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In its 2006 decision in eBay Inc. v. MercExchange, L.L.C.,! the U.S. Supreme Court stated
that “a plaintiff seeking a permanent injunction must satisfy a four-factor test before a court may
grant such relief. A plaintiff must demonstrate: (1) that it has suffered an irreparable injury; (2)
that remedies available at law, such as monetary damages, are inadequate to compensate for that
injury; (3) that, considering the balance of hardships between the plaintiff and defendant, a remedy
in equity is warranted; and (4) that the public interest would not be disserved by a permanent
injunction.” Section 106 of the STRONGER Patents Act of 2019, titled “Restoration of Patents
as Property Rights,” would alter the eBay standard in patent infringement actions by adding the
following subsection to 8 283 of the Patent Act: “(b) INJUNCTION.—Upon a finding by a court of
infringement of a patent not proven invalid or unenforceable, the court shall presume that—(1)
further infringement of the patent would cause irreparable injury; and (2) remedies available at
law are inadequate to compensate for that injury.” The rationale for the proposed amendment, as
| understand it, is the perception on the part of some observers that eBay has so weakened U.S.
patents rights that it poses a serious threat to future innovation. In my view, that perception is
incorrect. Rather, it is the amendment itself, if enacted, that could pose a greater threat to
innovation.

First off, it is important to note that, even after eBay, U.S. district courts have granted
permanent injunctions in about three-quarters of the cases in which the prevailing patent owner
sought injunctive relief.> Assertions that one sometimes hears, to the effect that courts almost
never grant injunctions to prevailing patent owners after eBay, are therefore incorrect. Moreover,
in applying the four-factor test courts generally have granted injunctions to practicing entities,
while often denying them to patent assertion entities (PAEs).* Courts also are less likely to award
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injunctions in cases involving FRAND-committed standard-essential patents (SEPs),® as long as
the defendant is a willing prospective licensee.® In this regard, the eBay standard helps to ensure
that patent owners whose business models depend on exclusion generally succeed in obtaining
injunctions—while those whose business models depend on licensing cannot use the threat of
shutdown to extract “holdup”’ royalties based on an implementer’s alleged infringement of one
single patent out of the hundreds or more, owned by multiple patentees, that may be incorporated
into a complex device such as a smartphone.®

Second, the language of the proposed amendment is unclear, and would generate
uncertainty in its application. In particular, the amendment does not clearly state (1) whether the
presumption is rebuttable; (2) if so, by what standard (preponderance of the evidence, clear and
convincing evidence, or something else); or (3) how the presumption would interact with the other
two eBay factors (balance of hardships and public interest). In regard to this last issue in particular,
would the presumption, if not adequately rebutted, outweigh the balance of hardships and public
interest factors, if these latter factors weighed against granting an injunction? Would the plaintiff
or the defendant bear the burden of coming forward with evidence relating to these two other
factors? Would the amendment effectively return us to the Federal Circuit’s pre-eBay standard,
under which courts were expected to grant the prevailing patent owner an injunction, absent
exceptional circumstances? Though inserted into the body of the Patent Act, would the
amendment nevertheless affect the courts’ interpretation of eBay in non-patent cases (and if not,
why should patent cases alone be governed by a different standard than every other body of law)?
Without further clarification, it might take years of litigation to resolve these sorts of issues in the
courts.
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Third, and relatedly, | am concerned that the effect of the presumption might be to interfere
with the ability of courts to reach a compromise solution (as they now sometimes do) of delaying
entry of an injunction for a period of time (e.g., six months), to afford the defendant an opportunity
to design around the infringing technology. This approach—also known as “staying” or
“tailoring” the injunction—limits the potential negative effects of enabling the patent owner to use
an injunction to extract an excessive royalty from an implementer that cannot immediately design
around, while also minimizing the need for a court to determine a post-judgment royalty rate that
would extend beyond the limited period of the stay.®

Fourth, and also related to the above points, from a policy perspective the principal
arguments in favor of granting injunctions (as opposed to awards of ongoing royalties) are that, in
some contexts, they may encourage private bargaining and thus reduce the cost of adjudication,
and that they avoid the potential error and adjudication costs that may result from having courts or
other third parties determine the value of an entitlement.'® A disadvantage of granting injunctive
relief is that, under some circumstances, injunctions may enable the owner of an entitlement to
exercise its rights in a manner that harms the public interest.!* In the patent context in particular,
the disadvantages of injunctions outweigh the advantages when the risk of holdup is substantial,
unless court-ordered royalties systematically undercompensate patent owners and, as a result,
systematically undermine overall investment in innovation. To my knowledge, however, there is
no reason to believe that the royalties U.S. courts award when they deny injunctive relief are
systematically undercompensatory. Concerns that awards of prospective damages alone will leave
patent owners worse off, and thus harm U.S. innovation, are in my view unsubstantiated.

Fifth, and related to this last point, to my knowledge there is no empirical evidence to date
that the eBay rule has been bad for innovation. Indeed, one peer reviewed empirical study,
authored by Professors Mezzanotti and Simcoe, has found no evidence that eBay has had a negative
effect on U.S. innovation, while another study (still in draft) by Professor Mezzanotti finds a
positive effect on research and development spending by established firms.*
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To be sure, 1 would not characterize the eBay standard, or the courts’ application of it, as
perfect. Some of the lower court decisions seem to view the eBay factors as akin to elements of a
cause of action,'3 each of which must be proven to merit injunctive relief—rather than, properly,
as equitable factors that require balancing. Moreover, from a policy standpoint I have long argued
that in considering whether to grant or deny injunctions courts should focus on the relevant
economic factors—in particular, whether the grant of injunctive relief would enable the patent
owner to negotiate a post-judgment royalty that would include substantial holdup rents—than on
a set of formalistic criteria. Nevertheless, courts have now had thirteen years to work with the
eBay factors, and whatever flaws there may be in some of their applications, the general thrust of
the decisions appears to be economically sound: courts are generally receptive to granting
injunctions when the plaintiff and defendant compete, and the plaintiff has an interest in
exclusivity; but they are less receptive when the plaintiff is a PAE or the owner of a FRAND-
committed SEP. Further, as global markets transition to 5G and the Internet of Things (IoT), SEPs
will come to be incorporated into many everyday products, not just devices such as smartphones.
Altering the rules relating to injunctive relief in a manner that would enable PAEs and others to
threaten the shutdown of vital industries would not serve the public interest.
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