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The Non-Use of Patented |nventions*

BARKEV S. SANDERS, Co-Principal Investigator
JOSEPH ROSSMAN, Co-Principal Investigator
L. JAMES HARRIS**

SUMMARY

A STUDY OF PATENT UTILIZATION is not complete without a consideration
of the factors which account for the non-use of patents.! Therefore, assignees
and inventors that wére canvassed were asked to give reasons for the non-
use of their sampled patents. In this respect we have analyzed their replies
and explored the association between reasons given for the current non-use
of the patent and certain other characteristics of the patent or its inventor.

Reasons for Non-Use

The patent system has been frequently attacked because of alleged non-use
of patented inventions. This analysis focuses attention for the first time on
a quantitative appraisal of the reasons for non-use.

The reasons most frequently given by assignees for non-use are: (1) com-
petitively at a disadvantage (41%), (2) lack of market demand (31%),
and (3) rapid obsolescence (15%).2 The frequency of the first two reasons
is fairly uniform for patents issued in the three different years sampled.
Obsolescence, on the other hand, is highest for patents issued in 1938
(20%) and lowest for those issued in 1952 (12%).

These three reasons for non-use were also the three principal reasons
given by inventors of assigned patents, but in the reverse order. Reasons
for non-use given with the highest frequency by inventors were (1) devel-
opment of the art has taken a different course, which is analogous to rapid
obsolescence (25%), (2) lack of market demand (20%), (3) competi-
tively at a disadvantage (13% ) and (4) don’t know the reason (10%). For
inventors, as in the case of assignees, the largest variability among the
three years sampled, 1938, 1948, and 1952, is in the reason that the develop-
ment of the art has taken a different course, or its homologue, rapid
obsolescence.

The reasons for non-use given by inventors of unassigned patents are
distinctly different from the reasons given above by the assignees and
inventors of assigned patents. These are, in order of frequency: (1) short-
age or lack of venture capital (28%), (2) neglect to exploit it (27%),

* This is a research interim report on Project la, Patent Utilization. Mr. Robert L. Carter

and Mr. Robert E. Grindle are assisting on this project.

** The Co-Principal Investigators of this project have insisted that Executive-Director L. James
Harris join them as co-author in view of his invaluable technical, supervisory, and drafting con-

tributions beyond his duties as Executive Director at every stage of the project.

1 The term “patent” will be used generally as referring to the invention covered by the patent.
2 Italics denotes exact quotation of reasons for non-use for the specific question in the question-

naires.

1
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(3) lack of market demand (17%), and (4) development of the art has
taken a different course and rapid obsolescence combined (7%). The fre-
quency of obsolescence is highest for patents issued in 1938 (13%), while
shortage or lack of venture capital occurs with a much lower frequency
among patents issued in that year (10%).

Reasons for Non-Use of Patents with Different Utilization Status

Analysis of reasons for non-use of patents by utilization status shows
a high concentration of obsolete patents among those used in the past.
This is true for assignee replies and even more so for replies of inventors
of assigned patents, and to a lesser extent for inventors of unassigned
patents. This concentration appears to be logical and indicates the vitality
of our patent system.

Leading reasons for non-use given by assignees for patents used in the
past are: (1) development of the art has taken a different course and rapid
obsolescence (40%), (2) lack of market demand (27%), and (3) competi-
tively at a disadvantage (20%).

For patents that are to be used in the future the leading reasons for
non-use given by assignees are: (1) lack of market demand (48%), followed
by (2) competitively at a disadvantage (38%). Inventors of assigned pat-
ents reported very few patents that were to be used in the future. Inventors
of unassigned patents give as the leading reasons their patents have not
been in use sooner (1) shortage or lack of venture capital (53%) and
(2) neglect to exploit it (27%).

The leading reasons for non-use given by assignees for patents not in use
nor likely to be used in the future are: (1) competitively at a disadvantage
(53%), (2) lack of market demand (29%) and- (3) rapid obsolescence
combined with development of the art has taken a different course (9%).-
The replies of inventors of assigned patents that have not been used are:
(1) rapid obsolescence combined with development of the art has taken a
different course (40%), (2) competitively at a disadvantage (22%) and
(3) lack of market demand (18%). The leading reasons given by inventors
of unassigned patents are: (1) shortage or lack of venture capital (27%),
(2) neglect to exploit it (23%) and (3) lack of market demand (18%).

Licensing Status -

Assignees report 27 per cent of the sampled patents are licensed, inventors
of assigned patents report 17 per cent, and inventors of unassigned patents,
9 per cent.

Unlicensed sampled patents (as reported by assignees and inventors)

-have been sub-divided as follows, Based on the attitude of the respondent
with respect to licensing: will license, will not license, might license, and
those who gave no indication whether they would license or not. In addi-
tion, there are returns with no information on licensing.



Non-Use of Patented Inventions

Reasons for Nen-Use of Patents with Different Licensing Status

In returns from assignees the reasons for non-use are not markedly
different for the group who responded with respect to licensing, except for
the small number within that group who indicated an unwillingness to
license. The difference in the feasons given for non-use is that obsolescence
is comparatively smaller for the latter group. Whether this suggests the pos-
sibility of deliberate non-use cannot be determined without further informa-
tion. However, there are only 12 patents out of 528 in this group and of
these, three have been used in the past.

A larger proportion of inventors of unassigned patents, as compared with
assignees, show an unwillingness to license. There are marked variations in
the reasons for non-use for unassigned patents differentiated according to
licensing status.

Class of Patents

Grouping of patents by subject matter according to the broad Patent
Office classification shows that about 55 per cent of the assigned patents
represented by completed questionnaires are mechanical, 25 per cent chemi-
cal and the balance electrical. The distribution is distinctly different for
unassigned patents, the percentages being 85, 4, and 11, for merchanical,
chemical, and electrical patents, respectively. There has been a marked
decline in the proportion of assigned mechanical patents since 1938. The
declining role of the individual inventor may be the result of a shift in
patented inventions from mechanical to chemical and electrical.

Reasons for Non-Use by Class of Patents

Reasons for non-use differ for patents in the three classes. Assignee
returns indicate the leading reason is competitively at a disadvantage. This
reason is given most frequently for chemical patents (50%), and least for
mechanical (37%). The converse is true with respect to obsolescence.
Obsolescence ranks third in order of frequency. The highest relative con-
centration of this latter reason is among mechanical patents (20%), and
the lowest among chemical (14%).

The order of frequency is reversed in inventors’ replies for assigned
patents as follows: (1) obsolescence, (2) lack of wmarket demand, and
(3) competitively at a disadvantage. The third reason occurs with the
highest relative frequency among chemical patents (22%). This was also
true with respect to assignee replies.

In the case of unassigned patents shortage or lack of venture capital is
given most frequently as the reason for non-use for mechanical patents
(309 ). However, for electrical patents shortage or lack of venture capital
is the third most frequently given reason (16%). Lack of market demand,
third most frequent reason for mechanical patents (16%), 1s the most
frequently given reason for electrical patents (28%).
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Pre-testing of Patents

According to the returns of inventors of assigned patents, more than 80
per cent of the patents were pre-tested prior to filing.? Inventors of
unassigned patents indicated that fewer than two-thirds of their patents were
pre-tested. There is some variation in reasons for non-use between pre-
tested and non-pretested patents, given by inventors of assigned and inven-
tors of unassigned patents.

Reasons for Non-Use Associated with Employment Status of Inventors

Inventors of assigned patents who were self-employed at the time they
invented the sampled patent give reasons for non-use that are similar to the
reasons given by inventors of unassigned patents. Less than 10 per cent
of the inventors of assigned patents, but 47 per cent of the inventors of
unassigned patents reported that they were self-employed when they made
the sampled invention.

Other Differences Among the Three Groups of Respondents

On the whole, the reasons given by assignees for non-use are least diffuse.
Their replies are more concentrated among two or three leading reasons.
The oppusite is the case with respect to the replies of th inventors of unas-
signd patents. These inventors show a greater propensity to give multiple
reasons for non-use, '

The analysis of reasons for non-use as given by assignees and inventors
of assigned and unassigned patents does not appear to support those who
have condemned the patent system on the score of non-use. On the
contrary, the relationships found between the reasons for -non-use and
the utilization status of patents appear to indicate the vitality of the patent
system. Many patents become obsolete or are rendered competitively at a
disadvantage long before their expiration date.

INTRODUCTION

[N THE PREVIOUS REPORT and in the Proceedings of the First Public Conference
of The Patent, Trademark, and Copyright Foundation, brief references were made
to the reasons given by inventors and assignees for their sampled patents not being
in current use. In the present report those reasons are analyzed in greater detail
vis-a-vis the legal and social considerations of non-use.

The term “use” or “‘commercial use” in the Patent Utilization Study was defined

3 Inventors were asked if their patented invention was actually produced in the laboratory or
otherwise to test its feasibility. They were instructed that this could include laboratory trial,
construction of a model, or any other concrete means of testing the workability of the machine,
process or product. See “Patent’ Utilization Study,” The Patent, Trademark, and Copyright
Journal of Research and Education, I, (June, 1957), p. 102, Question 14. The assignee question-
naire did not have a question on pre-testing.

4 See PTCJRE, I, (June, 1957), pp. 97-98, and Conference Supplement, (1957), pp. 74 and 152,
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as “making or selling the patented invention or using the patented invention in the
production of goods or services, or making financial arrangements with a third
party for the production or sale of the patented invention,”?

Inventors were asked to check the specific reasons which accounted for the cur-
rent non-use of the patented invention, as listed in question 32 of the inventor
questionnaire. The inventor was not restricted to giving a particular reason for
the current non-use of the patent.

Question 32 in the inventor questionnaire reads:

If your sampled invention is not being used in production at this time, or it is
being used only slightly, is it because of: (check) (a) lack of wmarket demand;
(b) rapid obsolescence; (c) competitively at a disadvantage; (d) shortage or lack
of venture capital; (e) development of the art has taken a different course; (f) foreign
competition; {g) supporting arts have not developed sufficiently; (h) patent does
not provide sufficient protection; (i) neglect to exploit it; (j) do not know the
reason; (k) other (specify).8

Question 12 in the assignee questionnaire paralleling 32 in the inventor question-
naire reads as follows:

If the sampled invention is not being used now in production check the reason
why it is not being used: (a) lack of market demand; (b) rapid obsolescence;
(¢) competitively at a disadvantage, (d) shortage or lack of venture capital;

(e) foreign competition; (f) patent does not provide sufficient protection; (g) out-
right neglect to develop it; (h) other, (specify).?

Question 12 in the assignee questionnaire is not identical with question 32 in the
inventor questionnaire, though closely parallel. In analyzing the returns we have
assumed the two questions are sufficiently alike to permit some cross-comparisons
between responses of inventors and assignees. To do this, where necessary, the
assignee replies were made to parallel the replies listed in the inventor question-
naire. Inventors and assignees were asked to check the reason or reasons for the
current non-use of the sampled patent. If the listed reasons were not appropriate
or adequate they were instructed to supply the appropriate reasons under “other.”

LEGAL AND SOCIAL IMPLICATIONS OF NON-USE

In the United States non-use of a patented invention will not invalidate it per se,
nor affect the rights of the patentee against infringers. A patent owner has no
obligation to use the patented invention or to permit others to use it. He may, if
he wishes, neglect to use his invention or refuse to permit others to use it for the
period the patent is in force®

In any objective appraisal of the patent system the extent and nature of the
non-use of patented inventions must be weighed and considered in relation to the

5 ]d. at Appendix B, “Instructions for Filling Out the Questionnaire on the Patent Utilization
Study (For the Inventor),” item 16, p. 102. Question 31 in the inventor questionnaire, p. 106;
“Instructions for Filling Out the Assignee Questionnaire on the Patent Utilization Study (For
the Assignee)”; definition of words and phrases used: “commercial exploitation,” “used com-
mercially,” “use (used) in production,” p. 108.

5 Id. at Appendix B. Questionnaire for inventor, question 32, p. 106.

71d. at Appendix B. Questionnaire for assignee, question 12, p. 110.

8 See Irving M. Freedman, “Certain Aspects of the Non-Use of Patented Inventions,” pp.
159-167 of this issue,
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over-all effectiveness of the system and not in terms of single patents. Obviously, a
patent system in which all patents were unused would not be accomplishing the ends
for which the patent system was designed: i.e., “to promote the progress of science
and useful arts.”® But it does not follow that the ideal patent system is one in which
all or almost all the patents issued under it are used. In fact, the effectiveness of
the patent system in stimulating inventions may contribute heavily to the current
non-use of patents because of rapid obsolescence. Yet, much of the discussion of the
evils of non-use has been in terms of a general condemnation of all non-use, with
no effort to differentiate and appraise the varying reasons for it. It is clear that
the frequencies of the various reasons for current non-use indicate the social and
economic effects of non-use and no real appraisal of the patent system can be made
without ascertaining the specific reasons, and the extent and relative importance of
each of them.

In the literature some attempt has been made in a few instances to differentiate
certain types of non-use, such as “suppression,” “blocking,” “fencing,” etc., but
these differentiations have not been sharply delineated.!® Much more important, no
systematic attempt has been made to appraise the extent of such practices. On the
basis of the literature it seems that the critics of the patent system assume that
their criticism is validated if they can quote any sort of evidence that abuses such
as suppression, blocking or fencing have occurred. In fact, the sparse evidence of
such abuses cited, even if taken at face value, is so sporadic that it is impossible
to fix a universe of patents in force to which these abuses can be referred as a base
to gain some concept of the relative frequency with which they occur.* Without
such specificity of the relative frequency of occurrence, and the underlying reasons
for these occurrences, it is doubtful if one could objectively appraise the over-all
social and economic consequences of the non-use of patents.

Under the present patent system over 2.8 million patents have been issued. It
would be surprising indeed, if there were not some instances of abuse. While it may
be desirablé, as an ideal, to eliminate all abuse, it is hardly rational to condemn the
entire patent system if instances of abuse occur. Were such a criterion applied to
other institutions none would meet the test.!2

It is plausible that the over-all objective of promoting the progress of science and
the useful arts might be better attained by allowing, or even encouraging a, certain
proportion of so-called useless, that is, “paper” patents.!? Frequently at their incep-
tion the potentialities of revolutionary inventions cannot be foreseen. Therefore,

97U. S. Consr., Art. 1, § 8, cl. 8.

10 See the bibliography on non-use in the Freedman article in this issue, pp. 159-167.

11 Floyd L. Vaughan, The United States Patent System (Norman: University of Oklahoma
Press, 1956), the last chapter. This author does not differentiate suppression from any other
form of non-use. ’

12 Op. cit., Vaughan pleads the excuse of difficulty in obtaining objective evidence of abuse.
Those who have worked in this area will agree with him, but the difficulty of getting factual
evidence is no excuse for reaching sweeping conclusions without such evidence.

13 When we were struggling with clarification of the concept of the use of a patented inven-
tion, one of the authors was impressed by the observation of a young patent attorney. He had
found that sometimes an apparently useless paper patent was submitted to the company with
which he had been connected. The useless patent, however, at times sparked a course of research
which resulted in one or more very practical and, in the ordinary sense, “useful” patents.
Therefore, who can say what is a useless patent?
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designing a patent system with the sole objective of maximizing the usefulness of
inventions patented under it may not help progress optimally.* Just as the astute
entrepreneur knows that maximum unit price for a commodity may spell economic
disaster, so the student of the patent system might discover that a patent system
which aims through restrictive requirements to reduce all possibility of non-use may
stifle initiative and slow down or even inhibit the pace of progress. Only a dis-
passionate first-hand study of the workings of the patent system, both in this
country and elsewhere, continued over time and based solidly on empirical findings
can yield any reliable signposts as to the direction the patent system should take to
best achieve its agreed upon goal: “to promote the progress of science and useful
arts.”

In view of the foregoing considerations, it was deemed essential to obtain infor-
mation on the reasons for the current non-use of patented inventions, as a corollary
to the Patent Utilization Study. In order to appraise fully the extent and the under-
lying causes of non-use other approaches to this problem must be explored. How-
ever, it is believed that much insight and useful factual information will result from
this study of the reasons for the current non-use of patents as reported by assignees
and inventors for a cross-section of patents in force at a given time.?®

The Patent Utilization Study has given us, for the first time, some idea of the
approximate proportion of patents that are used and also the numerical extent of
non-use of patents.!® The questionnaires returned to date by assignees suggest that
for assigned patents in force at any given time about 30 per cent are in current use.
Nearly 20 per cent have been used in the past but are no longer in use. About 10
per cent will be used in the near future. For unassigned patents the proportion in
current use is of the same general magnitude, that is, 30 per cent, the proportion
used in the past but no longer in use is about 10 per cent, half as large as for
assigned patents; and the proportion to be used in the future is almost as high, 8
per cent.'® Information regarding use for unassigned patents was obtained from
the inventors, while that for assigned patents was based on replies of assignees
rather than inventors.!?

LIMITATIONS OF THE PRESENT STUDY

Basically, the Patent Utilization Study is limited to firsthand information derived

14 Had there been a patent system based on the principle of actual use at the time the first steam
engine was ‘invented, it probably would have failed to meet the standards of present day critics
of the so-calle “paper” patents, and this would be true with respect to many other basic
inventions.

15 It is possible that the present approach may enable us to concentrate intensive, independent
appraisal of the “true” reasons for non-use on a relatively small group of patents, or will at
least allow some stratification of patents relative to the frequency of possible non-use that
might be present in each stratum, thus making an intensive study focused sharply on this
problem of non-use practicable.

16 These percentages are based on returns received by 9/20/57. They are not materially dif-
ferent, however, from the percentages in the previous interim reports which were based on
smaller numbers ‘of returns.

17 The replies of inventors of assigned patents indicate a substantially higher proportion of
patents in current use, 40 instead of 30. They show almost the same percentage in past use,
18.4, instead of 19 or 20%, but they report a much smaller percentage to be used in the near
future, 2.7, instead of 8 to 10.



8 Patent, Trademark, Copyright Journal of Research, Education

from inventors and assignees who are, of course, interested parties. A second important
limitation is that the patents included in our analysis do not represent a probability
sample of the patent population in force. The sample for this pilot study was limited
to a 2 per cent probability sample of all the patents issued in 1938, 1948, and 1952.
To the extent that the “mix” of the patents in these three years approximates the
characteristics of patents in force at this time the findings from our sample may be
considered equally applicable. The primary purpose of the present Patent Utilization
Study has been to develop a method of approach rather than to obtain definitive
findings of general applicability to all the patents in force at this time or any other
specified time. For a more extensive description of the scope and nature of the Patent
Utilization Study see this Journal, vol. 1, no. 1, June, 1957, pp. 74-99, and this Journal,
vol. 1, Conference Supplement, 1957, pp. 66-84.

The third important limitation of the present study is the fact that the results
which are analyzed in this report are partial and preliminary, based on completed
questionnaires returned on or before September 20, 1957. Of the 1,237 assigned
patents in the 2 per cent probability sample, completed questionnaires have been
received from 528 assignees, or 43 per cent of the total. Almost all of these assignees
who have returned a completed questionnaire are corporate rather than individual
assignees.!® The returns by inventors of assigned patents, counting multiple inven-
tors as one, number 567 or 46 per cent of the total in the sample. For the unassigned
patents there are 198 returned questionnaires, or 32 per cent of the total. These gaps
in the sample would affect the reliability of the findings. Whether they bias the
results appreciably cannot be definitely determined at present. In connection with
the previous interim reports on the use of patents, extensive internal comparisons
gave no indication of any significant bias. This evidence is less unequivocal, at least,
regarding the reasons for the current non-use of patents.

The plan of the Patent Utilization Study provides for an eventual follow-up of
a sub-sample of non-responding inventors and assignees by personal interview, to
determine to what extent, if any, the patents of this group are different from the
patents of inventors and assignees who returned completed questionnaires. The
plan also provides comparative studies of the patents of deceased inventors and the
patents of inventors and assignees who could not be reached, with those reached,
in terms of characteristics of the patents and the characteristics of the inventors
and assignees that can be compiled from the Patent Office or other published
sources.!?

18 If we relate the 528 to the total number of patents assigned to corporations in our sample
the percentage responding would be slightly higher, 46 instead of 43.

19 Note regarding the tables in this report. Table I in Appendix A indicates three separate
though closely related criteria of reasons for non-use. Column 22 shows the distribution of both
the single and the multiple reasons given for the current non-use of the patent. It is of interest
to compare the relative frequency of different reasons, vis-a-vis one another, whether a par-
ticular reason is given singly or in combination. Therefore, the percentages shown in column 23
were derived, indicating patents in connection with which a particular reason for non-use was
given, whether singly or in combination with other reasons. This type of percentage introduces
a certain spuriousness when cross comparisons are made, since a particular patent represented
by multiple reasons will be counted more than once. This means that the sum of the percentages
will exceed 100. In comparing different columns the percentages will not be equivalent, one
totaling, let us say 110, and another 130. To overcome this problem column 25 was derived. The
base in column 25 is not the number of patents, but the different reasons for non-use given, and
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ASSIGNEE REASONS FOR CURRENT NON-USE OF PATENTS

This section of the report presents an analysis of 528 replies received as of
9/20/57 to question 12 of the assignee questionnaire. These replies were classified so
as to conform with the classification of replies received from inventors. This analysis
is shown in Table I (See Appendix A).2Y

Leading Reasons for Non-Use

Column 25, confined to reasons for current non-use (including don’t know the
reason) shows that the highest concentration is with respect to item (c) competi-
tively at a disadvantage (41% ). The percentage consists of the reason whether given

the relative frequency of any one reason may be obtained by finding its percentage of the
total number of reasons. Each of these three sets of percentages highlights a different phase.
However, this three-level analysis proved too cumbersome. To facilitate the problem of presenta-
tion, in the discussion which follows, the percentage of a particular reason for non-use in rela-
tion to all the reasons was considered.

In other words, the discussion of reasons for non-use, shown in Table I in Appendix A, will
be restricted to columns 7, 13, 19 and 25, respectively. Table I is submitted as a model of all
the subsequent analyses embodied in Tables IT through XVIII. Mimeographed copies of these
tables are available and will be mailed to interested individuals upon request. These tables are
referred to in Roman numerals in the text.

There are two kinds of tables in the text. One, in the footnotes, shows the percentage distri-
bution of types of response. These are returns with no reason for non-use, because none was
required (i.e., the patent was in current use), the respondent failed to give a reason, or the
question was not asked. (The inventor interview questionnaire did not contain a question' with
respect to reasons for non-use.) These tables include patents for which a single reason for
non-use is given and patents represented by two or more reasons. This summary information
appears to be associated with the quality of the response and the specificity of reasons for non-use.

The second type of text table is derived from the tables in Appendix A and gives the reasons
for non-use which occur with the highest frequencies.

20 The asterisked reasons are those not specifically listed in question 12, and therefore are
derived from reasons entered under other (specify). In most instances, reasons given under
other could not be differentiated in meaning from those listed, even though the respondent
failed to check one. If the reasons given under other (specify) appear to be the same as those
listed, they are included under the listed reason in the present tabulation.

The types of replies to question 12 are apparent by inspecting columns 20 and 21. The highest
number of patents are classified under the caption “not applicable.” These are patents reported
to be in current use, for which the assignee gave no reason for non-use and we have assumed
none was required. }

Of the total number in column 20 and the percentages in column 21, about 4% failed to give
any reason for the current non-use. In all, therefore, some 34% gave no specific reason for the
current non-use of the patent. Nearly 59% of all who responded gave only one reason for the
current non-use of the patent, and about 7% gave two or more different reasons for non-use.
Inspection of columns 3, 9 and 15, corresponding to column 21 for the entire three years, shows
some year to year variation in terms of these broad groupings of patents as may be seen
in Table 1, derived from Table I in Appendix A.

TABLE 1
PERCENTAGES IN EACH YEAR
THREE Y EARS
TyPEs OF RESPONSE ON NON-UBE COMBINED
1938 1948 1952
No reason for non-use 30.9 28.5 40.2 34.0
One reason only 59.4 62.4 52.8 58.8
Two or more reasons* 9.7 9.1 7.0 7.2

* Obtained by subtracting the previous percentages from 100.0.
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alone or in combination with other reasons. The second most frequent reason given
is item (a) lack of market demand (31%). The third most frequently mentioned
reason is item (b) rapid obsolescence (15%). If item (e) development of the art
has taken a different course is added to item (b) the combined percéntage is 18.
These leading reasons singly or in combination with one another or with other
reasons accounted for about 89 per cent of the reasons given for the current non-use
of patents.

It will be observed in connection with columns 7, 13, and 19, the components of
column 25, that in all three years these reasons predominate, There are, however,
variations which one logically would expect.

Admittedly, the reasons for non-use cannot be so sharply differentiated that differ-
ent assignees faced with the same facts might not select different reasons. Whether
it is practical to develop operationally useful distinctions in reasons for non-use that
will be uniformly interpreted by all respondents is difficult to say. In a sense, the
reasons given are no more than entrepreneurial opinions, but if genuine, they are
legitimate reasons why these companies do not put these patents into use.

The reasons, competitively at a disadvantage, which occurs with the highest fre-
quency, and lack of market demand, second in rank, show no appreciable variation
in the three years studied. This could mean a lack of differentiation in relation to
time, or it could mean that these categories include two divergent sub-categories
each;sthat is, patents which have been rendered competitively at a disadvantage
because of displacement by newer inventions and patents with respect to which
technical deficiencies have not been ironed out as yet, sometimes because of the
revolutionary departure of these patents from the prior art. Analogously, lack of
market demand could include patents that have lost their markets to newer and
better products, as well as patents for which markets have not as yet been devel-
oped. These are matters'to consider in future appraisal and further extension of this
résearch.

These percentages for the three leading reasons for non-use are summarized in
Table 2. Rapid obsolescence, either singly or in combination with item (e) develop-
ment of the art has taken a different course, shows a markedly higher percentage
for patents issued in 1938 in comparison to patents issued later. This is what would
normally be expected.

TABLE 2
PERCENTAGE EacH REABON
APPEARED, BY YEAR L —
ReasoNs INDICATED YEArs
1938 1948 1952
(c) competitively at a disadvantage.......... 39.4 42.7 40.7 40.9
(a) lack of market demand......... e 29.5 29.9 321 30.6
(b) rapid obsolescence...................... 20.5 13.7 12.1 15.4
(b) and (e) development of the art has taken a
different course. . .................... 23.5 14.6 15.0 17.7
Total. . ...... .o 92.4 87.2 87.8 89.2
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These variations in the percentages for the individual years could be attributed
to selective factors operating over time, and to specific factors, such as inventions
produced in a war economy, at a given time. The higher obsolescence percentage
for 1938 patents compared with those of 1948 and 1952 is what would be expected.

INVENTOR REASONS FOR CURRENT NON-USE OF ASSIGNED PATENTS

The distribution of replies of reasons for the current non-use of the sampled
patent received from inventors of assigned patents was analyzed in the same manner
as that shown in Table I (Appendix A).2!

Leading Reasons for Non-Use

The leading reason for non-use is item (e) development of the art has taken a
different course (25% ). This reason, as such, was not listed in the assignee question-
naire. This partly explains, perhaps, why very few assignees, five in all, gave this as

21 In compiling Table IT (unpublished) with respect to assigned patents where questionnaires
were received from two or more inventors, only one of these questionnaires was used. In the
earlier reports on utilization of the patented invention a priority order was established. If two
or more inventors returned different answers with respect to the use of the patent, the response
of only one inventor was used. The priority order was according to the utilization status
reported, that is, (1) in current use; (2) past use only; (3) future use; (4) no use;
(5) unknown; and (6) unanswered. If the answers were identical, then it was immaterial
which one was used. In compiling Table 2 the same inventor response used in tabulating the
use of the patent was used in the present tabulation of inventor replies. Considering the types
of replies to question 32, the highest concentration is classed “not applicable.” These are
for questionnaires in which the reasons for non-use of the patent were not given, but if the
patent was reported in current use, the failure to give reasons for the current non-use was
considered proper. Of the inventors whose questionnaires were considered in compiling Table
11, 26% were in this category. Over 8% failed to reply to this question, though they were not
in the group reporting the sampled patent in current use. This is twice as large as the per
cent of assignees who failed to give reasons for non-use. About 4% of the questionnaires are
from inventors included in the initial interviews. At that time the inventor questionnaire did
not include a question similar to 32. Therefore, nearly 39% of the inventors whose
questionnaires were used in compiling Table 1I did not respond to question 32. Of the 61%
who specifically gave reasons for the current non-use of the sampled patent, 46% (including
the unknowns) gave a single reason, and the balance, about 15%, gave two or more different
reasons. It should be noted that the proportion of inventors with multiple reasons for non-use
is markedly higher than the proportion of assignees. These marked variations, however, are
almost entirely eliminated if the returns are grouped in three broad classes according to the type
of response, as shown in the summary Table 3, derived from Table II.

TABLE 3

PERCENTAGES IN EacH YEAR

TyrE oF RESPONSE ON NON-USE THREE YEARS
1938 1948 1952
No reason given 37.6 36.7 40.4 8.7
One reason only 46.8 48.0 45.1 46.6
Two or more reasons 5.6 14. 14.5 7
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the reason for non-use under other.?? In general, the types of answers by inventors
and assignees, if not identical, seem quite compatible and consistent.23

The second largest concentration of replies is for item (a) lack of market demand
(20%). This reason was also second in frequency in the assignee replies.

The third and fourth heaviest concentrations of replies are found for items
(b) and (c), rapid obsolescence®* (13%) and competitively at a disadvantage
(13%). These were the leading reasons given by assignees as well. The fifth highest
perceitage gave item (j) don’t know the reason. For inventors of assigned patents
this is understandable. Of course, very few assignees, four in all, gave this response.
Thus, on the whole, the relative frequency with which specific reasons for current
non-use of the patents were given by assignees and inventors of assigned patents
appear consistent. Table 4 below (derived from Table II) summarizes the relative
frequencies of reasons for non-use. It includes the frequency with which each reason
for non-use appears whether singly or in combination.

TABLE 4
PBRCENTAGE FREQUENCY WITH WHICH
EACH REASON APPEARED : Three
REeAsONB INDICATED - years
1938 1948 1852

(e) development of the art has taken a different
COUMSE & v v it e it eeeenannannannns 31.6 20.8 24.6 25.4
(b) rapid obsolescence....................... 52.7 35.0 33.2 38.7
(a) lack of market demand.................. 16.7 17.5 22.3 19.5
(c) competitively at a disadvantage.......... 10.5 13.3 147 13.3
(j) don’t know thereason.................. 10.5 10.0 9.4 9.9
Total. ... 90.4 75.8 79.7 81.4

There are, of course, marked differences in the relative frequencj with which
each reason was mentioned for patents issued in different years. Thus, obsolescence,
(e) and (b) combined, accounts for 53 per cent of the patents issued in 1938 and
only 33 per cent of those issued in 1952, These differences are such as one might
expect.

The five reasons account for more than 80 per cent of all the 13 reasons considered.
Except for item (j) these reasons are essentially the same as the three which
accounted for 87 -per cent of the reasons for current non-use given by assignees. In

22 Also the reason that the development of the art has taken a different course is one that the
inventor might easily read into the fact that the great interest in the sampled patent has dis-
appeared. The assignee might perhaps indicate to his employee that the reason for non-use of
a particular patent was that the art had taken a different course, a reason, which whether
precisely true or not, might be more palatable to the employee inventor. Though rapid obso-
lescence and development of the.art has taken a different course are synonymous, the latter
may be more impersonal and less distasteful to the inventor.

23 See Table BB in Appendix B.

24 Items (e) and (b) combined indicate that, in effect, obsolescence accounts for 37% of the
reasons for non-use reported by these inventors.
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this respect, the replies appear quite consistent in view of the absence of item
(e) from the assignee questionnaire and the fact that inventors may not be as well
informed as assignees with respect to the reasons for the current non-use of the
sampled patent.?s

INVENTOR REASONS FOR CURRENT NON-USE OF UNASSIGNED PATENTS28

In comparison with assignee returns the returns of inventors of unassigned patents
have a much smaller proportion of “not applicables,” a larger proportion of unan-
swered and a larger proportion with multiple reasons. In this respect the replies
of inventors of assigned patents are intermediate. These differences suggest that
inventors of unassigned patents have been less discriminating in their reply to this
question,

Leading Reasons for Non-Use

The reason for current non-use given with the highest frequency is (d) shortage
or lack of venture capital (28%). Second in frequency is (i) neglect to exploit it
(27%). Third is (a) lack of market demand (17%). This third reason ranked
second in the replies of both assignees and inventors of assigned patents. The fourth
reason is (¢) competitively at a disadvantage (6% ). This ranked first among assignee
reasons for non-use and third among the reasons given by inventors of assigned patents.
Item (e) developmnent of the art has taken a different course is not much lower than

23 Tabulation of replies of multiple inventors did not appreciably change the pattern of reasons
for non-use as given in summary Table 4.

26 In the analysis of replies of inventors of unassigned patents concerning the reasons for
non-use, where completed questionnaires were received from more than one inventor for a
sampled patent, only one of these questionnaires was used (Table III). In selecting the reply
the order of preference was followed as used in connection with multiple inventors of assigned
patents. There was very little difference in the relative frequency of the various reasons for
non-use whether the returns of one or all of the inventors were used. In fact, there were very
few multiple inventors among inventors of unassigned patents.

Considering the types of replies to question 32, some 10% of the returns with no reply to
question 32 were for patents in current use and were, therefore, classed “not applicable.” Another
9% were unanswered, even though there was no indication that the patents were in current use.
Finally, 7% were questionnaires completed in the initial interviews, at which time no question
on the reasons for non-use was contained in the questionnaire. Thus, no reason for non-use was
obtained for more than 26% of the patents with completed questionnaires. Of the remaining
74%, over 54% gave a single reason for non-use, and the balance, 20%, gave two or more
reasons in combination.

Partly because of the small number of cases, and perhaps because of the greater inherent
variability, even the broad patterns of replies show a greater variation for this group compared
with the replies of assignees or inventors of assigned patents. These variations for response
groups for the different years are summarized in Table 5, derived from Table III.

TABLE 35

PeRCENTAGES IN EACE YEAR

Tyre oF RESPONSE ON NON-USE THREE YEARS
1938 1948 1952
No reason given 34.4 26.5 9 26.3
One reason only 50.0 46.9 57.3 53.5
Two or more reasons* 15.6 26.6 20.2

* Obtained by subtracting the previous percentages from 100.0.
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(¢) and if combined with (b) rapid obsolescence, the combination will have the
fourth highest frequency, 7 per cent of the replies of inventors of unassigned patents.
This same combination was, in effect, the leading reason given by inventors of
assigned patents, representing 39 per cent of the total and ranked third in the replies
of assignees, 18 per cent.

Considering the different years, marked variations exist in the reasons given by
inventors of unassigned patents. Item (d) shortage or lack of venture capital, the
leading reason for the three years combined, ranks fourth for 1938, with 10 per cent,
while items (i) neglect to exploit it and (a) lack of market demand are tied for first
place, 23 per cent each, and item (e) development of the art has taken a different
course, 13 per cent, ranks third. The latter percentage is 20 when combined with
item (b) rapid obsolescence. The percentages for the five leading reasons for the
individual years and for the three years combined are given in Table 6, derived
from Table III. .

TABLE 6

SEPARATE PERCENTAGES CuMULATIVE PERCENTAGES

Reasons INDICATED
1038 1948 1952 |3 years|| 1938 1048 1952 | 3 years

(d) shortage or lack of wventure

capital.................... 9.9]128.0/|33.1]28.2 9.9(28.0}33.1] 28.2
(i) neglect to exploitit........... 23.3126.0127.8]26.7|33.2|54.0|60.954.9
(a) lack of market demand........ 23.3 /10,0 | 1831 16.9 | 56.5164.0(79.2 ] 71.8
(c) competitively at a disadvantage. || 6.7 | 8.0 | 5.2 6.21163.2172.084.4(78.0
(e) development of the art has taken

a different course........... 13.3| 80) 2.6| 5.6 76.5} 80.0 | 87.0( 83.6
(b) rapid obsolescence............ 6.7 ... .9 1.5 83.2|80.087.9| 85.1

For 1948 the leading reasons approximate the ranks for the three-year total. The
year most closely approximating the ranking for the three years combined is 1952,
which, of course, is the year with respect to which most of the replies were received.
The percentage of patents not in use because of obsolescence, the combination of
items (b) and (e), ranks very low, since it only constitutes about 3 per cent
of the replies, compared with 20 per cent for 1938 and 8 per cent for 1948, These
relationships are shown in the summary Table 6.

Comparison of Reasons for Non-Use Given by the Three Groups
of Respondents

The replies of inventors of unassigned patents with respect to reasons for non-
use are the most diffuse, while those of assignees are least diffuse.?” In general, this
analysis indicates some sharp differences in reasons for non-use for assigned and
unassigned patents.?® The differences may be easily explained. Some of the
underlying differences may be associated with differences in the use of the patents

27 The three leading reasons account for 89% of the replies of assignees, 58% of the replies
of inventors of assigned patents, and 72% of the replies of inventors of unassigned patents.

28 For a more specific comparison of the differences in the replies of assignees, inventors of
assigned patents and those of unassigned patents, see Table IV in Appendix A.
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as reported by assignees, by inventors of assigned patents and by inventors of
unassigned patents.

It is of interest to determine whether the proportion of inventors of unassigned
patents more often than others gave the reason supporting arts have not developed
sufficiently, item (g), since it is commonly held that most of the revolutionary
inventions originate with the independent inventor. Nearly S per cent of the inven-
tors of unassigned patents gave this as the reason. An almost equ::dly large propor-
tion of inventors of assigned patents gave this reason. However, less than 1 per cent
of the assignees gave this reason.

In the case of assigned patents the higher proportion of inventors giving reason
(g) supporting arts have not developed sufficiently, is probably an indication of
limited information on the part of the inventor. Whether or not this type of reply
on the part of independent inventors also indicates restricted information cannot
be said. Perhaps both these and an inherent difference in the proportion of patents
with exceptional originality may account for the higher frequency with which
this reason is cited by inventors of unassigned patents. The evidence at this stage
of our analysis is by no means unequivocal in this respect.

ASSIGNEE REASONS FOR CURRENT NON-USE OF PATENTS
WITH DIFFERENT UTILIZATION STATUS2?

The distribution of replies of assignees with respect to the utilization status of
the patent was analyzed in the following terms (Table V) :

(1) In current use:— these patented inventions, according to the respondent,
were being used commercially at the time the questionnaire was answered. Of the
160 patents in current use, for 159 the respondents did not answer question 12.
These are, therefore, all classified as “not applicable.” Only one assignee respondent
gave item (b) rapid obsolescence as the reason for current non-use for a patent that he
reported in current use. This reply may not be incompatible since this patent,
although still being used to a minimal extent, may have been headed for obsolescence.
The impressive fact is that with this one possible exception all other respondents
are consistent in their replies.

29 With respect to the types of replies to question 12, of the total number of patents used in
the past, about 7% did not answer. Of the remaining, about 82% gave a single reason, and
about 11% gave two or more reasons. Even in this broad grouping, marked differences are
observed between the patents used in the past, those to be used in the future, and those that
will never be used. These variations are shown in summary Table 7 derived from Table V.

TABLE 7

PERCENTAGES BY UTILIZATION
TypES OF RERPONBES ON NON-UBE

Past Future

Use Use No Use
No reason for non-use 7.0 o 5.5
One reason only 81.8 86.0 88.1
Two or more reasons* 11 14.0 6.4

¢ Obtained by subtracting the previous percentages from 100.0.
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(2) Past use:—these are patented inventions which were used in the past but
are no longer in use.

(3) Future use:—patented inventions with an early expectation of use.

(4) No use:—these are patented inventions that have not been used and accord-
ing to the respondent there is no prospect of their being used.

In addition to the above, there are two “catch all” categories as follows:

(5) Unanswered :—returned questionnaires on which the respondent failed to
give any information with respect to use. There were three such assignee question-
naires, and in all the assignee failed to give information with respect to reasons for
non-use.

(6) Don’t know :—three assignees in reply to questions on utilization said that
they did not know. One of these did not answer the question with respect to non-
use, one gave (b) rapid obsolescence, as the reason, apparently assuming that the
patent was not being used and the third answered the question of non-use also with
“don’t know.”

Leading Reasons for Non-Use of Patents Used in the Past

For patents used in the past, the most frequently mentioned reason for current
non-use is (b) rapid obsolescence (35%). To this percentage could be added item
(e) development of the art has taken a different course. Thus combined, 40 per cent
of the patents used in the past apparently were discarded because better methods
were developed. This might very well reflect the vitality of the American patent
system. - The second most important reason is (a) lack of market demand (27%).
The third most frequently mentioned reason is (c) competitively at a disadvantage
(20%). For patents used in the past these four accounted for 87 per cent of all the
reasons for non-use.

Leading Reasons for Non-Use of Patents to Be Used in the Future

For this group, the most frequently mentioned reason by assignees for current
non-use is item (a) lack of market demand (48%). The second is item (c) com-
petitively at a disadvantage (38%). These two account for 86 per cent of all the
reasons for non-use.

Leading Reasons for Non-Use of Patents Which Have Not Been
and Will Not Be Used

The greatest concentration of reasons is under item (c) competitively at a dis-
advantage (53% ). The second is item (a) lack of market demand (29%). The third
is item (b) rapid obsolescence (89 ). The combined percentage for (b) and (e) is 9.

These three (or four) account for 90 per cent of all the reasons for non-use.
These different reasons for non-use are summarized in Table 8- (derived from

Table V).
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TABLE 8

PERCENTAGES oF REABONS BY UTILIZATION

REasons INDICATED }I,J a:et ¥ ‘{};re No Use Total

(a) lack of market demand.................. 26.6 48.0 28.7 30.4

(b) rapid obsolescence...................... 34.9 2.0 8.3 15.4
(b) and (e) development of the art has taken a

differentcourse....................... 40.4 2.0 9.2 17.4

(c) competitively at a disadvantage.......... 20.2 38.0 53.0 41.7

Total. ... ... . 87.2 88.0 90.9 89.5

It is apparent that these three to four reasons account for nearly 90 per cent of
all reasons and their relative frequency is quite distinctive in relation to utilization
status. The most striking differential relationship is the concentration of obsolescence
as a reason for the non-use of patents used in the past, and its virtual absence from
patents to be used in the future.

INVENTOR REASONS FOR CURRENT NON-USE OF ASSIGNED PATENTS WITH
DIFFERENT UTILIZATION STATUS3®

Leading Reasons for Non-Use by Utilization Status

Of the patents reported in current use the highest concentration of reasons for
current non-use is for item (a) lack ¢f market demand (32%). Second in frequency
is item (b) rapid obsolescence, combined with (e) development of the art has taken

30 There were 223 patents reported in current use by these inventors. No entry was recorded
in question 32 for 146 (65%) of these patents. They were considered as “not applicable.” The
inventors of five of these patents were interviewed but non-use was not considered. For the
remaining 72 patents, one or more reasons are given for non-use even though the patent was
said to have been in current use. This may indicate a misunderstanding in some instances.
Since question 32 for inventors reads: “If your sampled invention is not being used in production
at this time, or it is being used only slightly . . . ” it may mean that the inventor believed the
current use would have been more extensive had it not been for the reasons given.

For patents used in the past there were 106 completed questionnaires. For only 15 patents
was “expected future use” indicated as the utilization status by the inventor. There were 125
patents that were not used and not likely to be used, and 87 patents with unknown utilization.

The percentage distribution of types of responses with respect to question 32, by inventors of
assigned patents, for patents with different utilization status is summarized in Table 9, derived
from Table VI. ’

TABLE 9

PeERCENTAGES BY UTILIZATION

Tyres oF REsroNsEs

oN NON-UsE Cu;'rent Past Future i Don't
Use Use Use No Use Know Total
No reason for non-use 67.6 14.2 40.0 5.6 40.2 38.7
One reason only 23.0 67.8 46.3 68.8 51.8 46.6
Two or more reasons* 9.4 18.0 13.3 25.6 8.0 14.7

* Obtained by subtracting the previous percentages from 100.0.

Tablc; 9 shows that each utilization group (e.g., current use, past use, etc.) has a more or
less unique pattern in terms of the broad types of responses considered.



18 Patent, Trademark, Copyright Journal of Research, Education

a different course (31%). Third in rank is item (c) competitively at a disadvantage
(9%). These three (or four) account for 72 per cent of the reasons for non-use
reported.

For patents used in the past the greatest frequency is found for item (&) develop-
ment of the art has taken a different course (35%). The percentage is 55 when
item (b) rapid obsolescence is combined with item (e). These two items are nearly
identical in meaning. This higher concentration is evidence of the general conviction
of the assignees and inventors that the predominant reason for the current non-use
of assigned patents which were used in the past is their displacement by more
efficient inventions.

The next highest percentage is (a) lack of market demand (14%). In one sense,
this reason could be interpreted as analogous to obsolescence. It is reasonable to
assume that patented inventions once used in production are discontinued when
_ they can no longer be marketed because they have been displaced.

The next in rank, the third (or fourth), depending upon whether (b) and (e)
are counted as a single reason or as two separate reasons, is item (c) competitively at
a disadvantage (12%). These three (or four) most frequently ‘occurring reasons
account for 81 per cent of the reasons for the current non-use of the patents used in the
past. There were nine patents with an expected use for which reasons for non-use were
reported. Of the eleven reasons given, three were (g) supporting arts have not
developed sufficiently. Though these frequncies are small, the concentration is
noteworthy.

Of the patents not used and not likely to be used the highest frequency is with
respect to item (e) development of the art has taken a different course (28%).
These apparently are patents that died at or before birth. If item (b) rapid obsoles-
cence is added, the percentage of non-use is 40. The next in rank is (c) competitively
at a disadvantage (22%). The third most frequently mentioned reason is (a) lack
of market demand (18%). These three (or four) account for 80 per cent of the
reasons for the non-use of patents that are not used and are not likely to be used.
These interrelationships among the leading reasons for non-use and the different
utilization groups are summarized in Table 10 (derived from Table VI). The de-
tailed distribution of reasons for non-use is found in Table VIa of Appendix A.

TABLE 10
) PERCENTAGES OF REASONS BY UTILIZATION
R Non-U .
T o TR Ot R P Novse  Ront
(a) lack of market demand.......... 32.0 14.3 9.1 18.4 12.9
(e) development of the art has taken
a different course............. 16.5 34.8 28.5 16.1
(e) and (b) rapid obsolescence. ..... 30.9 55.3 e 39.9 20.9
(c) competitively at a disadvantage. . 9.3 11.6 9.1 21.5 8.1
Total......................... 72.2 81.2 18.2 79.8 41.9

The relationships in Table 10 appear to be internally consistent.
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INVENTORS REASONS FOR CURRENT NON-USE OF UNASSIGNED PATENTS
WITH DIFFERENT UTILIZATION STATUS3!

Leading Reasons for Non-Use by Utilization Status

For patents in current use, the most frequently reported reason for current non-
use is (d) shortage or lack of venture capital (30%). The second highest frequency
is (1) neglect to exploit it (26% ). The third highest frequency reported is (a) lack
of market demand (15%). These three reasons constitute 70 per cent of the reasons
for non-use of patents in this group.

Among the patents used in the past the highest percentage is (i) neglect to exploit
it (30%). Two reasons with 18 per cent each are second in relative frequency,
namely (a) lack of market demand and (d) shortage or lack of venture capital. The
three leading reasons account for 67 per cent of the reasons for non-use of these
patents.

The relatively high concentration of patents used in the past under item (i) and
also the high concentration of this reason for patents reported in current use sug-
gests perhaps a certain ideal of utilization in the mind of the inventor of an
unassigned patent.

Thirteen patents were reported about to be used. The leading reasons for non-use
are first, (d) shortage or lack of venture capital (53%), second (i) neglect to exploit
it (27%) and third (a) lack of market demand (13%).

For patents not used and not likely to be used the leading reasons for non-use
are, first (d) shortage or lack of venture capital (27%), second (i) meglect to
exploit it (23%) and third (a) lack of market demand (18%). These three reasons
account for 68 per cent of the patents reported not used and not likely to be used.

31 Of the 62 unassigned patents reported in current use, one or more reasons for non-use are
reported for 55%. The corresponding percentage for assigned patents for which inventors
reported reasons for non-use is 32. Fer about 35% no reply was made to question 32, This was
appropriate in that the question was ‘“not applicable.” Six inventors were interviewed and a
question relating to non-use was not considered. Without further probing, it is not possible
to state in what proportion of the 55% of the patents reported in current use the entry of a
reason for current non-use is a misunderstanding, and in how many a reflection of slight use.
See the wording of question 32, p. 5. Of the 55%; about 35% gave one reason and the balance,
almost 20%, gave two or more reasons. This percentage of multiple reasons to single reasons is
considerably higher than among inventors of assigned patents. Inventors of unassigned patents
more often give multiple reasons for non-use compared with assignees and inventors of assigned
patents. The broad groupings by type of response are shown in summary Table 11, derived
from Table VII.

TABLE 11
PERCENTAGES BY UTILIZATION
Types or REABONS oN NON-USE Current Past Future No Use Don't
Use Use Use Know
No reason for non-use 45.2 10.0 13.4 21.4 13.1
One reason only 35.4 55.0 73.4 64.3 52.2
Two or more reasons* 19.4 35.0 13.2 14.3 3.7

* Obtained by subtracting the previous percentages from 100.0.
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For 20 patents the inventor indicated the utilization status was unknown, but
nevertheless gave reasons for non-use. In order of frequency the reasons are:
(i) meglect to exploit it (39%), (d) shortage or lack of venture capital (19%),
() lack of market demand (16%), (j) donw’t know the reason (6%).

Table 12, derived from Table VII, summarizes the leading reasons for non-use
in relation to utilization status.

TABLE 12
. PERCENTAGES OF REABONS BY UTILIZATION
R Non-U B
EABONS FOR NON-UBE Clg::ﬂﬁ PUB:: F‘Il;;ge No Use Ilzgg“';
(a) lack of market demand.......... 149 18.5 13.3 18.2 16.1
(d) shortage orlack of venture capita!. 29.6 18.5 53.4 27.3 19 .4
(i) neglect to exploitit............. 25.5 29.6 26.7 22.7 38.7
Total....oooiee e 70.0 66.6 93.4 68.2 4.2

COMPARISON OF REASONS FOR NON-USE AMONG THE THREE GROUPS OF RESPONDENTS
RELATING TO UTILIZATION STATUS

Table VIIIa in Appendix A sets forth in parallel columns the percentage dis-
tributions of reasons for non-use given by assignees, inventors of assigned patents
and those of unassigned patents, by the reported. utilization status of each response
group. An analysis of this table suggests a greater heterogeneity between responses
of assignees and inventors of unassigned patents than between inventors of assigned
patents and those of unassigned patents. It also suggests that the responses from
these different sources show the least heterogeneity with respect to patents not used
and not likely to be used, perhaps intermediate for patents with past use. The
greatest heterogeneity appears with respect to patents which are to be used in the
future.

ASSIGNEE REASONS FOR CURRENT NON-USE RELATED TO LICENSING OF PATENTS
Licensing
This study compares the differential reasons for non-use given for licensed
patents with unlicensed, or patents for which there is no information on licensing.
In this comparison the unlicensed patents are subdivided by the attitude of the
assignee toward licensing.
Question 21 in the assignee questionnaire which deals with licensing reads as

follows:

Have licenses been issued by you to others for the sampled patent? (a) yes; (b) no.
If “no” would you be willing to license it? (1) yes, (2) no, (3) other (specify).
If “yes” did the license contain provisions relating to: (check) (a) quantity, (b) ter-
ritory, (c) price, (d) other (specify).51"

In the present analysis only the first part of the question is used. The categories
of licensing status considered are:

81* See PTCJRE, I, (June, 1957), p. 111.
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(a) the sampled patent is licensed. This category will be designated as “licensed”
and consists of those who checked “yes” under (a) in the first part of question 21.

(b) the sampled patent is not licensed, and the respondent says he is willing
to license. This category checked (b), and (b, 1), “yes.” This category is designated
“will license.”

(¢) the sampled patent is not licensed and the respondent indicates an unwilling-

ness to license. This category checked (b) and (b, 2) and is referred to as “will
not license.”

(d) the sampled patent is not licensed and the respondent does not indicate
whether he would license it. This category checked (b) and (b, 3) other,3? and
is referred to as “might license.”

(e) the sampled patent is not licensed, and there is no indication whether the
assignee would license. This category checked (b) but no usable entry after (1),
(2) or (3), and is referred to as “not licensed” (n.e.c. not elsewhere classified).

(f) no useful information was supplied with respect to licensing (either an entry
of “don’t know” or no entry). This category is referred to as “no information.”

The replies to the question with respect to licensing, received from assignees, in
terms of the categories specified above are given in Table 13. In considering the
status of licensing, patents in current use are separated from others.

TABLE 13

NUMBER AND PER CENT OF PATENTS REPRESENTED BY COMPLETED ASSIGNEE QUESTIONNAIRES
ACCORDING TO LICENSING STATUS FOR PATENTS IN CURRENT USE AND THOSE NOT IN
CURRENT USE

T IN CURRENT Nor 1N CORRENT
OoTAL Use* Uske
LicENBING StaTUB (x) +2% 100
No. Per Cent No. Per Cent No. Per Cent
(1) 2) 3) 4 (8) (6) (7 (8
Total...........c it 528 100.0 158 100.0 370 100.0 42.7
Licensed...................... 141 26.7 53 33.5 88 23.8 60.1
Not licensed. . ................. 368 69.7 102 64.6 266 71.9 38.4
Will license. . ................ 219 41.5 49 31.0 170  46.0 28.8
Will not license. ............. 33 6.2 21 13.3 12 3.2 175.0
Might license. ............... 58 11.0 © 12 7.6 46 12.4 26.1
Not licensed (n.e.c.).......... 58 11.0 20 12.7 38 10.3 52.6
No information................ 19 3.6 3 1.9 16 4.3 18.8

* In this tabulation, by including the group of assignee responses to question 12, classed as “not applicable”
with respect to reasons for non-use, all but two patents that are reported in current use are accounted for.

This summary table, with respect to the licensing status of 528 patents as reported
by assignees, indicates that known licensed patents constitute less than a third of
all the patents, about 27 per cent, and the known non-licensed patents constitute

32 Some of these were patents which had expired and, therefore, the assignee indicated that
any statement of his willingness with respect to licensing would be meaningless. In the more
detailed analysis of these returns, this group will be differentiated from others and any qualify-
ing conditions analyzed.
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about 70 per cent of the total. For over half of the non-licensed patents (60%) the
assignee indicates he would be willing to license.

Only for 6 per cent of all the patents does the assignee indicate definitely that he
would not license. This represents less than 9 per cent of the non-licensed patents.
Most of these patents, nevertheless, are in current use. Twelve of these 33 patents
are not in current use.38

The licensing status of patents appears to be associated with their utilization
status. On the whole, a higher proportion of the licensed patents are in current use.
However, the highest proportion of patents in current use is in the sub-category of
non-licensed patents with respect to which the assignee replied he would not license.

Leading Reasons for Non-Use by Licensing Status

For all categories item (c) competitively at a disadvantage, has the highest fre-
quency (38 to 53%). The second most frequent is (a) lack of market demand (25
to 34%). The third most frequent is (b) rapid obsolescence (7 to 22%).

However, for patents with respect to which the assignee indicated he would not
license there are two other items that have the same frequency as (b), namely,
(i). neglect to exploit it, and (1) outside the line of business. Considering the small
frequencies (see Table IXa in Appendix A) in this category no firth deductions
can be made. It appears, nevertheless, that the pattern of reasons for non-use for this
category is distinct from the other categories. The relationships between leading
reasons for non-use by licensing status are summarized in Table 14 (derived from
Table IX).

TABLE 14

PERCENTAGES OF REASONS BY LICENSING STATUS

Reasons ror Non-Use will Will not- | Might Not No

Licensed | iconge license license licensed mfg;l;m-

(c) competitively at a disadvantage. .| 43.3 40.2 53.3 40.7 37.5 50.0

(a) lack of market demand.......... 27.8 31.0 26.7 33.9 | 31.3 25.0
(b) rapid obsolescence.............. 15.6 15.8 6.7 13.6 21.9 8.3
(b) and (¢) development of the art has||
taken a different course....... 17.8 18.0 6.7 15.3 21.9 16.6
Total.......ccovvviienennnnen 88.9 89.2 86.7 89.9 90.7 91.6

33 An examination of these 12 patents not in current use, which the assignee indicated he would
not license, showed that three were used in the past. One of the three assignees checked as his
reason for non-use (k) other and entered “not a practical device,” which we reclassified as (c).
The second indicated “Ours is not a production item. . . . We custom engineer every sale with
overlapping patents.” The third assignee checked (a) and (e).

Of the remaining nine patents, one, it was reported, will be used in the future, although the
reason given for current non-use is (b) rapid obsolescence.

The remaining eight patents are not used and there is no prospect of use. Of these, five have
expired. Of the three remaining ‘patents, the assignee of one gives the following explanation:
“Closely related chemical proved better and is the one being sold.” For the last one, there is
no special comment. The impressive element in these statistics is that of the 508 patents for
which specific information is given for licensing status, only for three unused patents not licensed
does the assignee indicate an unwillingness to license. Compare British experience with respect
to compulsory licensing. See Terrell and Shelley, Law of Patents, 9th ed. (London: Sweet and
Maxwell, Ltd.,, 1951), pp. 273-277. See also T. A. Blanco (White), Patents for Inventions, 2nd
ed. (London: Stevens & Sons, Ltd., 1955), pp. 271-86.
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INVENTOR REASONS FOR NON-USE OF ASSIGNED PATENTS RELATED TO LICENSING

Since the inventor of assigned patents has no voice in the licensing of his patent,
except perhaps when he is a policy-making official of the assignee company, it is
unnecessary to analyze in detail the relationships found between reasons for non-use
reported by these inventors and licensing status.3* In a real sense, question 24 in the
inventor questionnaire is irrelevant as far as the average inventor of assigned
patents is concerned. This is partly reflected by the fact that 188 respondents stated
they did not know the licensing status of the sampled patent and another 21
respondents failed to answer the question on licensing. These two groups account
for 37 per cent of the total returns. The licensing status reported by inventors of
assigned patents is summarized in Table 15 (derived from Table X).

TABLE 15
PERCENTAGE DIsTRIBUTION
’ C 1
Licensineg Sratus Completed Que(:’:i]gu;':ges
Questionnaires with Infermation
on Licensing

Licensed................. e 17.3 27 .4
Notlicensed........... .o oviiiiiiininn.. 45.8 72.6

Will Hieense. . .. .oee oo 1.8 2.8

Will not license..................c.n... 19.7 31.3

Might license. . ........... ... oL, 18.3 29.0

Not licensed (nec.)........................ 6.0 9.5
Noinformation............. ... 36.9

Percentages in the first column are markedly different from those shown for
assignees, indicating that the average inventor of assigned patents may not have
or may not believe he has reliable information on licensing. According to the per-
centages in the second column, if the inventors who supplied no information are
excluded, the proportion of patents licensed and not licensed are similar to those
reported by assignees.

However, with respect to the attitude toward licensing of assigned patents the
percentages in both columns are quite different. Table Xa in Appendix A gives the
reasons for non-use for the different categories of patents according to licensing
status as reported by inventors.

INVENTOR REASONS FOR NON-USE OF UNASSIGNED PATENTS RELATED TO LICENSING

Licensing Status

The licensing status reported by inventors of unassigned patents is quite different
from that of assigned patents, reported by assignees. The distribution by licensing
for the unassigned patents is shown in Table 16 (derived from Table XI}).

1t is obvious from Table 16 that a much smaller proportion of unassigned patents
is licensed compared with assigned patents. Likewise, a smaller proportion of

341f the inventor is a policy-making official in the company, it is likely that his reasons for
non-use will agree with those of the assignee.
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TABLE 16
LicenNsINGg STaTUB NuMBER Per CENT
Total. .o e 198 - 100.0
Licensed. ... ...t e 17 8.6
Notlicensed. ... o.oueninein it 124 62.6
Will license. . ...ttt 25 © 12,6
Will notlicense. ..., 44 22.2
Mightlicense. ...t 53 26.8
Notlicensed (n.e.c.) ... v i 2 1.0
Unknown. ... 33 16.7
Notanswered............ ... . .. ... . o i i i 24 12.1

inventors who own their patents express an unconditional willingness to license it,
less than 13 per cent, as contrasted with almost 42 per cent of the total for assignees.
On the other hand, a much larger proportion of inventors state that they will not
license, 22 per cent as against 6.

The results show a wide range of variation in the percentage of “not applicable”
in the different categories of patents according to licensing. This would suggest
that there is probably some association between current use and licensing status.
The highest percentage of “not applicable” is with respect to licensed patents, while
the “will license” category does not have a single “not applicable” case, and other
categories have much lower percentages.

Leading Reasons for Non-Use by Licensing Status

With respect to reasons for non-use there are wide variations for the different
licensing categories. The two dominant reasons are (d) shortage or lack of venture
capital, and (1) neglect to exploit it, followed by item (a) lack of market demand.
The variations of the percentages of the leading reasons for non-use given for the
different categories by licensing status are summarized in Table 17 (derived from
Table XI}).

TABLE 17
PERCENTAGES OF REASONS BY LiICENSING STATUS
REASONS FOR NON-Use . Will Will N Migh N for-
Licensed Licelnse L;censzt Liclegnsz Unknown u‘:alt!i)o?\r
(a) lack of market demand.......... 12.5 15.6 20.8 19.3 12.1 13.3
(d) shortage or lack of venture capital.j| 25.0 43.8 18.7 | 28.1 27.3 26.7
(i) neglect to exploitit............. 37.5 15.6 25.0 28 .1 33.3 26.7
Total......................... 75.0 75.0 64.5 75.5 72.7 66.7

These percentages suggest greater homogeneity in the patterns of leading reasons
for non-use between the categories “will not license” and “might license.” Also the
percentages in the “licensed” category are not too different from the category
“licensing unknown.”
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ASSIGNEE REASONS FOR CURRENT NON-USE OF PATENTS BY CLASS

Class of Patents

In the present analysis the patents have been grouped into three broad categories,
that is, mechanical, chemical and electrical, to determine on the basis of the present
Patent Office classification, whether the reasons for non-use are different for these
different classes.

The gross frequencies in the three broad classes show that the proportion of
mechanical patents varies markedly from chemical and electrical patents. The per-
centage distributions for the entire working sample, the component patents in cur-
rent use (those classed as “not applicable™) and the balance of the working sample
are shown in Table 18 (derived from Table XII).

TABLE 18
In Nor 1N
ToraL Curnent Use* CuRRENT Usk CurRENT USE
Crass —_——— X100
No. Per Cent No. Per Cent No. Per Cent |Nor Currext Use
Total................. 528 100.0 159 100.0 369 100.0 43.1
Mechanical............ 288 54.6 110 69.2 178  48.3 61.8
Chemical.............. 131 24.8 29  18.2 102 27.6 28.5
Electrical............ . 109 20.6 200 12.6 8 241 22.5

*These are patents classed ‘“‘not applicable” which include 159 of the 160 patents in current use.

The table indicates, assuming the sample is not biased because of selective returns,
that well over half of the assigned patents are mechanical, that about a quarter are
chemical patents and less than 21 per cent are electrical. Another relationship that
this sample shows is that the proportion of mechanical patents that are in current
use is more than twice as high as the proportion of chemical and electrical patents
in current use. This difference in the proportion of mechanical patents in current use
is statistically significant at the 1 per cent level of significance. The proportion of
chemical patents in current use is also somewhat higher in comparison to electrical
patents. This difference, however, is not satistically significant.

There is also some indication that the percentage which gave multiple reasons for
current non-use is higher for mechanical patents than for the other two classes. The
percentages giving multiple reasons are 16, 10, and 6 for mechanical, chemical,
and electrical patents, respectively.3?

Leading Reasons for Non-Use by Class of Patents

For mechanical patents, the reason for current non-use given most frequently is
item (¢) competitively at a disadvantage (37% ). The second most frequent reason
is item (a) lack of market demand (32%) and the third is (b) rapid obsolescence

33 The percentage difference between mechanical and electrical patents is large enough to be
statistically significant.
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(17%). If (b) is combined with (e) development of the art has taken a different
course, the percentage is 20. These three leading reasons combined with (e) account
for 88 per cent of the reasons given for non-use of the mechanical patents.

For chemical patents, the dominant reason for current non-use is {c) competitively
at a disadvantage (50%). This is followed by (a) lack of market demand (26%),
and (b) rapid obsolescence (13%). Item (e) development of the art has taken a
different course added to (b) is 14 per cent. These reasons represented 90 per cent
of the reasons given for non-use of chemical patents.

With respect to electrical patents, the dominant reasons for non-use are (c) com-
petitively at a disadvantage (41%), (a) lack of market demand (32%), (b) rapid
obsolescence together with (e) development of the art has taken a different course
(17%). These reasons account for 91 per cent of the reasons given for non-use of
the electrical patents. '

The relatlonshxps between leading reasons for non-use and the class of patents
are summarized in Table 19.

TABLE 19
PERCENTAG.EB or REasons
BY CLASS OF PATENTS
Reasons ror Non-Use
Mechanical Chemical Electrical

(c) competitively at a disadvantage..................... 36.9 50.0 41.4
(a) lack of marketdemand............................. 31.8 26.4 32.2
tb) rapid obsolescence.................... ... ... ... ... 16.9 12.7 14.9

(b) -and (e) development of the art has taken a different
COUTSR . & o vttt ettt ettt et e en e ninaannns 19.5 13.6 17.2
Total, ..o i e 88.2 90.0 90.8

The dominant reasons are the same for the three different classes. The pattern,
however, is somewhat more distinctive for chemical patents compared with mechani-
cal and electrical patents.

INVENTOR REASONS FOR CURRENT NON-USE OF ASSIGNED PATENTS BY CLASS

Class of Patents

The proportionate distribution of patents by the three classes derived from the
inventor questionnaires should be the same (within sampling variability) as that
derived from the assignee questionnaire if the working sample (that part of the
2% sample for which questionnaires have been returned) is not biased.3® In Table
20 the percentage distributions of patents derived from the questionnaires of inventors
of assigned patents are compared with the percentages from the assignee question-
naires, derived from Tables XII and XIII.

86 It should be noted that if the class distribution of patents derived from inventor responses
is compared with that of assignee responses and statistically significant differences are obtained,
it would indicate that either one or the other of the samples is biased. But the lack of a difference
is not adequate proof of the absence of bias.
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TABLE 20
INvENTOR ASSIGNEE
Curass
No. Per Cent No. Per Cent
Total. ... e 567 100.0 528 100.0
Mechanical . ........... .. .. 305 53.8 288 54.6
Chemical . ..... ... ... i 138 24.3 131 24.8
Electrical ... ... o 124 219 109 20.6

The two distributions are surprisingly close. These two distributions, however,
are not independent of one another. Some 312 patents are common to both. That is,
the inventor and the assignee have returned a completed questionnaire for these
patents. The percentages are so close, the two distributions could easily have
come from a common population. When a chi-square test is applied to the two
distributions, excluding the patents for which both inventor and assignee ques-
tionnaires were received,3” a chi-square value of 41 is obtained. This is equivalent
to a probability value of between .90 and .80. In other words, in random samples
of this size, variations as large or larger may be expected in 80 to 90 per cent
of such samples. :

A greater concentration of “not applicable” cases is found for mechanical patents
in comparison with chemical and electrical. This relationship parallels that found
for assignee returns. The percentages are 28 for mechanical and 23 for chemical and
electrical patents.

The percentage of patents with only one reason for non-use also differs for the
different classes of patents but these differences do not follow the same pattern
observed with respect to replies received from assignees. For assignees the highest
percentage with multiple reasons was for mechanical patents and the lowest for
electrical. The converse is the case for inventor returns.

Leading Reasons for Non-Use by Class of Patent

For mechanical patents the highest percentage of reasons for non-use is (e) devel-
opment of the art has taken a different course (27%). Item (e) combined with
(b) rapid obsolescence is 40 per cent. The next most frequently given reason is
item (a) lack of market demand (20%). This is followed by (¢) competitively at
a disadvantage (11%). These reasons account for 71 per cent of the reasons for
non-use given for mechanical patents.

The highest concentration of the chemical patents occurs with respect to item
(&) development of the art has taken a different course (23%). Combined with
(b) rapid obsolescence, item (e), which in effect amounts to obsolescence, accounts

37 The distribution of questionnaires, after eliminating those for which both assignee and
inventor returns were received, is as follows:

PATENTS WITH PATENTS WITH
CLass AsBIGNEE RETURNS  INVENTOR RETURNS
Mechanical 127 150
Chemical 43 46
Electrical 46 59

Total 216 255
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for 36 per cent. The next most frequent reason is (c) competitively at a dis-
advantage (22%) and this is followed by (a) lack of market demand (18%). These
leading reasons account for 86 per cent of the reasons for non-use given for chemical
patents,

For electrical patents the items which in effect are equivalent to obsolescence
account for 38 per cent; these are (e) development of the art has taken a different
course (24%) and (b) rapid obsolescence (14%). The next most frequently
given reason is (a) lack of market demand (20%). Items (c) competitively at
a disadvantage and (j) don’t know the reason are about 10 per cent each. Table 21
summarizes the percentages for leading reasons by class of patent.

TABLE 21
PERCENTAGES OF REABONS
BY CLASS OF PATENTS
Reasons ror Non-Use
Mechanical | Chemical Electrical
(e) development of the art has taken a different course. . ... 27.3 23.1 24.2
(e) and (b) rapid obsolescence.......................... 40.2 36.3 37.9
(a) lack of marketdemand............................. 19.9 18.2 20.0
(c) competitively at a disadvantage..................... 10.8 21.5 10.5
(j) don'tknow thereason...................cciinnn, 9.5 9.9 10.5
Total, i e e e 80.4 85.9 . 78.9

This summary brings out clearly the general homogeneity of reasons for non-use
for the three classes, with the exception of reason (c¢) for chemical patents.

REASONS FOR CURRENT NON-USE OF UNASSIGNED PATENTS BY CLASS

Patents by Class

In comparison with assigned patents, unassigned patents are quite different with
respect to their distribution in the three broad classes, assuming that this is a
representative sample of unassigned patents.®® The distribution of the unassigned
patents, derived from Table XIV, in the three classes is shown in Table 22.

.TABLE 22
Crass oF PATENT NUMBER Per CeNr
Total. ... 198 100.0
Mechanical........ ... ..ot 169 85.4
Chemical.......c. i i 8 4.0
CElectrical ... ..o 21 10.6

38 Suggests the possibility that the decline in the inventive contribution of individual
inventors may be in part due to a shift in types of inventions over the years, from mechanical
to chemical and electrical. This shift, brought about by the progress of science and the arts, may
have much more to do with the declining role of the individual inventor than seems to be
attributed to it by many writers on this subject.
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It would seem that patents of individual inventors are largely limited to mechanical
inventions; only 4 per cent of the patents are chemical and 11 per cent electrical.3®

Leading Reasons for Non-Use by Class of Patents

Among mechanical patents the reason for non-use with the highest frequency is
(d) shortage or lack of venture capital (30%), followed by item (i) neglect to
exploit it (27%) and by item (a) lack of market demand (16%). The three leading
reasons constitute 73 per cent.

Of the eight chemical patents, reasons for non-use were given for four. With
respect to electrical patents the relative frequency of leading reasons is the reverse
of that given for mechanical patents. These are (a) lack of market demand (28%),
(1) neglect to exploit it (20%) and (d) shortage or lack of venture capital (16%).
The three leading reasons account for 64 per cent.

The summary percentages in terms of the frequency with which different reasons
were mentioned are given in Table 23,

TABLE 23
PERCENTAGES OF REASONS
REeAs0ONS roR NON-Uske BY Crass or Parents
Mechanical Electrical

(d) shortage or lack of venture capital..................... 30.1 16.0
(i) neglecttoexploitit,.............. oo, 271 20.0
(a) lack of marketdemand............................... 15.7 28.1
Total. . e 72.9 64.1

The patterns for the reasons for non-use of the assignee and the inventor of
assigned patents are quite different from those for unassigned patents. The leading
reason common to all three is item (a) lack of market demand. A comparison among
the three groups also confirms the greater diffusion of the reasons given by inde-
pendent inventors in comparison to the other two.

REASONS FOR THE CURRENT NON-USE OF ASSIGNED PATENTS REPORTED BY
INVENTORS OF PRE-TESTED PATENTS AND PATENTS NOT PRE-TESTED

Another characteristic of the patent about which information was sought from
the inventor was whether the sampled invention had been tested in a labora-
tory, or otherwise. Question 14 reads as follows: “Was your sampled invention
actually produced (in the laboratory or otherwise) to test its feasibility? (check)
yes, no, other (specify).”4

It is assumed that inventions which have been tested are less likely to remain

39 The probability sample (i.e., the initial 2% sample) definitely confirms this difference in
classification between the assigned and unassigned patents. The percentages for the unassigned
patents, derived from the probability sample, are 882, 4.6 and 7.2, for mechanical, chemical
and electrical patents, respectively.

40 PTCJRE, I, (June, 1957), p. 105, question 14.
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paper patents, and reasons for their non-use may be different in comparison with
those which were not tested.

In this section consideration is given to the replies to question 14 of inventors of
assigned patents and its relationship to question 32. Summary Table 24 gives the
distribution of inventor replies to question 14, that is, whether the patent was pre-
tested. This breakdown is shown for all returns, and separately for returns which
were classified with respect to reasons for current non-use as “not applicable,” and
for other returns not so classified.

TABLE 24
ToraL Nor APPLICABLE BaLANCE
PRE-TESTING

No. Per Cent No. Per Cent No. Per Cent
Total‘ .................................... 567 100.0 | 147 100.0 420 100.0
Pre-tested....................0oi . 458 80.8 13§ 91.8 323 76.9
Notpre-tested............................ 63 11.1 6 4.1 57 13.6
Answered “other”......................... 6 1.1 1 T S 1.2
Not answered or unknown............... ... 16 2.8 S 3.4 11 2.6
Notasked.........ooovv i, 24 4.2 .. 24 5.7

Of the 567 assigned patents for which inventor questionnaires were received, about
81 per cent were pre-tested. About 11 per cent stated that the patent was not pre-
tested. The balance (8%) are questionnaires in which question 14 was not asked,
the inventor failed to reply, or the answer was “don’t know.” If these returns repre-
sent an unbiased sample, they indicate that about 88 per cent of the assigned patents
are pre-tested. The table also shows a markedly higher proportion of the pre-tested
patents is classified as “not applicable” with respect to question 32, which suggests
that a higher percentage of these patents are in current use. This is also true of the
patents for which question 14 is either not answered, or is answered “unknown.”
Thus, of the 458 patents for which the answer to question 14 was “yes” with respect
to question 32, 135 or more than 29 per cent, were classed as “not applicable.” The
corresponding percentage for patents with an answer of “no” to question 14 was
less than 10. This difference is statistically significant at the 1 per cent level.

Leading Reasons for Non-Use

The analysis of reasons for non-use of patents is limited to those pre-tested and
those not pre-tested. The remaining groups are too small, and for most of them the
question with respect to the reason for non-use is not answered.

There are marked differences in the reasons of pre-tested and not pre-tested
patents, despite the fact that obsolescence, items (e) development of the art has
taken a different course and (b) rapid obsolescence, constitutes a. major reason in
both, 40 and 35 per cent, respectively.

In diminishing order of frequency, following the combination of (e) and (b),
the reasons for non-use of pre-test patents are (a) lack of market demand (20%),
(c) competitively at a disadvantage (15%) and (j) dow't know the reason (8%).
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For patents not pre-tested these are (i) neglect to exploit it (17%), (a) lack of
market demand (15%), (c) competitively at a disadvantage (11%) and (h) insuffi-
cient protection (11%). The high proportion of items (i) and (h), characteristic
of reasons given by inventors of unassigned patents, suggests that many of the
assigned patents that were not pre-tested were unassigned when issued.

These relationships between leading reasons for non-use and the pre-test status
of patents are summarized in Table 25.

TABLE 25
PERCENTAGES oF REABONS
BY PRE-TEST STATUS
REABONS FOR NON-UBE
Pre-tested Not Pre-tested

(e) development of the art has taken a different course. ... ... 26.2 231
(e¢) and (b) rapid obsolescence............................ 40.1 35.4
(a) lack of marketdemand........ .......... . ... .. .. ..., 20.3 15.4
(c) competitively at a disadvantage....................... 14.6 10.8
(j) don'tknow thereason................... ... ........ 7.8 6.2
(1) neglecttoexploitit.................... ... . ..., 6.8 16.9
(h) insufficient protection. .......... ... ... ... ... . 1.1 10.8
Total. . ... 90.7 95.5

REASONS FOR CURRENT NON-USE OF UNASSIGNED PATENTS REPORTED BY
INVENTORS FOR PRE-TESTED PATENTS AND PATENTS NOT PRE-TESTED

The distribution of replies to question 14 by inventors of unassigned patents in the
sample is given in Table 26 (derived from Table XVI).

TABLE 26

ToraL NoT APPLICABLE BaLaNncE

PRE-TEBTING
No. Per Cent No. Per Cent No. Per Cent

Total....... ... ... . . 198 100.0 20 100.0 178 100.0
Pre-tested... ... ... ... ... ... .. ... .. ..., 130  65.7 15 75.0 115 64.6
Not pre-tested. ........................... 41 20.7 2 10.0 39 219
Answered “other”.......... ... ... .. .. .... 5 2.5 1 5.0 4 2.2
Unanswered or unknown........... ... ..... 8 4.0 2 10.0 6 3.4
Notasked.............. ... ............... 14 7.1 . o 14 7.9

About two-thirds of the inventors of unassigned patents stated that their patent
was pre-tested. About 21 per cent stated that it was not. The balance either were not
asked the question, made an entry under “other,” said they did not know, or failed
to answer. If it is assumed that this residual group is no different from the 86 per
cent that gave specific answers with respect to pre-testing, it would mean that some
75 per cent of the unassigned patents are pre-tested and 25 per cent are not. The
corresponding percentages for the inventors of assigned patents were 88 and 12
for the pre-tested and not pre-tested, respectively.

The percentage of patents which are classified as “not applicable” with respect
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to question 32 is higher for patents that were pre-tested. This conforms with what
was found for assigned patents. The association suggests that a higher proportion
of pre-tested patents is in current use. This is probably true, despite the fact that
for almost two-thirds of the unassigned patents reported in current use, since the
inventor gave reasons for current non-use, the patents could not be classed as “not
applicable.”

Leading Reasons for Non-Use

For pre-tested patents, (i) neglect to exploit it is the most frequent reason for
current -non-use. For patents not pre-tested, the leading reason for non-use is
(d) shortage or lack of venture capital. There is a greater significance with respect
to external factors (i.e., lack of market demand and shortage or lack of venture capi-
tal given as the reasons for non-use of not pre-tested patents). These differences
may not be statistically significant. Even if they were, we would not be certain
whether to attribute the differences to the quality of the patents or possibly the
temperamental differences among the inventors. These relationships are summarized
in Table 27.

TABLE 27
PERCENTAGES OF REABONS
REAs0NS FoR Non-Usk ror NoN-Use BY PRE-TESTING
Pre-tested ‘Not Pre-tested

(i) neglect toexploitit.................................. 29.4 22.0
(d) shortarge or lack of venture capital..................... 26.6 29.3
(a) lack of marketdemand............................... 15.4 22.0
Total. ... 71.4 73.3

There appears to be some qualitative superiority (e.g., a higher proportion in
current use, acceptance of personal responsibility for non-use, etc.) revealed both
for assigned and unassigned patents that have been pre-tested.

REASONS FOR NON-USE OF ASSIGNED PATENTS BY INVENTORS WITH
DIFFERENT EMPLOYMENT STATUS

The foregoing analysis of reasons for non-use of mechanical and electrical patents
and the sharp demarcation in reasons for non-use of pre-tested and not pre-tested
patents suggests the possibility that inventors’ reasons for non-use may be affected
by their personal characteristics. With this possibility in mind the association between
the employment status of the inventors of assigned patents and the reasons for non-
use of the patent are considered in this section of the report.

The inventor questionnaire seeks information on a number of characteristics of
the inventor, such as his age, education, place of birth, occupation, industry and
employment status. In this interim report on the reasons for non-use only one of
the characteristics is being considered : employment status of the inventor at the time
the sampled invention was made. This is obtained from question 9 of the inventor
questionnaire.
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Employment Status of the Inventor

Question 9 reads as follows: “At the time when you made your sampled invention
were you: (check) (a) self-employed; (b) employer; (c) other (specify):”

Of the 567 assigned patents considered in this analysis (counting as one, multiple
questionnaires received for a single patent) replies to question 9 were received for

563 patents. The distribution of these by employment status of the inventor is given
in Table 28 (derived from Table XVII).

TABLE 28

EMPLOYMENT STATUB

ToraL NoOT APPLICABLE BALANCE
No. Per Cent No. Per Cent No. Per Cent

Total....................... U 563 100.0 146 100.0 417 100.0
Self-employed..... ..... ... ... ... ... ... 48 8.5 13 8.9 35 8.4
Employee. ...... ... ... 500 90.4 | 131 8.7 | 378 90.6
Other... ... ... ... ... : 6 1.1 2 1.4 4 1.0

About 90 per cent of inventors of assigned patents were employees at the time
of their sampled invention. Less than 9 per cent were self-employed, and about 1 per
cent were military personnel, students, housewives, etc. The percentage of patents
in current use (i.e., patents classified “not applicable” with respect to question 32)
is about evenly distributed among the different groups. In other words, Table 28
gives no indication that the employment status of the inventor at the time of the
invention of the assigned patent influences the chances of its subsequent utilization.

Leading Reasons For Non-Use Given By Self-Employed and Employee Inventors

The reasons given by inventors who were self-employed at the time they made the
sampled invention were: (e) development of the art has taken a different course
(26%) ; obsolescence as a unit, item (e) and item (b) rapid obsolescence constitutes
34 per cent. Next in order are (i) neglect to exploit it (18%), (a) lack of market
demand (13%), (d) shortage or lack of venture capital (10%). These leading
reasons account for 76 per cent of all reasons given by self-employed inventors.

Reasons given by inventors who were employees at the time of making the sampled
invention are considerably different. As was the case with respect to the self-
employed the reason with the highest frequency is (e) development of the art has
taken a different course (26% ). Obsolescence as a unit, that is (e) combined with
(b) rapid obsolescence is 40 per cent, higher than the corresponding percentage
given by the self-employed. These are followed by (a) lack of market demand
(20%) again higher than the corresponding percentage given by the self-employed;
(j) dow’t know the reason (109 ) and (i) neglect to exploit it (6% ). These leading
reasons account for 77 per cent of the reasons given for non-use.

The outstanding differential features in reasons for non-use between self-employed
and employee inventors is that the former give reasons for non-use characteristic of
inventors of unassigned patents.
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The relationship between leading reasons for non-use and employment status of
the inventor at the time of inventing the sampled patent is summarized in Table 29,

TABLE 29

Reasons ror Now-Use

PERCENTAGES OF REABONS BY
EMPLOYMENT STATUS OF THE INVENTOR

Self-employed Employee

'(e) development of the art has taken a different course. .. ... 26.3 25.9
(e) and (b) rapid obsolescence............................ 34.2 39.8
(i) neglect to exploitit....... P 18.4 6.2
(a) lack of marketdemand............................... 13.4 19.9
(d) shortage or lack of venture capital..................... 10.5 1.2
(j) don'tknowthereason..................ccooviinn... 2.6 10.2

Total. ... 79.1 77.3

REASONS FOR NON-USE OF UNASSIGNED PATENTS BY INVENTORS
WITH DIFFERENT EMPLOYMENT STATUS

The distribution of unassigned patents, according to the reasons for current non-
use, of inventors with different employment status was also analyzed (Table XVIII).
The relative frequencies for different employment status for inventors of unassigned
patents at the time of the sampled invention are shown in Table 30.

TABLE 30
ToraL NOT APPLICABLE BaLANCE
EMPLOYMENT STATUS

No. Per Cent No. Per Cent No. Per Cent

Total....o e 193* 100.0 19 100.0 174 100.0
Self-employed............................ 91 47.1 10 52.6 81 46.6
MPlOYee. .. 86 44.6 8 42.1 78 44.8
Other............... .. ... 16 8.3 1 5.3 15 8.6

L

- *Of the total responding (exclusive of multiple inventors) five failed to answer question 9 with respect to
employment status,

Among inventors of unassigned patents the self-employed and the employees are
almost balanced. The “other” group constitutes less than 10 per cent.! Table 30
gives no indication of any undue concentration of “not applicables” in one group of
inventors compared with others with respect to employment status. The differences
observed are not large enough to be significant.

Leading Reasons for Non-Use Given by Inventors of Unassigned Patents

Reasons for non-use given by self-employed inventors in order of frequency are:
(i) meglect to exploit it (29%), (d) shortage or lack of venture capital (29%),
(a) lack of market demand (12%), and (c) competitively at a disadvantage (8%).
These four reasons account for 78 per cent of the total.

41 In the labor force in the United States the self-employed constitute less than 15%; they
are predominantly males.
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Almost the same order of priority is found in reasons given for non-use by
inventors who were employees, though there are percentage differences. In order
of frequency the leading reasons are: (d) shortage or lack of venture capital (28%),
(i) neglect to exploit it (25%), (a) lack of market demand (19%). These three
teading reasons account for 71 per cent of the total.

~ Among the group of inventors who were neither self-employed nor employees
the reasons for non-use are still more distinctive when compared with those for the
other two groups. Leading reasons given are: (a) lack of market demand (33%),
(1) neglect to exploit it (28%), and (d) shortage or lack of venture capital (22%).
The three leading reasons account for 83 per cent of the reasons given for non-use.

These percentages of leading reasons for non-use for the three types of inventors

are summarized in Table 31. :

The sharpest difference in percentages between the three groups is with respect
to item (a) lack of market demand. The percentage of employee inventors giving
this reason is considerably higher. A similar difference was also observed among
self-employed inventors of assigned patents as compared with the employees. This
repetition in the pattern could suggest some basic difference. In other respects the
employee group of inventors of unassigned patents is unlike the employee group
among inventors of assigned patents.

TABLE 31
PERCENTAGES OF REABONS BY
EMPLOYMENT BTATUS OF THE INVENTOR
ReasoNs ror Non-Usk

Self-employed Employee Other

(i) neglect toexploitit.................... 28.7 25.0 27.8
(d) shortage or lack of venture capital....... 28.7 27.5 22.2
(a) lack of market demand.............. ... 11.7 18.8 33.3
(c) competitively at a disadvantage......... 8.5 5.0 -
Total . ......................... e 77.6 76.3 83.3

This report has been primarily descriptive. Extensive tests of significance were not
made since the representativeness of the working sample was not tested. Significance
tests would not be too conclusive unless the sample is a reasonably good approxima-
tion of a random sample of the population studied. It should be re-emphasized that
conclusive evidence as to the quality of the sample will not be available until we have
had an opportunity to compare the information obtained from a sub-sample of non-
responding inventors and assignees with that from those who have responded to the
mail questionnaire. Until this is done internal consistency checks as are readily avail-
able can be made to assess the quality of the working sample. In Appendix B this
evidence is examined in some detail.
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TABLE Ila

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF ASSIGNED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS
BY YEAR OF ISSUE AND FOR THE THREE YEARS COMBINED, BASED ON RETURNS RECEIVED

ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
Rpasons ror Non-Use ;
Three Y.
1938 1948 1052 Cobinag®
1) 2) 3) 4 )]
Total: Number................ooiinie... 114 120 211 445
PerCent......coovvviiiivaninnnn, 100.0 100.0 100.0 100.0
a. Lack of marketdemand.................. 16.7. 17.5 22.3 19.5
b. Rapid obsolescence. ...........oovvvniinn 21.1 14.2 8.6 13.3
c. Competitively at a disadvantage.......... 10.5 13.3 14.7 13.3
d. Shortage or lack of venture capital........ e 2.5 3.3 2.2
e. Development of the art has taken a different ‘
COUTSBE . 4 v v vevennen s s tuunssnsesnananns 31.6 20.8 24.6 25.4
f. Foreign competition..................... . . .. ...
g. Supporting arts have not developed suffi- :
ciently. . ...t e 7.5 4.7 4.3
h. Insufficient protection.......:............ 3.5 ... ... .9
i. Neglect toexploitit..................... 3.5 10.8 7.6 7.4
j. Don’t know thereason................... 10.5 -10.0 9.5 9.9
k. Other, specify..........c.coiiveiiviinenn 2.6 1.7 4.3 3.1
1. Outside of line of business. ............... e 1.7 e .4
m, Soldorlicensed..................cvvnn e ..
TABLE Illa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS
BY YEAR OF ISSUE AND FOR THE THREE YEARS COMBINED, BASED ON RETURNS RECEIVED

ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
R Non-
rasons ron Towoem 1038 1048 1952 || Three Yean
(1) (2) 3) 4) (5)
Total: Number............................. 30 50 115 195
PerCent..........oovvvvvnunnin. 100.0 -100.0 100.0 100.0
a. Lack of market demand.................. 23.3 10.0 18.3 16.9
b. Rapid obsolescence...................... 6.7 . .9 1.5
c. Competitively at a disadvantage.......... 6.7 8.0 5.2 6.2
d. Shortage or lack of venture capital........ 9.9 28.0 33.1 28.2
e. Development of the art has taken a different
COUPSE. ettt ettt ie et te it eenns 13.3 8.0 2.6 5.6
f. Foreign competition..................... 6.7 e .. 1.0
g. Supporting arts have not developed suffi-
ciently.. ... i .. 10.0 3.5 4.6
h. Insufficient protection.’................... 3.3 4.0 S 1.5
i. Neglect toexploitit..................... 23.3 26.0 27.8 26.7
j. Don't know thereason................... 3.3 s 3.5 2.6
k. Other,specify........................... 3.3 6.0 5.2 5.1
1. Qutside of line of business................ .. ... e e
m. Sold or licensed. . .......................
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TABLE Va
TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF ASSIGNEES WITH RESPECT
TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS FOR PATENTS WITH
SPECIFIED UTILIZATION STATUS, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
Reasons ror Non-use Past Future No All
Use Use Use Categories*
) (2) (3) ) (5)
Total: Number..............coooiviiinnt, 109 50 230 392
PerCent.................coooiiuit, 100.0 100.0 100.0 100.0
a. Lack of market demand.................. 26.6 48.0 28.7 30.4
b. Rapid obsolescence...................... 34.9 2.0 8.3 15.4
c. Competitively at a disadvantage.......... 20.2 38.0 53.0 41.7
d. Shortage or lack of venture capital........ . . 1.3 .8
e. Development of the art has taken a different
COUTSE. t vttt et e i iineenaannnns 5.5 9 2.0
f. Foreign competition..................... .9 .3
g Supporting arts have not developed suffi-
cently., ... .. 4.0 .4 .8
h. Insufficient protection.................... .9 T .9 .8
i. Neglect toexploitit..................... .9 4.0 4 1.0
jo Don’t know thereason................... 1.8 ... 4 1.0
k. Other, specify........................... 1.8 2.0 2.2 2.0
1. Outside of line of business................ 4.6 2.0 3.5 3.6
m, Sold or licensed. . ...................... - 1.8 v - .5

* This column includes one ‘‘current use” and two “don’t know™ cases.

TABLE VIa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF ASSIGNED

PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS

FOR PATENTS WITH SPECIFIED UTILIZATION STATUS, BASED ON RETURNS RECEIVED ON OR
BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
Rzasons ror Now-use Current | Past Future No Don't Unan- (| All Cate-
Use Use Use Use Know swered gories
(1) (2) 3) 4) (%) (6) ) (8)
Total: Number.................. 97 112 11 158 62 7 447
PerCent.................. 100:0 | 100.0 | 100.0 { 100.0 | 100.0 | 100.0 (| 100.0
a. Lack of market demand....... 320 14.3 9.1 18.4( 12.9| 28.6 19.5
b. Rapid obsolescence............ 14.4 20.5 e 11.4 4.8 14.3 13.2
c. Competitively at a disadvantage. 9.3| 11.6 9.1 21.5 8.1 - 13.6
d. Shortage or lack of venture cap-
ital............... ...l 4.1 2.7 9.1 1.3 2.2
e. Development of the art has taken
a difterent course........... 16.5 34.8 28.5 16.1 42.9 25.5
f. Foreign competition........... .. .. .. e e -
g. Supporting arts .have not de-
veloped sufficiently.......... 5.2 1.8 27.3 5.7 e .. 4.2
h. Insufficient protection......... 1.0 .9 S .6 e 14.3 .9
i. Neglect to exploitit........... 12.4 4.5 27.3 5.7 6.5 7.4
j. Don’t know the reason........ 1.0 6.3 - 3.8 48.4 9.8
k. Other, specify................ 4.1 2.7 18.2 3.2 1.6 3.1
. Outside of line of business...... .. AN - .. 1.6 .4
m. Sold or licensed............... .. ..
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TABLE VIIa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED

PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS

FOR PATENTS WITH SPECIFIED UTILIZATION STATUS, BASED ON RETURNS RECEIVED ON
OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
REAONS FOR NON-USE Current | Past Future No Don't Unan- || AlCate
Use Use Use Use Know swered gories
(1 (2) &) 4) (5) (6) ) 8)
Total: Number............ e 47 27 15 66 31 9 195
PerCent.................. 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 || 100.0
a. Lack of market demand....... 14.9 18.5 13.3 18.2 16.1 22.2 16.9
b. Rapid obsolescence............ 3.0 11.1 1.5
c. Competitively at a disadvantage. 8.5 7.4 9.1 e 6.2
d. Shortage or lack of venture cap-
ital......o 29.6 | 18.5 | 53.4} 27.3| 19.4| 44 .4 28.2
e. Development of the art has taken
a different course. .......... 4.3 7.4 6.1 9.7 e 5.6
f. Foreign competition........... . 3.7 11.1 1.0
g. Supporting arts have not de-
veloped sufficiently.......... 8.5 3.7 6.7 1.5 6.5 4.6
h. Insufficient protection......... 4.3 3.7 . e e 1.5
i. Neglect to exploitit........... 25,51 29.6| 26.7| 22.7) 38.7) 11.1 26.7
j. Don’t know the reason........ 4.5 6.4 2.6
k. Other, specify................ 4.3 7.4 7.6 3.2 5.1
. Outside of line of business...... o . - . RN
m. Sold or licensed...............
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TABLE IXa
TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF ASSIGNEES OF SAMPLED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF PATENTS CLASSIFIED
ACCORDING TO LICENSING STATUS, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.
PRELIMINARY
PERCENTAGES
REABONS FOR NON-USE . Wil Will N Migh N No Infor-
Licensed Licelnee Licens:‘ Liclegn:e. Liceg:ed !:atli]o%r
)] (2) 3 4) (%) (6) Q)
Total: Number.................... 90 184 15 59 32 12
PerCent................... 100.0 100.0 100.0 100.0 100.0 100.0
a. Lack of market demand......... 27.8 31.0 26.7 33.9 31.3 25.0
b. Rapid obsolescence.............. 15.6 15.8 6.7 13.6 21.9 8.3
c. Competitively at a disadvantage.. 43.3 40.2 53.3 40.7 37.5 50.0
d. Shortage or lack of venture capital. e 1.6 e e e e
e. Development of the art has taken a
different course............... 2.2 2.2 1.7 8.3
f. Foreign competition............. . .S .. e
g. Supporting arts have not develop-
ed sufficiently................ 1.1 .5 1.7 ...
h. Insufficient protection........... 1.1 . o 3.4 ..
i. Neglect to exploitit............. 1.1 .5 6.7 1.7 .. ...
j. Don’t know the reason.......... 2.2 3.1 8.3
k. Other, specify.................. 2.2 2.2 1.7 3.1
. Outside of line of business....... 1.1 5.4 6.7 1.7 3.1
m. Sold or licensed......... e 2.2 ..
TABLE Xa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF ASSIGNED

SAMPLED PATENTS WITH RESPECT TO REASONS FOR THE CURRENT

NON-USE OF PATENTS

CLASSIFIED ACCORDING TO LICENSING STATUS, BASED ON RETURNS RECEIVED ON OR PRIOR

T0 9/20/57.
PRELIMINARY
PERCENTAGES
REAsONS FOR NON-USE . . . ’
. W h No Infor-
Licensed Licelgse "I‘:ilf:lege? Il.\i(t:gnste LicNe:se Unknown x;a:i)o%r
(1) (2) 3 ) (5) (6) (N 8
Total: Number................... 56 18 107 82 36 135 13
PerCent.................. 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0
a. Lack of market demand..... ... 19.6 16.7 | 21.5( 23.2( 27.8 14.8 7.7
b. Rapid obsolescence............ 16.1 11.2 11.0 19.4 12.6 | 38.5
c. Competitively at a disadvantage. 12,5 | 33.4 | 17.7 17.0 | 11.1 6.6 15.4
d. Shortage or lack of venture cap-
ital... ..o o 3.6 5.6 3.7 2.2
e. Development of the art has taken
a different course............ 26.8 16.7 | 27.1| 28.0} 25.0 23.7| 23.1
f. Foreign competition........... . o . .. .. e o
g. Supporting arts have not devel-
oped sufficiently............. 5.4 5.6 8.4 2.4 2.8 2.2 ..
h. Insufficient protection.......... 1.8 1.9 1.2
i. Neglect toexploitit........... 3.6 22.2 4.7 6.1 2.8 11.1 7.7
J. Don't know the reason......... 7.1 .9 4.9 8.3 23.0
k. Other, specify................. 3.6 1.9 2.8 3.0 7.1
. Outside of line of business. .. ... .. .9 . .. .
m. Sold or licensed. .............. .
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TABLE XlIa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED

SAMPLED PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF PATENTS

CLASSIFIED ACCORDING TO LICENSING STATUS, BASED ON RETURNS RECEIVED ON OR PRIOR
T0 9/20/57.

PRELIMINARY
PERCENTAGES
Reasons For Non-use k will Will N Migh N
Lxcenaed. License chem-;;t Liclegn:e Unknown !galggglr-
(1 (2) 3 | @ () (6) )
Total: Number. ................... 8 32 48 57 33 15
PerCent..... ............. ] 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0
a. Lack of market demand......... 12.5 15.6 20.8 19.3 12.1 13.3
b. Rapid obsolescence.............. 3.1 2.1 6.7
c. Competitively at a disadvantage. . . 3.1 6.3 8.8 6.1 6.7
d. Shortage or lack of venture capital.|| 25.0 43.8 18.7 28.1 27.3 26.7
e. Development of the art has takena
different course............... 3.1 6.3 3.5 9.1 13.3
f. Foreign competition............. 2.1 .. . 6.7
g- Supportingrl arts have not devel-
oped sufficiently.............. 12.5 3.1 8.3 3.5 3.0
h. Insufficient protection........... ... e 2.1 1.8 3.0 ...
i. Neglect to exploitit............. 37.5 15.6 25.0 28.1 33.3 26.7
j» Don’t know the reason.......... 12.5 3.1 2.1 1.8 3.0 .
k. Other, specify.................. . 9.4 6.3 5.3 3.0
. Outside of line of business....... .. .. .. ..
m. Sold or licensed.................
TABLE XlIa
TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF ASSIGNEES WITH RESPECT
TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS IN SPECIFIED BROAD
CLASSES, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.
PRELIMINARY
PERCENTAGES
Reasons vor Non-use
Mechanical Chemical Electrical
) ) 3) @
Total: Number................. ... ... 195 110 87
PerCent.................. e e 100.0 100.0 100.0
a. Lack of marketdemand............................. 31.8 26.4 32.2
b. Rapid obsolescence......................coiiun... 16.9 12.7 | 14.9
c. Competitively at a disadvantage..................... 36.9 50.0 41.4
d. Shortage or lack of venture capital................... 1.5 . .
e. Development of the art has taken a different course. . . . 2.6 .9 2.3
f. Foreign competition................................ e .. 1.1
%. Supporting arts have not developed sufficiently..... .. A .9 2.3
: Insufficient protection.............................. 1.5 .. e
i. Neglect toexploitit................................ 1.5 .9 ..
j. Don’tknow thereason.............................. .5 1.8 1.1
k. Other,specify................. i 2.1 2.7 1.1
1. Outside of line of business..... P 4.1 2.7 3.4
m. Soldorlicensed.................................... .S .9 -
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TABLE XIIIa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF ASSIGNED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS
IN SPECIFIED BROAD CLASSES, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
ReasoNs FOR NON-USE
Mechanical | Chemical Electrical
6Y) @) 3) 4)

Total: Number............. .. ..o, 231 121 95

PerCent.......... ... . i i i 100.0 100.0 100.0
a. Lack of marketdemand............................. 19.9 18.2 20.0
b. Rapid obsolescence................................. 12.9 13.2 13.7
c. Competitively at a disadvantage..................... 10.8 21.5 10.5
d. Shortage or lack of venture capital................... 3.0 e 3.2
e. Development of the art has taken a different course. . .. 27.3 23.1 242
f. Foreign competition. . .............................. . .. e
g. Supporting arts have not developed sufficiently........ 3.9 5.8 3.2
h. Insufficient protection.............................. 9 .8 1.1
i. Neglect toexploitit..............................0 7.8 6.6 7.4
j. Don't know thereason.............................. 9.5 9.9 10.5
k. Other, specify.............. ... i i 3.5 .. 6.3
I. Outside of line of business........................... 4 .8 e
m. Sold or licensed. .. ................... ... .o . ..

TABLE XIVa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS
IN SPECIFIED BROAD CLASSES, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
REasoNs FOR NON-UBE
Mechanical Chemical Electrical
(1) (2) 3 4)

Total: Number............... e 166 4 25

PerCent................ ... ... .. ... . ...... 100.0 100.0 100.0
a. Lack of marketdemand........................... . 15.7 28.0
b. Rapid obsolescence.............................. ... 1.8 ce.
c. Competitively at a disadvantage..................... 6.6 ce 4.0
d. Shortage or lack of venture capital................... 30.1 75.0 16.0
e. Development of the art has taken a different course. . .. 5.4 ce. 8.0
f. Foreign competition. .................. ... ... 1.2 ..
g. Supporting arts have not developed sufficiently........ 4.8 4.0
h. Insufficient protection.............................. 1.2 4.0
i. Neglect toexploitit................................ 27.1 o 20.0
j. Don't know thereason.............................. 1.2 25.0 8.0
k. Other, specify. ... ... .. ... ... ... ... ... ... 4.8 8.0
1. Outside of line of business........................... .. ..
m. Soldorlicensed......................... ... ........




46 Patent, Trademark, Copyright Journal of Research, Education

TABLE XVa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS O A55.CN%D

PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS

THAT WERE SPECIALLY PRE-TESTED BEFORE APPLICATION AND THOSE THAT WERE NOT,
BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
REeasoNs ForR NON-UBE Not
Pre-tested | p, 2% 4 || Combined*
1) (2) 3) (4)
Total: Number............ .. it 370 65 447
PerCent............. i, 100.0 100.0 100.0
a. Lack of marketdemand............................ 20.3 15.4 19.5
b. Rapid obsolescence................................ 13.9 12.3 13.2
c. Competitively at a disadvantage.................... 14.6 10.8 13.6
d. Shortage or lack of venture capital................... 2.4 . 2.2
e. Development of the art has taken a different course.. .. 26.2 23.1 25.5
f. Foreign competition. . ...........covviiiiinvan..... .. .. ..
g. Supporting arts have not developed sufficiently........ 4.6 3.1 4.3
h. Insufficient protection.............................. 1.1 10.8 .9
i. Neglect toexploitit............................... 6.8 16.9 7.4
j. Don'tknow thereason............................. 7.8 6.2 9.8
k. Other, specify........................ ... e 2.4 1.5 3.1
. Outside of line of business.......................... .5
m. Soldorlicensed..............................c.... )

- * This total includes 12 reasons for non-use not shown on this table. These are from questionnaires in which
the response to question 14 was “Other,” “Don’t Know,” or “Unanswered.”

TABLE XVlIa

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED

PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE FOR THE SAMPLED PATENTS

THAT WERE SPECIFICALLY PRE-TESTED BEFORE APPLICATION AND THOSE THAT WERE NOT,
BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
REABONS FOR NON-USE Not .
Pre-tested Pro-tested Combined*
(1) (2) (3) (4)

Total: Number......... IR 143 a1 195

PerCent..........ooviiii i, 100.0 100.0 100.0
a, Lack of marketdemand............................ 15.4 22.0 16.9
b. Rapid obsolescence............... e 1.4 2.4 1.5
¢. Competitively at a disadvantage.................... 6.3 7.3 6.2
d. Shortage or lack of venture capital................... 26.6 29.3 28.2
e. Development of the art has taken a different course.. .. 6.3 2.4 5.6
f. Foreign competition............................... .. 4.8 1.0
g Supporting arts have not developed sufficiently........ 6.3 .. 4.6
h. Insufficient protection............... .. ... .. ..., 2.1 . 1.5
i Neglect toexploitit............................... 29 .4 22.0 26.7
J. Don'tknow thereason............................. 1.4 4.8 2.6
k. Other, specify.........c... . ... ... ... ... 4.9 4.8 5.1
1. Outside of line of business. ......................... .
m. Sold orlicensed. ........... ...t

* This total includes 11 reasons for non-use not shown on this table, These are from questionnaires in which
the respouse to question 14 was “Other,” “Don’t Know,” or “Unanswered.”
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TABLE XVIla

TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF ASSIGNED

PATENTS (EXCLUDING MULTIPLE INVENTORS) WITH RESPECT TO REASONS FOR THE CURRENT

NON-USE OF THE SAMPLED PATENTS RELATED TO THE EMPLOYMENT STATUS OF THE

INVENTOR AT THE TIME OF THE SAMPLED INVENTION, BASED ON RETURNS RECEIVED ON
OR BEFORE 9/20/57.

PRELIMINARY
PERCENTAGES
REABONS FOR NON-USE
Self-Employed Employee
o)) (2) (3)
Total: Number. ... ... ... ... . 38 402
Per Cent. ... ... ... .. .. . ... . 100.0 100.0
a. Lack of marketdemand............................... 13.4 19.9
b. Rapid obsolescence. .. ......... ... ... .. ... ... . ... ... 7.9 13.9
c. Competitively at a disadvantage........................ 10.5 14.2
d. Shortage or lack of venture capital................... ... 10.5 1.2
e. Development of the art has taken a different course....... 26.3 25.9
f. Foreign competition.................. ..ol .. e
g. Supporting arts have not developed sufficiently......... .. 5.3 4.2
h. Insufficient protection................................. . 1.0
i. Neglecttoexploitit...............ccoiviiiiiiiiin... 18.4 6.2
j. Don't know thereason................................ 2.6 10.2
k. Other, specify.......... .. ... .. . . . . i i 2.6 3.2
. Outside of line of business. ., .......................... 2.6 .2
m. Soldorlicensed............ .. ... .. i
TABLE XVIila
TOTAL NUMBER AND PERCENTAGE DISTRIBUTION OF REPLIES OF INVENTORS OF UNASSIGNED
PATENTS WITH RESPECT TO REASONS FOR THE CURRENT NON-USE OF THE SAMPLED PATENTS
RELATED TO THE EMPLOYMENT STATUS OF THE INVENTOR AT THE TIME OF THE SAMPLED
INVENTION, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57.
' PRELIMINARY
PERCENTAGEB
REAsONS FOR NON-UBE Self-
Employed Employee Other
(1) 2) 3) 4)
Total: Number.............. . ... .. ... .. ... ...... 94 80 18
PerCent.............o i i 100.0 100.0 100.0
a. Lack of marketdemand............................. 11.7 18.8 33.3
b. Rapid obsolescence................................. 1.1 2.5 .
c. Competitively at a disadvantage. .................... 8.5 5.0 .
d. Shortage or lack of venture capital................... 28.7 27.5 22.2
e. Development of the art has taken a different course. . .. 5.3 5.0 11.1
f. Foreign competition................................ 1.1 1.3 ..
g. Supporting arts have not developed sufficiently...... .. 5.3 3.8 5.6
h. Insufficient protection...... ... ................... 1.1 2.5 S
i. Neglect toexploitit............................... 28.7 25.0 27.8
j. Don'tknow thereason........................ ...... 2.1 3.8 c.
k. Other,specify......... ... ... ... ... .......... 6.4 5.0
I Outside of line of business........................... ..
m. Sold or licensed . . .. .............. ... .. ... ........
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APPENDIX B
QUALITY OF THE SAMPLE OF RETURNS

Prior interim reports have indicated that by internal analysis it is possible to determine with
some confidence the quality of the sample. In this report also, such an analysis was made with
respect to the percentage distribution of patents by broad classes where it was shown that the
distribution derived from assignee returns coincided with the distribution derived from the
returns of inventors of assigned patents. This agreement suggests a valid sample (i.e.,, a sample
from which can be inferred within known limits of certainty the characteristics of the population
from which the samples are drawn). Stronger evidence of validity would arise from a comparison
of the percentages of certain characteristics derived from the samples analyzed in this report
(the working samples) with the 2 per cent probability samples selected for this study. This
comparison for assigned and unassigned patents is given in Table A.

TABLE A
PRELIMINARY
NUMBER AND PERCENTAGE DIBTRIBUTIONS
ABBIGNED PATENTB UNassiaNED PATENTS
CuasstricaTion PROBABILITY ABBIGNEE INVENTOR PROBABILITY INVENTOR
SaMpPLB ReTURNS ReTURNs SAMPLE RETURNS
No. Per Cent | No. Per Cent | No. Per Cent || No. Per Cent | No. Per Cent
Total................. 1237* 100.0 | 528 100.0 | 567 100.0 || 612 100.0 | 198 100.0
Mechanical........... 757 61.2 | 288 S54.6 306 54.0f 540 88.2| 169 85.4
Chemical............. 240 1941131 24.8 | 137 24.2 28 4.6 8 4.0
Electrical............. 240 19.4 | 109 20.6 | 124 21.9 44 7.2 2t 10.6

* Thid number is higher than 1,218 assigned patents, given in the first report (Appendix Table 1, in
the Journal, vol. 1, no. 1, June, 1957, p. 100). This difference indicates assignment of initially unassigned
patents since the date of the search in the Patent Office assignment files. There is also the possibility that
some assignments may not have been recorded. This matter will be pursued further by going back to the
assignment records when the field work is completed. In all probability, the number of assigned patents is likely
to increase as returns are received from additional inventors. If the assignment records are incomplete then
the estimates that 6 per cent of patents not assigned initially are assigned subsequently may have to be
adjusted upward.

The frequency distribution of the probability sample and the working sample show appreciable
differences in the percentages among broad classifications of patents, despite the fact that the
comparative frequencies in the different classes are almost the same for patents represented by
completed assignee questionnaires and those represented by completed inventor questionnaires.
As noted in the report, the test showing that these two samples (assignees and inventors of
assigned patents) could have come from a common population was satisfied even when identical
patents with respect to which both the inventor and assignee had returned completed question-
naires were withdrawn. This indicates that the same or similar selective factors are operative
among assignees and inventors who respond.

In the above comparison between the working sample, based on assignee returns, and the
probability sample, statistically significant differences are found. The chi-square resulting from
this comparison is 21.64, with 2 degrees of freedom. In view of the fact that the tabular value
of chi-square with a “p” of .01 is only 9.21, it is extremely improbable that a random sample
drawn from the probability sample will deviate from it by as much as the working sample does.
Therefore, the working sample is biased. This bias, however, may result from the fact that
there is a much smaller representation of patents issued in 1938, and a relatively larger repre-
sentation of those issued in 1952. In the previous reports this has been demonstrated. Failure to
locate the assignee or dissolution of an assignee corporation, and perhaps the loss of records, or
difficulty in getting at them, more often affects patents issued in 1938, and, therefore, there is
an underrepresentation of these in the working sample. If between 1938 and 1952 there has been
a diminution of mechanical patents, this could account for the discrepancy between the working
sample, received from assignees, and the probability sample.
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Comparing the working sample, based on returns of inventors of assigned patents, we find
there are similar differences. In fact, the chi-square obtained from this comparison is larger,
24.94. It is extremely improbable that the working sample could be a random sub-sample drawn
from the-2 per cent probability sample.

Reasons which affect the returns of assignee questionnaires affect even more the inventor
questionnaire returns. A larger proportion of the inventors of 1938 patents are deceased, disabled,
or difficult to locate in comparison to inventors of 1952 patents. Therefore, the sample of inventor
returns is markedly deficient for 1938 patents.l If there has been a reduction in the percentage
of mechanical patents and an increase in chemical patents between 1938 and 1952, it would be
expected that this type of bias would be reflected in the working sample.2

The same test of significance of the difference was applied to unassigned patents in comparing
the distribution of the class of patents represented by completed questionnaires with the distribu-
tion in the probability sample. The chi-square resulting from this comparison is 5.39, with 2
degrees of freedom. This working sample could be considered a random sample of the 2 per

TABLE AA

COMPARISON OF THE NUMBER AND PER CENT OF PATENTS IN THE 2 PER CENT PROBABILITY

SAMPLE IN TERMS OF THE BROAD PATENT OFFICE CLASSIFICATION FOR EACH YEAR WITH

(1) SuCH PATENTS FOR WHICH ASSIGNEE AND/OR INVENTOR QUESTIONNAIRES HAD BEEN
RECEIVED AS OF 9/20/57, AND (2) FOR ASSIGNED AND UNASSIGNED PATENTS

PRELIMINARY

Two PER CENT PROBABILITY SAMPLE

ABBIGNED PATENTS UNAgsIGNED PATENTS
Crass 1938 1948 1952 1938 1948 1952

Per Per Per Per Per Per
No. Cent{No. Cent |No. Cent||No. Cent |No. Cent|No. Cent

1 2) @@ & |©® @] @ (9 (10) 11){12) (13)
Total................ 438 100.0{292 100.0{506 100.04(198 100.0(148 100.0j266 100.0
Mechanical......... .. 299  68.3(146 50.0]312 61.7|[173  87.4{132 89.21235 89.6
Chemical. . ........... 57 13.0 74 25.3/109 21.5{ 16 8.1] 4 2.7 8 4.8
Electrical............. 82 18.71 72 24.71 85 16.8|| 9 4.5 12 8.1] 23 5.6

PATENTE REPRESENTED BY COMPLETED INVENTOR QUESTIONNAIRES

Total................ 142 100.0j147 100.0[278 100.0|| 32 100.0| 49 100.0{117 100.0
Mechanical ........... 83  $8.4| 65 44.2(158 56.8|| 26 81.2| 43  87.8{100 85.5
Chemical............. 21  14.8/ 45 30.6; 7t 25.5[ 4 12.5 2 4.00 2 1.7
Electrical............. 38 26.8/ 37 25.21 49 17.7| 2 6.3 4 8215 12.8

PaTENTs REPRESENTED BY COMPLETED
ABBIGNEE QUESTIONNAIRES

Total. ............... 164 100.0{144 100.0{220 100.0
Mech{mical ........... 98 59.8 65 45.1)125 56.8
Chemical ............. 31 18.9[40 27.8/ 60 27.3
Electrical. .. ...... ... 35 21.3139 27.1]135 15.9

1 For assignee returns the percentage is about 37 for 1938, and nearly 44 for 1952, The disparity for inventor
returns between the two years is even greater—32 and 55, for 1938 and 1952, respectively. For unassigned
patents the returns for 1938 constitute 16% and for 1952, 44%.

2 Were this fact fully to account for the bias in the working sample, it could be remedied by considering our
working sample a stratified sample with different sampling ratios for the three years. By doing this the bias
would be eliminated by the use of different inflation coefficients for patents issued in the three years.
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cent probability sample. The probability of getting a random sample from the same population
which differs as much as the working sample, is less than 10 per cent but more than 5 per cent.
Even in this case it is not unreasonable to assume that some distortion has occurred as a result
of differential representation of inventors from the three years in the working sample.3

The strong bias indicated by the comparison of assigned ‘patents for which questionnaires
have been returned has prompted the analysis and a comparison of the classification of patents
in the working sample with the probability sample for each of the three years separately as
. shown in Table AA.

The result of this analysis in terms of chi-square and the probability zone for such a sample
to have arisen from the 2 per cent probability sample is summarized in Table B below. The
tests are a comparison of the distribution of patents in terms of the three broad groups between
those represented by no questionnaires, as of 9/20/57, and those represented by questionnaires,
separately for assignees, inventors of assigned patents and inventors of unassigned patents.

TABLE B
YEARs
GRrouprs COMPARED 1938 1948 1952
Chi-square p Chi-square p Chi-square P
Assigned patents:
Assignee returns
vs. non-returns............|[10.68 p<.01 1525 .10>p>.05| 7.15 .05>p> .02
Inventor returns )
VS, non-returns. ........... 10.52 p<.01|2.68 .50>p>.30 | 7.33 .05>p> .02
Unassigned patents:
Inventor returns
VS, non-returns............ 1.48 .50>p> .30 .06 .98>p> .95 6.13 .05>p> .02

This analysis indicates that the working sample could be regarded as representative of the
probability sample for all three groups as far as 1948 patents are concerned, but not so with
respect to assigned patents issued in 1938, with respect to both inventor and assignee responses.
For 1952, the three working samples are on the borderline. They are not representative if the
5 per cent level is adopted as the limit, but they would be at the 2 per cent level.

Over the period 1938-1952, the percentage of assigned mechanical patents has fluctuated
widely (see Table AA). They constituted 68 per cent of the total in 1938, dropped to 50 per cent
in 1948, and rose to almost 62 per cent in 1952. If a downward trend in mechanical patents is
assumed, with a sharp down-turn during the war, it is reasonable to infer that on the average,
inventors of mechanical patents are older. Therefore, they would be less likely to be in our
working sample, even considering the sample separately for each year. For assigned chemical
patents, the percentages are 13, 25, and almost 22, for 1938, 1948, and 1952, respectively. The
percentages for assigned electrical patents are 19, 25, and 17, respectively, for these years.

The variation among unassigned patents with respect to class is much smaller, as may .be
seen from Table AA. For unassigned patents the deviation between the working sample and the
probability sample is close to the borderline of statistical significance for the 1952 sub-sample
only.

Probing further into the disparities between the working and the probability samples, it appears
that the marked variation in mechanical patents is responsible for these differences. This is
suggested by the percentage differences between those portions of the samples for which ques-
tionnaires have been returned and those portions for which there are no questionnaires. These
differences are shown in Table C.

8 Although there is a larger percentage of inventors of unassigned patents in the 1938 sample who have not
returned questionnaires, in comparison to 1952, the proportion of mechanical, chemical, and electrical patents
issued to inventors of unassigned patents has not changed much.
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TABLE C

MECHANICAL PATENTS—PERCENTAGE EXCESSES IN MECHANICAL PATENTS IN THAT PORTION
OF THE SAMPLE FOR WHICH NO QUESTIONNAIRES HAVE BEEN RECEIVED ’

PRELIMINARY
INVENTOR
YEar ABSIGNEE
Assigned Unassigned
1938, 13.6 14.6 7.4
1048 . 9.7 11.6 2.2
1982, . 8.6 10.7 5.1
Three years. .. ... ... ... ... ... .. ... .... 11.6 13.4 4.2

The table suggests for assigned patents a slight reduction in the disparity for more recent
periods, perhaps because the proportion not making returns diminishes. (See Table AA.) There
is also some suggestion that the disparity is somewhat greater for inventors of assigned patents
than for assignees. It is believed these disparities between the working and the probability
samples are due to a greater elimination from the working sample, of the oldest inventors. With
respect to assignees these differences appear to be the result of a greater elimination of old
firms that have been dissolved, have not been reached, or may be hesitant or slow in participating
in the study.4

TABLE D

CHEMICAL PATENTS——PERCENTAGE DEFICITS IN CHEMICAL PATENTS IN THAT PORTION OF
THE PROBABILITY SAMPLE FOR WHICH NO QUESTIONNAIRES HAVE BEEN RECEIVED

PRELIMINARY
INVENTOR
YEear ABSIGNEE - ’
Assigned Unassigned
1938 . . . e 9.4 2.6 5.3
1948, . .. 4.9 10.6 2.0
1952, . 10.2 8.8 -2.3
Three years. .. ....... ..o 9.4 8.8 -0.8

ELECTRICAL PATENTS—PERCENTAGE DEFICITS IN ELECTRICAL PATENTS IN THAT PORTION
OF THE PROBABILITY SAMPLE FOR WHICH NO QUESTIONNAIRES HAVE BEEN RECEIVED

INVENTOR
YEAR ABBIGNEE
Assigned Unaasigned
1938, .. 4.2 12.0 2.1
1948. . .. 4.8 1.0 .2
1952 ... . -1.6 1.9 7.4
Three years. ........................... 2.2 4.6 5.0

4 The parallelism of factors militating against returns of 1938 assignee and inventor questionnaires is further
evidenced by the fact that the sample for which only the assignee questionnaires have been returned is homo-
geneous with the sample for which inventor questionnaires alone have been returned.
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The distortions introduced by mechanical patents cause reciprocal distortions in the other
components. These are shown for chemical and electrical patents in Table D.

An examination of these three sets of percentage differences indicates that they are much
more regular for mechanical patents. Therefore, mechanical patents are more likely to be the
underlying factor of distortion between the working and the probability samples. A plausible
hypothesis is that the bias in the working samples results from the fact that aged persons and
older firms are less likely to make returns. Accordingly, any patent characteristics under study
correlated with the age of the inventor and, in a general sense, the interest and record keeping
of the assignee, would be biased.5 This necessitates greater caution and more multidimensional
analysis before arriving at definitive conclusions based on the working samples.

A FURTHER TEST OF THE REPRESENTATIVENESS OF THE WORKING SAMPLE WITH RESPECT TOQ
REASONS FOR CURRENT NON-USE OF THE PATENT

In previous reports three different -approaches were used to test the presence of bias in the
working sample, affecting the utilization status. These were: (1) homogeneity of the returns
from different mailings; (2) homogeneity of the characteristics under consideration between
patents for which returns from both inventors and assignees have been received, with those for
which the inventor of assigned patents alone has responded, and those for which the assignee
alone has responded; and (3) between patents with two or more inventors, divided into those
with complete returns and those with partial returns. These three avenues are also open to us
in testing the presence or absence of bias in the working sample, with respect to reasons for
non-use. )

In- this report a more conclusive test is used. This test consists of a comparison of the
characteristics of patents for which no response has been received with those for which there
has been a response. This test shows that the working sample is distorted in certain respects.
More intensive analysis is needed to determine the extent this bias affects the various con-
clusions derived from the sample. In earlier reports it was pointed out that this avenue was
open, but time did not permit classification of the sample in terms of the current Patent Office
classification. There are other external characteristics of the patents in the probability and the
working samples which can be compared. Geographic distribution of inventors and assignees
responding compared with the group not responding would be an example. Another example
would be the industrial classification of assignees (limited to assigned patents and assignee
returns).

TESTING THE SAMPLE IN TERMS OF SUB-SEGMENTS

In previous reports, for inventor returns, we compared the responses from different mailings.
There were four groups of completed questionnaires as follows: (a) initial inteviews; (b) those
in the 10 per cent pre-pilot sub-sample; (c) those in the October 1956 mailing; and (d) those
in the January 1957 mailing.8 In the present analysis of returns the following groupings have
been used: (a) questionnaires in the pre-pilot sub-sample; (b) questionnaires in the October and
January mailings combined, which were returned in response to the initial request; (c) those
in the October and January mailings returned in response to the first follow-up letter; (d) those
in the October and January mailings returned in response to the second follow-up letter; and
(e) those received in response to individual telephone calls or some other special effort. The
distribution of these respective groups of patents by reasons for current non-use on the basis
of replies of inventors of assigned patents has been analyzed paralleling the pattern indicated
in Table I, Appendix A (Table XVIII). In testing the homogeneity of the different segments of
the sample with respect to the distribution, use could be made of all the returns; only those
. with a specific reply to question 32, in terms of patents; or the distribution of reasons for
non-use (whether given singly or in combination). The tests of homogeneity have been limited
to reasons for non-use (i.e., it is believed that essentially the same results would be obtained
if the other two distributions were to be used). In testing the homogeneity of the different
ségments as the sub-samples of the total group for which usable replies have been returned, the
chi-square test has been used.” Partly for reasons already discussed, that certain reasons for

B If it were possible to determine what introduces the bias, then it would be possible to' make appropriate
allowance for it. .

6 The Proceedings of the First Public Conference of the Patent, Trademark and Copyright Foundation,
Conference Supplement of the Journal, Tables A and B, pp. 150-151,

7 Wilfrid J. Dixon and Frank J. Massey, Jr., Introduction to Statistical Analysis, c. 13.
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non-use are essentially identical, (b) rapid obsolescence and (e) development of the art has
taken a different course have been combined. Other items have been combined where the fre-
quencies were too small. The test of homogeneity was applied to the following groups for which
both the working sample frequencies and the expected frequencies are shown in Table E, based
on returns of inventors of assigned patents.8

TABLE E

COMPARATIVE DISTRIBUTION OF THE NUMBER OF ACTUAL AND “EXPECTED” REASONS FOR THE

CURRENT NON-USE OF ASSIGNED PATENTS, BASED ON

INVENTOR REPLIES FOR PATENTS

GROUPED ACCORDING TO TYPE OF RETURN, BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57

PRELIMINARY
INTTIAL Firsr SecoNDp PRE-PILOT
MalLiNg FoLLow-up { FoLLow-UP SeeciaL SUB-8BAMPLE Torar
REAsONS rOR NON-USE )
Ac- Ex- [Ac- Ex- |Ac- Ex- |Ac- Ex- |Ac- Ex- Per
tual pected{tual pected|tual pected{tual pected|tual pected| No. Cent
) 2 @@ G @6 (& |10 (11) 1d2) 13)
Total................. 230 230.0/ 58 58.0} 47 47.0) 30 30.0] 62 62.0)427 100.0
P 47 46.9/ 10 11.8] 8 9.6 9 6.1 13 12.6] 87 20.4
bye........ ... 84 83.0(25 20.9/21 17.0f0 6 10.9| 18 22.4/154 36.1
Catte et e 39 32.5 6 8.2} 3 6.6/ 2 4,21 10 8.7 60 14.1
dyg, heoo oo 16 17.7 5 4.5 4 3.6] 2 2.3l 6 4.8 33 7.7
L 15 17.7] § 4.5 4 3.6/ 4 2.31 5 4.8 33 7.7
U 25 23.7 S 6.0 S 49 3 3.1 6 6.4| 44 10.3
ki,mo............... 4 8.5 2 2.1t 2 1.7 4 1.10 4 2.3[ 16 3.7
TABLE F
COMPARATIVE DISTRIBUTION OF THE NUMBER OF ACTUAL AND “EXPECTED” REASONS FOR
THE CURRENT NON-USE OF UNASSIGNED PATENTS, BASED ON INVENTOR REPLIES FOR
PATENTS GROUPED ACCORDING TO TYPE OF RETURN, BASED ON RETURNS RECEIVED ON OR
BEFORE 9/20/57
PRELIMINARY
INITIAL Firsr SrconNp PRre-PILOT
Mamune | Forrow-ur | FoLLow-up SPECIAL | Syp-samPLE TorawL
ReAsONS FOR NON-USE
Ac- Ex- |Ac- Ex- [Ac- Ex- |Ac- Ex- lAc- Ex- Per
tual pecteditual pected{tual pected|tual pected|tual pected| No. Cent
o) 2 @@ GG M) O (1 [(12) 13)
Total................. 104 104.0] 19 19.0[ 26 26.0[ 24 24.0| 22 22.0{195 100.0
PN 19 17.6¢] 4 3.21 2 4.4 4 4.1 4 3.71 33 16.9
b,e.................. 9 7.5/ 1 1.3 2 1.9 1 1.7 1 1.6] 14 7.2
et e e 5 6.3 1 1.2 2 1.6|] 4 1.5] .. 1.3] 12 6.1
d. ..o 28 29.3) 7 5.4/ S 7.3 7 6.8 8 6.2) 55 28.2
f,g, b 6 7.5 1 1.3 5 19 2 1.7.. 1614 1.2
Lo 30 27.8] 4 5.1} 6 6.9 4 6.41 8 5.9 52 26.7
T 7 8.0/ 1 1.5| 4 2,00 2 1.8 1 1.7/ 15 7.7

8 The frequency of reasons for non-use in Table E differs from that shown in Table II because separate
reasons combined on the theory that they were the same were no longer counted as multiple reasons considered

separately.
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In summarizing these, where two or more reasons were combined because they were thought
to be the same, they were not counted as multiple reasons. No such adjustment was made,
however, when reasons were merely grouped, because they occurred infrequently.

The chi-square test shows that these different segments of the completed questionnaires are
homogeneous and could have come from a common population of reasons for current non-use
like that shown by the total in column 12 of Table E.

The value of the chi-square derived from this analysis is 25.90, with 24 degrees of freedom.
This indicates that samples as divergent from column 12 as the sub-groups are could be expected
with a probability of less than .5 and more than .3. In other words, the frequencies in the
different sub-groups are homogeneous and they all can be considered as samples from the same
population. This proves merely that inventors who respond after one or more follow-up letters
or as a result of telephone calls or. other direct appeals, with respect to reasons for non-use of
assigned patents, are no different from those who respond initially.

Essentially the same procedure as that described for testing homogeneity of returns of
responses of inventors of assigned patents was used in testing the returns of inventors of
unassigned patents. This is shown in Table F. Because of a different pattern of frequencies,
the grouping of reasons occurring less- frequently is somewhat different from that used for
inventors of assigned patents. These differences may be noted by comparing Table F with
Table E.

Table F gives the reasons for the current non-use of the patents as given by inventors of
unassigned patents (both the actual and the expected frequencies).® The expected frequencies
are based on the assumption that each group came from a common population having the
distribution of reasons shown by combined returns, column 12 of Table-F. The grouping of
patents parallels those that were discussed in considering the inventor returns for assigned
patents.

The chi-square resulting from Table F, with 24 degrees of freedom, is 22.03. This signifies
that samples with as large variations as found in the different groups of patents in Table F
in comparison with column 12 could occur in random samples drawn from such a population
with a probability less than .7 but more than .5. There is thus no significant difference in reasons
for non-use among inventors who responded initially to the questionnaire and those who did
so after they were urged by follow-up letters. Moreover, there is no difference in the returns
from inventors in the pre-pilot sub-sample and those from subsequent mailings.

A similar test of homogeneity is applied to reasons for the current non-use of patents repre-
sented by questionnaires returned by assignees. The test of homogeneity of the responses of
assignees regarding reasons for the current non-use of patents is also restricted to the frequency
with which these reasons were mentioned singly or in combination. With respect to assignee
questionnaires, second follow-up letters were mailed to the pre-pilot sub-sample in July 1957
and to the remaining assignees in the 2 per cent sample in late November and early December
1957. Furthermore, the practice of telephoning assignees, or interviewing them personally has
not seemed profitable (except for the initial interviews). In testing the homogeneity of assignee
returns with respect to reasons for the current non-use of the patent, the returns have been
divided into three groups, as follows: (a) those assignees who responded to the initial mailing,
regardless of whether this was in connection with the pre-pilot sub-sample or the December
1956 mailing ; (b) those who returned a completed questionnaire in response to the first follow-up
letter, again combining the pre-pilot sub-sample replies with those for which the initial mailing
occurred in December; (c) miscellaneous small groups consisting of interviewees, second
follow-up cases from the pre-pilot sub-sample and special contact cases. These were combined
since there were only a few of each type. The frequency of reasons for non-use for the different
groups is summarized in Table G. For this purpose reasons that were considered identical were
grouped together and were not counted as multiple reasons.l0 Other reasons were grouped:
together merely because of the small frequencies of cases for each. This latter grouping varies
from table to table since it depends on the items with small frequencies which are not the same
for the different classes of respondents. The groupings for assignee replies in testing homo-
geneity may be seen in Table G.

9 See footnote 8 for an explanation of the difference in the frequency of the reasons for non-use between
Table E and Table IT, which is the same for Table F and Tabhle 111.

10 The difference between Table G and Table I is comparable to that between Table E and Table II. See
footnote 8. '
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TABLE G

COMPARATIVE DISTRIBUTION OF THE NUMBER OF ACTUAL AND “EXPECTED” REASONS FOR
THE CURRENT NON-USE OF ASSIGNED PATENTS, BASED ON ASSIGNEE REPLIES, FOR PATENTS
GROUPED ACCORDING TO THE TYPE OF RETURN, RECEIVED ON OR BEFORE 9/20/57

PRELIMINARY
INITIAL Firsr ALl OTBER
MaiLiNe | FoLLow-ve | CATEGORIES ToraL
REasoNs FOR NON-UBE
Ac- Ex- [Ac- Ex- |Ac- Ex- Per
tual pected|tual pected|tual pected| No. Cent
1 2 G|l@w G|’ O|® O
Total ... e e 292 292.0{ 80 80.0{ 14 14.0{386 100.0
- 93 89.9120 24.6f 6 4.3[119 30.8
b, . e 47  51.4] 18 141} 3 2.5 68 17.6
it ettt e e e e 118 118.9] 35 32.6/ 4 5.71157  40.7
d,f,g,.h ................................... 7 7.6 3 2.1 .31 10 2.6
T TS 7 6.1 1 1.7 .. .31 8 2.1
k,Lmooooo 20 18.1} 3 4.9 1 .9| 24 6.2

Table G, like the previous two tables, shows the observed frequencies of reasons for each
group as well as the expected frequencies conforming with the distribution of all the returns,
columns 8 and 9. The chi-square obtained from these frequencies is 6.31, with 10 degrees of
freedom. The tabular value of chi-square, with 10 degrees of freedom, is 6.179 for a p value of
.80, and 7.267 for a p value of .70. In other words, if samples were drawn randomly of the size
of the sub-samples from a population having the same relative frequencies as the total working
sample, in more than 70 per cent of such samples the variations from the parent population will
be as large or larger than those observed in the sub-samples.

This ends this phase of the analysis. As was explained in the earlier reports, concerned with
utilization status, this type of evidence is at best inferéntial, on the assumption that if no
difference is found between respondents requiring no persuasion and those needing: it, it would
strengthen the presumption that there may be no difference between respondents and non-
respondents with respect to the patent characteristics under consideration. A large part of the
non-respondents are inventors or assignees who cannot be reached, who are deceased, or who
are too old or incapacitated. There are also those who have received the questionnaire, are in a
position to respond, but have not done so to date for one reason or other.

COMPARATIVE CHARACTERISTICS OF PATENTS WITH RETURNS FROM BOTH ASSIGNEES AND
INVENTORS WITH THOSE WITH INVENTOR OR ASSIGNEE RETURNS ONLY

In an earlier report, it was indicated that the evidence derived from a comparison of char-
acteristics of assigned patents for which only the inventor has replied, with those for which
both the inventor and assignee have replied is, in a sense, a comparison between patents of
assignees that have responded with those that have not. The same is true with regard to compara-
tive characteristics of patents represented by assignee replies only and those represented by both
assignee and inventor replies. Here patents of inventors who have responded are compared with
those of inventors who have not,

In the present analysis there are assignee returns for 528 patents, and returns from inventors
for 567 assigned patents. Some of these are for the same patent. This is true with respect to 312
patents. In the previous two reports patents were considered for which both inventors and
assignees have responded, to test the validity of the response with respect to utilization. Concern-
ing utilization, the reply was relatively objective and it was assumed that both inventors and
assignees should respond the same way. This is not the case with respect to reasons for non-use.
Reasons for non-use are given more as an opinion or attitude than as a statement of fact. Identical
replies should not be expected from assignees and inventors for the same patent. Nevertheless,
considerable similarity of reasons for non-use given by assignees and inventors with respect
to identical patents is found.
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Table BB presents the cross classification of the 312 patents for which there are completed
questionnaires both from inventors of assigned patents and assignees.

The horizontal distribution of the patents shows assignee responses to question 12. Thus, there
are 54 patents for which the assignee indicated (a) lack of market demand as the reason for
current non-use. For 16 of these, the horizontal distribution, the inventor also gave (a) as the
reason for non-use. For one, the inventor gave (b) rapid obsolescence as the reason, and so on.

The vertical distribution indicates reasons for non-use given by the inventor. Thus, for 16
patents the reason for non-use given by the inventor was (b) rapid obsolescence. For six of
these the assignee gave the same reason; for two, the assignee reason was item (c) competitively
at a disadvantage, and so on.

It should be noted that sole and multiple reasons are shown specifically, including “not
applicable” patents for which the question on the reasons for non-use was not answered, those
in preliminary interviews who were not asked question 32, and those for which the answer was
(j) do not know the reason. Consequently, the number and percentage in the diagonal—repre-
senting patents with identical reasons from inventors and assignees—are small. There are 106
patents in the diagonal, 27 per cent of the total. However, most of these are the “not applicable”
patents which are irrelevant to the immediate interest in the correspondence of reasons for non-
use given by inventors and assignees.

TABLE BB

CROSS TABULATION OF RETURNS OF ASSIGNEES WITH RESPECT TO REASONS FOR CURRENT
NON-USE OF PATENTS, WITH INVENTOR RETURNS, FOR ALL J12 ASSIGNED PATENTS
REPRESENTED BY ASSIGNEE AND INVENTOR QUESTIONNAIRES.

PRELIMINARY,
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In Table CC, derived from Table BB, there have been excluded the “not applicable” and
other groups that are irrelevant to the extent the inventor and assignee reasons agree as to
non-use. The table is, therefore, limited to 132 patents for which both the inventor and assignee
gave one or more specific reasons for non-use. Of the 132 patents, 50, or 38 per cent, are in the
diagonal; that is, both the inventor and assignee gave the identical reason for non-use. This
does indicate a considerable degree of agreement, though not high. More important is the fact
that even though reasons given by inventor and assignee may differ, they seem compatible.
Even in Table CC some of the dispersion is due to multiple reasons, part of which could be
identical. In Table H identical reasons have been combined, whether given singly or in combi-
nation.

TABLE CC

CROSS TABULATION OF PATENTS WITH SPECIFIC ASSIGNEE AND INVENTOR REPLIES
REGARDING REASONS FOR CURRENT NON-USE OF THE SAMPLED PATENT.

PRELIMINARY

a 8 ToraL

INVENTOR REBPONBE a8 b ¢ h k Im a a8 & 8 b ¢ ¢ ¢ ¢ INVENTOR

e b ¢ € i ¢ e n e i REsPONSE
Total Assignee Response.f| 352545 1 2 1 2 2 8 1 2 4 1 1 11 132
- Y 6 .. 4.. .. 1 1., 2 11 1 27
be......... 72218 .. .. .... 1 1 1.. 2 52
Gttt e e S .10 .. .0 o001 30 e o 19
- S O 3
hoooooo o T 1
Te i e e T 1 e 4
Koo 1 1 1... 1. 4
O 2 .. ... 1 .. 3
- T 2.1 .01 e 4
- Y e e s 1. 1 1 3
bc..oiiiiii D e 1
LT o201 3
[T 1 1. 2
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P P .. ...

B i 1
a,bje........... .. oo 1 1
c,be........ ... 1 1
[ T 1 1

In Table H, 74 of 175 reasons for non-use are identical. Analysis of this table also indicates
considerable cross-over between items (a) lack of market demand, and (c) competitively at o
disadvantage. That is, where the assignee gave the reason as (a), in about half of the cases the
inventor also gave (a), but in a substantial number of cases gave the reason (b) or (e) obsoles-
cence, or () competitively at a disadvantage. Similarly, where the assignee gave the reason as
(c), the inventor dispersed his answers among (a), (b) and (e), and (c), which to us seems
not inconsistent.

In Table H the frequencies in the diagonal represent 42 per cent of all the frequencies.
I1f ‘'one considers this as a measure of agreement or identity, one could regard it as a coefficient
of determination and infer a correlation coefficient which will be .65, which perhaps is not
insignificant.

~ Further inspection of the three reasons with highest frequencies, that is, (a), (b and e) and
(c) indicates the highest agreement is for (b and e) and the lowest for (c¢). This may be
clearly seen by the percentages given in Table I.
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TABLE H

CROSS CLASSIFICATION OF REASONS FOR CURRENT NON-USE OF PATENTS GIVEN BY ASSIGNEES
AND INVENTORS FOR IDENTICAL PATENTS—WITH EXPECTED FREQUENCIES OF
IDENTICAL REPLIES

PRELIMINARY
INVENTORS REASONS a be ¢ g h i k 1 m ToraL
Total.............c.o il 56 36 69 2 3 4 2 3 175
. S P 28 1 10 2 2 1 2 46
bye e 12 27 27 1 .. 1 1 69
Gttt e e i, i1 3 18 1 .. .. 33
g .................................. 2 1 3 t 1 8
.................................. .. 1 .. 1
O, 1 2 6 1 10
K 2 2 4 8
L .. .. ..
11
TABLE [
PERCENTAGE DISPERSION OF INVENTOR REASONS FOR NON-USE FROM ASSIGNEE REASONS
FOR IDENTICAL PATENTS
PRELIMINARY
%‘:::: a b,e c g h i k 1 m ToraL
Total............|| 100.0 100.0 100.0 .... 100.0 100.0 100.0 100.0 100.0 100.0
- N 6.0 2.8 145 .... .... 66.7 50.0 50.0 66.7 26.3
be.............. 21.4 750 39.1 .... 500 .... 250 .... 33.3 39.4
Covtiieieneennnn 196 8.3 26.1 .... S0.0 .... .... .... .... 18.8
E ................ 3.6 2.8 4.3 O 25.0 50.0 .... 4.6
................ 1.4 .6
P 1.8 5.6 8.7 33.3 5.7
}c ................ 3.6 5.5 5.8 4.6
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The chief interest in this analysis is not so much in the identity of the reasons for non-use
given by assignees and inventors, but in the comparison of the characteristics of these patents
from questionnaires received from both inventors and assignees, with those for which only one
or the other responded.

The chi-square test is employed to test differences between reasons for the current non-use
of patents represented by returns both from inventors and assignees in comparison to those
represented by assignee returns only. In Table J, column 2 shows the frequency distribution of
the reasons given by assignees; column 3 shows the frequency distribution of assignee reasons
for non-use for patents represented by both assignee and inventor questionnaires; and column
4 the frequency distribution of assignee reasons for non-use for patents without inventor
questionnaires. :

The resulting chi-square from a comparison of the distribution of reasons in columns 3 and
4 is 6.60, with 6 degrees of freedom, which yields a p value between .3 and .2. In other words,
with respect to reasons for non-use these two groups of patents are homogeneous. Variations
as great as these or greater than those found between columns 3 and 4 of Table J will occur in
parallel samples drawn randomly from the same population in more than 20 per cent of the cases.
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TABLE ]

COMPARATIVE HOMOGENEITY OF ASSIGNEE REASONS FOR THE CURRENT NON-USE OF PATENTS

FOR PATENTS REPRESENTED BY COMPLETED QUESTIONNAIRES FROM BOTH INVENTORS AND

ASSIGNEES AND THOSE REPRESENTED BY COMPLETED ASSIGNEE QUESTIONNAIRES ONLY,
BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57

PRELIMINARY

FRrEQUENCY oF REABONS
rOR THE CURRENT NON-USE OF PATENTS

REA80NS FOR NON-UBE X -
Total Assignee and Assignee
Inventor Returns Returns Only
(1) (2) (3) )
Total..... ... .. ... 392 233 159
- 119 71 48
b, €. 68 41 27
ot e 163 100 63
dofog he 10 5 5
LK 18 12 6
1 1 P 14 4 10

Table K gives the other side of this coin. It shows the comparative frequency of inventor
reasons for the current non-use of patents between patents represented by both inventor and
assignee questionnaires and those represented by inventor returns only, columns 3 and 4,
respectively.

The chi-square resulting from this comparison is 5.70, with 6 degrees of freedom. It signifies
a p value of less than .5 and more than .3. In other words, the two distributions vary from one
another less than the variation that will be found in more than 30 per cent of parallel samples
drawn randomly from a common population.

It is believed the test applied in Tables ] and K provides a strong indication that failure

TABLE K

COMPARATIVE HOMOGENEITY OF INVENTOR REASONS FOR THE CURRENT NON-USE OF PATENTS

FOR PATENTS REPRESENTED BY COMPLETED QUESTIONNAIRES FROM BOTH INVENTORS AND

ASSIGNEES AND THOSE REPRESENTED BY COMPLETED INVENTOR QUESTIONNAIRES ONLY,
BASED ON RETURNS RECEIVED ON OR BEFORE 9/20/57

PRELIMINARY
FREQUENCY OF REABONS
roR THE CURRENT NON-USE OF PATENTS
REas0ONS8 FOR NON-USE X N
Total Assignee and Assignee
Inventor Returns Returns Only

6] 2) 3 4)
Total ... ... 422 210 212
- Y 87 47 40
b,e.... .. 149 71 72
C e 60 33 27
dyog o hooo 34 12 2
Lo e 32 13 ) 19
J 44 21 23
k, b 16 7 9
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to receive a completed questionnaire from the assignee, the inventor, or both is largely inde-
pendent of such patent characteristics as its utilization or the reasons for its current non-use.
The third approach used in testing possible bias when considering the returns with respect to
utilization has not been employed at this time, partly because tabulation of reasons for current
non-use given by multiple inventors did not seem to affect the pattern, and partly because this is
an interim report. Ultimately, every available means at our disposal will be used in testing the
reliability of the sample with respect to various patent characteristics analyzed in this study.
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SUMMARY

oN APRIL 28, 1948, THE GOVERNMENT filed a complaint against Besser
Manufacturing Company, Jesse H. Besser, Stearns Manufacturing Com-
pany, Hamlin F. Andrus, and Louis Gelbman alleging violations of Sections
1 and 2 of the Sherman Act.! The trial court held that the Act had been
violated and entered a decree that, inter alia, required Besser, Besser Com-
pany, Gelbman, and Andrus to grant patent licenses on a reasonable royalty
basis on all their patents to concrete block making machines (including
patents applied for within the next 10 years).2 Besser and Besser Company
appealed to the Supreme Court which affirmed the judgment of-the District
Court.®? On July 29, 1952, a final judgment was entered on remand from
the Supreme Court. This judgment differed from that of the trial court
primarily in requiring that Stearns as well as the other defendants grant
reasonable royalty licenses.t

The acts of violation pleaded by the Government and found to have
taken place by the courts fall in two broad categories. One category is those
acts committed by Besser and Besser Company. The other is those acts
involving all of the defendants. The violations alleged as to Besser and
Besser Company consisted of monopolization and attempt to monopolize
trade in concrete block making machines by the purchase of various com-
petitors, including Stephen Flam (first by license agreement and then by
actual purchase), and a majority of the stock of Stearns Manufacturing
Company. The violations alleged and found as to the defendants as a group
centered about the 1942 agreement among all of the defendants (under
which the Gelbman vibration machine patents were licensed to Besser Com-
pany and Stearns and each licensee had a veto power as to the issuance of
additional licenses), the patent infringement threats made by the defendants,
and the refusal to license others to make machines under the patents.

For many years prior to the antitrust action, during the period of that
action, and now, Besser Company has been the leading concern in the con-
crete block making machine business. During the years immediately prior

* Mr. Frost prepared this research interim report on Project 4o, Effects of Certain Antitrust
Decrees Involving Patents as a Major Factor.

126 Start. 209.

2 United States v. Besser Manufacturing Co., 96 F. Supp. 304 (E.D. Mich. 1951).

3 United States v. Besser Manufacturing Co., 343 U.S. 444 (1952).

4 For text of modified compulsory license provision, see p. 73, n. 20, infra.

5 For the history and character of the 1942 agreement, see text pp. 128-129 infra.
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to the action, and since, Stearns has been the second largest concern in
the concrete block making machine industry. During the immediate postwar
years, Stearns enjoyed its greatest volume of sales vis-a-vis Besser—reach-
ing its peak of about half the Besser volume in 1947.

The Government pointed to a number of concerns and individuals as
being the subjects of the coercive and exclusionary patent tactics of the
defendants. Most of these are not now in the business, and display no signs
of entering into the business.® There are, however, some concerns now in
the business—especially Lith-I-Bar and GoCorp—that were the subject
of the activities forming the core of the government patent charges.

Since 1942 Besser has confined its activities to machines of large size—
that is, in excess of 1,000 blocks per hour. Four other concerns now make
machines of equivalent size. These are Stearns, GoCorp, Bergen, and
Oswalt. Available information indicates that Besser makes about 60 to 70
per cent of the machines in this size range, Stearns makes about 20 per
cent of the machines, and GoCorp and Bergen have essentially all of the
remaining business in about equal shares.

The concrete block machine antitrust judgment is a clear case where the
availability of compulsory patent licenses has led to the entry of concerns
into the field. Both Bergen and Oswalt attribute their entry into the business
to the availability of such licenses.” Each of these concerns initially made
a machine essentially like the machine then being made by Besser and
—even if the only valid Besser-owned patents were very narrow—they
would have faced a very troublesome patent infringement problem. In the
subsequent years, the Bergen and Oswalt machines have been modified in
some respects in ways departing from the Besser design, but no general
machine redesign has been made by either company.

The effects of the compulsory license decree provisions have nevertheless
been very mild. The Scott and the important ‘Gelbman vibration machine
patents which were relied upon by the defendants were held invalid and not
infringed as to their significant claims while the government action was
pending in the Supreme Court.® Once this patent decision was rendered,
competitors could make machines similar to those involved in the suit
with a practical (although not a theoretical) immunity. Moreover—while
the defendants have received no commercially significant license fees since
the patent decision—Besser and Stearns have continued their product
improvement efforts at about the same pace as they would have in the
absence of the compulsory licensing decree provisions.

It is doubtful that patent infringement threats made by the defendants
in the antitrust action were as effective in excluding competitors as was
contended by the Government. In the immediate postwar period there was

6 See p. 76, Table 15, infra.

7 See pp. 98-99 and 99-101 infra, respectively.

8 Whitman v. Andrus, 93 F. Supp. 383 (E.D. Mich. 1950), 194 F.2d 270 (6th Cir. 1952),
cert. denied 344 U.S. 817 (1952).
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a tremendous demand for machines and a sellers’ market in which almost
any operating machine could be sold. In this atmosphere a great many com-
panies entered the field. That market collapsed after about 1947, and it
was very difficult for even an established concern such as Stearns to sell
machines. As the Court concluded in the Darden treble damage action,?®
nearly all of the newcomers during the lush immediate postwar period
would have disappeared within the next few years in any event. It is further
felt that any company—such as GoCorp or Columbia—sufficiently robust
to have survived the business decline would have also overcome the patent
infringement threats (as these companies did) and would not have lost any
substantial business because of such threats.

In other respects the decree has had a marked effect. The patent infringe-
ment threats found to have been made by Defendants—such as those made
against the supplier of machines to Roy Darden—were found to have been
of a kind not contemplated by the patent law and contrary to the antitrust
laws. The same may be said of the purchases of competitors by Besser—
with assignments of present and future patent rights. There are no indi-
cations that tactics of this kind have been repeated. In bringing them to an
end the antitrust action appears to have been entirely.effective and to have
accomplished a useful purpose.

In one respect it is felt that the antitrust action was ill advised. The
Government joined Stearns as a defendant and—after Besser argued in the
Supreme Court that the initial decree was discriminatory—the Government
sought and obtained compulsory licensing relief as against Stearns in the
same respect as against the other defendants. Study of the industry indi-
cates that as a practical matter the most important competition to Besser
is most likely to come—and has come—{rom Stearns. It is considered more
than a matter of historical accident that it was Stearns—not Besser or any
smaller competitor—that worked with Gelbman prior to World War II to
make and commercialize the first successful vibration type machine. It is
also considered more than happenstance that Stearns has been the only
concern to make a complete new machine design since about 1949 and that
it is Stearns that remains the major competitor to Besser. Had the Stearns
competition vis-a-vis Besser been more effective in the period here reviewed
it is felt that the industry as a whole would have been more competitive.
As it was, the antitrust proceedings had the effect of accenting the business
decline experienced by Stearns after 1948, and the decree has rendered the
Stearns patent rights essentially valueless. Moreover, the participation of
Stearns in the conduct found to have violated the Sherman Act was through
its president Olsen, who resigned prior to the filing of the complaint and
was never himself made a party to the action.

To be sure, the practical effect of naming Stearns as a defendant and
the entry of the decree against it is limited. The company would have
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9 Darden v. Besser, 147 F. Supp. 376 (E.D. Mich. 1957).



64 Patent, Trademark, Copyright Journal of Research, Education

experienced a sales decline in any event. Nevertheless, its business vitality
was in significant measure affected by its status as a defendant—especially
in relation to Besser—and the objectives of the antitrust action would proba-
bly have been better served if Stearns had never been made a defendant.

The significance of GoCorp, Bergen, and Oswalt as competitors to
Besser is limited. To be sure, the prices they charge—substantially below
the Besser price—place a limit on what Besser can charge. However, at the
present time none of these concerns has a sufficient share of the market
to justify the kind of competitive effort that can rival that of Besser. While
each of these concerns has engaged in some machine design activity, none
has made any over-all machine redesign, and at the present level of activity
it is doubtful that any of them will engage in such design. While the anti-
trust decree must be credited with the entry of Bergen and Oswalt into
the industry at the time they did, it is not felt that either of them, or
GoCorp, is of major effect today as a competitor to Besser.

It is felt that some third company may emerge within a reasonable time
to join Stearns as a major competitor to Besser. If Columbia Machine
Company—now making medium-sized machines—were to enter the large-
machine field it would very likely become such a competitor. Bergen is cur-
rently taking a more aggressive attitude and may become the third force.
Lith-I-Bar, GoCorp, Oswalt, and others have some potentiality of becoming
a major competitor. It is the feeling of the authors, however, that before
any company can attain this status it will be necessary for it to design and
manufacture a wholly new machine (superior to the design of the Besser
machine, which has been in many respects static over the past decade)
and for this other company to be in a position to invest heavily in the
manufacture and promotion of such a machine. At the present writing there
are no definite indications of any activities along these lines.

Finally, the study of the concrete block making machine industry sug-
gests that the antitrust difficulties in the postwar period would not have
taken place had the 1942 suit filed by Gelbman and Andrus against Besser’s
customer, Bell, been decided favorably to Gelbman and Andrus. Having won
the District Court decision in that case, Besser was able to demand a license
agreement assuring its access to Gelbman’s future patents (which were sub-
stantially more important than the “joltcrete” patent involved in the suit)
and protecting Besser against the competition of other concerns making
machines covered by the Gelbman patents. The Bell suit played into the
hands of the industry leader because it was lost—and conclusions can well
be drawn that the entire makeup of the industry today would be otherwise
if the suit had turned out differently.

INTRODUCTION

CONCRETE BLOCKS ARE THE MOST COMMON FORM of pre-cast concrete used for
structural purposes. The blocks are manufactured in standard sizes, the principal
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size being 8 by 8 by 16 inches with cavities extending through the block along one
of the 8-inch dimensions. In use, the blocks are usually laid over each other in
staggered relationship while buttered with mortar to form a unitary wall in the
same fashion as brick. Initially, concrete blocks were used primarily for basement
walls and similar applications where beauty was a secondary consideration. In
recent years, improvements in block construction and application have led to
increased usage for interior and exterior walls where beauty is a major considera-
tion. An additional promising new use for concrete blocks is found in prestressed
beam construction.

Concrete blocks have been used since at least 1904. In recent years they have
become increasingly popular, in part due to more favorable over-all cost relation-
ships as compared with alternatives such as brick, wood, cast concrete, and stone
construction. The following tables from the 1947 and 1954 Census of Manufactures
give an indication of the significance of the industry both as to blocks and the block
machines.

TABLE 1
PRODUCTION OF CONCRETE BLOCKS
(numbers in thousands of 8”x8”x16" equivalents, values in thousands of dollars)

1939 1947 1954
Number Value Number Value Number Value
Light-weight block............ 406,555 25,515 | 473,164 79,442 | 955,584 174,204
Heavy-weight block. .......... 565,338 94,546 | 651,520 116,406
Block not specified............ 234,500 41,018
TABLE 2
PRODUCTION OF CONCRETE BLOCK MAKING MACHINES AND RELATED EQUIPMENT
1947 1954
Concrete-block machines............................ $9,514,000 $11,762,000
Concrete-pipe machines................. ¢ .coooiia.. 1,399,000 647,000
Other concrete products, machines and equipment. . ... 7,061,000 10,255,000

During the early years of concrete block manufacture emphasis was placed on the
so-called rock face block. This type of block had one side embossed to simulate the
appearance of rock, a feature that required a rich cement mix and precluded the use
of sliding movement to strip the formed block from the mold.! Currently, essentially
all blocks are of the flat face variety that can be stripped from the mold. However,
by splitting the block in machines designed for the purpose, a rock-simulating face
can be obtained, a practice that is enjoying increased popularity today. In addition,
improved dimensional accuracy and the use of a wide variety of block shapes, coupled
with various architectural techniques, have made concrete blocks highly attractive
for both exterior and interior applications.

1 See, e.g., The Block Industry’s Half Century, Concrete, July 1955.
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Concrete blocks are finding an application of current importance in connection
with prestressed concrete beams. Such beams may be constructed by laying especially
formed blocks in alignment and pulling them together by steel rods to define a
beam. Through this technique the concrete blocks can be used for beams as well
as walls and posts.?

The technological problems of making concrete blocks arise in large measure
from the ever-present need for reduction of costs and improvement of quality.
During about the first three decades of the industry development, major emphasis
was placed upon increasing the capacity of machines by greater application of
power. After about 1935 the main change was to the vibration type machine, which
produced a superior block and had other advantages. More recently interest has
centered about the development of low cost sources of aggregate for light weight

block.

Concrete blocks are manufactured primarily on a local basis, as transportation
costs generally preclude shipment over long distances. Cost and quality considera-
tions compel the use of automatic machinery in virtually all commercial operations.
Machines of varying capacities up to about 1,000 blocks per hour have been made
available for this purpose. These machines, especially the larger sizes, are complex
and expensive. Over the years a distinct industry of making these machines has
developed, the major manufacturer being Besser Manufacturing Company of Alpena,
Michigan. The second largest manufacturer during the period here discussed is
Stearns Manufacturing Company of Adrian, Michigan. The following tabulation
shows the relation of Besser and Stearns to the remainder of the industry for the
years 1946 to 1948:

TABLE 3
SHARE OF BESSER AND STEARNS IN CONCRETE BLOCK MACHINE SALES
(Source, Ex. 188, R. 1006,1402)*

1948 1047 1948
Besser Mfg. Co......... $2,692,500 33.99, | $3,366,500 47.8%, | $2,623,000 52.19%,
Stearns Mtg. Co........ 1,253,043 15.8%, | 1,363,206, 19.49, 651,779 12.9%
Others................. 3,990,943 50.3% | 2,306,001 32.8% | 1,760,800 35.0%

* Where exhibit numbers and record pages are indicated as sources herein, the reference is to the printed
record before the Supreme Court of the United States in Besser Mfg. Co. v. United States, No. 230, October
Term 1951, Where exhibit and page numbers also include the legend “‘pat,” the reference is to the printed
record before the United States Court of Appeals for the Sixth Circuit in Whitman v. Andrus and the cases
consolidated therewith, Numbers 11,364, 11,365, and 11,366, The record and exhibits in Roy W. Darden v.
Jesse H. Besser, No. 11,765, United” States District Court of the Eastern District of Michigan are identified
as ‘“‘Darden’ record pages and exhibits.

While small block plants continue to be of importance, the trend over the years
has been toward concrete block plants of increased size and capacity. Today many
such plants involve large investment in quarries or other sources of aggregate, in
equipment for cleaning, sintering, or otherwise treating the aggregate, in concrete

2 See, e.9., “A Round-up of Precast Floor and Roof Systems,” Concrete Products, June
1957, p. 25.
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mixing apparatus, in automatic high production block making machines, in “off
bearers” to remove the blocks from the machines, in steaming equipment and build-
ings for curing the blocks, and in the necessary block storage and delivery equip-
ment. The block making machine is the key component of the complete plant repre-
senting a major item of investment. As such it receives major attention in the con-
struction and operation of the complete plant. The machine is also the focus of
attention by the machine manufacturers, although they also sell the “off-bearers”
and other accessory equipment and to a limited degree also sell block cutters and
other tools.

In the manufacture of concrete blocks, the aggregate, cement, sand and water
are mixed in a mixer and supplied to the concrete block making machine. The
machine also receives—usually through some type of pallet feeder—a supply of flat
pallets upon which the blocks are formed. At the conclusion of the molding opera-
tion the “‘green” blocks are discharged from the machine, each group of one to
three blocks made on each machine cycle being located on a pallet. The blocks are
then removed from the machine by an “off-bearer,” and placed on racks supporting
a number of pallets and their respective blocks. The racks are transferred, usually
by a fork lift truck, to the curing space. Often steam is applied at this point to hasten
and improve the curing operation. When cured, the blocks are ready for use.

Figures 1 through 4 (pp. 116-117 infra) illustrate current model Besser, Bergen,
GoCorp, and Stearns block making machines. Each of the machines shown has a
capacity of about 1,000 blocks per hour and is competitive with each of the other
machines shown,

The present study is directed to a consideration of the effects of the antitrust
decrees entered in 1951 and 1952 in the Government antitrust suit against Besser
Company, Stearns, and others. Complete evaluation of these effects requires a
background of information relating to both the technological and the business his-
tory of the industry prior to the antitrust proceedings. However, since these histori-
cal aspects of the study are somewhat collateral to the main body of the report, they
are included herein as Appendices A and B.

CHAPTER 1

THE GOVERNMENT ANTITRUST PROCEEDINGS

The antitrust complaint was filed by the United States in the United States
District Court for the Eastern District of Michigan on April 28, 1949, Besser
Manufacturing Company, Jesse H. Besser, Stearns Manufacturing Company, Louis
Gelbman, and Hamlin P. Andrus were named as defendants. The complaint was
filed under Section 4 of the Sherman Act and alleged violations of Sections 1 and 2
of that Act.!

The alleged acts of violation fall in two broad categories, one category being
those committed by Besser Manufacturing Company and Jesse H. Besser and the

1 No. 9558, Civil, U. S. District Court for the Eastern District of Michigan.
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other category alleged to have been committed by all of the defendants. The viola-
tions alleged as to Besser Company and Besser consisted of monopolization and
attempt to monopolize trade in concrete block machines by the purchase of various
competitors, including Consolidated Concrete Machinery Corporation, the concrete
block machine assets of Industrial Brownhoist Corporation, Stephen Flam (first
by license agreement and then by actual purchase), and a majority of the stock
of Stearns Manufacturing Company. The violations as to the defendants as a group
centered about the 1942 agreement between all of the defendants under which the
Gelbman patents were licensed and Besser Company and Stearns Company each
had veto power as to the issuance of additional licenses, the patent infringement
threats made by the defendants under the Gelbman patents, and the refusal to license
others. to make machines under the patents,

Trial took place between May 16 and June 7, 1950. Judge Picard handed down
his decision on January 30, 1951.2 In brief, Judge Picard held that the Consolidated
and Brownhoist purchases were not illegal but otherwise sustained the government
contentions. '

With respect to the Consolidated purchase Judge Picard was impressed by the
general economic conditions of 1929 to 1931 when the transactions took place and
by the fact that Consolidated was- in distress despite its comparatively large volume
of sales. It concluded that if “Besser, closely held, efficiently managed, and with its
payroll limited in the high brackets, was able to continue business and buy out a
competitor at that time we can see no objection.” In this respect the decision appears
to have followed reasoning along the lines of that in International Shoe Co. v. Fed-
eral Trade Commission,* although that case is not cited in the opinion.

Judge Picard treated the Brownhoist purchase somewhat differently. He noted
that the concrete block machine portion of the Brownhoist business was a small
part of the total company business and that the company was moving from Cleveland
to Bay City, Michigan, where it “could be a thorn in Besser’s side right in its own
backyard.”® He further noted that “there can easily develop unfair competition by
a company operating a ‘sideline’ that cripples a legitimate business wherein the
‘sideline’ is the main object of its existence.”® Judge Picard pointed to no authori-
ties supporting his conclusion that the Brownhoist purchase was legal. It might be
noted that in other cases the courts have refused to allow considerations of unfair
competition to excuse conduct otherwise in violation of the antitrust laws.”

The court looked upon the Flam license and sale, the Besser-Stearns-Andrus-
Gelbman contract, and the Besser purchase of Stearns stock, as violating Sections
1 and 2 of the Sherman Act. As to the Flam matter, Judge Picard found none of the
mitigating factors present in the Consolidated and Brownhoist transactions and

2 United States v. Besser Mig. Co., 96 F. Supp. 304 (E.D. Mich. 1951).

8 Id, at 309.

4280 U.S. 291 (1930).

596 F. Supp. 304, 309 (E.D. Mich. 1951).

8 Ibid.

7 See Fashion Originator’s Guide v. Federal Trade Commission, 312 U.S. 457 (1941) ; but cf.
Appalachian Coals v. United States, 248 U.S. 344 (1933).
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pointed with emphasis to Besser’s acceptance of Flam’s covenant not to compete
for eight years.

The Besser-Stearns-Andrus-Gelbman contract was characterized as the “climax.”
With respect to the contract, the opinion states :3

But this contract also contained a provision that not only prohibited the patentees
giving anyone else a license, it also prevented either Besser or Stearns from joining
Gelbman and Andrus in giving other prospective licensees the right to use any of the
patents covered without the others’ consent.

The court concluded that “unquestionably” the “purpose was to make certain that
these two giants of the industry didn’t battle each other over patents any more."”®
With respect to the legality of the agreement in this respect, Judge Picard stated :1

We believe that the contract under question goes further than is necessary to pro-
tect the patent monopoly of Gelbman and Andrus. It may well be that an exclusive
license to one party would be valid, but here the patentees have joined hands with
the two largest competitors in the industry and by terms of their agreement have
virtually made it impossible for others to obtain rights under those patents. The
contract even gives Stearns and Besser the power to restrict competition—present
and future—by requiring their joint consent before licensing others. It is this com-
bination requiring collective action that primarily invalidates the agreement. . . .

The court found further indication of an intent to restrain trade in the fact that
both the Flam agreemient and the Besser-Stearns-Andrus-Gelbman agreement
required “granting exclusive rights . . . of all improvements to the existing patents
and to inventions still unborn.”!! These, it noted, are “not illegal, per se,” but
could not be justified “as necessary o the enjoyment of or ancillary to the patent
rights conveyed.”

Over and above the illegality found in the patent license agreement and the Flam
purchase, the court additionally found the following illegal :

1. Besser’s purchase of sufficient Stearns stock in 1948 to control Stearns;

2. Pressure brought against Darden, Samuelson, Hanneman, Lagarde, Bernard
Flam and others to get out of the business; and

3. The effort to limit Appley to cored pallet type machines.

Finally, the court rejected the argument that the defendants were “a good
monopoly” in view of the fact that the cost of blocks had been nearly constant over
many years. The court found this argument factually defective because it attributed
the price history to the pressure of competition and not to the activities of the
defendants, or Besser, as such. Additionally, the court—consistent with the prior
cases—held that monopoly violates the Sherman Act, whether “good” or otherwise.12

The judgment as finally entered on April 12, 1951 contained the following
provisions:

896 F. Supp. 304, 310 (E.D. Mich. 1951).

9 [bid.

10 Id. at 311.

11 Ihid.

12 See e.g., United States v. Aluminum Company of America, 148 F.2d 416, 427 (2d Cir. 1945).
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1. That Besser and Besser Company must present, within 60 days, a plan for
divesting themselves of all interest in Stearns by July 1, 1951.

2. That Besser and Besser Company be enjoined from acquiring the business
or assets of others engaged in the concrete block machine business without first
showing to the court, on notice to the Attorney General, that the acquisition would
not substantially lessen competition. :

3. That the Besser-Stearns-Gelbman-Andrus. license agreement be declared to
be null and void.

4. That Besser Company, Besser, Gelbman and Andrus be restrained from insti-
tuting any new patent infringement suits for infringement prior to the date of the
judgment.

5. That Besser, Gelbman and Andrus grant patent licenses under their existing
patents, patents issued within the hext ten years, or patents issued on applications
filed within the next ten years on a reasonable royalty basis.

6. That Besser company give each present machine lessee an option to cancel the
lease, buy the machine, or continue the lease.

The arrangement for setting compulsory license royalty rates of the judgment .
requires special comment. This arrangement——and its operatlon—ls summarized as
follows in the Supreme Court opinion :13

Appellants further argue that the method adopted by the court below for fixing
reasonable royalty rates under their patent licenses deprives them of their property
without due process of law. The court directed Besser and the Government each to
select two persons to serve as arbitrators on a committee to establish fair royalty rates
and the form and contests of royalty contracs. It was also provided that in the event
of a stalemate, the four representatives shodld choose a fifth to vote and break the
deadlock. If they could not agree on a fifth representative, the trial judge was to sit
as the fifth or appoint another person to serve in his place, After some delay, and
under protest, Besser appointed his representatives, the Government having'appointed
its shortly after the plan had been promulgated by the court. The representatives
selected by the Government were taken from the industry, the Government noting to
the court that they were serving on their own behalf and as agents of other prospective
licensees, and not as agents of the Department of Justice.

When an impasse was reached with regard to royalty rates on certain Besser
patents, the judge stepped in as the fifth arbitrator and voted for the rates proposed
by the government-appointed representatives. Appellants assail this procedure with
the contention that royalties set must be “made in judicial proceedings based on the
hearing and evaluation of evidence in the light of approved criteria.”

In March 1950, shortly before the antitrust suit was brought to trial, Besser
attempted to divest himself of his holdings in Stearns by selling the stock to one
Ben Stone, who apparently had no other connections with Besser. The contract
provided, among other things, that Stone pay Besser $10,000 for an option to com-
plete the purchase of the stock for an additional $270,000 in installments (Ex. 159,
R. 660). The agreement included provisions by which Besser would receive back
an interest in the stock, provisions that thoved Judge Picard to state that ‘“we have
some hesitancy in accepting at face value Besser’s protestations, that Stone came

18 Besser Manufacturing Co. v. United States, 343 U.S. 444, 447 (1952).



Concrete Block Making Machine Industry 71

into the picture just because he, Stone, ‘likes to turn an honest dollar.’. . .’1* Stone
also signed an agreement whereby Stearns would not manufacture three-at-a-time
block machines but rather would limit its production to machines of lesser capacity
(R. 665). Stone’s option was not exercised.

Following the District Court order requiring Besser to divest himself of the
Stearns stock by July 1, 1951, the stock was placed in trust with the Detroit Trust
Company on July 21, 1952, pending sale to a court-approved buyer. On November
2, 1953, Judge Picard approved the sale of the stock to Wesley J. Peoples of Detroit,
Michigan, who represented a Detroit-New York syndicate.

Subsequent to the District Court decree, proceedings were instituted to set royalty
rates for licenses. These proceedings are discussed at page 80, infra.

Besser and Besser Manufacturing Company appealed to the Supreme Court.
The questions presented on the appeal were threefold in character. The first was
directed to the finding of violation of the Sherman Act, the second was directed
to the provisions of the judgment, and the third was directed to the mechanism
provided in the decree for setting the royalty rates. As to the first and third points
no further comment need be made here. The second point, however, warrants some
discussion.

The attack on the provisions of the judgment was rather sweeping and went to
the persons bound, the divestiture provisions as to the Stearns stock, the declara-
tions of patent license invalidity, and other matters. The portion of particular present
importance is that directed to the compulsory licensing provisions. The question
as framed in the brief filed by Besser and Besser Company, is as follows:1®

Whether each of the following provisions of the judgment is unnecessary and
inappropriate to restrain and prevent antitrust violations, as applied to the facts of
this case:

(F) the requirement that the defendants (other than Stearns) issue unrestricted
and unconditional licenses to any applicant under all patents and applications presently
owned or controlled by them and on all future patents issued or applied for within
the next ten years. ...

The argument of the brief gave some emphasis to the proposition that compulsory
licenses were not appropriate as to Besser and Besser Manufacturing Company
because no patent rights owned by either of them were involved in the agreements
attacked by the Department of Justice, no finding of patent monopoly had been
made, “the only ‘wrong’ of the defendants—if wrong it was—consisted merely in
an overzealous effort to prevent infringement of their patent rights.”18 It was argued
that a judicial cancellation of the 1942 Besser, Andrus, Gelbman, Stearns license
agreement would cure whatever wrong existed.!” The argumént was additionally
made that the 10-year period provided in the decree in defining the patents subject
to compulsory licenses was unsupportable on any rational basis. The failure of the

1496 F. Supp. at 313.

15 Brief for Besser, pp. 4-5.
18 Id, at 98.

17 Ibid.
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decree to require Stearns to grant compulsory licenses was stressed as unfair and
illogical 18

In response to these contentions, the Government devoted some emphasis in its
brief to the subject of compulsory licensing. The following portions of the govern-
ment brief justify quotation for their bearing on the purpose and intended effect of
the compulsory licensing provisions of the decree, as'well as the subsequent treatment
of Stearns:!?

2. Compulsory Licensing of Patents.—

Section VII (of the decree) orders appellants and Gelbman and Andrus to grant
to any applicant a nonexclusive license at a fair royalty rate under any, some, or
all of the patents and applications pertaining to block machinery now owned or
controlled by them or which are applied for or issued within 10 years from the date
of entry of the judgment. As Besser has shown a propensity for misusing patent
rights . . ., any judgment here would fall far short of its purpose if it failed
to require such licensing.

This Court has sustained compulsory licensing in every case coming before it in
which the district court has ordered that remedy . , . . Contrary to appellants’ sug-
gestion . . . the remedy is not limited to ‘flagrant’ cases. As this Court said in United
States v. National Lead Co., 332 U.S. 319, 357, of a related provision requiring
exchange of technical information:

The fact that the violations of the Antitrust Act may have been more repre-
hensible in (the Hartford-Empire case) than here is not persuasive because this
provision is not and should not be punitive. The justification for the compulsory
imparting of method and processes rests upon its appropriateness and upon the
necessity for it in providing an effective decree.

In any event, appellant’s violations of the antitrust laws were deliberate and flagrant.

Appellants’ attack upon the compulsory license remedy amounts to a claim that
they should not now be disarmed of the weapon they fashioned out of patents, Even
after divestiture of the Stearns stock Besser will still be by far the largest manufac-
turer in the industry and will still have an especially dominant position in respect
of the most advanced and efficient machines. In view of Besser’s unlawful use of
patents, through combination with Stearns to deny licenses and through harassing
use of infringement actions, the judgment here would fall far short of its purpose
if it failed to disarm Besser of the patent weapon until the effects of its oppressive
tactics have been dissipated. The appropriateness of compulsory licensing is espe-
cially apparent from the attitude evidenced by representatives of prospective licensees
during the proceedings on royalty determination. They there clearly indicated that
their desire was not so much to use the technology embodied in Besser’s patents, as

. to obtain freedom for themselves and their customers from any threat of infringement
litigation. As Olsen stated, the license being sought “gives the licensee nothing except
assurance that he will not be attacked by Besser” (R. 1105).

The determination of the period of time during which future inventions should be
subject to the licensing requirement was within the discretion of the trial court. . . .

Appellants complain of discrimination in that the decree fails to direct Stearns
to license its patents. Insofar as the record in this case shows, Stearns had no patents
relating to block machines other than those transferred to Gelbman and Andrus. . . .
Since the latter are required (R. 1066) to license these patents, all known existing

18 Id. at 99.
- 19 Brief for Government, pp. 73 et seg.
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patentable inventions of Stearns are being made available to any manufacturer,
including Besser Company. In view of the possibility, however, that Stearns may in
the future acquire patent rights we believe that the decree should have required
licensing of Stearns’ patents on the same terms as Besser’s. While we do not believe
that it would be appropriate for this Court to remedy the inadvertent omission of
Stearns from the licensing provisions, since Stearns is not a party to this appeal, we
intend, on demand, to apply to the district court for such relief. Furthermore,
appellants clearly cannot object to lawful relief awarded against them because of the
failure to award like relief against someone else.

On May 26, 1952, the Supreme Court affirmed the District Court judgment. The
Court concluded that there was “not the slightest ground” for concluding that the
District Court findings were ‘“clearly erroneous” as required for reversal on the
merits. As to the portions of the judgment requiring the grant of compulsory patent
licenses, the offering of leased machines for sale, and the like, the Court found the
provisions appropriate to necessary relief and within the discretion of the District
Court. As to the method provided for establishing royalties for compulsory licenses,
the Supreme Court considered the arrangement to be within the range of appropriate
discretion of the District Court.

Upon remand to the District Court, the Government sought, and obtained, a new
judgment which, inter alia, extended the compulsory licensing provisions to apply
against Stearns. The new judgment was entered on July 29, 1952.20

20 “(A) Defendants Gelbman, Andrus, Besser Company, Besser and Stearns are each ordered
and directed to grant to any applicant therefor a non-exclusive license to make, use and vend
concrete block making machinery under any, some or all patents and patent applications pertain-
ing to concrete block making machinery now owned or controlled by the defendant, or which are
issued or applied for within ten years from the entry of this final judgment, and each of said
defendants is hereby enjoined and restrained from making any sale or other disposition of any
of said patents or patent applications which deprives it of the power or authority to grang
such licenses, unless it sells, transfers or assigns such patents and patent applications and requires
as a condition of such sale, tranfer or assignment that the purchaser, transferee or assignee shall
observe the requirements of this Section VII, and the purchaser, transferee or assignee shall file
with this court prior to consummation of said transaction, an undertaking to be bound by the
provisions of this Section VII. The reference to an ‘Undertaking’ shall not be construed as
requiring the posting of a bond.” (Decree, para. VIL.)

CHAPTER 2

BUSINESS ACTIVITY IN THE CONCRETE BLOCK MAKING MACHINE
INDUSTRY SUBSEQUENT TO THE GOVERNMENT
ANTITRUST ACTION

INTRODUCTION

The first judgment was entered by Judge Picard in the antitrust action on April
12, 1951.1 Shortly before, on June 28, 1950, Judge Picard had rendered his decision
on the patent infringement action, holding Gelbman patent 2,275,676 valid and
infringed, Scott patent 2,106,329 invalid and not infringed, and Gelbman patent

1 No. 8144, U. S. District Court for the Eastern District of Michigan.
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2,366,780 not infringed.? Besser and Besser Manufacturing Company appealed from
the antitrust judgment, which appeal was decided in favor of the government on
May 26, 1952.3 Appeal was likewise taken from the patent decision, resulting in
judgment by the Court of Appeals for the Sixth Circuit on February 19, 1952,
holding all the patents to be either invalid or not infringed by the Lith-I-Bar
machine.4

The consequence of all these decisions was that between April 1951 and the mid-
dle of 1952, it was apparent that the Gelbman patents would be subject to com-
pulsory licenses (since Gelbman and Andrus did not appeal the antitrust decision)
and thereafter it was apparent that the broadest patents to the vibration type machine
were unenforceable at least against the Lith-I-Bar machine.

No exact data are available with respect to the annual sales of concrete blocks
or concrete block making machines for each of the years here under study. How-
ever, trade estimates, census figures, proofs in the various law suits, and other
sources combine to make possible the listing of data in Table 4. As listed, the data
are believed to be accurate and and to reflect the experience of the industry through
1956.

The most important conclusion to be drawn from Table 4 is that there was a
sharp increase in block production in the immediate postwar years. During these
years machine capacity was a limiting factor on production, and the demand for
machines was correspondingly intense. The following fact finding from the Darden
treble damage action reflects this experience:®

At the end of World War II, the demand for block machines became too great for
the established companies to meet. Besser Company and Stearns were a year to
eighteen (18) months behind in deliveries. . . .

This early postwar demand had tapered off by 1947, and by 1948 the industry
was definitely in a period of decreased sales volume. As expressed by Judge Lederle
in the Darden treble damage action:8

. .. By the end of 1946 or early 1947, this abnormal demand was largely filled and
the established companies experienced a sharp and steady decline in sales. It became
necessary for block machine makers to finance sales of their machines and to take
in old machines in trade.

A measure of the extent of the decreased machine sales and production volume is
found in the figures on block production. Between 1947 and 1954, block production
rose from 1,038 millions to 1,842 millions, an increase of 800 millions, or an aver-
age of about 115 millions increase per year. During this period most of the machines
in use were postwar machines, so that relatively few replacement installations were
made, and the increase in block production each year is a measure of the number
of new machine installations. The average annual increase in production of 115

2 Whitman v. Andrus, 93 F. Supp. 383 (E.D. Mich. 1950). On rehearing Judge Picard held
the Scott patent valid.
8 United States v. Besser Manufacturing Company, 343 U.S. 444 (1952).
4 Whitman v. Andrus, 194 F.2d 270 (6th Cir. 1952).
:Darden v. Besser, 147 F. Supp. 376, 378 (E.D. Mich. 1956).
Ibid,
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million blocks per year during this period should be contrasted with the increase
of about four times this figure in 1946—a figure that again reflects the number of
block making machines installed.

TABLE 4

CONCRETE BLOCK AND BLOCK MACHINE PRODUCTION

TotaL
Brock PropucTion* MACHINE Breser CoMpaNYf
PropucrioN
U.8. Trade (census) Number of - Dollar
Census Estimate? Machines Value

1939 ..o 400
1945, ... ... ..o, 500
1946. ... .. ... 950 174 $2,692,500
1947 ... 1,038 1,000 $9,514,000 170 3,366,500
1948 .. ... L. 1,150 76 2,623,000
1949 ... .. 1,200
1950 .......... ...l 1,400
1951 L 1,650
1952 . ... 1,750
1953 .. 1,800
1954 0o 1,842 1,900 11,762,000
1955, . oo - 2,260
1956 .. ... 2,150

* Millions of 8”x8”x16” equivalents.

t Ex. 188 (excluding foreign sales but including value of machines leased).

t Based on Concrete Products, February 1957, p. 207 and Peck, “Review and Forecast for the Concrete
Industries,” Pit & Quarry, January 1957, p. 336.

All the block making machine manufacturers felt the market change following
1946. Some felt the change much more than the others; Besser company, particu-
larly, maintained its production volume to a surprising extent. In the year ending
January 31, 1947, the Besser total sales of all products aggregated about $6 millions.
In the period from February 1, 1947, to May 31, 1952, Besser aggregate sales of
all products totalled $30,616,605.34, or an average of $5.7 millions per year. By
way of contrast, the Stearns gross sales of all products between February 1, 1947,
and May 31, 1952, aggregated $11,110,751.72—an average of about $2.1 millions
per year. This average is only 69 per cent of the gross sales for all Stearns products
for the year ending January 31, 1947. All indications are that Besser Company
maintained its sales volume throughout the entire period here under review and that
from 1946 to 1954 it did so at the expense of other manufacturers, particularly
Stearns.

The demand for concrete block making machines has increased somewhat since
1954. Barring a sharp and prolonged decline in block sales, there is every reason
to believe that the increase will hold and that the manufacturers will enjoy a period
of relatively large sales. As time goes on an increasingly large proportion of
machines will be necessary to replace those installed during the immediate postwar
years. .

Besser Company currently manufactures only the very large-size block making

machine. Such machines have a capacity of about 1,000 blocks per hour. There is
a rather distinctive market for such machines in the larger and more progressive
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block making establishments. Industry statistics and reports from thouse in the
industry indicate a definite trend towards larger block making plants and towards
machines of increased capacity. One industry survey reports that the average
capacity of block making installations increased from about 777 blocks per hour in
1954 to 808 in 1955, and that the average machine capacity increased from about
522 blocks per hour in 1954 to 578 in 1955.7 It is estimated that in terms of aggregate
block making capacity, about three-fourths of the new machine installations are now
the large-sized machines.

Five manufacturers are now making the large-size machines. These are Besser
Company, Stearns, GoCorp, Bergen, and Oswalt. No data are available with respect
to the number of such machines sold by each of these companies. Opinions of indus-
try members indicate that Besser Company enjoys 60 to 70 per cent of the dollar
volume in these machines, a figure that should be compared with about 34 per cent
of the sales volume of all types of concrete block making machines sold by Besser
in 19468 It is estimated that at the present time the Stearns large machine sales
dollar volume is about a third that of Besser Company; GoCorp and Bergen each

TABLE §

PRESENT STATUS OF COMPANIES LISTED BY GOVERNMENT AS IN
CONCRETE BLOCK MACHINE BUSINESS IN 1946-1948

In Our or MacmNe Sisgs
Businzss Businzas
Besser Mig. Co............c.oiiiviniian .. X Large onl
Columbia Machine Works...................... X Medium & small
Roy W. Darden Industries..................... X
(see text)
W.EDunnMfg. Co..............ooiiiiiit, X Medium & small
Stephan Flam...................c.cooiiiian. X
Ford Cement Block Machine Co................ : X -
F. C. George Machine Co."..................... X Medium & small
GOCOrD. o oot e X Large & medium
Bob Graveley Industries. ...................... X
EBKellyCo..:......c.ooiiiiii i X
The Kent Machine Co......................... X Medium
Lith-I-Bar Co.......................iiiiiiin, X Medium
Miles Mfg. Co............... .. ... it X
Multiplex Machinery Co....................... X Medium
Praschak Machine Co.......................... X Medium
Scripps Pearson Machine Wks., Inc.............. X .
Stearns Mfg. Co.................... .. ... X Large & medium
Universal (?oncrete Machinery Co............... X
Universal Tampers, Inc......................... X
VanOrman Co...........ooiiiiiniiiinnnnns X
Vibra-Tamp Machine Co....................... X
CMWootenCo....................ovinnnnn X

7 See Peck, “Review and Forecast for the Concrete Industries,” Pit & Quarry, Jan. 1956,
p. 286. In his 1956 survey, published in Pit & Quarry, Jan. 1957, p. 336, Mr. Peck took a different
sampling to obtain a figure of 623 blocks per hour average plant capacity for 1956 in contrast
to 582 for 1955, and an average machine capacity of 476 blocks per hour in 1956 as compared
with 448 in 1955. While the absolute values of the figures compiled appear unreliable, they do
show a consistent trend with respect to increased capacities—a trend confirmed by others in
the industry.

8 Besser Company unquestionably enjoyed more than 34% of the large machine dollar volume
in 1946. -
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have about half the dollar volume of Stearns; and the Oswalt sales volumes is less
than half that of either GoCorp or Bergen.

The Government listed 22 companies as being in the concrete block machine busi-
ness during the 1946-1948 period. Of the companies so listed, 12 are no longer in the
business. One company previously out of the business, Roy W. Darden Industries,
is now attempting to re-enter. Nine of the companies have been in business during
the entire period since 1946. Table 5 gives the status of the respective companies.

In addition to the companies mentioned by the Government in the antitrust action
as having been in the concrete block machine business in the 1946-1948 period, a
total of nine new concerns are known to have entered the industry since that time.
These are:

Anchor Concrete Machinery Cdmpany
Bergen Machine Tool Company
Concrete Equipment Company

. Concrete Machinery Company

. Concrete Transport Mixer Company
Holland Machinery Company

. Hydro-Forged Stone Associates, Inc.
Oswalt Engineering Service. Corp.
John J. Yellin

N N Y A N

Only two of the above are significant competitive entities in the large machine field
today. These are Bergen Machine Tool Company, discussed at pages 98-99, infra,
and Oswalt Company, discussed at pages 99-101, infra.

At the present writing patent rights to concrete block making machines as such
are of very little importance in the concerte block making machine industry. Only
a few licenses have been issued under the antitrust decree. Bergen, Oswalt,
Praschak, and Darden have obtained such licenses from one or more of the anti-
trust defendants. The royalties paid have been insignificant in all instances. So far
as can be ascertained, GoCorp, Stearns, Besser, Lith-I-Bar, and Columbia pay no
royalties to anyone in connection with their standard machine manufacture. No
companies other than Besser Company and Stearns are known to have any signi-
ficant patent rights to the machine as such, and the importance of the rights to each
of these companies is very limited. This is primarily because of the availability of
alternative techniques and secondarily because of the compulsory licensing decree.
Management of both companies has expressed the opinion that the effect of the
compulsory licensing decrees has been to make patent enforcement unworthy of the
effort.

Nevertheless Stearns has emphasized technical development and—since 1949—
has placed on the market a number of machines based on major redesign. In the
case of the other manufacturers of large machines, there appears to be an interest
in making only such machine improvements as are compatible with existing
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The following tabulation summarizes the status of the major concrete block
machine manufacturers in 1956:

CoMPANY

COMMENT

MACHINE SizE

Bergen Machine
Tool Company

Besser Company

Columbia Machine
Works

Roy W. Darden
Industries

W. E. Dunn Mfg.
Co.

F. C. George
Machine Co.

GoCorp

Kent Machine Co.
Lith-I-Bar Co.

Oswalt Engineering
Service Corp.

Praschak Machine
Company

Stearns Manufac-
turing Co.

Principal business is sale of parts for Besser ma-
chines for repair purposes. Began manufacture
of machines similar to Besser machines in 1951.
Has substantial production plant. Manufacture
includes hoists and accessories.

Complete line of large block making machines
and accessories. )

Very active manufacturer of small and medium
sized machines and accessories. Has substantial
plant and sales organization.

Now in process of re-entering the industry. Has
no plant.

Principal pusiness is in manufacture of ﬁrain tile,
brick facings, and brick making machines. Con-
crete block machines about 5 per cent of business

Small manufacturer of small machines.

Started by Olsen in 1948 on leaving Stearns, Ma-
chine uses many Besser-type parts purchased
from Bergen but is distinctive in use of hydraulic
mechanism in lieu of cams.

Small manufacturer of small machines.

Very active manufacturer in immediate postwar
years when machine capacity was relatively
great. Less active in recent years. Company has
recently been taken over by new management.

Activity with machines began in early postwar
years when service program was offered to in-
crease the capacity of existing Besser machines.
Began manumture of machines similar to Bes-
ser machines after antitrust decree. Has small
production facility devoted to machine assembly
and buys parts from others, especially Bergen.

Small manufacturer of small machines.

Manufacturers ‘““Model 50" series of cam operated
machines and ‘“‘Electromatic” electrically con-
trolled machines. Also has complete line of con-
crete mixers, skip hoists, and similar products.

800-1000 blocks/hour

800-1000 blocks/hour

500-700 blocks/hour
Under 500 blocks/hour

Under 500 blocks/hour

Under 500 blocks/hour

800-1000 blocks/hour
500-700 blocks/hour

Under 500 blocks/hour

500-700 blocks/hour
Under 500 blocks/hour

800-1000 blocks/hour

Under 500 blocks/hour

720-1000 blocks/hour
480-720 blocks/hour

machine designs and no inclination to undertake any major redesign. While all
manufacturers claim that their machines incorporate the latest improvements—and
that they maintain engineering staffs for this purpose—Stearns places the greatest
emphasis upon this phase of competition and directs substantial advertising and
sales emphasis to it.

The machine currently manufactured by Besser Company is the same in every
major respect as the machine made prior to 1950, The Bergen and Oswalt machines,
initially substantially like the Besser machine, are still in their major respects like
the Besser machine. The GoCorp machine is designed to use a considerable number
of the Besser-type parts purchased from Bergen.

There is considerably more present emphasis upon patents in connection with
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accessories for use with concrete block making machines. The Ladwig off bearer
hoist patent, for example, has been offered for license at substantial royalties, has
been respected by the industry, and royalties are currently being paid on it by Bergen.

BESSER COMPANY

Besser Cofnpany is the major manufacturer of concrete block machines and, as
such, is discussed at various points in this study. It is nevertheless appropriate at
this point to state specifically the experience of Besser Company since the Govern-
ment antitrust action. The information of this discussion has been derived from the
antitrust suit record in the Supreme Court, the patent infringement suit record, the
Darden treble damage suit documents, trade magazine articles, opinions of the
firms in the industry that have been interviewed, and finally, interviews with officials
of Besser Company.

Besser Company has been situated in Alpena, Michigan, since the turn of the
century, Mr. Jesse H. Besser is president and owns, with Mrs. Besser, all of the
stock. The company was founded by Mr. Besser’s father and has been managed by
Mr. Besser since 1926.

The Besser plant has 120,000 square feet of manufacturing and office space.?
The firm manufactures concrete block making machines, together with related
equipment such as block splitters. Concrete mixers are also manufactured. The
Besser machine sells for approximately $55,000, $15,000 more than the most
expensive competitive machine (the Bergen machine). Besser has recently invested
in excess of $1,000,000 in an 8,000 square foot heat-treating department for parts.
Besser manufactures all parts for the machine.

Besser stresses its experience and engineering, repair, and similar services with
respect to machines. The company seeks the opportunity to investigate specific
plant conditions and to assist in the design of the complete block making plant.
With a large and well-trained field force and a wealth of experience, the Besser
services in this respect are valuable to operators. The company maintains district
offices in 12 cities, in addition to the home office and plant at Alpena, Michigan.
Besser created and now operates a maintenance school for prospective and past
purchasers and users of the machines in order to acquaint the block manufacturers
with the mechanical operation and maintenance of the machines.

Besser Company now makes only the large “Vibrapac” machine, having a capacity
of about 1,000 blocks per hour. This machine is a rather large, liberally designed
machine using cam action to sequence the operations. Smaller size machines are
considered uneconomical and are not manufactured.

The outstanding experience of Besser Company, since the antitrust decrees, is
that the company has grown in relative size and market position since the decrees.
Exact annual sales and production figures are not available. Besser Company-—par-
tially because it adopted a policy of leasing machines—did not experience the pre-
cipitous sales drop after 1947 that characterized the experience of other concerns,

9 A picture of the plant appears in Concrete Products, Oct. 1956, p. 251,
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especially Stearns. Estimates of the Besser Company dollar sales volume in block
making machines obtained from a number of sources indicate that the current dollar
volume is between 60 and 70 per cent of the large-siz¢ machines made today.!”
Total company sales are estimated to be in excess of $6 million annually. Stearns,
GoCorp, Bergen, and Oswalt share the remaining production of large machines,
in approximately the order named.

No one factor accounts for the continued success of the Besser Company. All
indications are that it is due to the combination of good will built up over a long
period of years, a well-built, well-designed and efficient machine, established main-
tenance and repair services and facilities, and various services to present and
prospective machine users with respect to the design of plants and the use of the
machines.

An additional factor of some importance to the continued maintenance of the’
Besser Company market position is found in the “Vibrapac Agreement.” Unlike
competitors, Besser Company places many machines in use under this standard
agreement, which. amounts to a lease. In brief, the agreement provides that title
to the equipment remain in Besser Company; that the user make a minimum
monthly payment (initially $500 per month) or a rental based on block production,
whichever is larger ; that Besser Company will provide periodic engineering inspec-
tions ; and that the agreement has an initial six-year term, with option to the user
to renew for additional six-year terms. The user makes a deposit with Besser
Company that for most of the lease term is in the amount of $2,000.

The practice of leasing machines was instituted by Besser Company in 1947,
. two years before the Government antitrust proceedings commenced. The various
judgments in these proceedings, including the final judgment of July 29, 1952,
each directed Besser Company to notify existing lessees that they had the option
to (1) terminate their respective leases, (2) to continue the lease, or (3) to pur-
chase the machines.!! Many of the lessees elected to purchase the machines. Since
this portion of the decree applied in terms only to the existing leases, Besser Company
has resumed the leasing practice since that date:

Since payments to Besser Company for machines under lease are determined in
part by production of blocks, the company has a monetary interest in assuring that

10 Some industry members regard this 60% to 70% figure as too high and as reflecting the
accumulation of sales (and leases) over a period of years rather than solely the current sales
(and lease) rate. There is general agreement that in recent years the Besser sales volume has
been at least twice that of Stearns, the second largest manufacturer.

114(A) Defendant Besser Company is hereby ordered and directed, within thirty (30) days
from the entry of this final judgment to notify each person presently leasing a concrete block
making machine from said defendant that the lessee may, at its option,

(1) terminate the said lease agreement at any time prior to March 1, 1954; or
(2) continue under the terms of the lease, or
(3) enter into an agreement to purchase the machine or machines leased, and the accessory
equipment used, as mutually satisfactory to the parties concerned;
provided, however, that the provisions of sub-sections 1 and 2 of this sub-paragraph (A) shall
be contingent upon said lessee making his election in writing on or before December 1, 1953.

“(B) Defendant Besser Company is hereby ordered and directed to sell to any existing lessee
or purchaser under this Section VIII, of concrete block making machinery and accessory equip-
ment of said defendant, repair parts upon reasonable, uniform and non-discriminatory prices,
terms and conditions of sale.” (Decrees, para. VIIL)
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the respective machines are used to maximum capacity. For this reason it is the
practice of the company not to sell or lease additional machines for use where the
effect of such transaction will, in the judgment of Besser Company, reduce the
over-all company income.

Besser Company has continued to be interested in technical development and in
obtaining patents to such developments as are patentable.l? Current expenditures
for developmental activity are at the same rate that would be maintained in the
absence of the compulsory licensing decrees. The company management considers
this action in order because of the need for the company to make the most modern
machine possible, together with the fact that the compulsory licensing provisions
of the decree are effective only as to patents applied for prior to July 29, 1962.

Besser Company considers itself free to obtain exclusive patent license rights
from others. The company accordingly is interested in obtaining exclusive licenses
to the patent rights to the inventions of outsiders. .

Pursuant to Section VII, subparagraph B of the judgment of April 12, 195113
Besser Manufacturing Company and Jesse H. Besser designated John Stark and
M. P. Rosenthaler as their representatives on the royalty committee to determine
the terms under which licenses should be granted to the patents owned by Besser
Manufacturing Company and Jesse H. Besser. The Government designated Eugene
F. Olsen and Roy W. Darden as representatives. On May 21, 1951, the committee
thus designated met in Detroit to discuss the royalty rates and other terms for the
compulsory licenses to be granted under the Scott and Wellnitz patents (R. 1119-
1120). Olsen and Darden proposed a royalty of $25 per mold opening per machine
for either, or both patents; that is, $75 for a three-at-a-time machine, and $25 for
a one-at-a-time machine. Rosenthaler and Stark took the position that because of
the heavy investment of Besser Company in these patents and limited life of the
patents a reasonable royalty for the Wellnitz patent would be $600 per machine,
a reasonable royalty for the Scott patent would be $100 per opening, and a reasonable
royalty for Besser patent 2,319,291 would be $25 per opening (R. 1120).

12 Besser has been issued or owns the following patents since 1948: patent 2,566,787 filed
April 22, 1949, and entitled “Stripping Mechanism for Block Molding Machines”; and patent
2,692,418, filed June 2, 1948, and entitled “Pallet Handling Apparatus.” So far as can be deter-
mined, Besser has not applied for nor been issued any other block machine patents since the
antitrust decree.

13 “(1) Said plaintiff government and said defendants Gelbman and Andrus, shall on or before
April 21, 1951, each select two persons, which said four persons so selected shall act as a com-
mittee to determine such fair royalty prices and the form and contents of the royalty contracts;
provided, however, that if they are unable to so agree on or before May 5, 1951, then said four
persons so selected may then select and appoint a fifth person to act with them as the fifth
member of said committee ; and provided further that if said four are unable to agree upon the
fifth member by at least a three to one vote, on or before May 12, 1951, then such questions and
points not agreed upon shall forthwith be referred to this court which shall then have the right
to act as the fifth member himself or select another person in his stead to aid in making the final
decision; and

*(2) It is further ordered that the same method and manner shall be used in arriving at a fair
royalty price and the form and contents of the royalty contracts covering the patents, present
and future, as above enumerated, owned and/or controlled by defendants Besser Manufacturing
Company and Jesse H. Besser and when arrived at shall be filed as provided in subparagraph (C)
following.”
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The committee met again on May 22, 1951. Olsen and Darden adhered to their
$25 per opening per machine royalty figure, but proposed that this figure apply to
all three patents instead of just the Scott and thé Wellnitz patents (R. 1120). Olsen
later testified that the other Besser patents were not in use and, therefore, could not
be evaluated (R. 1090). At this second meeting Rosenthaler pointed out that the
1938 patent agreements covering the Gelbman patents stipulated a royalty of $225
for a three-at-a-time machine selling for $12,000, and that the corresponding royalty
for the machines of 1951 (which sold for $36,000) would be $675. Rosenthaler then
offered a compromise royalty rate of $450 per machine for the Wellnitz patent, $75
per opening for the Scott patent and $25 per opening for the Besser patent (R. 1120).

At the royalty meetings, Darden and Olsen were represented by counsel. At the
second meeting the counsel for Darden and Olsen observed that the Besser invest-
ment in the patents was irrelevant in any event because a nominal royalty rate was
all that could be expected in view of the violation of the antitrust laws (R. 1121),
Rosenthaler disagreed, stating that the function of the committee was to arrive
at a fair royalty rate and not a penalty rate (R. 1121). Rosenthaler has reported
that at this time Olsen and Darden and their counsel said “That they were going to
see- Judge Picard” (R. 1121). Rosenthaler reports that he then informed Darden
and Olsen and their counsel that the Besser representatives had no counsel present
and requested that no appearance be made before Judge Picard until Besser counsel
could be present and a formal report could be drawn up (R. 1121). This request
was refused by the government representatives (R. 1121). Stark then left for
Alpena (R. 1121).

Rosenthaler stated that Olsen telephoned him to state that he (Olsen) had con-
tacted Judge Picard who had informed Olsen that the committee would meet on
May 23 and that he (Judge Picard) would become the fifth member of the com-
mittee to fix the royalty rates and license terms whether or not the Besser and
Besser Company representatives and their counsel were present (R. 1121-1122).

On the morning of May 23, 1951, Rosenthaler went to the chambers of Judge.
Picard to deliver a telegram from John W. Babcock and Carl R. Henry, attorneys
for Besser and Besser Company. These attorneys were then in New York. In the
telegram they protested the presence of counsel for the government representatives
at the committee meetings and the opinion of these counsel that only a nominal
royalty was appropriate. They further objected to any meeting on May 23 on the
ground that Besser and Besser Company should have the opportunity to present
evidence to the full committee of five and that a formal record should be kept
(R. 1122-1123). Judge Picard proceeded to hold the meeting on May 23. He stated
that the judgment did not contemplate counsel at the committee sessions (R. 1123-
1124) and that the royalty rates set should be fair and not merely nominal rates
(R. 1124). Judge Picard then instructed the committee to discuss royalty rates
further and report to him in the afternoon (R. 1096).

Rosenthaler, Olsen, and Darden conferred again in the morning of May 23. With
respect to this meeting, Rosenthaler has reported:

. . . Mr. Rosenthaler asked that the Committee adjourn until some later date
to give him time and opportunity to present proofs and accounting records to support
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the reasonable character of the royalties which he and Mr. Stark had recommended.
Thereupon, Mr. Olsen stated in substance that such further time and opportunity
was not necessary because while he, Mr. Olsen, was confident that if he and Mr.
Besser could confer privately they could come to an agreement which would be
completely satisfactory to both of them and in Mr. Olsen’s opinion fair, but that after
all he and Mr. Darden were obligated to consider both the industry and their private
instructions from the Department of Justice who wanted fixed a very low rovalty.
Thereupon, Mr. Darden confirmed Mr. Olsen’s statement, and expressed the thought
that by conference with Mr. Besser he too could arrange satisfactory terms but that
he too was hampered in accomplishing such mutually satisfactory result by the
desires of others in the industry and the instructions received from the Department
of Justice. Thereupon, Mr. Rosenthaler offered to arrange such conference with Mr.
Besser, but Mr. Olsen and Mr. Darden insisted that upon proceeding because of their
assumed obligation to follow the desires of others in the industry and the Department
of Justice (R. 1124).

In the afternoon of May 23 a meeting was held in the chambers of Judge Picard,
attended by Rosenthaler, Olsen, and Darden. At that time Rosenthaler was asked
to state what Besser had paid for the development represented by the Wellnitz
patent (R. 1098). Rosenthaler stated that the Wellnitz-Meeker patent rights cost
$75,000 as an outright purchase price; that approximately $200,000 had been spent
working on the development and engineering of them; that machines had been
modified in the field to incorporate the Wellnitz feature at a charge of about $6,500
per machine, and that the $425 per machine royalty figure was based on ‘“an
attempt to recover our costs based on the expected production of machines with
this attachment, which, in our opinion, is not great, and probably may not exceed
150 to 200 a year (R. 1098-1100). Olsen reported to Judge Picard that Meeker
had paid Wellnitz $100 per machine paid up royalty for an exclusive license and
that in 1949 and 1950 Wellnitz was receiving about $1,800 per year on his exclusive
rights (R. 1101-2).

At the afternoon meeting of May 23 Olsen also stated for record purposes the
following factors that he considered should be weighed in deciding the fair royalty:

1. That the royalties that a manufacturer of machines might be required to pay
must not be so great as to preclude him competing with patent owners.

2. Cost of said patents to Besser and remaining life of patents.

3. Relationship of Besser royalties to those already agreed upon with Gelbman
Group. Gelbman principal patents cover entire machine and method and Gelbman
royalty covers nine patents.

4. Wellnitz patent was, as late as 1949, under exclusive license to Meeker for $100
per machine.

5. I believe the Scott patent was never licensed, but believe it has been in rather
general use by many for as long as 12 years. I know of no action ever taken against
anyone by patent owners prior to 1950.

6. Cost of parts necessary to convert a non-infringing machine to one that infringes
both the Scott and Wellnitz need not exceed $25.

7. A non-exclusive license now being discussed gives the licensee nothing except
assurance that he will not be attacked by Besser (R. 1104-3).

Judge Picard accepted the proposal of Olsen and Darden, stating as follows:
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I will tell you what T am going to do. I am going to accept the recommendation
of you two gentlemen, and the main reason for that is that I think they could have
had the information, if they wanted to, if they wanted to present it in proper form,
that right from the beginning of this—not from the beginning, but especially from
the rendition of judgment, there has been a surprising lack of cooperation between the
defendants, their counsel and this Court, so that to me, to the .Court, it appears as
though it is but another attempt to delay matters and not get the judgment complete.

The Court hopes he is mistaken . .. (R. 1109).

The form of patent license agreement proposed by Olsen and Darden, and
accepted by Judge Picard, includes the same terms (other than royalty rates) as
that agreed upon by the committee set up to determine the compulsory license
terms to the Gelbman patents (R. 1093-1097). A minimum royalty rate of $300
per year was set, and an earned royalty rate of ‘$25 per mold compartment per
machine (R. 1112-7),

The compulsory licenses granted under the antitrust decrees provide for royalty
payments in the amount of $25 per mold compartment. With machines selling at
prices of $25,000 to $40,000, this figure is nominal, and royalties are of very little
importance to Besser Company. In terms of percentage royalties, the royalties paid
on a $25,000 “two-at-a-time” machine are only 0.2 per cent. The $50 figure should
be compared with the maximum royalty of $225 provided for in the 1942 license
agreement between Gelbman, Andrus, Stearns and Besser.!8

The $25 per mold compartment royalty figure set by Judge Picard for licenses
under the Besser-owned patents should be also compared with the royalties arrived
at by the committee to fix reasonable license terms under the patents owned by
Gelbman and Andrus (R. 1093-1097). Royalties varied from $50 per mold com-
partment to $62.50 per mold compartment with a $625 yearly minimum royalty.

Besser Company has received a number of requests for patent licenses pursuant
to the antitrust judgment. These include requests from Bergen and Oswalt, both
of which are making machines based on the Besser machine, and a request from
Roy Darden. Licenses have been granted upon all these requests, as well as several
others. The amount received in license royalties has been inconsequential to the
Besser management.

As discussed above, paragraph VIII'® of the antitrust decrees required Besser
Company to notify “each person presently leasing a concrete block machine from
said defendant” that such lessee may (1) terminate the lease agreement prior to
March 1, 1954, (2) continue under the lease terms, or (3) enter into an agreement
to purchase the leased machine “as mutually satisfactory to the parties concerned.”
The decree specified no standards as to the price to be charged for the machines
by Besser Company. Since Besser Company had commenced to lease machines in

141t is not entirely clear from the record whether this royalty rate covered all of the
three patents in question (Scott, Besser, and Wellnitz patents). Olsen and Darden apparently
so intended (R. 1120). The number of mold compartments determined the number of blocks
made per machine cycle. High production machines use three mold compartments and make
three blocks per cycle.

18 See p. 128-129 infra.

168 Supra note 11.



Concrete Block Making Machine Industry 85

1947, and nothing in the antitrust judgments expressly precluded any practice of
leasing machines in the future, this provision of the judgment was necessarily one
of limited effect. Some members of the industry have expressed the opinion that
this paragraph of the judgment actually helped Besser Company by giving the
company a graceful way to free the considerable capital tied up in the many machines
distributed on a lease basis in the 1947-9 period. While it is difficult analytically
to see how Besser Company could have made any more favorable arrangements to
sell the machines under the decree than would have been possible without the decree,
there were a considerable number of machines sold after notices were sent out under
the decrees. As a result of these sales Besser Company did obtain cash which could
be, and was, invested in plant expansion.!?

Members of the industry have additionally expressed the thought that too much
emphasis was placed on compulsory patent licensing as an antitrust relief measure
with respect to Besser Company and too much emphasis was placed on the apparent
effects of threats of patent infringement suit in limiting the activities of competitors.
Certainly the patent litigation against Whitman, respecting the Lith-I-Bar machine,
showed that the “basic” Scott and Gelbman patents were invalid to the extent they
were broadly construed. There also can be no doubt that once the seller’s market of
the immediate postwar years disappeared the opportunities for new enterprise in
the block machine field sharply decreased. It has been said that Roy Darden
would have left the business without the patent infringement threats.!8

There is some feeling in the industry that a substantial change will take place
when Jesse Besser retires. Mr. Besser’s present age is 75. For many years he has
been the active manager of the company and has maintained such close control over
company activity that subordinates are delegated little real responsibility. Some
industry members feel that once the driving force of Mt. Besser is lost to the com-
pany there is bound to be a considerable period during which the competitive
efforts of the company will be less effective and the opportunity for competitors
correspondingly increased. Other industry members believe that Besser Company
will retain its present industry status after Mr, Besser’s retirement.

Finally, a word should be said about the Besser machine. The basic design is the
same today as it was in the immediate postwar period. The machine is constructed
on the principle that a large heavy machine is most suitable for concrete block
manufacture, and that cam action is the most effective way to actuate the various
parts in sequence. Improvements have been made over the years, notably in the

17 The experience with the decree in the concrete block machine industry with respect to
leasing machines should be compared with that under the United Shoe Machinery decree of
1953. United States v. United Shoe Machinery Corp., 110 F. Supp. 295 (D. Mass. 1953) (aff’d
per curiam at 347 U.S. 521, 1954). The first few years after the decree became effective were
characterized by substantial increments of income arising from the sale of machines pursuant
to the decree, the net income for the fiscal year ending February 28, 1957, e.g., being almost
half due to such income. Current predictions are that the number of customers choosing to pur-
chase rather than lease machines will decline and that considerable numbers of new machines
will be placed out on lease, with a net increase in lease income. See Wall Street Journal,
June 14, 1957. On one controversy that arose under the leasing provisions of the Besser decree,
see Bowden Concrete Products, Inc. v. Besser Company, 249 F.2d 52 (6th Cir. 1957).

18 See p. 95, infra, for discussion of the Darden treble damage litigation.
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block height control mechanism and in the pallet feed arrangements. There is,
however, no apparent disposition to undertake any over-all redesign of the machine.

STEARNS MANUFACTURING COMPANY

Stearns Manufacturing Company is located in Adrian, Michigan, and is housed
in a recently constructed manufacturing plant consisting of 65,000 square feet of
manufacturing space and 8,000 square feet of office space. Tooling and assembly
of the machines takes place upon plant premises. There are 208,64614 shares of $1
par value common stock outstanding. There is no preferred stock. Stock is traded
on the over-the-counter market.

It will be recalled that Besser had purchased sufficient stock to control Stearns by
March 1948, and then appointed three out of the five-man board of directors
(R. 933). It was at this time that Olsen resigned as president. Myron Hultmark,
a former Besser Company salesman, was appointed president to replace Olsen.
Hultmark testified in the Darden treble damage action that Besser never made any
attempt to direct any policy of Stearns.

Stearns filed a declaratory judgment proceeding against Besser Company on
June 30, 1950.1° This filing date was six weeks after the Government antitrust suit
was filed and two days after Judge Picard had decided Besser v. Whitman.2
Stearns sought a declaration that Scott patent 2,106,329 was invalid and not
infringed. On November 17, 1952, a stipulation and judgment was filed in the case,
providing that claims 1 and 6 of the Scott patent- were invalid, claims 2-5, inclusive,
and 7 had not been infringed by Stearns, and dismissing the counterclaim of Besser
without prejudice. This disposition was consistent with the intervening decision
of the Court of Appeals in Besser v. Whitman.?!

After the 1952 antitrust judgment, Besser was required to place his Stearns stock
in the hands of a trustee—the Detroit Trust Company. The dividends were paid
to the bank and the voting rights were held by it. The bank appointed one member
of the Stearns board, Mr. Tom Darnton. Mr. Hultmark remained as president
and still holds that position.

In November 1953 the trust stock was sold to Wesley J. Peoples who repre-
sented a syndicate of Detroit and New York investors. Mr. Peoples then became
chairman of the board of directors. '

After the Besser purchase and Olsen’s resignation, Stearns had a period of low
sales and earnings. It has not yet reached the income figures for 1947. In that
year, Stearns enjoyed a sales dollar volume of close to 20 per cent of the entire
industry and about 30 per cent of Besser’s sales volume. The low point was reached
in 1949, with sales volume of less than one-third the 1947 figure and profits less
than 5. per cent of the 1947 figure. The following data are taken from a Fitch
Unlisted Securities Bulletin:

19 No. 9558, Civil, U.S. District Court for the Eastern District of Michigan.
2093 F. Supp. 383 (E.D. Mich. 1950).
21194 F.2d 270 (6th Cir. 1952).
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STEARNS STEARNS
YEAR Gross Income Net Income
1946, ..o i 620,911 200,657
1047 . o 951,124 422,852
1948 . ‘ 493,172 130,572
1949 . 297,595 17,630
1950, i 526,032 128,897
1051 i e e 773,490 183,202
1952, oo, e 601,764 107,708
1953 578,280 75,353
1054, e 582,439 101,409
1955 e 668,470 105,698
1956, o v e e 695,116 78,142

A number of factors account for the sales decline of Stearns after the 1947 peak.
The present management of Stearns emphasizes the failure of the company to keep
abreast of machine developments during the years preceding 1947, with the result
that at that time the company was able to enjoy substantial sales volume only
because of the seller’s market. There is evidence that at least until 1950 the inade-
quacies of the machines under sale by Stearns retarded sales volume and caused
a sharper reaction to the disappearance of the postwar seller’s market than other-
wise would have been the case. Stearns undertook the development of new machines
and, in 1950, after a two-and-one-hali-year developmental period, the company came
out with an entirely new line of machines. The increased sales during 1950 and 1951
are said to be the result of the improvements of these machines. Because of the
new machines, Stearns has been said to have been in a better competitive position
in 1951 than 1947,

The changes in market demand doubtless are a major reason for the Stearns
sales experience. The following fact finding of Judge Lederle in the Darden treble
damage action fairly states the change that took place.??

7.—At the end of World War II, the demand for block machines became too
great for the established companies to meet. Besser Company and Stearns were a
year to eighteen (18) months behind in deliveries. By the end of 1946 or early 1947,
this abnormal demand was largely filled and the established companies experienced
a sharp and steady decline in sales. It became necessary for block machine makers
to finance sales of their machines and to take in old machines in trade.

This change is also reflected in the Besser Company machine production figures,
for Besser sold 184 machines in 1946, 208 machines in 1947, and in 1948 a total of
16 machines were sold and 63 were leased (Ex. 1; R. 1179).

Since 1949 Stearns has been considerably hampered by the antitrust litigation. .
The Government antitrust suit involved unfavorable publicity, a heavy drain on the
financial resources of the company, a drain on management time, and doubts as to
the outcome. The trust period extending to late 1953 was an additional unfavorable
influence. The trustees did work harmoniously with management to preserve the
worth of the company, but policies were necessarily more conservative than other-
wise would have been the case. Finally the Darden treble damage action placed a

22 Roy W. Darden v. Besser, 147 F. Supp. 376, 378 (E.D. Mich. 1956).
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further drain on the management and financial resources of Stearns, and introduced
a new element of risk and doubt that still persists because of the pending appeal in
that action.2®

An indication of the Stearns experience vis-a-vis Besser since. the antitrust decree
can be obtained by comparing the performance of Stearns and Besser for the period
just prior to the Besser purchase and the later period reflecting their experience
since the antitrust decree. The following tabulations, taken from Exhibits 163 and
164 in the Darden treble damage suit, provide one such comparison.

BEsser . STEARNS  RATIO STEARNS
Net Income Net Income T0 BESSER
Feb. 1, 1946 to Jan. 31, 1947 $1,586,911.68 $ 528,498.87 33
Feb. 1, 1947 to Jan. 31, 1948 3,067,923.92 517,213.91 17
Feb. 1, 1948 to May 31, 1952 6,674,176.63 1,371,283.19 21
STEARNS  RATIO STEARNS
Gross Sales Gross Sales To BESSER
Feb. 1, 1946 to Jan. 31, 1947 6,354,401.79 2,981,617.04 A7
Feb. 1, 1947 to Jan. 31, 1948 9,850,952.2q 3,065,599.10 3l
Feb. 1, 1948 to May 31, 1952 30,616,605.34 11,110,751.72 36

Stearns now manufactures the so-called ‘50 series’ block making machines. These
are made in three sizes using essentially the same operating mechanism and with
one, two, and three mold compartments. The machines are capable of operating at
from four to six cycles per minute. Production capacities range from about 1,000
blocks per hour down to about 500 blocks per hour. Major production and sales
emphasis is placed on the larger machine, which is directly competitive with
machines made by Besser. In addition, Stearns manufactures cement mixers, block
splitters, and skip hoists, and maintains an inventory of and distribution organiza-
tion for parts for its machines. While these additional items are looked upon as
sidelines, they provide a single source of supply for all the equipment relating to
the block making machine and assure that Stearns customers have effective repair
service in the event of a machine breakdown.

The most recent Stearns block making machine is the “Electromatic.” A dis-
tinctive feature of this machine lies in the use of an electrically operated program-
ming mechanism in lieu of the cam operation characteristic of the Besser and earlier
Stearns machines. The electrical programming mechanism provides advantages of
reliability, flexibility, and ease of operation not present in a cam actuated machine.
The “Electromatic” has been operated by users at about 1,000 blocks per hour.

Stearns gives great emphasis to the activities of its engineering improvement
department. The management looks upon machine development and the patents
obtained as a means of protecting and enhancing its competitive standing. Patent

28 Under the various theories of damages proposed by Darden, the total judgment for treble
damages and attorney fees would be of the order of one million dollars. Even if this sum were
apportioned in a manner requiring Besser Company to carry most of the burden, Stearns’ share
would still be very large in relation to the current annual net income of Stearns, which is of
the order of $100,000.
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rights and technical features are stressed in sales effort.* There is some feeling
in the industry that competitors, including Besser, are infringing the Stearns patent
rights. The Stearns’ management considers that in view of the opportunity to design
around the patents and the limited possible monetary recoveries because of the
compulsory licensing requirement, an infringement suit is not justified. Neverthe-
less, investment in research and development is carried on in the interest of provid-
ing an improved product. ‘

From 1946 to 1956 Stearns has been issued nine patents relating to concrete
block machines and related equipment. This is many times more patents than have
been issued to Besser.?®

An_ indication of the rather aggressive attitude of the Stearns management
towards patent rights is found in the effort to obtain the breadest possible patent
claims in Schutt patent 2,685,116, This patent is regarded by the management as
covering a structure used in the current Stearns ‘S0 series’ machines. The patent
issued on August 3, 1954, on an application filed January 14, 1948. The invention
of the application seeks to increase the productive capacity of a vibration type
machine while at the same time permitting accommodation of various types of
aggregate and cement. It does this by providing two dwell periods and two separate
vibration periods. The timing of the dwell periods is adjustable to suit the condi-
tions encountered and thereby obtain the correct heights of the block at the close
of the second period of vibration. Not satisfied with the claims allowed by the
examiner and the Board of Appeals, Stearns (in the name of the inventor, Schutt)
filed appeal to the Court of Customs and Patent Appeals.2® On February 3, 1954,
that court held that some of the claims sought were allowable and represented an
inventive concept. The rejection of other claims was affirmed. These rather extensive
and costly proceedings in connection with the Schutt application can only be justified

24 A current Stearns brochure on the ‘50 series’ states:

“3 Great Stearns Block Machines . . . with Stearns’ Innovations

Every block plant can improve quality and profits with a fully automatic machine of the
Stearns ‘50’ Series. This carefully designed series includes all the latest engineering features
known—plus many design exclusives, There is the Stearns patented feed drawer agitator—
Stearns patented stop-cycle principle—Stearns patented compressed air strip release in cores—
Stearns patent applied for Dual Shaft Uni-Directional Vibrating Unit—Stearns patented pallet
return and conditioner. These features combine to give the highest production rate with any
aggregate.”

25 The recorded assignments in the Patent Office indicate that the following patents are owned
by Stearns: Patent 2,397,695, filed June 7, 1944, and entitled “Mold Packing”; patent 2,535,961,
filed Aug. 26, 1948, and entitled “Off-Bearer”; patent 2,545,051, filed Dec. 4, 1947, and entitled
“Power Control for Fluid Motors”; patent 2,565,001, filed April 3, 1948, and entitled “Concrete
Block Machine Ejector Mechanism”; patent 2,614,525, filed April 26, 1947, and entitled
“Apparatus for Qiling and Cleaning Pallets”; patent 2,640,579, filed April 3, 1948, and entitled
“Conveyor”; patent 2,646,607, filed June 26, 1948, and entitled “Means for Preventing Collapse
of Molded Concrete Products when Core is Withdrawn” ; patent 2,685,116, filed Jan. 14, 1948,
and entitled “Machine and Method for Molding Concrete Blocks or Other Products”; and
patent 2,730,251, filed April 3, 1948, and entitled “Hoist or Off-Bearer for Use in Concrete
Block Molding Machines.” For a list of patents that were assigned to Besser during this period,
see p. 81, n. 12 supra. Five of the above patents are considered by the management to cover
features used in the current machines.

26 In re Schutt. 210 F.2d 293 (C.C.P.A. 1954).
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on the basis that Stearns considered the rights to be valuable notwithstanding the
decree.

‘Stearns has received requests for licenses under the compulsory licensing decree
provisions from Bergen and Praschak. In the case of Praschak, no license was
consummated. Bergen has permitted its license to expire.

Stearns Manufacturing Company is currently displaying a considerable degree:
of aggressiveness. At the present time it is making particular progress in the sale
of equipment to entirely new concrete block manufacturing ventures. Management
considers that the company has sold to three-fourths of such ventures that have been
initiated within the last five years. The company has put machines in plants formerly
using Besser machines, and looks upon the replacement market for Besser machines
manufactured in 1946 and 1947 as a particularly good market. Stearns has 17
salaried salesmen and six commission salesmen covering the entire United States.

Recently Stearns acquired Shawnee Manufacturing Company of Topeka, Kansas.
Shawnee is the manufacturer of a line of light earth-moving tools, This acquisition
doubled the earning power of Stearns. Stearns is also looking for other new busi-
nesses to acquire.

The Stearns management does not consider the Besser practice of leasing
machines to be particularly troublesome. When customers point to the Besser leas-
ing practice, Stearns’ answer is a deferred payment plan for the sale of machines,
which permits payment over a three-year period and involves payments of the
same order of magnitude as those required by the Besser leases. By way of advan-
tages over the Besser lease arrangement, Stearns emphasizes the limited term and
complete ownership of the machine by the customer. Three years ago Stearns set
up a one million dollar revolving fund to finance deferred purchases, a system that
worked well. However, at. the present time financing is handled through financing
companies rather than Stearns company funds. Other machine manufacturers, such
as Columbia and Bergen offer similar financing plans.

In the penod just prior to the Government antitrust action Stearns was the
leading competitor of Besser Company. It has remained in that position. Events
since 1948, however, have reduced the strength of Stearns as a competitive entity
vis-a-vis Besser Company. To a major extent these events have been due to matters
unrelated to the antitrust actions, notably the decreased machine demand and the
necessity of redesigning the Stearns machine. In addition, the problem of divesting
Besser of ownership of Stearns stock necessitated the trust period which—however
harmonious—did Stearns no good. Over and above these difficulties, however, the
antitrust actions retarded Stearns in ways that appear to have been unnecessary

_and during a period when the viability of this concern as a competitive entity was
most important. In this respect it is doubtful that the antitrust actions have served
their basic purpose of promoting competition. In the light of succeeding events, the
writers cannot repress the opinion that competition in the concrete block making
machine industry would be greater today if Stearns had never been a party to
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the antitrust action.2” At the present writing there is considerable evidence that
Stearns has recovered its competitive vigor and, indeed, may be in a stronger
competitive position than prior to the antitrust proceedings.

LOUIS GELBMAN

Louis Gelbman was the co-owner, with Hamlin F. Andrus,?® of the patents
forming the subject matter of the Bell settlement license agreement of 1942 with
Stearns and Besser Company. This license was one focal point of the Government
antitrust charges. The effect of the Government charges of violation of the Sherman
Act, and the subsequent holding that there was a violation, was one of bitter
distllusionment to Louis Gelbman. The later decisions in Andrus v. Whitman?®
holding the principal patents invalid accented this feeling.

In the years following the antitrust and patent decisions Gelbman’s health failed.
By 1955 he was bedridden and totally blind, and in early 1957 he passed on.

At the time of the antitrust trial Gelbman had a considerable interest in the
development of light-weight aggregate materials, for which he obtained a series
of patents.?® He did little in connection with these developments after the decision
holding the Gelbman patents invalid and not infringed in 1952,

After the 1951 judgment in the Government antitrust suit, Gelbman became a
member of the committee appointed to fix the royalties and other terms of licenses
to be granted under the patents owned by Gelbman and Andrus (R. 1072). Edward
F. McGee was the other member to represent the Gelbman-Andrus interests. Eugene
F. Olsen and Roy W. Darden were the government appointees to the committee.

The committee reported to the court on May 3, 1951, stating:
The designees were successful in arriving at a fair royalty price and the form

and contents of a royalty contract which would be applicable to prospective licensees
desiring a license under nine (9) patents owned by defendants Louis Gelbman and

27 It was necessary for the Government to name Stearns as a defendant in the antitrust
proceedings since relief was sought with respect to the Andrus, Gelbman, Besser, Stearns 1942
patent license agreement. This did not, however, inevitably require the case to go to trial as to
Stearns or otherwise substantially affect the Stearns competitive position. One solution to the
problem, e.g., would have been a consent decree providing for essentially the relief as against
Stearns as was granted by Judge Picard in the 1951 judgment. The effect of such decree could
be contingent upon the outcome of the proceedings as to the other defendants. In a number of
cases consent decrees effective as to certain defendants have been entered. See, e.g., United
States v. General Electric, 82 F. Supp. 753, 764 (D.N.J. 1949). To be sure, past history, as
well as an understandably critical attitude towards accused antitrust law violators, indicate
that the prosecuting authorities are not likely to encourage arrangements of this kind. In this
connection, however, it should be noted that Olsen, president of Stearns during the period in
question, was the main Government witness, was not named as a defendant, and was in no
way made subject to the provisions of any of the decrees.

28 Since Mr. Andrus participated in the activities here under review only in the capacity of
a financier, it is unnecessary to consider his experience beyond noting that he appears to have
had no particular interest in the concrete block industry and that the investment was motivated
solely by the prospect of a financial return from the Gelbman patent rights. Mr. Andrus died
on July 9, 1957, at the age of 72. New York Times, July 11, 1957.

2993 F. Supp. 383 (E.D. Mich. 1951); 194 F2d 270 (6th Cir. 1952) ; cert. denied 344 U.S.
817 (1952).

30 See p. 126 infra.
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Hamlin F. Andrus and relating to block making machines. Those nine patents are
enumerated in Schedule A attached to the form of license agreement. The royalty
prices and form and contents of the royalty contract are set forth in the attached
form license agreement,

The designees found it impossible to arrive at a fair royalty price or terms or con-
ditions of a royalty contract which would be applicable to prospective licensees desir-
ing a license of less than all of the nine patents enumerated in Schedule A in the form
of license agreement. The possible combinations or permutations of patents within
that group are so great as to preclude the designees from arriving at any terms or
conditions which would be applicable to licenses of less than all of the nine patents.

The designees feel and recommend that prospective licensee (sic) desiring a license
of less than all of the nine (9) patents enumerated in Schedule A be permitted to
negotiate with the defendants Louis Gelbman and Hamlin F. Andrus for the desired
License.

The designees found it impossible to arrive.at a fair royalty price or terms and
conditions for a license agreement involving Gelbman’s patent No. 2,467,203 of
April 12, 1949, relating to “Pallet Charging,” and Gelbman’s patent No. 2,502,940 of
April 4, 1950, relating to “Auto Clave.” These two patents relate to equipment which
has never been built or operated. Tremendous investments would be required to build
such equipment and there is no present basis for ascertaining whether such equipment
would be practical or operative (R. 1072-3).

The license agreement arrived at by the committee on the Gelbman-Andrus
patents: provides for a minimum annual royalty of $625 and earned royaities in the
amount of $50 for a one-at-a-time machine, $112.50 for a two-at-a-time machine,
$187.50 for a three-at-a-time machine, and $50 for each additional block mold per
machine (R. 1075).

In the period since the decree Gelbman has received a number of requests for
licenses under the compulsory license provisions of the decree, including requests
from Praschak Machine Company, Bergen, and Darden. All licensees other than
Bergen and Darden have discontinued paying royalties and making reports under
the compulsory. licenses granted to them. Bergen has been consistently paying
royalties. Darden, a recent licensee, has been paying the minimum royalties.

Louis Gelbman felt that he was an unfortunate and entirely innocent victim of
circumstances in connection with the antitrust proceedings. He looked upon him-
self as a person who had—by considerable sacrifice and effort—made possible the
commercialization of the vibration type machine. Gelbman was not alone in this
opinion for Besser attributed his own introduction to effective vibration to Gelb-
man’s efforts.® From the viewpoint of Mr. Gelbman the license veto power pro-
vision of the 1942 agreement was for the benefit of the licensees only, and of no
benefit to him. Also Gelbman-had no prior indication that the veto provision of
the patent agreement would be considered illegal in any respect.

Gelbman is generally credited in the industry with having been a man of ideas
who pursued them to useful conclusions despite obstacles. His activity with the
vibration technique is his major contribution. Regardless of varying opinions
respecting the presence of “invention” in what he did, it is clear that he substan-
tially hastened the advent of successful vibration machines. Besser’s testimony in the

81 Whitman v. Andrus, 194 F.2d 270, 272 (6th Cir. 1952).
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W hitman case was that he learned all he knew about effective vibration from
Gelbman.®? In retrospect it is apparent that Gelbman was indeed the unfortunate
victim of circumstance. His earliest important patent was to the joltcrete machine,33
which can only be classified as a step towards effective vibration and certainly not
as a refined vibration machine. More important, it differed only slightly from the
machine of the prior art Williams patent.?* The result was that Besser enjoyed a
strong defensive position in the Bell suit®® and-—when the district court held the
joltcrete patent invalidl—Besser was able to make the agreement that gave it rights
as to the far more important true vibration machines (which were then in being
and were the subject of patent applications by Gelbman), together with the veto
provision that became the focus of the antitrust proceedings. From the weak posi-
tion Gelbman, Andrus, and Stearns were then in, they made the best bargain they
could in connection with this license. Had the first patent litigation been on the later
Gelbman vibration patents there is reason to believe that events would have taken
an entirely different course.3¢

The experience of Gelbman invites inquiry into the role of the patent system in
his activities and the effect of the antitrust litigation on those activities. The patent
rights seem clearly to have been important to Gelbman and to have stimulated his
efforts. The investment of $165,000 in the development by Gelbman and Andrus
was a very substantial sum, particularly in the early thirties when business condi-
tions were generally depressed and the building industry was particularly slow.
It is difficult to see how Andrus would have had any incentive to finance his part
of that investment in the absence of the prospective Gelbman patent rights. Later,
when an exclusive license agreement was made with Stearns, the existing and
prospective future patent rights formed the principal basis for payment by Stearns
to Gelbman and Andrus. The same may be said of the 1942 agreement with Besser,
where the prospective patent rights to the later machines formed the main basis for
payment.

It would be surprising to find a history of payments by the industry to Gelbman
or Andrus in the absence of the patent rights. In any event the actual experience
was that all payments by the major concerns in the industry—Besser Company and
Stearns—were promptly and completely cut off after the patent and antitrust deci-
sions. A few other concerns—apparently out of abundance of caution—took licenses
under the first antitrust decree, but in most instances these payments were discon-
tinued and in all cases the amounts paid have been relatively small.

32 See p. 120 infra.
33 See p. 120 infra.
34 See p. 119, n. 3 infra.
35 See p. 128 infra.

36 It is true that the important later Gelbman patents were ultimately held invalid and not
infringed by the Lith-I-Bar machine. However, this holding is a great deal more debatable
than that in the Bell case. There was no prior art patent as similar to the later Gelbman
machines as the Williams patent was to the joltcrete machine. The fact that Judge Picard held
one of the Gelbman patents valid and infringed by the Lith-I-Bar machine lends confirmation
to this conclusion. See p. 122 infra. Also, it is possible to point to other judicial decisions uphold-
ing patents rather analogous to the later Gelbman vibration patents. See p. 123, n. 23 ufra.
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The experiencé of Gelbman is one where the patent rights induced the invest-
ment made by Andrus in the early days of his efforts, they were the source of the
later income to Gelbman and Andrus, and when they became ineffective after 1950
all significant income from the vibration development promptly ended.

GOCORP

Until the Besser purchase of the Stearns stock in 1948, Eugene Olsen was the
president of Stearns. Upon leaving Stearns he formed GoCorp. The incentive to
form this company was in considerable measure increased by the April 1948 meet-

“ing at the offices of the National Concrete Masonry Association (R. 110-113). At
“that time a group of operators discussed with Olsen the matter of Besser’s pur-
chase of the Stearns stock and the possibility of their creating a new competing
manufacturing organization to obtain an additional source of block machines. They
gave up. this.idea on.Olsen’s representation that he would form a new company
competing with Besser. GoCorp is that company and was formed in June 1948,
shortly after the meeting. '

GoCorp is located in Adrian, Michigan. The offices and manufacturing plant
cover approximately 50,000 square feet. In terms of sales volume and competitive
© activity in the block making machine field, GoCorp is substantially smaller than
Stearns. The company did not.commence operations until after the seller’s market
for machines had disappeared. Aside from a few areas of relatively strong activtiy,
such as Ohio, GoCorp does not presently give Besser and Stearns particularly strong
competition.

GoCorp requested a license on the Gelbman patents in 1948, but was refused.
Later-Besser made a limited license offer to GoCorp.#” Olsen testified in the antitrust
case that his counsel advised that the GoCorp machine did not infringe (R. 118-9).
GoCorp produced no machines in 1948. In March 1949 it delivered its first machine,
which was returned. The second machine was delivered in June 1949.

'From 1948 until the Government antitrust suit Besser made a number of offers
to GoCorp and Olsen with respect to business matters. The first was an offer by a
Besser representative to buy GoCorp (R. 132,133), which was refused by Olsen
(R. 133). Thereafter Stone on behalf of himself and Besser proposed that Olsen,
Stone and Besser construct a sintering plant for the manufacture of a light-weight
aggregate (R. 326-328). This proposal was likewise refused by Olsen. Later Besser
accused GoCorp of patent infringement which accusation was ignored by GoCorp.

Olsen testified in the antitrust proceedings that the GoCorp machine ‘used the
resonant vibration mechanism developed by John O’Connor.3® At the present time,
however, the large GoCorp machine (the “Trustee”) is quite similar to the Besser
machine construction in general arrangement and, particularly mold, feed drawer,
pressure weight, and vibration mechanism construction and operation. This machine

87 P. 130 infra.
38 P, 126 infra.
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differs from the Besser construction primarily in the use of hydraulic cylinders
and timed valve mechanism in lieu of the cam operation of the Besser machine. A
number of parts on the current large GoCorp machine are interchangeable with.
those on the Besser, Bergen and Oswalt machines.

Currently GoCorp sells 18 to 20 machines per year. These are of the large
(1,100 blocks per hour), and medium (500-800 blocks per hour) sizes. The manu-
facture of small machines (less than 500 blocks per hour) was discontinued in
1956. GoCorp features in its advertising the fact that the machine is constructed for
use with molds manufactured by Besser and other competitors. The large machine
sells for $35,000 to $40,000, a sum considerably under the Besser price of about
$55,000. GoCorp also manufactures skip hoists, block splitters, and cement mixers.

GoCorp currently employs about 90 people, five of whom are engineers engaged
in design activity. The management does not consider patents of any real importance
in the industry, with the exception of rare pioneer patents. It regards the Besser
patent to the plain pallet machine as an example of such a patent.3® The GoCorp
engineering activity is concentrated on improvements in the machines intended to
satisfy customer demands. The management has expressed the feeling that there is
a definite possibility in the future of a machine being developed on the basis of some
radically new principle to produce 10,000 blocks or more per hour. As to such a
machine, GoCorp is apparently ready to invest in terms of extended effort on the
part of its engineering staff.

In April 1956 GoCorp announced an automatic machine for loading green blocks
from the block making machine to the racks upon. which the blocks are cured. In
the conventional arrangement a manually controlled “off bearer” is used to transfer
blocks from the machine to the racks. GoCorp advertises that it has patents pending
to this machine, which it calls “Rackman.”

ROY DARDEN INDUSTRIES, INC.

It will be recalled that one of the activities emphasized by the Government in the
antitrust suit was the threat and accomplishment of Besser and Stearns in cutting
off Darden’s source of machines, the Link Belt Company. On June 3, 1952, shortly
before the Supreme Court decision in the antitrust suit, Roy Darden and Roy
Darden Industries, Inc., filed a treble damage suit*® pursuant to Sections 4. and 5
of the Clayton Act?! against Besser and Stearns. The case was based on the injury
to the business and properties of the plaintiffs (Darden and Darden Industries,
Inc.) by reason of the violations involved in the government action. After trial the
court found for Darden to the extent of $15,000 damages (trebled to $45,000) and
$10,000 attorneys’ fees.*? In the findings of fact accompanying the judgment, the
court found that Besser and Stearns had the objective of driving Darden out of the

39 See p. 118 infra.

40 Civil Action 11, 765 (E.D. Mich.).

4115 U.S.C. 15, 16 (1954).

42 Darden v. Besser, 147 F. Supp. 376 (E.D. Mich. 1957).



96 Patent, Trademark, Copyright Journal of Research, Education

concrete block machine industry rather than only to protect their rights as patent
licensees (FF 15) and that this intent was realized by:

1. Patent infringement suit brought by Gelbman and Andrus against Landis
Concrete Products in New Jersey, a customer of Roy Darden, for which Besser
Company and Stearris shared the expense (FF 19);

2. Refusal by Besser Company and Stearns to consent to a license under Gelbman
patents to Darden (FF 20).

3. Advertisements by Stearns and Besser giving the impression to the trade
that Besser and Stearns were licensed under the “basic patents” to vibration
machines, and protected against infringement (FF 21, 22) ;

4. Inducing Link-Belt Company, the fabricator of the Darden machine, to dis-
continue supplying Darden (FF 24); and

5. Forcing Darden, in February 1947, to agree to a restrictive licensing arrange-
ment permitting the further sale of only a limited number of machines (FF 25).

The pressure brought to bear upon Link-Belt Company by Stearns and Besser
was emphasized by Darden in the treble damage action. On February 18, 1947,
Besser, Stark (patent attorney for Besser Company) and Olsen (then president
of Stearns) called on the president and other officials of Link-Belt in Chicago
(FF 24). They notified Link-Belt of the suit against the Darden customer on the
Gelbman patents, and of the claim of patent infringement against Darden. The
president of Link-Belt decided that Link-Belt should discontinue supplying the
Darden machines, and so notified the Atlanta plant, which thereupon notified
Darden.

Within a few days of the action of Link-Belt, Darden brought his suit in Chicago
against’ Gelbman, Olsen, and Besser, all of whom were then in Chicago for a trade
show.®® A preliminary agreement giving Darden a limited license was executed
in Chicago on February 20, and the final agreement was executed on February
20, 1947,

The Darden license agreement as finally executed authorized the sale of not
more, than 30 Rockercrete machines and five Warren 800 machines (FF 28). It also
required Darden to dismiss the unfair competition action brought by him against
Gelbman, Olsen and Besser. Darden actually sold 16 out of the 30 Rockercrete
machines permitted by the license agreement. The five Warren 800 machines were
sold by 1951 (FF 28).

The following tabulations give the net sales and net profits figures for the three
concerns involved in the Darden treble damage action:

NET SALES
(DarpEN EX. 163)
Darden Besser Stearns
Feb. 1, 1946 to Jan. 31, 1947 $282,756.06 $ 6,354,401.79 $ 2,981,617.04
Feb. 1, 1947 to Jan. 31, 1948 144,785.79 9,850,952.26 3,065,599.10
Feb. 1, 1947 to May 31, 1952 515,110.51 30,616,605.34 11,110,751.72

43 No. 47 .S 2844, Superior Court of Cook County, Illinois, filed Feb. 19, 1947,
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Ner ProrFiT
(DarpEN EX. 164)
Darden Besser Stearns
Feb. 1, 1946 to Jan, 31, 1947 $ 51,313.22 $ 1,586,911.68 $ 528,498.87
Feb. 1, 1947 to Jan. 31, 1948 2,084.71 3,067,923.92 517,213.91
Feb. 1, 1947 to May 31, 1952 6,614.68 6,674,176.63 1,371,283.19

Conflicting conclusions can be drawn from the Darden experience. One is that the
effect of the patent infringement threat, the patent suit, and cutting off Darden’s
supply of machines in early 1947, was to arrest a growth of business that Darden
would have otherwise enjoyed. On this theory, the subsequent growth of Besser
sales in the years 1947-1952 is a measure of the size that Darden would have
reached, had the threats not been made. This theory was applied in effect by Darden
in the treble damage suit, for the measure of damages sought was based on several
formulas that in effect projected the Darden 1947 sales as a percentage of Besser’s
sales into the 1947-1952 period and thus reflected the Besser sales experience.

Another and opposed conclusion that can be drawn is that Darden’s actual per-
formance showed that factors other than the activities of the defendants were
responsible for Darden’s loss of sales. With respect to the Rockercrete machines,
Darden had the license right to sell 30, and only sold 16. With respect to the
Warren 800, Darden had the right to sell five in early 1947, but it was 1951 before
all five had been sold. If this sales experience accurately represented Darden’s capa-
bilities in terms of sales the conclusion follows that the activities of Besser and
Stearns had little effect in reducing Darden’s actual sales in the 1947-1952 period.
The judgment in the treble damage case—awarding $15,000 as actual damages**—
appears to be based on this theory.

It should be noted that a variety of considerations other than the inability to sell
machines may account for Darden’s failure to sell the Rockercrete and Warren 800
machines more effectively. Once Darden had signed the 1947 license agreement,
his customers were on notice that the number of machines available from him would
be limited. Thus the customers had every reason to believe that the machines would
more or less become “orphans,” for which repair parts and service facilities might
well become unavailable. The agreement of 1947 reserved to Darden the right to
make repairs on machines sold. Nevertheless once Darden’s quota was sold Darden’s
business interest in this direction was necessarily limited. Moreover, Darden was
placed in a position where substantial investments of a long-term character in the
machines were not sound. Advertising, particularly, was unwarranted when it was
evident that once the allotted number of machines was sold it would be impossible
to benefit further from advertising.

44 Actual damages based on Darden’s computations would have been between $195,593.44 and
$267,028.83.

The experience with the Darden license—where the sales did not reach the numbers permitted
by the license—should be compared with the experience with the Sylvania license involved in
the Cellophane case [United States v. E. I. du Pont de Nemours & Co. 118 F. Supp. 41
(D. Del. 1953), affi*d 351 U.S. 377 (1956)]. In the Cellophane case Du Pont had licensed
Sylvania to manufacture moisture-proof cellophane and—for part of the period in question—
the license provided for a steeply rising royalty rate for sales in excess of a fixed proportion
of the Du Pont sales. Sylvania never approached the sales figures that would have brought the
increased royalty rates into effect.



98 Patent, Trademark, Copyright Journal of Research, Education

While there is room for diversity of opinion as to the amount of business Darden
would actually have done, absent the tactics of Besser and Stearns, all indications
are that within the period here under study it was most unlikely that Darden
would become a substantial competitor to Besser Company and Stearns. Darden did
successfully sell machines in the period immediately following the war, when
Besser Company and Stearns were some 18 months behind in deliveries. There was
a shortage of machine production facilities, and the concrete block manufacturers
sought machines on nearly any terms. Darden had no manufacturing facilities, and
was confined to a single office. To be sure, it is possible that Darden—left alone—
could have built up a business rivaling Besser and Stearns from this start. But
for him to have done so in a sharply declining market and during a period when
numerous other new firms in the industry were unable to survive, is at least highly
unlikely. Darden’s actual experience, even after taking into account the problem of
“orphan” machines and lack of incentive to press sales, lends some support to this
conclusion.

BERGEN MACHINE & TOOL COMPANY, INC.

Bergen was founded in 1946 by John Pitha, of Nuttley, New Jersey. Until 1951
Bergen confined its activities to the-manufacture and sale of repair parts for Besser
machines. In 1951 Bergen began the manufacture of complete block making
machines, Currently Bergen also manufactures skip hoists, cement mixers, pallet
scrapers, and other auxiliary equipment. In addition, Bergen sells block machine parts
to other block machine manufacturers, such as Oswalt and GoCorp.

The Bergen facilities include a 1900 vintage house converted into offices and a
rather modern factory building of about 90,000 square feet. Bergen employs about
175 people, of whom about five are engineers devoting time to machine improvement.
Bergen employs about 10 salesmen located in various areas in the United States,
a number that should be contrasted with about 10 times that number of Besser
salesmen., About 25 per cent of the current Bergen business is in block making
machines and associated equipment.

Bergen is now selling about 14 machines a year.

The Bergen machine has a capacity of 1,000 blocks per hour, is priced at about
$40,000 (as compared with the Besser price of about $55,000), and weighs about
13 tons (as compared with the weight of about nine tons for the comparable Stearns
machine). As first manufactured in 1951, the Bergen machine was very similar to
the Besser machine as then made—a similarity to be expected in view of the avail-
ability of the repair parts for the Besser machines. Since that time the Besser and
Bergen designs have diverged to some extent, although the basic machine design
rémains the same in each instance s

The Bergen management considers that its machine now departs substantially
from the Besser machine, particularly with respect to the off bearer hoist, the front
pallet feeder, and the block height and density control. As to all of these the

45 For a comparison of the current-model Besser and Bergen machines see figures 1 and 2,
p. 116 infra.
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management regards them as significant original developments of Bergen. Others
in the industry take a contrary view and classify these as items for which Bergen
at most did some application engineering to adapt the mechanisms to its machine,
A balanced appraisal of the situation supports the view that the Bergen contribu-
tion is very limited. In the case of the hoist, Bergen manufactures under license
Otto Ladwig & Sons, owner of Ladwig patent 2,397,271. The drawing of the
Ladwig patent differs from the construction of the Bergen hoist only with respect
to dimensions and details. The Bergen front pallet feeder and the block height and
density control each are apparently modeled after other designs on the market,
particularly those used by Besser.

The management of Bergen believes that the antitrust decree made possible the
entry of the company into the machine business. However, at the present time the
company considers itself not dependent on the compulsory license provisions of the
decree and believes itself fully capable of resisting any claims of patent infringement
that are considered unjustified. '

There are indications that Bergen is currently taking an aggressive attitude with
respect to its machine manufacture. The off-bearer, front pallet feeder, and block
height and density control—even if discounted in terms of original developments
—show some willingness to undertake machine design. The company also adver-
tises considerably, and at the February 1957 trade show Bergen had prime display
space and a full machine on display. The Bergen management considers the com-
pany to be the chief competitor to Besser today.

Inquiries elsewhere in the industry, however, lead to a less expansive evaluation
of Bergen than the above paragraph suggests. These sources point to the relatively
low volume of production by Bergen, its adherence to the basic Besser machine
design, and the limited original design in the new products such as the Bergen
off-bearer. To them, the prospect is that Bergen will never rival Besser or Stearns
in either sales volume or other activity.

It is doubtful that the position of Bergen is as strong as its management feels,
or as weak as the detractors assert. A balanced evaluation of the situation suggests
that the Bergen business volume is likely to increase and that from time to time
the company will make_ significant progress. For example, the Ladwig type hoist
manufactured by Bergen has some inherent advantages over the Besser hoist, and
has replaced the Besser hoist in some installations. Whether Bergen will ever become
a significant third force in the industry—rivaling Besser and Stearns—is conjectural.
It seems clear, however, that the company definitely has the potential of becoming
such a concern and that the company is growing at the present time.

OSWALT ENGINEERING SERVICE CORPORATION

George Oswalt, the founder of Oswalt Engineering Service Corporation, has
been in the concrete block making business since 1922.4% He did not, however,
engage in block making machine activities until 1948. His activity in, this connec-

46 For a discussion of Oswalt, see Pit & Quarry, Nov. 1952, p. 233.
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tion was the result of experiments made in the early 1940’s, when he made con-
siderable improvements on the quality and quantity of blocks made in his plant,
Oswalt freely gave the information involved to other block manufacturers, but
requests were made for him to make the actual machine changes on a service basis
rather than simply explain those changes. To meet this demand, Oswalt formed
Engineering Services Corporation in 1948. It was composed of a group of field
engineers who aided block manufacturers in the planning of plants and the servicing
of machines.

One of the features of Engineering Services Corporation was the application of
the principle of compaction known as “Synchronized Dual Vibration.” This prin-
ciple was directed towards obviating the problem Oswalt considered to exist in a
machine of the Besser type, where vibration is accomplished by two separate motors,
each driving weights on its side of the mold. Oswalt sought to provide vibrations
of the two sides in unison by releasing the motor brakes prior to each vibration
cycle. The principle was said to make possible a 50 per cent increase in produc-
tion.*” A patent application was filed by Oswalt, and patent 2,651,827 issued on
September 15, 1953.48 Besser and Bergen used the Oswalt vibration mechanism
for a period of time after the antitrust suit but later discontinued.

Oswalt also developed a height density control in 1948, but did not commercialize
it because of fear of a patent infringement suit by Besser on the Wellnitz patent.*®
Oswalt considers that he was not infringing but did not feel that he had the money
to find out.

After the compulsory licensing decree, Oswalt Engineering Service Corporation
proceeded to manufacture machines. This company makes and sells machines as
well as components and accessories. The machine is based on the Besser machine
design. Initially the machine was essentially the current Besser machine design,
Like Bergen’s machine, it has been altered from time to time so that at the present
time it embodies a greater departure from the Besser construction. The basic design,
however, remains the same.5®

The Oswalt plant is about 100 feet by 46 feet, with offices on the second floor.
From 10 to 15 people are employed, of whom four are field engineers who install
and service the machines. Oswalt does essentially no parts manufacture, and con-
fines its activity to assembling the parts to form the machine. Many of the parts
are purchased from Bergen.

With respect to the. height density controls, Oswalt has taken a license from
Besser under the compulsory licensing decree. It has manufactured 50 to 60 units
for installation on existing block making machines. Oswalt also has a license from
Besser under other ‘patents.

47 Ibid. and Pit & Quarry, April 1951, p. 174
48 Filed Feb. 27, 1948, entitled “Vibrating Mechanism.”
49 See p. 125 infra.

- 80 Currently, about $5,000 worth of parts are purchased from Bergen for each machine. Since
these parts are almost all also replacement parts for the Besser machines—and are the parts
(such as cams and niolds) least suitable for local manufacture, the similarity of the Oswalt
operating elements with those of the Besser and Bergen machines is necessarily quite close.
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The Oswalt machine has a capacity from 1,000 to 1,250 blocks per hour. It sells
for about $36,500-—about $18,000 under the Besser price. At the present time
Oswalt anticipates a production of about 24 machines per year for the next few years.
This rate, however, seems unduly optimistic in view of the fact that the 17th machine
was being completed on March 19, 1957,

Oswalt points to a number of improvements in the machine which it considers
to be based on its efforts. These include a shock-free block ejector, a front pallet
feeder, an improved feed drawer control, and a pallet cleaner and oiler. The Oswalt
management considers that it is doing too much design improvement in relation
to the company size. It considers that the expense of patenting most of its changes
is not justified, and as to these relies on the value of being “first in” with the change
for its commercial return. The company does patent changes deemed significant.?!

There is little reason to anticipate that Oswalt will become a major concern in the
concrete block machine business in the foreseeable future. The optimistic predictions
of its management as to future sales volume seem highly unlikely for an organiza-
tion without a substantial production plant, no employed salesmen, with limited engi-
neering design facilities, and selling in what is now a limited market.

Although the current situation with Oswalt is not encouraging, rapid changes
might take place. One would be an expansion of the Oswalt production facilities
and the manufacture by Oswalt of parts now purchased from Bergen and elsewhere.
Another—suggested by Oswalt’s intense interest in machine improvement—would
be an important new development giving the Oswalt machines a substantial com-
petitive advantage over those of Besser and Stearns. Absent some change of this
kind, however, it appears very unlikely that Oswalt will become a more substantial
competitor.

COLUMBIA MACHINE CORPORATION

Columbia considers itself in direct competition with Besser and Stearns. Mem-
bers of the industry, however, consider Columbia to be only in indirect competi-
tion with Besser since it is a producer of small- and medium-size block machines
(capacity 2,000 to 6,000 blocks/day). The firm was not an object of the tactics
that led to the antitrust suit and has never been involved in patent litigation with
any member of the industry. Columbia and Lith-I-Bar are considered to be the lead-
ers in the small and medium machine markets.

Columbia Machine Corporation was formed in 1945 and had previously been an
unincorporated business owned solely by Fred Neth, now president of Columbia.
He has been in the business since 1937, doing machinery building and general repair
work prior to beginning concrete block machinery manufacture in 1945. In approxi-
mately 1951 the company moved from 105 Main Street, Vancouver, Washington,
to 107 South Grand Street. At this time the company had available about 20,000
square feet of floor space and an announced capacity of 8 to 10 machines a month.52
Machines manufactured by Columbia are sold throughout the world.

51 E.g., patent 2,651,827, filed Feb. 27, 1948, entitled “Vibrating Mechanism” ; patent 2,652,142,
filed April 4, 1950, entitled “Endless Chain and Means for Making Same”; and patent 2,695,523,
filed Mar. 30, 1948, entitled “Vibrating Mechanism.”

52 See Pit & Quarry, Oct. 1951, p. 147.
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The growth of Columbia Machine Corporation is set forth in the advertisement
appearing in the January 1956 Concrete Manufacturer. It is also revealed by the
depositions of Messrs. Fred Neth, Otto Neth and Walter Neth, on February 27,
1956, in Darden v. Besser.58

Columbia Machine Corporation manufactures eight types of machines (Model
8, 12” high, automatic; Model 10, 8” high; Model 10, 12” high; Model 12, 8” high;
Model 12, 12” high’; Model 8, semi-automatic; Model 8 automatic). All use vibra-
tion. All but the Model 8, Basic and the Model 8 Semi are fully automatic. The
Basic requires an operator to operate the machine and handle .the empty pallet
after the block is made; the Semi requires an operator for the machine but the pallets
are handled automatically; the others are automatic in every respect. The Basic
makes two or three pallets a minute; the Semi, about four pallets a minute; and the
completely automatic, five pallets a minute. There is a limited market for the Basic,
primarily to get plants started. Columbia also manufactures auxiliary equipment to
the block machines so as to create a single source of supply for the block manu-
facturer. These include batch mixers.

Columbia Machine maintains 12 branch offices (Wisconsin, Illinois, South Caro-
lina, Florida, New Jersey, Mississippi, Virginia, California, Massachusetts, Texas,
Ontario, and British Columbia). Manufacturer’s representatives are used to make
sales elsewhere. There are approximately five service personnel in Vancouver ; rep-
resentatives maintain their own service. Sales prices are from $7,000 to $30,000.
The Semi sells for $8,000; Model 8 brings from $10,000-$13,000; Model .10,
$12,000-$14,000; and the Model 12 from $20,000-$30,000. The prices vary with
attachments that accompany the machines.

Four or five years ago Columbia was contacted by Besser and Gelbman with
regard to patents. Gelbman and Stark at one time looked over the Columbia machine
at a display in Cleveland (Darden R. 34,35). They asked if Columbia had checked
the various patents—Columbia did so and concluded it was not infringing and hence
continued to operate. Columbia was never sued.

In 1945 Columbia sold two or three machines. Sales have gradually increased
since that date to the current sales volume of over 100 machines per year (Darden
R. 29). Neth testified that Columbia is among the top three block machine manu-
facturers in the United States (Darden R. 26). All indications are that in terms
of dollar volume this is an entirely accurate statement, although the significance
of the company in relation to the large machine market is limited by the fact that it
produces only small- and medium-sized machines. Columbia employs approximately
200 people. ,

Columbia advertizes quite heavily in trade magazines. For example, in the Sep-
tember 1956 issue of Concrete Products Columbia placed four pages of advertising
and in the October issue of the same year placed three pages. Only Besser surpassed
this volume of advertising—and all other firms limited advertising to one page or
less. At the February 1957 trade show, however, Columbia had a very modest
display. .

53147 F. Supp. 376 (E.D. Mich. 1957).
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In September 1956 Presto Block Machine Corporation announced a concrete
block known as “Presto Block.” This type block consists of a pair of relatively
thin concrete slabs spaced by steel ties. In one form of this block, mating tongues
and grooves on the top, bottom, and ends of these blocks serve to key them in place
to form a cohesive wall without reliance upon mortar. Advantages of this type block
are said to lie in the absence of a masonry bond between the inner and outer walls,
thus reducing heat conduction and permitting the placement of plumbing and wiring
with less difficulty than with conventional block walls. The promoters of this block
are a New York group that apparently had no initial connection with any block
manufacturer. Columbia Machine Company has manufactured the machines by
which the Presto Blocks are formed.?*

Columbia is a major concern in the concrete block machine business. Its impor-
tance to this study is only limited by its failure to make a large-sized machine.
Columbia has a substantial manufacturing plant, sales force, and servicing and
supply facility. It exercises independence in connection with machine designs. Its
sales volume appears adequate to support its activities and to justify an aggressive
sales and machine design policy. It is regarded by industry personnel as the coming
concern in the industry. It is considered that there is an excellent chance that
Columbia will ultimately enter the large machine market to become a direct com-
petitor to Besser and Stearns. When Columbia does this it is probable that the
Columbia competition will be much more important to Besser and Stearns than that
of the other concerns now making large-sized machines.

Columbia owes its origin to the postwar seller’s market in concrete block machines.
It was not affected by the activities that were the focus of the antitrust proceedings,
and has not relied upon the compulsory licensing decree.

LITH-I-BAR

Lith-I-Bar makes machines having a top capacity of about 700 blocks per hour,
and hence is not presently in direct competition with Besser, Stearns, Bergen,
GoCorp, and Oswalt. Lith-I-Bar is nevertheless of considerable importance to the
present study because it was the manufacturer of the machine accused as an infringe-
ment of the Gelbman patents and the Scott patent in the Whitman case,55 and was
the subject of considerable testimony in the antitrust proceedings.

The Lith-I-Bar Company was incorporated in Michigan in 1930. In the immedi-
ate postwar years, the company was run by Frank A. Milewski and manufactured
the machine designed by Samuelson.® Manufacture of this machine continued dur-
ing the pendency of the antitrust and the patent suits, the latter of which resulted
in a judgment of noninfringement and patent invalidity that vindicated Milewski’s
position that there was no valid patent claim.

54 On Presto Blocks, see Concrete Products, Sept. 1956, pp. 159, 166-7, and Modern Concrete,
June 1957, p. 11.

55 Andrus v. Whitman, 93 F. Supp. 383 (E.D. Mich. 1950) ; Whitman v. Andrus, 194 F2d
270 (6th Cir. 1952) ; cert. denied 344 U.S. 871 (1952).

96 See p. 124 infra.
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Frank Milewski died on August 12, 1951, after which time his son succeeded to
the management of the business. The son died shortly thereafter, at which time the
business was purchased by a group. Mr. Leonard O. Zick purchased their interests
in February 1957 and is now president.

The Lith-I-Bar plant is located in- Holland, Michigan. It is a converted sugar
factory covering an area of about 90,000 square feet. In 1956 Lith-I-Bar employed
about 70 people, of whom six were engineers. Manufacture includes skip hoists,
block splitters, cement mixers, a reinforced joist making machine, and block
machines.

An assessment of the future prospects for Lith-I-Bar demands a considerable
degree of speculation, The present management, while aggressive, has been running
the company less than a year and is the fourth management since 1951. Reports
have been made of extensive and unsuccessful efforts to sell the company prior to
the purchase by the present owners. All that can be said at the present moment is that
the company is not now a major competitor to Besser and Stearns and that substan-
tial change will be required before the company will assume a more important
position in this respect. ‘

W. E. DUNN MANUFACTURING COMPANY

This firm is not and never has been a large factor in the concrete block machine
industry.5” The firm had no relation to the antitrust suit or to the patent infringe-
ment suit. Dunn was interviewed during the summer 1956 and is important to this
study only to the extent that it is a representative small machine manufacturer.

W. E. Dunn Manufacturing Company has been in the concrete business since
1903 and manufactures drain tile for sewerage purposes, several types of brick
facings, brick making machines, and the block making machines. The latter con-
sists of only 5 per cent of Dunn’s endeavor. The reason that was given for this is
that the market is saturated today for small machines. This company does not
consider itself in competition with Besser because its specialty is service to small
contractors. The three machines that are produced reflect this policy:

a) 500-1200 block per day machine for $2,815

b) 1600-2900 block per day machine for $5,910

¢) 3500-5000 block per day machine for $10,860
The company has directed its energy into the other areas and seems to be quite
satisfied in selling a handful of machines a year. It also manufactures the auxiliary
equipment for the block machines, again because of consumer demand.

The Dunn management believes that the industry is old as far as the machines
go and, consequently, is not devoting any time to patents. Dunn is, however, doing
development work to improve the product. The management considers the patent
system artificial and that a myth has been built up in the public mind about it. For
the latter reason, Dunn does patent. If there were no legal protection, Dunn states
that it would still go ahead with develof)ment, relying upon the length of time it has

87 Frank E. Milewski was sales manager for Dunn prior to becoming president of Lith-I-Bar
in 1945,
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been in business and the know-how that has been accumulated by the firm to recoup
the expense. ,

Besser Company was given as an example of how patents are unimportant. Even
though there was compulsory licensing of patents five years ago, Besser is still the
leader of its own peculiar market. The Dunn Company was never bothered by Besser
previous to the suit. Neither the compulsory licensing provisions nor the declaration
of patent invalidity was of benefit to Dunn because (1) the Dunn machine is not
considered to infringe any patents and (2) Dunn could eliminate block machine
manufacture at a moment and not be adversely affected, whereas other firms rely
heavily upon marketing the machines.

The Dunn plant is of modern construction and quite spacious. It occupies about
100,000 square feet. The offices are extensive, with 25 to 50 office personnel.

KENT MACHINE COMPANYP®S

Kent Machine Company is situated in Cuyahoga Falls, Ohio. The firm was
founded in 1902 and originally manufactured concrete building units. In 1907 it
embarked upon block machinery manufacture, its first production item being a
ready-mixed concrete mixer that provided proper proportions of mix automatically.
By 1951 the Kent plant encompassed 60,000 square feet of floor space and employed
90 people. The firm produces batch mixers, tamping and vibration block machines,
Lintellators® and materials handling equipment such as aggregate elevators and
aggregate funders.

Kent fabricates two types of block machines. The Kent Standard is an automatic-
cycled, push button-controlled combination pressure head-vibrating block machine.
Three sizes of blocks can be produced on this machine (4"x8"x16"; 6"x8"x16";
and 8"x8"x16”) and the mold boxes can be fitted to any type pallet. One cycle is
completed in 10 seconds, two blocks being formed during this time. This amounts
to a machine capacity of 3,000 to 5,000 blocks per day.

The other machine is labelled the Kent Stripper and employs a cam and crank
mechanism that produces a speed of block ejection much lower during the initial
portion of the ejection cycle than at the completion, thus allowing the block to be
removed gently from the mold to prevent damage.

Kent was not involved in either the patent or antitrust litigation nor was it
threatened with patent infringement suits by any member of the industry. The
company operates within the medium block machine market but apparently empha-
sizes manufacture of auxiliary equipment used in conjunction with the block
machines. It is significant that the firm has been in business concurrently with Besser
since the turn of the century but never posed a real threat to the economic position
of Besser.50

9% See “Kent Machine Co. Outgrowth of Block Producers’ Need for Labor Saving Devices,”
Pit & Quarry, June 1951, p. 143,

59 A machine that forms lintels from concrete mix.

60 For further information on Kent, see its advertisements which appear in the April, May,
July and Aug. 1956 issues of Rock Products.
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BERNARD AND STEPHEN FLAM®!

It will be recalled that Besser bought a number of patents from Stephen Flam
of Van Nuys, California, in 1948, and that in 1949 Besser bought the patent inter-
ests of Flam’s son, Bernard. In each instance a covenant not to compete formed a
part of the purchase transaction, and this covenant formed one focus of the govern-
ment charges relating to attempts to monopolize and monopolization by Besser.
Stephen Flam died on April 10, 1951.92 His son Bernard is living and is presently
engaged in the manufacture of concrete blocks under the name of True-Cast
Concrete Products Company in Sun Valley, California. The covenant not to com-
pete ends April 1, 1959. Bernard Flam believes that he should live up to his side
of the bargain because Besser had paid for the patent assignments-and the covenant
not to compete. In this respect, the antitrust decree is ineffective because Flam thinks
that honor transcends whatever legal rights were created as a result of the antitrust
suit. :
In anticipation of re-entering the block machine industry Flam is doing consider-
able research and development, but is not commercializing the results out of respect
to the Besser. agreement. Before this agreement was entered into, Bernard Flam
had been producing block machines of small capacity—2,000 blocks per day—
and sold a comparatively small quantity. It is not known what capacity machines
Flam is developing nor what market he plans to serve. Competitively, Flam is
unimportant today but could become a significant force after 1959.

Flam believes that the building boom in the early and middle 1950’s stimulated
the block machine industry much more than the antitrust decree. He considers
that the decree was primarily effective in facilitating entry into the industry. He
makes the latter judgment on the basis of advertisement in the trade journals to
which he subscribes and on Besser’s earlier policy of patent infringement threats
to potential entrants. The Gelbman and Andrus patents on the vibrating block
machine were thought by Flam to be invalid before the patent infringement suit. He
considered that the cost of defense was prohibitive to one entering the industry.
Consequently, even though the patents offered Besser no protection in a strict legal
sense, the cost of defending an infringement suit by an entrant was eliminated by
the compulsory licensing provision of the decree.

On patents, Flam indicates that a condition to validity of a patent today is that the
invention must be basic—considerably more basic than is likely to be developed in
the block machine industry with the present saturated prior art. He has filed no
patent applications since the covenant not to but thinks that designers and inventors
of specific new combinations should be given patent protection for what they have
invented, even though the protection is not basic.

Flam today manufactures specialty concrete products—curb stones, stepping
stones, ornamental garden blocks, etc. His sales volume is presently about $500,000
per year and has been steadily increasing since entry into the business in 1949 or
1950.

81 The authors are indebted to Warren Jessup, Esq., for much of the information here reported.
62 Pit & Quarry, May 1951, p. 218,
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Except for the comment that Besser and Columbia now share the greater portion
of the block machine market, Flam had no comments as to the effect of the antitrust
decree. He has not been in very close touch with the industry since 1949 and has
limited interest in it.

BLOCK MANUFACTURERS

A few words should be said about the concrete block manufacturers. At the
present time there are block making plants of varying sizes serving the various
market areas. A great many of these plants are quite large and represent substan-
tial investments and substantial annual sales dollar volume. To name a few of the
large plants picked at random from the recent trade journals, we may list Price
Brothers of Dayton, Ohio, (2,500,000 blocks per year) ;#3 Products Dunbrik, Port-
au-Prince, Haiti, (1,800,000 blocks per year) ;%% and Superlite Builder's Supply
Company of Phoenix, Arizona, (45,000,000 blocks per year and said to be the
world’s largest block maker).85

An illustration of a substantial, but not unusually large, block making plant is
found in the plant owned until recently by George Oswalt. This plant is located in
Broadview, a suburb of Chicago, occupies an area approximately that of a large
city block, and uses two Oswalt machines, together with mixers, skip hoists, and
block curing equipment as required to handle the output of these machines. Block
handling is entirely by machine, with a crew of about five men required to operate
each machine and handle its block output. This plant was sold in 1956 to Illinois
Brick Company for the sum of $500,000.

An unusual block making enterprise is found in Texas Industries, Inc., incorpo-
rated on April 19, 1951. Its principal place of business is in Dallas, Texas, and
shortly after incorporation either wholly owned or partially owned 12 subsidiaries.8®
Of these, four were engaged in processing lightweight Haydite aggregate and eight
were engaged in the manufacture of Texcrete masonry units. Haydite is a light-
weight aggregate that is made by fusing clay and shale in rotary kilns. The mixture
is thereafter cooled, crushed, and screened. The resulting product is permeated with
thousands of minute air cells, thus making it 40 per cent lighter than stone aggre-
gate but capable of producing concrete blocks of equal strength. The Haydite is
mixed with other materials in a cement mixture and supplied to the block machine
in the same fashion as stone aggregate to make Texcrete block.

By 1956, Texas Industries, Inc., had expanded to 12 wholly owned subsidiaries,
nine partially owned and three affiliates. This group operates 32 plants in Texas,
Louisiana, Oklahoma, Kansas, and California.®” Of those engaged in concrete
product manufacture, there are seven Haydite plants using 15 kilns, five sand and
gravel plants, seven ready-mixed concrete plants and nine masonry products plants.

83 Concrete Products, June 1956, p. 221.

84 Concrete Products, Mar. 1956, p. 179.

85 Concrete Products, Mar. 1956, p. 186-7.

66 “Texas Industries——New Dallas Corporation—Installed in Unique Home Office,” Ptt &
Quarry, Oct. 1951, p. 149, .

87 Poors Industrials (1956).
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The latter manufacture lintels, blocks, joists, and concrete and metal pipe. In-
1951, the capacity for the aggregate plants was 400,000 cubic yards per year; the
capacity of the block plants was 10 million blocks per year. Total assets in 1951
equaled $2,500,000.%8 By 1956, block production had increased to 25 million units.®?

The parent company reported in 1952 that for the nine-month period ending on
February 29, 1952, there was a 96.6 per cent gain in gross sales and a 168.9 per cent
gain in net profits after taxes.’

By 1956, the parent company and its subsidiaries employed 900 people and had
873 common stock shareholders with 10,000 shares of no par common outstanding.
The group has continued to expand since its inception in 1951. For example, in
1954 the net profit was $296,629; in 1955 it rose to $623,974; in 1954 gross sales
totalled $7,341,458; in 1955 they climbed to $9,897,505.

Texas Industries manufactures “Holiday Hill” stone which is advertised as a
colored concrete stone made by conventional block machines.”™ It is patented and is
licensed to concrete block manufacturers on an exclusive territorial basis. Signi-
ficantly the product was developed by one Burrey and one Felder of San Antonio,
Texas, who are not block machine manufacturers.

Today the concrete block manufacturers make blocks having a wide variety
of shapes and sizes. Considerable attention is directed to application of prestressed
concrete techniques to the manufacture of beams for lintels and other applications.?2
Another trend of some interest is that of making blocks suitable for installation as
“split block’ having appearance somewhat similar to that of natural unpolished stone.

CHAPTER 3

CONCLUSIONS ON THE EFFECTS OF CONCRETE BLOCK
MACHINE DECREES

Two events in the concrete block making machine industry are of particular
importance to a consideration of the antitrust decrees and their effects. One of these
is the change from the tamping type machine to the vibration type machine. This
began prior to World War II and was the established trend when production of
machines was resumed after the war. The other event was the striking increase in
volume of concrete blocks manufactured in the immediate postwar period, with
the attendant demand for machines. Both of these events posed threats to the posi-
tion of Besser Manufacturing Company as leader in the industry, and it was the
response of Besser to these threats that was largely responsible for the antitrust
charges. ‘

88 See note 46, supra,

89 Pit & Quarry, July 1956, p. 296.
- 70 Pit & Quarry, June 1952, p. 153.
71 The product is described in detail in Pit & Quarry, July 1956, p. 318.

72 Persons, “Casting Long-Space Prestressed Concrete Slabs,” Concrete Products, Mar. 1956,
p. 149.
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In thus emphasizing these rather recent developments, however, it should not be
overlooked that the industry entered the postwar period after having gone through
a long period during which Besser had been consolidating its position as industry
leader. Besser was a pioneer firm in the industry, and with the plain pallet stripper
type machine of 1926 it contributed an important technical development. There is
also ample evidence that the company has been well managed and operated effi-
ciently over a long period of years with the result that its market position would
be impressive in any event.

The history of Besser prior to World War II, however, involves more than good
management and pioneering in the plain pallet stripper machine development—for
the company was ever alert for opportunities to purchase competitors, to purchase
patent rights, and otherwise to forestall the emergence and growth of competitive
enterprise. An early example is the purchase of Consolidated Concrete Machinery
Corporation in 1931—when Consolidated sales rivaled Besser’s in volume and may
even have exceeded the Besser sales. Similarly in 1936 Besser purchased the block
making machine business of Industrial Brownhoist, another major competitor of the
time. And in 1938 Besser purchased exclusive rights to the block making machine
patents and patent applications of Stephen Flam of California. Thus by a process
of good business management and purchases from competitors Besser had, on the
eve of World War II, an established position as leader of the industry.

The vibration type machine just prior to the war and the postwar competitive
situation presented Besser with serious threats to the position it had attained during
earlier years.

The application of vibration to concrete products in general and to building blocks
in particular has a long history. Besser unquestionably was aware of the vibration
principle long prior to the work of Gelbman. Nevertheless, Besser had little to do
with the development and introduction of this type machine. Indeed, at the patent
trial Besser himself quite candidly admitted that he learned effective application
of vibration from Gelbman. Nor did Besser promote the technique. Rather, jt was
Stearns that entered into the exclusive license agreement with Gelbman and Andrus
in 1936 and it was Stearns that undertook the first commercial manufacture of the
machines in 1939. It was only after Stearns had proved the machine successful
that Besser entered into the manufacture of vibration type machines. This pre-
cipitated the suit against Besser’s customer, Bell, in 1942, When Besser won the
district court decision in that case, it enjoyed a strong bargaining position that made
possible the Besser, Stearns, Gelbman and Andrus patent license agreement that
brought Besser under the existing and future Gelbman patents and at the same
time placed Besser in a position to gain from the enforcement of these patents against
other competitors.

Had Besser lost the Bell suit, there is reason to believe that the development of
the industry would have taken a different turn and that Stearns would have emerged
as a stronger competitor to Besser by reason of its exploitation of the new tech-
nique. As it was, the efforts of Stearns in conjunction with Gelbman led to the
equivocal situation where the leading concern in the industry had a formidable
bargaining position with respect to the license.
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The competitors that concerned Besser in the immediate postwar period were
largely new entries into the field. Of this group, Lith-I-Bar and Darden were con-
spicuous. At the time, these concerns could offer more favorable delivery dates
and lower prices than could Besser. A substantial number of these concerns could
trace their activity to concrete block manufacture—a principal source of both
development and competitive machine manufacture throughout the history of the
industry. The Besser Company was able to take advantage of its position as a licensee
under the Gelbman patents to secure the assertion of these patents against the new-
comers. In addition, its purchase of the Scott patent in 1948 provided an additional
basis for charges of patent infringement. In the case of Graveley, GoCorp, Lith-I-
Bar, Darden and others, threats of patent infringement action were made against
the manufacturers themselves and against their customers. In the case of Lith-I-Bar
and Darden, suits were filed—but against the customers and not the manufacturers.
Darden was finally brought to terms by patent infringement threats directed against
Link-Belt Company—the manufacturer of the machines sold by Darden and a com-
pany from whom both Besser and Stearns made substantial purchases.

In terms of throttling or at least delaying the growth of competitors, the patent
infringement threats based on the Gelbman and Scott patents appear to have had
some effect. However, the patent infringement suits that went to trial—the cases
against Whitman, the Lith-I-Bar customer—resulted in a final judgment of the
Court of Appeals for the Sixth Circuit holding all the patents invalid, not infringed,
or both,“Since the district court held the patents in part valid and infringed, it
cannot be said that the suits were groundless or that the issue of patent validity and
infringement was clear.

Patent infringement threats were not effective with respect to the competition
of Stearns. As to the Gelbman patents Stearns was licensee and enforcement of
these patents against other competitors probably helped Stearns more than it did
Besser.! The Besser purchase of the Scott patent took place too late to be of any
value as a threat against Stearns, even if it be assumed that Stearns would have been
affected by such threat to it or its customers. By 1946 Stearns enjoyed about half
the sales volume of Besser, and by increasing its capacity in a seller’s market it
could well have developed to a size equal to or larger than Besser. This fear, coupled
with inability to take patent action against Stearns, appears to have prompted the
Besser purchase of Stearns stock that led to acquisition of a controlling interest by
1948.

It is with this background that the events since the antitrust decree should be
evaluated. The dominant over-all conclusion dictated by the record is that Besser
overrated the extent competitors really would affect its competitive position. To be
sure, it.can be said that the first few years of the postwar period were crucial and
that Besser succeeded during the only years such success was important. This
conclusion, however, seems inconsistent with the experience of -concerns such as

"1 Stearns encouraged and participated to some extent in the activities of Besser Company in
enforcing the Gelbman patents. The.suit against Darden’s customer, e.g., was financed jointly
by Besser Company and Stearns. The prime moving force in the patent threats, however, was
Besser and—to the extent Stearns participated—it was through Olsen who resigned as president
of Stearns in 1948,
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GoCorp, Bergen, and Oswalt that have been selling in competition with Besser with
only limited success over what is now a substantial period. Also, a number of firms
have dropped out of the industry apart from any action by Besser. The great likeli-
hood is that Besser misjudged its own ability to compete in the large-machine
market and took the repressive measures by way of patent infringement threats,
purchasing of competitors, and the Stearns stock purchase, in the mistaken belief
that they were necessary to maintain its competitive position. In any event there is
virtual unanimity in the industry today that the period since the antitrust decree
has seen no decline of Besser in relation to competitors, and that the Besser market
position is as strong if not stronger than it was prior to the decrees. Besser’s sales
volume is 60 to 70 per cent of the dollar volume of the large-type machines to which
its present manufacture and sale is confined. At the present time Stearns appears
to have a business volume of about one third that of Besser, and GoCorp and Bergen
account for most of the remaining large machine sales. Oswalt sales are very small
in relation to those of Besser and Stearns.

With these general observations, the following conclusions may be drawn with
respect to the decree in the Besser case:

1. The Besser market position since World War II is based primarily
on matters other than purchases of competitors, patent rights, patent
infringement threats, or other activity that formed the focus of the anti-
trust action. Besser appears to have greatly overestimated the real strength
of its competitors and to have underestimated its own ability to main-
tain and increase its share of the market by means other than purchases
and patent threats. Considerations of a going concern with extensive
experience, a reliable machine, effective sales and servicing, and the limited
importance of first cost of the machine, appear to be the basic reasons for
the success of the Besser company. Accordingly, so long as the antitrust
decree did not reach the existing business and going concern organization
of Besser there could be no significant prospect that Besser’s dominant
position in the industry would be quickly disturbed. It might be added that
the Department of Justice never sought relief by way of dissolution or
divestiture. The decision of the Department in this respect seems com-
pletely justified by the practical difficulties with respect to such relief due
to Besser’s small size, highly integrated character, and the need of the block
manufacturers for a continued source of machine supply.

2. This is not to suggest, however, that the tactics shown by the record
in the Besser case were without effect in arresting the growth of com-
petitors or that such tactics should be condoned. The Flam transactions
removed the Flams from the block machine business. Darden was frozen
out of the business by threats to Link-Belt. The Stearns stock purchase,
coupled with other factors, effectively removed Stearns as an immediate
rival to Besser in terms of size. Any antitrust judgment failing to fore-
close repetition of tactics of this kind would be hopelessly inadequate.
Moreover—though there is no evidence that the event has occurred to
date——there is reason to believe that over a period of years competitors
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will have opportunities to grow to size rivaling that of Besser. The medium-
sized machine field is now occupied by a group of firms such as Columbia,
Lith-I-Bar, and others that can readily move into the large-machine field
when the opportunity presents. One immediately foreseeable event that may
precipitate more activity by such firms in the large machine field is the
retirement of Jesse H. Besser from the: business—for he has exercised
personal direction and control of the company over a long period of years,
and a new management must fill the void he leaves.

3. The compulsory licensing decree provisions as to Besser Company
have had no identifiable repressive effect on incentives for research and

- development and have been effective in encouraging the activities of

competitors.

a) There is no evidence that the compulsory licensing decree
provisions have significantly diminished any research and product-
improvement activity in which Besser would otherwise engage.
The stripper type machine development of 1926 is the last sig-
hificant technical development that can be credited to the Besser
Company. The patent rights enjoyed by Besser Company since
that date have been primarily based on purchases from outside
inventors. The vibrator type machine development was pioneered
by others and adopted by Besser only after its worth had been
demonstrated. Machine development by Besser has been—and
is—of the engineering improvement variety that does not appear
to be dependent upon the exclusionary rights associated with
normal patent enforcement. Finally, the time limitation of the
compulsory licensing decree provision and the limitations as to
its subject matter further confine the effects of this phase of the
décree upon research and development.

b) The compulsory licensing decree provisions have encour-
aged the entrance of competitors to Besser primarily because
of the very unusual status of Bergen and Oswalt. Bergen built up
a -business of making and selling repair parts for the Besser
machines. In entering the machine business in 1951, Bergen’s
normal ‘and usual course was to make a machine very similar
to the Besser machines and thereby utilize its existing inventory
and parts production facilities as well as its experience with the

_ Besser type machine. Oswalt was in the business of supplying
engineering services for the Besser machines, and had made some
machines at the time of the decree. It too was in a position
where it ‘could capitalize upon experience and prior investment
by making a machine very similar to the Besser machine. Both of
these companies could have made their own distinctive machines
that would have escaped any justifiable charges of patent infringe-
ment (as Stearns and GoCorp did)—and both do have compe-
tent engineering and legal counsel. Yet it is very doubtful that
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they would have entered the business were such fresh design
necessary. Indeed, there is evidence that Oswalt definitely held
itself back because of the fear of patent action by Besser.

4. The importance of the activities of Bergen and Oswalt is, however,
limited. Neither concern now is—or has been—a substantial competitor
to either Besser Company or Stearns. The main interest of Bergen is in
selling replacement parts for machines manufactured by Besser. Oswalt
has neither the facilities nor the personnel to engage in large-scale block
machine manufacture. While both of these concerns have made changes
in the machines, and use accessories differing from those of Besser, each
still retains the same basic machine design as that used by Besser at the
time of the decrees. The principal prospect that one of these concerns will
become a major competitor to Besser and Stearns lies in the chance that
one or the other in the hands of an aggressive management and favorable
economic conditions will exploit a market opportunity left open by Besser
and Stearns.

The design, initial manufacture, testing, and marketing of a com-
pletely new concrete block making machine design (as distinguished from
an accessory or an improvement on some specific portion of a machine)
is a major task. Available records indicate that $200,000 is a modest sum
of money to invest in such a design. The more extensive the departure from
existing techniques, the greater the required expenditure in a new design.
This cost must be written off among the machines subsequently produced.
Bergen’s current sales volume of 14 machines per year’—and Oswalt’s
still smaller volume—do not appear to justify expenditure of this kind of
money. Neither concern shows any current signs of undertaking such
investment. So long as these concerns remain at about their present sales
volume, it is unlikely that Bergen and Oswalt will compete other than in
terms of price and such machine improvements as are compatible with the
general design of the Besser machine at the time of ‘the decrees.

5. Special conclusions apply with respect to the effect of the decree on
Stearns. The participation of Stearns as a company in the 1942 license
agreement with Besser Company, Gelbman, and Andrus—coupled with
the activities of Stearns ex-president, Olsen—moved the Department of
Justice to name Stearns as a defendant in the Government proceedings and
to seek relief against Stearns. The theory appears to have been that
without relief vig the antitrust decree against Stearns, competition could
not be restored to the concrete block making machine industry.

The government approach in this respect seems ill-advised. It seems
to have placed too much emphasis upon the possibilities of creating an
industry in which a great number of small manufacturers compete for the

2 Even a $200,000 expenditure in a new machine design—which is believed to be minimal for
any substantial change—would require amortization at about 7 per cent of the sales price of
the Bergen machines to write off the expenditure in a five-year period.
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limited business available and too little emphasis upon the value of Stearns
as the major competitor to Besser. The writers do not discount the value
of competition by the smaller concerns, but believe that as a practical
matter—and with the state of the industry in 1949—there was little
prospect of any possible antitrust decree giving rise to a large number of
competing small manufacturers. It follows that the goal of the antitrust
judgment should have been the more modest objective of prohibiting
repetition of the repressive and anticompetitive practices of the past and
creating a maximum stimulus to competition by Stearns.

The main reasons for Stearns’ decline in competitive vigor after 1948
appear to be independent of the antitrust proceedings, namely the problem
of redesigning the machines and getting them into production and the
decrease in demand for concrete block making machines. Nevertheless the
antitrust proceedings served to burden the Stearns management still further .
and to saddle the company with a continued drain on financial and man-
agerial resources when it should have been most free to compete with the
maximum vigor possible.

In the Supreme Court Besser argued that it should be treated in the
same way as Stearns in the decree. The Department of Justice responded
by obtaining an amendment. to the decree to impose a like compulsory
licensing provision effective as to Stearns. To be sure, no great harm
appears to have been done by this provision to date. Yet a more selective
attitude between Besser and Stearns in this connection would have been
more consistent with the realities of what could have been accomplished.
It it should happen that Stearns obtains an important patent that otherwise
would enable it to press Besser Company harder, the present state of the
decrees is such that Stearns would be forced to license Besser Company.
Besser thus enjoys a degree of immunity as to technical improvement from
the company most likely to make such improvement. The present indica-
tions that Besser Company is infringing one of the Stearns’ patents suggests
that this possibility is not entirely remote. If Stearns was to be subject to
compulsory licensing at all, Besser should have been disqualified from
obtaining such license.

Over-all, the present study indicates that the Besser market position in 1949
was primarily the result of the numerous acquisitions of competing firms over a
period of years coupled with the presence of a sound going concern, an established
product, and an effective sales and servicing policy. Only to a secondary and limited
extent was this market position in 1947 attributable to repressive measures against
competitors, and specifically the tactics employed under the license agreement to
the Gelbman patents that was emphasized so heavily by the Department of Justice.
In proscribing repetition of the repressive measures—a phase of the antitrust decrees
that has been wholly successful—the Government antitrust action accomplished an
important result. While the compulsory licensing provisions of the decrees have
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definitely encouraged the entrance of Bergen and Oswalt as competitors to Besser,
neither of these concerns has seriously challenged Besser. In underestimating the
practical importance of stimulating competition by Stearns, the antitrust proceed-
ings appear to have done some harm to the company that could most effectively
compete with Besser Company. At the present writing Stearns seems to be emerg-
ing from the period of difficulty that hegan in 1948. The present immediate prospect
is one of an industry characterized by considerable competition between Besser
Company and Stearns and considerably less important competition between each
of these companies and GoCorp, Bergen, and Oswalt.

A prediction as to the future of the industry is in order. Stearns—with expansion
into other fields, a recovery from the effects of its outdated machine design of
1947-9, and on the way to a resolution of the antitrust problems—is likely to become
a stronger competitor to Besser Company as time passes. Besser Company—facing
a major change of management upon the retirement of Jesse H. Besser—may face
a period of changed policies, with the likelihood of some loss of sales volume in
relation to Stearns. Based on performance to date, GoCorp, Darden, Bergen, and
Oswalt do not appear likely to grow to a size comparable to either Besser or
Stearns. At the same time, however, it seems probable that one of them—or a
manufacturer of medium-sized machines—will undertake a major machine redesign
(perhaps based on an important new principle) and establish itself as a third con-
cern in the industry with sales volume comparable to Besser Company and Stearns,
and with capacity to compete in machine improvement. It is felt, however, that for
any third concern to attain this end it must offer Besser Company and Stearns
substantial competition in significant product improvement, and not be content to
manufacture any existing over-all machine with minor engineering changes from
time to time.

Another foreseeable change in the industry may be in the long run the most
important of all. We have seen how the block machine operators proposed to start
a new manufacturing concern in 1948, when Besser was purchasing stock in Stearns.
We have also seen how Gelbman, Samuelson, Oswalt, and other block manufacturers
have made block making machines. Since the early postwar period the economic
strength and abilities of the block manufacturers have increased vis-a-vis the
machine manufacturers. In part this is due to a steadily decreasing number of block
making plants and a more than corresponding increase in the size of each plant.
The block makers also have an active trade association and are engaged in various
forms of cooperative activity. All of these considerations indicate that the block
manufacturers themselves may well become an economic force of increased sig-
nificance, and that the machine manufacturers (whether they be few or many) will
have as a major form of competition the ability of the block makers themselves to
supply their machine needs.
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APPENDIX A

THE TECHNOLOGICAL AND PATENT HISTORY OF THE
CONCRETE BLOCK MAKING MACHINE INDUSTRY

Concrete blocks were doubtless first manufactured by the obvious expedient of pouring concrete
into a mold, allowing the concrete to cure, and then removing the mold. The cumbersome
character of this method and the large expense for molds led to the first platen type concrete
block making machines.

An early machine of this type was manufactured by Besser Manufacturing Company at about
the time of its founding by Herman Besser in 1904 (Pat. R. 28). The machine is shown in one
form in Herman Besser patent 810,700, filed April 19, 1905, and entitled “Molding Machine.”
The machine was based entirely on manual power, but did overcome the need for a multiplicity
of molds and cores by using a single mold and core from which the blocks were removed
immediately after casting. It consisted of a frame upon which a mold was formed by side and
end walls, the walls being swingable outwardly and down to release the cast block. The cores
required to form cavities in the block were supported from beneath the mold. In use, a pallet
with openings to receive the cores was placed in the mold; the entire pallet and mold structure
was then allowed to drop onto the cores by the use of a crank and cam mechanism provided
(this action also serving to erect the sides and ends of the mold by the action of fixed cams) ;
the mold filled with concrete; and the crank was then rotated again to lift the pallet and uncured
block to initial position (the sides and ends of the mold being dropped at this time by the action
of the fixed cams). With this type machine the pallet itself served as a stripper against which
the fixed cores wiped as the uncured block was lifted. In this fashion the cores were withdrawn
without collapsing the block itself.

Machines of this kind are reported to have produced 100 to 150 blocks per man day (Pat.
R. 28). Output was necessarily limited by the physical capacity of the men using the machines.
The work was exhausting because of the lifting required. This led to the introduction of power
mechanism for use with the same basic type of machine. By 1909 arrangements were made to
pour the concrete mix into the mold from above, thereby obviating the manual concrete lifting
required to fill the mold by the shovel method. At about the same time power tamping devices
were developed to tamp the concrete in the mold without the use of manual labor. These innova-
tions increased block output to about 250 blocks per man day.

Further changes ‘in the direction of automatic operation proceeded step by step. Variations
were made in the automatic tamping mechanism to provide light-weight high-speed opera-
tion of several hundred blows per minute as an alternative to slow heavy tamps of the type
analogous to hand tamping (Pat. R. 29). By 1914 Besser manufactured a machine with timed
operation of the tampers, automatic feed of the concrete, and automatic withdrawal of the
cores. Production per man day was increaséd to several thousand blocks by this type machine
(Pat. R. 31). And by the use of two molds at a time the production of this type machine was
increased to about 5,000 blocks per day by 1919.

All of the machines at this time were required to swing the mold open after formation of the
block. This was in part due to the prevalence of the so-called “rock face” block which had an
embossed face simulating rock and could not be removed from the mold by simple lifting action
(Pat. R. 30).1

The Stripper Machine

Patent rights to a more fundamental development were obtained by Besser in 1929. This was
the so-called plain pallet stripper machine, designed to permit the use of flat pallets without
openings to pass the cores. The considerations leading to this development are set forth in
Jesse H. Besser patent 1,699,2182 as follows:

To mold hollow blocks, as of concrete or other moldable material, the latter is tamped and packed tightly
about the cores so that a real problem is presented of loosening the cores from the material. This is
especially difficult when the operation is to be performed rapidly, without injury to the block. A further

"1 An industry trend in the nature of a reversion to the rock face block is found in the current emphasis upon
*“split” block. These blocks are formed by splitting flat face blocks, leaving an irregular face of distinctive
appearance somewhat similar t6 unground natural rock blocks. Some of the most attractive block applications
for outer walls are based on split block.

2 Filed August 31, 1926, entitled “Automatic Stripper Machine,”
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problem is presented, when it is desired to loosen the material from the cores when the latter are supported
upon an imperforate pallet. Heretofore, concrete blocks have been molded upon pallets which have openings
therethrough to receive the cores therein, so that the removal of the cores was assisted by the use of the
pallet to hold the block stationary while the cores were being withdrawn, This operation made necessary
the provision of a set of perforate pallets for each type of blocks to be molded. Tf a slight change in the size
or form of the cores were ta be made, an entirely new set of pallets with corresponding perforations was
required. This provision of several sets of metal or non-metal and perforated pallets often required an
expense of many thousands of dollars for pallets alone.

By my new machine provided with my new stripper mechanism for holding the hollow blocks stationary
upon the pallet while the mold and cores are lifted from the block at one time, I am enabled to accomplish
the stripping operation while the blocks are molded upon wholly imperforate pallets, and by this provision
the same pallets may be used for blocks of different sizes and form having different openings therein
and even a different number of openings therein, it being only necessary that the pallet shall be at least
as large in surface area as the base of the block externally. Any blocks that are hollow as well as solid
may by my stripper mechanism be automatically stripped from pallets of one standard size, thus resulting
in wide economy. (Patent 1,699,218, page 1, lines 21-64).

In the plain pallet stripper type machine the mold and cores were mounted to move vertically
from a lowered position—where they seat against the pallet—to a lifted position where they
clear the molded block. In order to prevent the molded block from tending to rise with the
mold and cores, and thus tending to disintegrate under the lifting forces, a stripper mechanism
was provided which swung over the mold and block just prior to the mold lifting movement. The
stripper defined a flat face of the same contour as the block, and was registered with the
block. As the mold and cores moved up, the stripper seated against the top face of the molded
block to hold it down.

The plain pallet stripper machine as developed by Besser included a “feed box” which moved
in unison with the stripper mechanism to fill the mold. When the feed box was in retracted posi-
tion, the stripper head was over the block and the cores and mold could be lifted. At this time
the feed box was located under the concrete supply hopper and thus filled with concrete. When
the stripper head was subsequently moved forwardly (after removal of the completed block and
dropping of the mold and cores to operating position) the feed box moved forwardly in unison
with the stripper head. At this time the concrete in the feed box discharged into the mold to fill
the same.

The stripper type machine was a marked advance in the art and effected considerable econo-
mies for large volume block makers. Its advantages were principally in areas where large pro-
duction combined with varying sizes of molds and cores, made the cored pallet method most
troublesome and expensive. Besser testified in the patent case that the machine reduced a $15,000
inventory of cored pallets to a $2,000 inventory of plain pallets (Pat. R. 3).

It should be noted in connection with the plain pallet stripper machine that it could not manu-
facture the rock face type block. Moreover long after the stripper machine came out Stearns
successfully manufactured a cored pallet type machine, called the “Joltcrete,” capable of making
600 blocks per hour using cored pallets (R. 730).

Vibration Machines

A significant change occurred in the concrete block making machine industry with the intro-
duction of successful vibration type machines in the late 1930’s (Pat. R. 31). The tamping method
had a number of recognized disadvantages, the major one being the stratified block produced as
a consequence of the successive layers of concrete necessarily associated with tamping.® Addi-
tionally, the hammer action of the tamping mechanism entailed considerable wear of the working
parts.

In comparing the vibration machine of the Scott patent 2,106,3294 and the tamping devices,
Besser testified:

The result was very good, comparing it to the tamper arrangement. It avoided the wear and tear on the
mold which the tampers produced by going into the mold to compact the material, and the vibrating method
also gave an even texture to the block as the concrete was put in a mass rather than by steps by the

tampers, and it made it convenient to make larger production with ease because this, being a standard pallet,
made three of the most common size block at one time (Pat. R. 34),

3 Williams patent 1,004,327, filed March 7, 1910, entitled ‘‘Machine for Making Concrete Blocks,” noted
this problem and proposed a machine where there was ‘“means for raising said molding box and dropping it on
said frame in rapid succession to cause the concrete in the molding box to be settled or condensed uniformly” (col.
2, lines 66-70). This machine appears to have come very close to a vibration machine, An ingenious mechanism
was provided to convert rotations of a hand crank to successive jolts or impacts on the mold. See Besser’s
testimony, Pat. R. 35.

4 Filed May 25, 1927, entitled “Apparatus for Treating Materials.” This patent is discussed in further
detail at pp. 122-124 infra.
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Besser further testified that, with the tamping machine, blocks were generally made one at a
time, whereas with the Scott construction three could be made at a time' (Pat. R. 34).5 He
testified that production was practically doubled (Pat. R. 34, 43). Besser also testified that the
vibration method worked out better than he predicted in 1938 upon the basis of his experience
of over 30 years in the industry (Pat. R. 39).

In the actual vibration type machines about 3,000 vibrations per minute, with about 14¢ inch
throw are used (Pat. R. 40), This means somewhat less than 750 vibrations per block, at the
rate of one block every fifteen seconds, or four per minyte (see Pat. R. 38-40). It should be
compared with about five tamps per block used with the tamper method. When vibrated at this
rapid rate the concrete acts generally like a liquid to fill the mold uniformly with a homogeneous
mix.

The use of vibration in concrete molding was well known prior to the commercial introduction
of vibration type concrete block making machines. The prior art in this respect is summarized in
the opinion of the court in Whitman v. Andrus® as follows: -

. Such vibration is disclosed in Esterday No. 1, 523 936, as early as 1922, Stockwell No. 384,295 had
taught the advantage to be gained by jarring or shakmg the material for a certain length of time, as
early as 1888, though it does not seem necessary, in view of the later patents, to consider nice distinctions
between jarring and vibration. Shinn No. 2,036,367, which was not before the Patent Office, disclosed
a shaking movement transmitted to the molds to settle the concrete during the filling and molding operation
and Dahl No. 1,777,660 disclosed means for effective automatic vibration in the mold after being filled . . .

One Thomas came to Stearns in 1928 and sought to use the facilities there to make a vibration
type machine for standard blocks (R. 291). He did some work there along this line but left
without making a successful machine (R. 292).

Although the application of vibration to concrete block manufacture was thus well known at
an early date, it was not until the late 1930’s that the concept was practically applied. When it
did come, it came largely through the efforts of Louis E. Gelbman, whose name appears again
in connection with the antitrust litigation. Gelbman testified that he and Hamlin F. Andrus
put some $165,000 into the development of his patented machines (R. 858).7 Indeed, in Andrus
v. Whitman Besser himself testified that he became acquainted with Gelbman’s work in the early
1930’s and that his intfoduction to effective vibration came from Gelbman (Pat. R. 32, and 194
F2d 270, 272). Olsen, then president of Stearns, met Gelbman in 1935 when the latter sought to
license Stearns (R. 145). At that time Stearns took an exclusive patent license at 20 per cent
royalty. After the 1935 contract with Gelbman, Stearns rebuilt one of the machines Gelbman
had installed in his own concrete block plant in White Plains (R. 292-3). Initially the machine
was not sufficiently sturdy for commercial use. Stearns put another more heavily built machine
into use in 1936 (R. 293). This machine gave trouble and was removed (R. 294). Then Stearns
made still another machine. It was not until 1938 that Stearns had removed the “bugs” from the
vibration type machine and was able to place such a machine on the market for general sale
(R. 295). Besser’s manufacture of vibration machines followed the manufacture and sale of such
machines by Stearns. '

A number of patents relating to concrete block making machines and their operation have
been issued to Gelbman as the sole or joint inventor. One of the very early patents—1,867,1448—
requires discussion because it was the subject matter of the patent infringement suit brought by
Stearns, Gelbman, and Andrus against. Bell, a customer of Besser. Two of the later patents
—2,275, 6769 and 2,366,78010—require discussion because they formed the basis of a later patent
mfrmgement suit brought by Gelbman and Andrus against Whitman, a customer of Lith-I-Bar.
Each of these latter patents was filed as the joint invention of Gelbman with Eugene F. Olsen
and Arthur B. Mays of Stearns Manufacturing Company.

Gelbman patent 1,867,144 shows a vibration type machine in which the mold is carried on a
platform or jOlt plate” supported on its four corners by compressxon springs. The upward travel
of each spring is limited by an elongated bolt concentric with the sprmg and anchored at its ends
to the base and to the jolt plate. The downward travel of each spring is limited by sleeves

5 The actual machine shown in the Scott patent made one block at a time.

8194 F.2d 270, 272-3 (6th Cir. 1952).

-7 A picture of Gelbman with one of his early vibration type machines appears at p. 175 of the March 1951
Pit & Quarry.

8 Filed Jan. 24, 1930; entitled “Concrete Molding Machine.”

9 Effective filing date, Aug. 28, 1937, entitled “Concrete Block Machine.”

10 Effective filing date, Aug. 28, 1937, entitled “Method of Making Building Blocks.”
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telescoping over the spring and seating against each other when predetermined down travel
(spring compression) takes place. Vibration is mechanically imparted to the jolt plate to cause
the same to tend to move up and down under the forced vibrations to an extent greater than the
limits permitted by the telescoping sleeves and by the elongated bolts. The over-all effect of this
machine is to cause the jolt plate (and mold) to move up and down in a series of quick move-
ments terminated at each limit of movement by an abrupt stop or jolt—an action said to provide
particularly effective molding.11

The Gelbman '144 patent included the following rather broad claims that were involved in
the Bell suit:

12. A method for packing the mold of a machine of the class described, consisting in vibrating the mold
vertically, and abruptly stopping each stroke of the vibration at the top and at the bottom.

13. A method of packing the mold of a machine of the class describsd, consisting in moving the mold with
external applied forces thru a vertical reciprocating path, and suddenly stopping at the top and at the
bottom each stroke of reciprocation before it ends.

Both claims were held invalid in the Bell suit and subsequently disclaimed.

The Gelbman ’676 and '780 patents each show the same structure for making concrete blocks,
and each includes the same descriptive material in relation to that structure. The basic descrip-
tion in each is essentially the same, and in the '676 patent reads as follows:

The invention proposes the construction of a building block machine which packs the mold by the vibra-
tion system, After many years of experimentation and building of devices we have become aware of many
deficiencies in the operation of building block machines working on the vibration principle, and methods
for making blocks embodying this principle. One of the chief defects of the vibration principle resides in
the fact that with the application of vibration the concrete material in the mold of the machine will be
packed more densely in the bottom of the block than at the top. This is easily understandable now that we
point it out, since when the mold is vibrated the material in the top portion of the mold is free to jiggle,
or jolt or move around, and consequently it could not possibly pack as hard as the material within the lower
portion of the mold which is held firmly by the material above it.

The method we have discovered for eliminating the defect pointed out in the previous paragraph consists
essentially in providing a mold of a higher dimension than that required for the finished block. It is
proposed to pack material into this mold by the vibration method. It is then proposed that after the mold
has been packed by the vibration method to strike off the excess material at the top of the mold to insure
a commercially uniform amount of material to be in the mold. It is then proposed that pressure be applied
on the material in the top of the mold to compress the upper portion of the material in the mold and
make the top portion of the block just as dense as the bottom portion and just as smooth, and perhaps
smoother.

In carrying out the method it is proposed to limit the amount to which the material in the mold may be
compressed to make blocks of uniform height. It is proposed to permit compression to a point which
corresponds closely with the lowest level to which the packed material will compress by reason of resistance
of the material itself (676 patent, col. 1, lines 4-47).

Milewski-—manufacturer of the machine charged as an infringement in the patent infringement
case—testified that the use of vibration without the concurrent use of either pressure or tamping
would not make a uniformly dense block (R. 505, 507).

The principal claim of the Gelbman '676 patent read as follows:

4. In a building block machine, a frame for the block machine, a mold for making concrete or the like
blocks, means for vibrating or jolting the said mold to pack the concrete material therein during the
making of said blocks, a feed drawer to supply the mold with concrete material as needed, and a track
system mounted on said frame for the feed drawer to ride on and holding the feed drawer from touching the
mold preventing the transmission of vibrations from the mold to the feed drawer.

In simple language this claim was directed to the idea of using a feed drawer to supply concrete
to the mold, the drawer being independently supported by a track mechanism out of contact with
the vibrating mold. The feed drawer idea itself was old—at least by 1926 when the Besser plain
pallet stripper patent application was filed. While Besser attributed novelty to Gelbman's feed

11 If the mold is vibrated up and down by a rotating eccentric weight (the usual mode of vibrating concrete
block machines) the up and down movement is in the form of ‘*‘simple harmonic motion.” Such vibration
is like that of a ball moving up and down on the end of an elastic cord. The mold gradually stops and reverses
its direction of movement at the upper and lower extremes of movement. The jolt-type machine of Gelbman
differed from this action by rapidly arresting the movement of the mold at its upper and lower limits. The
action of the prior art Williams machine, note 3 supra, was very similar to that of Gelbman in that the mold
was jolted at the top and bottom of each up and down movement.
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drawer in that it wiped off the top of the cement in the mold, identical operation appears to be
inherent in the feed drawer of the earlier machine (Pat. R. 37).

The principal claim of the 780 patent relates to the method of finishing off the top of the
block and then applying downward pressure while the vibration continues to pack down the top
of the block. This claim reads:

1. A method for making a building block, consisting in moving a feed drawer with plastic material across
a vibrating mold by starting on one side of the mold and moving the said drawer until it is superimposed
on the mold to fill and pack the mold, quickly moving said feed ‘drawer off the mold to strip excess plastic
material from the mold, and quickly applying a pressure head upon the top of the material in the mold
during continued vibration of said mold.

With respect to the Gelbman method patent, Besser testified in the patent suit:

. . the Gelbman contribution was the successful application, and definitely the first application, and the
first successful application of the pressure head to finish off that top of the block, make it smooth and
condense down to accurate height, and to do that in a practical successful way in a machine in production
(Pat. R. 36-7).

The limit of vibration machine operation without the use of the pressure head or tamping is said
to be about 200 blocks per hour (R. 435).

The Gelbman 676 and '780 patents were each confined to the use of a feed drawer. It is
significant that Olsen—who subsequently left Stearns and organized a competitor, GoCorp—
devised a machine that did not use a feed drawer. In this machine the mold itself was shifted
back and forth from molding position (where vibration and pressure were applied) to a retracted
position where concrete was received directly from the supply hopper (R. 312-3).12

The machine shown in the '780 and ’676 patents was never made in exactly the form shown.
Stearns did, hdbwever, construct a generally similar machine (Pat. R. 48). In the Whitman
patent infringement suit the patents were alleged to be infringed by the Lith-I-Bar machine.
The defense of the suit was undertaken by Lith-I-Bar. Judge Picard—who also tried the anti-
trust case—held that the apparatus patent ('676) was valid and infringed and that the method
patent (’780) was not infringed.’8 On appeal, the Court of Appeals directed its attention to the
alleged novelty of the track system for the feed drawer, as a structure. So viewed, it considered
the structure an application of mere mechanical skill and not invention, even assuming ‘“that
there was inventive thought in the concept of keeping the feed drawer from touching the mold
so as to prevent the transmission of vibration to it from the mold.”14 With respect to the method
patent, the Court of Appeals found invalidity for failure to disclose the “alleged inventive con-
cept so that the method may be practiced by the public when the patentee’s monopoly has
expired.”1% The principal evidence relied upon to support this phase of the decision was the
difficulty encountered by Besser in making a successful vibration machine as licensee under the
patent and the necessity of Besser’s “undertaking extensive experiments of his own.”10

A third significant patent on the vibration principle is Scott patent 2,106,329,17 issued on
January 25, 1938, This patent was apparently the result of the independent activity of Scott, who
was not associated with any of the machine manufacturers or users.l®8 The patent application
was filed in 1927, somewhat after Gelbman’s first entry into the field, and was renewed in 1936.

The disclosure of the Scott patent shows a rather crude cored pallet type concrete block
making machine in which no power-driven means is shown for pouring, lifting, or otherwise
handling the concrete and the block. The point of novelty in the structure shown was thought to
lie in the use of a mold to which was affixed a shaft carrying a pair of eccentric weights, so that
as the shaft was rotated by a belt arrangement (not shown in detail) the shaft was subjected

12 The machine referred to by Olsen appears to be that shown in 'R. O. Davis patent 2,581,579, entitled
‘“Concrete Product Molding Machine,” filed Sept. 28, 1948,

1393 F. Supp. 383 (E.D. Mich. 1950).

14 194 F2d 270, 273 (6th Cir. 1952). It should be noted that a considerable number of judicial decisions
have rejected the proposition that the structure alone should be the measure of patentability where there is an
“inventive concept’’ behind the structure. See, e.g., Old Town Ribbon and Carbon Co. v. Columbia Ribbon and
Carbon Mfg. Co., 159 F2d 379 (2d Cir. 1947).

.15 Id. at 275, :

16 Ibid,

17 See pp. 123-124 infra for more detailed discussion of the Patent Office history of this patent.

18 The patent recites the inventor as “Ephriam J. Scott” of Forest Hills, Mass., “assignor to C, C. H.
Thomas."” Besser obtained the patent on assignment from Thomas in 1947 (Pat. R. 355).
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to a rotating force which was communicated through the bearings to the mold box and hence
to the concrete in the mold. The mold box was carried by a set of leaf springs which served
to permit vibration of the same without communicating all the vibration to the support.

The vibration imparted in the Scott machine was not translational in character but rather was
orbital; that is, it consisted of a force of constant strength rotating about the shaft axis. Also
—because of the eccentric relation of the shaft and the center of gravity of the mold—the
vibrations produced tended to rotate the mold about its own axis. The technique of isolating a
vibrating body from a support by the use of springs is an old and well-known method of vibra-
tion isolation which has been used in connection with reciprocating engines and compressors,
single phase electric motors, and other applications.}® The particular feature stressed in the
Scott patent was:20

. the fact that it describes a form or mold holding the mix freed from the rest of the machine during
vibration by incorporating resilient supports between the mold and frame of the machine, imparting a high
frequency orbital form of vibration to the mold, and producing and concentrating such vibration in the mold
by the direct bearing attachment of a high speed eccentrically weighed orbital vibration producing shaft on
a remote flexible drive, 1t also includes an ejection mechanism mounted on the frame of the machine but the
machine is so constructed that the mold remains perfectly free to vibrate and the concrete block is ejected
after the consolidation thereof is completed.

Claims 1 and 6 of the Scott patent read as follows:

1. An apparatus for treating a material comprising a mold for the material, a frame, springs carried by
the frame for supporting the mold, means for vibrating the mold, and means for ejecting the product
from the mold after vibration.

6. In apparatus for the molding of plastic materials like concrete, a mold for receiving the material, a
supporting frame, a resilient means interposed between the mold and the frame whereby the mold can be
vibrated substantially independently of the frame, means for applying vibration to the mold, and means for
removing the formed mass of material from the mold, said last means including elements mounted upon
the frame.

The District Court found that the Lith-I-Bar machine did not infringe the Scott patent because
the mold was not “perfectly free” to vibrate but rather was affixed to parts anchored to the
floor.2t The Court of Appeals held that the patent was invalid in view of the prior art uses of
resilient mountings for vibrating structures.22

While it is to some extent a digression from a treatment of the technical history.of the concrete
block making machine industry, the Patent Office history of the Scott patent requires some
comment in view of the very carly filing date and very late issue date of the patent. The inventor,
Scott, as has been noted above, appears to have had no special interest in concrete block manu-
facture and appears to have regarded such manufacture merely as a promising application of
the vibrating technique. Moreover, there is no indication that the machine shown in the Scott
patent was ever constructed and used, although some of the language used in the patent is
consistent with such use having taken place. The Scott patent application was filed on May 25,
1927, giving it the very early filing date that conferred commercial importance to the patent
when issued. A typical Patent Office prosecution followed the filing of the patent application
until early 1931. At that time the Patent Office finally rejected certain claims and Scott took
an appeal to the Board of Appeals. Thereafter, on March 1931, Scott copied claims from Jackson
patent 1,787,449.23 It is significant in this connection that the Jackson patent related to the

19 See Kimball, Vibration Prevention in Engineering, (Wiley, 1932).

2093 F. Supp. 383, 386 (E.D. Mich. 1950).

21 Id. at 386-7.

22194 F.2d 273,376 (6th Cir. 1952).

23 The Jackson patent was filed on Jan. 10, 1929, and issued on Jan, 6, 1931, It bears the title ‘“Method
of Forming and Molding Concrete.” The patent shows a vibrator affixed to the stud of a wooden concrete
form of the type normally employed in making vertical foundation walls for buildings. In an alternative form
the patent shows a vibrator affixed to the form used for a poured concrete column. The claims of the patent
are of sufficient scope to read in terms on vibration type concrete block making machines. The patent has
never been involved in litigation and no instance has been found of its assertion against the maker or user
of a vibration type concrete block making machine, The Jackson patent was cited and referred to by Judge
Picard in Andrus V. Whitman, 93 F. Supp. 383, 386 (E.D. Mich. 1950). While the court there indicated
that the Jackson reference was applicable against the Scott patent, he chose to place major reliance on other
references.

The Jackson patent was also considered as a reference in Blaw-Knox Company v. I.D. Lain Company, 230
F2d 373 (7th Cir. 1956). The patent there in suit was Bushnell’s patent 2,361,377, entitled “Paving.” This
patent related to a concrete paving machine and method, including the step of subjecting the poured concrete
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application of vibration technique to concrete molding generally and was not concerned with
the specific manufacture of concrete blocks. In May 1931 the Patent Office declared interference
No. 61,744 between Jackson and Scott, with 14 counts or claims involved. In June 1933, decision
adverse to Scott was rendered, and in November of the same year that decision was affirmed
by the Board of Appeals (which then had jurisdiction over interference appeals).

Following the interference decision of November 1933, the Scott patent was rejected on Flam
patent, 1,806,6202¢ and, finally, on March 22, 1935, was allowed. The patent application was
thereafter allowed to lapse. In March 1936, petition for renewal was filed by an attorney for
the then assignee, C. C. H. Thomas, who had just acquired title by assignment. A new notice
of allowance followed on March 26, 1936, but on April 13, 1936, the patent was withdrawn from
issue. The withdrawal was due to the fact that an amendment making three new claims was
not in the file at the time of allowance. The three new claims were then the subject of a series
of office actions and amendments, resulting in a new notice of allowance in June 1937. The
patent thereupon issued on January 25, 1938. On January 23, 1940, an application for reissue was
filed, but was subsequently abandoned.

The prolonged proceedings on the Scott patent resulted in issuance of the patent over 10
years after the filing date.25 The patent did not expire until 1955.

The history of the Lith-I-Bar machine accused as an infringement of the Scott and Gelbman
patents is of particular interest. Lith-I-Bar was operated by Frank E. Milewski (R. 383-437).2¢
He had heard of a vibrating machine made by Ralph Samuelson of Traverse City, Michigan.
Milewski testified that the machine was “very satisfactory” long before the industry as a whole
had changed to vibrating machines.

Samuelson testified in the patent suit that he made his first vibration type machine in 1933
after watching vibration used to make castings in an iron foundry (Pat. R. 180-181). At the
time Samuelson was in the business of making concrete blocks by the use of a tamping machine,
two men making about 150 blocks per day (Pat. R. 180). With respect to, the first vibration
type machine, Samuelson testified:

I bought a machine, The first machine that I bought was a tamping machine. And I was always inter-
ested in trying to make -a better block. I wasn't interested in the face-down principle because we couldn’t
put enough water in the material, and I wanted to compact it. All I had seen up until that time
was tamping, and I was interested in putting it in some other way because the tampers wore out the cores
of the box. .

My plant was right across the railroad tracks from the Traverse City Iron Works, and they had a
foundry there and they made molds to pour their iron in. I had to go over there to get steel from time
to time—it was just across the track—and I was just sort of observing the way they were making those’
sand molds. It was practically the same thing as making a block, only they didn't have cement in it.
And they were jarring it, and they had air hammers, or air vibrators that were buzzing the side of the
box, and the thing -would thump up and down and settle that sand.

I like to try and figure out something too. I traveled around. I was over to Mr, Besser's plant in
Alpena, I think, once or twice, And I didn’t see anything there that was a vibrator machine. Everything
was tamping. They had a small tamper called a multi-mold. Then they had some other larger ones. The
large ones were too big for me, and the small one was too much work, they had to be tamped manually.
I ended up by building a small one, a block at a time, and I had a vibrator on the back of it to settle
the concrete instead of tampers (Pat. R, 180-181) (And see R. 437 et seq.).

Samuelson constructed a larger machine during the war. The machine was started around
1945 or 1946 (Pat. R. 185). It made about 200 blocks per hour and was the machine Milewski
followed to make the Lith-I-Bar machine. Samuelson spent about six months in the construction
of the machine. After it had been made Samuelson was considering the manufacture of similar
machines for sale and had a patent search made to determine the patent infringement situation
‘(Pat. R. 185). Milewski subsequently had a similar search made, which he turned over to Besser

pavement to a vibrating and smoothing action. The Court of Appeals reversed the district court and held the
patent valid and infringed because ‘It is undisputed that the three mentioned elements essential to Bushnell's
combination were known to the art. However, it is clear from the evidence that the specific arrangement and
placement in combination which he prescribed and embraced in his claims and which, the proofs show, has
solved effectually the serious problem that confronted road builders in the use of heavy concrete, had never
been suggested. All prior efforts to solve the problem had resulted in ineffectiveness. For the first time in the
art, Bushnell demonstrated that his specific placement and prescribed relationship of the three elements in a
road building machine furnished a complete answer to the problem. . . .’ 230 F2d 373,375-376 (7th Cir. 1956).
24 Filed June 24, 1926, entitled “Vibrator Mechanism.”

25 Most of the delay encountered in the Scott patent prosecution is of a kind that would not occur under
present conditions. The history of this patent is nevertheless an illustration of how a patent issuing long after
its time can acquire importance out of keeping with the actual contribution to the art.

26 For a further discussion of Lith-I-Bar, see pp. 103-104 supra.
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when accused of patent infringement by Besser (Pat. R. 162-3). Samuelson filed application
for patent in 1945 but no patent is known to have issued (R. 383).

As manufactured for sale the Lith-I-Bar machine had a capacity of 480 blocks per hour
(R. 383). It used tamping at the end of the vibrating cycle (R. 384).

Other Machine Developments

One Wellnitz worked out a machine in which the height of the blocks was controlled (R. 767,
1100). The “Wellnitz-Meeker” group is reported to have invested $200,000 in the development
(R. 1099). Besser purchased the patent rights in 1950 for $75,000, these rights then being in the
form of patent 2,308,132 issued to Wellnitz on January 12, 1943, and an application of Meeker
(R. 1098-9). During the course of compulsory license royalty proceedings after the antitrust
judgment, Rosenthaler—the representative for Besser—proposed a royalty of $600 per machine
for the Wellnitz patent (R. 1120) and estimated that not more than 150 to 200 machines per
year would use the invention covered by the patent (R. 1099) ; and Olsen, the government repre-
sentative, proposed $25 per unit (R. 1105). The court resolved the dispute by setting $25 per
mold compartment as the royalty (R. 1111).

The principal feature of the Wellnitz machine is the block height control mechanism. In the
construction shown in the patent, this mechanism consists of a drop platen which rests on the
top face of the concrete, together with electric switch elements responsive to the vertical position
of the platen to lift the platen. This structure is covered by claim 2 of the patent, reading as
follows :

In a machine for molding cementitious building blocks, a mold, means for filling said mold with a
cementitious mix, a vertically movable drop platen, an electric motor for operating said mold filling means
and said platen, an operating circuit for said motor, and a controller for said circuit operative auto-
matically upon compaction of the mix to a predetermined height dimension within said mold to actuate
said circuit, whereby to remove the weight of said platen from engagement with the mix in said mold.

This is the so-called electrical block height control concept. Its importance lies in' the fact.
that high-quality block must have uniform dimensions. Alternative block height control techniques.
are available.

The Meeker application related to a mechanism to control the density of the block (R. 1107).
The mechanism sensed the rate of descent of the pressure head to control the ultimate pressure
applied and hence the density of the block.

Another machine development is found in the Warren “800" manufactured by Darden (dis-
cussed at page 132, infra) shown in patent 2,652,613.27 In this machine the pressure head as
well as the mold was vibrated to compress the block (R. 530-1).

Stephen Flam of Van Nuys, California, also developed several types of vibration type machines.
These machines were limited to the use of a very wet mix and hence were suitable only for
use with shallow blocks of less than four inches thickness and having comparatively thick webs
(R. 290).

One of the earliest Flam machines is represented by patent 2,319,313.28 The structure shown
consists of two molds positioned at opposite ends of a revolving frame. As one mold is being
filled with aggregate, the other mold is being stripped. One man operates the hopper which
feeds mix into one mold, and another man operates the stripping mechanism. When the stripping
action is complete, the frame is displaced 180° manually and the cycle begins anew. The block
that is being formed is subject to vibrations produced by rotating eccentric weights mounted
on a shaft. The vibrating mechanism disclosed in this patent was the object of Flam patent
1,806,620.29

The second Flam patent, 2,446,818,30 shows a distinctive feature of the later Flam machines.
This is the vibrator arrangement using a U-shaped cantilever, the free end of which supports
the mold box. Eccentric weights are mounted on a shaft that is attached to the bottom face
of the free end of the cantilever. Through a belt-pulley arrangement, the cantilever is vibrated
in a vertical direction, packing the mix in the mold box. '

27 Filed, July 23, 1947, entitled *Building Block Molding Machine.”
28 Filed March 8, 1938, entitled *“Molding Apparatus.”

29 Filed June 24, 1926, entitled *‘Vibrator Mechanism.”

30 Filed Nov. 25, 1944, entitled ‘Vibrator.”
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Flam patent 2,562,54131 issued posthumously on July 31, 1951, shows a more refined and more
automatic structure using the same cantilever vibration mechanism that was disclosed in patent
2,446,818. By means of a chain and pulley system a formed block is transported from the forming
station to'the stripping station and the finished block is automatically removed at the stripping
statlion. The mold box is vibrated while the mix is fed into it in order to reduce the time of each
cycle.

Flam patent 2,594,76032 shows an improved method of stripping the packed block from the
mold. A conventional type vibratory mechanism is used to pack the aggregate in rotating
eccentric weights mounted on a shaft.

Still another machine development was made by Luther G. Randolph of Ann Arbor, Michigan
(R. 445). He was a block manufacturer who used a Stearns machine and then built one of his
owh., He built a vibration machine with a capacity of 600 blocks per hour. Randolph used the
resonant vibrator which became the subject of patent 2,353,49233 issued to John O’Connor of
O’Connor Machine Company. (O'Connor has been issued a number of other patents relating
to vibration technique applications.)34 The machine was built by Randolph only for his own use
in 1948 (R. 449). The vibrator, however, was used by the Gene Olsen Corporation (GoCorp)
in making machines for sale (R. 117).

Developments Subsequent to Vibration

The vibration principle is the most recent fundamental change in the construction of concrete

block making machines. Currently, the emphasis is in other directions. For example, the develop-
ment of light-weight aggregate in lieu of cinders has been a problem. This change has been
dictated by the increasing scarcity of cinders suitable for block making—a scarcity resulting
from the trend towards the use of powdered coal and liquid fuels which do not leave a cinder
residue (R. 760).
" Currently there are three types of light-weight aggregate in use.35 One is cinders, an old
source that is becoming progressively more scarce. The second is light-weight slag, a source
found in considerable quantity in certain regions in the West, but not generally available else-
where, Manufactured aggregates constitute the third type. Haydite is the oldest manufacturing
process. It uses clay burned in a cylindrical kiln (R. 760). Aglite is a more recent process,
using a sintering technique, with shale and coal as the raw materials. In 1950 one Stone, Olsen,
and Besser were all interested in a proposed aglite plant in which all would invest (R. 326-8).
Before this, Qlsen testified in the antitrust proceeding that Besser was prepared to purchase
GoCorp in 1948 (R. 132, 133). Olsen refused (R. 133), and the aglite plant discussion was an -
outgrowth of the refusal.

Louis Gelbman appears to have had a broad interest in developments in the industry, for he
has been issued three patents directed to processes for making light-weight aggregate.38 This

- process is known as the “Sinterlite” process (R. 629). Currently the Aglite process is being
advertised for use under license.87

The technological history of the concrete block making machine industry reflects the specific
application to the block making machine of general developments in machinery and in concrete
casting. The industry is not one where developments have come by way of long-term theoretical
research but rather through the engineering design of successive machines intended to satisfy
better a known market demand. In great measure the process has been one of borrowing tech-
niques from other industries. The closest approach to a fundamental development over the entire
period from 1904 to 1950 appears to be the transposition of the vibration technique from concrete
molding generally to the concrete block: making machine. As the efforts of Gelbman and Stearns

81 Filed May 18, 1946, entitled “Concrete Block Molding Machine.”

82 Filed April 14, 1947, entitled ‘‘Molding Apparatus.” .

83 Filed Jan. 16, 1952, entitled “Vibration Producing Mechanism."”

34 Patent 2,418,982, filed June 9, 1944, entitled “Rocking Mixer”; patent 2,439,219, filed June 9, 1942,
entitled “Apparatus for Transmitting Intense Vibrations for Performing Work.”

35 For a brief discussion of the various aggregates available in 1951 see Pit & Quarry, March 1951, p. 174.

36 Patent 2,386,393, filed March 27, 1944, entitled *Sintering Apparatus”; patent 2,403,433, filed Feb. 9,
1945, entitled “‘Sintering Apparatus”; and patent 2,414,734, filed Sept. 4, 1943, entitled “‘Lightweight Concrete
Aggregate.' .

37 See Wall Street Journal, Sept. 10, 1957-—advertising of Sayre and Fisher Company of Sayreville, New
Jersey, for licenses to manufacture Aglite. ’
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showed, this was not a simple, straightforward, engineering design problem but rather one beset
with many pitfalls and not susceptible to any easy solution. The key to success was in over-
coming specific problems—such as the problem of isolating the vibration and the problem of
compacting the top of the concrete—rather than pioneering fundamental concepts. Besser and
others in the field had more or less discarded the vibration technique until the efforts of Gelbman
and Stearns ultimately proved successful. Once the advantages of vibration were proven by Gelb-
man and Stearns it appears to have been a matter of only modest difficulty for others to design
and manufacture competitive vibration type machines similar to the first successful machines
only in rather basic respects, such as the application of pressure during the vibration period, the
isolation of the vibrating mold from the remainder of the machine, and the like. As the patent
cases brought out, however, it was in just these basic respects that vibration had been applied
in other fields.

The history of the concrete block making machine industry shows that the concrete block
machine operators are a fruitful source of innovation. The operation of a block making plant,
with a considerable capital investment, strong incentive o produce blocks of high quality and
lowest cost, and emphasis upon minimizing down time, calls for the services of skilled mechanics.
With a continued exposure to the problems incident to machine operation it would be surprising
if these men failed to bring forth numerous improvements. In the application of the vibration
technique, particularly, the operators appear to have been especially active. Indeed, it is doubtful
that the machine manufacturers can take credit for the development itself, since Gelbman, Flam,
and other workers in the vibration technique came from the operator group. At least the early
attempts, including that of Gelbman, encountered serious difficulties that dissuaded the estab-
lished manufacturers from pursuing the vibration technique. In any event, the combination
that ultimately made the vibration machine a commercial reality was the work done by
Gelbman—which alone fell short of providing a commercially salable machine—and the further
development work done by Stearns in conjunction with Gelbman to convert Gelbman’s early
effort to a commercially practical machine.

APPENDIX B

BUSINESS AND COMPETITIVE ACTIVITY IN THE CONCRETE BLOCK MAKING
MACHINE INDUSTRY PRIOR TO THE ANTITRUST DECREE

The business history of the concrete block making machine industry reflects the ups and
downs of the building industry, the principal user of concrete blocks. The economic depression
following 1929, which was felt to an exaggerated degree in the building industry, led to a long
period of very low demand for the machines. Conversely, the immediate post war years, such as
1946 and 1947, were characterized by intense demand, even for small machines, and many
persons entered the industry (R. 298).

Over the years Besser Manufacturing Company has been the leading manufacturer of concrete
block making machines. The company entered the field in 1904 with the hand-operated cored
pallet machine described at page 118 above. Following the introduction of this machine the
company appears to have been rather active in devising and adapting power methods by which
the capacity of the machine was progressively increased as discussed above. The company
also appears to have pioneered the development of the plain pallet type machine by which the
expense of cored pallets was eliminated as discussed above.

Besser turned to the production of vibration type machines in 1939 after others, especially
Gelbman and his licensee, Stearns, had demonstrated the practicality of such machines. As
discussed in detail hereafter, the company, after being sued (through a customer) on the Gelbman
patents, entered into the patent license forming-a focal point of the antitrust proceeding. Besser
discontinued the manufacture of tamping machines in 1943 (Ex. 7, R. 1187).

The activities of the principal competition to Besser can be traced through Eugene F. Olsen,
a major government witness in the antitrust proceedings. In 1919 Olsen worked for the Anchor
Concrete Stone Company of Rock Rapids, Iowa (R. 256-7). That company made an automati-
cally tamped but otherwise hand-operated machine (R. 257). In 1922, Anchor moved from lowa
to Adrian, Michigan, and changed its name to Anchor Concrete Machine Company. (R. 258).
In 1926 this company merged with a number of other companies to form Anchor Consolidated
Concrete Machinery Company of Adrian (R. 259). The other companies included Ideal Concrete
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Machinery Company of Cincinnati, and Universal Tamping Company of Peoria, Illinois, both
of which were then manufacturing concrete block making machines (R. 259). Subsequently the
merged company dropped the word Anchor from its name to become Consolidated Concrete
Machinery Company (R. 261).

Over the years Besser purchased a number of its competitors. Consolidated was one of the
first, control being obtained in 1931 when Besser purchased Consolidated stock. At that time
Olsen was president of Consolidated. Besser employed Olsen from about December 1931 until
about June 1932, when Consolidated was dissolved (R. 83).

By 1929 Consolidated was either first or second in the concrete block making machine industry,
as measured either by number of machines or dollar volume (R. 75). Consolidated reported
$388,862.58 gross sales in its 1930 fiscal year income tax return, while Besser reported $266,773.71
gross sales in its 1930 calendar year tax return (Ex. 104-5; R. 75). For the year 1931, Con-
solidated sold 44 per cent of the dollar volume of concrete block making machines as compared
to the 45 per cent figure of Besser (Ex. 106-7; R. 78). Evidence at the antitrust proceeding, how-
ever, showed that Consolidated was not then in sound financial condition, for it had losses of
$33,000, $37,000, and $167,000 in 1928, 1929, and 1930, respectively (R. 264). Besser testified
that he had purchased a controlling stock interest in Consolidated at the request of one of the
Consolidated stockholders (R. 905).

After Consolidated was dissolved, Olsen returned to Adrian, where he went into the manu-
facture and sale of farm light plants (R. 83). In this business he used the name Stearns Manu-
facturing Company, a former subsidiary of Consolidated which was purchased from Besser
by Olsen at the time Olsen left (R. 84). By 1934 Olsen began the production of concrete block
making machines under the name of Stearns Manufacturing Company, then unincorporated
(R. 92). At the time Olsen was subject to a covenant not to compete in this business with Besser,
which covenant was released by Besser (R. 281). Stearns began with a simple machine in 1934,
and in 1935 began work on an improved automatic machine. In 1936 Stearns was formally
incorporated (R. 284). Stearns entered into a patent license with Gélbman in 1936 (R. 92). It
made one vibrating machine in 1937 or 1938, and two or three more in 1939 (R. 92). It manu-
factured tamping type machines at least through 1948.

In 1942 Gelbman (with Andrus who had financed Gelbman in part and was a record owner
of the patents) brought patent infringement suit against one Bell, a user of a Besser machine.l
This suit resulted in a judgment of patent invalidity and non-infringement (R. 94). Besser
undertook the defense of the case (R. 147). Gelbman, Andrus, and Stearns then entered into
a settlement agreement with Besser that became one point of emphasis in the antitrust suit.

The agreement between Besser, Stearns, Andrus, and Gelbman in settlement of the Bell litiga-
tion appears as Exhibit 10 of the Government antitrust proceeding (R. 1201). The agreement lists
Andrus and Gelbman as licensors and Stearns and Besser as licensees. The first recital of the
agreement states:

Whereas, Licensors are the owners of certain improvements and inventions in concrete block making
machines of the vibrating type in which the mold box is vibrated during the operating cycle of the machine
in order to compact the concrete mixture therein, which said improvements and inventions are the subject
of the following Letters Patent and application, for Letters Patent of the United States and Canada owned
by Licensors:

United States Patents

1,867,144, Louis Gelbman. ... ... ..ottt iiiii it iiiiariiiortinrranareanssrnasnas July 12, 1932
2,003,632, Louis Gelbman..........c..covviiiiiiiirinneienenans R June 4, 1935
2,029,365, Louis Gelbman...........cooiitiiiiinnsisiierarnineteseerstsrearassaansss Feb. 4, 1936
2,069,880, Louis and Nathan L. Gelbman............. ..ot iiiiiiiiiiiiiannn Feb. 9, 1937
2,251,447, Louis Gelbman, Eugene F. Olsen, and Arthur B. Mays......................... Aug. 5, 1941
2,269,955, Eugene F. Olsen. . ... ittt iiiiiiiiine s riraecnstetantassesnsoses Jan, 13, 1942
2,275,676, Louis Gelbman, Eugene F. Olsen, and Arthur B. Mays...........c0ocinvvinnnees Mar. 10, 1942

U. S. Patent Application

Serial No. Filed
407,710 Louis Gelbman, Eugene F. Olsen and Arthur B, Mays.............ccoovveennn Aug. 21, 1941

Canadian Patent

302,579 Louis Gelbman. .. ... ... ... ittt iieriiantienirierernteirasrtosaraasenraans July 29, 1930

1 Hamlin P. Andrus, Louis Gelbman and Stearns Mfg. Co. v. H. W. Bell Co.; Civil Action 7-314, (S.D.N.Y,,
tried in April 1942 before Judge Rifkind).
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As to the license granted, paragraph 3, of the agreement states:

3. Subject to the terms and conditions of this agreement, Licensors give and grant to Stearns and to
Besser, the right and license to manufacture or have manufactured, use and sell machines embodying
the improvements and inventions disclosed in the above listed patents, or any of them, in and throughout
the United States and Canada. The license granted herein shall extend to and include any and all improve-
ments or inventions hereafter made by Licensors, or either of them, during the term of this agreement, in
concrete block making machines of the vibrating type in which the mold box is vibrated during the operating
cycle of the machine in order to compact the concrete mixture therein, and throughout the United States
and Canada. .

The other critical provision of the agreement is that of paragraph 4, reading:

4. Licensors covenant and agree that they will not grant any other right or license to manufacture, use
or sell machines embodying said improvements or inventious, or any of them or under said patents, or any
of them, during the term of this agreement without permission of Stearns and Besser, in writing, Neither
Stearns nor Besser shall have any right to grant sublicenses to others or to grant, assign or transfer to
others the whole or any part of the license rights granted by this agreement.

The agreement further provided for royalty payments to the Licensors, Andrus and Gelbman,
the maximum royalty being $225 per machine (para. 5), and that where the parties agreed to
bring an infringement suit the expense would be shared by all, but any two parties could bring
suit at their own expense.

The only patent actually involved in the Bell suit was Gelbman patent 1,867,144, which
covered the jolting principles, discussed above at pages 120-121.

By the 1946-8 period, Stearns had emerged as the principal competitor to Besser in the sale
of concrete block making machines. While the comparative figures for Stearns and Besser are
somewhat influenced by a strike at the Besser plant, they nevertheless reveal a real competi-
tive threat to Besser in the operations of Stearns. The following tables give these figures:

TABLE 6
NUMBER OF MACHINES PRODUCED, 1946-8 INCLUSIVE
TAMPING VIBRATING ToraL
Besser................. 0 e 490 8.9% 490 6.19
Stearns................ 522 20.49, 257 4.7% 779 9.69%,
Others................. 2041 79.69, 4770 86.49%, 6811 84.39,
2563 100.0% 5517 100.09%, 8080 100.09,

(Ex. 183-186, R. 1395-1400, 998-1004)
TABLE 7

ANNUAL CAPACITY IN THOUSANDS OF BLOCKS, MACHINES PRODUCED IN 1946-8 INCLUSIVE

TamMpPING VIBRATING ToraL
Besser................. 0 R 682,200 24.29%, 682,200 18.09%
Stearns................ 238,080 24.99, 278,976 9.9% 517,056 13.79%,
Others................. 716,878 75.19, | 1,861,268 65.9% || 2,578,146 68.3%
954,958 100.09 | 2,822,444 100.0% || 3,777,402 100.0%

(Ex. 187, R. 1401, 1004-5)

In 1948 Besser, through intermediaries, purchased a controlling interest in the Stearns stock.
After the purchase, Besser owned 45 per cent of Stearns stock, an amount in excess of 85,000
shares. Olsen then lost control of the company and sold most of his stock (R. 103). Olsen at
this time owned 35 per cent of Stearns stock, amounting approximately to 70,000 shares, and
sold them to Smith, Hague & Company (R. 103, 104, 660). Olsen thereupon resigned his position
with Stearns.
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TABLE 8
DOLLAR VALUE OF MACHINES PRODUCED 1946-8
1046 1947 1048
Besser................. $2,692,500 33.99, | $3,366,500 47.89, | $2,623,000 52.19,
Stearns................ 1,253,043 15.8% | 1,363,206 19.49 651,779 12.99,
-~ Others...........ouvn.. 3,990,943 50.3%, | 2,306,001 32.89, | 1,760,800 35.0%,
‘ $7,936,486 100.09, | $7,035,707 100.0%, | $5,035,579 100.09,

(Ex. 188, R. 1402, 1006)

Upon leaving Stearns, Olsen formed the Gene Olsen Corporation (GoCorp) (R. 110). This
company was formed on June 1, 1948, and began the manufacture of concrete block making
machines before the end of that year. The machine then made was of the high-production
vibrator type. It made blocks three at a time on a single pallet, using the application of pressure
while vibration continued to form the block (R. 116). The construction of the vibrator of this
machine was that patented by John O’Connor.2 It used what was termed the “resonant prin-
ciple”—by which increased vibration was achieved by the use of a spring suspension giving
mechanical resonance at the forced vibration frequency (R. 117). Olsen requested a patent
license from Gelbman in the summer of 1948, although he testified that he had been advised
by counsel that there was no infringement of the Gelbman patents (R. 118-9). Later Besser
threatened to sue Olsen (then known as GoCorp). At a still later date Besser offered to license
GoCorp at $75 per cavity per machine to go to Gelbman, and a like sum to go to Besser. This
proposal was contingent upon Lith-I-Bar taking a similar license limited to no more than a
two-at-a-time machine (R. 122). Rosenthaler, treasurer of Besser, was reported to have later
said Besser would not grant any license (R. 123-4). Milewski of Lith-I-Bar was unwilling to
agree to the arrangement said to have been proposed by Besser (R. 123).

Another purchase by Besser was that of the concrete block making machine business of
Industrial Brownhoist Corporation in 1935. This was effected by purchasing the assets relating
to this phase of the Brownhoist business. At the time, Brownhoist was primarily engaged in
other businesses and was planning to move to Bay City, Michigan—a few miles from Besser’s
plant at Alpena. In the antitrust proceeding the District Court looked upon the Brownhoist
block making machine business as-a “sideline” and expressed the fear that “there can easily
develop unfair competition by a company operating ‘a sideline’ that cripples a legitimate business
wherein the ‘sideline’ is the main object of its existence.”8

Competition of a somewhat different type arose in connection with one Stephen Flam. Flam
was the inventor of a number of concrete block making machines. He is reported to have had
an early vibration machine (Pat. R. 188). In 1942 Flam was making a machine restricted to
a very wet mix and suitable for use only with shallow tile of less than four inches thickness and
having thick webs (R. 290). Flam operated in California. By 1946 his company—Stephen Flam,
Inc.—was fourth in the industry in terms of dollar sales selling about 14 per cent of the market
(R. 1019-20). In 1938 Besser had entered into a patent licensing agreement under which Flam
granted exclusive license to Besser, subject to an exception giving Flam all rights in the states
of Washington, Oregon, California, Idaho, Nevada, Utah, Arizona, New Mexico, and Texas
(Ex. 9; R. 1192), ’

~ In 1946 Besser purchased the assets of Stephen Flam, Inc. (Ex. 26-29; R. 1229-1249). Flam
was currently employed for a five-year period by Besser as a consultant in the development
of concrete block making machines, and agreed not to engage in the business for a period of eight
years beginning on January 1, 1947. Flam was paid $385,000 by Besser.

Bernard Flam, son of Stephen Flam, appears to have entered the concrete block making
machine industry in- 1948, at which time he filed a patent application to such a machine. In 1948
Besser entered into an agreement with Bernard Flam providing for the payment of $65,000
for an exclusive license on a paid-up basis for any of the Flam pending applications and an
option to take license under any ‘patent issued to Flam prior to April 1, 1954 (Ex. 99; R. 1296-

2 Patent 2,353,492, filed Jan. 16, 1942, entitled “Vibration Producing Machine.”
896 F, Supp. at p. 309. .
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1300). Flam agreed not to engage in the concrete block making machinery business until
April 1, 1959,

Bernard Flam was issued patent 2,555,6884 for a vibratory mechanism for molds. A conven-
tional vibration producing mechanism was used—eccentric weights mounted on a rotating shaft.
The point of novelty lay in the fact that the bearings which support the shaft are connected
directly to the plate upon which the mold rests. The plate was separated from the main frame
by rubber supports.

Robert L. Graveley, Jr., of Orlando, Florida, engaged in the business of making concrete
block manufacturing machines from October 1945 to 1950 (R. 152-3). He manufactured
vibration type machines, principally a non-automatic cored pallet machine (R. 179) and a fully
automatic plain pallet machine (R. 153). Some of his machines used simple vibration of the
molds without application of pressure, and others used pressure during part of the vibration
period. The feed drawer was vibrated as well as the mold. In 1946 Graveley sold $300,000
worth of machines. In 1947 sales had dropped to $69,500, and in 1948 to $29,800 (R. 157).
Graveley applied for patents, but they never issued (R. 157). Early in 1948 Graveley applied
for a license from Besser (R. 158). Stark, patent attorney for Besser, is reported to have told
Graveley that if Graveley sold any plain pallet automatic machine he would be sued (R. 163).
Graveley testified that he dropped out of the concrete block making machine business because
the trade would no longer accept a hand-operated machine and he could not afford a lawsuit
(R. 169). He was then just beginning the manufacture of the high production plain pallet
automatic machine, of which he sold a total of only three before he dropped out of the
business (R. 169,181).

Prior to his own manufacture of concrete block making machines, Graveley was in partner-
ship with one F. C. George of Orlando, Florida (R. 176). They were together a year or two,
manufacturing concrete block making machines. Prior to that time Graveley was in the business
of manufacturing machinery generally and had made some concrete block making machines
(R. 177).

Another concrete block making machine manufacturer was known as Vibra-Tamp Machinery
Company of Greenshoro, North Carolina (R. 198-9). This company was operated by one
Thomas B. Winn. It made vibrating type machines from 1946 to 1950. Originally the machine
was a small hand machine vibrated by an electric motor. The second machine was semi-automatic
(R. 199). The third Vibra-Tamp machine was a fully automatic plain pallet type machine
and was manufactured in 1947 to 1949 (R. 199). The fully automatic machine was reputedly
very much like the Lith-I-Bar machine which was accused of infringement in the patent
litigation. Winn testified that he was told of his alleged patent infringement by Stark of Besser
early in 1948 (R. 203). At that time Stark is reported to have named the Scott and two
Gelbman patents as those infringed. Vibra-Tamp charged about $7,500 for its automatic machine
without attachments, whereas Besser charged about $35,000.

One Joseph J. Hanneman of Van Dyke, Michigan, manufactured concrete block making
machines from 1946 to 1948 (R. 217). He made a fuily automatic vibration type machine in
which three blocks were made at a time and at a rate of four cycles per minute to give an over-
all rate of 720 blocks per hour. After patent threats by Besser’s attorney, Stark, Hanneman was
given a license to make 10 machines in 1948 (R. 221-2). Hanneman actually made only one
machine after the license (R. 224). He had made three machines before the agreement (R. 225).
Hanneman had previously been in the tavern business and had owned the lights in a ball park
(R. 227-8). Hanneman had several persons making machines, including Glen Leemon of
Ludington, Michigan (R. 231).

Another concrete block making machine manufacturer was Roy W. Darden of Atlanta,
Georgia (R. 471). Darden evidently was started in this field when he made a machine in 1941
or 1942 at a block making plant where he was superintendent (R. 501). The machine he then
made was similar to the Rocker-Crete machine he later made (R. 502). Darden started in the
business in 1944, the machine being a cored pallet type using vibration and capable of making
1,500 to 2,000 blocks per day. He made 12 machines in 1944 and 24 in 1945 (R. 472).

Darden’s Rocker-Crete machine combined vibration and tamping.5 A movable carriage to
which was attached a spout collected the mix and deposited the mix in the mold box. The hopper
containing the mix was in spaced relation to the mold box. The mold box was operatively
connected to one end of a vibrating frame which was insulated from the main frame by resilient

4 Filed June 30, 1947, entitled “Vibratory Mechanism for Molds.”
5 Shown in patent 2,400,361 filed Oct. 4, 1943, entitled “Building Block Forming Machine.”
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rubber pads. At the other end of the vibrating frame a weight was located in eccentric posi-
tion in relation to the shaft upon which the vibrating frame was balanced. A series of eccentric
weights were mounted upon another shaft which was journaled at the mold box end of the
frame. An electric motor rotated this shaft. During the operating cycle, the spout deposited
mix into the mold and the vibrator motor was then started automatically. The carriage there-
upon moved the spout to collect more mix for the next cycle; a pressing head dropped on the
mold hox and compressed the mix in the mold during vibration. Before the spout returned to
the mold, the block and pressure head were raised from the mold along with the pressure head
and shunted to one side at which time the cycle was completed.

In 1940 Darden made an agreement with one Millard Warren to have manufactured for sale
and to sell the machine known as the Warren 800. This machine was a plain pallet machine
capable of producing 800 blocks per hour (R. 472-3). Warren had constructed one such machine
in 1945 (R. 529). The first machine of this kind delivered to a customer on sale from Darden was
in 1947. Warren filed a patent application on the 800 (R. 475-6) and received patent 2,652,613¢
to the “800” in 1953.

The machines manufactured for Darden were made by the Atlanta Welding and Machine
Company between 1944 and 1946 (R. 474). After that time they were made by the Atlanta plant
of Link-Belt Company (R. 474).

In January 1947, Landis Concrete Products Company of Landisville, New Jersey, was sued

by Gelbman and Andrus for patent infringement (R. 480).7 Landis was using a Rocker-Crete
machine, which was charged to infringe Gelbman patents 2,275,676 and 2,366,780. It was these
patents that were later involved in the Whitman suit.8 Darden undertook defense of the case
(R. 501). During the pendency of the Landis suit, Darden filed an unfair competition suit
against Besser, Stearns and Gelbman (R. 481).2 This suit was filed in the Superior Court of
Cook County, Illinois, while the parties were in Chicago for a trade show.
_ The Darden unfair competition suit was based on allegations that the defendants had waged
an unlawful campaign of advertising, claiming that they were the originators of the vibration
under pressure principle;10 that they had threatened Darden's customers with patent actions
at the National Concrete Masonry Association meeting in Chicago in February 1947;!1 and
that they had told Darden’s customers that Darden would soon be out of business because of the
patent situation.12

The disputes between Darden and Gelbman were resolved by a preliminary agreement of
February 20, 1947, under which the patent infringement and unfair competition actions were
withdrawn (Ex. 76; R. 1274). A final agreement was entered into on April 7, 1947. Each agree-
. 'ment provided for the further manufacture and sale of a limited number of additional machines
by Darden, the final agreement providing for a total of 30 such machines, of which five could
be multiple block machines.

One of the events that received later emphasis in court proceedings was the refusal of Link-
Belt Company to manufacture any further machines for Darden so long as the patent controversy
continued (R. 485). Darden testified that this refusal was due to the efforts of Besser and
Olsen (R. 485).

The subsequent activities of Darden are discussed in the text at page 95 in connection with
the treble damage litigation.

A significant event respecting competition in the concrete block making machine industry
took place in April 1948, At that time a considerable quantity of Stearns Manufacturing Com-
pany stock had been sold, and information regarding the matter had reached the concrete
block makers. A ‘meeting was then held in the offices of the National Concrete and Masonry
Association in Chicago. The meeting was attended by Olsen, Dienhart (secretary of the Asso-
ciation) and a number of block makers (R. 110-13). Olsen’s account of the meeting is as follows:

And they wanted to knmow if it was true 1 had sold my Stearns stock and to whom. I told them I had
sold it to a representative who declined to identify his principal. They stated that they believed the prin-
cipal was the Besser Company or Mr. Besser, and if that was true, they were taking steps to start a
concrete block machinery company of their own, because they were not willing to be put in a position

8 Filed July 23, 1947, entitled “Building Block Molding Machine.”
7 Docket 9580, D.N.J. .
- B See p. 120 supra.

B Doc., 47 S. 2844, filed Feb, 19, 1947.

10 Para, 5.

11 Para, 8.

12 Para. 9.
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where they would have to go to one concern for high production block machinery. They asked me if T was
going to start again and I told them, as T had told the representative of the purchaser of my stock before
he bought it, that T did intend to start again. Before the meeting closed, they said that in view of the fact
that I professed to be going to start again that they would not go ahead with their plans to start a company,

because what was wanted essentially was more than one source for high production block machinery.
(R. 115).

In preparation for the antitrust trial the government took the depositions of all known manu-
facturers of concrete block making machines. From the data of these depositions it prepared
tabulations that became exhibits 183 to 186, inclusive, at the trial. Table & lists the sales of all
vibration type concrete block making machines of 200 blocks per hour capacity or more, for the
years 1946 to 1948, inclusive. Table 10 lists similar data for tamper type machines manufactured
during this period.

TABLE 9

MANUFACTURE OF VIBRATION TYPE CONCRETE BLOCK MAKING MACHINES, 1946-1948
(Excluding Machines Under 200 Blocks Per Hour)
(Based on Ex. 184-186)

1946 1947 11948 ToraL
No. Cap. | No. Cap. No. Cap. No. Cap.

Columbia Machine Works................... 5 200 7 200 12200
Vancouver, Washington 3 250 3 250
3 400 13 400 16 400
W.E.DunnMfg. Co....................... 72 200 58 200 14 200 || 144 200
Holland, Michigan
Stephen Flam.............................. 514 200 514 200
Van Nuys, California 80 300 80 300
6 750 6 1750
RoyW.Darden............................ 3 200 3 200 2 200 8 200
Atlanta, Georgia 2 800 1 800 3 800
F. C. George Machine Co................... 218 300 55 300 16 300 || 289 300
Orlando, Florida 27 375 43 375 70 375
Scripps Pearson Machine Works, Inc......... 15 250 15 250
Edmonds, Washington 10 500 10 500
2 600 2 600
Bob Graveley Industries. .. ................. 250 250 25 250 12 250 || 287 250
Orlando, Florida 6 300 2 300 8 300
2 400 2 400
2 480 1 480 3 480
Lith-I-Bar Co.............................. 2 480 27 480 45 480 74 480
Holland, Michigan
Praschak Machine Co....................... 6 240 3 240 8 240 17 240
Marshfield, Wisconsin
VanOrman Co............................. 5 400 5 400

Fairmount, New Jersey

Vibra-Tamp Machine Co.............. ... ... 5 250 10 250 15 250
Greensboro, North Carolina 8 500 8 500
Universal Tampers, Inc..................... 1 220 1 220
Peoria, Illinois
C.M.WootenCo.......................... 2 200 -1t 200 3 200
Knoxville, Tennessee
Stearns Mfg. Co................... ... .. ... 33 360 | 18 360 | 13 360 64 360
Adrian, Michigan 77 400 | 48 400 18 400 || 143 400
32 720 18 720 50 720
Besser Mfg. Co............................ 16 250 { 24 250 14 250 54 250
Alpena, Michigan 170 600 | 186 600 19 600 || 375 600

5 750! 56 750 61 750
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TABLE 10

MANUFACTURE OF TAMPER TYPE CONCRETE BLOCK MACHINES, 1946-1948
(Excluding Machines Under 200 Blocks Per Hour)
(Based on Ex. 183, 185)

1048 1947 1948 ToraL
No.” Cap. | No. Cap. | No. Cap. || No. Cap.

Ford Cement Block Machine Co............. 44 300 ) 45 300 .6 300 95 300
Cedar Falls, Iowa .
E. B KellyCo..............oiiiiiiaiin. 37 300 8 300 7 300 52 300
Tarmingdak, New Jersey .
The Kent Machine Co...................... 180 200 | 60 200 "30 200 || 270 200
Cuyahoga Falls, Ohio : i
Miles Mfg. Co....ooovvi i 241 200 | 226 200 [ 97 200 || 564 200
Jackson, Michigan
Multiplex Machinery Co.................... 16 200 12 200 14 200 42 200
Elmore, Ohio 12 300 | 15 300 5 300 32 300
Praschak Machine Co.......... e 2 240 6 240 8 240
Marshfield, Wisconsin
Stearns Mfg. Co.....oovvvveiiiiiin it 269 200 | 156 200 | 37 200 [] 462 200
Adrian, Michigan *©
Universal Concrete MachineCo.............. 5 250 5 250 10 250
‘Columbus, Ohio )

~Universal Tampers, Inc..................... 9 220 12 220 7 220 28 220
Peoria, Ilinois
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Three Major Trademark Problems in the United States
FRANCIS C. BROWNE*

AFREQUENTLY STATED PRINCIPLE OF TRADEMARK LAW in the United States is

that no prior trademark case is a precedent for or is controlling upon a subse-
quent case—each case must be decided on its own facts. This principle is not con-
soling to businessmen who adopt, promote, and then try to protect their trademarks
in statutory or common law actions for trademark infringement and unfair competi-
tion. It may be that the principle was initially adopted by the courts for the purpose
of circumventing prior adjudications without either specifically overruling them or
distinguishing from them. To state it otherwise, the courts have probably tried to
avoid reliance upon cases which come under the category of those in which “bad
facts make bad law.” The net result, however, is that the doctrine of stare decisis
has found little application to cases involving trademark infringement and other
forms of unfair competition. Legislative efforts to bring about uniform application
of this doctrine in-the federal courts seem to have served only to further complicate
matters. The courts, for the most part, have taken the position that the Lanham Act,
for example, either codified the existing case law or did not substantially change
the prior case law or statutes.

This is but one of the major problems confronting trademark owners at the
present time. It is best illustrated by the diametrically opposing results in the Second
Circuit Court of Appeals decision in Maternally Yours, Inc. v. Your Maternity
Shop, Inc., 234 F.2d 538; and the decision of the Fifth Circuit of Appeals in Sears
Rcebuck & Co. v. All States Life Insurance Company, 114 U.S.P.Q. 19, 246 F.2d 161.

A second serious problem arises in the selection of a mark. It is the desire of the
fair-minded businessman to adopt a mark which he may promote extensively with-
out running the risk of unexpectedly encountering a prior unregistered intrastate
user of the same or a similar mark for the same or similar goods. Under the common
law theory applied in this country, the prior user has the upper hand (at least in his
own territory under the Hanover' and Rectanus® cases) and the subsequent user
must either: (1) buy up the prior user’s rights, (2) proceed at his own peril,
(3) change to another mark, or (4) continue use elsewhere but stay out of the
prior user’s territary.

The “prior registration” theory employed in certain foreign countries is equally
disconcerting, particularly where the country permits registration without actual

* Mr. Francis C. Browne is a patent and trademark attorney in Washington, D. C.
1 Hanover Star Milling Co. v. D. D. Metcalf, 240 U.S. 403, 36 S.Ct. 357.
2 Theodore Rectanus Co. v. United Drug Co., 248 U.S. 90, 39 S.Ct. 48.
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use. In those countries, the later user is completely at the mercy of the prior
registrant, and the extent to which the former has developed his market in the rest
of the world determines the price he must pay to remove the registrant as an obstacle
in the new market. Thus it is not believed that this system, which is tantamount to
“compulsory registration,” would provide the answer to the problem in this country.

A third problem, unrelated to either of the foregoing, is that arising out of
domestic and foreign licensing and assignment of trademarks. The legalization of
the free assignment of domestic trademarks (assignment in gross) has been urged
from time to time and, in many respects is condoned in substance, if not in form,
in the United States. The arguments pro and con have resulted in a compromise
which is the “licensed user” or “related companies” doctrine adopted by many coun-
tries. The criteria of control over the licensee or related company, however, are
not at all uniform and the grantor risks loss of rights if the criteria are not met,
country by country.

Apropos the same general subject, recent decisions in this country® involving
exclusive territorial distributorships have pointed up the necessity for a studied
approach to the divisibility of ownership of trademarks on a country-by-country
basis. Either on the theory of “free assignment” or “licensed user” there is no assur-
ance that the public will be guaranteed uniform quality of goods sold under identical
trademarks in different countries, since the standards of quality of a certain product
sold undér a certain mark may vary from one country to another, depending upon
economic or technical factors.

These major problems deserve exploration and solution, to the end that, in the
public interest, trademarks will serve their intended and proper function and that
the owners of trademarks may have an adequate remedy against those who either
reap where they have not sown or, by artful devices, unjustly enrich themselves by
a sort of legalized larceny.

The comment below was received from Dr. Joseph Rossman in the course of his staff
review of this paper among others for this issue of the Journal. In view of the fact
that it is illustrative of the type of constructive suggestions for research which this
article is intended to encourage in our readers andits emphasis on the interdisciplinary
approach of the Foundation, it is being published.

Mr. Browne is pointing to purely legal problems which do need attention. I
think our trademark system needs a fresh look which only an interdisciplinary
approach can provide. The questions of infringement, confusion in trade and
palming off need a scientific psychological approach by the courts. The courts, for
example, have been very reluctant to accept or rely on opinion surveys in trade-
mark cases even though based on modern scientific sampling methods and proce-
dures. Trademark cases are largely decided on the judges’ hunch reactions just
like invention questions in patent cases. Psychological techniques in trademark
cases could shed a great deal of light in resolving legal problems.

The question of secondary meaning, weak and strong marks could also be
studied by psychological techniques.

3 Roger & Gallet v. Janmarie, Inc., 114 U.S.P.Q. 238, 245 F.2d 505.



Advantages and Disadvantages of Foreign Licensing*
J. N. BEHRMAN **

SUMMARY

FROM RESEARCH AMONG a variety of sources, including personal interviews
with corporate officials, a picture of the extent of foreign licensing, its
nature, and its advantages and disadvantages has been drawn. While little
contained in the current presentation may be new to the official responsible
for foreign licensing, the analysis of these aspects in one place may be useful
as a reference. And, to the neophyte, it may open up new approaches or
provide new insights.

The analysis compares foreign licensing with the alternative approaches
to foreign operations of direct sales (export) and foreign investment. A
concluding section relates foreign licensing to the interests of the govern-
ments and national economies involved.

THERE HAS BEEN an increasing interest in the exchange of technical know-how
and of certain proprietary rights among industries in many nations over the
past decade. This has been evidenced by the exchange of persons under various
foreign aid programs, the standardization of armaments under NATO, and the
increasing volume of licensing agreements entered into by U. S. companies with
foreign enterprises.

Licensing agreements usually provide for the transfer of information (either
managerial or technical “trade secrets”), of trademarks, and of patent rights. The
existence of significant patents, trademarks, and managerial and technical know-
how often epitomize a successful company ; they reflect its inventiveness in the areas
of production, management, and sales. This inventiveness is a valuable asset in the
domestic market, and it has been the basis of much of the expansion of U. S. exports
during the past decade. But inventiveness may be even more valuable as an asset
which can be turned into profits from abroad through the transfer of the resulting
foreign patent rights, trademarks, or of American know-how under licensing
agreements.

This inventiveness must take the form of something which is desired abroad.
What may be licensed at home may have no takers abroad; to find out whether the

*The Foundation supported the preparation of this paper which was presented in an earlier
version before the International Management Association’s seminar on foreign licesing at
Colgate University in August 1957.

** Dr. Behrman, Professor of Economics and Business Administration at the University of

Delaware, is Principal Investigator of Project 3a of the Foundation. See PTCJRE, I, No. 2
(December, 1957), pp. 220-243.
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proprietary right is usefully licensed abroad involves an analysis of the product,
processes, patent position, and technical leadership in the industry as it applies in
each foreign market; to present the procedure which should be followed in making
such an analysis would lengthen this paper considerably, But some considerations
as to appropriate characteristics of products for licensing abroad are discussed in a
separate report in the Journal, vol. 1 (December, 1957), pp. 220-243.

Assuming that there is something which has a license potential abroad, the ques-
tion first is whether or not it would be advantageous to do so.

The various advantages and disadvantages can be distinguished according to
whether we are talking about the potential American licensor, the potential foreign
licensee, the foreign government and its economy, or the U. S. Government and the
U. S. economy in the aggregate. The impact of licensing on each will not be the
same, though the net result will often be advantageous enough to warrant specific
agreements or the encouragement of licensing through governmental policies. While
we may separate these aspects for discussion, they are woven inextricably. For
example, the attitude of a foreign government toward one of its companies becoming
~ a licensee depends on what results the government considers will occur ; if it finds
that the effects will not be desirable, it will erect obstacles to the agreement. These
obstacles in turn will make the opportunity less advantageous to the American
licensor, who may withdraw his interest in that field. By the same token, a favorable
attitude of the U, S. Government toward licensing would cause it to encourage the
removal of some obstacles abroad and to administer its own rules and regulations
so as to encourage licensing, thereby increasing the advantages to the American
licensor.

Before we examine the various advantages and disadvantages and their origins
in the attitudes of private companies and policies of governments, we may give more
meaning to the discussion if we pause to examine the nature and extent of foreign
licensing.

NATURE AND EXTENT OF FOREIGN LICENSING
1. Types of Licensing

There are basically four types of licensing agreements, though they are usually
found in combination. The agreement may be a vehicle for transferring rights to
patents, either of products or processes, which have been filed abroad by the Ameri-
can firm. It may be a means of transferring the right to use an American {rademark
registered abroad. It may be an arrangement to sell know-how relating to either tech-
nical or managerial skills or both. A fourth type combines one (or more) of these
agreements with a reciprocal arrangement under which the same rights are extended
from the foreign company to the American firm, thus setting up a cross-license -
which frequently involves no payment between the parties of royalties-or fees. Any-
of these types of licenses ‘may extend the right to manufacture, or merely to use
and sell items embodying the patents or know-how or bearing the trademark.

Any of these, or any in combination, forms what is known as a “pure” licensing
arrangement—as distinct from licensing combined with investment by the licensor
in the licensee,
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2. Extent of Licensing

Despite the fact that there is inadequate quantitative information as to the extent
of foreign licensing by U. S. companies, it is evident from the increasing comment
in trade journals and from the greater attention to licensing programs being given
by corporate officials that the practice is growing rapidly.

It is not yet possible to say definitely which of the types of licensing predomi-
nates, though there is evidence that the major item which the licensee wants is
technical and managerial know-how with the patent and trademark rights being
desired mainly for protection or for extra sales value. The experience of Westing-
house is instructive:

None of the “associate companies” has ever failed to seek renewal of its licensing
agreement, and Westinghouse thinks this record is explained, in part, by its belief
that the mere transfer of patent rights is less important than a long-term program
of technological assistance. At the main works in East Pittsburgh there are always
foreign engineers gathering information for the use of licensees. Also in East Pitts-
burgh, at the famous Westinghouse graduate engineering school, foreign students
work alongside the U. S. college graduate being trained by Westinghouse for its
own operations. In the great D aisle of the home plant, a foreign student will some-
times see in various stages of construction more generating capacity than his whole
country possesses. The faculty figures that he will stay impressed by Westinghouse
for a long time.!

Nor is it yet possible to say which countries are the major recipients of licensed
rights and know-how by American companies. Some firms have over 100 licensees
in a group of 20 or more countries. It is safe to say that France, the United Kingdom,
Germany, and Japan are the top countries, in somewhat that order, with few
countries outside of the Iron and Bamboo Curtains being excluded from the list.

The magnitude of licensing operations abroad is suggested by some data on
Japan, Britain, and Germany. In the case of Japan, 431 technical assistance contracts
were negotiated between May 1950 and December 1954. The U. S. Department
of Commerce estimated that these contracts had a total capitalized value of
$293 million (at an average royalty rate of 5%). The strong demand for U. S.
technical assistance is reflected in the fact that U. S. firms participated in 307 (or
71%) of these contracts and represented 62 per cent of the capitalized value, or
$182 million. A study in Fortune (April 1953) estimated that the amount of
foreign exchange remitted by Japan as royalties on the few contracts in existence
during the full year of 1951 equalled $3.7 million and in 1952 jumped to $15 million;
Japan’s balance of payments shows a cash payment on the order of $12 million in
1955. While these two sets of estimates do not jibe, both support the conclusion that
the capitalized value of licensing contracts existing between the United States and
Japan was nearly the value of outstanding U. S. private direct investment in Japan
during the early 1950’s.

A study of the operations of U. S. companies in the United Kingdom reported
that four-fifths of the U. S. products sold to British consumers in 1954 were not

1 Fortune, February, 1950, p. 76f.
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manufactured in the-United States.? They were manufactured by U. S. subsidiaries,
by joint Anglo-American firms, or by British firms under U. S. licenses. In the
aggregate, some $2 billion of U. S.-type goods were produced, of which two-thirds
were by U. S. firms (wholly or jointly owned) and one-third by British firms under
license. Of course, some of the wholly or jointly owned firms were operating under
formal or informal license, also; thus, licensing was involved in even more than one-
third of the $2 billion of goods produced.

Assuming a royalty rate of 5 per cent on net sales, and assuming that only half
of the production of U. S.-type goods was under license, a return in the order of
$50 million was due U. S. licensors of British (and jointly owned) firms in the
year 1954. (British statistics do not show a figure comparable to this amount; the
explanation may lie in inadequate estimates underlying the $50 million figure, or
in the fact that some of the royalties were retained abroad for re-investment in
subsidiaries, o7 in the fact that some agreements were cross-licenses offsetting the
value of the return to the United States by an equal return to Britain, leaving no
funds to move.) In contrast, just under $400 million of manufactured goods were
imported into the United Kingdom from the United States in 1954, exclusive of
defense equipment, the net profit on which may have averaged 20 per cent, giving
a net return of $80 million—hardly twice the estimated “net return” from licensing.

The Western German Economic Ministry reportedly estimated that the country
paid out over $200 million in royalties to U. S. firms in 1956, exclusive of German
patents and know-how made available on a reciprocal basis to U. S. firms. This
figure is almost seven times that which can be derived from German balance-of-
payments data which show about $40 million of payments to the United States for
patents, royalties, and copyrighted films plus another $15 million or so of miscel-
laneous fees (possibly including engineering services) under licenses; these two
figures may include a total of some $30 million of returns to the United States under
licenses. It is difficult to reconcile these figures, and no attempt can be made to do
so here. We must wait on more adequate reporting.

It is also estimated that the returns from France are greater than those from
either Britain or Germany. The total payments to the United States by these three
countries plus Japan may conservatively aggregate $100 million yearly. When we
add the returns from other nations, an estimate of $200 million may be close to the
actual transfers—exclusive of cross-licenses. At a capitalized rate of 5 per cent, this
would mean a non-financial investment valued at a minimum of $2.5 billion by
American enterprise abroad, compared with outstanding direct private foreign
investment of $20 billion (gross). If the capitalized value of cross-licenses and
royalties retained abroad are added, it is not inconceivable that the non-financial
foreign investment of U. S. companies licensing abroad equals $4-$5 billion,

The returns from licensing are not concentrated in any one industry in the
United States. The diversity of products licensed tells part of the story; the list
includes items such as novelty ashtrays, pop-up telephone directories, “wonder”
drugs, radio parts, electronic equipment, military ordnance and materiel, air-

2 Engineering Digest, March, 1956, p. 4.
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conditioning equipment, textile machinery, and entire processing or generating
plants with their built-in know-how. The number of firms engaged in licensing
abroad is not readily estimable, but it is probable that over 3,000 U. S. companies
operate abroad through licensing arrangements. Nor do the companies so engaged
follow any specific size pattern; licenses are extended by both large and small firms.
While the returns of those which have set up entire divisions to carry out the agree-
ments are sometimes in the millions of dollars, smaller returns to many of the
remainder are not inconsiderable in their over-all profit pictures; for some of the
smaller firms, it has been estimated that licensing returns equal 30 per cent of net
profits.

Despite the number and diversity of firms engaged in licensing, one expert has
‘asserted that the answer to the question of whether or not to license should probably
be “No” in the case of 99 per cent of the firms in the United States. But, since
for the one firm for which the answer should be “Yes” the profits may be great and
the benefits to both parties over many years may be considerable, it is well worth-
while examining the pros and cons—both in specific instances and in the over-all
picture.

ADVANTAGES AND DISADVANTAGES OF PATENT AND KNOW-HOW LICENSING

The problems surrounding licensing of trademarks are distinct in important
respects from those of patents and know-how, so we will treat these separately from
patent rights and know-how.

1. Motives to License Abroad

The motives of businessmen to license the use of their foreign patents and their
know-how to firms abroad fall into two main categories: those related to expansion
of foreign business and those stemming from discouragements to other forms of
overseas business, that is, exports or direct investment.

a) Licensing to expand overseas operations

While most companies consider licensing a poor alternative to direct sales or
even direct investment, there are differences in approach to overseas operations;
these approaches are exemplified at one end by Westinghouse, by General Motors
at the other, and by General Electric somewhere in between. General Motors seldom
licenses independent foreign manufacturers and retains the largest possible equity
in its many plants overseas. General Electric International has 10 or so manufactur-
ing subsidiaries and only about 20 manufacturing licensees, with a minority interest
in half of them. Westinghouse has about 40 manufacturing licensees and hardly
any foreign investment. There are distinct reasons for entering into licensing
arrangements:

(1) Royalty return. Obviously the primary motive of foreign licensing is usually
to obtain some monetary returns; they may be in the form of royalties or of divi-
dends from a subsidiary. But this motive is frequently coupled with one of the
following.
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(2) Maintenance of the current relation with a customer. A manufacturer-
customer may go abroad (an industry such as automobiles or oil processing), and
the American parts supplier (or plant constructor) may have to license the manu-

“facture of products (or the use of processes) in order to keep its customer. In this
event, the motive to license stems from that of the customer-investor who may him-
self have a tradition or a necessity of foreign expansion.

(3) Maintenance of market position in the industry. This motive may be more
important than profit maximization. If a firm’s competitors are going abroad, it may
be necessary to expand abroad in order to keep one’s place. This seems to be a sig-
nificant factor in some decisions to license, for it is quite clear that the uncertainties
in foreign markets make a calculation of future royalty returns difficult. Company
officials may wish to maximize profits, but more frequently they seem to think in
terms of the maintenance or expansion of the firm’s market position. This position
may be strengthened better and at less cost by expansion abroad through licensing
than by upsetting the domestic market picture by aggressive expansion at home—
even though the return abroad might seem to be less.

(4) Licensing as a result of the drive to research. The maintenance of the
domestic market position itself is conducive to foreign licensing, for the race to keep
one’s place at home requires a continuous improvement of technical and managerial
skill and product design. Conttrarily, a stimulus to research arises from the necessity
of keeping licensees up to date.

(5) Stimulus from NATO. NATO cooperation in standardization of armaments
has opened up many areas for licensing, which are given special protection by both
the U. S. and foreign governments under technical assistance agreements. When a
given piece of military equipment is accepted as the standard item for NATO forces,
the decision to have it produced in Europe may require that an American firm
—which developed it under U. S. Government contract or on its own—license the
requisite know-how. The U. S. Government licenses its own proprietary interest

.in the item freely, but the production may not be carried out wholly under processes
or patents developed under government contract. An agreement covering the private
proprietary rights is then required. Since in some cases the licensee is a govern-
ment, a covering intergovernmental agreement between the U. S. Government and
the foreign one seeks to protect the interest of the American licensor.

Such activities—associated with the manufacture of tanks, jets, engines, spare
parts, supplies, etc.—have increased the volume of licensing to foreign countries.
These increased contracts have also been the basis of wider licensing agreements
among the firms concerned. It is unlikely that, if the licensing of armaments subsides,
the American and European firms will sever their other economic ties.

(6) Impossibility of “hoarding” developments. Some American companies have
attempted to hoard improvements as “trade secrets.” It has been found that in
some instances it is more profitable to sell them, because it is impossible to keep
technical know-how a secret for long. Obviously, it may not be good to disclose
information so that competitors can obtain it immediately, but since they will do so
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eventually, many companies have concluded that it is best to get the maximum return
possible (including from abroad) in that short time. A technical assistance agree-
ment provides a continuing outlet for improvements developed at home. Cross-
licensing, of course, assures the American firm of reciprocal advantages of develop-
ments abroad; some firms have found this return of foreign improvements is much
more important than the royalties on their own licenses. Currently, the U. S. licensor
is in a favored position, since it is his know-how that is in demand over the world;
it may be highly desirable for U. S. enterprise to “get in on the ground floor” in the
process of economic development or more rapid industrialization abroad.

b) Licensing to substitute for or expand exports

While there are a few American companies which place primary emphasis on
licensing over direct sales abroad, almost all seem to prefer to export. One expert
in the field of foreign operations (Rudolf Kuhlman) has stated the maxim that a
license should be extended “only when export volume declines and seems to be on
permanent skids.” Licensing, under this approach, is a last resort; it is to be used
only after exports have been fully tested for profitability by actual sales in foreign
markets over an extended period of time. It is not suggested that every decline in
exports is a signal for licensing.

A temporary drop in exports may not be met suitably by licensing the manufac-
ture of the product, for as soon as the obstacle was removed, the direct market would
open up again. If licensing had taken place in the interim, important information
would have been transferred and would not be easily recovered. This would be the
case if the cause was a slump in aggregate or specific demand abroad which is likely
to be reversed in the near future.

A temporary drop in exports might be a result of a lack of foreign exchange in
the foreign country; that is, its balance of payments may have gone temporarily into
deficit. In this event, restrictions may be placed on imports of U. S. goods, causing
U. S. exports to decline until the exports of the foreign country can rise again.
This condition of so-called “‘dollar-shortage” has seemed more permanent than
temporary for some foreign countries. Several U. S. companies have engaged in
licensing abroad as a direct result of balance-of-payments deficits abroad. But during
the past three or four years, the pressure on dollar balances has been somewhat
relieved in many countries, and the ability to purchase dollar goods has risen. Some
companies which have extended licenses may regret it in the future.

They may equally well not regret their licensing if the seemingly temporary
restrictions aimed at balancing payments are expanded or extended into those aimed
at increasing economic nationalism. If this is the case, the restrictions on imports
of American goods will lead to either manufacturing abroad or licensing. For
example, the American manufacturer may sell his room air-conditioner in the United
States for $200 per unit only to see the same item sold in Europe for over $400
as a result of transportation and duties. At that price, he will find the European
market quite limited for imported air conditioners. By avoiding duty, transportation,
etc., the same unit produced in Europe may well undersell the imported American
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product considerably. If the right licensee can be chosen, there is little doubt about
the value of manufacturing abroad under license.

The same restrictions which stopped exports and caused consideration of licensing
may themselves be a factor in making a license agreement quite profitable. That is,
the same restrictions excluding U. S. exports also preclude sales in that market by
competing exporters. The foreign licensee may then enjoy a protected market.

In addition, if the cause of the decline in U. S. exports was such as to give the
foreign competitor a chance to take over the market, it might be desirable to license
the foreign firm to make the (better) American product and then to share the mar-
ket once demand picked up again or the obstacles were removed.

During the immediate postwar years Europe, especially, was war-torn and unable
to meet demand for industrial goods. Since it has recovered, its industry has given
stiffer competition not only at home but in third markets. Many European manufac-
turers are now able to underbid American producers, and many new firms are
_ rising abroad. This competitive ability may be a result of better techniques, lower
labor costs, cheap credit provided by the government (especially in exporting), or
governmental subsidies. If the Furopean common market is established, barriers
will fall within Europe, increasing productivity and intra-European trade; competi-
tion with U. S. goods will become stiffer. In this event, if a sound competitor abroad
can be found who would profit from American know-how or patents, licensing can
provide a profitable business relationship and permit the American company to take
advantage of an early start in the expansion of the European economy.

But the competition in sales may come not only from foreign companies. American
companies may be setting up subsidiaries, branches, or licensees abroad. When this
enables them to produce a similar product at less cost (and particularly at less dollar
cost), it may be desirable to follow suit. Even though the first firm may consider
the motives of the competing American companies insufficient if they succeed in
squeezing out its exports, the desirability of maintaining its position in the market
in the best possible fashion becomes a motive to license. By way of illustration:
Suppose that the competing American firm has found that it can sell more products
if they are not invoiced in dollars because of a fear of the foreign customer of having
to pay in dollars. This fear may be irrational currently since there may be no
“dollar shortage,” but if it affects demand, it must be taken into account. The com-
petitor may then enter the market through licensing or investment, receiving pay-
ment for sales in a foreign currency. The first firm may feel compelled to follow
suit even though its officials think that both companies would have had profitable
sales if the competitor had not jumped.

It might be emphasized that not even in this hypothetical case does licensing
cut off direct sales. They would have presumably been reduced through the action
of the competitor. It is seldom the case, therefore, that licensing will be adopted
by U. S. companies when their direct sales would actually be reduced by the fact
of licensing. Either the export volume has already dropped or it is expected to do so.

Contrarily, there are some firms which employ licensing to expand exports. This
occurs through direct sales of component parts or complementary items. The licensee
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may be able or willing to manufacture one part, assembling it with the rest, which
are imported ; such an activity may be profitable because of certain import tariffs
or regulations. Also, the existence of sales by the licensee of a part of the licensor’s
line of products has, in the experience of some companies, increased their sales of
other items, especially the complementary goods, in their line. Again the experience
of Westinghouse is instructive. In 1949, its licensees bought about $6 million worth
of Westinghouse parts. Because of import quotas and tariffs, parts orders repre-
sent a greater volume of business and a greater profit than Westinghouse could
achieve by shipping the finished products. The power-consuming equipment manu-
factured by its licensees also creates new demand for generating equipment which the
licensee cannot itself produce and supply. These heavy items must be purchased out-
side the country of the licensee, and Westinghouse is convinced that its having helped
develop a home-owned industry abroad is remembered when such orders are placed.?
Finally, total economic activity may be increased by production of the licensee;
the licensor may share in that expansion through more exports.

Though it has been argued above that licensing might not be desirable until
exports fall off, there are those who assert that licensing has inherent advantages
over direct sales. First, licensing is more flexible than exports in that the licensor’s
own production facilities are not tied up in anticipation of any given volume of sales.
Any shift in demand or production patterns abroad is borne by the licensee. The
licensor is, thereby, relieved of a continual surveillance of market demand.

Secondly, and as a collateral point, the licensee can get closer to the market being
an old hand in the area and can determine its significant movements. The licensor
then buys into this know-how with very small expenditures of time and money and
yet can “‘get out” completely if necessary at practically no cost, whereas the loss of
significant exports would involve considerable readjustment in production schedules
and marketing agencies.

Thirdly, licensing avoids the problems stemming from trade barriers. For example,
many firms are now forced to carry out multiple export shipments, invoicing and
re-invoicing cargoes to avoid these barriers and make the sale profitable. In addi-
tion, manufacture behind such barriers, as we noted, gives the licensee a preferred
position, and the extra profit is shared by the licensor—a profit which he could not
gain through direct sales.

Fourthly, proceeds from exports are often restricted as to their convertibility,
making it uncertain whether they will yield a profit. One investigator elicited the
response from a corporate official that licensing would not have the appeal that it
does currently were exchange restrictions removed:

Naturally, we’d rather export the product than the patent and make the profit from
its sale ourselves. But exchange authorities in many foreign countries won't let their
people have all the dollars they want because the country as a whole is not able to
sell enough of its own goods and services to replenish its supply of greenbacks.
However, these authorities are much more willing to release the smaller amount of
dollars required to meet royalty payments if the patents obtained in exchange help
them save more dollars or earn more foreign exchange in other markets.*

3 See Fortune, February, 1950, p. 76f.
4 Commerce, March, 1957, p. 299,
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"Finally, the assertion that direct sales are more profitable than licensing rests on
an assumption that sufficiently accurate accounting is carried out to make a com-
parison possible. This problem is one which has not been given sufficient attention by
most licensors; it will be examined in a later study.

But, whether or not licensing is a more appropriate technique than exporting in
expanding one’s foreign operations, or whether licensing should wait on a perma-
nent loss of export position, it is quite apparent that the export position of the
United States is not going to remain in the same “preferred” place that it has held
during the past decade when it was almost the sole supplier of many of the world’s
goods. Even in areas which have previously been considered “U. S. markets,” U. S.
enterprise is meeting stiffer competition. Other nations are actively seeking export
outlets and are actually displacing some U. S. exports (e.g., agricultural machinery).
And many of the more backward countries are emphasizing industrial development
in items which have loomed large in U. S. sales (e.g., textiles). Collaterally, the
U. S. economy may find that its own growing consumption demand will cut down
on production available for export ; yet, a drop in exports might reduce the inflow of
foreign raw materials which are becoming increasingly scarce as they are sought
by other industrial countries or are utilized in the development programs of the
more backward areas themselves. These factors stress the importance of an examina-
‘tion of U. S. overseas operations to find ways to make them more effective.

c) Licensing to substitute for or facilitate direct foreign investment

Just as licensing may be a substitute for direct exports, it may be a substitute
for manufacturing through a branch or subsidiary. When the factors previously
discussed concerning exports make it advantageous to manufacture abroad, the
American businessman still has the choice of doing it himself or permitting others
to make his product or use his processes and know-how. The decision is obviously
not all one way; what are the relevant factors?

Once again, licensing enables the American firm to achieve the objective of jump-
ing trade barriers or offsetting declining exports without making extensive transfers
of capital. When capital is already scarce at home, the smallest possible investment
of funds is desirable if the same general purpose may be met. A recent study of busi-
ness motives in investing abroad concludes that many companies do not expect
returns abroad higher than those gained on capital invested in domestic operations.
The desirability of having the product manufactured abroad may be strong, but
there is not a strong monetary incentive to put capital into the project in many
instances.® Several U. S. firms have turned to licensing because domestic expansion
requirements are taking all their available capital. By the same token, licensing does
not involve the American company in a possible loss of capital.

Second, a branch or subsidiary operation requires the use of scarce executive
talent. While licensing also requires some expenditure of brain-power, it removes
worries concerning sites, technicians, employee relations, local legislation, etc, These
are borne by the licensee.

5 E. R. Barlow and Ira T. Wender, Foreign Investment and Taxation (New York: Prentice-
Hall, 1955), pp. 132, 158.
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Third, licensing need not preclude a later investment abroad either in the licensee
or through a separate subsidiary if desired. For example, if the foreign market is
not now large enough to warrant an investment of American capital sufficient to
gain economical production, licensing is a means of getting a foot in the door.
Licensing avoids the problem of the size of a market necessary to justify the invest-
ment of American capital. By the same token, however, as the foreign firm expands,
it may wish to call on American capital as well as know-how. The question will then
arise as to whether the licensor should stand ready to take an equity participation.
Libbey-Owen Glass Company obtained substantial investments in Europe through
licensing its patents, and General Motor’s early investments in Canada grew out of
patent rights extended to others. This dynamic relation between licensing and
investment points up one of the prime advantages of licensing : it permits a gradual
test of the foreign market with a small commitment of capital or of U. S. production
facilities.

Fourth, licensing may be the only appropriate means of manufacturing abroad
if the foreign market is already dominated by large firms. It might be possible to
enter a licensing agreement, but it would be impossible to buy into the foreign
firms, at least with any intent to control.

Fifth, where governmental restrictions on transfer of currency already exist, it has
been found that returns of royalties are often looked upon more favorably than
the return of dividends and principal. Not only are royalties smaller in many
instances (though this need not be the case if a large portion of subsidiary profits
are re-invested) but also there is no possibility that a large sum might be repatriated
in a short space of time. In order to regularize the impact of direct investment on
their balance of payments, many countries have imposed restrictions on the transfer
of capital and returns theréon. Licensing has sometimes avoided these restraints and
given the licensor time to assay the situation abroad.

Sixth, several foreign governments have reserved a given area of manufacturing
or industrial service for themselves. It is impossible for the private investor to
enter the industry. But licensing is still feasible and sometimes actively sought by
the foreign public agency. Whether or not it is advantageous will depend largely on
the integrity of the government and the protection the licensor can obtain.

Seventh, among the objections to direct foreign investment voiced by govern-
ments in the recipient countries are that insufficient local personnel are trained for
managerial and technical positions, that the capital structure gives too much author-
ity to the foreign (U. S.) firm, and that the interests of the local community
are not sufficiently taken into account. Licensing, since it leaves all of these decisions
in the hands of citizens of the foreign country, automatically avoids all of these
problems. Also, compliance with local labor and social legislation—which has some-
times been used in a procedure called “silent expropriation”—is the responsibility
of the licensee.

Not all factors are favorable to licensing as compared to direct investment, how-
ever. First, without equity participation, the licensor gains no direct control over the
licensee; control may be highly desirable if American managerial know-how is
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important in this field. Without control, any contribution the licensor might make
to management problems is no more than advisory.

Second, the licensor may build up competition for himself in the future, if he does
not have ownership. He is supplying know-how and information which may enable
the licensee to sever the agreement in the future (say, at the f\:xpiration of the
patent) and still hold the market. This can be avoided by having a technical assist-
ance agreement and by keeping the technical improvements running ahead of actual
production processes so that the licensee finds it continually to his advantage to
remain under an agreement,

Third, if the licensor later deems it desirable to enter the market directly also
(i-e., through a subsidiary), it may be more difficult than if direct manufacturing
had been started in the first place. '

Fourth, since either the licensee or the licensor may wish to terminate the agree-
ment and go it alone, some have suggested that licensing might best be looked.on as
a temporary arrangement. A major problem, then, is how to keep the license essen-
tially temporary in nature, if this is the intent of either party, or how to make it
permanent if this is the most desirable situation. Once again, these problems will
be examined in a later study covering contract provisions and the relationship of
licensor to licensee.

Finally, one expert in the area of foreign business operations has asserted that, in
general, direct manufacturing abroad through subsidiaries is more desirable than
indirect manufacturing through licensing. He has argued that investment is the
“direct and permanent approach” to the foreign market and involves integration into
the foreign economy, which he assumes will provide good opportunities for growth
and expansion. If the foreign market is expanding, and if the American firm has
available capital and personnel, and if some of the obstacles we have already exam-
ined (and will examine below) do not exist, then it might be asserted that the
control which accrues with direct investment does help reap the maximum benefits
for the American firm. There is some evidence that U. S. companies are moving
away from straight licensing agreements to licensing with equity participation in
foreign plants.® This action does not preclude licensing ; it is merely a complex form
of overseas operations.

2. Obstacles to Licensing of Patent Rights and Know-how

So far we have examined the various advantages of licensing abroad—those
which are independent of any other technique for operating abroad and those which
arise in comparison with exports and direct investment. There are also some
obstacles to licensing which arise apart from any comparison with other methods
of doing foreign business.

First, both investment and licensing are subject to the impact of instability in
foreign governments. If the foreign firm is nationalized, or if there is insurrection
or revolution, the licensing agreement may be voided and the information not

8 See Business International, April 1, 1955.



Advantages, Disadvantages of Foreign Licensing 149

returned ; this result occurred in many instances during World War II and in some
significant cases afterwards; the fear remains. Further, the mere instability of the
political situation makes it difficult to assess the market and to determine the feasi-
bility of a long-range agreement.

Second, when one is contemplating a licensing arrangement (or establishment
of a foreign subsidiary) the quality of personnel abroad is most important. While it
may be possible to train individuals to assume responsible positions, it is sometimes
more difficult to find an entire plant or firm which is competent or reputable enough
to warrant a long-term agreement that entrusts valuable proprietary rights to the
foreigner.

Third, the reputability of the potential licensee including his credit standing may
be inadequate to support operations of a sufficient scale to be profitable. Many a
potential American licensor has investigated a foreign applicant only to find that he
has a basement shop or nothing at all in the way of assets or honesty. The investiga-
tion of the foreign firm is one of the most important aspects of licensing operations
for the success of licensing depends heavily on good faith. Some officials go so far
as to assert that if a reputable, trustworthy, and competent set of executives runs
the foreign firm, the agreement hardly needs be written out; it will be sufficient
that the arrangement is mutually profitable; for, so long as it is, the good faith of
the licensee will see that the verbal agreement is carried out. Contrarily, if the
arrangement is not mutually profitable a written agreement can hardly be made to
bind the licensee. This view is recognizedly an extreme statement, made to empha-
size the mmportance of good faith; there are, as shall be shown in a later study,
reasons why the contract should be written and in considerable detail.

Fourth, as with direct investment, licensing may be unattractive because of a lack
of sufficient market abroad. The profit potential may simply not exist. Once again,
a preliminary survey of the situation is most important.

Finally, a few American firms have become so wary of changing interpretations
of the antitrust legislation that they have curtailed their licensing program.

LICENSING OF TRADEMARKS

To this point we have addressed ourselves to the problems surrounding the
licensing of patents and of technical know-how. The licensing of trademarks
involves many of the same issues, but it also raises distinct ones. What is now
licensed is part and parcel of the licensor’s firm. It is in large part the very life-blood
of the company’s sales, for it embodies the results of successful business activity,
it reflects the maintenance of quality, and it results from the acquisition of prestige
and from successful sales. To maintain, if not increase, the value of the trademark
is of primary concern to the company. Licensing may expand the area of usefulness
of the mark, but it may also endanger its value through low-quality production or
careless use of the mark by the licensee.

The advantages and disadvantages of licensing trademarks are clear cut, and the

lines of disagreement are sharply drawn. For example, one expert in the field has
written that:



150 Patent, Trademark, Copyright Journal of Research, Education

Wherever possible, every attempt should be made to require the use of your own
trademarks on the products manufactured by the licensee. Undoubtedly, there will be
instances when technical assistance and know-how may relate to the manufacture of
component parts of a product, in which case the licensor’s trademark probably would
not be applicable. However, in a majority of cases, the licensor’s trademarks should
be applied and proper safeguards provided for appropriate notation and reference
to licensing of the trademarks as required by the law of the particular country. In
the absence of this safeguard, the licensor may be faced with the possibility that the
licensee’s trademarks will have acquired an importance and popularity greater than
those of the licensor.”

Emphasis is laid on the possibility that the licensee’s mark may displace the
licensor’s. There are many instances in which precisely this has happened, and the
licensor has rued the day in which he was so cautious as to try to protect his own
mark only to see it dwindle in importance or market influence.

A second advantage to licensing the trademark stems, however, from the fact
that it gives rise to a continuous agreement, binding the licensee to the arrangement
even after patents have expired or when the patent position is weak. The licensee
also becomes more interested in the know-how which maintains the quality of the
product and the value of trademark. If better quality improves sales, the agreement
will thereby become more profitable to the licensor. .

A third advantage arises from the fact that the use of the licensor’s trademark
creates a market for other products in his line. While it is readily recognized that the
sale of some kitchen appliances through licensing will increase direct sales of others,
there is also evidence that the sale of one type under a trademark will increase sales
of other appliances under the same mark. :

The obvious risk is that the licensee will use the mark carelessly and thereby
jeopardize its validity or that he will produce inferior quality goods and reduce the
value of the mark on your own goods, either abroad or at home. These risks can be
minimized by dealing only with reliable firms and employing good legal counsel.

But there are some corporate officials who feel so strongly the possible risks of
losing or depreciating the mark that they have adopted a policy of never licensing
their marks and assert that it would be foolish for anyone to do so unless the product
was produced under the strictest quality control and even then probably only under
a subsidiary relationship.

Thus, the lines are drawn; decisions must be based on individual conditions, for
the positions are not sufficiently strong on one side or the other to permit generalized
and categorical conclusions.

ADVANTAGES TO LICENSEE

It is of little value to discuss the advantages and disadvantages of licensing to
the licensor unless there are commensurate advantages to the licensee. One cannot
sell something to another when the latter obtains no advantages from it. We are
concerned, then, to show that there are advantages to the licensee. The disadvantages

7 Joseph S. Cardinale, “Foreign Trademarks, Patents and License Agreements in International
Business,” Export Trade and Shipper (reprint).
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arise largely from the terms of the agreement—in the royalty cost and whatever
restrictions are imposed. An examination of the particular provisions of a license
agreement will be made in a later study. It may suffice here to stress that, since the
value of the agreement to the licensor depends greatly on the licensee keeping
information secret and abiding by the spirit of the agreement, it is absolutely neces-
sary that the licensee be satisfied and understand. the desirability of keeping the
rights and information to himself.

The advantages gained by the licensee stem from his obtaining rights to which
he would not otherwise have access, or information which would otherwise cost
him considerably more to obtain on his own. If he wants the rights to patented items
and processes, he must purchase unless he is willing to risk an infringement suit. His
foremost question is whether the value of those rights is greater than the royalty
he will have to pay. Negotiations as to royalties are of primary importance and
the burden of payments over the life of the agreement must be given careful
consideration.

In the case of know-how and other information, the question is whether his own
establishment could uncover the same procedures and employ the same skills
through research and training. If so, the second question is at what cost and over
what period of time. Even if the foreign firm is an old, well-established one, having
its own extensive research facilities, time may be the essence in meeting competi-
tion. In this situation, the advantage of the agreement arises from the rapid exchange
of new developments and at much lower cost than if the licensor’s research were
duplicated.

Up until the past year, American firms have faced a seller’s market in know-how
and to some extent in patents and trademarks. Many have found themselves licens-
ing abroad at the behest of foreign companies urgently demanding American savvy.
The necessity to improve quality and reduce costs has caused others to look to the
American producer. But, as Germany and other Western European nations
—including Russia—have recovered their feet and pushed ahead technologically,
the continued expansion of licensing (at least at an increasing rate) may well
depend on whether the American company can demonstrate that its techniques,
rights, and trademarks will benefit the foreigner most. Greater attention will have
to be paid as to how to adapt American know-how and processes to the production
problems faced abroad.

ATTITUDES OF FOREIGN GOVERNMENTS

All of the advantages discussed above would be overshadowed if the attitude
of the foreign government were unfavorable toward licensing. As we have already
noted, the exchange restrictions imposed on remittance of currencies earned abroad
have deterred direct exports and investments in many cases; they may also have
a deterring effect on licensing. In addition, the same importing regulations which
may make licensing more attractive than direct sales may restrict the import of goods
needed by potential licensees; in one instance, an American licensor had to give its
licensee several thousand dollars worth of a key component to permit the licensee
to continue production.
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In most countries, it is now neccessary to obtain permission of the foreign govern-
ment with respect to the royalty provisions before an agreement may be consum-
mated. Through this procedure, the government may impose a sort of surveillance,
ascertaining whether it considers that the know-how or other rights obtained by the
licensee are worth the potential drain on foreign exchange reserves. Some govern-
ments require approval of the entire agreement ; the amount of information requested
is sometimes more than the American company or its potential licensee wish to
divulge. The foreign government may create additional deterrents through special
taxation, as France attempted to impose.

A deterrent stemming from the foreign government but in a nonvolitional fashion
is that of political instability. While it is certain that the foreign government is not
deliberately creating instability, it may be the case that it cannot or will not take
the measures necessary to stability. The absence of stable political and economic
conditions in foreign countries has been one of the primary deterrents to an expan-
sion of licensing, just as it has deterred private U. S. investment abroad. The absence
of political stability means that the licensor cannot be certain what legislation the
licensee faces, whether “silent” expropriation will make the business unprofitable,
or whether the approval of remission of royalties may be rescinded.

On the whdle, however, most stable governments have adopted general policies
supporting and encouraging licensing in at least some fields. As with direct invest-
ment, foreign governments have taken upon themselves the power of planning large ’
sectors of economic activity, and they therefore desire that certain industries move
ahead as rapidly as possible while others may be held back. Licensing is a means
of making certain that the industries which should expand have the latest tech-
niques. Thus, Japan has periodically published a list of industries in which licensing
(and investment) would be most welcome. The list changes as each gap is filled
or as the economic plans are altered. The government may refuse to approve licens-
ing in otheér areas either because of the dollar drain or too great an infiltration of
American officials. ‘

Approval is more readily given by most countries if the licensing can be shown
to improve the chances of exports, especially to the dollar area, or if the product
involved is one which would substitute for imports, especially for dollar goods. In
addition, approval will be more readily given if the product will break a bottleneck
in economic development plans by providing a key commodity at less expense. In
order to permit themselves greater leeway and control, the government may also
require approval of any renewal of the agreement, thus giving it a chance to examine
the experience,

Inducements offered by foreign governments to encourage licensing in approved
areas have included special tax treatment, subsidies, additional protection from
imports, and favorable exchange rates in either purchase of required imports or
remission of royalty fees. These inducements may already exist or may be extended
to the licensee upon suitable application,

Also, more favorable treatment is frequently extended to protect a licensee than
is given to encourage foreign investment. For example, French government officials
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turned down some American projects to establish subsidiaries on the ground that
existing French producers were capable of supplying the market of the industries
concerned. But the same officials have welcomed licensing arrangements in the same
items with established French firms, especially when the licensed rights improved
the chances of French exports. The justification for this discrimination by some
developing countries is usually that licensing is not exploitative—whereas direct
investment is still considered so—but adds to the productive capabilities of the
country.

The control exercised over licensing agreements has been used in some instances
to prevent the current status of competition among firms within the host country
from being changed. For example, know-how received from a U. S. firm might
make one firm in the foreign industry much more efficient and upset the “competi-
tive balance” in that market. This desire to protect is much stronger when licensing
is to a subsidiary of the U. S. firm or one in which it has a financial interest, for
then the U. S. firm will become dominant. The U. S. Department of Commerce
reports that many Japanese businessmen and government officials believe that the
entry of new firms will mean less business for all. Since they regard the domestic
and international markets as largely static, they are led to believe “that the foreigner
with his more advanced technology and his scientific management techniques and
skills would (1) cause the downfall of some companies (particularly the smaller
ones), (2) obtain control of certain industries, and (3) increase the unemployment
problem.”® Such sentiments lead to efforts to regulate entry of both capital and
know-how and sometimes to discrimination against capital from the United States.

FOREIGN LICENSING AND U. S. FOREIGN ECONOMIC POLICY

While the U, S. government generally follows a policy of non-interference in
foreign business operations of American firms, it does at times give some positive
encouragements, and it also applies various discouragements. The latter will be
illustrated in a subsequent review of the problems of antitrust legislation and taxa-
tion in the foreign field. The question raised here is whether licensing is actually in
the national interest of the United States and if so whether there are policies at hand
which might be employed to encourage it. The president of an American corporation
which has licensed abroad since 1939, upon learning of this projected study by
The Patent, Trademark, and Copyright Foundation, volunteered the view that
“... it would indeed be helpful if official attention were more closely directed to the
over-all national benefits obtainable through foreign licensing. I can imagine no
better way to make and keep friends and allies than to render this stimulus to their
economies which they must realize is at the possible risk of our own standard of
living. As an example of democracy at work, foreign technical assistance agreements
are, I believe, far more effective than government subsidies.”

The necessity of examining the coincidence of business policy and national interest
has been stressed by John J. McCloy as follows:

8 Investment in Japan, 1956, p. 63.
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I believe it can be said that the international activities of our business today are
tinged with the national interest as never before. When a United States company
ships specialized machinery to Western Germany, it helps strengthen an area which
is vital to' us. When one of our metal producers develops a new copper supply in
Africa, he contributes both to our future defense and to our standard of living. And
when an investment firm provides dollar funds for capital imports into India, it affords
much-needed help to a nation whose friendship we value highly.

This does not mean that the national interest is the sole or even the primary
consideration in determining the shape and the extent of our foreign trade and
investment. The interests of shareholders and employees continue to be paramount
factors, and private business cannot be expected to carry out ventures that are incon-
sistent with them. Yet a third consideration must often be added today to the inter-
ests of shareholders and employees—and in a degree never before recognized. That
factor is the public interest. Management’s problem is to be cognizant of all three
and move ahead in harmony with each of them.?

1. Support of U. S. Foreign Economic Policy

If we presume that the foreign economic policy of the United States which empha-
sizes the development of other countries along democratic lines is appropriate, we
find that foreigh licensing is consistent with and supports that over-all policy in three
ways: (a) it assists in increasing the productivity of foreign countries, (b) it helps
to extend the private enterprise system into other economies, and (c) it encourages
capital formation in the foreign country and U. S. private investment abroad.

(a) The contribution of licensing of know-how and patent rights to productivity
abroad results primarily from the extension of the fruits of American research. For
example, one licensee in Japan is the beneficiary of a $22 million annual research
program of its licensor. The reduction in cost of research is a result not only of the
smaller research establishments abroad, but also of the ability to pick and choose
out of the results of more extensive U. S. research. Out of the many hundreds of
products developed or processes perfected, only those immediately applicable need
be adopted and paid for by the licensee.

There are many striking cases in which foreign countries have profited greatly by
additions to their knowledge and improvement in their techniques provided through
licensing. For example, Japanese textiles are now ‘“Sanforized,” Japanese rice is
saved from the rice-stem borer by Parothion and Malathion (twin insecticides) so
that rice production has increased 18 per cent in the areas treated, and technical
advances in a host of items from pigments and solvents to high-grade steel have
improved Japan's competitive position..In Mexico, a Westinghouse licensee employs
about 2,500 people, and a licensee in Brazil has become the third largest elevator

-manufacturer in the world. Similar records exist for Italy, India, Philippines,
Australia, and others.

Part of the productivity impact of licensing is reflected in the recent availability
in developing countries of commodities necessary to health and sanitation. For
example, Aureomycin, Streptomycin, cortisone, hydro-cortisone, terramycin, tetra-

9 “A Prospective for Business Abroad,” in Dan H. Fenn, Jr. (ed.) Management Guide to
Querseas Operations (New York: McGraw-Hill, 1956), p. 7.
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cyn, and Chloromycetin—all produced in some foreign country under U, S. license—
have performed “miracles” in combatting such illnesses as trachoma, rheumatism,
neuralgia, dysentery, typhus, typhoid, and para-typhoid. These illnesses are scourges
of humanity in the developing countries and are heavy drains on productivity through
absenteeism and premature death.

But the impact of the new products and industrial capacity goes far beyond their
immediate increase in economic activity or satisfaction of demand. The improve-
ments in health and productivity give other people a sense of progress, achievement,
and purpose in life.

(b) The contribution of licensing to the extension of private enterprise abroad
is probably less well-publicized but is nonetheless striking. Although great emphasis
has been placed on the assistance to development along capitalistic lines which has
been provided by foreign aid and foreign investment from the United States, much
less has been said—probably because much less is known—about the important
impact of sending know-how and technicians abroad under licensing arrangements.

Many observers are becoming convinced that the developing nations of the world
can solve a large portion of their problems by themselves if they are only informed
of appropriate techniques. Assuming that there are a sufficient number of men in
the foreign country who will respond to economic incentives, the provision of
managerial and technical know-how and the extension of a privilege to profit from
patent rights will be important stimuli to private enterprise. Unless private enter-
prise takes the reins in spite of the uncertainties and risks, the direction of economic
growth and the control and use of the agents of production will go to governments
by default.

But, once private initiative takes hold and skills in production and management
are disseminated, the process becomes cumulative; skills tend to spread to other
firms and industries as executives and technicians are hired away through competi-
tion. The impact of licensing one firm is that of a catalyst; it triggers similar activity
in other areas of the economy and demonstrates that private enterprise can solve
the problems of production and distribution. For example, one American licensor
(Dayton Rubber) goes beyond its contract to help licensees set up modern labor
standards, incentive systems, and cost and material controls. These systems have
increased productivity greatly and have been copied by other firms and industries
in the foreign country. Mr. Stanley C. Allyn, president of National Cash Register,
has emphasized that know-how “is one of the most important and welcome exports
that any company produces. An American boy who knows how to increase produc-
tion can often be a more valuable ambassador than a lecturer on the fine points of
the democratic philosophy.”

(c) Finally, the licensing of patent rights, know-how, and trademarks to com-
panies abroad stimulates the accumulation of capital in the foreign country. The
formation of capital is one of the prime requisites of economic growth, and many
of the developing countries have been slow to adopt measures or provide incentives
to investment of the savings which so accrue in their economies. The improved
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profit positions of licensees will be a first contribution to investible funds. Increased
profit expectations in other areas will also help to mobilize savings and even increase
its volume.

By the same token, the provision of U. S. know-how and patent rights is a needed
supplement to the investment of U. S. capital. During the 19th century, most of the
foreign capital invested by Europe went into government accounts or into public
utilities and railroads ; the latter areas were automatically provided with the know-
how of the European investors, Know-how and capital seemed to flow together.
In the current period, however, much of the international capital flow is by govern-
ments to governments, and the private enterprise techniques do not automatically
follow. While the Point Four Program is a partial attempt to obtain some tech-
nical assistance through private research agencies, including universities, it cannot
obtain access to the processes and skills which make U. S. enterprise so productive.
These must be provided privately; they cannot successfully be taken over by one
government and handed to another.

If, then, the program of helping other nations to help themselves is an appro-
priate one, foreign licensing has an important role to play. This is not to argue that
any U. S. company ought to seek out ways to license just to support the national
foreign economic policies. But it is a happy circumstance where one can claim
legitimately that the interests of the country coincide with what may be a highly
profitable undertaking abroad.

2. A Governmental Policy Toward U. S. Licensing Abroad

The avowed policy of the U. S. Government is to encourage licensing of patent
rights and know-how especially to foreign companies. This policy is evidenced in
_ part by the concern of the Government to protect the rights of licensor’s extending
rights involved in the production of armaments and military materiel. The Depart-
ment of Commerce is also eager to supply as much information concerning potential -
licensees as it can and will often have precisely that information which will tell the
American company whether it is desirable to enter into negotiations. The Depart-
ment’s survey of economic conditions in foreign countries is also extremely helpful
in sizing up the market potential of the licensee.

The Government has made an attempt also to mitigate one of the more serious
obstacles to licensing—that of currency inconvertibility. Under the foreign aid pro-
grams, authority has been extended to the International Cooperation Administration
to insure convertibility of returns from licensing agreements into dollars if restric-
tions are imposed abroad. The program is a special type of insurance operation
under which the insured pays a fee for protection against certain risks—namely
inconvertibility and expropriation. Approximately 30 foreign countries have signed
agreements putting the program into effect with reference to their nationals. The
guarantees are available for new agreements only, at a premium of 14 to 1 per cent
per year of the amount of the protection provided; the contract may endure for
20 years.

While the necessity of disclosing the provisions of the agreements had deterred
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some firms from obtaining guarantees, several have made use of the program. But
many potential licensors have found that where the host country was politically
stable and economically sound enough to warrant a license agreement, it was also
sound enough not to require a guarantee.

The desirability of a guarantee program has been questioned by many business-
men, especially ‘those concerned also with direct investment. In fact, many have
questioned whether the Government should have a policy toward licensing at all.
It should be pointed out, however, that no policy is itself a policy. Whether the “let
alone” policy is appropriate in this instance depends on the national and the private
interest both and on the extent to which private enterprise assumes its responsibility
to each without the Government’s taking more positive action.

3. Impact on the U. S. Economy

The significance of licensing for the U. S. economy as a whole stems from
(a) the costs of licensing, (b) the impact of licensing on technological advance, and
(c) its tendency to integrate varied economies.

Licensing is not without cost to the United States. There are costs involved
directly through management and research. The direct costs of research and develop-
ment in each company are usually attributed to domestic sales as licensing programs
increase ; however, it is not unlikely that research departments will find demands
made upon them to solve problems of foreign companies or to adapt their results
to foreign situations with increasing frequency. Indirect costs arise in the shift in
location of production which may occur with the transfer of know-how and other
production factors; this relocation may be desirable, but it is not costless.

In addition, the continued licensing of foreign companies will increase their tech-
nical proficiency. It is to be expected that they will in time compete more readily
with American production both abroad and at home, even invading the American
market at times. This shift in production and sales patterns will require adjustment
to the new competition and will impose a burden on those required to shift. This
cost should be more than offset by increased efficiency, however.

The U. S. economy must stay “one jump ahead” of technological developments
abroad, else it will lose its leadership. This position need not be maintained in all
fields across the board, however. It is sufficient if we maintain pre-eminence in our
specialties, leaving other areas to other countries. We in turn can profit from accept-
ing the developments they uncover in their specialties. It is not, I think, possible
for any country or firm to retain a monopoly on technical information or even
patented products or processes. If the product is greatly demanded or the process is
needed and withheld, close enough substitutes will be found or the patent itself will
be infringed. It may be much more profitable in the long run to profit from Britain’s
experience in the 19th century—which shows, I think, that know-how cannot be
kept permanently from competitors—and accept the direct returns which go to the
discoverer or provider of new techniques.

The growth of industrialization abroad and the closer ties of American companies
to those abroad will lead to a sort of economic integration at the private level which
can be wholesome if we understand what is happening and are willing to adjust
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to the new situation. For example, an American licensor who also contracts to
send some component parts to his licensee or to purchase items for him assumes
some responsibility to keep the flow of goods at the level needed by the licensee.
If the licensor’s own production is involved, we find a sort of vertical integration
under which the licensor assumes responsibility to maintain output, despite its own
labor-management difficulties or shortage in raw materials supply. That is, the
interest of the licensee must now be taken into account. Even if there is no sales
relationship, the licensor now relies upon the licensee to serve their joint interest
in the latter’s country. Any equity participation enhances these ties and strengthens
the feeling of responsibility to foreign peoples and their problems. U. S. foreign
policy is, once again, predicated on the assumption that such ties are- desirable,
being productive of friendship and eventually of peace. If this is true, licensing plays
an important policy role. In fact, licensing may become part of the company’s own
foreign policy. Many of the larger corporations have developed a foreign policy
of their own—as, for example, has been reported of Standard Oil of New Jersey:

Any big international company like Jersey, these days, needs a foreign policy.
Jersey has one. That policy, which has had its greatest development within the past
ten years, was founded on the obvious proposition that capitalism, if it is going to
survive and flourish, must come to terms with its environment—must, in the com-
pany’s own words, maintain “an equitable and working balance” among the claims

- of stockholders, employees, customers, and public.10

This is not to argue that the profit motive should be subsumed under an over-
riding one of supporting foreign policy. But it has become evident that American
businessmen cannot operate abroad without regard to the national interest of the
United States and of the foreign country; in both instances, a “community of
interest” is the foundation of lasting and profitable relations. One patent lawyer
speaking on the “Commercial Exploitation of Foreign Patents” has stressed this
point as follows:

While the profit motive may exist in the exploitation and commercialization of
foreign patent rights, I.am sure that many companies also have other objectives in
mind. By the use of their foreign patent rights and by use of know-how and technical
information, American owners of foreign patent rights are able to spread technical
information and know-how throughout the world and thus assist in the more rapid
development of undeveloped countries. The spreading of technical information and
know-how to undeveloped countries has a very important effect upon the entire
world, including the American economy, in that it creates economic stability and peace
throughout the world.1?

In the creation of the requisite community of interest, nations may themselves
take a few lessons from businessmen, who have long shown a willingness to under-
stand the customs and traditions of others and to respect them. This willingness has
arisen from the necessity to establish a common understanding or forfeit the oppor-
tunity to do business. American business has an important role in showing the way
to cooperative competition—not only within nations but among them—competition
which does not kill but which stimulates all to achieve a better world.

10 Fortune, November, 1951, p. 81.
11 George von Gehr, Bulletin, American Patent Law Association, April-May, 1956, p. 153.



STUDENT PAPERS

The Foundation's first seminar and lecture series* on the patent, trade-
mark, copyright and related systems established jointly with The George
Washington University Law School, was given.

Among the objectives of the seminar and lecture series are the stimula-
tion of student interest and the initiation of a source of publishable student
material. It is planned to include publishable contributions from students
in future issues of the Journal. By making available the best papers, students
will receive an incentive and our readers will appreciate the evidence of
scholarly development in the fields of interest. The Foundation invites
educational and research institutions to submit informative student manu-
scripts on the patent, trademark, copyright and related systems.

Certain /\spects of the Non-Use of Patented |nventions

IRVING M. FREEDMAN

SUMMARY

A CONSIDERATION OF NON-USE as an equitable defense to a charge of patent
infringement and as evidence of the invalidity of an issued patent along
with some consideration of certain aspects of the nature of the patent grant.
The author feels that mere non-use although often criticized is within the
right of the patentee. '

A. THE PROBLEM DEFINED

NON-USE OF PATENTS has long been broadly attacked as contrary to public policy
and as an alleged evil flowing from the patent system.! Much of the dicta and

*See PTCJRE, T (June 1957), p. 16. See also annotated bibliography of student papers on
pp. 174-176 of this issue.

1 See e.g.: Castel, Recent Trends in Compulsory Licensing in Case of Non-Use of Patents;
A Comparative Analysis, 36 ]J. Pat. Orr. Soc’y 330 (1954); the dissenting opinion of Mr.
Justice Douglas in the Case of Special Equipment Co. v. Coe, 324 U.S. 370 (1945); Hamilton,
Patents and Free Enterprisc, Temporary National Economic Committee, Monograph No. 31,
76th Cong., 3rd Sess. (1941); and Bush, Proposals for Improving the Patent System, Com-
mittee on the Judiciary, U.S. Senate, 84th Cong. 2nd Session (1956).
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writings fail to define adequately what is meant by the rather generic term “non-
use” and fail to distinguish the various reasons and purposes for not using the
teachings of a patent. Such “shotgun” critiques of non-use of patents only help to
instill in the lay reader and the non-discerning professional reader the premise that
non-use of a patent is contrary to public policy and an evil brought on by the present
patent statutes.

Non-use, broadly speaking, means only that the owner of the patent neither
makes, uses, sells, nor licenses others to make or use the patented invention. Such
a patent is often referred to loosely as a paper patent.2 N

Non-use may be mere passive inaction on the part of the patentee. For a variety
of practical and commercial factors it may not be feasible to manufacture, market,
or use the subject matter of the patent. Alternative products of equal quality may
be cheaper and available, the patent owner may be short of funds, the market may
not yet be ready for the product, or the patentee may be nearing completion of a
simpler and less expensive version of the patented article. Such non-use is at times
referred to as “reasonable,”® and as such is within the bounds of the patent grant.
The term non-use should not indiscriminately embrace suppression.* Suppression
has been defined as the deliberate shelving of a technologically meritorious inven-
tion, capable of being worked commercially, by the patentee for the sake of greater
profits.® However, many eminent inventors have testified that the practice of sup-
pression is practically non-existent.8

In a leading article on the subject of non-use,” the motives for obtaining a patent
with the intent of future non-use were classified as (1) fencing—obtaining a patent
to restrict a competitor to inferior technology and (2) blocking—patenting alterna-
tive devices for a product, to block competition developing along these lines. The
two are related. Contracts, combinations, or conspiracies along these lines between
potential competitors have been held unreasonable antitrust violations.® However,
such action by a single patentee could not fall within the conspiracy in restraint of
trade prohibitions of the antitrust laws.® The scope of this discussion does not
embrace the antitrust aspects of non-use or misuse of patents which are too broad
and complex to be adequately treated in this relatively short discussion.

2 See the plurality of case definitions of paper patents in Stemple, Non-user or Paper Patents,
34 J. Par. Orr. Soc’y 23 (1952).

3 See the Report of the Attorney General's National Committee to Study the Antitrust Laws,
March 31, 1955; the discussion of Mr. Justice McKenna in Continental Paper Bag Co. v.
Eastern Paper Bag Co. 210 U.S. 405 (1908); and the doctrine of unreasonable non-use set
forth by Oppenheim, Cases on Federal Anti-Trust Laws (St. Paul, Minn.: West Publishing
Co., 1947), at p. 702.

4 E.g., see Special Equipment Co. v. Coe, supra note 1 at 378, where Mr. Chief Justice Stone
uses the word suppression in referring to secret use of an invention.

. 8 Oppenheim, Cases on Federal Anti-Trust Laws, supra note 3, at 693.

8 Hearings on the Oldfield Bill, H.R. 23, 417, 62nd Cong. 2nd Sess. (1912). However, com-
pare Justice Douglas in the Special Equipment Case, supra note 1, who cites Hamilton, T.N.E.C.
Monograph, supra note 1, and alleges that suppression of patents has become commonplace. Note
that here suppression includes “blocking” and -“fencing.”

- TFrost, Legal Incidents of Non-Use of Patents Reconsidered, 14 Geo. WasH. L. Rev. 273,
(1946).

8 See Blount Mfg. Co. v, Yale and Towne Mfg. Co., 166 Fed. 555 (C.C.D. Mass. 1909) and
Hartford-Empire Co. v. United States, 323 U.S. 386 (1945).

9 Special Equipment Co., v. Coe, supra note 1.
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B. PUBLIC POLICY ASPECTS AND NATURE OF THE PATENT GRANT

Tt has been argued that non-use is contrary to public policy and inconsistent with
the Constitution and the patent statutes.!® The Constitution grants Congress the
power to “promote the Progress of Science and useful Arts by securing for limited
Times to Authors and Inventors the exclusive rlght to their respective Writings
and Discoveries,”!1 -

Those opposed to allowing any sort of non-use urge in essence that the public
policy consideration behind the patent laws of promoting the progress of science and
the useful arts is not realized if a patentee can obtain a patent and “block” progress
along the lines of the patent. It is also urged that a patent grant is not another
form of property but a “privilege which is conditioned by public policy.”1?

However, the patent grant merely gives the patentee the exclusionary right to
restrain others from manufacturing and using the patented invention.!® The pat-
entee’s right to use the invention is a common law right. The inventor could keep
his invention a secret and use or not use it as he sees fit, but in order to induce a
disclosure of the invention, Congress has by legislation in pursuance of the Con-
stitution, granted an exclusive right for a limited time to protect the monopoly—
not to give the patentee a use which he did not have before, “but only to separate
to him an exclusive use.”’* The theory is analogous to that of a contract; full dis-
closure of the invention with the right of the public to use it after the expiration
of the patent grant as consideration in return for an exclusionary interest for a
limited period. The patentee is giving the public something it did not have prior
to the disclosure, and furthermore the public is free to observe, copy around, improve
the device and obtain other related patents. '

C. DEVELOPMENT OF THE LAW

The view that a patentee is bound to use the patented invention during the term
of the patent has an early precedent. In 1832 Congress passed a statute authorizing
the issuance of patents to aliens conditioned upon the use of the invention.!® This
statute was deleted in 1870.16

In 1886 Judge Blodgett noted in dictum in the much-discussed case of Hoe v.
Knap'? that the patentee:

10 £ g., see Mr. Justice Douglas in the dissenting opinion of Special Equipment Co. v. Coe,
supra note 1.

11 J, S. Const. art. 1, § 8.

12 This oft-quoted description of the patent grant appears in Mercoid Corp. v. Mid-Continent
Investment Co., 320 U.S. 661, at 666 (1944).

13 See Bloomer v. McQuewan, 14 How. (55 U.S.) 537, at 548 (1852), in which Mr. Chief
Justice Taney stated: “The franchise which the patent grants consists altogether in the right
to exclude everyone from making, using, or vending the thing patented, without the permission
of the patentee. This is all that he obtains by the patent.”

14 United States v. American Bell Telephone Co., 167 U.S. 224 (1897) ; The Paper Bag Case,
supra note 3.

154 StaTt. 577 (1835). The patent became void after one year of non-use. The provision was
amended in 1836, 5 Stat. 117, at 123 (1836). A defense in an infringement suit could still be
raised that a patent issued to an alien was not used for 18 months.

1616 Start. 198 (1870).

1727 Fed. 204 (1886).
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is bound either to use the patent himself or allow others to use it on reasonable
or equitable terms.

This view has been oft-repeated and as recently as 1945 three members of the
Supreme Court indicated this is, and rightly should be, the law.18

The dictum of Hoe v. Knap was much criticized in succeeding cases'® and then
flatly repudiated in a Court of Appeals case, the Button Fastener case,?® in which
Justice Lurton observed that along with the grant of a patent it is expected that the
patentee will use his invention or license others to use it and:

... This expectation is based alone upon the supposition that the patentee’s interest
will induce him to use, or let others use, his invention. The public has retained no
other security to enforce such expectations. A suppression can endure but for the
life of the patent, and the disclosure he has made will enable all to enjoy the fruit
of his genius. His title is exclusive, and so clearly within the Constitutional provisions
in respect of private property that he is neither bound to use his discovery himself,
nor permit others to use it. The dictum found in Hoe v. Knap . . . is not supported
by reason or authority.

The Supreme Court later quoted the language of the Button Fastener case with
approval.?!

D. NON-USE AS AN EQUITABLE DEFENSE

The problem of non-use came before the Supreme Court soon after the Button
Fastener case in the form of the much discussed Paper Bag case.??

In a suit to enjoin infringement of a patent, the defendant pleaded that an equity
court should bar the suit on the ground that the patented invention had “long and
always and unreasonably been held in non-use . . . instead of being beneficial to the
art to which it belongs.” This defense was raised for the first time in the case in oral
argument in the Circuit Court of Appeals.?® The Court of Appeals affirmed the
finding of the patent being valid and infringed. In a strong dissent, Judge Aldrich
considered the patent as a “paper patent deliberately held in non-use for a wrongful
purpose” and contended that the owner should be denied equitable relief. He further
observed :2¢

My contention is not that an individual or corporation may not buy and hold
competing patents . . . and recover such damages at law for infringement . . . but
that equity should not by the arm of injunction aid the owner in a purpose to control
and suppress invention and to retard intended benefits which in the ordinary course
of manufacture and trade, uninfluenced by unconscionable and inequitable control,
would naturally flow to trade and commerce.

18 Special Equipment Co. v. Coe, supra note 1. The dissenting opinion expressing this view
was" written by Mr. Justice Douglas, with whom Mr. Justice Black and Mr. Justice Murphy
concurred. :

19 See e.g., Consolidated Roller-Mill Co. v. Coombs, 39 Fed. 803 (C.C.E.D. Mich. 1889).

20 Heaton-Peninsular Button Fastener Co. v. Eureka Specialty Co., 77 Fed. 288 (6th Cir.
1896) reversing 65 Fed. 619 (1895).

21 Bement v. National Harrow Co., 180 U.S. 70 (1902) and Henry v. A. B. Dick Co., 224
U.S. 1 (1912), overruled on other grounds by Motion Picture Patents Co. v. Film Manufactur-
ing Co. 243 U.S. 502 (1917).

22 Continental Paper Bag Co. v. Eastern Paper Bag Co., supra note 3.

28150 Fed. 741 (1st Cir. 1906).

. 24Ibid. at 745.



Certain Aspects of Non-Use of Patents 163

On certiorari, the Supreme Court faced the issue of non-use.

Mr. Justice McKenna, speaking for the majority of the Supreme Court,
observed that:

Counsel seems to argue that one who has made an invention and thereupon applies
for a patent therefor occupies, as it were, the position of a quasi-trustee for the public;
that he is under a sort of moral obligation to see that the public acquires the right
to the free use of that invention as soon as conveniently possible. We dissent entirely
from the thought thus urged. The inventor is one who has discovered something of
value. It s his absolute property. He may withhold the knowledge of it from the
public and (sic) he may insist upon all the advaniages and benefits which the statute
promiscs to him who discloses to the public his invention . . .25 (emphasis added).

The court, however, pointed out that there had been no evidence tending to show
that the non-use had been unreasonable. Justice McKenna concluded that :

Whether, however, a case cannot arise where, regarding the situation of the parties
in view of the public interest, a court of equity might be justified in withholding
relief by injunction we do not decide.

It thus appears that the issue of whether or not to deny equitable relief where the
non-use is unreasonable was not squarely before the court and was not decided.

In the intervening half century since the Paper Bag case, there appears to be no
case where mere non-use was held unreasonable. The implication of the concluding
warning, therefore, has been considerably watered down.

Unreasonable non-use may be that which would work a hardship on the public.
A Supreme Court Justice®® recently emphasized what appears to be his view that
non-use is per se unreasonable by citing an extreme example of “unreasonable”
non-use in the case of an invention which reveals the cure of a dread disease. This
is a severe situation in which public policy could well outweigh the normal rights
of the owner of a patent grant and point toward compulsion of the patentee to use
or license the invention during the term of the patent through denial of injunctive
relief for patent infringement. It should, however, be noted that while an equity
court might refuse to enjoin the practice of the invention by other than the patentee
the legal remedy of damages, at least equal to a reasonable royalty, could still be
obtained in the courts by the patentee.?"

In the event of such an extreme case, the government under the present patent
laws could make the serum or invention involved available to the public without
allowing all comers to infringe the recognized property rights of the patentee on a
theory of non-use. The government through an agency, such as the Public Health
Service, could distribute the serum and be sued in a single suit by the patentee who
has no injunctive recourse against the government.”® Such an approach would

25 Quoting from United States v. American Bell Telephone Co., 167 U.S. 224, at 249 (1897).
26 The dissenting opinion of Mr. Justice Douglas in Special Equipment Co. v. Coe, supra note 1.

27 See Title 35 U.S. Code § 284 (1952), “Upon finding for claimant the court shall award
claimant damages . . .” (emphasis added).

28 U.S. Code, § 1498, as amended 66 StaT. 757 (1951). It should be noted that a manufac-
turer and persons such as doctors could participate in the program and under the law this would
amount to manufacture and use by the government if done under government authorization or
consent so as to provide a complete defense.
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avoid the multiplicity and circuitry of suits which would result if a plurality of
individuals were to make, sell, and use the serum during the term of the patent and
be individually sued by the patentee.

Denial of injunctive relief would in effect result in a situation analogous to com-
pulsory licensing. The patentee would be unable to prevent others from making,
using, or selling his patented invention but he could obtain damages for infringe-
ment, at least if an antitrust violation were not involved. Compulsory royalty-free
licensing has been used in antitrust cases while the antitrust violation continued
or until the results of the violation were eliminated and the status quo restored.?®
Compulsory licensing is a complex problem in itself.3® There are other situations
besides antitrust violations where courts have denied injunctive relief to the patent
owner on the equitable theory that the hardship to the defendant or the public was
great compared to the benefit of such relief to the plaintiff. Situations include those
where the patent is about to expire®! or a preliminary injunction is involved.3?

A leading case illustrating the denial of injunctive relief for infringement because
of great hardship to the public contrasted with slight gain to the patentee is City of
Milwaukee v. Activated Sludge.®® The City of Milwaukee was charged with infringe-
ment of a patent through use of a plant for treatment of the city’s sewage, before
disposal into Lake Michigan. The court denied injunctive relief pointing out that
the normal patent right of such relief is conditional on the equities of the situation
and to grant the relief prayed for would result in the City closing the plant and
dumping raw sewage in a lake used for drinking and bathing purposes. The court
held that no risk to public health of a half a million people should be taken.

" The Patent Statutes have in effect codified the equitable principles involved in the
Activated Sludge case. Injunctive relief is to be granted in accordance with the prin-
ciples of equity on such terms as the court deems reasonable.3* The patent laws thus
recognize that injunctive relief may be denied by the court where in the discretion
_ of the court such relief would be inequitable or unreasonable.33

The issue of non-use came before the Supreme Court for a second time in the
Special Equipment case®® in a somewhat indirect manner. Suit was brought in the
District Court for the District of Columbia, under R.S. Sec. 4915, to compel issuance
by the Commissioner of Patents of a patent for a subcombination of elements of a
machine for which the inventor had previously filed a patent application. The com-
bination application disclosed a machine for preparing fruit for canning or other
processing while the subcombination application in essence omitted a splitting knife

29 United States v. Vehicular Parking, 61 F. Supp. 656 (D.C. Del. 1945) and United States
v. United States Gypsum Co., 124 F. Supp. 573 (D.C.D. of C. 1954).

80 There is much material on this subject. E.g., see, Folk, Patents and Industrial Progress
(1942) ; Hartford-Empire Co. v. United States, supra note 8, United States v. National Lead
Co., 332 U.S. 319 (1947) ; Sec. 11 of the Atomic Energy Act of 1946, 48 U.S.C. 1811; Hearings
on the Oldfield Bill, supra note 6, and McFarlane Bill, HR., 9259, 75th Con. (1938); and
Coburn, Compulsory Licensing by the Courts, 28 J. Par. OFF. Soc’y 180 (1946).

81 Draper Co. v. American Loom Co., 161 Fed. 728 (1st Cir. 1908).

82 Barnard v. Gibson, 7 How. (48 U.S.) 650 (1848).
© 88 69 F.2d. 577 (7th Cir. 1934) Cert. denied 293 U.S. 576 (1934).

34 Tjtle 35, U.S. Code, § 283 (1952) ; based on R.S. 4921, 35 U.S. Code repealed § 69 (1946).

88 See Vitamin Technologist, Inc. v. Wisconsin Alumni Research Foundation, 146 F.2d 941,
(9th Cir. 1944) ; cert. denied, 325 U.S. 876 (1945).

88 Special Equipment Co. v. Coe, supra note 1.
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arrangement and disclosed the pre-splitting of the pears by hand. Both the District
Court and the Court of Appeals®™ upheld the Patent Office but the Court of Appeals
rested its decisions on a new issue, raised in oral argument, and affirmed on the
ground that the inventor did not intend to make or use the invention and that the
purpose of seeking the subcombination patent was merely to protect the entire
combination of the complete machine.

The Supreme Court reversed the lower courts and held that it is well-established
practice to allow claims to both a combination and subcombination.®® Mr. Justice
Stone points out® in the majority opinion that:

. .. By the very terms of the statute, the grant is nothing more than a means of
preventing others, except under license from the patentee, from appropriating his
invention,

It by no means follows that such a grant is an inconsistent or inappropriate exer-
cise of the constitutional authority of Congress “to promote the Progress of Science
and useful Arts” by securing the inventors “the exclusive right to their . . . Dis-
coveries.” Congress, . . . could have provided that the grant should be conditioned upon
the use of the patented invention, as in fact it did provide by the Act of 1832 . ..

authorizing . . . patents to aliens conditioned upon the use. . . . But Congress was
aware that an unpatented invention could be suppressedi® and the public thus
deprived of all knowledge or benefit of it . . . statutes which it did enact require

that patents be granted only for a limited term upon an application fully disclosing
the invention. . . .

The court has consistently held that failure of the patentee to make use of a patented
invention does not affect the validity of the patent.#!

The Court pointed out that the record afforded no basis of establishing that the
inventor intended not to use the invention. Hence, much of the above decision could
be considered dicta.

The Special Equipment case is notable also for the vigorous dissent of Mr. Justice
Douglas*? who stated :#3

I think it is time to be rid of that rule. [that non-use of a patent is not a defense
to a charge of patent infringement] It is inconsistent with the Constitution and the
patent legislation which Congress has enacted. . . . It is a mistake therefore to
conceive of a patent as but another form of public property. The patent is a privilege
“conditioned by a public purpose.”*%. . . supppression of patents has become
commonplace.4?

1 think it is time to return to the earlier, and I think the true philosophy of the
patent system. We should not pass on to Congress the duty to remove the private

37144 F.2d 497 (D.C. Cir. 1944).

38 The court cited cases for this proposition including Mercoid Corp. v. Mid-Continent
Investment Co., supra note 12.

39 324 U.S. 370, at 378 (1945).

40 See discussion note 4 on use of the word suppression.

41 The court cited The Paper Bag Case, supra note 3; Crown Die & Tool Co. v. Nye Tool
and Machine Works, 261 U.S. 24 (1922) ; Woodbridge v. United States, 263 U.S. 50 (1923);
Fox Film Corp. v. Doyal, 286 U.S. 123 (1931); and Hartford-Empire Co. v. United States,
supra note 8, :

42 Joined by Mr. Justice Black and Mr. Justice Murphy, Mr. Justice Rutledge dissented on
other grounds in a separate opinion.

43324 U.S. 370, at 381 (1945).

44 Citing Mercoid Corp. v. Mid-Continent Investment Co., supra note 12.

45 Citing Hamilton, Patents and Free Enterprise, supra note 1.
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perquisites which we have engrafted on the patent laws. This court is responsible
for their creation. This court should take the responsibility for their removal. I
would adopt the view of Hoe v. Knap.48

E. NON-USE AS EVIDENCE OF INVALIDITY

In order for a patent to be valid, it must have some utility. It was never intended
that a patent be granted on a product unless such product be useful,4” and to obtain
a patent, requires but slight evidence of successful operation to establish the
required utility.*® The granting of a patent extends a presumption of validity which
has long been recognized in case law*® and which has been codified in the Patent
Act of 1952.%°

Non-use has been discussed in many cases as tending to show non-utility and
hence invalidity of the patent. A recent case®! held that it is an admission of defi-
ciency in a patented invention when the patent owner soon departs in its manu-
facture from the teachings of the patent. Such overcoming of the presumption of
validity of an issued patent by a showing of non-use was criticized by one writer 52
Earlier cases have held that non-use does not overcome the prima facie presumption
of validity of the patent®® and according to Walker,% non-use has only a bearing
on the construction to be given a patent.

Non-use has been equated to the converse of commercial success.® Evidence of
commercial success is often introduced in an effort to uphold the validity of a patent,
and as bearing on novelty, utility, and invention, the elements determinative of
patentability. Mr. Justice Roberts in the Ray-O-Vac case®® pointed out that:

Once the method was discovered, it commended itself to the public as evidenced
by marked commercial success. These factors were entitled to weight in determining
whether the improvement amounted to invention and should in a close case tip the
scales in favor of patentability.57

It is submitted that a court should rightly consider non-use of a patent as evidence
in determining validity, but as appears to be the prevailing view, only in a close case.
The validity of patents cited as prior art has often been attacked because of non-
use of such cited patents. On investigation, it becomes apparent that this line of
attack is only a special area of attack on the validity of patents in general because of
non-use. Cases often cited point out that a successful patent will not be anticipated by

48 Hoe v. Knap, supra note 17.

47 In re Bremmer, 182 F.2d 216 (C.C.P.A. 1950).

48 Dalton Adding Machine Co. v. Rockford Milling Machine Co., 253 Fed. 187 (D.C.N.D. IIL
1918), aff’d, 267 Fed. 422 (7th Cir. 1920).

49 Crown Cork & Seal Co. of Baltimore City v. Aluminum Stopper Co. of Baltimore City,
108 Fed. 845 (4th Cir. 1901).

50 35 U.S. Code § 282 (1952).

51 Auto Specialties Mfg. Co. v. Handler Motor Supply Co., 226 F.2d 853 (8th Cir. 1955).

6224 Geo. WasH. L. Rev. 717 (1956).

88 E.g., see, Packard v. Lacing-Stud Co., 70 Fed. 66 (1st Cir. 1895).

54 Walker On Patents, § 244 (Deller’s Ed.) 1937.

" 85 Dewey & Almy Chemical Co. v. Mimex Co., 124 F.2d. 986 (2d Cir. 1942).

86 Goodyear Tire & Rubber Co., Inc. v. Ray-O-Vac Co., 321 U.S. 275, at 279 (1944).

57 Citing : Smith v. Goodyear Dental Vulcanite Co., 93 U.S. 486 (1877): Topliff v. Topliff,
145 U.S. 156 (1892) ; Keystone Mfg. Co. v. Adams, 151 U.S. 139 (1894); Paramount Public
Corp. v. American Tri-Ergon Corp., 294 U.S. 464 (1935) ; and others.
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prior patents which were failures.?® However, in such cases the courts are actually
only pointing out that a patent will not anticipate a subsequent invention when the
patented invention is inoperative or lacks utility. It should be noted that the validity
of the patents is not being attacked for non-use per se, but rather for non-utility or
inoperativeness as evidenced by the non-use.

Other cases specifically point out that paper patents may negate invention. A
Ninth Circuit case®® pointed out:

. the fact that no commercial use has been made of a patented device does not
affect its weight as anticipatory of a later patent. . . .

It is well settled that mere paper patents may negate otherwise patentable novelty,
provided they sufficiently disclose the principles of the alleged invention.

The patent laws provide that a mere printed publication without an actual reduc-
tion to practice, if of an early enough date, can be sufficient anticipation to preclude
the grant of a later patent.% The only question that might arise is whether the printed
publication provides sufficient disclosure for a person “skilled in the art” to reduce
the described invention to practice.®!

F. CONCLUSIONS

The writer feels that new attacks on non-use will continue in the form of proposed
legislative changes to require compulsory licensing on a reasonable royalty basis in
the case of non-use. A compromise view often suggested is compulsory licensing
after a specified period of non-use.%?

It should also be expected that requests for denial of injunctive relief for patent
infringement on a showing of non-use will continue.3 The issue of non-use of patents
will continue to be attacked and examined as an alleged abuse possible under the
present laws.

While there is a vigorous minority view that non-use is unreasonable per se and
contrary to public policy and the patent laws, another strong minority view holds
that non-use can be and must be reasonable. The “rule of reason” has been suggested
by the Supreme Court and others but not applied in recent times.

It is submitted that the law is, as it should be, that mere non-use of a patented
invention is within the rights of a patentee. When a patentee conspires with others
or attempts to extend his monopoly beyond that granted by the patent laws, he
comes within the purview of the antitrust laws, a subject beyond the scope of this
discussion.

38 E. g., see, General Electric Supply Corp. v. Maytag Co., 100 F.2d. 218 (8th Cir. 1938),
rev’d on other grounds, 307 U.S. 243 (1939) and Farmers Mfg. Co. v. Spruks Mig. Co., 127
Fed. 691 (4th Cir. 1904).

59 Tashjian v. Forderer Cornice Works, 14 F.2d. 414 at 415 (59th Cir. 1926).

60 Title 35 U.S. Code § 102. “A person shall be entitled to a patent unless the invention . . .
was described in a printed publication in this or a foreign country, before the invention thereof
by the applicant ... or . .. more than one year prior to . .. application. . . .”

61 See Remington Cash Register Co. v. National Cash Register Co., 6 F.2d. 585 (D.C.
Conn. 1925).

62 This appears to be the continental law. E.g., see: Casalonga, The Compulsory License System
in France, 36 Pat. OFr. Soc’y 19 (1954) for French 3-year law; and Casalonga, Forfeiture of
Patents for Non-Working, 33 J. Pat. Orr: Soc’y 714 (1951).

83 E.g., see, Bush, Proposals for Improving the Patent System, supra note 1, at 28.
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tcy. Princeton, N. J.: Princeton Uni-
versity Press, 1955. 514 pp.

Bright, Arthur. The Electric Lamp Indus-
try: Technological Change and Eco-
nomic Development from 1800 to 1947.
New York: The Macmillan Company,
1949. 526 pp.

This book is one of the relatively few in-
dustry studies which consider specifically
the role of patents in industry. In general,
Bright concludes that the patent system
has functioned well, but not optimally, in
stimulating invention and innovation in the
electric light industry. He considers and
evaluates the desirability of suggested
changes in the.system as they would apply
to this industry.—JWM*

Chamberlin, Edward H. (ed.). Monopoly
and Competition and T heir Regulation.
Proceedings of a Conference held by
the International Economic Association,
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Kaysen, Carl. The United States v. United

Shoe Machinery Corporation—An Eco-
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Harvard University Press, 1956. 404
Pp-
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Markham, Jesse W. “Survey of the Evi-
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ton University Press, 1955. 514 pp.
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304 pp.
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* Staff member who submitted item.
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radio industry. He concludes that they have

been an important spur to the industry’s

technological progress. See also the fol-

lowing journal article by the author:
“Patents and Technical Progress—A
Study of Television,” Journal of Politi-
cal Economy, 58, No. 2 (April, 1950).
—JWM*

McCloy, Shelby T. French Inventions of

the Eighteenth Century. Lexington:
University of Kentucky Press, 1952.
212 pp.
Direct awards and prizes to inventors and
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Government to stimulate industry in the
early days of the French patent system,
according to Chapter 12, which gives the
story of how the French patent system
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Oliver, John W. History of American
Technology. New York: Ronald Press,
1956. 676 pp.
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the role of our patent system. The author
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Pittsburgh.—JR*

Palmer, Archie M. Nonprofit Research
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Series. Washington: National Acad-
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247 pp.
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York: Harper and Brothers, 1947. 411
PP-
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Stocking, W. G. and Myron M. Watkins.
Monopoly and Free Enterprise. New
York: The Twentieth Century Fund,
1951. 596 pp.

The authors believe that the present
American business is neither pure mo-

* nopoly nor free competition but a mixture

of both. They would favor, however, more
strict control of private large enterprise
to see that these serve the public interest.
—BSS*

Tuska, C. D. Inventors and Invention.

New York: McGraw-Hill Book Com-
pany, 1957. 174 pp.

A popular discussion of inventors and their
work and methods of inventing.—JR*

Vaughan, Floyd L. The United States

Patent System; Legal and Economic
Conflicts in American Patent History.
Norman: University of Oklahoma
Press, 1956. 355 pp.

Unlike the late Professor Vaughan’s well-
known 1925 book, Economics of Our Pat-
ent System, this book is not an economic
analysis of the patent system. Nor is the
book “revolutionary,” irr the sense of seek-
ing to abolish the system. The author is,
however, concerned with the sins of the
system and presents in detail illustrations
of abuse. The book also contains a lengthy
chapter on remedies. Students of the patent
system are probably familiar with most of
the material in this book, including the
discussion of remedies. Nevertheless, it
may serve a useful purpose as a source of
reference.—JWM#* -

* * * * *

It is suggested that students interested in
objective literature read Vaughan's revi-
sion somewhat critically.—JR*

Williams, B. R., and Charles Frederick

Carter. Industry and Technological
Progress. London: Oxford University
Press, 1957. 244 pp.

A discussion of the motivation forces and
economic factors which control the speed
of application of new products in industry.
The conclusions and findings are based on
cases.—J CG*

PH.D. DISSERTATIONS

Reese, Jim E. “The Economic Implica-

tions of the U. S. Patent System.” Un-
published, University of Texas, 1940.

Listed in Vaughan's recent book, The
United States Patent System, Legal and
Economic Conflicts in American Patent
History, 1956.—JR*
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Schmookler, Jacob. “Invention and Eco-
nomic Development.” Unpublished, Uni-
versity of Pennsylvania, 1951.

Those engaged in research on the patent
system should be interested in studying
Schmookler's conclusions concerning the
use of patent statistics as a measure of
changes in technical knowledge and as a
tool for forecasting technical change. This
thesis has been summarized in an unpub-
lished paper presented before the Confer-
ence on the Quantitative Description of
Technological Change, sponsored by the
Committees on Economic Growth and on
Social Implications of Atomic Energy and
Technological Change of the Social Sci-
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This thesis has been summarized in an un-
published paper presented before the Con-
ference on the Quantitative Description of
Technological Change. . . . Social Science
Research Council, April 6-8, 1951, See also
the following journal article by the author:
“ls the Rate of Invention Declining?”
American Journal of Sociology, 57 (May,
1952) —JWM*

PERIODICALS

Currie, Brainerd (ed.). “The Patent Sys-
tem.” Law and Contemporary Problems,

Patent, Trademark, Copyright Journal of Research, Education

12, No. 2 and 13, No. 2 (Autumn,
1947, and Spring, 1948).
This source is probably well known to most
students of the patent system. It is an
excellent and representative collection of
articles on various aspects of the system.
Among others, the papers included cover:
a. government policy concerning patents ;
b. the relationship of patents to compe-
tition in the automobile industry;
¢c. the United States Patent Office; and
d. patent reform.—JWM*

Dirlam, Joel B. “Patents and Progress:
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. “The Patent Slump,”
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Gilfillan, S. Colum. “Inventions as a
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December, 1945, A Supplemental Issue,
Supplement V, pp. 66-85.
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inventions, does agree that it is an eco-
nomic good, but it differs from other
economic goods in that all its cost is entire-
ly overhead. He believes that so far man-
kind has found no effective way to pay the
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out a string of inventions.—BSS*

. “The Prediction of Tech-
nical Change,” Review of Economics
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and Statistics, 34, No. 4 (November,
1952), 368-385.

A portion of this article is devoted to the
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“Impact of the Antitrust Laws on Patents
and Trademarks in Foreign Commerce,
The,” Report of the Round Table Dis-
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REPORTS AND HEARINGS

Antitrust Problems in the Exploitation of
Patents. Staff Report to Subcommittee
No. 5 of the H. of R., Commitiee on
the Judiciary. October 15, 1956. 25 pp.

This report concludes antitrust laws offer
no threat to ‘“integrity of the American
patent system” and that there is no basic
incompatibility. —JR*

Bigness and Concentration of Economic
Power—A Case Study of General
Motors Corporation, Staff Report of
Subcommittee on Anti-trust and Mo-
nopoly of the Senate Commitlee on the
Judiciary, 84th Cong., 2d Sess., Wash-
ington, 1956.

This report, a “preliminary” but “detailed
factual analysis,” may be followed by
others which more adequately treat certain
“topics which were touched upon, such as
profitability. . . , intracompany sales, pur-
chasing policies, . . . the relationship of
efficiency to size, research and develop-
ment, and problems of the full line.”—
THS*

Final Report of Select Committee on
Small Business. H. of R. H. Res. 114,
84th Cong., January 3, 1957.

This report states on page 84 that govern-
ment patent policy is a probable villain
in helping industry concentrate economic
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search but not getting title to the patents.
—JR*

Progress Report by the Cabinet Commit-

tee on Small Business. Washington,
August 7, 1956.
This is the “first progress report” submitted
to the President by the Cabinet Committee
on Small Business, which was appointed
on May 31, 1956. It offers policy recom-
mendations with respect to taxation, pro-
curement, financing and technical aids,
mergers and antitrust, and the paperwork
burden.—IHS*

Proprietary Manufacturing Know-How
and the Requirements of National De-
fense, Machinery and Allied Products
Institute and Council for Technological
Advancement. Washington, no date.
This pamphlet consists of two statements
submitted by the Machinery and Allied
Products Institute to the Office of Assist-
ant Secretary of Defense (Supply and
Logistics). These statements comment on
a procurement regulation intended to clar-
ify Defense Department policy governing
the acquisition of manufacturers’ proprie-
tary technical data.—IHS*

Publications of the Subcommittee on Pat-
ents, Trademarks, and Copyrights of
the Committee on the Judiciary, U. S.
Senate, 85th Cong., lst Sess.

PATENT STUDIES

No. 1. Bush, Proposals for Improving the
Patent System (1956).

No. 2. Frost, The Patent System and the
Modern Economy (1956).

No. 3. Patent Office, Distribution of Patents
Issued to Corporations, 1939-1955 (1956).

No. 4. Federico, Opposition and Revocation
Proceedings in the Patent Cases (1957).

No. 5. Vernon, The International Patent Sys-
tem and Foreign Policy.

No. 6. Palmer, Patents and Nonprofit Re-
search,
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OTHER PUBLICATIONS Science and Engineering in American

Industry. Final Report on a 1953-1954
Survey, Prepared for the National
Science Foundation by the U. S. De-
partment of Labor, Bureau of Labor
Statistics. .

Information regarding costs and personnel
for research was obtained through ques-
tionnaires sent to a stratified sample of
employers employing eight or more per-
sons. The information regarding expendi-
ture for research and development was
obtained by interviews of research direc-
tors of 200 of the largest companies.—
BSS*

Hearings, American Patent System, October
10, 11, and 12, '1955.

Hearings, Inventor’s Awards, June 7, 1956.

Hearings, Patent Extension, May 4 and
June 13, 1956.

Report, Review of the American Patent Sys-
tem- (S. Rept. No. 1464, 1956).

Report, Patents, Trademarks, and Copy-
rights (S. Rept. No. 72, 1957).

~ Annotated Bibliography of Student Papers

THE FOLLOWING ANNOTATIONS, except for one, refer to student papers selected from
the Foundation’s first seminar and lecture series on the patent, trademark, copyright
and related systems, established jointly with The George Washington University Law
School.! These papers, though not ready for publication, are believed to contain use-
ful information and are available for examination in The Patent, Trademark, and
Copyright Foundation’s library. The Foundation invites educational and research
institutions to submit informative student papers on the patent, trademark, copyright
and related systems to be considered for annotation in this section.

Bouton, Charles E. “An Analysis of the Brown, William S. “A Study of Certain

Development of the International Con-
vention for the Protection of Industrial
Property.” 16 pp.

Gives brief historical background of the
International Convention. Construction of
the Convention is noted as having taken
place through the interchange of ideas ex-
pressed by representatives of several na-

tions at four major conferences beginning
in 1873.

Brown, Charles E. “A Comparison of
Certain Aspects of Damages in Patent
Infringement and Declaratory Judg-
ment Cases.” 22 pp.

Examines the methods of determining the
amount of damages to be awarded to pat-
entee for infringement by comparing con-
trolling statutes from 1870 to the present.
Considers the protection offered an alleged-
ly infringing manufacturer from excessive
loss of profit or excessive damages under
. the Federal Declaratory Judgment Act of
1934. The economic factors that influence
decisions are discussed.

Chemical Patent Cases.” 18 pp.

A presentation of six recent cases dealing
with chemical patents. Hooker Electro-
chemical Co. v. Watson, Commissioner of
Patents, 107 U.S.P.Q. 78; Pierce v. Mueh-
leisen, 107 U.S.P.Q. 74; Sterling Drug,
Inc. v. Watson, Commissioner of Patents,
108 U.S.P.Q. 37; In re Gruskin, 110
U.S.P.Q. 288; Hartford National Bank
and Trust Co. v. E. F. Drew and Co.,
Inc., 111 U.S.P.Q. 147; In re Megat, 112
U.S.P.Q. 317. The cases were selected
with the following questions in mind:
(1) Are the standards of patentability set
by the courts excessively high? (2) Are
non-technically trained judges capable of
analyzing prior art so as to pass judgment
on a technical inventive contribution?

Canady, Donald W. “Consideration of

Grant-Back Clauses -in' Patent Li-
censes.” 20 pp.

Examines different types of grant-back
clauses and discusses the antitrust consid--
erations involved in the use of such clauses.

1 See Student Papers Section in this Journal, p. 159.
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Cooper, Eugene S. “Remedies in Patent
Antitrust Cases from the Standpoint
of the Norms of the Patent System
of the Norms of the Patent System.”
23 pp.

Discusses the broad relationship between
patent and antitrust laws and illustrates
how patent practices may result in illegal
restraint of trade. Court decrees are com-
pared and their possible effects considered.

Crickenberger, Ira T. “An Analysis of
the Provisions Regarding the Patentee’s
Exercise of Exclusive Rights Under
the International Convention for the
Protection of Industrial Property.” 32
PP.

The concept of compulsory working is dis-
cussed and the . historical development of
the various provisions of Article 5 (a) is
traced through the six Conferences of Re-
vision. Tables of the Convention member-
ship and working requirements in various
Convention countries are included.

Frazier, Roy D. “A Comparative Study
of the Treatment by the Circuit and
Supreme Courts in the Last Ten Years
of Chemical and Other Patents.” 16 pp.

Examines the decisions of the Circuit
Courts and the Supreme Court for the 10-
year period of January 1947 through De-
cember 1956 and compares the treatment
in those decisions of chemical patents with
other patents.

Helling, Donald C. “Patent Licensing
Problems Arising from Government
Employer-Employee Relationship.” 46
Pp-

A survey of decisions bearing on the rela-
tive rights of the Government and its em-
ployees in inventions made by Government
employees; an examination of the Report
and Recommendations of the Attorney
General to the President, Investigation of
Government Patent Practices and Policies

(1947) ; and the provisions of Executive
Order 10096.

Hilderley, Clifton, T., Jr. “Aspects of
Employer-Employee Patent "Licensing
in Industry.” 17 pp.

This paper highlights the controversy in
industry between employers and employees

with respect to patent rights. A brief cov-
erage of cases is included. A suggestion is
made that problems could be simplified by
applying basic contract principles.

Kain, Wallace M. “The Doctrine of

Equivalents and the Supreme Court.”
19 pp.

Discussion of doctrine of equivalents based
on recent Supreme Court decisions. Con-
sideration is given to the effect of strict
and liberal claim interpretation.

Krizov, Paul C. “Effect of Certain Anti-

trust Decisions on Foreign Licensing.”
33 pp.

Discusses the interaction between the pat-
ent system and the antitrust laws experi-
enced by United States manufacturers who
trade abroad. Territorial limitations of pat-
ent rights and antitrust laws are contrasted
and the relative freedom of action in cer-
tain respects of foreign companies is noted.

Main, George H. “A Re-examination of

Certain Patent Cases before the Su-
preme Court in the Last Ten Years.”
44 pp.

An examination of certain aspects of seven
cases involving patents decided between
1947 and 1957. Funk Bros. Seed Co. v.
Kalo Innoculant Co., 333 U.S. 127 (1948) ;
Mandel Bros., Inc. v. Wallace, 335 U.S.
291 (1948) ; Jungersen v. Ostby and Bar-
ton Co., 335 U.S. 560, (1949); Graver
Tank and Mfg. Co., Inc. v. Linde Air
Products Co., 336 U.S. 271 (1949);
Faulkner v. Gibbs, 338 U.S. 267 (1949) ;
The Great Atlantic and Pacific Tea Co.
v. Supermarket Equipment Corp., 340 U.S.
147 (1950) ; Crest Specialty v. Trager, 341
U.S. 912 (1951). A consideration of
underlying factors that might have some
bearing on the courts’ decisions in patent
cases.

Meland, Creighton R. “Prior Knowledge

as a Bar to a Patent Where the
Knowledge Has Been Suppressed by
Reason of Government Security.” 19 pp.
Certain cases dealing with the concealment
of a new invention from the general public
are discussed. Publication is compared with
the restriction of information by govern-
ment for the purpose of security.
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Rothstein, Seymour. “An Analysis of
Treaties Dealing with Patent Matters
Before and Under the Union for the
Protection of Industrial Property and
Suggestions for an International Tri-
bunal.” 23 pp.

A discussion of particular aspects of cer-
tain treaties, including the Union for the
Protection of Industrial Property; changes
from 1883 to the present are noted.

Stearman, Joel. “Certain Aspects of De-
sign Protection for Three-Dimensional
Articles.” 27 pp.

A limited investigation into the possibili-
ties of, requirements for and comparisons
between the protections afforded to three-
dimensional articles under the Design Pat-
ent Statutes, the Copyright Law and
‘Trademark Act of 1946. Attention is
directed to the implications of certain re-
cent decisions in the three fields, including
the Brunswick case (110 U.S.P.Q. 481),
the Mazer v. Stein case (100" U.S.P.Q.
325), the 3-M case (92 U.S.P.Q. 74), the

Patent, Trademark, Copyright Journal of Research, Education

Lucien Lelong case (75 U.S.P.Q. 302) and
the Caron case (100 U.S.P.Q. 356).

Ziems, Robert F. “A Reconsideration of

Certain Mechanical Cases in the 7th
Circuit Court of Appeals.” 12 pp.

Discussion of three recent 7th Circuit cases
holding improvement patents invalid. Keuf-
fel & Esser Co. v. Pickett & Eckel, Inc.,
86 U.S.P.Q. 124; Powder Power Tool
Corporation v. Powder Actuated Tool Co.,
108 U.S.P.Q. 155; Anderson v. The Phoe-
nix Products Co., 107 U.S.P.Q. 66. Au-
thor queries whether court appreciated the
importance of the technical advances.

Zinn, Donald E. “Technical Information

and the General Electric Lamp De-
cree.” 29 pp.

Discusses the Lamp case. United States v.
General Electric Co., 115 F. Supp. 835
(D.N.]J. 1953). There is a comparison of
the subject decree with other consent
decrees involving patents.



NOTES

Annual Public Conference

The organization and content of the
second Annual Public Conference pro-
gram was explored at a meeting recently
of the members of the Foundation Staff.
In addition to the presentation and dis-
cussion of the Foundation research proj-
ects, it has been decided, as suggested at
the meeting, to introduce a new feature
at the 1958 Conference, a special session
devoted to current issues in the fields of
the Foundation’s interest. This session
will be so organized as to encourage the
maximum participation from the floor.

The Conference will be held on June
19 and 20 at the Sheraton-Park Hotel

in Washington, D. C. The Conference
fee will be $50 and includes the Con-
ference, two luncheons, reception, and
dinner. The Conference fee will be $20
for students working toward a degree
and persons primarily engaged in teach-
ing at a college or university. Guests
attending the reception and dinner only
will be charged $10.50.

We are asking our members, partici-
pants, and other persons interested in
making the Conference a-success, to send
in their registrations to the Foundation
Office in advance.

Second Seminer and Lecture Series

The second Foundation seminar and
lecture series is being conducted during
the 1958 spring semester by Executive-
Director L. James Harris, Professorial
Lecturer at The George Washington
University Law School. Among the
Foundation’s Research Staff serving as
discussion leaders for this semester are:
Dr. Robert B. Bangs, Dr. J. N. Behr-
man, Mr. George E. Frost, Professor
James N. Mosel, Dr. Joseph Rossman,
Dr. Barkev S. Sanders, and Dr. Irving
H. Siegel.

In conjunction with the lectures, pre-
liminary papers are orally presented by
the students and discussed during the
meetings. These oral presentations are
developed into written papers by the
end of the semester.

Students are introduced to the patent,
trademark, and copyright systems as
functioning legal, social, and economic
institutions. The thought is that the best
in this type of teaching is achieved when
the students are close to and advance
with the progress of research.

The Foundation’s Library

The Foundation is planning to or-
ganize a library devoted to the fields of
education and research in which it is
engaged. Such a specialized library

177

should eventually become an important
storehouse of published and unpub-
lished literature for the curricular ref-
erence and the needs and interests of
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enrolled students, patent specialists,
teachers of the law, research workers
in the physical and social sciences, pro-
fessional people, and others. The library
collection will be housed at The Patent,
Trademark, and Copyright Foundation,
on the campus of The George Wash-
ington University. It is intended that
the library will contain collections in
the Foundation’s particular fields of in-
terest to supplement the rich library
resources in Washington and add to
the unusual opportunity for specialized
research in the Nation’s Capital. This
repository ‘will also contain student
manuscripts noted in the Annotated
Bibliographies section of The Patent,
Trademark, and Copyright Journal of
‘Research and Education.

, Individuals and organizations are in-
vited to contribute, as loans or perma-
nent gifts, books, materials, and manu-
scripts in the various disciplines, such
as economics, statistics, law, psychol-
ogy, sociology, and engineering, rele-

vant to the objectives! of the Founda- .

tion set forth below :

“To gather and disseminate knowledge
regarding the principles, the facts, and
‘the practical operations of the patent,
copyright, trademark and related systems

Books

Eddy, J. P. The Law of Copyright,
Statutes Supplement No. 100, But-
terworths Annotated Legislation
Service, London: Butterworth & Co.
(Publishers) Ltd., 1957, 356 pp.

Leaper, W. J. Copyright and Perform-
ing Rights. London: Stevens & Sons
Limited, 1957. 231 pp.

Smith, Arthur M. (ed. and comp.).

- Supplementary Material in Patent

of laws of the United States and other
countries.

“To convey to the public the relation
of these systems to American industrial
and social progress.

“To develop a perspective of the part
played by the patent and related systems
in the creation of new products and indus-
tries, in the investment of capital, in com-
munity growth, and in technological re-
search.

“To organize educational programs on
the systems for use in courses of instruc-
tion in all stages and fields of study.

“To study the place and operation of
the systems in relation to incentives to ad-
vance science and the arts and to reward-
ing creators of industrial and intellectual .
subject matter.

“To provide the legal profession with
the means of intensifying their knowledge
of the laws and administration of the sys-
tems, the decisions of administrative
bodies and the courts thereunder, and the
relation thereto of the antitrust and trade
practices laws,

“The foregoing objectives are but part
of an over-all objective of conducting sys-
tematic research, so that from an analysis
of the facts, the principles and actual op-
erations of the systems may be accurately
evaluated in the light of the dynamic arts,
sciences, and technology as part of the
American political and economic struc-
ture.”

Received

Law. Ann Arbor, Michigan: Over-
beck Co., Publishers, 1954. 238 pp.

Smith, Arthur M. Patent Law—Cases,
Comments and Materials. 2 vols. Ann
Arbor, Michigan: Overbeck Co.,
Publishers, 1954. 1484 pp.

Waite, John Barker. Cases on Patent
Law. Ann Arbor, Michigan: Over-
beck Co., Publishers, 1949. 324 pp.

1 The Patent, Trademark, and Copyright Foundation Bulletin, 1956-1957, p. 6.
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The 1958-59 Bulletin

The 1958-59 Bulletin of the Founda-
tion has been prepared for publication
and will be issued shortly. This Bulle-
tin contains, with other things, an
outline of the organization of the Foun-
dation, including the present members

of the Advisory Council, Area Com-
mittees, and Research Staff; the edu-
cational program of the Foundation; a
description of current projects; and an
up-to-date list of Foundation members
and donors.






Licensing Abroad Under Patents, Trademarks,
and Know-How by U. S. Companies

Report on a Survey of Problems and Practices
and Their Relation to the American
Patent and Trademark Systems

J. N. BEHRMAN, Principel Investigator®

SUMMARY

THIS IS A REPORT ON THE results of the pilot study (Project 5a) of the rela-
tion of U. S. patents, trademarks, and know-how and U. S.-owned foreign
patents and trademarks to their use abroad under licensing arrangements.
Our purpose was to determine whether a large-scale study could profitably
be made on this subject. We have now developed some empirical infor-
mation and surfaced the major problems. The topics discussed here in-
clude: 1. Significance and Scope of the Study, II. Governmental Policies,
IT1. International Convention, IV. Exclusivity and Antitrust, V. Taxa-
tion, VI. Profitability and Incentives, VII. The License Contract, and
VIIIL. Implications.

The stuidy has been restricted initially to the U. S. side of the licensing
picture and even more narrowly by excluding the problems of business -
organization supporting licensing programs. We have concentrated on
the larger framework—the relation of licensing to patent systems and for-
eign commerce in general. To obtain empirical data, we interviewed 65
companies and circulated questionnaires to nearly 400 more. A tentative
picture of U. S. licensing practices has been put together from the 180
companies replying (orally or in written questionnaire).

Some of the results of the present investigation have been published in
the December and March issues of the Journal’ This report condenses
the results relating to governmental policies, the international convention
for the protection of industrial property, antitrust legislation and restric-
tive business practices, U. S. taxation, profitability and the incentives to
license and the general practices of the responding companies as to pro-
visions of the license contract. We conclude with a review of some of the
implications of the study thus far.

¢Acknowledgment is made of the contribution to this study by Jerome Jacobson, who served
as Consultant; by John Lindeman, who initiated it; by W. E. Schmidt, Lawrence Eckstrom, Joe
§. Cardinale, and Wilbur Fugate, who commented on part or all of the manuscript; and to
members of the executive and research staff of the Foundation, who offered technical advice and
criticism.
*PTCJRE, 1, No. 2 (December, 1957), pp. 220-243; and 11, No. 1 (March, 1958), pp. 137-158.
181
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Continued study of the special problems of licensing and of the impact
of foreign, judicial, and legislative policies will be made by the Founda-
tion. Additional empirical data on U. S. operations abroad will be sought
also. Further study of the incentives and obstacles to foreign licensing
will be required to provide a basis for policy recommendations to govern-
ments; these aspects have been reviewed in a previous issue of the
Journal® More precise information as to what types of commodities are
appropriately licensed (or wanted) abroad will also be necessary to guide
policy formation; a report in the December issue of the Journal’ exam-
ined this aspect of the over-all problem. It is hoped that the publication
of this report will stimulatc researchers abroad to investigate their own
systems in a similar manner.

I. SIGNIFICANCE AND SCOPE OF THE STUDY

A. PURPOSE AND SCOPE

THE FOUNDATION'S PILOT STUDY on foreign licensing was conceived as an exami-
nation of the relation of U. S. patents and trademarks and U. S.-owned foreign
patents and trademarks to their use abroad. We were interested initially in the
ways in which the results of the U. S. patent and trademark systems are extended
abroad. Obviously, U. S. patents and trademarks confer no rights as to manufac-
ture abroad. But they are usually the basis for filing and registration in foreign
countries. It is only after the foreign rights are obtained that the U. S. company
can license the use of these rights to foreign firms. To this extent foreign licens-
ing of patents and trademarks is an outgrowth of the U. S. systems for protection
of marks and inventions.

The subject of licensing cannot be restricted to patents and trademarks. It
must encompass the transfer of technical know-how. “Know-how” includes what-
ever unpatented or unpatentable information the licensor has developed and
which the licensee cannot readily obtain on his own and is willing to pay for
under the agreement; such as techniques and processes, the trade secrets necessary
to make and sell a patented (or other) item in the most efficient manner, designs,
blueprints, plant layouts, engineering specifications, product mixes, secret formu-
lae, etc. Transfers of know-how most {requently accompany a patent license and
sometimes are important in making a trademark license valuable to the licensee.
This investigation has, thercfore, encompassed all three types of transfer of in-
tangible industrial property rights from the United States to foreign companies
under license agreements.

Basically there are four types of licensing agreements, though they are usually

*PTCJRE, 1, No. 1 (June, 1957), pp. 145-158,
*PTCJRE, 1, No. 2 (Decenber, 1957), pp. 220-243,
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found in combination. The agreement may transfer rights to patents, (either for
products, processes, or machines) which have been obtained abroad by the U. S.
firm. It may be a means of granting rights under U. S.-owned trademarks regis-
tered abroad. It may be an arrangement to make available or sell know-how
relating to either technical or managerial skills or both. A fourth type adds to
any of these types a reciprocal arrangement under which certain rights are ex-
tended from the foreign company to the U. S. company; this sets up a cross-license
seldom involving payment of royalties or fees. Any of these types may extend the
right to merely manufacture, or to use, or to sell, or any combination of these.

The initial study has been restricted to the U. S. side of the picture in order to
limit the scope of investigation to one which could be covered within a reasonable
period of time. A fullscale study would require examination also of foreign
patent and trademark systems, legal protection, commercial and financial regula-
tions, anti-monopoly policies, taxation, and governmental attitudes toward licens-
ing. A larger study would also encompass the problems foreigners face in licens-
ing U. S. companies to produce in the United States and the extent to which such
activities affect U. S. licensing abroad.

B. METHOD

We have not been able to rely on secondary source materials, for literature on
the subject is sparse, We have gathered information through interviews and
questionnaires directed to corporation and government officials. Some 65 com-
panies in the United States were interviewed at length about their experience
and most significant problems. Questionnaires were sent to 387 companies, but
because of subsidiary relationships, the total was only about 3870. We made no
attempt to canvass each major industry or to “structure” the sample except to
choose large-size companies which we had reason to believe would be so widely
engaged in foreign operations as to have licensing arrangements abroad.

We phased the mailing of the questionnaire over four periods in order to bene-
fit from suggestions for its improvement. However, only 309, replied to the ques-
tion asking for comment on the questionnaire. Half of these considered it well
adapted; the other half suggested improvements, all different. We therefore left
the questions unchanged so as to maintain a maximum of comparability among
the replies. The questionnaire was published in the December Journal. Nearly
409, of those sent questionnaires replied, and 115 filled them out.! Adding the
results of the 65 interviews, we have experiences of 180 corporations. Not every
respondent answered all questions posed. One or two questions were passed by a
large number of the respondents. Most questions received no more than 109,

*This is a slightly higher proportion of completed questionnaires than that of a National Indus-
trial Conference Board study published recently; they received responses from 131 licensors out
of 460 addresses (28.5%,). We received 115 from 370 addresses (31.7%,). The form of the Foun-
dation’s questionnaire may have offset the advantage which the NICB may have had in reaching
its already established “clientele.”
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“no comment.” We have not attempted to set forth statistical arrays for each
answer; a specious preciseness would have resulted and, in any case, this pilot
study has aimed mainly at surfacing problems, determining their relative impor-
tance, and obtaining some information on policies used to meet them.

The results obtained may be influenced by the fact that more than 409, of
those answering the mailed questionnaire were lawyers; they were either heads
of patent (or legal) departments, patent lawyers, or legal counsel. Nearly 209,
were vice presidents; 12.5%, were presidents (or their assistants); and another
eighth were secretaries (or their assistants). The remaining 159, were managers
or engineers in international operations, exporting, merchandising, production, or
administration. A larger study could provide a sample large enough to test the
hypothesis (which some officials say is the case) that widely different attitudes
(and even information) are held by different officials according to their roles in
their companies. :

It should be noted that we have assured all interviewed officials and all those
responding through questionnaires that their replies will be kept strictly confi-
dential. A few illustrative experiences and cases are given, but they are taken
wholly from published sources.

C. EXTENT OF FOREIGN PATENTING AND LICENSING

In order to determine the economic significance of the subject studied, we re-
quested data from our respondents upon the extent to which they patented
inventions abroad, registered their trademarks abroad, and licensed either to
foreign companies.

Few, if any, U. S. companies patent all their patentable developments in the
United States; relatively few of those patented in the United States are patented
abroad. Less than 29, of the companies we interviewed or questioned asserted
that all of their U.S. patented inventions were patented abroad; and such was
the case only when the company had relatively few patents. About 209, patented
none of their inventions abroad (or had no U.S. patents). Within the extremes,
the experience shows the following distribution: about one-fourth of the com-
panies applied abroad for between 1-25%, of their U.S. patented inventions (about
half of these applied for 109, of them abroad); another fifth applied for between
26 and 509, abroad (most of these being at the 509, level); surprisingly, about a
fifth applied for between 65 and 95%,.

A higher proportion of U.S. trademarks was registered abroad than was the
case with respect to patent applications abroad on U.S. patented inventions.
Nearly one-fourth of those responding indicated that they registered all of their
marks in one or more foreign countries. Another fourth registered abroad be-
tween 76 and 959, of their U.S. marks; and a third quarter registered between
25 and 759%,, with most of these being at the 509, level. Less than a fifth registered
under 259, and only about 109, indicated that they did not register any of their



Foreign Licensing 185

U.S. marks abroad. The heavy registration of marks abroad is probably a reflec-
tion of a general rule that they should be registered even before exporting.

The significant number of patents obtained and of marks registered abroad
would indicate that these companies had considerable foreign assets which could
produce income through licensing. But, this was not the main objective of foreign
patenting or registering for most respondents. The primary objective in four-
fifths of the cases was to obtain protection. The protection was for the company’s
own exports, for sales of its subsidiaries, or against the nuisance of having to deal
with poachers abroad. Though protection was the primary consideration, about
759%, of the respondents replied that future licensing was at least a secondary
(though minor) factor.

Several companies, however, indicated that their patenting and registering
abroad was done wholly in the light of future licensing. Others said they paid
no attention to the possibility of future licensing, Other reasons for patenting
or registering abroad were: to improve its opportunities for cross-licensing, to
keep open the door for foreign expansion itself in the future, and to gain benefit
in the form of advertising and prestige.

The growing attention paid to licensing has made many companies more cau-
tious about their policy on foreign patenting and registering. While the costs of
maintaining many and widespread foreign patents and trademarks is extremely
high, it has happened that one item has returned the costs of all foreign protec-
tion and more. Some companies have missed protecting that item. Because of the
cost of maintaining patents, many firms review their foreign positions periodic-
ally. They seek to discover why licensing under a patent has not occurred and
whether it is to be expected. If not, it may be dropped or assigned to a foreign
company contingent upon the payment of royalties if the item involved is ever
produced. ‘

Use of the patents obtained abroad and trademarks registered in other coun-
tries is shown by the following data on the proportion licensed by the responding
companies:

Per CENT PEr CENT
PER CENT OF RESPONDING | OF FOREIGN TRADEMARKS Pxr CENT OF RESPONDING OF FOREIGN PATENTS
COMPANIES L1CENSED COMPANIES LicensED
13 0 17 ]
22 1- 5 15 1.5
10 10 7 10
20 11-49 15 11-49
15 50-95 20 50-95
20 100 16* 100

*Licensees were usually subsidiaries or the licensors held only a few foreign patents,

There is no way of calculating the proportion of know-how licensed abroad.
Thus, we had to be satisfied with a subjective evaluation by the respondent of its
relative importance. By far the majority of U. S. companies questioned replied
that know-how was much more important to them as an asset which could be
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successfully licensed than were patents or trademarks; it was much more sought
after by potential licensees. When asked to rank these according to importance,
know-how licenses were placed first two times out of three; the other first place
listings went more to patents that to trademarks. A mild predominance fell to
patent licenses in the second place slot, and a strong predominance of third place
listings fell to trademarks.? In a few cases, however, the respondent indicated that
only one of the three was important to his company. Others showed that trade-
marks were of no value in their licensing, but that patents and know-how went
together hand in hand; still others coupled trademarks and know-how.

1. Postwar Expansion of Foreign Licensing

The increase in licensing since World War II has been reflected in greater
activity by companies already licensing and a rise in the number of companies
entering into licensing programs. Among the companies interviewed and ques-
tioned, some have been licensing abroad as long as 50 and 60 years, but these are
relatively few. Nearly 209, of the companies have been licensing more than 30
years. The largest proportion (about 40%,) have been licensing abroad between
15 and 30 years. About 15%, began foreign licensing during World War II, and
nearly one-third began after the war—most during 1947 and 1948.

Nearly 959, of the companies responding indicated an increase in their licens-
ing activities since World War II. The predominant rise was in licensing of
know-how—nearly twice as great as increases in licensing of patents and nearly
three times as significant as the rise in licensing of trademarks. Again, this ex-
perience is not the same for all, but increases in licensing of know-how were given
a first place ranking by nearly three to one over either patent or trademark licens-
ing. Patents and trademarks received an equal number of second place votes, but
trademarks nosed out patents for third place honors (refer to question A-4 in the
questionnaire).

*The reasons given for these attitudes may be enlightening:

Trademarks were given first rank when the commodities involved were those close to the ulti-
mate consumer; they were considered important in increasing sales, raising prestige, and getting
the eye of the consumer.

Patents were considered most important in the experience of some for these reasons: higher
royalties were gained from patent licenses than from other types; cross-licensing could be more
effective under patents than under know-how exchanges; only patents provide the government

rotection desired by many licensees; foreign licensees respect patents more than simple know-
ﬁow agrecments; the existence of patents cases the licensing negotiations and provides some tax
advantages; and, patents are a positive asset while trademarks are usually defensive.

Know-how attained much of its importance by making each of the other types of agreements
more effective; in licensing subsidiaries, the licensee generally receives rights to patents auto-
matically and thus is more eager for the know-how to use with it. In many instances, the know-
how of the licensor was considered unique; in others, the large amount of engineering involved
made technical knowledge indispensable. Where the art of the industry had been developed over
a long time and manufacturing could not be carried on without it, know-how was of first im-
portance. Also, patents do not disclose all development; the additional know-how makes the
license worthwhile, but the existence of the patent provides the means of ensuring that the
licensee will have to make payments during the period of use of the know-how; that is, without
a patent, the licensee may take know-how and then cancel the agreement. Some companies con-
sidered know-how licensing a less expensive substitute for licensing of patents. They felt foreign
companies seek know-how licenses because of the complexity and expense of obtaining know-how
on their own.
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Main factors affecting the postwar increase in foreign licensing were three: a
policy decision of the licensor to become more aggressive, expansion of commer-
cial activity abroad, and increased interest shown by potential licensees. Respon-
dents were asked to rank these factors and add (and rank) any other significant
ones affecting their own postwar expansion. The results indicate that expansion
of licensing in the postwar period was only partly a result of an aggressive policy
by U.S. business; the initiative was in the hands of the potential licensee—about
half the time.® However, many licensors took positive decisions to expand their
licensing operations once commercial conditions improved abroad. It is difficult
to draw a precise line between these various factors since they have tended to
meld together in a large number of instances. The remaining enumerated factors
affecting the increase in licensing were of first importance to less than 109, of
the respondents; they were almost wholly factors which we discussed in the article
in the March Journal.4

2. Countries of Licensees

There is little information as to the countries in which licensing occurs by
American companies, but the information obtained through the questionnaire
shows a pattern not too dissimilar from the educated guesses of some of the per-
sons interviewed. Only 209, of the companies responding to the questionnaire
refused to answer the question on the number or area of licensees. Most respon-
dents supplied precise information. Several had over 100 licensees in a group of
more than 20 countries, and the physical work of listing them was too great. Only
further investigation will bring a clear picture.

The countries having the most licensees of U.S. companies were found to be
the most highly industrialized: England, France, Germany, Canada, Australia,
and Japan. Canada might well be in first place but for the fact that subsidiary
operations predominate there, and these may not be formally licensed. Some of
the more rapidly developing countries came close behind: Mexico, Brazil, Italy,
Argentina, and South Africa. Further down the list of the number of licensees
came the countries in Europe which are smaller and more specialized in their
industrial production: Belgium, Netherlands, Sweden, and Switzerland. Although
the above rankings were the order of the countries according to numbers of li-
censees (see the following table), nothing can be said by the investigators at this
time about the value of the returns from these licensees.5

*'Expansion of commercial activity abroad” usually ranked first, followed by a “policy decision
of the company,” and then “increased interest of the licensee.” “Commercial expansion abroad”
was indicated as first 8 times to 2 for a “policy decision of the company” and 2 to 1 for “in-
creased interest of the licensee”; “commercial expansion abroad” was also given the highest
number of second-place votes, being 5 t