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ABSTRACT

This Article revisits the foundational principles of intellectual property law
by introducing the reliance interest as a crucial, yet underexplored, component.
Drawing inspiration from Fuller and Perdue’s seminal work on contract law,
we argue that the reliance interest, which compensates creators for their
investment in developing intellectual property, should be a primary focus in
intellectual property law. This perspective challenges the current dominance of
the expectation interest, which focuses on lost profits, and the restitution
interest, which aims to disgorge unjust gains. By proposing reliance-based
recovery, we offer a practical solution to the measurement of damages and a
balanced approach to resolving “hard cases” where existing remedies either
overburden defendants or fail to adequately compensate plaintiffs. This new
framework not only aligns more closely with the core goals of intellectual
property law—encouraging innovation and protecting investments—but also
provides a fairer, more predictable legal remedy for infringements. Our analysis
seeks to reshape the conceptual foundation of intellectual property law,
advocating for a shift towards recognizing and protecting the reliance interest
to enhance the legal and economic landscape for creators and innovators.
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INTRODUCTION

Almost a century ago, Lon Fuller and William Perdue published their seminal
article on The Reliance Interest in Contract Damages.! The article is still one of
the most cited law review articles of all time,? and is considered by many as the
most influential contract law article ever written.> Fuller and Perdue’s article
offers two major insights. The article’s first major contribution is in elucidating
the now classic distinction among the different interests protected by contract
remedies:* the expectation interest, the restitution interest, and the reliance
interest.> The expectation interest represents the gain the non-breaching party
would have obtained had the contract been performed.® The restitution interest
measures recovery according to the gains obtained by the breaching party.” The
reliance interest protects the expenditures the non-breaching party made in
reasonable reliance on the contract.® This distinction has become a staple of
contract law;’ in fact, the entire law of contract remedies is explicitly or
implicitly founded on it.!° Fuller and Perdue’s second contribution was even

! See generally L.L. Fuller & William R. Perdue, Jr., The Reliance Interest in Contract
Damages, 46 YALE L.J. 52 (1936).

2 Fred R. Shapiro & Michelle Pearse, The Most-Cited Law Review Articles of All Time,
110 MicH. L. Rev. 1483, 1490 (2012) (listing Fuller and Perdue’s article as forty-ninth most
cited law review article).

3 Avery Katz, Reflections on Fuller and Perdue’s The Reliance Interest in Contract
Damages: A Positive Economic Framework, 21 U. MICH. J.L. REFORM 541, 541 (1988)
(“Fuller and Perdue’s classic article, The Reliance Interest in Contract Damages, is regarded
by many contemporary contracts scholars as the single most influential law review article in
the field.” (footnote omitted)).

4 Fuller & Perdue, supra note 1, at 53-54 (explaining “[i]t is convenient to distinguish three
principal purposes which may be pursued in awarding contract damages,” which are
restitution, reliance, and expectation interests).

3 Scholars have later offered additional interests. See, e.g., Katz, supra note 3, at 545-47
(exploring possibility of fourth interest, missing from Fuller and Perdue’s original scheme,
under title of “liquidated specific performance”); Eyal Zamir, The Missing Interest:
Restoration of the Contractual Equivalence, 93 VA. L. REv. 59, 62 (2007) (offering
“restoration interest” as addition to three interests identified by Fuller and Perdue).

¢ Fuller & Perdue, supra note 1, at 54 (“[W]e may seek to give the promisee the value of
the expectancy which the promise created.”).

7 Id. (describing restitution interest as related to “a resultant gain to the promisor”); see
also Katz, supra note 3, at 543 (“[T]he restitution principle . . . holds that damages for breach
should require the defendant to return any benefit conferred on her by the plaintiff as a result
of the promise.”).

8 Fuller & Perdue, supra note 1, at 54 (“We may award damages to the plaintiff for the
purpose of undoing the harm which his reliance on the defendant’s promise has caused him.”).

® Richard Craswell, Against Fuller and Perdue, 67 U. CHI. L. REv. 99, 105 (2000) (noting
one way “[a]lmost every casebook begins its materials on remedies” is “by excerpting or
paraphrasing Fuller and Perdue”).

10" Zamir, supra note 5, at 60 (“For the past seventy years, the analysis of contract remedies
has been dominated by Lon Fuller and William Perdue’s classification of the ‘interests’
protected by monetary (and other) remedies for breach of contract: expectation, reliance, and
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more important: They demonstrated that despite the supposed centrality of the
expectation interest to the law of contracts, it is actually the reliance interest that
animates this area of law.!!

Inspired by the pathbreaking work of Fuller and Perdue, in this Article we set
out to reorganize the conceptual foundation of intellectual property law by
identifying the interest it seeks to protect.!> Surprisingly, thus far no one has
taken on this task. This omission has left scholars and courts without a clear
compass in remedying infringements of intellectual property rights, leaving the
entire domain in conceptual purgatory. We contend that this is a deep structural
flaw, hindering the ability of intellectual property law to achieve its declared
purpose.

Intellectual property law seeks to balance two potentially conflicting goals:!3
on the one hand, it wishes to protect owners of intangible assets in order to
incentivize investment in the production, development, and maintenance of
information goods;'# on the other, it seeks to allow non-owners the maximal
freedom possible in using intangible assets for the benefit of consumers,!

restitution.”); Todd D. Rakoft, Fuller and Perdue’s The Reliance Interest as a Work of Legal
Scholarship, 1991 Wis. L. REv. 203, 204 (noting Fuller and Perdue’s article’s “substantive
propositions are still considered worthy of debate; its themes provoke new studies of great
merit; and its concepts are incorporated into the latest Restatement of Contracts” (footnotes
omitted)).

' Fuller & Perdue, supra note 1, at 96 (“In our discussion of the problem of Hadley v.
Baxendale we referred to cases in which courts have deliberately restricted recovery to the
reliance interest even where the expectation interest could be easily proved.”); Katz, supra
note 3, at 543 (“Fuller and Perdue’s main thesis was that the reliance principle was central,
notwithstanding appearances to the contrary.”).

12 Contract law and intellectual property law have much in common. Both are areas of law
that support productive and beneficial activities, necessary for flourishing societies (as
opposed to areas of law that govern harmful activities, like tort law). The various branches of
intellectual property law—patent, copyright, trademark, and trade secrets—recognize and
protect rights in intangible assets with the goal of incentivizing the creation of new forms of
knowledge and information goods.

13" Andrew Beckerman-Rodau, The Problem with Intellectual Property Rights: Subject
Matter Expansion, 13 YALE J.L. & TECH. 35, 39 (2010) (describing how intellectual property
law “balance[s] the private property rights in intellectual creations against public access to
such creations™); see also Bonito Boats, Inc. v. Thunder Craft Boats, Inc., 489 U.S. 141, 146
(1989) (“From their inception, the federal patent laws have embodied a careful balance
between the need to promote innovation and the recognition that imitation and refinement
through imitation are both necessary to invention itself and the very lifeblood of a competitive
economy.”).

14 Beckerman-Rodau, supra note 13, at 46 (“The goal of any legal protection is therefore
to find the optimum balance such that enough protection is provided by the law to maximize
investment of time, energy, and capital in creative endeavors while minimizing any restriction
on the public’s freedom to use products resulting from such creativity.”).

5 1d
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downstream creators,'® and society at large.!” To succeed in this delicate
balancing act, it is imperative that courts understand what interest they need to
protect, so they can offer appropriate protection to plaintiffs (often the owners
of intangible assets) without overburdening defendants (the non-owners).

It is against this backdrop that we present the conceptual contribution of this
Article, which is also its main thesis. We argue that the reliance interest holds
the key to the basic structure of intellectual property law. Currently, the reliance
interest in intellectual property law is under-explored, under-theorized, and
under-utilized. We argue that correcting this omission can not only improve our
understanding of intellectual property law but also improve intellectual property
law itself.

In preparation for this argument, we must first identify and define the possible
interests that intellectual property law stands to protect.!® The goal of this
exercise is to establish a conceptual foundation for intellectual property law by
elucidating the interests of rightsholders and the remedial options courts can
fashion in offering them redress.!® The insights obtained would allow courts to
answer questions such as: What is the appropriate legal response to intellectual
property infringements? And, what kind of remedy best serves the goals of our
intellectual property system?

Answering these questions requires identifying the plaintiff’s legitimate
interests in the dispute. The first option would be to compensate the plaintiff for
the lost profits she expected to extract from the use of the right. We term this
interest the expectation interest in intellectual property law—the equivalent of
Fuller and Perdue’s expectation interest in contract law.?® An examination of the
caselaw reveals that it is the paramount interest in contemporary thinking on
intellectual property.2!

The second possibility is to compensate the plaintiff by taking away the
defendant’s unjust gains attributable to the breach. We term this the restitution
interest in intellectual property law, paralleling the restitution interest in contract
law as identified by Fuller and Perdue. Currently, this interest finds some

16 1d at37.

7 1d.

18 See infia Part 1.

19 See infira Section L.C.
20 See infra Section LB.
21 See infra Section ILA.
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protection under existing intellectual property law,?> mainly under the remedy
providing the disgorgement of profits.?3

We argue that a third, missing paradigm is also conceptually possible. When
an intellectual property right is violated, the rightsholder can be compensated
for the investment they made in reliance on the existence of intellectual property
protection.?* We refer to this interest as the reliance interest in intellectual
property law. We argue that the introduction of reliance-based rules is not only
conceptually possible and justified, but also carries great practical advantages.?
In fact, protection of the reliance interest is a natural solution for intellectual
property law and is deeply connected to its fundamental goals. The key purpose
of intellectual property law is to encourage investment in the creation of new
intangible assets; therefore, measuring recovery according to this investment
makes immediate sense.?¢

Our second intended contribution is normative. We argue that protection of
the reliance interest should be the default regime in intellectual property law.
The term “default regime” means that under ordinary circumstances, courts
ought to protect the reliance interest of intellectual property creators. Adopting
our proposal would guarantee rightsholders will not lose their investment in
intellectual goods as a result of an infringement. Thus, when a firm invests in
research and development (“R&D”), or an author spends years writing a novel,
both relying on the premise that intellectual property law will protect the fruits
of their labor, they would, at the very least, be made whole by receiving
compensation commensurate with the cost of creation. Hence, the introduction
of the reliance interest is not just a conceptual turnabout. Rather, it has
immediate practical implications, offering to solve some of the deepest problems
courts currently face in the adjudication of intellectual property disputes.

22 See, e.g.,35U.S.C. § 284 (requiring courts award “damages adequate to compensate for
the infringement, but in no event less than a reasonable royalty for the use made of the
invention by the infringer”); 15 U.S.C. § 1117(a) (stating plaintiffs whose rights as trademark
registrant are violated, entitled to recover “defendant’s profits”); 18 U.S.C. § 1836(b)(3)(B)
(stating courts may award damages for “actual loss” and “unjust enrichment” caused by
“misappropriation of the trade secret”).

23 See, e.g., 17 U.S.C. § 504(b) (maintaining copyright owner may recover “any profits of
the infringer that are attributable to the infringement and are not taken into account in
computing the actual damages”); 15 U.S.C. § 1117(a) (entitling plaintiff to defendant’s
profits, damages sustained by plaintiff, and costs of action).

24 See infra Section L.C.

25 See infra Parts I1-111.

26 At its core, intellectual property is designed to protect investment in information assets.
The Intellectual Property Clause in the U.S. Constitution states this goal explicitly with
respect to patents and copyrights. U.S. CONST. art. I, § 8, cl. 8 (“To promote the Progress of
Science and useful Arts, by securing for limited Times to Authors and Inventors the exclusive
Right to their respective Writings and Discoveries.”). The rationales for protecting trade
secrets and trademarks are more nuanced and varied but, at the end of the day, trade secret
and trademark holders, like copyright and patent owners, have an interest in receiving
protection for their investments.
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A key advantage of the reliance interest relates to the issue of measuring
recovery.?’ Expectation-based remedies are virtually impossible to measure
accurately.?® These remedies necessarily require an investigation into a
counterfactual “what if” test, asking about a hypothetical state of the world in
which infringement did not occur. Thus, to decide on actual damages in a
copyright infringement case, the court must imagine a situation in which the
defendant did not infringe on the plaintiff’s right, and then try and ascertain the
level of profit the copyright holder would have obtained under this
counterfactual scenario. By definition, this is a highly speculative endeavor. It
is quite questionable whether the court can ever complete this task with any
degree of accuracy. This is not a technicality, but a real problem: If the measure
of recovery is more or less random, there is no reason to assume the court
manages the delicate task of balancing the conflicting goals of intellectual
property law.

Conversely, measuring remedies according to the reliance interest does not
require any form of counterfactual inquiry into a hypothetical scenario and is
entirely straightforward.?® Thus, we suggest a new form of recovery under which
the plaintiff is entitled to compensation measured according to the investment
made in creating the intangible asset. This investment can easily be
demonstrated through documentation of R&D expenditures (in the case of
patents and trade secrets), authorship costs (in the copyright context), or design
costs (in the trademark scenario). Reliance-based rules therefore allow courts to
protect owners of intangible assets, without overburdening non-owners and the
public.

Reliance-based rules offer a second important advantage as they can help
courts solve hard intellectual property cases—cases in which courts face an
impossible dilemma in the form of deep tension between the conflicting goals
of intellectual property law.3® Protection of the reliance interest constitutes a
middle ground solution, providing a way out of the dead-end courts currently
face in adjudicating these cases. In “hard cases,” the tension between the
conflicting goals of intellectual property law becomes impossible to reconcile.
In such cases, if the court recognizes intellectual property infringement and
decides for the plaintiff, existing intellectual property remedies will effectively
decimate the defendant’s market. Protecting the first goal of intellectual property
law would come at the expense of the second goal. If, by contrast, the court
decides for the defendant, the plaintiff is left without a remedy, and their
innovation becomes free for the taking. In this case, intellectual property law
fails to achieve the goal of inducing investment in innovation. The existing menu
of intellectual property remedies lacks a middle ground option that allows courts
to balance the conflicting goals of intellectual property with a ruling that is both

27 See infra Part 1.
28 See infra Section ILA.
29 See infra Section 11.C.
30 See infra Part 111
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conceptually coherent and does justice to both parties. Measuring recovery
based on the reliance interest fits this bill.

As an illustration, consider one of the clearest recent examples of an
intellectual property “hard case”: the landmark decision of the Supreme Court
in Google LLC v. Oracle America, Inc.?! In this case, Oracle brought a copyright
infringement suit against Google for $9 billion,3? after Google used
approximately 11,500 lines of Oracle’s Java source code without securing
permission.33 After a prolonged legal battle that lasted for years and was marked
by contested decisions and reversals,?* the Supreme Court accepted Google’s
fair use claim,? allowing Google to walk scot-free and leaving Oracle empty-
handed, notwithstanding the fact that, according to Justice Thomas’s dissent,
Google’s use “decimated Oracle’s [licensing] market.”¢ Justice Thomas was
not alone in expressing concern about the injustice done in this case.?’

In hard cases like Google, existing intellectual property rules present an
unhelpful choice between two extremes. The Court in this case was faced with
an impossible choice: either offer Oracle no protection at all or offer it protection
so strong that it would effectively paralyze entire markets and have a devastating
effect on key products. Confronted with this all-or-nothing dilemma, courts
often choose—as the Supreme Court did in this case—to grant no protection at
all.® This result is unfair to creators who invest resources and time in their
innovations and leads the court to completely abandon the first goal of
intellectual property law: to provide protection in order to incentivize
innovation. Instead of ruling as it did, the Court could have protected Oracle’s
reliance interest by ordering Google to pay Oracle the cost of developing the
code. This form of recovery would offer a middle ground solution by allowing
some level of recovery without overburdening the market, and would not prevent
the development of Google’s phones.

31141 S. Ct. 1183 (2021).

32 QOracle Am., Inc. v. Google Inc., No. C 10-03561, 2016 WL 5393938, at *2 (N.D. Cal.
Sep. 27, 2016), rev’d, 886 F.3d 1179 (Fed. Cir. 2018), rev’'d, 141 S. Ct. 1183 (2021).

3 Google, 141 S. Ct. at 1191.

34 Id. at 1190.

35 Id. at 1209.

36 Id. at 1218 (Thomas, J., dissenting).

37 See, e.g., Joshua Berlowitz, The Five-Factor Framework: A New Approach to Analyzing
Public Benefits in Fair Use Cases, 46 COLUM. J.L. & ARTS 61, 61-62 (2022) (“Justice Breyer’s
method for incorporating public benefits will negatively affect the clarity and transparency of
these future fair use decisions.”).

38 See, e.g., Campbell v. Acuff-Rose Music, Inc., 510 U.S. 569, 594 (1994) (holding
“commercial nature” of alleged infringing work did not “render([] it presumptively unfair”);
Authors Guild v. Google, Inc., 804 F.3d 202, 207 (2d Cir. 2015) (finding “Google’s making
of'a digital copy to provide a search function” was fair use in part because was “transformative
use”).
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Apple Inc. v. Samsung Electronics Co.?® further illustrates the potential of
reliance-based recovery in “hard cases.” In this case, Apple initiated legal action
against Samsung, alleging that its archrival incorporated Apple’s protected
technologies and designs into its Galaxy cellphones.*® The trial court found that
Samsung infringed Apple’s patents and trade dresses and awarded Apple about
$1 billion in damages (later reduced following partial retrial).*! After Samsung
appealed the ruling, a unanimous Federal Circuit found Samsung was not liable
for trade dress infringement because the design elements for which Apple sought
and secured protection were functional.*> The decision took many by surprise,
as there was clear evidence that Samsung instructed its employees to copy
Apple’s iPhone design.*® There exists a widespread belief that the federal court
ruling was motivated by fear of Apple getting infinite exclusivity over
indispensable design elements of smartphones.** While this is a valid concern,
allowing Apple to recover its reliance investment would have yielded a fairer
outcome. Instead of denying Apple any recovery in a clear case of copying, the
court could have let Apple prove the expenditures it made on the production of
its designs and ordered Samsung to pay that amount to Apple.

More generally, in “hard cases,” offering a remedy based on the reliance
interest can afford recourse to creators while also allowing others to use their
innovations.

Beyond its practical importance, the introduction of the reliance interest also
reconceptualizes the other two interests: expectation and restitution. First, it
shows that basing recovery on expected profits is not the only possible way to
structure intellectual property law. The expectation interest is therefore but one
of several options, and not necessarily the preferred regime. Second, the focus
on expenditures and reliance investments suggests a possible reconfiguration of
the restitution interest. Currently, the infringer’s unjust gains are measured

39 839 F.3d 1034 (Fed. Cir. 2016), cert. denied, 583 U.S. 963 (2017).

40 Id. at 1038; see also Deepanwita Sengupta, Apple Inc. v. Samsung Electronics Co. Ltd.:
An Analysis on How It Has Shaped the Future of Design Patents, MEDIUM (July 31, 2020),
https://medium.conm/ legis-sententia/apple-inc-v-samsung-electronics-co-1td-be99 4cb811ec.

41 Apple Inc. v. Samsung Elecs. Co., 926 F. Supp. 2d 1100, 1103 (N.D. Cal. 2013) (noting
jury awarded Apple $1,049,343,540 in damages), vacated, 786 F.3d 983 (Fed. Cir. 2015),
rev’'d and remanded, 580 U.S. 53 (2016).

42 Apple Inc. v. Samsung Elecs. Co., 786 F.3d 983, 993-95 (Fed. Cir. 2015), rev'd and
remanded, 580 U.S. 53 (2016).

43 Sengupta, supra note 40 (“Apple submitted evidence to the court which included side-
by-side images of iPhone 3GS and 19000 Galaxy S for comparisons to bring out the alleged
similarities in design and icons for apps.”).

44 See, e.g., Nidhi Garg, Apple v. Samsung: Design Protection and Consumers, 3 PACE
INTELL. PROP. SPORTS & ENT. L.F. 115, 142 (2013) (“In essence, Samsung’s argument that
Apple has now used the courts to shut down competitors that tried to advance upon functional
designs that result in more competition and better products can be construed as a partially
valid theory.”); Gregory Day, Competition and Piracy, 32 BERKELEY TECH. L.J. 775, 810
(2017) (arguing it vital for competition in smartphone market to not strip Samsung of all
revenue).


https://medium.com
https://smartphones.44
https://design.43
https://functional.42
https://retrial).41
https://cellphones.40

816 BOSTON UNIVERSITY LAW REVIEW [Vol. 106:807

according to their profit, under the disgorgement remedy. Our analysis suggests
another alternative: measuring the infringer’s gains according to the costs the
infringer had to bear to develop the intangible asset, instead of unlawfully taking
it from the owner.

The Article proceeds as follows. Part I offers our core analytical contribution:
presenting the reliance interest as the missing link in intellectual property law.*>
This Part opens with a review of the fundamental goals of intellectual property
law,* then moves on to identify the possible protected interests in the field.*
After discussing the expectation interest and its current dominance,*® this Part
moves on to introduce the new concept of reliance-based recovery in intellectual
property law.*’ Based on this analysis, Part II studies the practical advantages of
our proposal and of reliance-based recovery in intellectual property law. It
contrasts the advantages of reliance-based recovery in offering accurate
measures for intellectual property remedies with the inability of other
remedies—including damages for lost profits,’® injunctions,’’ and statutory
damages>>—to achieve the same goal. Part II then studies the utility of reliance-
based recovery to solve the hard cases in intellectual property law. We illustrate
this advantage in copyright,>® trademark,>* and patent law.>> After establishing
the pragmatic advantages of reliance-based recovery in Part II, Part III proceeds
to consider the conceptual implication of our proposal and its significance for
the general structure of intellectual property law and remedies. This Part
examines the importance of our analysis to the current understanding of
expectation-based®® and restitution-based remedies in intellectual property
law,>” and also explores possible modifications for the remedy of reliance-based
recovery we introduce in Part 1.5® A short conclusion follows.

I. IDENTIFYING THE PROTECTED INTERESTS

This Part examines the possible protected interests in intellectual property
remedies. We show that the centrality of the expectation interest is easy to
explain, but that, ultimately, the reliance interest provides a more promising

45 See infira Section L.C.

46 See infia Section LA.

47 See infira Section L.C.

48 See infra Section LB.

49 See infira Section L.C.

30 See infra Section ILA.1.
31 See infra Section ILA.2.
32 See infra Section ILA.2.
33 See infra Section IL.B.1.
3+ See infra Section 11.B.2.
35 See infra Section 11.B.3.
36 See infra Section IILA.
37 See infra Section IIL.B.
38 See infra Section IIL.C.
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foundation for the domain. The core contribution of this Part is conceptual in
explaining that reliance is a possible alternative to expectation; we highlight the
practical advantages of the reliance interest in Part II.

A. Incentives for Innovation

In this section, we explore the goals and function of intellectual property law.
We show that identifying the protected interest (or interests) of intellectual
property law is essential for the design of a successful system of intellectual
property. We start this discussion by juxtaposing intellectual property with more
traditional notions of property in physical assets; we then utilize this comparison
to highlight the internal tensions in intellectual property law.

The institution of private property has clear advantages in the governance of
physical assets.>® Thus, if an individual is given ownership of a tract of land, that
individual will have an incentive to develop the land, maintain it, and use it in a
productive and efficient manner.® The same is true for intangible assets: if an
owner is given control over an intangible asset, they will have an incentive to
invest in developing or creating the asset, maintaining its value, and using it
efficiently.®! In fact, when it comes to intangible assets, property rights are
especially important due to the inherent difficulties in protecting such assets.%?
Absent intellectual property rights, anyone can easily copy and use intangible
assets or appropriate the informational value embedded in them.% In this sense,
intangible assets are different from physical assets: Holders of physical assets,
like landowners, may be able to exclude others and secure assets for themselves
even if legal protection is not available.®* For intangible assets, exclusion is

3 See RICHARD T. ELY, PROPERTY AND CONTRACT IN THEIR RELATIONS TO THE
DISTRIBUTION OF WEALTH 546 (1914) (“Property exists because it promotes the general
welfare and by the general welfare its development is directed.”).

60 See RICHARD A. POSNER, ECONOMIC ANALYSIS OF LAW 40 (9th ed. 2014) (“Unless
defensive measures are feasible, the cultivation of land will be abandoned after a few such
incidents of unauthorized taking and society will shift to methods of subsistence . . . that
involve less preparatory investment. . .. [W]ithout property rights there is no incentive to
incur these costs because there is no reasonably assured reward for incurring them.”).

6l WiLLIAM M. LANDES & RICHARD A. POSNER, THE ECONOMIC STRUCTURE OF
INTELLECTUAL PROPERTY LAW 421 (2003) (“The basic economics of property applies equally
to intellectual property and to physical property.”).

62 Id. at 18 (“[T]he public-good character of intellectual property . . . can make it difficult
to prevent misappropriation and to exclude free riders in the absence of special legal
protections.”).

63 See id. at 53 (“Given substantial fixed costs of publication and easy copiability,
publishers may need copyright protection in order to be able to recover their fixed
costs . ...”).

4 See id. at 18 (“The land may have been transferred by inheritance for many generations,
but, unless it is located on a shifting shoreline, it is the same piece of land, recorded in the
same land registry on a map with unchanged specifications.”).
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much more difficult because of the nature of these assets.®® This means that legal
protection of intangible assets is necessary in order to ensure their creation and
value. Absent legal protection, individuals will have little incentive to invest in
creating intangible assets, knowing others can easily take them.%°

On the other hand, rights in intangible assets come with a high price tag for
society. If a person is given ownership over an intangible asset, it limits the
ability of others to use the asset.®’” In an important sense, this is incredibly
wasteful because, absent legal protection, an infinite number of people could, in
principle, use intangible assets without detracting from each other’s enjoyment.
This is of course different from physical property, where only a limited number
of people can use a tract of land at any given time.®8 Herein lies the paradox of
intellectual property law: On the one hand, protection of intangible assets is
necessary to encourage investment in them;®® on the other hand, such protection
is incredibly costly to society, as it limits individuals’ ability to use such assets,””
which would otherwise be unrestricted.”!

The goal of intellectual property law is to navigate this paradox and balance
two conflicting goals.”? On one hand, intellectual property law offers property
rights in intangible assets to allow owners to invest in the value of these assets.”
This is necessary in order to incentivize creation and innovation.”* On the other
hand, the law seeks to allow non-owners maximum use and enjoyment of

65 See White-Smith Music Publ’g Co. v. Apollo Co., 209 U.S. 1, 19 (1908) (Holmes, J.,
concurring) (“It may be infringed a thousand miles from the owner and without his ever
becoming aware of the wrong.”).

6 See LANDES & POSNER, supra note 61, at 20-21 (highlighting “dynamic benefit of
property rights,” specifically how “charging a price for a public good reduces access to it,”
thus “making it artificially scarce,” and “increas[ing] the incentive to create it in the first
place”™).

67 See id. at 20 (“[I]ntellectual property rights create scarcity whereas property rights in
physical goods manage scarcity.”).

%8 See id. (“Two people can’t eat the same radish or wear the same pair of shoes at the
same time.”).

9 See POSNER, supra note 60, at 40 (“[I]f there is always someone who can exclude all
others from access to any given area—then individuals will endeavor by cultivation or other
improvements to maximize the value of land. ... The principle applies to all valuable
resources.”).

70 See LANDES & POSNER, supra note 61, at 21-24 (discussing cost-benefit tradeoff of
intellectual property rights).

" Id. at 20 (suggesting adding users often “will impose no costs on previous users of
intellectual property”).

72 See id. at 20-21.

73 See id. at 23 (highlighting number of failed books publishers launch to illustrate
necessity of intellectual property rights as means of ultimately making profit).

74 Id. at 20 (“Unless there is power to exclude, the incentive to create intellectual property
in the first place may be impaired.”).
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intangible assets without taking too much from owners.”> To identify the
appropriate level of protection, intellectual property law must define the
legitimate interest of owners.

Currently, in defining this interest, scholars tend to focus on what we label
the “expectation interest,” or the profit the owner expected to derive from the
intangible asset. Below, we trace the origins of this common perception. We
then demonstrate that the expectation interest is in fact not the only possible
option—the reliance interest is, at the very least, a serious contender.

B. Markets as an Evaluation Mechanism

To encourage investment in innovation, intellectual property law offers legal
protection to innovators,’® allowing them to benefit from the intangible assets
they create.”’ Property rights in intangible assets allow owners of intangible
assets to sell the rights to the assets, license them, or sell products or copies of
the intangible asset.”® These rights form the basis of the business models of key
economic players, such as pharmaceutical firms,”® authors and publishers,® and
tech companies.?! Intellectual property rights allow owners to profit,8? thus

75 See Harold S. Meyer, Restrictions on Use of Intellectual Property Rights, 9 CLEV. ST.
L. REv. 85, 86-87 (1960) (noting courts have found patent suppression to violate Sherman
Act, which has “general purpose of . . . foster[ing] competition, and . . . ensur[ing] as far as
possible freedom of opportunity for all to engage in any desired kind of business”).

76 See, e.g., 35 U.S.C. § 271(a) (“[ W]hoever without authority makes, uses, offers to sell,
or sells any patented invention . .. during the term of the patent therefor, infringes the
patent.”).

77 See, e.g., id. § 261 (declaring “patents shall have the attributes of personal property”).

8 See, e.g., id. § 154(a)(1) (“Every patent shall contain a short title of the invention and a
grant to the patentee, his heirs or assigns, of the right to exclude others from making, using,
offering for sale, or selling the invention . . . .”).

79 See WENDY H. SCHACHT & JOHN R. THOMAS, CONG. RScH. SERV., RL30756, PATENT
LAW AND ITS APPLICATION TO THE PHARMACEUTICAL INDUSTRY: AN EXAMINATION OF THE
DRUG PRICE COMPETITION AND PATENT TERM RESTORATION ACT OF 1984 (“THE HATCH-
WAXMAN ACT”) 5 (2005) (“Patents are perceived as critical in the drug and chemical
industries.”).

80" See LANDES & POSNER, supra note 61, at 40 (“In the absence of copyright protection the
market price of a book or other expressive work will eventually be bid down to the marginal
cost of copying, with the result that the work may not be produced in the first place because
the author and publisher may not be able to recover their costs of creating it.”).

81 See Stuart J.H. Graham, Robert P. Merges, Pam Samuelson & Ted Sichelman, High
Technology Entrepreneurs and the Patent System: Results of the 2008 Berkeley Patent Survey,
24 BERKELEY TECH. L.J. 1255, 1288 (2009) (“Our results demonstrate that patenting plays a
substantial role for many high-technology startups in securing competitive advantage from
their technology innovations, but that this finding is also context-specific.”).

82 See Eur. Union Intell. Prop. Off., Intellectual Property Rights and Firm Performance in
the European Union, at 12 (Feb. 2021) (“[F]irms that own IPRs have on average 20% higher
revenue per employee than firms that do not.”).
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providing incentives to invest in the creation, development, and maintenance of
intangible assets.®3

Intellectual property rights offer a simple and accurate mechanism for
evaluating intangible assets. Thus, the system of intellectual property offers a
reward to the owners of intangible assets,** with no need for the government to
independently ascertain the value of these assets. The reward is whatever the
owner can generate in the free market during a time-limited monopoly in the
intangible asset.®> This market mechanism for rewarding innovation is highly
efficient. To appreciate this point, one might compare the existing system with
a system of prizes for encouraging innovation, as proposed by some scholars in
the area of patent law.%¢ Under such a proposed regime, instead of granting
intellectual property rights in the form of patents, the government might offer
prizes to innovators for their inventions. The difficulty in such a system,
however, lies in the need to determine the size of the prize:®” The government
must find a way to determine the value of each invention to make an informed
decision regarding the size of the reward.®® Any such mechanism will be costly
to operate, requiring, at the very least, the collection and verification of data
regarding the invention and its possible uses.”® Using an intellectual property
right avoids such costs by relying on the market to determine the value of the
right.”!

83 See supra Section LA.

84 See Eur. Union Intell. Prop. Off., supra note 82, at 17 (describing “increasing
importance” of intellectual property rights, particularly potential for companies to monetize
intellectual property).

85 See JOHN STUART MILL, PRINCIPLES OF POLITICAL EcoNoMY 932 (W.J. Ashley ed.,
1940) (1848) (“The condemnation of monopolies ought not to extend to patents, by which the
originator of an improved process is allowed to enjoy, for a limited period . . . .”).

86 See generally Steven Shavell & Tanguy Van Ypersele, Rewards Versus Intellectual
Property Rights, 44 J.L. & EcoN. 525 (2001) (comparing “system of rewards paid by the
government to innovators” with “familiar system of intellectual property rights” as
mechanisms for incentivizing innovation).

87 See Louis Kaplow, The Patent-Antitrust Intersection: A Reappraisal, 97 HARV. L. REV.
1813, 1844 (1984) (“A central reason for reliance on a patent system is that it is thought to be
too difficult to determine the appropriate level of reward fairly and accurately on a case-by-
case basis.”).

88 See Eric A.A. de Laat, Patents or Prizes: Monopolistic R&D and Asymmetric
Information, 15 INT’LJ. INDUS. ORG. 369, 370 (1996) (arguing patents better than prizes when
government less informed than potential innovators regarding “private and social benefits of
the innovation” because “value of a patent is linked to the benefit of the innovation, whereas
the values of a prize and a contract are constant”).

89 See id. at 371 (“The welfare costs associated with prizes consist of the distortions created
by the tax system needed to collect the award money . . . .”).

%0 See Kaplow, supra note 87, at 1844 (discussing limited potential for courts to apply
factors like “market conditions, the nature of the invention, and the like” to patent-antitrust
analysis).

ol See MILL, supra note 85, at 933 (“[Blecause the reward conferred by it depends upon
the invention’s being found useful, and the greater the usefulness the greater the reward; and
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The use of markets to determine intellectual property holders’ rewards
critically depends on the assumption that intellectual property rights remain in
force. If the exclusivity that comes with intellectual property rights is lost,
cheaper substitutes for innovations will appear on the market, depriving the
rightsholder of the ability to receive the price she wants from users. In the case
of trade secrets, once a secret is misappropriated, it is impossible to restore the
initial protection. This is especially true if the protected information becomes
public. Similarly, in the case of trademarks, infringements can produce
reputational harms that go well beyond the loss of exclusivity. For example, if
an infringer uses the term Louis Vuitton with respect to the offerings of cheap
fashion accessories, the misappropriation may irreparably harm consumers’
perceptions of the brand. In the case of copyright and patent infringements, if a
court refuses to award injunctive relief, copyright and patent holders may not be
able to control the price of their intellectual works, since the exclusivity they
were meant to have is lost.

In all cases of infringement of intellectual property rights, the court will have
to step into the fray and determine ex post the compensation to be awarded to
the rightsholder. The problem is that without a market benchmark, it is much
easier to state the task than to perform it. The very infringement that puts the
case in front of the court also deprives the court of the mechanism by which the
value of the right should be assessed, leaving the courts grappling with a
mammoth challenge that is unique to intellectual property cases. What makes
the challenge even greater is the fact that judges do not have clear guidance as
to which interests intellectual property law is supposed to protect, as we
demonstrate in the next Section.

C. From Rights to Remedies & from Expectation to Reliance

Based on the structure of the intellectual property regime and intellectual
property rights, it is easy to understand the dominance of the expectation interest
in guiding intellectual property remedies. Thus, it makes intuitive sense to
structure intellectual property remedies in the same way as intellectual property
rights—according to the measures of expected profits. This would be the
“expectation interest” in intellectual property. Protection of the expectation
interest means that, in the case of infringement, the owner is compensated for
their expected lost profits. This protection requires courts to assess the gains of
the creator—an amount represented by the difference between her creation and
marketing costs and the revenues from sales of her creation.?? For example, in
the case of trade secret misappropriation, protection of the trade secret holder’s

because it is paid by the very persons to whom the service is rendered, the consumers of the
commodity.”).

92 Mark A. Lemley, Distinguishing Lost Profits from Reasonable Royalties, 51 WM. &
MARY L. REV. 655, 657 (2009) (explaining elements patentees show to prove lost profits).
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expectation interest involves granting her the profits she would have made from
the use of the secret over time.”?

Upon closer inspection, however, the choice of protecting the expectation
interest in cases of intellectual property infringement merits further scrutiny.
Part of the appeal of intellectual property rights is the simple mechanism they
provide for valuing intangible assets through the market.”* But this evaluation
mechanism, one that works so well for intellectual property rights, becomes
completely useless when it comes to intellectual property remedies. If the state
offers an inventor an exclusive patent, the inventor can then profit from licensing
or sales,”” thereby using the market to evaluate the invention with no need for
the state to determine its value. But once the patent is infringed, this market
mechanism loses its advantages: The inventor is no longer able to profit from
the invention under patent protection, so the value of this right is no longer
obvious. Thus, protection of the expectation interest requires the court to
speculate as to the profit the patent holder might have made, if infringement did
not occur.?® The court is therefore required to construct a counterfactual scenario
and engage in speculative evaluation of the patent.?” This is precisely what the
intellectual property regime sought to avoid by adopting a mechanism of
intellectual property rights, accompanied by the ability to profit from these
rights.?® Duplicating the protection of expected profits into the realm of remedies
therefore makes little sense, as the key reason for choosing this mechanism is no
longer relevant.”

But protection of the expectation interest is not the only way to provide
appropriate levels of protection to intellectual property owners. Expected profits
from intangible assets are only a mechanism for the easy measurement of the
value of intangible assets. But the core goal of intellectual property law is
different: to encourage investment in intangible assets.!®® Thus, investment in

93 See 18 U.S.C. § 1836(b)(3)(B)(ii) (stating upon misappropriation of trade secret, court
may award “in lieu of damages measured by any other methods, the damages caused by the
misappropriation measured by imposition of liability for a reasonable royalty for the
misappropriator’s unauthorized disclosure or use of the trade secret”).

%4 See Eur. Union Intell. Prop. Off., supra note 82, at 17 (describing appeal of intellectual
property rights for businesses seeking to “exploit[] their intangible assets”).

95 See supra Section L.B.

% See Tun-Jen Chiang, The Paradox of IP, 30 HaRv. J.L. & TECH. 9, 9-10 (2017) (“[T]he
IP system is supposed to automatically match reward to contribution through market
valuation. . . . [y]et judges in fact routinely calibrate IP rewards.”).

97 See id. at 10 (“To be sure, these (often unstated, implicit, and unconscious) judicial
estimates of social value are highly imperfect . . . .”); Lemley, supra note 92, at 657.

%8 See Benjamin N. Roin, Intellectual Property Versus Prizes: Reframing the Debate, 81
U. CHL L. REv. 999, 1027 (2014) (“The intellectual property system uses consumers’
willingness to pay as the measure of social value on which to base incentives.”).

9 See de Laat, supra note 88, at 370.

100 See LANDES & POSNER, supra note 61, at 20 (“Socially desirable investments
(investments that yield social benefits in excess of their social costs) may be deterred if the
creators of intellectual property cannot recoup their sunk costs.”).
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R&D is made in reliance on the prospect of a patent and the possibility of legal
protection for their investment.!”! Writers and musicians similarly rely on
copyright protection when investing in their work.!9? Trade secret owners, for
their part, strive to develop methods and means to improve the efficiency of their
venture.!%> And businesses invest in the creation of trademarks and trade dresses
to signal the high quality of products and services to consumers.!®* These
investments represent not only the primary goal of intellectual property law, but
also an important interest of owners of intangible assets. Such investments can
serve as the basis for intellectual property remedies law. If the owner’s right was
infringed, requiring the court to evaluate the profits obtainable from the patent
is a futile insistence on a mechanism that no longer offers any advantages. Upon
infringement, it makes far more sense to adopt a different measure—one that
makes the rightsholder’s interest easy to evaluate. The reliance interest fits this
bill.

We suggest that the reliance interest in intellectual property law is represented
by the expenditures creators incur in the process of producing their intellectual
property and cannot be recouped due to the infringement. As is the case in other
areas of the law, protection of the reliance interest involves placing the
rightsholder in the place she was in prior to the unwanted event of
infringement.'% For example, in the case of a patent infringement, protection of
the inventor’s reliance interest would likely require compensation in the amount
of her R&D, patent registration fees, and any commercialization or marketing
expenditures.

Adopting the reliance interest as the primary measure of intellectual property
remedies fits the best evidence principle, according to which courts should

101 See Graham et al., supra note 81, at 1304-07 (examining various sources of startup
development and finding “patenting plays a more substantial role in supporting many different
species of entrepreneurial capital investment,” specifically when attracting potential
investors).

102" See LANDES & POSNER, supra note 61, at 40.

103 See Richard A. Epstein, The Constitutional Protection of Trade Secrets Under the
Takings Clause, 71 U. CHL L. REv. 57, 57 (2004) (“In many ways, the logic for protecting
trade secrets parallels that for protecting patents and copyrights. People will not develop
certain forms of information at private cost if the benefits of that information can be
immediately socialized by the unilateral actions of others.”); Robert G. Bone, 4 New Look at
Trade Secret Law: Doctrine in Search of Justification, 86 CALIF. L. REV. 241, 262 (1998)
(“The incentive-based argument is one of the most frequently invoked in the trade secret
literature today. Moreover, it is well-established as the principal economic justification for
intellectual property rights in general.” (footnote omitted)).

104 See LANDES & POSNER, supra note 61, at 168 (“The value of a trademark to the firm
that uses it to designate its brand is the saving in consumers’ search costs made possible by
the information that the trademark conveys or embodies about the quality of the firm’s
brand.”).

105 Fuller & Perdue, supra note 1, at 54 (arguing one intended purpose of awarding reliance
damages is to “put [the promisee] in as good a position as he was in before the promise was
made”).
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always prefer clear and verifiable evidence over vague evidence that is difficult
to prove.!% Thus, courts should prefer measuring intellectual property remedies
based on actual investments, for which evidence can be produced, and not on
hypothetical profits, for which no actual documentation exists. At the very least,
reliance is another alternative worth considering when designing intellectual
property remedies, in the same way that it is available as a basis for contract
remedies.'’

II. COMPARATIVE ANALYSIS

This Part explores the practical advantages of measuring recovery in
intellectual property disputes based on the reliance interest. First, we show that
reliance-based remedies offer a simple and accurate measure for recovery and
allow courts a straightforward mechanism for determining the scope of
compensation.!® While this is a fundamental requirement for successful
adjudication, we demonstrate that other measures of recovery fail in this simple
task.!% Second, we show that reliance-based recovery especially helps solve
intellectual property “hard cases,” in which other remedies seem to lead to a
dead end.!1?

A. Measuring Recovery

This Section analyzes the problem of providing an accurate measure for
intellectual property remedies. As we demonstrate below, existing intellectual
property rules fail in this basic task, and do not provide a mechanism under
which it is possible to measure recovery for infringement in a simple and
accurate way. Of course, an accurate and easily operable measure for recovery
is a prerequisite for achieving the goals of intellectual property law. As we show
here, recovery measured according to the reliance interest is easy to measure
accurately, provides fair levels of recovery, and offers reasonable levels of
deterrence against intellectual property infringement.

1. Measuring Expectations: Lost Profits & Reasonable Royalties

When basing remedies on the expectation interest, it is impossible to provide
an accurate measure of recovery. The reason for this is simple: Measuring
recovery according to the expectation interest necessitates an investigation into
a hypothetical state of the world in which the plaintiff’s right was not

16 See Dale A. Nance, The Best Evidence Principle, 73 Iowa L. REvV. 227, 227 (1988)
(arguing best evidence principle is “principle of evidence law that a party should present to
the tribunal the best evidence reasonably available on a litigated factual issue”).

107 See RESTATEMENT (SECOND) OF CONTRACTS § 349 (A.L.I. 1981) (listing “damages
based on [a party’s] reliance interest” as “an alternative” to damages based on party’s
expectation interest).

108 See infia Section I1.A.4.

109 See infia Sections 1L.A.1-3.

110 See infia Section I1.B.
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infringed.!"! As this is a counterfactual scenario, there is no real way for the
court to know what would have happened if infringement never took place.
Therefore, there is also no way for the court to provide an accurate measure for
recovery. We illustrate this general claim by analyzing two expectation-based
remedies: actual damages and reasonable royalties.

Actual damages are available in all intellectual property regimes, with
necessary differences between regimes.!'> Damages are usually understood as
aiming to protect the expectation interest by compensating intellectual property
rightsholders for the direct financial losses they have suffered as a result of the
infringement, typically with regard to lost profits.!!3

Expected lost profits represent the difference between the hypothetical profits
a rightsholder would have made absent infringement and the actual profits given
infringement.!'* To be eligible for compensation for lost profits, a rightsholder
typically must prove a causal connection between infringement and the loss of
expected profits.!!> In patent law, this typically requires the rightsholder to show
the following elements: (1) demand for the patented product, (2) the absence of
a non-infringing alternative to the patented product, (3)the patent holder’s
ability to make and sell additional units, and (4) a reasonable estimation of the

1 See Melvin A. Eisenberg & Brett H. McDonnell, Expectation Damages and the Theory
of Overreliance, 54 HASTINGS L.J. 1335, 1336 (2002) (“The basic remedy for breach of
contract is expectation damages, that is, damages measured by the amount required to put the
injured party into the position she would have been in if the contract had been performed.”
(emphasis added)).

112 See Daniel N. Kassabian, Researching Remedies in Intellectual Property Actions
Involving Computer Technology: A Research Guide, 9 MICH. TELECOMMS. & TECH. L. REv.
65, 69 (2002) (“Although copyright law, patent law, trademark law and trade secret law are
all rooted in the notion that the intangible result of a person’s work should be afforded the
same protection as tangible property, the manner in which each type of IP law achieves this
objective differs tremendously.”).

113 For an explanation of what actual damages represent in the patent context, see John C.
Jarosz & Michael J. Chapman, The Hypothetical Negotiation and Reasonable Royalty
Damages: The Tail Wagging the Dog, 16 STAN. TECH. L. REv. 769, 773-74 (2013), and see
also Procter & Gamble Co. v. Paragon Trade Brands, Inc., 989 F. Supp. 547, 600 (D. Del.
1997) (“A determination of lost profits or an established royalty are methods of assessing the
actual damages suffered by the patentee.”).

114 See Gregory K. Leonard & Lauren J. Stiroh, 4 Practical Guide to Damages, in
ECONOMIC APPROACHES TO INTELLECTUAL PROPERTY: POLICY, LITIGATION, AND
MANAGEMENT 27, 27 (Gregory K. Leonard & Lauren J. Stiroh eds., 2005) (explaining
calculation of expected lost profits for damages); Jarosz & Chapman, supra note 113, at 774
(“Lost profits represent the difference between the ‘but-for’ profits the patent holder would
have realized had there been no infringement and the ‘actual’ profits the patent holder realized
(or will realize) in the presence of the infringement.”).

115 See Grain Processing Corp. v. Am. Maize-Prods. Co., 185 F.3d 1341, 1349 (Fed. Cir.
1999) (“To recover lost profits, the patent owner must show ‘causation in fact,” establishing
that ‘but for’ the infringement, he would have made additional profits.”); Rite-Hite Corp. v.
Kelley Co., 56 F.3d 1538, 1545 (Fed. Cir. 1995) (finding “patentee need only show that there
was a reasonable probability that the sales would have been made ‘but for’ the infringement”
to recover lost profits).
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patent holder’s profit rate from additional sales.!'® Damages can be measured in
a similar way in other areas of intellectual property law,!!” with the necessary
changes.!18

This formulation makes the difficulty in assessing actual damages bluntly
clear: To assess actual damages, the court must know the level of profits the
plaintiff would have obtained if the intellectual property right was not
infringed.'"® By definition, this value is impossible to know with certainty once
the right is infringed. The court can make an educated guess, but it is at best just
that—a guess.

Reasonable royalties offer another measure for recovery in intellectual
property law, and are also meant to protect the expectation interest.'?® This
remedy is commonly used in patent law to offer an alternative to compensation
for lost expected sales.!?! This remedy is used to compensate rightsholders for
the “lost opportunity to obtain a reasonable royalty that the infringer would have

116 See Panduit Corp. v. Stahlin Bros. Fibre Works, Inc., 575 F.2d 1152, 1156 (6th Cir.
1978) (discussing statutory requirements for rightsholder to succeed and receive lost profits);
see also DUSA Pharms., Inc. v. Biofrontera Inc., 495 F. Supp. 3d 21, 29 (D. Mass. 2020)
(listing elements for patentee to demonstrate under Panduit test); Jarosz & Chapman, supra
note 113, at 774 (same).

117 See, e.g., United States v. Babichenko, No. 1:18-CR-00258, 2023 WL 5613545, at *2
(D. Idaho Aug. 30, 2023) (describing how “[i]n cases involving intellectual property
infringement, the victim’s actual loss is typically the victim’s lost profit from sales because
customers purchased the defendant’s goods while believing they were buying from the
victim,” so courts must determine “how many sales the counterfeiters diverted from the
victim” to calculate damages); Talavera Hair Prods., Inc. v. Taizhou Yunsung Elec. Appliance
Co., No. 18-CV-00823, 2022 WL 2134606, at *4 (S.D. Cal. June 14, 2022) (noting for both
copyright and trademark law, plaintiff required “to prove only the defendant’s sales” for
recovery based on infringer’s profits).

118 See, e.g., Cacique, Inc. v. Stella Foods, Inc., No. B139433, 2002 WL 705675, at *6
(Cal. Ct. App. Apr. 24, 2002) (describing how lost profits in trade secret context can turn on
business factors specific to misappropriation, such as whether “owner did not make sales that
were diverted to the wrongdoer, or the owner incurred increased expenses in connection with
the sales that it did make, or the owner cut its prices to compete with the wrongdoer” (citing
Lam, Inc. v. Johns-Manville Corp., 718 F.2d 1056, 1065 (Fed. Cir. 1983))).

119 See Panduit, 575 F.2d at 1156; see also WesternGeco LLC v. ION Geophysical Corp.,
585 U.S. 407,417 (2018) (noting patent holder is entitled to recover “difference between [its]
pecuniary condition after the infringement, and what [its] condition would have been if the
infringement had not occurred” (emphasis added) (quoting Aro Mfg. v. Convertible Top
Replacement Co., 377 U.S. 476, 507 (1964))); Grain Processing, 185 F.3d at 1350
(“Reconstructing the market, by definition a hypothetical enterprise, requires the patentee to
project economic results that did not occur.”).

120 Lucent Techs., Inc. v. Gateway, Inc., 580 F.3d 1301, 1324 (Fed. Cir. 2009) (“Two
alternative categories of infringement compensation are the patentee’s lost profits and the
reasonable royalty he would have received through arms-length bargaining.”).

121 See Jarosz & Chapman, supra note 113, at 775 (“In contrast to ‘actual’ damages
(eligibility for which must be demonstrated), reasonable royalty damages may be available to
an injured patent holder even if it is unable to prove any actual competitive injury as a result
of the alleged infringement.”).
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been willing to pay if it had been barred from infringing.”'?> This remedy is
often viewed as the established royalty rate that a licensee would pay for the
rights to the patented invention in a hypothetical negotiation.!'?? It protects the
expectation interest by seeking to provide the rightsholder with the lost expected
profits they would have obtained through royalties if infringement had not
occurred.

Reasonable royalties do not provide an accurate measure of recovery for the
same reason that any remedy measured according to the expectation interest
cannot do so: it requires hypothesizing about a counterfactual scenario in which
infringement did not occur.!>* Imagining it is an intriguing exercise, but it is
based on purely fictional scenarios.

2. Measuring Restitution: Disgorgement of Profits

Disgorgement of profits is another important remedy for intellectual property
infringement. This remedy has a long history in intellectual property litigation
and goes back to at least the nineteenth century.!?> The status of disgorgement
in different areas of intellectual property law has also changed and developed
over the years,'?¢ with its dominance rising and falling periodically in different

122 AstraZeneca AB v. Apotex Corp., 782 F.3d 1324, 1334 (Fed. Cir. 2015); Jarosz &
Chapman, supra note 113, at 776 (“Reasonable royalty damages initially were conceived of
by courts seeking to determine and award damages in situations where a patent holder who
had proven infringement was unable to provide adequate proof of actual damages.”).

123 See Michael Risch, (Un)Reasonable Royalties, 98 B.U. L. REv. 187, 189 (2018) (“In
1970, courts began to use the hypothetical negotiation rule, which viewed the reasonable
royalty as a byproduct of what the parties might have agreed to if they had actually
negotiated.”); see also Mark A. Glick & David G. Mangum, The Economics of Reasonable
Royalty Damages: The Limited, Proper Role of the So-Called “Analytical Method,” 49 J.
MARSHALL L. REv. 1, 10 (2015) (describing hypothetical negotiation between licensor and
licensee as accepted means of calculating reasonable royalty).

124 See Georgia-Pacific Corp. v. U.S. Plywood Corp., 318 F. Supp. 1116, 1121 (S.D.N.Y.
1970) (“The rule is more a statement of approach than a tool of analysis. It requires
consideration not only of the amount that a willing licensee would have paid for the patent
license but also of the amount that a willing licensor would have accepted.” (emphasis
added)); see also Radio Steel & Mfg. v. MTD Prods., Inc., 788 F.2d 1554, 1557 (Fed. Cir.
1986) (“The determination of a reasonably [sic] royalty . . . is based not on the infringer’s
profit, but on the royalty to which a willing licensor and a willing licensee would have agreed
at the time the infringement began.”).

125 See Risch, supra note 123, at 193-95 (examining cases from nineteenth century, when
“lo]nly actual damages were allowed at law before a jury: the plaintiff’s lost profits, either
through sales or loss of actual licensing activity”); see also Andrew F. Halaby & Patrick W.
Kelly, Disgorgement of Profits as a California Breach of Contract Remedy: Intellectual
Property and Other Guideposts, 19 U.C. DAvis Bus. L.J. 151, 154 (2019) (“[DJisgorgement
of profits has a long, broad history as a remedy for intellectual property infringement . . . .”).

126 See Trent P. Fisher Enters. v. SAS Automation, LLC, No. 3:20-CV-216, 2023 WL
8358982, at *4 (S.D. Ohio Nov. 13, 2023) (“Indeed, the Sixth Circuit and other Courts of
Appeals have found no Seventh Amendment right to a jury on the issue of profits
disgorgement in other types of intellectual property cases, such as trademark and trade secrets



828 BOSTON UNIVERSITY LAW REVIEW [Vol. 106:807

intellectual property claims. The disgorgement remedy is often explained in
relation to the law of unjust and wrongful enrichment.'?” Generally,
disgorgement of profits has been employed across intellectual property regimes:
trademark law, trade secret law, copyright law, design patent law, and utility
patent law.'28 Of course, there are also important differences between the
application of disgorgement across the areas of intellectual property law.'?°

The disgorgement remedy seeks to take from the defendant all profits they
made by infringing on the plaintiff’s intellectual property right.!*° In doing so,
the disgorgement remedy protects the restitution interest and prevents unjust
enrichment. Specifically, disgorgement aims to strip from the infringer any
profits that can be attributed to the wrongdoing and give them to the legitimate
rightsholder.!3! By stripping infringers of their profits, disgorgement is meant to
eliminate any incentive to infringe on intellectual property rights. Disgorgement
is not designed to be punitive and does not aim to leave the infringer in a worse
position than they would have been in but for infringement.!3?

disputes.”); see also Pamela Samuelson, John M. Golden & Mark P. Gergen, Recalibrating
the Disgorgement Remedy in Intellectual Property Cases, 100 B.U. L. REv. 1999, 2009
(2020) (“Courts in trademark cases have developed some plaintiff-friendly rules that structure
and channel the process of assessing disgorgement awards so that amounts awarded are
relatively determinate.”); id. at 2064 (noting Congress’s 1952 recodification of design-patent
disgorgement remedy eliminated prior requirement of “knowing infringement”).

127 See, e.g., Samuelson et al., supra note 126, at 2003 (analyzing “extent to which
disgorgement rules . . . are consistent (or not) with traditional principles of restitution and
unjust enrichment”).

128 See id. at 2003-05 (discussing availability of disgorgement of profits across various
areas of intellectual property law); see also Pamela Samuelson & Mark Gergen, The
Disgorgement Remedy of Design Patent Law, 108 CALIF. L. REV. 183, 184 (2020) (discussing
emergence of legislative remedy in form of disgorgement of profits).

129 See Samuelson et al., supra note 126, at 2003 (“Some readers may be surprised to learn
just how starkly different are the disgorgement rules of IP regimes.”).

130 See RESTATEMENT (THIRD) OF RESTITUTION & UNJUST ENRICHMENT § 51(4) (A.L.L
2011) (“[T]he unjust enrichment of a conscious wrongdoer . . . is the net profit attributable to
the underlying wrong.”); see also Samuelson et al., supra note 126, at 2003 (“Unlike awards
of actual damages, which aim to compensate plaintiffs for harms suffered because of a
defendant’s wrongdoing, disgorgement awards seek to deter wrongdoing by stripping
defendants of profits attributable to the wrong.”); Avco Corp. v. Turner, No. 21-2750, 2022
WL 2901015, at *3 (3d Cir. July 22, 2022) (“[DJisgorgement need not be a refund of fees
paid; it can, for example, consist of an accounting of profits wrongfully made. According to
its definition, after all, disgorgement centers on the wrongdoer’s gain, not the plaintiff’s
loss . . ..” (footnote omitted)).

31 See Samuelson & Gergen, supra note 128, at 186 (explaining “purpose of
disgorgement”).

132 Jd. (“Disgorgement eliminates the incentive to engage in the wrongful conduct without
punishing the wrongdoer. This remedy generally puts wrongdoers in no worse position than
if they had not committed the wrong.”); RESTATEMENT (THIRD) OF RESTITUTION & UNJUST
ENRICHMENT § 51(4) (A.L.I. 2011) (“The object of restitution in such cases is to eliminate
profit from wrongdoing while avoiding, so far as possible, the imposition of a penalty.”).
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Supposedly, the disgorgement remedy avoids the difficulties of measuring
recovery under the remedies of actual damages and reasonable royalties. It is
centered upon events that did in fact occur—the profits the defendant actually
obtained through infringement—rather than a counterfactual scenario. Yet, upon
closer inspection, it becomes clear that the disgorgement remedy suffers from
the exact same problem as actual damages.

The reason for this is that the disgorgement remedy is measured according to
the extra profits the defendant obtained by infringing on the plaintiff’s right.!33
Therefore, the disgorgement remedy is calculated based on the difference
between the defendant’s profit following the infringement and the defendant’s
profit had infringement not occurred.'** This calculation also requires the
construction of a hypothetical scenario in which infringement did not take place.
This is exactly the same problem the court would encounter under actual
damages, but in reverse. Thus, under all profits-based remedies, whether focused
on the defendant’s or plaintiff’s profits, a realistic evaluation of the remedy is
virtually impossible, as it necessitates a comparison between the actual state of
an event and an unrealized scenario.

3. Fixed Recovery: Statutory Damages & Injunctions

One way to overcome the difficulty in measuring the expectation interest is
by offering fixed recovery: recovery that is not measured according to the
specific facts of the case. The advantage here is clear, as the application of the
remedy is easy and requires no evaluation of the parties’ rights.!>> The
disadvantage is equally clear: Fixed remedies granted with no clear connection
to the value of the parties’ rights are almost certain to prove unfair and
inefficient, either over- or undercompensating the plaintiff.!3¢ Remedies offering
fixed recovery include, for instance, statutory damages and injunctive relief.

133 See Roy Baharad, The Uneasy Case for Copyright Disgorgement, 77 FLA. L. REV. 1669,
1680 (2025) (highlighting disgorgable profits are “complementary revenues,” i.e., “any
additional earnings made by the infringer that are not part of rightsholders’ lost profits”);
Samuelson & Gergen, supra note 128, at 186 (“The logic of disgorgement requires the
adjudicator to engage in counterfactual analysis . ...If the wrongful conduct made the
defendant better off financially, the extent of the extra benefit is the maximum amount that
should be disgorged.” (emphasis added)).

134 See Samuelson & Gergen, supra note 128, at 186; Samuelson et al., supra note 126, at
2027 (“By definition, disgorgement reflects a measure of the infringer’s gains, which may be
over- or undercompensatory relative to a measure of harm to the right holder.”).

135 See Pamela Samuelson & Tara Wheatland, Statutory Damages in Copyright Law: A
Remedy in Need of Reform, 51 WM. & MARY L. REv. 439, 446 (2009) (noting statutory
damages have been used when difficult to prove how much damage was actually suffered
because of infringement).

136 See id. at 441 (“Awards of statutory damages are frequently arbitrary, inconsistent,
unprincipled, and sometimes grossly excessive.”).
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Consider first the remedy of statutory damages.!37 Statutory damages offer an
alternative to actual damages and are widely employed in response to copyright
infringement.!3® The use of statutory damages aims to eliminate the costly
requirements of proving actual lost profits and causation.!? In many cases,
proving actual damages is extremely costly, or simply impossible.!*? Even if
proving actual lost profits is possible, it can be highly inaccurate, leading to
distortions in actual compensation and in the parties’ incentives. Conversely, to
be entitled to statutory damages, the plaintiff only needs to prove
infringement.'4!

Statutory damages aim to assist individual plaintiffs who may lack the
resources necessary to go through the costly process of proving harm and

137 See, e.g., 17 U.S.C. § 504(c) (allowing court to award between $750 and $150,000 per
copyright infringement); see also Sande Buhai, Statutory Damages: Drafting and
Interpreting, 66 U. KAN. L. REv. 523, 523 (2018) (remarking one may be entitled to statutory
damages “without having to prove the amount, or more commonly even the existence, of
actual damages under ordinary common law principles”).

138 See 17 U.S.C. § 504(c)(1) (stating copyright owner may choose to recover statutory
damages rather than actual damages before final judgment); James B. Astrachan, An Award
of Statutory Damages Under the Copyright Act for Post-Registration Infringements? It
Depends., 72 DRAKE L. REV. DISCOURSE 1 (2022) (“In many cases of copyright infringement,
the plaintiff is only able to afford to bring an action for infringement if they are entitled to ask
the court to award statutory damages....”); Benjamin K. Brady, Roy Germano &
Christopher Jon Sprigman, Statutory Damages Under the Copyright Act: An Empirical Study,
2022 MicH. ST. L. REV. 1179, 1185 (“Congress has established an unusual system of remedies
for copyright infringement. Under § 504 of the Copyright Act, a victorious copyright plaintiff
may choose between actual damages or, for plaintiffs that have timely registered their
copyright claims, statutory damages.” (footnote omitted)).

139 See Ben Depoorter, Copyright Enforcement in the Digital Age: When the Remedy Is the
Wrong, 66 UCLA L. REv. 400, 403 (2019) (“By eliminating the burden to prove harm,
statutory damages enable the pursuit of meritorious infringement claims that otherwise would
be out of reach for cash-strapped plaintiffs.”).

140 See id. at 414 (“This difficulty of proving actual damages convinced Congress that the
promise of a statutory award is necessary to enable copyright holders to enforce their rights
in ways that will provide a deterrent to potential infringers.”); Ben Sheffner,
Unconstitutionally Excessive Statutory Damage Awards in Copyright Cases, 158 U. PA. L.
REv. PENNUMBRA 53, 61 (2009) (“In many copyright cases . . . it is impossible to compare
actual to statutory damages because. .. it is difficult or impossible to measure actual
damages. Indeed, statutory damages exist in part to relieve copyright owners of the burden of
proving up actual damages where, as a practical matter, they cannot.”).

141 See Depoorter, supra note 139, at 402-03 (“The Copyright Act does not require that a
copyright holder provide evidence of harm from infringement in order to recover damages.
Once infringement has been established, a copyright holder can elect to receive a statutory
damage award.” (footnote omitted)); see also Brady et al., supra note 138, at 1187 (“Plaintiffs
seeking statutory damages ordinarily are not required to offer evidence establishing their
actual damages or defendant’s profits from infringement, and in fact, some courts have held
that an award of statutory damages has no necessary connection to the damages a plaintiff
actually suffered.”).
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causation.'#? This is important to assure desirable levels of deterrence against
infringement.!43 Of course, the difficulty in such damages is that they can easily
lead to over-deterrence when used by corporate plaintiffs against individual
infringers.!#* Thus, statutory damages are often employed by music industry
firms to sanction accidental infringement by internet users.'4’

The legal framework establishing statutory damages can be found in
Section 504(c) of the 1976 Copyright Act.!4¢ Section 504(c) states that statutory
damages are an alternative to actual damages and sets statutory damages
between $750 and $30,000 per infringement.'*” Courts enjoy wide discretion
when choosing between types of damages and whether to apply statutory
damages; in making these decisions they can consider various factors, including
the intentionality of the infringement.!48

Statutory damages have become highly controversial in recent years,'# as
scholars increasingly believe this remedy is being abused by sophisticated

142 See Depoorter, supra note 139, at 414 (“Even after successfully demonstrating
infringement, plaintiffs often faced significant expense in proving harm. Thus, the costs of
proving injury might outweigh the actual harm of infringement for many smaller claim
copyright disputes. As a result, copyright holders in small claim disputes do not have a
financial incentive to bring suit.” (footnote omitted)).

143 See id. at 414-15 (“The accepted wisdom is that without statutory damages, too many
infringements might go unenforced, which would threaten to erode the creative incentives
that the Copyright Act seeks to protect.”).

144 See id. at 415 (discussing file-sharing network litigation where corporate plaintiffs
often can secure “excessive court awards” through statutory damages); Jeffrey Stavroff,
Damages in Dissonance: The “Shocking” Penalty for lllegal Music File-Sharing, 39 Cap. U.
L.REV. 659, 716 (2011) (“The Copyright Act applies too much deterrence to the wrong group
of people—noncommercial parties who receive little to no pecuniary gain from their
conduct.”).

145 An example is copyright trolls. Stavroff, supra note 144, at 660-61 (“Because the
digital marketplace has made policing copyrights and placing an ‘actual’ value on injury from
copyright infringement increasingly difficult, copyright owners in music-related copyright
infringement lawsuits have opted for statutory damages in lieu of actual damages. . . . In an
era where downloading a song is as simple as double-clicking a mouse, individuals who
download music from file-sharing networks have been and continue to be subjected to severe
statutory damages penalties.”); Shyamkrishna Balganesh, The Uneasy Case Against
Copyright Trolls, 86 S. CAL. L. REv. 723, 732 (2013) (“Copyright troll refers to an entity
whose business revolves around the systematic legal enforcement of copyrights in which it
has acquired a limited ownership interest.”).

146 17 U.S.C. § 504(c).

147§ 504(c)(1).

148 See, e.g., § 504(c)(2) (allowing courts to award, with discretion, up to $150,000 where
“infringement was committed willfully”); Depoorter, supra note 139, at 410-14 (explaining
statutory damage framework provides courts flexibility to award damages within range or
further increase damages for willful infringement).

149 Depoorter, supra note 139, at 400-04 (acknowledging statutory damages are
“controversial” and growing sentiment that damages in Copyright Act of 1976 not suited for
modern day copyright challenges).
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commercial plaintiffs.!>® Copyrighted materials are readily accessible online,
and private individuals can easily find themselves infringing on copyrighted
works without intending to do so, or even without realizing they did.!>! Statutory
damages are readily available in such cases,'>? with no need to prove actual
harm.'>? This means firms can easily threaten individuals with high-sum suits
and push them into costly settlements.!>* This is especially true for uninformed
individuals and those for whom it is prohibitively costly to secure counsel.'>>
These problems have led scholars to criticize the wide availability of statutory
damages,'>® as this remedy increasingly appears to be a cash cow for
opportunistic plaintiffs.!57

Statutory damages, by definition, can be given despite there being no relation
to the harm caused by the infringement. This lack of relationship means that
large damages amounts can be granted even when there is little harm to the
plaintiff.’>® In such cases, intellectual property law fails to serve the goal of

150 See id. at 446 (“Section 504(c) has created fertile ground for copyright trolls and other
opportunistic enforcement business models. . . . Removing the elective statutory option in
these circumstances would effectively eliminate a subset of potentially opportunistic
applications of the statutory damage framework.”).

151 See Abraham Bell & Gideon Parchomovsky, Restructuring Copyright Infringement, 98
Tex. L. REv. 679, 708 (2020) (“Users, however, are often unaware of the existence of
limitations and restrictions on the use of content or simply miscomprehend them.
Furthermore, they are sometimes implicated in infringement activities by trusted third parties,
such as web designers.”).

152 See supra note 141 and accompanying text. But see Depoorter, supra note 139, at 411
(explaining Section 504(c)(2) allows for decreased statutory damages where infringer can
demonstrate they were “either unaware or without reason to believe that they were committing
copyright infringement,” but “courts rarely apply the reduced statutory award provision”).

153 Id. at 402-03.

154 See James DeBriyn, Shedding Light on Copyright Trolls: An Analysis of Mass
Copyright Litigation in the Age of Statutory Damages, 19 UCLA ENT. L. REV. 79, 110 (2012)
(“[BJecause statutory damages give copyright holders the incentive to litigate over such small
losses, removing the incentives would relieve courts from a flood of litigation. Furthermore,
plaintiffs could not use the threat of outlandish statutory damages to force settlement and
thereby reduce the possibility of negotiation.” (footnote omitted)); Depoorter, supra note 139,
at 407-08 (“[R]emedy overclaiming in copyright serves strategic purposes. For instance, by
highlighting the outer range of enhanced statutory awards in complaints, plaintiffs leverage
the risk aversion of defendants to induce generous settlement concessions.”).

155 See Depoorter, supra note 139, at 408.

156 See, e.g., id. at 415 (highlighting growing “perception among commentators . . . that
statutory damages have set the path for excessive court awards in copyright law”).

157 See Thomas F. Cotter, Standing, Nominal Damages, and Nominal Damages
“Workarounds” in Intellectual Property Law After TransUnion, 56 U.C. DAvIS L. REv. 1085,
1128-29 (2023) (illustrating statutory damages against infringing individual may outweigh
actual injury or fair market value of license).

158 See Buhai, supra note 137, at 525 (“Because the case was brought as a class action,
statutory damages were expected to range from a minimum of $198,025,000 to a maximum
0f $1,980,250,000, notwithstanding the fact that plaintiff admitted she had incurred no actual
harm and could not allege any harm to the class.”).
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balancing the plaintiff’s interests against those of consumers, the general public,
and downstream innovators.

In addition to damages, preliminary and permanent injunctions are a key
remedy in intellectual property cases.!>® Plaintiffs may seek preliminary
injunctive relief while the case is being litigated,'®° as litigation may last for
several years.'®! Preliminary injunctions might therefore be necessary to prevent
the defendant from continuing to infringe on the plaintiff’s rights.!%? This form
of preliminary relief is especially important in cases where a patented product
might lose its innovative value by the time the court gives its final decision.!®3
Preliminary injunctions are also a popular option because the evidentiary
threshold for preliminary relief is lower relative to that required for permanent
injunctions.'®* At the same time, the issuance of a preliminary injunction can
strongly affect the outcome of the litigation. When the court grants the plaintiff
preliminary injunctive relief, this sends a strong signal that the plaintiff is well-
positioned to prevail, which sets the ground for settlement favoring the

159 See Thomas L. Creel & Donna M. Praiss, The Revolution in Preliminary Injunctions
Against Patent Infringement, 24 J. MARSHALL L. Rev. 225, 227 (1990) (“In patent
infringement cases, where permanent injunctions are usually requested, patent holders also
typically ask for preliminary relief in their complaint to restrain alleged infringing activity
during the period preceding a final judgment.”); M.A. Cunningham, Preliminary Injunctive
Reliefin Patent Litigation, 35 IDEA: J.L. & TECH. 213, 213 (1995) (“As a general rule, courts
have thus granted petitioners injunctive relief in most intellectual and industrial property
actions upon a clear showing of validity and infringement. Their protection of patents,
however, has traditionally been less enthusiastic.”).

160 See Creel & Praiss, supra note 159, at 227 (“Such preliminary relief is sought at a stage
in the litigation when there is insufficient time to prepare for or to conduct a full hearing on
the permanent injunction.”).

161 John R. Boyce & Aidan Hollis, Preliminary Injunctions and Damage Rules in Patent
Law, 16 J. ECON. & MGMT. STRATEGY 385, 386 (2007) (remarking how complex nature of
patent cases “leads to lengthy trials, which can extend for years”).

162 See Creel & Praiss, supra note 159, at 226.

163 See Boyce & Hollis, supra note 161, at 386 (“A patentee may move for a preliminary
injunction at the beginning of a trial to enjoin an alleged infringer from using the innovation
during the trial. Such an injunction protects the patentee’s interests until the case is decided
on the merits . . . .””); see also Cunningham, supra note 159, at 214 (“As with other equitable
remedies, the issuance of a preliminary injunction is justified only when a legal remedy will
not adequately compensate the movant’s injuries suffered as a consequence of the conduct he
is trying to enjoin.”).

164 See Cunningham, supra note 159, at 224 (explaining patentee need only show
“reasonable likelihood” it can carry burden of proving infringement by preponderance of
evidence and infringer cannot carry burden of showing invalidity by clear and convincing
evidence).
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plaintiff.'®> Preliminary injunctions are quite common in copyright cases, less
commonly granted in trademark cases, and rare in patent cases.!%

Traditionally, it had been thought that a plaintiff who prevails in litigation and
proves patent infringement is automatically entitled to a permanent
injunction.'®” This notion was dismissed by the Supreme Court in 2006 in eBay
Inc. v. MercExchange, L.L.C.'%® The Supreme Court in eBay ruled that a plaintiff
seeking a permanent injunction must satisfy a four-factor test:

A plaintiff must demonstrate: (1) that it has suffered an irreparable injury;
(2) that remedies available at law, such as monetary damages, are
inadequate to compensate for that injury; (3) that, considering the balance
of hardships between the plaintiff and defendant, a remedy in equity is
warranted; and (4) that the public interest would not be disserved by a
permanent injunction. !¢

A recent study shows that despite the introduction of the eBay test, permanent

injunctions are still awarded in the vast majority of cases,'’? particularly when

the plaintiff is a firm that actively uses the patent in its business and competes

165 See Ralph S. Brown, Civil Remedies for Intellectual Property Invasions: Themes and
Variations, 55 LAW & CONTEMP. PROBS. 45, 46-47 (1992) (remarking “plaintiff who gets a
preliminary injunction has a tremendous advantage,” because “court has given a clear signal
that it believes the plaintiff is likely to prevail,” and “grant of the preliminary injunction may
be followed by explicit judicial nudges toward settlement”).

166 See id. at 46 (“Professor Alan Latman tersely summed up the availability of preliminary
injunctions in 1970: ‘In copyright cases, such relief is often close to automatic; in patent cases,
it is close to impossible; in trademarks and unfair competition, it depends.”” (quoting Alan
Latman, Preliminary Injunctions in Patent, Trademark and Copyright Cases, 60 TRADE-
MARK REP. 506 (1970))); see also Mark A. Lemley & Eugene Volokh, Freedom of Speech
and Injunctions in Intellectual Property Cases, 48 DUKE L.J. 147, 158-59 (1998) (“Modern
U.S. courts have treated plaintiffs seeking preliminary injunctions in copyright cases more
favorably than plaintiffs in other areas of law . . . .” (emphasis added)).

167 See Christopher B. Seaman, Permanent Injunctions in Patent Litigation After eBay: An
Empirical Study, 101 Iowa L. REV. 1949, 1961-62 (2016) (“In practice, [there was] a ‘general
rule that courts will issue permanent injunctions against patent infringement.” Only in rare
instances, such as to prevent harm to public health or welfare, did courts deny permanent
injunctions.” (footnote omitted) (quoting MercExchange, L.L.C. v. eBay, Inc., 401 F.3d 1323,
1339 (Fed. Cir. 2005), vacated, 547 U.S. 388 (2000))).

168 547 U.S. 388 (2006); see also Seaman, supra note 167, at 1950; Eric R. Claeys, The
Conceptual Relation Between IP Rights and Infringement Remedies, 22 GEO. MASON L. REV.
825, 825 (2015) (“Before eBay, when IP holders proved that their patents were infringed on,
there was a sense that they could get injunctions against continuing infringement relatively
easily.”).

169 eBay, 547 U.S. at 391.

170 Seaman, supra note 167, at 1969 (remarking even after eBay, “studies have found that
prevailing patentees still receive permanent injunctions approximately three-quarters of the
time”).
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with the defendant.!”! On the other hand, the eBay test has led courts to deny
injunctions when the plaintiffs are other non-practicing entities.!”?

The key problem with injunctive relief is that, much like statutory damages,
it can be granted with no direct relation to the plaintiff’s harm.!”3 Thus,
injunctive relief can completely prevent the defendant from selling its products,
thus leading to higher prices for consumers and costs to society at large. The
problem is that this can happen even if the harm to the plaintiff, caused by the
infringement, is minimal. In this sense, injunctive relief, because it is not clearly
connected to the plaintiff’s harm, can offer protection that goes far beyond any
legitimate interest the plaintiff holds.

4. Measuring Reliance: The New Remedy of Creation Costs

As we demonstrate above, existing remedies fail in the most basic task of
providing a remedy that will protect a legitimate interest of the plaintiff.!”#
Remedies aiming to protect the plaintiff’s expectation interest attempt to assess
the plaintiff’s harm, but provide no real mechanism of doing so. Fixed remedies,
such as statutory damages, forgo the attempt to evaluate the plaintiff’s interest
altogether. If intellectual property law does not provide a valid mechanism for
evaluating the plaintift’s interests, it inevitably fails at its core task of balancing
this interest against the interests of consumers, the public, and downstream
innovators.

Focusing on the reliance interest offers a solution to this problem. Measuring
recovery under the reliance interest does not require investigation into a
counterfactual scenario; rather, courts need only examine the expenditures
already made by the plaintiff.!”> This mechanism is easy to operate and also
makes pragmatic sense. We therefore present a new remedial option that we term
“creation costs.” We define the term “creation costs” broadly to include the cost
of introducing intellectual property assets into markets, namely,
commercialization and advertising expenditures. Thus, in the copyright context,

171 See id. at 2002 (“[Dlistrict courts have applied eBay in a manner that awards permanent
injunctions to operating companies who compete with the infringer in the vast majority of
cases, while simultaneously denying them to most [patent assertion entities] and non-
competitors.”).

172 See FTC, THE EVOLVING IP MARKETPLACE: ALIGNING PATENT NOTICE AND REMEDIES
WITH COMPETITION 256 (2011) (explaining that, immediately following eBay, courts did not
award injunctions to non-practicing patentees, but, as of early 2010, non-practicing entities
were granted injunctions in about half of cases); see also Seaman, supra note 167, at 1970
(observing FTC report found practicing patentees were more likely to receive injunctions over
non-practicing patentees, with many courts relying on reasoning in Justice Kennedy’s
concurrence).

173 See Cunningham, supra note 159, at 225 (noting Federal Circuit employs rebuttable
presumption of irreparable harm when determining whether to grant preliminary injunction,
but application of this presumption has varied across courts).

174 See supra Section 11.A.3.

175 See supra note 8 and accompanying text.
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the relevant benchmark is the cost of authorship and distribution. In the case of
patent law, creation costs are represented by investment in R&D and marketing.
The creation costs of trademarks and trade dresses are measured by the
investment in design and advertising. And with respect to trade secrets, creation
costs comprise the investment in the creation of know-how and its protection.

B. Hard Cases

In this Part, we show that recovery measured according to the reliance interest
is not only easy to evaluate accurately, but also fits with the goals of intellectual
property law, helping solve the most difficult intellectual property disputes.
Intellectual property law aims to balance two conflicting goals. On the one hand,
it seeks to provide protection to owners of intangible assets, in order to
incentivize innovation and investment in such assets. On the other hand,
intellectual property law seeks to allow non-owners maximal ability to enjoy
intangible assets, promoting the interests of consumers, downstream innovators,
and the general public. These two conflicting goals are always difficult to
balance; in intellectual property “hard cases,” balancing seems nearly
impossible. In such cases, deciding for the plaintiff will decimate the defendant’s
market, offering no protection to the public.!’® Symmetrically, deciding for the
defendant will leave owners of intangible assets with no protection. We argue
that this current feature of intellectual property law originates with the inflexible
nature of intellectual property remedies. More important, we show that reliance-
based recovery offers a middle ground solution, and a new way to approach
intellectual property hard cases. Based on this analysis, we call to extend this
form of remedy to the other major areas of intellectual property law: copyright,
trademarks, and patents. As we show, in each field, the reliance interest offers
fair and efficient solutions to intellectual property’s hardest cases—solutions
that are unavailable if courts exclusively stick to the expectation interest.!””

1. Copyright

Reliance-based recovery can help solve the hard cases of copyright law. The
principle undergirding the remedy—allowing rightsholders to recover
development costs—applies with equal force to copyright infringement cases.
As an illustration, consider the case of Google.!’® Oracle alleged that Google
impermissibly appropriated 11,500 lines of its Java source code,!” and sought
to recover $8.8 billion in damages.'8? After an extended litigation process that

176 See infra Section I1.B.1.

177 See infia Section I1.B.

178 Google LLC v. Oracle Am.,, Inc., 141 S. Ct. 1183 (2021).

179 Id. at 1190-91.

180 Art Anthony, Oracle vs. Google: How to Protect an API from Legal Snags, NORDIC
APIS (Jan. 26, 2017), https://nordicapis.com/ oracle- vs- google- how- to- protect-an-api-from-
legal-snags [https://perma.cc/2JTW-Z8QZ] (“Over the past couple of years, Oracle has been
seeking $8.8 billion in damages for Google’s use of Java in Android.”); Susan Decker, Google
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took years and was characterized by appeals, reversals, and requests for
certiorari,'¥! the Supreme Court, in a six-to-two decision, ruled that Google’s
use was fair,'8? leaving Oracle without a remedy.!8? Justice Thomas wrote a fiery
dissent, opining that Google eviscerated Oracle’s licensing market and that
Google’s use was “anything but fair.”!84

It is widely believed that an important consideration that affected the
majority’s fair use finding in this case was the interest of tens of millions of
Android cellphone users, '3 whose ability to continue to use their devices that
relied on the disputed code was in jeopardy.!3¢ Google thus represents a clear
example of a hard case: granting protection would decimate Google’s market
and harm millions of consumers, but depriving it of protection would leave
Oracle with nothing, in clear violation of the first goal of intellectual property
law.

Could Owe Oracle $8.8 Billion in Android Fight, BLOOMBERG (Mar. 27, 2018, at 14:33 ET),
https://www.bloomberg.com/news/articles/2018-03-27/oracle-wins-revival-of-billion-dollar-
case-against-google.

181 See Google, 141 S. Ct. at 1186-87 (“In the proceedings below, the Federal Circuit held
that the copied lines are copyrightable. After a jury then found for Google on fair use, the
Federal Circuit reversed . . . . Prior to remand for a trial on damages, the Court agreed to
review the Federal Circuit’s determinations as to both copyrightability and fair use.”); see
also id. at 1194 (“The case has a complex and lengthy history.”); Dale P. Olson, Defining
Fair Use in the Digital Era: A Tentative Appraisal of Google LLC v. Oracle America, Inc., 7
BUS. ENTREPRENEURSHIP & TAX L. REV. 56, 66 (2023) (“From this precisely defined point of
disagreement—the expansive use of the declaring code of the Java programming language—
litigation emerged which resulted in four lower court opinions before the ultimate disposition
by the Supreme Court of the United States.”).

182 Google, 141 S. Ct. at 1209.

183 See Andrew Chung, U.S. Supreme Court Backs Google over Oracle in Major Copyright
Case, REUTERS (Apr. 5, 2021, at 14:28 ET), https:// www.reuters.com/ article/ business/ us-
supreme-court-backs-google-over-oracle-in-major-copyright-case-idUSKBN2BS1BQ (“The
ruling spares Google of a potentially massive damages verdict. Oracle had been seeking more
than $8 billion, but renewed estimates went as high as $20 billion to $30 billion . . . .”).

134 Google, 141 S. Ct. at 1220 (Thomas, J., dissenting) (concluding three of four fair-use
factors weighed against Google and nature of copyrighted work “cannot by itself support a
determination of fair use”); see also id. at 1218 (“By copying Oracle’s work, Google
decimated Oracle’s market and created a mobile operating system now in over 2.5 billion
actively used devices, earning tens of billions of dollars every year. If these effects on Oracle’s
potential market favor Google, something is very wrong with our fair-use analysis.”).

185 See Google, 141 S. Ct. at 1208 (“[Gliven programmers’ investment in learning the Sun
Java API, to allow enforcement of Oracle’s copyright here would risk harm to the
public. . . . [A]llowing enforcement here would make of the Sun Java API’s declaring code a
lock limiting the future creativity of new programs.”); Michael W. Carroll & Peter A. Jaszi,
The Triumph of Three Big Ideas in Fair Use Jurisprudence, 99 TUL. L. REV. 453, 463 (2025)
(“The lock-in effects of a ruling for Oracle would have impeded the progress copyright law
is designed to promote.”).

186 QOlson, supra note 181, at 76 (explaining Oracle’s refusal to license its declaring code
was “[c]entral to the Court’s reasoning”).


www.reuters.com
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We argue that recovery based on the reliance interest offers a middle ground
solution and a way out of this dead end. Oracle’s development costs were
nowhere near the $8.8 billion it sued for in expectation damages, but those costs
were also much higher than what Oracle ended up getting—which was nothing
at all. Awarding Oracle the amount it invested in creating its code would have
led to a more equitable result, while also preserving the motivation of software
companies to develop software in the future. Allowing Oracle to recover this
amount would not have harmed Android users and would have permitted Google
to profit from all the improvements it had made to Oracle’s application
programming interface. After all, Google added independently written lines of
code to the nucleus that had been appropriated from Oracle.

2. Trademarks

The cases of Apple Inc. v. Samsung Electronics Co.'%" illustrate how
measuring recovery based on the reliance interest can be used to solve the hard
cases in trademark infringement disputes. Apple sued Samsung for patent and
trade dress infringement, alleging that Samsung infringed patents held by Apple
and copied protected design elements from the iPhone,!® which it later used in
its Galaxy cellphones.!®® Apple submitted evidence that Samsung instructed its
employees to copy the design of the iPhone.!® Perhaps unsurprisingly, the jury
ruled for Apple and ordered Samsung to pay over $1 billion in compensation.'®!
Samsung appealed the ruling.'®? In a unanimous decision, the Federal Circuit
upheld the district court’s ruling as applied to the patent infringement, but
overturned the part of the ruling that applied to trade dress infringement,
reducing the compensation award.'? Insofar as the trade dress infringement
claims are concerned, the Federal Circuit ruled that Apple should not have

187 786 F.3d 983 (Fed. Cir. 2015), rev'd and remanded, 580 U.S. 53 (2016).

188 See id. at 996 (“The design patents on appeal claim certain design elements embodied
in the iPhone.”); see also Sengupta, supra note 40 (detailing origins of Apple v. Samsung
litigation).

189 See Apple, Inc. v. Samsung Elecs. Co., 926 F. Supp. 2d 1100, 1103 (N.D. Cal. 2013)
(“In this patent case, a jury found that a range of Samsung products infringe several of Apple’s
design and utility patents, and that several Samsung products dilute Apple’s trade dress.”),
vacated, 786 F.3d 983 (Fed. Cir. 2015), rev’d and remanded, 580 U.S. 53 (2016).

190 Michael Risch, Functionality and Graphical User Interface Design Patents, 17 STAN.
TECH. L. REV. 53, 55-56 (2013) (depicting “side-by-side comparison of Samsung’s screen
with Apple’s patent”); Sengupta, supra note 40 (“Apple submitted evidence to the court which
included side-by-side images of iPhone 3GS and 19000 Galaxy S for comparisons to bring out
the alleged similarities in design and icons for apps.”).

1 Apple, 926 F. Supp. 2d at 1103 (noting jury awarded Apple $1,049,343,540 in
damages); see also Elizabeth M. Gil, Note, Samsung v. Apple: Taking a Bite Out of the Design
Patent “Article of Manufacture” Controversy, 25 U. Miam1 Bus. L. Rev. 67, 80 (2017)
(“After a partial retrial on damages, the district court entered final judgment awarding Apple
nearly $1 billion in damages for, among other things, design patent infringement.”).

192 Apple, 786 F.3d at 989.

193 Id. at 1005.
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received trade dress protection for the iPhone design elements because they were
functional.!®*

The functionality doctrine, on which the court relies, denies protection to
utilitarian design elements.!?> This doctrine is notoriously fuzzy, and courts
wield a great degree of discretion in deciding whether and when to use it.1%¢ It
has been suggested that the decision to deny Apple trade dress protection was
driven by the concern that, if protection was granted, Apple would receive an
unlimited monopoly on the design of smartphones.!”” We agree that this is a
serious concern and clearly one the court should have taken into account. This,
however, does not mean that Apple should have been denied a remedy
altogether. Instead of denying Apple’s right to trade dress protection, the court
could have upheld Apple’s right, while adjusting the remedy. Specifically, the
court could have awarded Apple a remedy by protecting its reliance interest. The
court could have asked Apple to provide documentation showing how much it
cost to develop the design elements that had been appropriated by Samsung, then
ordered Samsung to pay that amount to Apple.

3. Patents

To see the potential of reliance-based remedies in patent law, consider the
case Idenix Pharmaceuticals LLC v. Gilead Sciences, Inc.,'98 which involved the
largest damages award in a patent litigation of all time.'*” Idenix sued Gilead,

194 Id. at 994 (“Apple has failed to show that there was substantial evidence in the record
to support a jury finding in favor of non-functionality for the unregistered trade
dress . . .. Apple fails to rebut the evidence that the elements in the unregistered trade dress
serve the functional purpose of improving usability.”).

195 See id. at 991 (reasoning because “trademark law allows for a perpetual monopoly,”
unlike patent or copyright law, “its use in the protection of ‘physical details and design of a
product’ must be limited to those that are ‘nonfunctional’” (quoting Leatherman Tool Grp. v.
Cooper Indus., 199 F.3d 1009, 1011-12 (9th Cir. 1999))); see also Inwood Lab’ys, Inc. v. Ives
Lab’ys, Inc., 456 U.S. 844, 850 n.10 (1982) (“In general terms, a product feature is functional
if it is essential to the use or purpose of the article or if it affects the cost or quality of the
article.”); 15 U.S.C. § 1052, § 1052(e) (“No trademark . . . shall be refused registration . . . on
account of its nature unless it . . . [c]onsists of a mark which . . . comprises any matter that, as
a whole, is functional.”).

196 See Nancy L. Clarke, Issues in the Federal Registration of Flavors as Trademarks for
Pharmaceutical Products, 1993 U. ILL. L. REv. 105, 112 (“When confronted with decisions
regarding the protectibility [sic] of sensory indicia, the courts and the PTO have applied the
functionality doctrine with discretion.”).

197 See, e.g., Annette Kur, Too Pretty to Protect? Trade Mark Law and the Enigma of
Aesthetic Functionality 3-4 (Max Planck Inst. for Intell. Prop. & Competition L., Research
Paper No. 11-16, 2011), https:// ssrn.com/ abstract=1935289 (asserting claims for injunction
based on alleged infringement of useful articles “gave rise to concerns about the consequences
that this might have on the freedom of others to compete™).

198 No. 14-846, 2018 WL 922125 (D. Del. Feb. 16, 2018).

199 PwC, 2017 PATENT LITIGATION STUDY: CHANGE ON THE HORIZON? 5 fig. 2 (2017),
https://www.ipwatchdog.com/wp-content/uploads/2017/05/2017-Patent-Litigation-Study P
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alleging that the latter infringed several of its patents to produce its immensely
successful drug for treating the Hepatitis C virus.?% Instead of seeking lost
profits, Idenix opted to recover “a 10% royalty on net sales” of Gilead’s
infringing products.?’! Idenix’s damage expert put that amount at $2.54
billion.202 Gilead’s expert, on the other hand, testified that $380 million “was the
maximum fully-paid-up royalty for the life of the patent that Gilead could owe
Idenix.”?% The jury adopted the view of Idenix’s expert, awarding Idenix the
full amount it requested.?** The award was ultimately set aside by the district
court, which found the patents invalid as a matter of law for failing to satisfy the
enablement requirement.?’> The Federal Circuit affirmed the district court’s
decision, and Idenix’s petition for certiorari was denied.?%

Idenix illustrates, yet again, the dilemma of intellectual property hard cases,
in which courts, rightly concerned about granting astronomical damage awards,
choose to provide no protection at all. Protection of the reliance interest, which
would have been more modest in this case, offers a middle-ground solution.

The case also constitutes a powerful example of the challenge of determining
damages for patent infringements. The measure offered by Idenix, 10% of total
sales, lacks any principled basis. In analyzing the case, a leading patent
commentator stated that a key lesson for litigants is to “[kleep it simple,”
explaining that it is “usually best to provide a clear, single damages figure” and
stick to it.2%7 While simplicity may have superficial appeal, arbitrariness does
not. It is disconcerting that our innovation policy relies on arbitrary damage
awards largely because they are simple to grasp. The reliance measure provides
a principled alternative to the arbitrariness that became the hallmark of patent
damages. Instead of fashioning remedies based on arbitrary, though facially

wC.pdf [https://perma.cc/ZU6A-S5XV] (listing Idenix v. Gilead as largest initial damages
award at $2.5 billion).

200 Idenix, 2018 WL 922125, at *1.

201 14 at *35.

202 Id.; see also Christopher M. Holman, The Holman Report: Enablement Invoked as a
“Super-Written Description Requirement” to Overturn $2.5 Billion Jury Verdict, 37
BIOTECHNOLOGY L. REP. 63, 63 (2018) (“Prior to trial, Gilead stipulated that, under the court’s
claim construction, its products are infringing. After a two-week trial, a jury found that Gilead
had failed to prove that the asserted claims are invalid and awarded Idenix damages of $2.54
billion, representing a 10 percent royalty on net sales of Sovaldi and Harvoni.”).

203 Idenix, 2018 WL 922125, at *5.

204 1d. at *3; see also Idenix Wins $2.54 Billion Jury Verdict in Gilead Patent Dispute
Involving Hepatitis C Drugs, JONES DAY (Sep. 2018) https://www.jonesday.com/en/practices/
experience/2018/09/idenix-wins-254-billion-jury-verdict-in-gilead-patent-dispute-involving-
hepatitis-c-drugs [https://perma.cc/Q7ZZ-AKCS5].

205 Idenix, 2018 WL 922125, at *25.

206 Jdenix Pharms. LLC v. Gilead Scis. Inc., 941 F.3d 1149, 1153 (Fed. Cir. 2019), cert.
denied, 141 S. Ct. 1234 (2021).

207 Barry Herman, Lessons from the Largest Patent Damages Award in History, JD SUPRA
(Jan. 30, 2017), https://www.jdsupra.com/legalnews/lessons-from-the-largest-patent-damage
s-76490 [https://perma.cc/YTE3-R8Q3].
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appealing formulas, we would be better served if damages were assessed in a
manner consistent with the goals of intellectual property law.

III. RECONFIGURING REMEDIES

After showcasing the practical advantages of reliance-based recovery in
Parts I and II, this Part returns to complete our analytical move by considering
its conceptual implications for the field of intellectual property generally, and
for intellectual property remedies in particular. First, we consider the
implications of our proposal for the current dominance of the expectation
interest in intellectual property law. Our analysis shows that expectation-based
recovery is possible, and often appropriate, but it is not the only option.
Hopefully, this is a liberating move, opening the door for new avenues of
exploration. Second, we study the implications of our analysis for the current
understanding of restitution-based remedies in intellectual property law. We
argue that focusing on creation costs helps reorient these remedies and offers a
novel form of recovery, based on unjust savings in development costs, as an
alternative to the current remedy of disgorgement of profits. Finally, we bring
all these insights together to explore possible modifications to the reliance-based
remedies we introduced in Part L.

A. Reliance & Expectations

Protection of the expectation interest is often a sound policy, but not always.
Once we understand that expectation-based recovery is not the only option, we
can offer other solutions in those cases where expectation remedies seem
unhelpful. This is often the case when it is impossible to demonstrate that the
plaintiff was able to profit from the sale or use of the intangible asset. Despite
profits being unclear, recovery is still appropriate in some such cases to deter
infringement and offer owners fair protection of their assets. Reliance-based
recovery and remedies, measured according to creation costs, offer a solution.

To illustrate, consider the case of T-Mobile USA, Inc. v. Huawei Device USA,
Inc.?%8 In 2013, Huawei sent employees to steal a part of T-Mobile’s robot,
“Tappy,” a droid designed to test the touch screen of smartphones.?® Even
though T-Mobile managed to adequately plead a trade secret claim,?!° proving
profitability was a challenge, as Tappy was designed to test other devices, not as

208 115 F. Supp. 3d 1184 (W.D. Wash. 2015).

209 Id. at 1189 (“In May 2013, Huawei China employee Yu Wang arrived in Bellevue from
China on a mission to acquire confidential information about Tappy.”); see also Laurel
Wamsley, A Robot Named ‘Tappy’: Huawei Conspired to Steal T-Mobile’s Trade Secrets,
Says DOJ,NPR (Jan. 29,2019, at 16:37 ET), https://www.npr.org/2019/01/29/689 663720/a-
robot-named-tappy-huawei-conspired-to-steal-t-mobile-s-trade-secrets-says-doj
[https://perma.cc/JI9C-AJXG].

210 T_Mobile, 115 F. Supp. 3d at 1191-93.
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an independent product.?!! T-Mobile had no clear and direct profits to show, and
its lost expected profits were highly speculative. T-Mobile initially sued to
recover $500 million in damages, an amount representing lost profits, forgone
revenues from licensing, and punitive damages.?!? To its chagrin, T-Mobile was
awarded only $4.8 million by the jury.?!3 Thus, T-Mobile likely would have been
better served by suing for protection of its reliance interest. T-Mobile knew how
much it cost to develop Tappy. While T-Mobile’s development costs probably
fell short of the $500 million it sued for, they were likely higher than the
$4.8 million it was ultimately awarded.

More generally, this case illustrates the advantage of looking beyond expected
profits as the sole basis for recovery. T-Mobile represents a case of intentional
and malicious infringement. There is no reason, in such cases, to limit recovery
to the expectation interest. Intellectual property law is intended to protect and
encourage investment in intangible assets, and Huawei chose to unlawfully take
this investment from T-Mobile. There is no reason why this investment should
not be recoverable in an action for intellectual property infringement.

B. Reliance & Restitution

Our focus on the reliance interest and on the costs of creation offers another
important conceptual advantage in analyzing enrichment-based remedies for
intellectual property infringement.

Currently, the discussion and analysis of enrichment-based remedies in the
context of intellectual property focuses on the disgorgement remedy.?'* The
disgorgement remedy, as currently understood by scholars and applied by
courts, is based on the profits the infringing party was able to make through the
infringement, often in the form of sales of copies of the intangible asset, or, more
commonly, through the sale of products using the intangible asset.?'> The

211 See Nat Levy, T-Mobile Wanted Huawei to Pay $500M in ‘Tappy’ Robot Technology
Theft Case, It Got $4.8M, GEEKWIRE (May 18, 2017, at 10:59 ET), https://www.geekwire.
com/2017/t-mobile-wanted-huawei-pay-500m-tappy-robot-technology-theft-case-got-4-8m;
see also Wamsley, supra note 209 (“At least at the time of the events in the indictment, Tappy
was apparently the envy of other mobile companies, and only T-Mobile employees were
allowed to operate Tappy.”).

212 Mike Dano, T-Mobile Wins $4.8M Ruling Against Huawei over Alleged Theft of
Smartphone-Testing Robot ‘Tappy,” FIERCE NETWORK (May 22, 2017, at 12:48 ET), https://
www.fierce-network.com/wireless/t-mobile-wins-4-8m-ruling-against-huawei-over-alleged-
theft-smartphone-testing-robot-tappy.

213 14

214 See RESTATEMENT (THIRD) OF RESTITUTION & UNJUST ENRICHMENT § 51(4) (A.L.L
2011) (outlining disgorgement restitution remedy).

215 See RESTATEMENT (THIRD) OF UNFAIR COMPETITION § 37 cmt. d (A.L.I. 1995) (“An
accounting awards only profits on sales that are attributable to the defendant’s wrongful
conduct.”); see also Samuelson et al., supra note 126, at 2005 (“Disgorgement awards in
trademark cases are generally measured by the defendant’s total profit on sales of products
bearing the infringing mark when the infringement was a substantial factor in sales of the
product . . . .”); Hamilton-Brown Shoe Co. v. Wolf Bros. & Co., 240 U.S. 251, 259 (1916)
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remedy is often criticized by scholars, who doubt that it actually reflects the
unjust enrichment by the infringer.?!°

To illustrate this difficulty, assume that Company A owns a patent and sues
Company B for patent infringement. Assume also that Company B incorporated
the patented invention into one of its products and sold this product in the free
market for a handsome profit. Under the disgorgement remedy, if available,
Company B will be made to give its profits to Company A to prevent unjust
enrichment.?!” Thus, supposedly, if Company B is allowed to retain its profits,
it is unjustly enriched at the expense of Company A.?!® Yet, scholars emphasize
an important conceptual difficulty with this explanation.?'® The profits Company
B made do not accurately represent unjust enrichment at the expense of
Company A. The reason for this is that these profits necessarily also reflect the
opportunities, investments, and abilities of Company B.?2° Even if Company B
infringed on Company A’s patent, not all its profits can be attributed to the
patent. Because Company B also used its own assets and abilities, some of its
profits rightly belong to it, and do not constitute unjust enrichment at the expense
of Company A.?2! More importantly, and this is the point raised by critics of the
disgorgement remedy, any separation between the “just” and “unjust” parts of
Company B’s profits is artificial.??2> Company B sold a product by infringing on

(“The infringer is required in equity to account for and yield up his gains to the true owner,
upon a principle analogous to that which charges a trustee with the profits acquired by
wrongful use of the property of the cestui que trust.”).

216 See Baharad, supra note 133, at 1675 (discussing “broader tension between the
magnitude of disgorgable revenues and the finding of infringement”).

217 See RESTATEMENT (THIRD) OF RESTITUTION & UNJUST ENRICHMENT § 51 (A.L.L 2011);
E. Allan Farnsworth, Your Loss or My Gain? The Dilemma of the Disgorgement Principle in
Breach of Contract, 94 YALE L.J. 1339, 1342 (1985) (“[T]he disgorgement principle is based
on avoiding unjust enrichment of the party in breach . . ..”).

218 See Farnsworth, supra note 217, at 1361 (“[Y]our recovery is thought of as
restitutionary, grounded in my having enriched myself by committing a wrong against you.”).

219 See Baharad, supra note 133, at 1672 (“The paradox is perhaps best epitomized under
the following proposition: when a conduct is unjust, there will be no enrichment;, when
enrichment exists, the conduct is not unjust.” (footnote omitted)).

220 See Samuelson et al., supra note 126, at 2011-12 (“The total profit and burden-shifting
rules generally yield disgorgement awards greater than the profits for which use of the
infringing mark was more likely than not a but-for cause. . . . Trademark owners benefit from
an infringer’s returns from risk-taking while potentially avoiding losses from pursuing a
similar venture if the infringer’s venture proves unprofitable. Also captured are returns due to
the infringer’s market power, goodwill, IP, or other intangible factors.” (footnote omitted)).

221 See Holiday Inns, Inc. v. Airport Holiday Corp., 493 F. Supp. 1025, 1027-28 (N.D.
Tex. 1980) (holding 30% of defendants’ profits was appropriate award for infringement of
Holiday Inns’ marks, crediting motel owner’s testimony that he generated remaining 70% by
persuading weekly customers to rent rooms).

222 Samuelson et al., supra note 126, at 2009 (“Because of the inherently speculative nature
of the inquiry, determining the precise amount of an infringer’s profit attributable to
infringement is, in practice, more of a Platonic ideal than a realistic goal.”). In response to
this difficulty, trademark law authorizes courts to adjust disgorgement amounts in cases in
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Company A’s product and incorporating the infringed asset into its product.
Translating this into a share of Company B’s profits is entirely arbitrary.??3

Our proposal, with its focus on the reliance interest and development costs,
helps solve this deep conceptual difficulty. It focuses on creation costs on the
side of intellectual property owners. And opens new possibilities of basing
remedies on infringers’ costs. Specifically, if Company B infringed on Company
A’s patent, perhaps a more accurate measure for the unjust enrichment of
Company B is the development costs that Company B saved by infringing
Company A’s patent. Thus, the enrichment by Company B stems from the fact
it took Company A’s patent and therefore saved itself the need to develop an
equivalent invention. In important ways, these saved development costs
represent Company B’s unjust enrichment in a much simpler, and more
conceptually convincing manner.

In fact, this form of recovery is not completely foreign to some areas of
intellectual property law. In particular, trade secret law sometimes allows
investment-based recovery (even if not in the form of direct protection of the
reliance interest). As an illustration, consider the case of Epic Systems Corp. v.
Tata Consultancy Services Ltd.*** Epic developed and offered software for
consolidating patient information in one central place.??® Tata, taking advantage
of the fact that it was assisting a client together with Epic, stole information
about Epic’s software, which it then deployed toward improving an e-healthcare
software program, Med Mantra.??¢ Epic learned of the misappropriation from a
whistle-blower and proceeded to sue Tata.??” A jury found Tata liable for trade
secret misappropriation.??® It awarded Epic $240 million in compensatory
damages and $700 million in punitive damages.??° The district court reduced the
compensatory damages to $140 million and punitive damages to $280 million.?3°
On appeal, the Seventh Circuit upheld the compensatory damages award.?*! The
Seventh Circuit emphasized that unjust enrichment is grounded in the “moral
principle that one who has received a benefit has a duty to make restitution where
retaining such a benefit would be unjust.”?3? It added that where a “trade secret
was not used directly to develop a new product,”?3? damages can be calculated

which recovery of profits would be either inadequate or excessive, so that the award is “just.”
See 15 U.S.C. § 1117(a).

223 See Samuelson & Gergen, supra note 128, at 205 (explaining disgorgement calculations
can result in “essentially arbitrary awards”).

224 971 F.3d 662 (7th Cir. 2020).

225 Id. at 668.

226 Id. at 668-69.

227 Id. at 670.

228 Epic Sys. Corp. v. Tata Consultancy Servs., 980 F.3d 1117, 1123 (7th Cir. 2020).

29 14

230 Id. at 1124.

231 Epic, 971 F.3d at 689.

232 Id. at 673 (quoting Watts v. Watts, 405 N.W.2d 303, 313 (Wis. 1987)).

233 Id. at 674.
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based on “what it would have cost the defendants to independently develop the
trade secrets at issue.”?3* This type of remedy offers a proof of concept for our
proposals, highlighting their compatibility with (some) existing practices.

Note that the move we offer in this Section is different from the introduction
of the reliance remedy, which is the core of our proposal. Thus, the core of our
proposal focuses on the plaintiff-side, and offers an important move there, from
expected profits to actual costs. This exposes another important move, on the
defendant-side, on which we focus in this Section.

C. Beyond Reliance

This Section explores a possible extension of our basic proposal. We suggest
that reliance damages may be measured according to actual investment by the
owner of the intellectual property right, plus a premium set as a certain
percentage of the creation cost. For example, if the premium is set at 10% and
the cost of creation for an author is $10,000, the author would receive $11,000.
We offer three justifications for this proposal.

First, while our analysis focuses on the reliance interest of creators, seeking
to ensure that they receive, at a minimum, their creation costs, it is undeniable
that their goal was to make a profit. As we explained, it is impossible to verify
what the expected profit is.23° Yet, this practical difficulty does not entail the
conclusion that creators must bear the full cost of uncertainty and be satisfied
with compensation that puts them in the same position they were at when they
embarked upon their creative or inventive journey. Adding a premium to the cost
of creation gives creators and inventors a certain gain, realizing to some degree
their original plan to make a profit on their labor.

The second justification focuses on the infringer. If infringers only have to
pay owners’ development costs, this may mean that infringers would be
incentivized to take owners’ intellectual property rights, instead of bargaining
with them. And while this form of “efficient infringement” may seem desirable
in the abstract, at least from a pure economic perspective, in practice it can have
many disadvantages. Thus, owners may increase their investment spent in
preventing infringement, fear to market their innovations, and generally under-
invest in their intangible assets. To address these concerns, courts should have
the discretion to add a small, fixed premium to actual reliance damages. From
the vantage point of the infringer, the premium may also be thought of as a
penalty intended to reflect the systematic preference for bargaining for the
willful transfer of intellectual property rights, over the option of allowing
unilateral takings.

The third justification we offer for this proposal is conceptual rather than
practical and relates to the issue of unjust enrichment we discuss above.?3¢ In the
case of an infringement, the defendant is unjustly enriched by the fact that they

24 14 (quoting Minn. Mining & Mfg. Co. v. Pribyl, 259 F.3d 587, 607 (7th Cir. 2001)).
235 See supra Section ILA.1.
236 See supra Section I11.B.
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save the investment they had to make to develop the intangible asset themselves.
On average, this investment seems higher than the investment the plaintiff, the
actual creator, had to make. The reason for this is simple. The plaintiff, the owner
of the intangible asset, was the one who found it profitable and worthwhile to
create the intangible asset. This indicates that the plaintiff had a comparative
advantage and was well positioned to invest in creating the intangible asset.
Thus, the plaintiff may have had prior relevant knowledge, and opportunities, or
have made similar innovations in the past, making it cheaper for the plaintiff,
relative to others, to create the intangible asset. This means that if the defendant
is only made to pay the plaintiff’s investment, this still leaves the defendant
unjustly enriched, at least to some degree. In particular, the defendant is enriched
by the difference between the (relatively lower) investment required for the
plaintiff to create the intangible asset, and the (relatively higher) investment
required for the defendant to create the same asset. To prevent this unjust
enrichment, it may be justified to add some fixed sum to actual reliance
damages, measured according to the plaintiff’s investment.

As we explain above, this also fits with the practical goals of intellectual
property law. More important, these suggestions are not meant to distract from
our main contribution. Our only aim here is to illustrate the conceptual potential
of this contribution in opening new avenues for developing and thinking about
intellectual property remedies.

CONCLUSION

This Article revisits the foundational insights offered by Lon Fuller and
William Perdue in their seminal work on The Reliance Interest in Contract
Damages. We reconstruct the original concepts offered by Fuller and Perdue to
make them applicable, for the first time, to intellectual property law. Fuller and
Perdue distinguished between expectation and reliance interests, with their work
ultimately revealing the prominence of the reliance interest in contract law.
Inspired by their analysis, this Article seeks to reorganize the conceptual
framework of intellectual property law by identifying the protected interests
within this area of law and emphasizing the hitherto unappreciated importance
of the reliance interest.

Intellectual property law aims to balance the protection of intangible asset
owners, fostering innovation and development, while also granting freedom to
non-owners for broader societal benefit. Yet, the current lack of a clear interest-
based framework has left courts without a proper guide for remedying
infringements, causing inconsistencies and inefficiencies. This Article posits
that the reliance interest—compensating rightsholders for investments made in
reliance on intellectual property protections—should be the default regime. Such
an approach offers numerous advantages: It avoids speculative and impractical
expectation-based remedies, provides a straightforward and accurate measure of
recovery, and offers a balanced solution to hard intellectual property cases where
existing remedies fail. This approach also fits with the fundamental goal of
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intellectual property law: to encourage investment in innovation and in the
creation, development, and maintenance of intangible assets.

The Article presents a detailed analysis of the reliance interest and its practical
and conceptual benefits for intellectual property law. It illustrates how reliance-
based recovery can address issues in high-profile cases like Google and Apple,
offering fairer and more effective resolutions. By reconceptualizing the
expectation and restitution interests through the lens of reliance, the Article
proposes a refined understanding and application of intellectual property
remedies, aiming to enhance the law’s ability to fulfill its dual goals of
incentivizing innovation and ensuring public access.



