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Design Law: Creativity and Competition

By Dr. Uma Suthersanen, Queen Mary Intellectual Property Research Institute, University of London 
This article attempts to explore the genesis of the relationship between the artist-craftsman-industrial designer and the competitive market environment by looking at two areas: 

(i) history,  and 

(ii) limitations to protection.

Designs, we are often told, stand at the junction of art and industry. The crux of the problem, we are further told, lies in the fact that a design can manifest itself in many different product markets. For example, the nature of protection can vary as between the cultural artistic market and a consumer-orientated general products market. Protection for designs is possible under all intellectual property regimes, with the emphasis on copyright, sui generis design and unfair competition laws. 

However, a more expansive view is that the notion of design, and hence the nature of its protection, is a result of the socio-economic framework which sustains it. Part One of the article aims to show the historical interplay between the concept of the “design” and economic factors. The various rationales for design protection indicate that a major impetus in introducing intellectual property protection for design is the belief that design plays a role in promoting and maintaining competition within a market economy. The historical study of the development of the design phenomenon underlines such rationales. We postulate that one compelling reason which explains the interplay between product design, market forces and the law is that “design” is closely tied to the twin phenomena of production and consumption. These are two factors which generally shape the economic and social structure of any country. Furthermore, this is consistent with the notions of a design driven and market driven perspective of competitiveness. It is clear that any legislative regime for protecting designs should complement and promote competitiveness. 

It follows then that the law should be premised on a broad socio-economic notion of design, which is anchored to the twin concepts of creativity and market constraints. Part Two of the article looks at the legal dilemma, which strives constantly to maintain a balance between rewarding designers for their creative input and promoting competition within a market economy. Specifically, we focus on the area of limitations to protection and the spare parts dilemma which has arisen within the E.U. The indicates that legislators do try to mould and adapt the law so as to take into account the needs of the market. 
Part One: The Historical Dilemma 
The history of design ostensibly starts with the first cave paintings, and goes from Stone Age pottery, through the Medieval and Renaissance design art to the present day. However, at some point, the notion of “design” changed from fine art to industrial art. Why did this occur? One reason is the changes in market conditions in Europe in the seventeenth century. From that point onwards, history shows that designers were always led by market and consumer considerations.
The Artist-Craftsman & the “Consumer” in Medieval Europe 

The notion of “industrial design” was alien in the medieval world where art and industry were unified in concept and in practice. Why is this?

Pevsner notes that one major factor which contributed to this was the social and economic stratification of the classes which ensured that the realm of arts and industry were in the hands of the artist-craftsmen. The medieval pre-industrial society comprised of cultured and leisurely patrons who were served by a class of equally cultured and guild-trained craftsmen.
 Braudel offers further market-based reasons as to why no demarcation between art and industry was necessary. First, there was a lack of tooling and production capabilities to make goods on a mass-scale – most of the tools used during the period of 1400 - 1600 were a heritage from the pre-Roman world.
 Secondly, the income level of the general population could not support a large consumer product industry in the medieval market system. During the sixteenth and seventeenth centuries, the majority of the populace were at a low subsistence level with most of the people needing and acquiring minimal or nil amount of furniture and accessories. This can be seen from probate inventories which offer an instant snapshot of the economic living conditions of a peoples. Braudel reports that such documents in Burgundy between the sixteenth and eighteenth centuries record people sleeping on straw with no bed or furniture, separated from their farm animals by a screen; however, inventories show a different picture in the eighteenth century, with peasants and farmers owning pots, pans, chest, bedsteads, pillows and tapestry, in addition to clothes and tools.
 
Thirdly, the absence of a large consumer market was also bolstered by the handicraft production system. Each finished article was made individually, leading to high costs per unit product - the main clientele came from the church, the court and the merchant ranks.
 Furthermore, from the mid-fifteenth century onwards, it was an established rule that the possession of collectible objets d’art was an indication of individual worth in society. Jardine notes that financial investment by way of patronage was often conferred on artists and craftsmen as a means of attaining social and political advantage.
 There was no real pressure on the European sixteenth and seventeenth century craftsmen to adopt a consumer-orientated approach.
 
The prevailing ethos of the times was mercantilism rather than capitalism. The mercantilist regarded the state as the appropriate instrument for promoting the well-being of his country. Moreover, in his view the country was regarded as a unit; there were national interests to be promoted, quite irrespective of the interest of particular sections of individuals. Many mercantilist-led policies go some way in explaining why art was inseparable from industry - the creation of privileged trading companies and the establishment of manufactories financed and controlled by the state. In respect of the latter, Heskett notes that the porcelain industry in Europe during the seventeenth century is reflective of the concerns of the whole design industry at this period. During the reign of  Louis XIV, the establishment of the Gobelins manufactory in 1667 provided lavish facilities for cabinet makers and fine metal craftsmen – the emphasis of design in this early example of a mass manufacture factory-style process was on artistic quality and exquisite craftsmanship, irrespective of cost. Louis’s act was subsequently emulated by other aristocrats, notably the Grand Duke of Saxony who established the Meissen manufactory in 1709.
 As a result of such state patronage, the pre-industrial revolution artisan and craftsman were effectively cushioned against the harsher pressures of market forces that faced his successor. Mantoux further confirms that no large scale industry was possible in France unless created and supported by the State – monopoly privileges were the main modus operandi of support which granted certain types of manufacturers the sole right of making and selling certain articles.
 

Indeed, the genesis of modern industrial property law lies in mercantilist policies which sought to encourage commercial enterprises by issuing patents of monopoly in respect of the introduction of new processes. As Machlup & Penrose note, the privileges accorded to inventors and craftsmen were 

“merely one species in the large genus of privileges, charters, franchises, licenses and regulations issued by the Crown or by local governments within the mercantilist framework”.

However, it would not be accurate to portray the pre-industrial revolution era as one where the artist-craftsmen were totally inured to market forces. The gentle erosion of the secure and protected domain of the artist-craftsmen had begun during the seventeenth century. There was an expansion of trade routes and commercial opportunities that led to a slow growth in output amongst the craft trade. Jardine traces the concept of consumer choice and product diversity to the steady flow of goods from the Ottoman Empire to Europe. A network of agents and merchant communities had already been established by 1490, from the Adriatic ports into the Ottoman territories; political upheavals within the Ottoman empire resulted in an influx of refugees, mostly skilled artisans, into Europe.
 This, in turn, led to some competitive pressure. A pattern began emerging whereby the general craftsman shifted his skills towards specialisation, as a measure to secure some competitive edge.
 
Products must be sold and the growing numbers of shop-merchants and specialised goods shops, together with the availability of credit, enabled an increase in the rate of production and distribution of consumer goods. Shops were not a new phenomenon - shops had already appeared in the eleventh century but were limited to the essentials such as bakers, butchers, shoemakers, tailors and other artisans. Such shopkeepers usually sold products which they had made themselves. Braudel postulates that it was probably from the thirteenth century onwards when shopkeepers as middlemen came into being, inserting themselves into the producer-consumer relationship. Indeed, Braudel appears to attribute the increased pace of economic activity prior to the industrial revolution to the fixed point of sale, long opening hours of shop, advertising and bargains.

The Industrial Revolution and the Genesis of Mass-manufactured product

The dynamic economic conditions of the industrial revolution began a long-term process of promoting competition, innovation and growth in the craft tradition, resulting in the product design industry. Unlike the pre-industrial era, where supply of goods was slow and inelastic, the latter half of the eighteenth century to the nineteenth century saw a greater response to market demands. Several factors contributed to the growing importance of design.

First, the growths in both supply and demand created competitive pressures that led to demands for product innovation, notably in the application of some characteristic feature or aspect of skill to distinguish a product and attract the interest of customers.
 Secondly, the furious pace of inventions and innovations enabled new manufacturing techniques, with greater production units at lower costs, thus encouraging and catering for a growing consumer market. The rate of patent grants in Britain is merely one indicator of the innovative rate: during the period 1617 to 1739, only 568 patents had been granted in Britain; however, from the period 1740 to 1789, 1150 patents had been granted, and from 1790 to 1840, a further 6 639 patents had been granted.
 New techniques encouraged the diversification of product manufacture: thus, for example, in the area of textile weaving and production, Hargreaves’s spinning jenny, the Jacquard loom, Arkwright’s water frame and Cartwright’s power loom all enabled faster and more varied textile designs.
 Indeed, the very first legislation to deal with designs in the world was enacted in the United Kingdom. Entitled “An Act for the encouragement of the arts of Designing and Printing of Linens, Cottons, Calicoes and Muslin”, it vested in designers, printers and proprietors of new and original patterns the sole right and liberty of printing and reprinting them for the duration of two months from the date of first publication.
 

Another influential factor was the massive organisational changes which occurred in the production process, heralding the arrival of the mass manufacturer. Although the factory system had existed in some form or other prior to the nineteenth century, it primarily functioned as a source of luxury goods.
 Now, the previous manufacturing process whereby goods were made from start to finish by a single craftsman was to evolve into a process whereby goods were being produced in a series of stages by differing specialist. This phenomenon was already noted at the turn of the eighteenth century by Adam Smith who observed that one factor which accounted for the increase in the quantity of work is the invention of a 

“great number of machines which facilitate and abridge labour, and enable one man to do the work of many.”
 
The addition of the designing stages in the manufacturing process gave rise to the profession of design or “art-workers” who “translated the ideas of fine artists into mass production.”
 Foremost of their tasks was to determine the commercial viability and desirability of consumer products. A slightly related aspect is the initial stirrings of standardisation of goods such as the sizing of ready-made clothing, shoes, and hats.

The Arrival of the Consumer 

However, the adoption of the factory system would have been to no avail without a growing demand for products. The fourth and perhaps, most important, factor was the emergence of a large consumer class. The eighteenth century heralded a surge in population growth in the newly formed industrial cities.
 The migration of workers from the rural and agrarian-based countryside to the cities was encouraged by the higher wages in the factories.
 Coupled with the rise in real wages, was the increase in the public’s spending power
 and shifts in public taste. There was a strong inclination for people to switch their spending pattern from one set of goods to another, giving rise to the principle of upward emulation - the ability and need to ape one’s betters.
 One example which indicates the strong link between upward emulation and product design differentiation is the demand for Neo-classical furnishings as manifested in architectural to interior ornaments, during the late eighteenth century. Due to the shortage of genuinely antique sculptures and vases, substitute products were provided for. Thus, Wedgood’s products filled two niches in the accessories and furnishings market - expensive and affordable neo-classical ornaments within the ceramic and pottery field. This led to new designs for known products such as vases, but also to new product ranges such as urns, tablets, and cameos. 

To cope with the new social climate of acquisition, a wide range of new consumer goods was introduced,
 with the assistance of retailing and advertising. Advertising of some sort had been in existence since the seventeenth century. However, with the removal of official restrictions on printing in 1695, the eighteenth century saw the number of individual advertisements printed in the newspapers running into millions; supplemented by a proliferation of shop signs, handbills and trade cards.
 

Two English entrepreneurs who realised the potentials of the factory system and rising consumer demand were Matthew Boulton and Josiah Wedgwood. Both these manufacturers also resorted to the marketing technique of “product elaboration” whereby they adopted a policy of price differentiation and design variation for different geographic and demographic markets. Wedgwood, for instance, divided his wares into useful products and ornamental products, upon realisation that a large potential market existed for good, inexpensive tableware. Boulton engaged on a similar principle of product and market differentiation by varying his designs to appeal to both the domestic market and international market, with close attention being paid to the differing needs and variations of taste in specific markets. 

(His) luxury goods were not particularly profitable, but brought Boulton a reputation for quality and a large number of acquaintances in leading artistic and social circles, and the constant flow of ideas and designs obtained through these contacts in turn benefited the lucrative mass-production sector.

Thus was the economic and social milieu of the eighteenth century. The industrial revolution era resulted in several market and social shifts: changes in the nature of market demand within the various layers of consumption within the general population; an increase in the market demand; the introduction of new wants; the mobility of individuals within and between the various classes of the population. The correlation between the emergence of differentiated products and product designs, increasing consumption and new market demands, and the industrial revolution is aptly summarised by Gilboy:

In other words, the tastes of the population are changed both in nature and in quantity, new commodities are incorporated into the consumption of the group, and there is considerable shifting between the members of the various groups within the community…..The introduction of new commodities leads people possessed of an economic surplus to try this and that, and finally to include many new articles in their customary standard of life.

Objet d'art or Crude Market Commodities? –Aftermath of the Industrial Revolution 

By the nineteenth century, the importance of product design was clear - it directly enabled producers and manufacturers to satisfy a number of consumer and market demands. New retailing outlets emerged to make demanded goods available to the public. This was paralleled by the growth in the advertising industry which signalled the intense competition which had arisen between manufacturers as each tried to gain a foothold in the product market. As a result of increased retailing and advertising, the concept of the department store with a wide range of goods was conceived. The Gamages Store in Britain opened in 1858, the Bon Marché in Paris opened in 1852, while Macy’s in New York opened in 1860.
 As signs emerged that supply was greater than the demand, advertising was wielded to convince the consumer that he needed to drape himself with luxuries to attain the necessary social status. Advertising literature began exhorting the design as a means of selling the product. The traditional ornament and decoration which were used as an expression of the craftsman’s skill in working precious and delicate materials were ignored. No longer were designs an “indication of economic and aesthetic value”;
 instead, manufacturers seeking profitability started to use these former indicators of wealth and aestheticism for their own purpose. There was a change of emphasis in the design of the products from artistic exclusivity to commercial acceptability.
 At times, considerable effort was expanded to make simple articles look more intricate, and therefore more expensive. The era was one of indiscriminate application of ornament, widening the gulf between art, style and function.

The association of design with industrial production, mass manufacture and mass consumerism ultimately led to a distinctly hostile attitude towards design, not only legislatively but also from the perspective of the “art” consumer. The image of the manufacturer, armed with an arsenal of materials and machines, and turning out thousands of cheap articles at the same time and at the same cost, was firmly established. The prevailing social and legal attitude was that a shift had occurred in the design of products: from the high cost, high quality product of the artist-craftsman to the low cost, and often, low quality, industrial design product of the industrial manufacturer.

This view was particularly espoused by John Ruskin and William Morris who epitomised and encouraged the view that products of machine were not to be placed on the same pedestal as creative and craftsman-like art, emphasising the importance of the “artist craftsman” over the capitalist industrial designer.
 Mass produced articles of general use were seen as debasement of art. The solution proposed by some was to reject the industrial element in this process. Similarly, the Romantic view of art as transcendent and of the artist as a superior being evolved. 
A demarcation, not necessarily accurate, was made between the artist’s work (a product of creativity, effectively immune to and cushioned from the exigencies of the market and from the public), and the industrially manufactured work (a product made for and ultimately aimed at such markets).
 
The twentieth century saw a shift away from the consumer-led/industrial environment towards a greater instillation of the Bauhaus ethos - i.e. the designer as an artist. The predominant view is that design is more than the mere ornamentation or add-on to a product. Rather, the notion of “design” is an amalgamation of various factors: the time, place and social conditions in which the product is made.
 An attempt to remove the last vestiges of the demarcation between art and industry was made during the Bauhaus era. It symbolically merged the two schools of artistic thought - the fine arts (or arts for pleasure) and the applied arts (or useful arts). The object was to unify art and technique, painting sculpture and architecture and to eliminate the distinction between craftsmen and artist. Even within the Bauhaus school, a major consideration was the economic constraints imposed on design, an underlying assumption in their conception of the “law of mechanical selection”:

This established that objects tend towards a type that is determined by the evolution of forms between the ideal of the greatest utility and that which satisfies the necessities of economic production.

This was especially taken up in the United States by designers such as Raymond Loewy who concentrated on creating design as determined by the nature of the product at hand. As his styling philosophy differed from product to product, the concept of “product image” was accepted. By starting from the shape of the essential parts of the object, Loewy claimed to be able to improve certain technical parts or aspects of the object, re-designing or creating the surface to create a certain aesthetic aspects.

Market, Design and Law

The historical development of the concept of “design” from its origins of “art” and “craft” has reached a full circle today. The traditional view is that the discipline of design arose from the field of arts and crafts.
 The difference between a seventeenth-century pattern-maker and a modern industrial designer is less one of the nature of their respective creative activities than of the economic, technological and social constraints within which the activity is performed. At one point of the design circle lies the value- and emotion- laden sentiments of beauty, aesthetics and pleasure; at another point in this circle, design leads and is led by competitive market conditions. As Perot-Morel succinctly states, design is situated at the junction of art and industry.
 Reichman ascribes this characteristic of design to “compete in both the specialised market for artistic works and the general products market” as a result of the two-market conundrum.
“This “two-market conundrum” facilitates extension of the generous modalities of copyright law into the general product market for which it was not designed.”
 
The above study of the rise of the “design” phenomenon in the United Kingdom from the late seventeenth century shows that design is closely tied with the ideas of production and consumption. In turn, these are two major factors which shape the economic and social structure of any country. As we saw in the preceding discussion, two factors continuously crop up: competition and consumer demand. The increased pace of production from the seventeenth to nineteenth centuries was undeniably technology driven; however, the sustained growth of production was the manufacturer or entrepreneur’s attempt to satisfy market demands. As manufacturing output flooded the market, there was an awareness of inter-product competitive pressure; leading to greater emphasis on product design. The value of design to product marketability led, in turn, to greater awareness of the need of protection from acts of piracy by other competitors. 

That the designer is the conduit between the market and the inventor should be acknowledged by the law. Does it do so, and if yes, how? 
Part Two: The Legal Dilemma

Circularity of Rationales for Design Law 
Why are we protecting designs? The answer in Europe appears to be because the design is an 

important attribute of Community industries in competition with industries from other countries, and is in many cases decisive in the commercial success of the associated product; whereas enhanced protection for industrial design not only promotes the contribution of individual designers to the sum of Community excellence in the field, but also encourages innovation and development of new products and investment in their production

A more romantic, but narrower view of the rationale of design protection is offered by Govaere: 

Like patent and copyright, design rights have a reward and incentive function, but the objective is different. The objective of granting an exclusive right in an industrial design can be defined as providing the possibility of obtaining a return for investment made, and progress achieved, in the field of aesthetics in order to stimulate overall research and development of the aesthetic features of technical or functional products.

Unfortunately, Govaere’s perception of design rights as the promoter of aesthetic features, does not align with those of member states’ legislatures and courts who have continuously sought to deny artistic copyright protection to industrial designs. Furthermore, is this the true rationale and extent of design law  - the reward and promotion of “aesthetic features of technical or functional products”? 

Under United States law, the rationale for sui generis design patent protection is clear from the first Supreme Court decision in this area. In Gorham Mfg. Co. v. White
, the court stipulated that the essential rationales for design law are that the design right may enhance the design’s “saleable value”, “may enlarge the demand for it” and may “be a meritorious service to the public”. The notion is that of an intellectual property subject matter that will play an important factor in the product market, increasing the competitiveness of the manufacturer or vendor of the product, and enhancing societal life. Furthermore, when one analyses both the laws of the United States and European Union member states’, we find that tests of obviousness, originality and functionality are determined with reference to the design product market. 
Thus, design protection plays a role in relation to competition, encouragement and innovation. A rationale basis for the protection of designs is to reward the designer’s creativity and to provide incentives for future contributions; however, a balance must be maintained between such reward and the long term goal of promoting competition within a market based economy.

The balancing act is difficult and no more so in design law. As historical perspectives show, this area of intellectual property was very much propelled by the advent of the capitalist, industrial, consumer society. As such, market considerations should play a large part, perhaps, in determining how much protection should be given. A trite and Hohfeldian re-statement of the legal dilemma would be to state the following axioms:

(i) conferring property rights on one set of persons (for example, creators) will correspond to the harm suffered by another set of persons (for example, competitors);

(ii) intellectual property rights benefit society in promulgating the production of more intellectual property goods;

(iii) however, an over-strong right can be harmful to society;

(iv) to avoid market failure, these property rights must be controlled;

(v) the role of the legislator and the courts are to steer a course between these two extremes. 

Unfortunately, the relationship that design law has with market considerations has proved insoluble – this is clearly indicated by the weirdly wonderful spare parts saga in the E.U.

Scope of Protection, Market Failure and Competing Substitutes 

Limitation devices are proliferate within intellectual property law: they are required to control such instances where the scope of protection is excessive to the point that it inadvertently promotes or causes market failure. Indeed, one way to determine the extent of the scope of protection of IPRs within a competitive market environment is to focus on the extent of power held by intellectual property rights owners, in controlling future creativity through the degree of substitutability available within a particular product market: 

Property rights generally create exclusivity but market power stems from the nature of the demand for the property. This demand depends, in turn, on the availability of substitutes and the cross-elasticity of demand between these possible substitutes….

The scope of protection can affect the extent to which competitors can offer substitute products. Increasing the scope of protection may cause a corresponding reduction in the level of competing substitutes within a particular product market - i.e. the rate of expansion of the scope of protection bears an inverse relationship to the level of competing substitutes. 

Intellectual property rights are fashioned to allow just such a situation - whereby the intellectual property owner may prevent imitation or use of his protected product in the market. In general terms, intellectual property rights offer the rights owner the power to control several product markets, through the different corporeal states of the work. Thus, copyright in a novel, will extend to cover derivative manifestations of the novel in the form of a translation, a screenplay, a cartoon strip, or a film. Similarly, under some laws, a registered design right in the design of a spoon, may extend to encompass derivative manifestations of the design as applied to a fork, or a ladle. While, an increase in the extent of protection from an anti-copying right to an exclusive right will generally increase the proprietor’s control over the access of other competitors to a particular product market, this need not necessarily have an effect on the market if the market perceives alternative substitutes, and there is some elasticity of demand by consumers for substitute products. 

However, one should further note that it is not an invariable outcome that the level of competing substitutes is affected by the elasticity of demand for substitute products. This depends on what is meant by “substitute” products; and furthermore, this depends on what the market and consumers perceive as competing substitute products. An absolute substitute in design terms would be an identical design, with no additions or omissions to features of the original design. In some instances, “substitute” designs would also encompass designs which incorporate the essential or characteristic elements of a design with minor or material embellishments. At the other end of the spectrum, one design may completely substitute another design in every minor and major visual and tactile element, save the function. For example, the design of a cat-shaped wing mirror for a motor vehicle may, objectively, be perceived to be capable of substitution with any other shaped wing mirror (a fish-shaped mirror, for example); however, the consumer market may not perceive this a feasible substitute and may demand only a cat-shaped wing mirror with the exact dimensions of the original. On the other hand, the shape of a bonnet of a particular model of a motor vehicle can not, objectively, be substituted by any other bonnet design except one of identical or substantially similar dimensions. Thus, we can only test the level of competing substitutes if we know with certainty what the relevant product market for the design in question is. 

By increasing the scope of protection of a design, there may be a point beyond which there will be no available competing substitute product for the consumer within that particular product market. Thus, despite a price increase in the protected design product, the consumer demand remains unabated and there is not discernible switch to other products which fulfil similar needs. In such instances, is there any need to limit the scope of protection? The answer is yes, in certain instances. Surely, it is irrelevant under intellectual property law that this control is absolute to the extent that the consumer is left with no alternative substitute product? However, it is also arguable that intellectual property law should take into account of the situation where the scope of protection is excessive to the point that it inadvertently promotes or causes market and social failure. 

That an excessive scope of protection of intellectual property works will inevitably result in market failure is pointed out by Posner, whose view is that incremental protection will raise the costs the market will experience in creating subsequent works; at times, it is even in the creators’ interests to limit intellectual property rights to minimise possible market failure.
 Market failure due to the scope of protection can cause the persistent presence of high transaction costs or severe information asymmetries.
 

Thus, the main economic rationale for allowing some sort of limitation provision is that it lowers transaction costs for the creation of subsequent works. An important element in all this economic reasoning is the fact that there may be a lack of real choice for the consumer. 

The Perceived Role of Compulsory Licensing 

However, how does one deal with the situation where there is economic harm to the intellectual property owner? Does the legislator or the court, irrespective of the rights owner’s needs, still re-allocate resources to the user? The various types of limitation devices available within intellectual property law denote the different means by which the balance is struck. Thus, in addition to exceptions which allow use of a protected work without payment, one can also opt for compulsory or regulatory licensing. Compulsory licensing allows the legislator to recognise two conflicting interests: that of society to use a protected work and that of the rights owner to be compensated especially where the user may invariably produce a competing substitutive market which would result in appreciable economic harm to the owner. Thereby, the owner retains the full right, as opposed to having it trimmed down via duration or types of substitutive uses, but the market gains alternative sources of the protected product.
 

Compulsory licensing, since rejected, was one of the proposed means by which the E.U. had thought to control the spare parts problem which is discussed below. However, before even considering this issue, there is a basic question to be asked: is there any need for a compulsory license in relation to the protection of designs under copyright/droit d'auteur or sui generis design laws? Such clauses will only be considered after the design in question has passed through thresholds such as originality, novelty or individual character (under the E.U. regime). The Australian Law Reform Commission recommended that the general compulsory licensing provision for designs be removed as it “is usually possible to find many adequate substitutes for products with protected designs. If substitutes for such products are readily available, it is unlikely that exclusive rights in their designs could have significant social costs or could be abused in an anti-competitive sense. If a product that bears a registered design costs more than equivalent products that do not bear the design, there will always be substitutes.” However, in respect of anti-competitive designs (which is narrowly defined as component parts), the Commission recommended a referral provision to competition authorities.

The situations where a compulsory license is commonly viewed as the best option are where the following concerns arise:
 
(i) failure to and refusal to exploit an important work or invention; 
(ii) use of intellectual property rights to extend control over the primary product market to other complementary product markets; 
(iii) use of rights in anti-competitive cross-licensing agreements; 
(iv) the disclosure or dissemination of the work is not be adequate in the interest of the public; 
(v) there is a need to increase the current supply of products to meet the reasonable demands of the public; or 
(vi) there is a need to prevent excessive monopoly pricing. 

As a means of promoting fair trade, compulsory licensing is undeniably attractive. The institutional barrier preventing competitors from accessing a particular product market is partially lowered to ensure that there is some discernible increase in the level of competitive substitute products; in return the rights holder is given the promised reward or incentive, and the law solves the problem of externalities caused by public goods. A corollary benefit is that the threat of compulsory licensing would impose a level playing field between the rights holder and the potential licensee, either before or during negotiations for a license.
 The problem lies in the well established principle that rights holders are granted a temporary respite from the ravages of the market forces as a reward for their creative efforts and as a carrot for the disclosure and dissemination of their efforts to the public. The criticism has also been directed to the amount of reward or incentive offered, via licensing fees.
 

The dilemma deepens when one is confronted with a player who holds a dominant position in a particular product market sector. To return to our initial question: is there any need for a compulsory license in relation to the protection of designs under copyright/droit d'auteur or sui generis design laws? This is related to the second question: why are the Community design limitation provisions limited to designs of component parts of complex products? To answer these questions, we need to consider the wider role of  component parts in the general product market.

Europe and Spare Parts 
It has been perceived that one of the most pressing issues of design protection is the extent of the protection to component parts of products, especially within the motor vehicle industry. The dilemma is not easy to state as several distinctly separate problems under various member states’ intellectual property laws have converged together with a separate and distinct problem under Community competition law. Matters have been exacerbated with the delivery of the European Court of Justice’s decisions of Maxicar/Volvo and Magill. The non-consensus between the Council of Ministers and the European Parliament in respect of the “spare parts problem” during the gestation period of the Directive and Regulation further indicate irresolvable problems in determining the ambit of design protection. 
While the problem ostensibly lies within the motor vehicle spare parts industry, the issue and solutions extend to other affected industries as the term “component parts”, as used within the current Community solution, can affect other product markets such as printing and photocopying cartridges.

Primary Market / After Market Symbiosis 
The European car component market is estimated to be worth about £35 billion per annum, of which 20% of this is accounted for by car body parts. Bradley is highly critical of the current process by which the European design policy is being shaped as there appears to be no indication of any awareness of the market structure of the car industry, with legislation being based on an out-moded notion of the relationship between car companies and their manufacturing activities. There are two interesting aspects of the structure of the component industry.

(i) First, car companies such as Ford or Volvo are primarily car assemblers or agents of the component industry, as opposed to car manufacturers in the traditional sense. The majority of cars are not manufactured in-house by a parent company but are the product of a number of dispersed component manufacturers. There is no one car component industry but several distinct sectors serviced by a large number of firms, who simultaneously also service other industries such as computer and electronics industries. Outsourcing is not an European Union-wide activity but a global one. 

(ii) Not only is the outsourcing of the manufacture of components a settled practice, but there is an increasing tendency in outsourcing the design of such components to independent consultants and component manufacturers. One survey indicates that there is a core group of designers and design companies who are consulted by several car manufacturers. Brycman cites the designers Bertone, Gandini, Marazzi, Pininfarina as being the main designers for Mercedes, Fiat, Ford and Rover. The motivation for outsourcing design within the vehicle manufacturing industries is that it cuts costs and shortens lead times, stimulating competition within that product market. 

This phenomenon is not confined to the motor vehicle industry, but is present in all product industries which rely on complementary products and services. The success of an invention or a device in the market may lie in its new or innovative or individual characteristics, which may be protected through intellectual property rights. However, if intellectual property protection is non-existent or weak for the new or innovative device, ownership of complementary assets to the basic invention or device will strengthen the manufacturer’s control in the relevant markets, either for the basic device or the complementary asset.
This is sometimes known as the primary product/after-market symbiosis. Shapiro and Teece define an after-market transaction to be any transaction with two characteristics: 

a) the after market product (or service) is used together with a primary product and 

b) the after market product (or service) is purchased after the primary product. 

The relationship between the two markets is basic, but important: lowering the price of the equipment will raise the demand for parts and service, and vice versa. Viewed thus, parts and service are complements to equipment in the economic sense. “As such, …an equipment vendor should welcome the emergence of high-quality low-cost repair services for its machines, as this will make the machines more attractive, just as a lower price of gasoline stimulates the demand for automobiles and the availability of cheap compact disks stimulates the demand for CD players.” 

If we take the example of Manufacturer A, who has released a new device into the market - disposable cartridges containing toner and ink which can be integrated into a photocopier machine. Manufacturer’s A control in the market (either the market for disposable cartridges, or the market for photocopier machines) can be through intellectual property rights, either in the machine - which I term the “primary product”, or in the cartridge - the “complementary asset”. The complementary assets can also include maintenance and servicing. But the notion of complementary assets extends wider than this. We have only described the demand-led complementary asset, or what Teece terms “buyer complementarities”.
“In short, the successful commercialisation of an innovation requires that the know-how in question be utilised in conjunction with the services of other assets. Two classes of complementarities can be distinguished. First there are buyer complementarities. A product can be thought of as the totality of what a customer buys. It is not only the physical device or service from which the customer gets direct utility, but includes a number of other factors, products, and services that makes the innovation desirable, useful, and convenient. Thus computer hardware must have software available,…copiers need copier paper and service.”
 
Manufacturer A’s photocopier machine may be a “platform”. He must still commission parts for the machine and assemble such parts; the new and innovative disposable cartridge may not necessarily be assembled or designed in-house (Manufacturer A having only the initial ownership of the technology); he must also organise the distribution chain for his primary (or complementary products). All these are the supply-led complementary assets to the primary product - the photocopying machine. 

One means of controlling the competitive substitute market and gaining and maintaining a lead position in the market is through intellectual property rights. If the scope of protection of the primary product is non-existent or low, Manufacturer A must seek to strengthen his ownership of complementary assets. How is this to be done? Using Manufacturer A’s device as the basis, we can postulate the following:

a) claiming intellectual property rights on the specific asset - the cartridge, including different manifestations of the cartridge (i.e. drawings, mould, etc); 

b) extending the intellectual property protection of the primary product (the photocopying machine) to component parts of the machine (not probable with the cartridge, but a possible gambit to claim ownership on other larger component parts);

c) prevent other competitors from access to supply-led components through acquisition of suppliers of components
 or through contractual control of suppliers of component
 or through contractual control of suppliers of other complementary assets and services.

Teece’s suggested modus operandi for new entrants into a specific product market is to prevent other competitors from having access to the suppliers of components market through contractual control. He offers the example of Hewlett Packard and Apple, and their individual co-operation with the same copier company (Canon) to develop laser printer engines and cases for their laptop computers. In such instance, what if the supplier company then enters the market? Canon did sign limited non-compete agreements with both companies, and on expiry, did enter the market with a low cost laser printer.

In some situations, there is a potential market failure threat - the level of competing substitutes in the product market in question can fall drastically, the intellectual property owner becomes a monopolist in the product and there is no possibility of access available to other competitors. Any problems which arise in relation to individual component parts of the primary product should be dealt with, under intellectual property law, in the same manner as the primary product. Ultimately, much depends on the nature of the component part, its importance in terms of the primary product and its importance in terms of accessing both the primary and complementary asset product markets for other competitors. 
The following discussion analyses some of the many mechanisms by which courts and legislature have dealt with the perceived problem of component parts, both under intellectual property and competition laws. 

At the outset, the European Union legislators have grappled with a variety of limitation devices ranging from interconnections exceptions, through the right of repair clause to compulsory licensing. As MacQueen noted in respect of a similar problem in relation to the UK component market: 

“…it seems a fair conclusion that there are too many tools here, all to do the same job.”

If we add to these the multiple solutions under the Community design law, and member states’ national copyright and sui generis design positions, we reach a point of absurdity.

Controlling the After Market Through Refusal of Protection 

One manner in which to control the primary manufacturer’s power is to exclude component parts from protection at the outset. Thus, component parts can be denied protection either as functional features or as “must-fit” features or interconnections features. The E.U. Design Directive and Community Design Regulation incorporate such control mechanisms. However, there are two anomalies within the Community “must-fit” provision. First, the rationale of the interconnections clause is: 

The purpose of this provision is to enhance the interoperability of products of different make and to prevent manufacturers of design products from creating captive markets, for example, for peripherals by monopolising the shape and dimensions of interconnections.

However, the European design law goes on to exclude, from the “interconnections” provision, designs which allow “multiple assembly or connection of mutually interchangeable products within a modular system”.
 Is there no need for interoperability of products of different makes here, and do we not need to control manufacturers of design products from creating captive markets for their components? The Explanatory Memorandum notes:

An exception…needs to be made for the interconnections of modular products…Thus, for example, fittings which permit a chair of a specific make to be fitted in rows to other chairs of the same make or permit the chairs to be stacked or the interconnecting elements of toys designed with a view to being assembled, would, in principle, be eligible for protection. Otherwise, it would be possible for competitors to make a short cut to a special market where the innovative character of the design in question often consists in - albeit not exclusively - the design of interconnecting elements permitting indefinite interconnection within a given system.

One explanation may be that interconnections of modular products do not reflect a primary market and a secondary component market; rather, they should be viewed as one primary market. The problem with the Community version is that it remains unclear as to its policy in respect of the underlying problem of primary product manufacturers attempting to extend their market control through the exploitation of complementary assets. Perhaps, competition rather than intellectual property law should attempt this exercise? The jurisprudence below suggests that both species of laws have not found the optimal test.
Controlling the After Market Through a Right to Repair Doctrine

The right to repair was briefly touted as the means by which one could limit the protection in relation to component parts. The notion of “repair” is still retained albeit. Art. 110(1), Community Design Regulation states:

Until such time as amendments to this Regulation enter into force on a proposal from the Commission on this subject, protection as a Community design shall not exist for a design which constitutes a component part of a complex product used within the meaning of Article 19(1) for the purpose of the repair of that complex product so as to restore its original appearance.
 
Art. 19(1), of the Community Design Regulation states:

A registered Community design shall confer on its holder the exclusive right to use it and to prevent any third party not having his consent from using it. The aforementioned use shall cover, in particular, the making, offering, putting on the market, importing, exporting or using of a product in which the design is incorporated or to which it is applied, or stocking such a product for those purposes.

Two conditions must be shown: 

a) the purpose of the use is to repair a complex product; 

b) the repair purpose is solely related to restoration of the original appearance of the complex product. 

It further appears that one must consider objectively whether there is a need for repair for the restoration of the appearance of the complex product. This is probably to be construed by comparison of a new or reasonably new complex product with the complex product in question which requires repair. Would modernisation of a complex product fall outside the exception? Should one apply a subjective test and  determine whether the act was done with the intent to repair. Thus, it could well be that the use of the design of a component part to build another product will not be allowed. We can justify the last argument by considering the balance to be achieved between the consumer’s right to substitute spare parts, and the intellectual property owner’s right to still control the extent of substitutive use within the market. While the third party be allowed to completely re-construct the component part, it does not follow that a complete re-construction of the complex product is allowed. There may be instances where a substantial part of the complex product is in need of repair, and the re-construction of all the component parts may be tantamount to making the complex product anew. 

The doctrine of implied license to repair in the United Kingdom derives from the general statement under patent law that a purchaser of a patented article has an implied right to use the article.
 Flowing from this implied license to use is the right of the purchaser of a patented article to carry out repairs to the article without being held liable for infringement. However, the licence does not go so far as to confer a right to manufacture a new article under the guise of repair; this would be an infringement of the patent.
 Thus, in actuality, while the doctrine of implied license to repair under United Kingdom patent law was offered as a defence to a charge of infringement, it did not technically act as a defence to an established act of infringement. Rather, the doctrine was employed as an aid to demarcate the permissible act of restoration of worn or broken parts of a patented article from the prohibited act of making the article anew i.e. is the act of restoration of the component part a reconstruction of a patented article.
 This is further confirmed in the light of the limitation devices under patent law which exempt private and non-commercial acts from the scope of protection. The argument applies a fortiori to a component part which is protected by a patent, independent of other patents protecting the larger primary product.
There is some evidence that the House of Lords in British Leyland v Armstrong
 recognised that the repair doctrine as applied by the Solar Thomson court to copyright law, did extend beyond the patent law “licence to repair” to a copyright “license to reconstruct”.
 The favoured limitation device, however, was the principle of non derogation from grant.
 Moreover, the British Leyland court was fully cognisant of the dilemma of allowing the scope of protection for one manifestation of a design to extend and cover subsequent manifestations of the design. Secondly, the court also recognised the situation before them as one where the primary product manufacturer was attempting to utilise intellectual property law to extend or create his power in the primary product market, through a complementary asset i.e. replacement parts.
 The difficulty in the British Leyland decision is that the wider question of the primary product manufacturer and his utilisation of intellectual property rights to gain power within another complementary market was not fully addressed. Instead, we are left with two limitation devices - the “licence to repair” or “the non-derogation of grant”, neither of which attempt to gauge whether an imbalance has resulted between intellectual property protection and the competitive market structure.
 
Our initial observation bears repeating - where economic harm will be suffered by the intellectual property owner, there cannot be a wholesale re-allocation of resources back into the commons so that there is free use of the intellectual property product; instead compulsory licensing is the better option. However, should all this be left to competition law? Or is it necessary for intellectual property law to take account of the market context within which protected products function? The Canon judgement suggests that it is. 

The Privy Council decision of Canon KK v Green Cartridge
 addressed the question of primary and complementary asset product markets and made use of both economic and competition law doctrines in its reasoning. The product in issue was Canon’s claim that the copyright in its disposable plastic cartridges had been infringed by the defendant’s product. The Court was asked to apply the British Leyland spare parts exception. In their judgement, the British Leyland spare parts decision was to be narrowed to cases which had the following two features:

a) there must be a compelling case that the consumer was faced with a product requiring the type of repair which he would unquestionably assume that he could do for himself (or commission someone else to do) without infringing any rights of the manufacturer; 

b) an assumption that the exercise of monopoly power in the after-market by means of copyright would unquestionably operate against the interest of consumers.

The first criterion appears to return to the basic principle of “private or personal use”; but it is tied to the consumer perception, as opposed to the general market perception of market failure and economic harm. Secondly, there is a direct link between the scope of protection and the relevant product market, from the demand perspective. Thirdly, the reference to “monopoly power in the after-market” appears to take a very narrow view of the market in question; however, this is not the case if one reads further into the judgement. In immersing itself in a market-led approach, the Privy Council attempted to define the interplay between intellectual property protection, the primary and the complementary product markets: 

For example, if customers are in a position to reckon the lifetime cost of one product (including purchases such as cartridges which will have to be made in the aftermarket) as against the lifetime cost of a competing product, then control of the aftermarket will not be anticompetitive. A manufacturer who charges too much for his cartridges will sell less of his machines.
 The figures which their Lordships have already quoted for expenditure on the machine itself and on cartridges make  it likely that purchasers with any degree of sophistication will be comparing machines on a lifetime cost basis. Furthermore, the ability to control the aftermarket and price the machines on the assumption that the purchasers will buy one’s cartridge may actually enhance competition and provide greater choice to consumers, because it will enable manufacturers to compete not only on quality and price but also on the way they divide the cost of their products between the initial outlay and the aftermarket…..thus a manufacturer who prices the machines lower and the cartridges higher may secure a competitive advantage as against a rival who charges the same lifetime cost in different proportions.

While the court stated that it was ill-equipped to pronounce on whether the existence of copyright was capable of giving the plaintiff such economic power in the after-market as to be anti-competitive and contrary to public interest,
 it nevertheless went forth to apply the above market test. 
Measuring Competing Substitutes
(i)
Lifetime Costs 

First, much emphasis was placed by the Canon court on “lifetime costing”:

…..given the relative importance of the cost of cartridges as a proportion of the lifetime cost of the photocopier or laser printer, it would be impossible without evidence to make such an assumption (i.e. the assumption being that the purchaser would be unlikely to adopt lifetime costing)

The facts of the decision state that a Canon laser printer cost U.S. $ 1700, with U.S.$ 7500 over a projected 5-year life for new toner cartridges. This was contrasted with the purchaser of a motor vehicle who does not take into account the cost of a replacement exhaust since it is relatively small in relation to the capital and other running costs of the vehicle. Secondly, the copyright held by Canon was found not to exert anti-competitive effects on the market as there was competition in the after-market between Canon and the refillers. On the question of the substitutability of the refill products for Canon’s cartridges, the Court held that the existence of a large refill market must inhibit the plaintiff’s ability to raise prices. 

The Canon court considered the control exerted by an intellectual property owner over the market, including the identification of the relevant product market. The court postulated that a price increase in one market (i.e. the complementary asset market) may be followed by a similar switch by consumers to a different market (i.e. the competing market in complementary assets - the refillers).
 This implicitly assumes, on the court’s behalf, that there is some appreciable degree of competing substitute products or services. There is a further underlying assumption in the decision, that consumers will not experience any switching costs in moving from one supplier to another.

Secondly, the court’s utilisation of the “lifetime costing” concept is analogous to measuring potential transaction costs. Thus, where lifetime costing has been carried out by the purchaser, it appears that an intellectual property owner would be able to prevent independent manufacturers infringing its rights. The court therefore assumed low transaction costs in performing such a “lifetime costing” exercise. Where the “lifetime costing” exercise is not or cannot be performed, the Canon court assumes that this is due to the relative unimportance of the complementary asset in relation to the primary product. 

Finally, the Canon court assessed the potential monopoly position of the plaintiff in the after-market by means of his ownership of the complementary asset; the presence of other market players in the same product market convinced the court that there were no anti-competitive effects. Applying our framework, there was a level of competing substitute products in the complementary asset market, there were low switching costs from Canon cartridges to re-filled toner cartridges, and there was an elastic demand between the two products (thus, a price increase in Canon cartridges would have prompted consumers to shift to refilled cartridges). Thus, if there is the perception that intellectual property rights are being employed to cause a potential market failure situation in the relevant product market or in a related product market, the Canon court appears to direct a re-assessment of the scope of protection. 
In relation to “lifetime costing”, their Lordships appear to have not been troubled by the concerns that the United States Supreme Court in Eastman Kodak Company v Image Technical Services Inc.
 had in respect of the difficulty and feasibility of consumers having the necessary information to undertake a product lifetime costing exercise. Instead, the Privy Council was in agreement with Shapiro and Teece that the sophistication of the customers would ensure adequate information gathering.
 Purchasers of motor vehicles can readily inform themselves with the running costs of a motor vehicle (this will be available in competitors advertising, as well), but this may emphasise the costs in terms of mileage; they may not have any information as the costs of individual parts such as body panels or wing mirrors. This test must be product specific: for example, purchasers of an antique or unique motor vehicle would ascertain such costs. 

The device of lifetime costing has been utilised both in the United States under both anti-trust and patent laws to determine the extent of control which the primary product manufacturer enjoys when his complementary assets manifest themselves into subsequent markets. In respect of anti-trust law, the Supreme Court in Eastman Kodak Company suggests that in their view, lifetime costing by the consumer was not a feasible test as, given the high cost of information gathering and the possibility that a seller could discriminate between sophisticated and unsophisticated consumers; it made little sense to assume that equipment purchasing decisions were based on an accurate assessment of the total cost of equipment, service, and parts over the life-time of the machine.
 
“Life-cycle pricing of complex, durable equipment is difficult and costly. In order to arrive at an accurate price, a consumer must acquire a substantial amount of raw data and undertake sophisticated analysis. The necessary information would include data on price, quality and availability of products needed to operate, upgrade, or enhance the initial equipment, as well as service and repair costs, including estimates of breakdown frequency, nature of repairs, price of service and parts, length of “downtime”, and losses incurred from “downtime”. Much of this information is difficult - some of it impossible - to acquire at the time of purchase. During the life of a product, companies may change the service and parts prices, and develop products with more advanced features, a decreased need for repair, or new warranties. In addition, the information is likely to be customer specific; life-cycle costs will vary from customer to customer with the type of equipment, degrees  of equipment use, and costs of down-time”.

Furthermore, this may also depend on the supply conditions - are the producers selling prices competitively? Ironically, it has been pointed out that where prices of products are vary widely, the consumer may experience higher transaction and lifetime costs.

Shapiro and Teece contend that in its purest form, life-cycle costing boils down to a single output-orientated measure. For photocopiers, this would be the cost per copy over the lifetime of the equipment, including equipment, parts, service, supplies and the cost of operator time. In respect of motor vehicles, the buyers may need to consider fuel costs, service costs and parts costs. However, they note that information may differ depending on the type of consumer - volume buyers such as fleet operators have explicit and highly refined estimates of expected costs. In rejecting the Supreme Court’s contention as to the difficulty of indulging in life-cycle pricing, the authors point to the fact of repeat customers and the economic forces which help buyers to become well informed. Finally, although Eastman Kodak did not involve any intellectual property rights, they are of the view that in many other cases, such intellectual property rights would definitely be concerned, in which case the Kodak decision comes very close to imposing a compulsory license.

A patent decision which does offer some guidelines as to how the question of lifetime costing can be resolved is the Supreme Court decision of Aro Mfg. Co. v. Convertible Top Replacement.
 The plaintiff owned the patent on a convertible top mechanism for automobiles consisting of a top fabric, supporting structures and a sealing mechanism, all mounted on the automobile body. The normal life span of the top fabric element was about three years due to normal wear and tear. The rest of the elements normally lasted for the life of the automobile. The defendant, Aro Manufacturing Co. manufactured and sold replacement fabrics designed for automobiles fitted with the patented combination. The issue at hand was: could the defendant manufacture and sell replacement fabrics designed for automobiles, to be fitted within a patented combination mechanism. The most interesting aspect of the judgement as a whole is the minority opinion of Justice Brennan, whereby he concurred in the outcome, but disagreed with the test formulated by the majority court by advocating that the test of repair/reconstruction be based on a multiple criteria approach including the following factors:
 

a) the life of the part replaced in relation to the useful life of the whole combination 
(Canon factor);

b) the importance of the replaced element to the inventive concept;

c) the cost of the component relative to the cost of the combination (Canon factor);

d) the common sense understanding and intention of the patent owner and the buyer of the combination as to its perishable components (Canon factor);

e) whether the purchased component replaces a worn-out part or is bought for some other purpose (Community repair factor);

(ii)
Switching Costs

Shapiro & Teece also point out that an important factor in respect of the relationship between the markets for equipment goods and after parts is the switching costs faced by the consumer. This may reflect the fact that consumers do not necessarily take into account the lifetime needs of the product at the time of original purchase. Furthermore, consumers may have made investments in a particular equipment or brand-specific skill and may be reluctant to switch to another product. Against this, one must consider that switching costs are extremely product specific. If a firm’s customer’s face low brand-switching costs, the after-market power of the firm will be minimal, In respect of switching costs involved in buying a new or used car, Kenneth Dam identifies the time spent haggling with sales personnel and the sales tax which could be avoided by staying with an old car. He regards switching costs as part and parcel of everyday life.

(iii)
Market Width 

Another issue identified by the Canon court was the question of determining the degree of competing substitutive products in the relevant market. The Privy Council measured substitutability on one level - the market for complementary assets. The United States Supreme Court in Eastman looked one level higher, at the market for primary products. Thus, the Supreme Court held that inter-brand competition between rival systems of equipment manufacturers (primary products) did not inevitably preclude the finding of monopoly power in the derivative after-markets (complementary asset market). In both instances, a further factor is the switching costs experienced by consumers. If there is an increase in the price of the complementary asset, how much will it cost the consumer to switch to another primary product? The relationship between the primary product and the complementary asset must be determined at the outset. How do we know whether A is a complement of B? The OECD has devised a simple test: 
“If an increase in price Y results in an decrease in the quantity demanded of product X, then the products X and Y are considered complements”

Though not expressly stated, Shapiro and Teece appear to consider the interdependence between one product and another product as the decisive factor in determining the width of the market under review. Thus, from a distinctly United States anti-trust position, they state that one must look at what ensues from this interdependence; and suggest that the after-market (our complementary asset market) is a distinct relevant antitrust market only where the ex post exploitation is profitable for a manufacturer controlling its own after-market. The primary producer’s control of the market cannot be anti-competitive if it appears that it cannot increase its prices too much (supra-competitive price) in the after-market for fear of alienating its customer and damaging its reputation in the equipment market.
 We can see the importance of the determining the width of the relevant product market in the following figures:

Primary Product


Complementary Asset





Figure 1 - Narrow View 

The level of competing substitutes is considered only at the complementary asset level This assumes that the consumer is tied to Brand X (perhaps due to high switching costs or due to high transaction costs in determining information as to Brand X’s competitors). Without mechanism Y, whereby there is some limitation device allowing the third party to access the consumer market, the consumer will have a nil level of competing substitutes to turn to. 
In contrast, Figure 2 shows the wider market perspective.
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Figure 2 - Wide View
Thus, the consumer has a wider level of substitutive products to consider. If primary producer A increases the price of his complementary asset, and in the absence of third party X, the consumer still has the option to consider primary producer B or C, barring high switching costs. Figure 2 shows a third level of markets - the supra-market which is the widest possible grouping determined by market demand. Thus, primary producers A, B and C could belong to market 1 - motor vehicles, while markets 2 and 3 represent bicycles and motor-cycles. In determining whether it is valid to assume consumer knowledge as to optional producers B or C, lifetime costing appears to be a valid device, taking into account the Aro factors. It further correlates with our proposition that the relevant product market be considered from the demand perspective, as opposed to the supply perspective.

How will we know when to control the scope of protection? We return to our basic market failure test: 
(i) the scope of protection controls the level of competing substitutes in the relevant product market;

(ii) where the level of competing substitutive products is nil or low, there must be some re-allocation of rights;

(iii) scope of protection is limited through compulsory licensing in the following circumstances: if there is appreciable economic harm to the rights owner; if there is a possibility of high transaction costs (for example, enforcement of rights or licensing seeking costs); if the re-allocation of rights results in a competing substitute product market.

In other words, any problems which arise in relation to the intellectual property rights subsisting in individual component parts of another primary product should be dealt with, under intellectual property law, in the same manner as the primary product. Compulsory licensing should be a provision within any regime of protection of designs. 
Relationship with Competition Law 

Limitation devices need not be intrinsic in the law. There may be other limitations to intellectual property rights, for example constitutional limits (right to freedom of expression or human dignity), general public interest policies or competition law. One method of determining whether the primary producer is exerting an anti-competitive effect on the complementary asset market is to utilise the tests embodied in Community competition law. Art. 82, EC Treaty reads

“Any abuse by one or more undertakings of a dominant position within the common market or in a substantial part of it shall be prohibited as incompatible with the common market in so far as it may affect trade between Member States. Such abuse may, in particular, consist in: (a) directly or indirectly imposing unfair purchase or selling prices or other unfair trading conditions; (b) limiting production, markets or technical development to the prejudice of consumers; (c) applying dissimilar conditions to equivalent transactions with other trading parties, thereby placing them at a competitive disadvantage; (d) making the conclusion of contracts subject to acceptance by the other parties of supplementary obligations which, by their nature or according to commercial usage, have no connection with the subject of such contracts.

The basic principle is that ownership of an intellectual property right does not constitutes an automatic dominant position in the relevant product market, though it may be a highly likely consequence.
 What constitutes abuse? On a general level, the European Court of Justice has stated that a firm in a dominant position “has a special responsibility not to allow its conduct to impair undistorted competition on the common market”.
 This is elusive and we return in a circular fashion to the proposition that Article 86 prohibits conduct or activities which result in the reduction or hindrance of competition.
 

However, some principles can be gleaned from case law. First, there is reference to the degree of substitute products in the relevant product market in judging the activities of the dominant position holder. If the level of competing substitutes is low or non-existent, it can be an act of abusive exploitation to refuse to supply.
 This will depend on the nature of the product refused, the existence of any intellectual property rights, and the interdependency of the primary and complementary asset market.
 Secondly, the narrow construction of the relevant product market may be detrimental in circumstances where intellectual property rights are concerned; this can lead to the inevitable conclusion of a dominant position, where any refusal to supply the market will lead to a zero level of substitutability. There must be some consideration of the degree of substitutability at the primary product level, where switching costs and lifetime costing must be ascertained. This was tacitly acknowledged in Hilti AG v EC Commission where it was suggested that one factor to be considered was the degree of substitutability, from a demand perspective, between different primary producers.

However, the ability of competition law to restrain primary producers from exercising their intellectual property rights to exercise a detrimental effect within a particular product market has its limitation, as was clear in the European Court of Justice’s approach in the Renault
 and Volvo/Veng
. In both decisions, the spare parts of a motor vehicle were protected by intellectual property rights. A question was whether it was prima facie an abuse of dominant position for a manufacturer to refuse to license others to supply such body panels, even where they were willing to pay a reasonable royalty for all articles sold under the license. In answering in the negative, the European Court of Justice, in Volvo/Veng pointed out that, in respect of an intellectual property rights, the refusal to grant a licence could not constitute an abuse of a dominant position: 

…..the right of the proprietor of a protected design to prevent third parties from manufacturing and selling or importing without its consent, products incorporating the design constitutes the very subject matter of his exclusive right. It follows that an obligation imposed upon the proprietor of a protected design to grant to third parties, even in return for a reasonable royalty, a licence for the supply of products incorporating the design would lead to the proprietor thereof being deprived of the substance of this exclusive right , and that a refusal to grant such a licence cannot in itself constitute an abuse of a dominant position.

The court held that the refusal to supply spare parts may constitute an abuse if it involved certain abusive conduct such as 

the arbitrary refusal to supply spare parts to independent suppliers
, the fixing of prices for spare parts at an unfair level or a decision no longer to produce spare parts for a particular model even though many cars of that model type were still in circulation.
 

The Court finally was of the view that if the monopoly enjoyed by motor vehicle manufacturers regarding spare parts produced by them and covered by protective rights frequently prompted them to abuse their dominant position, then, this was a matter for national legislatures or the Community legislature to regulate the exclusive rights by means most appropriate.
 Thus, the matter is an intellectual property concern as opposed to a competition law concern. 

The proposition that the balance between the scope of intellectual property rights and the control of the primary producer over the complementary asset market must be viewed both at primary and complementary levels is further confirmed in RTE & ITP v EC Commission.
 If one views the television station as the primary producer, with television listings being one of the complementary assets of the product, the consumer may be able to shift easily to another primary producer, but at a considerable loss of not being able to avail himself of the programmes produced and telecast by the first primary producer. Where the consumer has expended considerable investment in the first television station (as in purchasing cable and decoding equipment), switching costs must be calculated. The important consideration in this decision is not merely the de facto monopoly held by the plaintiffs over the information to compile listings, and the fact that interchangeability at the higher primary producer level was implausible, but the further fact that the plaintiffs were preventing the emergence of a new product i.e. another new primary producer, as opposed to another producer of a complementary asset. A corollary of this reasoning would be that the prevention of the emergence of a new product is not recognised as a valid and justified market barrier in the context of an intellectual property right, even where the new product substantially reproduces the work. 
Essential Facilities 

Can we be guided by the “essential facilities doctrine”?
 The primary concept under the doctrine is that the owner of an  infrastructure which is not replicable by the ordinary process of innovation and investment, and without access to which competition in a market is impossible or seriously impeded, has to share it with a rival.
 However, commentators warn against the concept as it can eventuate in competition law cutting into the incentive to innovate and invest.
 

Several points should be noted. First, the doctrine should only apply where competition has seriously broken down or cannot be expected to operate.
 Secondly, it is highly dependent on whether the market is defined narrowly or widely, to take into account the inter-brand competition between primary producers, as well as the complementary asset market. Examples of the latter are perhaps both the Eastman Kodak and the Canon KK decisions whereby the court was fully aware of the impact that inter-brand competition within the primary product market would have on the distribution of market power in the after-market. Thirdly, it has been pointed out that the device only be applied where the firm’s facility is 

both critical to the plaintiff’s competitive vitality and the plaintiff is essential for competition in the market place. “Critical to the plaintiff’s competitive vitality” means that the plaintiff cannot compete effectively without it and that duplication or practical alternatives are not available.

Can the essential facility doctrine aid us in determining how the spare part question should be resolved? Ridyard applies the essential facilities doctrine to the Hugin and Commercial Solvents decisions with no real outcomes or solutions. The application to the Magill decision bears some fruit as perhaps it is arguable that the television listings are an essential facility due to them being a “by-product of another activity rather than a creative activity that is subject to effective competition.”. The only means by which publishers could develop rival television listings guides would be to enter the television market in their own right: 

“In other words, the monopoly intellectual property rights problem in television listings stems not from the exclusivity inherent in intellectual property rights, but in the very strong market position enjoyed further up-stream by the terrestrial broadcasters, which effectively blocked the prospect of competition between rival owners of television listings.”

The recent pronouncement of the Court of Justice in Oscar Bronner GmbH & Co KG v Mediaprint Zeitungs- und Zeitschriftenverlag GmbH & Co KG
 appear to limit the ambit of the essential facilities doctrine, at least where intellectual property rights are concerned, in Europe. In his Opinion in Oscar Bronner, Advocate General Jacobs explains the essential facilities doctrine as follows:

"According to that doctrine, a company which has a dominant position in the provision of facilities which are essential for the supply of goods or services on another market abuses its dominant position where, without objective justification, it refuses access to these facilities. Thus in certain cases, a dominant undertaking must not merely refrain from anti-competitive action but must actively promote competition by allowing potential competitors access to the facilities which it has developed."

Advocate General Jacobs ruled that the doctrine can be used, only in exceptional cases, to restrain the exercise of intellectual property rights. It should be noted, however, that the Court of Justice did not refer to the essential essential facilities doctrine in its judgment, and thus neither expressly applied the doctrine, either in a liberal or a restrictive manner.

It is submitted that the essential facilities doctrine is perhaps yet confirmation of the accuracy of viewing the problem as a primary/complementary asset market dichotomy. 

The European Complex Product/Repair Solution?

It is not an inevitable conclusion that markets with a primary producer exercising control over the complementary asset market (or spare parts market) will lead to an anti-competitive outcome. Of primary consequence in the analysis of market failure and “component parts” of “complex products” is the definition of the relevant product market. Factors to be taken into account include the level of competing substitutes in both primary and complementary markets, the cross-elasticity of demand, consumer purchasing sophistication and the viability of a lifetime costing exercise, the nature of the product concerned, and the interdependency between primary and complementary markets. Secondly, the concept of substitutability can be applied in a strict sense. Thus, the after-market for motor vehicle parts only includes such parts as are manufactured for use with Ford motor vehicles. In respect of component parts for motor vehicles, the perception is of very low or nil cross-elasticity of demand. 

Within the Community law context, it is difficult to determine whether there is a need for a license to repair clause in respect of must-match parts. The inherent rationale behind the repair/compulsory licensing clause has been based on the concept of the complementary market, without consideration of the primary product market. As Canon and Kodak Eastman indicate, lifetime costing of products and inter-brand competition between equipment manufacturers may widen the relevant product market and substitutability criterion. The relevant product market for Ford spare parts may be all domestic passenger motor vehicles and their complementary after-markets including products, warranties and services. From this perspective, it is hard to see the consumer as a locked-in victim of a narrow market. The overall structure of the primary and complementary markets can be deemed competitive despite supra-competitive prices in the complementary market only if infra-competitive prices are imposed in the primary product market. 

The protection of component parts has been considered, per se, anti-competitive by the United Kingdom legislature, the European Commission and the Australian Law Reform Commission, though all three bodies have approached the issue in different manners: exclusion of such parts from protection (United Kingdom; the “must-match” clause is exaggerated in its anti-competitive stance
); compulsory licensing for repair purposes only (EC); and the immediate referral of component parts for repair purposes to the competition authorities (Australia). On a personal note, the author is not convinced that there are sufficient grounds for either an industry-specific (must-fit or interconnections - United Kingdom and E.U. law) or purpose-specific exemption (repair parts or for repair purposes - Australia and E.U. law). 

Nevertheless, the perceived notion that there is a need to curb the protection of component parts was addressed. The result is an unsatisfactory solution. Where national laws are concerned, Recital 19 of the Directive is long and perplexing: 

Whereas the rapid adoption of this Directive has become a matter of urgency for a number of industrial sectors; whereas full-scale approximation of the laws of the Member States on the use of protected designs for the purpose of permitting the repair of a complex product so as to restore its original appearance, where the product incorporating the design or to which the design is applied constitutes a component part of a complex product upon whose appearance the protected design is dependent, cannot be introduced at the present stage; whereas the lack of full-scale approximation of the laws of the Member States on the use of protected designs for such repair of a complex product should not constitute an obstacle to the approximation of those other national provisions of design law which most directly affect the functioning of the internal market; whereas for this reason Member States should in the meantime maintain in force any provisions in conformity with the Treaty relating to the use of the design of a component part used for the purpose of the repair of a complex product so as to restore its original appearance, or, if they introduce any new provisions relating to such use, the purpose of these provisions should be only to liberalise the market in such parts; whereas those Member States which, on the date of entry into force of this Directive, do not provide for protection for designs of component parts are not required to introduce registration of designs for such parts; whereas three years after the implementation date the Commission should submit an analysis of the consequences of the provisions of this Directive for Community industry, for consumers, for competition and for the functioning of the internal market; whereas, in respect of component parts of complex products, the analysis should, in particular, consider harmonisation on the basis of possible options, including a remuneration system and a limited term of exclusivity; whereas, at the latest one year after the submission of its analysis, the Commission should, after consultation with the parties most affected, propose to the European Parliament and the Council any changes to this Directive needed to complete the internal market in respect of component parts of complex products, and any other changes which it considers necessary;

This lengthy recital can be abridged to the following: the Community institutions could not find a solution. Part of the reason lies in the difficulty of rationalising the repair clauses (both the 3 year and the compulsory licence versions) in light of the fact that such clauses would apply to protected parts i.e. parts which would have fulfilled the twin criteria of novelty and individual character, and would not have fallen foul of the exclusion clauses. A second reason is that the repair clauses would have had repercussions on the European Community exhaustion doctrine. Thus, where the Member States’ national laws are concerned the Directive adopts the “status quo solution”. We have seen that the Community Design Regulation seeks to introduce a type of repair exclusion provision.

Much is dependent on what constitutes a component part and a complex product. Each individual part of the motor vehicle may constitute a complex product in its own right. Thus, the interior furnishings or the vehicle may constitute a complex product, of which the seat fabric is a component part, dependent on the appearance of the whole interior design or theme of the car. If the seat fabric requires refurbishing, does this entitle any third party fabric manufacturer to copy the pattern (which may be subject to unregistered design right and copyright) substantially for the purposes of replacing the component? Even with the application of the proposed repair clause, such component parts would fall under Article 14. Furthermore, the interior furnishings of the car could constitute a complex product of which the rear view mirror is a component part dependent on the overall design of the interior furnishings. 

A Return to Compulsory Licensing? A Suggestion
An alternative solution would have been to avoid all reference and reliance on “complex product” and “component part” and concentrate on a general compulsory licensing clause. In respect of the costs and benefits of the compulsory licensing regime on intellectual property law, an empirical analysis in relation to patent law conducted by Scherer revealed that 

technical progress would not grind to a halt if a uniform policy of compulsory licensing at “reasonable” royalties i.e. a policy resembling the Taylor-Silbertson hypothetical - were implemented. Something would of course be sacrificed - most likely, from the smaller companies that bring fresh ideas and new competition into the industrial arena and perhaps, though less confidently, on a more widespread plane in such fields as pharmaceuticals, where the costs and risks of testing have escalated so strikingly.

There is no bar against compulsory licenses under the Paris Convention,
 the  Berne Convention,
 and the TRIP Agreement.
 Interesting examples of compulsory licensing provisions for design rights can be found within United Kingdom,
 and South Africa sui generis design laws.
 In general, there are two main types of compulsory licensing. The first type of licence is a circumstance-based license, while the second type is a time-based licence. In respect of the circumstance-based licence, it is up to the applicant to indicate to the court that certain circumstances have arisen which justify the awarding of a compulsory license. Circumstances are usually statutorily expressed and can vary from the economic conditions of the relevant product market or the country, the price or availability of protected goods or the intellectual property  owner’s conduct or state of mind.
 In respect of time-based license, compulsory licensing is automatically available after a fixed period of time and is not dependent on the existence of particular circumstances.
 The main difference between a compulsory license and a limitation to a right is that the latter is awarded irrespective of economic conditions, and the needs of the public, and does not entail a payment of compensation to the rights holder. 
In relation to market-based criteria, one example is the TRIPS provision governing compulsory licences for patents, which specifically provides for licences to be granted on anti-competitive grounds, albeit such grounds are not fully specified.
 The second example is the United States Patents Misuse Reform Act, which cloaks a compulsory licensing provision. Section 271(d) reads:

d) No patent owner otherwise entitled to relief for infringement or contributory infringement shall be denied relief or deemed guilty of misuse or illegal extension of the patent right by reason of them having done one or more of the following: 

4) refused to license or use any rights to the  patent; 

5) conditioned the license of any rights to the patent or the sale of the patented product on the acquisition of a license to rights in another  patent or purchase of a separate product, unless, in view of the circumstances, the patent owner has market power in the relevant market for the patent or patented product on which the license or sale is  conditioned. (emphasis added)

We finally consider the models proposed by Scherer. As a precaution to minimise any losses, which he alleges would inevitably be borne by smaller companies in a compulsory licensing regime, he advocates two alternative approaches that may fulfil this goal.
 Scherer states that in choosing between the two alternatives below, one must consider three important factors: 
(i) the substantive implications for incentives and competition;

(ii) administrative feasibility; and 
(iii) the number of cases likely to arise. 
In other words, Scherer counsels us to consider the potential realignment and transaction costs that would be incurred in a re-allocation of resources. However, his personal view is that the second test would be the more cautious approach i.e. there is the presumption of exclusivity unless some party bears the initial burden of proving a substantial lessening of competition. The first approach
 advocates a presumption in favour of compulsory licensing five years after the date of patent application. This presumption can be rebutted for cases where stronger patent rights appear essential to maintain incentive. This would be gauged by the following criteria:

a) the patent holder’s share of the relevant product market, including close substitutes, averaged less than 20% over the preceding five years; or

b) its total sales of related products during the past five years, and the reasonably anticipatable sales of such products over the coming five years, were each less than ten times R&D costs; or

c) the patent holder exercised extraordinary creative initiative or accepted extraordinary technical and financial risks in its innovative effort.

Thus, the above criteria emphasises the level of competing substitutes within the relevant product market, and the strength of the Core Structure, or the costs of ex ante risks. 

The second approach
 is that there should be a presumption in favour of the rights holder maintaining his exclusive rights unless the following criteria are shown:

a) the invention is reasonably necessary to the development of a relevant technology;

b) that no reasonably equivalent methods exist; and

c) the unavailability of the patent could led to a substantial lessening of competition.

Thus, the provision concentrates on the essentiality of the work, the level of competitive substitutes, and a decrease of competition. 

Scherer’s model (b) in some ways reflects the stance adopted in Magill and the EC Software Directive
, that regard must be had to whether another market is being stifled. The reference to market has been left open-ended, as opposed to specifically stating whether it is the primary or complementary market that should be the relevant market. The courts must consider both when making the relevant decision. 

If it is proposed that a provision be included within intellectual property rights to control any anti-competitive effects of protecting designs, one must be able to ascertain what is tantamount to anti-competitive effects. The viable solution would be to measure this via the settled rules of competition law. The relevant product market of the design must be defined. Secondly, the market power of the rights holder should be determined with reference to the particular product market. Finally, the Canon decision could be brought in to play a part, and the extremely useful questions posed in the Aro decision. With these factors in mind, we recommend a further addition to Scherer’s basic model - in determining whether there is a substantial lessening of competition, the following factors should be considered: 

(a) whether there is a low elastic demand due to the lack of competing substitutes in the relevant product markets;

(b) whether the consumer can easily estimate the lifetime costing in the product markets concerned; 

(c) the use and purpose of the product(s) manifesting the design, with especial regard to whether it replaces a worn-out part or is bought for some other purpose. 

(d) If the use and purpose of the product is for replacement, further considerations are: 

i. the life of the part replaced in relation to the useful life of the whole combination, if applicable; 

ii. the importance of the replaced part to the product as a whole, if applicable.

Conclusion
There is a continuing need to reward creators for creativity, while promoting competition within a market economy. Part One examines the history of design as a profession to illustrate the influences of the changing market environment on the metamorphosis of the artist into a designer. The notion of design, and hence the nature of its protection, is a result of the socio-economic framework which sustains it. 
Part Two notes however that the balance between the protection of creativity of designers and competition is difficult to attain especially when one looks at limitation devices. The examination of the economic basis for limiting protection recommends that one concentrate the focus on the ability of the intellectual property owner to control the level of competing substitute products within the market. A second consideration was the possibility of high transaction costs occurring after the grant of intellectual property protection, with a potential result of market failure. The problem is not a design only or motor vehicle problem but should be viewed as a general problem of a primary producer attempting to control complementary asset markets through intellectual property rights. While the final arbiter of anti-competitive behaviour is competition law, history decrees that there are severe limitations on the ability of competition law to deal with the consequences of over-protection of designs. The re-allocation of rights required is a task best dealt with from within intellectual property law. However, the manner in which this is dealt has proved difficult. With this in mind, we turned to various models of compulsory licences, and recommended a re-drafted version of the Scherer models. 
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