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NDRC Qualcomm Case: An 
Overview

 Investigation began in November 2013.

 The case concerned Qualcomm’s licensing practices vis-à-vis PRC 
mobile phone and wireless equipment manufacturers.

 Much noise regarding the investigation throughout 2014. The CEO of 
Qualcomm flew to China to negotiate with the NDRC. 

 Decision handed down on February 9, 2015. 

 Qualcomm was fined RMB6.088 billion (roughly USD1 billion), 
representing 8% of its PRC turnover in 2013. 

 Qualcomm agreed to effectively lower its royalty for Chinese 
manufacturers by 35%, using 65% as opposed to 100% of the net 
selling price for the device to calculate royalty, which is set at 5% for 
3G devices and 3.5% for 4G devices that do not implement CDMA or 
WCDMA.



Market Definition
 NDRC defined two relevant product markets:

 Market for the licensing of CDMA, WCDMA and LTE wireless 
communications standard essential patents (wireless SEPs)

 Market for CDMA, WCDMA and LTE wireless communications 
terminal baseband chips

 Wireless SEPs market—different technologies as distinct 
markets:
 Very high costs for substitution of a different wireless technology 

standard for telecom network operators, terminal manufacturers, 
and baseband chip producers due to high investment costs

 No technical need for substitution as wireless communications 
technologies of the same generation essentially serve the same 
functions

 Network operators are locked into a particular technology due to 
path dependency—there is a general requirement that terminals 
support the previous generation technology after an upgrade. 



Market Definition—Wireless SEP
 Wireless SEPs market—each SEP constituting a distinct 

market:
 A wireless communications patent, once incorporated into a 

standard, would become a unique and non-substitutable wireless 
SEP. 

 Demand-side substitutability:
 Practically none as once incorporated into a standard, each wireless SEP is 

essential to the production of specific wireless communications terminals by 
terminal manufacturers. 

 Supply-side substitutability:
 No actual or potential supply-side substitutability exists after a wireless SEP 

has been adopted into the standard.

 Each wireless SEP separately constitutes an independent relevant 
product market.

 In light of Qualcomm’s licensing practices, the relevant product 
market is an aggregate of the relevant product markets separately 
constituted by each wireless SEP.



Market Power in Wireless SEP Market

 Market share:
 100% market share in each wireless SEP market.

 The relevant wireless SEPs have superimposing features and 
therefore form a portfolio of wireless SEPs. Qualcomm again has a 
100% market share for the distinct portfolio of wireless SEPs.

 Qualcomm had the ability to dictate licensing terms
 Terminal manufacturers must obtain licenses to compete.

 Licensing terms were unilaterally determined by Qualcomm.

 The licensees had no objective capacity or actual ability to 
constrain Qualcomm’s market power.

 Extremely high entry barriers:
 Once the standard is set, any change in technology incorporated 

in the standard would incur unbearable costs for both network 
operators and terminal manufacturers. 



Market Definition—Baseband Chip 
Market

 Demand-side substitutability:
 Practically no substitutability

 Terminal manufacturers must use baseband chips that are 
compatible with a certain technology standard when producing a 
terminal, regardless of the price of the chip.

 Supply-side substitutability:
 Relatively high technical barriers to entry as R&D is technical and 

expensive.

 Producers rely on different technologies and platforms when 
producing chips and would not shift production easily due to 
changes in price.

 Three relevant markets:
 CDMA baseband chips

 WCDMA baseband chips

 LTE baseband chips



Market Power in Baseband Chip 
Market

 Market share in 2013:
 93.1% in CDMA baseband chip

 53.9% in WCDMA baseband chip

 96% in LTE baseband chip

 Weak competitors :
 CDMA baseband chip: Via Telecom (less than 7% market share)

 WCDMA baseband chip
 Media Tek (15.5%)

 Intel (11.8%)

 Broadcom (9.3%).

 LTE baseband chip: Samsung (2%)

 Significant competitive advantages in terms of 
technology, functions, and branding

 High entry barriers—difficulty in entry due to high 
technical barriers



Market Power in Baseband Chip 
Market

 Qualcomm’s defense:
 Market share below 50% based on sales volume as opposed to 

sale amount. 

 NDRC took the view that sales amount is a more accurate 
measure of market share.

 NDRC argued that the fact that Qualcomm’s chips are more 
expensive than its competitors’ further indicates market power.



Abuses
 Charging license fees for expired wireless SEPs:

 Qualcomm’s CDMA and WCDMA patent licensing agreement 
covered expired patents.

 Even though Qualcomm argued that new patents were constantly 
being added to the portfolio, NDRC took the view that Qualcomm 
had failed to provide evidence that the newly added patents had 
an equivalent value to the expired patents.

 NDRC further objected to the fact that Qualcomm failed to 
provide licensees an itemized list of patents while charging a 
long-term fixed license fee. Simply a numerical count of the 
patents is insufficient. 

 NDRC also believed that Qualcomm failed to assess and indicate 
whether the newly added patents were needed or of value to the 
licensees, and failed to compare and analyze the difference and 
change in value of the expired patents against the newly added 
patents.



Analysis

 Two ways to characterize the issue:
 Collection of royalty post-expiration.

 Charging of a fixed fee for the right to use a pool of patents that 
change over time and that allow the licensee to practice the 
technology.

 Collection of royalty post-expiration held to be illegal in 
Brulotte v. Thys Co., 379 U.S. 29 (1964) as a patent misuse



Analysis
 On the second characterization, U.S. cases seem to 

support Qualcomm:
 Automatic Radio Mfg. Co. v. Hazeltine Research, 339 U.S. 827 (1950) 

(patent misuse case): 
 “We cannot say that payment of royalties according to an agreed percentage 

of the licensee’s sales is unreasonable. Sound business judgment could 
indicate that such payment represents the most convenient method of fixing 
the business value of the privileges granted by the licensing agreement. … 
What it acquired by the agreement into which it entered was the privilege to 
use any or all of the patents and developments as it desired to use them.”

 Beckman Instruments, Inc. v. Technical Development Corp., 433 F.2d 
55 (7th Cir. 1970) (patent misuse case):

 “We are in agreement with the Tenth Circuit that a package license 
agreement, voluntarily entered into, which requires the payment of royalties 
beyond the expiration of some, but not all, of the licensed patents is 
valid….We perceive no significant distinction between the payment of 
royalties on apparatus which were never patented and payment of royalties 
on apparatus on which the licensed patents have expired.”

 Why does coercion matter?



Analysis
 On the second characterization, U.S. cases seem to 

support Qualcomm:
 Sunrise Medical HHG v. Airsep Corp., 95 F.Supp.2d 348 (W.D. Pa. 

2000) (patent misuse case): 
 No patent misuse for licensor to give package of license with royalties that are 

not diminished until the last patent expires, although it may not attempt to 
collect royalties beyond expiration of the last patent. 

 “There is also subsequent authority, however, that the royalty rate need not 
diminish as patents included in a package license expire, as long as the 
licensee is not coerced.”

 A.C. Aukerman Co. v. R.L. Chaides Construction Co., 1993 WL 379548 
(N.D. Cal. 1993) (patent misuse case):

 “However, Brulottte has been held inapplicable to package licensing 
agreements containing expired patents if the licensee was not coerced to enter 
the arrangement. … Whether the agreement was the product of unfair patent 
leverage exerted by the patentee rather than the mutual convenience of the 
parties is a question of fact.”



Analysis

 What is coercion?
 Coercion exists when “the licensor refuses to license its 

intellectual property rights except in bundles or packages, or 
when the licensor’s royalty structure is such that the price of 
licensing the bundle or package is significantly lower than the 
price of separate licensing and the difference cannot be justified 
by the lower cost of package licensing.”  

 It seems that Qualcomm does not offer the licenses on an 
individual basis and therefore there is coercion. 

 But can we argue that the package license is only one 
product? 
 If the transaction cost savings are high and the patents are 

complementary in nature, there is a good argument that the 
package license should be treated as one product. 

 Both seem to be true in this case.



Analysis

 Possible competitive harm of the practice: 
 However, this ignore the possibility that the licensee, as opposed 

to taking out a license, would choose to seek alternative 
technologies or to invest in R&D to try to invent around the 
patented technology. If the licensee thinks that it has a reasonable 
likelihood of successfully finding alternatives or inventing 
around, then its willingness to pay would be reduced. 

 In that sense, the number of SEPs in the package may matter. If 
the number is huge, the licensee may think that the probability of 
finding alternatives or inventing around is low, and would simply 
accept the license. However, if the number of SEPs is low and the 
licensee thinks that it has a reasonable chance of success with 
finding alternatives or inventing around, then it may only be 
willing to pay less.  



Analysis

 Possible competitive harm of the practice:
 If we allow Qualcomm to charge a fixed royalty rate without 

disclosing the composition of the package, we may undermine the 
incentives to seek alternatives or innovate on the part of the 
licensees. 

 However, from the decision, it seems like the availability of 
substitutes is limited and the possibility of inventing around is 
low. Therefore, this theory of harm is unlikely to hold. 

 Moreover, the implication of this theory of harm is that 
Qualcomm should be required to license only the patents which a 
licensee needs. Given the numerous patents in Qualcomm’d 
disposal and the high transaction costs involved, it may seem ill-
advised.



Abuses
 Royalty-free grant-back:

 Qualcomm forced certain licensees to license back the relevant 
non-wireless SEPs (patents covering cases, screens, cameras, 
microphones, amplifiers, batteries, internal storage, etc.), some of 
them for free. 

 Qualcomm failed to consider and assess the value of the licensees’ 
patents and refused to pay reasonable consideration for the 
patents licensed back by the licensees.

 The effect of this conduct was to suppress the licensees’ incentives 
for innovation and eliminated or restricted competition in the 
wireless communications technology market.

 Through the royalty-free grant-back, Qualcomm obtained an 
undue competitive advantage over competitors and reduced the 
competitiveness of other baseband chip manufacturers.

 NDRC also alluded to Qualcomm’s imposition of a no-challenge 
clause on some licensees without further elaboration or analysis.



Abuses

 Royalty-free grant-back:
 Qualcomm’s three defenses:

 Obtaining grant-back was meant to protect Qualcomm’s business and 
Qualcomm’s chip customers from patent infringement concerns.

 Royalty-free grant-back was part of the total value exchange with licensees.

 Many PRC licensees did not own patent portfolio of substantial value for 
exchange.

 NDRC’s responses:
 Qualcomm should have respected the licensees’ achievements in innovation 

and should have considered the value of those patents licensed back. In 
particular, some licensees in China also hold patent portfolios of significant 
value.

 The claim that royalty-free grant-back was part of the total value exchange 
with licensees lacked evidentiary support. Qualcomm failed to provide 
evidence that it paid corresponding consideration for the patents licensed 
back by the licensees. 



Analysis
 The grant-back does not appear to be exclusive. 

 Different from normal grant-backs:
 This does not concern the patentee requiring the licensee to grant 

back a license to the patentee on future improvements. The 
patents which Qualcomm sought to license were already in 
existence, and seem to be unrelated to the technology being 
licensed. 

 Thus the usual rationale for allowing grant-backs, which is to 
protect the patentee from being excluded in its own market does 
not apply. 

 Should the fact that the patents were already in existence make a 
difference? 

 No according to the Federal Circuit in Intergraph Corp. v. Intel Corp., 195 F.3d 
1346 (Fed. Cir. 1999).

 However, the Qualcomm case seems to be different from the Intergraph case in 
that the licensed patents and the grant-back patents cover unrelated 
technology. 



Analysis
 So the arrangement was effectively a reciprocal licensing 

agreement. 

 One way to characterize the reciprocal licensing is to 
think of it as part of the consideration for the license to 
Qualcomm’s patents. 

 The NDRC’s response was that there was no evidence 
that Qualcomm carefully assessed the value of the patents 
held by the PRC licensees:
 “When [Qualcomm] received patents licensed back by licensees, it 

should have respected the licensees’ achievements in innovation 
and should have considered the value of those patents licensed 
back, in particular, some licensees in China also hold patent 
license portfolio of significant value.”



Analysis
 So what would NDRC have wanted Qualcomm to have 

done?
 “The Authority is of the view that the Party [Qualcomm] had 

made use of its dominant position in the market for the licensing 
of wireless SEPs to force the licensees to license back their patents 
for free without deducting from the license fees the value of the 
patents licensed back by the licensees or without paying other 
considerations.”

 To stipulate two license fees, one with the compulsory reciprocal 
license and one without? 

 Would that have made a difference? What if the license fee 
Qualcomm currently charges already reflects the value of the 
reciprocal licenses? If that were not the case, would the licensees 
not have demanded a lower license fee?

 Did the reciprocal licensing reduce innovation incentives 
on the part of licensees?



Analysis
 One problematic scenario: 

 If Qualcomm is subject to FRAND obligations and is using the 
grantbacks to circumvent the obligations by inflating the value of 
the royalty without increasing the royalty rate.

 The decision is not clear whether Qualcomm is subject to FRAND 
obligations. But most probably it is. 

 The decision is also not clear what is the nature of the FRAND 
obligations, whether it only covers the royalty rate or extends 
beyond that.

 However, even if it were true that Qualcomm was using the 
grantbacks to circumvent the FRAND obligations, should 
antitrust get involved in what essentially amounts to poor 
contract drafting?



Abuses

 Tying of wireless SEPs and non-wireless SEPs:
 In a previous section, the NDRC alluded to the fact that 

Qualcomm charged an unfairly high royalty by charging for both 
wireless SEPs and non-wireless SEPs. NDRC asserted that the 
inflated license fees were passed on to consumers and harmed 
consumer welfare. However, this claim is probably a variation of 
the tying claim.

 NDRC argued that terminal manufacturers need not license non-
wireless SEPs from Qualcomm. Yet Qualcomm did not provide 
any patent list to the licensees, set unified license fees, and 
conducted tie-in licensing. 



Abuses

 Tying of wireless SEPs and non-wireless SEPs:
 Qualcomm’s three defenses:

 Qualcomm had in fact offered licensees the option of licensing only wireless 
SEPs, but most licensees chose to license the bundle.

 It was difficult to distinguish between wireless SEPs and non-wireless SEPs, 
and licensees would be exposed to litigation risks if they only licensed the 
wireless SEPs.

 The tie-in did not in fact restrict competition and the licensees could still 
choose alternative technologies.

 NDRC rejected these defenses:
 The first defense was not supported by the factual record.

 Wireless SEPs could in fact be distinguished from non-wireless SEPs. Even 
though making an offer to license wireless SEPs and non-wireless SEPs 
separately may incur certain costs and increase the complexity of the licensing 
negotiations, there are no justifiable reasons for refusing to license the two 
separately.

 Having licensed the non-wireless SEPs, a rational licensee would not incur 
additional costs to design around or seek substitute technologies.



Analysis

 Four elements of a tying claim:
 Two distinct products? 

 Coercion? Seems to be yes in this case.

 Market power in the tying product market? Yes.

 Anticompetitive effect/foreclosure in the tied product market? 

 Two distinct products 
 No clearly identifiable tying and tied products

 Need to identify them from the licensee’s perspective: tying 
products are those patents which the licensee wants; tied products 
are those patents which the licensee does not want. 

 Competitive market practice test: Patents that are never or rarely 
licensed individually in what appears to be a competitive market 
would constitute one product.



Analysis
 Two distinct products 

 Economies of joint production:
 There may be a single product when (1) two items can be produced or 

marketed more cheaply together than separately; but (2) much of the 
advantage of joint production would be lost if the seller were obliged to offer 
the products separately to a subset of consumers.

 Automatic Radio Mfg. Co. v. Hazeltine Research (1950):
 HRI was a developer of small circuits and other components used in radios 

and other electronic devices.

 The patents were closely related and when the patented circuits and other 
components were fastened together their individual boundaries were difficult 
to draw.

 Difficult without minute inspection to determine which of the patents was 
incorporated.

 A package license would obviate these enforcement problems and save 
transaction costs. 

 Valid arguments in our case? 
 Wireless SEPs and non-wireless SEPs seem to be clearly distinguishable.

 Difficulty in inspection also does not seem to apply.



Analysis

 Competitive harm/foreclosure effect: 
 If the licensee does not want the technologies covered by the tied 

product patents at all, then no rivals patentees are foreclosed.

 However, if the licensee does want access to the technologies 
covered by the tied product patents, or competing technologies, 
then it would seem that there is foreclosure effect.

 The package license effectively raises the costs of using competing 
technologies. The incremental costs of using Qualcomm’s non-
wireless SEPs are zero, whereas the incremental costs of using 
competitors’ patents would be more than zero. 

 But what if we argue that the non-wireless SEPs were essentially 
given away for free. Qualcomm effectively only charged for the 
wireless SEPs in the package license and gave away the non-
wireless SEPs for free. U.S. Philips Corps., v. ITC, 424 F.3d 1179 
(Fed. Cir. 2005).



Analysis

 Competitive harm/foreclosure effect: 
 How can we know if this is true? Imagine what Qualcomm would 

have charged for the non-wireless SEPs if it had not been 
licensing the wireless SEPs. Would Qualcomm have charged a 
zero license fee? 

 It seems to be highly unlikely, given that these are SEPs after all, 
albeit non-wireless. In that case, it would seem that the license fee 
for the non-wireless SEPs would be non-zero and there would be 
at least some foreclosure effect of competing patents. But should 
any non-zero foreclosure effect suffice? Or would the foreclosure 
effect need to be substantial, meaning that the license fee for the 
non-wireless SEPs to be significantly above zero?

 A related question is given that Qualcomm’s non-wireless patents 
are standard-essential, are there substitutes for them? The NDRC 
decision seems to allude to the existence of substitutes. If no 
substitutes, there is no foreclosure effect and no competitive 
harm.



Analysis

 Procompetitive justifications (Princo Corp. v. ITC, 563 F.3d 
1301 (Fed Cir. 2009)): 
 Reduce transaction costs; obviates the need for individual licenses

 Minimize litigation costs

 Reduce uncertainty regarding patent infringement
 In that case, the two types of patents were essential and non-essential patents. 

The Federal Circuit noted that the distinction can be blurred and if a non-
essential patent turns out to be essential, the licensees may be guilty of 
infringement. 

 Do these justifications apply to our case? Is there a similar 
boundary problem in the Qualcomm case? 



Abuses

 Imposition of unreasonable conditions on sales of 
baseband chips: 
 No-contest/challenge clause:

 If a licensee institutes litigation to contest the licensing agreement, Qualcomm 
would terminate supply of the chips.

 It is not entirely clear from the decision whether the restriction 
only applies to challenging the license agreement or whether it 
relates to challenge the validity of the patent. 

 If it is the former, no obvious competitive harm seems to follow. If 
it is the latter, it may be problematic as it precludes parties who 
may be in the best position to challenge the validity of the patents 
from doing so. 



Analysis

 Legal positions on no-challenge clauses:
 The position taken by the NDRC against no-challenge clauses, 

however, is consistent with the position taken in the SAIC IP-
Competition Regulations. Article 10 of the Regulations explicitly 
prohibits no-challenge clauses.

 In the U.S., no challenge clauses do not seem to have been held as 
an antitrust violation. Under U.S. patent law, the issue has largely 
been framed as one of enforceability. 

 Under EU law, the European Commission has taken a fairly 
hardline against no challenge clauses. The current position under 
the 2014 Technology Transfer Block Exemption Regulation is that 
all no challenge clauses, including termination-upon-challenge 
clauses, fall within what are known as excluded restrictions.



Analysis
 Did the NDRC reach the correct decision? 

 The consumer harm done by a no challenge clause is that it helps to 
uphold an otherwise invalid patent by preventing it from being 
challenged. Consumers needlessly pay the supra-competitive prices that 
a patentee may be able to charge with his patent. However, this would 
only be the case if the patent at issue possesses market power. 

 Therefore, one prerequisite for finding no challenge clauses illegal is that 
the underlying patent holds market power. This is established in the 
Qualcomm case. 

 Supra-competitive prices would only be needlessly paid if the patent 
were invalid. If the patent is valid, patent law gives a patentee the right 
to charge supra-competitive prices by giving the patentee the right to 
exclude. All that the no challenge clauses do is to avoid unnecessary 
litigation expenses. 

 Therefore, no challenge clauses should only be illegal if the patentee does 
not have an objective basis for believing that its patent is valid. The 
NDRC made no finding on the validity of the SEPs in Qualcomm’s 
portfolio. 



Analysis
 Did the NDRC reach the correct decision? 

 If a licensee needs access to the entire portfolio of patents in order to manufacture 

its product, the fact that some of the SEPs in the portfolio may be invalid would 

not prevent the patentee from charging supra-competitive prices. So long as some 

of the SEPs in the portfolio are valid, the licensee would still need to pay the supra-

competitive royalty. 

 In general, the fact that challenges to potentially invalid SEPs in the portfolio are 

precluded by the no challenge clause would not result in consumer harm. It is 

possible that a no challenge clause applicable to a portfolio of SEPs could harm 

consumers. That would be the case if within the portfolio, some of the SEPs are 

more important and the rest of the SEPs can be invented around or replaced by 

substitutes. 

 If it turns out that these more important SEPs are of questionable validity and the 

no challenge clause prevents challenges to them, the no challenge clause would 

result in consumer harm and thus should be illegal. 

 Given the NDRC’s lack of factual findings on the composition of Qualcomm’s 

patent portfolio, however, it is clear that the NDRC did not have sufficient factual 

basis to demonstrate that the no challenge clause in the case created consumer 

harm. 



Remedies

 Apart from fines, Qualcomm agreed to the following 
behavioral remedies:
 Provide itemized patent lists to licensees and undertake not to 

charge license fees for expired patents 

 Undertake not to compel licensees to license back their non-
wireless SEPs, and not to compel them to grant licenses for free

 Undertake not to calculate the wireless SEPs license fees based on 
the net wholesale price of handset while insisting on charging 
relatively high license fees

 End the tie-in practice

 Cease to impose the no-contest clause


