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~ t'l~s~i;;S't;on l~ilton i;otel
,W~shiogton, D. C.

cc: J. R. Ship~an

?I?A

:>aar .John:

A question has been asked whether recent judgments by

':.'he answer must be "Yes" because the most recentpatents.

delivery which.you may want to read to the group in attendance:

CC2A cases of interest in the area of computer programming.

We have for you a paper that discusses briefly recent

eecision (i.e., Xn re Foster at all r·~ffirms the preceding

A following re~orthas been prepared for an 8~minute

:'rn aw£ullysorry that r can't be ,with you on Tuesday.

the CCPA have opened up· the U. S. patent law to progra~~inq

Ilm simply cOh~ittedto an out of town business trip.

Each of these-Kusgrave, ~aho~y" Bernhart and Prater cases.

cases is commented upon briefly in the handou~ sheets.

may render a decision which differs from recent CCPA decisions.

It is iffiportan~ to recognize that this general line

1 .'r:

Since the United States is divided into jUdicialtime.

v~ited Stutes and which may some future day deliver the final

districts, &~y one of the many federal courts in these districts

or r.ot.

Supreme Court which is the highest judicial authority in the

c~cision as to whether computer program inventions are patentable

Accordingly, an ,appeal may eventually be taken to the U. s.

v~ CCPAdccision may be modified or even reversed at some future

-r .....
=r -rt
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Another question has been raised as to whether eve:....!

kind of computer progr~m can be patentable subject·matter. The

fu,swer is yes if the invention is an apparatus which often is.

viewed as a speciul purposQ COmputer. The answer 'is also yes if

steps --- i.e., invention claims wh~chread on a purely mental

process would be improper.

Still another question asks to what extent are the

specification and drawings required 'to be described. The

answ~r to this is that the invention must be described fUlly

and completely. This has heen done by disclosing an apparatus

system which operates to carry out the function of the computer

program. This has also been done by "~isclosing computer

programming instructions for carrying out the function of the

progr&~. ~~en only instructions are diclosed, however, the

invention may" be claimed,only as a process.

Another question asks whether a computer programming

patent would be infringed by the use of a general purpose

computer programmed to do the function of the programming patent.

We. don't know because there has not been any.such infringement

action. Such a law suit will be raised in one of the judicial

districts, and may eventually be appealed to the U. S. Supreme

Court.

Still another question asks about the difficulty in

examining co~puter progra~ming inventions. It is very difficult

to do this in the voited States because of inadequate prior art

data base and classification for searching purposes. A great

deal of work must be done in this area if progr~~ing inventions

>
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are to be searched n<lcs.uatcly by the Patent Office.

7he U. S. Copyright Office has accepted computer

programs for copyright registration since 1964. Although we do

computer program

for copyright,.we do know that there are several

C0pyrir::.i~lt p ro ccc c ion means

not have an accurate count of the-number of computerprograrns

should not be copied --- Le., Ln, the Same way that a book which

is registered for copyright should not be copied. The U. S.
i

law requires the authors literary work to be respected by not

.; '..~.

Another question asks whether patent application or

copyright registration is the most suitable protection for a

computer program. Of course, to obtain patent' protection, the

inventive. It must simply be an original work. The patent

Furthermore, "the protection under such a new system wouLd be

time does not permit a more detailed discussion about this

to the possible protect~

system. Consideration is

The last question is directed

very important question.

1 A

progra~~ing protection. One such new legal system would include

registration will simply provide pro, 1ction against copying the

programming instructions as they have been written. Unfortunately,

tha registration of computer progr&uming without examination.

computer program must be unobvious and'inventive. To obtain

copyright registration, the 'comput'er ,program need not be

being given to the advisability of a new ~orm of computer

of computer programming by a new legal

wi11 provide protection for the inventive concept (e.g., the

function of the computer program), whereas the copyright



for a short: time :j..e., possibly only 5 years. It is

di'fficult'tosay when this raattert-lillberesolved withir~' ~'ld

Uriited'Sta.teseventhough it is under stlldy at the presertttime·

by a specialco~~ittee associated with the National Council of

',,""""~~M~ ;.~,';~''''<'~":·~-~~I:,;~::·;",~~~:~~p·a-ten·t:~~-r.'ri\.,''~::,·1\$:8'0c'f'a~t:ion·s'~.~"-"~'-"~·_'·'M~_;-'~""",,';.~,,~~..m ... _,"'

applications.

are handled in ~~e same way a~ any other invention' patent

~

The pro9r~~in9 patent applications

t'.,.:- 9-ne/ff~~l bit of information for you --- Le., the
la"-",,c.. ..' ..... '1......::... •

u. S. no longer uses &ny guidelines for processing computer
~ . .

programming inventio~s.

J. Jancin, Jr.

1 A
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1. Court noted Congress meant to
exclude principles or laws of
nature and mathematics from
patentable subject matter. ,

2. Even though the novelty resided,
in the mathematical computa­
tions, no mental step involved
since means plus function lan­
guage did not encompass a hurnan..
being. Although mathematics not
patentable, patentable when
claimed with machine because
mental steps not required.

3. Allowed method claim because
required both digital computer
and plotter.

1. Claims which read on a purely
mental process improper under­
35 USC 112 as failing to par­
ticularly point out and distinctly
claim invention because encom­
passes pencil and paper mark­
ings which a mathematician
might make in recording his
mental calculations.

2. Footnote 29. Could see no
reason why apparatus and
process claims covering the
operation of a program general'
purpose digital computer are
necessarily unpatentable.

3. Process claims with physical
steps not truly mentaL ,

L. Apparatus eIatms-do not involve'
the mental step issue.

L, Inherent function of an appar-a­
tus patentable subject matter as
a nr-ocess

1. Insufficient dfsclosure rejec­
tion overcome by uncontroverted
affidavit stating specification
was sufficient to inform skilled
programmer to program general'
purpose computer. '

Programming a gen­
eral purpose com­
puter to mathematf­
cally change 3­
dimensional input
data to 2-dimensional
data.

Method for solving
an overdetermined
5 et of simultaneous
equations by the larg­
est determinant
method.

Mathematically cor­
recting seismic data.

A method for courrt­
ing pulses.

SUBJECT MATTER HOLDING

In re Bernhart
Boeing
163 USPQ 611
Nov. 20, 1969
Patent No. 3,519,997
Issued 7/7/70

In re Prater & Wei
Mobil Oil
162 USPQ 541
Aug. 4, 1969
Patent No. 3,551,658

CASE

In re Naquin
Phillips Petroleum
158 USPQ 317
July 3, 1968

1 A
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In r-e.Mehcny
Bell Labs.
164 USPQ 572
Feb. 26, 1970

Inre Musgrave
Mobil Oil
167 USPQ 2!l0
Oct. 8, 1970

In re Foster et al
Mobil Oil
Decided Mar. 18, 1971
90 days to appeal

Ametllod of synchr-oniz-.
inga receiver wtth a
transmitter by determin­
ing which bits are the
data bits thereby e stab-

,~t\~}!~·~e!~~f;~~*¥b~Ez":'h'"
ing bits.

Mathematically correct­
ing seismic data.

Mathematically correct­
ing seismic data ,

1 A

Method claims avoid mental
step rejection because bit
stream were electrical signals
which could not be operated
upon in the mind.

1. Court overruled In re Abrams
which held claims relying on
mental steps for patentability
non-statutory 0

2. Definition of process in
Cochrane v , ' Deener erro­
neous and did not require
physical acts applied to
physical things.

3. All that was necessary to
make a sequence of opera­
tionalsteps a statutory
process was that it be in the
"technological arts II.

4. Judge Baldwin vehemently
disagreed. Further than
necessaryfor court to go in
this case. Court should
consider on a case by case
basis. Questions whether
the court proper in doing
away with mental step doc­
trine. But agreed with result
of majority.

1. Reaffirmed Musgrave, Mahony
Bernhart, and Prater.

2. If in "technolcgtcal arts II

mental steps immaterial.
3. "Signals"not patentable.

"Electr-tcnl signals II are.
4. New use claims patentable.



CURRENT STATUS OF CCPACASES

Mental steps. Remanded to the
Method for Patent Office.
manipulating '.,'
" 5 ignals". Like
rejected in
Prater, Mus-
grave and
Foster.

APPLICANT
ASSIGNEE
APPEAL NO.

In re Ghiron
Bell Labs.
8458

In re Sengbush
Mobil Oil
8459

SUBJECT

Mathematically
converting numerical

from BCD

Overlap mode com­
puter re transfer
instruction.

Mathematically
correcting seismic
data.

ISSUE

Mental steps.
Cochrane v ,
Deener, In re

, Block diagram
re sufficient
disclosure.

STATUS

Hearing Nov. 4,1970
No decision to date.

Hearing February 5,
1971.
No decision to date.

Record, Briefs are
in. Hearing May 6,
1971.

All briefs filed.
Hearing Oct. or Nov"
1971.

Record and ,Appellant's
Briefs
Oct. 22, 1970 Motion b)
Patent Office to remand
Remanded to Patent
Off'ic e Board of Appeal,

Record and Appellant's
briefs.
Hearing pos s ibl.e last
of 1971 or early 1971.

Decided after
Prater 1.
Mental process.

Mental steps.
Cochrane v ,
Deener. Like
rejected in
Prater and
Musgrave.

Mental steps.
In re Abrams
and Yuan.

Can you have
new use inven­
tion without
disclosing ap­
paratus? Only
method claims in
case. Mental
process rejection.
Computer built
with capability
to carry out
mathematical
operation.

IA

Method for operat­
ing a data processor.

Method for counting
l 's in a data word.

Mathematical method
of determining
porosity of a
subsurface.

Machine processing
of symbolic data con­
stituents. Generat­
'ing signals.

In re Mcllroy
Bell Labs.
8534

In r-e Waldbaum
Bell Labs. '
8619

In re Kolatis
Bell Labs.
8596

In re Christensen
Oil Co.
8558



CASES OF POTENTIAL INTEREST

70

5,

In re Sebek
8631·

1n.•r.e...Eomnan......
8742

In re Wagener
8851

In re Smythe
8855

In re McMullan
8867

In re Brandstadter
8892 .

In re Knowlton
8896
Bell Labs •

Process

..Graphic.sys.tem .

Novel process

Automatic analysts apparatus
and method (Filed 8/20/70,
Attorney S. P. Tedesco)

Nevel process

Message retrieving
organization
(Filed 10/15/70)

System for processing list
information (Filed 10/16/70)

Not of. interest (was on pre­
vious list)

Record..not.availab1e .

Record not available

Record not available

Record not available

Record not available

Record not available

. ~v·; I Search for cases of potential interest was made up to Docket 8963.

i
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(OJ)',!; ... ···C

S.643 vs. PRESE~~ LAW

PrimarY distinctions

1. Term of 20 years' from earliest U.S.

~, L

( (
I) t, /I\-"'-{, '('-U

/') -, )

;':'1' ,
I '

I

filing dat~ (§154)

during
of Appeals

on of Board

3. Reexamination after issue upon anyone notifying
Patent Office of pertinent prior art or other facts
(§191, 192)

4. One who imparts into the U.S. a product made in
another country by a process patented in the U.S.
is an infringer.(~~~l)

5. Cancellation of compulsory licensing provisions of .
'the Clean Air Amendments Act of 1970 (§6 su~plementary)

Secondary distinctions

1.

2.

3.

4.

5.

6.

The owner of the invention may apply for a patent'
(§lOOd, 101, Ill, 115)

Joint inventors ..eed not be joint in any claim of
an application (91£6)

To claim the benefit of an earlier filing date in
the U.S. it is only necessary that the "aoplicant"
be the same. Thus Monsanto (as applicant) could fiJe
a continuation application even though different
inventor en tHy. (9120)

Commissioner given authority to require that applicant
cite prior art and provide a patentability brief
(§131)

Priority contests can be appealed only to the CCPA
(f141) . . ,

Presumption of correctness given Patent· Office de~isi

(§148) .

. B
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I Minor distinctions

t

ons

~,

2.

}.

4.

Three month time limit for claiming the benefit
of an earlier date (fl19, 120)

Interferences modified even further toward first
to file (§193).

Application for re-issue to obtain broader claims
must be made within 1 year of issue (9251)

B
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No~e: section numbers refer to 5.643

Pate~t"bilityof Inventions

~ppIicatiQn. This term runs throughout the act
since the "app Lt cant " wou.Ld be empowered to ·do most
of what the inventor docs under present law.

100(1') ;!C'.i defined tcnn - "ec tua I filing date in the U. S. '1

Many rights arc tied to this date. Kate that this
dcfini~ion appc3rs to recognize the possiblity of
different prior~ ty dates for different claims in
the application and pa tent.

101 Grants the inventor or his successor in title the
right to apply for a patent.

102 Has been reworded, which could lead to changes in
interpretation. For example the present "known by
oche r-s " bar of 102(a) is reworded to lima de known to
persons in the art II, wpich may be more than a
mere codification of present interpretation of 102(a).

103 Some new language has been added to the last sentence
of present 103. This would appear to simply clarify
the present language.

Application ~or Patent

111

115

116

119

120

Either the inventor or the owner of the invention may
apply for a patent. If the owner applies the oath
must contain a statement of facts on "/hich his right
is based, he must provide a list of persons who made
an inventive c~~tribution, Dnd he must notify the
inventor ot: the filing wf t hi.n 30 days. Ef the t nven t o r..
challenges ownership, tne patent will issue to the
Lnven t or- (it Ls not c Lea r who would c on t ro l, p rosc cu t i on ,
but; consistency ,,'jould appear to give the inven.tor
t~e right). An application may be signed by an agent
to secure a filing date but it must be ratified within
6 months.

Provides for the oath by the owner of the invention.

Joint inventors need not be joint inventors of any
c LaIm La an applicat.:i.0f1.

One who seeks to claim the benefi t of an earlier
;:"'oreirrn date mus t do so \'Iithin 3 months of filing in
the tj , S, or du r i ng reexamtne t i on (upon showing adequate
cause for not claimin~ benefit earlier).

To cla~m the benefit of an earlier filing date in the
ti.S. it is only necessary th:lt the "applicant" be
the same and 't:1 t such ben'?fit be cLa Lme d \\'1 thin 3
:iion.':;t-.5 or cur in r-eexamt.na t i on (upon showing adequate
cause fJr not c aiming benefit earlier). '

1 C
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Applica tion :.~or Fa t cn t (con vinuc c )

120 'l'h~s-""louldclear-I.:.pthe-controversy wrn.cn
s-.:.r~al::;;,d'?d a se r-r c s 0..-:' contir.ui:;g -app Lt.ce t Lons since
i'C ':'3 specified that the last app Li.ca t t.on Lnva
se z-i.e s can get the benefit 'of: the: ee r-Lte s c cases
f:"~_i:lg da t e , even, 'though said.lDst application is
copending only with the imrr,ediate:y precedingappli-
cation. . .

Examination of Application

Requires Commissioner to str~ve for disposal of
applications within 18 months of filing. Would .
authorize the CO~T.issioner to require the applicant
to cite art considered in·preparing the application
and provide a patentability brief.

Codifies the present law with respect to terminal
disclaimers; t.. e, , two or more pa tents can claim the
same invention provided· they all expire on the same
date and as long as the right to sue for infringement
is in the same legal entity.

Review of· Patent Office Decisions

141 Changes present law with respect to appeals to the
extent that a "c onte s t of priority" (presently,
interference) cannot be taken to the Distr\ct Court,
but rather only the CCPA. Appeals of an affirmed
~inal rejection or from the ?atent Office decision
on reexamination ~ay be taken to either the CCPA or
the District Court.

148 .The decision of the Patent Office Ls given a preswnption
o:f correctness.

Issue of Patent

Comment - This probably wouldn't have any
prac~ical affect on appeals since the office.
seems to be accorded this presumption anyway.
It could, however, give a boost to the pre­
sumption of validity of issued patents.

~51

~54

~54

Patent is issued to the "applicant"~ The current.
3 month time limit on the late payment of any issue
fee dropped, giving the Commissioner greater
flexibility in setting rules for acceptance .oflate
payments.

The patent term is 20 years from the earliest U.S.
priority date. The term of any patent whose issuance
was delayed due to a secrecy order under 9"181.
will be extended for a period equal to the delay.

A novel provision provides for the issuance of any
application on appeal to the CCPA or District Court
which contains allo~ed claims. The patent would take
immediate effect as to the allowed claims. Any
claims ·later a Llovred as a result of the appeal 'Would
be added by a certificate to be attached to each
copy of ~he pate~t.

Corr~ent - in considering any patent, it would
be necessary to determine if any further
claims have been added, as well as whether
any are on appeal. 1 C - 2 -



Reexa:7.inaticn a~ter :'~sue ".. Contests of Priority

257 Hhen any claim is a L'Lowe d after appeal where the
patent was iss·ued prior to conclusion of the· appeal,
the Commissioner must attach a certificate conba t m.ng
such claims to every copy of the patent thereafter
distributed and pUblish a notice in the O.G.

fter

certificate of that fact would be
copy of the patent.

that
attached

Comment - again a need to check each patent
being considered as to status of claims and
any ree~amination or appeal which may be
taking place.

"IJithin 1 year after issue, anyone may notify the·
Patent Office of facts showing ca) a prior public
use or sale such as to be a statutory bar, (0) he
himself made the invention first, or (c) the invention
was derived from him. If such person can make a
prima facie showing, the matter is- determined by
the Board of Appeals.

Provides' for "priori ty of invention contests",
replacing present interference ()135) practice. The
patent would issue to the party with the earliest
"a c tua L filing da te in the U~ S." If the other party
makes a prima facie showing of priority within 1
year, or within 3 months after his claims ·are rejected

;.~over such issued patent, the question of Driority
"iill be detennined by the Board of 1U2Ee~ls. The
question of patentability of any or all claims of
the application and/or patent can be raised by either
party or by the Patent Office during such proceedings
and the Board will simultaneously consider those
issues also.

193

192

19" ".r~"'\.-.; 6 - :.;, .. a ...... ,.. ..... .: s s ue anvone may not: ~y the... .. " ~""_... _, ~_~ ' L'" .
?ate~~ Ofr~cc of per~inent pUblished prio~ art and
the Co~mi$s~oner ~av ~eGuirc reexamination of any
or all c La i ms of."~ oa tent~ 'I'he identity of the
person noti~ying the Patent Office of such art would
oe kept secre t ,

Patents and- Protection of Patent Rir;hts

251 Application f~r re-issue potent to expand the scope
of the claims must be made within 1 year of issue,
as opposed to present 2 year limit.

271 One who imports into the U.S. a product made in another
country by a process patented in the U.S. is an
infringer.

271 No longer distinguishes be tws en "infringement U and
"contributory in:::ringement ll

• Acts presently described
as contributory are simply called. infringing in the
bill. -r -

. .1. v -.3-
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Patents an~ Protection or Patent Rights (Continued)

is considered
inadequate to lay to rest the preemption
theory as set·forth in the dissent in.
Lear v. Adkins and later applied by
JUdge r·~otle:rin>Pa_inton.v. Bourne.
Senator Scott's amendmen~ is necessary to
accomplish this.

Transitional and Supplementary Provisions

. 285

)01

-f4(b)

Attorney :''32r. can baat-:o.rded to prevailing party
whe r'evc La Lm is r.'?ld invalid after having'previously
been held invalid' on t he same ground in another
court whose decision has become final.

Anti-preemption provision.

Reexamination as well as ~ll provisions from§251
on (i.e., concerning the issued Patent and its
enforcement) apply to all patent-applications still
pending on the effective date of this bill, if
enacted.

Cancellation of the provisions .of the Clean Air
Amendments Act of 1970 (i.e., §)08) concerning
compulsory licensing. -

I
!
I

54(c)

96

All provisions from §251 on (i.e.
issued patent and its enforcement)
unexpired patents in effect on the
of this bill, if enacted.

concerning the
apply to all
effecti ve date

, "'" J~ _. ~ -
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asked me co talk about IIFraud on the Patent Office". Because of its

()IfI '-'-,H--Cw J o>7ih ...: p,,{c..f-
n,.lf"i !Ie€.

~e. I am not a legal scnolar, but merely a practicing paten~ lffivyer

The subject "Fraud on the Patent Office" is still repugnant to

ethical im~lic~tions, the subject is distasteful and repugnant to me. I

In other worGs, I'd been paying money to Uncle Sa~ that date. Also, he

by this date,but it is also:he first date to s~art settling up for

is t~x day in the USA; not only must one settle up for calendary year

i.,r:oen John 'Clark calle.d mel 6n April :!.5 an ... asked if I would take

representing a corporation, my client, which owns over.7,500 active Datents

applications; for which I a~ primarily responsible. ~y only a~d absolute

told John I'd call him the nex~ day, w~~ch : cici~'t. That next day was

F~iday. Over the week-end I ~ooled orf. On Monday morning when I came

in the office, there was a note to call John's office. I'did, and'here

to be placed in jeopardy for anyone patent or patent application. If

admonition to all members of our c0!p0rate patent operation about any paten~

or patent application is that our patent assets as a whole are too valuable

question at all can be raised, we~ the patene or patent application.

With that said firs-t, I will :?roceed to the subject, "Fraud on the Patent

(approximately 5,500 of which are outside the USA), and about 4000 pending

Office" as a 'OoJhole.

This subject has only become popular in the last five to eight

years. I:: has becorae popular in the USA basically because of'·two cases

0:" actions. _:.
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The first 0;: chase was. the v!alket:,?rocess,,:case;.:·' In this cas a ,

the" U. S.Supreme Gourt held tha~ ar teep ced. enforceaenc. of avpazenr knO't\"~

to be procured fraudulently, "ifnroven, 'could, constitute' a Sherman Ac.t

is covered with dollar signs for patent' infringers. If they can sho~ the_.,.
necessary facts, not only is their infringement excused, put their da=ages

maybe trebled.

The second of these cases was the Federal Traue Corr~i5sion case

against Chas. Pfizer'with reference to the tetracycline patent. The

allegation of the case was that affidavits were filed in- the patent

applications, in answer to a question raised by 'the Patent Office, denying

the inherent production of tetracycline in an old process for the produc-

tion o~ chlorota~racycline, at a time when the ~pplicants and their

attorneys knew that such by-product production did in fact occur. The

Federal T=ade Co~~ission, which is a re~~latory agency of the Executive

Branch of the Federal Governm~nt, was satisfied with an order compelling

co~pulsory licensing of theresultanc patent a~ 2~% royalty. As a ~ystandar

this. result has always astounded me. Rere, a goverr~ent enforcement agency

has" ordered.a patentee to grant licenses to all who askuncer a theoretically

unenforceable patent.

What has ha?pened.since is a plethora of cases in which the

defense of "Exaud on the Patent Of:ice" is alleged. Fr"auc! in the pro-

cureQent of a patent has been a defense since 1933 to a suit for in£ringe-

ment. Today it has gotten ~o be ~o~e than that ~,d I will get a~o~nd to

~y. ideas about that later. Now is a good time ~o defi~e what constitutes

fraud.

--'
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"Prat.c,..:dcrives'frornmtheco;n.-:.on-lc!.ll----tor: of necece , A--:ort is

s civil w~ongfor whicn acorr~o~ lQw action for ~oney da~ages lies. The~

ele~~~ts 0= Daceitare:

1) a Falsere?resenta~iontordinarily 0: =act~

,w~-2),-",Sc,i-en~a:r,:jC,or..:,-,-know,ledge"..~i:ha,t,~,~the-" re.p::::es.e:-ni:a_t,ion._is:;:__f,alse.,,~,, _

3) Intention to induce action (or to refrain from action) by

reliance on the misrepresentation.

4) Reliance u?on the representa~ion in taki~~ action or

refraining from it.

5) Damages.

Let me repeat: fraud derives from the common-law tort of

deceit. The courts are becoming more and more critical in their inter-

prctation of the relationship existing be~veen applicants for patents

and the Patent Office. Applica11-ts before the Patent Office ar-e being

~elci to a relationship of confidence and trust to that agency. It is a

principle of the law of agency thai: where a relationship of .trust and

confidence obi:ains between parties, t~ere is ~~y_~o d~sclose all

~a.te::,ial facts, and failure to do so "constitutes fraud. Does it not

then :0110\1 that all material facts must; be disclosed to the r aeene Office?

In Norton v. Curtiss dec~ded Xovember 12, 1970, the Court of

ccs zcras and Patent ~\ppeals stated that it subscribes "to the xecognd t Lcn

ofa relationship of trust beoween i:he Patent Office c:.na those wishing

to avail themselves 0: the governmental grants which that agency has been

given authority to issue. The ex parte prosecution and exar~nation of a·

?atent ap?licai:ion must not be considered as a~ adversary proceedings and

should not be li=ited to the standards requi=ed in interparty proceedings.

LoD
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Witht:ie. seerafng.Ly eve-r Lnc reas fng nurabe r vf patent,applicatiohs before

it, the Patent,Office has a ::reme~dous burcen. ~r.~ile bei~g afactfi:'lci~g

aavweLl, asvan-adjudc.cacory agency', it. is necessarily limited in the tir..e

'"'"-"'~"'-~"O'?ermi-:;,ted,-w,to""·'as,ce,r;·t-ai-n-~t:·he~i:a,cit-s'"'·necessa:ry.,","to,v~adj.udga,._,;.the_"pa,tentab1 a,.".r.;,e.ri,ts'~h"~,,,,,",."mm~_Vd"~'k"""c_,,,,_,~

o~ each 8??lication. In addition, it has ~o testing facilities of itsor~.

Clea~ly, itr.;,ust rely On applicants for ~any of the facts upon which its

decisions are based. The highest standards of ~onesty and cancor on·the

part of applic~nts in presenting such facts to the Office are thos~

necessaryelc~encs i~ a worki~g paten: systam. Wa would go so far as

to say they a":.-e ess cn cdeL, II It will be noted tha t the court said that

it must rely on ap?licants for ffiahY of the facts upqn which its dec~sions

are based and did not go so far as to require a com?lece disclosure of

"allt:\E'.terial f ac t s'", The direction in which this decision leads is

apparent, however;

This langcage should be contrasted to that used previously bj

the Uni=ed Sta=es Supreme Court in the so-called Precision Instru~ent

case deCided in 1945. In the Precision Instru~ent case t~e United States. ".~

e?
,

Supreme Court went so far as to impose upon all who are parties to pro-
,.

ceedfngs before the Patient; Office "an uncorap'romfs Lng duty to 'repo r t; to

it all facts concerning possi~le fra~4 or inequita?leness underlying the

application in Lss ce", The ducy here spelled out in reporting all facts

a221ias ~o evidence of D05si~la =raud and is not excused by do~~t as to

che sufficiancy of che evd dance , :::: s ubrrd t; that it. is coday , and 't.;:"ll be

tac're so t.cmo r row , axtrreraeLy c.i':ficult to draw che line between lIall ":facts

ccnceznd.ng po s sdbLe fraud" aad "reLyfng on a?:?li..::ar:.cs for zaaay of tae.

facts upc'a w'h.ic;-" Pazenz Off":ce decd.s Lons axe cesed".

j D
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Two Y~i:lrsago i;'l. Dallas J Texas at trhe vmee t Lng of the ?at~rit Section

It is apparent, however. that the CommissionerTs clairvoyance should be
"i"'."'

tonew ?atent applications.

of the American Bar Association, the the~ new and presc4: Co~s~iss~oner of

Paccncs proposed what he ee rmed "paccntab Ll.Lty-b r-Lafs " to be filed ·along._-------..

held on the subject and although I have not attended any of them, I under-

star-d that the response to the proposal has been~ostly negative. :

have to be frank eo admit that my initial reaction was, likewise, nega=ive.

applauded. I nmv believe that every effort should be ~acie by =he pate~t

bar to move quickly in the direction of disclosure of all ~aterial facts

relating to patent applications to the Patent Office at the ti~e of filing

of the patent application, and in all subsequent proceedings before the

Patent Office. Absent a record in which such a showing has been ~aGe, it

is my belief that"more and more patents will be held unenforceable for

failure to so do. The difficulty with the Commissioner's p~oposal is the

question of what constitutes fulfill~ent of the duty to supply all material

facts. Under the present practice in the United States ?atent Of~ice, ~here

is no prescribed procedure for Gisclosing such information. In the absehce

of a fo~al ~ul?, the duty is too often cOillplied with in the breach instead

of in the fulfillment. The opinion of the appellate courts in the federal

judicial syste~ towards patents is reflected in the constant holdings of

invalidity. !t has recently been proposed that an underlying reason for

this is that the process of patent procure~e4t astonishes and a~azes most

federal appellate judges once they unders cand how it cpexates. To bolster
"":-: j

the system as a whole, it is necessary to bolste= the syste~ of procu~ement.

It is sub~itteG that this should be done and do~e soon by a r~le of practice

requiring a disclosure 0; all ~ate~ial facts.

iD
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The courts tvho have s uruggIed witb. tho; disclosure :n:cbler.:. have'

knows and b~liev~he is not the first invetitor in view of such art. A

the duty to disclose exists .only where the prior art anticipates. The

results have not beer.consiste~t•. Forexa~~le) a district court in Oregon

where the i~ventor

duty to disc~ose exists onlY.
r-, .
\'.......' .

pacent; ; The seventh circuit couz t

art existsto discloseheld c;"at the

l~rgaly focused onthe~uestion of.proper disclosure 6f prior art. ~~a

district court in Texas has held that the

ot ap?~als and d~strict courts in-Illinois, Maryland ~~d Georgia, have held

where such prior art would invalidate the

alternative phrase liar comes so close to anticipating ~hat: e~e.ry eeascnsb Le

nan would say it anticipates" has been added to the p revd.cus duty 'by the

I
~~~c-l

j"C,

lice

I-

I
r •

I

seventh) ninth and tenth circuits and by dis~rict courts in ~assachusetts

f ,l

and California;' His cons in and Ohio district courts' have held the duty

exists when the prior art is the mo~t perti~ent.or is highly relevan~ to

the clairr.ed invention. North Carolina and Illinois district courts have
... ~ .cl

found the duty to exist when such prior art would affect the breadth of

the claims. I believe these statements or poldings ~re enough to illustrate

the poin: that divergent views are the rule a~d not the exception.

In his proposal for patentability briefs~ the Co~~ssioner

inCluded a provisio~ for sub"-ission of known relevant prior art. S~nce

~he~ most thought has bee~ devoted to the question of how to cOffi?ly with

. the re~uirement. I believe tne CO~iliis;ionerrs D=ooosal was based on the

p~awise that p=e-exa~~nation searches are usua. 'y carried out. My li~ited

experience is ot~erwise. We ra~ely search an invention submission p=ior to

filing an a?p~icatio~. Of cou~se, if we ~ow relevant prio~ ar~, we call

it to the .az t entdcn 0: zhe ?a::.e;:.::. Of=ice. If we know of prior. art which,

in o~r o?i~io~, is ~ora ~elevant :han that found by an Examiner, we call

lD
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the Exa~i~~rfs attention to it. Non~ of this, however, see~s to be

s~fficicnt in coday's er.vi~on~er.:.

The cnviron~c~t ~oday is a popclar ?olitical subject. It is

?aten: O:fice. The air is not being cleared voluntarily elsewhere. We

should clear th"'c, ,'1;'- 'hArp, hy e t ther s na t une , r-nl e of the. Pa t en r Off:::'~e)

professional custo~) or cannon of ethics, or perhaps by some c6~~ination

of rr.ore than one of t~ese approaches.

I look forward to the day when the Federal judges i~ ?a~ent

cases will no longer find an allegation of fraud in the Patent Office in

every case filed or tried.

I have given some thought to the subject of how the Patent Office

wdLl, survive under a deluge of all material facts .. For the life. of me,

con r t knot". Perhaps the age of -compu t e'ra ;'ill come up with an answe'r ,

believe that the Congress ~ust beco~e iliore sympathetic to the needs of.

Pacen t Office. Perhaps it will i= i:::. sees that a first and maj o r step

been ceken by those whose i;-.::erests are mcs t; p rocoted by progress in the

useful. ar cs ,

1D



v ,,;

sz~u1cnq UB:J-;'::::::)'~'{ ,TO Sl....e~J\ p8~..::::oc78'::: :;O S~.~'J£!'J'UC::' 8'q~ DU1"JI.:;:? (q.U~L"'::

_~I~~~~:~~~O~~8~~j: eU~O9~~~Ur~~l:~~~"Et;~D:;9~~;J.~Ql'~~~~~~!\~~l:~ ;~~~~~~
PB'2.:;Q-;::)~q.\1'2 81:;'I ·S>Ic18t.:r;;.0 G:O~~'2":::'S"]:"::2': :'2-'::C~~::;;"::::8~-'::~ :;i,.;:l:t::.:aOUOD
GC~ssn:)s~p 9q~'PB9L O~ P~~~3S~OO £:S~~~o8~f S~~ U~B~;;'JO~ L~:;~ '':W

• S::::O;:SS~:JS-::;> I: p2'::-:'::). 0':1..I:l strn., ~ '8·;:'~::~!'!.:;OS

:;'0 auo s-; 2U-;~98::.r .rno ...... '')'-'':. t:::)20"::::~G~ ~s~c: a~2 q.<:'qq. 8!ri 0:::' C<1:808 ~:;

(0.10,T;),I8q~ (pur. ~;:');"':~'rf.:::l::00 ~I\;-;cf' <' ' •• ' /\r;, UO~'1r:"::l;n:-~:UOJ .1'O,T :::uOT'+
..nloc8..:t J~I':'","] poccdo.rd Bt::'q dtlo,x;:! .rno ,}.()') (...!t'!.O··;G ~.lS0';S'U:t:.C Ot;'~ J:O':.~:::'T;J:\!

·~2d2r P~B S~~B~S pa~-;:urr 8~~ u~ asn ~J8~

-8P~~~ (2) P~B (S~~Elli ~o~o~~~~~S~52J. l~~C~~~u~8~GI (T) :s~oar

-~~S TBJeU95 OMq. C~ 8uo~ssn~9~~ ?2~O~2P pUB 2~Z~O~~ e~os U2~1~
eABq Q~o~2 U}~O ~no P~2 ~~Oc1D ase~ECB: e~~ ~~c~ (~ou~ nOA s~

I
••••

I
I
I~

a'
'8UO~SS98 ~~;of ~~c u~ p8SSnOS~p 9~ 0~ SS9U~Sn~

;0 ~9?JO 9q~ qSJTQB+£2 O~ ew P9~S~ SE~ ~(~02B~~P~OOJ :cIi 091B S~~

pUB) C~nOc1D e/f 2=3 ~~ ~::r:l:00 2S2~BG:zr 9~:::). :;0 L':'2:::":;:-; B:::; (B~O 2:-':'v' • ':iJ

.~..:~~ £E:'~ ;0 £UJ
-~~uw dU~ uOSS~~~5u~ JO ~a9~O ?uO~~S ~,S~ pd~~pua~ aq lL~~ ,;
a9~~-;:=..:.rO:} JO 8UC-;SS2S :;~~of 3~~ ,-:0 S::C;i"2":2'::'.";:T2P 2t:~ JO ~.::::oda..z

..." ·~q.tr 1:t?!\1 :;0 GOOU':3~~It? B':J"2 '-=-; ':;:2t.:::::"C2:~:' ~~~ !.si.:'}:~":::C:;":: eq.BT
8~2. u-; auo (S~~1=58a'S O:.';.~ u-; s~":Ed..::::e:l\':~~oo 28=<.::":'::::~ a/i.;::;.::>;;:::::;e.:

J.~2'Cq. :;~~::. J,:T2t<::of ~98:;! ::1':.': '8'22-:;.::.;::.':"":':0:; TBtISt.2S a!..:~ ::'2~~ P8::'OU

"P~~:~~:~~~~~~~~8~~~~~~~~~~~~~:~~~~~~~~~~~~~~~~~f~~~i~;T~~;~~~~

UO~~B-;OOS3: Aq...:aGc,::::c lB1..:::::::..snpu: 8;JT~B~

aD~~~2'::::G p~e M8~ Y:'::::E~~~~~~ ~c ~O;+'2Z;~O~":::B~

- ?;fl.. ~~':~':'I),:~'mJ ~() S'E2:8,':~':

I

..~
'...\



A~te~oadsa pus (ssa~zuc8' lB~~~~Bu~a~uI fc!c 241~OOq~~OJ 9~~ pua~

-~B O~ nOA JO ~oaa uc; aT.~~zso~ e~ lT~M ~~ 4B4~ e~oG AT9~&OU~S I

-E~r~aa~ 2~~illOO~~~O~ a~~ ~e ~~dep e~os u~ ..:r9P1SUOO o~ ~S~M ~~21w

91>1 t::01~!·1 ~oe rC.ns e s~se22:1s tt~)"P;,t,':. €O~UBS~O:'r ~O ...r TesunoQ }[.IBtr
-9P2~~ (uos~a~ec -K PTBUCa -..r~ UO~J pe~1eoa~ I ~01~~ (s9~nsoToue

u:q. ·Pt) ~e~;aT AJo~aUaTdxe-....:Tes e ;;0 hC.OO B .2U1S0TOU9 0812 C:B I

-Buo;sses ~u1of ~~q. o~ nOA ~~~M

S':8clBQ asat!~ 5't1j:.rq noR ;;0 'q"oea :'3::~ Y3'E' : t S<1o -rs s r .oB1 P .:no. J.oJ
S~SBq etrq. c,:;:c",\ l:";'!'~ ~T;:: .RJ.~":',:":'FJ~ ::0 Zt:1~8e~ cno.:n uEo-;..:tew'v" aqq.

JO ~.roO:a.:: et.:q.. ~_:~:;!:L .ze:rq.9~o~ (2""J:02:-:":r -':::,'Z uo.rj . s"-:2cac 8ScH.r~· aou,,;s

·Gno.::~ esa~~~?~ 2~~ ;0 3~~~2e~ E ~U;MO:~OJ B~OB~~ "JW £q
em o~ ~~es S'::2~BC ~o S2~~OO 2~1S0TOU2 ~E! ·TL6T t:Z AJEnUar'

!ZO PTat{ 82'::1 :::o-;:-..::~··. c-;!:: aC'~"~-;::'-:':c:J ';0 cno.::tj ~'20;.:aT..:l':r a:.:~ ';0' ~u";4aalil
a~~ ';0 +~CC:8~ 8~~ ~o £doo 2 ~OA ;0 ~oee 0+ ~~~S £pe~~la 9Aeq =

-s~aTqo~c ~o~s JO ~O~~

-Eq:AeTT'a '::0'; suor~s82:ans ...;:q.,::.\ C:n ;BU':COO ATTrt...radov: o a 1·\.21;:-.'1 a tt~"]:'~~l

(J:J::;t.."T'.oo .::et;:lo 8~q. ...!O q.Bl{~ ~q..p.i. S2 Llel.j, 82 ~8~S.t:S ~.:z2':'::BPBJ:~

tJl·lO S-;:V; v:q.I~"~. ~2V: S?t.r. sn :0 ~OE8 U:O-Ct::M~ SU:Tq:~~ ?.:...~ a _::::~~ _J~
c'.cut::v,<J .....C' u::;. .:...I..o<.!-.H!..VHUJ. or. o vj....,.., •• v ... :-~ ........... ..:-.,,; "_,-,. ._ ........

. (r 1;'..," "'0 "00·· -~"'l T:::' ::1-"'''' ?-O ··0 ...:;;'>",--?"C''::>1· T"'- S~fI- ~ -~ , -- or· ..... r ssodCo .1;''''~'':...: ...... ;,..4<.-l. .... -r c- .... _ '< ..,. 1.0. l.... -;. ........ 1-'-:- .......l ..... ~ _ 1-.........c <:1 :..~ ;../.l.. ~.<;i _

-oJ:Q s~~~ JO ~coo s~~ eA1eoe~ ~ou TT;M p~e (2~~~~8~ ~c:~ aq~ o~

AB~ s~~ uo (edoJ:n~ o~ dr.::~ ss&u~snq B ~o aor;.;o s~~ q.jeT hpEa~Ta

SB~ 2~OB~~ .~~ esnBoeq t~leL~~a~~9~ gas I' 2 ~aq~nN ~oafQ~S oq.
., ·.,.'OfI....-~ - s"o"'s~n~S-D ....... r" -70 0'::) ..... ' Uo"'" T:){, ..... - ..... O ~S .... ·-o,.:;'.."I'· .... T·"'l '0-:-'-''-'" C1 Lv..... .....,. I;:; .... 1--. v~~ r a ..... 0'- ... .,. .... .:;.IQ !."'. v Q ........ ;,..;.c. ""I.o,""t..::-

.J::2Qt:.::e::: t!~'{~OU~ ~O B}[OE)['b'· "..::;,,: 8/~:;:t{ o a UBTG L"I~l.'. aN. (A:21.1.-;q.aq.t:::?..1

. q.oarqns Sl:'t;,:+ oq.
paq.OAep eq PTnCM UO;7,?S 2~";UJo~ 9~~ q.B~~ a~EQ~O;~~B p~noM I
·sa~~q.~~o~ eA~2~aQSG~ kno £~ 2u8~a2~B.J::"::2 ua ~ons c~ eo~a.J::9~?E

JO s~oo pUB sc~c ~~~ p~~ s~~2~a2~B~~~'TB~O~2B~~a~u~ ~o; SIBsod
-O~Q s8no9~p o~ (a3~B~ ~2 cC~~sJ.~~~~~ ea~~1~~DJ a~~ uoan L:BO
~ti~Jee~aq~ eM ~e~~ pua :~~2~?~Ua~~B TEt::o;~~~~a~u~ ~B O~ P~B~

-a.r i..!~:p~ c:o;~rsod aS8i:.ader TE'"';O";.; ...rotm .ro ::::;;:0"'[:<.7<.':'0 J:UB codn ~uei:J
-uroo uO~~B2cn:ap eS8:led:ef a-::.~ :;0 2Ua 2etr~ esc(c..:c PTl;O:'~ I (~o";~

-Bq.~~Sa~Q s:uu~~~c~ ~~t ~a~;~ ·S~C;~BZ~UB3~o ~Bua~ss2Jo~d P~2

TLS: fTc: T~.rc':{

2 :;;28-::
07 22q.~;~~O~ ~c s~p~~ax



!

J:nl
-~l-=
·ZUI ...

L
-~pl

[,
st?

f~
,J°Er::''c

~ol::"

8;

::r}:0:,,0

e9~~1~~O~ rUEn~;E~8 ~sn

.~£ (£~~e~ .~ 90~9~2TQ

-.uGfr

e2B:::
Cr-jl 99;=1-;:::-'::00 JO s.zeq::':f};::

··pB~ ...7~~t1dP~ <?.t\0C:'Z Sq.~:5Irc.:~S o';'Jj:oad's O~..~~ 9t;~ O~· pa~'aTe..::
eso~~ U~~~ ~~~~o s~aq.~3~ JC GC~2E~9P;3UCO 9S0T09~CJ o~ ~2pue~
-~~ ~0~ ~LU~B~~9;) s~ ~r--9~E;~QC~QdE ~29P AE~ 9~ S~2~~O"::Q UO

SJ.9~~?~ uBQ20 Au-a ~o~ssnos~p ~cJ en 2~~~Q o~ 89~2~~~OO 2~q. .~o
':;:Sc:t.!2t:l AU'2 .zo ...r '(?:;':?~':C:O':C:Q3 ?Q .&Tt.:1=8~';:f)~ "L!-;J.: ~-; (f:::T2:;.t:2?;OUI

'sS~;~a9~ 89~~;~~oa ~no pua~+E o~
t:'~:d' !lo.& aou .:.::::: ,::-:-~·::'.3~~:;: a!.::2'u::s~l1P2 AT:+d!i.:o,:::c ;;::.;: o a t<'::"i1:;'sc.J: oc
~OA e2~1 I ~o;~~ ~~u2 ~2SS~~p~~-;:~s E ..::~q~?~ 99~~1=~=co ~OB~

o a ~q.·p.~e';:9::r S°':::-;:,i19S t~ I °Gf,'-!: &e~.~.1:~J!oo JOSZ;-;;:-;:;'22:.:.r ~U10 f eL;~



YtTC.:dHG

~e~~~~~oo ~nOA JO s..:eQ~em

o~ 8Yc;: p~nOA (a~o ~cJ 'I
t.:~;/1

~<:1e'-l.:

0:1 :!.oadse..:
s~....:a,;1I. 2~~~

"MOllY; am ~aT aSB9Td (Ja~~E~

~oedsa~ q~IM 90~a~s~SSB ~e~~~~J ~~~ JO 2q UtO I ~I

·SY:":?~8P~~~ p~~ S~~2~Bc <2~;s~aoI~ uo aB~~I~~OO ao~aw~oQ
Jo..Iec:.w:'2t.:O t.rgo-;:~e::.:·::· 2~::;' .J.o ..;:eq::.ra:;.;: "2 8'8 sa;::).~A::+O'2 SItt U::l-;:.:,t
UO;~02~~OO u; ~o;~~a+::;'E s~~ c~ e~~o a~oJ+~~ peUO::~U2w-eAO~B

aq~ "S~O~~OU;+S';P P~OM ~S::l~~2 uo s~uaC3pnr s..;:ap~a~ ~a~~~cxa

aS8uEciEi' a~+ :·:O~ :":-;:BTc:-:a 0:::. s::;,G.~a::;.:::.a e~ :;'2Q2 a:.ou IT';."~ no;;.
a2 pn 9 u B ..... asaU:1?d~'" ~,r-" ur :.~...:::a::r...: CO""" o~··~ "'2"- reurv UC '" D"t"! u-eQ-c ...
~;~'2S;OW Jo~..;:~~o;~ic 2~~~'2UE~ ;;'0 ~~~; ~~;~aT B lliO~~~~d~ao;~

~~ -:-~ ~doo ~ P2soLo~a 2AB~ : 'UO';+"22.J..0JU:: ..;:a~~~~J ~nOA ~O~

ucu~~ ~~ ~UV~+~~~~~~a~ ~~~~

-ap"E'.1:q. aonpo.rd ::n.;:"3~.:06J:-;: :::-;;°,1 AL:'2C:..:.!OO l<:"2;:I1:..:::a~'c" ll.';'8Aa2U";:::-"e..r
ur8TQo..:::d <;?~~ s e c.s..z:ls:-~-C:; ~.....- ;........ ;, (paSO"Lo\...:e c:E:; - oES se3-aG:)

..:::a~J:oci~E )J:J:"gi:.!2P"G"::::::' Co:":::;' U1 al o1 :;''::E ~ua08<.! .a~~ U88S aA~':J.: TIC!:
~qnop eN ·80~~O~..z~ p~-a ME~ ~~~~apE';:~ JO ~o;~~Z1~0~'::E~ ~o

Ba~::r;:.::~oo VC:ld ":::71.01:: .&'=/. },18";'A,s.z.zO...I oJ"do~ £Ia:.:.r"j:"~ 'E' a~ PInov:s
t!°I.ti.1•l .::a~q.B~ "2 ~u-;u.::a;:::uoo r:.OA e~::..!J.: .I ~~tt+ pa)fSB Y;:J:BTO t:::~cE

OE8~: )fJ:oX MaN '~~;U';:OD

s~~oH SSBTD ~u;U<.!OD

·.:.r '".r.:~:~:eci "6" aO~2.:t"2TJ ".J:N

OCOI-:-5S\ {:-:E:) ;Q:!C:.;c!'

99:S9 :J/'lO::::~i'': °S,llCl 'es
;::Jell!"~C'Z :;~::.>~:;,~r, or-: CC2

I.::s::::.:..·:;::::: C:::C::::~;o;



(2) :1.0 C:?90SC:- W::;'5 ar; 2...::le:-':'c.:::.::. j .

(~) tlie r::l;;";':-~.5 1';':::-S ::';;:lc: XC? :0 be cozfusingly similar.

(3) the .::.~)p1:..:~J.P.t W:.lS J=;]<.l:!.l3:se; ~~a.

':0:-'::'-

v.; cc 7N.>..

':-:::.:'::5:::";' S:..::.~:_:-:':-

::::.:.C:c:~::::;:"::': 0'.':::'':::'''::; arc o::::~ ~'::'.:::;.~..:':: ;j'.:- :~:.::: -';':"_::"',:,

(:) the same classes were i::volv.::C: and the-goods were the
same or ;;;'~.::lOst tee 5:::":::'C;

.;;;::::..

COr:.':\:'Si:lg' :-;i:::::'::.:::'::t. ':Z:.:.~ fo:l.)·,';i::~ ~:'.5: is ;;:Vi:::' ::: :::,:; ~O?G ·t!lat
tlle study 0:;.:·(:(:..·..::.::::.:5 v~.:.l: pr-ovide some insic~::s. In each v: :he.sc
c:::-scs :::.~ :::.:.:v....';~-6 .:..;,;.~:;,);:;S .c-c ~)~,~.i..';;~-"~..c :

:':.i:..?l.-X

h ::;::~:";~!:Tec.

O~?Ii~£':rs;; ;.[;:;r;';

O}..??OL.~'

,Ji.ORST5
C:..LCO
:::ST3:WG;::X
~.;.c:::::.:;:o~.:1.-C::S

s:-cr:Ee:-.rrCiS
VI·?:':?:=~IX

';'l.::.E:v:'IYCiX
_,,, ...........,."''O''.l.v.\
LEDER
CL3SLAX'
Ci.::::SLiS
C?ESLA::\"
.A.C::::TEST
AST-r::\"
C~:Xi$'l'U

L:.!?
:"'TLA_~TIC

E~:'1:::GLAZ:E;

:':':Zi\GLAZE
3~·,....X·:'0:\
3AX-LOS
r., ;").: ;;j"\. V£P.S
,::.1'.:
:~ L: :.:
l"J:::CO
3:W:,~C

:-(.-'-~~R:::.x

::'T:.Q?0!...
CA1..0::"
x;:.co:~

;:::=:::.;:-.::37?A)."I)
:LC1:I.~",,:-:

~;'C?!L:".x

cz.xraoz,

V;J:;;;;,:i:
:':,;r;;

CO~?:Lu::\

CL03;·AID
CAI.CO~A

ZSTI?OG:::::S
OP.CED~C:X

;'::;:::C:.!YCIS
YEr.OX
~'G'?EO !.07'T()'
..ll •.;:LACID:3
LED~IX

LESL~"\

CillS;:'OX
CR~SLO::\"

PAS?EST
T_·;,IL-\AS'!IX
c:::..IXIZY:llE
iJ.!?::::T
XORT3: ~\.TL.!...~'l'iC

:REPISrXG
EYE::.IZ:::: .­
.P3R~A:PAST

!..~,!!.o:x

T.O:-'- LOX
J.Tl,'l·:
!'. :.1.:\:.\:-~

!~JX

.I.'OLIcor...
:EIOLACT:S
:u....,.--..;,:Z?SS
~G~O?OL

eliSO
":...LCD ou 1>..
:t:::E::S2....X
~::::::"_"..2':

s:C2YL0X
C'I. ~ T-:;">

...:::;;:-~~~~;::o..

:5;:.'.:.3/(,:­
lSC::li;j52
-t,ri;7/;'~

:l::~e/53

2~~~3/55

3027::: /5;:;:
2:::6;:;~i5i;

?,.~"';- ."""
~3f£,::;'/ijO .
~.':079/6'

~0512/,J~
3~5:'!.O/O-:i:

55~57/o'1

2~5~V/,)£:

25071/53
3S704./62
25~·~l/60

37C:.2/59

:553Z/52
2·:;:~/52

3·:~;7;51

\;:::::,;/1,3
:,:::. :/:'",

::: ,.:,s::,::
.:,~:!:,."

c. CO;,j
7::::':.:~:)
::::;-:,'~:)

,: :.J:.J;;"~

:., ...:::;!:;.~
3;::;,':C/'::~

:.::. "~.~/.: ~

z:.::.:.::~I;.j

3:::"::;'7/:'::­
l1.:.,.,S/JiJ

"'::p:=.::cc~-:.;;-r.

D.:=.:

.. .,..- -".--"'-

.j:::;y"si. :i~::~

:u;:,rc.b. ft, 1::.)')
.:\.::;;t.>; :;'5, 1~.)~

~....'.!~::.;;t ::::.j, 1~55

Xovemoer 5, 1955
!~7 eo, :'S':;;:;
~_.... .
.._.--~~. '" ."'~j

::":~cil 31, 19dO
::J:::'7 13, 1961
December 8, :!io~

":':~7 1, 19154
December 3, 1%4
October S, 1954
September a,1953
XO'CffiOl:: ~" 19&2
'June 11,19GO
December ::::2, 1959

.Juue 15, '195~
Septe::::.ber 19, Ifl5:!:
Dceeraacr 12, 1:l57
Tchruary l~. 1:}u3
,:'",.•,:, ·l·t. 1\';,';

. lId,,!u-r- :', I,';,:;
:."ml' ::0, 19;:,7
October U, 1geO
J:.:ne 22, 105::>
].,-,:-':1: 25, isss
Dee~~::'e: :::!),:;.C;5S
Xcveraber- 22, 1!/5-:i:
.Au:z::.s; 19, 1!)C2
Xu ....cc.cc- 21, 1:15:
Xovctaber ac. E·58
':LJ;ci"U:; 15, :960
SQe 12, 105:)

E.~·iT .) A

'!



\'c.. ~ J 7}f.:< ;;~n~

;:CJ:·s~t:Tea

c;;:;cs;;:or.. 2:r;;T::
O;:-pc=~~

:..Ic:-;;
..::.: ·:::::3=.t:,jr"

..., v.
..:!p~r:cr;;t~

D.:;te

September 19, 1953
.June 15, 19CO
February 10, 1965
~ug'J,st 12, 1964
.Jl:!y 2, 1965
February 18. 1964
September 15, 1959
A:J:£ 25, 1955
September 23, 1959
.Jcly 22, 1960
A'l.:gust 8, 1955
..:ll:g'Ust 8. 1955
~.rz.y 4, 1956
February 9, 1955
October 20, 1959
November 1, 19<30
September 20, .lD'.3~

December- 2, 1963
April 28 1 196-2
October 12, 1953
.Januarr- 13, 1954
December i:51 1~53

.;,uuy '0, .J.~<:I~

_~':1.6"Ust 15, 1957
.Junuarj- 11, 19Si
August 10 1 1961
AUg'ust 15, lJ62
August 211 1962
December 21, 1960
October 16. 1963
~,r~rcb. 17, 1964:
August 151 1964
June 11. 196~

1[:::.y 28, 1953
October 6, 1959
December 6, 1959
Apr-il 27, 1964
Xlarch 161 j,9;;5
November 201 1958
.:':.u~ust 8, 1056
)'i:ll'ch !}, 1965
-June 19, isse
1ra.rcb. 13, 196~

July 30 1954
1[<1.7 IS, 1954
November 30, 1956
February 8, 1957
Pebruary 8; 19."i7
..:1ugust 111 1964:
Jane 9, 1962

September 21, 1959
::';~rch 12, 1057
_j_p~.J 22, ·1959­
.Jur;c 0, 19;10
August; I, ::''"'60
,Tciy 25, 1960

1£151

.l.,J'::;U-::'!;,);;1

~32S3/57

505j57
24286/61
25361/62
26::'''::2/62
4~3GO/60

44463/63
11l34/G4
Z2101i6~

268Z5/5·1:
':332-;:/53
29707/<;9
35252/50
18806/6-!

6930/55
3.,1388/58
}:.J5D4,!:jG
10737/35
18450/52

6S:1.0/63
1871~/54

12030/.'54
Z56':1/55

3-iOl/57
31cl3/57

35430/64
11~12/62

2.:L--:20:::'
..:·_-=:'RO~.;.-~?:::-::

~2=-,OWLlOX

SXG.A:::ROW,
~·GZI':'A:C.J:OW

i~S.:'..::!:i:}·_RROW

pnr:~z.:·..:

SOXOTJA.
ARGOLn
BAi3l""RIC:S:
:\[!LKUX
EATO~IA

EXluL.'I:
WOOuSON
:!i'A~CO

..:::CTOLI:;\"'E
S.:':....".;'TAR
2_:'fIT.:lR
A..-'rTARE:
GELJO
JELLOX
S..:L"\EI
JZi,LIX
GPO
AI NO SAl-i'XA
ACS
ACE:
-"~"'~~-"'~'-'-

r.nV4U..:J_" ..'1"U":::'

·r'..L\,V,;,U.t:.

THREE ROSES
BLEATEX
LIVIXG uSE
LIVIN
PLAYTI:IIE
?YTEX
LAVIXG
p.!l ~T.EX:
EASYLIVIXG
SUPP·FIT
KEXTEI
SA_iB..L'r
SABA),"'?<A
SITI);"}: :>ARLE.:.'rE
CORT,.LOX
COJ:TIXE
EEXTELOX
ACRYLEX
.TOR
PURASERIN
:?YZID
·TETRACLIN
;,fEGA~IOX

GYLOCIDE
?E?:\fACE:B:\!
TETRACYDE
DUR..l.COX

... ..L~V ...u,

PROM

::'::;IXOLA.
lu-::GO
:BABY P.UTR
~.nLIU~.!

EATO),'"
:EX-LAX
,-rOODHUE
Fo:.roCo
AUTO-LITE
AJ,.';TAR..-\.
A..."\'?AI'.....\
..:L:.'\TARA
.T.8LL-O
J"ELL-O
SA),-:KA.
J'ELL·O
GF Seal
SL"'\K..\.
AC
AC

PYTIEX

.:~:::..)vr

CL_;.r~OL

..:\.:220\"';­
f-..~n.\)\~
....:.TIRO-rT
":'2r~o\Y

.!'..T:.RO\"V

T:ECi":SE FLOWERS
PLAYTEX
LIVIXG
Lrv1XG
PLAYTEX
?L.:\.YT.EX
LlYIXG
PLAYTEX
LIVEG
STIPP·TIOS]';
lG':::s"TILZ
SA....:....3A
SAABA
D.A.:LL:::::'Z
CORTOXE
COltTOXE
BE~rl'~-L .

•..A.CPJ:L.o\....'\j
?<CR
?~CI~

P}'IZER
TETEACYX
1rEGA1f".iCIX
GYCLOZID
P:SR~A?EX

TETRACYX
DUllACROX

2ft



:~~?
~~-

r
i!,· ,...,; ... 7//;::'-

In each..of the following cases" the opposition by an lunerican
'.rmna........... \""~ ...-a.....~ ... ; ·'e·d on the ")"'01. 1""; -1"'';' ":":- - rroods involved.....:J .. ~~-: ~ ... :':) .. ..,;:..:..1..:::-_. .....c; ;:-.1. ......... l "-1. ........:.0.::> ....

were difiercut ani: that usc of the junior mark in. relation to such
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Tbe Ja?~nese w~it~en langaage is complex, using over
5;: 000 llKanSiTt 0::;" Chinese ideographs CZanji Lf.t.er-a.LLy
me.aas "Ch.Lne Lec c er-" ) . 7hese :[0;;'::1 p r-e c Ls e meaning
distinc;;ions 4 Anywhere f r-om 10 to lOO Kan j L have the
same p r-o nun c.i a c Lc a (or' near-Ly ;:.:..e same wh e n r-ep r-c duc ed
via phoncc Lc s pe.L'Lf.ng} , so the apeken wo r-d or its
phonetically wri~~en equivalen~ C0~3 not provide t~e

·.fine .c.':"sti.::J.c-cions :that CU:" English vocabulary does, wh ez-e
some 30,000 words·out of pernaps lOO~OOO in tbe dictionary
are in use.

In addition to Kanji, the Japanese. also ~~ite ~n two
p ho n e't-LcvaLpha b e'c a (really 5y:"labaries), n~""1iragana1t and
1tkatakanat:, the La'c't.er- one oe.Lng used for words of
fOi"'ei,:4H cr-Lrri.n . The.1..:1. in f(:::tT.;;:k';::;l"'I::I ::IT''''' .::::",~1"i .,.h1.o.<="~ ..........

vowe.Ls and consonants independently'. These are not uo o
'marry pleasing 'sho r-c words 0= tc-ademar-k nanur-e that can
be ~ade from co~bi~ations of 4~4 o~ ~he o~he~ hand,
English wich 2. 2- consonanc s and .5 -rcwe.Ls lp~us long arid .
short vowels, double vowels, diph~nongs, double consonants)
can ma~e literally tens of -cnousands of dist~nc~ trade­
marks. Additionally, there a~e no alph2be;:;.~~al

distinctions in Ka c aka na bet...e en Hr:! anc. "Lv , bet..ve en
:-:flr and ahlf, between ~:b!: and HV t!, .ttd:: and :!t;H, etc.

Many of our consonants have no pro~o~~ced equivalent here.

Acrilan b ccomcs ah-ku-ri .... r-nh n {wi.uh ::0 accerrc ) by ""(..r.J.n,:;~
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e r-o 1."1;''', J ap nno.__ c WU1LLd c-on c.l nd c d r-o ppi.il.~ 01' SUD.::> t.L uut.Lng

any 02 thesesy:"lz.0les is a ma j o r- 3:lG. nov e.L d Lst-Lz.cc.i.o n ,
They would noc i::J.agi~e -.::.ha-::. »a K:"ilar... swez.-ver l : cou.Ld be
con r us ed \-r.:!.-ch n •Acr-y.Lan sweauer-" occcus e t.hc r-e a.:"e :10

ar"ticles in .Lapa ncs e gr-an.cier-, The y wou.Ld 'cr-ans.lLuer-a'ce
Acr-y.Lon as v ah....-ku-c r ah-c e-cr-o-cnuv or ::;::J::-ku-ri-ro-:lu lt

(depe~di~~ G~ a~~wued pro~uDciG~~o::) ~o~n containing
~ore syllaolcS ~nd diffe~e~t ~~an ~cr~l~~.

Tnis may be confusins~ b~~ ~~e key f2cvO~ is vh~~

applic~tion of Ja?~:l0Se syl~~b~:"y ~raas~~vera~~on

-ch.i.nk.Lng, ~·:i -;:.h lit.~le kno ......ledge 0:: E:J.~=-i:5:-.. 0.::' E:-:glish
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"SOME ASPECTS OF KNOW-HOW LICENSING PRACTICE
u~DER THE LAWS· OF THE UNITED STATES

(i;TRODVCTION;
.. _~_._..•_-_.

The main purpose of this paper is to give the Japanese mem-

.. _ .....be.,,? .oftJ:le J'aci#c::. :I:!l<:'!!Jljt;rill.1. Pr"p!,,,:·t;Y.l!lj~,,c::4,ati,,,, s"m~ _g§.n"';'1l..1

background information concerning a few of the more important

aspects of know-how licensing as it is practiced under United

States law. This paper is not a legal dissertation in which the

fine points o£the latest case law will be discussed. Rather, it

is intended as a practical and very broad guide on certain points

of our know-how law for the Japanese lawyer who ·is involved in

transfers of technology. We also hope it will be a useful begin-

ning point for those who may want to probe more deeply.

This paper has been ~ivided into three main sections. The

first section deals with various definitions of know-how. The

second part of this paper examines the legal nature of know-how

and know-how licensing agreements under American law. In addi-

tion,this second section discusses certai~ very recent case law

in the United States which may affect enforcement of know-how

rights and agreements significantly now and in the future. The

third and final section of this paper deals with antitrust con-

siderations as these apply to the know-how area. Some of the

problems to be touched upon in this third section include the

gpPbig§Q~b~ty Qf y,,~t;e4 States antitrust law to foreign commerce

and the legality of c~rtain restrictions, such as territorial

limitations, in know-how licensing agreements~

Please bear in mind that this paper does not discuss many

areas of ~~rican law which also affect know-how licensing prac-

,,,- ,{:..



tice. Among such areas' are tax considerations' and governmental

regulations relating to the export of technical data. Such matters

are extremely important and hopefully will be covered in future ma-

·····'Eerrals··o:evelopea··Hy···pTpA:····We·mentron~·them··here···onIy·to~·aIert··yolF···~··

to their existence and ·the fact ~~at this paper is not intended as

a complete treatment of know-how licensing practice.

This paper was prepared by two authors, each working separ­

ately and independently. One person wrote the first two sections

and the other, the antitrust topic. The law relating to know-how

in the United States is presently. in a state of great uncertainty

and controversy. Much of the material in this paper relates to

many unsettled,questions of law. Therefore,the points of view
The I

expressed in each section are to be regarded solely as the opinion
he I

of the particular author of the section. Also, please remember

that the comments of each writer are being presented in his

capacity as an individual attorney and not as the viewpoint of the

corporation with which he is associated.

We hope this paper will be useful to our Japanese friends

regarding American law and practice in the know-how area. Addition­

ally, we hope it will contribute, if only in some small measure, to.

greater friendship and understanding between Japanese and American

lawyers who may sit down hereafter at the bargaining table to.

negotiate transfers of technology.

3A



SECTION 1

DEFINITION OF KNOW-HOW

The term IIknow-howll is generic term which includes tech-

'nicalandbusiness information as_well as trade secrets. Not

,all know-how is protectable in the sense that it, can be protected

sold, or licensed as property. For example, the acquired skill

and accumulated experience of a technical employee is of value,

but such. an employee cannot be deprived of such knowledge to

the extent that it is his own and does not involve trade secrets

or other information which has become the property of his em­

ployer. ,The areas of this definition beyond that of trade

secrets ~s difficult to define and represents one> of the problem

areas of the law. As one court has stated -

!lIn the law of trade-secrets, embracing mechanical en
gines, chemical formulae, confidential lists and the
like, matters ranging from sugar in tea for sweetening
purposes to the most complicated machines will be en­
countered.· Questions as to classification will arise
and their solution may not always be free from diffi­
culties. Examples may be more helpfUl than definition
or attempted redefinition."

Most licensing situations involve matters ·which can properly

be classified as trade- secrets. The definition of this subj ect

which is most generally followed by the courts in the United

States in civil cases is that provided by the Committee on Torts

of the American Institute, in Section 757.0£ Restatement of

Torts. Because of the importance of this def~nition, Section

757 (al and (b) of the Restatement are set forth below:
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INTERFERE:\'CE 'WITH BUSINESS
RELATIO~S (continued)'

PART 1. BY T.xADE PRACTICES (continued)

Chapter 36

MISCELLANEOUS TRADE PRACTICES
!'~CtlOD

757. Liability (or disclosure or uee of anotber'a trade secret-e-Genera!
principle

7.58. Innocent discovery of sl'C'ret-F.lTcct ot eubecqucnt acetce or
change of pcaitlon

7S!). Prccurlug Infcrmat i .... l1 by Improper olean.·
7GO. ~isrcpre5cnt;\tjon in rnol.rketillg' goods of which another i:, the

commercial sourcc-I;:aLiiity to the other
761. Falee ad\·crti$ing-Liu.LiHty to comperitcr

§ 757. LIAUII.ITY FOR DISCI.OSURE OR USE OF AN­
OTlIER'S TRADE SECRET-GEXER.~L PRIN­

CIPLE.

One who discloses or uses another's trade se­
cret, without a privilege to do so, is liable to the
other jf

4 Tours '\.1•.1.-1 1
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(a) he discovered the secret by improper
means, or

of confidence reposed in him by the other
in disclosing the secret to him, or

(c) .he learned the secret from a third person
with notice of the Iacts that it was a se­
cret and that the third person discovered
it by improper means or' that the third
person's disclosure of it was otherwise a
breach of his duty to the other, or

(d) he learned the secret with notice of the
. facts that it was a secret and that its dis­
closure was made to him by mistake.

.§rs:

3AI

Comment:
a. Rationale. The privilege to 'compete with

others (sec § 708. vol. III) includes a privilctre to
adopt their business methods. ideas or processes of
manufacture. Were it otherwise. the first person in
the field with a new process or idea would have a
monopoly which would tend to prevent competition.
This privilege has some limitations. however. In the
first place. in order to promote the progress of science
and the useful arts. .11atent and copyright Jaws pro­
vide protection to the originator. The patent laws
prohibit the witting or unwitting manufacture. -sale
or usc hy any person of a device. process or article

'which infringcs a patent granted to another. The
copyright laws prohibit the plagiarism of a work

.copyrighted by another. The protection afforded by
both types of legislation is limited to a fixed number
of years. Both types of legislation establish a 1110­

nopoly for the purpose of encouraging invention and
~ i 'IOr.TS A.L.I.
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Ch. 30 ~llSCELb\:\EOUS TRADEPI<AGTICES .. §iS7 .

art. In the second place, the law.of. torts prohibits
copying- in a manner which creates in the market

..... ........• ·····avoma5Ie·ConTli~Zioii···i5ici5rnincI'ciJ:I·5iim·c(C·<·Tli~····

pri\'ilq;e to copy is not a pri\'ile~e to palm off one's
goods as those of another. Thus. when the physical
appearance of one's goods has acquired in the market
a sig"nificancc as identifying the goods of which he is
the couuucrcial source, another may not, copy that
appearance if it is non-Iunctional, and if it is func­
tional. he may copy it only upon taking- reasonable
precaution to avoid confusion (sec § i41. \'01. III).
The rule stated in this Section is a further limitation'
on the privilege to copy when the thing copied i~ a
trade secret, This limitation is not imposed because
of any difTcrcncc in function or value between trade
secrets and other devices or processes. :\~ormula

for a medicinal compound or a process ofrnauufac­
ture is equally eticcuvc in making- its product when
the formula or process is gcnerally known as when.
it is secret. Its original discovery may require equal
ingenuity and labor when it must necessarily be .dis!
closed by the product which rcsults from it as whcl\':
it can be kcpt secret, Exclusion of others from the';' ..•.
privilege of using it will givc it the same value to the

, .

originator in the one case as in thc other, Indeed, a.
patent monopoly is grantcd· only upon fulldisclosure
of the subject matter of the patent. The significant

. difference of fact hctwccn trade secrets and processes
or devices which arc not secret is that knowlcdacof
the latter is available to the copier without the usc of .
improper means to procure it.' while knowledge of
the former is ordinarily available to him only by the
use of such means. It is the employment of improper
means to procure the trade secret, rather than the

3
-,,, !
"'-1';. ,



. § 757 TORTS Ch.36
.'

mere copying or use, which is the basis of the lia-
bility under the rule stated in this Section.

as to the basis ofJiabihty tor the drsclosurc or
usc of another's trade secrets. :\nalog'y is sometimes
found in the law of "literary property." copyright.
patents. trade-marks and unfair competition. .The
sug-g-estion that one has a right to exclude others
fr<"li";he usc of his trade secret because he has a right
oT'pr'(;llc;'t~·-in the idea has been Frequently advanced
;mi'I i_cjccleel. m T he theory 'that has pl'C\·aiIScJ. is..that,

t1!cprntection is afforded only. by a f"eneral duty of
Riod Ja,i th ;\1i~l..that, th!:.,liability rests, upon breach of
t~lu~y,; that is, ,111:cach ofcontracr. abuse of con­
fidcnce ()r impropriety in tile method of ascertaining
the secret. Apart from breach of contract. abuse of

"confidence or impropriety in the means of procure-
ment. trade secrets may be copied as freely as devices
or processes which are not secret. One whodiscovers
another's trade secret properly. as. for example. by
inspection or analysis of the commercial product em­
bodying the secret. or by independent invention, or by'
gift or purchase from the owner, is free to disclose it
or use it in his own business without liability to the
owner. As to the liability of one who procures the
secret from a third person without notice of. any im­
propriety in. the third person's disclosure of it, see
§ 758. As to the procurement of information other
than trade secrets. see § 759. For a definition of
trade secrets, see Comment b.
. The protection afforded by the rule stated in this
Section is in some respects greater and in some re­
spects less than that afforded by the patent law. It is
greater in that itis not limited toa fixed number of

'f
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years and docs not require novelty and Invention as
in the case of patents (sec Comment b). It is less in
that secrecy of- the process and impropriety in the
method of procuring the secret arc requisite here but
not in thc case of patents.

b. Definition of trade secret. A trade secret
may consist of any formula. pattern. device or com­
pilation of information which is used 'in one's busi­
ness.' and which gi\'Cs Jiirii-;lri opportunity to obtain,
anaclv::mtagc over competitors who do not kncwor"
tt.s.e it.' It may be a formula {or a chemical compound.
~£S~}X:-.of..manufacturing, treating .or preserving
materials. a pattern for a machine or other device. or
a list of customers. It differs from othcr secret: in­
formation in a business (see § 759.) in that it is not
simply information as to sincle or ephemeral events;
in the conduct of the business, as. for example, the
amount or other terms of a secret bid for a contract
Of the salary oj certain employees. or the security in~'

vestments made ('I' contemplated. or thc date fixed for
the announcement of a new policy or for bring-ing- out
a new model or the like. A,tradc secret is a process
or device for continuous usc in the operation of the
business. Generally it relates to the production, of
goods, as, for example, a machine or formula for the
production of an article, It may, however, relate to
the sale of g-oods or to other operations in the busi­
ness, such as a code for determining- discounts, re­
hates or other concessions in a price list or catalogue.
or a list of specialized customers, or a method of '
bookkeeping or other office management.

Secrecy. The subject matter of a trade secret
must be secret, ::-Iattcrs of public knowledge or, of
general knowledge in an industry cannot be appro­

S
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Matters which are com­
one markets can-

TORTS§ 757

, a
known only in the particular business in which it is
used. It is not requisite that only the proprietor of
the business know it. He may. without losing his
')ro~cc~~0n, communicate it to C111 j') IO,Oces involved in.. .
its usc. He mav likewise communicate it to others
pledger! to secrecy. Others may also know of it· in­
dependently, as. for example. when they have dis­
covered the process or formula by independent in­
vention and are keeping it secret. Nevertheless. a
substantial clement of secrecy must exist, so that. ex­
cept by the use of improper means.· there would be
difficulty in acquirino the information. An exact defi­
nition of a trade secret is not possible. Some factors
to be considered in determining whether g-iven infor-·
marion is one's trade secret are: (1) the extent to
which the information is known outside of his busi­
'ness: (2) the extent to which it is known by employees
and others involved in his business: (3) the extent of
measures taken by him to g-uard the secrecy of the
information: (4) the value of the information to him
and to. his competitors: (5) the amount of effort or
money expended by him in developing- the informa­
tion; (6) the ease 'Or difficulty 'with which the infor­
mation could be properly acquired or duplicated by
others.

Novelty and /,1':'01' art. A trade secret may be a
device or process which is patentable: but it need not
be that. It may be a device or process which is clear­
ly anticipated in the prior art or one which is merely
a mechanical improvement that a good mechanic can
make.. Novelty and invention are not requisite for a

6
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Ch. 36 ~!ISCELL\:\EOL'S TRA::JE PRACTICES § 7S7

trade secret as they arc for patentability, These rc­
quircmcnts are csscr..ial to patcntahilirv hccausc a

vice or process even hy one who discovers it properly
through independent research.' The patent monopoly

- is a reward 'to the inventor.. But such is not the case
. with a trade secrct.' Its protection is not based on a
policy oi rcwardintr or otherwise encouraging thc de-
vclopmcnt .of secret processes or devices, The pro­
tcction is merely against breach of faith and repre­
hcnsihle means of lcarninc another's secret. For
this limited protection it is not appropriate to require
also the kind of movcltv and invention \\'hich' is a
requisite of patentability. The nature of the secret'
is, however, an important factor in determining the
kind of relief that is appropriate' against one who is
subject to liability under the rule statcd .in this Sec­
tion: Thus, if the secret consists of a device or proc­
ess which is a novel invention. one who acquires-the
secret wrongfully is ordinarily enjoined from further
use of it and is required to account for the profits de­
rived from his past usc. If, on the other hand, the
secret consists of mechanical improvements that a
good mechanic can make without resort to the secret.
the wrongdoer's liability may be limited to damages.'
and an injunction against future usc of the improve­
ments made with the aid of the secret may he inap­
propriatc.

l njonnotio» 1I0t a trade secret, Although givcn
in fermation is not a trade secretone who receives thc
information in a confidential relation or discovers it
by improper means may be under some duty not to
disclose or usc that information. Because of the con­
fidential relation or the impropriety of the means of

7
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"

As st;lt,..d. in Comment a, even
the rule stated in this Section rests not upon a view of,
trade secrets as physical objects of property hutrather ro

upon abuse of confidence or im?ropriety in learning,
the secret. Such abuse or impropriety may exist also
where the information is not a trade secret and mar
be equally abasis ior liability. The rules relating to
the liability for duties arising- from confidential re­
lationships generally are not within the "cope of the
Restatement of this Subject. As to the use of im­
proper means to acquire information, see § i59.

With respect to definitions of trade secrets under criminal

law, these are incorporated in the criminal statutes of many

states. The Pennsylvania Statute (Penal Code, Section 899.2)

for ex~~ple reads as follows,

Tl(3) The term 'trade secret' means the whole or any portion or
phase of any scientific or technical information, design, pro­
cess, procedure, formula or improvement which IS,OF VALUE fu~~

has been speci£icallvidentified by the owner as of a confiden­
tinl char~c~er, and which has not been publishp.d or o~herwise

h0COlllC' .'\ !ll;...r t c-c o( C!f'nc'r:... l [lllhi i r'; krl()wlc~d{w. There shall bo a
r c bu t l~'.l.bl c pr(~~-;UlIlP lion tIla L scien t i.fLc or technical information
has not been published or otherwise become a matter of general
public knowledge when the owner thereof ta};:es measures to pre­
vent it from becomino available to persons other tha~those se­
lect0.cl bv him to have access thereto for limited purposes."
(Emphasis added.)

The New York State Statute (Penal Code Sections 1296, 155.3'

and 1630,45) is as follows:

3AI
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G~and La~c2nv in Second Decr2e

"P::-oner'ty of any value consisting of a-sample, culture, micro­
or9a~is~. specimen, record, recording, 'document, drawing or any·
other article, material, device O~ substance which constitutes,'

- !;'.?pr.es,en.:t:s., ,"_gy,i.c:i~n.G_~s", J::e f1eG,:t.s,.._..9r,.__ re,coJ;'cj,s <?- se,G:_re_:t_, s~i,e:n_tj,_.t:.i,9-"-.~,~,. _
or technical process, inven'tion or formula ,or any phase or· part
thereof. A process, invention or formula is 'secret' when it is
not I and is i-lot in-tended to be available 'to anyone- other than the
owner thereof or selec'ted persons having aCcess thereto for
limited purposes with his consent, and when it accords or may'
accord the owner ~n advantage over competitors or other persons
who do not have knowledge or the bene£i t thereof. ".

Grand La=ceny in ~he 7hird Decree

"The property cons i s t s :of a aampLe ,cuI ture, microorganism,
specimen, record, recording, document, drawing or any other"
article, material, device or substance which-constitutes,
represents, evidences, reflects, or records a secret scientific
or technical process, invent~on or formula or any phase or part
thereof. A process, invention or formula is I secret I when· it "is'
not, and is not in "tended to be, available to anyone other than
the owne:F thereof or selected persons having access thereto for
limited ·purposes with his consent, and when it accords or may

. accord the owner an advantage over competitors or other persons
who do not have knowledge.or the benefit thereof;"

The Massachusetts Statute is broad in scope and includes

trade secrets along with other types of property in the defini-

tion of "property" as follows:

"The term 'property' as used in -tbLs section shall include money
personal chat t e Ls , _a bank note, bcnd ipromd s sory note, -bill· of ex­
change or other bill, order or certificate ,a book of' accounts' for
or concerning money or goods due or to become due or.to be de­

,livered, a deed or writing containing·a conveyance of land, any
valuable contract .i.n f o rcc , :\llvthinn wb f'cb constitutes, r0DrCSCni:5,

-evidences or r0cords a secret scienti.fic. technical. nlcrC~10nrti_sjng,

production. or m.;:\na~ICr.1C?n;: ir.formii.--.::ion. desian. process. procedure,
zormu i a . tnvon t i.on or jrnn~"ov0.In~nt. a receipt, release-or de f ees ance ,
a wr i u , process, ce r-r i r i.cece of ti tic or duplicate cer-tLrLcace.vf a­
sued under chapl::er one hundred and eighty-five, a public record p

anything which is of the realty or is annexed thereto, and any
domesticated animal, other than a dog, or a beast or bird which
is ordinarily kep~ in confinement and is not the·subject OX'
larceny at common law. 1I (Emphasis added.)

3 At
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---~

LEG~~ NATURE OF K~OW-20W ;~~D KXOW-~ON LICENSING AGREu~NTS

U~~ZR ~~E~I~~ LAW

I. THE LEGAL NATURE OF KNOW-HOW

Until quite recently it was well settled in American

~

a o:rsec::::ret nature

is property and that the possessor has a property right in it. (1)

\~ .....,
...J -/v

As property; its owner has_ the right to retain possession, to

prevent unauthorized disclosure or use by others, and to trans-

fer possession to others by contract (license) or otherwise.

These attributes of property remain as long as the trade secret

retains its confidential or secret character. As the Supreme

Court has stated -

liThe complainant relies upon the owners:1ip of its secret pro­
cess and its rights are to be determined accordingly. Anyone
may use it who fairly, by analysis and experiment, discovers
it. But complainant is entitled to be protacted against in­
vasion of its rights in the process by fraud or by breach of
trust or contract. The secret process may be the subject of
confidential connunication and/or sale or license. 1I (2)

Professor Stedman in the 1969 Patent Law Annual (3)has

described the nature of this property right as follows:

"There is not much to be gained from an extended philozophical
discussion of whether trade secret protection is based upon a
concept of .'property' or of wrongful conduct. One thing is
c.lear. Overwhelmingly, trade secret cases arise out of some sort
of misconduct: theft, bribery, breach of an express or implied
contract, violation of a confidence consciously entered into
or implicit in a relationship such as that of employee. In
marginal cases, liability may be predicated upon knowingly
taking advantage of the wro~gful acts of others, or occasionally
of mistaken or inadvertentriisclosure--cases, in other words,
where-one uses or further discloses the information with full
knowledge that- it is not publicly available and was not in­
tended to be made available to him.

UIn consequence, no protect~on will be given where the trade
secret is. the subject o~ independent discovery or discovery­
throuqh examination or analysis of publicly available materials
or products, where it is acquired through legitima~e channels
such as disclosure without any express or implied restriction,

3A2
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whe~e ~he user or discloser is ~nder no obligation ~o refrain
from use or disclosure as, for ins~ance,.where ~he information
is deemed ~o be part of the acquired general knowledge and
skill of an ex-employee. (Emphasis added)1l

la' II . PROTECT I 0:--;' OF' K'JOhrnOt.'1 RIGHTS UNDER AMERICAN LAW

re...~ ..J. t ~ CAl hv c:-'"t;"?,Ct

(1) 1.. Sale

A trade secret may be sold and if sold may be sub-

ject to capit~l gains tax treatment under regulations

of the Internal Revenue Service. Contractual obli'-

gations relating thereto are enforceable.(Z)

2. Licensir.g

As a corollary to the right of sale, a trade secret

'may be licensed, and licensor retains his·property

right. ReasonaLle restrictions which protect the

trade secret against loss ~ay be enforced. (2)

3. Employer-Emolovee Agreements

1

A recent report by the National Industrial Conference

Board(4) w~ong 86, large corporations revealed t~at

83 use an employment agreement to protect invention

sort
ed

and tr.J.dc secret riohts.

Despite the widespread use of such agreements with

employees there are numerous problems of enforcement

lly and interpretation based, to a large extent, upon

the fundamental conflict of interests betweem employer
"~_=-;C.._-~_-_-...:.",.'

and employe8 when the employee changes jobs. The

courts a~e faced wi~h the dilemma of protecting the

employer's interest without unreasonably depriving

the employee of~the right to work and to utilize his

3 A2
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own~knowledge and skill~. The American Chemical

Society, in recognit~on of this pro~lem has issued

a booklet directed to both employers and employees

in which the problem is reviewed and" sound

tions are made as Iollows,(5)

\ '
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RECO:vnv1ENDATIONS FOR THE El\1PLOYER
OF SCIENTISTS Ai\:D ENGINEERS

1. Usc 2. written contrncrual employment agreement in which
the employee clearly agrees to mcke :10 unauthorized dis­
closure or use of urouriotarv information.

restrictions. particularly if the technology involved is
licvcd to be proprietary or demands skills.of a special nature.

3.Ask now employees about any job restrictions or ethical
problems connected with their former employers. Remem­
ber that a person who shows no qualms about revealing a
former employer's trade secrets may do the same with those
of his new employer.

4. Educate (and periodically remind) employees on the general
aspects and 'importance of trade" secrets and advise them
about the legal aspects of any act which constitutes a trade
secret misappropriation.

5. Promote effective employer-employee relationships. The
contented employee is not likely to look ior other ;obs o·r
to disclose trade secrets.

6, Develop effective, but not overly restrictive, physical con-·
trols for securing vital proprietary information. \Vhile se­
curity is important. the restriction of a free flow of informa­
tion could reduce employee morale and retard technological
productivity within the company.

7. -Llmit the accessibility of important trade ,secrets 'to indi­
viduals on a need-to-know basis and clearly identify trade
secrets as' such.

B. Don't place an employee on a compromising job which
would restrict him from exercising the best of his abilities
and which could chance his revealing a former employer's
trade secret.

9. Caution employees and academic consultants to exercise
due care when discussing company work at such places as
technical meetings and otherwise when off the job.

10. Provide for an extt-lntervlew wijh all departing employees
lo remind. them of trade secret obligations. In appropriate
cases. new employers should be informed of the possible
legal and ethical conflicts which might arise from. a job
change.

'lnda-
.'
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against other pa=~ies in the absence of contracts, im-

plied contracts or confidential relationships. These

have been classified by Milgrim as follows:

A trade secret is not protected against one who

discovers it independently by fair means as the

court stated in Junker v. Plummer(6).

liThe owner of a trade secret, in contradistinction
to the owner of a patent, has no right in the idea
as will enable him to exclude others from using it.
Thus if one acquires the secret by honest means he
may use it. Relief is granted to protect the secret
only where one -is attempting to use or disclose it in
violation of contract or abuse of confidence .. 1t

2. A9ainst an innocent wrongful llser--one who in

good faith acquires from another source knowledge

of a trade secret without breach-of contract or of a

confidential' relationship, has no liability to the

owner o~ a trade secret; however, once such a user

receives notice of the trade secret he may be required

to cease its use and can be enjoined ~~d held liable

for damages. However, the Restatement of Torts pro-

tects the innoc~nt purchaser of a trade secret and

modifies this general rule--note the following from

the Restatement:

tlOne, who learns of another's trade secret from a
third person without notice that it is secret and
that the third"personts disclosure is a breach of
his duty to the other, or who learns the secre~

through a mistake without notice of the secrecy and
the mistake,
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Il(a) is :lO-c lia::'::'e -:0 t:he o-:herfor a ctfs­
clcs~=e 0= ~s~ of the secre~ prior to receipt
of such no-cice, anc

and may be subject to damages. When the wrongful

of contract or ,confidence is'involved can be enjoined

ceives a trade secret with knowledge that a breach'

One who re-3. Against a knowingly wrongful ~ser.

U(b) is liable to tl1e other for a disclosure
or"use""of·""the""secre't- -af-ter----the----receipt "of"r'such-'
notice, unl~ss prior ~~er~"to he has in good
faith paid value fer t~a secret or has so
changed his position tha-c to subject.him to
liability would be inequitable. tl

~ser induced -ehe, breach or conspired to misappropriate

the secre"t he may als9 be subject to cri~in~l sanc-

tions as discussed further below:

III. PROTECTION OF" TRADE SECRETS UNDER CRIMINAL LAW
'a

Under Criminal Laws applicable to trade secrets they are

treated as proper~y sUbjec~ to theft. Since most trade 'secrets

·are intangible, at least in part, existing ,theft statutesar~

red some times difficult to apply. Recently many ~~ates have en-

e acted more effec~ive legislation but Federal Laws are narrow

and often inapplicable.

A. Under Fede~al Law(7)

"Whoever trans:Jorts in interstate or Foreign commerce
any goods, wares, merchandise, securities or money, of
the value of five thousand dollars or more, knowing the
s~ue to have been stolen, converted or taken by fraud •••
shall be fined not more than ten thousand dollars or
imprisoned nOi: more than ~en years or both. 1I

This act relates to tangible property, and although it

has been held to apply-to drawings and blueprints where

3A .2-
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the val~e has been established it falls short of the

definition established in more effective state 1egis-

B. Under State Laws

In the last ten years some twenty states(8) have enacted

or amended their crimi~al stat~tes to strengthen the

laws relating to theft of trade secrets. These statutes

generally follow the provisions of the New~ersey Law

which was enacted in 1965 and is reproduced as foilows:

i
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L.l9GSJ c.,52
N. Ja S. Cum, SUFi>. 211.:119-5.1 et seq, ,

j....."i ...':..t:r concerning crimes and supplementing
chapter 119 ot Title 2:\ of t::J.eX~w Jersey Stat-
utes. .

ZlZiZgins, '\}'ooCcoclt, Gelber,.
!,lallctt and RZlndalll.

STf;.TEjIE~T.

Thls bill makes clear that trade secrets .nreprop-.
er ty and that stea llng articles reprcs cntlngvtrade
secrets {:nc!uding the trade secrets represented) ccn-:
atltutcs a crime.

:n 19G~. New Jersey industry spent apprcxlmately
!¥.: billion dellars In research, de .....cloprnont and dls­
cover/ resulting in trade secrets in graphic form such
::~ secret processes, formulae, blueprints. maps, draw­
i:'.;::s and the like. These tr ade secrets benefit the
discoverers by Improving their ability to compete,
create new jobs for New-Jersey workers and create
wealth tor New Jersey, ccmmunltlcsvthrcugh In­
crccscc ccrnmcrclal activi~y and increased taxes. Our
.::bility to p rctect trade secrets is an Important clement
in :'ctalninz and attracting industry to New Jersey.

l;l recent years, trade secrets have increasingly be­
come the subject or men. both by Individuals and
~;oups working Inside industry and by conspiracies
invclvin.r: outsiders. Recently the parttclpatlcn 01
or~J.nizcd cr'ime in these thefts has, become alarm.
l:1Cly evident.

In a:tempting to enforce criminal penalties for
these thefts, however, Jaw enforcement officers have
been hampered by technical defenses 'raised by the
crfrnlnals. For example, the defense is asserted that
Conly an "Idea" was stolen, which is not propcr ty; Or
the criminal asserts that he only photographed or
copied the article and, hence, did not "take" or
"steal" any "property," Or he might assert that he
intended to return the article (althol.:.zh alter cO;Jj'ir.g

. Its secret) and that without proof or an intent to
permanently deprive the owner of his. "property" he .
was not I,:uilty of a crime.· "

The !oreJ;::oing Icglslatfcn is designed to make it
clear that such defenses are not evattabtc,

3Az
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L. 1965, CHAPTER 52 N.J.S. Cum. Supp. 2:119-5.1 et seq.

Ch.p'er 119. LARCENY AND OTIIER STEALINGS.

SectIon
2A:1l9-2.

2A:1t9-S.1.
2A:119·:S.2.
2A:llg·:;.3.

.;)Lcalinl: money. chattels and other art..
'Jelcj:;'propcrty"'and" things;'

Purpose.
Definitions.
Stealing or embczzlln: aructes repre­

,enUnt: trade secret.

Scellon
2A:119*S.4.

2A:119-5.S.

2A:119-S.1.

Taking article representing trade secret
by' reree-ee-vtctenee. "~A'_

Returning or Intention to return artIcle
no defense.

Slealln&, or breakin& and enlerIntwJth
intent 10 steal. narcotic: drui:"s.

. ~A:1l9-2. Steaiing money, ebattels and other
articles. properly and things. Any person who:

a. Steals any money, goods, chattels or other
personal property at another; or
. b. Digs. pulls, pulls up, picks, gathers. breaks,

riPS. cuts, severs, roots UP. or"otherwIse destroys
or damages, carries away or unrcwruur appro­
prlates, with Intent to steal, any real or personal
properly ot another, or any part thereof; or

c. Wmtully kills any animal with intent to
steal n or any part thereat. the property ot
anothcr-

loS guUty ota misdemeanor. it the prtce or value
ot such property- be under $ZOO.OO, and It the price
or value thereat be SZOO.OO or over such person Is
zullty at a hlbh misdemeanor.
Source. L. 1057. c. 55, U. Approved May 24, 1957,

erreeuve .Imrnedlatcly,

2A:119-5.1. Purpose. It Is the purpose ot this
•act (N. J. S. Cum. Supp. 2A:1l9-5.1 et seq.] to clar­
il)' and restate existing law with respect to crImes
InvolvIng trade secrets and to make clear that
arucies representing trade secrets. Including the
trade secreta represented thereby, constitute

goods; chattels, materials and property and can
be the subject of criminal acts.
Source. L. 1905. C!. 52. fl. Approved :May 17. 1965.

erteeuve Irnmcdlately,

2A:1l9-S.2. Definitions. As used. In this act
.tN. J. S. Cum. Supp. 2A:1l9-5.1 et seq.]:

(a) The word "article" means any object. ma­
terial, device or substance or copy thereat, tnclud­
in£: any wrtung, record. rccordllll;.·drawinf,. scm­
pie, spccnucu, prototype. model. pbotograph,
micro-organism. blueprint or map.

(b) T1H! word "represcnunn" means doscrtblng,
dcpictln:;. contntnlng, consututtng, reflectinC' or
recording.

(e) The term "trade secret" means the whole or
a.ny portion or phase of any scientific or technical
information. design, process. procedure, rcrmula
or improvement which Is secret and ot value; and
a trade secret shall be presumed to be secret when
the owncr thereat takes measures to prevent It
trom becoming available to persons other than
those selected br the owner to have access thereto
tor limIted purposes.

(el) The word "copy" means any racstmnc, rep-

: Jtca, photograph or other reproductlon at an
article, and any note, drawing or sketch made at
or from an article.
Source. L. 19G5. c. 52. {2. Approved :May 17, 1965.

erteenve immediately. .

2A:119.5.3. Ste::lIin; or cmbczzlin: artlctes rep­
resenting trade secret. Any person who, with In...
tent to deprive or withhold tram the owner
thereat the control of a trade secret, or wah en
intent to appropriate a trade secret to his own
use or to the use at another.

fa) steals or embezzles an article representing
a trade secret, or,

(b) wlthout.authoriLy makes or causes to be
made a copy at an article representing a trade
secret,

Is guilty or a mlsdcmecnor, It the value ot the
arttcle stolen, embezztcd or coptcd. including the
value at the trade secret reprecentcd thereby. Is
less than $200.00, and at a high misdemeanor it
such value Is 5200.00 or more.
Source. L. 19G:5. c. 52. ~3. Approved May 1'7. 1965,

crreeuvc Immediately.

2A:119-5.4. Taking' article representing trade
secret b)· force 0.1' violence. Any person who by
force or violence or by putting him In tear takes
trom. the person of another any article represent­
ing a. trade secret Is guilty or a high misdemeanor
nnd shall be punished .by a fine ot not more than
$5.000.00, or by Imprisonment tor not. more than
15 years. or beth.
Source. L. J965. c. 52, B. Approved May 17. 196:5,

errccuve Immediately,

2A:1l9,:"5.S. Hclurnln: or Intention to return
article no defense. In a prosecution for a viola...
tton of thls act It shall be no dercnsc that the per­
son so charged returned or Intended tI,. return the
article so stolen, embezzled or copied.
Source. L. 1965. c. 52. ~5. Approved. May 17, 1965,

effective immed.Iately.

3A2..
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Under· this statute, and generally under other state,

~tatutes, to constitute a crime the state mus~ prove that the

article e~bodying ~he trade secret was t~~en withe the intent

':'=--'-'-------,--_.----

r
i

to appropria~e the secret represent~d by the ar~icle. Thus

while the required intent relates to the secret idea, the

criminal act must be with relation to a Dhvsical object. The

statute, therefore, does not make criminal the mere improper.

use by an ex~employee of skills- or even secrets which he

learned in his former employmer.t J without some unlawful action

" taken in connection with appropriation or copying of a physical

object incorporating the idea. Thus memorization followed by

use, or transmission of th~ idea orally might not be subject to

the New Jersey State and a civil action of ~he nature of ,an

action for.unfair competition or contract-violation would have

to be relied on.

Other state statutes are. somewhat broader,. ~.e~,. the

Pennsylvania Statute (Penal Coqe, Se~tion:~99.2).makes it a

crime to obtain access to a trade secre~either lawfully or

unlawfully followed by conversion thereof to his own use of

the use or disclosure thereof to another- person.

With respect to those states which have not specifically

•
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a~enced ~hei: theft statutes to ap?ly to trade secrets, re-

1
!

..

liance must continue upon gene!al la~s relating to grand or

petty larceny with atten~~nt di£ficul~ies in proving theft o£

~_,~~,9~?,~~",,~E,,~__~,S,~,~_~--_--h_eY;-~-9 __ specific __ ~_~_~_:r;,~_n,_~~_9", ,_y'~,! ~?_§:_,~,§'r_,;_r!, ,,~~_~

case of ar~icles of co~~erce or other goods •

There is a s~rang movement underway to enact uniform

trade secret theft legislation spearheaded by the American

Bar Association's Section on Patents, Trademarks, and Copy-

rights through its Committee No. 402 which has ~een studying

the drafting of a proposed uniform trade secrets act prepared

by- a special committee of the National Commissioners on Uniform

State Law and has made the following recommendations:

"(1) the property theory of trade secret ~rotection be expanded
to make clear thaL Lrade secrets can be assigned and licensed,
(2) customer'lists and information concerning a· business not be
excluded from the definit~on of a trade secret, (3) 'readily
ascer~ainable by proper means' be the test for the existence of
a trade secret rather ~han eiLher 'easily discoverable by in­
dependent means' or 'common knowledge', (4) the concept of mis­
appropriation of a trade secret be favored over the concepL of
trade secret infringement, (5) misappropriation of a trade seer'
be exp~essly declared to be unlawful, (6) a person who obtains
a trade secret from a misappropriator with knowledge of the
misappropriation be considered a msappropriator, (7) only a
trade secret ~wner be allowed to recover for misappropriation
of a trade secret, (8) injunctive relief for ~rade secret mis­
appropriation be left ~o ~he court's discre~ion not limi~ed

in. th~ statu~e as to time, (9) a good faith infringer be
allowed to continue use of a trade secret only in exceptional
cases, .(10) bo~h damages and profi~s be allowed in appropriate
cases where there is no overlap and to the extent both a=e re­
coverable in unfair competition Cases generally, (11) treble
daBages be awarded only in exceptio~al cases such as when jus­
tice requires addi~ional com?ensa~ion to the trade secret owner
or when exemplary da~ages waule be war=~~ted, (12) a good faith
infringer who is allowed to .continue to use a trade secret be­
~~use of good faith ffia~erial change of position prior to any
notice of misappropria~ion not automatically be liable for a
reasonable royal,y, (13) the pro?osed ac, preempt common-law

;j A2
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~or~ =e~ecies for trad2 sec~et ~isap~=o9riation in or a=~ec­

ting in~ers~a~e con~c=ce, and (l~) a statu~e of limitations
on li~bili~y be incl~ced.

117hQ ccmmi 1:1:8e has
G~ifo=:n S~at:e ::

1:he
Confe~cnce of Co~~issio~ers c~ Uni50r;' State Law, toge't.her
wi~h -r:ha Co~~i't.tcels reco~~2~~a~io~s. A ~2W draft, substan~

tially incorpo:-a't.ing t:'e Comm.itt e e I 5 reco;n.i7I.enc.ations, is ex­
pac t ed ::rom "Che S:?ecial Co~~~i't t ee -:.nis year. II

c. Possible Chances in P::-ese;rt La'.'"
A rece~t decision by the U.S. Supreme Cour~, Lear v~

.~ins(9) ,.co~~ained dissenting la~9~age by Justice'

Black, which appearea to q~estion the legality of li-

censing knowhow in the absence of paten"ts in the

following language:

1I0ne who makes, a discovery nay, of course, keep it
secret if he wishes, bu~ ?riva~e arrangements under
which self-styled "Lnvcn t.o z s I do no c keep their· dis­
coveries secret. but rat:her disclose them, in return
for contractual payree~ts, run counter .to· the plan of
our patent laws; which tightly regulate the'kind qf
inventions that may be protected and the manner in
which they may be protected. The national policy ex­
pressed in 'the patent laws, "favoring :free competi t"ion
and narrowly limiting manop.aly f carmo t be frustr."l, ted
by priva~e agreements' ~~ong individuals, with or with­
out the approval of the State.· l1

=his was followed bya decision i~ the Federal District

Cou~t for the Southern District of New York(lO) in which

This was based on adoption by~ the court of the philo~phy

of the dissent in the Lear Case using the following

language:

:3 A2
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" ..... Our pa t errt policy of st::::'·::~ regulation of inven-
.:t i on s.iwcu ld",bet;fl<::i,E:Q;:9,t! f,,_,_~_,~ "f ;:y~ t?,~9E?_" ,c:?:t~ci,_",,':~!,:' _rc,,~
agreements for c~mpensat~on"for allege'd '''secre''i 'i'ce'a's'
without: being reauired to submit those ideas "to the
Patent Office, and, thereby, eventually having the
ideas disclosed ~o the ?ublic. ru=thermore, patent
policy (reaffirmed by the holding i~ Lear ~hat estoppel
will not: be a ~ar to challenging ~he validity of a
patent, Lear at: 655-71, 162 VSPQ at: 2-8) which allOWS
compensation only for ideas which "rise -;;:0 the level of
invention would be further undermined by the enforce­
ment of such a contract I since .:: .. ::;emsation would be
ewa.rded for noninventions." (164US?Q596)

These decisions have created uncertainty with respect to

the fu~ure of trade secret licensing agreem~nts. For the

present, the Supreme Court seems to have le£~ it to the State

Courts to determine "whether and to what extent the States

may'pro~ect the owners of unpatented inve~tions who ~re willing

royalties."

However, in the Painton v. Bourns, the lower court has

legal aspects of this situation by ~eans of amendments incor-

.c i s i.on may

If not, ~~d if the right to sell or li-

This is not yet the law and this lower cour~

to disclose their ideas to manufacturers only on a payment of

3 A2
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the language in the dissen~ing opinion by Justice· Black re-

ignored this language of the majority and instead has accepted

ferred ~o above.

patent protection and licensing of paten~s, at least in the

be re~ersed on appeal.

cense knowhow is rejected, it will be necessary to rely only on

Uni~ed States. A strong effort is being made to clarify the

porated in the proposed Patent Refo~ Act now reintroduced by
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the Scot~ .~~en~~e~~s and wO~:G ~ake it clear that the property
""r'

Sena~br XcCle~:an (5. 2754). These a~endffien~s are known as

,./
,oj

rights in·~rade secre~s would be independent of the Patent

li-I;

1

to

te

ling

of

ted

may

\f'

s
i~;

:~
,0

-i,'

Statu1:es.

SUM:"·1A7!.Y

Legal remedies for violation of trade secre~: agreements

w~ll ger.erally fall into ~he following categories:

1. Recovery of d~~ages in civil·suit~

2. Accounting for profits

3. Inj~nctive relief

4. Cri1l1~nal penalties

y on

r-

by

.
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SECTION III
.r---'- ..-'" ./

P~~TITRUS~ CG~S:D3~_T!O~S A~~

K~O~'?-2C:'? .LICE};S::':;G

Why, ana ~ay ask, do ~erican la~~ers 91ac~

emphasis on -;:he antitrust: Laws of ·::ha United.. S-::ate~" before- they

consequer.ces of not paying clo.:;);,.;. ...... l-._ .... r; -;:'0 the antitrust

domestic or foreign. The answer to this question is one of the

laws of the United States can be 50 enormous. For:.example,busi-

It is simply that thefe'-1 easy 0;.\:·- :.~ the antitrust area ..

are willi~g to enter any proposed business arrangement, either

nesses can be faced with'treble damage judgments against ~hem

~

based on antitrust liability for m~~y millions of dollars: Indi-
2

vidual corporate officers may have to go to jail and pay heavy
3

fi4es for antitrust violations. In addition, a business may,be

compelled to license important industrial'property rights which it

does not wish to license.? These dangers are "not limited'to

&~erican nationals. Foreign businessmen, unaccustomed to the

United States antitrust laws, may suddenly find themselves subject

to the application of such laws with some of the enormous possible

consequences ju~t mentioned~ Since these consequences are not re­

mote possi~ilities to be taken lightly by either American or

foreign lawyers, we mu~t now p=oceed to consider fully and take

ve~y seriously the impact of the American antitrust laws u?on know-"

how licensing. We shall I of course, for the purposes of this

discussion, assume that contracts relating to know-how are lawfu~

and enforceable in general, despite the possible implications of
6 7

the Lear ana Painton opinions, to the contrary~

As a preliminary consideration, one may wonder why there

~3



is so ~uch cif=iculty with ~he ~~~e=ican antitrust laws if the

consequences of violating them are so eno~.ous. 3asically, it

is becsuse of the gene~~li~y oi the wording of our Feceral
•••· •••••• n •• · ••

antitrust laws which we shall see when reviewi~g the statutes

de cadL, The sections of these laws are wost:y phrased in very

broad tems. This, of course, permi~s t~e a~plication of t~e

antitrust laws to new and c9nstantly changing situations. How-

ever, s~c~ ~ ;~~aral approach has t~~ ~~8~t disadvantage of be~~g

very unpredictable since the meaning of the law depends to such

a large measure on how each court i~terprets the factual circum-

stances of ~ach particular case. In addition to their general

n~ture! another reason the American antitrust laws are so uncertain

is that! in addition to the courts! these laws are interpreted by

several agencies involved in their enforcement! such as the u.s.

Moreover! governmental policy often cha~ges with differing ad-

lawf~: for many years and then sUdden~y a burst of cases is ini-

We are in the midst of suc~ a pe~iod now in terms uf the

The ap-De9a=tme~t of Justice and the Federal Trade Commission.

minis~rations so that one may consider cert~in activities as

proaches of these agencies and the courts are ~ot always in harmony

:3 A3

tiated by ~~e gover~ment challenging What had been thought to be

9
settled lew on a ?ar~icular po~nt.

Antitrust Division to coordinate t~e Dapartment's attack on

Justice announced the for~ation 0= a new Patent Unit within the

Department of Justice's intense interest and emphasis upon the

interrelationship between the licensing of ~echnology and the
~

;_~erican an~itrust laws. In January 1970! the Depar~~ent of
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'vio:~~~o~s 0= t~e a~~it~ust :aws ~hrc~gh illega:ly restrictive

t ?=aC~~C2S ~~ :icens~~g as~ee~ents. For the past ~wo years,

rep=ese~ta~ives of t~e J~stice ~e?artillent'have ~adenumerous

the Westinghouse Electric Cor?_ a~d two Japanese codefendants,

The fact that the new Patent .Gnit and these speeches were intended

22~ 1970 against

__~,.;. u. S. District C01:::t

i~~ic~ti~~ w~ic~ =est~ictive ?=~ctices in li­
~

the Depa=~~ent co~ld be expected to challenge.'

.;:::;:::aly s e r i.ou.s Ly was highl,ighted vl:1enthe Depart-

Nort~ern Dist=ict of California on Aprilt~e

a~~it=~st laws a~d

to be ta:(E:::

censing agree~ents

for

ment of J-:.:.st":'ce fi:"ec. an a:l.t..:..,·__,_"-' ~ ....... ~._

rtain

by

Mitsubishi Electric Corporation and Mitsubishi Heavy :n~ustries,

1td!5 ~~ese defendants were accused of violati~g the American anti-

s. ~trust laws through a series of technical assistance agreements in-

p- 'V01V~~g e~chan~es ~f technology between the p~rties within certain

rmOnytt.broaa pxocruct; ELeLds ,

This paper.intencs to focus primarily on the details of the

Westi~chouse case and t~e speeche~ of the re2rese~ta~ives of the

guidelines as to the mos~ dangerous areas· one can expect to

i- of Justice because the \vriter ~elievsthere are no

from the antitrust viewpoint in know~how licensing. HO'Vl-

ever, this does not mean to imply that the Departmen~ of Justice's

is the final and correct one concerning whether or not a

field, the present state of the

particular licensing ?rovision is
1~

many p=actioners in the antit~ust

unLawf'uL; ~ndeed, acco~ding to

as decided by the courts ·see~s quite contrary to the positions

Dep aztrnerit; of Justice has t.aken in its ,recent speeches •

.) A.) 3
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~owever, with litigation cos~s so ~ig~ a~~ the consequences of

~istakes in the antit=ust ~rea so enOrT.OUS t we thi~k the prudent

1
I

knew-how licenso~ anc licensee waule be we~l advised to consider

.-
-'the D-e'p'2j;:t:n'~j'1:'t"-s 'vi-eHs mos-c care£uj~-J:y_~n ---In,·,,'thi's"'manner-, one.vcan

hope at least to try a~c avo~c ~2ir.g maGe t~e defencant in that

case we know the Depar~~ent wants to ~r~ng in its attempts to

-.
prove in the courts that ~ts position on a particular point is

indeed the ~~~=ect one.

anism for bringing low priced goods and high quality products to

behind these laws. Both the legislative history and the applica-

the public and also, that it achieves ~he best allocation of our

'.~ _._-:.... ';":ld the DepartmentBefore considering the 1o']esti:,.

One major exception to 'the basic policy agai~st monopolies

of Justice's speeches in detail, let ~s review briefly some funda-,

mentals of &uerican antitrust law, beginning with the basic policy

proilloted by giving exclusive rights for·a limited period to

econo~ic resources. In the light of these goals, the antitrust la'

are designed to promote free competiticn by' stopping practices

of our nation believed that progress of ~he useful arts would be

which interfere with and eliminate competition and by preventing t

creation of monopolies.

has been the patent system which is a limited monopoly authorized

16
to be gra~ted inventors by the fu~erican Constitution. The founders

tion of the a~titrust laws by the courts have indicated that their

main purposes are to promote free and fair competition and freedo~

, 15
of economic. opportunit~. This policy is based upon the belief

'that free and open competition in the market plac~ is the best mechi

;1

I
I

!

i
l

Iq .)-"-.t!
rj
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JI".1
II
I

I
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_"s,,;,cre,t, .as. lC:lg as possible., .. taereby. depriving. ,the~publi.c of.:,;

rou~e ar. i~ve~to= might follow, ~au~lYI to kee9 his.invent~on

cf -:'~e~= i~ver.-:'io~s.

5.

,.. .;.. ~ -.' ,oz ...,ne c.e::a~_sthe p-:.lblicto

?his a?p=oach is in contras~ to the other

for c.isc::'osurere-:'1;':;:Y:.':'::ve:n-:.o::s

er

nt

I
I

I
F

t
kr.owladge to use and upon which to build for a~ incafinite and

. ." 17
uncer~a2~ per20C.

~here are many lawyers who do not regard the patent law,

nt
as an exception to the pro-conpe~ition polLey of the American

antitrust laws but rather, ·as a su?plament to them:8 This is

because they believe the patent system stimulates competition
icy

on a long-term basis. First, it encourages the d~velopment o~

. new techno~ogy which results in new competitive products and in~
a-

,
~eir dustries. For example, the exis~ence of patents encourages in-

dom vestment of ~ime a~d mo~ey to develop new,co~~ercial prpduc~s si~ce

·there is some certainty of a ·return of reward.· The ~atent system

mech also promotes the creat.ion of new industries "by protecting them

o during their early stages. Eventua:'ly; such inc.ustries offer. a

to encourage co~petitors to design new features so as to avoid

as an exception or a sU?91e~ent to the ;~~erican antitrust laws,

nOwever, the pa~ent system cess r.ot always go unchallenged.

Patents also tend

Whether patents' are regarded

~ecent outstanding examples of this effect are the

variety of products.- .
~--_._--

choice to the public between .est.ablished possibly dominah~ products

and :-..~·..r ones.

coverage of a particular patent, again result~ng in better quality

they confer benefits which ~ave lo~g been recognized in our·law.

or a

.xezox Corporation and the ?olaroid Corporation.

law~

Th~s, when pate~ts are used to do more than bring a ~air reward

::l A3
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'to t:-.2.ir :.::-:.verrt;ors suer; as ~..r:'1B~ '=~-~8Y are usee. -='0 c.o::::'::.ate a::c.

rcgula~e a~ i~dus~rYI t~e whole system itse~f ~s likely to co~e

r::O:;C?.2,+.;,§,t,;,9 cha=act,~;:_Of a, p atient;., al~:'ough. -i-t,-·d;,s l-imited...-uo

S~ch an attack is often aided by the i~herentt:::'c.?!."' attack.

17 years, b~cause of ~he stron~ ~asic =eeling a~ainst the whole

idea of mo~opoly as enbodied in our main a~titrust laws. Let us

now examine t~ese in some detail.

The basic federal antitrus~ statute is the Sherman Act which

otherwise, or conspiracy, in restraint of trade or

"Every contract, combination in the form of t:::ust or

Section 1 of this Act provides:

is

CCffiX2rce among the several States, or with foreign

declared to be illegal •••
1119

nations,

was enacted in 1890.

Section 1 of t~e Sherman Act ~akes illegal ac~s which tend to

concerted act.Lon ; that is, a conezace , combination or conspiracy.

the wor~~~g of Section 1 of the Sherma~ Act seems to apply to

would not a?ply to all restraints but rather, only when the

Although

There are three es-

First, there must be

soon ~eca~e clear ~~at busi-

Therefore, in 1911, the Supre~a

~.:..

Secondly/_ there must be an undue restraint o~ trade.

every restraint of competition,

eliminatE competition and create monopoly.

sential elements of a Section 1 vioiation.

~esses could not function u~der an absolute rule of t~is nature. All

contracts bind a party to some extent and thereby ·tave some re-

Court adopted t!1e 113.ule of Reas0n" tes't in applying Section 1 cf

°0 ' "the Sherman Act~ This simply means that the Section I prohibitions

st=ai~i~g e=£ect on co~petition.

"".\
partic~lar busi~ess conduc~ was unreasonably anti-com?etitive

3 A3
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az'e refe==ec. to as ::>e!."' se. illegal. ;80=;8" pe:r'- 'S8 illegalre-

fourid , a court r.eed not proceed any further"to determine ".;rhether

Of cc~=se, sv~e ~usinEs5 ac~iv~ties by their ~ary nature

Cone sc:==oc:::c.i.ng0::

They have nO other purpose

---;.. ....-:':"2.:===~=~

c Lz-curt.s aence s ,

C::2=a.ct:er~';;:..3

are ~~=easo~ab:y anti-COffi?etitive.

straints are as=ee~e~ts by com?e~itors to fix prices, to divide
. .21 .

~arkets or to boycott othc= parties. Once such a restraint is

C_" e~fect nut to ':;::a~'::cer ~'c'O'rr::;-8-E-:::£::5ii'~' '-~-::6'-3'e""ty?-.es' 61. '-aC'Ei-vi~i'e-'s'

'or not it is a reasonable restraint ~nder the circumstances. It

'''is conclusively presumed so. The question of industry position a~d

dominar.ce or other surrounding economic circumstances is of no
22

importance if a ~ ~ restraint is fc~nd.

The thi~d require~ent of a Section 1 antitrust violation is

that the undue restraint must be imposed on ~rade or commerce be·

e
tween the states of our country or with foreign nations. It is

~lf
t~

AI1J(

because of this mention of .foreign trade or commerce in both sec-

tions 1 and 2 of the Sher~an Act ~hat foreign k~ow-how licensees

and La.ceneor-s I:lUSt "be concerncd with the .~_,',ne.rican a.'J.titrust 10.H5.

Before ~ouching on the applicability a~d jurisd~c~ional questior.s

of tnese laws when foreign trade and nation~ls are involved, how-

ever, let us exa~ine Section 2 of the Sherman Ac~.

:i;i:l:
This Section 9rovides:

,
!lEvery person who shall monopo Li.ze , or act.emp i; to :monopo-

ons
lize, or cowbine or conspi~e with any other pe=son or

persons ~o monopolize any part c_ the trade or c~~~erce

I
a~ong t~e several States, or with fa~eign na~~ons, shall

23
be c.eeme.:i. guilty of a misc:.emeancr".

3 As



8.

~5 ~O~ w~ll ~o~e, ~~~S sec~~on is ~~~e~ ~~ severa: of-

'--.
.?tl.... ':..- .

=B~ses. ?~~S~i it ?~ohi~its the act of ~o~opoliza~~o~, which

:5 ~he ex~stence of ~onopo2y power plus an inte~~ to use that

powa:;:. MO~b~oly ?cws= is regarded as tte power by an individual

or gro..:.p 0: ':'ndiv i.duaLs to 'c-o-;t~oI piic2sor''''tEe'-'Eiiitry'- 6£.' domp'ei:>:;;;

itors in a particular product market (o=ten referred to as the

of monopoly power which is thrust upon an entity or achieved by

is only required to be a general one ar.d may be inferred from law-

ful or unlawful actions but not from mere bigness or the possession

This intent

Whare su~~ powe= has been secured or is beinglI=eleva::1t maz'ke t; ") •

then, Section 2 of the Sherman Act has been violated.

maintainec by methods indicating an intent to exercise that power,

Here, where monopoly power is

Section 2 of the Sherman Act also outlaws attempts and con-

spiracies to monopolize so that conduct whose .objective is monopoly

superior products, historic accident, business acumen Or great
25

technological accomplishments.

can be reached as illegal whether or not the act of monopolization

has actually been ·accomplished.

lation of this "portion- of Section 2 as opposed to the more gener-

absent, a specific intent to mo~opolize must be proved for a vio-

alized intent which is sufficient p=oo£ of its violation when
?6

monopoly power is in fact present.-

~men a Section 2 violation of t~e Sherman Act is charged,

a de=inition of the market or, in other words, the area of effectiv4

competition in which the act of monopolization is all~ged to have

market i~ wono?olization and antitrus~ cases generally is defined

3 As

This de=inition depends on an analysis

However, primarily, the =elevant competitiveof.nany factors.

occurred is fu~dame~tal.
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because it is under Sec~ion 2 of ~~e Sher~an Act that a patentee

who, when ~c~ing without o~~e~s t=ies to ex~end the limits of what

a.,
or c~te--

to determina

~:l othe= saIlers in0::

This is im:9o=ta..~t to reme:mber

a c.8::iZlit:'on is

those

S':.lch.

which ~he products of the sellar;

s arne as

c; __ ;~ of

the

::':"e

c.,;::~ a:.c:-.g c.is~:':-.c-=:"VG ::':::l.OS of ?Z'od::lcts

£:.r·8 regarc.ec" ~y" ,-::l:e ._::n.~yzr,s r:'::.t.ha"t "ma=~et as s.l,;(q,,~:

e:-::act.ly

of -:.he mz.rka-=.s

-=:::-';:;':::::.8.-~u_

r.";arke~.,-

go=::~s

-:.nc. li:ni t.s

t:.o~gh ::.ot

One sho~ld note that Sect:.o~2 reaches ffionopolization or at-:

st.i~u~es =0= each other so t~at ~~e price of one -such product would
27

cirectly a==ect the price of t~e ot~ers.

which is re~~ired ~ncer, SGctio~ 1.

tc~pts to monopolize by an individual as opposed to the joint actioI

';::J;

[;~

ent 'i

al

e·t-

r--''''''''';---
I
I IX! ~ ~---~,~-,-"'it4t' g..:.o,:-_ c.~.....~ ... ~,;..,._.:....:

jssJ.on!"'"

is ~eco~~i~ed as ~is legal monopoly, may be s~bject to attack. !t

is also interesting that Sec=io~s 1 and 2 of the Sherman Act overl~

Section 2 would always be an unreasonable restraint of trade in
28

violation of Section 1.

10POlyf'

tion

in several res?ects. For exa~ple, actual monopolization violating

The cri~inal penalties for vio:ating either Section 1 or 2

of ~~e Sherman Act are:

er- 1. A fine, not exceeding $50 /000i

2. !~prisonment, not exceaci~g oneyeari or

3. Do~h fi~e and imprisor.ment, in the discretion of
the court. 29

~~ere is ?resen~ly a bill pending i~ Conqress to increase the
ectivi

_c'---=I;ive

~axi~~~ Sne=ma~ Act fine to $500,000 if a corporation or $50,000
50

if any othe= person.
is

ned

r
I
!

In acditio~, civil actio~s fc= dw~ages and injUnctive relief
~

may ~8 b~ough~ by the De?a=t~ent of J~stice and under subse~uent

antit=ust legislation, ?~ivate litiga~~s C~~ seek injunctions and

:) A3
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32
treble ~a~~;es for vio~~~ions 0= t~e S~e=r..~n ~ct.

:;:··;ltne ligh~ of t::'es.e-..~.e;:YE::::::.§,:,_,?_~n_?'J_~:;§§,I, the_~~.!-:~gn bus.iness-

mar. ~s wel~ as the ~~8rica~ ~~S~ co~sicer w~ether ~e is subject

to ~he S~e~.an Act. Two m~in q~cst~ons are i~vo~ved here. First,

does the un.L ted. States have the :;'0','113= "to c.e;;:.l ~·li·::';-. :=:Ousi::ess conduct

upo~ them c~~~i~al sanctions or civil renedies.

prese~ce of an ~~erican national in ~~e t=ansaction is a factor

The general consensus of the cow~entators on t~e applica-

In other

The direct ana

T~e second jurisGictional question is

to be .able to apply its antitrust laws to such conduct?

American antitrust law.

w~ether tr.e United States has power over the pa=ties involved i~

bility of ~he federal antitrust laws is that they may reach any

any challer.gec anti-competi~ive conduct so as to be able ~o impose

tne restrictions of a know-how licensing agreement may violate

worcs,does a United. States cour~ have t~e right to conside~ whether

such as act? 0= contracts which take place outside its border sO as

res~~ai~~ which has a cirect and substa~t~al effect on the flow
",3

of cor-nerca into or out of the u~ited States. Ozcaurse, the'

i~creasi~g the likelihood ~urisdic~ion over the subject matter
-If
:J=

will be fou~d; but the lack of such a ?articipant that is, an

arrar.gement only between foreign nationals &oes not prevent such

jurisdiction" s being a saumed by an ~e=ican court.

substantial e=fect test also ap?lies regara:ass of where the parti~

cular acts causing the e=fect took place. ?hus, a know-how agree-

~ent could be made com?letely o~tsice t~e Unitec States and solely

,between fcr~ign nationals fu~d still fell wi~hin the scope of the

;-~
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12.

~a~io~~l~~y, ~~e=e is ~n ~cc~~~o~al ~~xe-wei~~t i~ favor of 1
I

fi~cing s~ch ju~isdic~ion. The=z=c=e, it would seem ~o the

writer of this ?a?e= that t~e se£est co~rse in a~ itite=~ational

kr.ow-how licensingagreenent whe=e an ~~erican company is in-

at the inceptio~ of the a==angenent and to make all efforts to

comply with. the &~~rican antitrust laws so as to ~inimize the

risk of ~e~o~ing ~ defendant in a suit-under these laws •.

On .tlie matter of jurisdiction, there is a second major

for cou~t action to be effective against a party under our anti-

not'a~ Arr.erica~ court has jurisdiction over the subject matter.

He must also be properly served

It has been noted that the coneuct of

This rule exists to determine whether or

States, that is, on American exports and imports.or on conditions

such acts produce substantial and direct effects within the United

a foreign corporation may bring the S~crman Act into operation if

point to be ke?t in mind.

in the &uerican market.

However, not only ~ust there be jurisciction o~ the subject matter

tr~st laws but also, the person against whom a court action or

40
order is directed must be properly before the court. By this we

mean that the person or business entity :nust be Ilpresent" within

of the court affect him directly.

. the operative area of the cour~'s jurisciction so that the powers

with papers giving him due notice of the action against him. These

require~ents for~ the basis of what we call the concept of in

----=--'.-'~,

pe~son~~ jurisdiction.
,

Such j~~iscic~ion enables a court to act

lawfully on the body of a defendant.

iI,,,

3A3
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14.

I~ addition to tbis ~=end, a =oreig~ corporatio~ ffiust
~

~:~~ays tear i~ ~ind that tbere are leg~slative p=ovisior.s pe=-

T~ere have been several instances where the gover~ent has made

cor?oratio~ which is not sUbject to in personam jurisaiction re-

a :or8~g~ cc~r.~=y if s~c~ gocdz ~=G =c_~teQ ~o an antitrust v~o-

to seize a~d cc~de~~ ~oods belongi~g ~o

T~is is a very i~?or~an~ means for holding a foreign

erie

spo~sible =0= i~s unlawful activity =~~J the a~titrus~ Viewpoint.

a-foreign cor?ora~io~ i~ ~~e co~=se 0= t~eir tra~s90rtation to

:ation.

seiz~res of substantial q~antities of a =oreign corporations' goods

in t=ar.si~ under -tbese legislative forfeiture provisions resulting

~n p~essure on such forei;n parties to agree to in perso~a~ juris­
4~

diction or consent decrees. -

o~ Marc~ 5, 1970, the head of the Antitrust Division

no doubt as to t~e direction in which the A~titrust Division is

fi=~s into the American market by cartel ar=ange~ents or undaly

to t~e relationship of foreign t=aae anc ou~ domestic a~titrust

:;1.:: s a Ld it is pitt" t; 01: t-he Div i.s i on ' s po Li.oy to s co k

He indicated that ba~=ie=3 ~o t~e e~t=y of fo=eign

te tave now ex~mi~ed the p=o-co~petitive,?olicy~cnsidera-

oh ciLlcnqcd .

e~~hasized the Gover~men~'s i~tentio~ o£ paying s?ecial attention

policies.

is, ~o some degree, to be forear~ed and t~~s proncunce~en~ leaves

out a~d prosecute anti-competitive in~ernational busi~ess ?ract~ces

45
and relationships affecting United Sta~es trad~. To be forewarned

heading.

rest=ictive' patent, know-how and tec~~clogy l~censes would be

tion behi~d·the ~~erican antitrust la~sT t~e ?ate~t ~onopoly

3 A3
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16.

'inj~~e~ by violations 0= t~2 C:ayto~ A~t may s~a =o~ treble
~

da~ages and inj~nctive relief. ffuere sec~ions of ~~e Clayton

~ct a~G :~~Gly to relate to, ~~o1~hcw ac~~vi~iesr .t..~ey will be

men t i cned i ..... ,:::,~",,"'h~r '--..:J-~:':-:'T-1- ~-'a-':':':'-;;~ ::"'- :~-;~'-r 'J- .-
.II •• ,-_ ~ •• ~ u.........<::; .... _ ... .:0.__ _ :...~_ _"'. ..._ ...;..5 _ .::.?e.....

~~G ~ore~oi~; aisc~ssio~ ~~~ ~~8~ ~~ a~~~~?~ ~o ?=ese~~ the

ge~eral ?olicy aims and legislative =~a~ework cf American anti-

vent anti-COffi?etitive effects' and monopolies, and the inherent

there would see~ to be a conflict between laws designed to pre-

1m-, m;;:;.y .::-:. ...... ::::Ct,,'-~OY1_ licen~i::.·; ~ in ~he case of pate~ts,

Let us now proceed specifically to see how that"trust laH.

nature of secret know-how. For "exam?le, the possession of know-how

gives i~s owner a posi~ion substantially like a patent monopoly

his exclusive rights' by allowing others, through licensing,

poss e s s Lon , its owner has exclusive rights to its use. .He can

3A3

Licensing of sec=et k~ow-how for co~?ensation

If all are equally f=~e to use the ~es~lts of the

?he ~road justification =0= giving the possessor of sec~e~

to use his k~ow-how in muc~ the s~~e way the patentee gives up

innovation.

give up t~ese exclusive rights, however, by pe=mitting otbers

in t~e ,se~se that so long as the know-how is secret and in his

of such devefopment?

deve~op new cO~aercial products, who ~~ll ~~~e the ir-~tial =isks

somati~es vas~ expenditures of ti~a aLd ~oney necessa~~ to

encourage inves~~ent of time and money so as to gene=ate technical

to operate unce= patent. rights.

t~e same as for g=anting the l~mite~ patent monopoly, naffiely, to

know-how protection of certain rishts in his know-how is
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Cc':'.3 pczrai.cs a ?at8;:-~-;:2e 'co E::::':::::":':c.·~ 0:=':-.2::=5 =:::c:::. !'-aking, using or

seJ.li~g -:':-:'8 ?2.-:'::=:;."Cec. i::~~~cr..-:':'o:-~ for seve~-:'ee:: yea:::,s, th.e law has

aCC0?~~C ~~c :i.:::e::sing of ?a~8~~ =is~ts s~~je~~ ~o reasonable

.. rest.!."ic-::.':'o::s. ,:(:;':'s is ;:·3cause ";:;;'0 ~:~.t.e~t owne z

leg~: p~~c~ ~o GXC:~~~ Gt~C~5 o~t.~~~:~ ~=o~ t~8 ~sa of t.~z

invention cove=ec by ~he patent. T:1z.:-.afore, it is not con-

-. sidered unreaso~able for him to.~ee? ?art. of his totally exclu-

parts of that exclusive right by licensing.

Contr2.C~S relating ~o pa-:'ents are subject to the limits

s Lve r:'.;~~·:: :-;.i:nself vlhen he :"$ givin~ np some of the other

set by the general antitrust laws. Thus, t.he patent o~~er cannot

i~pose con~actual .rest:::ictions on the competi~ive decisions of

areas and this could, in ~urn, possibly viola~e the antitrust laws.

ceu~ious when licensing ,as to the realistic e£fects of the arrange-

Th<J.t is, some con.ditions, .such as pr~'ce fi:-:ing or quantity controls,

59
p:1 i~("l t.

~e must De very

I:I"II::!-. v l e-wpo i n r. !I'I 1-1,.--. {',.:i::l:,"ni~i'· cd':l

He cannot expand ~he scope of the legal monopoly

I hl-' ,'lnl:

This is because the restTic~ive co~d~~ion is regarded

( rom

For example, when ~wo compe~i~ors exch~ge exclusive patent

On the o~~er hand, res~ric~ions in contracts are sometimes

granted him by any provision i~ a co~tract.

his licensee.

lice~3es, they are in fact ag=eei~g not to compete in certain

ment.

11. ~ "I !,,"',1

anti~rust law may be upheld on the basis of the existence of

a patent.

as a reasonable means of exploiting the ?atent monopoly or, in

which are usually considered unreasonable per se under t~e

other words, reasonably necessary to reward the patentee for his

3 A3
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i.:lve~-=.i.o:}. ~ E'o:: eX2.::-.?le I fz.:::c';.;.s ce8ision ~?bolci~~ ~he :::is:r:..t

of ~"-:a 2.ice~so= 'Co set. a licensee. I.S price £c;::~ t:.ce licensed product'l"

the Sc~re3e Court sai~;

Il~~~h~~" ~~ez,v;~~~~:~~e~~::::~'5~~'c:~-~i~~'~p~;2I'i§fr~;~;~Ee'-
?.r.:..:::~ .:::: ';-I::':'C .. .~".~ ;.:.::t.ic:Lc: is s c Ld , ':'£.l.a hig:"e;;: t..~e.

:;:::::i.::..-::,.. ~:~1(;: grea-ter <:':',:: ::::::::fi~, t:.:-~:0.3S .':"t :'z
?:::..·o::.:.:':'i'~ory. :'L-_~:. "c.::e p a t.en-ce a lice~::..::;z~ E::":..o·::'~-:..eX'

to, ~~ka anc ve~6, ~~d =etai~s ~ha ~ig~~ t.o conti~ua

to r.lz.ke and vend on his own acccune , t.::'e p::::ice at
which his licensee will sell wi:l ~ecessarily af­
fect the orice at wnich he can 5Z:: ~is own oatented
gO,ods, It:- would s eern entirely re.:.sonabla that he
shotAlct say .,o tihe licensee.. ;'¥es}' yOu may ~•axe az:.c.
sell articles u~der ~y p~~~nt. but ~a~,~~ as to cestroy
t~e profit tha~ I wish to 'attai~ ~y ~aki~g them anq
selling them mys e Lf , II 00

;'.5 wil: be discussad in greater detail later', in this pa;>e:c, t:h;

Department of Justice tocay greatly dis9utes this 1926 reasoni~g.

It ..vou Ld therefore appeaz that tl:e reality in tb.is fielc of" la\'1 is

.that the reasonableness of a rest=aint in a patent license is not

to be attacked in tr.is decade are:

l} field-of-use li~itatio~si

tte 1920 ls is not necessarily so in the 1970 's.

Rather, the matter is one of a

=oreig~ patent iicenses w~ich do not give lice~ses
in all countries whe=e the licensor has ?atantsi

assigr.~ent an~ excl~sive :icer.se grantbacks of
i~provement ?a~an~Si

Nhatwas within the scope of the,pa~ent and reaso~able in

2)

3)

bala~cing of policy considerations and ~hese change from decade to

so~a si~ple rule of th~~ such as whether' the restriction is within

the scope of the paten~ grant.

decade.

For exa~?le, arr~ng the s~ecific provisions in patent license
. ~
situa~ions which the Department of J~stice has i~dicated a=e likely

~

~.

~'

~
"t{
:f:;,_

3 Aa



I 22.

z~ :?=ic.:;:-'::':·:i::; ;

t=:'b~~iGn of S~:~ of ?a~~n~2c p~c~~c~s;

5) =es~=ic~:'o~s C2 t~2 _..... __..; ~~~n~= O~ ~~2~ne:s of Qis-

.,6,,/,-, " _c,c::.::::::,c,::u':':'2.,
Cj::ar:. ti:lS

9:::CV:::'S,':'o::.£ ,:-;-i:-:'·':'C:: ,-,~e:::.c:. ,·to i,~:~::i:,0i-'i:

::u-:'-..:.::e :":"czr~ses i

tone

7). GC~3S~':'C ~er=:"~or':'~~ ~':'7isio~s of ?~~e~~ =i9~~S

,:.::'" ::. s , ; z.z d

3) =~~catory pac~age lice~sihg of ?a~e~ts.

Many of t~ese practices have long been =egarced as lawful ~d

su?por~a~le on ~~e basis of existing case law.

~r. t~e ligct of the inherer.~ di==ere~ces between patents a~~

know-how; can 'lile expect s draf Laz-Ly rest:::-ic-:'ive p.rov.i.s i.ons in know-

how licenses to be treated ~~y Qiffe=e~~ly than those in patent

J..icer.ses? ?ne answer is no, accord~~g to ~he heac of ~he iUltitrust

Division r Mr. Richard w. ~cLaren. He oQse~ved tha~ so~e la~7ers

thought t~c~ could avoid t~e t~e~~ against a~ti-comgetitive

resttictio4S i~ patent lice~ses by ?lacing such rest=ictio~s in

know-how l~ce~ses. ::e t::'en sa.id,

"T hasten to disabuse you of that :l.o-::':'on. W'e ·will be

So =~r, we have seen t~at co~t=acts re:ating to k~ow-how

axe s uo j e ct; -::'0 'the an-::.it:::-l:s't Laws and ,·,ill be very closely

closely as we co si~ilar restrictions i~ pate~t licenses,
62

if. notmor2 sou I;> (Ei11?h.izis s uppLicd , ;

secret a~d k~ow-now licensi~g just astrade-~

~-looking

ex~~ined by ~he An~itrust Division. xouevc.r I 2.gai:1 as \'lith

~

?atents, t~e. exi5~e~c~ of the ~~ow-how so=e~i=2s ca~ De the

~2.3~S for sustaini~g as reasc~~~le a ~2stric~ion wnic~ mig~t

ot~e~1ise'be ~~lawful. O~e ~~eore~ical b~si5 =0= ?e~,~tti~g

3 Aa'
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2 '~.

the 5e11e= =~gh~ ~2 able ~o ces~=oy ~~e value of t~e ?=ope=~y which

he ~ad ~ransfer=ec.

of know-how ::7.::.r8 freely I the lIa::1ci:':a::~.' restre:.i::ts ll doctrine

has been appLied 'by t.~e co-:.:::t.s to ;::r:o~·:-:;.c:·; 2.:" ::::?::ses
6/!

and sales ......

?or a restrai~t to be lawful u::1cer t~is doct~i::1e, it must be

lI a nc i l l c:.r y " or incidental to the :c.:t·lful raa i.n ?ur:;>ose of the

contract, na~ely, the transfer 0= the know-how property. In ad-

cition, the scope and duration of the restraint must be no bro~cer

than is necessary to fur~her the lawful ~ain purpose of the agree-

~ent and fi::1ally, the restrai::1t must also be otherwisa reasonable

under the circumstances.

What are some of t~e types of restrictions in know-how li-

censes which have been upheld under the "an..c i l l a r y restraints"

doc~=ine or as othenvise reasonable? One exa~?le is the usual

tion in a know-how lice~se agains~ cisc:osure of t~e k~ow-how by

the reciPient?5 S~ch a limitation has been cee~ed reasonable be-

cause it is necessary to protect the vaLue of "t:t:e know-how by keepi~g

not license the know-how in the first place and "the advantages of

competitive acvantage through disclosure by the lice~see, he would

If the know-how lice~sor could easily lose his entireit secret.

the dissemi~ation of technology would be altogether lost.. ?o~ a

similar reason, limits on the method or tine or place w~ere lice~sed

66
k~ow-how is to be used have also bea~ t?held ~s reasonable. Please

note that t~e limitations just disc~ssed are o~es wbich are placed

on the use of the know-how itself and r.ot on the products made from

3 Aa
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.Zxa~?les 0= t~e type of restra~~ts which a=e likely to be

the lIanc.i'::"lary,=as1:.~ai~tslldoet::-':':::e .

t::a uss 0:: t,i;.8 kr:.Ol,·!-:~_mV.

tte :9aSt

:-:.:J.\·j';;VC=, e ver; ::"2st::ict:.:'o::.s 0:: -t.he-

such ?rc~~e~s have ~22~ s~stainsdOr"' use of

on ?~oducts ~ace f=c~ lice~se~.k~ow-howrela~e'to price-

tlxing of sue;': proc.ucts, limitations of the'. territory in ~lhich

may be sold, and restrictions on ~~e, fields of use for such

Briefly, let us now see whether"these restraints will

be corrsLdez-ed reasonable and .lav/ful in the 1970.' s ,

will attack any ar=a~gements for ,fixing themany

First, price

times
67

i:h a t it

:t~x':"ng• The Depar~~ent of Justice has announced

price of patented goods made pursuant to a license. ?rice-£ixing

is generally regarded as a ~ ~ violation of Section 1 of ~he

Sner~an Act?B But in 1926 the Supreme Court held lawful an

arrangement under which a pa~entee licensed a competing party to.

ffiaLufaeture and sell incandescent electric lamps under the

licensor's patents for such lamps on the condition ~hat the li-

rr.onopoly when he receives royalties for the use of his patent or

.ment believes a patentee is s~fficiently rewarded under his legal

a 9ate~tee should not be allowed to nse ~~e extra device of a

?bus, the uepar~uent feelswhen ~e exploits the patent himself.

price-fixing ag=eeme~t to increase the reward for h~s invention

and "impose an unjust charge upon the public. 1171

censee t s prices ,for the p=odu.ct-were to be fixed by' the licensor.

T· · . . . ~ G ,~" t' , . . ·69. . . .. D .. .
n~s lS ~ne .a~ous -2nera~ ~~ec rlC ceC~Slon wnlcn ~ne epar~~en~

. 70
of Justice has t~ied several ~i~es to get overruled. The ,Depart-

3 Aa
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.~~ ~~di~ic~! ~~e a~=~~s~~~~~S ~e~~ee~'~~2 ?2=~~2S ~~ t~ese

caS~3 co~~ai~2~ a co~~i~~~io~ of scva~a: ~~estio~a~le anti-

cO~~2titiv2 co~di~ic~s s~c~ ~2 ?=~ce =~~i~g a=~~~~3m2~tsi

terri t·o=i:.l =e:s-;:r':'c::io:;.s 2.:-~~ ?~;;<:":';_ ,$.:~,c:l:an.s:-,3s,*-_'I':-:e su?r.eme

Court ~~~C2C ~O~~ ~ SQ=i~z c~ a?inic~s i4 ~~6se cases co~da~~~~g

~he ~errito=ial rest=ai~~s in the ?a=ties' licenses of know-now

mere~y as s~a~ 2==anse~en~s w~ic~ were nothing ~ore tha~ a di­
7,

v i.s i.on c-= .....,-·-·_·:'>~-s amonq 'cbe D"'-T-~ 0_ _~. .:.. ."c."'-."\..,.;:.... ;:;:..... '-~~ ~ <;;,...........es a

I~ ~ case brought in 1953, shortly after the intern~tional

cartel line of cases l the gove=~ent attacked territorial

rcstr~ints in a know-how license as illegal per S8 but t~is

77
argument was rejected. Also, in this case which was u.s. v

E~I. d~?ont. D~ N2mou~s & CcmD~~V, t~e government charged a vio-

know-how licensing ag=eement be~ween the parties as part of a

took yea~s to develop, was p~ecisely imparted by the licensor i~

lation of Section 2 of the Sherman Ac~ because it regarded the

It also £ou~d t~at the parties

It ~ald such technology sec~et, novel

The District Court, however I found that the

plan to divide markets ~nd an attempt ~o protect duPont from im-

port competition.

factuYe of the product.

written =orm and plant disclosure anc was essantial to ~he ~anu-

trraraa f exz-ed t.eohrioLoqy covered an entire manuzac-cuz-Lnq process.,

and of substantial cO~~2rcial.value.

were no':': in present competition ~lith each. other and t.ha·;: ::either was

motivated by anti-competitive 'consideratio:1s. Ratne=1 the arra~ge-

_..,".~",. me~~ had resulted in the astablish~ant of a new bu~iness in a new

te::ri tory. ~~e cou=t therefc~e ~?helc ~~e te=ritoriul li~i~~~ion5.

as rea3o:-..a'1:lle.

Ii
1 !

\'

~
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32.

0= gaces in ~~ese ?rc~~c~ ar0~3 ~2=2 ?C~2~ ~r~~s~c=2ers, swi~c~

q2~~ a~~ cis~ribu~~o~ a??a~a~~s, i~~~s~=i2l co~tro~ equi?~e~t,

=ef=~q2r2~C=Sf ~elevisio~ sets

e':"::::vat.o:::s.

air ..~?,~9-,:1::,~.;-.9,;:};r~g ,~,~:.:t:'?:':'.cn-;' .and -

1

S.2Cc;:':;'2.::t, .;::;:0. SOV8::-:l.~.:3:'..~ 2.:~:Z..~:·.2S i.:-- -::':...e. ~?~';:7.:':-~(':"~~':)'.12'C case

t~a~ d~=i~g the ~egotiat~o;;.s ~i~s~bis~i Elect=ic ~ad t~iea to

li~it ~he nU~~2r of p~oa~ct areas covered by t~G agreement but

t.:'12:.t ~\":'l2stins;-~·cu.::e wouLd onLy do so :'f MitsubisZli paid. hic;:-:er

roya~ti.es ior t~e pro~~ct f~el~~ in which ~t. Na~ted technology.

Thirdly, tfhe gove=r:.rr.e:l.t Ln the ~Testi.:'.::<=",o<;.se suit charges

that the defenda~ts agreec ~o make royalty ?ayments to each other

regard:ess of w~etber the ?rod~~ts o~ w~~ch the royalties were·ap-

plicable were pate~tec or ~ade u~~e= the transferred technology.

The Department of Jus~ice ~n the Westi~qhouse case is

seeking to terminate the technical exchange as=eements between

the parties; an order compelli~g the da=endants to grant each other

reasonable royalty patent licenses unCar their respective patents

so as to per~it sales in each other's homecountrYi and an ~nju~ction

~~ai~s~ westinghouse's par~icipa~ing in any s~~ilar licensing agree-

~~n~ wlt~ other foreign ?arties preventing them from selli~g in the

U~ited S~ates or Westinghouse fron selli~g in any foreign

countries.

T~e s?eec~es of Mr. Stern ana ~he N2st;nqho~se case,

whatever-its outcome, su~gest several danger areas in the li-

ce~sing of know-how whicb the careful d=aftsm2il w~ll ~eed,

particula~ly Where large cozpanies and broad prcccct lines are

""'ii

involved.

'~,-

U~cer such ci~c~~s~ances, wisdo~ would dictate the

3 A 3
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34 •

in the "tied" ~roduct is foreclosed. A tie-in arrangement

be a violation of Section 3 of the Clayton Act.9~

purchase goods, perhaps to be used in the valuable manufacturing

In the licensing context, an example of a tie-in would

involve a requirement by a know-how licensor that the licensee

.A tie~in is mainly anti~competitive because ~t forecloses the

opportunity for other sellers of the "tied" products to sell them'

to the buyer. A tying arrangement is ~r ~ illegal under Section

1 of the Shel"!"a.lJl\.C'tif.J:he.seller. enjoysamonopoHsticposition

in the "tying" product (which is presumed when such a product is

patented or copyrighted) and a "not insubstantial" volume of t~ade

may also

process to be disclosed, from the licensor in order to obtain the

license of the technology~5 It would seem that know-how can easily

be regarded as giving its owner a monopolJ:stic position in a "tying"

product, that is, the secret technology, in much the same manner

that a pa~ent is presumed t~ give such a position to the patentee.

If a "not insubstantial I' amount of commerce was involved in the

goods required to be purchased from the know-how licensor by

his licensee, a tie-in charge, in violation of Section 1 of

the Sherman Act, is almost certainly foreseeable.

PacJ:eage licensing is another type of tie-in which has been

condemned as a violation of the Sherman Act.96 This means that

the granting of a particular industrial property right, e.g.,

one patent, is conditioned on· the licensee's taking another

license, e.g., a second patent, which he may not desire. Here

the element of the amount of coercion the licensor places on

o

-,
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38.

st1."'e~S'::::e~s 'the ?osi-=.;:on of 0;-:'2 v;::'o may c:..lrc<:i.o.y have superior

teC~:loJ..ogy Ln.. che pa:.-tict:.lar Li.ne 0= conune r-r-e by add i.nq more patents
. Of"

~~ow-how to ~is alreacy power=t:.: SU?P~y. Tl"} • .i.=d.ly I effective

exclusive basis.

of Justice's a:lnounced position wi~: carefully consider any
c

"

c

,

i

o

,
':"5 CZ.S~ rluchority ho:i.ding a:l::-:-:2:::2

)'07

Mos~ importantlYt i~ such a provisio:l is to ~e part

el:"r.:.i::.a tee. ..... ;:>

~:antbac~ provisions before including the~ in a patent or know-

JOB
ass:'~::.~ent g:::ant~ack in a patent license is not illegal ~ se;

liCG~sc:::

~ut again, the prude:lt la\~Jer in t~e l~ght of the Department

ho~" Li.cens e ,

of a licensing arr~~ge~ent, the grantback shou:~ be on a ~on-

The ma~ter of acquisition of additionai technology by
q

grantback raises the general questio~ as to when the acc~~ulation

5

p0= k~ow-how by sale or license ~ay involve violations of the
209 I d

ant~trust laws. ?r.e acquisi~ion of know-how ~y one's own efforts,
o

as i~ the case of patents, is no~ like:y to be challenged as mo-

nopolis~ic O~ as an atte~?t ~o ~ono?o:~ze si~ce t~i5 would penalize

acquisition of assets ...;h:'ch :::.ay trend to Le s s e n compec i, ticn 5U0-

Li.ccnses of patents ::'ave bee:l held "assets" w.i, ch i n the ....,can~:-.-; o f

i:

.~,

c...;

".. .

::.<

CE

if

out

?ate~ts a~d exc:~sive

~he lQtter sectio.. prohibits t~e

Jll »2
section. Know-how is l~ke:y ~o ~a deeffied so. Note, o~:y

-.-;herc or-e buys valuable cornpc t.Lt i.vo ri,:;;~t:s such ilS exist in pa t en t.s

stantially in a particular l~ne 0= co~zerce.

or k~ow-~cw fro~ others, Sec~iou 2 of ~~e S~~rman Act or Section 7
~o

of the C:~yton Act ~ay apply.

t.i"~is

the ve~y invest~ent in innovatio~ olae i~opes to encourage.

~~~ ?=obable, ~ot actual, effect of one's acsuiring valuable

3Aa



39.

will be to substantially lessen competition, one may

?=o~lems uncer section 7.

Of course, acquisition of know-how by purchase or. grantback

l~ss 0= a danger to cornpetiton than acquisition of patents in

ways ~ecause ~he durution of the actual value in the know~

is likely to be shorter than patents. Also, know-how cannot

be used to dominate an industry in the way patents may since others

ca~~ot be blocked from using the ideas if they are ir.~ependently

discove=ec. On the other hand, if the accumulation of know-how

:~c~ othe~s achieves or ~aintains control over an industry or

indicates a specific intent to monopolize, then Sections 1 and 2

of the Sherman Act conceivably could be used to condemn such ac­

quisitions. This is an area of such quickly developing law and

specuLation that one can only call attention to the possibly ap­

plicable sections of the antitrust statutes and urge their" consi­

deration when know-how is acquired by purchase, exclusive li.cense

or g=a~tback.

we have now completed a brief outline of some of the more

irr.pc=~an~ ~ntitrust problems which are likely to arise in con­

~ection with know-how licensing. We have seen that these involve

price-fixing, territorial limitations, field-of-use restrictions,

tie-ins, restraints On products not covered b~the licensed tec~1­

~ology, grantbacks and the accumulation of technology. We have

also noted the Department of Justice's current policy of attacking

certain restrictive provisions in licensing agreements.

if

3Aa



-..;:

40.

-One last point remains to be emphasized. This is that the

form of a business arrangement or the wording of a contract or

t~e. nature of industrial property rights today is not decisive

when considering

-Department of Justice has recently taken a position that if an

American company licenses its foreign patent.to a foreign company,

there may be situations in which it must also license the counterM

part United States patent to the for~ign licensee'!3 The head of

the Department's Patent Unit, Mr. Stern, has discussed certain

factors that he considers significant in connection with deter-

mining such situations. These factors would seem applicable to

some extent to all licensing situations and so they will be dis-

cussed briefly here as possibly the most practical guidelines

which currently exist in this field.

The first of these factors is the size and economic im-

portance of the

the industry to

parties and the degree of their establishment in

, h I' Jlq. h 'Wh1C the 1cense agreement relates. T e ma1n

policy arg~~ent in favor of a restrictive territorial arrangement

in international licenses is that no competition is really limited

because, "but forI! the patent license t the licensee could not manu-

the industry, it would have the capacity as well as a considerable

the license, the parties receiving it would not

, , bl J15 f ' 'f '
quest~ona e. I a party ~s a maJor actor ~nenter the market is

facture the product. However, Mr. stern has stated that when the

parties to a licensing agreement are major industrial factors, the

idea that Ilbut for"----

\
\

"1
I
I
L

~

incentive to try and enter the market by developing around the

patent. This same factor applies to a potential know-how licensee

3A3
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the
in that if it had the capa~ity, it would have the incentive to

i:";:S;';',j.~·lS".i.'v;,..~e is the 17t.h industrial corporation in

rank in the United States in sales. In 1968, .its..::net

isting know-how.

The complaint therethe parties is very much present.

ne
defendants as follows:

sales amounted to approximately $3.3 billion. Mitsubishi

Electric Corp. is 80th in sales among the 200 largest

In the We5t~ngaouse suit, the matter of size and economic

enter a market through independently developed techno~ogy rather

than have to agree to stay out of that market in order to get ex-

importance of

describes the

industrial corporations outside the United States. Its

in

total annual sales are approximately $675 million. It is

one of the largest manufacturers of heavy and light elec­

tric machinery in Japan.

Mitsubishi Heavy Industries, Ltd. stands about 13th in

sales among the 200 largest industrial corporations out­

side the United States. Its total annual sales are about

$1.6 billion. It is the largest heavy industry company

in Japan.

A second factor Mr. Stern indicates should be considered in

judging whether an international patent license arrangement may be
., ]17 .

unre~sonable ~s the s~~Je~t ~atter 9f the ~~~eewent, Th~s me~nS an

~ analysis of the variety of products covered by ,the "license, their

~ dollar value, the number of patents involved ·and their technological

~ importance. Mr. Stern believes that the more varied the product

3A3
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coverage of the license is, the weaker the "but; for" argument be-
116. .

comes. Although a l~censor's patents and by analogy, ~ts tech-

nology might be required for the licensee's e~try into one line

product lines are involved. This undoubtedly was an important

particularly a territorial one, is likely to be.

ment.s , t::'e great.er tile: an t.Le-corupe t Lti.i.ve impact of a restraint,

case, the basic

The time factor

In the Westin"{house
.120

than forty years.

A third important factor listed by Mr. Stern in judging the

would be the lengthantitrust picture in a licensing arrangement
119

of ~he term of the agreement.

arrangement had lasted for more

factor in the Westinghouse case where more than thirty product

areas were covered by the agreements. The higher the dollar value

and the c~8c',~r the product ranqe covered by any licensing arrange-

can arise in several ways. For example, one of the recognized

have time to establish itself.and to enter the field. Thus, it is

restraint as reasonable if imposed only for the time necessary for

justifications for imposing a territorial restraint on the licensor

facto~ is a licensing agreement
IZI

flow of technology. If a restraint

is tnat it is necessary for the "struggling newcomer" licensee to

~~ whic~ t;~e ~a¥ be a critical

such a Ilnewcomer" licensee to break into the market. Another way

likely that the Department of Justice would now regard such a

which contemplates a continuing

is perpetuated by each installment of fresh know-how for a long

time and over a broad line of products, the arrangement is very

likely to be subject to attack.

3A 3
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be-

f._"C·

~t

A fourth factor in Mr. Sternls approach for evaluating

43.

,;.:~.

a pa~ent licensing arrangement from the antitrust viewpoint is
lZZ

whether or not cross or reciprocal licenses are involved. If

...... "..7.i"...... ..:..,;..~heY ,"'.r!"..."'I)<'\t!"J:r,itorial..Um,ita j:,ions. aJ:e.,inheJ:!"nt Ln "the.s,it),l"",.

tion because of the existence of patent rights, tpe possibility

of antitrust problems is increased.

The fifth factor of importance in judging the antitrust

legality of ~ :iccnsing situation under Mr. Stern's analysis is

whethe=or not, several restrictions are present in the business

IZ:5 f flo dd 0 • 0 0 1 1 0
0 ~

arra~gement. I, or examp 8, ~n a ~t~on to terr~tor~a ~m~~a-

tions, customer restrictions or quantity limitations were present,

the possibility of antitrust difficulties increases.

Remember that MJ:. Stern's five factoJ:s aJ:e be,ing used to

answer two fundamental questions he poses in assessing the legality

of a territorial restriction on the sale of licensed goods under

to
the "rule of reason II. As you will remember, this rule means the

restriction is not automatically condemned, i.e., per.~ illegal

but rather, t~at we must look at the economic context in which

the ~estriction ~s imposed and decide if it is reasonable.

x~. Stern indicates he will do this by asking two questions,

namely the probable competitive effect of the restraint and

w~cther it has a legitimate business justificatioi~4 It would be

well for us also to consider these two questions extremely care-

fully, when drafting any future licensing agreements. If the

parties do not seriousli conside~·thes~ f~g~g~§ ~n4 thg ~qt~t~~s~

implications which may follow from them, it is highly likely in

today's climate that someone else will, namely, the Depar~ent of

Justice or the private litigant seeking millions· of dollars in a

BAa
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treble damage action. We hope some of the ideas presented in
•

this paper will help avoid such an outcome and will encourage

"~'~"';~tl0o~o~oW", ".. . ..••.the.free..exchange·'of 'technology by' I1aviifi:finafcratea 'the"reliitlve:
ly permissible limits of licensing arrangements as affected by

American antitrust law.

,

3A 3



FOOTNOTES TO SECTION ON

"ANTITRUST CONSIDERATIONS AND KNOW-HOW
LICENSING"

E.g., Zenith Radio corp. v. Hazeltine Research Inc., 1971
CCH TRADE CASES, Para. 74,484 or 39 U.S.L.W. 4250
(uecision relating to reinstatement of patent pool
damage award by Supreme Court on 2/24/71); Rehearing
by Supreme Court declined-CCH Trade Regulation Report
NO. 513, dated April 12, 1971, p.5; see also National
Union Electric core. v. Matshushita Electric Indus­
trial Co. st. aI, ~nfra note' 36, in which complaint
requests damages totaling $360 million.

See generally, CCH TRADE REGULATION REPORTS, Para. 8801

See generally, Id. Para. 8800.

E.g., Chas. Pfizer & Co. v. Federal Trade commission; 401 F.
2d 574, 159 U.S.P.O. 193 (6th Cir. 1968) Cert. denied,
394 U.S. 920. See also, relief sought by U.S. govern­
ment in United States v. Westin~hQuse·Electric Corp.,
Mitsubish~ Electr~c corp. and M1tsub1Sh1 Heavy Indus-,
tr~es, Ltd., C~v~l No. C-70-852-SAW as reported in
CCH TRADE REGULATION REPORTS at Para. 45,070 (Case
2095).

See generally, FUlgate, FOREIGN COMMERCE AND THE ANTITRUST
LAWS, Sec. 2.14 (1958)

Lea~ Inc. v. Adkins, 395 U.S. 653,162 U.S.P.O. 1 (1969)

7. Painton & Co. v. Bourns, 309 F. Supp. 271, 164 U.S. P.O.
595 (S.D.N.Y. 1970)

8. See, for example, text discussion at pages 25 to 27 and appli­
cable footnotes about the case law concerning price-fixing
in a patent license and the Department of Justice's atti=
tude in this area.

9. See, for example, text discussion at pages 23 to 25 and appli­
cable footnotes concerning the "ancilliary restraints"
doctrine and the international cartel cases brought in
the late 1940's and early 1950's.

10. Kadish, lIPatents and Antitrust: Guide and Caveats",
13 IDEA 83 (Spring 1969)

11. New York Times, January 1, 1970, p. 55.

3.Aa



~

-2-

12. NOTE; Often, persons who hold positions in the American
government when delivering addresses state that
the views expressed are those of ·the speaker and
do not necessarily represent those of any govern­
mental agency. This qualification should be borne
in mind wherever references are made in the text

_"""9J,,_,J;,h,t§,_,,P~I??,:J;__'l;9._"yJ,gwpqJ,J~,t.§,.. __,.Q.:t",~~,,,,J:?_~Ee,;-_En,~_!!~,,, ,5?J~,
Justice.

The following is a partial listing of such speeches:

(a) Lionel Kestenbaum, Director of Policy Planning,
Antitrust-Division, Department of Justice, IIField­
of-Use Restrictions in Patent and Know-How Licen­
sing", Address before the Lawyers Institute of the
John Marshall Law School on February 21, 1969;

(b) Assistant Attorney General Richard W. McLaren,
Head, Antitrust Division, Department of Justice,
"Patent Licenses and Antitrust Considerations",
Address before the Patent, Trademark and Copyright
Research Institute of George Washington University
on June 5, 1969 (161 U.S.P.Q. No. 11, dated June
16, 1969, pp. II-VI);

(c) Roland W.Donnem, Director of Policy Planning, Anti~

trust Division, Department of Justice, liThe Anti­
trust Attack on Restrictive Patent License Provisions",
Address before the Michigan State Bar Convention on
September 25, 1969 (5 "Les Nouvelles" 32, 1/70);

(d) Richard H. Stern, now Chief, Patent Unit, Antitrust
Divi"sion, Department of Justice, "A Future Look at
Patent Fraud and Antitrust Laws", Address before the
Federal Bar Association Symposium on September 25,
1969 (52 J.P.O.S. 3, Jan. 1970);

(e) Bruce B~ Wilson, Special Assistant to the Assistant
Attorney General, Antitrust Division, Department of
Justice, lIPatents and Antitrust.-The Legitimate Bounds
of The Lawful Monopolyll, Address before the Patent
Law Association of Pittsburgh on November 19, 1969
(5 "Les Nouvelles If 2, 1/70);

(f) Bruce B. Wilson, (See" his title above in this foot­
note) "The Legitimate and Illegitimate in Patent and
Know-How Licensing", Address 'before The Lawyers Insti­
tute of the John Marshall Law School on February 20,
1970;

(g) Richard W. McLaren, Assistant Attorney General, (See
title above in this footnote), Address before the
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Ih)

Ii)

Ij)

Ik)

(1)

!i (m)

(n)

-3-

National Industrial Conference Board in New York
City on March 5, 1970 as reported in CCH Trade
Regulation Report, No. 456, dated 3/9/70;

Norman H. Seidler, Chief of New York Office of
,,-~,-An-t.i-trust,,,,Divis ion, ,,,,AdQ.ress,,,bef,ore_,,_,,_tb@_.,N~~t.,,.¥9};,~

Patent Law Association on March 19, 1970 as re­
ported in Vol. 9, No.8, May 1970 NYPLA BUlletin;

Richard H. Stern (see title above in this' foot­
note), Address on territorial limitations in
international technology agreements before American
Patent Law Association Stated Spring Meeting on May
15, 1970 as reported in APLA Bulletin for July­
August 1970 at pp. 306-324;

Ric~ard w. McLar~n (see title above in this foot~.

note)r Address on antitrust and foreign commerce
before the Symposium on Antitrust and Related.
Issues and Their Solutions in International Trade
and Productive Investment on October 16, 1970 as
reported in CCH Trade Regulation Report, No.· 489,
dated 10/26/71 and 6 "Les Nouvelles" 44, 3/71);

RichardH. Stern (see title above inthisfootnote}A
"tre r r i cor-Ls.L Limitations in International Technology
Agreements", Address before the Federal Bar Associa­
tion-Government Patent Lawyers Association - Bureau
of National Affairs Briefing Conference on Noverr~er

16, 1970;

Richard H. Stern (see title above in this footnote),
"The Antitrust Status of Territorial Limitations in
International Patent Licensing ll

, Address before Anti­
trust Law Section of New York State Bar Association
on January 27, 1971; BNA Antitrust & Trade Regula­
tion Report, No. 498, dated 2/2/71 at p. F-l;

Richard H. Stern (see title above in this footnote),
Address concerning antitrust implications of inter­
national technology agreements before Chicago Bar
Association in Fepruary 1971 as reported in BNA's
Patent, Trademark & Copyright Journal, No. 15, dated
2/18/71 at p. A-3; and

Roland W. Donnem (see title above in this footnote),
Address before Board of Governors of the National
Electrical Manufacturers Assn. in New York City on
January 18, 1971 as reported in CCH Trade Regulation
Report, No. 504, dated 2/8/71 at p. 10.
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13. See Westinghouse case citation at footnote 4. See also'
5 "Les Nouvelles" 183 (9/70).

15. See generally, von Kalinowski, 1 ANTITRUST LAWS AND TRADE
REGULATION, Sec. 3.02 [4] at 3-54.

14. E.g., Talk entitled "A Plea for Redirection in Patent
Antitrust" by James M. Wetzel before_",~sso?:~a'l::~c:m

.99rporate,.,Patent··Counsel'on"June'29', 1970;' "" , ...
of .... '

16. U.S. Const.,Art. 1, Sec.
TRADE SECRETS, Sec.
~. ~. supra.note
Area of ConfUS10n:
Antitrust Laws I,' ,45

8, Cl. 8 and see generally,Milgrim,
8.02 at 8-2; 1 von Kalinowski,
15, Sec. 2.04 and Briskin, "An
Patents, Monopolies and the
J.P.O.S. 741 (1963);

17. Milgrim,~. cit. supra note 16, Sec. 8.02 [1] at p. 8-3.

18. E.g., Brisken,,~. cit. supra note 16; Finnegan, IIRecent
Developments in United states Law That Affect Interna­
tionalLicensing", 5 ,rLes Nouvelles" 150 (9/70); costner,
PATENT LICENSING TRANSACTIONS, Sec. 7.03 [2]. See
also address of Richard McLaren, ~. ~. supra note 12,
Item (b), at pages II-III.

19. 15 U.S.C. Sec. 1;

20. Standard Oil Co. (New Jersey) v. United States, 221 U.S. 1
(1911) .

21. 1 von Kalinowski, ~" cit. supra note 15, Sec.·6.02 [3].

22. See generally, Id. Sec. 6.02.

23. 15 U.S.C. Sec. 2.

24. See generally, 1 von Kalinowski, ~. £!!. supra note 15,
Sec. 8.01.

25. United States v. Grinnell Corp., 384 U.S. 563 (1966); Alurninlli~

Co. of America v. united states, 148 F. 2d 416 (2d Cir.
1945); 1 von Kalinowski, 2e' ~; supra note 15, Sec. 7.01.

26. 1 von Kalinowski, 2e' ~. supra note 15, Sec. 8.02 [4].

27. ~. Sec. 8.02 [2J.
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28. ra, Sec. 7.01 [2].

29. 15 U.S.C. Sees. 1 and 2.

30.__ Celler H.R. 3246 as, reported in American Patent Law Associa-

3Aa

31. 15 U. S.C. Sec. 4.

32. Id. Sec. 15.

33•.E.g., Fulgate, ~. cit.s~pra note'5, Chapter,2 a~dDougl~s. '
McL4 More, ·U.S. Ant~trust Laws: and Terr~torJ.al ProvJ.sJ.ons
in Licensing Foreign ~atents and Know-How for Foreign
use ", 5 "Las Nouvelles" 4-9 (3/70J: 'See also generally
on this subject, Report of the Attorney Generalis National
Committee to StUdy the Antitrust'Laws, pp. 66-76 (1955)
and Costner, 2£.cit~ s~pra note 18, Sec. 7.02 [31; and
1 von Kalinowski, 2£; c~t. supra note 15, Sec. 5.02.

34. Fulgate, 2£. cit. supra note 5, Sec; 29.

12, I: 35. Id. Sec. 2 ~ 14. Some writers such as . the ATRRcommentator
quoted below in this footnote do, ofcQurse-, refer to
llextraterritorial" effect of the Arnerican antitrust laws.
In any event, the fact that these laws can possibly
have far-reaching effects is highlighted by an
antitrust case which a private litigant has· recently
brought against Japanese manufacturers of television sets
and their Arnericansubsidiaries charging violations of
Sections 1 and 2 of the Sherman Act, the Robinson-Patman
Act (which relates" to price discrimination), the Wilson
Tarriff Act of 1914 and an anti-dumping provision found
in 15 U.S.C. Sec. 72.' It is alleged that the defendants
in this case (which is National Union Electric Corp. v.
Matshushita Electr~clndustrialco, at al.)sell 37%
of all televis~on sets in the Un~ted States. Theyhave
been charged with conspiring to maintain depressed prices
for television sets in the United States for the purpose
of eliminating and destroying domestic competitors such
as the plaintiff which, it is alleged, was forced to
close certain of its plants as a result. Thecornplaint
requests injunctlve relief and treble damages totaling
$360,000,000. for lost profits, the des~rue~ian af
pla~ntiffls manufacturing capability, and the loss of
reasonable prospective profits. (See BNA Antitrust &
Trade Regulation Report, No. 494, da~ed January 5, 1971
at p. A-9 and No. 508, dated April 13, 1971, pages A-10
to A-ll.)
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A commentator in ATRR No. 508 has written an extremely
interesting note on the ramifications of this case and
a companion class action brought by a 'union representing
former employees of the plaintiff in the first-mentioned
case. The union is suing to recover damages for the loss
of the employees' jobs at the plants closed down due to

.the... allegedconspiracy.of.J:he..d.efeng"!!lts...in...J:!le...National
Union case. Some of the observations of this commentator
follow:

!I ••• The implications of the current action could be
staggering. In effect, the complaint seeks to
give American antitrust laws, particularly the
price-discrimination provisions of the Robinson­
Patman Act a tremendous extraterritorial effect .
Its allegations that the constitutional scope of
the 'commerce' to which the Robinson-Patman Act
extends includes foreign trade as well as inter­
state trade, could conceivably result in a rUling
that barred all imports into the United States
unless the overseas manufacturers and exporters
were in compliance with P~erican antitrust laws.
It is possible that could be the effect even if the
combinations and other business activities of the
overseas companies were permitted and even encour­
aged by ~heir goverr~ents and'laws.***" (ATRR,
No. 508, 4-l3~71 at page A-ll.)

36.

37.

38.

FUfg~te, ~. ~. supra note 5, Sec. 2.4.

1 Von Kalinowski f ~. cit. supra note 15, Sec. 5.02.
•

Barton, "Limitations on Territory, Field-of-Use, Quantity
and Price in Know-How Agreements with Foreign Cornpa~ies",

28 U. Pitt. L. Rev. 195, footnote 8 (1966).

39. See addresses on March 5, 1970 and October 16, 1970 of
Richard H. McLaren, Chief, Antitrust DiVision, ~. cit.
supra note 12, Items (g) and (j) and address of Roland
w. Donnem on January 18, 1971, ~~ cit. supra note 12,
Item (n).

40. See generally, Fulgate, ~. ~. supra note 5, Chapter 3.

41. ra, Sec. 3.7 and address of James H. Wallace, Jr. before
Mid-fu~erica World Trade Conference as reported in BNA
Patent, Trademark & Copyright Journal, No. 17, dated
3/4/71 at A-13.

3Aa



supra

-7-

Reported as. having been stated in James H. Wallace's address,
2£.. cit. supra note 41.

15 U.S.C. Sees. 6 and 11.

See .generally, Fulgate, 2£.. ~. supra note 5, Sec. 3.8.

of Richard McLaren on March 5. 1970.
note 12, Item (g).

15 U.S.C. Sees. 12 et seq.

15 U.S.C. Sees. 41 et seq.

15 U.S.C. Sec. 45.

15 U.S.C. Sees. 14 and 18.

15 U.S.C. Sees. 15a and 26.

1 von Kalinowski,2£.' cit. supra note 15, Sec. 11.05 [ll [al.

15 U.S.C. Sees. 15 and 26.

54. For a tabular comparison' of the differences between patents
and trade secrets, see Milgrim, TRADE SECRETS, Sec. 8.02
[8j.

~§~ ~~ge~ 14-16 o~ the text of the second section of this paper
and tile Lear and Painton cases,· Ope cit. sup;z;a Ret-as & and
7. -- -- -- ---

56. For general discussion of the "property" aspects of know-how,
see Ladas I "Leqa.L Protection of Know-Howl!, 7 Patent,
Trademark and Copyright Journal. No. 4, p. 397 (Winter
1963-1964). For a general discussion concerning the
possible future effects on trade secret law of Lear, Inc.
v. Adkins, (cited 212.' cit. supra note 6) see Milbank,
hF~nders, Keepers, Licensors Weepers ll

, 52 J.P.O.S. 343
(June 1970)

55. Address of Richard H. Stern on November. 16, 1970 ~. cit. ~upra

note 12, item (k)at pages 8-9 of copies of Mr. Stern 5

address as distributed to registraints of conference.

be;!:' 46.
0

e It 47.
on-
ect. I!' 48.

of
ct Ii 49.
er-
ling I 50.
s
rs 15

1.ws.
52.

11,

cit.
and
12,

,NAI57. E.g.. Arnold and Goldstein, "Painton v , Bourns, The Progeny·
d; of Lear v. Adkins: Commentary upon Know-How Law and

. Practice" in PLI pUblication "Trade Secrets Today" (1971)
....,...,.---:::-':~-::,,"',,?.'d

3A a



-8- 1.~

3A3·

pp. 99-144 at 140; Milgrim, ~. cit. supra note 54,Sec.
,.: 6.05 [4J at p , 6-106. -

12, by.See

59. -Nordhaus and Jurow, ~. cit. supra note 58, Sec. 28.

60. United States v. General Electric Co., 272 U.S. 476, 490
(1926) •

58. See generally, Nordhaus and Jurow, PATENT-ANTITRUST LAW,
---,Sec-.---27----(-1961:)---;----Fulgate'~;--£!!;---SUpra-1'f6te-5-;--s-ecr;­

8.9; Costner, PATENT LICENSING TRANSACTIONS, secs.
,5.03.12l and 7.02; Stedman, "Acquisition of Patents

. and:~ow-How By Grant, Fraud, Purchase and Grantback~,

- 28 U. pitt. L. Rev. 161 (1966); Van Cise, "Antitrust
Laws and Patents", 52 J.P.O.S. 776 (Dec. 1970).

61. particUlarly addresse_5 £2.- ~•.suI(rrnote
Richard McLaren on 6/5/69 - Item b;
Roland Donnem on 9/25/69 - Item (c);
Bruce wilson on 11/19/69 - Item (e);
Norman Seidler on 3/19/70 - Item (h);
Richard Stern on 5/15/70 - Item (i); and
Richard Stern on 1/27/71 - Item (1).

62. Address of Richard W. McLaren as reported in BNA's ~~titrust
& Trade Regulation R~port No. 429, dated 9/30/69 at A-17.

63. See cases cited infra note 77. The most famous statement of
the "ancillary-restraints U doctrine is found in United
States v. Addyston Pipe and Steel Co., 85 Fed. 271 (6th
cir. 1898) aff'd 175 U.S. 211 (1899).

64. See generally, MacDonald, "Know-How Licensing and The Anti­
trust Laws", 62 Mich. L. Rev. 351, 360 (Jan. 1964) and
Stedman, ilLegal Problems in the International and Domestic
Licensing of Know-HOW", 29 A.B.A. ANTITRUST SECTION 247
(1965); Costner, £E. ~. supra note 58, at Sec. 5.03
[2J [6J.

65. MacDonald,~. cit. supra note 64, at p. 359; Milgrim, ~. £!i.
supra note 54, Sec. 2 raj.

66. MacDonald, £E. ~. supra note 64, at p. 358.

67. E.g. See_particularly addresses.~. ~. supra note 12. by:
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ROland Donnem on 9/25/69 - Item (c);
Bruce Wilson on 11/19/69 - Item (e) ;. and
Norman Seidler on 3/19/70 - Item (h).

68.~..~.._1.. _:II:on Ka1ino.wski.'~ ..8R•.~3,~i.t .•..sl1pJ:"a.-!~o.t.'L:J..5.L..§ec:: •...§.Q.~.w.L3] I§J •.....

l~'

69.

70.

71.

72 •.

73.

272 U.S. 476 (1926).

E.g., United States :11:. Huck Mfg., 382 U.S. 197, 147 U.S.P.Q.
404 (1965). See Milgrim, 2E.. £!!:..' supra note 54, a~,:
Sec. 6.05 [1] [b], fn. 10.

Address of Roland Donnem on 9/25/69 2E.. cit. iupra note 12,
Item (c), 5 "Les Nou:ll:el1es" 32, 3411770 •

Ibid.

Dr. Miles Medical Co. :11:. John D. Park & Sons, 220 U.S. 373
(1911).

st
=17.

74. See generally, Milgrim, ~. cit. sUPra note 54,at Sec. 6.05
[2] [b] and Sec. 6.05 [7f; the atter being a re-
print of the MacDonald article cited ~. cit. supra note
64; Also, Costner, PATENT LICENSING TRANSACTIONS, Sec.
7.02 [2]. .

of
ed

"th
~>\

cit.

75.

76.

77.

78.

79.

Costner, ~. ~. supra note 58 at p. 7-14.

United states v. National Lead Co., 63 F. Supp. 513 (S.D.N.Y.
1945), affid, 332 U.S. 319 (1947); United States :11:.

General Electric Co., 80 F. Supp. 989 (S.D.N.Y. 1948)
United States v. General Electric, 82 F. Supp.753 (i),N.J.
1949); Un~ted States v. Timken' Rbl1er Bearin Co. 83C'\
F. Supp. 284 (N.D. ohf.o 1949 r aff d, 341 U.S.,593':, .,:, ,
(1951); and United States :11:.' Imperial Chemical' Indus.,'"

,Ltd., 100 F. Supp. 504 (S.D.N.Y. 1951) Final decree<e~tered
105 F. Supp. 215 (S.D.N.Y. 1952). See an'exce11ent:dis­
cussion of these cases in MacDonald art?-cl«3",:~c;,~e(.~<;;2E.-';:'£!:t;:..

supra note 64, at pp. 365-377. \ ,(Si:.!',,,, .,!'>
':·"'/i:;· ::;~'("

Unite<l. States v. E. I. duPont De Nemours & CO.. 118,~:(P~U!'!':~0
41, 99 U.S.P.Q. 462,466 (D. Del. 1952), aff'd.·.on':other,
grounds 351 U.S. 377 (1956); See also, FOundry Ser:v:ices':
Inc. v. Benef1ux Corp. 110 F. Supp. 857, 97 u.S.P.Q.36
(S.D.N.Y. 1953), reversed on other grounda~::~~~:'F.-2d,::
214, 99 U.S.P.Q. 150 (2nd Cir. 1953). ,,:,.,,' ' .

':'~>/;' ~,·j·,:>t;-···: .. ,'

,
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13.. at 12.

1£4:.9..
Id •. at 12-13.

re , at 13.

re , at 10.

112;·· AddressofR:f.chardsternonNovernberi6, 1970 £E. ~. "utJ~Q
note 12, Item (k) at pages 11-12 of copy of Mr. stern's
address distributed to participants at conference.

83.

84.

85.

86.

87.

·80. Address of Richard McLaren, £E. cit. supra note 62.

81. Address of Richard stern on November 16. 1970 and in February
1971, £E. cit. supra note 12, Items (k) and (m).

88. Civil No. ·C-70-852-SAW. The discussion of the complaint
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THIS IS A PAP2:R PRESE~T2:D TO THE PACiFIC INDUSTRIAL

AT WASHINGTON, D. C" ON MAY.4 - 6, 1971.
PROPERTY ASSOCIATION'S SECOND INTERNATIONAL CONGRESS HELD

BY ~ETER F, CASELLA
DIRECTOR-PATENTS AND LICENSING
HOOKER C~2:MICAL CQRPORATION .
NIAGARA rALLS, NEW YORK

TQ ARBITRATE OR To lLILG~

. ,
j.' ..'"' .'-'i /lJ In ;"

10 ARBITRATE QR TO LITIGATE -- THAT IS THE QUESTIQN.

HHETHER IT IS WISER TO SUFFER THE SLINGS AND ARRQWS QF

OUTRAGEOUS FORTUNE THAT GO WITH LITIGATION QR TO TAKE THE

30,

04
938) •

QUICKER AND EASIER RQUTE THROUGH ARBITRATION ONLY TO FIND

THAT YOU HAVE BEEN COMPRQMISED, LET ME TELL YQU.THAT I HAVE

PONDERED THIS QUESTION, I HAVE RESEARCHED IT·AND I HAVE TALKED

IT OUT I'IITH MANY QF MY BUSINESS AND PROFESSIONAL ASSOCIATES,

I DQ NOT YiA~T TO HQLD YOU IN SUSPENSE, SO I SHALL GIVE YOU

MY CONCLUSIQN NO,I -- THERE IS NO I'IQRE CLEAR-CUT ANSI'IER TO

THiS GENERAL QUESTION, I.E. rlHETHER TO ARBITRATE QR TQ

LITIGATE, THAN THERE IS TO HAMLETS. BUT WHAT! CAN DO IS

GIVE YOU.SOME QF THE CHARACTERISTICS AND PRQS AND CQNS

THAT YOU CAN INCLUDE ON EiTHER SIDE OF THE LEDGER OF ITEMS.

THAT YOU SHOULD EVALUATE IN EACH GIVEN SITUATION THAT YOU
,

ARE ~RYING TO ANSWER THIS QUESTION ON.
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THOUGHT THEY UNDERSTOOD BElI'/EEN THE,'1SELVES \'/HEN :r(iEY' SIGNED

UP. MOST OF MY EXPERIENCE HAS BEEN IN PATENT AND/OR KNOW-HOW

AGREEMENTS BETWEEN,TWO COMPANIES, USUALLY REASONABLY LARGE­

SIZED CORPORATIONS WHO HAVE ACCESS TO THE FULL LINE OF

SKILLS AND PROFESSIONAL SERVICES NECESSARY IN NEGOTIATING

AND WRITING UP THE DEAL, AND USUALLY THESE HAVE BEEN CALLED

OR A MISUNDERSTANDING ON ONE OR MORE POINTS'THAT THEY

PARTIES TO I~RITTEN AGREEMENTS \'IHO HAVE HAD A FALLING OUT

I \~OULD Ll KE TO c;AKE A FEW RErI:ARKS ON THE MAl N

WAY O~E ~IGHT TRY TO SETTLE DISPUTES. FOR THE MOST PART,

- 2 -
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IN SPITE OF ALL THE TALENT AND EFFORT THAT HAD BEEN USED

IN TRYING TO COME UP WITH A GOOD WRITTEN STATEMENT OF THE

UPON AND USED IN MOST OF THESE NEGOTIATIONS AND AGREEMENTS.

Now EVEN IN THESE CASES, WE' HAVE HAD MISUNDERSTANDINGS

AGREEMENT.

WHEN A MISUNDERSTANDING ARISES BET1;EEN TVIO SUCH

PART! ES, THEY USUALLY TRY TO SETTLE SUCH DI SPUTES AMONG

THEMSELVES BY THE SIMPLE AND STRAIGHTFORWARD APPROACH OF

GETTiNG TOGETHER -- AND OFTENTIMES OVER LIQUID REFRESHMENTS

AND TRYING TO RESOLVE THE PROBLEM. THIS IS THE \;AY TO DO

IT. THE PROBLEM IS v/ORKED OVER AND SATISFACTORILY vlORKED

,OUT AND OUT OF THE MEETING COMES AMENDMENT I OR SUPPLEMENT A
SIGNED AND ATTACHED TO THE MAIN AGREEMENT -- AND ALL GOES I;ELL,

,-
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BUT ~/HEN THAT SL'1PLE "DO iT YOURSELF" SETTLEMENT

APPROACH DOESN'T I'IORK AND THE PARTIES STILL HAVE A

~.oNSCJ ENTEQUSPES rRETOMAI<E .AN .AMLCABLE.SETTLEMENTBUT

ARE STI LL HAVI elG TROUBLE UNDERSTANDI'NG EACH OTHER'S poi NT

OF VIal, THEY CAN ENGAGE THE GOOD OFFICES OF A FRIENDLY

PO'IIER, THAT IS A ,'1EDI.ATOR, .TO HELP THEM. OUT, . 11EDIATION IS ..

THE PROCESS FOR BRINGING ABOUT AGREEMENT OR RECONCILIATION

BETWEEN OPPONENTS IN A DiSPUTE, IT.IS A DELIBERATION THAT

~:AY OR NAY NOT BE ACCEPTED BY THE CONTENDING PARTIES" IT

IS A PROCESS ~IHICH INvnLVES A THIRD PARTY NHO TRIESc'TO HELP

THE DISPUTING PARTIES TO HELP THEMSELVES ARRIVE AT A SOLUTION

TO THEIR PROBLEM WHICH BOTH OF THEM CAN ACCEPT,

MEDIATION IS ALSO A GOOD WAY OF SETTLING DISPUTES,

ESPECI ALLY SINCE ACCEPTI NG THE SETTLEMENT IS PURELY

VOLUNTARy BETWEEN THE PARTIES,

My PRESENTATION TODAY STARTS WHERE THE DO-IT-

YOURSELF SETTLERS CANNOT COME TO TERMS, WHERE THEY HAVE

REACHED A POINTylHERE THEY.CAN'T'DECIDE FOR THEMSELVES ON

HOlv TO SETTLE AND A THIRD PARTY MUST DECIDE FOR 'THEM,

• ARBITRATION AND liTIGATION DO THAT.,

ARBITRATION IS DEFINED BY THE AMERICAN ARBITRATION

ASSOCI~TION AS -- "THE REFERENCE OF A DISPUTE BY VOLUNTARY

AGREEMENT OF THE PARTIES TO AN IMPARTIAL PERSON OR PANEL.

OF PERSONS FOR DETERMINATION ON THE BASIS OF EVIDENCE AND

3B
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ARGU~ENT. PRESENTED BY SUCH PARTIES, WHO AGREE IN ADVANCE

TO ACCEPT THE, DECISION OF THE ARBITRATOR AS FINAL AND

LITIGATION IS TO MAKE THE DISPUTE THE'SUBJECT

OF A LA\'/SUIT, AND AS WE ALL KNOW, THE DECISIONS ARE ALSO

BINDING ON THE PARTIES. LITlGATlO;{ IS HAPPINE'SS \'1HEN YOU

WIN, AND LITIGATION IS SADNESS WHEN YOU LOSE.

THE MAIN ADVANTAGE OF ARBITRATION OVER LITIGATION

IS THE COST AND TIME SAVINGS TO THE PARTIES.

ABASIC CHARACTERISTIC OF ARBITRATION IS IT IS

ESSENTIALLY CONSENSUAL IN NATURE. IT OPERATES BEST WHEN

BOTH PARTIES VOLUNTARILY AND READILY AGREE TO BE SUBJECT

TO ARBITRATION. AMONG THE ADVANTAGES OF ARBITRATING RATHER

THAN LITIGATING IS THE PROCEEDINGS ARE CONDUCTED IN A MUCH

MORE INFORMAL ATMOSPHERE THAN IN A COURTROOM. THE PROCEEDINGS

ARE CAPABLE OF BEING MAIN7AINEDON A MUCH MORE CONFIDENTIAL,

BASIS THAN IF ARGUED IN OPEN COURT. FURTHER, IT IS USUALLY

'A MUCH SWIFTER FORM OF GETTING JUSTICE THAN GOING THROUGH

THE LONG AND TORTUROUS PROCEEDINGS IN THE COURTS WHETHER

"iEY BE TN THE UNITED STATES OR JAPAN. ONE OF THE MOST

IMPORTANT CONSIDERATIONS FOR ARBITRATING AGREEMENTS IS

THAT ARBITRATORS EXPERT IN THE TECHNOLOGY AND INDUSTRY.
AND EVEN ON THE PATENTS, TECHNOLOGY AND KNOW-HOW SPECIFICALLY

INVOLVED, ARE SELECTED, RATHER THAN JUDGES FROM THE COURTS

:-<B
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WHO AT BEST ONLY HAVE BROAD GENERAL KNOWLEDGE OF THE INDUSTRY

AND TECHNOLOGY, ARBITRATION AND THE RESULTS OF IT WILL

OFTENTI,':ES r;.;vOLVE ;J,ORE CONPRONI SE THAN WOULD BE HANDED

·DOI'IN \·iHEN THE SAME QUESTIONS ARE LITIGATED IN COURT, IN

ADDITION, ARBITRATORS USUALLY PAY LITTLE REGARD TO PRIOR

LEGAL PRECEDENT; THE CONSISTENCY OF RESULTS OF ONE

ARBITRATION TO THE OTHER IS ALMOST TOTALLY LACKING, THERE

IS GENERALLY NO DETAILED, FORNAL WRITTEN TRANSCRIPT AND

THE RULES OF EVIDENCE ARE NOT NECESSARILY FOLLOWED IN

ARBITRATION, IF AT ALL, ARBITRATION ALSO ALLOWS FOR LITTLE

OR NO OP?ORTUNITY FOR APPEAL OF THE DECISION EXCEPT IN

CASES OF FRAUD, NISCONDUCT OR ANTI-TRUST CONSIDERATIONS

HAVING ERRONEOUSLY BEEN INCLUDED, OR PERHAPS IF POOR OR

IMPROPER NOTICE WAS GIVEN.

A SERIOUS DISADVANTAGE ·IN ARBITRATING IS IF IT

IS NECESSARY TO COMPEL THE ARBITRATION AWARD TO·BE ENFORCED

BY MEANS OF LI TIGATI ON, THEN ONE HAS LOST THE REAL ADVA"T'~

BY NOT ONLY GOING THROUGH AN ARBITRATION PROCFEDING

BUT ALSO A LITIGATION -- AND THIS, OF COURSE, NEGATES

OF THE ADVANTAGES THAT NIGHT BE ASSOCIATED WITH ARBI

AND THAT IS WHY IT IS SO IMPORTANT FOR BOTH PARTIES TO

ENTHUSIASTICALLY AGREE TO ARBITRATION AS THE MEDIUM

RESOLVING DISPUTES BETWEEN THEN,

:; B
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·ARBITRATION WORKS BETTER WHEN RESOLVING FACTUAL

ISSUES RATHER THAN COMPLEX LEGAL ISSUES BECAUSE THE FACTUAL

ISSUES CAN BE MORE READILY RESOLVED BY INDUSTRY AND

TECHNICAL EXPERTSWR6ARESELECTED AS ARBITRATORS,

INSOFAR AS DEALING IN THE SPECIFIC QUESTION,

THAT IS TO ARBITRATE OR TO LlIlGATE",:· BETWEEN U. S. AND

JAPANESE COMPANIES IS CONCERNED, AND ESPECIALLY ON PATENT

AND KNOW-HO~I LICENSE AGREEMENTS, THERE ARE CERTAIN

·DIFFICULTIES PECULIAR TO INTERNATIONAL LITIGATION WHICH

·ARE NOT NECESSARILY ASSO~IATED WITH INTERNATIONAL ARBITRATION,

IN THE UNITED STATES--JAPANESE CONTEST, THE DIFFICULTIES·

IN INTERNATIONAL LITIGATION INVOLVE' DIFFERENCES OF

JURISDICTIONAL REQUIREMENTS AND WHETHER THE RESPECTIVE

COURTS HAVE JURISDICTION OF THE FOREIGNERS INVOLVED.

THERE IS UNCERTAINTY ABOUT WHICH LAW WILL BE FOUND TO

'COVER AN INTERNATIONAL CONTRACT UNDER CURRENT CHOICE OF.

LAW RULES. THERE IS UNCERTAINTY AS TO THE ENFORCEABILITY

IN THE UNITED STATES OF GOVERNING LAlt AND···PROGOROGATION

CLAUSEs WHICH HAVE BEEN AGREED TO BY THE PARTIES, THE

. UNCERTAINTY OF. BEING ABLE TO ENFORCE THE FOREIGN JUDGMENTS·

I',ADE BY THE FOREIGN COURTS IN BOTH COUNTRIES OF THE PARTIES

TO THE. AGREEMENT•. ~'ORE PRACTI CALLY, DELAY f~ND EXPENSE OF

LITIGATION IN THE UNITED STATES AND THE BURDENS PECULIAR

TO FOREIGN LAWSUITS SUCH AS LACK OF FAMILIARITY WITH THE

i)~
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HABITS OF FOREIGN LAWYERS, TRANSLATION OF DOCUMENTS FROM

JAPANESE TO ENGLISH, THE DISTANCE THE WIT~ESSES HAVE TO

TRAVEL, THE VAST DIFFERENCES IN TRIAL PROC.EDURES AND. THE.·

PROBLEMS INVOLVED IN PROVING FOREIGN LAW, ALL THESE MAKE

LITIGATION OF INTERNATIONAL AGREEMENTS UNATTRACTIVE.

THUS, INTERNATIONAL LITIGATION IS NOT ONLY· PROTRACTED AND

TEDIOUS, BUT ABSORBS EXECUTIVE TIME AND TALENT AND IS

INORDINATELY EXPENSIVE, FURTHER, LITIGATION BETIvEEN PARTIES

ALYIAYS SEEMS TO DAMAGE COMMERCIAL RELATIONS MUCH ~IORSE

. THAN ARBITRATION BETWEEN THE SAME PARTIES ON THE SAME

QUESTIONS AND WITH THE SAME AWARDS.

THE GENERAL CONSENSUS AMONG BUSINESSMEN DEALING

WITH THEIR JAPANESE COUNTERPARTS IS THAT LITIGATION CREATES

BAD WILL· AND THE SENSITIVITY OF THE PEOPLE INVOLVED IS
~f '.1 .~<_ '') .

AGGREVATED SO THAT THERE IS A STRONG URGE TO AVOIDING

LITIGATION AND·TOSETTLING DISPUTES BY COMPROMISE·-- .FI

ON A DO-IT-YOURSELF BASIS AND THEN BY ARBITRATION.

THE DIFFERENCES IN PROCEDURES BETWEEN AOOTTO

AND LITIGATION IN THE UNITED STATES ARE·THE DIFFERENCES
.. y.::... , ..:v.'

BETI'IEEN THE COMI'lERCIAL ARBITRATION RULES OF THE AMERI

ARBITRATION ASSOCIATION (A COPY OF A 12,.PAGE PAMPHLET ON

THESE .is ATTACHED) AND THE MANY VOLUMES OF LA\v IN THE

UN !TED STATES INCLUD ING Tfi E FEDERAL Rl!~_ES OF Cr VI L PROCEDURE

PLUS THE CONSIDERABLE BODY OF JUDGE-MADE LAW IN THIS

COUNTRY COVERING THESE POINTS.

3B
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THE PROC=DURES FOR ARBITRATION IN JAPAN ARS

GIVEN IN THE ATTACHED PAMPHLET ON COMMERCIAL ARBlTRATlON

RULES BY THE JAPAN COMMERCI

AND I SURMISE THERE IS .AN EQUALLY LARGE BODY OF LAW AND

LAWBOOKS IN JAPAN RELATED TO THE PROCEDURES FOR LITIGATION

THERE,

THUS, TH= PROCEDURES FOR ARBITRATION ARE

CONSiDERABLY MORE SIMPLE IN BOTH THE UNITED STATES AND

JAPAN THAN THE CORRESPONDING PROCEDURES FOR LITIGATION.

IN ORDER TO FURTHER EVALUATE THE QUESTION TO

ARBITRATE OR TO LITIGATE, IT IS IMPORTANT TO TALK ABOUT

·ENFORCEMENT OF AI'IARDS MADE BY ARBlTRATlON,

THE ENFORCEMENT OF ARBlTRALAGREEMENTS OR AI'IARDS

PRIMARILY BETI'IEEN UNITED STATES AND JAPANESE COMPANIES IS

PROVIDED FOR BY VARIOUS FACILITIES, THERE ARE SEVERAL
\.,

PROVISIONS'IN THE LAWS OF EACH COUNTRY, THERE ARE TREATIES

'OR CONVENTIONS SIGNED BY BOTH THE UNITED STATES AND JAPAN,

AND THERE ARE PRIVATE ARRANGEMENTS BETWEEN THE JAPANESE

AND AMERICAN ARBITRATION ASSOCIATIONS, ALL OF WHICH CAN

BE USED TO FACILITATE THE ENFORCEMENT OF ARBITRATION CLAUSES

AND AI'IARDS,

FIRST, THE.TREATY OF FRIENDSHIP, COMMERCE AND

NAVIGATION BETWEEN THE UNITED STATES AND JAPAN WHICH WAS

CONSUMi,ATED ON ,APRIL'2, 1953 (4 UST AND OlA2063), AND

~

') B
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WHICH OFTENTIMES IS REFERR~D·TO AS THE FCN TREATY, IS

EFFECTIVE LAW IN BOTH COUNTRIES INSOFAR AS IT APPLIES TO

ARBITRATION. THIS TREATY PROVIDES THAT ARBITRAL CONTRACTS

SHALL NOT BE UNENFORCEABLE MERELY ON" THE· GRO.u~mS THAT THE

ARBITRATORS OR PLACE OF ARBITRATION ARE FOREIGN. THUS,
lit'

~ IT IS LEFT TO THE PARTI ES TO AGREE ON THE PREVAI LJ NG LAW

AND IF THEY HAVE NOT CONTRACTED ON THIS, THE JAPANESE LAW

OR THE FEDERAL LAW OR THE STATE LAW IN THE UNITED STATES

WHICH GOVERNS THE ARBITRATION AGREEMENT WILL BE USED, AND

IT CAN BE ·USED TO EITHER GET AN ORDER TO ARBITRATE OR TO

RESULT IN THE DISMISSAL OF A LOCAL SUIT OR TO RESULT IN A

STAY OF SUCH LITIGATION'OR TO ENJOIN A SUIT IN ANOTHER

COURT,

- 9 -

SECOND, THERE ARE ARBITRATION PROVISIONS IN THE

JAPANESE CIVIL PROCEDURE CODE, PARTICULARLY IN ARTICLES

785.THROUGH 805, AND ARBITRATION STATUTES ARE IN UNITED ..

STATES FEDERAL·LAW, PARTICULARLY IN VOLUME 9 OF THE UNITED

STATES CODE, SECTIONS 1 THROUGH 14. ALSO, THE UNITED

STATES UNI FORM COMtl,ERCIAL CODE, ,iHI CH IS USUALLY REFERRED

TO IN THE UNITED STATES BY THE INITIALS UCC, MAKES SOME

PROVISION FOR HAVING UNIFORM ARBITRATION STATUTES IN THE

SEVERAL STATES THAT ENACT IT, AND THESE ARE IMPORTANT,.

PARTICULARLY IN SALES AGREEMENTS.

::i B.



,~I
f~i

~

- 10 -

THE JAPAN--AMERICAN TRADE ASSOCIATION AGREEMENT

ENTERED INTO BY THE JAPANESE COMMERCIAL ARBITRATION

ASSOCMTI()N"CJCAMANDTH E AMERICAN ARBITRAHON ASSOCJAT+ON' ,

CAAA) , IN 1952, IS A MAJOR AND SIGNIFICANT AGREEMENT, EVEN

THOUGH THIS AGREEMENT IS A PRIVATE AGREEMENT AND DOES NOT...
HAVE THE ,FORCE OF LA~I; IT PROVIDES' RULES OF PROC~iJURE

.. ,

FOR ARBITRATION IN EITHER COUNTRY WHEN THE PARTIES INCLUDE IN

THEIR CONTRACTS A STANDARD CLAUSE ~MICH INCO~~ORATES THE

ASSOCIATION RULES. A COPY OF THE 1952 AGREEMENT BETWEEN

THE JCAA AND AlIA IS ATTACHED, AND A SAMPLE OF A STANDARD

'CLAUSE TO INCORPORATE IS GIVEN IN THAT ATTACHMENT.

'THERE ARE MODEL ARBITRATION CLAUSES UNDER STUDY

BY 'THIS' PANEL, AND I BELIEVE THERE WI LL BE A MODEL

ARBITRATION CLAUSE PROPO~ED FOR INCLUSION IN OUR AGREEMENTS.

AMONG THE MORE IMPORTANT FACILITIES FOR

ENFORCEMENT OF ARBITRAL AGREEMENTS AND AWARDS BEnlEEN THE

UNITED STATES AND JAPAN IS THE UNITED NATIONS CONVENTION

,ON RECOGNITION AND ENFORCEMENT OF FOREIGN ARBITRATION

AWARDS, THIS TREATY' JAPAN ACCEPTED AND RATIFIED IN 1961

AND THE UNITED STATES JUST ENTERED AND RATIFIED IT DURING

1970 so THAT IT BECAME LAW BY JANUARY 1, 1971 IN OUR

COUNTRY. A COpy OF THIS TREATY, AND A COPY OF UNITED

STATES PUBLIC LAW.91-'358 IMPLEMENTING IT, At'lD A LIST OF

THE COUNTRIES WHO ARE PARTY TO IT, ARE ATTACHED.

3B
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THIS NOW MAKES IT MORE CERTAIN THAN EVER IN THE

PAST THAT AGREEMENTS TO ARBITRATE DISPUTES WILL BE AS

EFFECTIVE. ABROAD AS THEY HAVE BEEN AT HOME, AND OUR FOREIGN

PARTNERS CAN HAVE RENEWED CONFIDENCE IN AWARDS TO BE

ENFORCED HERE IN THE UNITED STATES OF AMERICA.

ENFORCING ARBITRAL AHARDS"UNDER THE FOREGOING

IN ,I AGREEMENTS, TREATIES AND LAI'IS, AND STILL OTHER RULES AND

REGULATIONS EMBRACED vlITHIN BOTH OF OUR COUNTRIES' STATUTES

AND PRECEDENTS SEEMS TO BE BECOMING EASIER AND MORE DEFINIT~.

THE TREND IS TOWARD MORE SUCCESSFUL ENFORCEMENT BEING

REALI ZED •

. IN THE UNITED STATES, OUR 50 STATE JURISDICTIONS

HAVE SPLIT INTO TWO GROUPS, ONE WHICH THE MOST RECENT

SURVEY AVAILABLE TO ME SHQHED 27 STATES HAVING WEAK

ARBITRATION FACILITIES IN THAT THEY FOLLOW MORE THE COMMON

LAW DOCTRINE TO THE EFFECT THAT GENERAL ARBITRAL AGREEMENTS.

~OVERING FUTURE DISPUTES ARE REVOCABLE BY THE PARTIES AND

UNENFORCEABLE IN COURT. THESE STATES ON LAST COUNT

INCLUDED ALABAMA, AL~SKA, ARKANSAS, COLORADO, DELAWARE,

GEORGIA, . IDAHO, INDIANA, IOv/A, KANSAS, KENTUCKY, r1AINE,

MISSISSIPPI, MISSOURI, MONTANA, NEBRASKA, NEW MEXICO,

NORTH .CAROLlNE, NORTH DAKOTA, OI<LAHOMA, SOUTH CA.ROLlNA,

SOUTH DAKOTA, TENNESSEE, UTAH, VERMONT; VIRGINIA AND \'lEST

VIRGINIA. THE OTHER'22 STATES AND THE FEDERAL JURISDICTION

38
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COURTS IN' THE UNITED STATES BY MODERN STATUTE HAVE MADE

ARBITRAL CLAUSES ENFORCEABLE, INCLUDING "OREIGN ARBITRATION,

tH'ESE'S'TATES'I-NCI::UDE··!\RIZONki··GAI::lFORN I-ATGO NNECTICUT·r····· ...

. FLORIDA,HANAII, ILLINOIS, LOUISIANA, r1ARYLAND, r~ASSACHUSETTS,'

r'll CHI GAN, r'11 NNESOTA, NE~I HAMPSH IRE, NEW JERSEY, NDi YORK,

OHIO, OREGON, PENNSYLVANIA, RHODE I~L;ND, tEXAS, WASHINGTON;

WISCONSIN AND WYOMING. OF .THESE, SEVERAL HAVE WITH VARYING

CHANGES ADOPTED THE UNIFORM ARBITRATION ACT OF 1956
SUPERSEDING THE PRIOR UNIFORM flCT OF 1926, NEN YORK STATE

BE ING '1 NCLUDED' AMONG THOSE ADOPT ING THE NE~IEST MODERN

VERSION,

tHUS, THE TREND IS QUITE APPARENT THAT THE STATES

ARE LEAN ING TOI'iARDS ADOPT ING LAI'IS TO 1·1.\!':;: flRB lTRAL CLAUSES

MORE ENFORCEABLE.

WHEN ONE LOOKS AT THIS TREND NITH THE RECENT

SUGGESTION OF THE GHIEF JUSTICE OF THE UNITED STATES

SUPREME GOURT, MR. BURGER, WHO RECENTLY URGED THAT MORE

USE OF ARBITRATION MUST BE MADE TO HELP MINIMIZE AND CUT

DONN THE BUILDING UP OF THE BACKLOG OF LAWSUITS IN OUR.
COURTS, IT SEEMS THAFNE CAN EXPECT ARBITRATION TO BECOME

MORE IMPORTANT FOR AMERICAN COMPANIES 30TH IN THEIR

DOMESTIC AND ESPECIALLY IN.THEIR FOREIGN AGREEMENTS •

., B'.-,
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I NSO FAR AS PATENT AND KNO\'!-HOI': AGREEMENTS ARE

.C..O... N... C.ER...N.. 'ED, THERE ..!S.. ASERIOUSQUESTlONI N THE UNITED STATES .... o. o. _v"'_···_nn',_.,'_"_.···, .. _.,,. ... ...

ON WHETHER THE VALIDITY OR INFRINGEMENT OF A UNITED STATES

PATENT IS AN ISSUE THAT CAN BE ARBITRATED UNDER THE LAWS

OF OUR COUNTRY, RECENTLY, AND ONLY AS A SIDE ISSUE IN AN

IMPORTANT PATENT LITIGATION, BECKMAN INSTRUMENTS, INC;
" ,

AGAINST TECHNICAL DEVELOPMENT CORPORATION (167 USPQ 10),

THE COURT OF ApPEALS FOR THE 7TH CIRCUIT FOR THE UNITED

STATES QUESTIONED WHETHER PARTIES TO AN AGREEMENT ARE

PERMITTED TO ARBITRATE A CONTROVERSY INVOLVING. INFRINGEMENT

OR VALIDITY OF A PATENT. THE COURT RECOGNIZED THAT THE

sl PARTIES IN THE ARBITRATION CLAUSE DID NOT EXPRESSLY PROVI.DE

FOR THE ARBITRATION OF PATENT VALIDITY QUESTIONS, BUT THE.

COURT WENT ON TO ·SAY, "MOREOVER, WE ARE IN ACCORD WITH

THE DISTRICT COURT'S VIElj THAT SUCH QUESTIONS ARE INAPPROPRIATE

FOR ARBITRATION PROCEEDINGS AND SHOULD BE DECIDED BY A

COURT OF LAW, GIVEN THE GREAT PUBLIC INTEREST IN CHALLENGING

INVALID PATENTS. LEAR V, ADKINS, 395 U, S. 553, 670, 162

USPQ·L8 (959). As THE DISTRICT COURT SAID: "THE

COMPLEX P'RINCIPLES OF PATENT LAl"! "HICH A COURT MUST·

CONSIDER AND APPLY WHEN DECIDING ISSUES OF VALIDITY AND

INFRI NGEMENT, AFFECT IMPORTANT QUESTI ONS 'OF PUBLI C POLI CY

AND PUBLIC RIGHTS. IN CONSIDERING THE VALIDITY OF PATENT, -.:.:;~:_~-~

" "
CLAIMS, A count MAKES DeCISIONS CIWCIAL NOT ONLY TO "fHE

3B
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PARTIES INVOLVED, BUT OF VITAL IMPORTANCE TO THE PUBLIC

GENERALLY." THERE HAVE BEE~ A SERIES OF PRIOR PRECEDENTS

1,0NG-~STAB ~ISH~D\'iHICH"·HAD ··SIMI·I;ARHO I;;D j·NGST ..'.HOWEVER,

, JAMES A. DOBKIN IN A RECENT ARTICLE, "ARBITRABILITY OF

PATENT DISPUTES U~DER THE UNITED STATES ARBITRATION ACT",

(23 ARBITRATION JOURNAL,' PAGES 1 THROUGH 17) IN 1968

ESTABLISHES THE APPARENT COM?ATABILITY OF PATENT QUESTIONS

TO THE ARBITRAL PROCESS. MOST RECENTLY, SOME PRACTITIONERS

IN THE UNITED STATES HAVE URGED UPON SENATOR MCCLELLAN

THAT THERE BE AN AMENDMENT TO THE NEW PATENT REVISION BILL

IDENTIFIED IN ,THE SENATE AS S-643 BY THE ADDITION OF A

PROPOSED SECTION 294 WHICH WOULD CLEARLY HAVE IT MADE LAW

IN THE UNITED STATES THAT ARBITRATION OF INFRINGEMENT AND

VALIDITY,OF PATENTS SHALL BE A VALID ISSUE FOR ARBITRATION

I'IHEN'THE PARTIES VOLUNTARILY AGREE TO ARBITR.ATE. THE

ARBITRATION PROVISION CONTEMPLATED BY NEW SECTION 294

~OULD NOT REQUIRE OR COMPEL ANYONE TO SUBMIT TO ARBITRATION

THESE QUESTIONS, BUT liQULD MERELY PROVIDE THAT THEY COULD

DO SO IN THE EVENT BOTH PARTI ES. FREELY ENTERED INTO AN

AGREEMENT TO THE EFFECT.

CONSIDERABLE STUDY WILL BE GIVEN TO THIS QUESTION

BY MEMBERS OF TI1E PATENT BAR AND OTHERS WHO ARE INTERESTED,
.'

ESPECIALLY SINCE THEY SEEM TO BE COMING UP IN THE HEARINGS

BEFORE SENATOR MCCLELLAN'S COMMITTEE DURING MAY 11 AND 12.
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C IT IS MY VIEW THAT THERE IS A TREND TOWARDS

i FAVOR U:G. AR3.JTRATJON TO. LIHGATI0N I N..INTERNATJoNAL'-n.· .. "' .. '.' .• '. __,_, , ' ,.......•.. .. ,.' .. ,.',_,'_' .__ ,_, .•.. ' .•... __•.. _, .. _, _ .. '_ _ __ ' .. ,._._", _.._" .. .,
AGREE,t,ENTS, NO\~ THAr THE UNITED STATES HAS RATIFIED AND

-I·.• II~PLEMENTED THE UNITED i1ATIONS CONVENTION ON ARBITRATION;

i I PREDICT A GREATER PERCENTAGE OF OUR INTERNATIONAL

- AGREEMENTS WILL HAVE ARBITRATION CLAUSES IN THEM, WE
CAN EXPECT ARBITRATJONOF PATENT. INFRINGEMENT AND

VALIDITY ISSUES TO EVENTUALLY BE RECOGNIZED IN UNITED·

STATES PRACTICE. HOWEVER. I DO· NOT FEEL THAT IT WILL

HAPPEN WITHIN NEXT WEEK'S REVI'EII Or-THE NEW

PATENT BI LL"
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CO:vr:VlERCIAL ARBITRATION RULES

OF THE

. JAPAN CO:vr,vIERCIAL ARBITRATION ASSOCIATION

I. Agreement of Parties

.Section 1. Agreement of Parties. -The parties shall be deemed to
have made these Rules a part of their arbitration agreement whenever,
in the Submission or other written agreement, they have provided
for arbitration by The Japan Commercial Arbitration Association or
under its Rules. These Rules and any amendment thereof shall apply
i I1 the form obtaining at the timethe arbitration is initiated.

II~ 'I'ribunals

Section 2. Name of Tribunal. -Any Tribunal constituted by the
parties for the settlement of their dispute under these Rules, shalt be
called a Commercial Arbitration Tribunal, hereinafter referred to as
'<Tribunal. ..

Section 3. Admin'strator. -"'hen parties agree to arbitrate under
these Rules or provide for arbitration by The Japan Commercial Arbi­
tration Association and an arbitration is initiated thereunder, they

-thcrcby constitute The Japan Commercial Arbitration Association the
Administrator of the arbitration in accordance with its Rules. The
authority and obligations of the- Adrninistrator .are limited in the
manner prescribed in the agreement of the parties and in these Rules.

Section ·1. Director of Tribunals and Tribunal Clerks. - The
.administra tivc duties of the Association may be carried out through
a Director of Tribunals or other officers of the Association, or such
Tribunal Clerks, Committees or Agents as the Association" may direct.

-1-
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Section 5. Panels or Arbitrators. -The Association shall establish
:a.ll<l.. ITlai!ltaill P~!lel~ ~r .Arbitrat~rs.. a.~d.sh~I1appoint Arbitrators

, th~;;f~o'~-- i~-- £hc -, m'ann'cr'-- p'rcscribcd -iil·'thiEs'e-- R:ules;-A'atrd"-'such-"-'Arbi~'---

trators shall hereinafter be referred to as "Panel Arbitrators".

Section 6. Office or Tribunal. ~The general office or a Tribunal
is the headquarters of the Association. The Association, however, may 0

assign the administration of any arbitration to any branch office or to
a designated Tribunal Clerk.

III. Initiation of Arbitration

Section 7. Initiation under an Arbitration Provision, in a Con­
"tract. ---Any party to' a contract containing a clause providing for
arbitration by The japrm Commercial Arbitration Association or' under
its Rules, or any party to a contract containing: a general arbitration
clause, when the parties have agreed, by stipulation or otherwise; to
arbitrate under the Rules of The Jrtpan Commercial Arbitration As..
sociation, may commence an arbitration in the following manner:

(a) By such party giving written notice to the other party of
intention to arbitrate (Demand), which notice shan contain a
statement setting forth the nature of the dispute, the amount
involved if any, the remedy sought. and

(b) Dy filing with the Association at any of itaoffices two copies
of said notice, together with two (2) copies of the contract
or such parts thereof as relate to the dispute, including the
arbitration provisions, together with the appropriate adrninis.

.n-ative fee as provided in Rule IX, Section 41 and the
A~~Hl('i:\lilll1 ~~h;dl gi\'t~ noti!'!' of snell IllillU" 10 thOt! tllhn party.

(c) The party upon whotu the demalldfurad.>ill.atioll is made
. may, if he so desires, file an answering statement in duplicate
with the Association within twenty-one days after notice from
the Association, in which event he shall simultaneously send
.a copy of his answer to the other party. If a monetary claim
is made in the answer the appropriate fcc provided in Rule
IX, Section <1, shall be Iorwardcd with the answer to the

2-
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Association, If no answer is filed within the stated time. it

i I'. Appointment of Arbitrator

file an answer shall 'riot operate to delay the arbitration.

Section S. Change of Claim, -c-Aftcr filing of the claim, and
answer if any,' if either part)' desires to make any new 01' different
claim such claim shall be made in writing and filed with. the Tribunal
Clerk and '<1 copy thereof mailed to the other party, who shall have
a period of twenty-one days from the date of such mailing within
which to me an answer with the Tribunal Clerk..

However, after the Arbitrator is appointed 110 new or different
claim may be submitted to him except with the consent of the
Arbitrator.

Section 9. Initiation under a Submission. -Parties to any e:..istillg
dispute may commence an arbitration under these Rules by filing ... at
any office of the Association two (2) copies of a written agreement to
arbitrate under these Rules, signed hy the parties. containing a state.
ment .of the matter in ·dispute. ··thc amount of ·money invoked. ·if any,
and the remedy sought, together with the appropriate administrative
fee 05 provided in Rule IX, Section 4-1,

Section 10. Fixing of Locality. -The parties may mutually agree
on the locality where the arbitration is to be held. If the locality is
not designated in the contract, or if within seven days from the idare
of filing the Demand, the panics do not notify the Association: or
such designation, the Association shall have power to deterrnlne.thc
locality and its decision shall be final.

Section 11. Qnallficntious. -N'o person shall serve
in ony arbitration if he has any financial or personal interest
result of (il~ :t1'I,ilriltiotl, ullks:i tilt. parties, in writing,·'t...... t, ••• :"o: .. ,.l

disqunl ification.

Section 12. Appointment from' Panels. -If the parties
appointed an Arbitrator and have not provided any orlter. method
appointment. the" Arbitrator shall be appointed i~



manner: Immcdintcly after the filing of the Submission or copy of a
DCII1:tnd. ;\5 required un<1("I" Rule Ill, the Tribunal Clerk shall submit
simultaneously to each party to the dispute, an identical list of names
-of persons chosen from the Panels. Each party to the dispute shall

-cxamiuc the list. cross off any names to which he objects and number
the rClnaining names, indicating the order of his preference, and
return the list to the Tribunal Clerk. \\'hcn any party or both parties
faiI to return the Jist within the time specified, all pe.[sons named
therein shall be deemed acceptable. From 'among the persons who
have bccn . approved on both lists, and in accordance with the
-dcsignarcd order of mutual preference, if any, the Tribunal Clerk shall
invite the acceptance of an Arbitrator to serve. If the parties fail to

agree upon any of the persons named. or if those named decline or
.nrc unable to act, or if for any other reason. the appointment cannot
be made from the submitted Iists, the" Association shall have power
to r~lake the' appoiunnent from other members of the "Panels without
the submission of any additional lists. '

Section 13. Direct Appointment by Parties. -If the Submission or
-othcr agreement of the parties names an Arbitrator or specifies any
-dircct. method by which an Arbitrator is to be appointed, that designa-
tion or method shall be followed. The notice of appointment, with
na mc ;1\\(1 address or-such Arbitrator, shall beTiled with the Tribunal
-Clcrk by the appointlug party. Upon the request of any such ap­
pointing partythe Tribunal- Clerk shall submit a li'st of members of
the Panels from which the party may, if he so desires, make the
.appoinuuent ,

If the Submission or other agreement specifics a period of time
'within which an Arbitrator shall be appointed, and any party fails
to make such appointment within the period, the Association shall
have power to make the appointment.

. 1f no period of time is specified in the Submission or' other
agreement, the Tribunal Clerk shall notify the parties to make the
appointment, and if within seven days thereafter such Arbitrator has
nut been so appointed, the Administrator shall then have power .to
make the appointment.

-4
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(Revised on i'oiilf ~l~~ 1009)

Section 16. Notice of Appointment to Arbitrator and Partics,'-:

Sectlou I·;' Appoiui.l'l,I'l1l «F Aclditioual Ar-biu-atcr- by Named
Arhi(rah.u s, -If the p.l..flil's have uarucd their Arbitrators or either oc
both or tlictu have been named as provided in Section 13. and have
authorized such Arbitrators to appoint an addition;d' Arbitrator within
a specified time and no cppoinuacut is made \\;ithin such time or any
a:;cccd extension thereof, the parties, under these Rules, authorize the'
Association to appoint 5\1C:1 additional Arbitrator who shall act as.
Chairman.

If no period of time is specified by the parties within which such
""'Arhilnrtore-arc-to-a ppo; nr-arr-add i tiona l--",;Arbi tratorr"a-"'perjocF ,oF-seven::"'·

days from the elate of tlll.~ appointment of the named Arbitrator last
appointed, shall be allowed for their appointment of the additional
Arbitrator. In the event or their failure to make the appointment
wi,hin such seven days, the pat-tics, under these Rules, <:!.utho~"ize the
Association to appoint such-addirional Arbitrator who shall act under
tile agreement with lhcsarnc force and effect as if he had been
appointed by the named Arbitrators and he shall act as Chairman.

If the parties have agreed that their named Arbitrators shall
;:IPi)oill, the additional Arbin-nor from the Panels, the Tribunal Clerk
shall furnish to thc named Arbitrators, in the manner 'prc~cribcd in,
Section 12, a list selected from the Panels and the appointment of the·

additional Arbitrator shall be made as prescribed in such Section.
If the r'~rtics have 50" agreed. in place of such an additional'

Arb iu-ator, an umpire <;hall be appointed in the manner as provided
for the additional Arbitrator. '

~__.> Section 15. Designation of Number of ArbitI':H0j,?:": .,lane! -Sclcctio» ....:J
" 1 ." ....7· "".i"'-"~.r/......,~"/.~~

From Other N"rtlIOn'lIs. -If the arbitration agrce111~?nSicl(;l.:.s n~/ specify
the fllll2:J?Cr of Arbitrators,. the dispute shall be: hCl'l.rd and determined .
by ~-2':::ul..i\rbitrato0 while. if tire agreement designates the number
of Arbitrators, then that number shall be observed.

In case where one or more Arbitrators shall be; appointed, the sole
Arbitrator or the third Arbitrator shall, upon the request of either
party to tile dispute, be chosen from among the nationals of a country-
other than that of <lay One of the parties.' ' ,

-5-
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,,'s,I;Jiull L'j. Dcsignation of Number v( Arbh rntors and Select ion f!"om

'~/(hC'r :\~lhll1i11s,--Ir the arhit ration 'lJ::n:c:nl'nt (.-'1' other :1L;:r...·CI11C;,lL does

lot S;1cC"iir the number of Ar hit r.uurs, l:ll' dispute s~:~:J be hl';lrd and

dcn-ruri ncd by sole Arbit rfuor, whilc, ii the J.grl.'\'li]\.,;.t dc~:iL:n::td

number nC Vrhi t rutot s, t hr-n tha t n urubcr !.h,dl be observed,

In cas ' where one 01' "morc Ar l.itr.nurs sh:dl be ;1:l;)i.lint\'·~I.

,\rbitr'ltnr or the third Arbitrator shall. upon the request oC

to the di~;HIlt'. be chosen from :l.Il1un~: the natilln:ll;; of a

that of any one of the par tics. 3 B t

'V'

~

f
~

'"."\
~

~

J.......

.~

'\,,

':'i'

f;1~'

1£

c{-

:,';i~

.'



to the: snau enCJOl'C a copy
requirements of Sections 11 and 17 of these Rules.

Section 17. Disclosure by Panel Arbitrator of Disqualification, ­
At any time of receiving his notice of appointment, the prospective
Panel Arbitrator is "required to disclose any circumstances likely to
create a presumption of bias or which he believes might disqualify
him' as an impartial Arbitrator. Upon receipt of such information,
the Tribunal Clerk shall immediately disclose it to the parties, who
ifwill ins to proceed under the circumstances disclosed, shall, in writing,
so advise. the Tribunal Clerk. If either party declines to waive the
presumptive disqualification, the vacancy thus created shall be filled
in tile .manner prescribed in Section 18.

Section 18. Vacancies. -If any Arbitrator should resign. die,
withdraw, refuse or be unable or disqualified to perform the duties of
hia cffice, the Associatior, shall, on proofsatisf:l.ctory to it, declare the
office vacant. Vacancies shaI1 be filled in the same manner as the
original appointment was made and the matter shall be reheard by­
the new Arbitrator.

Notice of lhl~ appointment of the ..\rbitrator. whether appointed by the
parties, or -by the named Arbitrators or by the Association. shall be
ri';l.ih~dtothcAI-l)itriifo-r6Ildtolheparties, as the case may be, by
the T rihunal Clerk and the signed acceptance of the Arbitrator shall
be filed with the Tr-ibunal Clerk prior to the opening of the first

Ii hr.aring. Together with such notice to
h-~ - ._. -- - -, 'T,,'n','-" ·r-.·-..r------'' .......----n''--- .~ ...'--'. --h'
(, e.er,

v. Procedure for Oral Hearing'

Section 19. Time and Place. -The Arbitrator sh'all fix the time
and place for each hearing. The Tribunal Clerk shall mail at least
five days prior thereto notice thereof to each party, unless the parties
by mutual agreement waive such notice or modify the terms thereof.

Section 20. Representation by Counsel. -Any party may be re­
presented by counsel. A party intending to be so represented shall

. notify the other party and file a copy of such notice with the Tribunal

~ G
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Clerk at ICa!H three days prior to the elate set for the hearing at which
counsel is first to appeal'. \Vhcn. the initiation of an arbitration is
made 1,)" counsel, 01' the reply of the other party is by counsel, such
notice is deemed to have been given,

·,"Sc\:~iOjl",21·.·,v".~,:r..aki 11!§",·,of"",-a",,-Slcnographic",,·~·cRccord~,:·-':]7he"'''''Tribunal ..
Clerk shall make the n,~ccssaryarrilngl:mcnts, if practicable, for the
taking of a stcuogrnphic record of the testimony whenever such record
is requested. by one or more parties. The requesting party or parties
shall deposit the estimated cost of such record with the Tribunal Clerk.

Section 22, Intcrpn:lI~rs.-The Tribunal Clerk shall make the
necessary arrangcrucnts fat the services of an interpreter upon the
request of one or more of the parties who shall deposit the cost of
such service with the Tribunal Clerk. .

Section 2~. Attendance at Hearings. -Persons having a direct
Interest ill the arbitration are entitled to attend hearings. It shall be
cliscrctiouru-y with the Arbitrator to determine the propriety of the' at.
tcudancc of any other persons. The Arbitrator shall have the pOWCl·

to require the retirement of any witness or witnesses during' the
testimony of other witnesses,

Section 21. Adjournments, -:..The Arbitrator for good cause shown
may take adjourn.ncnts upon the request of a party or upon his own
initiative and shall take such adjournment when all of the parties
&1grcc thereto.

Section 25. l\·r;ljority Decision. -\Vhcl1ever there is more than one
Arbitrator, all decisions of the Arbitrators may be bymajol"ityvote.
The .award may also be made by majority vote unless the concurrence
of all is- expressly required by" the arbitration agreement or by, la~~:

Section 26. Order of Proceedings. -A hearing shall be opened. b)'
thc)iIing of the oath of the Arbitrator, where required. and b)O;' the,
recording of a Minute by the Tribunal Clerk. The Minut~ shall set
forth the place, time and date of the hearing, the presence of the
Arbitr..ator and parties, and counsel, if any, and the receipt by the
Arbitrator of the Submission or of the statement of the claim,

-7-
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answer if ;'\11)". The Tribunal Clerk shall keep as part of the record
a list or the names and addresses of all witnesses.

Exhibits, when offered by either partv- may be received in evidence
by the ..vrbitrntor, and when so received shall be numbered by the
Tribunal Clc rk and made part of the record.'

The complaining party or his counsel shall then present his' claim
nnd proofs and his witnesses, who shall submit to questions or other
cxaminnrion, The defending party or his counsel shall then present
his defense and proofs and his witnesses who-shall submit to questions

~""'''or''"'othoF",,'t~.xnnlination.:"~",,"rhc.,,Arhitrator..may.In.Jris.cdiscrerion.,..v:ar:y:....thia.
procedure but shall afford full and equal opportunity to all parties for
the presentation of anr material or relevant proofs.

-8-

All documents not Ciic~l with the Arbitratorvat the hearing, but
which nrc ofIcrcd at the hearing or subsequently by agreement of the
parties, shall be filed with the Tribunal Clerk for transmission to the

Section 27~ Arbitration in the Absence of a .Party. -Unless the
raw provides ..to the contrary, the arbitration m<1Y proceed in the absence

. of any party, who, after due notice, fails to be present or fails to
obtain an acljournment. An award shall not be made solely on the
:pcfalilt of a party. The. Arbitrator shall require the other parry to
submit such evidence 'as he may require for the making of an award.

Evidence by Affidavit and Filing of Documents. -The
receive and consider the evidence of witnesses by

Section 2:1.
Arbitrator may
.1 l1i-t I;i\'; r.

Sect ion 28. Evidence. -The parties may.offer such evidence as
they desire, and shall produce such additional evidence as the arbitrator
rnny deem necessary 'to an understanding and determination of the
dispute. When the Arbitrator is authorized by law to subpoena wit-

. .ncsscs or documents, he may do so upon his own initiative or upon
the request of any party. The Arbitrator shall be the judge of .. the

-relevancy and materiality of the evidence offered and conformity to
legal rules of evidence shall not be necessary. All evidences shall be
taken in the' presence of all the Arbitrators and of all the parties
except where any of the parties is absent in default or has waived his
right to be present.
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Arbitrator. AU parties shall be afforded opportunity to examine such
documents.

S('c~;(jn 30. Iuspcctiou or Investigation. -c-Whenevcr the Arbitrator
deems l.t necessary to make an inspection or investigation in connection
~\'i_q_l, ,tj_l_~_ ..~d?j_tEa_ti_()"I~,_)~,c, __ s~I_?I_1 _d..i~~~"t;_ ,~~,~c .. ,_Trib':lI1:J..1.... _g~_~~:_~_,_ ~?_ ..advise __ the
p';~ti..~;'- ~;l~i OfJt-~li'~ tr~~i; -~~;~;~;~ t "i~"" ~\:l~itf;~g ."bCf'o'rc ' -s~ch'- inspect~on or "..

.invcstigat ion may be made. The Arbitrator shall set the time and
the Tribunal Clerk shall notify the parties thereof. Any party who so
desires may be prc~cnt at such inspection or investigation.

, Section :n. Conservation of Property. -The Arbitrator, with the
consent of the parties, may issue such orders as may be deemed necessary
s:tf("l;llard the subject matter of the arbitration, without prejudice to
the rights of the parties. or to the final xlctcrrnination of the dispute.

-9-

SCCtiO'1 32. Closing of He~rinb~' -The Arbitrator shall specifically
inquire of <III par-ries whether thq' have any further proofs to offer:
or witnesses to be heard. Upon receiving negative replies, the Arbl­
trator shall declare the hearings closed and a Minute thereof shall be
recorded. If bricfs arc to be filed, the hearings shall be· declared
closed as of the final date set br the Arbitrator for the receipt of the
briefs. if documcuta arc to be filed as provided in Section 29 and the
date set for their receipt is later than that set for the receipt of briefs,
then such later date shall be the date of closing the hearing. The
time limit within which the Arbitrator is required to make his award
shall commence to run, in the absence of other agreement by-the
parties, upon the closing of the hearings.

Section 33. Reopening of Hearings. -The hearings rna)'
opened by the Arbitrator on his own motion or upon
van)" for good cause shown, at any time before the award is
If the reopening of the hearings would prevent the
award within the time agreed upon by the parties hearings
be reopened unless the parties agree upon the extension of
limit. \Vhen hearings arc reopened the effective date of' <;losing'Yth~~'~f;:i":~'(­

hearings shall be the date of. dosing the reopened hearings.



VI. Proc('(}tu'(' fm' other than Oral Hearings

Section :.n. \\Pai"cr of Or<11 l Ienring. -Thc parties by written
agrel'l1lcnt may submit their dispute to arbitration by other than oral,
hcarillg. The arbitration shall he conducted under these Rules, except
such provisions thereof as arc inconsistent with this Rule.

If no method is specified by the parties, the Tribunal Clerk shall
notify the partios to present their proofs in the following manner :
The parties shall submit to the Tribunal Clerk their respective con­

. tcntious in writing, including a statement of facts duly ~ shown to,

together with such other proofs as the}" may wish to submit. These
stnremcnts and proofs may be accompanied by written arguments or
briefs. 1\11 documcrus shall be submitted within seven days from the
date of the notice to file SUC:l statement and proofs in such number
of copies as the Tribunal Clerk may request," The Tribunal Clerk
shall forthwith transmit to. each party a copy of thc statement and
proofs submitted br the other party. Each party may reply to the
other's statement and proofs, but upon the failure of any party to
make Stich a reply within a period of seven days after the mailing: of
Stich documents to him, he shall be deemed to have waived the right
to reply.

. 1;hc Tr-ibunal Clerk shall then transmit all proofs and documents to
the Arbitrator, who shall have been appointed in any manner provid­
ed for in Rule l\'. The Arbitrator shall have ten days from the date
of their mailing or delivery to him within which to request a party or
parties to produce additional proof. The Tribunal Clerk Shall notify
the parties of such request and the part);' or parties shall submit such
additional proof within seven days from the date of the mailing of such
notice. The Tribunal Clerk upon receipt thereof shall forthwith trans­
mit to each party a copy or the additional statement and proofs sub­
milled by the other party. Each part)' may make reply to such state­
ment and proofs, but upon the failure of any party to make such a
reply within a period of seven days after the mailing to him of such
documents, he shall be deemed to have waived the right to reply.

Upon mailing 0'· delivery to the Arbitrator of all documents, submit­
ted as provided above, the arbitration shall be deemed closed and the

•
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time limit within which the Arbitrator shall make his award shall
begin. to run.

VII. Special Provisions

-.

Section 3_~. Wai,-c,- or Rule." -Any party who proceeds with the
:lrbitration after knowledge that any' provision or requirement of ti.1CSC

Rules has not been complied with, and who falls to state his objection
thereto in writing. shall he deemed to have waived his right to object.

Section 36. Extensions of Time. -The parties may modify any
. period of time by mutunl agreement. The Association for good cause
may extend <1t1)' period of time established by' these Rules, except the
time for making the award. The Association shall notify the parties
'Of any such extension of time and its reasons therefor,

Section 37. Serving of Notices. -Each party to . a Submission or
other agreement which provides for arbitration under these Rules shall
be deemed to have consented and shall consent that any papers, notices'
or process necessary or proper for the initiation or continuation of an
arbitrmion under these Rules and for the entry of judgement on any

. award made thereunder may be served upon such party (a) by mail
addressed to such party or his attorney at his last known address Of.

(b) by personal service, within or without the country wherein the
arbitration is to be held ; provided that reasonable opportunity to be
heard with regard thereto has been granted such party.

VIII.. The Award

Section 38.. Time. -The award shall be rendered promptly and,
unless otherwise agreed by the parties, or specified by law, not later
than thir~y days from the dale or closing the hearings, or if oral hear.
ings have been waived, then from the date of transmitting the final
statements and proofs to the Arbitrator..

Section 30. Form. -The award shalt be ill wl'itillg and shall be
signed clihcr oy the sale Arbitrator Of b)' a majority if there be more
than. One.

-11-



Section ·10. Scope. -Thc Arbitrator, in his award. may grant any'
rcruccly or relief v..-hich hc deems just andccquitablc and within the­
seoi'c of the agreement of the parties. including, but not limited to,
specific performance of a contract. The Arbitrator, in his award, may

fees amI in favor of any party or of the

SCC~;Oil ·11. Award upon Settlement. -If the parties settle their cli.;­
pute clurin6 the course .of the arbitration, the arbitrator, -upon tlicir­
request, may set fori:h the WIlHS of the agreed settlement in an award.

Section ,12. Delivery of Award to Parties. -Parties shall jaccept as.
leg-til delivery of the award (a) the placing of the award or a true
call)' thereof in the mail by the Tribunal Clerk. addressed to such
party a t his last known address or to his attoruey.vor (b) personal
service of the award, or (c) the filint; of the award in any manner
which may be prescribed by law.

Scctlon ·1:1. Notice of Compliance. -The Tribunal Clerk, for the
pllrpo~c of closing the record, may request either party to notify the
Administrator of compliance with the award.

IX. Fees and Expenses

Section ·1 l, Aclminiscrativc Fees. - An administrative fecin the
amount prescribed in the following schedule shall be paid to the
Tribunal Clerk at the time of initiating the arbitration. \Vhcn a
demand for arbitration is filed the full' initial fee covering the share
of both the claimant and the answering party shall be advanced by
the cla imnnt, subject to final apportionment by the Arbitrator in his
award.

When a Submission Agreement is filed the full initial fee covering
the share of both parties to the agreement shall be paid by the firing
party subject to apportionment by the: Arbitrator in his award. .

... when a matter is withdrawn or. settled subsequent to the filing
of a demand for arbitration or of a Submission :\gret:ment, and notice
of such settlement is given the Association 4& hours or more before

-12 ....



the hour and elate set for the first hearing, there shall be -a partial.'

refund of the Icc in accordance with the schedule in paragraph (C) of
this Section. - In settled cases \l.r., ,aljpor~ionmcnt of the initial fcc paid

by the claima nr must be made by the parries themselves. The Associa­
datr-will"'rc Iuud-oul r"ls'-prc.scr-ibccl-In-this-schcelulc--

lJ\) Scl.cdulc of Admlnisnarivc Fees. -
The fee for each part), is based upon the amount of the claim as

disclosed when the arbitration. is initiated, and the fees for both parties
shall be advanced by the filing party:

1~23t for each party of the amount involved up to S IO,OGO;
the minimum fec for each party, no part of which is refundable.
is $ 25.00;

plus 13: for each party of the amount involved in excess of $10,000
- /to $2:>,000;

plus ;2~'; for each party of the amount involved in excess of $ 25.000
to s 100,000 ;

plus ~'iJt for each party of the amount involved . in exc-ss ·of.
s 100,000 to S 200,000 ;

plus ~i:l~t fot eachvparty of the amount involved in

s200,000.

(Payments will be maclc in equivalent' japancse·Yen cun-ency.)
\Vhcn a claim is disclosed in the answer, or .if an Increased claim

is filed later by either party I an additional fee shall be paid
time of filing in accordance wlth the above schedule for both

by the party making ~lidlo claim.
'Where no amount is involved or where the amount is not disclosed

Initial Fee for each party (Fees for both panics to be advanccd.
by the filing party) :­
S IOO.OO subject (a) to adjustment with the Administrator,

or (b) to adjustment in accordance with prcccd ..r:·
ing schedule -if an amount is subsequently
disclosed.

Fees for Second and Subsequent Hearings: - .
Each 'party shall pay· 5090' of the Initial Fcc but in no
more than a maximum of S 30.00.

-13 -



or withdrawn
the foregoing

If a case is settled or 'withdrawn, and the' Association is so notified
after the list of Arbitrators has been sent out, but before the due date
for the return of such list to the Association, ~2 of the fec in excess
of' the minimum of S50.00 will be: refunded.

If a 'case is settled or withdrawn after the due date for the return
of thc Iist of Arbitrators, and the Association is notified of such settle­
ment or withdrawal at least 4.8 hours before the date and time set for
the hearing, ;3 of the fee in excess of the minimum 'of S 50.00 will
be refunded.

There will be no refund when a matter is sealed
if the Association is not ••otified· in accordance with
requirements.

Section ·H;~ Expenses. .:-The expenses of " ..itncsscs for either side.
shall be paid by the party producing such witnesses. The total COst

-14 -

Section .1:>. Fcc when Oral Hearings arc waived.......\Vhen all Oral
Hearings arc waived under Sccrion Bd, the fee shall be the Initial Fee
as determined under Section 4.4 ·her~of.

3Bl

PU:-tptHHOll1cnt Fcc:-
S 1O.0n pa yalalc only by pany ~ausiil:; adjournment of hearing
duly cnlh-d by noticc or as the Arbitrator may direct.

Ovcrtimr I"cc:-
S 5.liO pcr hour ;)il)";tb1c by each party. Chargeable after 6: 00
P. ~'L weekdays and Saturdays afternoon.

(1;) Apportionment of fccs:-
Tllt" Arbitrator shaH take cognizance of the fees paid and in'his

- ',:{\\'U';'d"'sh rrll-allocntc-thcm-ci thee-in ...cqualsharcs.orrin .--,such.__.proportion
as he may deem equitable'.

The- Administrator, in the event of proved extreme hardship on
the pan of<1ny party. mny waive the established fees ot any portion

thl·I"l~\lf.

(e) SdH~c:\I1c of Rcfuuds r-e-
If:l case is settled or withdrawn, and the Association is so notified,

before the lis't of Arbitrators has been sent out, all the fees in excess of
refunded.

I
i
I

!
I
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of the slr.t,o~raphic record, if ~IlY is made, <lnd :111 rranscripts thereof,
:>!i;,:I he ;->aid by the party ordering the sa.... icc, unless they shall
othcrwi..c ;l:~rec <llHcm'; themselves. All other expenses of the arbitra­
t iou incll1dili~; n:<lui,'c<i" tl"aydillg :l.UC; other CXPCil5~S: of the Arbitrator
and Tribuunl Clerk, and the CX.Pl~Il5LS of au)' \\'1tI1C;,$ or the cost of

.any.".;proofs ....produccd.nL.lli.c".,d jcc.cL.rcq""J~,~t, ...QL..th.c_,,,,t\d~,~.tr,a.tQr,,,.s.h.:~Jl, __,J?,!;;"
b(lnll~cclU.il1y h)' the ll.iri.ic::; unless thl")' ogrcc otherwise, or unless
the Arbitrator in his Award assesses such t:xpcnscs or any part thereof
against auy specified part)' or' pat-tics. The Arbitrator may award to
the Association any expenses advanced or incurred by it and any fees'
due and remaining unpaid by any party responsible therefor.

Section ·17• .Arbitrator's Fcc. -If the parties desire. to compensate
the Arbiu'ator, the compcnsario., shall be fixed by the Association,
Ar.y aiT.Higemcnts for the compensation of a Panel Arbitrator shall
be made throu:;h the. Association and not directly by him with the
partics.

Sed ion -is. Deposits. - The Tribunal Clerk ma)' require the
parties It) deposit in advance with the Association such sums of mane)'
as he deems necessary to defray the expense of the arbitration, including
the Arbitrator's fee if any, and shall render an accounting. to the
panics and return any ullcxpC'nded. balance.

X. Intcrprctntiou and ...\p~!lication of Rules

Section ·W. Intcrprctation and Application of Rules. -The Arbi­
trn tor shall lute.rprct and apply these: Rules in so far as they relate to
his rowen. au d duties. '''hen there is marc than one Arbitrator and
a difference arises among them concerning the meaning or application .
of any such Rules, such dispute shall be decided by a majority vote.
If thnt is uuobtainablo, either an Arbitrator or-a party may refer the
question to the Administrator for final decision. All other Rules shall
be interpreted and applied by the Association.

-15-
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THE JAPA:" CO~I~Il;RCI.·\I. AROITRATIO:" ASSOCIATIOX

TOKYO HEAD OFFICE

The Tokvo Chnmber or Commerce S: Industry Bldg.
:\0. 14, 3·choOlc. Ma runcuchi, Cbij-oda-ku, Tokyo

Tel.: {211i ·Hli, ·iBG5

Cable Addrcss : "/\RUiTRATIO:\,"

NAGOY,\ OFFICE

In The Xagoj-c Chamber of Commerce 5.: Industry
1'0. 1, 4·,};011l<:, Oikc-cho. Xaka-ku, Nago)'a

"'fl.'\': \2·j I) 15GI

OSAKA OfFICE

The International Trade Center DId;;.
Xo. 2, z-chomc, Tamac-machi, Kha-ku, Osaka

Tel., H1l) 9131

KOBE OFFICE

In The Kobe Chamber of Commerce &. Industry
No. 16, l-chomc, Knignndori, Ikuta-ku, Kobe

Tel.' i39) 6261

YOKOIIA~IA OFFICI;

In The Yokohama Chamber of Commerce- &. Industry
No. U. Nihon Odori, Naka-ku, Yokohama

Tel.: (20) 3001
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STAxnAHH AI:i;~'l'i:A'rlOX CI.AUSE

3

CO:;i::;ER.CIAL J'.~31T~ATIO~1 RULES

:1.
Srriim', 2. "X..',)iP, OF' TltII,UK(\L - Any Tribunal

constituted by the parties ior the settlement ot their
dispute under these Rules shall be called the Com­
mercial Arbitration Tribunal.

Section 3. AD:'In:SIS'l'RATOr. - When parties
:l~rc~ to arbitrate under those Rules, or when they
;Jrcl'ldc.c 'for arbitration 'or the American Arbitr-ation
Associntio:t and cu crbitrnrion ::-: initiated there­
UI:,:;er, they thereby constitute AAA the adminis­
tt...tor of the :::.r~itl"o.tion. The :l:Jthority and obliga­
tiOllS ci, the ,:lei;nin:'~tratol· 0.1'0:: prescribed in the

.a&"rcement of the pnrt.ics and in these Rules.
Section .:. DELEG.\TWX 0;.' DUTIES - The

duties of the AAA under these Rules may be carded
OU~ through Tribunal Administrator, or such other
etrtccrs or committees-as the AAA may direct.

Section 5,X.-\.TIOX/.L PA':\J::L OF AlmITRA­
TOi~S - The AAAsl1all establish and mnintcnin a
~...tioll;ll Panel of Arbitrators and shall :::.ppoint
Arhitrators thcrcrrom cs hereinafter provided,

Scctlou C.O~l"ICE Ol" THIllUXAI. - The genet-o.l
office of a Triuan....l is the headquarters of the AAA,
which may, J10we..rer-, csslnu the administration of
:l11 <lrbitl':,.tion to any 0: hs Region:::J.1 Offices"

Section t, IXITIA'I'ION UNDER AX ARBITRA­
TiQX r novtsrox IX A CO:\"TRACT - Arbitra­
tion under an arbitl-ntion provision in a contract may
be Intuctcd in ..he following- mnnner:

(a) The injtbtin~ party may give notice to the
other parLy of his intention to arbltmto (Demand),
which notice shall contain a statement selt.ing forth
the nature of the dispute, the amount involved, if
any, the remedy sought, and

(b) By iililJi: :lo\; :ln~' fu:;:onal office of the AAA
two (2) copies of snld notice, toti.:::ther with two
(2) copic!> of the :U"hitl'a~ion previsions of the con­
tract, t«:~C'tl,cl' wi~h tho a111/I'Ojlriate wlministrutlvc
te,~ :I:} provided ill the Adl1lillistra~i\'c 1,'("(: Schedule.

The AhA S1l:.!I rdvc notice of such iilill!" to tilt:
olhe\' party. If ite so dC!'iil'es, the party Ulll.;~\ whom
the dr.l\land iOr al'oitrntion is nmdr. may file an
.:ln$wel'in,J st.'I.tcmcnt in -eiuplicOlte with the AAA
wH.1lin seven clays :liter notice from the AAA in
wl.ich c\"en:; hc Sll ...ll simullanpously send a copy oC
~is a115w7;,' ~o :'hc othcr <>nrtr. Ii 0. monct:1ry claim

. is made 1n lll'~ ::n$\\"C1" the OIpPl"opd::lte fcc provide;l
in the Fcc Scheeiuiu sho:.11 be 10rwar,1ed to the AA A.
with the ::Inswer. If :10 answer is !iled witliin the
st::;.ted time, it will be Olssmncd Ulaf;. the claim is
denied. FOlilure ~o file an :::mswel' shall not; oIJilrntc
to rlCIOlY the ar1itmliol,).

3B...

1 ~, :'>...~:-0:
;\rbi~:l;t;Oil v~

1t:':Ui~ Gb:}:.:~cs:-

::.:::>:; :-::-::....:;.:

The Amcrlcau .AI'h:tt~lioD..Assoc1aLionrccomn1'CJ"~S

t:h\: ~onowjuc _arlHa-..tioD c'busc for ills':!["l,.iOllm :all
commen=~ COI~

Any eontrcvcnc- or c1;d:,; :l.r'$lng cut of vr'
rel::tb:.; to thi$ contract. or tilC breach thereof,
s;l:~ll Lc scutcd hy <i,"uitl';;,l,.iou in acccrdaucc
witl:. the Rules of u.c Amerjcan Arbitr::tion
Asscc;c uon, and Sud.;.:ne:l.t upon the aw'ard
rcudcrc.I U7 t.he Arbill'::l.tor(s} may be entered
in 0;'7 CoUl'~ li~1Viug jurisJic~ion t."-lcreot.

) ..1\1\ to c".r.t ou~ ~hOlt rC';;:iJon.;:~m~::r wi:;il maximum
s;.c.::d ;:.:,u c~·~ic;cT.c~· if :;-0;:' win advise ~i,c Assccla­
~io,; il;;iilC~i::.td.)'whenever such a clause is USCG. and
no; wait until 0. rlis;mto arises to inform it of its
rt!s~ollsiom~y.

Fo: t:l~

S~:m1;ssk::l u!
C;;:Sti:l!] tli:.:,:-.\.C;..-

\'.'i:cn j"0:.J include in ;"0:;r Arrrccmcnts an arbterc­
tion clause narui n~ ~jl'~ AAA, you :"c:;r on AAA scrv­
icc, <:'lIG you £Ilace upon the Asso.:i::.<.:on the l'cs;lOa-"

~lr'cH"-i(:ili::

""l~. tI:e- UIIl~l"i'<li'~IIt;lJ i,:\r:il·,~. ;'1'l'I'l'r ;ll~"l~'~ tel
~11'I'lit tfl ;1)'I,itt':\:;.'iI under :he Ccmmcrcinl
..\I°j,i:1":I!i(lil )::1:1"';; C'~ till" AllI,~r;c,ln J\I":,itmtion
A%!.lc;::liotl th,' io:lowiJ:;; cnntrOVCI"S)': (cite
bdt):i~')' We fur[i;(,l" OIb'l"ee t};;:I1; the no<)\"c
cOlltl"o\'('r$~' he Silillliir.tett to (olid (till'cc) Ar-I bitrnt.nr.; M:«-ctr:l; i'"Oid .oJIC ;':1111"15 of ~"'rU;:'ld- .

I tnrs ot lhi' Alr.('i"icn.1I Arbitl'"t.ioll. .A!-<''''-;n.t.iNl- "I
We iUl'nlt'r O\p"ce t1:1:;. we will. rnlthfull~· ob-

I6C'l"\'e tj,i!'i n:;rccll;....d-;.l~ the ~u!C's=..nu tI~"l:; I
\"."i! wiil :t.hj.:c j,y :l1ld pC'l":orm any aW:tr.:l. I
TcmiC1~J 1Jy tilC~ .AI"l.;tm.UJr(s) ;lll~ ti••• t a jtid[~­

me.:rl. of tIle C"'ul':' j.;wing jUl'i$l:k:'ion may he:J <cntcl"Cll UIJO" tJ,e .,w;,nj.



lowed. The notice oi :o.PI,('llr.t,mcnt, with n::.:r,l': :me.:
",i,irc;:;;; ~i" ':;-<:C:1 _"~rui~:,.::.tor, sanll be filo::<i v..i~r. tr.e
AAA b:.. t]:c ;I"o~:-.~lil;:; part~·. Upon \.he rcq:lc,st oI
;::1.)' such ::'.,pob~h,J' p;J.r~¥, ..he AAA stJ;:l! suhn:;~ ;l.

lis~ »c members irllnl t..he Panel from which tile
p;,r~y may, if he so desires, make tho OlPllOintmellt,

If the azr.::cmcnt specifics a period of time wi\.-llin
whk;l '::':1 Ar~itr;.~or shail be appointed, and '.oy
;>:::.~y fails to l1::;,l;:e such appCiin';,:nel1t within that
period, the AAA 'shnll ma kc the :lIIIloint,111elit.

<If-no",pei.';Otl, of,,~b\ois,SjJCcw'l;(l..i:n,,';::.:; ..:1:r~Fea::n,cn ~
:.l,c .~A.·\ s::a:~ no~ity the r.o.rtics to n1ilke~th:ed"jl~'

;Jointme;,t end if within seven days th.:::rc;Li~cr such
/.:-1'::-''';,:-'01' hns ..ct been so appointed, the AAA sl•.,Jl
mnkc ;h.::: :'lZ\puil1t:l:.:o1,t.

Section l·~•.·•..':.·I'OI:\T}IE~·I' OF !'\EUTn..\L }.n­
:~i~J.·;":...':.'rOi: l:Y l'ATI.TY-Ai?Oli-."'TED ARBlTr:.~\·

TORS - If ~hc parties hove appointed their Ar­
bicrnrors 01' if either- 01' both of them have been
a:p;loir.tcd as provided in S':::C~iOl\ 13, :mdlHw(: nuth­
crlzcd such .,......-bitri\tors to n.Plloili(; a neutral Arbitm­
tor wjt,hia a silccif:ed thue and no appointment is
ninde within such time or any czreed extension
tilCrCuf, the .:\..AA sl'i\ll appoint. a neutral Al·bitl·ator
who shaH net ..s Ca:J.irnmn.

If no period of time is specified fOt' i\;>pointmcnt
or -:.110 .. e\.l~r:.;l Ad>itr:ltol" amI the parUes 00 not m.. l.\:
ti:e al'i)ointmcat 'witi1in SC\'en d:lys fron1 the dnte of
til'1 OIi'j.oint-mcnt of the l:1.st pal'ty~aplloilltcd Al·bitrn.·
tor, t:,e AAA s11a11 appoint such neut1'a1 Arbitrator,
1'..1.0 sha11 act as Ch:.inmll1,

If tilC partrc.s r.avc ~t:l'ced tho.t 1.11cb: ArbH.rr.to~';;

S:lnll aPlloir,t the r.<}uh'al A~,uitr..:.tor irom i:Jie l>allcl,
tile AAA sh."!.ll f\;.rll;.;:h to the 'l)artY"~aTJl>o~l1te(l Ar­
bitrator,;;, h\ the mll.:-tnar :Pl·e:;c1-ib<}d in S~ction 12, a
list selccu:d from ti,c P:mcl, and tha nppointm'~r.t

0:G1C no:'ll!l':l.l Arbi~l·at.or ~;iHlll be made as llrescdbcd
in s~lch Section,

Sectioil 15, X.-\1'IO)l"~\LI'l'Y OF ARlnTR\'l'On
IX IX'i'm':XA'I'lOXAI. AIWITr...i.TIOX - If or.c
of tile TJ{'.rtic:,: is a :;;ntiollal or re;;ident oC a cOl:ntr:;
OthCl· ';,han t.he Un;tcd Stat~s, the sole ArLitl,..:tol'
(lor the 11;::\;.\;ra1 A1·bit~<ltol' sh;'lU, \lPOll the rcq\;..,:;;t of
ciO,ct· p.:lr~y, he apIloir.tcd from :lmonf:' r.b~ ll:\Uo:lflls
of a count::;,' ot:-.o1' than that of an:-' of tho. par~ies,

Scctioil Hi, Nu;o.nmR. 01,' AiWl'flU.TOR::i - Ii
t.he <ll'bitl"::.t:ion '::'J;r<}ement docs not specii'y the lmm­
bel' oi Arbitl'atol·s. tilO disput\l; shall be hC:lrd :::'1;0.
determincd by aile Aroitl·;.tor, unless thl! AAA, in
its clificretion, eir.:ods that a zre::..ter numbei' ot ,A....
bitl·atol·s b~ ap;:lobt~d.

SC'clj(,l\ 11. 1\OnCB TO ArrInTRATOn OF l11S
f.l'?O:WDJ:I~N'l· - Noticc or tim nllllOil.tmcllt of
tha neutl-al Al'bitr::~tor. wlH~thel· appoint.ed b:l the
p;w~i..:s or by the AAA. shall be lll:\i'lcd to tho
:\ rhitr;ILOI' by t1ll! AAA, to~cther with a cop)'" of
lh.~.\c H~:1<~,~, and Lilo signcll ::c.:,Wla:':cc of the Ar­
bi~rat(,l' $h:~l1 be: iiled priol' to UlC ollenjll~ of Lhe
first hr::lri:l!:'.

Srr.:ion 18. nISCi.OSUlm BY ARmTRA'rOl~ OF
mSQUA!.IYrcA·-"ro~-·P11o~· to :lCCept.illZ his ap­
IJoint.mc••t, tho. pn,sp:lctiv,::; r,.:::u.t:ral Arbiu'<l.tor sh::.lI
disclose any drcumst."mcc5 likely to Cl'e::tctl. p're­
iiiUlnvtion o~ bias or which he bcliov.::o mi~ht dis-

:;•

S,,,,:jO\l 11. QtT,\ 1.H' lC.-',:n Ox s O~;' .\1~m1'i~,\TO:t

_ ::\0 p."rson :<:l:l.ll .Pcr"-e :IS i\1I ArhiLrn\.-o.' in "n)'
:lrlliLl'ntlf>l\ if ilL) ;,:1:0 all)" fil\I;J,ci:l\ 01' 1'Cl":501w.1
i:;:.'l't--"~ iii thC' l"L'f:\l:t. oi the :ll'l.,itr:l\.-;oll, Ul.lC'SS t}le
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Amo:mlof
Claim-

Up to $lO,OGO
$10,000 to $2;),000

$25.000 to $100,000

$100,000 to $200.000

}o'ce
3% (minimum $50)
$300, plus ~o;;, o[ 'exccsa

oval' SiO,OOO
saoo, plus 1 ~(, or excess

ever S~.:;,OOO

$1350, plus 1,; ~o of excess
over $100,000

Tile ice for ebims in excess of $WO.OOO s~~o',lld be
discussed Wit.11 the AAA in advance of fiHll';,

When no amount eau be stated :It the time ot fil­
ing, the ndmiuistrafvc icc is $200, subject to adjust­
nlent in acccrdcncc with the above schedule if an
amount is subsequently disclosed,

If there moe more than two J1::.r!:ies represented in
tile arhitrnticn, an additional 10% of the initialing"
icc will be due ::or each additional represented
party.

Thc ndministratlve fcc 0 of the A'-\A is based upon
the amount of each claim as disclosed when the
claitu Is filed. and is due and paya blc at the t.ime
of Iiiinr:,

OTHEr:. SERVICE CHARGES

c'::'l'"i:1Z ',.ili: rr.('allin;~ 01' :lpi,lkation or any such
Rules, i~ sila:i be dceided OJ.' a, m:doritr \·O~(:. ~~ til:,t
is auobtninnble, either- :.n Arbitrutor oc a jJ,ll"~;; m:~:r

refer the question ..0 the A,\A for final decision. All
other Rules shell be interpreted and applied oy the
AAA.

$30,00 payable by a pal-ty causing an adjourn­
ment (>f an)" scheduled :hearillll';

$2ii.OO pnynble b:-' each party for each hcarine
after- the first. hearill~;

$5.00 pel' hour 1>'O':I·...11e by each part)' for llearings
on Scturdaya, legal holidays, and after G:OO P.)l.
weekdays..

REFUND SCHBDULl~

If the lu\A is notified tlm.t :L eas~ has been settlcd
01' withdrawn bciorc a list oI at'bitmtors 11:t& becn
SC.Il: out, ....11 the fcc ill excess or ~50,OO will be rc.
iUllGetl,

If tIlc AJ\A is J1o~j(jed t113t ;'L ca:;c h:t.s been settled
or witl1dr:::,wl1 tJlel'.::::.lter but before tho du::! dnte ior
the l:etU:'Jl of thc' first list, \.woQ,t}lil'ds of the fee ill
excess of S50.00 will bc l·cfunded.

If the AAA is notified th:t.t no ease is seWed or
wlthdra\\71 thereafter but at least ·18 bours bClo1"e
tIlO d:>te antl, time set: for thc ..first ]H'al"ir,g, one.hnll
of tllo' feo in excess of $50,00 wiiI be r<:fundcd.

11

';.';,(1 ndministmtivc fer-s t<bii b~ n.Ivnnccd by the
i:lili::.~il1;: ;1;'11"1.:-' 01' iI:\l'~l"". $"hj.:cl. tc filla! npportlon­
rn.~,,: b,r the Arhitl";.Lol' ill hi:> award,

The ,AAA. in the cvcue or cxtrcmo hardship ou
th,~ part 0; ,HI;;' pnrt)·, may c..Ieiel' 01' reduce the
n<1mini!:'tr:1th'c icc,

Wl!l':1 a matter is withdrawn 01' settled, the re­
fu:a~ .t:lw,n be mudc in accordance Wm}. the refund
schedule.

S....:i,m ,:f..Ai·'·;.~C/;.T:O:'\STO CO{:;~T -

:l'~'.~ ~~::~:~ 1~~;~1~~\t:~ ~}~G:~Ci'~~:~;~.~: ~i~;;~·'~~;~fr:)i~~ll~~i.rl~~
~:'j ':':l~ }\:\A is no::' a 1"'C"'~~;'I'j- 1':·\'(.j· ill jUtiicial

;)i·.).. "t,.lji;:.:'" ,,':;lljll!~ ,0 ~;"i'~ :u·hitrat[e'a.

Section ,IS. F~'~:': wrmx O~Ar. HBARr::\GS ATU;:
"','AiV;-:U - \,!j~(>l\~ :til Ornl Henl"ings nrc waived
Ullt:cr SceHon Zli tile Adlllinistrallye Fcc Schedule .
SllllH ;:t~jJ~Y.

Section it!!. HXl';~X::;:';S _ The expenses of wit­
ncascs for either s:(lc sll:l.H. be paid by the party
prot.:ucir:~ such witnesses.

The cost of the stC!nogmjlI,ic rcecrd, if any is
m:1';('. nud :;11 trcnscrtnts thereof, shall he pror.a~"cl

equ••,ly ;J.1lion:r nJi Ola:"~ic5 ol'dcrir;~ copie!; unless
ti;,~y shall oth,','wjsr: :I~TC(, and shall be paid Ior by
~he r('s;,on~il.tlc prn-Liea l1ir"ctly to the reporting
:J.g("lle~',

AJl other C:-:r>('11~C!; or the arhitrntlcu, inchulitli:
. required tl':wellill.":' and othr:r expenses of the Ar­
bitl"a~<,r nnd of .AAA rcpreecntntivcs, and the ex­
"elise':'; of ~m~' wltness 01' the co:;!: oi an}· proofs
produced :It. tilc dtrcct tC"lllcst of the Al'bi~r;"ttor.
:;;I:111 be borne eflU;l.ll~' by the pn10~ie:::, unless they
ncrcc cthcrwiac, 01' unless the Arbitrator .in his
AW~;:ll assesses $,;c'\I expenses or any part thereof
azaim:~ any specified party or:il:l.rties.

Scetion !j(" J\m~ITR,\TO:~'S F}m _ "rem!>crs,'of
the Xat.lo;l;li i-'.-.nd of ArbitrntM:': sen'e withol:t icc
in eC'll1Jlierci..l :...·:Jitrations. jll prolon:;(>u 01· in spccial
c:J.~es the )l;ll'~;es lllr.y ogrce to th~ Jl"')'lllent of a iet'..

Any nrl";l,11~Cmell~ for the compells:\lioll or a
Oleut\'aJ Arhit;,:.tt>1" ~h:":.~l h~ mndc throu:;h the AAA
and )1("':; <;:\"('.;:.t:j' b~' llim with t:..e }J:n"t.ie:;,

S"dioll !iI, In;,'OSrfS - The AAA may rcquirc
tlle jlartie~ to dCl10~i(. in all\'allec suel. sums oi
mOJl('~' n~ it .:1r'etns necc;:;s:-.l'y to Uefl'ilY the CX1'eTlse
of the :Irbi~I'nlioll, inehlrii,,:; th~' ..\J-hi~r.'Itor's icc it
011:-', mid :::hnH l-cluler ,HI ;J.ccoulltir.z to the pnrtics
nll(; rcturll OilY ulleXl'Cl1,:,~,1 lJ:,iilIlCC.

S,'diml ;'? JXTBI~P;:W;'AT::OXA!\D APr>r~lCA­

'l'fON OF Rtil,};S -.'l'he J\rbitratol' SIHlll interim:!:
:II'Hi apply ti1C$C Rules ;,nso:m' :\8 l,.ii{lY l"Clnto to his
pOWC,'1:! and duties. W}len ther<1 is lllorll than 011(1
ArbitratOl' and a oirter\lRCO arisea nmonC" them con-

10



'UNl"ir:D NATlONS CO:-\:=::~::~C:: O~INT:'::'~>-!ATIONAL

CO:V:N:E:\.CU\L AR3:TR.ATrOi\

0 " .-, ,- n-~OG"'"'''' I • ,,-. "'~O'RC-u-N­;'''. ~ ,-i': I'\C\,,; ;"d: ivN hi".... .:.'\. ;:.v..:1 1

r 0;: fOR:::GN ARBITRAL AVlt;'~DS

Juno rc, 1958

Ad-ide I

·Convcat.ion- shall a7ply to the recognition and enforce"
- , 1· 1 ,., •.. -" (S' h \.,

01 a.i.·b.i.~r.: awarcs rnaoc In ~a'1C territory 0.1. a. tate- ot er tua~

State where the recognition and enforcement of such- awards-are
sougl.t, and a:is;ng out of d~[fcrenc~~ between persons, whether physi".
calor legal, It shall" also apply to arbitral "awards not considered as

awards in the State where thc.lrrecognition and enforce­
are sought,

2. The term "arbitral awards" shall include not 0:11y awards made
arbitrators appointed for each case but also those made by perm- .

, " 1'" . ."' . .aronra iJOG1CS to which me parties ha.ve submitted.
3. When signing, :atifying or acceding. to this Convention, or

notifying extension under article X hercof,any'State may' on the'
of reciprocity declare that .it will apply-the Convention to the

recognition and enforcement o( awards made only' in.' the territory
','of another Contracting State. It may also declare that it will apply
'\;:thc Convention only to differences arising out of legal relationships.
:::' whether contractual or 'not, which are considered as commercial un­
Ldel" the national law of the State making such declaration.

AC;'ie:o II

1. Each Contracting State shan recognize an agreement in writ:'
;:',ingundcr which the 'parties undertake to submit to arbitration all or

l,\::any differences which have arisen 04' which may arise between
Co, t' f' 'I 1 ' . hi ., 1i 11) respect o; a ce mea ega re..ations lp, wnetner contractua or not,
':J:'conccTl1i:lg a subject matte: capable of settlement by ~bitr2..tion~A' .

3 Bta



........ ;... ... .:- ............ --:._..: .. ..,_'-:._ : ......~~ ...-,. :. :: , .. -' .;.. ..1, .. ~"· :;:> t,;S, .. C.l,;. ....e r cs 0 0..1 0 •• ) 1..0••• 1,;;::' ~ c~ l.~'1a .. I.~_e sa~a

-r·· - ~ . _.,n' • :':.... ,,..- ,.' '" - :''''C'''' .," ':': ..
· -.l.s~\;\; •••c )S .nA" ana. VO,G, ."o.)\;. anve 0 .. 'h Up....O!C OJ. oe.ng pc~~

formed,

'::0\,/;1 i;1 the fo~~ow:~Z articles. T}1erc shall not be imposed substantially
more O;lC~'OUS conditions or hi~)j,cr fees 0: charges on the recognition
?f enforcement of ~a'rbitral awards to which L11S Convention applies
than arc imposed on the recognition or enforcement 0: domestic ar­
b:i:ral av":ards.

2.:-::'i~ral awards as binding
rules of procedure of ..he
under the conditions laid

., .
rcucc U?Ol1,

Ar-::ic:o I:;

. , ..
W.i.(:~-C tnc 2-W2.ra isterritory

Each Contracting State s!...~ll recognize
and enforce tne;-..... in accordance ,"lith '.;he

') POi"'!, " ,-.-._. _;-. ••• : •. : 1J ~ '1 : , •.• ' • .., '!: r '_. ue ~ ~u .~~ !l.:n ,.~ o s ~•• ~ ~c.c :1 ~,;)~ ,.J

clause ;;l a contract c.: ;::: ::~rb~:;;·~~:o~:;, ::.g:·cc:..rent, ..;~ ~cd by the par...
• ; O' C - : 1 : _ ,... r' .-."'- ·-'~"'C"·"·""'·S ....1..5 • O ,.ul~ "" -•.•·.l",;n ,::,1..; 0 C.."I,;.s 0 c..1,;;,:; .

3...the court 0: .; ::o.::.~~·~ctin:; State, \·..hen seized of an 2.C~:O::'l

· in a :::1a~tC:L in' respect of,w:-;,icl-.. ~i-.c parties have made 2.~ 2.g:-cemc:1t
__" v.rth;;1",.-:':1C ~lc3.:1i;;1$_"of,_-~his -a:;~ic1c), s;:;,:'..::,-~-~~-:::'':.-:;'\3Go.CSi> cf-onc-of-the.

;u..~;C~\) [V

1. To obtain t~1C ;\~co~:t~O;1 and 'e:-'£orc,:;;nf:::J.t: mentioned in the .

32-::
;v.

Ar:·ick: V

referred to in article II were,
them, 'Under scree incapacity..

( ' ,
DI

1. Recognition ::\nG enforcement of the award may be refused,
at the ~'CqUC5~ of :~~e ?~:.~y ...~ga:nst whom it is invoked, only if that
.... ~', ..y r ur.iishcs "'0 ~\"" CO"~17)"'~c;r" authority where t t, "" rccoznition and:J~~ I. ...........::.~~ ~. ........ •• ~ .... 1. ... "" I.' ." , ........'c :oL:1... o~. ~ .. ""

C:1i'o;;cC~"'~C~1~ is sought, proof that:
( )

. . .
a tnc parties to :~1C agreement

........... ,.'- L..·V/ -:I '!)l: b' ""U.,Ql.:;l .uC u. c:o..:. uca .e 1.0

.;.~ .' : .... .." ._"""'...,~" ~~ _ . .j 1-' _ .... ,'" T-r' '1'
~.~i,; Oll3;uau ag.\;....H1 ....n .. rc.C~lCu ..0 In a.l.~lC~~ _.1. or a QU!y

certified co:)y thereof.
~. Ii the said award 0:" .agrccmcn; is not made 1.""1 an official

1<l1'f,'tl:lgC of the country in which ~hc award is relied ..:?OL1, the pilrty
,1:. "r ... •..., r-~:":' ', ...... (." . _,-.'. !: : "" ..,.,..' , '1 ~" ,'. .apl).y.,1;j ior ~L: og.unon a: cnicrccmcat 0.1. 1..10.., ware snau p_OuUCC

.., ,.. ,...".; : .,1, -. , :,~.. ..-,. 1":\ ,....·'.,tr"" "':"''''''' ,.....,.,.., '..,~: .,..,
~. t~ ..t ••s,aHon 01. ••• C51,; GO Uh.C.1tS .d~O s.... I....1 ....nt> ....c...b......... h_ tra...5l ••••0u

shall be certified by an o:ficial or SWO;-i. translator or by a diplomatic
or consular agent.

.precccE=-<s 8.;·~;clc, t;-,e ?;;~":~y 2.??lyir.6 :0;: recognition and enforcement
shall, at ~::~ ~i;j~c of ~::..::; application supply:

(a) ~hc c;u!y authenticated o;-iginal award or a duly certified
copy thereof;



~~:c ~X"~:.~'.:;.:; ~:~vc Si..".Jjc.c~cc.: i: ci, :'':'.:::::.g ~~~y :~c.ica~:o~ :;:C:;C;­
on, i..;~L-,,:~- ~~C ;r:.w oi ~:.:c CC/"::.u"Y .......li~:.;:; ~::e.:::.v·:~;,"::' \'l8.S ::-.<:.2c:;
0:

~.. ;,.: TK~r~y :-.g::-;.~:".s~ \':;~oa: ~hc z..wa::C: is :::\,0:-:C(: was ::0: .z~vc:;-.

'~:o:j~:' ::0~i=c of ~~c ~;'P?O~.. ~.~~c:;"": of ::-.c arbitrator o: 0; :;;.c

:;:c .. '2..W -"0 W;.:~:"•... v ..

~. . .
O~· W"S otacrw.se ',;.:·.<::'D~C ..0 ?:-c:.,,(~.:i~

o.. ti;c s:-~~ci. ;'.:;~·C(::7.c::~ :5

~:;;i~:·~,;.io:1 pr'occcd~ng-s

;;':5 c.isc ; ~):.

t.;c ::.\....::.:.(~ deals .v,'!;.h a ~1:fc.·cl1cc. ",10~ cO;;'i..tC~1P:;;"~Cc:. ":Jy 0:"

.... ~ r ~:: .-f ';~':~:~~;~~"';':-':::"~'''':':;;';';;_~,m'--'_:'J'~\'",,__.,'} ; : .......<;l,.;.. .•. ,~.• : ~.~ ....0 0 \ •• u ~\; S 0 5UO 5S.0 0 loJ.~.'•• "~"",.,.),~~

. C~4 I: contains decisions on matters aByor~d the SCO?C vI ~l1~
••. 1 ~_.,. : .~ .. _ -~,~ :' •• -; _ .. :..J ..,,~1 '''h,:>'- :~ ' :: .', ."
~"";)..ul ..$~O.....v .:'~..J ..... auo••> ?ov..u... 1wO. u ......1, 1,,; OI.;; s.Ous 0 ••

(;;)

,(c)

i
/
' ."""0'.::..:. ...._..~ ,.~

the par­
I
I "

f
ir> "-c:,o~

~'.'.'. ;-:c:cmC:l~

, ".
;.'" ",F ..:""

t..~e said
'ing pc:..

0:'

• .. •• , 4 ••

parncs, 0:', ;c::..l~:.ng such agreement, Wz:.5 not .in accordance
\ , .: . '!.. ,.l''''''a,"' 0' 'he cou:..,··...y \\''1,...,''' - e arbitration ·00" ,....''''c~··{AU... ~ ..........., .:;;. l.. _.... .. }' t;).

also
~eco~..

. '"

, .

CO;.lnL~'.

country where
,...... "' ...
........1. •

;,...--. tne

_. t-:"'", <1­
v ......., ...

A.:·;clo VI

pubEc ~oEcy

enforce•.-.i,C~C of an arbitral award. may"'~ ~~"- ......
~f ~hc co~~c:cn~ au,;;aori:.y
c::.forcc~c;1;: is sough; Iincls

con~'-·;-~ry ~o the

. mac.crs si.~;x~i~tcd. :'0 ;::.~b~tra...ion C3.:1 DC separated fro::: ~ho$l:

;:0:' so su~:n~:~ed} :.ha~ part of ili~ award ,v.,h;ch contains
'::~dsio~~;i' 0:1 matters si.~lj;h~tted. :0 arbizration r::.ay be recog­
nIz.:::d and C:I.:o:ccs; or

:hCS:.lbjcc:~ ;::2..·~,;:cr cfth0Gl[[crc~cc)snot capable of settle..
:·i::.e;...~ ";YI ::.rbi:,-·~.~i0:'" lr{h::(:~' the l~w of ,:;h::.;: country; ..j1'

( ' ) ,1. ·····,,·:t: ,. ..~'r ··-··~···~t : .~, ~ , ,I' b~.j ul\,;· .........Vud••on o. CluV.........H .....~. 0.. '-'II.......... V. eu 0. ...

2, lZ\:;c0ci.-.::i0;":.

") .:~.... : : - _: .. ',... ..-":·""'1 ,,"''r, .. ,.. .. ..:.."" .,.: , ' ..\0. ....... co ?os o v e a... DH ... "" a ....~.~o .... l..y 0.......c a ... O~ aJ. p.. o·
~'.... .,~ : ,4~"''''' ,,: ' ..;... .,..,...,.........: '\..,,..ceo..... C v,"",5 uO :l. ac o.. \.I,O<' ....cc .I n ....e agr~........ e~ ... 0.:. t.:

r ) ..~ ,.., .., ... ~ ..... _ .. ,..".',.._ ~ 1~:': ..' ",.,.. .~ '\ ....... c 1,,; c..\'1.~ .. ....;..u.;.S no.. y...... j)ccO..1C OJJ.nc..ng on ..il.... ~a l..leS, 0......~s
been set aside 0: suspended by a competent authority of the
country i:.... \','~ ...ica, or under the law of wl"..ich, that award
W3S made,

( 0 '. -/

If .;;,~ ;.pp!~c~~~ier:. 10: t~:e sctti;-.g asid~ or susp~::.sion. of the award
l:~$ bcci.1. r.:~a(i~ ~0 ~ con~?l:~(:;1t a\.~tl ....m~i~y :·efc:~:."cc. to :b A:~icle V
}x:.:'·2.6:·~.:)l~ (1) (c), ~;le 2.i.\.:ho~·i~y Dcl0:':: wh:ch the ~.\'lz.:d is souoh~ ~o
1-.~. _ ..'~~~' '" """"" :t :,. ..,; .~ : ' _. ;~ _ .......,.•.~ . ': ". +',,.., ~..,. :: -.
..., A \,; , 10 J, .:. O••S.Cl .) ~Jj.vl' ;., 2.G.;O il ( ~s.o.. on
~}:(: C;~f0:·CC~·.-::2:~~ 0: ~::(; :::',W2fC ~rlC: :A~';:.Y z.:So> O~·~ '~hc 2.·?:J!:c::.~io::~: of th~

~)';:.:·~Y c:;-,;:·.::::.~ c;.-.:o~·CC::A.C~"'.~. 0; ~:~.: t.\'/::,~'::', v;·.::~:· ~}-:c V'~;.;;: -;>::;:..4t)' to
[;IVC s~~I·~,~~l.; ·~:;c;.~:·:~'J.

0..::; refused
..i:~o:~ :'.;~2

a duly'

official
p::!.rty

:::oc.:.ucc

,:cement
in the.

ertificd

, "~Sla~~on

on and

~- , _, -;-~.~l 'c[used)
if that

II we:'c)

,p::.city).
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Ii
I

/ ..:·:·;c~o V;!
.... The previsions c: tll':: ~"~'':'~C:1t Convention ;.::-::-,:1 not affect the

v:~E(;~~y 0: ;r.-..::~;::~;.{::al or oI~2..\:':·.~.; ~~i"C':::·:1cnLs cO:·.;:,":~~:l:ng the rccog­
:1;~;O:l a~d enforcement of 2.:-;;: .• .:..1 :~·.v~::,·G.s entered . ~O by the Con-
~ .....,_.:...,,.,. S s ""0" C:co··:vc ...- ........ "'r...-..cd "D"'r~'Y oJ: •../ "'ic:ht be rn":ly:·.....h""~ .......O c ..1.. .. 11 .:..1., .~l,;; (,,;., .. I..t. .. ,;... ..L. ':'u. • vI.. ...

h~V0 to avail ~inlscl!' of 'In [.:;,,;;' ".:1 av..-ard ':n the manner and to the

award is sou;:;:.t to. ~o rc.icd u:,v ...
Z. ".r'1·.. t: GC~l'::\'~. :').:·otocol 0:::' i\rbi;'l'<:;.~.io;; .. Cl:~:"H;l,;:; o! 1923 and the

C......... ·.. ,... ... , -.: '. "':' , ... "" r'l:;" ...",.:,.. A'~:""'I' d f..........\...:. ......o..\ v.: .. 0 "1c ;...X UdO... 0", J. O",;,..;{a ....lDh1?. f'l..war s 0

1927 shall cease to have effect between Contracting States on their
becoming' bound and to the .extent that they.become bound, by this.
Convention.

Ar';':c!o' V!B
1. This Convention sl12.11 be open until 31 December 1953 for

s~~nat'Jrc en bcho.~f., of :.:.n)' ),{c::nber"of the United Nations and also.
0:1 behalf of ~ny other State which is 01· hereafter becomes a member

r • I' , I: . h U' 'N . ~ .,. ~0. an}' spccia izcc agency 0:.. u C mtco r lations, or wrncn 1S or nere-
aI:cr becomes a pz.:"::y ::0 ~ho Statuto of the International Court of'
j:..lS~:Col or any other State to which an invitation has been addressed
by the General Assembly of the United. Nations. './

2. This Convention shall be ratified and the instrument of ratifi­
cation shall be deposited with the Secretary..General of the United
Nations.

Aj";-ic!0 Ii'
L, This Convention shall be open for accession to an States re-

ferred to in article VflI, .
2. Accession shall be effected by the deposit of an instrument of

accession with thc Secretary-General of the United Nations.

Ai'":-ic!o )(
1. f ..ny State may, at the time of signature, rati.ication or ac­

cession, declare that this Convention 5h:?11 extend to all ot: any of the
territories [or the' international relations of which it is responsible.
Such a declaration shall take effect when the Convention enters ill-to

'force for the State concerned.
2. At ar.y time thereafter any such extension shall be lTI2.d<:: by

notification addressed to the Secretary-General of the United Nations
and shall take effect as from the ninetieth clay 2JtC:'" 'the day of rc­
ccipt by the Secretary-General or the United Nations of this notifica..

383



A;-}:c~o Xl!
1. 'Ibis Convention shall come into, force on the ninetieth. day

Iollowi , 1 f' . s: ,. d . £ ••..•'ouowmg tnc cate 0 OCPOSi.t OJ. tne tmr instrument 0 ranncation
0: accession,

2. For each State ratify;n~ or acceding to this Convention after
the deposit of the third l:1stru.-ncnt of ratification 0: accession) this
Convention shall cntc... i:1.~o force on the ninetieth- clay after deposit
,by such State of i~:; instruz..aent of ratification 01" accession. .

o~ t:ie'Convention 10.:'v~ C~";.~~·Y ~;...o :o~c~,~-, ....
l.... ....

\",'~~~c::(:\',,; ..· is ~:-.\:: .~~(:.:..
~;:c.or as ~';'·o;;;'

(b)

s. \Vl~;l i''':::>~CC~ to doc::;\:: tcr..·l~o ..·:~.s to \'!~1ich this Convention :5
.t .,~' ... ~~ ":I" .. ~ _••;.~ .. t ~,.,.,• ..,.,.. ,_ ~ ::~ ..., •.; '"''';'' ~. ..,.'

cx~c~ l: 1. ".11,,; 1,,; \J~ 5.
0

_ I,;J "' 0;;). 0 ~CCl.,,;ss..o;).J e~Cil

COilCC:· ~c: sh~ll consider ~:1C lJoss~:::,ili~y of taking the necessary
: ·_.1 ~ ........ .s, ...h' _ l=_~: r ..i-,' r> ....... ..'.n orcicr ,,0 C."".\;,.l".l. • e a,/~ ",,2....0 0 rs cnve••ucn to s.....cn.

••1 ~ , ...... _,...... r - "':0/0 ...: al .. 'f- "' ..s":",),J c"J \the.1,; ••ccl,;ss",.y ...0 ... CO~ ..S....~UW.O.... •..ea5onsJ ..o me

~?nr'{]'OVi;';';:U'ncnts"of-'s:.:ch---tcrritories;;· ..

moment;

(c) A federal State 'party' to this Convention shall) at t..41.e're..
ouest of an.y other Contracting State transmitted L'1rou£o:h.... .' ~ .
the Secretary...General of the United Nations, supply a state-'
merit of the law ar.d practice 0: the federation and its

~'co:lstituc~t units in regard to Cony particular provisio:1of
this Convention, showing the extent to "Which effect has been
given to that provision by legislative or other action.

Ar-:-id~ X!
. . 1.. In the case vf a federal or non-unitary State" the following
'''pi'ov;s;ons shall apply:

(a) \,\r;~h respect to ~hosc articles of this Convention that coma
within the legislative JI;lri.:dicdon of the federal authority,
..' .,........ ~.... fcdcral C ... . 11'" ..,. . .znc oongano..s 0 .....ae rc c... ar \.:tove~me;:l;" sna ,,0 tms ex...
tent be the same as those-of Contracting States which are not
federal St~tcs;' .,

""ith respect to those arciclcs of this Convention that come
within the legislative jurisdiction of constituent states 0: pro ...
vinccs which arc not) under the constitutional system of rhe .
federation, bound. to take legislative action, the federal
Government shall bring such articles 'with a favourable
recommendation to the notice of the appropriate authori..
tics of constituent 'states or provinces. at the earliest possible

s 3B3
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and ·b:·~;"..chcs of trade con-
,.. ...... ,,~, .
.... \,.;•••"" ..... J

". 7 0·.· .• :.,.., •.~ .... -.~., .. ; ~._:~~.T ':> : ',.., 1,_ C' "0-v 1.: o •••ZI.:S ~I,,; v~ o \. ss.s ce 1 ~.e eve.?.
men; 0: c;;(:c~:VC: :'.=-b:~:·;.l lc~;s:~~~:o:::'. a~.....d ~7.sti~~::ons; and. sug..

o:ganizatio:l".s en­
~ . or__ _ tne means avan-

g(:::;~s that :n:.c;,(:stcd govc;:;;.;nC:l"its and other
~ ~, , ••• 1' _: " .. '~ :.-' C> : ..':~C.~\O,l...0 ....u :5 s....I".U 3S5•...,:1:1.C'.... \'\I,,~.~

hlc;,~,to-:ho's-c'~$CC-~{:'~Yf;"''':r;'-' n"'_~,~.,"'· -,.,,' '~'"",~'M''''_ - _",w.,~

{'. I:: :..~co[)';,)r:~(:s ~h~~:: :(:~'io:1;11 study grOi.lps) seminars 0::" w01'1dng
- ... : -~... . ~... ":~"'" :.~., ....... ~.... . d ...... ..parues .....y l .. .:. )~/J,.o~U ...tcc.rcums...:.:.cc::a aavc pro UC~lV¥ rc
sults j believes that consideration should be giveli. to the ad-

. , ',' ", ." ., . he annv~sao:.:ty or i.."1C convening or sucn mcctmgs by tJ e appropriate
rcg:o:~:Ll commissions 0:' :hc United Nations 2_:1d other bodies,
'put regards it as :~por~ant t:-~a~ any such action be taken with
careful regard to avoiding -duplication and assuring economy
of c:fo:'~ 2.a::.C: of :-CSOUl"CCS; '•

..
. 0; j. ....: 1 -~ .~,~ .. ._ ,.~:"...~. ~ ..- -'~']o o~ a..1 •.......... CO.ISIGCI') ~•• <? .. g. c c.. UhL.o..m~l.Y 0.. nal.lOJ,..~! ",,\VS •• • 1-

:ra~:O:1 w~u!cl further the effectiveness of arbitration in the
settlement of ?::Iv:J.tc law disputes, notes the work already done
in this f;c1~ by various existing organizations," and suggests
t;l:1t by way of supplementing the efforts' of these bodies ap­
propriatc attention be givc:1 to defining suitable subject matter
,r , ~, , .,. , :~ ~... ~..,~.". and ..',.. ..' ...~~ ...,1.0 Ouc... "'r-O.~r ~ ..or; SL"'~~.~Cs d.. Od.C. app.. op••,I,I.C measures
for encouraging the development of such legislati?n... '"

Expresses the wish. that ~he United Nations, through its ap­
propriatc organs, tako such steps- as rt deems feasible to 'cncouragc
:urthcr study of measures for increasing the effectiveness of arbitra-
. . •. ,. • '.1. f ... .non In the settlement or private law cisputcs tnrougn tne acilities

of existing regional bodies and non-governmental organizations and
, h . • . .. . b b'· h •. hc f .
tnrO\~:s. SUCH o~r..er msutuuons as may e csta .IS. ea. In tt Cruture..

Suggcsts that a-:lY such steps be t-.:.ki:~:1 in a manner that: will assure
,. • . ~ r[ • ~ t,· - d diproper' co-orcmanon 0.. CJ ort, avoiuance 0.. duplication an uc

obsc~4nce of budgetary considerations. .

Rcouests that the Sccretary-Ocncral submit this' resolution to the
appropriate organs of-:::1e United Nations,

2. Fer example, the I .. tcrnaticnal I:15t:;;"\;tc io~ the Uniflcatloa of Private Law
.,.nt':. the Inter..American Council 0: Jl\;1S.S,

3Ba



u,x, C0~"'VB::\':':O:~ G~ ~':'ll:::; RECOG:.:;:::~~rox :.::;"D E~J:ORCi.'::~·~~?

OF PORErG~ ARE:T~.L AWARDS

1. Austria

-,

Union of Soviet Social~st
Republ.ics· .

United Arab'Rep~blic

Ukraine SSR

.. .

36•. United" Repub.lic o.:f·~ Tan~.'lnia

34.

35.

3~.

29... Syria

37. United States +

32. Tunisia

28., Switzerland

31•. , Trinidad: and TobagO'."

.20. xoxocco

."22., ~:~iger

, : 30.' Thailand

_".~.v_,.,2,l.•,.".,,~.q,1;A.~_~~~,:t].g~~:;.

23.
' ,

~igeria

24. NOr\olay
.-..

25,' Phllippin'es

-
26. ·.Poland

; '27. Ro...ania

..-

Italy

Greece

Israel

Ca:7ibodia

Byelorussia SSR

Japan

Ghana

India

Hungary

Finland

~rancc

~od0ral Republic of Germany

3.

"

'.

6. Ceylon

5. Central African Republic

8. Ecuador

?~~~I~S TO ·?2~ CO~VE~T!O~ ARE:*

.7 ~ . Czechoslovakia

9.

17.

16.

14.

18.

10;

··,,·,2,·•. ~~.v. -!'\u-lgaria

,15.

• ?
.,1. .....

11.
s,

12.

19. Xadagasc~r

+ ?hu ~~i~cd Sta~os Gcpositca the ir.strumcnt of ratificacion at. the
U~itcd Ka~ions on SZp~c~IDcr 30 1 1970. Within 90 days the Co~vcnticn'

will co~c'in force with the United Stat~s.

* As of Dccember'3~1 1970.

r;
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wi.nner t s o.ttorney.

or in conncc t i on VIi t~ !.:his cont r ac t I or for the- "J::>reach th~re·oi.·

};0D;;;J"J i'.R:}X':;.;j\.·...':;:O:'; C:::'J\.U~;B - ~:-o~.-; ~;-.j v~~si.-.:.y o~ ,~'l~z~... i;-.S;tG~l.

Ln\'l Re v i cw I :·:t:.:::c:-: 196"( I PI' 585-6

1...'

an integral. pa14 t of this contract.~'t'u i s c Lnu sc(1)
and is no e s epa r ab Lo and '-'S'~'s""-';-o'"'TD'dci;-6-r1'd-errE'-'V'alfd'i~y'-;

(2

' ou .... sc i.on s 0';: ··he V-l:;'l"y or. J~h;s cont.rac t -..,,.::.J ~. '-.:0;0 ....... U ........ CI .I.......... .... \,0.... ..-\,0 C ... (;.1.1 .....

the scope of this (;:.rbi t.ral c Laus e are reserved ;:or the courr,

'lJu::' if .such qucs cd.ons are raised and decided in court, the

loser s~~ll pay ~ll ~ost including a re~sonable ~ee for t~e

(5) All othC1.4 d i apu ces , controversies, or difference

which may "rise bc twccn t1H~ par t i cs , out of or in relation to

.?£.lli.c~t of .!2.i:£.2~~:.2£.:

5;'1(;111 be finully sett.led by arbi t.r a t i.on pursuant to -t}-- e

Jnpi:i;l-l\,,:ericaD ri'roG.c A:.-bi t r a't.Lon i'..Cjreeme:.1.~':1 of Sept€;rr,iDcr

((': .~

______,[ usually the place of ·ari:.: 'C",.

All arbi~rations will be held in( 1' \, J

3 Bs..

and this conuxacc (includi;,g t:his arbitral c Lau s e ; I .and ai 1

arbi~ral proceedings and awards hereundar will be govarnec

(~) The parties hereto also ugree that they will

lnst~uct t~e arbitrator in any p~ocoeaing'hereundernot to'

spQcify his reasoning in his award.

by the internal law of

1952, by ~~lich Q&cnparty hereto is bound except as modifieJ.

by these prov i s Lons .

al
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Co~"ittee III - Subcom~ittee O~ A~bi~ration/Mediation

TOpic c. ?~oposed Model Arbitration Clause

Pauline Ne~~n (FMC Corooration)

?he form of ~odel arbi~ration clause which follows

is quoted fro~ an article by professors Kawakami and Henderson

in .volume 42 (March 1967) of the University of Washington

Law Review, starting at page 541, entitled "Arbitration in

u. S.-Japanese Sales Disputes ll
•

"Settlement of Disputes:

i'(l) This clause is an integral part of this
con~ract and is not separable and has no independent
validity.

"(2) Questions of the validity of this contract
and the scope of this arbitral clause are reserved
for the court but if such questions are raised and ~

decided in court, the loser shall pay all cost including
a reasonable fee for the winner's attorney.

"(3) All other" disputes, controversies, or dif­
ferences which m~y arise between the parties, out of
or i~r~lQtion to or in connectio~ with this contract,
or for the breach thereof, shall be finally settled
by arbitration pursua~t to the uapan-~erican Trade
Arbitration Agreement, of September 16, 1952, by which
each party hereto is bound except as modified by these
provisions.

,,(~) All arbitrations will be held in (city)
and t~is contract (including this arbi~ral clause), and
all arbitral proceedings and awards hereunder will be
governed by the internal law of [usually the- place
of arbit~ation].

"(5) The parties hereto also agree that they
will instruct the arbitrator in any proceeding here­
under not to specify his reasoning in his award. 1I

(pages 585-6)
3B7
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These authors and others (see UInternational Arbitration

Liber A..'11icoruii'I. for Martin Doiake" edited· by Pieter Sanders,

pUblish~d by Xartinus ~ijhof£, 7he Hague) have taken palns

to point out the pitfalls in using, in contracts involving

u. "'s":--:Japanes'e; 'r-t:2~an's-ac1£io'iiEf;- .' tne'--'brie'f"ij~n~'ral-'-'--typ:e"'"'o f-'--­

"boiler plate II arbitration cla1.O.se, such as is reconunended

by the A~erican or the Japanese arbitration associations.

It is important to state which arbitration agree­

me4 t or p~ocedure is intended to apply, since there are

several alternatives to ~~e Japanese-American Trade Arbitration

Agreement. Arbitration under the rules of tne International

Chamber of Comrr.erce may always be provided for; and some

neutral location, equally ,inconvenient to both parties, is

oft0n selected. There are arbitration procedures in the

Japa~~se Civil Procedure Code, as well ,as the various federal

and state arbitration statutes of the United States; any of

these may be selected -- and depending upon the site of

performance of the contr~ct, it may well be that any of

these procedures will be as fair to both parties as any

other choice of arbitration rules.

Japan is conducted under~he rules of the JCAA and that

arbitration in the united States is conducted under the

rules 0= the AAA. The Japanese-Arr.erican Trade Arbitration

- 2 -3 B'7

Tne concensus of the authors referred to above,

however, is that the Japanese-American Trade Arbitration

Agreement, entered into ,by the American Arbitration Associ­

ation (AAA) and the Japanese Commercial Arbitration Associ­

(JCCA), s~ould be used. When th~s agreement is

incorporated into a contract, either by includi~g their

reco~~e~ded ~odel arbitration clause ~r a modification of

it as set forth-herein, the result is that arbitration in



rs
i' ------------

Agreeme~~ itselz also p~ovides a method, albeit complex, for

fixing the place 0= ar~itrat~o~ ~= ~~e parties themselves do

not provide in the contract zor the place of the arbitration~

:i.nt:1"l.<:t_-'_99:1.text of the critical differences
.' between the Uni=orm Cor.~ercial Code and Japanese sales law,

that decisions on s~bstantive ~ssues can turn on the site of

-;

arbitration, which site may not be known until the controversy

shall have arisen.

There is a school of thought which views arbitra­

tion as merely procedural, and thac the law to be applied by

the ar~itrators in dealing with foreign elements must be the

law whicn gov~rns the ~orum of arbitration. But in Japan,

by law, the parties have the right to cnoose ~he applicaole

law. If their choice is not. made , or is not: clear-, then the

applicaole law may De j~dicially determined, and has been

,variously chosen as either tne law of the place where ~he

cont~act is to be performed, or the court has sough~ for the

implied intention of the parties as to governing law.

From the viewpoint of drafting patent and know-how

li~enses, therefore. it appears to be more important to nailie

to decide in advance that the arbitration will be held in

For instance. ~he ?ar~ies might :not conside~ it at a1: fair

the applic&ole law ~han to decide on the site ot arbitration.

It is usual to compromise on the site

At the s~~e ti~e, if the law gover~ing the

the alleged breach.

oz arbitration.

X~W York, =or example. no ~at~er which party has committed

contract is nai<.ed in t~e con~ract, the site of the arbitration

beCOmes less control~ing- 0= ~he outcome.~

J. Maw, "A?plicable Law and Cvnflic~ Avoidance in International
Cont.rac-ts· l

, Re<.:ord o~t"he Association o£ the Bar of t:he City
··_-o~- ~ew York, 365 (June 1970)
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* * * * *

It should also b~ stated that toe a=bit=~tion

1 Corbin on Contracts §1444 (1962).

- 5 -,) tl7

inceptioti of the coutract. ?his is intended to counteract

a trend to ?e~it the arbitrators to decide threshhold

cl~~se is ~ot sepa~a~ls -- so tnat the court rather than

the -arbitrators can determine if there was fraud in the

TO sum up, the cancensus appears to be that

ar~itration is a useful, valid, and binding procedure for

set~ling disputes involving Japanese and American companies,

with· a long judicial and lesislative histo~, and probably

particularly well suited to the complexities of patent and

know-how agreements. If the purpose is to avoid the expense

and time of litigation, and to reach a fair result expedi­

tiously, one must, be careful to provide in- the contract

itself the.arbitration.procedure to be used, and to be

specific about the site of the arbitration and the law or

laws to be applied.

--"'~~"-'.,,_..,....
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Conference in Washington, D.C.

on May 4-6, 1971

Title: Issues Arising Que of Patent and
;<now-How Licenses Under U.S. Arbitration Law

Subtitle: Laws and Frocedures for Staying Arbitration

Tho:nas 1. O' Brien
Union Carbide Corporation

May '4, 1971

CONCLUSIONS

Issues

"'bracketed numbers refer to notes in the Appendix

2. Infringement in the absence of a dispute on
validity may be arbitrable. Disputes over royalty obligations
often fall within ~his category (3). -

1. Patent validity questions (1)* and antitrust
questions (2) concerning patents appear coday to be in the
cate.gory of being "LnapproprLace for enforcement by
arbi t:.racion , II even though arbitration awards on the same
issues :nay be recognized by the courts' as binding upon the
parties as to existing controve.rsies.

- 1 -:i Be

Fatent controversies are generally arbitrable except
to the extent that pUbli~ policy may render some issues that
~re often at the threshold of patent controversies inappro­
priate for enforcement by qrbitratibn. There is little case
law concerning the question of what issues are or are not
properly the subjec: of arbitration in this field, but the
following conclusions are drawn from ,the case law that does
exist.

:c,'



z -

s~~~'ro1~~~ lB~n~~E~~~o~ sV ·s~~a~a~2~ C01~~~~1q~B e~~o;ue pU~

aZ~~C08~ ~Eq~ (L) M~1 1BUO~ZB~a~U~ aq~ ~1 pu~ «9) ~WL 1e~8?V;

8~4 U1 (sa~E~S ~so~ u~ s~~n~~4S ax? 8xa~~ A~?O~

'as~~10 ~01~B~~1q~e 2~~ ~e?~~ ~o;xvd

OJ 8~nL1B;- ~~; 2~~~~~s~~ ~OB~~UOO ;0 sa~~Ea~~ ~O; ?2?~B~~

e.:!?"~ se2'S':L'S',? ::'2';,!'1=::~a:: .>::':0 ?'..l:? f>l;>: uo:.:.r...'xJo :::'E' a:c."S';;'I:-:'o;-,,:o ~C'u

a'::'~l'l sa US::"';:>2':'~B c.O-;:'C' .:::::; c..:c> .\.':'0: ~::>c::-:::: • s::. :=.a::.=::-;~O _-: -::<:"'_~~ c:;.
S8;::l..:rE'S a;.:::: ;0 :02lC.S2'::: -=-;:-'.::;~ 2'~::' uo l~,!a.::;:::;;a :'50::::'2 ?O;'\~":"::~P

sa~~cs;? A:.::.?d_~8:'~; OJ AP2::"'~;: B 52 '..lo~:::.e;:J~~;:~ ;0 SSv~aA-;:::'~2~;e

8q: (S:::'De::...~e.::g2 ~o~~~.::::::;~~~ ;0 A~~11~~20;:o;ue e~~ OJ S:::.:.noo o~~

;0 l:~;:o~:::.nE 2~:::' ~:':-;?Ua1 S~?~ ;0 a~~ss?d a~::: O~ ':'O-;~d 'e~n?oo

-o~c ~~~:::. ~.:.; s~1nsa.:. :::.~~:::. u01s~~e? ~:~Be~~o;ue ~o 2U1P~;q

au 51 ~~eq~ ~n~ '£S~2AO~~UO~ ~ eA~CS?~ c:e~ 0: A:~EC ?~1~~

E hOld~2 AG~ 's~~S~~~C~:~0~ g~;~:~2S ;0 ?o~~e~ a:~A1~d ~

081'5' 'uo~:E'-;?<:),;, "t::2:;:: ~oC::l. gT':.:::pu~c. S~ U01=S1-08P S\':'O:J,1?.:t:'1Q.:r:;o
~~~ ~dQooe 11-;~ [.aq: :B~~ ~~U?A?~ u1 8e;t.2E ?~E' U014~10S~~,~O;

Sd1~~Bd ;to A~~pd P~1~4 E' o:J, £~~aAO~~~OO 1? ~1~q~s A1~~?~~n10A

sa1~~~d ~o1-~& u1 ~U1Faaoo~c a4BA;~d 1? s~ u01~~~~~q;t.V

NOISS:l:JsrG

~M~: U01~e~~1q~~ 1~~apa;

lq pa~aAo2 ao. 111~ PUg ~apun,~1e; u1a~a~: aS~?10 ~o1:e~:~q~2

a~4 'ao;t.awmoo a~B:s=a:}~1 sa~:oA~; :O1?~~~O asuao1~ ~~: a;t.a~&

~nq ~~: a4B~s ;0 S;t.a:3~m £11~~sn a~B s~s~ao-;: :ua:P-l ·uo;~g~:1q=1?

::.o;;:r:}.E1.:::do.::r.dc'2 ::'0'1;: s:.: t!.'J-:=='2;:::::':~.:t:':? a~::: 'C:; paA10Au:: ao. oa anss1
UE ;1 ::'0 ~'5'1 aq: ;t.a?~n ~OB~:~CO 81qBao;t.o;.ua pUB a1o.~ooA~~=1

'P11~A B :OU 81 :u~~~e~2B U01~B::'21q~1? a~: ;:.: ~ua~aa::.2u

U01:B~~;q~~ UE ~~pun 2u~paaoo::.~ ~o~; ~o;:~=~1~~~ U~ ,A~~S u~o

UOt~Oi?S~~nr ~ua~ad~oo 2U~A~~ ~2noo AU~ ~a~~e~ 19~n?coo~d e sv
·u014e~~1q~B ~o ~udmao~o;ua e~~ ~v; 2t!.~P1AO~d ~~1 A~o~n~e~s

~o aouasq~ aq~ U1 ~o1~v~~1q~P. AU4S 11tM s:~noo a~

(~)·c:~e~~~q~~ a~~ sco~~u~hu1

u21sse O~ SU01~E21=1qo pUB sa:~;~ ;0 s~o1:sa~b .~



bc~vcc~ ?~r~ics) =he val~dicy) i~revocabiiity and en~orce­

a~ili~y of a=b~~~a~ion ~3re2~8nts a~e governed by the
sub s canz i.ve anc pzoce dur a L 1m.; o~ con czac cs , jtlst as is zhe
patent ag~eewent of w~ich the ur~i~=at~on ?=ov~sion ~ight be
a pa~; suc~ as l::'censes~ ~5Gi~~~~n~s, iuce=~ere~ce p~~ority

"e'·se·t;-t·1-emen.\t:.g·,-,,,'::nG,_,_pu,~en.c.,,,,_in£~i:...g~"l..e.n,t ..~,~ ,i,;j..go. t ion a.greemen cs ,
T:..e Law a P? 1Lee~:e ;:0 ::=..:'.e val :.ai. t:y'~;;'ci' ~n£~";;";·G.;-~n'i:'-·';-o£,-'''-·i:he-''''''

arbitr'scio:l provas Lons ganerall.y will be local' state La..'1 (8),
unLes s ~he aJ=e~e:1t: qual.i.£ies as one of Hinters tate cccanerce"
'~nder ~~e £ecie~al ArDitra~ion Act (9)(10). ?~ere is no
clea~ly authoritative decisional law that brings a~bitration

of pa~e~~ d~s?u~as unde~ ~he federal Arbitration Act. Members
of che 0.5. ?~cen~ bar have recently urged that the,new
?at2~~ Rev~sion 3i1l now befo~e Congress be &~ended to

but21 s?ac~=~cu:ly ?~ovide for arbitra~iono£ patent disputes under
·.··.··.·.··· •. ·."1 ;.\ the U.S. A""i~ra~ion Ace, including disputes on validity and

infringe<i;.e....~ t .

Two early U.S. District Court cases in the 1930 ' p
ir. De:&ware and Pennsylvania (11)(12), respectively, held chat
the fedexa L Arbitrat:ion Act did not apply to pete71~: contracts
because c:-.ey were not: con cz-ac t s involving Il.i~~e::st.:lce

c(J.;'.;;;.erce." 3ot:11 cases were ?rior to the: sub s equen t; broader
incer?reta.:t i.on of the "ccrrmarce clause" of t~le u. S. Constitution,
auG wore recent cases have appiied the test ,of a con~ract's

fac zua l i.nvo l.vemen t; ''lith int.e::::-st.ate cccrnexce co determine
whecter t ae agreement came under the federal A::-bi::ration
Ace (13).

Y~e pauci~y of repo=::.ed cases on arbitr~tion Qn
CO~~~ov€~sies arisi~g ou~ of patent agreenents ~0Y stem f::-an
the ?:4~vG.'2:e n..a ture of a::-oi.tration and the r-e sp ec '; chat has
be~ acco~deG the ~rbitra~ion cOl<~iCIT.ents by the parties
zherns e Lves . It. p r-obab Ly also s t eras from <the fi~1,--'lit:y of t~;~

at'o~t:::atio:i. ?::'oceeding, Long r ecognLzed by che cour cs , for
once. an ar'jit.racion award hasvbeen made , i~ is :-,o-::ap~ealable

and enforcea~:e in the COU~=5, eve~ a~ C~~OQ ~~~.

Ge~erally a~y cis?ute arising be~'een ?arties to a
cOu~:::ac~ ca~ be ~h~ Subject of arbit~atio~ unde~ U. S. l~w,

?rOViCBd there is no:hiug in tne a??~icab:e ~0~~1 or ~ederal

l.o:.w whic~ ~xcludGS che issue f~o~ a:::~~~ra~io~ (:4) and pro~

vided ~~ere is ~o public ?olicy whic~ woulc r~~c~~ the
partiCular iss~e i~a?p::::-opria~e =or eniorc~~en~ 'jy a::::-bitration (15).

," -~":
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With respect to the enforceability of arbitration
on ~ dispute over the validity of a patent) there is certainly
nothing in Federal statuto~y law t~a~ excl~des arbitration of
~,~,~X",,,,,,R~,,,~,~~,,~,'"~_§'_§>~"~')"'"N~Xg~"_"j!~":!j·_,g.i,~y:,,...~_,,, ,Ui"l,tiL"",the
Court case in'1959 of Lea~ v. A___ dkins (16») there did not appear
to be any Federal public policy foreclosing arbitration of the
issue of pc~en~ validity, ccs?i~e tte zxclusive ju~isdiction

con£e~red by Congress on the ?ederal courts on validity and
inf~ing~ent actions arising under the Federal patent law (17).
State courts have had the power to make decisions on disputes
over va1id:;'ty and infringement wher-e such mact.ezs were raised
as collateral to a matter properly within the jurisdic~ion of
a state court, such as in a suit for royalties under a license
co~tr&c~ (18). Likewise, con~~actual agreements i~ set~lement

of litigation th~c p~ivately settled issues of validity and
infringement between the parties have been enforceable in the .
courts.

However, in Lear v. Adkins (see n. 16) the U. S.
Supre~e Court discazded the long est~blished contract doctrine
of estoppel by contract as applied to patent validity. Under
that doctrine a licensee) for so long as he was a licensee,
had been estopped to contest the validity of the patent under
whic~ he was licensed. Tna court found this contract doctrine
to be in conflict \.,rith Federal public policy on patents! Such
policy, as enunciated by the court in Lear) ovezrides any
conflicting' state law on contracts that would prevent licensees
from c~allenging the validi~y of the patents u~der which they
are l~censed. :n the only decided case on arbitration
subsequent to the Lear decision) the 7th Circuit Court of
A?pea1s (19), held, in referriug to Lear) that patent validity,
even if ~ha arbitration agree~ent had specifically referred to
it, wou l.d be "in.;::.ppropriate fo r a.rbitration proceedings and
should be Gccided by ; court of law, given the great public
Ln cc res c in challenging invalid pacencs ;" It is noted that
the 7th Circuit Court ~n the Bec~Jan case appeared to consider
t~e &rbi::r~tion clause in t~Q~ pate~t contract in issue as
be~ng othe~ise enforceable under Section 3 of the Federal
Arbitration Act.

Antitrust DiSDutes Under Paten~ Agreements

Many of the controversies arising out of patents
ce.....ter on antitru.st violations and on acts contrary .to public

·B8 - 4 -



policy on monopolies tn;t may ~ender a patent unenforceable.
It sc~~s clecr frc~ casas involving atte~?ted arbitration of
non-patent ~ntit~ust disputes, that the law will not enforce
agreements to arbitrate any ar~titrJst claims.

. 'In"m'un""'a'c-~ion"---'(IbJ'-"b'r'otigi1-t--lJY"'-'";a""Era'de:m-ark""'IIc'ens'ea

against the licensor charging an "antitrust violation, the
lice~see moved to enjoi~ an a~bitration proceeding initiated
by the licensor under the license agrezmeuc. The 2nd Circuit
Co~rt of Appeals in 1963 referred to c~e conflict between a
:ederal policy, based on the statutory protection of the anti­
trus~ laws for a la=ge segment o£the"public, and the encourage­
~e~t of arbitration as a desirable solution to controversies~

and decided the former did not permit: the enforcement of
agre~~en~s ~o settle these matters privately.
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°n,e geh Ci~cuie Caur" held similarly in 1970 (21)
b~t appeared to limit its decision to future controversies as
distinguished from violations that: may have already arisen at·
ehe eL~e e~e agreemene co a~bie~aee is made.· There had been a
prior set~lement of litigation over fu~ alleged antitrust
violQcion snd the settl~"ent agreement included a provision
for arbitrstion of disputes. In refusing to stay the court
actiou pending arbit=Qcion and to compel arbitration pursuant
to the arbitration provision, the court rejected arguments
prese~ted to distinguisn Over American Safety to the effect
~hat the set~lement agreement should be enforceable because it
was an agreement to arbitrsce af~er a controversy had already
arisen Q~d because the parties could. in any event resolve the
dispuea by seeelemene.

icy,
co A:-bitration A'l;·,ards

~~e entorceffient Or co~firmation of arbitration awards
&ppears ~o s~and on an entirely different footing from enforce­
men~ of co~tr~ctural cc~~itffients to arbitrate. Once the
arbitr&t~on has been co~pleted and an award made, the award·has
beer. ;;.~ifomly held to be binding on the par t i.es and enforce­
able in the cour~s. A New Yo=k State appellate court in 1939
(22) upheld the cG;:l£ima.tio~ of an award in I? patent arbitration

. proceeding i~volv~ng a dispute over i~£ringement and an Ohio
S~ate appella~a court in 1954 (23) u?held confirmation of an
Qw&rd on arbitration involving an antitrust dispute in a patent
lice~se co~troversy.
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The Cavicchi c&se (22) =aised the specific issue of
co~flic~ w~~h the fecer&i pa-::en~ laws) and ~he N4Y4 Court of
App~als h~ld ~h&t t~e a~bi~~a~ion awa~d ~nder state law was
no::' lI;:Z?llgneIit ~o Article I, Section 8 of t.he Constit.i.ltion and
doea-rro t""oE£ei'"~ci-'-'Sect'ion'-""25'6'-"-o..:,·"ti·::c"'--3udic-Ls.'::''''''eode-~--.I.1-·'-''''T:"1e-'---U~''S'~~''

Su?r~~e Court denied review =0:- wan~ of a substa~tial Federal
question. Whethe= t~e C3vicc~i nv&rci would be confirmed coday
in view of the public policy decla~6d in the Lear case is
l:.:1.ccrtai"::L, It is t:.nlikely t.hat an 2.vlarc.. cor.cernir..g validity
and/or i~fring~ent wou:d ~e eil=a~c8ZD~e as to futu~e obli­
gatio~s unde~ a ?ate~~ l;cense i~ ~~e COll~~S continue to
foliow ?os~-1ear cases i~ the ana~ogous field of private
se-::tle~ents of litigatior.. I~ ~vo district court cases si~nce

L2~r (24)(25») prior se~tle~e~t ag=e~en~s) even one (Kraly) in
w~ich ~~e prior court. action was Gis~issed wi~h prejudice, were
not su~£icient grounds for preven~ing the licensee fran again
raisi~g'an issue as to ~he validity of the patents under which
he was licensed. .

·k.* ,'(,'( * * *

Despite the present unsettled state of the law on
the arbitration of pa~en~ issues) arbitration does p~esent ~~

attractive alte~ative to the long atid expc~sive court actions
a po t enz i.a l, litigant fc:.ces in mos c ?&-::eLi.:: con tz-ovezs i.es.
Arbitra~ion is even mo:-e c:.t~:-ac~~ve :c~ t~€ set~lenen~ of
pate~= disputes wi~~ ci~~ze~s oi at~8~ co~~cries. L~e passage
in 1970 of enabling ~egislaci~(26) ior ::~e e~forc~eL:..t in
the ~SA oithe Incernaciona: Cowmercia~ A:-Di~ration Convention
of 1958 should be an ehcou~a6~eLi.c ~o g=eater use of arbitra~~on

in the i~ternational ?aten~ field, nODvithst~~ding the appa~ent

difficulties and ~ncartainties t~at ~ave ~Aisted in =he ?ast
dnd thath~ve been additiona:ly crea=ed for patene arbitration
~y the Le~r decision.

A bioliography is also appended listing many fine.
and i~teres~ing ar~icles on this topic.

".:! ::<.7
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·C.C.A. 4 (1963) .

(4) deStubner v. United Carbon Co~pany et aI, 67 U.S.P.Q. 214,
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is ::l:at Sec z i.on 3" so r ead , wou l.d invade che local. law
field. We thareio;e reac Sec~ion 3 narrowly co avoid that
issue. We conclude ~hat the s~ay providad in Sec~ion 3
r eacbes onLy tnose conceac cs covered by Sections 1 and 2. II
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(9) ~obe~~ L£.w~cnce Cow?any, I~c. v. Devonshire Fabrics, Inc.,
271 "}' 2nd. 402, C.C.A. 2 (19;9). I1Tha bc:sic inquiry must
be whathe~ ~he validity and· enforceability of the

-,"3 o::b,.i,\:;::a,::,i_m1~","t;1.§:Y33 e"""ogt:i1e, c::on~r~c~, ,~~ ",this" ",c:~~,:",~s",~,ov_~l:L1ed
by Fedaral law, f:"e :'" uthe""c'f'e-ci'era:l"""Arol.trfCEion' 'At"t ;,~wdr-"-bYM_-
local Law, 11 page 404. "He thin~< it is reasonably clear
chac the Co~g~ess inte~G~d oy the Arbitration Ace to
crca~e a new body of fecie=al subst&~tive law affecting the
VCilidity a..'"1.G ir-.::erpret.s.t:ion of a=bitration agireemen t s , II

pag,~ 406. "T:'1.is is a dec Lazatri.on of national law equally
applicable in state or federal courts, fl. p , 407. "that the
rights thus created are to be adjudicated by the federal
cour~s whenaver such courts have ·subject matter juris­
diction, i .......cluding diversi~y cases," p. 409. " that the
Arbitration Ace envisages a distinction between the entire
contract be tween the parties on zhe one hand and the
arbitration clause ot the con~ract on the other .is plain
on the face of the stat~te. Section 2 does not purport to'
effect tne co~tract as a whole . . • . Our construction of
Section 2 treat~ng the agreement to arbitrate as a
se?arabl~pa~to£ thecon~ract is basednoc only upon the
clear wording of the text b~t is buttressed by several
other considerationsJT: p. 410.

'3'B. 8

(10) Metro Industrial Painting Corp. et al v. Terminal
Construction Co., Inc. et al, 287 F 2d 382, C.C.A. 2 (1960)
p. 336 " .... Section 2 of the Arbitration Act did not
merely render arbitration clauses in interstate cOJr~erce

a~d amniralty contracts valid) irrevocable) and enforceable
in federal and state courts regardless of state lew, but
that it also ~.powered.the courts to develop a substantive
body of federal law with ~egard to the interpretation and
construction of such Clauses ..... all such clauses in
con~~3cts.with{n the scope of the act must be interpreted
i~ ~he light of federal decisional law. . . . . local law
~ust give way to the Supre~acy Clause of the ~ederal

Constitution, Art~ 6." Quote is from Judge Lumbard's
concurring opinion.
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(11) Zip' Mfg. Co. et al v. Pep Xfg. Co. 44 F 2d 184 (D.C. Del.
1930)

(12) In re Cold Metal Process Co. 9 F. Supp. 992 (D.C. Pa. 1935

(13) Kirschner et a1 v. West Company 247 F. Supp. 550, D.C. Pa.
(1965); See also Leesona v. Cotwool; supra n. (3),
~~e~ican S&fe~y v. Magui~e, supra n. (2) for cases that
involved patents ~~d ~=ad~~arks which the court evidently
t=eated under the federal Arbitration Act.

(14) Wilko v. Swan 346 U.S. 427 (1953)

(15) A~erican Safety v ..Maguire, supra n. (2); Beckman Instruments
v. Tec~~ical Developillents, supra,n. (1)

(16) Lear v. Adkins, 395 U.S. 653, 162 U.S.P.Q. 1, (1969)

(17) 28 U. S. C. 1338

(18) Pratt v. Paris Gas Light and Coke Co., 168 U.S. 225 (1896);
Leesona Corporation v. Concordia Mfg. Co. et al 165 U.S.P.Q.
386, D.C. R.I. (1970)

(19) Beck~man Instruments, Inc. v. Technical Development Corp.,
supra n , (1)

(20) A.-nerican Safety v , 1-'iaguire) supra n , (2). HA claim under
the wititrust laws is not merely a private matcer .
We do not. believe that Congress intended such claims to
be reselvad elsewhere tl.....an in the COurts . . . 0' We
conclude that the antitrust claims raised here are
inappropriate for arbitration. l~

(21) Power Rep Lacement s v. Air Preheater, supra n. (2). "I-lith
respect to. all thes? contentions, it is clear that the
pa~ties did more than agree to arbitrate existing disputes.
They~pressed a 'wish' not only to settle existing disputes
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ANTITF UST PROBLEMS IN LICENSING PATENT

r

It is a great honor

Hay 6, 1971
Auavfl.Le Jackson, Jr.
Pobertshaw Control a Company

and pleasure for me to have tn~ ~P?or-

..

:::=-~-=2

tunity to speak with you this morning in our lovely Bashington, D.C.

I""""am";"no
0

E" ' ''goTng' ' ' '' 'to' ' '' ' -:CaKEf'''' 'a'ny'' ' ~t'im€t " -tli'i"s " "m 'drn±n-g -d'n- d't'scu ssi-nc- -the;;":~im-",,

portance of the transfer of technology and its associated counter-

parts, know-how, patent rights and the like, between groups within

a country and groups separated by international boundaries. I am

quite confident that everyone in this room is quite familiar with

the tremendous role-that is played in developing our individual

countries and the well-being of its citizens' as well as the well-

being of all mankind by the. transfer and diffusion of the best and

latest technology through license agreements. Heretofore, insofar

as international transfers are concerned, the united States has

enjoyed a very favorable position in this interchange and in recent

years L~is has resulted in a favorable balance of,payIT,ents to the

credi t of the United States in excess. of one billion dollars; bow-

ever, it is to be noted that this balance in favor of the United

States has been declininq in the last few years. This decline is

probably attributable in part to certain public and judicial poli-

cies in this country which are t~nding to lessen, or in some cases

even stifle, the incentive to innovate and to seek bold new techno-

logical solutions to problems the world is presently confronted with.

Th~s 'transfer of technology is by no means a one-way street, as

numerous business groups in the united states are receiving tech-

nology from other countries 'so that they can arrive at their most

productive level and highest output with the least amount of econcr~ic

input. Usually this has resulted in the licensee being in a hetter
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comoe t i t.ive situation relative to its normal compot Lt.cr s than

would otherwise be t~e case.

Also, I will not be talking specifically on the sUbject

of "know-how" as distinct from patents and ,,,,ill address my r.ema r k s

p~'i~~'~-iiy"'t~"---p~-te'n't--'-Tic-e'Ilse-s'; I'n6'ludIrig,_n'fho§'e,n'whl c h n '''e o V's r ,m'h n -t-:h --

patents and know-how.

My remarks are concerned with the rapid erosion by anti­

trust laws of the right to grant licenses, why this is occurring,

and what is or can be done to halt such erosion.

Tha t the application of the U. S•.anti trust laws is not

just a matter confined to the U.S. is clearly shown in the Westing­

house-Mitsuhishi case filed last year by the Justice Department.

~~ong other things, the complaint demands that Mitsubishi license

to~1estiIl.ghou5e all of its Japanese patents relativetothesubjec.t

matter of the complaint, both present ones and, for an uncertain

time, those in the future. Frankly, gentlemen, while I am ~vell

aware of. the legal basis for the Justice Department bringing such

a complaint, it offends my sensibilities and I believe it is a form

arrogance on our part for us to export United States antitrust

throuqh using them in an extraterritorial sense. Under the

laws, any international agreements which directly and 5ub­

,stantially affect commerce in the U.S. would be exposed to the

operation of the antitrust laws of the U.S. The manner by which

the Justice Department obtains jurisdiction over foreign corpora­

tions is through the power t? seize their goods which may corne into

United States waters and the power to seize or control any big

business activities within the United States. This is referred to

3C
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in 1\merican jurisprudence as in persona:!Tl jurisdiction.

Many of you who work for corporations involved in the

licensing of patents have noted over the years that the opinions

of your antitrust exoerts as to what is legally permissible to

a direction that· permits fewer and fewer restrictions of any kind

in such agreements. I would like to succinctly point out the

no better source than -P.dwin Zir.nerman,partner in a prestiqious

erosion that has taken place in freedom to include restrictions

tant Attorney Gene~al in charge of the Antitrust Division of the

I can turn toin license agreements just in the past four year s.

Washington law firm, a leadinq antitrust ex~ert and former Assis-

Justice Department. In a recent speech which will shortly be

published in Les Nouvelles, he-formulated a hy~othetical case of

the advice that would be given by a sophisticated and sensitive

practitioner to his clients. Four years ago such a sophisticat~d

and sensitive antitrust nractitioner would have said 'that price

control restrictions in patent licenses, although at the moment

prohably leqal under the existin~ laws, were also prohably doomed

despite the failure of the Department of Justice in, at that time,

the recent Huck case.

"Pe could sav t!1C'l.t f Le Ld of use restrictions wez-e , al­
most as a 1i:i'1tter of Hornhook Lac , well wj.uh Ln the protection of
the patent system even deSPite the ole rule in ~d~~s v. ~ur~e

that the s a Le (Y~ a nat'2I'..tcn -nrod'..1ct fo::-,,=_closes rurt.her c"O'r."frol on
it. As a cautious Lawve r-, . uc-...evaz- , he wou Ld note the caveat 'that
if field of: use restrictions ~·..ere used as a device to e ccomol i sh
other forhicden ends and, in narticular, were so used in cross­
LLcens Lnq asn:ee!'lents, t.acv could i;A those c Lz curns t arrce s b~ .i n
trouble. EU~ other~i~e- they s~ouls raise few prohlems.

H(" could a:"'~·.l:i.se =:::.~ c Li e nt s t he t; since ("'"'.l2::t~ '.:" ~C"s"'.::::ic­

ticns of t.en serV8G. the Y"U!,":"1('J~C' r)'::: €'::~bJ.:~(T t:. r-a t c n t e e t.c <.:.-.:--;::,>- to
Lssuo c'l lic~nse, suet; r{'~st::::-ic·=-::~:1S :JI"..1? .rar e Ly a f f e c t ed cr.c: :,::'::'~::'..;)::

?/!vcrseJ.y :'1!1d the courts v-ouLd ...roho l d t::~':" ;:s cr-r-s is t.or-t; '.';?"!.::: .:''.jd:i-
trust nolicy.
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Finally, as to territorial restrictions, he oou Ld 52.)'

that Conaress clearlv stated in its leqislation that territorial
restrictions by as sdonment; or license we r e ner-rnLtitied wd tih Ln the
United States, though, of course, as Ada~s v. Burke illustrates,
'the purchaser of the patented product~not to be bound. In
th"e"'''''rnt'er'il'a'f1'o'I1~iI''''''a'r'e''€t;'''''''"n(i''''~C'Olifcr··"s"aY·""'th>aE·h"-o'rl'Et'''na'QN·-a'n''''''·'a~li'tOma>EfC

:~,and necessary r-Lcrht; to license under foreiqn but not American
patents, reservin~ the right to take action in support of the

.ret.aLned patent rights.

The same careful practitioner today, whose antenna
.remains sensitive to the nuances of enforcement policy and pos-
.sibLe court response, wou Ld have to shift his advice in sis-nificant.
respects in at least three of these four items. He would still be
as bleak as he was four years ago on the prospects for price res­
:uictive licensing. He COUld, however, no longer. assure his client
that field of use licensinq was as a matter of Hornbook law beyond
reproach. He would have to note that if the field of use restric­
tions, whether exclusive or not, were imposed upon a licensee who
~rchased aoatented product, it would be subject to attack and

,that there are now lower court decisions which take a dim view of
~restrictions on ourchasers. He would also have to advise his client
..fhat; exclusive field of use restrictions imposed upon manufacturina
,'licensees have also been attacked by the De'par-tment; of Justice, and
.that; in speeches and writinqs oresent and past officials of the
:enforcement aQencies, as weilas a Presidential task force, have
indicated that the crrant of exclusive licenses for different fields
of use to licensees - who were potentially capable of competing, Hi th
one another should he reaarded aR at least presumptively unlawful.

·The client usincr the exclusive field of use device wou Ld therefore
be advised that""unless he had strong justifications, he ran the

"risk of a lawsuit.

Again as to quantity Testrictions, the sensitive nracti­
today would nrobablv qive his client less optimistic advice

Xthan that wh i.ch he qave four ve a z e acro , He wou Ld -adv i.se his client
:&that in a number- of" complaint'S the Denart."!1.ent of Justice attacked
;the imposition of restrictions on the ability of,licensees to resell
.'.in bulk r orr- or under cener Lc names .. These complaints we r e filed
\ooth in cases of licensees who purchased the patented oroduct, ~nd

,in the case of mannfacturinq'licensees. He· wou Ld note" Lcvez- court
.doci s i ons urahoLd i.ncr the Government in t!1e case of purchasers of a
~patcnted product. Fe could tell his client that, ar-quab.Ly , quantit.y
'restrictions could be differentiated from restrictions on selling in
bn l k , but that there wa s reason to sunoose that the enforcement
aconc i o s wou Ld r ecar-d a cruant.Lt.v restriction as, perhElps, having
the s a-ce vulnerahilitv as a bulk restriction or a price restriction.
He could. also suoce s t, pr-obeb Lv quite correctly, that the cnforcer:ent
artencv wou Ld orobeb l v r-eoa rd the assertion that. the auantitv lir.l.ita­
tfcn dev i ce vennt-Led additional licensing to occur, with the-" same
sr.enti.r.ism that t aev r-eo ar-d such ar-oumerrts ,·..hen adva nced in j u s t i.>
fic<l~:.:i.,-:':l of a. pr Lce r s s t r Lc t Lon or a hulk restriction.
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Finally, even as to territorial restrictions a c~rcful

practi tioner wou Ld probably advise his client that wh.i Le he
thought the argument of a clear conaressional ha~is for territorial
restrictions within the United States on manufacturing licensees
was reliahle, there are eminently res~ectahle scholars who after
analysis of the history of the code reach the conclusion that the

. code" cannot he so relied upon. lIe would also note the possibility
",:th.~_:t.",,,,,"a.r:t.,.,,,9_I:,gJ.l.ed,,,,bYw,_..a.__..f.om,er",,,,hea,d,,,,,,o£.c,",,,the,,,,.n.n,,ti.trus,t.o.D,i:-ll,isi,on".,,,.,,,ex.c,lu=... -~,--.­

sive territorial licensin~,rnay, like exclusive fields of use, some­
day be reqarded as presumptively unlawful. Moreover, today's
practitioner in counselinq !lis cli.ent on the consequences of inter­
national territori~l allocations based u~on patent rights would
have to note that iMPlicit in the ~'Iestinghou!==;e-~"1itsuhishi complaint,
and explicated in speeches of enforce~ent officials, is the warninq
that at least under some circu~stances the enforce~ent aqencv midht
regard partial qrants of patent or know-how rights between prospec­
tive com~etitors as amounting to unlawful territorial agreements on
an international plane.

In sum, in the three areas of patent licensing as to which,
as recently as four years ago, advice could be given with reasonable
assurance as to the lack of problems, anv such advice must now be
heavily qualified. Indeed, it would he imprudent not to warn in the
exclusive field of use and the quantity restriction areas of a
significant threat of enforcement action. 1I

Gentlemen, all of you know that seldom do you enter into

patent license agreements for less than five years. The term is

usually at least ten years, and most commonly is for'the life of

the patents involved and perhaps improvements thereupon. Thus, an

agreement that you entered into just four years ago, that a leading

antitrust la~~er would have aoproved, in those four short years

could very well have become illegal on a number of different fronts.

This law has not developed by a policy decision of our

leqislative body and enactment into statute of various provisions

concerning the licensing of patents. This law ha~~not developed

because any particular ne~ need has recently arisen regarding the

keeping of restrictions out of license agreernent~. Then why has

this qone on?

In ~y opi~ion, the answer is found only in a.study and

understanding of the personal and human equation. Just as ~n

inventor is in nart prone Lfed hy desire to ou sh hacx the f r orrei.e r s
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of t.echno Loov , an anti truster \'lorkinCl in a government actcncy is

orial
ae s
er
the

'lity
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. sorne-

propelled to push back the frontiers of antitrust law. In the case

of the inventor, when he comes un \'lith an invention that is a poor

one, .it\orill be tested and knocked out on the market plac.e, if not

is normally available. The only ~an~er that a

policy which is against the public interest can be brought ~bout

is by pUblic reaction to such policies and a political reaction to

such policies ~nd a statutory clarification of the law. I might

note that seldom has an appeal to reasonableness or logic to those

directly concerr.ec1 w.ich making such antitrust policy been effective.

Those closely associated with making such :policy, I

believe, have tunnel vision, seeing only the antitrust aspects and

into not the many other public policies that should be simultaneously

is considered. Those directly dealing in the suhject matter of patent

of licenses in the Arrt.L trust Division of the Justice Department do so

r an ignorant of any exoerience in negotiatin~ license agreements them­

selves, their knowledqe pri~arily beinq gleaned from case la,~ far

removed from the nutrient medium in which the license agreements

were neqotiated and the dynamic state of that Medium at the time

they were negotiated. The analysis of case law is a very poor way

of setting nublicpolicy in this regard. Seldom do cases reported

in the reference books give the full story of the suhject matter

judge writes an op i.n i.on which ma ny . ti:ues ignores facts 'and Law

aaain:;t 'the cpinion he is renclerino, as ('lnc of his rr:ain aims is

each ·party tryinry to rut the black hnt on the other oarcv , and the

to deliver. his cec i e i.on in such a manner thnt he \>.Ti11 not be-
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are quite aware of t~is.

The only adequate way of really formulating a pUblic

people actually having knowledge 'and judgment and experience in

the matters concerned, such as those in this room, and the place

such policy should be ~stablished is in the halls of Congress.

The antitrusters do not choose this 'route of placing into the

legislative hopper a proposed clarification of the laws on the

licensable nature of patent rights which would permit a business­

man to enter into a leqal agreement today that he feels will still

be legal five and ten years from now. To clarify the law by the

'legislativeprocesses would take away the antitrusters! playground.

Also, gentlemen, what is being done by anti trusters reaarding the

licensable nature of patent rights in the courts would not pass

muster if they tried to do it by the legislative processes where

policy of this kind should actually be made in the form of

statutory enactments.

But those such as yourselves are finally heainninq to

awake as to what is going on, and Senator Scott, the ninority

leader of the Senate, has concerned himself with this problem and

has ~ntroduced into the United States Senate an amendment to our

patent laws which would clarify the nature of t~c paten= =iqtt in

a manner that wou Ld enable you ~vith SOT:1l? more z ea s oriabLe assurance

to enter into a leqal a~reement today that would be consicered

legal by the courts tomorrow and'the years after. The Scott amend­

ment, for the most ':'"lart, merely clarifies and stabilizes t~e IaN

as it is t.oday , It does not trur-n b2:c!: t.he c Locl-.; it doe s not

3
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specifically legaliz~ price restrictions, which as u matter of

fact arc still le~al tOGay alt~ough they are expected to be

declared illeryal in some futu~e court action_ It would certainly

seem to he that a stahilization and clarification of the law would

he in the public interest so that all could recognize what the

law is and enter into legal agreements.

As to what the specific laws should he, I will leave to

the legislative processes, for even if the law takes the form of

the most obtuse and convoluted reasoning of the antitrusters,

that is better than the uncertainties we have in. the law today.

The antitrusters do not see it that way because th~y prefer to

develop this in their own ~layground on a ca~e-by~case basis.

However, with the awakening of those familiar.with.the subject,

there is expected to he three lively days of hearings next week

in the United states S~nate Judiciary Subcom~ittee, chaired by

Senator McClellan on the Scott amendments.

As a matter of interest, Senator MCClellan requested

the Nixon Acministration many months ago to inform his Subcommittee

of its r-os i.tion '.-lith regard to the Scott amendmerrts , The Commerce

Depar~ment internally within the Administration has spoken strongly

in favor of somethin<: of the nature of the Scott' amendments:. The

Justice Deoc.rtment, through its Antitrust Division, has come out
;

internally within the Administration strongly asainst anx such

arae ndmen t s , StranCTely, the state ncpar tment; is not believed to

have been involved in these raa t ter s , none of these positions are

public, they ar.e within the ~dministration, and my advice is b~52d

or. duf or-r-a L cc-rtoc t,s ,..~j.'-..:.!""'.in 't.hc J\ciminis~ratic:: iusc Lf . ~'!'his

3C
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difference in policy between t~o major units of the Nixon Aoninis-

tration has gone all the way to the White House level and has

resu1ted~~in~.Cahinet level·meetings~and'meetings·'· "in -vtrhevoffice"of '

l1,::i!1_?gE:!mE:!l11:: and__ BUc1getmb~t ,o_sti II,.as__of :yes-terdaymorning-there

was no word from the Administration as to what its position would

be with regard to the Scott amendments. This is not a very helpful

position and the Administration has been criticized on the floor

of the "Senate for failing to take one. As it stands now, there is

still the possibility that. it will take a position either favoring

the Antitrust Division or favoring the Commerce Department's

position or take no position at all, or permit both groups to

testify. At this moment, just what the AdMinistration is going

to do is :not known, although I am advised that they will be forced

to explain why they have not taken a position, if that is the case.

~t best, even though the scott amendments are received

with favorable attention by the United States Senate, I do not see

their being enacted into law in the near future. Legisiative

processes are'slow.

Gentlemen, I know that all of you are haz-d-ewor-k i nq , busy i

busy peopLe , but you have a special obligation Nith your know'l edqe ,

experience and jUdgment, to taJ"e a portion of your time and try

to articulate and bring to the attention of the public and the

Iffi~akers the need for the relative unhampered right to enter into

license agreements and transfer technoloqy for the benefit of all

mank i nd ,. The hour is late, .but 1·Ti th the hearings on the Scott

amendments a fresh wind is blowing. Let's you and I resolve to

see t::<lt it is a f avor-ab La l,·Ji.nd. I thank vou ,

3C
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After full discussion, the following statements of
position were agreed upon and recommended for
acceptance in the plenary session hGld May 5:

Discussions were based upon a proposed agenda and upon
>I'epOI'to of Standint; Committ.ec'~.: u:j of the United States
and Jtipanese bro~ps. Copies of ~he ar,endu' and of the
ropor-t s 01' the ':c.~·!o zroup 8 tand.ing commzt t eea loJere
distributed to ~ll particjpants.

;-:": r;":(.Ii:hl ar;d:.;.'..i/
..:""_;,':: :~';··.;:.~,:·LCS i::;,;-::'..1. C0:-I~.~(-'n·i.~lons

2····.·0:-·:. _~

I~~ >~::"·~-::::c 2. ~)::':::-~~.

:;':l!e ::-.::·(:ti~';i~.; of CO;:lr:~::.ttee fIll wac attended by six
i«. tin:; ~cd S... accs and six- .J'nr;3..l'iesc-: member-s and r-ough craft
'*'-·"'lir.:I~"(f,,~w3·5"·;-""fi1(tCu(i':i:fi"r.''''E'''''''1:THf,

wN

6'r'-· 'p-a'FrrcI'p'b31fs'~; "~-- 'p 're-;;5ili>'-e-(r

by l"ir. :-;o?1G.ld C: • .M.cnD.uChc~" ar-e avat Lab Lo in the
ChU:i.J·l::~~n I ~ files.

(1) Committee #4 ~avors the early ratification of the
Patent Cooperation Treaty and continued considera­
tion and study o~ the desirability of instituting
the provisions of Chapter 2 of this Treaty.
Recognizing the complexity o~ the problems
involved, the Committee also recommends that the
various r-cscr-vat rcns permitted under the Treaty
chouLd not, if t akcn , operate to de Lay ratifica-
tion of the Treaty; °

Co~~ittee #4 endorses and supports the principle
of the proposed Strasbourg agreement concerning
International Patent Classification. The Committee
believes the establishment of the special union and
the adootion of the international classification
with a.provision for continued development and
improvement is a worthwhile and highly practicable
stCD toward the reali=ation of the unive~sally

desired ability "to make truly comprehensive and
rellEible internatf'onnJ. patent searches;

Comm.L t t ee 1/4 favors the increasing trend toward
international collaboration to simplify inter­
national patenting and observes that -the proposed
European Patent System, if accessible °toapplicants
of all Paris Union countries, would be an' .
appropriate step toward such collaboration.
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~.i.;:lC to~2.·:):·!::'::'~· ::::'.1"1;2:'8 ~·!ej"'.:i c.~.cctls5ed by the Comrr::::"ttce
but \1.::',1 no:':' ~··(;;;;-.:..l"c in ;;:.t;;;,~~e:::er.ts of' pO::;:l,.tior.:

"0 ..• 1... ,,~;~~~~s~:~ ..~ ,,·~;-;~~--o.?-~~~,;·~,.c'a~~~-W-~'h ~~tB'~i-'~';dr'§'~~_~'~~"s!'t,~g'i;%~I:;o-t-e"-
rQLif~oa:~c~ of tile ?ntent Cooperation Treaty;"

2. r~f'i'ort2 to ir.lpro-ve document&tion and machine
~ep.rchi~.::; ca};.aoil:i.ties;

3. 1'11e pOSGib::':Lity that Article 29(bis) of the new
Japanese pc::.;ent Lav may make t::e so-cal::c(; ;;:"~.:;:C'r

r-e s er-var.Lcr; li.rticle 6 i l ( li ) ( a ) of inte;.'l..::;,;,. ~.: '-"". :_....

Respectfully SUbmitted)

s . ""'~").CG. n _ ~

May 24, 1971

I
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REMARKS BY EUGENE M. BRADERMAN
DEPUTY ASSISTANT SECRETARY OF STATE

FOR COMMERCIAL AFFAIRS AND BUSINESS ACTIVITIES
AT THE PACIFIC INDUSTRIAL PROPERTY ASSOCIATION LUNCHEON

WASHINGTON HILTON HOTEL, WASHINGTON~ D.C.
MAY 6, 1971

NEW DIRECTIONS IN INTERNATIONAL
PRODUCTION AND INTELLECTUA.L PROPERTY

Introduction

I am delighted to have :thisopportunity to be with
you today. This Washington meeting, it seems tome, is
the culmination of the dedicated organizational work that
went into forming PIPA in 1969 and carrying through since
then to make it a vigorous ,and constructive representative
of member country interests in the, international patent
field. (:C"

Review of the' Last Decade's'Dcvelopment

The decade of the'l960'swill, I believe, come to
be regarded as the watershed in the international

The paxtLc Lpa tion 'of"PIPA in .tibe Diplomatic Cpu-:­
ference to negotiette",a:,Patent,:Cooperation Treaty (PCT)
here at the State Department: last May"and'June gave
ample evidence o(the'usefult'lessof, such an .oxqenLz atiLon
and the continuing need for" it", in 'the ',f,uture '

c "", ",'" ,",n, _", C, ", ;'\.;" ,,' ,_,,'" '", ,-

Most of ~ou::':~;~':";famii'i~i:\~i~h":'~evelopmerits':in"the
international 'indus,trial/property ,'"field'''during ,the past
several years, and,~"I;"see, no need to review them with
you here in any detai14 After,noting the 'highlights,
what I will' do 'is'to',posesome'basic,'issues and raise
some questions' abOut;,where-':international business develop­
ments t including, coop~rat';on::in:the industrial property
field, may "take 'us: in,::the\'years,' ahead.

:X,':"-:::".l>{-' .' .... ~.,
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industrial property field~ There had been successful
international cooperation in this field earlier, as,
for example, the Council of Europe Conventions-on
formalities required for patent applications (1953) and
on international patent classification (1954). But these
were both essentially regional conventions.

~~I

1

I
I
I,

In 1962 the member States of the Paris Union Execu­
tive Committee and the Berne Union's Permanent Committee
approved a study looking toward the administrative re­
organization and modernization of the two Unions and the
United International Bureau Dr the Protection of Intel­
lectual Property (BIRPI). This action culminated five
years later in the Stockholm Intellectual Property
Conference. '

As a result of 'this Conference, the administrative
machinery of the Paris Industrial Property Convention
was'reorganized to make it more directly responsible and
responsive to the member States,_ and a new organization -- ~

the World Intellectual Property Organization (W.I.P.O.) --
was established. .

As' you know, the w.i.p .0. Convention came into force
in April of last year. As of January 1, 1971, eighteen
(18) States had ratified the administrative provisions
of the Stockholm Act of the Paris Convention.

We believe that the new W.I.P.O. is-better prepared
to cope with the rapidly moving developments concerning
industrial property and copyright protection occurring
·~ll over the world. As for the reorganized Paris Union,
we believe that it now has the administrative machinery
~o operate much more efficiently and effectively than it
had in the past in furthering industrial property pro-
tection. '

Evidence of this was the successful negotiation of
the world-wide Patent Cooperation Treaty (peT) at the
Washington Diplomatic Conference, in which your organiza­
~ion participated last May and June. Fifty-five (55)
member States of the Paris Union attended the Conference,
and thirty-five (35) States, includ~ng the U.S. and Japan,
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had signed the peT as of December 31, 1970, the closing
date for signatures.

We in the Department of State view the PCT as making
a real contribution toward our foreign policy objectives
in the areas of patents and foreign trade. We believe
that the peT will facilitate the filing abroad for
patents by U.S.industry and that increased filing will
materially help our foreign trade position. Further,.
we believe that the peT will strengthen the patent
system in developing as well as in Ln du s tiz'La.Ld.zed
countries. These are the reasons that the Department
of State, in cooperation with the Patent Office, took
the initiative in the Executive Cornrodttee of the Paris
Union in 1966 to propose a mUltilateral effort in the
international patent field which c41minated in the'
Washington Diplomatic Conference. These are the two
reasons today why I would urge American industry'to
study the PCT and let us have the views of yourorganiza­
tions with respect to United States ratification.

Further Industria'l Property Developments

As to the future -- one of the mo~t significant
developments on the horizon in the international
industrial property field is the proposed European
Patent Convention. In many ways this Convention may
be regarded as a corollary of t~e peT.

•Substantial progress on the European Convention has
been made during the intervening months since the peT
Diplomatic Conference. Our best estimate at this time
is that a diplomatic conference to negotiate this,Con­
vention may be held in 'the spring of 1973. There is a
widespread air of optimism in Weste~n Europe that these
negotiations will be successfuL.

Looking beyond the more immediate benefits resulting
,.from the coming into force of the PCT and the European
Patent Convention, there arernany experts here and abroad
who ~egard the long-term. implications of these two
agreements as being equally important. They believe
that there are elements of harmonization built into
these agreements which may ultimately, "lead to harmonization
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of certain aspects of- patent law and procedures Which
will benefit Patent Offices and patent applicants in the
U.S. and abroad.

Another develo~ment in the international industrial
property field that. should be mentioned, because of its
importance to major trading countries such as the United
States and Japan, is the work that is going on in the
W.I.P.O. in the trademark field. Two meetings'of experts
in this area have already been held -and another is
scheduled for October. The purpose of these meetings is
to consider how the Madrid Agreement Concerning the
International Registration of Marks should be revised
or,whether a new treaty shoul~be developed in order
"to devise" a system which is attractive both to countries
which are and countries which are not members of the
Madrid Union. Neither the United States nor Japan are
members of Madrid.

Importance of Japanese-U.S. Relationships

As. you know, the United States and Japan were two
of the key countries in all of the preparatory meetings
leading up to the PCT Diplomatic Conference, and have
been mentioned as prospective Searching Authorities under
the Treaty. I would like to say hqw gratifying it was
that all during those long and difficult negotiations,
the various Japanese representatives approached the
problems about which their Government was especially
concerned with a .cooperative and constructive attitude.

It was this spirit of cooperation on the part of
governments, with the support and assistance of industry, that
undoubtedly was one of the key factors in the successful
negotiation of the ·PCT. And there is no question in my
mind that cooperation among governments is going to be
a most important factor in the successful operation of
this Treaty when it comes into force. This will certainly
be true in U.S.-Japan bilateral economic relations because
of t~e high technology content of goods traded, of



-5-

licenses and of direct investments, and
of the sheer size of the exchange that takes

because
place.

For corporations engaged in manufacture -in patent
oriented or advanced technulogy i'.ndustrics, aD for
example, electrical-electronics, chemicals and pharma­
ceuticals, effective patent protection abroad is of
great importance. This is true whether a firm manu­
factures in a particular foreign country, licenses a
domestic company in that country to produce its product,
or merely uses the patent to protect its irnportposition
in that country.

The high level of patent filings between the United
States and, Japan indicates the great numbe r of £i rrns,
large and small, national and multinational, which f~el

they need patent protection in Japan and vice-versa.
For example, in 1969 U.S. nationals filed morevt.han
13,000 applications and were g~anted 4,600 patents. This
was b"., far che largest number of applications filed and
patents granted in Japan to any group o~ foreigners. In
the same year, Japanese nationals filed 5,400 applications
and were granted over 2,100 patents. Only one other
country -- the Federal Republic of Germany -- had a
larger nurr~er of filings and patent grants in the U.S.

This large number of cross filings between the two
courrt r'Le s is partly a reflection of tihe- size and nature
of U.S.-Japanese trade. Thus, in 1970 U.S. exports to
Japan tota ie d more than $4. '& billion and imports from Japan
amounted to almost $5.9 billion. The volume of patent
filings and the vol~me of trade are indicators of how
necessary continued cooperation will be.

Even though there are large numbers·of applications
being filed today by American enterprises in Japan, we
believe that there are additional companies that ought
to c~nsider a patenting program in Japan not only in
terms of the domestic market there but also because of
its position as one of the world's leading trading
nations.
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Since both the United States and Japan are members
of the Paris Industrial Property Convention, u.s.
businessmen are entitled to the same treatment under
Japanese industrial property laws as that Government
extends to Japanese nationals -- that is, "national
treatment." There are, of course, other important
benefits accruing to American nationa~s under the
Paris Convention such as the IIright of priority. Il
Similarly, these benefits are also extended to Japanese
nationals in the United States.

We have come a long way en d accomplished a great
deal in the industrial property field. But as we look
ahead to prospective developments in the years to come,
I believe we must think in the context of the inter­
nationalization of production and the multinational
corporation.

Internationalization of Production

Once upon "a time, with rare exc:eptions, a firm
produced at home and, if it had excess production,
it tried to sell that excess production abroad~ Or
a company may have been induced to go into the export
market by exhortation -- exporting is good for you; it
will bring you profits. And it is good for your country:
it will help our balance of payments.

The pattern has changed. U.S. companies have been
investing abroad at a constantly increasing rate. The
book value of U.S, foreign direct investments today
stands at an estimated $78 billion.

You know the reasons firms have gone abroad: to
be close to markets, to manufacture within preferential
trade areas such as the Common Market or the European
Free ~rade Associat1on, to sec~re markets" that otherwise
would be closed by quotas or other protective devices,
or to take advantage of local labor and other resources.
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on where to produce and what to prod~ce are being made
with little regard to national borders. The non-political
risk questions are being decided purely'on the basis of the
economic desirability of producing in locality~A or in
locality B.- These decisions may involve the siting of
research and development facilities,' manufacturing
establishments, or sales and distribution organizations.

The. so-called multinational corporation has been the
principal instrument of these developments. The quanti­
tative growth of multinational corporations'over the past
two decades has convinced many people that a significant
qualitative change has tak~n place and that we are seeing
something new and vital in the realm of international
economic relations. Sc~olars, businessmen, labor and
governrnentare all exploring the sUbject in-order to
extend our knowledge of the multinationals and their
impact on theiives' of nations. Although we have only
scratched the surface of information needed to formulate
pUblic policies with respect to 'the multinational corpora­
tion, we are beginning to get a fairly good fix on the
pUbli~ and foreign policy issues and problems associated
with them.

The number of multinational corporations runs into
the thousands -- over 600 U.S~ firms operate in the UK
alone. But the troly influential firms, the ones Which
account for the vast preponderance of foreign direct'
investment; are far fewer in number. It has been
estimated that at least 80 percent of all U.S. foreign
direct investment is accounted for by some 200 firms.
Many of these are such familar household names as General
Motors, Chrysler, Ford, Singer, IBM and ITT. About 100
foreign firms comprise the major multinationals of the
rest of the world, inclUding, for example, Philips,
Nestle, Shell and Lever Brothers. This means that about
300 firms, two-thirds of them U.S.-owned, dominate the
field of international direct investment.

A characteristic feature of these firms 'is that they
"multinational" not only in opera~ions, but in
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"'o'r'g'2i'lt:tZ'2ft'i:O'h''''''and''''''outl'o'ok'~--','. The y""usual-lywhave·'-'ope-rab-ing-"',­
divisions in several countries and local operations are
customarily in the hands of locally recruited staff, at
least at middle management level. Top level management
may be from headquarters staff and of any nationality.
The trend thus seems to be towards firms of truly cos­
mopolitan outlook, not just national firms operating
abroad. .

"j'

\'i,

Now to develop a feel for the magnitudes. In 1970
the book value of the U.S. share of foreign direct
investment was estimated at $78 billion. Geographically,
ab~ut 2&% of this investment was located in Canada, 28%
in Europe, 1~1o in Latin America and the remaining 26%
scattered in other areas of the globe. By sector, about
4~h was in manufacturing, 28% in petroleum, ~h in mining
and smelting, and the remaining one-fifth in miscellaneous
operations, includingservices~ The rate of return on
U~S. foreign direct investment in manufacturing has averaged
about 12 percent in recent years. The total return on all
foreign direct investment was about $6 billion in 1970.
Netted against new. investment outflows of $4 tiillion from
the United States, this yielded a positive contribution
of $2 biilion to our balance of payments. If net income
from fees, royalties and other income from U.S. direct
investments abroad is added, the total net contribution
to our balance of payments probably was on the order of
$4 billion. This may be co~pared with our Qerchandise
trade surplus in197Q of S2. 7 billion (only S1.3 billion
in 1969 and S.8 billion i~ 1968).

!

. What are some of the more ampo r-t arrt Ls sue s arisihg
from the business decisions ;~~ ~?~~~~~or.s 0= ~~e

mUltinationals?

As international company operations have grown, they
"have called forth varying degrees of nationalist response,
in developed as well as in developing countries. On the
one hand these concerns have led to cries that foreign
capital, particularly American, was dominating the
economy a~d influencing ge~eral policy unduly, and that
steps must be taken to reverse the trend. Others,
particularly the companies themselves, have expressed

r
I
L
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a need for greater
or spelling out the rules of the game so ,that inter­
national companies can most effectively use world-wide
economic resources for productive purposes without
running into conflicts of law.

The areas most often cited in the latter connection
involve antitrust, tax policy, securities regulation
and company·law, export control policy, and balance of
payments measures. Others r~ceiving attention include
weights and measures, product standards, food and drug
regulations and, of course, patents. But the fact is
that harmonization of laws among nations is a long way
off. We face not only problems of international nego­
tiation but strong resistance on the part of domestic
companies as well.

With or without harmonization of laws,' there are
many questions we need to be asking ourse~ves. Some
of them are:

Is the growing.internationali7.ation of ~roduction

good or bad? What does it mean for U.S. eXQorts and
imports? What does it mean for world trade? How do
our foreign trade policies affect the flow of private
investment abroad? What role does and should inter­
nationalized production play in the economic growth of
the developing countries? Where do the Communist countries
fit into this picture? What are the implications far
foreign policy -- or for domestic policy? How are the
attitudes of business and labor and the consumer affected?
What does it mean for domestic employment -- for our
overall economic growth? For the Japanese and others,
t~re are relat~d questions.

The general question of the government's role
with respect to private direct investment abroad is
an important consideration in these developments •.
Private direct investment has always been considered
an affirmative factor in our relations with other countries4
First of all, foreign direct investment is thought to·con­
tribute to economic development abroad. Sec~ndly, the
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Development as a goal for the less developed
countries (LOCs) still seems sensible and right, and
most-people contipue to believe that foreign direct
investment is a necessary ingredient if there is to be
much hope for achieving this goal. It benef~ts a country
by adding to and improving the quality of its existing
resources. It brings in new capital, provides employment,
pays taxes, produces export goods and import substitutions,
provides access to marketing networks, stimulates the
local capital market and brings in advanced technology,
industrial know-how and management experience. ~en

foreign investors train local personnel, When they
invite local financial·participation, when they con­
tribute to an industr.ial hinterland by SUbcontracting
locally, they make a significant contribution to con­
tinuing9rowth~ This catalytic effect is, I think, of
foremost importance to the developing coun~ries if they
are tq achieve substantial growth~

The growth of our foreign direct investments has
brought an intensification_of old "and some new problems~

They stem ~rimarily from a more pronounced and overt
sense of economic nationalism abroad~ These developments
have led President Nixon to suggest several modifications
in a policy which might have been previouslydescribeq
as one which -- except for "temporary" measures to limit
the outllow of capital from the United States for balance
of payments reasons -- encouraged U.S. foreign direct
investment almost without qualification •

. The President first signalled the change in policy
on October 31, 1969 when he said, "Just as a capital­
exporting nation cannot expect another country to _accept
investors against its will, so must a capital-importing
country expect a serious "impairment of its ability to attract
investment funds when it acts against existing investments
in a way which runs counter to commonly accepted norms

'of'lnternatiortal law and behavior~~.~We ~ll not encourage
U.S. private investment where it is not wanted, or where
local political conditions face it· with unwarranted risks~

!J,
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But my own strong belief is that properly motivated
private enterprise.has a vital role "to play in social as
well as economic development •."

And in his' "aeeee of the World II Message to Congress
on February 19, 1970,' the President said, "In practical
terms, we shall confront increased pressures against
foreign investments •••• Foreign investments are the
most exposed targets of. frustration, irrational politics,
misguided nationalism.••. For their. part., investors must
recognize the national sensitivities and political needs
of the 1970's •••• There is no more delic~te task than
finding new modes which permit the flow. of needed
investment capital without a cha:nenge to nationaL pride
and prerogative•••• Private.investment must play a·central.
role in the development process to whatever extent desired
by the developing nations themselves. 1I

The question of limiting assis~ance to u.s. private
firms which seek to invest abroad. "to the extent desired
by host countries," was noted again by President Nixon
in his second foreign policy report on February 25 of.
this year.

What then should U.S. Government policy be with respect
to investments? ShOUld investment be encouraged on a
selective basis, taking into account the factors noted.
in the" President's remarks? (I shoUld observeheretha~

with respect to ~riendly developing countries our legis­
lation establishing the Overseas Private Investment
Corpdration (OPIC) laid down a policy of se~ectivity

in the encouragement and support by OPIC of private
investment abroad. OPIC's operating guidelines accord­
ingly place particular emphasis not only on the commercial
soundness of each project to be assisted but also on its
social and economic developmental impact inclUding, for
~xample, its effect on the host country's revepues,
foreign exchange, employment and ecology.) Or, as some
suggest, should the Government be completely neutral,
which· is to say we will let the market place, m~aning

the investor and the recipient country, decide whether
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investment will ,take place and in what form? Still
_. -~6"t1iei;;-s--·beri'e-VE!.f-"that-"--the"U';--S';"--'Government---should-'-promote··,

investment without qualification--or that the U.S.
Government should actively discourage it. There are
pros and cons for all of these positions.

I don't have 'the answers to these questions. No
one does. There are no clear signposts pointing to the
correct or most efficient way to develop an inter­
nationalization of production that will p~vide maximum
benefits for all. But we do have some principles to
guide. us: cooperation instead of conflict~ flexibility
instead of rigidity: fair competition instead of
restrictionism.

Regionalism in the Pacific Basin

The moves we have made toward harmonization of patent
procedures wi1lcontribute to a favorable climate forth~

internationalization of production. I think this kind of
cooperation can lead to furt~er cooperation in other areas.
I am thinking specifically of the many possibilities for
joint~.~.-Japanese endeavors in third country development.

Japan is increasingly active in Asia as a direct
investor and a direct competitor of our investors~ All
three parties involved --·U.S. firms, ~apanese firms and
host countries -- stand to gain not only from this
competition but from the cooperative- ventures that this
makes possible. At the same time such consortia diffuse
the nationality of the investors and help to take
investment out of po1itical contexts •

. From our efforts to persuade Japan to liberalize its
rules on direct -investment more quickly, we have learned
how different the Japanese system is, from ours. It works
very well for Japan, and ~he Japanese therefore have dis­
couraged the entry 'of foreign inf,l:.lences which they
believe may disturb the smooth operation of their. economy.
But if both Japan ahd the U.S. are to g~in the full
advantages of internatior.~l:za:ionof produciion, both
are going to have ~o change. Perhaps we can learn to
reconcile at least some aspects of our systems through
coo?erativ~ investmen~ ventures in third countries
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where neither Japanese nor American firms need be locked
into their traditional business practices.

wnether it is. patent cooperation or joint develop­
ment investment, it is too limiting to dwell on the
role of Japan and the U.S. to the exclusion of other
Pacific nations. ' Because of size, the U.S. and Japan
are going to be the principal players in multinational
projects in the Pacific, but we should think in broader
terms which include other nations in the Pacific area.
The Pacific Basin Economic Cooperation Council (PBECC) -­
Japan, United States, Canada, Australia and New Zealand)
may be one means; the Private Investment Company for
Asia (PICA), another. We want to see regionalism develop
in the Pacific. Japanese-American cooperation is a­
necessary condition.

You in PIPA through your efforts to achieve. coopera­
tion in intellectual property matters, can contribute
much to economic integration. Technology ~s the key to
development. You hold that key.

* * * *




