cartelizatior?® Kronstein reports that in the decades leading up to World War I,
A[t] he participation of an American ent
device of patent exc R#anlegde Geomg Staakiegande r vy
Myron Watkins reported Athat a divisior
within the scope of [cartel] patents and secret processes in a given field usually
entail[ed] a complete divisPon of terri

A third method of cartelization involved the use of multiple licensing
arrangements to cartelize entire domestic markets. In the late 1930s, the DOJ
successfully challenged Ethyl Gasoline Company for creating an elaborate system
of licensing arrangementsifthe production and use of tewthyl lead to stabilize
prices for motor fuet® In another prominent American example of the technique
applied outside the chemical sector, in the 1940s, the DOJ prosecuted United States
Gypsum for using minimum pricertas in patent licenses to cartelize the gypsum
wallboard industry’ For about a decade, Gypsum had granted licenses with largely

31l[dKronstein used the term fApatent of evasi
aroud an existing patent to fiaccomplish[] the s
without i Hfatébdngb. ng it . 0

%2 See id.

33 Dynamics of German Cartelsupranote23, at 668 71.

341d. at 669.

35 CARTELS INACTION, supranote26, at 428. American firms in the dyestuffs cartel used patent
licenses to stalize their cartelld. at 509.Dupont and Nobel used patent licenses to facilitate the
explosives cartelld. at 439. General Electric engaged its foreign counterparts in similar
agreements to cartelize the production of light bulbs, as did Standard & Jersey in the
hydrogenation of coal into petroleu@ynamics of German Cartelsupranote23, at 669 70.

36 Ethyl Gasoline Co. Wnited States, 309 U.S. 436 (1940he Supreme Court observed that
Et hyl Ahas established the marketingesdéle t he p
through the 11,000 jobbers and, at the same time, by the leverage of its licensing contracts resting
on the fulcrum of its patents, it has built up a combination capable of use, and actually used, as a
means of control |l i nes giorbg easnip eptriilicedddy. aanndo nsgu ptph

37 United States v. U.S. Gypsum Co., 333 U.S. 364 (1948).
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i denti cal price restrictions to®¥Inearly
upholding the goveromést ds cehal hgnger m
Cour't observed, At he i ndustry S C 0OMg

competitive unpatented products suppressed, a class of distributors squeezed out,
and prices on unpat*¥*nted products stabi

The rash of chemal industry cartelization has continued to modern times. In
the three decades since 1980, the European Commission (EC) prosecuted chemical
producers for collusion in 32 separate markelotable American antitrust cases
brought against chemical produsealuring this period ended cartels in the markets
for lysine, citric acid, and vitamin €. Since 2010, the Korean Fair Trade
Commission (KFTC) fined participants in a chemical additives c&rielday, the
EC is investigating an ethylene carfeland a massive investigation of serial
collusion by generic drug companies is ongoing in the United 3tatdsereas the

38|d. at 371 86.

391d. at 400. In later years, tHeOJ twice prosecuted firms in the U.S. gypsum industry of
pricefixing. In United States v. bited StaésGypsum Cq.438 U.S. 422 (1978), the defendants
defeated charges of prifiging based on price information exchanges within the industry. More
recently, three American drywall manufacturers settled charges offigiieggin 2012 and 2013.
SeePress Riease, Berger & Montague, P.8125 Million Settlement Reached in Drywall Price
Fixing Lawsuit MKTS. INSIDER (Jan. 3, 2018, 4:40 PM),
https://markets.businessinsider.com/news/stocksiilion-settlementeachedn-drywall-
price-fixing-lawsuit1012446943

40 The chemical industry is a good candidate for stable {fiicey agreements. In many
markets there few producerproducts are usually homogeneous, and the long history of
cooperative pricing fosters trust among colluding firms.

41 The citric acid cartel is discussed in John M. ConN¢inat Can We Learn from the ADM
Global Price ConspiraciesfPur d ue Un i vEconD StafdPaper #9p4, Aug. 1998),
https://www.researchgate.net/publication/227645486e lysine cartel is discussed in John M.
Connor  fi Qustomers ar®©ur En e mi e slysine Qahet of 19921995 18REV. IND. ORG.

5, 10 (2001)hereinafter_ysine Cartdl. The Vitamin C cartel is discussed in Mitsuru lgami &
Takuo SugayaMEASURING THE INCENTIVE TO COLLUDE: THE VITAMIN CARTELS, 19901999
(Mar. 7, 2017)http://economics.mit.edu/files/12734

42 See, e.9.2014 YearEnd Criminal Antitrust and Competition Law Upda@&BsoN DUNN
(Jan. 8, 2015)https://www.gibsondunn.com/20d&arendcriminalantitrustandcompetition
law-update/#_ftnref43timposingsanctions and fines against five producers of chemical additives
for plastic products due to price and quigntollusion between 2002 and 2013).

43 Margaret Volkova,Celanese Reserves USD88 Million Related to European Commission
Ethylene Cartel InvestigatioiMkT. REP. Co. (Dec. 26, 2019)http:/www.mrcplast.com/news
news_operB63613.html

4 DEPGr  JusT, Antitrust Division Update  2020: Generic  Drugs
https://www.justice.gov/atr/divisicoperations/antitrusdivision-update2020/generiglrugs
(last updited June 23, 2020).


https://markets.businessinsider.com/news/stocks/125-million-settlement-reached-in-drywall-price-fixing-lawsuit-1012446943
https://markets.businessinsider.com/news/stocks/125-million-settlement-reached-in-drywall-price-fixing-lawsuit-1012446943
https://www.researchgate.net/publication/227645450
http://economics.mit.edu/files/12734
https://www.gibsondunn.com/2014-year-end-criminal-antitrust-and-competition-law-update/#_ftnref431
https://www.gibsondunn.com/2014-year-end-criminal-antitrust-and-competition-law-update/#_ftnref431
http://www.mrcplast.com/news-news_open-363613.html
http://www.mrcplast.com/news-news_open-363613.html
https://www.justice.gov/atr/division-operations/antitrust-division-update-2020/generic-drugs
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scope of these investigations et focused on what role patents may have played

in helping to facilitate these cartels, we suspbat patents did play a roteWe
explore this conjecture by examining the patenting behavior of colluding firms
before, during, and after agency enforcement to explore whether these firms may
have pursued patents for strategic ends.

B. Empirical Analyss of Serial Collusion in the Global Chemical Markets, 1980s
to Present: The Role of Strategic Patenting to Facilitate Cartelization

Our analysis of strategic patenting in the global chemicals markets starts with
the information on serial collusion in chexal markets displayed in Figures 1 and
2. The companies listed in the rows are all European chemical produeecspt
for the Swiss consulting firm Fides/AC Treuhand. The columns list the different
chemicals that the EC found to be cartelized in theo@del 980 to present, from EC
Prohibition Decisions (EC decisions) listed in Appendix A. Subsequent graphs
replace the chemical names with the number listed below each chemical, as
identified in Appendix A. The grey color in a box indicates that the femntigpated
in a cartel for that chemical market, as determined from EC decisions as well. All of
these decisions are listed in Appendix A by chemical name. These cartels had
different start dates, end dates, and durations; some cartels operated for &s lon
30 years’ The duration of each cartel is displayed in Figufg 2.

Next, for each of the chemical producers subject to EC decisions listed in
Figure 1, we studied patenting activity near to the time of the relevant‘€atel.

45 0ne exception is lyse.Lysine Cartelsupranote41, at 10 Archer Daniels Midland (ADM)
entered the lysine market even though Ajinomoto held patents on manufacturing techniques.
Comor s account of t efsitxiimmognyt raitalt hien dA DM tpersi cteh
that ADM had stolen its patented lysine microorganisms, and the trial transcript makes clear that
ADM did attempt to stealldHgailisn e hsae c riieAtjsi nformoonm o
a pateninfringement suit against ADM concerning the amino acid threonine (which Ajinomoto
w0 n )d.abl2 n.10.

46 American, Japanese, and Korean chemical firms also were involved in price fixing during
this period.SeelLysine Carte| supranote4l, at 7 12 (discussing membership of lysine cartel).

47 An EC decisionmight not always reveal the true start date of a cartel. When #idmt to
guilt as part of negotiations with the Ethey have an incentive to bargain to shorten the reported
cartel duration so as to reduce fines and damages from fohogwil litigation. Thus, the start
date reported in an EC decision may be theltre$uwa negotiation between the Commission and
the cartelists.

48 This figure is reproduced fro®erial Collusion supranotel1, at 308 fig.5.

491n 2017, one of u@Marshall) acknowledged the difficulties of analyzing unobserseglicit
collusion:
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first counted global @tent applicatior8that were ultimately granted for each of the
fim-participants to a cart éldetedmined frogthe h at
rel evant EC decision and | abeled as t he
the 10 years before and after the plea period in order to analyze trends in patenting
for these firms. Since the length of the plea periods variedqatent applications

during the plea period were rescaled teyear periods? The results of these patent

talliesd A p-peea, 0 Apl ed, édaré aefledted finptlreetcolumns in

Figure 3. Further explanation of how these patents were tallied r@achiped

appears in Appendix B.

Before moving forward, allow me to note that we do not know the extent and scope
of unobserved explicit collusion. At one extreme, all previously existing explicit
collusion may have been detected and no continuing or new explicit collusion may
exist. At another extreme, detected explicit collusion may be just the tip of the
iceberg. Namely, there may be vast amojotsollusion] continuing and newly
forming throughout the world. Unlike some other illegal activities, measuring the
scope and magnitude ohobserved explicit collusion suffers from truncation,
which creates classically difficult inference problems.

Unobserved Collusigrsupranotell, at330.

50 We couned patentapplicationsas opposed to granted patelbésause there is a significant
delay between patent applications and grants. The count of applications that matured into grants
helps us identify the immediate response of firms to the formation ofed ca

51 Appendix B provides a detailed description of how we assembled these nuitttiers.
appendix should enable the reader to fully reproduce everything we report here.

52 For example, if a plea period was 5 years, then the patent applications foreaalefe
multiplied by two.If the plea period ran for 30 years, the patent applications for the plea period
were multiplied by on¢hird.
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Figure 1: European Chemical Firm Cartel Involvement by Product Market, from
EC Decisions 1980 to Present
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Figure 2. European Chemical Firm Cartel Involvement by Firm, from EC

Decisions 198@0 Present
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Figure 3: Empirical Findings Regarding Patenting by Large Mrribiduct
Chemical Firms that Regularly Participate in Cartels
Producers of Cartel Chemical Non-producers of Cartel Chemical

Eirm Preplea Plea Postplea | Preplea Plea Postplea
Akzo 105 158 128 207 414 389
BASF 246 523 824 1037 1639 1527
Bayer 490 610 541 523 753 653
Solvay 157 223 303 107 175 267
Degussa 189 280 461 109 190 331
Shell 154 262 416 289 185 153

ICI 283 257 214 119 74 41
Arkema (AAA) 291 326 586 119 115 149
Hoechst 168 458 891 557 439 131
RP 23 89 38 277 276 253
Aventis 4 62 36 55 148 246
Total 2110 3248 4438 3399 4408 4140

% Change, Pre 54% 30%

plea to Plea

% Change, Plea| 37% -6%

to Postplea

Figure 4: Patenting PracticesfCor e o0 Seri al Colluder s,

ANecnor edo Serial Colluders
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As noted above, Figure displays the tallies of the number of patents that
firms applied for -pheadahoedplt-pglanga.p@niédaide
were organized by filing date and only tallied if a patent was ultimately granted. For
each firm, patents awarded iretfe periods were sorted into two groups: on the left
side, chemical patents awarded to cartel members, aggregated across enforcement
actions (fiProducers of Cartel Chemi cal o
a firm who was not party to the cartela producer of the cartel product, as adjudged
by review of the samererdfucreda smenft Caaattiec
We relied on EC reports to determine if a firm was a seller of a chemical and was
not prosecuted as a member of the cartethfar chemicat The bottom of Figure 3
displays totals of patents awarded across the three relevant time periods for each
firm. We also calculated the percentage changes in patenting for each firm and
overall across the piglea to plea time frames antea to posplea time frames.

The trends that this data reveal is analyzed in greater detail below.

Figure 4 reorganizes the same data from Figure 3, sorting firms into two
bucket s: Acor eo seroiraelo cscelrl*BdCerrcsmd d nadd e i
colluders include Akzo, BASF, Bayer, Solvay, and Degussa (ABBSD). The
remaining six firms (Shell, ICI, Arkema, Hoechst, RP, and Aventis) were marked as
Anemreo seri al colluder s.

From review of the data in Figure 3, we find that there was a surgeeimtipat
by cartel members on chemicals covered by the adutalg the plea periodn the
pleaperiod, the adjusted total number of patent applications by the chemical firms
which the EC deemed to have participated in a cartel for a given product was over
3,200 patents, as compared to close to 2,100 patents in thkeaneeriod. The total
number of patent applications was 54% higher for serial colluders in the plea period
than in the preolea period, reflecting a surge in patenting activity. This trend
continued in the pogtlea period, where the number of patent applications by serial
colluders rose to close to 4,400 patents, 37% higher in theplg@speriod than in

53 More precisely, we have no information that these firms are proddder<£C prohibition
decisions do not name thénan omission that may only mean that the firm had no sales for the
product i n the Ewrroopdeuacre r bn icoonu.| dA nmfarken t he pr o
consumption. Fprr  oaddudci et r i dakingaheapraducbeerd not selling any of its
output in the Europe Union. We address some of these classification distinct@extion 111.C

“We call Akzo, BASF, Bayer, Sol vayausethayd De g u
are the only serial colluders who engaged in the anomalous behavior of increased patenting of
products that they did not produce but which were cartelized by others. Also, these are the most
frequent colluders, active in at leastven cartels,xeept for Degussa, which was active in six.
Finally, BASF and Bayer are the two main descendants of the |.G. Faobgiomerateof
Germany.
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the plea period. Appendix B provides fuspecific details corroborating these
results.

Is a 54% increase in patenting activity between thepf@a and plea periods
large enough to raise suspicions about suspect motivations for patenting? Finding a
good benchmark for patenting activity is quite difficult. Trying to benchmark cartel
participant patenting activity against others in the industry is not a perfect solution,
as other chemical firms are potentially involved in collusion across other product
types or their behavior may be influenced by the cartel firms, even if they are not
formalmembers of the cartel. For example, patenting activity by Japanese chemical
firms does not appear to be very different than that of the European producers listed
in Figure 1, but that could simply reflect the use of patents by Japanese and European
firms to define exclusive territories as part of coordinated corfdiNgvertheless,
the fact that patenting for serial colluders increased more across thie@rt® the
plea periods as compared to the plea to-plest periods may be a good indicator of
suspect motivations for patenting. If innovation was acceleratiag acreasing
rate, then we would expect for the results to be the opposite. Further, it is important
to remember that the plea periods for these cartels all differ in time; thus, a surge in
innovation over some specific time period is very unlikely tolarpthe results.
Rather, it seems that serial colluders deliberately increased patenting during plea
periods at a rate untethered to innovation improvements, for reasons further
discussed below.

Another interesting trend emerges from review of producesugenon
producer patenting during the relevant-ptea, plea and pogliea periods. If there
was no coordinated activity among roartel and cartel members, one would not
expect any spike in patenting for rproducers in the relevant periods above and
beyond innovation improvements. And yet, the data suggest thqiradacer firms
to some degree may strategically be seeking patents during the relevant time periods
as wel | . The Acoreo seri al colluder s,
(ABBDS), gererated over 4,400 patents related to chemical products that they
themselves did not make but that their other regulasorspirators did make and
cartelized markets for. Notably, core serial colluder patent applications for cartelized
products that theyid not make increased by 60% from the-plea to the plea
period; a spike in patenting similar to that for producing firms actually party to the

5 Another potential benchmark might be university patent applications. That possibility is
diminished by the Bayole Act of 1980, 35 U.S.C. 88 212 (1980), which created great
incentives for universities and others receiving federal grants to seek patent applications.
Enactment of Baybole means that the rapid increase for these institutions is almost sutely jus
result of the change in the regulatory environment.
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cartel at issue. By contrast, as shown in Figure 4, patent applications foomon
serial colluders in cariged products that they did not make fell by 13% from the
pre-plea to plea periods and fell by 21% from the plea to-plest periods. This
suggests the ABBDS firms garnered patents that could be used in a reciprocal
fashion to support cartels operatedthgir compatriots.

Of course, we cannot entirely reject the possibility that these patterns of
patenting are due to namllusive motivations. As noted above, alternative
explanations are industwide or firmspecific innovation improvements. Some
jumps or falls in patenting could also be random occurrences. Yet, several facts cast
doubt upon such explanations. First, the firms at issue regularly participate in cartels
with one another across a broad array of chemical progusetond, as described
in greater detail below, patents are very useful tools to facilitate cartel cénduct.
Third, the fact that the increase in patent applications by cartel members from the
pre-plea to the plea period is greater than the increase from the plea to théspost
period strongly suggests an incremental value of patents for these firms above and
beyond protecting intellectual property. Fourth, a surge in patent applications by the
core serial colluder firms on products that they do not make but for which their
frequent ceconspirators are engaged in a cartel strongly suggests that at least this
subset of core serial colluders use patents to facilitate cartel conduct across products.
Finally, it is noteworthy that the plea periods for the 32 cartels that we analyge h
different start and end dates. Thus, the data we report across Figures 3 and 4 are
unlikely to be driven by some industwide innovation surge over a specific time
period. Also, the finding of a patent surge for ypyoducers from the pelea to the
plea period pertains to only the five most active cartel firms and not the other six.
This implies that surges in patenting are not being driven by some inaidey
phenomenon.

Having identified certain suspect patenting practices by serial colludies in
chemical industry, we next explain that this behavior is rationally related to
instituting and maintaining a cartel. Before doing so, we lay some groundwork for
how antitrust law approaches collusive schemes involving patents and patent
licensing. The, we describe competitive pressures that might drive firms to seek out
patents as a means to institute and maintain a cartel.

56 SeeSection I11.B
57 SeeSection II.A
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I
PATENTS, COMPETITION , AND COLLUSION : THE EVOLUTION OF ANTITRUST
DOCTRINE AND PoLICY

Most antitrust scholars agree that tla¢gmt system has procompetitive effects

when it works as intendé#l.Patents give inventors incentives to create new

technology by strengthening their ability to earn profits that cover the cost of

inventing® Patents achieve this end by giving their owsnthe right to exclude

others from making, using, and selling the patented technology during the patent
term. In return, patent owners must disclose their invention to the public; thus,

sharing the knowledge that they credtedihis knowledge will entethe public
domain at the end of the patent period.

Therighttoexclud@t he pat ent 6&isnotan anmixed sogia |

t

blessing. This right may slow the diffusion of new technology and sometimes leads

to market power in a patented product. Thessas costs must be balanced against

t he soci al gains arising from patents
disclosure function. Moreover, patents do not completely bar other firms from using

the patented technology. Importantly, these firms are &regilize the invention if

they obtain a license from the patent owner. When patent owners and other inventors
or manufacturers can come to an agreement to license the patented technology

during the patent term, society gains doubly from the speedy diffusi new
technology and royalty payments that reward inventors.

As a general matter, patent owners enjoy considerable discretion to draft
patent licensing agreements that they desire. Antitrust law usually allows said license
agreements to restrictlicen®e s 6 out put, fields of wuse
products’? Antitrust law also tolerates license royalty provisions that raise the

58 FED. TRADE COMM&N, TO PROMOTE INNOVATION: THE PROPERBALANCE OF COMPETITION
AND PATENT LAW AND PoLicy, ch. 1 (Oct. 2003)hereinafterTo PROMOTE INNOVATION].

59 FREDERICM. SCHERER& DAVID R.ROSS INDUSTRIAL MARKET STRUCTURE ANDECONOMIC
PERFORMANCE621i 30 (3d ed. 1990); Stanley M. Besen & Leo J. Raskimdintroduction to the
Law and Economics of Intellectual Properbd. ECON. PERSPS 3 (1991).

60 This bargaid exclusivity in return for disclosuéeis a basic foundation for the U.S. process
through which patent rights are grante@HRISTINA BOHANNAN & HERBERT HOVENKAMP,
CREATION WITHOUT RESTRAINT. PROMOTING LIBERTY AND RIVALRY IN INNOVATION 62 67
(2012);ROBERTP.MERGES PATENT LAW AND PoLICY: CASES ANDMATERIALS 247 302 (7th ed.
2017).

61 Weimin Wu Managing CartelsThrough Patent PooJ$64 ANTITRUSTBULL. 457, 45773
(2019) See alspPriest;supranote3, at 314 (AUnder nse haertegcan gaire
supracompetitive profits without employing any detectable restriction on pricartel can agree

on some other aspect of the sale of the produ

of
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marginal cost of licenseé%Relative to the absence of licensing, these restraints on
competitionduringthepatenb s t erm are tol erated on th
tend to promote technology diffusion and more competitive markets after patent
expirations?

In some instances, antitrust law also permits agreements among actual or
potential rivals to determineollectively how a group of firms will exploit their
patent rights. The creation of the Man
twentieth century provides an example of a socially beneficial use oflaressing
agreements and a patent poatoeordinate patent licensing covering complementary
patented technologies. At the advent of airplane technology, Orville and Wilbur
Wright, i.e., the Wright brothers, and, separately, Glenn Curtiss, had patent rights
covering fundamental airplane technolééi¥o one, including the Wright Brothers
and Curtiss, could avoid patent infringement when making a commercial airplane
unless they had permission from the three patent owieos. years, Curtiss and the
Wrights were locked in patent litigation that thelp knowledge transfer and caused
the American airplane industry to lag behind developments in Europe. Eventually,
the patent owners resolved their dispute in response to pressure from Franklin D.
Roosevelt, then the Assistant Secretary of the Navy,fgedite preparation for the
United States®os et Asrayresult,nQuntiss avid thé Wrigwa r I
brothersdé fundament al patents (and many
a patent pool called the Manubesamear er 0
vehicle for airplane patent owners to coordinate their patent licensing, but in this
case, cooperation improved social welfare as compared to no licensing at all.

62 ANTITRUST LAW DEVELOPMENTS supranote19, at 1094 118.

63 HANDBOOK OF THELAW OF ANTITRUST, supranote3, at 525 28.

64 DAVID McCULLOUGH, THE WRIGHT BROTHERS249 53 (2015) (describing patent litigation
between the Wright brothers and Glenn Curtiss, all early aviation piondex8)RENCE
GOLDSTONE, BIRDMEN: THE WRIGHT BROTHERS GLENN CURTISS, AND THE BATTLE TO CONTROL
THE SKIES (2014) (same).

6 Robert P. MergesContracting into Liability Rules: Intellectual Property Rights and
Collective Rights Organization84 CAL. L. Rev. 1293, 1 3 4iere (ifier@@ orps (A [ W
hold patents on the basic building bltliceesks of t
to produce at all . o).

6|d.at 135657 (Al n several cases where the gover
useful to the militarywas not being developed because of a logjam of conflicting property rights,
the lurking threat of the eminent domain powe

67 G. R. SimonsorThe Demand for Aircraft and the Aircraft Industry, 190958 20J. ECON.

HIST. 361, 36364 n.9 (1960).
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However, patent license terms that maximize value to the licensbcansee
may also cause unacceptable harm to third p&Ptiesr example, antitrust may
block a patent license agreement that diminishes competition in markets for
technology outside the scope of the patemntitrust may also block license
agreementsimed at thwarting entry to challenge patents that are likely invalid, or
the use of such patents to divide a market among compétiBwth of these results
are discussed in greater detail in Section Il.A below.

The tricky question raised in the followg section is how courts should
distinguish legitimate restrictions on competition that appropriately award inventors
for their efforts from illegitimate restrictions that harm competition without
significantly promoting invention. To address this inquuag sketch the evolution
of antitrust enforcement policy as it has applied to patgated practices that could
support collusive arrangements. In doing so, we present some of the principal
scenarios of alleged collusion that have appeared in antitegsiahs involving
patents, especially in cases that present complex patent enforcement and licensing
practices. We later propose some ways for settling thisdiia@ing question in
Section IV.

A. Patents and Collusion in Antitrust Policy

From the earést decades of antitrust law, antitrust policy in some eras has
viewed the patent system warily and has given careful attention to the possibility
that patent licensing and pools could facilitate collusion and the monopolization of
entire industriest Pehaps more than at any time in American history, these
concerns crystalized during the proceedings in the late 1930s and early 1940s of the

68 To PROMOTE INNOVATION, supranote58.

6 DePGr JusT. & FED. TRADE COMM®N, ANTITRUST GUIDELINES FOR THE LICENSING OF
INTELLECTUAL PROPERTY8i 9 (Jan. 12, 201 7https://www.justice.gov/atr/IPguidelines/download
[hereinafteDOJ/FTCIP GUIDELINES].

01d.

"Wal ton Hamiltono6és monograph on APatents and
Economic Committee in 1941 recounts the longstanding concern among antitrust specialists that
patent rights, unless properly constrained, would undermine compefiamr. NATG ECON.

CoMM., 76TH CONG., INVESTIGATION OF CONCENTRATION OF ECONOMIC POWER: PATENTS AND

FREE ENTERPRISE(Comm. Print 1940) (Walter Hamiltorihereinafter HamiltonPATENTS AND
FREEENTERPRISH. I n a section title#damlTrheoReolmetrtoweHdr
their concern with trade practices, the Federal Trade Commission and the Department of Justice
have been plagued with a legalistic conception of a patent as a sacrosanct area in the economic

r e a lldmat 19.Hamilton cautioned that a rebalancing of the interests of the patent system and
the antitrust regi me was necessary: Al f pres
enterprise can survive onl idaol63. t he fringes of
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Temporary Nati onal Economic Commi ttee
Concentrati on o ThefinabTiNBGreport dBsorived ithe patent
system and its operation in scathing terms:

No one can read the testimony developed before this committee
on patents without coming to a realization that in many important
segments of our economy the privilege accordedthy patent
monopoly has been shamefully abused. . . . It [patenting] has been used
as a device to control whole industries to suppress competition, to
restrict output to enhance prices, to suppress innovation, and to
discourage inventiveness.

The TNEC reort reflected the work of researchers who had documented how
patent licensing arrangements had facilitated the cartelization of global niarkets.
The acute suspicion with which U.S. antitrust policy sometimes has treated patent
licensing arrangements alstosurely flows out of findings in law enforcement
initiatives and academic studies from this era that patent licensing helped to cartelize
sectors critical to the World War [l mobilization effértThe TNEC proceedings
also lent support to existing efterby Thurman Arnold, then the Assistant Attorney
General for Antitrust, to challenge domestic and international cartels that used patent
licenses as coordination mechanisfigluch of what we know about the early use

2 TEMP. NATG EcON. COoMM., 77TH CONG., INVESTIGATION OF CONCENTRATION OF
EcoNnoMIC POWER FINAL REPORT AND RECOMMENDATIONS OF THE TEMPORARY NATIONAL
EcoNomic CoMMITTEE (Comm. Print 1941]hereinafterTNEC FINAL REPORT. On April 29,
1938, PresidentFranklin D. Roosevelt asked Congress to conduct a study of economic
concentration in the United Statdd. at 11 20. In June of 1938, thEresident approved a joint
resolution of Congress establishing a Temporary National Economic Committee to conduct the
inquiry. Id. at 691 93. The significance of the TNEC proceedings is examined in Albert A. Foer,
Putting the Antitrust Modernization Commission into PerspeciteBuff. L. Rev. 1029, 1032
36 (2003).

BTNECFINAL REPORT, supra note72, at 36.

4 SeeHamilton, PATENTS AND FREE ENTERPRISE supranote 71, at 165 (Al n peac
the intenational cartel poses its problefcorporation barricades its monopoly by securing grants
in all the dominant nation#.concerns here and abroad lay claim to rival technologies, the conflict
is usually resolved by a private understanding. . . . ddresumer is denied the protection of
competition; and an agreement between gentlemen which vaults over frontiers becomes the actual
regul ation of commerce with foreign nations. 0

S FORMATION OF THEPOSTWARPERIOD, supranote26, at 96 107.

61d. at 83 89. By the late 1930s, theOJhad given high priority to investigating the use of
patents as collusive and exclusionary mechani&mss W. HAWLEY, THE NEw DEAL AND THE
PROBLEM OFMoNoPOLY3687 0 (1966) (describing DOJ efforts
|l aws to create and perpetuate monopolistic st
Antitrust Division before the TNEC body at the close of its pedaggs. TNEC FINAL REPORT,
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of patent licensing as a collusive d@/comes from government cases initiated in
the 1930s and from the TNEC proceedings.

In addition to agency reports and congressional hearings, government
litigation in the midtwentieth century reflected a larger effort to bring antitrust law
to bear oncollusive, patenbased schemes. During this time period, the DOJ
prosecuted a variety of antitrust cases in which patent practices provided crucial
means for executing improper collusive schemaale highlight three factual
scenarios involving allegatisnof illegal concerted action involving patents in
litigated cases: patent pools, crdisenses, and price restrictioffsT he illustrative
cases below do not expressly address the special anticompetitive possibilities
presented by patenting activity apatent practicesm the context of serial collusion
by multi-product firms, yet their fact patterns and analysis are consistent with some
of the serial collusion concerns we address in Sections Il and IV.

Scenario 1: Patent Pools and Crelsgensing

Someantitrust cases have challenged patent pools on the ground that the
contested pooling arrangements facilitated induside coordination of output and
pricing. One notable illustration Btandard Oil Co. (Indiana) v. United Stafésn
the case, severpétroleum refiners held patents on a new catalytic cracking process
that enabled refiners to extract a larger amount of higher valued products (e.g.,
gasoline) from a barrel of crude 8&ilTo avoid litigation over their competing claims,

supranote72, at 98 138.At several points, he emphasized how the DOJ was working to prosecute
cartels in sectors that supplied vital mgdor the wartime mobilizatiorid. at99 (testimony of

Thur man Arnold stating that nexpenditures for
on the Antitrust Division of breaking up combinations which are restricting production in national
deferse industries or which are causing the Government to pay artificial prices for its defense
materials. o).

" For notable examples @fovernment antitrustases in this period thattacked patent
practices as illegal agreements under Section 1 of the Sh&ohab5 U.S.C. § 1 (1980), or as
conspiracies to monopolize under Section 2 of the Sherman Act, 15 U.S.C. § 2 §kedt)a
notes82i 88,97 101,121 22 and accompanying text.

8 A separate body of cases, not treated in this paper, has focused on patenting behavior as a
form of illegal, singlefirm misconduct. The leading pateantitrust cases of this category are
analyzed in F. M. Scherefednological Innovation and Monopolizatigdohn F. Kennedy Sch.
of Govodt, Harvard Univ., Faculty -ORe@Gck 20073 h Wor
[hereinafterTechnological Innovation and Monopolizatjon

79283 U.S. 163 (1931).

80 Catalytic crackingepresented an important advance in refining technoBefpre cracking
became commonplace, refineries relied mainly on distillation units that separated hydrocarbons by
boiling crude oil and using fractionation towers to separate components of ditfersities and
boiling points. The Petroleum IndustryHearings on S. 2387 and related bills Before the
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the firms pooled their patents, crdesnsed to each other, and agreed to share
royalties received from licenses under the patents in a fixed proportion. The DOJ
claimed the arrangement enabled the reéirie eliminate competition among the
patentees over royalty rates. Applying a rule of reason test, the Supreme Court
uphel d t he p-dicersingcandorayalty divasioncpractises. The Court
wrote that the challenged practices often are neces$sapyevent infringement
litigation from blocking technical progress and concluded that the royalty division
mechanism could not adversely affect prices because gasoline produced from the
use of the patented cracking technology constituted only 26 perfcalhtgasoline
outputs?

Two features of th&tandard Oil (Indianadecision are interesting for our
purposes. First, the Court took an expansive view of the benefits of the settlements
that supported the patent pool and seemed less sensitive to, @arenawtheir
anticompetitive possibilities, including their tendency to suppress challenges to the
validity of weak patents. For serial colluders, the aura of legitimacy that surrounds
patent settlements might increase the attractiveness of such agieasanneans
to create or reinforce the structures vital to cartel success. Secorfstatigard
(Indiana)decision notes that pooling and settlements may be inevitable and essential
to achieving economic progress where many firms engage in patentiregl relat
specific technology. This raises the question, which we discuss below, of whether
cartel members might strategically strive to obtain as many patents as possible as
one way to create a nexus of conflicting rights that only can be resolved by
agreenent among rivals who own these rights. In other words, intensive patenting
can create the condition that necessitates pooling and related settlements, and these
arrangements can provide useful cartel administration infrastructure.

Hartford-Empire Co. v. Uited Statesprovides a second, important
illustration of the competitive concerns that can arise in pooling and-leressing
arrangement®.This case dealt with the use of patents to implement price fixing by
glass manufacturers. In the first halftbé twentieth century, glass manufacturing
was a competitive and technologically progressive industry. Process innovation

Subcomm. on Antitrust and Monopoly of the S. Comm. on the Judi@hyCong., Part 3, at
2143 44 (1975) (testimony of Frederic M. Scherer regardegieal integration in the petroleum
industry).

81 By treating distillation and cracking as fungible, the Court underestimated the significance
of cracking.Because it gave refiners important cost advantages, cracking likely constituted a
distinct relevantmarket. Seen that way, the share of output covered by the challenged patent
arrangements would have been over 50 percent (instead of a 26 percent share of all gasoline
output).

82323 U.S. 386 (1945).
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during this period allowed for automation of most manufacturing activities.
However, the industry moved toward collusion when twoidayers, Hartford and

a Corning subsidiary named Empire, settled patent litigation and reached-a cross
license agreement in 1916. Subsequently, Hartford and Owens (another glass
manufacturer) settled patent litigation in 1924, then jointly bought up most
remaining glassmaking patents from other manufacturers. With Corning, Hartford
and Owens at the core of the patent cleensing agreements, most manufacturers
were organized into a cartel that relied on product market division. Corning enjoyed
an exclusre license to make certain kinds of blown glass, Owkingis had the
exclusive right to make pressed glass using the suction process, and Thatcher held
the exclusive right to make milk bottl&sThe licenses for fruit jars went to Ball and
Owenslllinois, and eventually to Hazdéltlas. HazelAtlas resisted the
manufacturersdé cartel for several years

Making its case, the DOJ accused the several glass manufacturer defendants
of conspiring to fix prices and omopolize the market for glass making. At the time
of the suit, 96% of U.S. glass output was made using glass machinery licenses:
Hartford owned more than 600 patents, Corning owned more than 100, Hazel owned
more than 70, Owens owned more than 60, ancchymwned 12 All of these
patents were merged into a pool that effectively permitted defendants to control
industry output and pricing.On certiorari, the Supreme Court upheld the district
courtoés ruling that the peaShemahAdThe ensi r
remedy required the defendants to offer a reasonable royalty on their patents going
forward and blocked future use of patent license terms that could facilitate
collusion®”

Analyzing the result itdartford-Empire,it is easy to see #risk of collusion
created by aggressive patent acquisition and enforcement coupled with licensing
terms that allocate product markets. This result also differs from that of the aircraft
manufacturing patent pool, described in the Curtiss and the Wrigihiglos example
above. Whereas the glass patent pool and airplane patents both tied up a significant
portion of the relevant industry, the airplane patents covered fundamental
technologies and represented blocking patents as to each other. By contgéetsthe
patent pool covered relatively pedestr|
anticompetitive effect and imposition of required licensing at reasonable rates is a

831d. at396 400
841d.

851d. at 398
81d. at 401 02.
871d. at 413 14.
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sensible result itHartford-Empire Our assessment éfartford-Empire would be
different if we were convinced that key patents in the pool were technologically
significant and mutually blocking.

The Hartford-Empire case facts also suggest ways in which the benefits of
patent licenses to cartels are magnified when thediol firms pool their patents
and establish an independent entity to administer the pool. A vertical lieensor
licensee relationship between an upstream and downstream firm is less likely to be
subjected to antitrust scrutiffybecause vertical agreemeiat® subject to a more
permissive standard of review that considers procompetitive justifications from firm
coordinatiorf® By contrast, agreements among horizontal competitors to fix prices,
set output levels, divide territories, or allocate customergeerally treated as per
se illegal, as they are thought to have a greater potential to cause socigYet;m.
the disparate treatment of vertical and horizontal agreements can be questionable

88 Our sentiment here parallels recent policy in the DOJ and FTC that looks favorably at pools
containing only Astandard essenti al patents. 0
complementary technology related to computers @mmunications. The DOJ issued business
review | etters 0 exaateprice disdlasuresat VITA (ap 830i tratypromadtes
the VMEbus computer architecture) and the IEEE. The VITA policy requires IP holders to commit
t o a O pr imagimwnaqyaity rdteé andemost estrictive set of licensing terms), which can
be amended downwards, while the IEEE policy allows firms to disclose their most restrictive
|l icensing terms on a Vo lCannStandarg SeltirgsOrganizatis Ti mo t
Address Patent Hold-up? Comments for The Federal Trade Commis3i¢2011) (internal
citation omitted), http://people.bu.edu/tsimcoe/documents/working/SiFIEDE-SSC
Commentsv2.pdf (prepared comment for 2011 FTC conference on the topic of tools to prevent
Ahoupddo i ssues crSeat ead stoy Tpaotl esn ttseu pRr: e viePn t Ri Rgahtte
Standard  Setting FED. TRADE Comm@N, https://www.ftc.gov/newsvents/events
calendar/2011/06/toolgreventpatenthold-ip-rights-standaresetting (last accessed May 15,

2021) (with links to dowload all submitted comments at the 2011 FTC conference, including that
of Timothy Simcoe).

89 Herbert Hovenkamp & Christopher R. Leslighe Firm as Cartel Manage64 VAND. L.

Rev. 813, 842 (2011)hereinafterCartel Manage} (noting that vertical commuecation is less
likely to attract the attention of arntartel enforcers).

% Douglas H. Ginsburg et alAntitrust and Intellectual Property in the United States and the
European Union in THE INTERPLAY BETWEEN COMPETITION LAW AND INTELLECTUAL
PROPERTY® AN INTERNATIONAL PERSPECTIVE99, 103 (Gariella Muscolo & Marina Tavassi eds.,
2019);see alsd_eegin Creative Leather Products, Inc. v. PSKS, Inc., 551 U.S. 877, 907 (2007)
(AVertical price restraints are to be judged

91 Ginsburg et al.supranote 90, at 10% 06; see alsdJnited States v. U.S. Gypsum Co., 333
U.S. 364, 388389 (1948) (condemning arrangement by which rivals pooled paternroduce
gypsum and agreed to take a license setting royalties by a common formula and fixing the
downstream price of gypsum products); i28ni ted
(1947) (banning patent creisensing scheme that divided blal markets).


http://people.bu.edu/tsimcoe/documents/working/Simcoe-FTC-SSO-Comments-v2.pdf
http://people.bu.edu/tsimcoe/documents/working/Simcoe-FTC-SSO-Comments-v2.pdf
https://www.ftc.gov/news-events/events-calendar/2011/06/tools-prevent-patent-hold-ip-rights-standard-setting
https://www.ftc.gov/news-events/events-calendar/2011/06/tools-prevent-patent-hold-ip-rights-standard-setting
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when the upstream pool manager is working for the downstreansees who hope

to achieve a cartel in their market. In these cases, the upstream actor may merely be
coordinating hori zoantlsadpokeé@ealarnrganige mean
providing procompetitive benefits to the markdilevertheless, it is haraif courts

and enforcers to distinguish desirable pool managers who offestopdicensing

of a vast portfolio of patents from thi
cartel®

There are several other ways that patent pools can facilitate céhied® are
not directly addressed in thEartford-Empire decision, but they emerge as
implications that cartel membéysespecially serial colludedsmight derive from

92 Federal antitrust agencies have challenged a number of these¢hspoke arrangements
in settings that did not involve patentaterstate Circuit, Inc. v. United States, 306 U.S. 208
(1939); Uni ted States v. Apple I nc. FIC2211 F. 3d
F.3d 928 (7th Cir. 2000).

9% The Organization for Economic Cooperation and Development (OBCipetition
Committee has identified this concevhendescribing=TC enforcement experience in the 1990s:

The main concern regarding crdgensing and pooling arrangements is that they

can be used to cover up a collusive agreement by mechanisms such as the joint

marketing of pooled intellectual property rights with collective price setting or

coordinated output restrictions that do not contribute to an efficienbgncing

integration of economic activity among the participants. Such anticompetitive

effects are me likely to occur when the IP rights being criisensed or pooled

compri se Ssubstitute technol ogi es, i . e. t
competitors in a horizontal relationship. . A contemporaneous example can be

observed in thfUnited Statel where the FTC challenged a pool of patents relating

to the manufacture and use of lasers employed in performing eye surgeries in 1998.

The two companies comprising the pool were the only firms whose laser equipment

had obtained the marketing approvainrthe U.S. Food and Drug Administration

for performing the surgery. Through the pool, Summit and VISX relinquished the

right to license their patents unilaterally, but each received the right to prohibit the

pool from licensingto] any third party. The gol issued no thirgbarty licences

[sic] over its sixyear existence. In addition, the pool agreement required the

payment of a minimum fee for each procedure performed with its laser equipment,

Il .e. the pool s eip r @ cerdidnateack derapany charged t he A p e
ophthalmologists using its equipment. The FTC alleged that the pool eliminated

competition between the pool members in the sale or leasing of the laser equipment

and in the I|Iicensing of rel atcteenthgtheec hnol ogy
pool were settled through consent orders that dissolved the agreement.

OECD, DIRECTORATE FOR FINANCIAL AND ENTERPRISE AFFAIRS COMPETITION COMMITTEE,
Licensing of IP Rights and Competition Law25126 (June 6, 2019),
https://one.oecd.org/document/DAF/COMP(2019)3/en[peieinafterLicensing of IP Righis
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the glass cartel experience. One benefit is that combining the patent portfolios of the
memlers creates a bigger stick to punish deviators and deter®etrgecond
advantage is that buyer resistance to higher cartel prices may be reduced if sellers in
the cartel can deceive buyers and attribute price increases to the royalties imposed
bythemol , which supposedly are out of sel

Scenario 2: Price Restrictions

A second distinct category of antitrust case law has wrestled with the question
of whether a patentee may control the price at which its licensees can sell a product
making wse of the patented technology. In the early years of the Sherman Act, the
Supreme Court ife. Bement & Sons v. National Harrow Gook the position that
a patentee may enforce minimum price clauses in its licénghs.Court reasoned
that because it haab obligation to license its patent, the patentee had the right to
condition the grant of a |icense upon
good at or above a designated price. Thus, the Court permitted an explicit price
restraint so long asWas incorporated into a patent licensing agreement.

In United States v. General Electric Cthe Supreme Court rejected a DOJ
challenge to a patent licensing agreement between General Electric (GE) and
Westinghouse that enabled Westinghouse to produdesell incandescent lamps
covered by %GHe®OJ aptacked anlicensing provision that required
Westinghouse to set prices for its lamps at the same levels that GE set for its own
distributors. The Court reasoned that the restriction was an@aleamethod for GE
to achieve an appropriate return on its investment in developing its lamp technology.
The Court did not consider other less benign motivations, such as the use of the
licensing provision to support coordination between the two firms&l An i f GEO
patents were infirm, the | icense could
(Westinghouse) would not contest their validity. The pricing term thus could assist
the two companies in coordinating the output and pricing of electric lamps.

On many subsequent occasions, the DOJ has brought cases to challenge the
rule of General Electrié’ The agency has succeeded in limiting the rule; however,
it has not convinced the Supreme Court to repudiate nited States v. Masonite

94 About 15% of chemical patents are traded. Carlos J. Seffaed)ynamics of the Transfer
andRenewal of Patentg1RAND J.ECON. 686, 693 (2010).

95186 U.S. 70 (1902).

%272 U.S. 476 (1926).

97 These efforts are recountedHANDBOOK OF THEL AW OF ANTITRUST, supranote3, at 541
54; UNITED STATES, REPORT OF THEATTORNEY GENERALGS NATIONAL COMMITTEE TO STUDY THE
ANTITRUSTLAWS 233 36 (Mar. 31, 1955).
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Corp.% the DOJ persuaded the Supreme Court to strike down licenses where the
patentee had set the price at which its licensees sold products making use of its
patent. The Court treated the arrangement as a traditional horizontafiyrige
conspiracy and empbaed that, unlike the circumstances Géneral Electri¢

Masonite did all of the manufacturing for its licensees, which distributed the
patented product at the price set by Masonite. Later in the same debéakoage

the DOJ again invited the Suprer@eurt to overruleGeneral Electric In United

States v. Line MateriaP the DOJ challenged a crebsensing agreement where the

hol ders of a Abasic patento and an Ai mp
to each other and imposed a price limitation of the type that the Court had approved

in General Electric The defadants argued that the crdg®nsing arrangement was
necessary to overcome a commonplace patent blocking problem. In upholding the
DOJO6s compl ai nt, iGéneral Elecuicort thedyiownd thantheu i s h e
t wo patentees had redgamgdedt hat as Hicto mbo mla
Section 1 of the Sherman A€tThe erosion oGeneral Electriccontinued idJnited

States v. New Wrinkle, 1€ where the Supreme Court barred a price restraint
contained in the license of pooled patents assigmadchblding company. Unlike in

Line Material the patents in questions were substitutes and not complements. The
Court distinguished>eneral Electricon the ground that the licensing mechanism

was a holding company that acted on behalf of the contribictdhe patent pool.

l n sum, patent hol ders remain abl e t
making use of the patent, but they are mostly limited to the faGeméral Electric
if they try to do so. This provides uncertain protection to firmg&iagdo invoke the
shelter ofGeneral Electric®? That said, patent holders remain able to set royalty
rates in their licensing agreements that functionally allow them to retain a good deal
of control over market output and pricing.

%316 U.S. 265 (1942).

99333 U.S. 287 (1948).

100 This distinction has mystified generations of commentafis, e.g WARD S.BOwWMAN,
JR., PATENT AND ANTITRUSTLAW: A LEGAL AND ECONOMICAPPRAISAL195 (1973) (critiquing the
Cour t 6 s LedMatemnattesdistinguishGeneral Electric st ating AA mor e &
unprincipled perserulewouldloei f f i cult t o construct. 0).

101342 U.S. 371 (1952).

102 SeeHANDBOOK OF THELAW OF ANTITRUST, supranote3, at 543 (fAAnalytic
as it is, it is not surpriag that the status @eneral Electrids clouded by the criticism which it
has evoked and the stinginess with which it has been consTinedgh in some sense the case
remains law, one cannot rely on it in counseling . . . . The alacrity with whichschave
distinguishedseneral Electricand the fact that since 1926 no majority of the Supreme Court has
been ready to affirm it serve warning that even narrowly read, the case provides no basis for
planning a |icensing program. o).
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B. Patent Practices aSources of Cartel Stability Though Not Always a Total
Solution for Cartel Coordination

The governmentos Il nvestigation of
prosecuted cases illuminate the capacity of licensing terms to enhance cartel
stability. In many Fstorical cases, patents played a simple role in gixieg
agreements: licenses set caps on or restricted output by means of territorial,
customer, or fielebf-use restrictions. In some cases, the licenses specified prices or
restricted pricesetting!®® In these examples, patents were helpful tools to enable
firms to form and maintain a cartel, although they were often also violative of
antitrust law.

Unexplained, however, is why prosecuted cartels would put in place pricing,
allocation, and enforcemestructures with caonspirators if they can suppress
rivalry through legally enforceable patent licenses alone. Presumably, it could be the
case that many unobserved cartels are run only or mainly with patent licenses. Thus,
enforcement cases might be wsleel toward fact sets where firms adopt more explicit
coordinating conduct. But this still begs the question as to why we see so many
prosecuted colluders implement cartel structures with measures that extend well
beyond patent licenses. We offer three giesxplanations below.

First, agreements that are designed to encumber interfirm rivalry will be
inherently incomplete. Specifically, many unanticipated circumstances will arise
that will cause colluding firms to enter into discussions to reaffirm cstrigéttures
and ensure compliance with the agreement. Incomplete contracts are not unique to
cartel agreement8! but said agreements are not legally enforceable. Thus, the
incompleteness issues that arise are likely to be more extensive than for a legally
enforceable contract. Because patent licenses are legally enforceable, they would
seem to be a partial solution to this problem. This may explain, at least in part, their
prevalence in cartel agreements. Yet, like any other contract, the incompleteness of
even patent license agreements requires discussion by cartel members regarding
unforeseen circumstances.

Second, patent licenses in mature product markets or industries are probably
best used for coarse components of the cartel structures. For exanmppedfuand
Japanese chemical firms may license to each other with the intent of creating a
geographic division across their two markets. But patent license agreements are
unlikely to have enough specificity to, say, delineate price increases twice g year b

103 See alsdChristopher RLeslie, Trust, Distrust, and AntitrusB2TEX. L. REv. 515, 604 05
(2004) (describing the use of patent licenses to stabilize-fixiog agreements).
104 Jean TiroleJncomplete Contracts: Where Do We Stami”PECONOMETRICA741 (1999).

P
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licensees as well as articulate the rationale that will be offered to buyers regarding
the justifications for these price increases.

Third, diffusing buyer resistance is crucial to the success of a cartel. For
example, as cartel participants restrainpatitand drive up prices, buyers will
attempt to lure cartel members into offering lower prices for a greater volume of
business. This may lead to cheating on the cartel agreement. In this and many other
ways, buyers can resist price increases, and it wioeld difficult task to write a
fully contingent license agreement that anticipated all such attempts. In practice,
many communications between cartel members are about thwarting buyer
resistance.

Overall, patents can facilitate cartel formation and stgbin some cases,
however, cartel meetings and structures may still be necebsatyer cases, it is
possible that experienced colluders, who make nearly the entirety of industry output
for a product, can accomplish the suppression of rivalry priyndriough use of
patent licenses where ongoing discussions about license terms are nothing more than
disguised cartel meetings.

C. Patents and the Evasion of Antitrust Scrutiny

As introduced above, past enforcement experience suggests a number of ways
in which patent practices can assist cartel members in avoiding detection and
prosecution. In general, patent licenses provide a cloak of apparent legitimacy to the
I nteraction of competitors that other wi
licensingalso presents an opportunity for cartel members to speak frankly about
inputs and prices, create cartel evasion penalties, and pass off coordinating conduct
to internal actors as legitimate business activity.

In a noncollusive setting, the owner of a pat on a valuable invention
ordinarily can refuse to license its new technol®gyo avoid this holdup problem,
the law gives the patent owner a measure of protection from antitrust law to
encourage licensin§® Certain fieldof-use, territorial, or custoer exclusivity

105 Ginsburg et a).supranote90, at 107 08.
106 A policy paper prepared by the OECD Competition Committee Secretariat has identified
the competitively ambiguous nature of such liceg$practices:

Field-of-use, territorial or customer exclusivity raise antitrust concerns mainly if
there is a horizontal relationship among licensors, among licensees, or between the
licensor and its licensee(s). At the same time, it is widely acceted that such
restraints may serve procompetitive ends. It follows that a finding of whether such
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provisions that might raise regulatory flags outside of the patent licensing context
may be permitted. Yet, colluding firms can mimic the practices ofaundinsive

patent licensors to achieve their anticompetitive gaksven outside othe patent
context, these types of restraints on trade may have been the goal of collusive firms.
Seeking licensing arrangements to achieve these ends, then, provides protection
from antitrust enforcement without societal benefit.

Further, the processesrfhegotiating and enforcing licensing agreements can
afford valuable advantages to cartel members. In order to reach an agreement on
licensing terms, parties may be willing to share information about input costs and
pricing that would otherwise be impesible for rivals to sharéé The meetings in
which parties negotiate licensing terms are facially legitimate and thus do not have
to be kept secret, though the terms agreed upon usually are kept®8ecret.

Patent licensing schemes may also be part ofrgelacartel maintenance
strategy. Licensors often impose audit provisions to ensure licensees cannot evade

clauses infringe competition law depends on the balancing of ana
anticompetitive effects.

OECD,Licensing of IRsupranote93, at 19.
107The sameECD policy paper observes:

Licensing arrangements can nonetheless pose competitive risks. Foremost among
these is the risk of cartelisation [sic], which can arise whenever the agreement is
between actual or potential competitors in a given market. Collusion can take place
in the maket for products manufactured using the licensed technology or in the
market for the licensed technology itself. In the market for products manufactured
using the licensed technology, cartel agreements between licensees can be
implemented by ostensibly uweral distribution agreements, e.g. by inducing
licensors to impose resale price maintenance and thus fixing prices at the licensee
level. Vertical price fixing may also contribute to the stability of a cartel
arrangement at the licensor level by making thl i censorsé6 retail p
transparent and stable.

Id. at 15.
108 As Professor Priest noted in his groundbreaking paper on patent licensing as a means for
collusionU.S.pat ent | aws have been interpreted to gi

output, to allocate licensee territories, and even to fix minitnumc e n s e Rriespsupranoges . 0
3, at 309.These interpretations give actual or potential rivals a legitimate reason to exchange
sensitive informationthat could raise serious antitrust concerns outside the setting of patent
licensing.

109 Cartel Manageysupranote89, at 842 (suggesting thtterisk of cartel detectioimcreases
as communication between competitors increases).
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paying royalties that are sometimes calculated as a percentage of sales or a fee based
on outputtl® A collusive patent licensor can use this audithamism to detect and
discourage cheating on cartel rules. Licenses may also have termination or penalty
provisions that could be invoked by a licensor to punish a firm that deviated from
cartel rulest

In addition to the benefit of having output resioos that are legally
enforceable, patent licenses may serve a valuable internal function to avoid raising
compliance concerns with 4mo u s e counsel or a firmod
Specifically, eachc ar t e | firm can fdAexplaino to c
restrictions on where to sell, how much to sell, and pricing are part of patent license
agreements with rivals as opposed to revealing a é¢&rt@lever cartel managers
have the opportunity to coordinate multiple licenses with fellow colluders to induce

110 SeeRuUSSELL L. PARR, ROYALTY RATES FORINTELLECTUAL PROPERTY 187 96 (2007)
(describing mechanisms for auditing and monitoring of fulfilment of royalty terms in licensing
agreements for patentadhother forms of intellectual property).

111 Seelan Ayres,How Cartels Punish: A Structural Theory of Seifforcing Collusion 87
CoLuM. L. REv. 295, 318 (1987)Professor Ayres analyzes the behavior of General Electric and
Westinghouse in thearly twenteth centurylight bulb industryand describes

[Clonsider the opportunities for including binding punishment threats in sham
patent licenses. Such opportunities are illustrated in the General
Electric/Westinghouse light bulb license. In 1912, General Electric granted to
Westinghouse patent licenses the manufacture and sale of light bulbs. The
license required Westinghouse to maintain the price that General Electric charged
for bulbs and to pay a royalty of two per cdsic] of net saled which rose,
however, to 10 per ceffgic] if Westinghousé ne sales exceeded 15 percent of
General ElectridVestinghouse total net sales.

George Priest has suggested that the license agreement might have been

used to fix price: AA royalty of 2 per ceni
and the parties gre simply pricdixers, or that General Electric was distributing
patent rents in return for an agreement to

royalty is especially relevant to the issue of punishment. For if General Egctric
patent were invad and the license agreement were entered solely to facilitate
collusion, then the escalating royalty would punish pecisiseling. Westinghouse
would be deterred from giving secret price cuts in order to increase its output
beyond the 15 percent marketash that triggered the punishment royalty, which
was five times higher.

Id. at 318.

112 Aggressive sales representatives often cause fights within cagelsougimaking excess
sales they can cause a firm tteat on cartel rules. Absent the patergrige, evidence that a firm
openly punished an aggressive sales force could be used as evidencefodmyice
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desired output restrictions while hiding the operation of the cartel in plain sight, even
from fellow employees. Outside counsel can be used fb tthe licenses without

raising ethical concerns, as they are less likely to know the industry well enough to
recognize the collusive purpose of these agreements. And the board of directors will
avoid knowledge of illegal activity that would typicallyrequ e a boar ddos

1l
EconNnoMmIcs OF ExXPLICIT COLLUSION WITH EXTENSION TO SERIAL COLLUDERSO
PATENT ACTIVITY 113

In the previous section, we suggested that past antitrust enforcement
experience yields insights about how patent licensing practices cadegvaluable
means for effective cartel managentefbr example, by providing instruments to
formulate and adjust collusive agreements, by increasing opportunities for
communication in contexts that generally do not attract suspicion, and making the
punishnent of cheaters and deterrence of entrants more credible. In the following
sections, we take care to distinguish how encounters across multiple markets makes
collusion easier and more effective as compared to single market collusion. In
particular, we layut how patents play new roles or are more effective in facilitating
cartelization in the serial collusion context as compared to the single market setting.
First, we review the economics of explicit collusion, starting with the basics and
recalling our aalysis from our earlier work regarding serial colluders, and then
extend that analysis to include the use of patents by serial colluders.

A. Basics of the Economics of Explicit Collusion

Under what circumstances does an industry have a proclivity fdickxp
collusion?** A proclivity for collusion indicates that there are characteristics of the
industry that result in a potential substantial payoff from explicit collusion by
participant firms. Michael Porter@gs Fiwv
way to understand this proclivity.

113 The arguments and analyses in this section are largely drawn from George J. MStigler,
Theory of Oligopoly72J.PoL. ECON. 44 (1964) andROBERT C. MARSHALL & LESLIE M. MARX,

THE ECONOMICS OFCOLLUSION: CARTELS AND BIDDING RINGS (2012)[hereinaftelECONOMICS OF
COLLUSION].

114 A definition of fiindustryo offered by Michael Porter in 1979 &figr oup of compe
producing substitutes that are@ské enough that the behavior of any firm affects each of the others
either dir ecMithgel BoRorterTrhdei rSetcrtulcyt.uor e wi t hin | ndus
Performance61REV. ECON. & STATISTICS 214, 215 (1979).
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PFF identifies the forces that impact the profitability of an industry. The center
force is interfirm rivalry. Going clockwise from the top, otherdes include the
threat of new entry, bargaining power of buyers, possibility of substitute products,
and bargaining power of suppliers. The following conditions imply that the
perimeter forces are conducive to high profits for the industry: little tlofeattry,
limited bargaining power of buyers, few close substitute goods, and limited
bargaining power of suppliers. If these conditions are met, then the primary
detriment to the profits of the industry will be interfirm rivalry. This implies that an
agreement among producers to suppress interfirm rivalry can be quite profitable,
provided that the agreement anticipates the primary challenges of explicit collusion:
members cheating on the cartel scheme and external actors making adjustments to
cartelization of the marketé

First, for explicit collusion to be effective, the agreement must mitigate secret
deviations by the cartel members. Each member will want to cheat on the agreement
by secretly selling to buyers at prices that somewhat undercut the aradtelt a
greater volume than they would otherwise sell. To avoid this difficulty, the cartel
firms must adopt structures addressing challenges on three fronts: pricing, allocation,
and enforcemerit’ A pricing structure provides for the coordinated elmratbof

115EcoNomics OFCOLLUSION, supranote113 at 94 fig.5.1.Reprinted with permission of MIT

Press.
116|d. at 5 22.

117 EcoNomics OFCOLLUSION, supranote113 at 105 138.
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prices or restriction in quantities by the members of the cartel. An allocation
structure provides for an agreed upon division of the collusive gain. An enforcement
structure provides for the accurate monitoring of prices and/or quantities by the
members of the cartel as well as the specification of the negative consequence for
intentionally cheating on the cartel agreement.

Secondext er nal actor adjustment . Let 0s
effects a successful cartel will have on the markeenEf the perimeter forces in
PFF were not a threat to the profitability of the relevant market before explicit
collusion, as a cartel elevates profits, perimeter forces may place a greater strain on
cartel participants: increased profits will lure newrants, spur buyers to be more
aggressive in bargaining on price, and induce buyers to seek out substitute products.
Increased industry profits may also induce suppliers with bargaining power to use
that power to extract some of the incremental profitthefcartel through higher
factor input price$!® In addition, if the cartel is not aihclusive of firms in the
market, then the necartel firms will seek to undercut cartel pricing and increase
their own market shares, thereby freeriding on the pretepticing umbrella of the
cartel and cutting away at its price stability.

B. The Comparative Advantage of Serial Colluders in Cartel Management

All effective cartels confront these internal challenges. f&ims¢ colluders
lack experience on how tteal with these issues and thus may settle for only modest
profit elevation from their cartels. Further, cartel firms that make only a single
product or that are only colluding in a single product market will be forced to address
these issues within theostepipe of that single market cartel. However, large multi
product firms that are, and have been, managing a portfolio of cartels are in a
fundamentally better position to implement and maintain their cartel. There are
several reasons that serial colludstend at an advantage:

1 Serial colluders are experienced at initiating and managing cartels. This
experience matters in terms of the effectiveness of any cartel, as well as
keeping it clandestine from buyers and avoiding detection by enforcement
authorities11°

1181d. at 151.

119 Modern antitrust policy relies heavily on leniency and other innovations in detection.
Antitrust enforcement authorities seem tageéve that such measures have greatly impaired
explicit collusion. Il n our Vview, the enforcen
leniency underestimates the adaptability and ingenuity of cartel finnpsirticular, we find serial
colludersto be enormously creative in addressing a myriad of cartel issuesiag@nf®rcement
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1 Serial colluders have lots of cargbecific internal human capital embodied
in senior managers who have run successful cartels in the earlier parts of their
careers. Senior managers who are experienced at initiating and managing
cartels are familiawith how to address the issues associated with the
consequent relative weakening of the perimeter forces from effective explicit
collusion. Senior managers with carsglecific human capital have existing
relationships with their counterparts at otherademlluders.

9 Serial colluders have gained an understanding about which firms are likely to
be reliable, trustworthy partners in collusive schemes, thus can choose
effective cartel partners with limited risk of cartel defection.

9 Serial colluders may hav acquired experience by virtue of past law
enforcement inquiries about how to anticipate and respond to antitrust
investigations and lawsuits, thereby lessening the threat of agency
enforcement.

By contrast, first time colluders, and/or smaller firms thi@@ managing a single
cartel do not enjoy these advantages.

In support of the comparative advantage that serial colluders enjoy when
architecting or enforcing a cartel, we present three strands of evidence from the
chemical industry. First, serial collads in the chemical industry are familiar with
common facilitating practices, such as organizing cartel activity through a neutral
middleman. Each of the serial colluders in the chemical industry has used the
services of Fides/AC Treuhand to facilitate éxplicit collusion structures in at least
one of the cartels that they participated in. Knowledge of the cartel facilitation
services provided by Fides/AC Treuhand, and the ability to access those services, is
inconsistent with the rogue division manag&enario and consistent with the
portfolio of cartels/business model scenario. Rirse cartel participants might not
be aware of market actors like Fides/AC Treuhand, thus may take on excess costs
and risks to stand up a cartel.

Second, serial colluders the chemical industry are familiar with cartel exit
and realignment strategies. In the midst of several chemical industry cartel periods,
some firms exited by selling their product division to another firm that would
continue to participate in the ¢ak To exit a cartel when high profits are being
earned and antitrust liability already exists is inconsistent with the rogue division

Ai nnovationso to their toaddso&eee.@ feslie M.iMarxétal,, i s at
Antitrust Leniency wittMultiprodud Colluders 7 Am. ECON. J. 205 (2015).
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manager scenario and consistent with the management of a portfolio of cartels. In
particular, this conduct suggests thiahs may be exiting one cartel and having their
entry into other cartels accommodated.

Third, serial colluders in the chemical industry are familiar with mechanisms
to punish troubling fringe parties in order to preserve cartel profits. Firms have
applied for amnesty to signal to smaller cartel participants across their portfolio of
cartels that they will not tolerate deviant conddtAgain, this is inconsistent with
a rogue division manager scenario and consistent with a serial colluder running a
portfolio of cartels.

In sum, the chemical industry example suggests that serial colluders stand at
an advantage to their peers when it comes to maintaining and managing a cartel. This
advantage is only magnified in the myptioduct context. Next, we discubsw
patents and patent licensing fit into cartel maintenance.

C. Serial Colluders Using Patents to Manage Their Portfolio of Cartels

How do patents and patent licensing help a serial colluder manage a portfolio
of cartels? When viewed solely in the text of a single cartel, a surge in patent
activity from the preplea to the plea period can create a substantial entry barrier for
noncartel firms regardless of whether the cartel firm is a serial colluder. By
comparison, the surge in patent activity hgnproducing serial colluders is a
phenomenon that may play a unique role in the context of serial collusion. At a high
level, patent licensing strategies can assist cartels in making investments that sustain
the structures necessary for the successoflasive scheme. The investments that
serial colluders might make to enhance industige profits are likely to occur to a
much fuller extent when serial colluders generate patents and patent licenses across
a range of products. By contrast, firms mighterinvest in such activities if they
treat each cartel as a stovepipe. Thus, where serial colluders are managing a portfolio
of cartels, we would expect that there will be much more investment in these profit
enhancing action's?

1201f firms A and B participate in cartels in both markets 1 and 2, and if firm B defected from
the cartel agreement in market 2, then firm A could punish firm B, by disclosing the market 1
cartel to enforcement authorities and applying for amnesty. Firmo@duikely suffer from
sanctions resulting from enforcement in market 1. Firm A might take this step if collusive profit
in market 1 is small compared to collusive profit in market 2, especially if firm A thinks firm B
and other potential defectors wik lweterred from further cheating in markes2rial Collusion
supranotell, at 334 36.

121 Our analysis on this point is informed in part by revigijudicial dedsions thatdescribe
how successful, londived, single object collusive schemes have used patent licenses to establish
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Additionally, serial cduders, being experienced at cartel activity and wanting
to facilitate the management of a portfolio of cartels, likely see other advantages
from a surge in patent activity in products that they make. These potential advantages
are best understood when wed through the lens of PFF and the three cartel
structures:

1 Serial colluders can use patents and patent licenses to keep smaller cartel
parti ci panA ssnalléricantel participant will often chisel on the
cartel ds allocation structure as it
collusive gain. Serial colluders can restrain this conduct by generating a large
number of patents, licensing to temmaller cartel firm, and then controlling it
through the terms of that license agreement. Note that the smaller firm may
be colluding with the serial colluders in a few other products, and the license
agreement could cover a range of products where tie selluders have
leverage over the smaller cartel firm.

9 Serial colluders can use patents and patent licenses to coerceaneh
rivals to join a cartel or to drive them out of the mark&tsmaller firm that
does not want to join a cartel can be bstantial irritant to serial colluders.
Serial colluders can surge patents in a number of products made by the smaller
firm, where membership in the cartel is essential for the smaller firm to obtain
the relevant patent license agreements. Note thatrat selluders, leverage
may come from patents obtained in products made by the smaller firm but not
a product in which the serial colluders have a cartel.

broad, durable control over an industand thus motivated cartel participants to invest more

heavily in activities that increase thiéeetiveness of their illegal collaboratiodne sees a breadth

of vision and ambition thas missing in oneshot collusion scenarios. For example, in 1943, the
DOJbrought civil charges against National Lead and DuPont for conspiring to restrain tdade an
monopolize the market for titanium dioxide. United States v. National Lead Cthe Supreme

Court wupheld the trial courtdés finding that t
to the manufacture and use of titanium pigments and camgisoto control and regulate the
manufacture and sale of titanium pigments and compounds in the United States [and] . . . have
done so throughout the rest ThéCoturherdorsedthdtial 0 3 3
courtés concl nmdian sHhgptateheées dé@tdadrough the ac
enmeshed and the manner in which they have been used, have, in fact, been forged into instruments
of domination olllThAe €purteal sdushdygrsedgt he tr
t hat the exchange of patents between Nationa
restraint, available for use and used, to con
Aachi eved by means of the& ill egal i nternation
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1 Serial colluders can use patents and patent licenses to encumber entry and
thwart capacityexpansion by nenartel firms In contrast to single product
colluders, serial colluders can attack a potential entrant on several different
product fronts?? Serial colluders may also bar expansion for existing firms
looking to implement a new technology process as part of its expansion
strategy.

1 Serial colluders can use patents and patent licenses to create a fictitious
competitor, leading buyers to believe that the competitive process is policing
the market A serial colluder may invite a frequent-conspirator to enter a
product market so that production in that market now appears to be a duopoly.
To do so, the original monopolist could offer to license its patent technology
to the fAnew entrant. o6 This entry may
at ease, because now there appears t
may stay out of the market instead of trying to compete for smaller portions
of market share.

9 Serial colluders can use patents related to substitute goods to limit the
proliferation of these goodsSerial colluders can potentially identify
substitute products and generate a large number of patents that relate to these
products in order to prevent substitute product manufacturers from being
effective competitors. Serial colluders cafso use patents to stymie
expansion in the substitute product space.

9 Serial colluders can use patents on the processes to make factor inputs for a
cartelized product to thwart the bargaining power of suppliers, regardless of
any intent to manufacture osell upstream inputsSerial colluders can
generate patents on factor inputs and use these patents as leverage to secure
better terms from suppliers. In this way, serial colluders can mitigate supplier
bargaining power and deter new entry.

122 A number of cases involving singtdject colluders have identified how cartel members
use patent infringement cases to deter eRtsyexample, ifUnited States v. Singer Manufacturing
Co, 374 U.S. 174 (1963), a Swiss firm assigned its American patesrt tAmerican licensee
(Singer) to facilitate a lawsuit against an alleged infringing Japanese prothe&0OJ contended
that the licensing agreement between the Swiss and American firm sought to prevent Japanese
imports from entering the United Statdd. at 176 78, 189. The Supreme Court agreed and
concluded that it was unreasonable for Singer and its Swiss counterpart to cooperate in seeking to
forestalla r ienty Intd the U.S. markeld. at 195 97.
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1 Serial colludes can use patent licenses to implement intrafirm cartel
restrictions by, for example, each cartel firm instructing its sales force to
emphasi ze fAprice before volumeo so a
patent license agreementdow does a cartdirm comply with the cartel
structures while not broadly informing its employees that the firm is a member
of a cartel? Patent license agreements with other cartel firms provide a
marvelous avenue for alleviating this issue. Consider for example the change
In incentives for the sales force of a cartel firm from the pursuit of market
share strategy before entering the c.
the inception of the cartel. Through
a patent licensinggreement, managers responsible for running a cartel do not
have to disclose the cartel to other employees. Instead, they can simply inform
the sales force that new patent licensing agreement mandates incremental
constraints on what the sales force cantal@itch new accounts. Other
constraints can be similarly adopted through patent agreements, such as terms
that state specific territories or customers are off limits to a sales force. Simply
put, new incremental patent licensing agreements can be useolvio
intrafirm communication issues without raising internal compliance red flags.

9 Serial colluders can use their patent portfolios to facilitate discussions
regarding cartel issueslt ordinarily would be highly risky for senior
managers at rival firm® meet to discuss cartel issues like output, pricing, or
cheating by other cartel participants. However, there is at least a pretense of
legality when managers at rival firms meet to discuss their patents and patent
licensing agreements, permitting calars to use these negotiations to
facilitate cartel communications. Further, as a given firm looks over its
portfolio of cartels, it might be having issues with a specific firm that is a
me mber of sever al of t heir caast el s,
ubiquitous as that of their serial colluding-conspirators. Resolving the
cartel issues associated with this smaller cartel participant can potentially be
addressed across a number of cartels. For example, a serial colluder may want
to suggest thaanother serial colluder exit a specific cartel by ceasing
production of the product, allowing the expansion of the smaller cartel firm,
and compensate the exiting serial colluding firm by accommodating their
entry or expansion in another cartelized prodiite discussion of this kind
of reorganization of cartel conduct within the cartel portfolio of each firm can
be done with apparent legality through the discussion of patent licenses as
well.
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1 Nonproducing serial colluders can use patent license agre&serreduce
the price they pay for the cartel product of other serial collud&mrial
colluding nonproducers are likely aware of the portfolio of cartels that other
serial colluders are operating. A nproducer may be a purchaser of the
product madeWthe cartel firms, but the negroducer wants to pay narartel
prices for the product. It may be difficult for cartel firms to justify within their
firm, as well as to third parties, why a specific firm received special pricing
on a product when otherseve paying a considerably higher price. Patent
licenses by the neproducer can resolve this issue. Specifically, the-non
producer will nominally pay the cartel firms the higher cartel price, but their
net price will be a nowartel price as a consequemdé¢he licensing payments
made by the cartel firms to the serial colluder-pooducer.

1 Serial colluders can use patents to redirect potential entrants by surging
patents in some cartel products but not oth@tthough patents can be used
as an entry detrent by almost any cartel firm, serial colluders can surge
patents in a number of products that redirect entry ambitions of smaller firms
in a direction that better suits the collusive profits of the serial colluders.
Suppose a smaller potential entrdwais the potential capacity to enter the
market for products 1, 2, 3, 4, and 5 and believes ex ante that entry is equally
profitable in each of these products. Suppose serial colluders have all of these
products in the portfolio of cartels, but the ser@lluders realize that entry
would have the most serious negative impact on cartel profits for products 1,
2, 3, and 4. Then the serial colluding firms would surge patents in products 1,
2, 3, and 4, while leaving product 5 without a surge of patent activit
Essentially, the serial colluders are inviting the entry effort to be directed at
product 522 This kind of activity by serial colluders that are managing a
portfolio of cartels can be undertaken with apparent legality as part of
discussions regardingafent activity and patent licensing. Note that if the
cartel had issues managing product 5 because of a difficult, smaller cartel
member who was regularly cheating on the cartel agreement, then leaving
product 5 relatively exposed to a threat of entry miggh an effective
punishment for that firm.

1 Serial colluders can use patent licenses to organize coordination via a neutral
third party, like several chemical industry participants did with Fides/AC

123 The scenario described is consistent with the behavior of German chemical companies in
the 1920sand 19308 s descri bed in Kronsteindés study of
War Il. Dynamics of German Cartelsupranote23, at 664 71.
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Treuhand Although we have already noted that patemriging is unlikely to
replace the myriad of communications and actions needed to manage a given
cartel on a regular basis, patent licensing does have the potential to implement
cartel structures. Suppose two serial colluders are the sole makers of a.produc
The two cartel firms recognize the need to monitor one another but neither
firm wants the other in their production facility, talking to their employees,
and potentially trying to recruit away top talent. A serial colluder-non
producer with patent licese agreements with each firm, where the license
agreements contain audit provisions, may provide a solution to the monitoring
dilemma. The two cartel firms would thus benefit from an outside facilitator
to assist with a number of cartel activities, in muble same way that
Fides/AC Treuhand provided such assistance to many cartels.

vV
M ODERNIZING ANTITRUST DOCTRINE RELATED TO PATENTS AND PRICE FIXING
IN RESPONSE TO THE THREAT OF SERIAL COLLUSION

In this Section, we describe how antitrust lawitside of the payor-delay
context, handles allegations of price fixing when patents are involved. A core
objective of antitrust law is to deter and punish pfigang cartels to allow for
market output and prices to be set via competition. As we @eglaibove, the label
Aprice fixingod applies to naked agr eeme
and divide markets by customer, product, or territory. A per se rule against price
fixing was advanced early in the twentieth century and solidifietheymiddle of
the century in its current foréd: The logic of per se condemnation for horizontal
restraint® such as price fixing, output restrictions, and the allocation of geographic
sales territories or customérss that these types of behavior harm ceiitpn in
the vast majority of cases without offering redeeming procompetitive befefite
threshold inquiry for courts in analyzing agreements challenged as illegal trade

124\illiam E. Kovacic,The Future Adaptation of the Per Se Rule of lllegality in U.S. Antitrust
Law, 2021 CoLuM. Bus. L. Rev. (forthcoming 2021)[hereinafter Future Adaptatiory. The
principal landmark case defining this development in the cosr@conywacuum Oil Co. v.
United States310 U.S. 150 (1940), which held that agreements to set prices were subject to
summary condemnation without regard to their actuaketaffectsld. at 223 24 & n.59.

125 Future Adaptationsupranote124. See alsd\. Pac. Ry. Co. v. United States, 356 U.S. 1,
5 (1958) (AThi sondemnatiomr notohlyemale$ thepype of reseaints which are
proscribed by the Sherman Act more certain to the benefit of everyone concerned, but it also avoids
the necessity for an incredibly complicated and prolonged economic investigation into the entir
history of the industry involved, as well as related industries, in an effort to determine at large
whether a particular restraint has been unreasodaenquiry so often wholly fruitless when
undertaken. 0) .
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restraints is to characterize the conduct as either suitable for summary catidam

or worthy of a more elaborate reasonableness asses$fridatvever, because
patent licensing often serves benign or procompetitive purposes, the characterization
process can be more difficult when patent licenses are inserted into the fact'pattern.

From 1900 to 1950, a number of cases challenging patent licensing
arrangements as horizontal price fixing came before the courts. Some treated the
contested arrangements lenieritlyln 1926, in an extreme decision recounted
above'® the Supreme Court permitted General Electric to use a patent license to
impose price limitations on its rival (Westinghouse) for the sale of light bulbs
making use of its patented technoldgfySome schalrs describe th&eneral
Electric rule as approaching total immunity from per se illegalit¢sE does not
authorize rule of reason treatment for pticeng arrangements. Rather, it creates
what amounts to an immunity for restraints that fall within dsdin, and generally
| eaves naked price fixing fallinifg out si

Over time, the Supreme Court developed a more nuanced approach as it
gained more experience with questionable patent licenses and apparent price fixing
nat closely related to innovation. Courts have tended to accord fuller rule of reason
treatment to restrictions imposed by individual licensors upon individual licensees,
even though the restrictions set the |
i censeebds sales territ or¥leappearsthagmters t o me |

126 Fyture Adaptatiopsupranote124. See alsdroad. Music, Inc. v. Columbia Broad. Sys.,
Inc., 441 U.S. 1, 1P1 (1979).

127 Behavior with cognizable, plausible efficiency justifications ordinarily receivesoee
el aborate inquiry, as part of a fAquick |l ooko
likely competitive effectsFuture Adaptationsupranote 124. See alsdCalif. Dental Assoc. v.
Fed. Trade Commoé n7l, 7386 (1999).Bespite/tie &omplé&xitied of some
patent licensing scenarios, the courts have indicated that the presence of patent licenses does not
preclude per se condemnatimn efforts by rivals to set prices or output levels, or to allocate sales
territories or customers. Ginsburg et alipranote90, at 10%06; DOJ/FTC IFRGUIDELINES, supra
note69, at17.

128 SeesupraSection Il.A(describing Supreme Court decisions that gave permissive treatment
to licensing arrangements with arguably horizontal gliiceg effects).

129 United States v. Gen. Elec. Co., 272 U.S. 476 (1926).

¥Some commentators have concluded that the
uni | aHeErRBERZHOVEAKAMP ET AL., IP AND ANTITRUST: AN ANALYSIS OF THEAPPLICATION
OF ANTITRUST PRINCIPLES TOINTELLECTUAL PROPERTYLAW 31i 39 (3d ed. 2019)hereinaftedP
AND ANTITRUST].

131|d_

132 See supraSection 1lI.A (describing the narrowed interpretation @éneral Electricin
subsequent Supreme Court decisions).
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owners have the most leniency to create licensing agreements that may restrain
competition when they appear to be acting individually to advance their own self
interestto recover their investment costs, and not as part of a larger plan with
mul tiple rivals to cartelize a sector.
courts have generally been tolerant of horizontal output limitations in intellectual
property Ilcenses, at least when the restriction was imposed by the licensor on each
licensee individually and there was no proof of an output limitation agreement
among the | i ceXHErmelase thempmtecsion ideneral Eléctric
andper se condemniain is more likely, where multiple rival firms have imposed the
licensing restriction or participated in pooling arrangem&nits, the patent license

is determined to be a pretense for colluiang., if the patent covers minor or
irrelevant technology hie patent is invalid, or there is a cheap and easy substitute
technology not covered by the pat&atThis imprecise set of rules governing the
patent license and antitrust intersection creates two major analytical challenges for
courts in cartel enforceme cases: (1) when should a license be characterized as
mainly horizontal, and (2) how does an antitrust court know if licensed patents are
weak and the license is a pretense?

A. Priestbds Approach to Evalwuating Co
Patentee / Licensee Rents Analysis

Geor ge Pinfluerdgidal dormmestary oh patent licensing, published 40
years ago, recounted the intricate pattern of how industries sometimes shift away
from healthy competition in prices and innovation towardusan?3¢ It may be
hard to detect this transition because patent licenses provide good cover for collusive
agreement. Priest responded to this challenge by developing a test rooted in
economic theory to determine whether a patent license is pro or apatiowe,
through analyzing relative rents in patent licensing agreements. Priest also criticized
some of the alternative tests that had been used by courts, which focused on intent
i nformation and patent str engtoffering®hi | e
unified treatment of liability and may be useful in the single market context, his

133 |P AND ANTITRUST, supranote130, at32i 33.

1341n cases such dsartford Empire the courts have found output restrictidltegal in the
context ofpatentpools, or crosdicenses, and in cases in which it appeared that the licensees sought
the restrictionsSeeSection I.A

1351d. AGE s limited to cases where the patentee licefi®¢s manufacturer to manufacture
the patented product atttepatent covers all or@ignificandproportion of the resulting produet.
IP AND ANTITRUST, supranotel130 at31i 35.

136 Priest,supranote3.
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analysis did not account for the properties of serial collusion. As demonstrated
below, the approach is unlikely to be useful in the serial collusion context.

Priest approached the two questions posed above regarding antitrust
enforcement in the patent license context by focusing on the flow of {tead
rents and desi gni ng % WRriest teasoned thatafla pateat isi r e r
strong and the pateawner acts in his own seifiterest, then he likely captures most
of the value from his patent licenses. On the other hand, if the patent is weak and the
patent owner acts in part at the behest of the licensees to help them organize a cartel,
then the fbw of licensing rents to the licensor would be relatively modggthen
subject to antitrust review, Priest argued that the former type of agreements should
be permitted but the latter should be struck down. Priest discounted the use of intent
informationin more traditional analysis undertaken by courts for being unreliable,
and information about the importance of the patented technology, i.e., patent
Astrength, o as too costly and difficult

Yet, whi |l e Pri est 0s oraeepajuatiogacaollbsion irs a singlee f u |
market context, his proposed framework fails to consider the competitive dynamics
and collusive schemes of serial colluders. We argue that when the focus shifts to

137 Priest also looked at price changes in response to the intimuwd the patent license.
Eswaran explains that Rlcangng df competing patesteendstugh at i

raising the prices of the products, the arran
CrossLicensing of Competing Paterds a Facilitating Device&7 CAN. J.ECON. 689, 7041994)
Eswaran adds A[ This test] I's unlikely -to be

licensing could easily contrive a drastic but temporary increase in prices prior to the agreement
andlower [them] slightly after the agreement becomes fatm . old.

¥professors Joseph F. Brodley and Maureen A.
approach:

Priest would confirm the cartel diagnosis by examining changes in price, output,
and market share, particularly in response to variations in manufacturing costs.
Stability of market shares, output, and price tend to indicate a cartel. A cartel
manager would try to hold prices and market shares stable, and maintain a price
umbrella overless efficient firms to avoid the disruptions and shocks that can
undermine the cartel. On the other hand, a patent monopolist will seek to induce
competition at the licensee level, which leads to changing market shares,
fluctuations in price as manufaciug costs increase or decrease, and exit of less
efficient firms.

Joseph F. Brodl ey Rateht&ettleraeatrAgréemert®ANRTRUST 58, &6
(2002)[hereinaftePatent Settlement Agreemgnts
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seri al coll usion, P r iossiblé ftameworlks that songiders t
patentee and licensee intent and patent strength deserve more consideration.

We illustrate the general approach suggested by Priest with the following
hypothetical. Suppose firms A and B compete vigorously in market yiegjequal
market share and equal efficiency, but neither is reaping any economic profit.
Suppose now firm A achieves a drastic invention and gets a patent that would allow
it to drive firm B out of market 33° Firm A, acting as a monopolist, can sell to half
of the original market for a profit of 5 or sell to the entire market for a profit#f 8.
Alternatively, firm A could cooperate with firm B and boost the total profit té*10.
Suppose the firms agree totbaise the new invention and continue selling to their
current customers, and firm B agrees to pay a lump sum patent royalty of 4 to firm
A. Then, firm A gets a profit of 5 from selling to its half of the market plus 4 from
the royalty, and firm B gets agfit of 5 from selling to its half of the market minus
4 from the royalty. The relatively large royalty payment from B to A reflects the
mar ket power created by Ab6s patent.

Now consider a similar hypothetical |
the patent license is simply a tool to divide the market. By assumption, firm A
derives no market power from the patent because it has no ability to exclude firm B.
That said, through use of a patent licensing agreement, the firms could divide the
marketwitheach firm | imiting their sales to
the total monopoly profit with the old technology is 6 and thus each firm gets a profit
of 3 from the collusive agreemeftNow, however, the license payment would be
trivial, and eah firm would earn half of the monopoly profit in market 1.

Comparing the two hypotheticals, Priest would note that a license associated
with a legitimate patent leads to a significantly higher royalty payment of 4, and
dissimilar profits of 9 and 1 fordns A and B, respectively. By contrast, when the
license is used purely for collusion, the royalty payment from B to A is trivial, and
the profits of the two firms are the same at 3. Priest describes this sort of investigation
into the rent split across femt licensing participants as a valuable test for

¥Economi sts wuse t he stneovatonsititht redsce marginal tastrso pr o c
much that a firm using a drastic innovation can cut its price low enough to drive out competitors,
and in some cases still enjoy the benefits of a monopoly [gesJEAN TIROLE, THE THEORY OF
INDUSTRIAL ORGANIZATION 3901 92 (1988).
“WYHere, we are assuming that firm A6s cost of
Y“lwe assumetotalost is | ower and profit is greater
facilities are not strained by an increaseurput above 5.
142\We assume that the joint monopoly profit of 6 is less than the joint monopoly profit of 10
that flowed from the drastic process innovation.
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di stinguishing Agoodo from fAbadodo patent
effects and social utility.

Whil e Priestdos approach makes sense
it fails when frms compete in more than one market and use patent licenses to
control both markets. We start with a hypothetical similar to our first, in which firm
A achieves a drastic invention in market 1, but now firm B also achieves a drastic
invention in market 2Firm A and firm B compete in both markets. Once again, we
assume that the inventors can use their patents to achieve a monopoly in their
respective markets, but in the mutiarket context, it would be more efficient for
the two firms to license to theaompetitor and share the markets equétlyAs
before, firm B could make a license payment of 4 to firm A for the invention it needs
in market 1. Similarly, firm A could make a license payment of 4 to firm B to use
the invention it needs to compete in nm&trl2. Of course, since the two license
payments are a wash, the firms could instead simply grant rdyadtgross licenses
to each other. So, this result already looks quite dissimilar to the single market
context, as the rent split across patent paditis appears de minimis but actually
reflects a mutual exchange for value. By contrast, if we suppose instead that the two
inventions are both trivial and the firms are simply using the patents to implement a
collusive crosdicense, they could also séietroyalties at zero, divide the markets,
and equally share in the monopoly profit in markets 1 and 2. This result on the
surface looks the same as the mutual exchange for value, but the competitive effects
and social benefits of the two exchanges ar&lstdifferent.

|l n sum, while Priestds rents test ma
licensing in the single market context, it is less helpful in the serial colluder context.
When two markets or products are involved, we can no longer loo& smibunt of
patent royalties or the resulting profitability of the two firms from a licensing
agreement to determine whether the license is likely to be procompetitive or
collusive. Instead, mutual exchanges for value and collusive dealing may look very
similar; small exchanges in royalties may reflect a mutual exchange or a pretextual,
sham deal to divide a market or custoniérs.

143 As before, we assuntbat sharing the market equally leads to more efficjgaiduction
because firms avoid straining their production capacity.

144 Moreover, the Priest approach may induce enforcement agencies and courts to mistakenly
characterize a horizontal licensing agreement as vertical. Suppose firm B offers a patent license
that facilitates collusion in market 1 by firms A and C, while A and B rely on a patent license from
C to help them collude in market 2, and B and C rely on a patent license from A to help them
collude in market 3. When there is a risk of serial collustamay be dangerous to accept at face
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B. Reevaluating the Traditional Approach to Analyzing Competitive Effects in
Patent Licensing: An InterBased Analysis ohnalysis of Patent Strength

The traditional approach used by courts to rein in the anticompetitive effect
of I'icensing deals often relies on evid
license terms, or evidence that the patent covers a minorotegynor is likely
invalid or uninfringed#> Courts may also try to analyze the strength of a patent from
objective information about the patented technology, such as through testimony
from expert witnesses and other sources. As previously noted, Psiegsidi intent
evidence because he considers it unreligbbnd he disapproves of an inquiry into
the merits of a patent in the context of an antitrusitrtz argues this inquiry is too
difficult.*4” Subsequent commentators, especially inAbviscontext, also worry
about error costs from undertaking this analysis. They fear that aggressive
enforcement against cartels implemented via patent licenses will chill research and
development, and that those costs are greater than the social costs -aletecied
collusioni*®

It is certainly true that intent evidence is noisy and that courts and parties will
face increased costs in terms of time and resources from placing greater reliance on
whether defendants had knowledge of patent weakness or underakiny the
merits inquiry into the strength of patents. Yet, we perceive that courts and
commentators have exaggerated the potential harm of chilling research and
development from these inquiries and ignored their value in identifying price

value the claim that a patent license is vertical just because the licensor does not produce the
product made by the licensees.

145 SeelP AND ANTITRUST, supranote130, at 88 31.21, 31.26, 33.15, and 33.38; MacGregor
v. Westinghouse Elec. & Mfg. Co. 329 U.S. 402
the patent is invalid, there is no question but that, as MacGregorndsntthe pricdixing
agreement violates the atir u s t . Ih thewpatenosgttlement context, Hovenkamp observes
that antitrust courts avoid the difficult question of whether a patent is valid and infringed by instead
asking whetheri nivtaliisd fo&o bvweiro/u sveyalik Rule ofHReasdme r t H
and the Scope of the PateB2 SaN DIEGOL. Rev. 515, 541 (2015).

146 Priest,supranote3, at 312 13.

1471d. at 309, 333.

148Seee.g, Melissa J. Hatch & Robin Sumnémited States: A Turducken Task: HAatavis
Invites Relitigation of Patent Merits (Dec. 12, 2013),
https://www.mondag.com/unitedstates/patent/280 7ilGduckentaskhow-actavisinvites
relitigation-of-patentmerits Adam Massoff, et al.,How Antitrust Overreach is Threatening
Healthcare InnovationFEDERALIST SOCIETY: REGULATORY TRANSPARENCY PROJECT (Jan. 28,
2019), https://regproject.org/wpontent/uploads/RThtellectuatPropertyWorking-Group
PapefrDrug-Patents.pdf


https://www.mondaq.com/unitedstates/patent/280776/a-turducken-task-how-actavis-invites-relitigation-of-patent-merits
https://www.mondaq.com/unitedstates/patent/280776/a-turducken-task-how-actavis-invites-relitigation-of-patent-merits
https://regproject.org/wp-content/uploads/RTP-Intellectual-Property-Working-Group-Paper-Drug-Patents.pdf
https://regproject.org/wp-content/uploads/RTP-Intellectual-Property-Working-Group-Paper-Drug-Patents.pdf
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fixing.***Furtre r mor e, A[ c]Jourts regularly |litidg
that involve allegations of sham litigation or allegations that a patent was procured
by fraud. Courts als$soialkgadal anl y egahduc

involving patemissues such as when a patent is invalidated due to a lawyer's alleged
i nc o mp é%t Tusc amurt® appear to have the institutional competence to
manage a trial within a trial if need be.

C. Charting a Way Forward to Evaluating Patents in AntitrustsSuRigorous
Analysis in the Serial Collusion Context

We admire the elegance of the Priest test in the context of isolated cartels, but
we also believe that Priest overstates the costs of asking antitrust courts to probe the
quality of patents, patent Boses, and patent assertions that might be used to foster
collusion. Such inquiries are essential for detection of collusion in settings where
serial collusion is possible and the Priest test is apt to be ineffebteover,
rigorous antitrust review gbatents does not threaten innovation to the extent that
detractors warn.

Commentators who favor deferential antitrust review of patent licensing often
exaggerate the importance of patents as a source of innovative inégrdive,
under pl ay ngahforecontpetitive aront Surveys of most research and

149 For a discussion of the costs and benefits of analysis of intent infiyitg casessee

Ronald A. Cass & Keith N. HyltorAntitrust Intent 74 S. CAL. L. REv. 657, 66670 (2001).
Michael Carrier acknowledges that intent inquiries create both false positives and false negatives
but is critical of #fAblind def e Uemavairgthe Patehthe pat
AntitrustParadox 150U. PA. L. REv. 761, 764 (2002).

150 Joshua B. Fischmaithe Circular Logic of Actavis66 AM. U. L. REv. 9, 14341 (2016).

For nonpatent trials addresg) patent strengttsee, for examplé&unn v. Minton133 S. Ct. 1059,
1065 (2013) (legal alpractice) Walker Process Equipment, Inc. v. Food Machinery & Chemical
Corp., 382 U.S. 172 (1965(Section 2 claims involving fraud in procuring a patent); and
Professional Real Estate Investptac. v. Columbia Picturesinc., 508 U.S. 49 (1993(sham
copyright suit and Sherman Act Sections 1 amthiing.

151 Empirical evidence suggests that patent incentives have little impact on innovation with the
exception of pharmaceuticals, biotechnology, medical instrisnenti a n d possibly
chemicas . 06 Bronwyn H. H a Rekent&esEarcle dn tma Econdnaias bf @dtents
4 ANN. REV. ECON. 541, 548 (2012)See alsoMichael A. Klein,Secrecy, The Patent Puzzle and
Endogenous Growihl26 EUROPEANECON. Rev. 1, 1 (2020)hereinafterPatent Puze]. Klein
summarizes findings of various empirical studies that find weak or no connection between the
strengthening of patent regimes and increases in innoyationt i ng t hat empiri ca
strong evidence that strengthening the patent regicreases . . p at e n Id.iKleig adds:
AFirst, firms routinely decide not to patent
find that the average propensity to patent is betwe&b538. Second, firms widely consider
secrecytobeamorefee ct i ve appropriati ednat2nechani sm t han
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development managers rate patents as the fourth or fifth most important method of
appropriating value from inventions, the exception being the pharmaceutical context
wherepatents rank first. Furthemost patents cover minor and relatively obvious
inventions. About 60% dhe patents granted on chemicals are not renewed to their
full term, suggesting the advances achieved in these patents may not be sigffificant.
This is no surprise; many patents avbtained for reasons other than blocking
imitation, like gaining bargaining power in lawsuits, license negotiations, or
Impressing investors: In addition, there are other means to protect intellectual
property outside the patent system. Trade secsatyeifavored method of obtaining
value from process inventions in the chemical industry and other s&étnsl of
course, the risks to innovative incentives must be balanced against the social costs
of serial collusion, which has not been adequatelgrdesd thus far.

Further, a more rigorous evaluation is especially important in the serial
collusion context. There is good reason to believe that the patent portfolios built by
serial colluders like those in the chemical industry contain many weak patents
patents that are likely invalid, and/or patents covering technology that is unlikely to
be commercialized. Presumably, when firms compete in industries like the chemical
industry, they have an incentive to challenge weak patents for invalidity in

152Carlos J. Serran@he Dynamics of the Transfer and Renewal of PatétifRAND J.ECON.
686, 693 (2010).

153 \Wesley M. Coheret al.,Protecting Their Intellectual Assets: Appropriability Conditions
and Why U.S. Manufacturing Firms Patent (or Ne#j)(Nat 0 | Bur eau WorkihgEc o n .
Paper No. 7552, 200Qhereinafterintellectual Assels( i One br oader wuse of P
particularly in chemical (apart from drugs) and other discrete proddsiries is their
combination to build patent fences around some patented core invention. Such fence building
involves the patenting, though not licensing (nor necessarily even commercializing), of variants
and other inventions that might substitute fog tore innovation in order to preempt rivals from
introduci ng c¢ o mpSedalsoRatent Ruzampranoteddbh s ad) 2 ( AWhen
do patent, it is often for reasoatherthan protecting their innovation from imitation as typically
assumed. . .In particular, patents are increasingly used stratdgifmal their dblockingdeffect on
rival innovationsd ) .

154 Cohenand ceauthors observefi Wi t h regard to the protect.i
[s]ecrecy is commonly the dominant mechanism, as in the chemicals industries, semiconductors
and o intelectust AsSets, supraotel53 at6. They summari ze resear ch
chemical firms will sometimes protect an innovation by applying for one or more patents on
df ferent el ements of an innovaltdiao/nTheyfmddi | e ke e

Afor product i nnovations, several- industri
thirds of their innovations, including chemicals (nec), drugs, mineral procuncts,

medical equipment. In contrast, there are also many industries that applied for

patents on fewer than 15% of their product innovations, including food, textiles,

glass, steel and other metals. o

Id. at16 n.36
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oppositon proceedings in Europe and Japan, inter partes review at the U.S. Patent
and Trademark Office (USPTO), and declaratory judgment proceedings in U.S.
federal courts. Yet, these kinds of challenges tend to disappear when competitors
cooperate in serial dais!®> The colluding firms are likely to move in the opposite
direction by settling patent litigation or validity challeng€3.hese agreements may
then include nachallenge clauses in patent licenses that discourage parties from
monitoring patent qualitand challenging weak patentsAs a result, weak patents

and collusive schemes proliferate, blocking entry for new competitors and expansion
by existing rivals.

\%
PoLICY RECOMMENDATIONS

There is strong deference in the law to the protectianteflectual property
and monopoly rents associated with innovation. Sophisticated cartels can capitalize
on this deference. Our finding that patents increased from thelgado the plea
period and then again from the plea to the jpbsh period for cémical firms that
have been found to have regularly participated in cartels implies that firms are using
patents to enhance the profits of their conspiracies. These patent surges may be
facilitating cartel structures or may be harming both-oartel firmsand potential
entrants. The surge in patents from theglea to the plea period by ng@moducers
that are among the most active cartel firms also suggests a sophisticated use of
patents to enhance the portfolio of cartels that these firms may be running

In an earlier article, we presented four principal policy recommendations to
address the phenomenon of serial collusi®Rirst, antitrust enforcement agencies

155 Jay Pil ChoiPatent Pools and Crodsicensing in the Shadow of Patent Litigati&dINTG
EcoN. REv. 441, 45859 (2010)( pdtent poolscan have the effect of sheltering invalid patents
from chall engesd and contribute to an enviror
incentves o weed out patents of )suspect value thro
156 The existence of a cartel that is made possible (or facilitated) by a patent license discourages
licensees from inventing around or challenging the paS&®Jnited States v. Masonite, 316 U.S.
265 281(1942) As noted above, many patdittensing/prie fixing cases in the first half of the
twentiethcentury involved settlement of patent litigati®@upraSection |.A
157 Licensing of IPRights, supranote93, at  2-8halléngeAclaus® imposes direct or
indirect obligations not to challenge the validity of the liceésortellectual property right. Such
clauses may conflict with the overriding interest of ensuring that IRsrigte lawful. Invalid
intellectual property rights should be eliminated becdtisey] stifle[] innovation rather than
promoting it. Since licensees are often the parties with the greatest technical ability and economic
incentive to challenge improperlyanted IP rights, it is appropriate to impose limitations on no
chall enge cl auses. 0) .
158 Serial Collusionsupranotell
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should work with cartel participants to carry awdrtel reconstructiongo help
enforcemenagencies learn how each cartel worked, who was responsible, and what
other markets might be affected. Second, antitrust agencies should engawge in
extensive monitoringf serial cartel offenders, with the monitoring obligation
Imposed in sentencing, tdement, or plea agreements. Third, existing leniency
programs should be supplemented vaitiunty programshat give company insiders
monetary rewards for informing on cartels. One major aim of such rewards would
be to peel small firms away from carteffaurth, we would mandasajustments in
merger reviewfor transactions involving a serial colluder. The revised merger
control regime would mandate review of mergers from a coordinated effects
perspective whenever a serial colluder notifies an enforceagemicy regarding a
merger for review.

In the balance of this paper, we supplement our previous recommendations
with proposals that emerge from our study of patent practices and serial collusion.
Presented below are a number of policy recommendationsiftiegplemented,
would improve the ability of the competition policy system to detect and deter
harmful collusive schemes that draw upon patent practices for their effectiveness.

ExpandingRegistration and Notification Obligations

Actavisand other payor-delay cases have renewed our awareness of how
patent settlements can serve anticompetitive ends. In July 2002, the Federal Trade
Commi ssion (FTC) i1issued a study that do
patent infringement settlements to delay marketry by producers of generic
equivalents>® The following year, Congress passed the Medicare Prescription Drug,
Improvement, and Modernization Act, which included a requirement that the parties
to such settlements provide the FTC with a copy of their agreéffient.
Implementation of this provision Ba&nabled the Commission to monitor and study
payforr-d el ay agreement s. The notification
ability to track industry trends and to identify possible targets for law enforcement
interventionts?

159 Fgp. TRADE COMM®N, GENERIC DRUG ENTRY PRIOR TO PATENT EXPIRATION: AN FTC
Stuby  (2002), https://lwww.ftc.gov/sites/default/files/documenéports/genericirug-entry-
prior-patentexpirationftc-study/genericdrugstudy_0.pdf

160 Medicare Prescription Drug, Improvemeand Modernization Acof 2003 Pub. L.No.
108173, 88 11111118 117 Stat 2066 (Dec. 8, 2003) (creating patent settlementfiuatiion
mechanism).

161 press Releas€ED. TRADE CoMM&N, FTC Staff Issues FY 2017 Report on Branded Drug

Firmsd Patent Settl ements wi https:/Gewmite.govimewsCo mp et
events/presseleases/2020/12/Hstaffissuesfy-201 #reportbrandeedrug-firms-patent


https://www.ftc.gov/sites/default/files/documents/reports/generic-drug-entry-prior-patent-expiration-ftc-study/genericdrugstudy_0.pdf
https://www.ftc.gov/sites/default/files/documents/reports/generic-drug-entry-prior-patent-expiration-ftc-study/genericdrugstudy_0.pdf
https://www.ftc.gov/news-events/press-releases/2020/12/ftc-staff-issues-fy-2017-report-branded-drug-firms-patent
https://www.ftc.gov/news-events/press-releases/2020/12/ftc-staff-issues-fy-2017-report-branded-drug-firms-patent
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For patent settlements, the p@ay-delay notification obligation is the
exception, not the nor m. As Joseph Br
antitrust agencies do not enjoy ready access to most patent settlement agreements:

Antitrust scrutiny of patent settlements is further cansed because
patent settlements are not disclosed to enforcement agencies. To be
sure, the Patent Act requires filing of interference settlements and
collateral agreements with the Patent and Trademark Office (PTO). But
it appears doubtful that the PTQ@urc police disclosure of collateral
agreements and, under Wniteel Statdsv.r d Ci r c
FMC Corp, the Department of Justice lacks standing to enforce
compliance. . . . [D]efendants in settlement cases benefit from two legal
presumptionghat, while legitimate in themselves, impede antitrust
challenge: a patent is presumed valid, and courts have frequently
declared that patent settlements are to be encout&ged.

To close this gap, we would envision as an initial step that Congress would
eract legislation that gives the FTC authority to establish a reporting system that
mandates the disclosure to the FTC of patent settlements in infringement cases. The
reporting mechanism could be modeled upon the system, described immediately
above, for regrse payment settlements in the pharmaceutical sector. The legislation
would give the FTC authority to define categories of transactions subject to the
reporting requirement. Relevant criteria for establishing the reporting obligation
might include the siz of parties to the licensing arrangement, whether licensing
practices in a sector had previously been the subject of antitrust proceedings, and
other factors deemed relevant based on the experience of antitrust agencies
examining the patent system and coercial licensing practiceé&

A more ambitious program of disclosure would require the notification to the
federal antitrust agencies of a larger body of patent licensing agreements. We would
support the adoption of a new statute that delegated to t@etthd authority to

162 patent Settlement Agreemersspranote138, at 53.

163 As suggested in this paper, federal antitrust agencies have accumulated considerable
knowledge about pate@intitrust issues in the course of conducting investigations, prosecuting
cases, and performinduslies. Many of these activities are described in William E. Kovacic,
Intellectual Property Policy and Competition Poli@6 N.Y.U.ANN. SURV. AM. L. 421 (2011)

William E. Kovacic,The Importance of History in the Design of Competition P@icgtegy: The
Federal Trade Commission and Intellectual Prope@9 SEATTLE U. L. Rev. 319 (2007) and
William E. Kovacic & Andreas P. ReindlAn Interdisciplinary Approach to Improving
Competition Policy and Intellectual Property Poli@&8 FORDHAM INTA. L.J. 1002 (2004).
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promulgate rules that define the reporting obligatté® model for this process
would be the machinery used to delimit the merger reporting obligation imposed by
the HartScottRodino Antitrust Improvements Act of 1976 Under this statute,
Congress established a mandatory-mperger reporting program and delegated its
iImplementation through rulemaking and other administrative actions to the FTC. By
this mechanism, we envision the atien of a dataset that enables the federal
antitrust agencies to observe larger patterns of patenting activity. This data would
also expand agency knowledge of patent licensing behavior to inform the
development of cartel cases, as well as guide thetigaéisn of mergers and single

firm conduct%®

ExpandingiSuper Pl us Factorso to Cover St

Il n earlier wor k, we i ntroduc®Rlust he ¢
factors are economic actions and outcomes, above and beyond paradlett by
oligopolistic firms, that are largely inconsistent with unilateral conduct but largely
consistent with explicitly coordinated acti&f\When the conduct or outcome leads
to the strong inference of explicit collusion, then the plus factor &srexf to as a
super plus factof® We suggest that if there is a surge of patents by firms in an
industry that have a history of colluding with one another, and there is no such surge
by firms in the industry that have no history of explicit collusion, eadh serial
colluding firm is effectively refusing to license any producer outside of the group of
historical cartel participants, then this conduct should be treated as a super plus
factor. In addition, if a serial colluder that is a pEnoducer has aonicurrent surge
in patent activity and licenses only to other serial colluders, then this activity should
be treated as a super plus factor pertaining to the involvement of th@raducer
in the cartel.

This application of super plus factors to the dec@lusion context can be
expanded to further conduct as well. Suppose firm B and C operate a series of cartels

164 Among other tasks, the rulemaking deliberations would identify the scope of information
that various reporting thresholds might elicit and the burden associated with compliance.

165Hart-ScottRodino Antitrust Improvements Act of 1976#L. No.94-435,Sec. 201, §7A,
90 Stat. 1383, 139091 (codified at 15 U.S.C. §18a (2012)).

166 As with a reporting mechanism for the settlement of infringement disputes, the design of
the reporting system for patent licenses would draw upon the subdstapgaience of the federal
antitrust agencies in dealing with patamititrust issuesSee supraote157.

167William E. Kovacic et al.Plus Factors and Agreememt Antitrust Law110MIcH. L. REv.

393 (2012)hereinafterSuper Plus Factols

168 Id.

1691d. at 396 97.
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together and B has unintentionally sold beyond its agreed upon market share for
product 3, while C has undersold transfer needs to occur froB to C to correct

the imbalance in sales for product 3. Thisoedancing can be directly handled in
cash in the license agreement in product 2, where B is licensed’blyddking at
cartels in a stovepipe without considering the portfolio of carteldyeach firm,

this transfer would be completely invisible to enforcement authadities part of

a private license agreement and does not involve the product in question (product 3).
Broadening of the interfirm transfer super plus factor we identiiiediously to
multiple products for serial colluders would be useful in this scenario a& Wwélis

Is another way in which closer examination of patent licensing by serial colluders
that interact in multiple product markets can inform the identificadf@onduct that
suggests the existence of a collusive agreement.

ExpandingPatent Misuse to Apply to Related Patents

The patent misuse doctrine states that a patent used to facilitate an antitrust
violation cannot be enforcéé. The doctrine creates a dedble pathway for new
firms to enter markets that had been cartelized with threats of patent assertion. Courts
should use their discretion and recognize that the defense is good even for patents
owned by serial colluders who did not produce in the mankgtiestion so long as
other members of the network of serial colluders were found liable for collusion in
that market”® This may be significant because, as we observed in Section-I, non
producers often obtain many patents on products in cartelized syakdtthey may
use those patents in various ways to facilitate collusion. Thus, any patent covering
the cartel product, or some other product that was used to facilitate the collusion,
should be subject to a misuse defense by any new entrant-oolhading firm that
wants to use the Ainnovation. o0 Some ma
innovation in the product, but we argue that the cartel firms forfeit the monopoly
protection of patent laws when they use patents to further anticompetitive conduct

170C sues for breach of the product 2 license, or threatens to do so, and B settles for the amount
needed to Atrue upo the product 3 cartel.

171 Super Plus Factorsupranotel67,at423n. 117 (dlt is a relativel
in an oligopoly to engage in contractual relationships with regard to a broad range of activities,
many of which are completely meagiess from a productivity standpoint, and to use allegations

of contract breach, and ensuing settlement s,
172 This principle is embodied in the existing law of patent misRewisiting Patent Misuse
supranote22.

173 Such an approach also would appear to involve the exercise of the U.S. Patent and
Trademark Office of its existing power to rescind patents related to a pateri¢brtive patentee
made misstatements in its applicatituh.
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Greater Agencynvestigation of the Role of Patents in Serial Cartels.

Today, EC decisions rarely mention patents when describing firm conduct at
issue in prohibition decisions. For the 32 chemical cartels enumerated in Appendix
A, patents are hardly mgoned in the corresponding EC decisiéfisThis is a
remarkable omission given the historically significant role of patents in-fxiog
agreements. Perhaps given scarce enforcement resources, the EC chose not to
investigate cartel use of patents and focused instead on tHealmying fruit of
amnesty applicantsdé disclosures about ¢
agreements. Going forward, European, U.S., and other global cartel investigators
need to learn whether and what role patents play in instances of serial collusion. We
notetat i n recent merger inquiries, the E
a greater interest in patenting and patent portfolios as focal points in merger
analysist’® This indicates a greater willingness by enforcement agencies to
undertake the labori@uprocess of mapping out patent portfolios and, perhaps,
licensing arrangements, as foundations for building cases beyond challenges to
mergers. This is a helpful step forward.

Liability for Cartel Facilitators

A serial colluder that is facilitating collim in a product that they do not
make should be found liable in civil and criminal actions for collusion, just like
producers’® In addition, they should be subject to civil liability from private
litigants in class actions and individual suits. Liability and the determination of
damages in such cases should be rooted in, at a minimumfa tutory of harm:
but-for the facilitaing conduct of the defendant, what would the producers have been
able to accomplish through their coll u
harm should be traceable to them in future lawsuits. Cartel facilitators, like Fides/AC
Treuhand, have aady been penalized for participation in European cartels even
though Fides/AC Treuhand is not a producer of any chemical pr&duct.

Creation of an AntiCartel Research Program Focused on Serial Collusion
and the Role of Patents in Cartel Maintenance

174 Just bur of the cases listed in Appendi¥A=ood Flavor Enhancers, Hydrogren Periodide
(2006), Organic Peroxide, and Polypropef&meention patents.

175 Bayer/Monsanto, Case M.8084, Merger PraredRegulation 139/2004 (Mar. 21, 2018).

This comports with existing-awlsPpokedocmoidmé
impose civil and criminal liability on hold verticalselated firms that facilitate the operation of a
pricefixing cartel. Seesupranote92 (collecting cases).

177Unobserved Collusigrsupranote 11, at330.See alsdHeat Stabilisers in Appendix A at
188190.
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In this Article, we have focused mainly on the use of patents to facilitate serial
collusion in the chemical industry, but our findings are relevant to the study and
prosecution of collusion in a number of other important economic sectors. The
electronics andwo parts industries, for example, have also been racked by serial
collusion in recent years, and these are both pateisive industries?
Electronics is much like chemicals in that the pattern of anticompetitive behavior
goes back a century. It woulse worthwhile to study cartels in these industries and
try to identify what role patents played. We would also propose using the research
and informationgathering authority of the FTC, under Section 6(b) of the FTC Act,
to study patent licensing. Suclstaidy would seek to test some of the conjectures set
out in this Article and determine, as noted above, whether a mandate that firms
register patent licenses with antitrust agencies might be apprdptiate.

CONCLUSION

Over a century ago, federal antitrusif@cement began to give careful
attention to the possibility that patent licensing practices could enable rival
producers to organize and manage pfickng cartels. In modern enforcement
practice and scholarly debate about antitrust policy, patensimgipractices have
received comparatively little attention as instruments of cartel management.
Compared to other possible focal points for-aatitel enforcement, patent licensing
arrangements can create difficult analytical complexities. A lessontfreraarlier
generations of antitrugtatent cases is that the use of patents by allegedfpxers
is often abstruse. Enforcers and courts may need to work harder to understand the

A The Ger man chemical ¢ omp aiyng &e&rfentspwith t i ci p
17 of those ending in the current millennium. The French cement company Lafarge SA participated
in 21 with 16 of those ending in the current millennium. The German pharmaceutical company
Bayer AG participated in 20 with 5 of those ending in the current millennium. The Japanese
conglomerate Hitachi Ltd. participated in 20 with 18 of those ending in the curdfedt min ni um. 0
Serial Collusionsupranotell, at22 n.22.Marvaodescribes he pr obl em of seri a
the manufacture of trandgport and electrical e
179The Final TNEC Report contained the following recommendation regarding the notification
to the government of patent licenses:

Recording of transfers and agreemeiiftde recommend that any sale, license,
assignment, or other disposition of any patemtevidenced by an instrument in
writing and that the same be required of any condition, agreement, or undertaking
relating to any sale or disposition of any such patent; and that in any such case a
copy of such written instrument be filed with the Feti&rade Commission within

30 days after execution.

TNECFINAL REPORT, supranote72, at 37.
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technology, patent practices, and industry context specific to asea#se.it is,
enforcement is often a demanding endeavor in terms of resources, time, and
expertise needed to prosecute a ¢#deis a daunting challenge for an enforcement
agency to assemble a narrative that gives a court confidence that anticompetitive
effects predominate in the face of benign or procompetitive effects often associated
with patent licenses. In short, cases at the intersection of antitrust and patent law can
be intimidating, and it takes a patient, determined, and properly resourced
governmat prosecutor to execute them successfully.

We believe the gains from focusing greater attention on patent licensing
warrant the effort to deal with the analytical complexities. Licensing arrangements
can provide attractive means for serial colludersaalcillegal collaboration under
the guise of seemingly legitimate activity, in which direct interaction among
competing firms might seem normal and unremarkable from an antitrust standpoint.
As antitrust systems seek to deter collusion through more pdwaetection
mechanisms and stronger sanctions, one cannot underestimate the ingenuity and
perseverance that producers will deploy to devise counter measures and strategies

180Tijll, supranote2, at 309 310:

While patent licensing arrangements are theoretically preferable to pure monopoly
situations, often these agreements contain provisions designed to restrict
competition.Increasingly thesarrangements have become more sophisticated as
the Justice Departmentodés Antitrust Divisio
monopoly to the patent itseln this effort, he government has generally secured
the support of the courts. But the casetitated by the Department of Justice have
involved only a small number of industriel$.is therefore impossible to say
whether, in the many not investigated, blatant restrictions are still fully spelled out
in licensing arrangements or whether they hsivgply been driven underground.
In both cases, a comprehension of the restrictions contained in a license agreement
requires knowledge, often extensive knowledge, of the operation of the industry
and its trade practices.

181 SeePriest,supranote3, at 365:

The problem of detecting illegitimate arrangements . . . is more difficult than merely
identifying those particular practices that might be employed by bothscartd

patent licensors. . . . The most telling example is where a group of firms appoints a
licensor and, foregoing explicit price, output, or territorial restrictions, authorizes
the licensor to charge each member firm a royalty with the understandingt th

later date the royalties exacted will be rebated in fullvould be impossible to

detect a cartel agreement of this nature without a detailed investigation into the
relationships between the licensees and the licensor, because the behavior of each
licensee will appear irreproachable; each can set price exactly equal to its apparent
marginal cost which will include the royalty.
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that permit the accomplishment of their collusive objectives. Licensing
arrangementthat are either invisible to external observers or seem innocuous at first
glance can provide means to this end.

We also believe the burdens associated with the analysis suggested here may
be manageable. There are opportunities today for the antitrustcemient
community, especially U.S. enforcement agencies, to apply the substantial body of
learning that they have accumulated regarding the operation of the intellectual
property system and the use of patents in commerce. Intensified examination of the
paossibilities for patent licensing to facilitate coordination by serial colluders would
build upon a significant foundation of enforcement experience and research. Such a
program would complement other major efforts to apply competition policy to high
techndogy sectors and industries that rely heavily upon the application of patents
and other intellectual property rights.

For roughly half a century, from the 1920s through the 1970s, U.S. antitrust
policy adopted a highly skeptical view of many patent licepgractices. This
skepticism has attenuated over the past forty years, as antitrust enforcement agencies
and courts disavowed the hostility toward the same doctrines and enforcement policy
statements. The rebalancing that has taken place ought notcigehbise fact that
some of the concerns of the enforcement community were not illusory. Our
proposals seek to give effect to the sound understandings of the earlier era and bring
the force of modern learning to bear upon the special problem of seriaiaollu
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APPENDIX A
EC Chemical Product Decisions and Cartel Firms

1. Bitumen: Case COMP / 38.4%@Bitumen- NL, September 13, 2006
a. Shell
2. Butadiene Rubber: Case COMP/F/38.63utadiene Rubber and Emulsion
Styrene Butadiene Rubber, November 206
a. Bayer, Shell
3. Calcium Carbide: Case COMP/39.3D8Calcium carbide and magnesium
based reagents for the steel and gas industries, July 22, 2009
a. Akzo Nobel, Degussa
4. Candle Waxes: Case COMP/391i8Candle Waxes, October 1, 2008
a. Shell
5. *Cartonboard: IV/C/33.833 CartonboardJuly 13, 1994
a. Fides/AC Treuhand
6. Chloroprene Rubber: COMP/38629Chloroprene Rubber, December 5,
2007
a. Bayer
7. Choline Chloride: Case COMP/HE37.5331 Chol i ne Chl ori de,
Decision, December 9, 2004
a. Akzo Nobel, BASF
8. Citric Acid: CaseCOMP/E1/36.604i Ci t ri ¢ Aci d, Commbn
0.J.(L239) 18. December 5, 2001
a. Bayer
9. *Fatty Acids: 1V/31.1280 Fatty Acids, Comm'n Decision, December 2,
1986
a. Fides/AC Treuhand
10. Food Flavor Enhancers: Case COMP/C.37.6 Flood Flavour Enhancers,
C o mmbecision 2004 (L 75) December 17, 2002
a. <None from those listed in Figure 5>
11. Heat Stabilizers: COMP/38589Heat Stablisers, November 11, 2009
a. Akzo Nobel,Arkema/ Atofina, EIf Aquitainé&ides/AC Treuhand
12.*Hydrogen Peroxide: IV/30.908 Peroxygen product®November 23, 1984
a. Atochem, Solvay, Degussa
13.Hydrogen Peroxide: Case COMP/F/38.620Hydrogen Peroxide and
Perborate, May 3, 2006
a. Akzo Nobel, Arkema/AtofinBegussaElf Aquitaine, Solvay
14. Lysine: Case COMP/36.545/F3. Amino Acids, June 7, 2000
a. <None fromthose listed in Figure 5>
15. Methacrylates: Case No COMP/F/38.6819Viethacrylates, May 31, 2006
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a. Arkema/AtofinaDegussa]Cl, Elf Aquitaine
16. Methionine: Case C.37.519Met hi oni ne, Commdébn Deci s
1. July 2, 2002
a. DegussaRhonePoulenc/Aventis
17. Methyglucamine: Case COMP/EH37.9781 Met hyl gl ucami ne,
Decision, November 27, 2002
a. Rhone Poulenc/Aventis
18. Monochloroacetic Acid: Case COMRHE.37.773 MCAA, Commo n
Decision, January 19, 2005
a. Akzo Nobel, Arkema/Atofina, EIf Aquitajn€ides/AC Treuhand,
Hoechst
19. Organic Peroxides: Case COMP2B37.8571 Or gani ¢ Per oxyde,
Decision, December 10, 2003
a. Akzo Nobel, Arkema/AtofinaDegussa, Fides/AC Treuhand,
20. *Polyethylene: 1V/31.866, LdPE, December 21, 1988
a. Atochem, BASF, Bayer, Dow,Enichem, Fides/AC Treuhand,
Hoechst, ICI, Repsol, Shell
21. *Polypropylene: 1V/31.149 Polypropylene, April 23, 1986
a. Atochem, BASF, Fides/AC Treuhand, Hoechst, ICI, Rhone
Poulenc/Aventis, Shell, Solvay
22.*Potash: IV/795 Kaliand Salz/Kali Chemie, December 2B73
a. BASF, Solvay
23.*PVC: 1V/31.865, PVC, December 21988
a. Atochem, BASF, Enichem, Fides/AC Treuhand, Hoechst, ICI, Shell,
Solvay
24. Rubber Chemicals: Case COMP/F/38.44Ru b b er Chemical s,
Decision December 21, 2005 (summary at 2006 (L 353) 50)
a. Akzo Nobel (through Flexsys¥? Bayer
25.*Soda Ash: Case COMP/33.1-83 Sodaash, December 19, 1990
a. BASF, Solvay
26. Sodium Chlorate: Case COMP/38.6950dium Chlorate, June 11, 2008
a. Akzo Nobel, Arkema/Atofina, EIf Aquitaine

27. Sodium Gluconate: http://europa.eu/rapid/presslease |F01-
1355 en.htm?locale=en#file.tmp_FoqgtMarch 19, 2002
a. Akzo Nobel
182Gee the cite@ECdecisionat para 13, AThe holding company

B.V. of which Akzo Nobel Chemids International B.V. holds 50%, the remaining 50% being

h e

Il d by Solutia Inc and Solutia Europe N. V. t


http://europa.eu/rapid/press-release_IP-01-1355_en.htm?locale=en#file.tmp_Foot_1
http://europa.eu/rapid/press-release_IP-01-1355_en.htm?locale=en#file.tmp_Foot_1
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28. Sorbates: Case COMR/[E37.370i Sor bat es, C oOutobeml, De c |
2003
a. Hoechst
29. *Synthetic Fibers: 1V/30.810 Synthetic fibres, July 4, 1984
a. Bayer, Hoechst, ICI, Rhone Poulenc/Aventis
30. Vitamins: Case COMPH/37.512Vi t ami ns, Commén Deci
(L6) November 21, 2001
a. BASFE Rhone Poulenc/AventisSolvay
31.*Woodpulp: 1V/29.725 Wood pulp, December 19, 1984
a. Fides/AC Treuhand
32. Nitrile Butadiene Rubber: COMP/38.628litrile Butadiene Rubber, January
23, 2008
a. Bayer
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APPENDIX B183

l. GOOGLE PATENTS ADVANCED SEARCH INSTRUCTIONS

FIELD INPUT
Synonym CLfmroduct keyword]o
Product keywords are | isted below (s

Claims search (CL=):
Restricts search to claims of patents
Increases relevance of resulting patents by limiting results to patents in w
the product is anotable input or process patents for the product

Note:
To search the union of multiple g
OR
To search the intersection of mul
with AND
Date Choose Af i Idiopdgvalisf r om t he
Enter years from January 1 to January 1 of the next year (i.e-Qu98#%i 198501-
01)
Note:
Pre-plea years: 10 years prior to the start of the earliest starting year of a
firmbébs plea period in the corresi/
Pleayears:the&r | i est starting year of a
corresponding EC decision to the
the corresponding EC decision
Postpl ea year s: 10 years after the
thecorresponding EC decision
Inventor Leave blank
Assignee Firm search ter ms, uni versity search
Note:
To search the union of multiple g
OR
Tosearchthe nt er secti on of multiple se
with AND

Patent Office| Do not change (this generates a global search)
Language Do not change

Status Choose figranto from the dropdown |is
Type Choose Apatento from the dropdown | i
Sort by Relevance

Note: This option can be changed only after the search results are displayed.

183 This Appendix was prepared by our three research assigtaiterine Bartuska, Naira
Batoyan, and Hope Bodenschadt the direction of thauthors of the paper. Any errors are the
responsibility of the authors of the paper.
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Il PRODUCT SELECTION

Focusing on the firms of Akzo, BASF, Bayer, Solvay, and Degussa as producers and
nonproducers, if the prplea or the plea period hasore than an average of two
patents per year than chemical product was included. Otherwise, the product was
excluded.

. PRODUCT KEYWORDS

PRODUCT SEARCH TERM(S)

1. Bitumen Abitumeno

2. Butadiene Rubber Aibut arddbebneer 6 OR #Apol ybutadie

4. Candle Wax Afcandle waxesd OR dAparaffin
icandle waxo0 OR dAparaffin wa

6. Chloroprene Rubber Achl oroprene r ubberruwbb®ER ofi chR
Apolychloroprened OR fAneopre

8. Citric Acid Acitric acido

11. Heat Stabilizers Aheat stabilizerso OR fAheat
Aheat stabilisero OR @At her ma
OR At her mal fsttladr mals egtsab iOIRi
stabilizersdo OR Atin stabild.i
stabilisero OR fAepoxidised s

e
oil o OR AESBOO

12. Hydrogen Peroxide 1984 |Ahydr ogen peroxi dedo OR fAhydr
pertor at e 0

13. Hydrogen Peroxide 2006 hydrogen peroxided OR fAhydr

fi
perborateo

15. Methacrylates Amet hacryl atesd OR fAmethacry

16. Methionine Amet hi oni neo

17. Methylglucamine Amet hyl glucamined OR fimegl un

18.Monochloroacetic Acid Amonochl oroacetic acido OR i

(MCAA) monochl oroacetated OR ASMCAO

19. Organic Peroxides Aperoxi desodo OR AfAper dhydrabend OR
Note: when performing a claims search, do not use CL= before
-hydrogen

20. Polyethylene polyethyl enedo OR ALdAdPEDO

21. Polypropylene polypropyleneo OR fipolyprop

23. PVC PVCO OR dApolyvinyl <c¢chloride

ar

24. Rubber Chemicals avdteigr adant-dégoO&daandi OR 0
antidegradant 0 OR fAaccel er a
hemi cal sd6 OR firubber chemic
antioxidanto OR fAantiozonan

OR Aretanpepsibz®RO OR fNpepti

St 0O S O 3O S| D
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25. Soda Ash fisodium carbonateo OR fnsoda
29. Synthetic Fibers Apolyamide textile yarno OR
Aipol yester textile yarnd OR
stapled OR dacrylilterss@a pOR o
fibresdo OR Asynthetic fibero
30. Vitamins Avitamin A0 OR Avitamin Co (
OR fAvitamin BO OR fthiamineo
32. Nitrile Butadiene Rubber Ainitrile bubtba®ORenei tubbe rub

but adiene rubbero

IV. ASSIGNEE SEARCH TERMS

Assignee names to be used in all cases, with the exception of the outstanding
mergers, acquisitions, and name changes listed below.

Akzo Nobel Atochem / Atofina / Aventis BASF
Arkema*

Bayer Degussa Hoechst ICI

Rhone Poulenc Shell Solvay

*seeMergers, Acquisitions, and Name Changes below

V. MERGERS, ACQUISITIONS, AND NAME CHANGES$ ALL
SEARCHES

These cases are relevant in all instances, even when the firms are not in the cartel.

FIRM SEARCH
Start yeaii 1993 Akzo OR Nobel
Akzo Nobel 1994i end year Akzo Nobel
, Start yeaii 1999 Atochem
ﬁtrigrfgn / Atofina / 20001 2003 Atochem OR Atofina
20047 end year Atochem OR Atofina OR Arkema
Start yeail 2003 Bayer
Bayer 2004 Bayer OR Lanxess
2005 Bayer
Hoechst / Rhone Search the relevant firms in separate columns for entire time period

Poulenc / Aventis
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VI. MERGERS, ACQUISITIONS, AND NAME CHANGES$ CASE SPECIFIC
FOR CARTEL MEMBERS

CARTEL FIRM SEARCH
. . 19947 2003 | Degussa OR SKW
3. Calcium Carbide | Degussa |01 5006 | Degussa OR SKW OR Alzchem Hart
19811 2003 | Bayer OR Haarman & Reimer
8. Citric Acid Bayer 2004 Bayer OR Haarman & Reimer OR Lanxess|
2005 Bayer OR Haarman & Reimer
12. Hydrogen Peroxidd Atoc_hem/ 19487 1982 Pech?ney Ug@ne Kuhlmann
1984 Atofina / 19831 1990 | Pechiney Ugine Kuhimann OR Atochem
Arkema
AKZO 1948:|: 1985 | Akzo OR Nobel
13. Hydrogen Peroxide Nobel 1986.|_ 1993 | Akzo OR Nobel OR Eka
2006 1994.|. 2010 | Akzo Nobel OR Eka
Solvay 19841 2001 | Solvay .
20027 2010 | Solvay OR Ausimont
19617 1982 | Pennwalt OR Luperox
Atochem / 1983:|: 1999 | Pennwalt OR Luperox OR Atochem
19. Organic Peroxide | Atofina / 200071 2003 'IZSOr}ir:]v;alt OR Luperox OR Atochem OR
Arkema 5647 2009 | Pennwalt OR Luperox OR Atochem OR
Atofina OR Arkema
Atochem / | 19661 1982 | Aquitaine Total Organico
20. Polyethylene Atofina / 1983 Aquitaine Total Organico OR Atochem
Arkema 19841 1994 | Atochem
Atochem / 196671 1982 | Aquitaine Total Organico
21. Polypropylene ﬁtiﬂna/ 1983 Aquitaine Total Organico OR Atochem
re€Mma  ["1084i 1993 | Atochem
Akzo 19861 2011 | Akzo Nobel and Flexsyare searched
24. Rubber Chemicals| Nobel and separately and placed in separate columng
Flexsys
197771 1985 | Kali Chemie OR Solvay
25. Soda Ash Solvay 10861 2000 | Solvay
19841 1985 | Elektrokemiska Aktiebolaget OR Akzo OR
Nobel
, Akzo 1986 Elektrokemiska Aktiebolaget OR Eka OR
26. Sodium Chlorate Nobel Akz0 OR Nobel
19871 1993 | Eka OR Akzo OR Nobel

1994- 2010

Eka OR Akzo Nobel
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DATA VALIDATION PROCEDURESUSED FORKOVACIC , MARSHALL ,
AND MEURER ARTICLE

VOLUME 10EDITORIAL BOARD OF THENYU JOURNAL OF INTELLECTUAL PROPERTY
AND ENTERTAINMENT LAW (JIPEL)

As a policy of the journal, JIPEL prales readers with a short appendix that
suppl ements authorsdé empirical anal ysi ¢
findings, where possible. For a descrip
Fall 2020 issue editoria@nthe subject.

Il n order to validate the authorsodo en
journal staff r evi davengfor# duleset af cgherhicals tnder p a t
the assumption that the accuracy of the coding of this subset is representative of the
accuracy of the coding of all the chemiceaier the request of the JIPEL editors, the
authors provided the journal a compldigaggregation of patent counts by chemical
product. In its review, journal staff validated patent tabulations across all firms for
three chemicals, Methacrylates, Polyethylene, and Polypropylene, which were
associated with d&Thetodtadl|l opg o pBuwblb5a thiroens ud ft
numbered 6,123A A r e s ul t oone cededfiadinfpnpatenting sy a firm
on a chemical product i n a single year,
refers to the recordeadumber of patentsought for that firm / chemical / year. So,
for example, BASF may have sought multiple patents related to a given chemical in

a single year, but this would be consid
since it was interested in reviewing thepe nt i al error rate on
by fAresulto as well as by patent tabul a

From this review, JIPEL staff did find slight discrepancies associated with
approxi mately 31% of Aresul tso acros
Polypropylene, as shown in Tablé 2hat said, these discrepancies tended to be in
the amount of onetothre pat ent s greater or f ewer

1 See, e.gSample Size CalculatoELiNCALC, https://clincalc.com/stats/samplesize.adpst
visited June 1, 2021) (describing a means to calculate minimum experiment sizes for a known
popul ation size). While JIPEL and the authors
their patent tablations, it is possible that the errors that affected some or all of the three chemicals
reviewed by JIPEL were dissimilar to errors that affected other studied chemicals.

2 Methacrylates, Polyethylene, and Polypropylene were associated®8@tt?61, and 308
firesults respectively.

3The firesultso from the remaining chemicals
“n total, JIPEL found di scr ep thatoréeeeremicals.s oci a
Dividing 269 by 855 Aresultso gives a discrep


https://jipel.law.nyu.edu/editorial-the-need-for-collective-standards-validating-raw-data-in-legal-empirical-analysis/
https://clincalc.com/stats/samplesize.aspx
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findings for patenting 1 n a particular
findings did not tend to be Aseshownidi f f e
Table 1 below, in all periods,tkeut hor sé counts did not e x
And, the findings for the total number of patenting in thegea, plea and post

plea periods tended to be very close.

TABLE 1: SUM OF PATENTING ACROSS FIRMS FOR A GIVEN CHEMICAL IN EACH
PERIOD, SHOWING NET DIFFERENCE ( BIFF. ON)SUMMED TOTALS BETWEEN
ARTICLE AUTHORS AND JIPEL

Methacrylates Polyethylene Polypropylene
Authors | JIPEL Diff. Authors | JIPEL Diff. Authors | JIPEL Diff.
Pre 1688 1718 30 353 362 9 174 174 0
plea (1.78%) (2.55%) (0)
Plea |931 943 12 934 973 39 439 445 6
(1.29%) (4.18%) (1.37%)
Post | 1215 1292 77 1774 1831 57 1065 1084 19
plea (6.34%) (3.21%) (1.78%)

JI PEL also disaggregated its own tab
noncore producers, as shown in Table Zjétermine if errors were any likelier for
one set of firms versus the otRe¥yIPEL did observe greater errors in patenting
Aresultso for core producers, but again
small, as seen in Table JIPEL did not obsee any greater magnitude of errors
associated with fAresul tcer@proflugars. cor e pr od

The authors explain their rationalceorfor d
producers in Section | of the main Article.
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TABLE 2: JIPEL OBSERVED ERROR COUNTS FOR REVIEWED ARESULTS, SPLIT
BETWEEN ERRORS ASSOCIATED WITH AARESULTSO FOR CORE AND NON-CORE

PRODUCERS
Methacrylates Polyethylene Polypropylene
i Res u Error ifResu Error i Resu Error
count (%) | count (%) | count (%) | count (%) | count (%) | count (%)
Core producer 130 80 145 49 140 28

Aresul ts o] (45.45%) (61.77%) | (55.56%) | (57.65%) (45.45%) (52.83%)
observed errors

Non-core producer | 156 51 116 36 168 25
Aresul t s o (54.55%) |(38.23%) |(44.44%) | (42.35%) | (54.55%) (47.17%)
observed errors

Totali r e sul t 286 131 261 85 308 53
JIPEL observed
errors

In sum, JIPEL finds that thaggregate differences in the number of patents
recorded by the journal staff and the authors does not materially change the
magnitude or direction of the findings for any of the three chemicals examined.
Based on our assumption that discrepancies in ttentsatabulated for these three
chemicals by the authors and the JIPEL staff are representative of the magnitude of
discrepancies for all the chemicals examined by the authors in this article, JIPEL
data validation supports the authorsodo e

Some theories for why these errors persist include errors from human coding
or errors i n Googl eds aut omat ed docum
translates patent information across languages.r or s mi ght al so be
Adeduplication by familyo option, which
searchesThis option is supposed to group together equivalent inventions and hide
redundant patents from vieWt is possible that certain patents were hidden for the

6 As noted above, JIPEE ound di screpancies associated wi

chemicals, the sum of 131, 85 and 53, shown i
sum of 286, 261 and 308, shown in Table 2) gives a discrepancy rate of approximately 31%. In
Tabl e 2, JI PEL disaggregated #Aresul tscore and i

producers. Percentages in Table 2, then, reflect the distribution of core verstm@@noducer
Aresultso and errors on A rraldisciegascyraté rentaims 31%. P E L 0 s
! See About Google Patents: Coverage  GOOGLE,
https://support.google.com/fags/answer/70495@ast accessed June 1, 2021) (describing
Googl eds p adeacdeake availabledopdigdal searching 120 million global patents).
8 See About Google Patents: Search results pageGOOGLE,
https://support.gogle.com/fags/answer/7049588/searebultspage?hl=en&ref_topic=6390989
(last accessed June 1, 202m)its description oits deduplication by patent family option, Google


https://support.google.com/faqs/answer/7049585
https://support.google.com/faqs/answer/7049588/search-results-page?hl=en&ref_topic=6390989
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auhor s6 searches that were visible to JI
at a different time than the authors.

describes how similarly architected searches may nonetheless lead to sligbiiyilalis
conclusionsld. The company observes how when using deduplication by family:

Only the highestanking patent from the samisimple patent familyis displayed

and the other family members are removed from the results list. The simple patent
family is all of the patents that share the same set of priority claims. This is usually
when the same or very similar patent is filed in more than one country.

Id. This grouping is done algorithmically using what Google describeSoaperative Patent
Classification (CPC) codekl. For further description of how patent families are created for global
patentsthat seek protection for equivalent inventioagse DOCDB Simple Patent Famiur.

PaT. OFF., https://www.epo.org/searchidgr-patents/helpfulesources/firstime-here/patent
families/docdb.htm(last accessed June 3, 2021).


https://www.epo.org/searching-for-patents/helpful-resources/first-time-here/patent-families/docdb.html
https://www.epo.org/searching-for-patents/helpful-resources/first-time-here/patent-families/docdb.html
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Landlord, landlord, these steps is broken down.
When you come up yourself!? itdéds a

The coronavirus pandemic has affected our lives in countless ways. One of its
unfortunate effects was the unavoidable closure of public libraries. Many people rely
on public libraries for many different things, including free access to books. When
public libraries closed, many people lost access to books, especially new books.

In response, the Internet Archive created the National Emergency Library to
make digital copies of books more accessidlke InterneA r ¢ h iOpea bDilsary

" SpearsGilbert Associate Professor of Law, Univeysdf Kentucky College of Law.

1 LANGSTON HUGHES Ballad of the Landlordin THE COLLECTED POEMS OF LANGSTON
HUGHES402, 402 (1995).

2 SeeChris FreelandAnnouncing a National Emergency Library to Provide Digitized Books
to Students and the Puhblic INTERNET ARCHIVE: BLoGs (Mar. 24, 2020),
http://blog.archive.org/2020/03/24/announcergationatemergencyli brary-to-provide

22¢


http://blog.archive.org/2020/03/24/announcing-a-national-emergency-library-to-provide-digitized-books-to-students-and-the-public/
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is a free digital lenithg library founded in 2006 that provides digital access to the
books in its collectioA.Currently, the Open Library holds about 4 million books,
about 1.4 million of which are protected by copyright and subject to lending
restrictions. The Open Librannly lends digital copies of copyrighted books to one
person at a time, as if it were lending the physical copy of the Yduok.National
Emergency Library suspended the waitlist for borrowing digital copies of certain
copyrighted books in order to prad access to more people.

The National Emer gency L tobhe daswe ofva s n o
many public librariesThe Open Library collection ialreadyrelatively modest in
sizewhencompared to many research libraries, and the National Enwrgdirary
is only a small subset dhe entire collection. In order to avoid competing with
publishersthe National Emergency Libramynly included books that were more
than 5 years old, which rarely have substantial commercial value. In addition, the
formats provided by Open Library are less convenient and accessible than
commercial ebooks.

Still, something is better than nothing. More than 100 libraries and archives
signed a public statement supporting the National Emergency Libyany.would
think everyone would applaud the I nternet
underserved populations with access to information during a national emergency, as
an example of a charitable organization doing what charities dosbsgping up to
meet a pressingeed. You would be so wrong.

When the Internet Archive announced the National Emergency Library,
publishers and authors went apoplectic. Publishers immediately denounced it as
willful copyright infringementMany authors followed suit, whining that the énbet
Archi ve was @ainfém onrdepaving tieentofstheit reght<Oh, and
their rightful profits, of course.

digitized-booksto-studentsandthe-public/; National Emergency LibraryINTERNET ARCHIVE,
http://blog.archive.org/nation@mergencylibrary/ (last visited Feb. 28, 2021).

3 See Open LibraryiNTERNETARCHIVE, https://openlibrary.orgflast visited Feb. 28, 2021).

4 See id(indicating that users can borrow digital copies of copyrighted books from the Open
Library by creating a free Internet Archive account).

5 SeePublic StatementSupporting Waitlist Suspension for Books Loaned by the Internet
Archive During the US National EmergencyNTERNET ARCHIVE, (Mar. 24, 2020),
https://docs.google.com/document/u/1/d/e/2PACX
1vQeYK7dKWH7QqwOwLVnmEo1ZktykuULBQq15j7L2gPCXSL3zem4WZO4Iyj
dS9yVK6BTnu7T1UAIuOIl/pub

6 See, e.g. National Public Radio (@NPR)TWITTER (Mar. 26, 2020, 2:22 PM),
https://twitter.com/NPR/status/12432418274 7556 2&8fmments).


http://blog.archive.org/2020/03/24/announcing-a-national-emergency-library-to-provide-digitized-books-to-students-and-the-public/
https://openlibrary.org/
https://docs.google.com/document/u/1/d/e/2PACX-1vQeYK7dKWH7Qqw9wLVnmEo1ZktykuULBq15j7L2gPCXSL3zem4WZO4JFyj-dS9yVK6BTnu7T1UAluOl/pub
https://docs.google.com/document/u/1/d/e/2PACX-1vQeYK7dKWH7Qqw9wLVnmEo1ZktykuULBq15j7L2gPCXSL3zem4WZO4JFyj-dS9yVK6BTnu7T1UAluOl/pub
https://docs.google.com/document/u/1/d/e/2PACX-1vQeYK7dKWH7Qqw9wLVnmEo1ZktykuULBq15j7L2gPCXSL3zem4WZO4JFyj-dS9yVK6BTnu7T1UAluOl/pub
https://twitter.com/NPR/status/1243241827475562497

227 N.Y.U. JOURNAL OF INTELL. PROP. & ENT. LAW [Vol. 10:1

But ther eods no evidence showing thea
meani ngfully i mpacted any dooksitmadpaopenf i t s .
access had no meaningful commercial value, and many were out of print. Moreover,

If publishers or authors wanted their books removed from the National Emergency
Library, all they had to do was ask. In any case, the overwhelming maybtitg

Open Librarybés patrons use books only b
them for researchln other words, when Open Library users actually want to read a
book, they tend to buy a copy. Ironically, ebook sales have increased substantially
during the pandemit.

In reality, publishers and authors object to the National Emergency Library
andOpa Li brary on dAprinciple. o The #dAprin
uses a digital book, someone should pa\y
profitso means someone used a book and
used the book wodln 6t or coul dndét have paid the
who pays. Indeed, they are fine with libraries paying for licenses to distribute
ebooks. But they expect someone to pay.

These Aprincipledo objections teo t he
Open Library are actually objections to the very idea of a library. After all, the
primary purpose of a library is to provide free access to books. The horror! Every
library patron is a potential paying customer, forever lost. The National Emergency
Library and Open Library just make it even easier and more convenient for people
to use books for free.

Unfortunately for them, people love libraries. Many who love books spent
their childhood in them. So publnuckher s
as they wish they could. Instead, they tie themselves into knots trying to explain why
libraries are good, but digital lending is bad, unless libraries pay exorbitant fees to
lend digital copies of books, even though they lend physical copiesdottfreakes
no sense, unt i | you realize 1tbés just
audience, and play to its prejudices.

" Brewster KahleThe National Emergency LibraiyWho Needs It? Who Reads It? Lessons
from the Fird¢ Two Weeks INTERNET ARCHIVE: BLogs (Apr. 7, 2020),
http://blog.archive.org/2020/04/07 [tmationatemergencylibrary-who-needsit-who-readsit-
lessonsrom-the-first-two-weeks/

8 Book sales increased by about 8% in 2021, and ebook and audiobook sales increased by even
more. Elizabeth A. HarrisSurprise Ending for Publishers: In 2020, Business Was @éod
TiMES (Dec. 29, 2020)https://www.nytimes.com/2020/12/29/books/bgmkblishing2020.html


http://blog.archive.org/2020/04/07/the-national-emergency-library-who-needs-it-who-reads-it-lessons-from-the-first-two-weeks/
http://blog.archive.org/2020/04/07/the-national-emergency-library-who-needs-it-who-reads-it-lessons-from-the-first-two-weeks/
https://www.nytimes.com/2020/12/29/books/book-publishing-2020.html
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Until now. Publishers and authors have lost their patience. They are sick and
tired of libraries letting consumers gdtet goods for free. In a recent-ed, a
Canadian publisher finally said the qui
rely on the traffic generated by pimping free entertainment to people who can afford
I t°In @ther words, libraries lend populaooks to consumers, who might otherwise
have purchased them. True! What a travesty. God forbid libraries provide books
people actually want to read. But libraries also lend popular books to people who
canot afford them and rirntg. dythiegaa underoubtkes t h «
market for books, | guess.

At least publishers and authors have become refreshingly transparent about
their demands. They want someone to pay whenever someone reads a book. They
donot care who paydoes Caosumelsplibrgriesacharitiesy me o r
governmentwhoever Publishers and authors have come to believe they are entitled
to profit from every consumer, no matter what.

So, no more libraries. | mean, the terrible injustice of allowing people to
borrow books wih 0 u t paying for them i s obvi ol
government pays the fare, so long as it pays market rates. After all, justice means
property owners collecting every penny of potential profit.

None of this should come as any surprise. As Mikesiitsk memorably
observed, AdAlf they were invented today,
wouldabsolutelys cr eam about | i braries and?® pr obeze
The time is now. The National Emergency Library is just another libifidmg.only
difference is ease of access. Unlicensed digital lending is already in the crosshairs.
Are regular lending libraries next?

In any case, on June 1, 2020, a group of publishers sued the Internet Archive
for copyright infringement! They allege thathe National Emergency Library
infringed the copyright in their works by lending them to more than one person at a
time. Further, they allege that digital lending itself is infringing.

9 Kenneth WhyteQverdue: Throwing the Book at LibrarigSLoBe AND MAIL (July 25 2020),
https://www.theglobeandmail.com/opinion/artithkeanksto-governmernffundinglibrariesare
poisedto-win-marketshare/

10 Mike Masnick,Publisher Decries Damn Libraries Entertainitige Masses Stucat Home
for Free, TECHDIRT (July 28, 2020 9:33 AM),
https://www.techdirt.com/articles/20200727/16343744985/publidaeriesdamnilibraries
entertainingmassesstudk-homefree.shtml

11 SeeHarris,supranote8.


https://www.theglobeandmail.com/opinion/article-thanks-to-government-funding-libraries-are-poised-to-win-market-share/
https://www.theglobeandmail.com/opinion/article-thanks-to-government-funding-libraries-are-poised-to-win-market-share/
https://www.techdirt.com/articles/20200727/16343744985/publisher-decries-damn-libraries-entertaining-masses-stuck-home-free.shtml
https://www.techdirt.com/articles/20200727/16343744985/publisher-decries-damn-libraries-entertaining-masses-stuck-home-free.shtml
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For better or worse, the first sale doctrine provides that a cdpyrig o wn e r 0 s
control of a particular copy of work ends when that copy is $@ldyone who buys
a copy of a book can sell, rent, or | en
That 6s why | i braries can | end thebreakss. Co

But copyright owners argue that digital copies are actually illicit
reproductionsuch thatending digital copies is infringement even if the lender owns
a physical copy of the bodkOn their reading, the first sale doctrine only applies to
physical copiesThat would mean i br ari es canot create a
wi t hout i nfringing, and certainly canodo
other words, copyright owners h®@nd believe the transition to ebooks will put
paid to libraries.

They may very well fish their wish. The pandemic has certainly hastened the
trend toward ebooks, and copyright owners seem to have the courts on their side.
While no court has held thatgiial lending without a license is infringing, it seems
inevitable. If and when it happens, it will mean the transformation of libraries from
public archives to knowledge pantri es.
apostles of efficiency. Foirtg them to pay whenever their patrons use a work will
only make matters worse.

But libraries can push back. If copyright is a property right, then copyright
owners are just landlords, charging people rent in order to use the works they own.
Landlords arentitled to charge renY.et no one thinks collecting rent is an absolute
mor al entitl ement. Render unto Caesar
give. Why not rent? And why not copyright as well? After all, copyright
infringement is all about diaing and allocating profits, nothing more. Copyright
owners are just | andl ords, and copyrigt
entitled to coll ect It But It doesnaot
claiming their pound of flesh.

COPYRIGHT & ITS DISCONTENTS

Since time immemorial, authors and publishers have insisted that copyright is
and should be a kind of property, entitled to protection and respect, just like any
other kind of property*In the 16th century, the Stationers Company created the idea

1217 U.S.C. § 1092018).
13 See, e.gCapitol Records, LLC v. ReDigi Inc., 910 F.3d 649, &82(2d Cir.2018).
14 See, e.gAdam Mossoff|s Copyright Property;?42 SaN DIEGOL. Rev. 29, 32(2005).
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of an exclusive right to reproduce a work of author$hipy the 19th century,

authors like Balzac and Mark Twain argued that copyright is a natural right that
should exist in perpetuity. The 20th century saw the triumph of the Berne
Convention and its profoundly moralistic concept of copyrigiind who could
forget the Motion Picture AssmracyRSAI on o
which bluntly 1 nsistends tihsa t$ Hiedbobwhdt@.add i n
Wel |l , potenti al profits, obviously. Whi
dondét fight the metaphor. |l f we <call It
must be punished, even if no one was actuallynedr

There are many good reasons to question the property metaphor when it comes
to copyright. After all, the primary purpose of property is to allocate scarce goods
more efficiently. Property rights enable private parties to bargain for ownership and
thereby promote the efficient use of scarce godttsnvever,because consumption
doesnoét r ewarcles saufpphyt hor s hso fhe maperty 6 t S
metaphor makes little sense. The reason for providing exclusive rights in works of
authorship is tomcourage people to create them in the first place, not to ensure their
efficient allocation. If anything, copyright makes allocation less efficient, by
Imposing transaction costs. Most public domain works are widely available, but
many copyrighted works aralmost impossible to find.

So, do we treat copyright like a property right? Most definitely. Should we?
Probably not. We conceptualize copyright as a property right not because it promotes
copyright policy goals, but because property is a familiarisit; and because we
are conditioned to believe authors are entitled to own the works they produce. If the
purpose of copyright is to encourage the production of works of authorship, then it
makes more sense to conceptualize it as a form of competdiicy.pVe should be
asking when and why exclusive rights actually encourage authors to produce works
of authorship, and structure copyright policy accordingly.

15 Chris DentRegisters of Artefacts of CreatiorFrom the Late Medieval Period to the 19th
Century 3 Laws 239, 24316 (2014).

16 SeeCopyright Act:Hearing on S. 6330 and H.R. 19853 Before the J. Comms. on Ratents
59th Cong. 11621 (1906) (statement of Samuel L. Clemens); Honoré de Béletire Adressé
Aux Ecrivains Francais du XIXe Siécle [Letter Addressed to French Writers of the 19th Gentury]
11 REVUE DEPARIS, 1834, at 62.

17 \WWORLD INTELLECTUAL PrROP. ORG., GUIDE TO THE BERNE CONVENTION FOR THE
PROTECTION OFLITERARY AND ARTISTICWORKS 41-44 (1978).

18 SeePIRACY. ITG ACRIME. (Motion Picture Association of America 2004).

19 See, e.gPaulJ. HealdHow Copyright Keeps Works Disappearéd J.EMPIRICAL LEGAL
StuD. 829 82966 (2014).
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But thatodods water under the bridge. W
we ar en 0 stop.gSo wemgighttas well ask what it means. If copyright is
property, then how should we think about copyright owners and the justification of
their claims? Well, copyright owners let other people use their property in exchange
for a fee. In other wordsf copyright is property, then copyright owners are
landlords, and their profits are rent.

Thereds nothing wrong with | andlord
creation and maintenance of property, including intellectual property. If building
owners arentitled to rent out housing, then copyright owners are entitled to rent out
wor ks of authorship. But therebds nothin
one thinks that building owners are doing their tenants a favor by renting them an
apartmentAnd no one should think that copyright owners are doing the public a
favor by renting them works of authorship. The law gives property owners the right
to charge rent, but thatodés it. So when
violates their max | right to get paid maybe we sh
their claims with a grain of salt

COPYRIGHT THEORY

There are as many theories of copyright as there are copyright scholars, and
then some. If you ask two copyright scholars to explain jtiséification for
copyright, youdll get at | east three op
theory of copyright they accept, and a

Among many other things, copyright scholars disagree about whethe
copyright is a property right or a regulatory right. Typically, scholars who like
copyright think it is a property right, and scholars who dislike copyright think it is a
regulatory right. But their disagreement is metaphorical. Or rather, it is a
disageement about which metaphor should govern copyright doctrine: property or
regulation.

THE EcoNOMIC THEORY OF COPYRIGHT

The prevailing theory of copyright is the economic theory, which holds that
copyright is justified because it solves market failuresorks of authorship caused
by free riding. In the absence of copyright, works of authorship are pure public
goods, because they are perfectly-noal and norexcludable. Works of authorship
are perfectly nom i v al because ¢ ons unhesupplyaftheor k ¢
work. Particular tangible copies of a work are rivalrous, but the intangible work of
authorship itself is not. And in the absence of copyright, works of authorship are
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non-excludable, because no one can stop anyone else from using kheneeiit is
published.

Neoclassical economics predicts market failures in public goods caused by
free riding. Essentially, no one will produce public goods, because no one will pay
for them. Producers typically only make things that they can sell, m#uoters
wonot buy public goods that they can ¢
expect a shortage of public goods, bece
of production.

In theory, copyright can solve that market failure by making works of
authorship excludable. Copyright gives authors certain exclusive rights in the works
of authorship they create, and enables them to transfer those rights to others. Or
rather, copyright means that consumers have to pay to use works of authorship. So,
by hookor by crook, authors also get paid, and produce more works of authorship.

The economic theory of copyright is plausible, and surely has at least some
explanatory value. After all, no one would invest millions of doliats producing
a motion picture umss they expected to profit by selling®iBut it also has many
weaknesses.

For one thing, copyright ownership s
of the authors who receive it. After all, copyright automatically protects every
Aori gi nadt hvorrskhiogdo at he moment it is Afi

comically low bar for originality. As many commentators have ruefully observed,
according to the Supreme Court, copyright appears to protect everything but
telephone books and snow shovlBut stay tuned for additional exceptions the
next time the Supreme Court bothers weighing in on copyright.

In other words, copyright automatically protects every letter you write, every
to-do list you make, every doodle you draw, every snapshot you take, every emalil
you draft, every status update you post, every tweet you send, andrestagram
photo you shige. But no one does any of those things because they want to own a
copyright. They do them for the sake of themselves. The copyright is merely
Il nci dent al . |l ndeed, most people donodot e
copyrighted works every ga. I call this the Adar k mat

20 But see, e.gCollis Clark, The Crazy Cult of The RogiaNT. WEEKLY, Dec. 19, 2008, at
32, 3334 (stating that the author of The Room spent $6 millionéatera movie, yet everyone
involved was aware of the poor quality).

2lSeeFei st Publ 6ns, I nc. v. Ru6t4@091)TSeatAthlet®&r v. C
LLC v. Varsity Brands, Inc., 137 S. Ct. 1002, 1013, 1038 (2017).
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of copyrighted works of authorship that no one cares about, not even their own
author?? If the purpose of copyright is to encourage the production of works of
aut horship by providing an economic 1in
that dondét require an incentive in the

For another thing, even when copyright is a saliecentive, the scope and
duration of copyright protection is unrelated to the incentive required. Copyright
gives all copyright owners essentially the same exclusive rights and the same term,
irrespective of the incentive they needed to create the Wankyright does protect
different categories of works in slightly different ways. But if the purpose of
copyright is to give authors salient incentives to create works of authorship, one
would expect at least some tailoring of the exclusive rights and tepending on
the nature of the work, in the interest of efficiency. Ideally, individual authors would
only receive the rights and term they actually needed in order to produce each work.
While such finegrained tailoring of copyright protection is obvibugmpractical,

In practice we see no tailoring at all, which is peculiar, because at least some tailoring
Is possible. For example, there is no reason to believe that all works need the same
copyright term. The current term of the life of the author gluiyears is excessive

for all works?3But it is comically excessive for works that will be obsolete within a
matter of years, like computer programs.

Finally, i1t is increasingly c¢clear th
authors?* even thoud other things ar®. Artists typically sell unique objects and
rely on scarcity, rather than copyright. They respond to economic incentives, but not
the ones provided by copyright. As in many discursive communities, the salient
incentive is attribution, o t exclusive rights. For e X a
economy, 0 scholars are delighted when s
idea, but only if they receive credit. In academia, citations are the coin of the realm,
and academics expect to geig

On reflection, one begins to suspect that the economic theory of copyright
shares a feature common to many theories propounded by neoclassical economics:

22 See, e.g Christopher SprigmarReform(alizing) Copyright57 STAN. L. REvV. 485, 48390
(2004).
23 See, e.gKristelia A. Garcia & Justin McCrara Reconsi der ati onlof Coy
ALA. L. Rev. 351, 37374 (2019) (finding that empirical studies show that inogative works
earn most of their lifetime revenue in the first decade after publication).
24 SeeAmy Adler, Why Art Does Not Need Copyrigl®6 GEo. WASH. L. REv. 313, 32224
(2018).
%5 See generallyJESSICA SILBEY, THE EUREKA MYTH: CREATORS INNOVATORS, AND
EVERYDAY INTELLECTUAL PROPERTY, 9-10, 1516 (2015).
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It works perfectly in theory, but utterly fails in practice. Or rather, the economic
theory of @pyright beautifully explains how to create an efficient copyright policy,
assuming economically rational authors and no transaction costs. But the
economically rational author is a rare bird indeed, and transaction costs are
omnipresent, especially becauso one can confidently predict what consumers will
like, let alone what they will love. Moreover, nothing suggests that the economic
theory had any impact whatsoever on our actual copyright policy. On the contrary,
Congress just pretended to deliberate] then copied the Berne Convention.

The dirty secret is that copyright r
refl ect the economic theory. |l t s just
seeking, not efficiency. Copyright exists for thenefit of copyright owner$
nominally authors, but actually publisheiswho use it to extract rents from
consumers. They always want more copyright, because you never know where a rent
will materialize. And they are horrified by the very premise ofedb@nomic theory.

After all, they donét want copyright toc
copyright to be as inefficient as poss
publ i sherds profit

M ORAL THEORIES OF COPYRIGHT

But t her éxé@ssorym\thite ghe écanontic theory is prevailing among
academics, judges donot take it serious
heard of it. Mind you, judges are always careful to pretend that copyright reflects the
economic theory. You knowhe drill: Congress in its infinite wisdom carefully
evaluated its policy choices and made these decisions, which we atgodaty to
accept as legislative factsSimilarly, lawyers deploy the economic theory, if they
think it will help their case, butt 6 s al ways a suppl ement a
dondét have anything better.

Realistically, copyright policy is justified primarily by moral intuitions about
authorial ownership, based on social norms that developed in relation to economic
interest$® The concept of authorship has existed since time immemorial. But it has
meant many very different things at different points in time. Before the invention of

26 SeeH.R.ReP. N0. 94-1476, 2d Sessat 133136(1976) (explaining that the Copyright Act
of 1976 adopted many key features of the Berne Convention, including refaximgities and
extending duration to the authoroés | ife plus
Convention nearly verbatim).

27 SeeEldred v. Ashcroft, 537 U.S. 186, 205, 208, 212, 222 (2003).

28 See generallyeanne C. FromgExpressive Incentives in Intellectual Prope®g VA. L.
REev. 1745, 17531759(2012).
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the printing press, authorship only mattered if it generated patronage or prestige,
because reproding works was almost as costly as creating them. Accordingly,
authorial ownership was limited to attribution. The printing press increased the value
of authorship by decreasing the cost of reproduction. Suddenly, authorial ownership
expanded to include peoduction. And as the economic significance of works of
authorship has increased, the scope of copyright protection has increased as well.

The real problem is the public. Everyone knows the public is ignorant of and
indifferent to the economic theory. Hehe public is ignorant of and indifferent to
copyright. Most people think authors are and should be entitled to control the use of
the works they <creat e, because they c¢r e
whether copyright providesa salientc ent i ve t o create new W
about whether copyright is efficient. They only care about what is right and what is
wrong. Or rather, they only care about what they understand to be right and wrong,
based on the social norms defining authlooiwnership they learned and accepted.

Anyway, the public doesndét know or c
cares about what is right. Or rather, people care about what they think is right, based
on the social norms about authorial ownership ematrol they have internalized.
Those norms have nothing to do with what the law actually says, and everything to
do with social expectations. To put it another way, most people have no idea what
copyright protects or prohibits. But they know a norm violatvhen they see one,
and are always eager to punish them.

Copyright owners are plenty smart enough to recognize a good thing and take
full advantage of it. And social norms about authorial ownership are about as good
as it could get for them. As a geakrule, the public loves authors of every stripe,

and sympathizes with their interests.
fans almost reflexively condemn any perceived norm violation and are prepared to
puni sh it. What §letpnfessianals définerthe ovndrdhip rootms v e

governing themselves. In other words, discursive communities are typicaly self
regulating, and enlist fans to enforce their rdte&mong other things, fans often
create their own norms governing fan cudtuvhich may themselves permit certain
kinds of copyright infringement. But this is generally seen as acceptable, saslong
the uses in question are noommercial, irrespective of whether they are technically
infringing.2°

29 See, e.gAdler, supranote24, at 342 (2018).

30 For a Coaseajustification of fan works as fair use, see F.E. Gu®ugl, Of Coase and
Copyrights: The Law and Economics of Literary Fan AM.Y.U. J.INTELL. PROP. & ENT. L. 91
(2019).
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Copyright owners rely on thes®cial norms to enforce the shadow law of
copyright, which is rooted in moral intuitions, not consequentialist predictions.
Despite the nominal dominance of the economic theory, copyright as actually
practiced is controlled by social norms based on Iseéibbut the moral justification
of authorial ownership and control. Members of a discursive community avoid
violating those norms, for fear of censure. Violators typically repent when
confronted. Infringement actions typically settle, irrespective of theits, in part
because norm violators know that juries are likely to find liability, even in the

absence of actual infringement. And ev
faitho of an all eged infringer swean eva
sucker 6s game, because the dice are | oa

COPYRIGHT AS PROPERTY

The common law loves metaphors, and copyright is no exception. For better
or worse, copyright rhetoric is steeped in metaghémd the most important
met aphor for copyright owners I s Aprope
be property, or at least to be conceptualized by the public as a form of property,
because people not only understand how property works, but alsostiang
intuitions about why infringing property rights is bad.

If copyright is property, then copyright owners are entitled to determine how

their works are used. As Bl ackstone f ar
despotic dominion which one mataims and exercises over the external things of
the worl d, i n tot al exclusion of 3% he ri

Of course, what is given can always be taken away. Just as Blackstone went on to
describe the countless limits on prdyerghts, so too does the Copyright Act grant
exclusive rights, only to list a congeries of exceptions.

Many scholars have resisted the property metaphor, as applied to works of
authorship. They argue that exclusive rights in intangible goods have no relevant
similarities to physical ownership of tangible goods. After all, people typically
conceptualize pragrty as land and things: rivalrous, tangible, and excludable. By
contrast, a work of authorship has none of those qualities. It is perfectiyvagn
intangible, and partially excludable only because the law makes it so. Why should
we use the property meaphor f or wor ks of authorshi
for the actual, relevant qualities we want to describe? Perhaps a better analogy is to

31 See, e.g.Brian L. Frye,IP as Metaphoyr18 CHAP. L. REv. 735 (2015); DavidA. Simon
Analogies in IP: Moral Right21YALE J.L. & TECH. 337 (2019).
322 WILLIAM BLACKSTONE, COMMENTARIES *329.
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regulatory rights, which manage competition by determining who can participate in
a market and how they canmpete.

And yet, the concept of property is readily abstracted to include the exclusive
rights in works of authorship provided by copyright. After all, if property is really
just the nexus of contract and tort, then it can readily accommodate copyhgttt,
I's also just contract and tort, sprinkl
Anew pr op e;rittcon@insimsititudes ofgights. But is such abstraction
conceptually helpful, especially if the property metaphor encourages the fubli
accept other metaphors that are actively misleading?

For example, copyright owners often characterize copyright infringeinaent
really, any unauthorized use, whether or not actually infringiags it hef t . O
rhetorical move, it makes perfectnse. People understand the concept of theft and
believe it is wrong. If copyright infringement is theft, then by extension, it must be
wrong as well.

But the theft metaphor neither describes what happens when the copyright in
a work of authorship is infniged, nor accurately characterizes the nature of the
alleged harm. When physical property is stolen, the original owner is harmed by
losing possession of it. If someone steals your wallet, they have your wallet and you
dondét. But when copneringht nifm ia gweosr K hef .
deprive the copyright owner of the work or the ability to use the work. On the
contrary, they are depriving the copyright owner of a potential sale of a copy of the
work, or at worst, unfairly competing witthé copyright owner, by selling or
otherwise distributing copies of the work without permission.

Now, copyright infringement may very well be wrongful and socially
har mful . But it isndét theft in any mear
and onfusing. Consumers are inclined to think theft is bad, so if copyright
infringement is theft, it must also be bad. Yet, when you tell consumers what
copyright infringement actually entails, they find it puzzling, because it includes
activities they engage all the time, without realizing they are unwitting infringers.
Making a mixtape for your friend? Copyright infringement. Playing a radio in a
coffee shop? Copyright infringement. Making photocopies of an article? Copyright
infringement. Posting a phaoaph from the internet to social media? Copyright
infringement. Suddenly, people are confused. How is this theft?

COPYRIGHT OWNERS ASL ANDLORDS

Nevertheless, for the purpose of this essay, | will accept the property
metaphor. If copyright owners want ise it so badly, then let them own it. Let us
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assume that copyright owners are indeed property owners. What kind of property do
they own? If we are going to use property metaphors for copyright owners, what
kind of property owners are their analogues?

The obvious answer is: landlordsLandlords own real estate in order to
generate a profit by renting it to oth
want to use their property themselves. On the contrary, unless someone else is using
their property] andl ords aren6t generating any r
using the property they own, they benefit from the revenue that property generates
in the form of rents.

Likewise, copyright owners own copyrights in order to generate a profit by
rentingwor ks of authorship to consumers. Yo
work of authorship in order to consume it, you just need the permission of the
copyright owner. Copyright has economic value only because it enables copyright
owners to generatevenue by renting works of authorship to people who want to
consume t hem. | f no one rents a work o
revenue. Copyright owners are analogous to landlords because they own a
(potentially) valuable capital asset and gierte revenue by collecting rents from its
consumption. Indeed, the analogy is delightfully apt because the congruence is so
obvious, once observed.

There are certain differences, but they are insubstantial. Quibblers will surely
object that landlords rérhousing to tenants, but copyright owners sell copies of
works of authorship to consumers. But as an economic matter, these are identical.
When copyright owners sell a copy of a work of authorship, they are really just
renting the work for the life of theopy. That may well be a long time, but if
copyright has taught us anything, It 6s
ti m&s. o

Moreover, in our digital era, it is increasingly the case that copyright owners
do not sell copies of works at all, taather license the right to use them. By their
own insistence, when copyright owners license a digital work to consumers, it is
emphatically not a sal e, and we know i
d o e s n 6 ¥ Copypghtl oyvners often emerate much of their revenue from

33 See, e.g.Brian L. Frye,Ok, Landlord: Copyright Profits Are Just RedurisT (Apr. 8,
2020),https://www.jurist.org/commentary/2020/04/brirge-copyrightprofits/.

34 See, e.gEldred v. Ashcroft, 537 U.S. 186 (2003) (implying that any fixed term of years is
afil i mited ti meo) .

35 SeeCapitol Records, LLC v. ReDigi Inc., 910 F.3d 649, 659 (2d Cir. 2018).


https://www.jurist.org/commentary/2020/04/brian-frye-copyright-profits/

23¢ N.Y.U. JOURNAL OF INTELL. PROP. & ENT. LAW [Vol. 10:1

licenses, which are just rents collected from people who want to use a particular
work.

Indeed, conceptualizing copyright owners as landlords collecting rent on a
capital asset is entirely consistent with the econongorth of copyright. Recall,
under the economic theory, copyright is justified because it encourages authors to
invest in the production of works of authorship by giving them certain exclusive
rights to use those works of authorship. In other words, copgypgbvides an
incentive to create works by giving authors the right to collect rents on the works
they create, or transfer them to others who will. This is directly analogous to the
housing market.

After all, how does the housing market work? In a nutskeime people can
build housing, some people have capital to invest, and some people need someplace
to live. The people with capital pay the people who can build housing, and either
rent the housing or sell it to those who will. Likewise, authors can nakies of
authorship, publishers have capital, and consumers want to consume works of
authorship. The publishers pay authors to create works of authorship, and rent those
works to consumers. It is exactly the same model, just adapted for a different
produd.

Landlords and copyright owners confront different risks. But not as different
as you might think. Everyone needs housing. But no one necessarily wants to rent
the housing you have on offer, or wants to pay a price that will be profitable.
Likewise, eveyone wants to consume works of authorship. But no one necessarily
wants to consume the work of authorship you happen to own, or wants to pay the
price you are asking for it.

The one great advantage of copyright ownership is that intangible works of
autho shi p donot require maintenance in
continually invest in the upkeep of their property, or it will deteriorate and lose value.
A work of authorship is like a diamond, impervious to the passage of time. A
copyright ownemwho owns a valuable work of authorship need do nothing but sit
idly by and watch the rents roll in. Just as jewelry may become unfashionable and
lose value, so too may a work of authorship fall out of favor and stop generating
rents. But a copyright ownean always just wait for the last trickle of rents to peter
out, and then ignore a work, letting it sit idle on theatfance it someday comes
back into style. Sure, copyright owners may voluntarily invest in the promotion of a
work, in the hope that tireinvestment will pay off in additional revenue. But there
IS no obligation to do so, and copyright owners can cut bait at any time. Indeed,
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publishers are notoriously indifferent
it, they are a dime a doze

Yes, copyright owners face considerable risk in predicting whether a
particular work will be popular and profitable. But if that is a concern, they can
always invest in works that have already proven themselves. Sure, they will be more
expensive, butray sure thing always is. And yet, publishers continue to invest in
speculative works. Why? Presumably, because they can purchase them on favorable
terms. Authors are plentiful, but capital is not. Buy low, sell high has always been a
winning strategy, in pblishing as elsewhere.

THE LANDLORD METAPHOR

So, whatodés the problem? The | andl ord
| i ke a strong anal ogy with considerabl e
with the economic theory of copyright, and seemsxplain quite nicely how
copyright owners actually use their property. Who would object to it, and why?

Well , as youoll recall, the shadow t
say the economic theory is thenitpThevail.
real reason people believe in the legitimacy of copyright is because of their moral
intuitions. Or rather, different people have different moral intuitions, depending on
their role in the copyright market, but all of those intuitions converdegitmate
copyright ownership as a moral value.

Authors believe that copyright ownership is justified, because they ought to
be able to control and profit from the use of the works they created. As | have
observed, everyone believes in the legitimacyhefkind of property they hope to
own, even if they dondét believe in any
in literary ownership, and seffrofessed Marxists are happy to righteously assert
copyright ownership, even as they decry every othwet &f propertys®

Why? Most authors seem to have internalized a version of the Kantian idea
that a work of authorship i s an express
authors are entitled to control the use of the works they create, in ofplestve
the integrity of their personhood. In practice, authorial intuitions about the
legitimacy of ownership claims and expectations about the scope of control authors
are entitled to exercise over the use of the works they create tends to trackahe so
norms of the discursive community in which an author typically participates. When

3% See, e.g. Ben Mauk, Steal This E-Book?, NEw YORKER (May 5, 2014),
https://www.newyorker.com/business/currency/staa-e-book


https://www.newyorker.com/business/currency/steal-this-e-book

241 N.Y.U. JOURNAL OF INTELL. PROP. & ENT. LAW [Vol. 10:1

, I t 6s

an artist copies an advertisement
itdés decr

artist copies another artist,

Some more cynical authors also seem to have internalized a more Lockean
theory of copyright ownership, under which their right to control the use of the works
of authorship they created is based on the fact they created the work in the first place.
Al fade mi t, itds mine, 0 as it were. The
ignored. After all, once a work of authorship exists, it could just as well belong to
everyone. The only thing authors are really claiming is a share of the positive

externalites associated with the work, not the work itself.

Copyright owners, typically publishers, have an even more cynical take on
copyright ownership. From their perspective, a work of authorship is simply a capital
asset, which produces revenue. They invested in the work for the purpose of claiming
the revenua t gener at es, and thatoés justific
investment, by ensuring they can compel consumers to pay and can prevent unfair
competition. One need not have any particularly exalted perspective on the moral
legitimacy of copyrighto hold this view. Dollars and cents are enough.

The weak link is consumers, who ultimately bear all of the costs, hopefully in
exchange for some of the reward. The economic theory says consumers benefit from
copyright protection, because copyright erreges marginal authors to produce the
works of authorship that consumers want to consume, and in the absence of
copyright, cultural production would be impoverished. But the economic theory
bears little relation to reality. While it tells a neat and tidgreemic story, imagines
the facts necessary to make that story work. In practice, the scope and duration of
copyright protection, and the actual function of the markets for copyrighted works
of authorship, has no relationship to marginal incentives. Neithexre ever been
any effort, or even intention, of structuring copyright to reflect marginal incentives.
In practice, the economic theory is pure mdbkdeve, with no meaningful
relationship to how any of this actually worKks.

The reality is that consoers accept the legitimacy of copyright ownership
because they too believe the moral stories that authors tell about the justification of
copyright. Authors insist that they should be able to control how the works they
create are used, and object to usesy tdislike. Consumers admire authors, and
despise anyone who displeases the authors they idolize. So consumers are inclined
to accept the legitimacy of the justifications authors offer for copyright ownership,
just as they are inclined to accept the laggicy of anything else their idols say.

37 See generall$ILBEY, supranote25.
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When Taylor Swift complains about people doing her wrong by using her songs in
ways she disapproves, the Swifties have her back. And the same is true of any other
author. After all, plagiarism norms are just the magbrous expression of the norm

that authors have a moral right to control how people use the works they create.

But no one likes landlords. At best they are tolerated, and at worst, they are
despised. For better or wod shegs aarowagy swo
term of opprobrium, used to identify those who profit from capital, rather than from
labor. Workers get wages for their labor, which landlords extract as rent.

No one wants to be called a landlord, in part because it is perceiveoi®s a
voce insult, and in part because it makes it harder to argue for the legitimacy of your
claims to compensation. Or at least harder to make claims that people are inclined
to take seriously and give moral force. As a consequence, people conscioigly av
the term Al andlordo and seek more anod
Property Owners Association created its delightfully cynical name explicitly in order
to avoid the® term fAl andl ord. o

Why does this matter? Well, if consumers come to segright owners as
landlords, they might well be inclined to take their moral claims less seriously. After
all, everyone knows they have to pay rent to the landlord. But few consider it a moral
obligation. You pay the rent because you need a place tlmbtdecause you are
grateful to the landlord for providing it to you. On the contrary, you expect to get
what you pay for, and if the landlord starts getting grabby or fails to hold up their
end of the bargain, no one is reluctant to complain or cussabem

| am not casting aspersions on landlords, although others thight.better
or worse, landlords play an important role in our economic order. We need them in
order to maintain the liquidity of the housing market, and they use capital to take
risksand generate profits just like any other investor.

But | andlords arendét special. And if
as landlords, they might come to see copyright as not being special either. Or rather,
works of authorship are special and \aile, in the same way that having a place to
live is special and valuable. But rent is not special and valuable, and neither is the
kind of control that accompanies landlordism.

38 About SPOASMALL PrROP. OWNERSASSIN, https://spoa.com/abospoal
39 See, e.gMike Overby, Copyright Holders Are Landlords andstNot OK (June 26, 2020),
https://ssrn.com/abstract=3637125
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If authors and copyright owners want to continue to rely on the shadow theory
of copyright based on moral rights, they have to make sure that consumers continue
to take those moral rights seriously. They better keep upt¢hddaThe more people
start to see copyright owners as landlords, the harder it will be.

LITERARY LANDLORDS IN PLAGUETIME

Let us return to the copyright infringement action against the Internet Archive
and the National Emergency Library. The pandemic created a need for access to
books, and the National Emergency Library stepped in to fill it. There is an gngoin
need for access to books, and the Internet Archive helps satisfy it. Both solve real
and pressing problems.

Does it matter? Who knows. The awkward question is whether the publishers
have viable copyright claims. As much as it pains me to say it, theearssprobably
yes. The Internet Archive at least has a variety of defenses, including fair use, which
seems like it ought to enable libraries to continue lending books digitally, when they
canot do it physicall y. Buleastarduablyhhble i on a
for copyright infringement, based on the letter of the law.

But what about the optics? Do the publishers really want to pursue an action
against a library for doing what a library does? Do they really want to insist on
assertingvasst at ut ory damages when they know
actually suffer any real economic damages? Do they really want to make a stand on
the principle that libraries are bad, because they prevent copyright owners from
extracting every last ceof profit from consumers?

If publishers really want to punish the Internet Archive for creating the
National Emergency Library and stop the Open Library from lending ebooks without

a |license, they may very well oticec e e d .
After all, the purpose of the I nternet
care about.

And yet, copyright owners have been singing their siren song of moral
justification for so |l ong, they®&ous enr g
to their own venality and hypocrisy, unselfconsciously justifying their right to claim
every last crumb of potential profit as not only their legal right, but a kind of moral
duty. |t doesndét matter how mucownet he p
gets paid.

That kind of hubris is always a little risky. For the moment, the public is team
copyright. But that could change if copyright owners push their luck. So far, the
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public has more or | ess boughtprotecirg copy
beleaguered authors from rapacious pirates. But the public can be fickle, especially
when itbds inconvenienced.

People seem to |l ove the i dea of copy!l
how it works. But they also love the idea of libeas |, even i f they d
them. Copyright owners seem to be gearing up to go after libraries in general,
looking to squeeze every cent they can from their literary property. | wonder if they
are getting a little too close to the sun. Before thegwhlibraries into the briar
patch, they better reflect on whether i
again.

CONCLUSION

If you live by the metaphor, you die by the metaphor. The landlord metaphor
is dangerous for copyright owners, because 6 s so cutting. When
wounded copyright ownerdéds infringement
are offended and appalled. Why? Maybe I
dislike how they look in the mirror.

Ultimately, copyight policy is a story about politics and ideology. Copyright
owners have convinced themselves that they are in the right and morally pure. But
maybe they are victims of their own myopia? After all, landlords also see themselves
as in the right and morgllpure. The only problem is that most of the public
disagrees. No one loves a landlord. At best, they are a necessary evil.

By contrast, the public loves copyright owners. Or at least it loves authors,
and copyright owners are close enough. But the public is fickle and easily
di sappoi nt ed. Thereds no guarantee 1t v
despised than a disged hero.

Copyright owners have claimed the moral high ground for so long, they think

Il tds the shore, and al ways want mor e.
finally getting skeptical, especially when copyright owners object to people using
work s in familiar ways. lothedsare doiagsgmethimy ¢ o n
wr ong. |l tds hard to convince them that

As copyright owners increasingly find themselves at odds with the public, the tide
may eventally turn.

Not hing will destroy copyrightos goc
copyright owners going after libraries. Everyone loves libraries, even if they never
use them. And the people who love authors the most are also the people who love
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libraries the most. Up until now, the public has been convinced that loving authors
means loving copyright. But they could be dissuaded, especially if they realize that
copyright owners see libraries as nothing more than a source of revenue.

Apparentl vy, copyright owners donoét ¢
was the first casualty in a war they seem determined to fight. The Open Library is
next. After that, why not every other |
giving the pilic free access to copyrighted works of authorship. Copyright owners
think thatdos just plain wrong. Sur e, tr

but more importantly, they also want everyone who consumes a work to pay for it.
As far as they areoncerned, every time someone uses a library copy of a work, they
|l ose a sale, and thatdés a terrible shan

Copyright skeptics should welcome this fight, because copyright owners are
| eading with their chin. They@vte thelyide c

come to take it for granted. That 6s a 1
| oves authors. It wonot take | ong for p
nothing to do with protecting authorship, and everything to do witkimgasure the

public pays as much as possible for the

game over for copyright owners.

The public has long embraced copyright landlords, transfixed by their siren
song of authorshi p aswdetmetdyaslhittinggome $urt c o
notes, and people are noticing. Going after libraries will produce a dissonance no
one can ignore. And yet, copyright owne
peril.

I think i1tdés al | foroethinking epytigbtpdlicy,inl t 6 s
light of technological change. For better or worse, people need to use metaphors in
order to talk about policy. Most copyright metaphors flatter copyright owners. The
| andl ord metaphor i s iurate and unfattering. Maye a u s €
i tds time copyright owners got a taste
policy would be better for it.

They defied the landlords. They defied the laws.
They were the dispossessed, reclaiming what was theirs.

40 EoNRossELSON The World Turned Upside Down, @rAT8 NOT THEWAY 1736 GOT TO
BE (Acorn Records, 1975).
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The art market is a highisk industry in which authentication is the sina qua non

of merchantability. In an era of increasing market valuations and-guawing
demand for fine aé either for the status it confers on its owners or its investment
vaudaut henticati on IS t he art coll ectoros
Recently, authentation technology has become incredibly sophisticated, enabling
scientists and historians to authenticate works based on minutiae as discrete as the
lead in white paint or the weave of an individual bolt of canvas. Simultaneously
however, savvy art forgelae developing new ways to evade detection, through
both artificial intelligence and alreadgresent weaknesses in the market.
Nevertheless, American law has lagged behind in providing adequate protections
for buyers. Existing protectiofisa patchwork of cotract, tort, and state statutory
provision® are incomplete and leave buyers bearing the risk of purchasing a
forgery.

This Note examines the art mar ket ds relia
significant indication of value in a work; provides an ovew of the risks

associated with authentication; and considers the rights, obligations, and remedies

when an owner of adtbe it an individual, a gallery, or a musedérdiscovers that

the art he or she owns is a forgery or a fake. This Note then examimedetiod

artificial intelligence and blockchain technology in both ensuring authenticity and

creating further problems for the provenance of presently unauthenticated works.

Analysis also examines the current allocation of risk between buyers, sellers, and
authenticators. Finally, the Note considers the ethical and normative obligations

of collectors of fine art.

Ultimately, this Note demonstrates the extent to which authentication is a €ouble

edged sword. On one hand, authentication drives up the vapantings, creates

publicity that benefits owners, and adds prestige to institutions and individuals

whose art has been authenticated. On the other hand, authentication can destroy

the value of an artwork just as easily as it can bolster it, with riskgingnfrom
situations where the mere question of a wo
sell, to situations where authentication leads to a legal duty to destroy the work in

guestion upon proof that it is a forgery. While technology can streamlinégnee,

and guarantee the authenticity of a work, it can also create the opportunity for

find yoursel f i mmperidl Erivigge éosAlbrechttDiurer,Bluregnberg.(1%b11)
PRIMARY SOURCES ONCOPYRIGHT (1450-1900), (Lionel Bently & Matin Kretschmer eds.),
(Germanisches Nationalmuseum trans.),
http://www.copyrighthistory.org/cam/tools/requsstowRepresentation.php?id=representation_d
_1511b&pagenumber=1_1&imagesize=middlast visited Mar. 20, 2021)see alsoJOHN
JACKSON ET AL, A TREATISE ON WOOD ENGRAVING: HISTORICAL AND PRACTICAL (Project
Gutenberg 2d ed. 2013) (1848) (ebook). This is one of the first recorded copyright warnings, first
printed in 1511.JOHN JACKSON ET AL., A TREATISE ONWOOD ENGRAVING: HISTORICAL AND
PrRACTICAL (Project Gutenberg 2d ed. 2013) (1861) (ebook). Themivwg was directed against
Venetian forgers like Marcantonio Raimondi, who illicitlycer e at ed Al br echt Dg¢r e
Seeb GIORGIOVASARI, LIVES OF THEMOSTEMINENT PAINTERS, SCULPTORS ANDARCHITECTS 96
(Gaston du C. de Vere trans., Project Gutem€09) (1913) (ebook).


http://www.copyrighthistory.org/cam/tools/request/showRepresentation.php?id=representation_d_1511b&pagenumber=1_1&imagesize=middle
http://www.copyrighthistory.org/cam/tools/request/showRepresentation.php?id=representation_d_1511b&pagenumber=1_1&imagesize=middle
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nefarious actors to perpetrate fraud on a massive scale. Until the art market adapts
ways to address these risks, the old adage of caveat eénipiger beward will
cortinue to be the hallmark of the market.
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INTRODUCTION

The most expensive painting in the world is missidnce considered lost,

Leonar do da Vi Savatod Mundi@hsast as Sgviorefche Wornd

nt er

1 Jonathan Jonedhe da Vinci Mystery: Why is His $450m Masterpiece Really Being Kept

Under

Wraps? GUARDIAN (Oct. 14, 2018),

https://www.theguardian.com/artanddesign/2018/oct/14/leordadanci-mysterywhy-is-his-
450mmasterpieceeally-beingkeptunderwrapssalvatormundi


https://www.theguardian.com/artanddesign/2018/oct/14/leonardo-da-vinci-mystery-why-is-his-450m-masterpiece-really-being-kept-under-wraps-salvator-mundi
https://www.theguardian.com/artanddesign/2018/oct/14/leonardo-da-vinci-mystery-why-is-his-450m-masterpiece-really-being-kept-under-wraps-salvator-mundi
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was authenticated in 200&hé exhibited at The National Gallery, London in
November 201%Since 2011, the panel painting underwent significant conservation

and analysis by da Vinci expeftés f ar as al | were conce
Leonardo masterpiece, which would make a valuable addition to the hitherto 14
known Leonardo oil paintingsd he panel 6s provenance dal
it was recorded in the art collection of King Charles | of EngFaFfte painting later
became part of t he Duk®%Afteo & 17&8wwckon,nhg h a mo
painting disappeared until 1900,hve n It reappeared Apoo:
di sfiguredo i n the pr’mteI950y,itwak sold by®mer Fr
of Cookds descendants to an American co
described as a copy 8alvator Mundcompleed by one of @dla Vi nc
2005, the painting was brought to an art historian for research, and in 2007,
renowned conservator Diana Modestini took over conservation of the®Wwadt
restoration, the painting appeaflad to
particul ar, ipantfmentiumdciocveetrii mggy tolfat Chr i st
upright position than in the commget ed
between layers of paint, and examination by infrared reflectography served as
sufficient grounds for da Vinci specialist Martin Kemp to authenticate the Work.

After six years of significant restoration efforts, the painting was sold in an auction
atChri stiebs on NBwvddbeg Abapi2@lly. escal a
million . . . followed by applause from people in the auction house cheering this

hi storic purchase[,] 0 which ma®de it the

Despite uncertaigtover who purchased the painting is believed to have
been purchased by a Saudi Prince connected to the royal f@migws coverage

21d.

3 SeeJEHANE RAGAI, THE SCIENTIST AND THE FORGER PROBING A TURBULENT ART WORLD
65 (World Scientific Publishing Europe Ltd., 2d ed. 2018).

41d.

51d. at 66.

61d.

“1d.

8 RAGAI, supra note 3, at 66; see alsoSara FriedlanderSalvator Mundi CHRISTIEG
https://www.christies.com/en/lot/l&110563(Mar. 21, 2021) (describg past sales fdBalvator
Mundi, including a 1958 sale in London for £45).

9 RAGAI, supranote3, at 66.

1014,

11d.

121d.

131d. at 67.

14d.


https://www.christies.com/en/lot/lot-6110563
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of the purchase unanimously agrees on two details: first, the painting was slated to

be the crown jewel of the new LowrAbu Dhabi museurit, and second, the
paintingés attribution and authenticat:.
painting was sol d®Aftehet BGbr patnebdagasc
gained traction across news cycles worldwicde te painting went dark; it has not

been publicly exhibited since its 2017 sdl8uch is the power of authentication in

the art market: the price of a painting can balloon from $60 in 1958 to $450.3 million

in 2017, and then lose legitimacy overnighta s ed on one aut hent.i
about its attribution®

Analysis proceeds in four parts. Part | examines why the art market
demands authentication and provides a brief overview of the centuries of art fraud
that created that need. Part Il expkaithe authentication process itself. Part Il
provides an overview of the risks associated with authentication and considers the
rights, obligations, and remedies when an owner 6f betit an individual, a gallery,
or a museurd discovers that a purchasge forged or fake. It also provides a
comprehensive explanation of existing statutory and common law protections for
owners and authenticators, which demonstrates critical gaps in protection but also
possible ways forward. Part IV considers the public hasreated by art fraud, as
well as ethical and normative obligations of collectors of fine art.

I
WHY THE ART MARKET DEMANDS AUTHENTICITY

Forgeries and fake art are nothing new to the art mérkeh s t e a d , A f ]
art has been corrupting the Westernnaatrket ever since artist patronage extended

David D. Kirkpat i ck, A Leonardo Made a $450 Milli ot
It., N.Y. Times, Mar. 30, 2019, at Ahitps://www.nytimes.com/2019/03/30/arts/desigivistr-
mundkilouvre-abu-dhabi.html

16 SeeNadja Sayej,Artistic License? Experts Doubt Leonardo da Vinci Painted $450m
Salvator Mundi GUARDIAN (Nov. 20, 2017),
https://www.theguardian.com/artanddesign/2018/sep/03/lealvuelhabtpostponeslisplay-of-
worldsmostexpensivepaintingleonardedavinci.

17

o1

19 A forged work of art may not necessarily be a fake work of art; rather, to call a work a
forgery implies that some aspect of that work was modified in order to make the work appear to
be something its not the addition of a signature, or of false lacquer to make the work appear
older than it is, for example. To call a work a fake, by contrast, implies that it was wholly created
in order to deceive, artlatthere is no underlying work independent frma fraudulent purposes
for which the work was create@&ee infraPart I(A). The words are used interchangeably in


https://www.nytimes.com/2019/03/30/arts/design/salvator-mundi-louvre-abu-dhabi.html
https://www.nytimes.com/2019/03/30/arts/design/salvator-mundi-louvre-abu-dhabi.html
https://www.theguardian.com/artanddesign/2018/sep/03/louvre-abu-dhabi-postpones-display-of-worlds-most-expensive-painting-leonardo-da-vinci
https://www.theguardian.com/artanddesign/2018/sep/03/louvre-abu-dhabi-postpones-display-of-worlds-most-expensive-painting-leonardo-da-vinci
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beyond the royal classes and art PPecame
Many hoaxes and forgeries throughout hi
t he or2Tghiensael sidoeceptpirwe i fdelde Simaelsd\het i c
average person, o0 with experts and? | ayp:
The aesthetics @ perfectly reproduced work in the style of Johannes Vermeer, for
exampl e, woul d not c hanoegsealledfintogquestian,apdai nt
yet its monetary value would be significantly diminisie@learly, then, the value

of a painting is not merely derived from its aesthetic qualityere must be
something else about an original work that places it at a premium in the market. As
discussed further below, these other characteristics might includeoa k 6 s

aut henticity, . e. , a worko6s age and ol
work*#*But why does the modern art mar ket p
or its attribution? As one extpréehemostas k s,
thorough and trustworthy examination its authenticity is still open to doubt, is it or

s 1t not as satisfactory a wo#®Kesef art
guestions are interrogated bel ow, with

A. The Significance of Authenticity in Fine Art

From a formalist perspective, it is difficult to understand why the art market
places such a premium on authenticity. Visual art is the only form of expression that
Is singular, unrepeatable, and regsipeoof that the artist created the piece with his
own hand in order to determine authentiéftyn contrast, the literary world only
requires that letters on the page be assembled in the correct order for a work to be
Aaut h2aArdpiroducedcopyaf a n e ARridetardriPi@jadicefpr example,

IS no less authentic or valuable in the eyes of consumers than an original manuscript

literature on the topic, and in this Note they should be viewed in such a manner, with any particular
import to he distinction between them noted when relevant.
20 Justine Mitsuko Bonnet,et Them Authenticate: Deterring Art Fraugd UCLA ENT. L.
Rev. 19, 20 (2017).
21 peter Barry SkolnikArt Forgery: The Art Market and Legal ConsideratipifsNovA L.
Rev. 315, 3161983).
221d.
23 Michael J. Clark,The Perfect Fake: Creativity, Forgery, Art and the L.aw DEPAUL J.
ART, TECH. & INTELL. PROP. L. 1,33 35(2004).
24 See infraPart Il. See alsdonner,supranote 20, at 30 (AAuthenticity,
means that the alleged authorship of a work h
25 NELSON GOODMAN, LANGUAGES OFART: AN APPROACHTO A THEORY OFSYMBOLS 115 16
(1st ed. 1968).
261d.
271d.
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as far as its content is concerrigdet for fine art, the premium for authentic work
persists, even esthétievaluetishor paf vath tigae af thedosginal.
Hans van Meegeren, arguably one of the greatest art forgers in history, was able to
recreate Ver meer 6 s wod den upgn ddmissisnuot is e x p
action® experts refused to believe hifrlt was not until van Meegeren recreated
one of his Vermeestyled works under the watchful eye of a court that he was
credited with his famous forgeri&Nonetheless, once the paintings were uncovered

as fraudulent, the prices they commanded were osiypall fraction of that of an
authentic Vermeet. Thus, it could be said that the differences between an authentic
work and a deceptive forgery are aesthetically irrelevant, or at least not closely
linked 32

Instead, the value that an original work commalsin the market must derive
from another source. Walter Benjamin theorized in his famous eBsaywVork of
Art in the Age of Mechanical Reproductjdnat original or authentic works have a

uni que quality that ¥*Benamnimdesireidb @ ch,e woea kW
most perfect reproduction of a work of art is lacking in one element: its presence in

time and space, I'ts unique exi &Thesnce a
Aaura, o then, Il ncludes aspectime,ani hi s

traditiond elements Benjamin described as unable to be replicated in even the most
perfect reproductioft,L at er schol ars have traced thi
the value that the art market places on authentic works, describing how teenmod

art mar ket appreciates Athe val ues, P S )
i n which [t he 3 @hattig notwoasay thatr aesahetie fcatures are
insignificant, but authorship and provenance are of equal, if not greater importance,
for a painti nglddsed, perhapgsehese @cepis aformeach other:
Athe signature affixed, the period of

28 Sedd.

29 Clark, supranote23. See also infraext accompanying not&32 34.

30 Clark, supranote23.

3d.

321d. at 10.

33 WALTER BENJAMIN, The Work of Art in the Age of Mechanical Reproduction
[LLUMINATIONS 217, 21751 (Hannah Arendt ed., Harry Zohn trans., Schocken Books 1969)
(1935).

341d.

3%d.

36 Skolnik, supranote21, at 317.

37 Seeid.
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authenticity are inextricably i nterwove
through affecti®¥ng the workoés aur a.

Demonstrative of this concept: tiMona Lisais one of the most famous
paintings in the Louvr e03Peoptelrdvedfcomfao n, a
away countries to visit the Louvre, especially to see daiVinse ma s°tB@r pi e c
they are not traveling across oceans to see a small framed portrait of a woman; rather,
they are traveling to experience everything that the painting represents: the history
and grandeur of the Italian RenaissaficH. the Mona Lisa were suddenly
discovered to be a forgery, that it was instead the creation of a master forger in the
1950s, its aura would shift to one that conjures the feeling of theft and lies. Despite
having aesthetic significance, the experience of even the mesgitoecfake cannot
match that of the real thirf§ Therein lies the necessity of authentication in the art
worldd the market places a premium on the creative genius of the original creator
and the history that a painting evokes.

While not thedominant position in scholarship on authenticity and art, some
expert® referred to as formalislshave argued that aesthetics alone should
determine the value that society assigns to a piece, not authorship or authénticity.
Philosopher of art Alfred Lessj characterizes this strict formalist position as
follows:

Considering a work of art aesthetically superior because it is genuine,
or inferior because it is forged, has little to do with aesthetic judgment
or criticism . . . . [I]t is impossible to undéasd what is wrong with a
forgery unless it be first made quite clear that the answer will not be in
terms of its aesthetic worth.

38 Leonard D. DuBoff,Controlling the Artful Con: Authentication and Regulatio®7?
HASTINGSL.J. 973, 973 (1976).

¥ See Leonardo da VIALACRENNSSANGAORG #Jund. R1$2812),
http://www.italianrenaissance.orgéoserlook-leonardedavincis-monalisal.

401d.

41 Sedd.

42 SeeClark, supranote23, at 6 (contemplating the consequences of a forged Mona Lisa and
whet her museum goers would have fAexperiencedo

43 Michael Finday, The Value of Art: Money, Power, BeauRTNET.cOM (Nov. 1, 2012),
https://news.artnet.com/market/definitite-valueof-art27673[ https://perma.cc/LSUFBY5M].

44 Clark, supranote 23, at 9 (describing how for a for me
i mages and symbols separate from historical C

45 Alfred Lessing,What is Wrong with &orgery?, 23J. AESTHETICS& ART CRITICISM 461,
461 (1965).


http://www.italianrenaissance.org/a-closer-look-leonardo-da-vincis-mona-lisa/
https://news.artnet.com/market/defining-the-value-of-art-27673
https://perma.cc/L5UH-8Y5M
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Formali sts argue that focusing on a
or an artistdés biographgeps oheaoit ymah
to make any sense, Cc 0 nicwhat wa seegor exgerfiencg t 0 ¢

oncanvast h at Mfatters. o0

More dramatically, there are even some art world outliers who praise fake or
forged works for their aesgtic valuet” Ernst Beyeler, a famous Swiss collector,
called one of the fraudulent Knoedler &
masterwor ko and hung the p &iTimet Muség i n
JacquemarAndre in Paris exhibited two versionsEMary Magdalene in Ecstasg
let viewers decide which one they believed to be the authentic Carat¥aggio.
Although these are interesting case studies, they stand in the minority. The fact still
remains that forgeries are of little wc
in terms of renown for institutions and individual own®rs.

Theideaofarjuaart has | ong been superlseded
|l nst ead, A[i ] n the contemporary art wo
separate aesthetic ¥This m esperiallp brumrias new o n C ¢
investmeniminded buyers have floodede art market and original works remain
scarce commodities. Since the 1970s, a number of mega sales have driven investors
toward purchases of art for investment purposes; indeed, from 1960 to 1975, the
Dow Jones rose approximately 38% in value, wheredaigdmpressionist works
rose 23096° These deejpocketed purchasers then affect purchasing decisions and
prices across the market, as fiart coll e
aesthetic merit t han *nadditonto growming demand st me

46 Clark, supranote23, at 9 (internal quotations omitted).

47 Blake Gopnik,Opinion, In Praise of Art ForgeriesN.Y. TIMES, Nov. 3, 2013, at SR5,
https://www.nytimes.com/2013/11/03/opinion/sundaymiseof-art-forgeries.html

481d. See iffra text accompanying not&4 3 23 (discussing the Knoedler & Co. Gallery forged
works).

49 Musetta DurkeeWYWH: Tricking the Art Markét On Forgery, Beltracchi, ad Scientific
TechnologyCTR. ART LAW (Dec. 18, 2018)https://itsartlaw.org/2018/12/18/wywthicking-the-
artmarketon-forgery-beltracchiandscientifictechnology/

50 See generallyeila AmineddolehPurchasing Art in a Market Full of Forgeries: Risks &
Legal Remedies for Buyerd2 INTG J. CULTURAL PrROP. 419 (2015) (describing the risks that
collectors face in the modern art rket).

51 SeeNOEL CARROL, Four Concepts of Aesthetic Experieni® BEYOND AESTHETICS
PHILOSOPHICAL ESSAYS43 (2001).

52 Clark, supranote23, at11.

53|d. at 111 12.

54 Bonner,supranote 20, at 24 (quoting Denis Duttorrt Hoaxes in ENCYCLOPEDIA OF
HoAxes 21 (Gordon Stein ed., 1993)).


https://www.nytimes.com/2013/11/03/opinion/sunday/in-praise-of-art-forgeries.html
https://itsartlaw.org/2018/12/18/wywh-tricking-the-art-market-on-forgery-beltracchi-and-scientific-technology/
https://itsartlaw.org/2018/12/18/wywh-tricking-the-art-market-on-forgery-beltracchi-and-scientific-technology/
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the scarcity of original art affects the pricing for works as wénly one buyer can
own a certain coveted item, driving bidding wars at highly publicized dlethis

highly commodified, market economy for artsales, dwe nt i ci ty i s | inl
monetary value in severalways$As one practitioner descr
I's circul ar: as prices escal at e, t he n

connoisseurs vouch for works and their authenticitg, works are more coveted,
| eadi ng art mar ket SpThus,adrentitation is essential ®v e n
guarantee that artwork is what it purports to be.

The Metropol it a@daliShueen Gnsaillexemplified tides
impact of authentamtion. Odalisque en Grisaillehad been attributed to Jean
AugusteDominique Ingres for many years, but after it was determined to be the
wor k of Armand Cambon, one of his appr
approximately $1,000,000 to $100,000his tenfold decrease may seem extreme,
but it is certainly not the exception. In the seminal caskelain v. Duveenfor
example, André Hahn claimed to oW Belle Ferronnierea genuine da Vinci
painting, and was in the middle of negotiations with thades City Art Museum to
sell the painting® Duveen, a bona fide art expert, told newspaper reporters that the
painting fiwas not a genuine Leonardo de
genuine was not an expert, and that the geriLenBelle Ferraniére by Leonardo
da Vi nci was ®Atihe tinte be mMadedhe statenent, Duveen had not
seen the painting in person nor even in a photograph, and his only reasoning was
that he believedla Belle Ferronnierevas housed in the basement of thenue 52
Thus, Duveen reasoned that Hahnodos ®paint
Hahn sued Duveen for disparagement but the damage had already be&Hene.
slightest question as to the authenticity of the work rendered the painting pisactica
worthless, and the Kansas City Art Museum quickly called off thess@inereas
Duveends statements were purely specul a

55 Steven MurphyArt Explained: How Do Art Auctions Really WorlcNN (Aug. 30, 2018)
https://www.cnn.com/style/article/hedo-art-auctionswork-stevesmurphy/index.htmi

561d.

57 Amineddoleh supranote50, at424.

58 d.

59 DuBoff, supranote38, at 977.

60 Hahn v. Duveen, 234 N.Y.S. 185, 187 (Sup. Ct. 1929).

611d. at189.

62 Amineddolehsupranote50, at421.

631d.

641d.

65Hahn 234 N.Y.S. at 187.
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pai nt i ntgToasslatng theuresults éfahnto authentication of other works,
whete a work cannot be definitively authenticated, i.e., the reality for most works on
the market, art remains in limbo, at the mercy of whichever expert is hired to
authenticate the work.

B. The Historical Background of Art Fraud: The Rise of the GenitistAr

Art forgery is an activity as ol d as
the modern sense of the word implies an inherent value in that which is authentic or
originald a work by an independent paintegi¥et this was not always the case. In
the Middle Ages, European art was designed for systematic and identical distribution
to the masses; iconography and Byzantine artistic tropes dictated not only taste, but
also the forms, appearance, and prevalence of digggtingof art® Through the
fout eent h century, Western Eur opean ar
i conographieso that belied the fiiconog
across the West on the tastes in Constantin®jgetire compositions were copied
from the Byzantine Easand artists who diverged from this norm were outliers.

The market for independent painters and novel artistic compositions began
during the Renaissance. Even so, it was common for masters in this era to produce
works with the aid of apprentices and eoygles?i Mast er so0 wer e Kkno

particular style of pai nting, but buye
execute every aspec t® Naeworthy aeists evee made v e
replicas of each ot heDudng thevReaidsancetitovasp | e a ¢

common practice in Italy for new artists to train in the workshop of a master,
practicing their skill by copying the style and compositions of their mé&s@nong
the students of Andrea del Verrocchio, one such master, were da Vineietral

66 Amineddolehsupranote50, at421.

67 See idat 421 22.

68 SeggenerallyPatty GerstenblithGetting Real: Cultural, Aesthetic, & Legal Perspectives on
the Meaning of Authenticity of Art Workds CoLum. J.L. & ARTS 321, 326 27 (2012) (defining
Aaut henticd and Aoriginal 6 in the context of

69 See generaliyWiLLiam D. Wixom, Byzantine Art & The Latin Wesh THE GLORY OF
BYzANTIUM : ART & CULTURE OF THEMIDDLE BYZANTINE ERA, A.D. 8431261435 508 (Helen
C. Evans & William D. Wixom eds.1997).

01d. at 444,

11d. at 444 45.

2 Skolnik, supranote21, at 321.

3d.

41d.

> GUNTER PASSAVANT, VERROCCHIQ SCULPTURES PAINTINGS & DRAWINGS 4551
(Katherine Watson, trans.,1969).
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Perugino, whose earlier works were at times indistinguishable as between master
and apprenticé& Even Michelangelo may have started his career with a forgery: as

one scholar wrote, legend has it that Michelangelo sculpted a sleeping cupid in the

s yle of Roman masters, buried i1t in di
[he] would thus obtain much more for it[,] . . . and then sold it as an antique to
Cardi nal San Gi or gi @Fofgery was akearly mothingdneve d  d 1
or disdanful: all the great artists from da Vinci to Michelangelo practiced it to some
degree?®

Toward the end of the sixteenth cent
a new posi ti o0%As thef statusesigrofigr ofiart shitien itsdocus from
the art to the artists, nRna work of art
supply armrfA deamaemd.ead arti st might become
p r i néWheaerea®the Protestant Reformation (1517) stalled the art market in much
of Europe while the Church tightened its grip on what artists prod@tese Dutch,
who were freer from many religious restrictions, capitalized on the opportunity and
began to fornthe foundations of the art market as we knot utch buyers, too,
began to see art as an investniéArtists became art dealers to make more money,
and Aspecul ation on the fame of artist
imaginationofalmas al | who ¢&dnutante aand Holblanddkingstlike o
King Louis XIV of France fAused art to
making artists civil ser vantsAlswihihis had t
er a, A[ i1 ] nertaning te art wasabdorn astmerpdiscussed theories of art,
and the resultant i1 deas i nfluencetd t he
The modern conception of an artist w a
recogni zed t he highertwasshis dsg in goeial iiferand thet nfore
advanced his®economic gain.o

1d.

76 GIORGIO VASARI, LIVES OF THEMOST EMINENT PAINTERS, SCULPTORS ANDARCHITECTS
423 (Gaston du C. de Vere trans., Project Gutenberg 2009) (1913) (ebook).

81d.

9 Skolnik, supranote21, at 321.

801d.

811d. at 322.

821d. at322.

831d. at 323.

84 Skolnik, supranote21, at 232.

851d.

8d. at 322.

871d. at 323.

881d. at 324.
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Forgers grew hand in hand with the r|
important in the development of art forgery and art fraud that this value was
associated withthar t i st t hrough devel op*hiaust of
because A[i ] n todayods modern mar ket or
valued as trade commodities|,] . . . wherever art is disposed, traded, or collected there
is the temptation fordishnest peopl e to enri ch % hems
The temptation for forgers seeking mat

mul tiplied phenomenally since the early
has continued to bring exdep o n a | ° Asronec acorsmeatator explained,
Al e] veryone wants to get Il nto the act,

forg®ry. o
C. Historical Legal Protections for Bona Fide Buyers

Most early legal protections against art forgery serveddtept artists or the
public writ large; these schemas did not protect private buyers. In the sixteenth
century, art forgery and art fraud became criminally sanctionable under English law,
with possible penalties including physical punishment and even.dddtht said,
sentences tended to be considerably more lenient, especially as time progressed.
While the first copyright statute to protect visual arts was enacted in England in
17359 private guilds sometimes enforced limitations on direct copiesréeét®
enactment®

There have been few historical instances where the law has provided full
protection for the bona fide purchaser of fine art when the work is later shown to be
fake. In a fortyyear period coinciding with the end of the Georgian Era and the reign
of King William IV, English law began to address private disputes regarding art
fraud and forgery, albeit in a limited manner. One of the first recorded English court
cases to deal with the authentication of an artwork arose in 1797, when two paintings
sold as the wark of painters David Teniers the Younger and Claude Lorrain were

89 Skolnik, supranote21, at 324.

01d.

91d. at 325.

21d.

931d. 319 20.

94 Skolnik, supranote21, at 319 20.

95 e Engraverso Copyright Act 1735, 8
http:// www. copyrighthistory.org/ cam/tools/req
k _1735&pagenumber =1_1

% H. Tomas GomeArostegui,The Untold Story of the First Copyright Suit Under the Statute
of Anne in 171025BERKELEY TECH. L.J. 1247, 1249 (2010); Skolnikupranote21, at 321.
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http://www.copyrighthistory.org/cam/tools/request/showRepresentation.php?id=representation_uk_1735&pagenumber=1_1

25¢€ N.Y.U. JOURNAL OF INTELL. PROP. & ENT. LAW [Vol. 10:2

discovered to be copi@sThe caseJendwine v. Sladeermitted the plaintiff to
recover if he could show that he received a warranty from the defendant, not just an
opinion upon which thdefendant was meant to réiHowever, the court held that
because the paintings were so old (
centuries backo), any statement of a
his opinion%® Thus, the seliefaced no liability for the sal&®

At h
ut h
The rule fromJendwine v. Sladeas carried forward in future cases. Thirty
two years later, in a case involving two forgeries of the works of Nicolas Pdtissin,
the English court permitted the jury to decide whetler purchaser bought the
paintings believing that they were orig
the paintings wer e2lfite juy saufguhdethecdurt Wrateu s s i |
that i1t would find fthe [ pThrechyeaasséater] i s
another plaintiff brought a case to trial regarding the authenticity of a purported
Rembrandt portraif* In this case, the jury was permitted to determine whether the
seller had made a representation or a warranty of the p@nsingaut hent i ci t
damages if they found a breach of warrafftfinally, in 1836, an English court in

Powersv.Barnhamphel d a juryds determination
modern painter (in this case, Giovanni Antonio Canal, known as Canaletto) created
an express warranty where it stat%ed niFc

The reviewing court determed that the plain meaning of the words conveyed a
warranty and wupheld the jurydés deter mi
recoverio’

In the intervening nearly 200 years, art crime has risen to be one of the largest
criminal enterprises in the wdr'®*At pr esent , A[la]rt histo
and law enforcement officials tirelessly work to investigate and analyze works that

97(1797) 170 Eng. Rep. 459; 2 Esp. 572.

100 |d
101 omi v. Tucker (1829) 172 Eng.€R. 587; 4 Car. & P. 16.
1021,
103 |d

104De Sewhanberg v. Buchanan (1832) 172 Eng. Rep. 1004; 5 Car. & P. 344.
10519,

106 (1873) 111 Eng. Rep. 865; 4 Ad. & E. 473.
107 |d

108 Art Theft FED. BUREAU INVESTIGATION, https://www.fbi.gov/investigate/violertrime/art
theft(Dec. 8, 2019).
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t hey suspect “Butdespitetheir lps effaris,foegeriés continue to
plague the art marké® Techndogy has improved many methods of the
authentication process from carbon dating to artificial intelligence; conversely, the
same technology has made some forgeries even harder to detect.

1
THE AUTHENTICATION PROCESS

Modern art authentication is incredtblcomplex, incorporating expert
analysis by art authenticators and technologically sophisticated méthdds.o d a vy
a forger who creates a painting in the style of a known master and claims its
authenticity is aware that the hoax may be uncovered aslagtthe detection of
features such as questionable underdrawings, the discovery of anachronisms in the
pigments|[,] or even something a%Artsi mpl
authenticators who review works have generally received supermgyraand are
experts in their fields of study Thus, even with the availability of complicated
tool s, Al a] good connoisseur wil|l freq
subjected to scientific anal ysbpductiamy i de
of a detail that reflects personal style or of an element that is anachronistic with the
arti st é4%<rheglancesdhdta forged painting survives the barrage of modern
authentication tests undetected are accordingly very low, though noglhent
| mpossi bl e. Nevertheless, A[t] he road t
conclusive verdicauthenticor forgerycan only come from science in the following
situations: (a) when it acts as a toolfsificationd in itself invaluab&éd through
the revelation of anachronistic elements in the painting, (b) when it assists in
authenticationwith a parallel consensus and unified opinion emerging in the world

109 Faking It: Strategies for Reducing Art Fraud & ForgeReD. B. AssN BLoG (Oct. 11,
2017),https://www.fedbar.org/blog/faking-strategiedor-reducingart-fraud-forgery/.

1101d. See also infraext accompanying notést9 50.

WEor the purposes of this Note, theibuter m fia
not be solely limitedfi® he t erm fAconnoi s s eur iafta, a@one tymeiofs s e u r s
art authenticator; however, there are also other experts who authenticate art (e.g. scientists,
historians, and restorers) who are art authenticators but are not connoisseurs.

112RAGAI, supranote3, at 1.

113 SeeSusan KendzulakTop 6 Organizationshat Certify Fine Art AppraisersBALANCE
CAREERS (last updated Nov. 20, 201dttps://www.thebalancecareers.com/organizatioms
artappraisersl295635 (describing how there is no one formal accreditation body for art
authenticators in the United States, but several private organizations issue certificates to qualified
individuals)

114 RAGAI, supranote3, at 17;see, e.g.id. at 21 23 (describing the Umberto Giunti forgery
Madonna of the Veilin the style of Sandro Botticelliub with the face of 1930s film star Jean
Harlow).


https://www.fedbar.org/blog/faking-it-strategies-for-reducing-art-fraud-forgery/
https://www.thebalancecareers.com/organizations-fine-art-appraisers-1295635
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of connoisseurship[,] and (c) when it confirmmghenticatioras backed by eidr art
hi storical evidence or by%a documented

There are three main procedures for accomplishing authentication, each of
which is discussed in greater detail below: forensics, provenance, and
connoisseurship? Forensics involves sentific analysis of a work and the search
for A[t] he use of incorrect material s,
materials, [which] can indicate that a work was made more recently than its
pur por t 8dReledamtt testimy methods includ@frared imaging and

radiocarbon dating®Pr ovenance is the history of &
original sourceo of the wor k, Abut I S
owner¥gopnoi sseurship involves the fdana

of art, combined with the functioand t echni ques use®d to
Often, all three of these authentication procedures are used together to determine a
wor kés aut henticity, as results 2 om or
Less commonly, a single method may be isight in it of itself to provide a
compelling answer to an authentication inqutyA brief explanation of how each

of these three authentication procedures is accomplished follows.

A. Connoisseur Authentication

At its most basic, the connoisseur or expert who gives an opinion regarding
aut henticati on, Ai's someone who has de\
imagery, palette, materials and processes that are characteristic of a specific

1151d. at 130.
116 Amineddolehsupranote50,at 424 (descri bing how A[]a] ut he
a threelegged stool which relies on three prongs, bearing the weight on each leg: (1) forensics, (2)

provenance; and (3) connoisseurship. o).
117 Gerstenblithsupranote68, a 339.
1181d.

119 Clemency C. CoggindJnited States Cultural Property Legislation: Observations of a
Combatant7 INTG J. CULTURAL PrROP. 52, 57 (1998).

120 Gerstenblithsupranote68, at 332 n.38.

121 Anne Laure BandleFake or Fortune? Art Authentication in the Art Market and At Court
22INTG.J.CULTURAL PROP.379,3808 1 (2015) (describing-basemw fa ¢

result should be supported by archival eviden
Acompl ement each other[.]0).

122 Gerstenblithsupranote68,at 339 (describing how, applyin
incorrect raw materials or methods can rul e <c
At he use of correct materials, tools or metho
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ar t'B¥@anoi eur ship can be described as #fAi
upon a trained scholar or other art expert having looked long and hard at hundreds,
maybe thousands, of works by the artist in quesdioand absorbing their salient
characteristics into visbenemoryd c ombi ned wi th an wunder st
met hod of wor ki n g>Upbmcompletioracs analykisofawork,e 6 ) .
A[t] his i nformed visual perception (su
I nformati on on t pedies)wsoekpkessad inpah gxgert gidgmentp r o
usually referred t o as®»Thszgp@aontserveasone on C
of the three prongs of authenticatidf.

The most common type of connoisseurship for the past century is known as
Morellian aralysis, named after its inventor, physician and art collector Giovanni
Morelli.*?” Mor el | i an authentication fAi s base:
formulae describing repeated stylistic details in the artwork and reflecting the
particular approach oftter t i st 1 n creating small ffeat
and other detail®® Early in the development of Morellian analysis, art expert
Bernhard Berenson fAcodified the O6Morel]l
of ostensibly near mathemata | p r & Canmwisseunship remains focused on
trying to achieve scientific precision in its methodoléyy.

However, connoisseurship is in the most basic sense entirely unscientific.

Experts in the history of art authentication and art connoisseures both observed

that A[c]J]onnoisseurship is a skil!/ t hat
met hod and a r at Fdhadasa sdieatific methoa woulchleegirh o d .
with a hypothesis and test that hypothesis with an experiment,issaacship tries

to draw inferences about authorship froc«
styl e as evi denc é®Yetpiris natrtlear that styte iseadleac a u s
indicator for origin, nor that connoisseurs will know in advancectvistyle markers

123 Jean E. BrownThe Legalities of Authenticity and Contemporary, ArtAUTHENTICITY IN
TRANSITION: CHANGING PRACTICES INART MAKING AND CONSERVATION95, 100 (Erma Hermens
& Frances Robertson eds., 1st ed. 2016).

124 Ronald D. SpencePRrotection from Legal @ims for Opinions About the Authenticity of
Art, 3 SPENCERBARTL.J. 2, 2 (2012).

125 Id.

126 Amineddolehsupranote50, at 424.

127 RaGAI, supranote3, at 17.

128 Id.

1291 inda Young Significance, Connoisseurship & Facilitation: New Techniques for Assessing
Museum Acquisitiond3MUSEUMMGMT. & CURATORSHIP191, 195 (1994).

130 David Ebitz,Connoisseurship as Practic@ ARTIBUS ETHISTORIAE 207, 208 (1988).

1311d. at 209.

132Richard NeerConnoisseurship and the Stakes of SBACRITICAL INQUIRY 1, 11 (2005).
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are associated with a specific artist or production péfidddn many r espec:
connoisseur who attributes a painting to Rembrandt is performing the same actions,
and for the same reasons, as the field archaeologist who sorts keatfthd end of

a day 6% Howeverkconmoisseurship, unlike archeology, cannot stand alone

as a means of authenticatiShWhereas an archeologist can correlate her stylistic
judgments to Ahardo excavati ontdiffementa abo
levels of a dig, a connoisseur lacks a comparable external referencé&spidis,

while the ultimate desire of authentication is the ability to state aeittaintythat a

work is by a specific artist, because connoisseurship is inherersityeuntific, this
procedure alone is insufficiently reliable to provide that result.

Given shortcomings inherent to connoisseurship, one might wonder why it is
still a valued means of authenticating artwork. Inthelnang al sett i ng, i
of connoiseurship to the history of art is judged by the practical result of the
connoi sseuro6s activity, namely the attr
school or wor kshop, and t*0 Theasway dhatt i c u |
connoisseurs hold is lgely due to their role in preparing thatalogue raisonnéor
an artist, i.e., a definitive listing of all works completed by a specific &&iSuch
a cdftalogue raisonnéeceives great consideration on the market when its author is
consideredtobeéh aut hority for the given art.i
single expert gives expert authorities enormous power as they decide works that are
of cul tur al signific@®@hMoe aandvot kdosei bbb
catalogue raisonneor thewillingness of the author of thaatalogueto say that a
work is plausibly by that artist, can make or break an authenticétionthe legal
context, the value of a connoisseuraos
cases, judges have foundnmoisseur testimony so compelling that they have
discounted contrary scientific or provenance evidence in favot4f it.

1331d. at 3.
134|d.
¥B1d,at 14 ( de s it maybd posgiblentmoategiirize rocks and artworks éltke
divide them into feldspars and granites, Rembrandts and Ve@dnbatsuch categorization will
not deliver the goods that art historians and
1361d. at 3.
137 Ebitz, supranote 130, at 207.
138Bandle,supranotel21l, at 381 ( fi[ Adrecordstalanmorksgtsiagthor, baisesl 0 n
on his connoisseurship, beli eves to be by a s
139|d_
1405ee, e.gRAGAI, supranote3, at 66 (discussing the market reaction to da Vinci connoisseur
Martin Kempo©6s Salvaot Mundpainting tvdas andeedtbyda Vinci).
141 Bandle,supranote 121, at 388 (citing Avrora Fine Arts Inv. Ltd. v. Christie, Manson &
Woods Ltd. [2012] EWHC 2198 (Ch) [38] (Eng. & Wales)).
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In recent years, artificial intelligence or Al technology has been embraced by
the art world for its potential to assbnnoisseurs in identifying fraudulent &#t.

ABroadly defined, Al i s computer techno
behavwiSotrr.oong Al ARattempts to replicate
Acreate sentient macA doma gefexidt:dWeakAlaanp | e s
the other hand, Afocuses on performing

to human cognition, o0 such as Amazon Al
smart car$* The most successful branch of weak Aldikat e r el at es t o
|l earning, 0 which uses algorithms * o ana

Several companies have experimented with neural networks trained to
identify fraudulent art*” Two scientists working in Switzerland, Dr. Carina Popovici
and Christiane Hopp®ehl, have developed an algorithm that can successfully
identify fake works of art**The al gori thm Al earnso t he
from a comprehensive set of ongl works, reviews the alleged forgery, and
Apr odu c etsreaa meatemas tigat pinpoints which areas of the painting are
mo st s Fhe dlcdetection algorithm has been used numerous times with
much success? In essence, the technology adoptg tlMorellian method of
connoisseurship authentication but removes the risks of human error and subjectivity
from the proces®! The analysis is highly accurate, relatively quick, and only
requires images of the work in question, eliminating the issue mdgoatation for

142 Jason BaileyCan Al Art Authentication Put an End to Art Forg@rARTNOME (Sept. 12,
2019), https://www.artnome.com/news/2019/9/12/@rart-authenticatiorputanendto-art
forgery.

143 Jeffrey Greene & Anne Mae Longobuccols Atrtificial Intelligence the Newest Trend in
Fashion? N.Y.L.J. (Aug 24, 2018),
https://www.law.com/newyorklawjournald28/08/24/artificialintelligencethe-newesttrendin-
fashion/ See alsoNick Heath, What is Al? Everything You Need to Know About Atrtificial
Intelligence ZDNET (Feb. 12, 2018 https://www.zdnet.com/article/whdad-ai-everythingyou-
needto-know-aboutartificial-intelligence/

144 Greene & Longobuccsupranote143

l45|d_
1461d, See alsdoe McKendrickAtrtificial Intelligence Only GoesSoFam Today ds Econ«
Says MIT Study FORBES (Sep. 14, 2019

https://www.forbes.com/sites/joemckendrick/2019/09/14/artificitdlligenceonly-goesso-far-
in-todayseconomysaysmit-study/?sh=7d4559f11162
147 Bailey, supranote142

148 |d
149 Id

150 Id.
1511d. Seealso, RAGAI, supranote3, at 17.
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original works'*? Furthermore, the use of a computer algorithm eliminates the
potential biases of an authenticator who stands to benefit from the outcome of a
wor kds atwrthenticity.

At the same ti me, howe virem vastamouwntsofa b i |
data also opens the door for highly sophisticated forg€fidext Rembrandta
piece created entirely by Aéxemplifies the potential issues that may arise from Al
generated aff> Next Rembrandiva s created fromcoddn al g
understand Rembrandt based on his use of geometry, composition, and painting
mat erTahles .soof t war e fAl earnedo Rembrandt 6
physical wor k that mi mi ¢ k e d*® This gpeadfr t i st
technologycould be used nefariously to create fakes that are so accurate that even
the most experienced connoisseur would not be able to recognize the diffetence.

B. Forensic Authentication

The forensic prong of authentication involves subjecting a work toradear
of scientific testing in order to confirm that everything is, to the degree verifiable, as
It Ashoul do be in a wor k Anauthesticatorl ai me
working with a painting, for example, would proceed in a measured and systematic
approach from the least invasive analysis to further testing as warranted by
anomalies®® Eval uati on woul d begin by revi ev
brushwork and craquelure through use of a ster@noscope or raking light across
the surface, that iglacing light at an obliqgue angle to the paintifigJltraviolet
fluorescence from a UV light can be useful for differentiating old and new additions
as welli®? Further investigation into the body of the painting itself can be
accomplished through technigm including pyrolysigas chromatographyass

152 Bailey, supranote142

153 Id.

1541d. Steve Schlackmaiyho Holds the Copyright in AIreated Art ARTREPRENEUR(ApI.

22, 2018) https://alj.artrepreneur.com/timextrembrandiwho-holdsthe-copyrightin-computer
generatedart/.

155 Schlackmansupranote 154,

156 Id.

B71d. The #dApai nt i ngdimensianslly grintedron dartvas esing an Al projection
of paint depth and stroke styleeristing Rembrandt works, to perfectly mimic his use of layering,
texture, and brushstrokiel.

158 Id.

159 RaGAI, supranote3, at 133 61.
160 Id.

1611d. at 133.
162|d'


https://alj.artrepreneur.com/the-next-rembrandt-who-holds-the-copyright-in-computer-generated-art/
https://alj.artrepreneur.com/the-next-rembrandt-who-holds-the-copyright-in-computer-generated-art/
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spectrometry (PY:C-MS), which allows analysis of synthetic polymers used as
binding agents in paints, and protimaduced Xray emission (PIXE), which permit
nondestructive analysis of pigment compositi&hThe goal of these tests is to
identify compounds included in paint which, by virtue of the age and/or provenance
of a painting, should not be present, such as titanium white paint in a Renaissance
panel painting®

Moving from entirely nordestructive analysis taminimally invasive
techniques, an authenticator can take small samples of paint chips from a work and
subject them to chemical analys&sAuthenticating a suspected Edouard Manet
painting, for example, samists compared paint samples from the work being
analyzed to two known Manet paintings, and in all three paintings, pigments for
white, blue and red colors in the works
suggesting that they were all paintedNdginet¢¢ In particular, the samples of lead
white from the works showed the same nine trace elements in nearly the same
proportions, whi ch Acould only have be
prepared the same year orfreomni did mtoimc d |h €
o f p ‘& iBaséd. an this overwhelming scientific evidence, the painting in
questio® Manet 6 s r epr oduatqiuelinfanta Margarita® was Ve |
definitively attributed to Manet in 2008

Scientific testing has itemits, however. Works that have been retouched by
curators can present unique challenges, as certain paint and brushwork will
necessarily be newer than oth&frganic pigments, synthetic binders, and other
additives used by contemporary artists are atsore difficult to analyze than
inorganic materials used by older artists, posing a challenge for dating more recent
works!® As one workaround, radioactive isotope analysis through mass
spectrometry techniques can accurately gauge the era or locateHfddld Master
and modern works of aftt This method was first used by Elena Basner, a former
curator at the Museum of Fine Arts in St. Petersburg, who thought of using

1631d. at 134.

164 SeeRAGAI, supranote3, at 134, 146.

165|d. at 137.

1661d. at 52.

1671d. (internal quotation marks omitted).

168 Id.

169See, e.gLisa Giombini,But Is This Really Authentic? Revising Authenticity in Restoration
Philosophy 12 LEBENSWELT21 (2018) (discussing how authenticators address challenges unique
to restored works).

170RAGAI, supranote3, at 142.

1711d. at 142 46.
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radioactive isotopes created by the nuclear bombings in Hiroshima and Nagasaki in
August 1945 to identify paintings as having existed before or after that’¢late.
Similarly, |l ead i sotopic analysis of wt
of the lead ore from which the metallic lead was extracted before being converted
into leadc ar b o'filae &ad 6anal ysis has authenticat
Saint Praxedisby conclusively demonstrating that the work was created using
materials from Holland and not Ital§f. Furthermore, when compared to the lead
white i n Ver mwakDiasaandier Contpaniriselt he pai nt
closely matched. . that it was as if the same tube of [paint] had been used in both

C a s '@ SainDPraxedishus became the thirgixth painting definitively attributed

to Vermeer and sold at auction2014 for $10.#nillion.17¢

In conjunction with analysis of the chemical components of a painting,
scientists authenticating a work will use advanced imaging software to examine the
panel of canvas on which the work was produc¢eBor example, scientistsalie
developed computer algorithms that can automate the counting of canvas threads
from X-rayed images of paintings and then map the density of both horizontal and
vertical threads across a particular wgfk.hread mapping in this manner produces
a Awemapwye 0O which can be used to compar e
against that of a known work by the same artistinthe same p&®d. mi | ar A we @
mapso suggests that two wor ks Wathe cr ea
case of pair paintingswhich have been separated or scattered among different
collections, this technology can be invaluable in arranging reunification, as many
artists like Rembrandt tended to create companion pieces using the same bolt of
canvas, prepared in a similar man#érUsing this technology, scientists have
authenticated and brought back together formerly united or paired works. For

172|d. at 145.

1731d. at 146. Lead white in the form of basic lead carbonate was used in earlier works but
replaced by zinc oxide towards the end of the eighteenth cemdury the early twentieth
century, white paint more commonly contained titanium white, i.e., titaniaride. Id.

1741d. at 64. Lead isotope analysis confirmed that the painting was created with Dutch/Flemish
mined leadld.

175 RaGAI, supranote3, at 64.

1761d. at 64 65.

177See idat 156.
178 |d.

179 Id

180 RaGAI, supranote3, at 156.

181 petria Noble,From One Piece of Canvas: The Supports of the Eight Craeyvanger
Chil dr e n ¢1270BmHouAN25,t25 (2014). Canvas must be stretched and is typically
painted with a priming agent before oil paint is applldd.
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example, canvas weave analysis was used to authenticate eight unsigned portraits of
the children of the Craeyvanger family, painted sr&d ter Borch the Younger

and his apprentice Caspar Netscher, whe
supports of all|l eight childrends portre
| arger piece of pr¥med, pl ain weave |in

Imaging analysis can uncover what lays between the canvas and the top layer
of varnished paint as well. Many times, authentication of a work relies on the
identification ofpentimenti changes in the composition of the painting throughout
the creative process, suab a change in the position of a thumb, as was the case
wi t h Da SaWatan Mundi8 This change may be shown throughray
imaging of the underdrawings below the paint lay&rdew technology has
increased the precision with which scientists caamare these underdrawings. For
exampl e, fJreducedxcahimageésofanmderdrawings in paintings have
a much greater resolution than images produced by conventiereafsxtubes,
reveal ing very f i rndgurther ¢éxpandinghe degreetolvldchp ai n
authenticators can examine the lower layers of a painting, Pascal Cotte and Francois
Dupuy of Lumiere Technology invented the first multispectral ‘dgfinition
camer a, whi ch can be wused for fcatonnew a
method (L.A.M.), which allowed the inside of the paint layers [of a painting] to be
seen one by one as if in a peeled onion, and [to have] their composition
det er mi ne d[by-layerdasiséaBeyora yx@mining the underdrawings
with such a m#hod, an authenticator can use cress ct i on anal ysi s
doubt 6 about the authenticity of the si
a layer of dust between the signature and the paint beneath it, which would confirm
aforgedadditong t o t h® painting.

Imaging technology was integral in the very much still disputed attribution of
La Bella Principessdo da Vinci, a vellum sheet portrait in silverpoint and dry
chalk!® High-quality imaging revealed the former binding holes in the sheet,
lending credence to its origin as a frontispiece in a book in the Polish National

Library®Fur t her mor e, Al mMJultispectral I mag|i
which the strokesar i ncl i ned towards the |l eft at
182|d_

183 SeeRAGAI, supranote3, at 65 66.
1841d. at 151 52.

1851d. at 153.

1861d, at 157.

1871d. at 137.

188 RAGAI, supranote3, at 105 07.
189 |d
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indicating that a lefhanded artist like da Vinci had sketched the wéYkn
conjunction with thegpentimentiobserved under imaging and the carddndating

of the paper to approximately 1450 A.D., da Vinci connoisseur Martin Kemp
declared the work to be a da Vinci in 203Despite pushback from other experts

due to the medium upon which the portrait is draivare has yet to be any scientific
testing that disproves®Kempds attributi

C. Provenance Authentication

Of the three methods of authentication, provenance authentication is the most
straightforward®*in Pr ovenance i s ofhrgiehiisshbimaftitle, of a
and whether it has been exhibited or included catalogue raisonné'® In short,
it is the entire chain of custody for the painting or work o at$ history, from
inception to the presei® In the past, authenticatd have greatly stressed the

Il mportance of a workoés provenance, cl a
iron-c | ad provenance back to the h#nd of
Nevertheless, the reality efosayth@mastr t m:

works of art fall far short of having impeccable provenance[,] and that is where the
Il nteresting problems of authentication

In the past decade, the growth of digital provenance tracking has begun to
emerge, with an emphasis the use of blockchain technology to track'@#As one
aut hentication expert explained, Al t] he
blockchain technologywi | | revol uti oni s Blgclkcham ] t h

190|d. at 106 07.

1911d. at 107 08. Kemp is the same Leonardo da &ficonnoisseur who authenticated the
Salvator Mundpanel paintingSee supraext accompanying notdd, 143.

192|d.

193 SeeAmineddoleh supranote50, at 424.

194 Andrea SobolewskiThe Authenticity Debacle: Why Art Authentication and Litigation
Do n 6 t35GARDOZOARTS& ENT. L.J.515, 520 (2017) (citing Ror&D. SpencerArt Law on
Protection for Art Experts ARTNET NEwsS (Feb. 1, 2013),
https://news.artnet.com/market/protectioom-legalclaimsfor-artexperts29980.

1951d, See alsdennifer C. Grant, Attributing Old Masters paintings and the Plight of the Expert
in the Art Mar ket 28 (2012) (unpublished Mast

Ar t) (on file with ther ySostyhsetbeynd)s (IfinFsotri tud e of
provenances are uncertain for a period of time and the painting cannot be placed in a location or
in a private collection, the | oss of the chai

196 Duane R. Chantir & Fred G. NotehelferAuthentication: Science and Art at Odd8315
ProcC. SPIE74, 76 (1998).
197 |d

198 See, e.gRAGAI, supranote3, at 101 02.
199 |d


https://news.artnet.com/market/protection-from-legal-claims-for-art-experts-29980
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technology may provide the missing litdkk connect the art world with the digital,

through allowing a unique means to track provend®dalockchain technology

came onto the scene as the ledger system used for bitcoin transét8ogsinctly,

Abl ockchain is a distirlieBiGteancke,0 ad d oye n tirbd Ic
the blockchain store information about transactions, the blockchain consists of
multiple blocks strung together, and when a block stores new information, it is added

to the blockchaid? To be added to the blockchaintransaction must occur and be

verified by a network of computers, the transaction must be stored with a specific
digital signature, and the block must be given a hash (a unique identifyingg€ode).

The purpose of blockchain technology is to maintain a nexsird strung across a
network of millions of computers to make information more difficult to
manipulate>fil n or der to change a single blo
change every single block after It on
enomous and I mprobable a#Wihet resutompust: i
a block is added to the blockchain it becomes very difficult to edit and impossible to
del &t e. 0

Blockchain is currently used by the company Verisart, which provides a
website andpplication for artists and collectors to create certificates of authenticity
for works2°¢ The process for creating and later verifying a certificate of authenticity

I s as foll ows: A[ft] he artist takes a pi
the materials used and year of pr#ducti
Thereafter, A[t] he certificate S t he

provenance, as well as a cryptographically secure registry, which is time
s t a mp°@hk .pavenance of the piece is ultimately tracked through blockchain
technology, making use of a decentralized, protected dat&bdsxhnology

203 acqguel i AreAutbdanticationsF|, awed. Hereds HowmthBl ockct
Gaps MEebium (Apr. 30, 2018, https://medium.com/blockchaiart-collective/artauthentication
is-flawed-hereshow-blockchaincanill -in-the-gaps79cclec94a0f

201 Luke Fortney, Blockchain Explained INVESTOPEDIA (Nov. 18 2019,

https://www.investopedia.com/terms/b/blockchain.asp
202 |d

203 |d
204 |d
205 Id

206 Fortney,supranote201
207 Id.

208 RAGAI, supranote3, at 101.
209 Id.

2101d. at 101 02.
2111d. at 102.


https://medium.com/blockchain-art-collective/art-authentication-is-flawed-heres-how-blockchain-can-fill-in-the-gaps-79cc1ec94a0f
https://medium.com/blockchain-art-collective/art-authentication-is-flawed-heres-how-blockchain-can-fill-in-the-gaps-79cc1ec94a0f
https://www.investopedia.com/terms/b/blockchain.asp
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company Chronicled, | ncevihdaesntal Grgy pd eo\Ses
which can affix to an artwork and creat
on a blockchaid®®*l n t heor vy, A[i ]f someone comes
with a Ciyptoseal in 20 years, that person will still be able to verify it on a website

backed by Chroni%l edds infrastructure. o

There are two significant downsides that reliance on such technology creates,
however: first, the servers on which Verisart, Chronicled and other companies store
information are just as at risk as any other technology to environmental damage over
time (sut as overheating, water damage, or other destruction), and second,
blockchain, at this stage, does not have the ability to eliminate the need for &kperts.
Experts wil/l still be necessary to i dej
affixed?¢ In addition, artwork that predates the intetheind even artwork that
predates the invention of blockchain technolbgyill still have significant
provenance records, and examining and verifying such records will accordingly
remain a vital aspect of the autlieation proces&’"Fur t her mor e, bl o
benefits come into play after authenticity is confirmed, leaving room for forgeries to
be registered if precautions are not takéihe idea is that in years to come, more
and more pieces of art will containCayptoseal or something akin to it connected
to a secure blockchain for easy authentication by anyone with the ability to access
the networlké!® Reliance on blockchaibhacked Cryptoseals could prove immensely
beneficial to the time intensive process ofhauiticating art, but in order to impact

212 press Release, Chronicle@hronicled Launches CryptoSeal for Packaging, Physical
Assets, and Supply Chain(Nov. 16, 2016) https://www.prnewswire.com/news
releases/chroniclelhunchescryptoseaffor-packagingphysicalassetsandsupply-chain
300364192.htmIThe CryptoSeal is a tiny computer chip with a cryptographic identity that slides
into an adhesive seal strip allowing application to a variety of works. Each chip is embedded with
unique identity information, which is immutablggistered and verified on a blockchain. The
CryptoSeal has the ability to securely verify sender identity and timestamp deliveries on a closed
loop integration with the blockchain providing a secure chain of custody.

2130 6 N esudrainate200.

214|d_

215 SeeAmy Whitaker,Art and Blockchain: A Primer, History, and Taxonomy of Blockchain
Use Cases in the Art8 ARTIVATE 21, 34 (2019).

216 Sedd.

217 Jason BaileyWhy Use Bickchain Provenance For ArtARTNOME (Jan. 29, 2018),
https://www.arthome.com/news/2018/1/26/winse blockchairprovenancdor-art

218 Sedd.
219 |d


https://www.prnewswire.com/news-releases/chronicled-launches-cryptoseal-for-packaging-physical-assets-and-supply-chain-300364192.html
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the authentication process, the art industry must begin to implement Cryptoseal
technology?®°

1
ALLOCATING RISKS FROM AUTHENTICATION AND LEGAL REMEDIES FOR BONA
FIDE PURCHASERS

Despite the great degree of preamsiwith which art authenticators can
identify forgeries, the consequences of authentication are often difficult to predict
with any accuracy. As such, the art market has developed a risk allocation framework
between the parties providing authentication isesd art authenticators or
connoisseurs, auction houses, curators, and-apestific authentication boardls
and purchasers that on the whole leaves both parties at risk of otherwise unforeseen
liability. In the event that an authentication goes awry, bitoha purchasers in
particular can only seek the protection of a patchwork of contract, tort, and state
statutory protections, likely providing inadequate compensation for their loss.

As relevant background to this next section, contemporary artworks are
typically bought and sold in one of two markets, a primary market for new works
and a secondary market for sales of works already in circufétibhese secondary
market sales are mediated by private dealers and auction houses and are most
customarily thesite for transactions involving very high ticket value itefdn
theory, fA[]aJuthentication supports the
and misrepresentation and providing a measure of certainty in the secondary
ma r k¥@No.such service wdd generally be necessary in primary market sales,
as the artist or her heirs is likely to be alive and active in thé%ale.

Due to their role as the main distributors in the secondary art market, auction
houses and highnd galleries are often the deflamts in disputes regarding
authentication, though authenticators themselves are occasionally challenged in
court as well. The fear of authenticttglated litigation looms large, and without the
protection of an airtight indemnity provision, many authsatbrs and expert
consortiums have opted out of authenticating controversial works alto¢retfias

220 Id

221 Gareth S. LacyStandardizing Warhol: Antitrust Liability for Denying the Authenticity of

Artwork, 6 WASH. J.L. TECH. & ARTS185,189(2011).
222 Id.

223 Id

224 See id.(describing how many primary market sales take place at galleries, which source
works directly from an artist).

225N. M. NeuhausArt Authentication: Protection of Art Experts from a Swiss Perspedtive,
ART ANTIQUITY & L. 59 (2014). Authenticabrs are often contracted by galleries and auction
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section describes the main risks that accompany authentication efforts, explains the
assignment of risk between the parties involved, and reviews whbhthermedies
available to parties are adequate to dispel latent risk. To do so, the Note considers
reasons why an authentication may go awry, then discusses risks faced by
authenticators, and finally examines the risks that bona fide buyers of fineeart fac

A. Reasons Authentication Goes Awry

Given the complexity of the authentication process, it is unsurprising that, in
some instances, the process fails. These failures can occur for a variety ofdceasons
misplaced trust, negligence, sheer mistake, @nsific or historical errad but the
results of a failure can be wiganging in their fallout. Further, even when it appears
that a piece is genuine, new evidence can always come to light after a sale that
indicates that a work may be a forgery or was ity misidentified. Just the
rumor that a work is not authentic can have grave consequences for the buyer,
rendering it virtually unsalable. This subsection describes some of the reasons that
authentication can go awry, while noting that some such meafsw default are
controllable and others, largely, are not. In either set of circumstances, it is
unfortunately unavoidable that, sometimes, artworks slip through the metaphorical
cracks. One example of such widespread and total failuextremisis that of the
Terrus Museum, in Elne, Fran&éThis museum, based in the south of France, had
a Adi sconcerting discoveryo in 2018: #d]
wer e {dHseesample affirms the importance of due diligence, espeaal
thorough investigation of provenance and authenticity in the acquisition process.

In another example of the extreme risks associated with authentication, a 1993
federal court case that questioned the authentication of a mobile sculpture rendered
the piece unsalable even after the court ordered that it was a genuine piece by
Al exander Cal der . Rendering the court 0s
market would nonetheless likely treat the work as suspect due to trial testimony by
a respected Qder expert to this effeét® Thus, solely by voicing heopinion, a
connoi sseurod6s judgement of a work can |

houses based on required expertise, typically these authenticators require owners to sign indemnity
provisions protecting them from liability. Eileen KinsellaMatter of OpinionARTNEWS (Feb.
28, 2012) https://www.artnews.com/artews/news/anatterof-opinion512/

226 SeeElian Peltier & Anna CodreRado, French Museum Discovers More than Half Its

Collection Is Fake N.Y. TIMES, May 3, 2018, AB,
https://www.nytimes.com/2018/04/30/arts/design/fremalseurmfakes.html
227 Id.

228 \Jalerie MedelyanSays Who? The Futility of Authenticating Artthe Courtroom 36
HASTINGSCoMM. & ENT. L.J.1, 1 (2014).


https://www.artnews.com/art-news/news/a-matter-of-opinion-512/
https://www.nytimes.com/2018/04/30/arts/design/french-museum-fakes.html
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indisputablefact, even in the face of a court decision that comes out contrary. Over

20 years aftertheour t 6s deci si on, ?%Theebasiw setugof r e ma
the contemporary art market thus assigns risk not to whoever is most likely to be
able to prevent harm, but rather to the individuals with the most to lose: the owners

of art with shaky attribtion 23

Further, in some jurisdictions like France and Holland, forgery laws stipulate
that any known forgery, once proven to be fake, must be destroyed under law
enforcement supervisich. For example, in the case of Hans van Meegeren, the
most infamous forger of the twentieth century, experts engaged in considerable
handwr i ngi ng whil e van Meegerenods tri al \
might accidentally be destroy&d.Van Meegeen had spent the better part of the
1920s and 1930s forging works fAso intirm
Ver meer that they would be received as
ma s t 2@ [Even.after he was caught and admittedisacchimes, van Meegeren was
required to paint fAanother painting 06in
as some experts remained unconvinced that the paintings he had made were

forgeries®** Becaus e Hol | andds art f iogs @goebe y | a°
destroyed by | aw enforcement, art conn
according to an ancient Dutch Law. order[] the destructiondllt he pi ct ur e
whereby fnone could, officially, hchve de
Ver meer h &#dhe tossahe atdvorld and humanity as a whole that such

a destruction could have inflicted was

have been saved from destruction despite scientific analysis in the 1950s that
acairately identified the majority of his works as forgefi€sAn art owner who

seeks to authenticate their work must nevertheless be cognizant that such a risk can
arise.

2291d. at 2.

230 See, e.gid.

231 France and Holland have such laBseRAGAI, supranote3, at 36 (desching destruction
of a forged Cranach painting by French authorities); Cladpra note 23, at 34 (describing
potential destruction of van Meegeren forgeries undgciblaw).

232 Clark, supranote23, at 34.
233 |d

234 |d
235 Id

2361d. at 34 35.
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1. Aut henti catorsodé Conflicts of |l nt er est

In performing a valuation or aauthentication of a work, museums, artist
foundations, and authenticators face significant conflicts of interest. When an
authority in the art field a curator at a museum, an artist foundation board, or a
deal er i n tdohaethersticates s dedks to mubhenkicate a work, their
decision has an impact on the supply of works by that artist and thereby affects the
price of other works by that arti¥f.In such a scenario, all parties benefit from a
higher valuation, but other owners of works by thme artish such as museums,
artist foundation boards, or gallery own@rsan potentially be adversely affected
by the authentication of another work by the same artist, as this reduces the scarcity
of t he ar® Amorgéhe pantiesr whe may autheatie works of art,
conflicts of interest associated with curators, art dealers, and artist foundation boards
are often insurmountable. Individuals must turn instead to individual authenticators
or auction houses to take on this @sk imperfect solutionotan already delicate
situation in many circumstances.

Museum curators are often not permitted to render authentication opinions
due to the risk that a conflict of interest could be imputed in an otherwise innocent
interaction?®® As one commentator hasex ai ned, A[t] he muse
nothing to lose financially and everything to gain from valuing favorably [or
aut henti cat i n% The amainwbenefiks ofoa favaable vafuation or
authentication run not to the curator as an individual, bitdanuseum: in this sort

of favorable transacti on, At he museum i
of art, as a o6quid pro quo[,]060 and dna
museumbs chances of becomi nhge & uttAsaiepioe
such, a serious Aconflict of i nt erest g

the untenable position of being an expert for both the collector requesting the
appraisal and his institution, regarding an art piece that the museuraswish

acqgu¥Because A[i ]t 1 s 1 n the museumods I
who is a potenti al donor to the museum
come to the conclusion that a work is genuine and result in a generous vatation.

Beyomd t he fear of a conflict of i nt er es

237 See, e.g.Debra B. Homerkine Art Appraisers: The Art, the Craft, and the LeDakign
8 CoLuM. J.ART & L. 457,468(1984).

238 See id.see alsolLacy, supranote221, at 18991.

239 Homer,supranote237, at 467.

240|d. at 467 68.
241

242|d_
2431d. at 467 68.
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perform art appraisals since it is inherently alien to them to treat art as an
i nves®ment . 0O

Conflicts of interest are also inherent in valuation estimates rendered by art
deakrs. Art dealers have an incentive to please their customers, rather than to be

entirely candid in valuati ons: Al a] <col
art piece will most likely seek out an art dealer with whom he does business; it is not
unusual for a dealer 6é6to bend over back:!

at t he top r an g% Thasf degleossirssudh Iciceumptances ares . 0
incentivized to inflate a valuation estimate in order to satisfy and flatter their clients.

Arti st foundati on boar ds o aut hentii
insurmountable conflicts of interest as well. In the past few decades, some
foundations have been the subject of litigation related to the inherent conflicts of
interest in their authentidand or their refusal to authentic&teprivately-held
works?#6 In a 2007 case, the owner of an alleged Andy Warhol painting submitted
the work to the Andy Warhol Authentication Board, fmofit organization that
renders authentication opinions, for a detfeation of authenticity*” The owner
had purchased the work for $195,000 in 1989 and now planned to sell it for
approximately $2 milliod*® 1 n r esponse, t he Board st a
painting without further explanation, thereby not rendering an affazsithentication
decision but negatively affecting the value of the wétlhe owner spent a year
documenting the workos or i-swbmitedatnfiad hi s
aut hentication, the Boar d ®%WWhilethedgnai n st

244 Homer, supranote 237, at 468. As a general matter, it is true that musedongerform
valuations of the works they own, particularly for insurance purposes. However, such internal (and
strictly confidential) valuations are fundamentally of a different nature from valuatiahsite
involved in preparing a fair market estimate of a work for sale purposes.

2451d. at469 (quoting William M. Speiller,The Favored Tax Treatment of Purchasers of Art
80CoLumMm. L. REV. 214,238 40(1981)) A dealer who maximizes the valuationofand i vi dual 6 s
artwork would please that individual for two
[S]lection 170(a) of the Internal Revenue Code, I.R.C. 8§ 170 (1954), individuals who make
charitable contributions of art are allowed to dedhet amount of the contribution from their
t ax abl e Idianh450nrie Foofurther discussion of the tax implications of authentication,
see infraPart IV.

246 See, e.g.Amended Class Action Complaint at 18, SimonWhelan v. Andy Warhol
Found. for the Visual Arts, Inc., No. 07 Civ. 6423(LTS), 2009 WL 1457177 (S.D.N.Y. May 26,
2009).

247|d. at 4 6.

248|d. at 7.

249 See id.
250 |d
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was again a refusal to authenticate the work, not a negative determination on the
merits of authenticity, It neverthel ess
of that for a similar but wistamped work3*

The owner of the contestgainting eventually filed a federal lawsuit alleging
t hat the Boar doés r ef @sharébymimmiangthenamounti c at
of authenticated Warhol paintings in existence (of which the Board owned dnany)
violated the federal Sherman AntitrusttAand New York state antitrust 1&%9.
While the court ultimately dismissed the suit with prejudice for lack of standing, the
court had previously denied tilmseignBatar d 0 s
the plaintiffds cl aiwes plausiblégRetogrizmgrtipee t 1 t i
significant legal risks that continued refusals to authenticate works might incur, the
Warhol Board and other foundations have shuttered their authentication
committees>Thus, owners are left to seek authentication gpisifrom individual
authenticators or auction houdea solution not without its own inherent
difficulties, as explainedfra.

2. Lack of Professionalization for Authentication

Il n the United States, an fHart expert
herself out as such® That is not to say that art experts are unquakfietany have
degrees in art history and have studied for years to be able to correctly identify a
wor kdéds origin. But in practice, an expe
than an opiniof% In the French market, by contrast, small auction houses dominate
the art mar ket and the auctioneers who
experts to val ue and®Theipdependeneexpartsméhist i C L

251 Simon'Whelan v. Andy Warhol Found. for the Visual Arts, Inc., No. 07 Civ. 6423(LTS),
2009 WL ¥457177, at *3 (S.D.N.Y. May 26, 2009)

2521d. at *5.

253 Simon'Whelan v. Andy Warhol Found, for the Visual Arts, Inc., No. 07 Civ. 6423(LTS),
2009 WL 1457177 (S.D.N.Y. May 26, 200@pmplaint dismissed per stipulatioNo. 07 Civ.
6423(LTS)(AJP) (Nov. 30, 2m).

254 See, e.g.Jennifer MaloneyThe Deep Freeze in Art AuthenticatiaAaLL St. J. (Apr. 24,
2014), pttps://perma.cc/VK7EBI9QM]. See alsd ndr e j a V &ri Authentication Bdard
) An Idea That Fell Through WIDEWALLS (Nov. 3, 2017),
https://www.widewalls.ch/magazine/aatithenticatiorboard Georgina Adam, The higstakes
game of art authentication, BBC (Oct. 21, 20hips://www.bbc.com/culture/article/20140325
high-stakesin-huntfor-fake-art

255 Raul JaureguiRembrandt Portraits: Economic Negligence in Art Attributiéd UCLA L.

R .1947, 196870 (1997).

256 Id.

2571d. at 1966 67.
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https://www.widewalls.ch/magazine/art-authentication-board
https://www.bbc.com/culture/article/20140325-high-stakes-in-hunt-for-fake-art
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modelreceive a percentage of the final sale from the purchaser, creating a greater
incentive to serve the welfare of the client rather than the auction f®tsance

has also implemented mechanisms to certify experts, requiring them to maintain a
license froma recognized professional association.

Considering the staggering effect authenticators can have on the value of
artwork, it is a wonder that the United States has not implemented any sort of check
aside from traditional legal remedies to ensure thHtemticators are in fact expert
connoisseurs and follow some unified code of conduct. Certification by private
organizations, described above, creates a partway, patchwork solution that remains
inadequaté Instead, the lack of formalization of the auitieation process does
little to guarantee fairness, honesty, or reliabitity.he United States is no stranger
to licensing requirements for professio@aldoctors, lawyers, dentists, and real
estate agents are just a few professions that require certain examinations?®f skill.

I n order to remediat e tihled uWersetgou | oaft eAlme
experts, the United States would be remiss not to consider taking a step in that
direction for professional authenticators. Considering the substantial monetary risks

art buyers face using unqualified authenticators, such a moull aeduce
uncertainty in the market to a noegligible degree.

3. Human Error, Negligence, and Fraud

Other common reasons for errors to arise during an authentication include
human error, negligence, and fraud. When an authentication goes wrongra buy
may assert a case for negligence or fraud against either the authenticator or the seller.
Ultimately, the vast majority of such cases will turn into a factual dispute in which
a Abattle of the expertso could ari se.

One example of a case alleging frasithatofAr yeh v. C#Thest i e
plaintiff in the case, Eskandar Aryeh, purchased a Faberge imperial egg for $250,000
in 1977, the highest price paid for such a work at the #fm&hen he beheld the
egg for the first time, however, Aryeh refuseto accept the work, and he

258 |d
259 Id

260 Jaureguisupranote255, at 196670 (describing how there is no formal organization that
accredis authenticators, but several competing organizations including the International Society
of Appraisers, American Society of Appraisers, and College Art Association of America do offer
relevant certifications)See supraext accompanying not&55 56.

261|d.

262 Sedd. at 1%5.

2%3Aryeh v. Christieds I ntdél, I ndex no. 1030/ ¢

264 Clark, supranote23, at19.
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communi cat e d the auctiGhhhouses throughowdhich he purchased the
egPpt hat 1t did not conform to?*Che i gualeidt
filed suit against Aryeh, but when the auction house provideddihamhl letter of
certification from A. Kenneth Snowman, a renowned Faberge egg expert, that the
work was authentic, Aryeh settled the suit, payinguite for the egg and covering

Chri st i e 062 Abbueagdacade tatersint 1985, Aryeh soughsell the egg

t hrough Christieds, but on the eve of
Snowman, declared the work inauthedticAr yeh sued Chri sti e s
on the 1977 sale, with alleged damages of up to $37 miffidrine auction house

setled for an undisclosed sum prior to trl.

A quarter of a century after settlin
another authentication dispute regarding alleged ff&@lu i do Or si sued
in 2011 alleging that the auction house had kah a painting advertised as by Jean
Michel Basquiat, despite knowing that the work was not authentic, and that
Christieds had negligently misrepresent
the sale’* In 1990, Tony Shafrazi Gallery, Inc. purchdsthe painting from
Christiebs for $242,000, which ha% repr
The gallery subsequently sold the work to Orsi for $1852000.2006, Orssought
an authentication certificate from a Basquiat authentication committee, which
informed him that the work was a counterféiin his case, Orsi presented evidence
t hat Gerard Basquiat, the artistodos fattl
painting before its original sal e at C
ri g?€hroi sti edbs argued that Basquiatbés f
to Christiedos bBdfther € eivti & wo miggicmallr ts alrea.n
to dismiss, finding that the plaintiff had failed to show a triable issue of material

265 See id.; see also Gordon M. Henry, Rotten Egg TiME (June 24, 2001),
http://content.time.com/time/magazine/article/0,9171,143038,00.htm|
266 Clark, supranote23, at 19 20.

2671d. at 20.
268|d.

269 Id

20SeeTony Shafrazi Gallery, Inc. v. Christieos
Sup. Ct. Nov. 22, 2011} f P55 &.Y.S.2d 875 (2012).

211 See id

2712|d. at 1.

273|d.

2141d. at I 2.

215 Tony Shafrazi Gallery2011 WL 6002677, at 2.
276 |d
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fact27 Fur t her , Christiebs carried i1 ts own
intent to defraud’® The finding was upheld on appéal.

Il n 2009, Christtbés amai mar keal Sot h:
convoluted lawsuit alleging negligence and breach of contract, stemming not from
t he auction houseods | mproper aut hent i
connoi sseuro6s unqual i fi ednlyaa year afteruthei o n,
painting passed t hr ou%Thhe &, broughtig lcosdonh a n d s
involved plaintiff Lancelot Thwaytes, who had suspected that the painting he
inherited from his father's cousin was a genuine Caravagdin2006, Thvaytes
had contacted Sothebyds to discuss dif
determine if it was a genuine Caravagjfol hwaytes asserted he discussed using
X-rays, which had helped authenticate another Caravaggio work, and that the
S ot h e prgséngative sated that an infrared test would bet#®hdh e Sot heby
representative recalled stating thata/s were not commonly done and claimed he
was not aware of what an infrared test would entail, thus could not have suggested
performingoné®*Sot hebyds in fact wused wultravi ol
X-rays to evaluate the work, determined it was not genuine, and the work was sold
for £42,000 in 2006> The work was gifted to a renowned Caravaggio connoisseur
Sir Dennis Mahon, who proclaimed the work a genuine Caravaggio a year later, after
he had performed certain cleaning, advanced imaging, and research of the work
himselfz8s

Thwayt es s ualeginghedligeredandseach of contfécthe
English High Court rul ed for Sot hebyds
breached the ordinary standard of care due to its clients in carefully reviewing and
preparing the work for sak& The court ejected imposing a higher standard of care
due to Thwaytesods specific interest 1in

2171d, at 9.
278|d_

279 Id

Thwaytes v. Sothebyodés [2015] EWHC 36 (Ch).
281|d_

2821d. at 735.
283|d_
284|d_

285 Thwaytes[2015] EWHC 36, at 13, 35, #05.
286|d. at 156 59.

2871d. at 167.

288|d. at 768.
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work was genuin&’l nstead, the court found that
its own and not outside experts anddisafficient care in its review of relevant X

rays??° The court found that the auction house had no obligation to carry out infrared
imaging®'Li ttl e of the courtds analysis foc!
Issues regarding contract interpreiator validity were raised in the hearing before

the courg??

4. Continued Influence of the Artist

While uncommon, in some circumstances the continued influence of an artist
and their heirs poses a risk to even the most rigorous and unimpeachable of
au henticati ons, as some foreign jurisd
continue even a&fOneexamplaofscht cirsunsiance dcevaredh .
in 1989 when French citizen Jean Fabris disrupted auctions for the works of Maurice
Utrilo at Chri stieds and Sothebydés in Lond
works came up for saf& While this disruption appears innocuous, it was actually
|l egally significant, as fFabris, a cl os
fomher the artistds oO6moral rights, d incl
right to cl ai m o ¢ Thikrefere, | fram @ foranalist Hegal s hi p
perspective, any painting that Fabris
Fabris heldh e power to disclaim the ®aWNhiei st 6s
Athe right to claim authorship iIis absol
| egi sl ation . : : mor al ri ghts statut es
di scl ai mi n@&” | autthhoer sha pe 0 of Fabri®ds di

289d. at 168 71.

220 Thwaytes[2015] EWHC 36, at 1166.

291|d.

2921d, at 167.

293 In the United States, moral rights are relatively limited in scope, applying only to visual
works and encompassing only a right to attrimutand integrity of the workSeel7 U.S.C. §
106A(a) (3). Il n the U.S., these rights expire
not the case in other jurisdictions, such as
heirs.See Code de la Prapeté Intellectuelle [C. Prop. Intell.] [Intell. Prop. Code] arts. L1121
L121-9 (Fr.); see alsd_oi 92-597 du 1 juillet 1992 relative au code de la propriété intellectuelle
[Law 92-597 of July 1 1992 Relating to the Intellectual Prop€&tde], Journal Officiel de la
République Francaise [J.0O.] [Official Gazette of France], July 3, 1992, Annex.

294 Steven M. LevyLiability of the Art Expert for Professional MalpracticE991Wis. L. REV.

595, 631 (1991). See alsaJonathan RandaChar ges of OFaked Paintincg
Auction WASH. PosT, Apr. 6, 1989, at B2.

295 evy, supranote294, at 631.

2% d. at 631 n.199.

2971d. at 632.
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paintings, his Hyastt aatd val wals ® efadlomtoe
hundreds of fake BFPtWwhillleosF abnr icsiorsc udiastcil
works has not been challenged in cé¥rthe incident demonstrates that the very
Insinuation that works are forgeries can have drastic consequences for prospective
buyers or current owners.

5. Lingering Uncertainty: Discovering Unsuspecting Forgeries

Although a rare occurrence in the art world, there are occasions when a
painting is presmed to be authentic, comes from a reputable collection, has a
relatively solid provenance, and yet is later discovered to be a fake. Some of these
risks are unforeseealdeno reasonable amount of due diligence on the part of the
art owner could have previed them, while others could have been avoided had
more advanced technology or increased oversight existed at the time of the
authentication.

This is not to say that forgeries in and of themselves are rare: a 2014 estimate
by Swit zer | an dlasstuteFconolwedAhattappxinmiely half of all
art in the art market is forged or misattributdS h oc ki ngl vy, the 1| n
Yann Wal t her cal l ed t his esti mat e Al
S p e c t3% lodmed,0estimates of the percmgw of forgeries included in the
collections of major art museums worldwide range wildly, but the general consensus
Is that a sizable portion of museum holdings are fake. Art historian and forgery
expert Noah Charney, f or ing]lxhastapsticdshatlhhas r
percent of the ar3®whien 20t1 artele frosn the Bnitedd a k e |
Kingdom cl ai med that nl a]j reasonabl e e
[sic] of the paintings held by [British national] museums, somauhe walls, many

298 Id

291d. at 631.

300 evy, supranote294, at 631.

31 Over 50 Percent of Art Is Fake ARTNET (Oct. 13, 2014),
https://news.artnet.com/market/ox&ld-percentof-art-is-fake- 130821 [https://perma.cc/6BR7
VZCY]. A work that is knowingly misattributed, while not a fake, would still lbasidered a
forgery insofar as it or its provenance were modified to render such a conclusion or misattribution
inevitable. It is for that reason that many statistics on art fraud aggregate the two matters. For a
further discussion of the difference betweefake and a forgery, ssepranotel19.

302|d_

SNoahCharneyT he Secret Lives of Works of Art: Whe
Are Likely to Be Fakes? SALON (Apr. 2, 2017, 10:00 PM),
https://www.salon.com/2017/04/02/tsecretlives-of-works-of-artwhatpercentagef-a-
museumsholdingsarelikely-to-be-fakes!/


https://news.artnet.com/market/over-50-percent-of-art-is-fake-130821
https://perma.cc/6BR7-VZCY
https://perma.cc/6BR7-VZCY
https://www.salon.com/2017/04/02/the-secret-lives-of-works-of-art-what-percentage-of-a-museums-holdings-are-likely-to-be-fakes/
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others in the vaults, will no longer be attributed to the same painter 100 years from
n o w o

An art scandal like no other arose on March 4, 2016, when French authorities
seized and later destroyed the panel painteigus which was preiously attributed
to German Renaissance painter and printmaker Lucas Cranach th&\i¢he
time, the painting was in the collection of the Prince of Liechtenstein and was being
exhibited at t he CeoRoyvante®\Uheneds th@orkch@dAr t i
been pur c milisngubt affewv iyeard Fefore, an investigation by French
aut horities confirmed 1t Vews.. detecteddr ger
artificially-aged paint on a panel created 200 years too late for the German
Renais a n c e p3@Theforgery vas pnly discovered due to an anonymous tip,
which informed police that the work was completed by a highly advanced #étrger.
In accordance with French law, the painting had to be dest?eéfyed.

A similarly jaw-dropping scandal erupted in New York City in 2011 when the
over 160yearold and formerly venerable Knoedler & Co. Gallery abruptly closed
after facing several high profilawsuits against its owner and president, Ann
Freedman, for selling forged work8.Suspicions first arose when hedge fund
manager Pierre Lagrange, who had purchased a Jackson Pollock painting from the
Knoedler for $17 million, discovered that neithertseeb y 6 s nor Chr i st i

his painting, because t hecatalaguekaisomads n ot
Lagrange ordered forensic testing of t
Pigment Yellow 74, not commercially available during Pdkldc s | ifWhéni me . 0

Lagrange demanded a refund from Freedman within -igit hours of his

304 Michael Glover,The Big Question: How Many of the Paintings in Our Public Museums
Are Fakes? INDEPENDENT (Oct. 23, 2011), https://www.independent.co.uk/arts
entertainment/art/news/bguestiorhow-many-paintingsour-publicmuseumsarefakes
1946264.html

305RAGAI, supranote3, at 36.

306|d_

3071d. at 38.

3081d, at 37 38.

309 Seeid.; seealsosupratext accompanying no231

310 RaGAl, supranote 3, at 88. A 2021 documentary released on Netfitade You Look
discusses the Knoedler gallery scandal as well. MicRachtshaffen, Reviewy, Made You Loo
A True Story about Fake Ar LA dMes (Feb.a28, 02h)at i ng
https://www.latimes.com/entertainmegtts/movies/story/20202-23/reviewmadeyou-look-
true-story-fake-art

311 RAGAI, supranote3, at 88.
312 |d
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discovery, the scandal broké Despite the high number of cases filed against the

gal l ervy, only Domenico and El ea#wtre de
2004, the de Soles had purchased a red and black painting by Mark Rothko from the
gallery for $8.3 millior$*> Forensic testing confirmed that the painting was a
forgerys A t trial, experts Adunl eashed a mou
incriminating testimony describing how dozens of collectors . . . were deceived into
buying forged artworks attri Pteedniant o Al
Awittingly or unwittingly ignoredo what
throughout herdnure at the gallerd}® Before a verdict was reached, the parties
settled for an undisclosed suih. Nevertheless, the Knoedler scandal and
Freedmandés #dirrational o decisions in A
greater weight to facts thaupported her belief and less weight to facts that cast
doubt on the provenance of the paintin
American art markee°

B. Risks to Authenticators

As a gener al rul e, Al t] herra imsa%rkelt dt.
That generality notwithstanding, when an authentication goes awry, the party
responsible for the authentication opinion may face legal action. As detailed below,
the standard system of risk allocation typically leaves the buyer bearingskhe
when a transaction goes wrong; thus, the injured party is at best only partially
protected from risk of loss. In such circumstances, the aggrieved pastally the
buye® can bring suit against the authentic&®rSuch a party could sue the
indepenént authenticator directly, or sue both the authenticator and the auction
house if the authenticator were under contract with the auction house and not

313 |d
314 Id

3151d. at 85.

316 RAGAI, supranote3, at 86.

3171d. at 88.

3181d. at 88 89.

3191d. at 89.

320|d. at 91.

321 Swift Edgar, Standing by Your Man Ray: Troubles with Antitrust StandmgArt
Authentication Case87 CoLuMm. J.L.& ARTS247, 264 (2014).

322 For examples,see supra Part Il1(A)(3). Authenticators make statements about the
authenticity or attribution of a piece of art, thus exptsmmselves to liability where these
authentications go awry.
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otherwise indemnifie®® An auction house would usually be sued dire€tly.

Further, because anartagtht i cat or 6s opinion continue
| ong after her opinion is rendered, A e
artwork, meaning that owners of art may be subjected to adverse determinations of
authenticity long after the dtae of limitations has run for causes against the

s e | ¥ Papending on the discovery rules and applicability of laches in the relevant
jurisdiction, art authenticators can have litigation spring up related to an
authentication that they made weeks,rgear even decades before with little to no
notices?6

In general, authenticators do not have special protections under law. There
have been some limited attempts by states to provide legal protection to art
authenticators, but none have successfully daméhus far. The New York State
Senate passed a bill i n 2015 that Ar en
difficult, and can considerably reduce the legal costs when authenticators are faced
wi t h a 31 Whiedhisibil ha®passed state Senaotes in every legislative
session since 2015, it has yet to be introduced for a vote in the State As&&mbly.

The 20192020 legislative session version of the bill would require plaintiffs
bringing cases against art authenticators to specify partiades when pleading

and prove elements of their claim by clear and convincing evidence, as well as entitle
the defendarh ut hent i cator to recover réfasonab

The lack of significant statutory protections for art autluantirs is likely
linked to past court treatment of art transactions on the secondary market:
A[t]raditionally, the principle of cavc
aucti on t3%Bhatsadcas auotinorshouses increasingly sell piectdse
general public, not just institutions and expert buyers, and demand larger fees, courts

323 SeeAmineddoleh,supranote50, at 427 30; Skolnik, supranote21, at 331 37; DuBoff,
supranote38, at 100216. See alssupraPart I11(A)(3).

324 SeeAmineddoleh,supranote 50, at 427 30; Skolnik, supranote21, at 331 37; DuBoff,
supranote38, at 100216.See alssupratext accompanying notes 0 20.

325Edgar,supranote321, at 270 71.

326 See id.

327 RAGAI, supranote3, at 96.

328 |d. at 97; see also A107, 242d Leg.,, 1st Sess. (N.Y. 2019),
https://www.nysenate.gov/legislation/bills/2019/A1@&monstrating a bill to provide additional
protections to art authenticators has be#roduced in New York State Senate sessions since the
2013 2014 session and through to the 202@P1 session).

329 A107, 242d Leg., 1st Sess. (N.Y. 2019),
https://www.nysenate.gov/legislati/bills/2019/A107

330 Medelyan supranote228 at6i 7.
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have started to change their vieW#sToday, auction house commissions add a
premium of about 25 % 3tlmlighhal this chéngeysomes 6 p |
A c dsuhave altered their views regarding the btyarc t i oneer rel at |
Impose greater protections for buyers transacting through these intermégiaries.
Auction houses therefore have a substantial interest in the authentication of works
that they aation 33

Auction houses have notably been responsible for erroneous authentication
opinions in the past. To authenticate one 1848 George Inness painting, for example,
ARSot hebyds sent a black and white photo
Oyesd on the back of the ph®fThegandngh anc
was sold as an original work, but was later determined to be a féPg€oglay, such
a result would |ikely open up Sothebyo
house owed the buyer more care in rendering its authentication decision.

Despite the risks that auction houses face in authenticating a work, many large
auction houses guarantee authorship or
Sot hebyds aitnwouwdgunacartek the duthdrship of all ph870 works
and the authenticity of pt£ 8 7 0  W3Trok sc.aop i1 ts | iability
|l mposed some | imits on its commitment,
to the heading in bold type ted in the catalog according to the technical
terminology system of attribution estal
valid for only five years from the date of sale, regardless of when the discovery of
| ack of aut h®&®wihinthi $ yf i amenaarek 0 Sot hebyd
presumed that it is exposed to an acceptable level oftiSki mi | ar | y Ch
warrants the authenticity of works it sells for a period of five years from the date of
sale, provided that: (1) this warranty exdsronly to aspects of the description of the
work published in all caps in the auction catalogue, (2) the warranty does not extend
to works whose authenticity could only be brought into question by scientific means

331 Id

3321d. Sellers sometimes pay commissions but not always; their commission may be waived
by the auction house to induce them to sell goods through that intermédliary.

333 Id.

334For a further discussion of these sorts of conflicts of interest as they affecswvationarket
participants, sesupraPart I11(A)(21).

335 Medelyan supranote228 at10.

336 Id.

337 patty GerstenblithPicture Imperfect: Attempted Regulation of the Art MariZaWwm. &
MARY L. REv. 501,531(1988).

338 Id.

339 Sedd.
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not yet available at the time of the salad (3) the buyer provides the written opinion
of two independent experts that the lot is not authentic, among other requiré&hents.

The 1isks faced by independent authenticators and auction houses vary to
some degree in a situation whereaanthentication has gone awry. Auction houses
render more authentication decisions than any single authenticator, and thus
aggregate a greater amount of total risk expo¥ur&t the same time, these
institutions are deepgrocketed entities than individuekperts. Moreover, auction
houses make more than a single representation to a client: they can face liability for
negligently warranting the authenticity of a work merely by describing it in a certain
way in their catalogue’®? By contrast, the very spdic opinion that an independent
aut henticator provides may be | ess | i ke
necessarily negligent because he arrives at a conclusion that later is challenged by
ot her experts or ul tirnaatheelry, pir[ohvees itso nl
the error is due to a failure to use the care and skill ordinarily used by other experts

i n si mil ar 3Hunthermares dauthamtecagass.face a lower level of risk
than auction houses merely by virtue of the tadt a t A s]cientific
prove t hat a wor Kk S genui ne, nly (

Nevertheless, there have been several notable cases in which an independent
authenticator has faced allegations of fraud or negligence stemmmgaffaulty
authenticatiori*

340 New York Conditionsof Sale Buyingat Chr i s CHRsTES 8§ E(2)(a)
https://www.christies.com/buyingervices/buyingyuide/conditionsof-sale (last visited Feb. 15,

2021)

%l1'n 2018, for exampl e, Chraindt iobGsetsolddda$® ,b
the previous year, with 67 paintings sold at prices over £E10 miidn.r i st i eds Conti nu
the Global Art MarketCHRISTIEGS (Feb. 7, 2019)https://www.christies.com/features/Christies
continuesto-leadthe-globatartmarket9681-1.aspx Thi s i s compared to il
Hartt, a worldrenowned specialist on Michelangelo, [who] testified in 1989 thdtis entire
career, which spanned decades, he had only been asked to make attributions on about twenty
occasi onsupradnotd 294 gt 602 (citing Hartt v. Neswvp ap er Publ 6g P. L.
(unreported) (Eng. & Wales)).

342 See, e.gtext accompanying not&y 0 79.

343 _evy, supranote294, at605.

3441d. at612

345RAGAI, supranote3, at 71 76. One stark example of the risks that authattis face is the
recent criminal case brought against art authentication expert Elena Basner for fadgery.
Basnerodos 2014 arrest was branded fAan insult t
Museum Director Mikhail Piotrovskyd. at 71. The allegations against Baséeof which she was
quickly acquitted in May 20kdhad t heir roots in Basnerds 200
painting as attributed to Boris Grigoriev, entitled A Restaurantld. at 72. Basner and her
colleague, Yulia Solonach, agreed after inspection that the work appeared genuine; unbeknownst


https://www.christies.com/buying-services/buying-guide/conditions-of-sale
https://www.christies.com/features/Christies-continues-to-lead-the-global-art-market-9681-1.aspx
https://www.christies.com/features/Christies-continues-to-lead-the-global-art-market-9681-1.aspx
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C. Remedies for Bona Fide Purchasers

Al T] he art mar k et | s theolargest) arfregulatede | a
ma r k ¥tSarprisingly, despite the skyigh prices of artworks, some art
purchasers have little to no knowledgiebest practices when it comes to buying
art** AThe wvast maj ority of purchases of
shockingly uninformed about the nature of the object to be purchased, its
provenance, or i*Téelgchofisfornceddyers; aoupled with o n . 0
the dwindling number of experts willing
mar ket t he o[ W] i The sfaWiice of fradd irf thee rart worldeare d . 0
staggering. For example, it has been presumed that about 60%©nfthe market
today has insufficient, unverifiable, or otherwise suspect proveri&rites only
logical then that individuals, museums, and galleries across the country own
fraudulent pieces and must arm themselves with legal remedies in case yof fault
authentication. Furthermore, due to the high risk of purchasing a fraudulent piece,
buyers interested in investing in expensive art should make hiring their own
independent authenticity expert a priority.

There are a number of legal protections and tkeseavailable in the United
States to the good faith purchaser who falls victim to a forgery by mistake or
misrepresentatioft* Common law contract rules provide some protection for
consumers who are taken advantage of by more sophisticated 3eltestgutional
buyers like museums and galleries may also be victims of fraudulent schemes and
can seek out similar protectio#t&In addition to common law contract protections,

buyer® sophisticatedorndtiunf ai rly injured indan ar
usef ul | egal recour se I n tort | aw, Fe
to the two authenticators, fa few months ear|

a fake through the scientific detection of anachronistic phthalocyanine pigmeigtso

346 Amineddoleh supranote50, at 424,

347 See, e.g.Clark,supranote23, at20i 21.

3481d. at20.

349Bonner,supranote20, at 21. While it may be surprising to many that individuals are willing
to purchase a multimilliowlollar work of art on impulse, the context of these €aigsnerally, in
a wellrespected gadry or through a dealer of known reputation, and with the implicit and explicit
assurances of the gall ery owtosomedegreecexpaihthe o f
ease with which some individuals make these sorts of purcl@essd.

350 SeeHarry Hillman-Chartrand,Investment Protection: Reducing Financial Loss from
Fraudulent Art,14 J. CULTURAL ECON. 83,89(1990).

351 Amineddoleh supranote50, at427 30.

3521d. at 4209.

353 RAGAI, supranote3, at 87 93.
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| egi sl ation enacted in a few |J®Newsdi ct
York and California stand out as states with additional legal protections for art
buyers®s

However, in most circumstances, the currently available legal remedies do not
adequately protect the interests of good faith purchasers of fine art. Additional
statutory protections, like those adopted in New York and California, would help
protect bona fie buyers from the risk of loss associated with fraudulent or negligent
authentication. Additional legal protections of this nature would encourage
independent authenticators and auctions houses to take more care in rendering their
opinions about the authgcity of a work, as well as help deter criminal actors from
undertaking fraudulent schemes. Thus, a proliferation of-ktaé legislation like
that enacted in New York state, discussdich, would be a net positive for all parties
involved in the art market. At present, the Uniform Commercial Code comes the
closest to providing a national and uniform means of protection for purchasers of
fine art and other chattel, but it is inadequate tuviole full protection in the ever
shifting world of art authentication. As laid aafra, none of the current protections
available to good faith purchasers are on their own sufficient, though the New York
state legislation provides a case study on sootenial improvements.

1. Uniform Commercial Code

The Uniform Commerci al Code (AU.C.C
Il nstrument for ensuring the propriety
Aof fers power f ul me ¢ h ani atomsin theocase iofs c o u
pai nt¥®flnngsgeoner al , the U.C.C. aims nat p
busi ness dealings[,] o specific t o tra

sculptures, and other tangible works of*&gtThe U.C.C. is particuldy useful in the
commercial art market, which is filled with many sophisticated sellers and highly
inexperienced buyers, as courts have interpreted it to afford special protections for
nonprofessional buyef® A nonprofessional buyer is characterizedBalog v.

354 Clark, supranote23, at25i 26.
3%51d. at 26.

3%61d, at26i 27.

3571,

358 Sedd. at20.
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Center Art GalleryHawai**®*as someone who buys art tha
warrantbuyeff i nanced auhentication[.] 0

The U.C.C. provides several legal remedies for good faith buyers of

fraudulent art. U.C.C. 8-313 protectsbuyedgai nst a sell er 6s e
defined as Aany promi se ofr affirmatio
description, : : .1 f 1 tsTherefores if apdeatet o f

makes a statement of yfthatcdnstitatesawarranty amdor k 0
the buyer relies on this representation to purchase a work of art, the buyer can seek
the protections of UC.C. 8§21 3 when the sell erds stat:
false32 A prima facie case for breach of expressramaty requires for a plaintiff to

prove five el ement s: Afa statement of f
this statement; the sellerds making [of
proximate cause; and injury suffered asaresultbfe buyer 6s relianc

st at eefiBeenctaws e fdan express warranty may |
i ntention to make such a warranty|[,] o0 w
e

nonetheless be treated as an express wafaiyp r eover , the sell
i's no def ense ¥ Breaah of exgressewaraistysoecurs whemtheo
delivery of the chattel I's made, unl es

performance of the goods and the discovery of the breagt await the time of
such per ¥ dhe coarnnBaogreasoned that artwork does not perform in
the traditional sense of goods covered by the U.C.C., and since any test for

authenticity is often deferredrelpyont i | a
representations by the seller 8uwherni
representations ficreate an explicit Owa
the applicabl e %tatute of | imitations. 0

359 Balogv. Ctr. Art GalleryHawaii, Inc.,745 F. Supp. 1556, 15689 (D. Haw. 1990).

360 Clark, supranote 23, at 21i 23. The buyers iBalog a couple on vacation in Maii,
purchased what they believed were original works by Salvador [dalThe couple relied on
representations by the art gall er y-Certificatess di ng
of Authenticity[,] o6 but andhesulted omraket finanaial loss df o u t
$36,2001.d.

361 Jaureguisupranote255, at 1979.

362|d_

363 Drew N. Lanier,Protecting Art Purchasers: Analysis arpplication of Warranties of
Quality, 12CARDOZOARTS& ENT. L.J.191, 192 (1994).

364 Clark, supranote23, at27i 28.

3651d. at 28.

3661d, at 21 n.5citing U.C.C. §2-314).

367|d. at22i 23.

368|d. at 23 (citing Balog v. Ctr. Art Gallesfdawaii, 745 F. Supp. 1556, 1573 (D. Haw. 1990)
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However, the default protectiomwailable to buyers within U.C.C. 8313
may be modified by contract. Many dealers include disclaimers in all
correspondence and contracts with buyers. While permissible, U.C:El&\#ews
such disclaimers as a Ar epafgihant oumplrascd
are clearly and prominently displayeahd the dealer has made no assertion of
aut he r® Howaver,ybuy@rs may be unaware of these requirements for
disclaimers and avoid litigation based on the mistaken belief that they have
disclaimed their rights to any warranty claim.

Further, U.C.C. 88314 establishes an implied warranty of merchantalsifity.
Al Al n i mplied warranty of merchantabil
guestion are pur chased withrespect o goods bfthatr wh
k i n3% .Tliso warranty is particularly useful when buyers are dealing with
prominent dealers or galleries who are
k i néitlikely does not apply to sales by private individu@iddoreover, to make
use of these protections, the buyer must prove that the forged piece she received is

not Afit for its ordinary purpose, 0 whi
as the fAordinary pur pos ecietelpdnd aapregecaald t 1 s
stil | ful il the Aordinary pur pd&seo of

In sum, the U.C.C. protections for good faith buyers, while promising, remain
incomplete. Under U.C.C. §213, sellers can modify express vearties through
contract, and plaintiffs struggle to prove a prima facie case for an implied warranty
of merchantability under U.C.C. §214. The inadequacy of U.C.C. remedies is
especially stark where buyers lack adequate knowledge about their righaseand
|l i kely to rely on a sellerbés represent
unsophisticated good faith purchasers, the U.C.C. merely enforces the-aix¢aaty
information disparity in such relationships, often to the detriment of individual
purchasers.

2. Tort Claims

If the U.C.C. does not provide sufficient protection, another avenue for a
duped good faith purchaser is to sue for fraud. To prove fraud, a plaintiff needs to
show fAreliance on the def endebance Gagsedni s r €

369 Clark, supranote23, at28.

370|d. at 29.See alsdJ.C.C. § 2314 (amended 2003).

31 Clark, supranote23, at 29 (citingU.C.C.§ 2-314(1))

372 Skolnik, supranote21, at 336 (quotindJ.C.C.8§ 2-314(1)(1979)).
373 Id.

3741d. at 336 37 (quotingU.C.C.§ 2-314(1)€) (1979)).
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i nj @érryye.to, Acourts have held that a des
representing information that he himsedisonablyb e | i &\A&&a@dingly, the

buyer has the burden of proving that the dealer had actual knowledge that the artwork
was not authent&#’Most of the time, the dealer i :

he, too, WaSanilalye adedlevneay avaid liabilityy showing that he
lacked actual knowledge sufficient for a finding of fr&dl'hus, the knowledge
requirement for a fraud claim can be a sticking point for a bona fide buyer seeking
to redress a loss from authentication.

Owner s ma y al sagementf,oor afldsios plamown

falsehood, o if the defendant makes a de
party that causes pecuniary dam#g€&€o assert a prima facie case, the plaintiff must

s how: nl. [ t ] he pl atinmuestibnf,]@.s[tlhe nature of thas t | r
derogatory statements made[,] 3. [t]he falsity of the derogatory statements],] 4. [t]he
publication of these statements to a t

consent[, and] 5. [a]s a result of thebpoation, the incurrence of a definite
pecuni a¥yTfheogpd.ad nti ffds bur den t o pr o
showing the falsity of the def Hahmvant 6s

Duveen f or exampl e, Jud g eerfBrlaalaintffterecpverai n e d
she must prove that her property is what she claims it to be, because until she
establishes the genuineness of her own

stat ement regar di ng 3%%inssch sipunstances, thea@ly s  wze
route to victory is the plaintiff affirmatively proving that the work that they own is
genunda tall order, given the | imited met
be definitively determinegf?

375 Jaureguisupranote255, at 1977.

376 Amineddoleh supranote50, at428.

377|d_

S8|d.For one example of such armsupratexsacampargingo f A wi
notes310 20.

¥ d. n the tort context, the term fAifraudo shol
to the interbased act of purposefully deceiving another for financial girskolnik, supranote
21, at 330 31.

380 MARIE C. MALARO & ILDIKO POGANY DEANGELIS, A LEGAL PRIMER ON MANAGING
MuUseEUM COLLECTIONS434i 35(3d ed.2012).

381|d. at435.

382|d.; Hahn v. Duveen234N.Y.S. 185 187 (Sup.Ct. 1929).

383 See supraext accompanying notkl5,
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3. Contract Law

Contract law may provide another layer of protection for the good faith
purchaser. One potentially applicable principle of contract law is the doctrine of
mutual mistakd that is, in some circumstances, a contract cannot be enforced if it
isbasedonbothparied mi st aken belief regarding a
for exchangé®* Al n c o nt rmaterial teknmdswa con&ract provision that
concerns significant 1 ssues, suclh® as s
Specific to transactionsihnh e ar t mar ket , Afa reasonabl
aut horship is an i mportant 3plrhouvsi,s iiAd nw] ohfe
a dealer and a buyer are both mistaken about the attribution, one may be able to
successfully assert mutual mistaken d v oi d  t®hHoweven thére aaec t . 0
several exceptions to the rule of mutual mistake that make this form of redress
incomplete. For example, if a contract includes a provision allocating risk to the
buyer, or when the buyer is aware of his ownited knowledge but relies on its
sufficiency, he cannot seek rescission of the contract for mutual mi#stakeus,
whether this form of protection applies will depend on the specific provisions of the
contract between the parties and the factual costexbunding the sale itself.

4. Specialized Protections under State Law: New York as a Case Study

In recent years, several states have enacted specific statutory protections for
good faith purchasers of fine art. New York state lawmakers stand outiamg)ldze
nation in codifying law to protect the art market and its key ple§&far example,

Section 170.45 of New Yor kos Penal L a
misrepresentation, and simulation of antiques all separate criminally punishable
offenses®l n t he <ci vi | cont ext, Section 13.

384 RESTATEMENT (SECOND) OF CONTRACTS8 152 (AM. LAW. INST. 1981).More specifically,

[wlhere a mistake of both p#es at the time a contract was made as to a basic
assumption on which the contract was made has a material effect on the agreed
exchange of performances, the contract is voidable by the adversely affected party
unless he bears the risk of the mistakeaurile rule stated in § 154.

Id. at 8§ 152(1)see alsad. at § 154.

385 Amineddoleh supranote50, at429.

386 Id.

3871d.; seealso RESTATEMENT (SECOND) OF CONTRACTS8 152 (AM. LAW. INST. 1981).

388 Amineddolehsupranote50, at429 30. See alsARESTATEMENT (SECOND) OF CONTRACTS
8§ 154(AM. LAW. INST. 1981).

389 Amineddoleh supranote50, at428.

390 Skolnik, supranote21, at 338 (citing N.Y. Penal Law § 170.45 (McKinney)).
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Af fairs Law nestablished that when an a
to a particular author, it is presumed to be part of the basis of the sale and is deemed
tobearexpress warranty of authenticity, o
written statement is made by an art merchant and providedteanon me3tc han't
To determine breach of warranty, Section 13.01 has been interpreted to require the
buyerto provey i a preponderance of the evidenc
made at the time of the representation did not have a reasonable basis®n fact.

Li kewi se, the buyerdés claim regarding r
by expert testimony frorart professional®?

On the whol e, New York stateds approc
Greater criminal penalties for art market crimes, including art forgery and fraudulent
misrepresentation, can have an important deterrent effect by encouraging
authenticators to take more care in rendering opinions and by deterring criminal
syndicates from entering the art market. Furthermore, stronger default protections
for bona fide buyers may make it easier to bring a civil case against authenticators
and awtion houses that have made erroneous representations as to the authenticity
or attribution of a wor k. Laws | i ke Ne
auction houses will take more care in future authentications or representations to
buyers, and simgrly suggest that buyers will have viable means to seek redress
when authentication goes awry. Several other states including California and lllinois
have attempted to follow in New Yor kos
the art marke®* Nevetheless, the United States as a whole is still a long way from
remedying the murky waters of the art market, even if action by some states
demonstrates a trend in a positive direction.

vV
PuBLIC HARMS FROM ART FRAUD

Art fraud is, in many ways, the epitornéwhite-collar crime, as it involves
billions of dollars in discrete transactions over what some have dismissed as an elitist
status symbol. However, when art fraud occurs, the harm created affects more than
just elite art collectors and private museusyond loss to individual collectors
and institutions, At he feder al governn

391 Amineddoleh supranote50, at428;seeN.Y. Arts & Cult. Aff. Law § 13.01 (McKinney).

392 Amineddoleh supranote50, at428.
393 Id.

394 Skolnik, supranote21, at 337.






