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: FOREWORD _

This report was prepared by Mr. George E. Frost, s pariner in
the patent law firm of Frost & Verhoeven, Chieago, Ill., for the
Subcommittee on Patents, Trademarks, and Copyrights as part of its
study of the United States patent system, conducted pursusné to
Senate Resolutions 92 and 167 of the 84th Congress. It is one of
several nowiin preparation under the supervision of John C. Stedman,
-associate counsel for the subcommittee.

Because of his experience as a practicing patent attorney, professor
of law, and frequent contributor to professional journals and law

reviews, Mr, Frost has a broad background in the field of patent law.

He has participated in some of the important patent Iitigation of
recent years and in numerous symposiums and conferences held on the
subject of patenis and related matters. He has served as & member
of the Attorney General’s National Committee To Study the Antitrust
Laws and has been active in various bar association committees, In
" addition to jpracticing patent law, he ecurrently teaches at the John
Marshall Law School, Chicago, Ill., and he has taught at the Univer-
sity of Chicago Law School. Among Mr. Frost’s writings, published
in various professional journals and law reviews, are Patent Infringe-
ment and the Public Interest (1944), Legal Incidents of Non-Use of
Patented Inventions Reconsidered (1946), Misuse as a Per Se Viola-
tion (1955), and Patent Office Performance in Perspective (1956).

In publishing this report, it is important to state clearly its relation
to the policies and views of the subcommittee. We point out here,
as we have in other studies in this series, that the views expressed by
the author are entirely his own. The subcommittee accepts, and
" welcomes, the report for consideration and study, but its publication
in no way signifies or implies acceptance or approval by the subeom-
mittee or its members of the facts, opinions, or recommendations
contained in it. Such publication does, however, testify to the sub-
conmittee’s belief that the report represents a valuable centribution
to the literaturs concerning the patent system and its operation, and
that the public interest will be served by its publication, distribution,
“and consideration. ' o

_ Josere C. O’MAHONEY,
Chairman, Subcomittee on Patents, Trademarks, and Copyrights,
: Commitiee on the Judiciary, United States Senate.

Dzcemenk 26, 1956
m
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THE PATENT SYSTEM AND TH. o

“The hlstory of the: Amerlcan patent system spans the growth of the
Natmn. It 1s written in the‘constitutional provision unanimously:
“adopted in 1787,% the first patent act of 1790;% and it the numerous
i)atent -statutes - ruhning. down to ‘the. present ‘1952 Patent Code®
its inception the system: was characterized:as an’‘expression of the
right of an individual t0' the fruits of his’ inventive intellectual accom-
plishment * - “Today it operates in & dynamic Tesearch-centered -eco~
nomy at-a time when apphcatmn of the scientific method té: the arts
‘of both peace and ‘war is. &'necessary ingrédient 6f world leadership.
And—while the individual inventor remains significant—the spotlight
. has shifted to the salaried gelentist and engmeer engaged in group:
_research of the kind: that accounts for the sustamed WhlI'lWlDd ‘pace of
‘éurrent technical progress:

.. No evaluation of ~the patent system gamn- 1gnore these changes
The ultimate- consideration, howevery is:not the fact of the change
but rather whether the system performs a useful “function in the
modern. ‘economy.  ‘The success of the system:in an- earlier day can
have 1o ‘significance beyond its bearing on the: present. - Conversely,
abuses of the patent system when patent and antitrust doctrines were
less well developed: can only-.stand as historical facts deserving con-
sideration to the extent they represent current conditions.

- In like measure a meaningful analysis of the p&tent system’ demands
a proper: emphasis upon normal .conditions. - The patent ‘system~—
like the free enterprise economy of which it is a part—-takes signifi-.
cance from over-all effect.:: ‘The unusual is'always of intérest-and the
temptation great to concentrate upon it. ~ The normal is by compari--
_.son .dull_and uninteresting.'Yet, until the day-to-day operation of
* the patent'system is-explored there can bé no. perspective from which’
to- con31der the unusual or:to eva.luate the opportumtles for mprove—
ment
It is an-im ortant comc1denee the.t the- reeeareh and development
'competltlon stered by the patent system ha,s become progresswely

*In the preparation of the present study the wriber hes had the beneﬁt of comments snd suggestlons froin
8 great number of parsons skilled in the varigus technologies and having specific experience with varfous
phases of the patent law in action. - The numher of such persons is too great for ahstmg of individual names
To each, the author expresses his sincere gratitude. -

“14Thg Congress shall have the power * * * topromote the ﬁ1;)mgress of science and gseful erts, by seeurlng
for limited times to suthoers and inventors the exclusive mgh to their respeetwe Writmgs and discoveries”
(Constlf:utwn art. 1, sec. 8, clatise 8). Ry ‘

1] Stat,

+3.66 Btat. 792

"4 The utility- of this power (art 1, séc. 8, elatiss 8) wﬂl scarcely be' questloned 'I‘he copyright of authors
‘has been.solemnly adjudged, in Great Britain, to'be anght of commonlaw. The right to useful inventions
sesms with equal reason to belong to the inventors. thlie good fully eoincides in both cases with the
7 claims of individuals;* The States cannot, separate]y ma. e effectual provision for either of the casts, and

“mést, of them have anticipated the decision of this point, by laws passed at the instnnce of Congress” (T
Fedaralist, No 43 (Modem Lib rary Edibloﬂ' P 279). )




more important in recent years, No longer can business management.
confine eompetitive effort to existing production, management, and
sales techniques. Rather, effort must be directed towards comnpetition
in the research and development of improved. processes and products.
Years ago, change was something to be accepted when it came but.
T ever encoura.ged Even laggard business organizations. ‘that awaited
the results of the activities of their-more: progressive rivals could
usually adopt changes’ belatedly ‘without gerious competitive conse-
quences, Few buginess orgamzatlons can:gurvive with this attitude
today. Rather, competition in process and product development
and innovation:is as important: to business sur\nva,l and growt.h as 1&
ma.nagement production; and: sales effort,:

~Ewidence.of this:competition appears on evefy hand Newspapers,

and. magazines abound with .comment on new.products: and processes:

developed: through: competitive research and»with -ahnouncements of:.
the construetion of new: laboratory facilities’. Stock analysts:carefully:

study: not. only: ithe =tra.ditiona,1‘accounting'a,nd sales: figares, ‘but-also:
the.extent of.résearch and:development effort and. &ccompllshment in:

relation to: competitors. Annual reports:likewise réflect-the:change.
No longer do. they:boast: ol profits made on the tried and trusproducts.
ofithe past.. Instead they speak: proudly:of the new products-and?
processes. of: the présett and .point to: the: proportlon of :gales volume:
in products developed through recent research. :In:countldsy fields of-

business; sales: effort- emphasizes-not: only price; quality, and:like
conmdera,tmns Dbut a.ddltlon&lly comentra.tes 011 the new: ;fea,tures
derived from.résearch.: sy raderoon i opeaiiori iy i

./This:competition between: nva,l orgamzatlons in research develop-:

ment. -and ‘marketing  of: neW products. and processes:is every:bit.as:
unportant to. real-economic: progress-as. the clagsical competition:in:

production-and sales.:: It is.crucial to the:dynamie- economy ‘and-is!
thus essential-both:to: an-dncreased :standard of living and to: main-

tenance of world: leadership. .. It is due in‘large measure to:the patent

systemand a,ppropna,tely forms the sub;ect of ﬁrst conmdera,tmn.

hérein..

'The. p'éute'ut systern is frequently crltlclzed a8 1ncons1stent with: the.

competltlve ecohomy and the antitrustlaws.-Misconceptions respect-:

ing :the economic power conférred by letters patent.are responsible:.

for much.of this criticism. - ‘The fact is that the system.is.a stimulus:

o, .competitive : effort, .both in- terms: of :the competitive. activity. of;

existing firms in product and process development and in terms:of:

inducing' the, formation, and, activity- of new. business based :on: new
products: and .new. . processes...- The: system' is. accordingly,; comple-:
mentary to the antitrust laws in effectuating the overall public-policy-

of competition on all fronts. -Of course there are questions  with
respect {0. the. &pplmatmn of the’ patent, law and.the. ant1t.rust law to:

various. specific.. competitive practices; "Theése” questions” and: the

relation of the: }%&tent system to the competltwe economy form the‘
11

seecond major subject discussed herein.
Finally, a patent system must be workable, to be.effeotive:  Pa oint
sub_] ect matter must be defined ; practlca,l procedures must be available

for the issuance.of patents;. and the law must:provide for effective.
enforcement’ of ‘the rights granted. . Judicial decisions and adminis-!

trative practice have, over the years, given rise to the evolufion of
numerous patent doctrines and practices. They represent the prac-
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tleal steps taken by the judiciary and the Patent Office to make
effective a body of law that the Congress can spell out only in outline.
For the most part, these practices and doctrines have been effective
and wise, and where change has been required it has been made. In
afew respects however, the system has “Just growed” with the conse-
-quence that: anachronisms existand procedures devised to:solve  prob-
lems in . the: past. have themselves given: rise to -current: diffculties,
Also the “invention” concept has been the source of controversy.
“And a problem. of over-zll-complexity raises the question.of possible
simplification-of all: patent practice.”.. Moreover, a problem exists of
assuring to the Patent; Office. contmued funds adequate for the vital
task it must perform. .. Part:3 of this paper is devoted 10 a conmdera.-
tion of these aspects of the patent systemi: i,

Over-all, the patent systein represents a-vita y necessa.ry 1nst1tut10n
to preséive and enhance the: research’ competition that-has: char-
acterized . the postwar economy:. .It:is;wholly: cons1stent with the
competitive economy asia whole, and the problems arising with respect
to its relation to:that éeonomy can.be handled with-presently devel-
oped degal rules: « As:to the mecha,mcs of the petent eystem however,
: number of cha,nges ire. 1n order : o




'PART I_THE PATENT SYSTEM AS' A STIMULUS TO COM-
 PETITIVE EFFORT IN RESEARCH AND DEVELOPMENT

-+ The patent'system eéncourages:invention, not only in-that -
it rewards the Inventor with a patent, but it spurs the com-+ -
petitors to:put-forth their mightiest effort to. produce a prod-:. =
cuetas good; yét different fromi: the ‘patenteels:  * % ~ik. .o
It must be admitted thiat in an’effort to avoid infringement '
“of a patent, a8 much. gkill-is often :digplayed as is shown in".
“the- con¢éption:or development: of-invention:itself, - ‘There: <!
- is, however, nothing objectionable'in this. = In fact, it is thus .-
that the patent system is working gt its:best.: For it is then. .
* that we have' competition between' a -holder of: 4 legal mo~.
nopoly and ‘his” competitors...1t:illustrates. how-the: legal ...
monopoly evidenced by a patent excites the competitors fo... -
their best, to meet or excel the product covered by the exist-
ing patent. Competition among ndustrial rivals and in-
ventors is thus incited.® : :

Space limitations forbid consideration of all the economic, psycho-
logical, and social factors bearing on the operation of the patent sys-
tem.® Consideration must accordingly be confined to the role of the
gystem in a specific economic area—the stimulation of competition in
research and development. The competition here considered is not
of the classical kind between sellers of like goods whose- attention is
primarily direcied to the production and sales efforts involved.
-Rather, we deal with competition in the conception, development,

c i’ P%‘q.gzdge Evans in Jumes P. Mursh Corporetion v, United States Gouge Co., 120 F. 23 161, 165 (7th.
T, ‘ .

“To illustrate, an inventor brings forth an apparatus whick i3 better and made st Pess cost than any-
thing heretoforg made or used in fhis field. All competitors are threatened with Ioss and perhaps raini(f
an equally pood product Is ot made and =old at prices which meet the new patented product. At onee,
the inventive and creative talents of competitors are aroused. They are spurred to their best efforts to
produce, not merely ss good, but & beiter, prodiet, by a new, noniniringing method or apparatns. Thus,
instead of displaying monopolistic traits, the patent fosters competition among inveators and begets new.,
and hetter products and lesser costs, As a result the public is the beneficiary.” Per Judpe Evans in Chi-
cego Steel Foundry Co. v. Burnside Steel Foundry Company, 132 ¥, 2d 812, 816 (7th Gir. 1843),

0 Over and above the compelitive considerations here diseussed, the patent system is eredited with two
desirable attributes. First, It honers the debt of society to the inventor, Second, it encourages disclosure
of inventions rather than their use in seerecy. 5
thBt?th of these are important. Thus Mr. Fustice Reed notes in Muzer v, Stein, 347 U. S, 201, 219 (1954),

at— .

‘“The economie philosophy behind the clause empowering Congress to grant patents and copy-
rights is the convietion that encouragement of individual effort by personal gain is the best way to
advance publie welfars through the talents of authors and inventors in ‘Beience sand useful Arts’,
Sacglﬁciéﬂ”days devoted fo such creative aetivities deserve rewsards commmensurate with $he services
rendered.

Therger G. Jungersen—the unsueoessiul plamitff it Jungersen v. Qsthy & Bardon Co,, 335 U. 8. 550 (1949),
and a pioneer In the investment casting process—testified that 1 came to this country because ¢f the Amer-
{can patent laws.” Hearings before the Subeommittee on Patents, Trademarks, and Cepyrights, of the
U, 8. Senate Committee on the Judiciary, 84th Cong., 1st sess., Qctober 10-12, 1965, pursuant to 8. Res,
92 (hereafter cited as Hearings, Oetober 10-12, 1955, pursuant to S. Res. 52}, p. 210, ~Ironically the Jun-
gerson patent was upheld In Great Britain, Id. at p. 216.

3 diseussed in the body of the text, seerecy works against the sompetition stimulated by the patent
system, Apart from the competitive aspect secrecy is undesirable becatise there is a public value in-having
as much technical kmowledge spread upon the puklic record as poessible. And there are many marginal
situaticns where the choice between secrecy and patenting is a real ¢ns turning on the extent of the legal
rights whieh wonld be granted to the inventor by the patent.

or disezssion of the points generally urged in supﬂcl)rt of the patent sysiem see Oppenheim, Cases on
Federal Antitrust Laws 404-481 (1843), and Stedman, Invention and Fublic Poliey, 12 Law and Contempo-
rary Probloms 649, 652 (1947) and see Frank, J., concwring in Picard v. United Aireraft Corp., 128 F, 24
632, 543 (2d Cir. 1042),

4
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application;and marketing of new products.and processés. . This.com-
petition accents the differences—and derives its social usefulness from:
these differences. ;- It is.influenced by the patent system.in three major
respects.. -First, t.he patent system provides aprotected market- with:
the’ opportumty for unugual:profit necessary: to justify. the heavy:in~
vestment in time, effort,.and capital necessary: to bring the i improye-
ment to.the pubhc. ~This same. protected market provides an entering
wedge by which a business enterprise entering a new field: can over-
come: the obstacles that -othérwise discourage entry into: an industry:
already. populated. . Finslly, the ever-present threat of new firms with
exclusive rights to new . technologies. compels existing enterprises to
explore avenues of improvement upon. pain.of sudden obsolescence.
All of these. effects a,uip in generating & dynamic progressive.environ-
ment. under which the businessman must compete not only in- terms
of production and sales technique but must also exert ‘his talents
the direction of téchnological improvement.f i - i~
~Competition’ jn innovation is the a.gg:rega.te result of many factors
makmg up the “‘climate’” for research and technological:improvement
generally. .. Most important of theseis the psychologicel factor.. ‘Thus
all mdustry tends to become improvement and research minded once
the accomplishments of a few. firms.in. this :area become apparent.
Indeed, nearly every technical “breakthrough’ : stimulateés :chain
reaction effects far beyond. theares. of immediate accomplishment
and.-of importance surpassing ‘the initial change. - Conversely, when
application of anfitrust, ‘patent, or:other law appa,rently penalizes
product improvement itself—or- what ig ‘apparently normal:conduct
i relation to-such improvement—the “climate’? is-adversely affected
and all business tends towa,rd the dull routine of making the.same old
thing in the same-old way.® - The tax liw similarly.béars on the matter
of technological innovation and in:the past has exerted:a: depressing
efféct il some areas of research.? . In like measure some aspects of the
tax laws—especially the ca.plta.l gains provisions—have a:direct and:
! The importanece of an economy with v.lgorous research and product compatltion has ot bean overlookeclﬁ
by the economists.. Schumpeter states:
e " x it s gt {hat kind of eompetiﬁon [from the maker of at ident[eal product] which counts
: but the eompetition from the new commodity, thé new ‘technology, ‘the new soures of Siipply tha
new type of organization (the largest scals unit of eentrol for instance)--ecompetition Whifgl d
strikes not at'themargins of profits and the outputs of the existing firms but a¢ thelr foundations and
their very lives. Thiskind of competition is as much more effective than the other as & bombardment:

i 11% 5in companson with foremg B dopr * * »? (Oapitahsm, Socia]ism, and Democracy 84 (3d ed
Sehumpeter's iew, 1 d].scnssad at length in Hale a.nd Haie, Monopoly in Motmn Dynm:nie Ewnomcs
in Antitrust Enforcement, 41 Vieginia L. Rev. 431 {1955).

‘When asked what world-happen if General Motors were faced: with a revolntlonary patent in the auto-.
mobile Industry, William 8. Knudsen, then presidént of General Motors, testified *™* * “If such a thing
were possible, we certainly would all either make a deal:for license under this revolutionary patetit or you
will sgee a lot of penple workmg 7 nights 8 week nnt;ll w8 have Iound something ! Ph 2, TNEOC hearings,
D3

¥ The reccnt consent judgment entered against Amerwan Telephone & Telegraph Co. (Jan, 24, 1956, in
Civil Act.mn No.17=40,07. 5. v, Western Elecfric Comprity ef al:) hias been publicized ds a “sivesping patent.
victory” for the “antitrasters.” - See Business Week, January 28, 1958, p. 160 - The net effect of thig and-
simlar publicity on the decree héis been toleave the impression: that the foens of the case was on the patents
and that some real fault existed on the parf of the company in its research and patent policies. - Thefact is
that the company has followed a policy of grantlng patent licenses, both to other companies in the telephone;
field and t¢ other manufacturers.  Seg, e. g., EO hearings; pt. 3, p. 961, and McHugb, Bell System Pat-
onts and Patent Licensing, Bell Telepilone Magazlne, Janunary 1949;

9 A perticularly troublesome aspect of the tax law ha¢ been the past uncertainty asto the dednctibihty
of research gnd development eXxpense as & “‘reasonable business expense,” against the contentions of the
Commissioner of Internal Revenne that such costs should be capitalized, - See Bush, Scierice the Endless
Ercl»inner, 16 (1946). ‘This problem isin large measuré' overcome by sec, 174 of the 1954 Internal Revenue

ode, - s e L




marked:éffect:in’ stimulating mvestment inr
based ‘on:new-produets.® dn
t2The patent system’stimulate product competmlon in-many: forms.
Competltmn may-be that-of the manufacturing hewcomer challéng-
ing—with o patented product-—the existingproducts of the established
industry. ~1t may'be thatof-a: royalty-supported: research: organiza~
tion ‘compelled -to maintain:its.own:pace of development ‘ahead: of: the
field - ‘or otherwise lose its'royalty:income. < “Theiicompetition may ‘be
that ‘of ‘established ‘manufacturers: seeking: to: maintein- or improve
their ‘respective “industry ‘positions “ins'relation ito . other: established:
- tanufacturers,ior seeking to-savesthe expense ofiroyalty payments to:
others; or to prevent foreclosure:of ‘some product!dine by reason of
adversely beld patents. A nd:—with respect to the individual inventor
seeking’ to’ sell & patented invention-the patent systein provides an
stmosphere.of competition:among’ his prospective manufacturing ‘cus~
tomers, each realizing that:it may bel foreclosed  froin a:promising
development if it closes the.doors to:such items: < Inall of these areas
the patent; system>does: more than serve as an:incentive..: It-compels:
action in-wiew iof theactivity:'or ‘threaténed: activity: of others.::The
stagnation: that: public: policy>ablors/in: the field ‘0 business: activity
generally-ig:precluded in the ﬁeld of resea,rch and development by the
eﬁ"ects of thepatent system.. SHCTI R I i

‘Colér television: gives us a v1v1d example of current eompetltlon in:
development*11 "The-two. principal ‘patent: licensing- organizations in
the/industryiare: RCA and Hazeltine. " RCA is'said to have invested
$65 million:todatelin: color: TV reseéarch. Hazeltine has concentrated
on ‘color TV-rescareh during ‘the last-5 ‘years; with an:annual expandis
ture:for-its research and:license service activities of-approximately:
$1:million: :: Neither:éompany has yet:received any significant return
on ‘thig:investment:~ Andieach-faces the vigorous and effectivé com-
petition: of iother: orgamza,tlons. ;i Indeed, .the ‘first' color  television
gstem licensed: by the Federal Commiunications Commission‘was the

BS field sequential system.’2. . .

One area will illustrate the eulrent acmwty The cathode ray tube
is the. hea.rt of a color. TV. Teceiver,, It must ‘hot: only reproduce the
televised image as such, but i addition’it must faithfully show the
color content. At the: present time -at least four different types of
color tubes are competmg for suprémacy, One-—currently the leader—
is the “shadow mask” type tube wlich has been the main point. of
emphagis by RCA. Significant 1mprovements in thé method of man-
ufacture of this type tube have come from OBS—I—Iytron one manu-
facturer ‘of the tubes.” "Géneral’ Elect.nc i actively ‘developing what

“i0THerg has been cons:derahle diﬂicu]ty in connectmn w1th the status of an exclusive royaity bearing
Heense under & patent asa “‘sale” giving rise Lo capiial % nsineome, and with respect to the questlou whether
the patentee is disqualified from capital gains status because he is in the *trade or business’’ of inventing,
Bee Gitlin and Woodward, Tax Aspeets of Patents, Copyrights, and Trade-Marks, Practicing Law Insti-
tute, (1850) pp. 17-27, The difficulties It theso respects are in great meastre overcome by sec. 1935 of t,he
1064 Internal Revenue Code.. See: also Public Law 620, 84th- Cong 12 2d sess approved, une 29,,1056,

I Sge, g. 2., Fortung, November 1955, 1. 138,

12 The history of the field sequential system shows the risks in techulcal development and the need for
the active pursiit of all a) é)proaches despite Industry; confroversy. . At the time the Federal Coramnnica-,
tions Commission Heensed CBS the simplicity of this system and the quality of the pictirs avallable under:
favorable conditions were apparent, It did suffer from. sn inhérent diffienlty of not being “compatible'”
with black and white transmission, but It then was not certaln that alternative systems could do better.
More recent developments—induced at least In part by the OBS activity—have resulfed in ths greatly
superior system now adopted es standard by the Federal Oommunications: Comrudsston,

i
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is known as .the ‘““post-accelérator’ type-tube, operating on:a: funda-
mentally different principle.’ And from sources outside the:industry
the Lawranee “‘chromatron’. tubess being developed.” . Fifty percént
of the stock of Chromatic Laboratories; which-is-developing this tube,
is ‘owned. by Paramount: Pictures. - Finally, : an findependent radio
mapufacturer; Philco, is developing the:so-calléd “apple’” tube. .7 .
- -Only time can: résolve: the rivalries bétween proporents of various
color T'V ;systems.: -Nor:can there be any present résolution of this
current industry . controversy . of : whéther color TV ‘is: premature.!
The important considerationis that development is being vigorously
pursued under competitive conditions on many fronts. As work pro<
ceeds—and especially aftér manufacturing and sales expérience accumu-
lates—many avenues;of-current development -may prove impractical:
Indeed, the field: sequential. system-using rotating: disks to provide
color selection vigerously pursued by CBS less than a.decade ago isnow
confined fo & limited -number- of - special :applications.’ . And..when
the industry matures; the probability -is -that_ designers- will have
various alternatives:from which to: choose, each having its individusal
advantages-and disadvantages.. ‘We :can be:certain ftiat the public
interest is served by active dévelopment of thevarious:approachesin &
competitive atmosphere.’® " s e brgenaly S T Dy
.. It is-difficult to see how this. activity conld go:on in-the absence 6f a
patent system." With. respect- to Hazeltine, its:only source: of in«

-~ W-Tha Lawrgm’éé’ tube was conecélved by Dr. Ernest 0. Tawrence, a'physicist famed for his work with the
cyclotron, : As I8 usually the eage, howaver, the coneeption of the new prodizet left match-work to ba dona
hefore a marketable produoct could be achieved, In this instanee staggeting manufactaring problems attend
the applieation of the Lawrénea concept and must be overcome hefore the tube finds.Hs way into Home
go]t?r TV receivers,  Additional problems reside in perfecting the receiver cireuitry required.to operata the
-H E, F; McDonald, Ir-._;tgljesideut Jof Zenith:-Radlo-Corp,; gnnouneedsto stockholders fecently that.eolor
TV is “premsature” and that sets sold today ‘“will be obsolete within a vear.”” He relterated ‘an earlier
charge that' R C A is prematurely forelng color TV into the market. © Wiall Street Journal, April 25, 1956, p. 2.
235 Bee footnote 12, SUDIS, .. 0 .7/ % 0 e o By el i oo cdioeirin o fe Lo
# Far af) analogons competitive rag ment of eqiilpment for convertlng the suceessive elee-
tries] impulses of an electronic;com]’imtqr to permanent visnal form see Business: Weelk; Ang. 25, 1956, p. 87
Hughes Aireraft Co,, RCA, General Dynamies Corp,, 8tandard Register Co,, and General Electric ao. are.
lsted as havlu];% mechanisms for:this purpose in being or under development, i BN
: 17 Prof. W, Rupert Maclaurin of M T has made a comprehensive study:of the radio indnstry, resulting.
i "the puhliestion of Maclaurin, Thvention and Innovation In'the® Radio’ Industry’ (Matmillan; 1449).
Hifs over-all conclusion “is.that ihe patent:system, in spite of its.wealcnesses, (did operate to edootrage:re-
seareh and Inyention during the petlod Wonder r'evg'ew’&"(%.' 260), LT T L )
- In @& related paper, Patents and. Teghnical ProgressA :Study of: Telovision; 68 T: Pol, Beon. 142 (1950,
Ptrofegsor {Maclaurin considers specifieally the; development of monachrome television: and concludes,
B IR e P DRTHIERY O, TR T RO T R R,
- “Television seems to be & -clear case in;wiiich the provision of & siréng: incentive has;acted asa stimplus
and protection to research. “'We have scen: How many Vears it tool to develop the roduct to » stage whers
itiwas cormimercially feadible, During:this éntice'period there was almost 1i0 advantage to being thei“frst
in’ on tha-product., Before regular hroadeasting could be initiated, the Federal Commupnleations. Gom-
mission. had-to fix.engibeering standards for transmission which detorminndithe typeof receivers:that could
be sold. And televizion receivers.cam be Irnitatod-very readily, - Ia faet;.the second larzest. producer of
tolevision sets today—Admiral—did no pleneerlng research in telovision at all,- -Yet the comﬁsmy is rival«
itg RCA hecause of Merchandising and promotional skill; . The major.financial incentive to-RC A was the
it could colleet royalties from

possibility, which it, infact, reailzed,-of-’buﬂding a.patent;position on which
the entire industry... = oo o L el o A et e At ot o0 s e

“#'Without sach incontives, it seems unlikely ‘that Westinghouse and RCA -would have spent over $9
million, on television developient hefore they received any. returvs, . A possible analogy is.the case of-fhe
auiomobile industry and headlight glare. - Any. system devised to elilminate glgre will bave to be insialled.
on all antomobhiles simultaneously, and presumably ne individual company will profit by the development..
In consequence no-automobile manufacturer has-undertaken any. slgolficant. research on this problem,
And, although 1 really think RCA. vould have done some work on television without the patent incentive,:
I believe that progress would have been much slower.”! .. . o Wi 0 s s e el
lamp industry see Bright, the Electric Lamp Industry (Macmillan,; 1949) and

. Tor a similar study, of the

Bright and Maclaurin, Eeonomic Factors Influeneing the Dovelopmant and Intreduetion of the Fluorescent
Lamp, 51 11, Pol. Econ, 420 {1043}, And see Kottke, Electrica] Technology and the Public-Interest (1844)
and. Maclaurin, Technological Progress 1n.Some American Indusiries, 44 Am. Econ. Rev, 178 (1854),
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comeis patentroyalty and service fées tolicensess ™ ROA-+-though it
does manufdacture~—could hardly undertake the staggering investimerit
it' has made'in ‘dolor TV in the absence of & patent system.® * Surely
the publicity: and transitory: production’advantages associated with
such resedrch could not justify investment of this'magnitude even by
the industry leader. :And certainly Paramount Pictures would not be
likely:to enter thefield at-all'if it did not see an opportunity to recover
the research and dévelopmentinvestment. . -And with reéspect to Phileo.
there is' a .multiple ‘motive-of obtaining both ‘manufscturing and
royalty income coupled with a desire to' avoid paying patent royalties
torothers: «i il v s e e R e T
- The color TV developntent is significant in another respect, - The
over-all. problem-is so-big that individual research and development
activity can touch:only upon some narrow segment of the industry.
Effective general research demands scientific skills in communications,
electronics, optics, and ‘even psychology, coupled with an appreciation
of the manufacturing aspects ‘of the industry.?®: Group research is'a
pecessity and clearly in‘the publie interest.: Unless the patent system
is effective as to group research :as well-as to individual activity the
economic-motivation for investment in this area will certainly diminish.

and the pace of development will be slowed.” =~ =

. Recent activity in connection with coal-mining‘machines illustrates
current competition in. machinery. development. " Squeezed. between.
increased labor costs and the eompetition of oil and gas, the coal
industry has fallen behind the general economic growth. . Today the
future s bright—largely due to research re_latm% ‘to -the minirig and
utilization of ‘coal® ~ Progress lias been especially impressive in the
dévelopment of machines which attack and remove solid coal in
underground mining-—the so-called continuous’ coal-mining machines..
Less, than a decade ago the first such machines weré manufactured
for sale and general use. The early competition was primarily be-
tweén the Joy cortinuous miner' and: the Colmol machine. The
former operates on the principle of the chain saw to rip into. the coal
seam whereas the:latter uses a Jarge number of rotary cutters for this
purpose.” - Today a variety 6f machines based on competing principles
and manufactired by many comparnies are available; In addition
to the chain-saw and rotary-cutter principles, some machines vibrate
blunt hammers against the coal to break it loose, some use vibrating

' 11 Hazeltine 1s but one of a number of otgantzations looking. to patent royalties for virtually all of thefr
financial support,. Universal 0il Products Co, ogerates in the field of oit refining in mueh the same way-
that Hazeltine operates in the radio industry, A number of universities and colleges have foundations.
supported by patent royalties. : The'ammoniated tooth powder development, for sxample, is the result of
work by Br, Kesel of the University of Illirios. - The patent is assigned to the Unlversity of Nllinots Resesrch
Foundation. See University of linois Revearch Foundotion v, Block Drug Co., 133 F. Suph. 580 (E, D, 11,
1955). . - Research Corp. of New York is‘another exarmple of the use of patent royalties to support researh.
Thisorganization hag agreements with some 60 colleges and universities and some 17 other nonprofit organgs
zations for which it handles patentable discoveries and inventlons, Incoms is used to support research
actlvities: (hearings, Ogtober i0-12, 1935, pursuant to:8, Res. 52, pp.-140-50}, - Co

1. The history of RC'A is g prime example of how economic considerations influence patent license paticy,’
The compeny Initlally licensed only the manufacturs of tuned radio frequency receivers, technically inferior
to the superheterodyne receiver which was reserved for'its own manufacturs; - Thellcensees nevertheless
outsold RCA. This experlence—together with a recognitfon that the license royalties were a source of
considerable incame=—led to the policy of licensing the industry. - (See Maclanrin, Invention and Inngvation
In the Radio Tndustry, (1040) ppr134-152): Lo o T e R PR .-

¥ The:range of the reséarch -hehind’ color PV is. brought out by the exhibits attached to-the petitiori'of:
Radio Corporation of Ameriea, et al., for approval of eolor standards for the RCA color television system,
filed with the Federal Communications Commission onJune 25, 1053, Virtaally 700 printed pages of fech-
njcal papers are included in the petition, In the presstelease at the time, ROA stated that it would spend
$26 million in eolor TV research by the end of 1953,

i Bew, ¢. L., Lessing, Coal, Bclentific Ameriean, July 1055, p. 50.

2 Bee, ©. g., Continuous Coal Mining, Fortune, Juae 1950, p. 111; Wolfert, Revolution in Coal, Reader’s
Digest, December 1954, p. 19. Joy Manufacturing Oo. invested $3 million in 20 speculative contimious-
mining machices in 1947, which were sold at nominal profit for experimentation. The Colmol was de-
veloped by two individuals who put $750,000 into the venture,
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wedges for this.purpose, others-apply combinations and. modifications .
of these principles, or.still other techniques.:' » 2o ciie ot -

~The development of a continuous: coal-mining maching entails not .
only initial .conception. and design, but the-expensive congtruction
and-thorough testing of the machine under. operaling.conditions. The.
industry  practice is:t0 patént each: maehine and-to rely upon the
protection thus. obtained to justifly these dévelopmentsl. costs: - Each
machine has its own-advantages and disadvaniages—in terms.of first -
cost, -operating - cost, flexibility, reliability, ability to. operate under
specific mining.-conditions,: ability to produce-coal of a particular size,
and the:like. . No one can-identify any one machine as “best’ or.
event state with confidence which will prove most generally useful in -
the future. - Indeed,-the applications sre so diverse-that the industry -
will doubiless find need for a:variety of machines from which to'select.:
We-can say with assurance that :this competitive - machine develop-:
ment sccounts in large measure for the fact that since. 1950 cosl out- -
put per man-day has almost doubled,® and for the current prospect
that our most pléntiful hydrcecarbon source will recover markets lost
and acquire new markets.  Significantly, a recent guthoritative report
gtates that “almost all” of the recorded research expenditures in the
field of coal mining hive been madeé by manufacturers of mining
equipment and points ‘to this phase of the industry as representing
“progress.of g high order.”” 2 = © . - 0 et

£ inuous’ cosl-mining machines also shows

how compeétitive reseéarch and development generates its own' '¢hain
reaction of opportunity and aetivity.  Machines now available break
“Toose bhe'_ob'af more rapidly than it can be transported to the surface.
The result is a current competitive race to dévise new machines’ for
transporting the coal.® Here again the industiy looks to’ patent
rights for protection-of its research and development investment.: |

_The history -of pil refining provides one of the earliest examples of:-
competitive reséarch and development and vividly brings out the
importance of ‘this activity to national defense. .’ Imtially, petroleum:
refining .was little more than a simple distillation process, producing -
kerosene 'as the principal product and in:the proportion haturally -

Development of the cont

" -odééurring in-the crude oil.  Gasoline—at first a nuisance byproduct— -

‘inecredsed in importance: as: the automobile industiy creatéd a grow--
g -demand. - Shortly before. World War I, it- be¢ame apparent that:-
demand- for: gasoline would soon-exceed the .amount gvailable from".
sihple - distillation .of crude pefroleum. At that time ‘the trained.
chémists: in the industry-<—probably not more than 20 in..all—were:
concerned mainly with analytical work. . Reséarch: was wirtually un- -
known: -~ Dr. Williami "M Burton-of the Standafd: 0il Co. (Indiana)-
perceived: the: opportlinity: t6 increase gasoline yield through. thermal.
cracking. - The resultant:efforts by Burton:and his coworkers led to.:
the development. of the Burton cracking process, patented in1913.2¢ -
This success opened the «door to a whole new era in-petroleum refin-:
ing—for. it- showed . that. through -research ‘the. réfiner ‘could devise™
ways to viry the proportions of gzasoline, kerosene; and other prod-:
ucts obtained. from-the crude oil.- - The lesson was not overlooked by:

B Sor Buiréi 6f Mifss, Dittlook anifl Reésearch Possibilitiss Tor Bltiminous Coal; Department of Interlor
Information Cireular, No. 778, MAY 1985, 180007 0 ot s vt ol

3'Bie, 6.’ 8.3 Business Weelt, July 31,1054, p:*126." “The ‘*Ropex’ 'doal cai¥lér-recently snnovnced: by

Goodinan Manufacturing Compeny illustrates one resuld of the new compeijtive race. Bes Chigago:

Tribune, December 11, 1356, Business Section, p. 7. This ingenious deviee--hased on the conveydr belt

prineiple—is the subject matter of Patent No, 2,773,257, dated Decemmber 4, 1856, EEEN
2 Giddens, Standard Oil Ceo. (Indiana) {1965), pp. 140-171,



competitors, with: the resultthat a grest many: lmproved thermal /
eracking developments followed in rapid succession. ‘These included -

the so-called: Dubbs, Tube ‘& Tank, ‘Holmes-Manley, :and - Crogs

procesdes.? - Most’ of these processes were in- compstition with-each
other and were the subject matter of patent applications and patents.:

'The cracking process development led ' ‘to the organization: and:
maintenance of research laboratories by each of the major petroleum:
reﬁners and to the organization of independent research and engineer- -
ing companies serving the small refiners.® " "As Tesearch continued—:
under’ the: stimulus ‘of “competition demendmg improved: quality; «
lowered ‘costs, and increased vields-—a; great variety of new processes.
were developed The catalytic - cracking - process; developed  just -
prior to World ‘War II; was a-major milestone in- petroleum technology. :
As to the anorta,nce of this and other developments on the eve of -
World War 11, & rev1ew of | ﬁhe a.ct1v1ty of the Petroleum Admmlstra.-‘

tlon for: Wer States:

~ And so, when the war threw down its cha,llenge oil tech-
nologists had developed catalytic cracking, without which it
would not have been possible to produce enough ““hase stock”.
for aviation gasoline; they had developed alkylation, without

-which we could not have made enough of the hlgh-octa,ne :
blending agents necessary for aviation fuel; and they had -
developed catalytic polymerization and hydrogena.tlon which
proved to be useful tools in more ways than one. Of especml

.importance, they had developed knowledge and technigues .

. for ma,nufa.cturmg the 100 octane gasolide which played so

. dors .nthetle rubber .

]

. important a part in victory; and for makmg raw m&tenaIS: e

The mgmﬁcsmce to:the ‘war effort of.oil technology a,nd 1ts accom—-i‘

plishments through- competitive research can-:hardly be overstated.

Throughout: the wer the United States:and its:allies-had 100:octane-

gasoline~in contrast to.the Axis powers that were largely confined to:
gasoline of approximately: 87 octane rating. -In:terms of.aircraft..
engine ‘weight required ‘to. produce # fixed: power output; 100 octane :

. gasoline makés possible . a: 20-percent: reduction as compared with:87..

octane—in-terms of:work produced -per: pound..of fuel;: 100:-octane:!

gasoline: produces: 15: percent: more worl: than 87 octane :gasoline
A four engine -World:War II bomber -with & total engine: horsepower. -
of 6,000 could-carry:-5 more. - 1,000-pound -bombs on: & 1;000-mile

mission when fueled with 100 octane: gasoline: as. compered with. 87.
octane gasoline.® - Or—in terms of fixed bomb load—the same bomber: .
could travel to and from- a ‘target an:additional: 300. miles: from-its -

base- when fueled ‘with :100- octane gasoline: ratherthan 87 octane :

gasoline.® Moreover, the same research.interest and emphasis that .

7 Bee U, 8. v, Standard Ozl C’o (mdmm) 33 F. 2d 617 619—623 (N D. 1., 1929) reversed at 283 U, 8.
163 (1031); Uninersal Oit-Products Ca. v, Globe: Oil & .Reﬁning C"o 322 U, 8, 471 475—478 (1944) Giddens,

op. cit., footnote 2B, supra, at pD. 256-280,

B Universal Oil Produets Co, is one such company, Universa] was formad £ explcut the Dubbs cracking :

process, the prineipal capital being the investment of $2 million by J. Ogden Armour in 1926, - When per-
fected, 'the Dubhs process permitted—ior the first time—continuous.runs exténding as long as 30 days-as

compared with the maximum 2-day.run of the competitive prosesses. : Universal early adopted g policy of -

licensing refiners on an equal basis, a policy that is now common in the industry. For the story of the
vicissitudes of the: company in its early days sec- The Salvaging of the Armou.r Fortune, Fortune, Aprl.l
1931, p. 40. And soe The Oil and Gas Joirnal, May 27, 1087, p, U-g et s&()
 Frey and Tde, A History of tho Petroloum 'Administration for War (1946), p. 192,
Hearings be.fore the Oomnnttee on Patents, U.8 Sanar.e, 77th Cone.; 2d sass

Py m at p. 5085. .
nId
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fathered 100 octatie gasoline also : . )
‘the ‘production of -butadiene  froni~oil—a eritically - imp
materml for the wartime synthe tic rubber program.?
Today the - petroleum refining: industry continves its- emphasm ‘on
‘competltlve» yegearch,” AT i fcompeting catalytic cracking
processes; including the U. O, P Fluid, Model TV Orthoflow, Thermo-
for,  Houdriflow, ‘and Houdiesid” Procegses, have' been ; developed
_‘Slll’ll].&l‘ development of competing reforming; Alkylation, and othér
processes has taken placé. A recerit: analyms of the industry reports
that 6 different catalytic cracking processes, 12 patented catalytic
reforming. processes, and; 5.'patented . alkylatlon proeesses ATe avall-
able to the. 1ndustry under. patent. licenges® - .0
Competitive research. progress in the. petroleum mdust.ry has also
brought forth a new industry——manufacture of petrochemicals: . The
wartime synthetic rubber program first emphasized the importance of
petroleum: as a raw material for the.chemical- Jindustry-and not just
as a source of.olls and fuels. Today, petrochemicalsare, conspicuous
as raw materials for plastics, synthetic rubber, synthetm fibers, and
detergents,”: - A recent report states that present plant investment is
4 billions of dollars and is expected to go above $8:billions by-1060—
all made possible by .competitive research of the kind that-first took
place in:the days of the thermal eracking processdevelopmeént; And
‘in the entire field of petrochemicals the oil refiners are facing the re-
_search and other compemt.lon of the . establlshed chem.lcal ‘manufac-
turers.
" Another example ‘of ‘competition in resea:rch is, found in the field
of antibiotics. Penicillin and effective methods for its production
‘are*in the public domain - ’I‘he success of this drug led to the de-
velopment of streptomyein in' 1944 by Dr. Waksman at Rutgers
University in conjunction with Merck & Co.8 "The Merck chemists
have since developed d1hydrostreptomyc1n a form of the drug less
likely to lead to the auditory nerve reaction often assodiated with
Erolonged streptomycin dosage.  Another fairly edrly result of ‘anti-
biotic research-was the development by selenmsts ab P&rke Daws &
s R See Frey and. Ido, fontnote 29, supra, p. 222t seq
3 Sea Race for High Octanes Changes 0il Reﬁnmg, Busmess Week J uly 7, 1956 oy 75, smd 011 aud Gns
TJournal, Maleh 19, 1956, pp. 138-159, - -
£.:% The:0il and Glas Jotrnal, September& 1956 s,

8, Penicillin is a classic exampie of what may. happen 10 an 1mportant scmntlﬁc break through in the
ahsence of suflicient incentives for its exploitation. Dr. Alexander Fleming of St. Mary’s Hospital at tha
"Daiversity of London had discovarad-peniciliin, ascertained its general properties, and published his results
by 1928, He tried to interest others m’pm‘sumg ‘the matter without success, For a decade the dlscovery
1ay dormant, Fortunatel: g for humenity Dr. Tlerling continued to cultivats the mold during this period
s0: thab.it was available -when the necessities of war'stimulated rosear¢h -on its use and the development of
‘efective production téehniques that ultimately led to thé'comimerpially useful drug.

‘.- The:experience of Fleming should ba ‘contrasted with that of a'contemporary, Dr, Wa]lace Oarothers
“Carothers hag, b% 1627, developed a theory that certain polymers would—after initial mechamcal stretel-
ing—hecome tough elagtic materials, -DuFont employed Carothers to pursue this matterin 1927. In 1930,
-Dr, Julian E[zll—workmg at duPont'with Qarothers—experimentally demonstrated the Cargthers’ theery
~From these theoretical beginnings-the work continued to the production of nylon thread jn 1938, - By 1050
~duPont had invested $45 million in nylon research and $196,800,000 in plants and facilities for nylon produe.
Aion (U, 8,.v. Imperial Cherical Industries, 105 ¥. Bupp. 215 222 (8. D, N.Y. 1952}, And see Heckert

Hynthetic Flbors, 30 §. Chem. Eduecation 168 {1053).

. Query: ‘T'e what extent does the experience of Fleming, as distiniguishéd from that of Oarothers, reﬂect
.the fact that unitil 1949 the Brlt.wh patent law did not provide for the patentability of chemigal substaness,
such as penicillin? (Seo White, Patents for Inventions, 2d ed. (1955) pp, 84-55 and 63; Patents Aot 1949, 12
.13 and - 14 Geo. 6, ch. 87, secs. 101 (1) and 4 (7); Final Report of Departmental Oommlttee, Patents and
Designs Aets, Omd, 7206 (London, 1947); Riesenfeld, The \Tew Unitad States Patent &ct in the Ll"ht of
:Comparative Law, 34J.P..0, 8, 405 417—8 (1954)). k

- 8. Phe developmens of streptomyem has heen descrlbed a8 Iollows

-3 1 W examined sorie 10,000 cultures,” relates Dr, Waksman, ‘obtainad antibiotic su‘ostances from aboul:
+1,000 of them, found seme 100 spacimens that gave premxse of hemg medically useful, and finally narrowed
.the.chase to 10 $hat seemed worth following closoly.’ - The first to be studjed was tHe antihigtic Jmowi as
-gtreptothriéin, W hen discovered in 1642 it seemed highly premising but later tests with anirnals showed

Ehat 34 was 400 toxic for medital use. Strepioethricin was not without value, however, for 4 1éd to the dxs-
covery of streptomyein’ (Gray, The Antibiotics, 181 Scientific American 2& an (August 1g49). .
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Co. of the product sold under.the trademark “Chloromyeetin.”. This

.product was, developcd as. the: result of. biosynthetic processes. utiliz-
ing a Microorganism isolated. by Dr.. Burkholder of. Yale University.
In this instance, however, .further, investigation and research led to
‘the determination of.fhe chemical structure of the. antibiotic: and o
‘commercially . feaelble chemical: processes: for making the. antibiotic,
The, chemical processes haye.now repla,ced the blcsyuthetlc method of
producing “Chloromycetin.” . :

. . The race for.new: antlblot.l

:one commentator.

o Bk Changes* ome: tluck and fast Dema,ud for each“’ o
new wonder drug as-it hits the market is- tremendous. -
" Fiéree ‘competition: sprmgs up overnight. “Research’ moves
ahead at bredkneck speed. ' The drug is nnproved and: modl-'
-+ fied; production: time is cut} eosts are slashed; the price of
the drug dropslike & plummet :Then, before the smioke has -
releared, somebody:comes out! mth another a.ntlbmtlc“" a,nd :
.the cycle starts all over again
: * shouldering a big part of the burden—1f :uot mostJ
it—are research scientists. 0 G E
Not' only: are. they under pressure to beat -existing’ com="
sl pet1t1011 on- existing: drugs they re: under pressure to beat
¢ the field to new: drugs R B g i

Thc annual reports of the lea,dmg compames i the field conﬁrm t]:us
characterization. . All emphasize research and the direction: of con-
tinued research activity. Royalty. earnings and.: research budgets run
inthe millions of dollars—and represent a pace. that would hardly be
maintaeined in the absence of patent protection .

A similar research competition has developed in ‘the broader field
‘of synthetic chemicals generally. The. first commercially . spplied
’synthesus of a natural chemical compound—Perkm s synthesm of

. 8 With respect to f:he putent system Parke Daws has stated: .

s x ¥ Patants on madicinal produsts, and on procssses for their mauufacture, nge the pharmaceumcal
manufuctm'er, during limjted periods, th opportunity to attempt torecover the heavy costs ofthe research
which is responsible for the products and processos, Only after the costs of research, and-then still other
costs, have been recovered is there an opportlmity to make g profit. - Muek of this proﬁt meldeutaily,
wprompily reinvosted in furtherresearch, -

“Phis patent profeetion provides encouragement for the contmumg mvestmeut of largc sums, risked
with no certainty of return, which ead to the development and constant improverment of healthgiving and
Hie-saving medicinal preparations,”’ Which.One Will Open Next? Parke Davls & Company, (1956)

. 9. Business Week, September 26, 1953, p. 186;

4 Thns the 1955 Morck & Co. ahnual report gives net sales of $158 mﬂ!mn and: mscs.rch expenditures of
$8,600,000, or 5.4 percent of sales. ‘The report notes that 60 percent of the business of the company was in
pmduets ‘miroduced through research in the past 10 years. If states that the cempany introduced two

- new antibiotics during the year—“cathomycein’’ and.“oxamycin.”” It slso notes that in each instance the
sams antiblotics were independently anneunced by other companies, The 1054 Parke, Davis & Co. anntal
report gives 1954 net sales at $110 million, research and product development expense ab $4,500,000, and
“royalties and other income’ at $2,200, 000, The 1955 American Cyanamid Co. annual repcrt gives & 19535
sales figure of §460 million, research ‘and process develppment expenss at $21 million,-and income from royal-
ties, licenses, and service charges of $6,600,000, The company reports that 15 pcrcent of the time of its em-
ploved secientists is allotted to exp]cratory work and hagic research chesen by the scientist and that one
Teanlt of the work thus pursued was the ascertalnment of the chemmical structure of ACGTI. - The antibiotic
ﬁeld is %ut apart of the overall business of Ameriecan Gyanamid and represants only a portion of the ﬂgmwes
given above.

The tranquilizing drugs form a new: center of attcntwu and of competitive pham:laceutical research,

_Bmith, Kline and French, Wyeth Laboratories, Chas. Pfizer & Co., Ciba Pharmaceutical Products, Inc.,

" Oauster’s Products, Warnér-Lambert, Pharmaceutical Co., and gther colmpanies in the industry have-do.
ﬂlopgcli airg;gaam %Barketlng drugs of thls kind. See Wall Stmet J’curms,] May 7, 1856, p. 1; and N\ ewsweek

ay y D

Ciba Pharmaceutical Products, Inc.~—one ct' the leaders in the field of tranguilizing dru s—is the United
States sphsidiary of a Swiss parent colepany. - The United States cotnpany reports that about 9 percent of -
-Ats.sales dollar volume is spent on researgh, and that 20 percent of its employees at its plant are engaged in
research. The company farther states that #A company like Ciha is stimulated by the %uteut systemn: to
-spend millions in research—bullding modern research Iaboratories and staﬂinithem with the finest ereative
talent aval]able—ull to develop new- drugs, new dyes, new plastics, and other chemical products for:the
_benefit of man]d.u LR AL See How a New Drug Is Develcped Oiba Pharmaeeutlcal Products Iuc.,

is hlghly competltlve

(1056},
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aniline from: coal:i—took: place exactly 100 years:ago. :‘Today chemical
companiesy: small -dand large; now:compete in-the development ‘and
manufacture:of synthetlc compounds-used.:for: tubhber; plastics; fabrics;
pharmaceuticals; -cosmetics, -and-endless: other purposes. Agam the
pressure is-on-the research-la,bomtones—to create tomorrow’s praduct
before today's is. renderedf obsolescent by'a. competmg development
A reoent report:states: - : : e
SO ey 10 ‘vt i ;7 says Shell Chemm&l’s presr-’"'
:- dent Richiard McCurdy, “buf.”ik're can’‘néver ‘be’sure’ that'™
e someonedelse Won’t render ‘the - ‘inverition” obsolete.  It's a

' Research. =T ﬁght this' continiidl” thraat of obsolesc‘en_ce‘f"”"""
- the synthetic chencal mdustry spends’ arotnd 4 percent of
its'annual’sdles on resedrch, more than twice the average for =,
" allindustry. Ttis conet&ntly involved iu long-range research .~
‘Projects ‘where “fhie ultimate objectives——profits—are only a

»- . distant possibility..: Union:- Carbide spent 17 years and $20 - -
+ millioni; baforé it perfected (in 1952) the céalhydrogénation
process: ‘which hag- substantmﬂy béosted ‘coals potentlal as a_ e
source of: synt,hetlcs bols

. Thg deve opmenL of saran-by ; the Déw Chetnical Oo Wlﬂ serv‘e sea
specific illustration; of the emergence of a synthetic chemlcal product.
Vinylidene ‘chloridé is an old ohemzeal wnd ag gich is in the publi¢
domsin,, In;the early 1930% Dow, ’chemlsts saw potentialities m' thig
chemical and: began research-work on it.: Today, ‘Dow manufactures
yvinylidene chloride polymérs under the trade name {‘saran,” for vse as
. g film, a fiber, or ag a plastic molding compovmd. - Tn: the filin form
saran competes with: cellophane, vmyhte pliofilm, and variots forms
of paper Wrappmg materials; in the fiber form i can be used for screens-
ing, furniture, of ss'a yarnin carpetsand draperies; snd in the molded
form -saran-can: be:used for pipes-and similar: articles. - With- Tespect
to the patent system and its place in- this- development Dow states

. “Patent encouragement Thas ]us‘mﬁed oaplta,l investment and -
continted vigoFous résearch, = And amdhg the fruits of its e~
“sedirch; Dow obtding an a,ve:ra,ge of 120 patents each yesr.*

An. example of smaller scale aotawty in: the. field of. synthet1es ST
found in- Thiokel Chemical Coip. ' The corporation was formed in
1929 -to- manuiacture the synthelic rubber developed: by Dr. Joseph
C: Pétrick, in Karisas City. . The patent rights to the product made
it posmble for Thiokol “desplte its small size, to-build on this: new
development and-expand -to its present stage. P - Initial production
of the produet in 1933 ‘established Thiokol ds the first’ manufacturer
of- synthetlo rubber in the United States.  Competing with natural
rubber prior to-the war;-and with other synthetics today, the com-
pany hias continted it resedrch and dev elopment activity. Typically,
the product has'not only turned out to have its originally: oontemplated
gyntheticrubber application, but bas become: very important for
another apparently unrelated 0se as a rocket propellant.

“Undoubtedly, iri the absence-of ‘& patent system, mdustrles such as
t.he antibiotics. and- synthetlc-chemmals mduetnes Would ca,rry on

161 Nowsweek, Tt 4 1956 DiBO, E e e
42 Baran, Patentod Products of Pat’ented Processes Dow Ghemical Co 1956 R
w4 From Rubber to Rocket.s "I‘inokol Ohemlca] Corp 3 1956, L




some reégearch on a-secret: basis. : (It would indeed be:unfortunate:if
the industries were:forced to:this expedient; not only because the pace
of ‘activity’ would surely:be. slowed: but—equally: important-—cross«
fertilization between conipeting research efforts:would:be: impeded.
Publication -of research results—in the: form: of patent: documents:or
otherwise=—serves.'as:a:major: stinaulant ‘to.research ~activity. ‘Haich
new development plants the seeds of thought in the niinds of others;
thereby sparking new ideas and new lines of inquiry.* Tt is for this
reason that essentially .all research workers avidly.read the patent
and other publications of their contemporaries.. An example of this
stimulation is found ir the use of Diamox for the treatment of glau-
coma. In 1950, this drug, a-sulfa derivative, was synthesized by Dr.
R. O. Roblin, Jr., of American Cyanamid. .| He was seeking a .drug
for the treatment of congestive heart failure. Diamox turned out to
be highly effective for this purpose as/it served to eliminate the excess
fluids that overburdened the heart. . Dr, Bernard Becker, of Johns

4 v* ¢ = When a patent fssues, industry ig:informedof the new development embodied in the patent
and often recognizes & commerclal trend wherein patentable improvéments are: possible, - Whole new
industries: have been’ develpped: baged on patented: processes in oil refining: Research is'fostered in that
its findings can be protected, ahd publication. of résults cah.be more complete and widespread, thus cutting
down duplieation of work and furnishing a basis for further séudy and experiméniation,” Anyone can
purchase a copy of a patent for 10 cents. The patent specification gives cornplete and detatled information
88 to the nature of the Invention. Without patent protection, research would be driven imderground and
secret processes would develop. , Chaos would reign In business and industry, and. pirasy of procésses
and methods wonld become comman practice, Systems of espionage would develop for getting informa-
Hon' ol new’ proeesses and: prodiets, so, thet they could -be used by competitors without: consideration of
inventors’ rights. Manufacturing concerns could easily be put out of business by such thefts, Under
such conditions it is questionable whether -small businesses coild survive. Those employed in Industries
woauld be enjoined from normal discussion.of their work éither inside or outside of their company, and
eooperative research efforts. would be fristrated. This would result in slowing up invention, if not in
eliminating the United States from svorld leadership In industry, which It has held for many years under
the patent system. Onpe inventfon always prolzetes others, and inventors reamei catalytieally on. one
another.” Dr, Gustay Egloff, Invention snd.the Oil Tndustry, 26 7.-P.7 0. 8., 834-835 (1944} And see
Kottke, Elsctrical Techriology and the Puplic Interest 125 (1944} /- - ; I -

The subject-of secreey: as an-altérnadive:to the patent system:raises.a question'as to-what: other:alterngs
tives are available. W Rupert -Maclaurin in' Patents and Technical Progress—A- Study of Television,
BS J i Pol, Econ,, 142, 151 (1950}, considers alternatives.to the patent sysiem and reaches the following
eonelusion: - T A L S TR . R L A R S N SRR
.. *Laet me now suggeést some generalizations on patents and technieal progress that are of significance té
eeonomie development. ~ " e R - tL e L
“The principal dilemma raised: by tho present patent system i this: Patents: provide an impcriant
protection o research budgets in large corporations and make i possible for small companies to.come into
being, On the one hand, society appesrs to need this publie grang of monopoly to achieve certain-tech-
nologicaéli ohjectives; on the other, the grant 1s subject to serlous shuses, especlally in the hands of large
eorporations. : .- FERIEE N F R T T T R P

“The only completely satisfactory way of handling the monopoly aspect of the problem is to abalish
the patent grant. ‘And there is 8 considerable group of informed individuals in this dountry, including s
number of Industrialists, who faver this.. . I.should like, therefore, to consider briefly sotne of the:alterna-
tlfves éﬁt might be available for fostering new developments like telovision without relying on the stimulus
of patents, - T T T U R )
- “Industrywide cooperative research is one_gc)ssihle' soltion, * This hag heen -aitémpted in the:textile
industry-——so far, without marked saccess. . Ft has the advantage of maintaining greater equality of appor-
tunity betweenr the various ¢ompanies-in an industry than usuaily develops under the patent system.
However, my impression of the experience, both in this country and in England, is that the director'of &
cooperative research activity tends to become too far removed from the key decision malters in the industry.
"And in-the snnual competitive stragele for increased hudget allocations between the interna) depariments
of & firm and the ‘outside’ cooperativo research depariment she insiders usually win, It thus proves exceed-
ingly difficult to got first-tate talent to work on'a project Ananced in this way. : ‘. e
- -1“Fha alternative of rel ying on puhlie bodies to carry the major lead of important new technieal develop.
ments.also has somo appeal. I do noi personslly feel that Government research agencies in this country, as
now organized, would perfort this- task so efficiently-as ‘induséry: would. - ‘But & product like television
could be effectively developed in university laboratories in the same way that radar was perfected during the
“war, Infact, today a considerable pumber of iniversities are engaged in very expensiveand time-gonsuming
engineering-development work of cormparable naturs, under contraets with the srmed services. But I fsel
that in peacetime fhis represents an undesirable.distortion of the purpeses of a university and that in the
fong run such-activities will be handled more effitiently by piivate industry, - = "o o e ey

4t is therefore my personal conviction that We are justified in relying on patent ineentives to call forth
the type of technological progress desoribed in this article, previded thai the'sbuses in the system can be
signifeantly reduced, Ithink theyean/:t [ :i-;  f:ood oo, 000 i e o e T

A bounty or sward systetn is snother possible slternative to the patent system. = Asa peners] mester, such
system goses insuperable-administrative difigulties I & represéntative governtoent. = Sep Kottle, Electri-
cal Tecknolegy and the Public Interest (1944) p.48, In some special fields, notably atomic energy, there ara
statutory provisions for the award of bounties to inventors. See, e. £., Atomnic Energy Act of 1954, sec. 157
(66 Stat. 919; 947), It ds of-some interest thnt the bounty- systemn has heen nsed with apparent success in
Russia, See New ¥York Times, March 14, 1052, . 3, and March 15, 1952, p. 3—reporting awards of “Stalin
prizes in the field of inventions,” totaling 20,325,000 rubles to 290 inventors., It has been argued that the
patent system was discredited at ghe time of the. Oonstitutional: Convention and that, Madison’s proposal
of “premiums and provisions’ reproserited o general feoling: in.favor,of bounties rather than: the award. of
exe%gswe rights, See Hawmilion and Till, Patents and Free Enterprise, TINEC Monograph Ne. 31, (1941)
D. 2, :
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Hopkms Univeérsity, read reports on:this drug and moted: the analogy
~ between the action:of the ‘drugiwith respect to heart fluids and what
was needed ‘to-relieve: the buildup :of fuid-pressure in theeye: causing
glaucoma. - He was stimualated to: try the drug on glaucoma patients
and found: it highty: eﬁ'ectlve forthis purpose:also; - 'As al recent report
states; ‘within:3-years’ time-a chemical designed to aid failing hearts
is on ‘the ‘way tosaving “thousands from': 11felong ‘darkness.”” 5Tt
might:have added ‘that freedom sto pubhsh in the begmnmg made
posmble this'rapid developmenti : : : B
The patent system:perforrsan mdlspensable functlon in: stlmulatmg
mvestment of capitalin new manufacturing: enterprlse 'The obstacles
to -entry into:a, new businéss'are always great.: Ex1stmg firms ‘in-
herently: have: the advantages' of ;going ‘concern; adequate capital, &
proven product, and established customer and suppher relations. - The
newcomer--even if:it has'a corps of unusually gifted personnel—has &
heavy ! burden: in ‘attempling - to:overcome:. ‘these “manifold’ disad=
vantages. If, howevdr, thenew ‘enterprise:~develéps ‘and - manu-
“factures g patented produot thede disadvantages are baldnced in'some -
measure by the exclusive market available. . In. .consequence, investors
can often be induced to participate ﬁna,nclally in the deyvelopment and
manufacture of such. products when they 0therw1se Would not comsider
such. mvestment 18
The experience of the late Claren Bu'dseye pr0v1des am, ]llustra,twn
He ga,med an understanding of the pmlmples and advantages of quick
freezing of foods while working in Labrador.”": Upon réturning to the
Umted States he organized a compa,ny 0. enga,ge in the sale of quick-
frozen fish, , The venture fajled.  With his: ‘remaining assets he de-
signed an. automatic freezer which held.promise of leading to a sub-
stantial business.. On the ‘strength of the - ‘patent protection antici-
pated on the new freezer and other inventiohs Birdseye was able to
fberest. several , wealthy ‘meén’'in’ the formstion of 4 new: company,
Four years later the activity of the hew company had réached the
point 'whére Birdseyé and his' =assocla,tes Were able to: sell out to Gen—
eral Foods-Corp. for $22 million, :
“The history of P.'R: Mallory & Co {llustratés‘the stl.mulatmg eﬂ"ect
of the patent. system on ifndividual development&l activity spread
over a period of ‘years. - Prior to thé '1920°s Mallory was engaged
solely” in " the nianufacture of meta]lurglc_:al products ‘At that timte
it entered into’a: patent-hcense agreement ‘ with one’ Samuel Ruben -8
: uDg Krmf A New Weapon Agsnnst the Threat of Blmd,uoss. Raader’s Dlgest, Apnl 1956 po13e

48 Thé record abounds with examples of investrnent induced: by the patem system.” -Bee, e. ]E:l , heartigs
before the Committes on Patents, House of Representatives on H. R. 9250, I. R. 9815, and
75th Cong., 3d sess., March 21~25 and 28-31, 1938, and the extended hearmgs on the Oldﬂeld b1113 J.n 1918
{H.R. 23417 624 Oong 2dsess,), And ges TNEC hearings; pt. 3, esbecially ot pp.B57-868.¢ © °

At Bea Olarence B]rdseye I I Wers 21, Reader’s Digest, Aprﬂ 1951,-pp. 6466,

"4i§ The following summary of the effeot of the patent system-in inducing mvestment in'the activxties of
ind.lwdual inventors In-the radio Industry appears at p. ;258 of Maclaurm, Invention-and Innovation in
the Radio Industry (Macmillan, 1049):

%44 fier 1900, the possiblerewards to:beiobtainéd from radio patents pmxnded ddirect stimulusto invéntors
and. those who finenced them. Fessenden, for example, obtained two buckers, Walker and Given; who
advanced large sunis of ‘mioney to:finariee his experiments.. They-did so 'with-the'Gefinite ‘hape-that this
would prove a profitabls speculative investment. They expected Fessenden’s patent position would en-
able him fo develop & system of wirel¢ss communication whick could be sold.at‘a substantial profit to some
competitarof the British Marconi Co. DeForest raised his:Tunds by-stock promotion, and his patefits
ayere:played up in the sales:a) lngeaﬂ. Edivin Armstrong, as:a straggling. ihventor, had no private means
of sources of eapitdl to taj), and fov a number of years was ablo to fngnee himself only by what he received
from-his patents. - And. later, in television, & group of California bankers supported Farnsworth in the
expectation that his patents would be: basie'to the Tew. telavision industry and more than compeasate for
theinitial Invegtment; - Without the patent system, it i difficult-to see how many of these inventors could
hgve obtalned adequaté financial support exceDh by joining'established companies; and in the eritical years

when ‘these menwere beginming their'experiments; none of the existing ﬁams was mtereste,d in their Inveu-
tions. The patent system, therefore, provided an important stimulesi't. o




skalled .chemist: sworkmg on: his .own.: Ruben: ha.d just-perfectod -the
magnesium. . copper-sulfide;: dry: rectifier. and ‘the idry - electrolytic
capacitor, both crucially: impottant: products in:the radio: industry
todaly .. They -were .then . useful; in: battery: ;eliminators for..radio
receivers,.and- Mallory invested; i the. manufacture snd isale:of the
products for this purpose...Since then ithe Use of these; ;products has
expanded: fo.-a 'great’ variety. :of other . ‘applieations. - For -example;
manufacture of dry electrolytic .capacitors in.ithe . Umted States: is
probably at a rate exceeding 50 million:; annua.lly S During: thei:war
years) Ruben developedithe metcury: battery and; thereby solved a
problem of battery deterioration of; great. importance to: the Armed
Forces: . Again-Mallory. manufactured. the. produet,: and: continues
to do so.. The battery has sincefound:a place.in & variety iof special
aapphca.tmns isueh; 28 in hearing: aids-where. its stable voltage: charac-
teristie ‘is partlculerly desirable. \~Most: recently; -Ruben -has -de-
veloped:a high: voltage pile expected:to have a:very long: shelf life and
high voltage output.per;cubic.inch,-a proeduct-Mallory 1s again manu-
facturing.: . With respech fo:its a.ct1v1t1es ‘with:Ruben;:Mallory. states

o The Americati patent system has prowded incentive and "
- groteetmn forSamuel Ruben, one of the very small atid per-

" 'haps vanishing: group-of great individual’ research men and ;"
_inventors. With the protection of his patents, “the Mallory,;:j- ’
©* Co. has'been justified in spendmg millionis of dollars in'the’ -
- cominercial developmemt of . Lits’ mventions. * The Mallory:
L Coy's .electrochemical - d1v1310n emming’: dlrectly from*‘

‘ , Buted ,

. .Y- - .
_however, gome of these in
Qmmerma,l succes e

Polarmd Corp ‘illustrates sumlar activ hotograp, v
back to 1840. . The industry had.made many improvements by 1948;
but the cameras available to the public.were, still all of the. klnd Tor
quiring separate development and: printing. of .the film. : Polaroid
Corp. entered.the, field: that year with the' so-called . Land camera.
The distinctive feature,of this camera:lay in. its. ability to. provide s
fully developed print-promptly, after exposure,.. The new camers has
been highly. successful, the. Polaroid. current net, sales being: of the
order ‘of $23 million per year, . The company now has an:annual ve-
search budget of over 81} million.  Signi -,cantly, the comp&ny sﬁates
that its “busmess 1s Very la.rgely depeml t its t
tl.lre ” 51 QEy o i Gl - i

Nor need we speculate a8 to What the busmess commumty thmks
of the patent system. . Business orgsnizations have consistently, sup-
ported the patent: system “anid ‘have emphasized the value of thg
system in’ spurring investment in small business.® And the record is .
replete with the testimony of businessmen, Ia.rge and small Who ha,ve

] Progrees * o % qn eleetrochem[stu*y P R Mallory & Co 1956,
- ¥ Polarold was mcarporated in. 1037 to market and devetop the ligh t-polarizing produuts deve]oped by
Dr, Edwin H. Land, " TUntil the 1948 entry into, the photography field the business of the colnpany was
eonfined te these producis. . Hearings, October 10-12, 1955, pursuant to 5, Res. 92, pp. 265-267.
. 8 For every suceess story tlmre are, of course, many faflures. . One is found. in the joint effort of Standard
04l Company of New JYersey and I, G, Farbenindustrie to exploit an elestrical process for 1aking acetalde-
hyde inexpensively, After an investment of 31,500,000 the process proved worthless, - See hearings beiore
the Committee on Patents, U, 8. Senate, 77th: Oong 2d sess., on §..2308 and 8, 2491, p. 5199, ...
- 113 8ee, 6. g.,itestlmony. of Willlam R Ba]]ard representmg the Natlonal Associatmn of Manuiacturers.
hearmgs. Oct. 10-12, 1955, pursnant to: 4. Res 2, D
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testified before the Congress that’ the patent syster is fundamentally‘-
- sound.® - Most striking ‘of this testimony s ‘thiat ‘taken in 1938 with'
respect  to the McFsrlane compulsory-licensing “bill. A “total of 74
witnesses testified,. of which 70’ vigorously opposed ‘the bill on the
ground thatit would diminish the valué of the patent system and the
ncentives it creates, Omly’ two- “witnesées supported- the’ ‘bill' or - ax
equivalent. ™ It is’ also- significant thet “¢ven -thoughsome large
business' ‘concerns do not conduct ressarch 1o’ obtain patents, thé
mahagers ‘of these“conderns are out.spoken 111 the}r behef that the‘

patent system is essential B~ <
‘Nothing'short of’ Whoﬂy unpossﬂale large-scale soclal experlmentatlon
can’ determine the pace to which technical progress would drift in
“ the’dbsence ‘of the patént system, ' 'There' are unquestlo”ably areas
whire- research - Would  continue %-and” doubtless sotne'” business
enterprise would continiie to finance some résearch fof noncompetltwe
reasons.”” --And in'some areas secrecy would form s tolerable substi-
tute for patent protection.: Tt séetns clear, however; that’ the pace
wotld fall substantially below that of the’ present nd -that'in many
""" d-be the rile: ® “Longiterm proj-

areas’ copymg and not creating woul
ects, particularly, would be put to'one side iiit favor of minor short-term’
changésthat: could ' 'be’ written: off 'before competition 'nioved in.
The sctivities of thie royalty gupported: orgamza,tlons stich as Hazéltine,

Universal-Oif Products, Research: Corp., and the varioug ‘collége and-
university founds,tmns would - doubtless be: restricted-and ‘in -some’
instanices brought to an ‘end. - And'in the ¢ase of manufacturmg'fbus -
ness: enterpnses management Would doubtless con51der maﬂy current‘

i See e Ly hearmgs c1ted at footuote 46 supra
‘H g‘or an’ &nalysis ai these ‘heariligs see Ballard There Is No M'ystery About Patents (1946), appendix ‘B
DD, \

(LA "‘ I don’t thinL that if you Were to abo]lsh the pateut system tomorroW, or if you were to greatly-
circumseribe it;by its fundamentdls in:some way—I am:net talking :about procedural methods—that it
Would make one fota of difference to the Bell 8ystem with regard to the Work it did itself fcr r.ha development ;
of communication, beeausé we do not do work for the sake of taling out patents, )

“Now, that iso*i saying, however, that we and the public we serve would hot suﬁeri.m]neasumb!y by that,.
becatss what would happen? Wewould be deprived; we don’t have to fear other people’s using our stuff;
we te s natura) monopoly; wa don’t care, let them.usé it if they wantitt: 'But what we'do wany is to. Have
the opportunity to get as meny ideas as we can, from the outside.snd pay for, them, and anything which
tended to dry up the flow of ideas-from the ontside, whieh we had the oppartuaity-to buy or be licensed’
under, or what not, would-tend to circumscribe and shrink down: the kind. of. t.hmg ~which we.do.” : Mestl-:
many ‘of Frank B, f!ewett, resident of the Bell Telsphone Laboratoties, at pt. 3, TNEOQ hearings. . 074,
Ee@ ?11150 theaﬁstimony of Charlés F, Ketterlng with respect to Clerieral Motors Corp:, at pt. rQ:

.. hearings, p

% The tesearch and. development budget of the Federal Government is an obvicns examp]e of research
unrelated to.the patent system. . In fiseal 1956 this research Is expected. to exceed $2billion.. See Nationsl:
8clence Foundation, the Federal TResearch and D evelopment Budget (1955). Another example of researeh!
that wonld: eertam}g continue-is that of Ball Laboratories, which operates on a eurrent budget of about $100
million per yearahd is concerned with supplying & market where the normal eompetitive forces arve lacking.:

Frank B. Jewett, footnote 55, sugra. Another area where research and development would doubtless
continue without a patent systEm is that existing whers possible secrecy; heavy capital investment, and like:
Iactors assure that profite will be made before resulés are appropriated ‘f)y sompetitors, :

7 The researeh now conducted by copperative organizations such as trade. assoelatlons and teehmcal-
socfeties fallsin this category. The tetal expenditures for such research in 1953 were about $20.million;a
flgure that should be contrasted with the sum of $2.7 billion spent by industry for other research in the same
vear, Bee National Science Fowhdation, Research by Cooperative. Organizations: (1956) -and National
Beienee Foundation, Selence and Engineering in American Industry (1955) See also Maclaurin Patanta
and Technical Progress, foothote 44, sttpra. W

8.Current practices in the textile "and garment industry—where patent and cuypr.lght laws have in the
past been ineffective—illustrate what can happen. In thess flelds it has heen reported that— :
‘i% % * Tha apt copylst may merely glance at the item displayed 1a stores ot windows, pletured m adveﬂ-;
tisements, worn at fashion shows or glimpsed In-a competitor’s plant, and make close reproductions thereof::
In the millinery industry it Is said that the copyist often merely elips the advertisement from the paper and
inseribes such notations as ‘our price $3,” and mails it to his clients, whereas the original advertised model:
may have been priced at $12.50 or $18." Johnston and Fitch, Design Piracy—the-Problem and Its Treat-
ment Under NRA Codes (1836), p. 28. :

Prior to the Supreme Court decision i in Mazer . Szem, 34717, 8, 201 (1954) Taieh the same situation exlsted :
in the artistic lamp hase industry. . Rather than go.to the ex-;;lense of creatiug originel designs, competitors
aim;())lg purchased- the sueeessful ong'mal designs and used them to make melds from whiol’: coples were:
reprodnce [

iud 1864 C?zeﬂey Erus Dnm Silk. Corp i3 357, 5d 279 {ad Cir, 1929) aid Fashion. Onamatnrs qum of :

., Federal dee Commission, 114 T, 24 80 (2d Cir. 1940). Materials on style and design
-gollected in Oppenheim, Cases on Unfair Trade Pmctioes, (msm pp 495—512 .




research. and. development, ___xpendﬂ;ures unjustified: in. the: absence:
! . Finally, we car be certain. that: invest~,

; would Shy AWAY. - new:.enterprises that pres.
ently “obtain capifal oi the strenvth of ‘existing or prospective pa,tent_
protection. and would: grewtete to .the established- coticerns which.
would be free:to; appropriate all developments : o

- The cempentwe atmosphere in. research and development has. a,
umque value in. forcing the, exploration.of  alternatives.. Of course;
experience. teaehes—and we.can look to the. orga,mza,mone and persons-
experienced in a pertlcul ar field normally to-point the way:to. Improve-
ment. . To.a.surprising extent, however, this same experience gives
Tise:to. ﬁxed notions, self- setlsfaetmn and an erroneous concepfion.of;
what, can be aeeompllshed by elterna,‘mve techniques. : The result.is.
that:-the most .experienced workers often do not explore what ought,
to. be explored. and doggedly adhere to the thinking of the past. If.
remains for the nonconformist—-often an inexperienced outsider—to.
take the steps ‘that lead to significant development,. .

History is, replete with. 1ne1den fthissdeingd . The experleneed
des1gners of shoe manufeetunng machinery. considered. and. under-.
esfirnated: the cement process, . The engineers of a. smaller less @xperi-,
enced concern ‘recognized the potentialities and made & success.of the’
process.”™ . It was the: “‘practical”’, worker and .‘“4inkerer’ in-a com="
para,tlvely small company who. devised the first. successful adhesive.
cellophane tape, and not the Du Pont scientists who were working on .
the 'same, problem.® - General. Electric and Westinghouse—research,
conscious. 0rgan1zat10ns with large research budgets—both misjudged
the value of the wire type photoflash lamp. . T]:Le resillt, was-that-a-
comparatively. small company, Wabash Applmnce Co., exploited: this
product and for a time enjoyed a major proportion. of the. photoflagh:
l&mp business.™ And even: Edison was hopelessly- and -stubbornly
wrong with respect to. the’ phono«rraph end the motlon pmturew—two of.
his most significant inventions.®" ~* .

Expenence with Govemment—sponsored research and ma.nuf acture—:
Where the pressures. of competltlon greé normally. absent—also. brlngs :
out ‘the ‘value: of competition in research. It was a group of “‘out~:
sideis” who insisted that the gaseous diffusion process be pursued to_

VB xR S Oompowith & mueh smaller organization indicates how mitch research ¢an be done on-a sma]]er
sonle. Vet sinee Compo is limited to the simpler cement process machipes, foo mich reliance should not?
be placed on this comparison. - Wonetheless, one point is-worth recalling. Compo s inventers flrst found -
practical ways to introduce the coment Dprocess whioh United had considéred and rejected. - ‘Chis experiencs
Dustrates the familar ‘tzuth that one of the dangers of extraordma.ry experitnee is that those who have’
it may fall into grooves created by their own e‘tpertness . They refuse to believe that hurdles whicli they”
have learned. from experiende are insurmomntable, can in fact be overcome by tresh, independent minds.™"
per Judpe Wyzenski in T, 8, v. United Shoe. Muachinéry Corp;,’110 ¥.:SBapp, 285, 346 (D Mass 1953) And-
see'Ang There's-a’ Company Called Compo, Fortune, September 1953, pp. 42, 114

@ Technical Tape Corp. v, Minnesote Minmg and j\{fg Co,, 143 F. Supp 429 432.(8. D. N Y 1956) |-

- 0. See Bright, ‘The Elestric Lamp Industry;, 1949, pp. 340-1. ‘Troxileglly, when Wabash brought patent -
Infrinpement suit- agamst General- Electric: on the ‘patents,” General Electric ~ prevalled.’ Sce Webash:
Appliance’ Corp. v, Generel Elactric Co.; 187 B.2d4-577 (24 CAr. 1951) And gce Kottke, E]ectnca.l Te.ch--
nology and the Public Interest (1944), p : '

83 Kdison disearded the'disk type plmnogmph record int favor of the cylmder because ol the advantage of
the latter in providing a constant speed stylusimovement. ‘ Berliner, financed by inyestors relying upon
his patents, introdused ‘the reproducible .disk ‘type record that Has sines becomic standard. . Edison con-
tinued to manuiacture the obselescent eylinder machines until e quit thebusiness in-1929.: See Evolution
of the Phonograph, Radio and Television News, May 1958,:17. 72 and Gelatt, The. I‘abuleus Phenograph:
{1955), | Edison D"ade 8 similar mistake in° conmgetion with the motion- pict.ule machine: - He corréetly -
realized that the Almmust be caused to'dwell momentarily while the shutter is 0pendd to expose the separafe
frames. But he erroneously assumed that the developed film must-be moved continuously for viewing:
purposes. i The result was: that Edison’s moption-picture - machines never plO"l‘E‘:Se[l beyond: the penny
arcadestage: - It took an'outsider to recognize that the very same mechanism used in. the ¢amera.must also-
be provided n-tho projeetor—and until-this was doné'projection metion: piotures:conld not exist, A most:
significant additional illustration of an important technical developinent misjudged by the existing industry-
is'foond inthe torbo-jet nircrall éngine, -~ The development of this‘engino 15 reporfed in detail in’ Schlaifer
and Heron, Developient of Aireraft Engines' (Harv: Univ.,:1950);: pp; 321~508, They coneiude ‘that “no-.

where in the world wwas-the Arst’ devéloprient’ ei thig Hew. type of engine due toan estabhshed producer of;
eonventional aireraft engines (p. §5).
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separate isotopes in the atomic bomb development—and this process
ultimately proved most successful.® In the wartime synthetic rubber
program the RFC—thinking primarily in monetary terms—first
authorized only the construction of butadiene plants based on pefro-
leum as:the taw material-: Yet-it turned out.that 80. percent.of the
‘butadiene produced in 1943 came from the’ alcohol base plants con-
structed under pressure from the Congress.® “The postwar experience
in synthetic rubber. is even, more revegling. - The -Government in-
vested from '$4 millisn to'$8 million annually over a perlod of years in
sponsored reséarch pm]ects cotiducted by . private companies, uni-
versities, and résearch institutions. An ‘analyst of research progress
in the 111dustry reports that all of the 6 major postwar- techmcaf de-
velopments however, have come in large measure from 4 companies
that did not partlclpate in the Government program and conducted
research in & competitivé atmosphere.® ~Similarly unsatisfying ex-
perience has been reported in connectlon Wlth Government—contr&cted
-development of aircraft engines.® -
‘The'lesson' of history.is’ clear_somety must pos1t1vely compel thie
exploration of-altérnatives and-musiigive effective encouragement to
such- activities.:The competitive process-is uniquely- adapted to this
end—for it ‘exploits self-interest in & field where no- one ‘can point
with assurance to the best approach and all-effort is ‘necessarily ‘sub-
Jeet to considerablé risk ‘of failure. “The patent gystem is a powerful
force ‘toward maintenatice -of ‘the competitive atmosphere. - Existing
concerns are. forcedwupon pain‘of payment-of royalties or even fore-
closure” from & successful’ development-to explore-all alternatives
with an open mind. On the positive side; the availability of patent

‘protection’encourages the entrance into-an mdustry of new compafies ‘|

with fresh- a,ppl-oaches unbmsed by the mental blocks that often result
from expenence :

_ - fi0b; onIy dlcta,te 8 patent system but they
-alse - demand -a: meanmoful “gystem: - None of these objectives -is
.achieved by the mere issuance of a. rlbboned certificate of nvention.
Nor can they. be-attained if letters: patent.is little-more- than & ticket
46 go:to. court—or: the patentee.is. hemmed about-by technical legal
rules that drain all practical economic value from the- grant. And_-—
while. -we must always be.alert to.the possibilities of improving: and
strengthening the patent system-—proposed changes must_be carefully
measured -in ‘termns--of -their practical-effects.on the . business-: com-
munity and pa,rmcul&rly the compeutmn the system generates

i See, The ngh Cost of Secrecy th Scxeuce, well Street Journal VT
Weelr, Avgust 25, 1956; p. 130, :
o See Bolo, Research and. Developmant inthe’ S}mthet:e Rubber Industry, 73 Quart J' of Econ 61, 65—68
(1064) ; . 11 justice o the RFO it should benoted that.its conelusion was correct withinthe monetary frame-
work in which it was taken, and that the petrolenm based process has since proven most economical, -, The
RFO overloolted, howsver, 5omie more important neimonetary aspeets of the problern and in consequence it
amdervalueéd t?e "aleohol nrocess, in the partlcu]ar wartime setting invwhich the deeision was made
17d, at pp. 70-82, S
& Sehlaifer gnd Heron, Development of Alreralt Engines and: Fuels’ (1960}, especm]]y v o
o7 A specific'é¥ample: otresearch triggered by the'dxpense of patent I‘OY&H.]ES is found in the developmeut
.of fluid eatalytic eracking by Bsso Research & Engineerin g Co. Thecompany reports that if wasinterested
in the processes of regenerating. eatalysts used in the solid catalyti eracking Drocess bub “‘the new process
was inherently more expensive than normal refinery opeérations, and tha rivalty charges mvolved in gbisin-
ing s license were enough to justify a research program Ioolcmg for a less expensive process.” Typically,
.the flaid catalytic cracking process proved mot.only. les3 expensive in térms of royaltiesbut far superior to
the carlier process. Introduced in 1640 if now aecounts for 70 pereent of the tofal installed catalytic cracking
‘capacity in the United States. * Essd" report% that it currently employs 3,000 people in research and spends
$30 mﬁlmn 8 year in that actwlt'Y See, Keys to Progreqs Esso Research &: Engm%rmg -(0:,-1956,— -

© BA9B4 BT L g

1; 1956,p 10 See a]so Busmess




PART II—-THE PATENT SYSTEM IN RELATION TO THE
' COMPETITIVE ECONOMY' L S

In Iny op1n1on it is a vital neeessﬂ.y that ‘there be eﬂ"ectwe:
competition among the companies in research and develop-
ment, as well as in market trade.  The consuming public has ™

much to gain from technological improvements, and: the = -
security of the ecountry, as well as national prosperity, are
largely dependent upon continued scientific advances. And
. market competition, itself, can be readily impaired i a. smgle
... company secures patent eontrol of the industry. * * *&- .

Amerlean economic public pohey is: based on 8, general rule of free—
-domi. to. compete: in: the manufacture of any product -and. inithe use
of any process. The .assumption—generally valid—is .that- when
restrairits on: competition-are-eliminated- normal .economic forces-will
give rise to the desired highly competitive order. :Fhe antitrust law
proscriptions against restraint. of trade and monopolization constitute
the:major-general implementation of this policy.. The right: to exclude
.others.incident to letters patent is superficially inconsistent-with- this-
broader- economic .public.:policy.. ~Questions -accordingly. -arigse. with
respect t0:the; place: of these apparently. unllke concepts w1th1n the
framework ‘of & single economic order. . :

'The eue to- resolution of these questions. hes in: reeogmzmg that the
.patent gyaterm is a-stimulus -to eompetitive: activity: an research -and
development. Such competition demands a limitation on:the genersl
rule of .complete freedom. Otherwise freedom to compete becomes
freedom to appropriate the research accomplishments of others—and
the' value of development as ‘a ‘competitive effort is greatly reduced.
‘In 'short, this i3-a'case wheré some restraint is necessary: to: encourage
the: eompetl‘mre actwrty desired. The patent-right to exclude pre-

cludes appropriation ‘of research efforts to the wxtent of the subjeet:
‘matter covered by patent rights-—leaving: all other areas open:: In
consequence competitive effort in' research-and: development is made
worthwhile and an’increased pace of competitionin ‘such - activity
majntained. - Over-all; the patent:system serves the same broad publie
purpose -of: stunulatmg competltlon as the genera,l rule of freedom
from restraint.

At follows that the.. patent system is .an mtegr&l pa,rt of the colmn-
_petltlve order However——smee patents serve as a business ‘asset to
be used -in competmg——the permissible use.of such rights must be
defined.” The following sections deal with these matters—all analyzed
in the light of the practicalities of the patent system and t.he com-
petltlon the patent system encourages o

K AL PATEN‘TS AND ECONOMIC POWER " _
An understandmg of the actu&l economle power eonferred by letters
patent lies at.the- root: of any mea,mngful d1scuss1on of the. place 1 of the

98 Per .Tudge Knoxin U S Y. Alumimr,m co. of America, 01 F. Supp 333 410 (S D N Y 1950)
20 '
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atent-system ifl. a-competitive: economy::»The economic’and:legal
terature abounds-in discussions touching oh this subject, much of it
abstract’and centering about appliéation of terms such as “monopoly”
to the rights associated with an issued patent:® - The power to excluds
conferred by a patent'is meaningful in’ o market context only to-the
extent that it gives & praciical commercial advantage to the patentee.
The:focal point.of the-matter is not whether one word or another more
aptly describes what the patent may beé: theoretically said to éonder:
Rather, our attention should be directed to the competitive impact of
particular pastentsin-the particular mazket settings of which they are
g.part... ' We will therefore Jook to some.of the recentjudicial dedisions
shedding ‘light on this subject; bearing: in mind-that it is .only in the
context of actusl events that analysis of the economic power associatéd
with letters: patent can have: significance. in relation to-a competitive

BEOTOWLY S » 1 . w wo i b T T g

s+ A dramatic illustration: of the vigor of product compstition incident
to' the patent systerm is found in the leakproof dry . cell:litigation and
its aftermath.™ :In 1940 Anthony patent 2,198,423 issued to Ray-O-
¥ac Co;,; then a comparatively small-manufacturer of dry cells for
flashlight- and: other wses. - The patent :included broad: claims toa
dry «cell with a*‘protecting sheet-meta) sheath * * * tightly embrac-
ing’*>the cell proper to prevent leakage.™ : Despité its smplicity, the
battery was a marked break from. past;thinking. Previously: both
thé industry and users had ‘accepted the propensity of exhausted cells
to-swelland leak—as:indeed’ most persons know from sad personil
experience. Most mantifacturers:had applied notices to their flash:
light batteries warning of this:effect. "The:Anthony pdtent construé:
tion'wentfar to overcome this- problem.:: Indeed, Ray-O-Vaec: was
able :to advertise -the wew :battery as:“leakproof’” and: to' guarantes
replacement-of ‘the entire flashlightif damaged by a leaky cell. - The
battery :was! an-immediate commercial ‘success. : When aicompetitor
adopted the patented construction; Ray-O-Vae: brought a patent in-
fringement suit which ultimately resulted im. 1944 iw affirmancé’ by
the Supreme Colirt: of the lower court-decisions -of:patent: validity
and infringement,”  Ray-O-Vac issued vo licenses, and realized its
profits from. the patent by way of manufacture of the patented cell,
both for sale under its own name and for private brand sals. .~
2 'The net effect of the Supreme Court decision:and the Ray-0-Vae
policy was to create a crisis in the industry. The Ray-O-Vac competi-
tors—the Jeading battéry manufacturers—fgced an important. patent
to which they could not gain access: Hard pressed; they turned their
attention to the development of noninfringing batteries which they
could advertise ag leakproof. By 1848 one of the defendants in the
8- For a collection of the materials so0 Opﬁeﬁlﬁeim, Oases on ﬁgdéz-él' Antitrust Laws {1048y, 13. 6ot seq.
On. the futllity of analysis based on the term ‘“monopoly’” compare the following passages:

i Though often So eharacterized; a patent is not, acearstely.speaking, & monopoely, for it is not. ereated
by the executive suthority at the expense and to the prejudies of all the community except the grantes of the
patent.: *-* * The termd monopoly connotes the giving of an-exclusive privilege for buying, selling, working
or vusing & thing which. the public freely enjoyed prior tothe grant, . Thus.a monopoly takes something
from the people. An inventor deprives the public of nothing which it enjoyed .before his discovery, but
glves something of value {o the communj%y by adding to the sum of human knowledge; * * * per Mr,
Justice Roberts in U, S. v. Dubilier, 289 U. §. 178, 186 (1933). i e o
--#3 % * Tt i3 the proteetion of the publicin a system of free enterprise which slike nullifies & patent where
any part of it is lnvalid * * * and denies to the patentes after issuance the power t¢ use it in such a way
as to acquire a monopoly which is not plainly within the terms of $he grané. -‘The nacessities or convenience
of the patentee do not.justify any use of the monopely.of the patent to create another monopoly, * * *7
per-Mr. Justice: Douglas:in Mercoid v.. Mid-Continent,-320 U, 5. 651, 665, (1944), : o
+11.The Geodyedr Tire & Rubber- Co. vi Roy-0«Vac Co., 321 T8, 275 (1944). . .- . .

- - Claim 1, patent 2,198,423, Bee alse claims:2, 4; and'5,
7 Fooinofe 70, supra. ]




litigation. had guch & battery in-quantity production.™ :Another:com=
petitor had a batteryon the market in1950 for which it:gave the'sama
flashlight réplacement guarantee: that had been emphasized by: Ray=.
0O-Vac in obtaining the patent from the Patent: Office-and before the
courts in-securing the favorable'decisions.™ . Throughout: there'has
been vigorous:competition: and effectivd. selhng by allmanufacturers:
When Ray-0-Vac contended that the .term:‘leakproof’iwas distine-
tive of its batteries, competitors satisfied the Patent Office-that- this
was not true” Ray—O—Vac ‘has moved up-in . the: industry, ‘but, it
has not enjoyed any broad range freedom: from competition. in- the
sale of flashlight batteries. ' ‘And now—witlr the:patent expiring early
in 1957—the company faces not only competition in the. manufacture
of the patented. construction;.but also competition based on:improve-
ments made by others in. efforts to design around the: Anthony patent:

When we turn to the Linde case "—the most recent Supreme Court
decision upholding .a patent—-we find: the same-pattern:within the
confines of the case itself. | The. patent:related: to.a welding flux
particularly. desirable and. unusual in.that it perthitted.welding of
plates of great thickness “and produced no-visible.arc: during -the,
welding process.” The District Court, the Court of Appeals; and. the
Supreme :Court, all held the patent valid and. infringed.™. And in
decision ‘on rehearmg the Supreme Court in:sweeping language ad-
hered to the:“doctrine of equivalents” to.place a-broad construction
on the patent:claims.” - ¥Yet; by the time-the:case-was again before the
district court on remand the defendant had devised an “funréacted’’
flux which ‘it sold -in’ competltlon ‘with . the - patented flux:.i:This
‘“unreacted’’ flux was ultimately held-to be outside the scope- of the
patent.® . While we- cannot-here pass judgment-on the merits-of the -
“unreacted” flux vis-a-vig the patented flux, the fact that it was sold
in competition with the patented flux and was charged as an-infringe-
ment:on.the basis that-it-did.the same thing, mdlca,tes tha.t the
practlcal différences, if any, weré minor.- . -

“The: recent: Cellophane decision 81—though not; & patent mfrmge—
ment a.ctlon—brmgs out-even more: forcefully the Jimitations. on the
E W Generel Dry Batteries, Inc etai v, Ray-0-Vas Co., 104 7.8, P, Q. 847 (Comm r of Patents, 1955).

{ The General Dry Batteries case. zives a particularly interesting picture of the developments I the indas-
try after the Supreme Courd decisien. It arose.on an opposition flled by fowr competitors of Ray-0-Vae
to a trademark application to the termi “leakproof.” - Assistant Commissioner Leeds found that the term
“leakproot*” had acquired no secondary meaning as indiecating dry cells made by Ray-0-Vac. In partial
support of this conc]u!ian the decislon lists & great number of Patents directed to “leakproof” dry cells
(104 U. 5, P, Q. 349-380);  Burgess Battery Co. rested its position in the opposilion in part on the fact that
*“Burgess has been for some 10 years enzaged in the development manul‘acture, and sale of tru]}’ lea.kprout

colls and batterles” (104 U, 8. P, Q./340). -

& May 7 and 8, 1958, the writer purchasadﬂashllght batterles atanumber of storesin downtown Chicago
The battgries bore seven different trademarks. Four (Ray-0-Vic, RCA, Sears, and_Wards) were manu-
avtured by Ray-O-Vac tnder tae Anthony patent. .Three (United States Electrie Manufaeturing Co.,
National Carbon Co., and Burgess Battery Co.)- were not made under the patent. - The United States
Electric battery bore pateﬂt number 2,410,826, issuzed in 1946, - All'of the batteries except the RCA battery
bore the same guaranty that a complete new ﬁash]l.ght would be supplied if damaged by the battery.

" General. Dry Batteries, Ine, et al'v. Ra:u-O- Vac Co., 104 uU. 8. P Q 347, 353 (Comm T of Patents, 1955)
' Footnote 73, supra. i
: ?(gauvcr Tcm!f: J: M’fg C’o v Thc Lmdc Air Products Co.y 366 U 8. 271 (1949), on rehearing (339 U
60
“ 17 Ses 86 F. Supp :191, 192, The patent in su.it &lso involved 5 number of ela.i.ms to a methud of Weld[ug
These-wers held invalid by the district court (86 F, Supp..191, 196, &t seq) held Vahd by the Oourt of
Appea]s (167 7. 23 631); aag held 1nvahd by the Supreme Court (336"0 ).

. 7% Footnotes 76 and 77 supra.: :

8 830 U, 8. 6056 (19|

80 The district court held that the new ﬂux wag.an m.frmgement Umon C"arb:de and C’a:rbrm Co.v. Gmamr
Tank & Mfg. Co., 106 F.:Supp. 389 (951}, - The Court of Appeals reversed at 106 F. 2d 103 (1952),
‘The distriet court coneluded that the new fluxes “are substantially the sarhe with respect to silicates ag
requirer by the patent; that such fluxes.infringe beeguse the elaments in the compositions are, first; substan-
tially the same thing as required by the Jones et al. patent; second, operate substantially the same way;
and, third, they substantially. accomplish-thé same: resuits”: (106 ¥. Supp.'388). - The Court-of Appeals
declsion rests on diselaimers made earlier by the.plaintiff o distinguish the prior art and not on any eon-
trary concluision as to the similarity of operation,

8L Um\ted States v. I, I, du Pont de Nemours and Co., 75 Sup. Ct. 994 (June 11, 1956)
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‘practlca,l économic’ effect. of even -a basic:patent. It also brings into
focus ‘the rela,tlonshlp of ‘the: patent system and the antitrust laws in
fostering -product ‘corapetition.” The case arose on a (overnment
‘charge that Du Ponthad monopolized the business of manufacturing
and ‘selling cellophsane in’violation of section’2 of the Sherman -Act.
Du Pont entered the mdustry in 1923 throu h @ secret process license
from the French concern Lia Oellophene Wi Pont promptly under-
took & sustained:research’ program to improve the ‘product and to
develop its uses. . The company enjoyed a sales volume in excess of
75 percent of the. .cellophane sales in the United States.. The only
.other. substantial, cellophane producer -was. Sylvania Whlch during
"the pre-1947 period question,’ operated under patent hcense from,
Du Pont which included .provisions for sharply increased royalties
for sales in excess of a fixed percentage of Du Pont sales®  In short,
if the case turned. on. cellophane as. a separate commodity insulated
from. the competltlon of other products, there were all the earmarks of
“monopoly power.”.. .
Nevertheless the. d1str1ct court concluded that Du Pont had not

“monopolized”’ in violation of the:Sherman Act. . Turning to the test
of monopoly power developed by the earlier Sherma.n Act. cases—
power to fix prices and exclude competitors from the relevant market—
the court concluded that Du Pont lacked such power. Rather,
glagsine, wixed paper, aluminum foil, pliofilm, polysthylene, saran,
Cry-0- Ra,p, and: other” materials all’ competed with™ cellophane for
packaging’ ca,ndy, bread, meats, cigarettes, and other products.® The
.record. contained lnsta,nceﬁ Where customers.‘had shifted from these
other materials to cellophane changed back, and subsequently had
shifted to. cellophane again.® "Inshort,’ Du Pont, faced with the
‘competition of ‘these other flexible packagmg materials to ‘which cus-
tomers could and did turn, could not set & monopolistic price or exclude
‘others from the 51gn1ﬁcant market for flexible packaging materials
‘generally. The majority of the Supreme Court affirmed the district
‘court judgmént.®® In snswer to'the Government contention that thé
market should inclade only alternatives that dre “substantially fungi-
ble with ‘the monopolizéd product and sell at substantially the same
‘price;’ ‘the Court pointed to the practical fact that the various flexible
packaging materials were “reasonably interchangeable by customers
for the sarne purpose” and hence necessarily were part of the mamet
o be considered in measuring monopely power.%
" The Cellophane decision not only stands as judicial recogmtlon of
the significance of product competition under’ thé antitrust laws, but
‘also shows vividly the' relationship ‘of- Patents -to such competltmn.
D “Pont’s pioneering Tesearch did Tesult. in the issiiance’ of -an -im-
-portant -patent—the -moistureproof cellophane patent. The dlstnct
‘court characterized  the ‘patent ‘as &’ “basic product patent;”
indeed it ‘was in view ‘of the evidence that moistureproof - cellophene
‘was the: key to the successtul development of & marlket for cellophane

. Tu Uﬂited Smteav E. I du Pom de Nemaurs and Co 118 ¥, Supp 41 156 (D Del. 1953) The. Sylvauia

atent license provided for a Toyalty rate of 2 percent of net selling pnce unti] a fixed percentage of the com-
g ined annual sales of Du Pont and Bylvania was exceeded, at which time the royalty rose to 20 cents per
-poutid or30 percent of net selling price, whichever was greater. ~Actual sales by Sylvanla wers well: be]ow
the percentage at which the royaitles increased, . Lo

& Id., pp. 111-114, L )
.- MId., pp. 200-204,

8 Footnote 81, SUDTE. Ghlef ¥ ust[ce Wa.rren and B ustiees Black n.nd Do [
_-andHarla.nd!dnotsm . : § e
% Footnoete 81, supra, - at- pp 1006—1007 IR
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in. the United. States . -One would -suppose. that. if ever. a- patent
could give rise. to.broad economic power, it:would have done so i
this instance.- Yet.both the. district -.court and the Supreme Court
econeluded - that: Du: Pont had:net- enjoyed.-monopoly - power in. the
Sherman: Act: sense;. and; thus:necessarily held that even in.connection
with Du-Pont’s.position as-leading domestic producer. of ‘cellophane
the. patent, had. failed to ‘confer. such power.®. Indeed, in describing
awhat. the proofs showed 10 have actua,lly happened the dlstrlct
court: sald, RUNTRREIS B : ; :

" As ce]lopha,ne 266 recogmtlon in the tra,de others entered

‘various phages of the business as ‘converters, users; suppliers
- of Taw maéterials, manufacturers of’ equlpment and the like. -:
" ‘Cellophane creates competition; - Throuo-hout the flexible "
* packeging ‘markets this' competition is folt. It stimulates: ™
efforts: of -othér” producers ‘to manufactute more -éfficiently.
Tt ‘stinulates’ reséarch: ~ The consumption of flekible pack='"

aging materjals, including cellophane, has grown at: & rapid” =+
- rate. Within these’ ‘markets the’ compet1t10n ig-intense. -

New ' prodicers -have “enteéred: No - one’ material” or' one'
. “supplier controls-wcertalnly not Du ‘Pont, which hag neither
“ the power to ra,lse prlces nor to, exclude competltors :

T4 ‘might. be added that even if the market is defined narrowly for
antitrust purposes—as was. done. by the dissenting Supreme Court
Justices—the case still shows that the actual ma.l'ket power. attendmg
even the. “basic” cellophe.ne patent, was. elosely circumseribed b
competing substitutes. ...
. We find another pertment recent case in Cole V. Hughes _Tool
Oompany 0 Here, Hughes had brought action. for mfrm ement of
three. p&tents to, il well drilling bits. - As one .defense and basig for
connterelajm;, Cole argued that Hughes had. monopolized the 1 manufac-
ture.of such: blts in violation of section 2 of the Sherman Act. . Again
we have & charge of monopolization levied against a. companv that
wag, a pioneer-in.the.field, had engeged in ‘sustained active research,
and enjoyed ;a . position of leadershlp in the: industry. Moreo
Hughes had a.litigious history of aggressive enforcement of its patent.
rights- and. apparently refused.to grant licenses on terms “acceptable
to competitors.”.. In short, if patent, rlghts baged, on research ‘were
capable of 1mpart1ng . monopoly position in the. mduetry " Hughes
should have acquired such position.. " Yet when, £ mined
the activity .of .competitors,. the ‘competing products,. ~and,; the  other
facts of the indusfry, .it concluded that “any: notlon “tha, ‘Hughes

‘controls .the. market. or enjoys 4 monopoly in. the,r'_ tary-

-8 "Vahdlty of these-claims and ‘other brcad claims contained in the 'basiefproduet patent was cn'nceded
They are reinforced by basic and egually valid progess patents. . There is 10 proof any moistureproof ¢ello-
‘phane eould have been or in fack ever was made during the life of the product patent which wasnot equally
covered by iits:claims. . Indeed, .this.patent covered ;the entire fleld.of mojstureproof cellopharie, and its
‘strength and broad coverage was récoghized” (118 F. Supp. 41,214),

“Dn Pont’s-divelopment’ of ‘moistureproof eeflophane was. ! stimulated :by; du Pont's inab;ht:r 16 8ell
nonmoistureproof cellophane in competition with wexed glassine and waxe paper for wrappmg cookJeS,
.crackers, eandies, hiscuits, and bake: éoods 2 - Finding 94 (118.F. Supp. 41,:76}, - i

8.8ince the majonty of the Supreme Court found no monopoly powerit did NpLgo ol 10, determme Whether
the patent. would form s defense to the menopplization. charge, whera moenopoly power wes shown £ exist,
‘The district conrt did go into this question and eoncluded: that the patent was alone & deiense to thé chnrge.
See 118 I, Supp. 41, 213-214. . B

8118 F. Supp, 41 54.

0 215 F, 2d 924 (16th Cir. 1054).
A Bee,: Chitage: Pneumatic: Tool Co.v. Hughes Tool:Co., 9.1, 24 945 {10th. Cir, 1038); Rabértion. . Boe Bit
Co. v. Hughes Tool Co., 176 ¥, 2 788 (5th Cir. 1048); Williame v. Hughes Tool Co., 186 I, 2d 278'(10th Cir.
1050); Chzcago Preymatic Tool Co. v. [ughes Tool Co,, 197 F. 2d 620; (lﬂth GJ,?; 195i)




‘industry is clearly refuted by.the. record 7o Wlﬂ;l. _I_‘ega,rd to b1ts of -
one geneml type,.the court.observed: . -

A% Th Hughes bits ~whichs have enjoyed the grea.test'
- market Success are- those designed for drilling in'the medium " -
. and hard formations.” There, Hughes comes into competition
" with cross-roller bits and cone bits of other manufacturers:--
“+" Diamond. bits also ‘come’into direct ‘competition with the
- ‘Hughes bits designed for:drilling: in:the: harder formations.:.
>~ Many of the large oil developing companies:have:ceased to-
#7 " yge Hughes bits and are using diamond -core: bits in’ certain
- types of the harder formations for the reason that the dia:
mond core bit-drills faster  andiis more economical;: smce 1t
“is not necessary to pull it out and change: bits. HUBE

" The’ Grlen Raven case® ﬂlustrates thi’ &ctual econoniic power of ‘%
patentee in a different setting. The patent 1n ‘st was d]rected to'the
so-called picture frame heel design for women’s hosiery. It was based
upon. the invention of one Bley 'who ass1gned an intérest to his partner
Spurgeon. The patented stocking enjoyed most impressive commercial
success. Spurgeon Hosiery Co., a licenses, had 20 employees in March’
1948 when it took alicense. Desp1te 2 somewhat. higher price than
that of comparable quality hose, it rapldly expanded to four times its:
size due to increased sales volume. ~Thé Sanson Hosiery Mills, Inc.,
to which'a part-interest in' the patent was a.ss1gned by Bley and Spur-
geon, offered the patented stocking in late 1948. 'Prior to that time
the ‘company was in: ah. unprofitable ‘condition  and had reduced’its
customer accourits to 15 or 20.” Within' 16 months-Sanson’s customer
accounts rose to 3,981, and in the first - year its.sales increased. from
3,000 doZen pairs a month t0 48,000 dozen pairs & month,” By the end,
of 1949 Sanson’s stockings were to be found-in all-of the 48 States, in
the Territories and: possessions of -this country, and in' 26 forelgnf
count.rxes By 1950 its annual sales were estimated at $10 million.

* ‘When-a patent-infringement suit' was brought on the- ‘Bley patent;
the defendant contended that: the plaintiffs -had- entered into. illegal
price-fixing . agreemetits. - It was shown that they weré selling -the
patented : stockings™ under “fair trads” ‘resale  price ‘maintenance
statutes, which in terms permit such price maintenance only ‘with
respect £6°cothmodities “in free and ‘open‘conmpatition with cominodi-
ties'of ‘the same general ‘class produced and sold by others.” % - The
argument was that.the .resale price maintenance statutes could not
-apply to the ‘patented stocking beécause—if patented—the stocking
wad of mecessity not ihthe same general class as other: stockmgs;
The court rejected this- contention with.the pragmatic view that
defiés common sense to say that the addition’of a design to & stockmg
takes it out of the same general class of stockings of its competitors,’-%

No dlseussmn .of practical length can explore all of the ‘vanatmns-
of economic power associated with lettérs patent. The. cases dis=
cussed above areillustrationsof paterits which-proved: important
competitive instruments.-~ Ray-0-Vac vigorously advertised : a,nd om-
phasued th dvantages of 1tsf atented battery to 8 hiate

“u Footnote 90, supra, at b, 988,
=03 Bootnote 90, supra,at-p.039.
8 Flen Rrwm Kmttmg Mills, Inc v, S‘ansan Has:er sz Inc 189F

y {4t 513
95014, at pi 864+ The statute quoted is the:Miller-Fydings amendment to:the-Sherman Aot/ (50 St
_.ederal Trade Gom

Essmtiallytthe fame la.nguage is embodi

e Mchre amendmen ¢
ootnote B4, Stipra, atp.sss. )




of the' market’ whﬂe-compemtors searched for nonmfrmgmg leakproof
constructions; Linde did likewise Withrespeet to the ‘patented weld-
ing ﬂHX-y‘l‘D.,n. ont enjoyved.a; commanding position -in’ meistureproof
cellophane, manufacture; Hughes./Tool has had: the. exclusive manu-
facture .of a: number of important patented .bits and has made im-.
pressive, profits;-and -the owners. of the Bley. design patent. have had
phenemenally increased sales and substantial license: income- because
of the eustomer preference for. the. patented design.. . Absent economic
advantages of this kind, the- patent system would fail to:encourage the
research and: developmen' iditures. hecessary: 0 bring:foith the
inventions:-dnd the investmgnt: nécessary. to- market, theiri ;¥ would fall
short:of bringing in new competitive enterprise based .on.inventions;
and in many mstances business would find secrecy-more advanta,geous
than going through comparatively meamngless patent procedures.
Yet, despite the 1mportance of the pa.tent in. ea.ch instance, vigorous
compet1t10n prevailed.

There is of course a statistical chance of a patent which consmtutes
the key to & distinet industry free from significant product competition,
One can point to hlstorlcal ex&mples of such patents.” o Usually pa.tents

.9 Thi illustrations- dJscussed in part above, compei the conclpsicn that some form of exc]uswn:y is
reqmszte to bring forth competitive offort in researeh and development. The point is brought out in the
urusia] setting of Government-owned patents by the second report of the National Patent Plenning Com:
mission 27 4. P, O. 8. 76 (1945).. Impressed by experience of the Department of Agriculture and other
agencies that potentially valuable inventions were not exploited ‘becdtise of Governtment policy against:
jssuing -exclusive licenses, the Comnission recommended that Government agencies be empowered .to
grant such licenses, or even assign patents, in appropriate eases (27 7. P. 0. 8. 80-85)." Seée also, report of the
Subeommittes ori War Mobilization, pursuaut to 8. Res, 107 (78th Ceng. ) January 23, 1945, pp. 14 and 202.;
In-the final repart of the Attorney, General to-the President on Government Patent Practlces and Policies,
114, 116-122 (1948), Government-finanded research, developrment, and: promotion is reeommended 88 an
alternative to the gtaut of exclusive licenses or- assxgnm(mts - s TR

The Jate Professor Schumpéter is the leading exponent among economlsts of the need for exclusweness
In Oapitalism, Socialism and:Demmocracy, he states:

(R largest-scale plans eould in many cases not matenahze at all jf it wore not known from the outset
that competltwn will be discouraged by heavy capital requirements or lack of experience, or that means
ara available to discourage or checkmate it so as to.gain the tine and space for further developments. .

“i'The introduction of new methods of Droduetion and mnew commodities is hardly concelvable with
perfect—and perfectly prompi—-competition from the start. - And this means.that the bu]k of Wha.t; we' call
economie progress is incompatible with it (3d ed. 1950, p, 106).

Schumpeter looks tpon the patent systein as one way this exclusiveness is provided and concludes thaf it
i% ;‘oon hsasle)a.nca a propeilmg and not an inhibiting factor’” (Capitalism, Soclalism and Democracy, 3¢ ed.
1850, p

Condusions consistent with those of Professor Sﬁhumpeter are reached with respect to the adio industry
by W. Rupert Maclaurin (Invention and Innovation in the Radio Indusiry (1949) pp. 250-265) and with
respect to the electric-lamp industry by Arthur A, Bright, Jr. (The Electrie Lamp Industry (1949), pp. 202-
208, 451-482). - More generalized empirical evidence supporting the Schumpeter approach -is found i Hale
and Hale, Monopoly in Motlon' ym.mm Econamxcs m Ah‘bltrllst nforcement (41 Virglma Rev.
(1055); p;])J 431, 448460 oy -

?nﬁa schogl of economists ques ons Schumpeter s-approaeh i A statement Di J:h.ls
asfollows:

# 4 ¢ the Hired Inventor is another émployee on & salary and the grant of.a pateut o1 an- mveutmn in
which he partiélpated hes little or no cangal relation o his effortd. The expense of such rosearch—salaries;
laboratories, ete.—for the going coricern iy like the expense of time and ‘motion studies, market . research :
and the like in that it is Necessary in order to keep.up or stay abead.  In a competitive setup the reward of
gorporate research is the advaniage, however témporary, & cornpany has in taking advantage of its fndings.
In all instances it must coneeive, develop, and reduee ideas te practice; whether they be Jmpmvements in-
machinery, assembly line, or saies technique;. patents apparently p]a_; little or no part as en ineettive.,
The grant of patents to a. corporation via its emplﬁyees is another inane‘effort to adapt the legal theory of a
corporate person to a law-originally. intended for-the individual.. The corporation has largely usurped the
patent system as it‘once did the 14th amendmert. - Insofar as the big eorporation and the hired inventor,‘
one receiving the patents and the other wages or salary, hasreplaced the independent inventor, the ‘pro-
motion of the progress of stience and the useful arts by seeuring for limited timss Go inventors, the exelnsive
pights to their respective discoverles! -has eeased” (Vaughan, The Tnited ;States. Patent System—Lega]
and Teonomic Conflicts in Ameriean Patent History (1956), . 288).

"% Jee, o, ., Bell patent 174, 1465—~covering the only Dractical method of commuricstion by telephoue«-and'

Hell patent‘. 400 ﬁﬁa—coveriﬂg the brocess of- eIBCtrolytlc manufacture m‘ Aaluninum- using. & solution . oﬁ
alumina In n eryolite bath,
- *With:éxesptions too tave to be mgniﬁcant patents do not individually cover businesses, nor even new:
kinds of prdducts which s manufacturer might make, Individually they will seldom support a new indns-
try and almost never stop'ons. Patents (with these rare exce; tions) are for mere improvemments in knewn
things, which compete w1th ong another for adopticn In going enterprises’ (Ba lard,- There Is N o Mysbery
About Patents (1846), p. 19). i

T’éih?& askeq[ vévéth regard to the pmb[em ot‘a reva]utionaly key patent in the utomobil mdustry, Charle:

ebte; reg) 1.
E “T don t'see how that thing could ever happen, Fou see, bedause any very, very radical de.pa.rf:ure doesn t
coma suddenly, + They came vetg* sléwly and you ecouldn’s justreach in your pocket and: Alash a new:ohe ot
like tl';at, especially in a highly developed art like the automobite business w7 pto2 TNEO hearings,
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of such sweeping: scope issue so far in advance of the, commercial .de-
velopment of the industry that they.expire before substantial use or
production can be developed.” - If; howéver, the patentee has made
1 step go far beyond the current stream:of development as to obtdin
such a patent—and nevertheless succeeds.in bringing the invention to
a commereially praetical form-and in building up substantial use before
the patent expires—we havé the strongest case-for patent protection.
Of necessity there has beén an exhibition: of the highest order:of both
inventive effort and successful commercialization of the kind that the
patent system and publie policy génerally should alike encourage. -

. The great bulk of patents, however, confer much less-economic
power than the examples: discussed above—either ‘because they: are
directed to specific improvements: or-because useiof the invention
itself is not economically. justified. -A measure of the number of
patents of this kind:is found in the antitrust decisions where the
‘courts have been confronted with-issues turning on the effect.of large
groups of patents but have found comparatively féw worthy of dis-

‘cussion. as competitively important:®: -

- Patents to specific improvements predominate in:fields where there
is'a well' developed :body of prior-ari.- They serve & useful purpose in
stimulating: competition /in . improvement :and-in-the manufacture. of
products ineorporating improvements. - In such instances, ‘however,
competitors can: mapufacture directly - competitive: noninfringing: al-
ternatives, either based on the prior-art or-on-the exercise’of a modest
degree of ‘technical effort.: ' Occasionally & particularly: talented:in-
ventor ‘will make an improvement rising considerably above the lével
of ‘the art and receives a patent of comparatively great importance.

Sueh patents are unusual; and in:any event léave the competitors
free to make-a wide. range of competing-alternatives. : .~ -« .0
v Indprovement patents ‘predominate -in g:vast: number of fields:
Virtually: all articles oficornmon kougehold usé—clothes washers, dish=-
waghers, irons, coffeerzakers, lawn mowers, refrigersitors,. stc.—are
covered in all their basic respects by expired patents free for use by
anyone. -To illustrate & specilfic art of this kind,; a5 well as-the unitanal
occurrence of compeiitively inportant: patents, we:may take refrig-
-erator ice cube trays. Thte problem-.of removing ice:from a.freezing
container bas always been troublesome. It was early encountered
in commercial-ice production;-where inventors:devised: antistick sur-

.. B y¥ith respect to the 17-year patent tezim in the ease of a.pionesr invention, Charles Kettering testified:
fo8w % T $Hink ‘You woiild have to take the individusl 'case, beéauseif-aninventor is very smart and alert,
%’]ighiillllp to ﬂ%ﬁ& I;li]lutﬁ,_l? ‘years isn't-long enough, becduse he will be nhead of the timeg * * * (pt. 2, TNEC
earings, p. 348), : . L L ) oo -
- Dy Kettering further testified that be did not-know of sty instance whera a revolutionary lavention had
caused serions dislocation of an established Indusfry. Id., p.35L, : R R
" F'ha classic e.amples of delay in the Patent Ofiice’appear to have been largely motivated by the thought
that the inventions were ahead of the times, . Eee, o.'g, Woodiridge v. Uniled States, 201 U, =, 627 (1923);
Overland Motor Co. v, Pachord Motor Car Cp., 274 U. 3. 417 (1927Y; Columbia Moter Car Co. v, Duerr'& Co.,
184 FFed, 893 (2¢ Cir, 1811}, The t rbo-jet-aircrafi'engine | roviles an excellent iil stration of a more reci nt
experience. A 192} Fronch ratent showed a com: Jete L-rbo-jet engine, b t develoment of srich an engine
for st af aleeraft did not begin until more than a decade later in Germany and. England, and alT.0st 20
%eglrs latmb )in the United States. See Schlgifer and Heron, Development of Alreraft Engines (Harvard
Ualy,, 1960). . - oo oo s s e B P S
1% See, o, g, United Stafes'v. General Electric Co., 82 F. Supp. 753, 807-808 (I, N, T, 1948" (only 10 Patents
-discussed in connection with “bread and batter” lamps manunfactured by General Eleetrle, ail of which
had either expired or represented nventions no longer used by 1948): United States v. Aluminunt Co. of
Arnerica, 91 ¥, Supp, 383, 336-389 (S. D..N.. Y. 1950) {only. 11 patents “‘competitively significant” of 775
owned by Alcos). ““The patent ay not be sn outstanding one; i5 may be entitle] to but a narrow con-
dlruction. It may in fact be easily avoided. Wedenotsay. Butit may not beinfringed, Patents are not
woid because they are small or narrow. The public Is benafited by both narrow and bread patents, divectly
and indirectly. They are directly beneficial for they result in better machines. Indirectly they couse
competitoss fo get busy and produce & still bétter maghipe,  And iinally, the larger improvements come as
the result of many shost step inventions. At least Congress evidently so believes, for it retains a patent
system that rewards those who contribute to the public welfare by new ang useful produets.” Fer Judge
Evans In National Slug Rejectors v. A, B, I, Mfg. Corp., 164 F, 2d 333, 340 (7th Clr. 1947).
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-faces ‘wedging devices, and other arrangements to facilitate removal
of ice from the container.® . Later—as. the home refrigerator: came
inko use—inventors -devised a variety of constructions. particularly
adapted to home use.. These applied eccentric, cam, or- wedging
devices to lift the divider bodily-out of the tray, divider constructions
that could be deformed or-flexed to free the cubes,flexible trays that
could be twisted or peeled away from the ice, and many ctherarrange-
ments,'® "All of these patents-have now expired, leaving the construc-
tions:freely available to. the.industry. :At the present writing a-tray
construction using & two-part. longitudinal divider enjoys: considerable
popularity.*®- While this construction has beenunusually successful,
it shares the field with: a variety of .arrangements based directly on
the principles of the expired: patentS%and Lhe great bulk of currently
live ice: cube tray -patents are directed to wvery: spemﬁe and com-
pet1t1ve1y unimportont variations on the expired art. 1 <.
- -Little need be said about patents to inventions not econommaﬂy
'worthy of use. Such patents exist because it is:impossible to predict
which inventions will becoine cotnmercially important and which will
not.  A-patent may be directed to a product in useand of importance
at the; time of filing which: has since been displaced: by subsequent
developments:- Or a patent may relate to an invention having.appar:
ently -great-promise which has not materialized; ‘Patents of this leind
gerve a useful purpose-in encouraging the: exploratlon of all avenues.
In terms ‘of ‘economic ;power .they are: unimportant. - :

~‘The inescapable over-all factiis. that ‘the: practical : ‘economic reech
of létters patent is'limited: - Even the patentsof comparatively great
commercial importances—such: as ‘those-of the above examples~—fall
short of conferring {‘monopoly’*:in the: antitrustlaw sense or:in any
odious respect. Rather; they operate in a market context within
which product: competltlon can and does. take place; :Far from being
free to fix a-monopolistic: price; or otherwise ignore the activities of
competitors; the owners of even these important: patents must face
the competition of -alternatives—each having its own advantages and
disadvantages in relation to-the patented product or process—as well
ag the all-important fact that: competltors wﬂl devlse supenor non-
mfrlngmg products &nd processes G 5 : :

-B COMPULSORY LICENSING—“*‘\«IYTH VDRSUS FAQT

The sub]eet of. compulsory 11cenemg is. a. false issite’ that. has Iong
pla,gued discussions of the patent law.” “To-some the subject hag be-
come g rallying point for criticism. of the: patent.system and unin-
formed conjecture about ‘‘suppressed’’ commercially valuable inven:
tions.™ Others have with ‘equal vehemence regarded compulsory
hcensmg of any kind and in’'any setting as a depa,lture from- all that.

1 See, &.2., patants 529 346 (1894) end 951, 781 (1910)., TFora pamal co]]ection of the patents m this ﬂcld
See Simith, Supplementary Materis] on Patent Law, Overbeek Cin (1963)-

102 See e, Patents. 1,676,600 (1928); 1, 738 16" (1929) 1, 830 260 (1931) 1 879 400 (1932). 1,932, 731 (1933).
1, 930, 630 (1933) 2,028,047 (1936).

i ’lI‘he t.wo-part Iongltudmal chv:der constructmn ;s shown in prmmple in patent 2 196 476 exptrmg m
April 1957,
iof The automobile industry ilustiates gnather broad fleld where narréw improvelnent patents predomi-
nate.. Ses, ¢. g., the analysis of tho patents of Genpral Moters Uerp. at pt. 2, TNEC hearings, pp. 601-697.
Again, there.is an occagional improvement patént of cmmderab]e commercial xmportance See o8 -
Ersling v. General Motors, 164 F, 2d 824 (8th Cir. 1948), -

15 See, e, 8., Vaughan, Economics of Qur Patent: System’ 1925) D 172 zmc'l Vaughan, 'I‘he United St es
Patent System, Legal aud Ecanomie, Conﬁlets A o ] atent Histm- 6),
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- hag made the American patent.system effective.'®. The result is often
a debate between. theoretical extremes m complete dlsrefr&rd of the
practical facts. ’

Two basic conmderatlons blmg the matter mto perspectwe The
first is. the fact that effectiveness: of  the. patent system in certain
areas—notably the small manufacturer or- the newecomer—reésts on
freedom from compulsory lcensing: The second is the fact that at
the ‘present time the patent right of exclusion is limited in various
respeets. - Indeed, all the legal tools required to handle abuses of
patent rights that might otherwise _]usmfy a eompulsory 11censmg
statute. are presently:available..

. The difficulty with unqualified - compulsory hcensmg, s that it
Would reach phases of patent system operation that depend for their
economic. value on the patent right to esclude. = The newcomer or
small. manufacturer needs more than the mere right to royaltxes—
when and /if. the invention proves successful - Success: with a. new
product or process entails investment in lesearch development, and
marketing, and a. willingness to move.forward desplte uncertalnties
and the ever-present risk.of failure. In this area a patent subject te
compulsory licensing would have little effect in promoting competi-
tion, for the possible license royalties would provide slight, incentive

" and’in most mstances would not, serve to ]ust1fy the eﬂ:'ort a,nd I‘lSk
involved. -

And When we consider the patent system in terms of its researoh-
compelling effect on: established business, the. threat of possible fore-
closure from some activity is far more mgmﬁcant than. the risk of
penalty in the form of patent royalties. Compulsory lcensing would
greatly reduce or eliminate thismigk. - Established business could then
relsx swith the assurance that it.could promptly adopt new develop-
ments after others had madé the investment and. effort required . to
prove their value. This is the very kind of relaxatﬂon that 8- broad
.comp', titive public policy should prevent. .

Nor: can- this difficulty with: compulsory hcensmg be: overcome by
hmltlng the statutory schieme to cases where the patented invention 1s
not’beingused.  Nonuse'of 4 patented invéntion is neutral, and should
not be - ‘equated with any sinister or undesirable purpose 0 To be
sure;a. superﬁomlly appe&]mg argument can be made that the patentee
ought either o use the Invention or permit othersto doso*® Thinking
of this kind lies behind the court of appeals decision -in the Special

> it See, 8. g, Saparate Views o0 Patents oI Congressman Cole in Report 2181 Hotisé of Representatwes,
83d Cong,, 2d sess., July 12, 1954, to accompany . R. 9767, amending the Atomile Eingrgy Act of 1945;
Spencer, Thmki.ug "t head: Thréat to Our Patent Sysiom, 34 Harv, Bus Rev, 21 (1956).

17 Report of tiie Altorney General's Nationai Clommittéo to Study the Anititrust Laws, p 229 ()955),

%8 Far a judicial éxpression of this thought see Hoe v. Knap, 27 Fed. 204, 212 (C. C. N. 1. 1L 1885). The
unquahﬁed expression of Floe v. Kuap was rejected by the Supreme Court in C’aﬂtmcnml Paper Bag o, v.
Hastérn Peper Pag Co., 210 U. 8. 405 (1908), where the defendant in a patent infringement suit contended
hat relief should by denied because the plainuff was hot using the patented invention. With reﬂpect to
the argument that the patentee must use the invention or permit others fo do so, the court stated:

“But, granting all this, it is certainly disputable that the nonuse wag unreagonable, or that the ughts
of the pubhc wore involved. There wasno question of 2 diminished supply or of inerease of prices, and can
it; be said, as a matter of Jaw, that a honuse was unressonable which had or its inetive the saving of expense
Eh‘a‘tt#\’w, ou{(ul %avse beéen involved by changing the eguipment of a factory from ong set of machines to another?

al

*THe éourf, of Ap])eals [01 the Pirst Circiit had réached a similay coticluston; Tudge Aldrich fxi'the Court
of Appeals had dissenited because he considerod thé evidence to show that '‘the ‘complalnabi stands'in the
common ass of menufacturers who actuinylats patents merely for the purpose of protecting their general
industries and shatting out eompetitors,” (150 Fed. 741, 745 (1st-Cir. 1008), Formore complete discussion
of thig and other cases boaring on the subject sse Fros, LegaJ Inmdentq of \Ton Dsa of I’atented In‘ entious

econsidercd 14 Geo. Ws.sh L. Re‘» 273 435 (1946} ' vl .




Equlpment case, ‘overruled by the’ Supreme Oourt w9 The diffé
with thinking of ‘this sort lies in ‘the fact that it i 1gn0res the rea11t1es of
product competition and the inventive process.

Product competition is defined in-terms of competing teehnolomes,
not in termsof patents. A single" competitive’ technology- may
encompass & number of paténis. The'patent law has long and
properly encouraged patent disclosures and’elaims to variations.'
These may appear in a single patent, or in'a group of patents.'** " The
inventive process normally leads to such variations, such as the related
compositions found in the’ Jones, Kennedy; and. "Rotermund. patent
involved in the Linde case,” the variois dry cell constructions shown
in the Anthony patent of the Ray-O-Vic case® or the numerous
amplifying vacuum tube congtructions shown in the basic DeForest
vacuum tubs patent.!™* ' From the standpoint of investment——and of
competition in the developmental process—these - variations - are
usually so closely ‘related as’t0 amount to the same' thing.  They
represent like rather than competing techﬂologles It"is: accordingly
small solace to the inventor that he can have exclusive rights to one
variation if his competitors—especially the’ estabhshed concerns—
can use variations essentially equivalent to the one chosen for mdnu-
facture. Insuch instance the patent.owner’s own inventiveness.w
be turbed against him to destroy the value in the patent rights &nd
preclude the. economic. beneﬁts required Lo generat,e product &nd
research competition: =~

‘Of course this does not dISpOSE of the pers1stent myth of the patent
system--~the commercially important invention' suppressed by the
patent owner for some ulterior purpose.  Here the important:con-
sideration is the present state of the law, particularly in relation to
injiinctive relief for patent mfrlngement for Wlthout such rehef such
suppressmn necessarﬂy must fail.

108 Speuzal Equzpment v, Coe 144 V. 2d 407 (App D C 1944) reversed at, 324 U. 8. 37{} (1945) ’I‘his
case arose on bill in equsy to reduire the commissioner o isste a patent to “subcombination™ elaims to a
pear preparing machine. ~The complete machine served to peel, core, and split pears for canuing and it was
in this form that the machine was marketed. Claims had been allowed in tho application to the complete
imachine. The claims sought on the bill in equity were to the machine without the splitting knife. Xt was
the reasonin LE of the applicant that these claims represented patentable invention and that one otherwise an
infringer could ezcape the claims allowed by s l1ttmg the pears by hand, The Court of Appeals reasoned
that “fwo distinet inventions ave diselosed in the spplicant’” and that the patentes intended to use enl v one;
namely the compjgte combination with the splitting knife, It accordingly considered the case ong where the
claims were sought for priposes of nonuse and to protect 5 differént invention that was nsed. Considering
only the narrow question thus posed, the court concluded that the pubhc mterest demanded that the sub—
combination clatms be refused.

On. certiorar], the Supreme Court looked to. the overall s;tuatlon The Cou.rt concluded t.hat the “111-
tonded nse of the patent (to the subeombination) to prevent others from appropriating it and by that means
from appropriating an essential part of his complete machine is in no way inconsistent with petitioner’s
making other permissible uses of the subcombination patent” (324 U, 8. at p. '379). The Ceurt aiso noted
that #“* * * we think it plainly is legmmat.e e use & patent on the subcombination as a means of preventing
appropriation by others of petiticner’s more lmportant eomplete invention whiech he is nsing, where there ig
absent, as there is here, any purpose to enlarge the monopoly of either invention' (324 U. 8. at p. 376).

ul A importantexample of this policy isfoundin 85U, §, O .112. ‘Thelast paragraph of thissection speci-
fically provides that a “means’ cleiin *shali be comstrued o eovel the corresponding strocture, material,
or acts described in the specification and equivalents thereof.” Obviously this language eneourages the
patent-applicant to show as many variations as possible.

11l Whether the severa} elaims of a single patent, or the variovs claims of a group of patents, are involved
should be immaterial. In sore instances the Patent Office itself may be responsible for the'issaance of
several patents rather than one. Section 121 of the Patent Code is intended to ke this matter largely
dizerediorary with the Office. , And even whiere thore is 10 question of a Patent Office “division” require-
ment a number of patents Ay issue representing & common inventive theme.

12 Patent 2,043,560; This patent resulted from “experiments with welding compomtzon which they hoped
would give a hetter weld than was being obtained by the Robinoif rocess which undoubtedly involves an
electric ar¢ phenomenon,”’ Linde Ajr Products v. Grayer Tunk & AMyg. Co., 86 I, Supp. 191, 193 (N. D, Ind.
1947). The patent contains product claims 18, 20, 22, and 23 which ‘were held valid and infringed (336 U, 8..
271, 339 U, 8, £05).  Other product claims, Damely 19 21, 25 28 and 29 were not st issue In the ease.. -

13 Patent 2,108,423: This patent shows, at ﬁgures and 11,-three .S8parate - t‘orms of the mventmn
The claims sustained by the Supreme Cotirt covered all ﬂ:lree forms.

M Pateat 841,378: This patent covered the crucially Immportant development of the amplifying elee
tiabe, 1eFarest’s concept was to achieve amplification by varying the electron flow between the b
cathode and the anode. The 6 figures of the patent show 6 separate ways of carrying out this co
Figures 2 and 4 show the three electrode form of the invention that has since becomse standard pr
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In]unctwe rvelief became a:part of the:patent statufes in the 1819 '
]E}’latent Act. . This act prov ed +hat in patent and copyrlo"ht cases
the court——— . ;

Ighall: have authorrty to gran 1n]unct10ns accordmg to the
course and-prineiples of courts of equity.* * *. on such terms -
= gnd: conditions: ag’ the sa,rd courts may deem ﬁt and rea- .
sona,ble o E

The 1n]unct1on pr0v1s1on of thP 1952 Patent Code m smmlar Ia,n-
gua.rre ‘provides that: e :

‘The several. courts havrng ]urlsdlctlon of coses under ths

- title may grant injunctions in accordance with the principles.

. of -equity to prevent the violation of any right secured by
-patent; on’ such terms as the court deems re&sonable 8L

“Thiecotirts have never felt compe]led to gra,nt. injunctive relief under
any and &l ¢ircuinstances;”’ Rather; considerations of publie mterest
have dictated refusal of injunctive relief on numerous occasions.” The
nost well-known of thesd cases are the patent misuse cases, where the
courts haive regarded the activity of’ the patentes ss §o° contrary to the

-piblic initerest as to require refusal of all patént relief. As Mr: Chmf

Justme Stone stated in’ Morton Salt v Supnger e

. “Ttis @ prmclple of general a,pphc&tmn tha,t courts and v

o especmlly courts of. eqmty, may appropriately W:Lthhold their = -

- _aid where the plamtl.&’ is usmg the rlght asserted contra,ry to o
;,the pubhc interest, : PR S il

, Iﬁ is the adverse eﬂ"ect upon the pubhc mterest of & sucees
: \.ful infringement’. suit -in. conjunction . with -the: ‘patentee’s
-....course. of conduct. Whmh dlsqua,hﬁes ‘him.to maintain  the
- muit; regardless .of.: Whether the particular defendant has...
. suffered from: the -misuse of..the patent.., Similaxly. equity..
Cowill deny relief. for. 1nfr1ngement of -au trademark svhere: the - .. .
oo plaintiff: is misrepresenting . o the. pubhc ‘the nature.of his ...
‘-:..;product either: by. the. trademark itself : or. by his label... -
- * ¥ % gep also, for application of the like doctrine in the case .
of copyrlght Edward Thompson. Co.-v. Ameriean Law Book. . -
. Co. * ¥ The patentee, like these other holders -of -an- -~
7 exclusive” prlvﬂege granted in‘the furtherance of a 'publi¢
i o poliey, may not claim’ protection of his‘grant by the courts,_ -
where it 1s belng used to subvert that polm . = :

Reasonmg a,long ‘the’ llnes of the Morton Salt'and: other thisuse' cs,ses
was applied in the dictum in the Vitamin:Technologists case.": “Suit
was there brought by Wisconsin Alunini Resdearch Foundation” uuder
the Steeribock patants on the ultraviolet irradiation -of foods 18 pro-
duce’ vitamin Gi- The court concluded that the patent owner-was
refusmg to. hcen ‘irdadiation of. oleomargarme under the patents m

e 3 Btat:481..

“1635 ¥y 8, 0, 283 y wa.y of contrast, the copy-mght ]aw is 1n terms unq une-
-tive relief {17-T. 8. C 101 (@)}, However, with'respect to the: statutory compu]sary llcausmg applicable
1o mugical récordings when t e owrer of & Tusical copyright permits reeording

the statute provides that
o 17T S_C

e granted “up (17 U.8.C.1

88
1t V:tamm 'J"echmtogms v,
den, 325 T, 8; 8673, :
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order io promote the sals by ‘Wisconsin fa,rmers of natural’ butter
Even though the suit was brought against & defendant in ‘no way
related to irradiation of oleommga,rme the court nevertheless ex-
pressed the view-that the activity of the: patent owner wag.sueh as
to preclude the grant-of any relief for patent-infringement.*: . .

A second case of significance is based directly on:considerations of
public health and welfare. 0 Tlere action for patent infringement
was brought against the czty of Milwaukee on the ground that. the
sewage-disposal system used to treat sewsage prior to discharge into
Lake Michigan infringed the patent. The court found the patent
valid and infringed. It nevertheless refused injunctive relief because
the public héalth and safety would be prejudiced by aninterruption in
the operation of - the system The court decision in this nstance
accordingly - amouyited' to a'judicial gravt:of compulsory :licenge in
favor of the city of Milwaukee and againgt the plaintiff-—a compulsory
license no less effective than . ﬁ O'ranted under some., stai-ute dlrectad
to’ that end, ..

:Additionally, sinee, 1910 the Government has nad the statutory
-rlght t0 use patented inventions free from injunctive relief 22 and since
1918 that right has also extended to manufacture and sale of. pa.teilted
products for use by -the .Government. 2, These . statutes 1
subject the patents involved to compulsory licensing, as does asimilar
statute respecting the Tennesses Valley Authority.*l “And the Atomic
Energy ‘Act’ llkemse provides for compulsory” Ticensing of patents.®

An"additional “and” very important form’of ‘compuliory licensing
has developed through the antitrust laws. Where practices relating
to patents are a part of & proven violation 6f the Sherman Act, it is
reasonable ‘that 2 deécree under sectioti 4 ofthat Act—ﬂntended to
dissipate the'effects of -the violation and ‘restore compet1t1on—sh0u1d
include’ provisions directed to the use:of the patents.” In many-cases
these decree provisions have required the-compulsory: grant of patent
- Jicensds. - While:: the power ‘of -acourt to -order: such- licenses on a
royaltyree basis is unsettled; there is'no present question with re-
spect to the power to order such grant on & reasohable royalty besis, 20
It is also well settled that where a patent is used as an integral part
of activity in violation of the:antitrust-laws, such as an attempt to
monopolize; reljef for patent mfrmwement will be- denied.":

19 The court heid the pateut mvalid and accordmgly did uot: actually deny rehef because of !;he refusal
to license radiation of cleomargarine, - - -

12 City: of Milwaukee v. Aclivated Sludge, 69 F 2d 577 (7th Clr 1934) cert, . den. 293 T, S 576, and ses
Bliss v. City of Brooklyn, § Fed: Cas, 706 No. 1 (E. D.N.Y, 1871), and Nemey . New York,N H. & H.
Ry, Co., 83 .’ 2d 409 (23 Cir, 1946).

mar) Report of the National Patent Planning Cozmmsslon of June 18, 1943 recommendmg a statutory
provision. precliding injunctive relief “whenever the court finds.that the. partmu]au use of the invention in
confroversy is necessary to the nationsal defensd or required by the public kealth or public safety.” The
Commission,, tendered this recommendation wlth f:he suggestion that ‘it -was intended to-“remove: sny
posmble doubt on the subject.” 26 1. P. 0, 8, 45 , 450.

122'36:Stat, 851, now incorperated in 28 177, 8. C. 1498 See note 54 Hary. L. Rev. 1051,:1054~1067 (1941),

. ::: 33 Sg’t 7{(;5 now incorporated in 28 U0, S Q. 1498, See note 54 Hnrv L Rav 1051 1054—1057 (1941).
- 128 68 ‘Btat, 919, 945, The history of the compulsury liconsing provisions of the Atomie Energy Act of
1946 (60 Stat, 768 and those of the present siatute is steeped In controversy that illustratés the intense
feolings that the subject of compulsory llcansing evokes. As one commentator—analyzmg the sub]eet
along the lines of the analysis herein~states: -

“In view of (the limitations In the 1946 Atornie Energy Act) * * * it is somewhat surpnszng that this
proposal for compulsory licensing, restricted as it i3, evolked the controversy which-it 4id during the debates
on the .aet, . Compulsory licensing in various restricted: forms is.not new to the Aineriean patent sys-
t&g;s); i (Ooms, Patent- Provismns of the Atomie Euergy Act, 15 Ur.uv of Chicago L. Rev 822, 832

And ‘sen Ooms Pmblems of Pate:uf: PoIlcy, 1952 Univermt - of Mlchlgﬂn Summer ]’.nstltube 155, 173—174
0 2{']1‘1(1(% Ognstltutwnall.ty of tha Patent I-‘mvlsions of the 1954 tonuc Enelgy Agt;:22 Umv of Chic: i
(l;ﬂgsfleport of the Atbomey Geuera!’s Nattonal Oomm1ttea 'I‘o Study tha Antltrust Laws

121 E. g., Kobe, Tnc. v. Dempsey Pump Co,, 198 F, 24 416 (10th Qir. 1952), cert. den, 334 U, 8, 837,
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In the light “of thess existing statutes -and judicial doctrines the
subJect of compulsory licensing becomes more academic than rea)] 18
The courts need no new power to handle abuses’of patent rights that
might otherwide justify a statute. Tt would beincredible, for example,
to find an injunction issued where the public safety or health -requuﬁed
otherwise. - Inlike measurs there are clearindications that in.a proven
case, of unreasonable “‘suppression’—such as a.patent used to ‘“block’
or “fence in" & competitor exploiting 4 competing technology-—would
bé similarly treated® : And any compulsory licensing statute redch=
ing beyond cases of thls general kind would in like measure reach
situations where:the patent system would- othermse mduce competl— :
tmn in research and development. B -

‘T'o: be sure, 1t can-be argued that there is a ﬂeed for a compulsory
licensing statute until some court specifically and in so many words
demes m] unctlve relief in a patent case’ involving  anticompetitive

“suppression.” But:this argument: proves too much, for- the failure
of litighnts "to raise -the- issue is itself. a: persuasive: mdma,uon that
practical considerations prevent the matter from arising.  Whatever
the reason for this history—-whether economie; patent law, antitrust
law, public relations or otherwise—-the 1mp0rtant point is that if. &
cage arises that really involves “suppression” justifying compulsory
llcenmng the defendantin the infringement suit involved would stitely
raise the'point. » The Paper:Bag: case—mnow half ‘& 'century:old—is-an
open invitation to prove the unreasonableness of ‘a'monuse, and more
recent decisions such -ag the Vitamih Technologists case ‘drive homs
the point.: Evenif we assume—contrary to ‘the trend and reasoning
of the decisions—that the courts would somehow countenance what
is'plainly contrary to the objectives of the patent system there can be
no doubt that the point Would be rmsed in. any case Where argua,bly
Warranted by the facts.

:'The most meaningful- aro'ument n’ f&vor OI cﬂmpulsory llcensmg is
that it might silerice the contentions about what would JTiappen if the
theoretical case that has not come up did in fact arise. If the Con-
gress had an excess of time and an inclination to pursue this essentially
theoretical a.nd highly controverdial matter, there might be.some point
in" doing:so. - However, 80 many’ pressmg tasks of  unquestionable
public lmporta.nce demiand the attention of Congress-that it seems
clearly unsound to pursue the ma.tter of a statute for Whmh the need
is'at best-debatable. - - o o P :
" Compulsory licensmg by staf:ute 1s considered in some quarters to beé equwalent to destruction ‘of the
patent system. -~ Small manufacturers, particularly, generally feol that -a statute—regardless of built-in
safegards—would_enabls their larger -competitors to take advantage of them, Hae, e. g., hearings before
the Cominitiee on Patonis, House of Representatives,onH R. 9259, H. 1. 0815, andf[ R. 1666, 75th Cong.,
3d sess,, March 21-25 and 28—31 1988, - -

It is of interest that the co Cpulsory licensing sta.tutes of forelgn “éotiritrios have raraly been ‘invoked.
Sen, 0. g., Wyss and Brainard, Compulsory Licensing of Patents, 6 Geo. Wash, L. Rev, 400 (1938); Vojacek;
A Survey of the Principal National Patent Systems (1936}; Frost LegaJ Incidents of Nonuse of Patented
Inventions Reconsidered, 14 Geo, Wash, L, Rev. 273, 435, 449-45Y% (1946); Penrose, The Econornics of the
Infernational Patent System (1951), p. 162-204; Federmo Compu]sary Lieensmg in Other Oountnes
13 Law and Conteinp, Prob, 295 (194
- for & ¥ Thege previgions (for con:apulsor'sT ]icensing) have beeu steadi]y widened OVEr many years, 50 88
to 'abolish one by one limitations put upen them by judicial Interpretation, but the legisiature has never
ycd‘, suwee%eld in making compu]sory ]icensing uf rea.l mportanca e Whlta Patents for Elventlons, London,

1955
¢ At eg, 8. 8., Report of f.he Attomey General s National Oommittea To Study l;he Antitmst Laws 230,
34,
nO’E"e An example of such sta.tute is found inH, R. 9259, 75th Cong ” 3(’1 sess., which contains no s!,gniﬂcant
Hmitations on the grant of compulsory -license other than an smorphous. statement that thera be.a fAng

that the’ ¥ublic interest be served. “See aiey the recomimendation of the TNEC that all patenis he sub)eoted
d eompulsory licensing ~Final Report, p: 36 (8, Doe, No, 35, 77th. Cong., lst sess) ;




G PATENTS AND THE ANTITRUST ‘LAWS—TOOLS T0 A COMMON END

i A major value of -the; patent. system-in today’s economy. is.that it
injects competition of:a kind that: otherwise would. not; exist.... Com,
petition of new products manufactured by new entrants into existing
mdustries, competition in product and process improvemient-and. cost
reduction . between existing - firms, research. competition. by royalty-
supported . organizations—all these are stimulated.by the patent
system: - And all -of these .are forms of competition. precluding the
quiet. repose. that the antitrust Jaws seek to. prevent.. Of course the
patent: system.operates:in-one sphere by the grant of exclusive rights
and the antitrust Jaws operate in another sphere by keeping the chan-
nels of: trade.opehn.. - But in ultimate objective-—a competitive atmos-
phere—there is identity. ™ i 0 e oL
-+« This fundamental fact is-too:often overlooked.  Instead of em-
phasizing the similarity of object and seeking to.make the patent laws
and the antitrustlaws both more efféctive,: there has been much .dis-
cussion based. on the: assumption .that-they represent rival philoso-
phies: and conflicting policies... . And too often the assumption has been
that strengthening.: the patent: laws.weakéns the antitrust laws, and
VIee:versa: - 0 o nad oora oot el ey s
- While the patént laws operate in:a:different mmaoner. and in s dif-
ferent environment: than the:antitrust laws; practical business prac-
tices. are-not so.easily classified: - Accommodation .must -acecordingly
be:made. . It is this:accommodation—and not any conflict in over-all
objective—that. forms. ithe ~subject- matter of -the . patent-antitrust
problems, s i Sl prvneer 0sl snilt e L Lo b
~"There is ho:need here: to. discuss in coniprehensive Tashion the varis
ous patent-antitrust probleins, or to:dwell on:the many: ramifications
of antitrust enforcement that raise questions:with respect: to. the
patent system .« A: fewrgeneral observations;: however; will be.help-
ful}; in ‘bringing out- the bread considerations that should bear on the
BUDJECE. © i e L st eyt s o s ey
. The first determination in relation to any patent-antitrust question
must be directed to the nature: and character.of the patent rights
involved. - Tor éxample, the'patent.to o sieve used in-making vitreous
enamelware cannot justify agrecments excluding. second grade ware
from the market; or fixing the price at which the first grade ware is
sold.* Plainly the patent right to exclude as to the sieve cannot
warrant agresments of this kind as to the unpatented ware produced
through its:use. :Similarly patents to. parking: meters. forin no-basis
upon which. the: price of unpatented sccessories.can be fixed.® ' Hows
ever, the fact that an agreement or practice reaches outside the area
of the patent should not.render it automatically illegal. - Rather, the
inquiry should theén go to the legality of the agreerent or practice as
" Ses, 6. 5., Oppenheim, Patents and Antitrust: Peaceful Cdaslstence?, 54 Mich, T Rev. 100, (1055),
Wood,; Premises and Seépe of the Patent Chapter-(Report of the Attorney: General’s National Committes
To:Study the Antitrust Laws), 104 17, of: Pa,iL. Rev, 243, 244 (1955}.; .(** *-* The two sets of statutes
take.obviousiy different routes, but thelr goals—of stimulating-progress and aghievement on the ane hand,
and stimulating and protecting competition on the other—are much the same,”) e L

;182 See, eo ., :Report of the Atternoy General’s National Opmmitteq To Study the Antitrust Laws, March

31, 1855, ch. V; Wood, Patents and Antitrust Law (£942); and Oppenhelm, Cases on Federal Antitrast Laws
(1948}, pp, 464-507 and 637-710, s = © 1 e fon rE i et L
<18 Stgndord Sanitary Mfy. Co. vi: United -States; 226 T 8. 20. (1912} (“*The agreements clearly;-therefors;
irans¢ended what wais necessary ta protach thie use of:the patent or:the monopoly,whieh tha Jaw: conferred:
}IDO% iE. . ;Fhey,: passed:to. thé purpose:and -sccomplished a restraint of frade condemnad; by, the: Sherman
W 5 . ) B

i Um’tet) States v. Vehicular Parking, 54 F. Supp. 828 (D. Del. 1944).
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a8 matter of genersl law. . The patent.is.one factor to .consider —in‘,s"ﬁcli
inquiry.. But to:condemn:conduct-otherwise legal merely because it-ig
associated with-—-but outside the scope:of—some patent or patents is to
penalize. the fact of the patent and discoutage rather than encourage

the research that brought forth the patent in the-beginning. ¥ ...
i Secondly, : ini'dealing. with® practices and. agreements . relatirig: to
patents few absolute rules should be-applied. - A major value of the
antitrust laws.as a control over anticompetitive practices lies in their
flexibility. . Conduet: licit_in. one: setting may. -be. illicit. in .another.
The: decisions on: grant-back clauses in patent. licenses bring out the
point.. : Suchelauses, by giving. to:the patent:licensor.some advance
rights.to the inventions of the licensee, necessarily exert et least some
depressing ‘effect upon the mcentive of the licensee to engage!in:res
gearch .and development. - Yet even & paient assignment grani-baek
provision has a proper -area of use—as, for example, to provide ade-
quate security in:connection with the.sale of a business.® -And: in
mmoest. instances -a simple nenexclusive license grant-back represents
1o more-than' part of the agreed. exchange for .the. main licenge.’¥’
On the'other hand, in a decree to .dissipate’ the effects.of &, proven
violation -of the Sherman Act it miay. be necessary: to prohibit even
nonexélugive license grant-backs.* .. To. také.another—and especially
significant—illustretion, the newcomer or small: manufacturér in.a
field may well ingist upon license clauses designed to protect the
return.of his own -manufacturing activity- that-would: almost certainly
transgress the antitrust laws if incorporated in patent license agree-

ments between established oligopolistic concerng.®- -

«.» Third, the practical problems arising under the patent system should
neotbe disregarded in enforcing -the antitrust laws. ~“In thenature of
things, the patent system leads to some conflicts—situations wherein
an interchange agreement:between the owners.of-the two or more
patents is’ essential to permit the practical manufacture of-the most
desirable product.:: In such situations the antitrust laws: should ‘ot
preelude ‘agreement, provided the over-all effect does not.reduce the
access of outsiders:to the respective patents or:competition between
the parties to the agreement.™® = oo e D e e

13vThe eases displdy some tendenéy to ind a per se antitrust violation in any patent misuse sifuition.
Such result can Te superficially justified by applying a formula that.a paterit by definttion is  “mdnopoly”™
and misuse is an “‘aluse of monepoly power.” . This syllogistic reasoning is fallaclous for it overlooks thefact
that the term “tronoroly” tused In one sense in the major premise and in another sente inthe minor premise.
- The existence of a patent onght not to foreclose mauiry—if otherwise appropriste—as to actual market power
and effeet, for this s necessary to establish whether there {s indeed “‘monopely power™ in the antitruss senss
and to support any corclysion that there fs In fect ax abuse of “monapoly power:". See Repart of the Attor-
ney General’s National Cominittes To 8tudy the Antitrust Laws, p. 204, and Frost, Misuse ss a-Per Bs
Violation, Conference on the Antitrust: Laws and the Attorney General’s Committee Report, Northwestern
. University, p. 113. 19585, . .. . . . T T I VN
188 Transparent- Wrap Muachine Corp. v, Stikes & Smith Cn., 320 U, 8. 647 (1947) (grant-hack not a vatent
misuse), and Slokes and Smith Co. v. Transparent-Wrap Corp,, 161 ¥, 2d 565 (2d Cir. 1947 (holding on
remand that the same grant-back was not shown £ he 3 violation of the antitrast laws).
' Gee, 8. g., United Sales v, Natlonal Lead Co., 332 U, §, 319, 380 (1947), .. . -
1% Sep, . g., United States v. Aluminum Co, of Americe, 91 F, Supp, 338, 400-410 (8, I, N, Y. 1050), ..
| 1% The ‘ease of the newcomer or small manufacturer Js the classic example of competition made possible
by the patent system, Thes encouragement in this instance necessarily depends on & broad-range freedom.
from -compulsion to license, Accordingly,.Ini this specisl case the patentee ought to bave a very broad
~tght to licénse on nearly any torms it derths necessary to avoid prejudice to its manufacturing business,
Iy guch instanges the prineipal tnuiry should:be directed 4o the-presence of a bona fide effort on the part
of the licensoT fo preserve its.own nanufacturing opportunities, ; o
M0 "Thore has beer-some tendency to insist that considerations of antitrust enforcement should preclude
‘eftlament of patent controversy by agresment. See dissent of Louis B, Schwartz, Report of Attorney
neral’s National Committee To Study the Antitrust Laws, p. 247, But see Uniled States v. Tmperial
micel Industries, ef al., Civil 24-1%, unreported decision at bearing of June 4, 1964, United States District
t, Southern District, Néw York, where a patent interference settloment agreement was approved over
wrotests of the Department of Justice that the parties should have been forcad to litigate the matter,
difficult to perceive the basis for this contention—ior the fundamental need is for competitive effort
not needless confraversy, Wheré agreement does not foreclose competitors or eliminate competition
een the parties, long-run comﬁ)etition is best served by such sgreement rather than contzoversy. The
s havein effect o held, See Report of the Attorney General's National Committee To Study the Anti-
Laws, pp..242-247,
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practrces in connectlon\ w1th pa.tent.s
patent: system itself needs antitrust law’ enforcement to'PrecIud the
over-all monopoly that ultimately’ depresses\compemtwe endeavorin
innovation: At " the :same -time, & antitrusti’ enforeerment;
should ‘not: degenerate:to! a.nmpatent enforcement The fects shotld
not be-on:thefact: of a patentior patents; but rathér-what has been:
done with them.:Activitiés that are eSsentlally the‘exercise.of patent;
rights-should: be=1mmune to antitrust-attack. i Compulsory licensin :
ol any terms fis:a fundamental departure from the riorms-of the patent
systemr and:should-not' be' the automatic demand:or' the: aus omame
relief in:icases ‘involving ‘pateritsi Roya.lty—fr‘ee ‘compulsory’ licen
is of: doubtful vahdztyﬁ“ but in any: event:is in“the naiur
feiture and ‘s soiantagonistic to: ‘patents stunulatmn o
rese&rch activitiesithatit cughtnot to be decreedi :

‘i Perhaps effective ‘antitrustlaw enforcement demands an‘acceptance
of ‘some zeal on-the: part of ithe: prosecutor Nevertheless; it wold
séem possible to have both: aggresswe eriforcement and coguition.
that: the'patent: system in itself is 4! source of competition, ! “To: cate—
gorize!pateits as in‘confliet with' the. antitrust laws discourages Tather
than encoursges: full ' scale 'ompetltlon Jnthe long Yy it defests
] obJeots of both 1&w:

Few lecal doctr nes.have developed 80 fas sor;have been canneds&
far.as the patent.misuse doctrine. + While'the origins of the doctrine
ean-be:traced far baek! in: the: decided: cases; theidectrine-his forall
pragtical purpoesés-heern ‘the. deve]opment ofrthe: -past: twp -decadesi
In-brief; the courtsthave refused to grant.any: elief for patent mfrmge-
ment where the patentee: usesithe patent; in-connection with: tymg oL
sitnilar:practices torcontrol, the sale:of productsioutsidé-the scoper of
the patent. nAs-expressed by-the: Supreme Court in: ~Jeadingcase;
insueh’ msta,nce #thesuceessful prosecution:6f an-infringement: suit
even against one who is not a competitor:in such:sale(of: unpa.tent.ed
goods) is & powerful aid to the m: e ted !
of the. unpatented ‘article. :

‘The mistse doctrmec Has &, broad sweep ‘and:mal
cannot-bé: treated. in deta,ll here: Oonmderatmn will aceordmgly be
onfi the under t 0n51der tions b
LM See & Umted Statesv L. D, C’aulk Company, et al., 126-1. Supp 603 (D Dk, 1954 i
12 Thers has been much controversy on the question of whether, in any case, royalty-free: compu]sory .
Licensing, dedication, or sore pguivelent is proper rellef nnder sae. 4 of the Sherman Act. " Harl ford- Empire
v. United States, 323 1.8, 386, 414 (1945), held suvh relief confiscatory and reversed the district court-as’to it
A few years ]ater, in United States v. National Lead Company, 332 U. S 319, 340 (1647), the Court refected
a Government request for, royalty-free licensing on, the groumd that the distriet eourt had not abused its

disgretion in denying the felief. The Suprene-Court opinion implied that the question of avaﬂabihty of
such relief might still be open. Subsequently, roynlty free compulsory ligensing was decregd in- Uniled

Stetes v, Gener@ Electric Company, 115 £.8 ug J, 1953); "It has been dénied-in a-minber of
ggsgf See. a, gy Umted S.!utes v Imper:ul (8] emtml Industrzes, Ltd 105 F Supp 215 225 DUNL Y.

‘The ma]')nty uf the Attorney Groneral” 5 Committee To Study the A.ntitrust Laws considéred roya]ty
free compulsory licensing and dedication ‘“‘penal rather than remedial in chardcter, end heries beyond th
Sherman Act’s authority -to ‘prevent and restrain’ wiolations,””’ Report, p, 256, ‘For' comimentary. or,
this point:gee Qoms; Remedids, Analysis of Chapter V Proeeedlngs of! the Sectron of Antltrust La,*v
American Bar-Association, Auguss 22, 1955,:p. 114, -

138 The leading eases are Motien Picture Fulents Oo v. Unipersal F{Im M g. Co., 243 U 8. 502-(1¢
Carbice Corp, of America v, dmerican Palenis Devel. Corp,, 283 U, 8. 27 (1931} Le)tch Myy. Co.v. F
Asphalt Co., 302U, 8, 458 (1938); B. B. Chemical Co.v. E‘Ihs,314U 9. 495 (1042): Rdorton Seil Co, v. Sup!
314 U. 8, 488 (19042); Mereoid Gorp . Mid-Continent Imz Co 3208, 661 (1944} Mercozd. Gor:p o F
eagg?&-fiﬁnegggfﬁ F\’egulﬂir':r Co;, 320°172-8,'680 (1944) 7 N

orto

£ 00: 7 gupmger _Goi:note 143 supra, o 493,
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subject and:to. theclagh:of : theory th&t should be bornetirh mind.in:all
a,pphca,tlons :of the: doctrme.f . ; nl B .
- The fundamental misuse logic: ﬁnds support in, We]l-accceptedq wdicial
decisions. :Carriediitoofar, however; the 16 eparts:from réality
and ieﬁectWely destroys the ‘patent: rlght. Virtually:any: practical use
of apatent in somemeasure influences the:salé:of prodictsoutside:the
¢ope‘ofithe patent I | thepresence- of*such=mﬂuence is to benthis
f “imisuse™ there! willl remainifew; ifanlyy patent: infringement
gases not:subjéct to this'defeiise.s ! To. take an illiustrationy the:Polaroid
Lignd: camers, ‘discussed above|is'sold i i cartoi=-and: the: purchinsdr
must buy: hie‘cartoniif be'is to. buy:the: :: vamuslyswe have;
inttheory, w ‘tying’" ‘arrangementiand: strictly speaking asiiseof thig
patent toithe-eamera to’sell something: outsideltheiscope ofithe
patent: F From:an’economic’point of views—and drop the standpoind
of: thé functioning ofrthe’ paténtisystem-=this sorteof:fitying”is:ebs
: Vlously ‘a8 innocuous with Tespect tolithe sale of -aphtented drticle: bl
itris Wwith respect:to the saleiof) an: unpa,tentedw srticle::Hand ifvralief
for'patent- mfrmgemen‘o i53toi be ‘denlied-because:of vthis Tty pe-otisale;
thiere:would be'little left of thepatent system:*$: Inishort; théimisuse
doétring mustrest on’practical economics agwell as on; legal sGoTiceptsi
 The Supreme!:Courttwent: far:in’ applying: aispurely eoneéptial
misuge doctrine inthe Mercoid-cases.""The patentsiinvolved:reliited
to complete: home=heat1ng systenis using specialtheérmestatic ontrols:
"Tthe controls- ‘were not:patented asrsuchys altheugl *bhey" 1d:have
specia,l ionistructions’ and: temperature: settmgs dor ase inmakingithe
patented combinations. ! Mercoid:was:sted foricontributory cpatent
infringement on the oTound that sale of the special switchesmecessdrily
led to the makmg of a complete patented combination—as the
switches were the heartsof.the inventionghad no othersignificant use,
and were sold by Mercoid with 1nstruct10ns for a,ssem,blmcr the mfrmg-
1ng combma,tlons "’”The Supre 8 ’Cot{rt denied- re}l;e o‘n‘?f,h vgmund
S the thaits

,a,

I Fsitnply: ¢o

agree 48 to the emduﬂm of the contrlbutory irifringement doctring. 18
Tngoine’ cased “the ‘Mercoid | Tedgoniing ‘was* broadly id gldly S
.pl1ed.1‘*?_ In others a broad‘ Qonstructlon WEES re]ec’pe ntribis

. actual alving 20U Clr e glro
brea ;1047 B Zd 376, 882, (7th Cir. 1952) i(misuse found in’ practi g plete coal-ditlodgin,
systems rather.than just the patented- cartridge) and Eleciric Fipe Line, Tug, v, Flmd S wstems,. Ine.,: 231
“d 370, 371.(2d Cir. 1958} (no misuse found in practice of Lusmtmg that unpatentcd camponents Of com

: -atented systern-be purchased:from the patent owner).! o :

t:m The Report of the Atiorney General's National Commlttiee To Stud}' the A st La.ws, ai foo a
o D 144, qualifies its breoad comments as to tymg clauses by c]asstfymg cases hke the sbove. illustramou a.s
-a‘v“wmg” clariges, - v ;L -l
% Footnote. 143, sup: / .
Chex g resitlt of this demslon, mgether with'thése Whlnh Have Precedad it, 1t ]jm:t substqantm.lly the
G“‘-“'he of- conmbutory infringeinent, - \What residuum.may be left we neeé not. sto 1o gons| ;
tio p:xstlce Douqlas in Mercoid Corp. v, Mid-Gonlinent Ing, Co., 320, U . 881, 669.
10, eLg . Stroeo Prod, Inc. v. Mullénbach, 67 U. 8. P, Q. 168 (8. D, Cal, 1p44); I,
gud ry's-Lighoratories, 198 F..2d 473 (1952). -
et"‘;“ee, e. £., Florence-Mayo Nuwaey Co. ¥. I—Iardﬂ, 168 ¥ 2d 778, 785 (4th 011' 19483,

" trust
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resorted: $o. dubieus patent;constrietions: to escapé the ugldltles of the
doctrine.”™ In this connection an opinion: of ‘Judge John- P.. Barnes,
who decided: orie:of. the-Mercoid-cases in-the first instance;is, especmlly
significant forsits forthright rejection-of .the. conceptual, a.pproach o

-~ All of this illustrates the fallacy. of: -dealing in- absolutes in:this ares.
The- Suprema Court:itself rejected an absolute approach to the:misuse
theory in' the Transwrapcase:’.. In:addition to:-the contributory
infringementi ¢ases, the'lower courts have done likewise in.a substantisl
number of ‘decisions.!?!\; And:in: section. 271:0f the 1952 Patent Code
the Congress has similarly rejected absolutes by setting forth a specific
doctrine’ of .contributory infringement.’® - The’ doctrine: embodJed in
the statute recognizes a fréedom in.the businessman’ to-sell a* “staple
article er: commodlt of . commerce suitable for -substantial nonin-
fringing -use.””: ' It a.f;o confinies: contributory.: mfnngement ‘relief- to
eases: whers . ‘the. article sold-ris: ‘a material-part.of -the invéntion:”
.Also, 1ndependent1y of any questions of sale; the Code makes. one who

“actively induces infringement. of .a. patent” an “infringer.’”” . These
provisions effectively. preserve:the rights;of: the patentee—and thus
attain the: objective of stimulating research and development activs
ity-—while at the same time assuring. that the free flow;of commerce
: 0uts1de the economi¢ scope of the patéent is preserved. = -

» These relaxations:of -the stiict misuse -theory represent. a sound
,t.rend They should be continued—{or the patent misuse doctrine is
at the same time both necessary and:limited. It should: only. be
applied. with a full realization of {oth the practmal economics of the
situation and:the: alms a,nd purposes of the pa,tent system in the
modern @CONOINY. «: i . Lo

"MONOPOLY BY: PA'I‘ENT ACCUMULATION

g chnolo%;cal competltlon stlmulated by the patent. syst.em is
ba,sed upon. both opportunity snd threat. Where a concern carries
on research activity effectively—and successfully markets the resultmg
new products and processes—it can anticipate patent rights affording
greater profits, an increased share of the industry business, and attrac-
tive. opportumtles to enter new: fields of activity.. Where a concern
is inactive in research, its research efforts are misdirected, or it fails
to:carry developments to a marketable form, its market posainon will
be. encroached “upon: by the. compelitors. which. have . succeeded in
obtairing. patent rights to the superior products. and processes they
have:developed: - An acute consciousness of tliese prospects by alert
business . executives. lies at. the heart. of eﬁectwe research and new
produet and- process: competltmu L

It is inherent in the. competltwe process tha,t some ﬁrms will forge‘
ahead of others. Unusual success in recognizing technologwal oppor-
tunities, in foreseeing public.demand, and in meeting this demand may
result in patent rights apparently crucml to important tech:mques
responsible. for success. In- V1rtua11y all’ mstances: these rlghts—-—-

‘8t B, g Refrigeration Eng. Co. v. anfc 168 T, 2d 806 (9th Cir. 1949) cert den 334 U 8. 859,

152 Amalgamaied Dental v. The William Getz Corp., 50 U. 8, P. Q. 330 (N. D. 1L 195
.18 Footnote 136 supra. See Frost, Misuse of Patents in Relation to the Patent. Oode, Univers!f:y DI Tichi-
£an 1953 Summer Institute, p. 71,

I See a. g. Refrigeration Eﬂﬂ' Co. v. York, fadtnote 161 supra; El‘ectr:’c P:pe Line, Fac. v. Fluid Systems
Ine., footnote 146 supra; Coats, Loaders & Smc.kers Ine. v. I-Iemlerson I3 at 233 F 2d 815, 925 (ﬁth Cir: 1956},
And see ¥rost, op. ¢it,, tootnote 158 supra,

6635 U, 4. C. 171, qae, Repert,of the Attorney Genera] 8 Natmnal Oommxttee ‘1‘0 Study the Ant;xtmst
Laws, pp. 252—253 and ‘Frost, op. cit., footnote 163 spre.- .
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‘whetlier in the form of a:single: patent-or:thé; accumulaftmn of a mum-
ber of patenis—Ileave-the owner: subject to the effective:competition
of alternative products -and techniques: :Yet:the possibility of .an
accumulation of patent: rights imparting a-dominant: market position,
or even monopoly, demands recohciliation with the general functlonmg
of the patent systern: in'thie compétitive economy. ; e

“This possibility—market ‘dominance 'or ‘ayen monopolv generated
by successful - competitive; effort-+18 not.ainique-to. the competition
here considered. ; Rather, it is-a possibility inherent in the compétitive
Process as & whole. The antitrust laws donot prohibit even monopoly
when so acquired. -On the.contrary—as-the courts haye- repeatedly
gomted out—the suceessful competitor will not be turned upon: simply

ecause the success hag led to the disappearance of husiness rivals,1%
The antitrust law prohibitions.are properly limited to acts-tending to
displace the’ competitive-order, or-tending todeter the processes of
competition : that -will: otherwise. work to, destroy monopoly when /it
exists.  Experience amply supports this: policy’ of relying upon-.coms
petition rather. than. Government-tontrol-as the Nation's prineipsl
protection against monopely, for it provides a continuing incentive to
all business to meet public need, and allows business enterprise to
enjoy the legitimate benefits that size (large or small) confers.,

Like considerations apply to thé research and new product and
process competition in which the patent system plays a part. I we
are t0 have the competition we cannot foreclose attainment of the
compotitive end. It does no ‘good ‘to encourags coricerns to employ
scientists and engineers, prowde the laboratories in which to work,
obtain patents, promote the products and processes developed, and
then brand the resultant compelitive position as illegal. - Nor W1ll the
competitive a,tmosphere be maintained by legal doétriries giving com-
petitors free access to the technology so developed for ‘this would

unpair the stimulus to compete, both as to the sticeesstul competitors’

and thoge which would receive & fice ride oni what theleader has done.
Plainly, the objective must: be: to assure that competitors: really do
compéete and to'rely upon the normal) forces of competitioh to assure
that either dominant market position or monopolymlf attained—will
be effectively ‘and promptly threatened by others: ~In: short, the
same over-all philosophy applies as much-to research and new product
and’ process dompstition’ and the opmauon of Lhe patent‘system 28
a,pphes to business affairs gererally.:

Nor can any ‘useful end be served by dlstmgulshmg “blg” research
and other research. -'We need both. The records: are replete “with
examples of cleveér inventors--scientifically trained ‘and “otherwise~—
who ‘have upset the theories of the twell:trained and methodical
aciéntists of ‘the large laboratories.’  ‘We'ean dlso point: to many
ingtances where: comparauvely sma]l

' busmessas have uccessfully

"1% See, . g. - Stm.qdarcl Oal C’ompaﬂy v U s LB 1 i) (1911) U S v Gm' th éf al., 334 U 8. 10{) 07
(1948); U, S. v. Aluminum Co, of Americn, s T Zd 418, ‘429 (28 Oil‘ 1945); Cy. United Shoe Machmery
.p,, 110 F. Supp.. 205,342 (D. Mass, 1953), a_ﬂ"d per curiam, 347 . 8, 521 1954) "I'he more recent decisions,
especlally the Aluminum ¢ase, SUPTA, go far in applying g gtruetural ‘test 1il determining the presence of
“'monopolization” under the Sherman Act. See: Report of the Attorney General’s National Commitiee
To Study the Antitrust Laws, pp. 56-60 (1855); Rostow, The New Sherman Act; 4 Positive Instrument of
Progress, 14 Univ. of Chicaga 1. Hev. 567 {1947); Levi, A Two Level Ant1—Monopo]y Law, 47 Northwestern
Tniv. L. Rev. 567 (1952) ;- The imiportant pomt however, is that g1l the decisions have reqmred gomething
more than the disappearanée of busitess competifors to make out ‘“monopolization” in violation of the Act.
:And in deerees under the Sherman-Act the courts have %laoed niajor eniphasis tpon assuring the opportunity
of eompeting business to form and to grow, end—vith the exception of a compnratxvn!y small nxmber of
extreme cases—have refused to dismember enterprise faund to have “monepo 1ze(1’ in violation of the Act
See,0.g. U S v, Alummum Co ofAmar .8 3. D.N, Y. 19 ;
57 See p, Det seq., supra et




seized upon: technological opportunities .overlooked or even rejected .
- by their larger competitors.’® : On the:other hand there aré research
jobs . that .demand. big: enterprise=-problems yielding only to the
‘“team’ approach based: on the' contributions: of -minds steeped .in
various techniques. = Color television has demanded research in.optics,
communication theory and- technique;: elecironies,. circuitry,: psy-
chology, and other fields:!®: The transistor. developed . from.: explora-
tions in:semiconductor:physics but at an’ early stage réquired- the
talents of a team including twoiphysicists, s physical chemist; and
an electronic circuit-engineer, and its successful manufacture has re-
quired solution of numerous problems in-metallurgy. and manufactur=
ing. technique.!®  The successful development-of.nyloh was not only
based. upon laboratory experiments to confirnr & theoretical coneept
relating  to the -behavior of molecules;:. but-alse: the application of
principles of physics and aligh: order of production and mechanical
engineering skill.!® - With  respect. to-the  comparatively large-scale
research pctivities.of :Aluminum .Company of America, Judge Knox—:
despite an‘ expressed. desire to reduee: the research disparity between
the company and its. competitors-—concluded:: - .o s
“When account, is taken of the personnel and equiproent .
presently employed in research, an equally grave problem -
must be faced. It would be a singular disservice to ‘the
public if the skill and technique of Alcoa’s research depart-
. ment were impaired.  Any divestiture which ‘would extend = -
" to this activity, almost surely would have a baneful effect
~upon the future of the industry. Nor would mdependence
~ be fostered by tymg two firms to the same research depart- -
~ ment. Yet, to recruit, outfit, and finance a research organ-
_ization which would not bs under a serious disadvantage 6 .
. that of Alcon would, indeed, be close to an impossible task.”” =~
-There has. been some. tendency to. overlook  these .considerations,
and. to regard: with suspicion the patent rights associated with. either
big research or successful research. . Perhaps this is because the patent
is obviously and directly a. Government grant—and in that respect is
unlike the assembly of physical property, contract; and other rights
that make up the tools of competition generally... Possibly. also the
abuses of patent .rights.recorded: in the judicial decisions of the past
two decades have led to a reaction,; Whatever the reason for doubt,
the. basi¢ considerations digcussed above indicate that the cure for
industry: dominance. or-even monopoly.-arising from patent grants
does: not lie in . tinkering with the patents, providing technological
giveaways; or in-locking: for sdme nonexstenf, measure of proper
labocatory size, but rather in making. certain that research and. new
product and process compelition can eontinue to.develop and flourish,
Competition in research and development is characterized by a
number of factors that work ‘against maintenance of an industry
position based upon patent Tights. The patents themselves are-of
'.:i::IB%_é.p.'ﬁet.s'e'q;subra.. T R T R N - o
16 See, 0. g,, Bown, The Transistor as an Industrial Research Eplsode, Scientific Monthly, Janusry
1054, . 43; Transistors: Big Push Coming, Buginess Week, January 30, 1954, D, 58; Growing Pains,

Scientific American, June 1053, p, 48; Breakthrough on Transistors, Business Wesel, Tanuary 14, 1056, p.
136, .Drs. Brattain, Bardeen, and Bhockley, recelved the 1956 Nobel Prize in Physies.for their work on the

iranisistor. See Boll System ’i‘eﬁchnis{alJ\'ou:;:g},fb{om_’ambg;ﬂl%ﬁ_;p.‘-1;NeWﬁ?ﬁforkﬁije;s, Becember11;1966,"

it See, e. g., Hockert, Synithette Fibiers, 30 7, of Chemical Edueation
¥, 8, v, Aluminum Cp, of Americe, 91 F. Supp. 333, 417 (5. D. N.

;gﬂsé),'pia.:les, 167168, . . o
L 108D). e
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limited life. * As sn industry matures—or ‘a segment of an industry
passes beyond the era-of pioneer development—the important patents
are replaced by competitively ‘less important-improvement patents; -
A technology chariges fast, and what may appear to-be an important
patent -position may suddeiily’ disintegrate: to- a collection -of patents
to obsolescent techiniques.:-Moreover, no: matter:how successful a
concern:may be in besting its immediate rivals in technological com-
petition, there “will “alwdys remain :reésearch-minded companies in
reldated fields, ‘a8 well as new-business firms; any ‘one ‘of ‘which may
seize upon an overlooked technology to-obtain its own: patent rights
and challenge the leader. ‘It is for these reasons that any industry
position based upon patent rights is most precarious——especially as
compsred. to-an industry position maintained by reason of high cost
of entry or expansion, an- established-large and well ‘organized sales
force; supplier relations baged on long experience; or like factors. -«
These considerations account for the fact that-the courts: have
found patents: of secondary:importence:in‘recent monopely cases."
Alcoa had:about 800 patents,-but only: 11 wete consideredp“competi:
tively sigmificant.” With respect to the Alcoa patents; Judge Knox
gtated:: - ook DR KRR ) . SE
7 "Moreover, in a mature industry like aluminum,” patents
©. .are more apt to have a specific nature than abroad coverage, . .
and, as such, quite Iikely to fall by the wayside because of the =
- introduction of some ‘other more desirable specific items.
 For the sameé reason—and especially among patents covering
.chemical processes and compositions of matter—it is some-
times hecessary to file a great number of applicationsin order '
to cover what is really one laboratory devélopment, in which
“event many ¢onsecutively nlimbered paterits miay issue, and =
. of which only a small proportion will find use. Thus, of the
. thiee sets of donsecutively numbered Alooa patents, tofaling
64, only one is now employed: Somé patents are alterna-
tives, and others are 'outmoded design patents, * ¥ *16% ° - _
United Shos Machinery Company had nearly 4,000 patents, budgeted
over-$4 million for research;-and in.a number. of instances had pur-
chaged patent rights from. outsiders. - Yet Judge Wyzanski concluded
that *“it is clear that United’s present dominance.dees not rest pri-
marily on-patents,*®  The most striking-illustration of all is found.in
the General Hlectric case where the lack of patents effectively covering
the “breéad; and -butter’’ incandescent lamps was the. focus of:the
Government challenge to General Electric’s licensing ‘and sales policies
ag to such lamps.t® = T
- The above considerations pomnt to the policy that should be followed
in relation to patent sccumulations.  First, enophasia'should be placed
upon the acquisition of patent rights: through the process of-original
research and development. Second, a market position based on patent
rights should be always open to challenge by actual or potential com-
petitors, - In both respects we have direct analogy to the operation of
the antitrust laws generally. - As to acquisition 1t.i8 wéll settled that
original creation of resources such. gs mines, factories; and-gales and
management organization is favored while purchase of such: facilities
5 8. r?f;"iitad' Shie Machingiy 'Co., 1i0'F. Supp. 208, §33 (D: Mass. 195_33{@3@ per curiam, 347 U8}

RS . 203, 333
521 (1954) and see Kaysen, U..S. v, United Shoe Machinery Co. (1956), Pp. 78
s {7, 8. v. General Electric Co., 82 F, Supp. 753, 805 {D, N, J. 1849}~



is:suspect.’® . Similariy, the: antitrust laws prolibit both agreements
and -other actions -that cut off. the: normal- challenge :to competitive
position !, . We can-be confident thdt so long as: this twofold policy
is followed. monopoly;or even dominance, arising from patént rights
will be rare and unimportant in-relation to ‘the. over—a,ll eCONOmy..

. Various decidéd: cases. bring. out. illegal patterns.of condct. with
respect to the acquisition.of patent rwhts ‘T a number of instances
the. courts have. found that firms have embarked UPOL - Programs: to
buy up-all competitive or-potentially competitive patent rights, thus

arresting the growth of competition that would otherwise develop.t®
In many instances the. purchases have been coupled with, assignments
of future inventions, agreements to stay out of: the business, and the
like, that label them as “devices to thwart competition as distinguished
from simple sales of patent rights.'®. - By way of contrast the courts
have looked with favor upon the acqulsmmn of patent rlghts resultmcr
from original research,'™. : :

- The recorded cases also pomt f,o various- types of agreements that
are inconsistent with the.competitive:challenge ‘to aceumulations, of
patents,.: One arrangement--conspicuous. in the early;Sherman Act
cases—is the pooling by competitors of their patent rights, coupled
with & policy of refusing licenses to outsiders.! In many instances
these agreemients have, 1ncorp0ra,ted pl‘OVlSlOIlS ‘dividing product
fields or otherwise assuring to each participant an area free from likely
challenge.””® The courts have also considered and have held illegal
quota provisions exacted by patent owners with initially important
patent rights with the effect’of depressing the incentive of the licensees
to engage in research and development.”® In all of these instances
the courts have found violations of the Shérman Act in activity which
serves to suppre ompemtlve resea.rch?challenge that Would other
wise ‘exist. , ’

One aspect of mult1ple patent ownershlp Warra,nts partlcula,r con-
sideration. Mere nurabers of patents have little significance.’™ . How-
ever, 4 block or'package of patents Thay have a competltlve value a8
an enuty apart from the merifs of the réspective patents. Typically,
ong:patent in & group is comparatively: basic, and the other patents
dre divected’ to improvements of -relatively stall value. :i'The owner
of the patents:may-consider it:advantageous to insistupon the taking
of a license to the'entire package as'a condition to grant of alicense to
the basic: patent. " Such insistence may be motivated. by supposed.or
real advantagés in terms of ‘increased royalty-income, avoiding chal-
lenge to the Improvement patents; prolonging: the: per:iod of royalty
insome, ‘or:a feeling that the package license: pohcy W111 deter the rise

186 Sen-o, g., U, &, v, Columbia Steel Co 334'0’ B, 495 (1948), U S . E 1. DuPo ,
76 8. Ct.-994, 1001. {.TuIlG 11, 1956).
(‘81107(113;‘;3[& [ U & ks Americun Tobacco Cu 221U S 106 (1911) Amer:can Tobacco C’o v U S 328U S

: 108 Beae.g., U S v, :Besser Mg 'Co.; 90 F Supp. 304 (D D Mlch 19a1), afi‘d, 343 U, S 444 (1952),
Kaba V Dempsey Pu "p Ca 198 2d 415 (lf)th Cir 1952) )

17“ See e g,D B. Cole . H’aghea TooI C’a 2!5 F 2d 924 (10th 011' ]954}

‘i Blount Mf Co, v.' Yale and Towne Mfg Co;, 166 Fed. 565 (C. ‘0. Mass, 1909; Nﬂttoml Harrow Co
v, Hench, 83 Fed. 86 {3d Cir. 1807); U7, &. v. Nm Depariure Mfg. Co., 204. ¥ed, ‘107 (D W. D/NLY.
1813). For 2 more recent eage In DAt involving & “closed” gmtent pool see Xotie v, Dem'psey Putp Co.,
footnote 168, supra. - For a: decision holding a closed paten ool arrangemenb unenforceub!e on grounds
of public policy see Pope Mg, Co. v. Gormully, 144 U, 02), 7 ‘. :

‘1718 See . g., Blount Myy. Co: v. Yele and Towne Mg, C’a footnote 171, supra.

1817, 5. ¥, Ceneral Electric Co., 82 . Supp.. 763, $14-16 (D..N. J. 1949). . .

1% Thomas A. Edison persona iv obtained over 1,000 pntents n hlS hfemme Norw1g
Thomas A. Edison, 36 J. . 8. 215,275 {1954). Polaroid owns some 400 patents and . 150 applications
relating In large measure to the I'LSBaI‘Ch that made. possible entry of the company inte the: CAMETS, business
Hearings, October 10-12,1955, pursugnt to 8, Res:92, p; 265, . Hazeltine hassomg te;
tlons. Awtomatic Radio M. Co.¥: Hazeltme Researck, S 821; 829 (1950)

DeNemotmz cmd Co .y
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of ‘& technological rival..: The frequency' withi 'which'this-sittation
occurs has’ been: exaggerated; but it has happened.’ Whatever the
" actusl importance of the'problem,“however,all hands can agree~that
when there is .coercion to take & multiple patent license it is likely to
work against the iobjectives of the patent system in promoting tech-
hological competition. . It is now well settled that coercion of this kind
to secure licénsees to the “package’ violates the patent misuse doctrine
and, in most instances, the Sherman Aet as well.”® . The patent owner
is accordingly: compelled .to exploit the patents-as separate. entities
-and fo issue licenses -and;otherwise conduct his business accordingly.
-~ Finally, we should not:classily the patent system as an_.aid to the
survival of big business.’. Quite the opposite 1s usually true. Were
the system abolished, established business. concerns—and especially
Ieaders in relatively mature industries—would become more secire
rather-than less secure. In an atmosphers permitting free appropria-
tion of developments, considerations of going concern, established
customer and. supplier relations on a.large scale, and existing large
productive capacity would be decisive.: They would insare the place
of the industry leaders against both the growth. of new. enterprise and
against a raiding of their domains by existing concerns in other fields.
The risk.of sudden obsolescence resulting from the patented mmnova-
tions of others would disappedr.. ' -Considerdtions of this kind led:a
student of the electrical industry to.state: . .. . =~ ... ... -

#0 IR general, the leading concerng v more to gain-and

less to lose by a repeal of the patent law than have smaller < ©

- competitors. On the one hand, they are exceedingly vulner-
able to suits for infringement, and for purely defensive pur-
poses they must go to considerable expense to patent every
aspect of each innovation. On the other hand, they are far
less dependent on patents for a sheltered market in which to
recoup research and engineering expenses and such capital
losses as may result from changes in technique.??

To be sure, none of these considerations precludes attainment of an
actual dominant market position—or even a monopoly position—Dby
reagson of patents resulting from research of such scope and success
that competitors fall by the wayside. - If we are to retain the incentive
for technological progress by all concerns we cannot destroy this
chance. In the last analysis what is needed is a policy that assures
that research and commercialization by all firms offers an opportunity
for profit—and that in each instance the merit of the research and
commerciglizatiop itself is the measure of the reward. BHig research
can then enjoy a place in the spectrum to the extent it does a superior
job—Ilittle research will likewise enjoy the place that its merit die-
tates. And over-all the combined operation of the patent law effec-
tively administered and the antitrust laws effectively enforced should
reduce the chance of actual monopoly by patent accumulation to the
rare event that serves as an incentive but does not alter the over-all
makeup of research and new product and process competition, and

1 T, 8. v. Paramount Pictures, Inc., 334 . 8. 131,138,167 (1948); Autematic Radio Mfy. Co. v. Hazelline
i“egeareh, fontnote 174, supra, at p. 234,

1 Kottke, Electrical Techoology and the Public Yoterese (1944), p. 59. And see the like comment as
* " meral Motors Corp, at pt. 2, TNEC hearlngs p. 330.




should : preclude .continuance of :such monopoly: against the mormal
compemtlve challenges Lhat can be e*{pected to lead to-1ts destrucmon

il * Lor. N '$ : ST SUNTRTINTIE S e .

< Tt is o a,ccldent that the namon w1tb. the SuI‘OlloeSL patent system
is also most dedicated to the principles of competltlon Patents in
fact stimulate ¢ompetition. ' Far from: bemg the beneficiary of a broad
and far-reaching’ escape fromu competltmn ‘the patent owner is cir-
cumscribed by various econonije, patent law, and antitrust law con-
siderations. At most the patent accords an -inceni-;i“'ve to develop the
patented technology to the fullest: It confers'no freedom from the
product and process- competition inevitably generated as business
rivals observe suceess.  Actual historiés’ of ‘recent cases—stich as
Ray-0-Vac, Linde; -and Cellophane—demonstrate beyond doubt that
the economic: power sotually associated with even important patents
i8 consjstent w1th compemtlon and falls sh01t of conferrmg monopoly
pOWel‘ :

These cons;deramons are 100 often overiooked As 8 natmn W
have fallen into the-Habit of looking  upon pm:ents aud: compemtlon
as’ ‘antagonistic. - Tdo- frequently:: patent victories:'are -viewed as
- affronts to competition,-or enforcement of the antitrust laws is re<
garded ‘as necessarily weakening the patent system. - The fact js that
we need both an effective and viable patent system and:-avigorous
policy of antitrust law enforcement—for-only 1n: this manner can'we
enjoy the benefits of . competltlon extendmg over: the full specuum
of busmess actlwty PRt . ; S ‘




PART III”ADMI’\TISTRATION or VTHE PA’I‘ENT SYSTEM

An eﬁ‘ec’mve patent system neceseerﬂy entaﬂs procedures by Whmh
patentable gubject matter iy defined, patents are issued for such sub-
ject matter, and. remedies are made a,vallable in_the event of infringe-
ment, These must be related to the nature and charactet of the patent
system in the economic and legal order of which it is' a part.. They
must also. veflect. both the interests of the patent owner. and: the
interests of others. . Space limitations preclude exhaustive considera~
tion of the manifold. technical aspects of the patent law, or any ex-
tensive reconciliation between the patent practice as it exists and the
economic purposes of the patent system. . We AL explore, however,
some of the more significant ¢urrent problems in the hghb of the
general considerations discussed above. - This analysis points to some
matters  requiring. positive COTTECtive | action, . to some : dema,ndmg
changes-in.approach within the: fra,mework of. exretmg legal doctrine,
and to.some ‘that mvolve inherent, limitations as to what can be done.

- Our task i3 made casier by enactment of the Patent Codein 19527
Thls statute—enacted on. the basis that the patent law.is fundamen-
tally sound-—includes revisions relating: to patentable: sub]ect matter,
the standard .of .invention, the form. of.patent.claims, reissues, dis-
claimers, contributory mfrmgement and other matbers, It was the
result of &, cooperitive effort by the Congress; officials of the Patent
Office, .and. the bar... While fany: controversml matters. were put to
one Slde the-code overcomes many procedural and techpical difficul-
ties: that had erept into the patentiaw over the years. . . Additionally—
and-contrary to . common Jmpressmn—-the code mcorpora,tes a large
number of -desirable substantive changes. in. the Jaw.!” . Because of
these various.revisions it'is unnecessary here to discuss a number of
pracmcel problems, - both :substantive: and prooedural t,hat exmted
prior._to. enactment of .the eode. ;. -:. ‘

In evaluating the mechamsms by Wthh the patent eystem is admm—
istered,  due regard must be-given to the problem of ‘complexity and
the: expense the. system necess&rlly entails. This is. a problem of
first importance, and -one demanding the attention of ail concerned.
Patents: have been characterized 'as.one of the most difficult- legal
documents to prepare™ ;. One might add that the conduct of Patent
Office. mterference——w1th the: effective handling -of the. preliminary
statement,  the. motion  period, testimony, and final. hearing—ranks
with the most complicated of 11t1ga,t1on in terms of demands for the
careful’ marsha,lmg of facts, mtens Ve study and planmn . and: skﬂl

1T B Smt 792. -For general diseussmn of the oode see I‘ederico‘ OQmmenta.ry on the New Patent Act (35
U. 8. O. A, (West edition}, .:3); and Harris, Somo Aspects of the Underlymg Legnslatlve. Intent of the
Patent Act of: 1952,-23 Géo. "Wash. L. Rev, 658 (1955), -

178 Ag gxamples: of provisions of the code‘involving what are unquestionab]y substantisl changes w the
law the following may belisted: ‘Sec:.112 (last pavagraph modifying or rendering obsolete the decision in
Hatliturfon ‘Ol Well Gementing Co. v. Walker; 329 T1.'S; 1 (1946)); see: 116 {providing. for application in ap-

propriate eircumstances by less:than allof o group of joint inventors and for dropping a person named by

mistake);sec; 118 (providing for the fHng of & patent-spplication by the:sssignee or one with sufficient pro-
prietaryinterest when the inventor cannet befound or refuses tosign); see. 121 (growding for atequirement
ofrestriction by the Comrpissiotier and in éffect indking the decision ﬂnai as te t e matterin future mﬁmgn-

ment suit). The above.2re but'a few of the chiangos that.cotid betisted.
170 Bee, e, g, Arthur M, Smith, Patent Law (1954), preface, p. viif,

45




in execution. And a patent infringement case, with the inherent
problem of presenting a technical issue in relation to the industry
pattern of technical development to a court unacquainted with the
subject, necessarily requires detailed preparation, carveful pretrial
proceedmgs and often a lengthy trial.

“Two additional matters accent the complexity.. . Oneis the.doctrine
tha.t a patent can only go to the first inventor as defined by the pro-
vigions-of the patent law:®® The second is the Feguirement that the
patent applicant -particularly ‘point out: and - -distinctly claim the
subject matter claimed as the invention:® On their face these pro-
visions appear simple: - In practical effect théy introduce numerous
difficulties, and account for much of the lore that has been built up

in the 'patent' practice. For example, the preparation of the patent.

claims 1o the first instance must be undertaken with an appreciation
of -the possibility of some unknown: “reference’” coming up—-either it
the Patent Office or in' connection with the searches of an accused
infriniger. - Investigation 'of the prior art before filing—always de-
sirable—necessarily has an ‘ecorionic Jimit and' can’ never preclude
the. chance of some new “reference” being discovered in the future.

Theé result is that, preparation of the patent: dociment demands skill

i~ the technology Hivolved; a knowledge of the intricacies of she
Patent’ Office practice; -an ablhty ‘0 iexpress’ technical matters in

suceingt effective language, and finallya hvely mmgma.tmn and ablhty-

to predict what will take place in the future.: -
~ One may well'ask why all ‘of this is necessary, and Why the pa,tent\
system cannot-be based upon a:simple’informal’ document, coupled
with court enforcement based on simple doctrines of equity and justice..
In large measure the patent system approached this arrangement ir
the period between 1783 :and 1836, “when patent applications were
miérely registered and not examined.  Experience proved it to be un-
workable, for the result was a host of conflicting snd worthless patents;
endless cont.roversy, and an over-all condition ‘accomplishing few of
the objectives of the systen. . Tt 'was largely for this‘reason that the
select -committee- of - the: Senate investigating the-matter in 1836
recommended the passage of what became:the 1836 Patent Act which
set the general pa,t.tern of the patent system as 1t has existed to" this
da ‘182 B

An a.ddltlona.l Tesson’ for precmlon in pa.tent mattels is cre&ted by
the modefn, ‘economy. -The ‘competition in’research: and product
improvement engendered by the patent system must be based ‘on
reasonably adequate’ definitions ‘of -what is and what is not within
tha compass of a patent. - ‘Docirines that hold the patentee strictly to
an’expression in a patent claim, for example, inherently lead to some
mequltles but they do- make poss1bie 8 definite fixing-of the scope of &

180 A Iong line of ]udi.cla] declsmns has evolved tho mﬂe of prmrity of mventmn now expressed 11:1 sec. 102 (g)
of the 1952 Patent Code,-As between two rivgl-Inventors, the.one whe is -both first to eonceive and first
to reduce to practice is the first “inventor.”” ¥ here the first to conceive is the last to redues le iz regardad
as thefirst “inventor’ only if he can trace “*diligence’’ baek {rom his date of reduction to practice to the con-
ception date of therival, Filing of 2 patent application is regarded as & “ construetive reduction to practice,”
and has the same effect a8 an aciual reduetion on that date.  See, for the history of this docirine, Audematic
Weighing Machine Co, v. Pneumatic Scale Corp., 366 Fed, 288 (18t Cir. 1909), This whole matier becomes
even move intricate when it is recalled that actual reduction to practice requires proofs of “testmg” and
corroboration, tegether with a showing that what was done *meets” the claims or coun's in guestion.
See; 6. 8., Honer.v, Stine, 95 U.- 8, P. Q. 373 (Board of Interference Examiners, 1952); Hrafé Foods Co. v.
gv‘lif;zl(tgercDEu;ri liroducts 113 F Supp E{W.D WIS 1954), and Jepson . Eyly and Harras, 231 F. 2d&

<1985 T, 8, C. 112, Bee, 6. Ganeml Fleotric C'o v Wabas.’& Appkance Go ., 305,89, 364 {1938 e
182 Bee 5. Doc. No. 338, %th Oogg lst sess reprmted at. 1& 0 S 853 (1986).-'. .




| PATENT SYETELAND THE SoDERN EeoNomy 4T

patent?® - The competition can’ then proceed to “design ground’” the
patent and to develop freely what is not ¢ovéred. -Fhis is activity:
that canndt be didrisied 65 hnere mansuvaring--it is the!essence of
active regearch and ‘development competition. : And-its continued
éxistence depends inlarge mesigure ‘on theé:status ‘of the patent docu=
ment as's workable definitioniof the scope of the right to exclude.: It
may ‘be added that this samé definition is of 1mportance in fixing the
¢haracter of the permissible conduct of the patentee in the exploitation
Of the patent, = 7 T TR e R
“In:considering ‘the ‘administrationtof the' patent law- two:extremes
should be avoided? One is resistance to change simply becguse it is:
chaiige. - It i ‘surely unsound ‘to insist upon’ a-continuance of -time-
honoted Ppatent practices solely becsuse-they ars traditional.:” The
patent systém'is too important to a viable résearch-minded competitive
order to pérmit this kind of approach:: No matteér how radical ‘pro-
posals may be, they should be ¢onsidered: with dn-open‘mind ® At
the other extreme; an-attitude of unénliglitened criticism is equally
unsound.’ - It is-easy to"criticizé pateritees for what on’ the surface
appears’ illogical and unsound. ‘It is likewise edsy ‘to-criticize ‘the
patent system as e whole for the expenss involved in patent matters
generally.,’ None ‘of this ‘criticism ‘solvés the probléms, nor -does it
point the way to an effeétive simplification of patent procedure and
practice. The path of improvement is necessarily controveisial -and
difficult, but'if these unsound extremes can be avoided the prospects.
of useful change consistent with the continued-effectiveness: of the
.patent systent will be greatly enhaneed, = - o b e
" In the ensuing pages & number of the'more acute problems of the
administration of the patent law dre considered under three broad
categories: Tirst, the invention question is discussed; and the various.
proposals for modifying the “slall ‘of the art’” test considered. Secx
ondly, the Patent Office function is taken up and a nunmber of steps.
directed to the improvement in the performance of the Offies are dis-
cussed.. Finally, the subject of patent litigation is considered, . While
these matters are representative rather.than exhaustive; their con-
sideration should point the way to what can be done.

- “"The coneept of invention is a focal point of current discontent with.
the patent system, - Many thoughtfil persons feel that in‘recent years.
the'courts—especially-thé Supreme Court—have imposed an unreason=
able standard of invention that’ depresses rather. than -encourages
gcientifie progress: - Some judicial opinions have ex résééd‘éo%idéra%le:
impatience with the performance of the Patent (Office and the lower
courts respecting the issue. ~~Numerous-proposals have been made for

. 18 See Merrill v. Yeomans, 94 U. 8. 508, 573-574 (1876). . An putstanding examplé of rizid construction of
patent docaments is found In the “fle wrapper estopipel” doctrine. In.substance, the goctrine provides:
that where a patentee—in response to rajection of patent claims on the prier art—eancels oF amends the
claims, the patentee may Dot look to the doctrine 4f equivalents to.encompass any of the difference in scope
between the claims s actually allowed.end those sought. The patentee is not in this situation permitted
to-argue that ghe.PaE;e;mefﬁee erred in the initlal rejection, - See, e. g:, Fzhibit Supply-Co. v. Ace Patents-
Corp., A6.-T08.128 (1 O TR L ST EEEN Y : STy
~‘=184pThe'Report of the Committee for the Biudy of Amendment of the Procedure for Granting Patents,.
dated April 17, 1956, concerning the Netberlands patent system, illustrates's rather radieal proposal worthy,
of consideration, In order to overcome the Patent: Office workload problem:the anthors of the report pro-
pose an initial s<year paterit.term based on an abbreviated examination procedurs, with an oppurtunit{'] to-
request a full examination within that period, followed by extension-of the pa,tentg}or- the full term.. -Whils
the writer does not regard this propjosal-as feasible-undeér the conditions of the Unifed States patent system,
it is nevertheless typical of the type of Proposals that should be considered: and nog rejected simply becanss-
of their unusnal character. -



improving :the -test-of invention,.or for the substxtutmn of :schemes
eliminating the test entirely:

- It-would. be & happy. thmg if some- practmal suggestlon could be
made to-eliminste the invention:-problem. . Unfertunately many years
of experience haye.failed to. bring forth.a proposal that conforms to
the economic. objectives: of the patent. system. and at. the same t1me
avolds  the source- of dlﬂiculty :Nevertheless. there, is. a value. in
tracing: briefly ‘the: history. of the mventlon concept and.the Iessons to
be derived from that history; exploring the practical way the question,
arises; and-in evalu&tmg p0331ble 1mprovements 1 the llght of theso
conmderamons i

.-.The patent: la,W deals thh techmcal ch&nge Its economlc func, on
is to induce: and: compel that change at & maximuim rate. by rewardmg
those who aceelerate the pace.. -Of necessity the law itself must.con-
template a. measurement of the degree 'of change and the application
of that measurement in:fixing. the %Tega,l congequences, . Broadly, this
is aceomplished by evaluating the differences. betweer. what has ‘been
done and a defined body of knowledge known as the “prior art. 27 188
The evaluation thus made determines whether there is sufficient, change
to justify & -patent in the first. instance, measures the adequacy of the
patent.document itself as a. dlsclosure ‘bears heayily on, questions. of
infringement;. and. mdeed is. pwotal,”t_o:the resolutlon of nearly every‘
patent: quesmon ; :

-Degpite the 1mportance of the mvenmon concept 0 "yea,rs of | p '
experlence have failed to give us a satisfying quantitive test as.to ‘the
degree of invention necessary : for. patentability. .. The ability of .the
mythical man f‘skilled in.the; art’’—a; test now. OVGLH, century -old—
retnains. the basic measure. . Experience. tells us that the courts: and
the Patent: Office in. many . instances have. encountered serious. diffi-
culties in.. practlcally a,pplymg thlq test, ; In. the WOI‘dS of . Judge‘
Leamed Hand: - .. . e e
o wes e [1nvent10n] 17 *,' *ag fugnwe _‘-unpalpable Wa,y—-
in® the Whole para»

W&I‘d ‘and’ vague' phantom a8 ex1sts
phernaha of legal concepts: 136 ey

Tt will be helpful to trace briefiy’ ‘the development of the 111\7(33:11;1()13.j
test. The 1790 Patent Aect tool, the terms ‘anvention” and *“dis-
covery' from the Constitution, but did not define either.®” However,
it ¢charged the Secretaries of State, and War, and. the Attorney General,
with the duty of issuing a patent; if they shall deem the. mventmn
or._discovery. sufficiently. useful and, important.”: % The burden of
other duties imposed on. these individuals made. the isguance of letters
patent intolerably slow, and led :to. the discontent that. genera,ted the
unhappy . 1793 . Patent.. Act,'®.: . This. act. substituted; .a registration
system {or the examination, system a,nd shifted to the.courts the entire
problem of determining, what was and what was not subject to patent.
The -1836. Pa,tent Aot 190 pa,ssed after the:, 1793" act; had shown ‘the

38 The “prior art 3 is deﬁned n se6. 102 of the Patent Gode (35 U 8. ¢. ) The prme;pa] components are
that “the invention was known or used by others:in this country,:or patented or described.in a printed
publieation in this or a foreign country, before the invention thereof by the applicant for patent” (35 U. 8..0.
1023) and that “the invention was patented or deseribed in a printed publication in this or a foraign.country
or in publie use or on. 5ale in t]us cou.ntry, more, tha:n one yea.r prlor to.the date: of the app]ication for pateut
in the United States’ (35 UL 8 . e

18 Harrigs'v; Air King Prnducta Tne., 183 I‘ 2d 158 at 162 (2(1 Clre: 1950)
© 1T 1 Sfak 109, Bee: Fedeneo, Oparﬂtmn of the Patent Act of 1790, 18- .T
- 18 1760 Patent-Act, sec. 1. (1 8 08 - §

- 1801 Btat. 318.¢-See Federido, The PatantAct of 1793, 187; P, 0 7

=105 Btati117. - SeeFhe -Patent:Act of: 1836 A8 TP Qe S /91 (1936)

6 8. o (1935)..,:'- o
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- inadequacies - of :the: registration: system, - assignied- résponsibility for
issuing; patents . to:a Commissioner of: Patents.and directed. him. to
_issue pa,tents only after examingtion.and then., only if: he deemed the

in 1850 the,t the Supreme Court id, ,down 8’ generel stenda,rd of
p&tenta.ble invention. -Earlier’ decigions had “recognized that the
patent statutés did deﬁne 8 body of knowledge—the “prior art’’—
with respect to which somé ‘advance was required. But the Court
had not prev1ouely come to grips with the question of iow much change
wad necessary.:: The patent avolved: ‘was 'to . 'door knob, identical
with the doorknobs of thes prior art:as to'its: physical cenform&tlon
but with.a porcelain or, clay, knob. rather. than the wood:or.metal con~
struction:-of .the.earlier door knobs. of like physwal conformation.
Moreover, clay had been used as 2 Jenob, material in other types of
door knobs befors the invention in. questmn .

. To the patentee in the "Hotchkiss case’ it was enough that the
peﬁented kniob was fiéw snd-useful’ and provided dn “arficle “better
and cheaper ‘than  the*knobs made of metdl and other materials.”
The defendant insisted ‘that somethmg more’ must be present—and
heartily endorsed ‘the: charge’ given' to the jury ‘that here must be
“more ingenuity or skill requlred to comstriiet this kitoh in‘this way
than; thag possessed Y -an: ordinar; 'meehamc &equamted W‘lth the
buginess. 2% 0 ? ; Gt

It was.on thls poeture of the cage that the Supreme Court o.ok up
isste: Was -the trisl court.correct in ehergmg the jury: that there
must: be ‘something. more! than. the skill.of the; “ordinary mechanic’’?
Or was. it enough that. the new;knob .pessessed a; measuze -of utility
and was ‘‘better.and: cheaper’’? :-In.the -majority -opinion,.delivered
by Mr: Justice. Nelson;.the ; Court, endorsed the action of the lower
court. It looked first to. the nature of the.change representéd. by the
patent, notmg with ‘emphasis that. “‘the only novelty which could be
'clanfned * R wag thd edeptmn of this old contrivance to knobs of
potter’s clay or porcelain; in other words, the novelty consisted in the
substitution of the clay lnob in- the plece of the one made of'metal or
wood, ‘a5 the case may be.” ™ “And after noting that judgment and
skﬂl may have been ex sreised but’ “nothmg more’’ the Court eoncluded

Now, if the feregomg iew of the improvement claimed in - -
“this: petent ‘be correct, 1t:i8 quite-apparent-that there-was no -
error.in: the . submission -of sthe . gulestion ; preeented at the . -
trial tothe jury;for unless: more ingenuity and.skill in apply- .-
ing the- old: method of fastemng the shank .and the knob were -
required in the application of it o the clay or: porcela,m knob
than-were: possessed: by -.an- _ordinary - mechanic: acquainted . - -
withi ithe -business; -there! was: an. absence - of that degree: of - .
skill fand- mgenmty iwhich :constitute . essential elements of o
4.0t every :invention. . In.other: words,. the jmprovement s thef"

.. work of a skillful: meeh&me not.that of the inventor.® :;

M 1836 Patent Act, sec. T (5 Stat, 117).

19 11 How. (52 U. é)

8 Td. at p, 65,
a1 at p: 265, ¢ i
=208 30 gty 267, Mr Justice Woodbu:y djssented en the:grommd: thi bes ner “the
Tavention whs new, and better anid cheaper than what preceded it!™ (11 How (52 U S J-at.p, 268)., With

respect to the skitl' of the art test-enunciated-in the majority. opinion .Mr. Justice Woodbury- stated +that
44 % * 3t spems open to great Jooseness or uncerfainty In practice” (Id, at p. 270).




- Since the décision in Hotchliss v: Greenwood s multitude of judicial
declslons ‘have’ passed:-upon- the mventlon::questlon In the Cuno
case ¥ argument was'made that— o0 o PERELEn fire

* % ¥ degree-of invention or 1ngenu1ty is not 8 t:est contem-
plated by the Constitution and the patent laws to determme -
whether or not an invention or discovery shall receive pro-'
tection * *1* Congress. could 'have entailed. limitations as” '
., to the degreb of mventlon to be rewa,rded by patents but 1t '
. hag never. dotie so. it

In ‘) sweépmg opmlon fa.mQus for the extreme la,nguage used thls
a.rgument was re;ected and. the. patent-held invalid:because: o

“iex %% the mew device; however useful it may be, must
reveal the flash of créative genius, not merely. the skill of -
“‘the calling: = If it fails, it has not estabhshed 1ts rlght to a "
prw&te grant on the- pubhc domam 121087, JeRS

Movre recent decisions, as Weﬂ as the Cuno case considered as awhole,
sugoest that. this expression really conveyed only the traditional “skill

f the art’. test of invention.’®. "In. any event section 103 of the 1952
Patent Code reinstates .the substance of the. Hotchkzss V. Greenwood’
test in the following Ianguage:.. ’

Al patent may notbe obtained though the 1nvent1on is not o
identically disclosed or described. as set forth in section 102 - =
*wofthis title [the ‘priot ‘Hrt], “if- the: differences: between the. :
- subject;miatter. sought te be patented and the prior ‘art are
~such that-the subject matter as s’ ‘whole would: have ‘been i
obvious &t the time theiinvention was made to &’ person '/
-~ 'having' ordinary 'skillin"the art to which said subject mat- .- -
- ter ‘pertains. - Patentability shall-not be’ negatlved by the.
©manner in: which ' the “invention -was made:*® '

The skill of the art test of mventlon bas merit, and a basic soundness:
that is too often overlooked. Afl hands agree that patents should
not lightly be granted.. The economic valie of the patent system
is destroyed rather than enhanced by loose standards in this regard,
Conversely, an unduly high standard would make valid patents so.
rare as to reduce the system to one ‘of little econommic value!  And with
respect to- the quangitative measure of the ‘test'it should be recalled
that the modern value of the. system lies invinducing and compelling:
forms of technologlcal developnient ‘that would not otherwise: take
* place—in short, activity that:involves more than’ the skill-of the art.
in making- routme improvement.’:- ‘Perhiaps it is- historical aceident.
that the current economic value of - the ssystem and the Hotehkiss v.
Greenwood test of invention -are:in accord as to>point of emphasis—
but it i undeniably necessary that such consistency exist if law and
economic reality are to be in accord. ~It'should be added that the
skill of the art test is the same test that rheasures the adequaecy of the
patent dlsclosure and-is the standard. apphed asito: other patent ques—-

18 Cyne Eng. Co.v. -Automatic Deploes Co., 314 U. 8, 8¢ (1941)
197 Brief for Petititner, No, 6, Oztober Term 1041, pp, 4243, :
1 Footnote 198 supra af }: s :
M Sep e, ., Inre éhortel 142 F. 2d 292 (C. C. P. A, 1944); Falkenberg v, Berngr¢ Fdwerd Co.; 175F 2d

427, 428 (Tth Ot 1949}, But se6 Picard v, United Airerigft oer., 128 . 24 632 636 (2d Cir. 1942):

~Enﬂmeemg Corp. v. Ditkes; 136 Ti-2d 24, 27 (6th:CGIE 1943, |1 o« 0 i o 2

#035:0. 8, C. 103 - See Lya’nv Bamc.é‘a F. 24530 1




THEPATENT.SYSTEM ' AND "TEHE ‘MODERN: “ECONOMY 51

tions 2 : Aga,m the: test -has ‘the merit of prmndmg conmstency ‘bes.
'tween related aspects-of thedaw. .

- In-out frustration over the: dlfﬁculty of a.pplymg the skﬂl of trhe
art. test-of invention in-some instances, and with the vagaries.. of
Patent Office’ and -judicidl-decisions: on " the- subject we :should- not
overlook ‘one practical: fact... The question:of. invention, is. usually
decided. ohe way or. tlie other without recotrse to. the courts or-any
rvesl .doubt as:to the result. . Hotchkiss -v. Greenwood furnishes: an
example:of what—should. it -arise- today—would issue ‘as :a: patent
only by reason of Patent Office mistake; if issued would not-be hon-
ored: by the industry;-and: if the: patentee were.so foolish as to; file
suit, the case would be subject to motion for summary. judgment,
And in the-area of business- practice generally it is yery.commor for
an accused infringer.te come forth with a prior art ‘reference’’ elther
showing whiat he is using or showing what.is in the patent——and, in
tiearly all cases this is sufficient to end the matter.. Conversely, many
patents areof the kind that clearly rest on pioneer advances for which
-there cannot be serious debate as.to the presence of invention. While
it is:a truism that there.isino ‘such. thmg as.a-patent-wholly free-from
possfble argument: of moninvention—it is certainly accurate to state
that .in ' many instances. such a.rguments ‘are; 80 - Speclous that the
mdustry does not.challenge the patent. >

.Of -course. these considerations do 1ot - ehmlnate the decept:we
731mp1101ty of the skill of the art test when: applied to borderline ©ases,
nor -do -they aid the trier of facts confronted. with.the necessity of
making - determination in-such cases.  They do however, demand
that- the nature -of the.test: be fuﬂy explored in,: 1ts modern’ settmg
before alternatives are considered.:

-The aost important. pr&ctlcal aspect of the 111vent1011 questlon as
alt arises in‘the court.decisions is that it need not be considered in a
vacuum. - Rather; the court ordinarily has before it evidence of a
mumber of collateral factors bearing ‘on:tlie questlen These may be
appropriately designated “commersial’” tests of 4 v’entlon to indicate
that they do. not rést .on thé nedessarily. subjective determination. of
‘whether the :“skill. of the art” -is’ exeeeded. . These factors include
-commercial success of produets embodying: thé invention,®® s long-
felt 'want- satisfied by the invention,® the prior unsuccessful efforts
of ‘others,® -and recognition -of the. invention by the conduet of the
defendant the taking of licenses. by the industry; .and the like.20®
Oonversely, lack of commercial success: has.been used: to support
findings: of moninvention:?” * ' While—in the: presezice: of factors other
than-the merit or lack of merit of the step forward——these tests may
wive falsé indications, they do'in the aggregate provide a substantial
background :in ‘which the invention -question ‘may. be considered.
And in many- bordelhne eases t.hey effectwely tlp the scales one Wa,y
or ‘the other.’ :

The-nature .of- the mfrmgement charge oonetltutes an add1t10nal
fa,ctor shedding dight -on-thie: mventmn question. -Indeed, cons1dem—
B For e‘:ample the test of the suﬂiciency of the pstent speciﬁcatlon 1s whether it 1s*in such full, cloar,

-goneise, and exact terms as (o enah]e any-person skmed in the art to which it pertalns *:**:to make and use
the same * * * (35 U, 8, C, 112),
02 Boa Magee v Coce Cola, 232 F. 24 596 (7th Cir, 1956); Syrecuse v, Paris, 234 F, 9d 65 (pth Cir. 1656)."

W B g, Hunt v. Armour and Co., 186 F. 24 722 (Tth Cit. 1950); Tke G’Dodvear Tm & Rubber Co V. Ray 0-
Wee c‘o 421 . 8. 276 (1944). L

=°= See . &., The Goodyear. Tire & - Rubber. Co. v. Ray-0-Veac, Co., footnoie 203 su L.
6 Sea o, g, Hibel Process Co:v. 2innesotw and Onforio’ Paiper, Oe 251 U, S 923)
W Clark v, Wright Aeronautical Corp., 162 F. 2d 960, 966 (23 Cir, 194 i




tion of the mature of the: mfrmgement chiarge often:points ‘to the -

solution of what would otherwise be a-most difficult invention ques:

tion—and many seemingly extreme cases becomie less perplexing when -

the-infringenient oharge is consudered in' relation to :the: prior.art and
the patent in suit. Thereis often & markeddifference between: what
the patent shows and what is‘accused a$ an’ infringement. : Of necessity
the:patentee must argue that this measure of difference:is unimportant
and-trivial. A like degree of difference in-relation to the prior:art is
then fatal-—for by the patentee’s own yardstick the claimed invention
then lies'within the skill of: the art.:: While it:is:difficult to:carry: the
“gkill: of: the art” test from the: factual setting of one.case tothat of
another, a consistent measure can more readily be’ applied within the
confines ‘of the factual settlng of a particular case and: often points to
the result that must follow. - As.the Supreme Court has expressed the
pOmt‘ “that-which infringes; if later, anticipates-if earlier.” 28 1.
‘The decision in Smithsv. Hall*® brmgs out the Point in.an unusua.l

settmg - The patent -there involved related toan’ egg—mcuba.tmn '

inethod in which the eggs are exposed to:a-current:of aw under pré-
séribed conditions:  In-an earlier ¢ase:2? the patentee had succéssiully
urged that the' method: did not depend upon:the particular arranges
ment of the ‘eges  shown: in: the patent; but rather:extended :to any
arrangement of the eggs in the! c]Eamber < In:the later suiti: however;
the defendant proved:that-the same method had been'in pubhc prior
art-use without the particulsr order of the:eggs shown in-the patent:
The, patentee then sought-to: argue that: the’ particular arrangement
of ‘egps was mlport&nt and constituted- s feature:of: 1nvent1011 over
the> public use. * The Court: rejected ‘this: contention onthe ground
that the patentee itself had defined.the:reach:of the patent: angr could
not inconsistently seek to Support the patent on's chfferent theory a’u
& later date 2!

A similar gecurrence- took place in the Lmde cage,? 212 d1scussed above
There the patentee distingmshed. the: pnor art on. the ground: that it
didmot show the “fully: reacted” flux. - When: the.defendant went to
a partially reacted flux the court-refused:to find: infringement:on- the

ound that what-had been earlier ‘characterized: as the inventive

ctture was now lacking:: Again; thé:later:decision”turned: not:so
much-on whether “skill of the art” was involved in one flux:-or another,
but rather on the ground that:the patentee itself had defined: what
was the “skill ‘of the art” and could noti depart from tha.t deﬁmtwn
in-order to reach the new flux 28 fr

~Conversely: if - there islittle -or'ino. dlﬁerence between What. the
patent shows and the aceused-infringement; there may be a:persuasive
indication-of patentability.: It is futile to look. to simplicity, or. to
the apparently minor character ofia change; as the test of what is'and
what is not invention—for whatiwould seem:obvious is:often just what
the industry overlooks. The Eibel Process case 24 illustrates’ the
point/ : Prior to the Eibel invention fourdrinier papermaking:machines
were well: known to theart.. -Efforts had: been:madeiover a:considera~
ble period of years to increase the speed of operation of such machines.
‘A ceiling apparently existed at a speed of &bout 500 feet per mmute

- 30 Khani v Morsi, 150U S 221,228 (1893). Lo :_, o
T 301 U 8. 216-(193 e
200 W azhen v Smith, 2041, 8. 20- {1935)
#1301 U. 8. at p, 232
212 Graver Tank & M7, Co. v. The Linde Air Produits Co., 336 U 8271 (18dg);
213 Union Uarbide & Carbon-Co. v. The Linde Aif Products Co., 1967, 24 105" Tth 011' 1952)
4 Fibel Process Co, v. Minnesots ond Onlarie Paper Co., 261 . 8. 45 (1928~
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at ‘which point the pulp:laden slurry flowing onto the moving belt
tended to become wavy and uneven. Efforts to"overcome ithe prob=
lem‘had met with little success until Eibel made what in retrospect
seéms most obvious—he tilted the belt slightly downwardiso-that the
slurry- naturally tended to move fagter in the same' direction as ‘thée
belt. The result was an increase of effective operating speed to 600
or 700 feet per minute.. The change—tilt. of the belt—was physically
small, and the increased speed, though important, was not quanti-
tatively immense. However, the industry recognized the invention
by taking" licenses and by widespread adoption of Eibel’'s exact
principle. The infringer used a degree-of’tilt essentially like that
shown in the patent,”® Eibel’s contribution may have been narrow,
but it ‘'was exactly what the industry adopted and the infringer used,
and there was no need to go beyond that narrow contribution in
measuring infringement. 0 o, o 0 T

From the viewpoint of the effective operation of the patent system
the Eibel decigion is sound. The Eibel step—if made in the normal
course of usual effort to increase the speed of fourdrinier machines—
would hardly be impressive! 'And from s public policy point of view
there would be no occagion to grant a patent directed to such a step,
But thig'is not'what happened, for Eibel obviously introduced & new
concept that’ had eluded the skilled workers in the'art.” The eco-
nomic value of what Eibel received from the patent was measired by
the specific change' and nothing' more. And with Tespect to the in-
dustry as a whole, the example of Eibel impelled open-minded future
exploration of all ‘possibilities’ of ‘development as well as efforts to

achieve Eibel’s result by other constructions.®® = o
7 A closely ‘velated matter deserves. consideration. Tt is often said
that the courts must either find validity or ‘invalidity ‘in- the absolute,
and that no compromise is possible.””: If+we seek to isolate the ques-
tion of invention, this may be true. And of course-no court should
rewrite 'a’ patent beyondthe fair intendment of what ‘the patentee
has said. ¢ - But these broad statenients hide an important practical
fact. -As the above illustrations show, more often-than not the ques-
tions of invention and of infringement are’ integrally connected. A
court -need not face a dilemmaof enforeing a ‘patent as to all con-
structions.or none. . Rather,; the-question is whether the patent as
applied to a specific'construction smbodies invertion,  In terms, the
court is called upon to-determine whether there ‘is or is not ‘‘inven-
tion.” .- In practical effect.it may well determine that thére is invention
to & certain extent and enforeé the patent to that extent only. Within
the'confines of a single case it is perhaps more important to be sure
that a consistent measure is applied te the questions of infringement
‘and’invention than to dwell unreasonably on the question of whether
a1 The Eibel patent (Mo, 845,324) stated that the degree of Lilt be *szbstantis]” and the drawing showed
an elevation of 12 inches in a 30-foot-fourdrinier machine. 261 U, &; at p. 50. Prior to-the-su!t the defend-
ant had Ased- & 15-inch elevation.. After the adverse district court decision the elevation was reduced to
ge i{:l%_he.g; =t _e_ﬂ the defendant won in the cireult court of appesls, the tilé was increased to 15 inches. . See

R+ X P e L T St UL TR RE SV I ST PP S ; ;

2118 By way of contrast, the patent involved in Cuno. Engineering Corp. v. Automatic Depices Corp., 314
T. 8. 84 (1941}, showed a cigar lighter.quite different from that acsused as sn infringement and the lighter
eonstrietion that bad been commercially suceessful. The major difference lay in the fact that the patent
showed a cumbersome arrahgement reguiring-the user o rotate the lighter in the socket, whereas the ac-
ensed and commercially successful form of the lighter utilized a much more simple arranrement that needed
-only be pushed in ioinitiate the oycle of operation. Becatss of this-difference the patentee was foreed to
-take the position that invention'lay in the-mere use of a thermostatic release to de-energize:thelighter when
hested and-to-argue-that the patent was entitled to the benefit of commercial suceess of. a.construetion
quite different from that of the patent. See the conetrring opinion of Chief Justice Stone at 314 T. 8. n. 92.
¢l7 Bee, as fouching on this matter, Stedman, Invention and Public Poliey, 12 Law and Contemp tProb,

© 849, 667 (1947).
28 Bee, e, g., Borg-Warner Corp, v, Mall Tool Co., 17 F. 2d 850, 856 (7th Cir. 1954).




the test of, invention; as. &pphed cin be supported upon. the Dbasis of
some all-inclusive cntenon ; :

- A number of patent law.:doctrmcs reﬂect th1s thmkmg One of
'partlcular interest.is .the .doctrine of equivalents. Where the inven-
tion:is. fundamental and broad hc courts hasve looked to. thls doct.rme [

o temper unspa,rmg logm and preventf ari mfrmger
“{rom stealing: ‘the' ‘benefit-of ‘the: invention.”®

Conversely, apparent v &ll-mcluswc 'patent clalms have been narrowed
to save the patent from invalidity, or to sgve it from being mfrmged
by a product or process not reasonably’ within. the described step for-
‘ward from the prior art: 20 n each of these instarces the colirt is in
effect measuring the departure of the invention from the prior art and
enforcing the patent to that extent, rather than dwellmw on an a,bsolute
-determmatlon of what is.the. “skﬂl of the art.”” =

To be sure, these considerations do not resolve the cases that remain
doubtful after all the. tests have been applied, nor do they suggest
waysito.formulate mere universally. décisive standards:  Nor‘hasithes .
long-térm recognition: of the limitations of the skill of the art test led
to any satisfying proposals. A fundament&l difficulty explains ‘this
history; namely, that any apparently more all-inclusive rule cither
says nothing or m]ects an undesirable rigidity into determinations. of
invention.22® This was recognized by the Supreme Court many years
220.2 . While there have been efforts to use expressions other than
the “sklll of the art’” as & rule of invention,”* none of these has been
generally accepted to date, and the framers of the Patent Code ulti-
mately decided merely . 0. _express. the. hope that. seme crltena, of
‘invention might be Worked out =
- 29 Roygl Typewr:ter Co.v. Remingion Pand, Inc. 168 F 2d 691, 692 (2d Cu- 1948)
- 20 Bep g, g., Chas. Peckat Mig. Co. v, Jacebs, 178 F.2d 794 (Tth Cn' 1949), The Tezas Campanyv Giaba Ozl
«& Réfining Company, 295 . 2d 725 (7th Gir: 195\1

. M Ttis also significant that the-courts have encuuntared no, dlfﬁcu!t;y resolving cascs “whera the questiun
«of patent validity-ig foreclosed of patent validity is‘admitted.- Many of these:degisions ‘are; bnsed on: con- .

sideratio of-the prior arf i‘relation toithe accused: ‘indringement and apply.the il that-o shracture: Dased = -

‘on:the priorart eannot be an infringement. Thus, in Cimictti Unkairing Co.v. American Fur Refining Co,,
198- U, 8. 399, 407°(1905)—whers patent:validity wasnot contested—the Court congluded that there ‘poald
beno m[rmgement beeause the devies accused was derived from the machive of a prior art patent, Similar
analysis. was applied in Scolt Paper Co. v. Marcalus Mfy. Co., Inc.; 326 'TU. 8. 240°(1045), where the defond-
-anh was estopped to deny validity of the patent. The Court there coneluded that there was 0o infringe.
‘itent; becanso it considered the accused device to be & copy of a prior art, patent,

@ Over-the years a series of "negative miles of Invention' have .evolved and sie frequently ‘applied:
Mhey relate to changes of the kind that. rarely constitute invention, such as change, of size, form, or degree
reversel of parts, aggregations, and the like. = See, e. g., Welker, Patents (Deller edition) pp.-183 —234. - Since

wepch of these rules earries its:own cxceptlons, the! ruiles are at best a shori-hund expression that mvention is
not - likely to be present.

F2 a # - What shall be construed: a8 invention mthm the meam.ng of the par,en[: 1aws has beon: mada
‘the subject of a great amommt of discussion in the authorities, and alarge number of cases, DAy tlcu]arly in
“the more recent volumes of the reports, turn’solely zpon the’ question of Bovelty. = By some, invention is
«@eseribed a8 the contriving or éonstructing of that which had not before existed; and by, anoLher (Eivihg
-gomstruction to.the patent law, as ‘the finding out, contiiving, devlising, or creatmg gsomething new and
useful, whieh did not exist berore, by an dperation of the intedleet.’ - To say that the act of invention is the
pmductmn of something new and useful does not solve. the difficulty of giving an aceyrate definition, since
the question of whet is new as distinguished from that which is a telorable variation of what is old, is’ usua]!y
the very question in issne. = To say that it involves an operation of the intellech, o product of mtmt]on or
-of something akin te genius, s distingished from mere mechanical skill, draws one somewhat nearer ‘to an
-appreciation of thetroe dlstmctlon but it does ot adequately express the idea. . 7'he trath is the word can-
gt be defined In such moanrier as to afford any substantial aid in determinlng whether a particalar device
dnvolves an oxercise of the invenilve faculty or not.: In & given ¢ase we may be able to say that:therc is
present invention of a very high order, Inangther we can see that thero is lacking that impalpable something
‘which distihgitishes invention‘from sitnple-tiechanical 'skill. - Courts, sdépting fixed principles as &’ ‘puide,:
have by a process of exelusion determined that certain variations in old devices do or do.nob mrvelve inven-
‘tion; Hut whether the variation relied upon in a particular case is anything more than ordmary mechanical
okill 1§ a question which eannet be answered by applymg the test. of any general deﬁmt]on Mc Clam v
Oremayer, 141°U,-8, 419; 426 (1801),

v Bee, 6, 8., testlmony of G. anht Arnoid at: pp 46—51 ES and 68 hearmgs, October 10«12 1955,

sant to 8. Res. 92.
, B8 See Revisor’s notes to 35 U S C 103
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It hasheern: suggested that the: comce t of invention be strmken Hrom
the patent law and “copyright principles’” substituted.2¢ - Under-this:
proposal, the’test of infrifigement would be one of copymg and the
:-onlysrequirement ‘of -ingenuity ‘or-cregtivensss would be the ureduc-‘
ible ‘minimum’ of originality required by the copyright: Jaw.2 @ In.
one sweep this approdch:would remiove rrLtually all the- dlﬁioulty‘
associated with:the conceptof patentable invention and substitute the:
Ea,cilécally d]ﬂeren‘o approach that. has proven praetrca,l in- the eopyrlght—
- Whatever praotwa,l advant&ges may acerue: from the appllcetmn
of copyright ‘concepts to.the patent: law, the/:proposal+is subjeet to
& fatal defect of misplaced empha,ms The guestion-of- pa,tent. in=
fringement cannot be based solely on the element of copying. ~'Such
rule would-work against rather than for the objectives of the system—'
and would put & premium on-deliberate:ignorance ‘in produet and:
process improvement. Al risk of patent infringerent liability could
_ be avoided by resorting to a research laboratery in'a cloistered place-
. =;.-carefully kept freé from:all-econtact with the industry; the scientific-
publications, and—most of all-—the issued: patents. - But this-would:
deprive society of & most important a,speet of ‘scientific . progress—=
the ‘cross-fertilization that comés from seemg the approaoh ta.ken bv
others and the progress they have made. i

Moreover the patent system aotually encour&gee some’ forms of
oopymg When & patent issues, competitors are enoouraged to study’
it and to do their utmost to take from it all they can. +8o:long as they
stay clear of what is staked out as the domain of the patent, they are
enbn‘ely free to’ copy. ~This is’ & most fruitful: form of competitive
getivity; and is‘one of the principal ways the patent: system serves. as

s stimulus to a rapid pace of technologicsl development. -

d -‘Ks‘ stated by g ]udge partleula,rly experlenced in:patent ; matters

The patent system encourages invention, not only in that
it rewards the inventor with a patent, but it spurs the com-
... petitors to put forth their mwhtrest effort to produce a
. product as good, yet. different from tlie patentee’s.  Thus, .
" defendant may have quickly realized that Joyce had. brought -
. forth something which would domma,te the trade unless met _
_byan equaﬂy satlsfaetory gauge. * * * Tt'must be admitted
/. that in an effort to avoid. mfrmgement of a patent, as much
. skill is often drsplayed as is shown in the conception or devel-
~opment of invention itself. There is, however,. nothing
objectionable in this. ‘In fact, it is thus that the patent’
syster-is working ‘at its best: - For it is-theil that-we have- *
-icompetition between a holder of a legal monopoly and-his-
" competitors. It illustrates how the Tegal monopoly evidenced ™
by -a patent: excités the: ‘competitors to their best to meet or =
;- excel the product covered by the:existing. patent: . Clompéti-
U tioT among . mdustna,l Tivals and inventors: is t.huS incited.?s

26 %ee, e. g., testimony of Judge IAamed Hand at p 114 hearmgs, Oetobe1 10-12 1955, pursuant eo S,

- Res
o Alfred Bell & Cp. Lid. v. Cwialda Fine Arts, Inc., 191 ¥, 2d £9 {2d Cir, 1851)).
238 Per Judge Byans in James P. Marsh Corp. v. United States Gauge Compeny, 120 F. 24 161, 105 {7th
Cir. 1542},



. This does not. mesn that copying can:or:should be ignored.in.patent
cases. -~ If the accused structure constitutes a servile reproduction of a,
patented product—or. the defendant has fried alternatives without:
success—the fact of the copying'stands as a most impressive indication.
that something more. than the: skill of the.art is involved.® . Such
proof sccordingly bears on-the question of invention.. .::

Jn.one area: of . patent. system operation: the: eoyprlght appro&ch
has n.grest. deal of-merit: .. This is. the field of design patents,’ Here.
the “skill of the art” test is especially elusive and the considerations of;
scientific. progress applicable to other phases of patent system- opera-
tion do not usually: apply.. The decision in:Mazer v. Stesn goes far to.
place designs within the scope of the copyright law itself 2 " A statute-
placing the entire field of ornamental desipns .on. copyrlght ‘principles:
would. seem the most; preetwal way to eliminate. the- vaganes of apply—
mg the irivention concept in-this most difficult, area. .. .

. When; all -the: alternativés: are considered. we return to. the “skﬂl
of. the art’’ test as the only reasoaebly adequate general: messure of
what: is and.what:is-not invention. . Accordingly; attention should be
directed-towards minimizing. the controversy associated with its appli--
eation; and to facilitating:its, practical use.., In. great measure the.
opportumty for. improvement here Ties: more in the ares_of recogniz-;
ing the nature of the question and the circumstances in which it arises,

- than in looking for:new. formulae. for its application. . Even; within .
this: limited. compass, however there is reason. 10 beheve tha.t much
ean be accomplished, . :

Tt is futile to look:for a,bsolute cons1eteney between 1nvent10n deter—
mma.tlons . The fictitious man “skilled in the art’’is. neeessarlly in-.
definite. . What one person; considers:to. exceed his: ‘capacities another.
may regard as common engineering skill. . This condition i isnot unique;
to the law. Rather, there;are: endless. examples of fact issues,upon
which reasonable mmds may differ—as well as questions that in the
last dnalysis are decided on little more than educated ‘guess. An
example of the latter kind is found in the decisions on roximate
cause in the law of torts—such as the McAllister case recently decided
by the Supreme Court.?®! As the Court there recognized, the question
of whether the plaintiff had caught polio from the’ Chinese was at
most a matter of “balance of probabilities,”” 2 The field of negligence
law relies heisvily upon the coriduct of the fictitious “reasonably
prudent man,” a concept that has defied definition as ‘stubbornly as
the tredltlonal test of invention. And in those instances where the
courts have attempted to set, forth pes1t1ve rules——sueh a8, the stop,

i

9 Bea e, g., Colgate- Palmo!ws Co V. Carter Prudﬂcts Inc., 230 T. Zd 855 (4th Cir. 1956)

20347 T, S "a0t 1954), Ct. Continental Art Company v. Berto!azzt, 232 F. 2d 1231 ¢7th Cir, 1955)

1 MoAllister v. United Stafes; 348:U. 5. 19.(1054) (“ Of course o one can say with certainty that the Obinese
were the earriers of the polio virus and that they communicated it to the petitioner. But upon balance of
the probabilities it seems a reasonable inferénce for the digtriet court to-make from the facts proved, sup-
ported as they were by the best judgment mediesl experts have upon the subject.today, that petitioner
was contaminated hy the Chinese who came abogrd the ship on November 11, 1945, at Shanghai, Certainly
we canngt say on review that a judgment based upon ‘such’ evidence is clear]y erroneous: * * * 'We think
it was an allowable judgment of the district court, and the judzment of the court of appeals is reversed”
348 U, 8, atp. 22}) M. Justice Frankiurter dissented en the grountd that the writ shau.ld have been, dis-
m}gg{i% a8 improv dent]y g'ranted in vnaw of the factuat nature of the issue

atp. 2 ¢ R :
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160k, ‘sind listen’ File ehunciated by Mr.:Jr ustice Holmes three decades
Ao st effort has proven fruitless. + f
. Withirespect to these ahialogous igsues: it is frankly recogmzed tha,t.
Teasonable mien: ‘may reach di ering’conélusions, - Uniformity is mot
dttainable.” For ‘this reason the law has long: followed' the formula
that'the finding ‘of the trier’of fact-—if: ‘within-the bounds-of reason--is
final. = The invention questioti should'be given 1ike:treatment.?
In the first instance, the question of invention arises at:the Patent
Officalevel: - The patent exaniiner:searches the prior art and rejects
or allows claimsin” acéordance with: his conclusion:as towhether they
represent more‘than:the “skilliof the art’:in relation to’ the prior:art
before: him,  Necossarily; there ‘are-limitations ‘in-his cdecision.” -As’
alpractic atter: the examiner. is-confined almost’ ‘entirely - tothe
published “prior: art”—~and cannot consider: public uses; prior - know-
ledge,: and « simiil [""Many elements -of evidence that may
ultlm&tely “bear ‘on~the:invention question—particilarly items’ of
comimercisl isticéess ‘or’ itsJack-—have yet: to’ dome into ‘being:'or: are
known only in part-at the time the application must eithér'be-allowed
or ‘denied: :Also; the:exsminer cannot:be aware:of the liberty:the
~ patentiapplicant’ may- ultzmately take 'with respect to claim:language
or assertions of ‘“‘equivalents” to reach some accused-infringer:
Firially; ‘the whicle: determiingtion ‘i& made on an-ex:partesbasis, a
grocedure thiat long -éxperience’ hasi/demonstrated oftenleads rto
ailure “to wonsider the matter :in'‘the 'same perspective it a,cquu'es
when subject to the hest of partisan controversy. .- :
Plainly; the Patent-Office determination should not: be conmdered
conclusive:: Nor does thetest 'that: “every ‘reasonablé doubt?"be
resolved in favor -of'the ‘pateritee’ fairly represent -the situation.?
RadsherJ ‘the simple test:of section 282:of ‘the 1952 Patent Code:that
‘patent shall be: presumed vahd” most nea.rly conforms to: the real
nature of the matter;: = v R f
~Any generalization, however, tends 130 obscure o fund&menta,l a.nd
fihique agpect ol the situation. A distinetion must be drawn between
what the Patent Office has pa,SSed upon and what:it has not. “To/the
extent: that the facts are the same; there is'reason to believe that the
courts hiive been 'a'c"cord wit; Pa,tent Office determmatlons rand have
Saltimore & Ohio. B B, ¥, Goodiar, 66 (1927) But see Pokomv Wa ] Rmzwau C‘a 292
T.8.908 (1934) And sde Prosser, Torts 284 {194 .
24 The.question of whether thestep forward.excoeds the “skll] of the art.” is nece&aarlly a-fact quest.mn.
: T‘he ‘sourts have so held. See; &, 2., Unitéd-Stales =, Exmuﬁ-P&lﬁme 20078 201, 205 (1036); Goodgleqr Tire
& Rubber Clo. Ing. v, Ray -0-Tre Cﬂ .821 U. 8. 275; 278 (1944);, Graver Tnt & Mg, Co., Inc v, Linde Air
Products Co., 336 U &. 271, 974 (:049). The last tase contains the following Passage:

“Rufle 62 (a) of the Federal Rules of Civil Procedure provides in part: ‘Findings of Iact shall not he set aside
unless elearly erronebus, smd due regard shall be given to the opportunity of the trial court to judge of the
credibility of the witnesses;” To no type of case is this last clause more appropriately applicable than to
the one hefore us, where the evidence is largely the testimony of experts as to which a trigl court may be
¢énlightened by scientific demonstrations. 'This trial occupied some 3 weeks, during which, 8s the record
shows, the trial judge visited laboratories with counsel and experts to observe actual damonstrations of
welding as taught; by the patent and of the welding accused of infringing it, and of various stages of the prior
art. e viewed motion pictures of various welding operations and tests and heard many experts and other
Eitélesses 2%)8 wrote & carefal and suceinet opinion ahd made ﬁndmgs covering all the factual issues” {336

at :

CL. Grr?a.t Atlentic & Paczﬁc Tea Co. v. Superinarket Eqmp Cm'p 340 UL 8. 147, 153°(10508, :

B Thg Supreme Court came close 1o adopting. this test in Radio Corporation of America v. Radio Dng
Laboratanes, 208 U, 7 {193). As discussed in footnota 236, mﬁm& however, this ease involved a situs-

tion whera the i 1ssue was ome_of priotity of invention and had been decided in earher patent interference
proceedmgs betwee,n the xival inveniors, . . .




given- them respect-approprifte 46 their; status,® 1 On the otlier:hand;
when the facts before the court are manlﬁcantl dlfferent a.new deter~
. mitiation -is-being! made——and;: the: Patent.. Office deczsmn ‘may. be
completely: honored and: yeb. & different: ultimate conclusmn reached
as to-the guestion of invention. - In such instances;there is no.reason
to.regard- the.:court| decisions:as contrary, to. accepted doctrines. of
administrative finality, for the logzcal ]ustlﬁca,tlon or. such ﬁnallty 1§
1argely destroyed. .. . : ¥
One may well. ask Whether 113 s re&!]y NECessaTy - 1o have a patent
system wherein the.opportunity: exists for. s decision.on one-set of
facts in-the Patent:Office and another.set.of facts.in court.- The ans-
wer lies in experience that has shown thai:very frequently the: Patent
Office doés ot Jocate references that later become important.in court;
commiercial successand like factors. come to-bear heavily on.the issue
of invention and .cannot be. considered :in full perspective in the Patent;
Office; snd! priof:use and:-like_ evidence. inherently is not usually
avaﬂable in/the-Patent Office. "It is just as ungound today to. think
in:terms-of+«foreclosing judicial-inguiry. on; the:invention question as.
it is"to think in terms. of repeating the unhappy experience. of: the
Patent Act of 1793, When Patent Oﬂice cﬂns1derat1on of t]:us ‘question
was foreclosed. ; ‘ .
A different- questlon arise ..Wlth respect 0, the review. of dlstrlct
court . decisions on ' the invention issue: - Here the facts before.the
appellate - court -coincide; with::those upon: which - the -lower court
decigion is based. Whatever may besaid of the difficulties, of reaching
the. decision. on.the invention gquestion .in:the  district court, it is
certainly-a fact:decision of: the kind that should be. treated as such
on review and not overturned. unless: f ‘clearly erroneous.’” «: .
. Finally; in.all  considersition of the;invention: questlon the basm
na,ture ‘and - purpose of the.requirement; should not be overlooked:
- The-extent of-changes over.the prior art. yary from exceedmgly TATE
giant strides forward; to-the common day-to-day engineering improve-
ment. . ‘A patent; System baged:on patents solely to: the giant strides
would ‘fail of its purpose for.the prospect: of patent :protection would
be . t00 ‘remote to stimulate research. and. development effort . and
investment: - On the other hand patents extending o simple engineer-
ing improvement Would result In a_hopeless multiplicity of patent
rights and_the system would serve to deter. rather than encoiirage
activity. Beétween thése'extremes there is a propet place for patent
protection. Agam, the empha,ms ‘must be upon individual fact sf&ua-
. %8 Sep Frost, Patent Office Performanes in Perspective, 54 Mich, T.. Rev. 501 (1956). '

The Interierence decisions form a particularly interesting illustration of respect for Patent. Ofﬁce decisions:
Here the initial decision is based on an inter partes proceeding in the Patent Office and ‘there are usually ne
new issites and no significant new evidence when the matter of priority arises in a subsecuent case on direcs
review of the Patent Offies under title 35 United States Code, section 141 or sectiok 146, or in an infringerent
suit where the defense is that the losing party in the mtelference was redlly the first mventor (35 U, 8, 0.
102 (z)). The Supreme Court early laid down the rule that the Patent Office decision must stand in any
subsequent suit between the same parties ‘“unless the contrary is estahhshad by testimony which in char-
actér and amount carries thorough convietion (Morgan v. Dintels, 153 U.S, 120, 125 (13943}, The Court
beld in Fedio Corporatien of America v. Fadio Fing. Laberlories, footnote 235 supra thag this rale-applies in
congiderable mngastive when the litigants are strangers to the procéeding in the Patent Office. Considering
the various expressions as to the presumptmn of vahﬁzty of the patent the Court stated: ““* * * Through all
the verbal variances, however, there ruas this common core of theiight and truth, that ene otherwise an
infringer who assatls the’ validity of o patent fair unon'its face bears a%e&.vy burden of persuasion, and failg
unless bis evidence has more than a dubious preponderance’ (203 U: 8. at p. 8, - It is of interest that i’ the
ERadio Corporation ease the Patent Offies had awarded prigrify to Armstrong and that it was the reversing
decision of the Court of Appeals for the Distriet of Calumbia in favor of DeForest (208 Fed. 1008) that gave
rise to issuance of the patent and hence was the decislon the Court was relying upon.

Tor & recent decision squarely refusing to follow the Patent Office on the art before the Patent Office see
Wilson Athletic Goods v. Kennedy, 233 T, 2d 280 (24 Cir. 1056). Ses also, p&) 170-185 and 287-293, hearings,
Octobar 19-12, 1955, pursuant to S. Res. 92 (reporting the results of a st ¥ by Mr. P. J. Federico of the
Patent Ofiice of 50 recent cases whers patents were held invatd by ecurts of appeals, and showing that of

the 40 eases where the patents were held invelid on prior art only sn involved such hoidings on the same
artas was before the Patent Office).
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5.

‘oou'led_ x_w

tions axid the skill'of the' art ?test :
opportunity “for patent

v thiezthought that the
ifficiently Fedl to give

rise-to the régsarch and evelopment competltlon that hes at' the
heart of the whole: system :

ueh-his been said-of thi andard of invent on” and the hxgh
ma )y TECEHt - Stipreme” Coirt - decisions 27
g urt ‘takes thie position that
the Congtitiition itself embodle & partlcula,r and'very severe standard in
this ‘conrection.® . Yet, on ‘their'facts, it is' at'lesst arguable-that the
Siipreme Court’ decisions reaﬂy impose no new: standards;* and sta-
tistics ‘may be assembled 0 show' that éurrent decisions’ ate no- less
fiavozz;able to the Pa.tent' Oﬂice determmatmn than: hose of an' ea,rher
a . HEER- H 3 : 3 B

' See v, g,, Cages, cited ad.footnote 109, supra, .
3 ¢The standard: of patentability ia constl.tutmnal tandard; and the:qiwestion of va]]dit'y of 8 ‘piitent is
£y questmn oldaw. * ** The Court fashioned in Grave Mg, Co..v. Lidnide: Clo.,;336 T, 8, 271,-275,.a rule for
patent cases to the cﬁect thatthis. Counrt will nptdistorbafinding of inbonfion meade by towo Tdwer ‘eourts)
in:the absence of a ‘véty obvious and exceptional showing of error; . ‘That rule, imported from other ﬁe]ds
never-had a-place in patent law. Having served its purpose in Grader Mjy. C’a v. Linde Co,, it isnow in
fubstanes rejscted. The Court now :Tecognizes what Das long hean apparent i our cases: that It is the
‘standard of invéntion” that controls, . .That is present in every case where the yalidity ofa patent isin issue,
1t is that question which thy Court must decile, No ‘Ending of fact’ ean bpa sabstitute for'it in sny case,
The question ‘ofinvention goes hack' to- the constitutional standard in every.case.. We speak with final
authority on that constitutional:issue as we do on many others.”” ~ Mr. Justice Douglas, concurring in
Great Atlfmtm and Pacific Tea Co. v. Supermarket Equip. Carp., 340 U 3. 147, 156- (1950) Of Alfred Bell
ok-Co: Lid. v. Cotalda Fine Ares, Inc.; footnots 227, SUDTH. :

39 The two decisitnis Thost freque,nt]y referred to-as indicating a new standard of mventmn aTe C'u'no
Eng. Corp, v. g;%e frdagmac;tt(c Depices Corp., 314 U. 8. 84 (1941);-and Gréat-A. & P Teq Go.v. Supermm}.eg

zp. orD.,

n the Cuno case dotmsel arguad thnt t;he “gicill of $lB 8t toat 1aid down In: Hotchlczss 7. Greemuood i
}Iow. (62U, 8. 248 (18503 was wrong.and that ““Gegres of invention or Ingenuity is not a test contemp]ated
by the Constitution and the ?atent iaws to determine wheiher or not an Invention or diseovery shall re-
eelve protection * * *.7 ~Zeefeotnote 197, supra. | The sweeping statements of the opinion: appear to be
more in the nature of an. emphatic answer to this contention than an effort to establish a new standard.
Indeed; the last sentence of-the dpinion.states that the censiderations set forth in the opinion “‘prevent
any re]axatlon of the ritle, of the Hotchkiss case,” (314 U. S..at.p. 92).. As.the coneurritig: opmmn oints
o, e infringement chisrgedawas quite different ibosmsbrtation than the Shawing of the patent. - It shorld
ﬁls]od?g npted that the case camie wp after $wo circuit covrts of appeal had reached confiloting-opinions on
validity.

Inthe A, & P, case the structure of the paient was the thme Sitled bottomless frams uged in supertheiket
«hecking counters. - The device had enjoyed great,eommereisl siiccess. . Nonetheless, it is in that class of
‘articles that are of obvious simpliclty and tend to evoke violent reactions—-orie way or the other—as to the
ipresence of invention. -In any event, the district court and the court of appeals had both conchuded that
“the bottomless tray is not novel,” and had sustained the patent on ‘the ground that the exténsion pro-
vided on' the counter to receive the three-sided rack was *decidedly & novel feature’ (78 ‘F. Supp. 391)
(Claim £ ins suit did-not refer to the extension. . .Claims B and 6 arguably referred to if, but & majority of the
Suprems Court eensidered otherwise, Reversal followed—on the theory that what had been relicd upon
below to 'sustain the patent (the extenslon) Was not in the patent claims. . The Qourt added: that merely
incmasmg the length of the counter could not of itself be invention. The major discussion of the majority
opinion, however, was directed to the Yegquirement that the slements of a combination must “cooperate’. to
produce something unusial—a poing not considered by the lower courts. The coneurring opinion of Mr.
5 wstice Doug’ famous for 1ts sweepmg crltic;sm of the Patent Oiﬁce was ]omeé. ilx only by Mr. Iustlce

Blac! '
-0 ’I‘he following tabulation shows the tre

i . Number " Not, infringed - | Valld and Infringed’| © - Thvalld ' *°
| . | -catioms §_ sy S N

SR R 'Numl;orl ‘Percent’ [\Nunber | Percént | Nimber | Percent

5| t19 |t 8T

5 29 55

5 8y TG4

b 6L ,80

o0 T8 - 36

10 18 64

1] b7

b 14 78

A 20 61

: 10 |- 50

HE N .54

g : -100

Flg:ures for the 1026-54 penod are taken from p 153 hearmgs Oetober 1(}—12 1955 pursua.nb tﬂ S Res 92.
‘Other data are taken from-tabulations ‘prepared om & gene.ra]]y sifnilar basls,~ Thue to the effects of: the
Anstitution of circuit comuris of appeal in 1895, the introduction of discretionary ceitlorari-jurisdiction in
“patent cases in 1926, and the statistically inmgmﬁcant numbeér of cases in-gomme perlods the above data are



While it is thus-poessible to diseount the.‘new dectrinal trend,”. the
fa,ct. remains-that: the .sweeping. la.ngu&ge used; in ;some.of the. re_eent
Supreme. Qoutt; de01smns revealsin at- least some measure an: attempt
to impose more rigorous’ standards 1 upon the, Patent, Office: and. the
lower courts. ' The: statutory. expression: ;section 103 the 1952
PatentCode:should. aid. in.eliminating  the sion that.has beem
genera.ted in this fashion. . Th sent opindon; of dge Learned Hand
-1t Lyjon V. Bausch; and; Lomb; . is noteworthy, in:.this. connection: be-
causeit. sguarely: diseards, th #he recent Supreme Court
decisions ‘as:the measure of. invention. e there. may. yeb be some
ocdasion for: additional legislativ deeIa,ra,tlon of -policy.or an amend-
ment to: the;stattites, the magter.is-now.in"a state: of flux offering subs
stantial prospect that the problem will be worked out within thesco
fines of the present statutes, .

The above comments do not point. to any new'formula by Whlch
the invention question may be resolved.. They do not even prowde
g hope for uniformity between invention decisions:in different cases.
They do,-however, suggest that. the emphasis ought'to be placed on
the factual nature of each decisionin question:—and that it be given
& degree of finality m gceord with the extent. the factual basis is the
same. in future decision. - The Patent. Office décision ig'not and should
not be. final-—but. on the facts before, the Office it certainly deserves
great-weight. - “The distriet: scourt deeision:should be treated as a.fact
decision and so-honored on review. .. And abgve all, there should bé rio
confusion between what is; essentmlly fact determmatlon and. what is
law,’ Fmaﬂywcuttmg across - all: of ‘these: concepts%the ‘eourts - in
msny cases can find considerable’ hght on. the natureé of the invention
questiori by éomparing the position of the ‘patentee as to the prior
art with ‘that respecting: asserted: mfrmgement and msmtmg th r
consistent standards be. applied:. . i ! .

One general consideration’ deserves final emphae S T6 sheuld ot
be assumed that some overriding: public: ‘purpose is served: eveiy time
an excuse is found to overturn a patent.. In nearly every ibstance
the Teal question is not whether the defenidant shall stay in-business
but rather whether it can make the- parmcula,r gtructure in:question
or use the. partlcular process: 0l the patent..  Experience 'with. the
decisions—such as the Ray—O-V&e cHge; dlscussed above—shows that
a decision of patent validity is more likely to lead to desirable reseatch .
effort than otherwise. More often than not suych “effort’: léads “to
improyements: superior to-that which has been patented. There may
be endless points.of view on.the question of whether a specific change
exceeds. the-“skill of the.art’—but. there should be little doubt that
if the change is of the-kind that & trier of-fact reasonably-can-classify
ag invertive the public interest is served more by honoring the-holding
made than striking it down because of the doubt that is ra,rely absent
111 lltlga.ted cases. o ‘ , -

i"

. B. TEER PATENT OFFicH

The Patent Ofﬁce oceuples a crucml position in the operatmn ‘of the
patent system, for it is charged with the task of initially passing upon

not truly comparable. © Neverthe!ess, thay do show thaf: current expenenee 1s not sucha deparfure from the
past as is somatimes su%geSte

Some commeztaters have found that the decxsmns really display.only a trend toward earher and strlcter
vlews on patentability. -See, ¢, g., Smith,. Recent. Developments in Patent Law, 44 Mich, L. Rev. §99
{1846}, Compare: Davis;, The- Impeet of Recent Supremge: | Court Geses on the, Questlon of Patentsb]e Ir(
ventions, 44 11k 1. Rev. 41 (1949),

1224 F 2d 530, 643-7 (2 Cir, 1955).
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a,pphcatlons for:letters: patent to'determine whether a patent should
issue and to fix the scope of the patent, if issued. The unfortunate
sexperience fromi: 1793:40 1836 amiply: demonstrates that paténts: must
‘be-subject to: examination befofeissuance.. -Current: experience-addi-
tionally shows: that :thé interests: of all-parties, #s well as the mainte-
nance; of Tesearch: and .development: competition, demand that the
Patent Office be reasonably current wrth 1ts Work a,nd in step Wlth the
courts wonithe-iggegit:decides.™ -

For sofe: time-the Patent- Oﬂice ha.s been ﬁghtmg a losmg battle
W1th the influx of new:patent applidations and has:been falling behind
«on: the ‘equally: important task of: effectwely classifying the -patents
and other items in the:séarch: files.: | An . 8-year program has been
ﬁstab]gghed it Work oﬂ" the backlog and brmg operatlons to a: current

aB18 G i e b :

Tteds-of crucia,l nnporta,nce that the: Patent Ofﬁce Teceive appro-
priations : &dequates to-its task. ::More than -private interests are
anvolved. “:As s storehouse of techmcal knowledge the Office-seryes
all industry. - However; the patents:and: other 1tems are so-numierous
that-an. adequate classrﬁcatlon system ris -of . paramount;importince.
Today—dueto inadeguate budgets over.a long: period—-the.classifica-
tiongystem is out-of date. -: Thissameé classification system isnecessary
to:gerve:the pa,tent examinels making searches on-patent: applications.
Heré the inadequaciesiof cla,ssrﬁca,tlon turn up m the form of & fallure
to cite- the best prior;art.

~The Patent Oilice budget should a,lso be adequate to assure prompt
,and complete’ patent. examination. . Every. consideration:-demands
that -patents issue as:‘promptly ‘as: possubie after filing. - In  many
-instances the patent disclosure is-the first’ teaching of .2 new develop-
ment to the trade. Prompt patent issuance serves:to trigger competi-
tive effort based: on the patent-and thus speeds the:allimportant pace
of . competition in- technical ~development. - An -adequate - budget
should additionally free the patent-examiners from: an unreasonable
case load and thereby. permit more: thorough: .and effective search
effort before patent:ssuance. - We.do-not know: What ‘the ; patent
mortahty in -the. courts: will be when ithe : Patent Office lis ecurrent in
its -work, the classification: problem is overcome, and. the workload
on the examiners is reduced from the present ]evel We do know,
however, that at the present time the: great bulk of decisions of patent
mvahdlty are based on art not considered by the patént examiner,s
There is Teason to predict that improved Patent Office search activity
will lead 6 a more favorable court record. ‘Additionally, it may well
turn ‘out that the collection and citation of miore ‘domplete priotr. art
in the Patent Office, coupled -with a less pressing work load; will lead
to more precise patent claims and file wrapper arguments’ serving to
improveé the eourt’ experience with paterits to an’ ‘extent’ greater than
-analysis based on thepateint invalidity decisions might indicate.

The Congress has recently passed a substantially incressed Patent
Office appropriation. This is a step in the right direction. = While it
will take. time for the backlog of the past to be cut: down and the
‘effects of the ircreaged budget to be felt in full, it is nevertheless
most’ gncouraging that the trend is.in the d]rectlon of nnprovement

, N’Hearmgs, Oetober 10-12, 1955, pursua.utto 8. Res 92, p 162 193 L
. Id.atp. 1




1 Reducmg the Patent-Office loa.d at Ate source—dq'enswe patent appli- :

There 1is also Al opportmnty to reheve the Patent Oﬁice Ioad it its
-source: :-Currently many patent. applications ave filed for:*“defensive’’
purpose&mto minimize the risk:of patent infringement:chargesbased
on’ later filed- apphcatlons “Most,..if ' not.all,; Government: patent
applications' fall in this cate%1 ry. Bt Industry dikewise: files’ many
patent applications of this kind.** The number of such: applications
‘s been: estimated 4t one-third the total of ell patent applications.*®
Whether: this . figure: is: high or -low: is not"important—fer by any
-standard :the number is substantial and they. necessarlly mterfera
Wlth Patent Office work on other applications:: f =
“The.odd-factis that thelaw now places such a premmm upon patent
a.pphca,tmns as a defensive measuare that common prudence dictates

their use whenever'a manufactarer or the Goverriment: develops and...

dntends to use an arguably patentable product op-process.. At the
application. stage the defensive application is:ordinarily thrown into

. interference with:any adverse patent: &pphca,tlon which,,- it issued,
would give rise.to infringement charges:?": The issue of- pr10r1ty can
then. be resolved at-therPatent Office level%wmh the full benefit:of a
““constructive reduction to practice” as of the filing date,* before any
question of damages-bas arisen,?® and in:a: procedural -atmosphere
‘generally more: favorable than court proceedings.®? - If-there is.no
interference it is still to the advantage of the apphcant to ‘make every
«effort to persuade:the Patent Office to issue the defensive application,
forin ‘that- event the issued patent: relates-back to become s con-
structive reduction-to:practice as-of its flling'date and with respeet t0
all-thatit discloses 2 It thus glves defenslve assurance th&t is ava,llf :
able in‘no other way."

- The result is that-we. have f orreat body of patent apphcat,lons ﬁled
for defense only—applications. which the patent-examiners must study
for technical sufficiericy: even though' no rights turning on-such suffi-
«ciency are really sought; claims for which the patent examiners must-
make vegular prior art searches‘even.though:the: applicant has no
desire to enforce ‘the claims, if ‘allowed; apphcatlons ‘demanding: the
preparation of oﬂice actlons re;ectmg or aliowmg the claims; and

b e Govemment Owaed Patents and I.nventlons of Government Employees and Contractors Second
Report of the National Patent Planning Oommissiod, 27 J..P. 0. 8.-75, 78 (1945). . (“The main, “if ot the
8ole, purpose of any proprietdry interest of the Governmenf; m patents hasbeen one of protectmn against
interference: with “the porformance’ of governmental -funetibns.”’y See - alsb,-Depertment - of -Justicd,:
Tanvestigation of: Govemment Patent Practices and.Policies; Vol I, p.. T26-181. (1047) and Keer v. Roder,-.
135 F. 2d 810 (C A 1940) (pub]mat.mn of mventmn made by Bmeau of Standards employee not a .
sreduction to practme)

15 Spep.g., MceHugh, Be]] System Patents and Patent Llce.nsmg, Bell Te]ephone Magazme, T anuary 1949
(T} is the practice to npply for United'States patents npon the more impartant of these inventions so that
the Bell System’s right to.use its own inventions in furnishing commumications service may receive the
assurance provided by thie patent laws,”’) And see pt 2, TN 1c hearmgs, . 256 (I‘ord Motol Co) pp
:363-364 and 602 (General Motors Corph),

248 Tyavis, Proposed Modifications in he Pate.ut System 12 Law and Contemp Prob. 796 799-800 (1947),

‘41 It is the practice of the Patent Office to conduct an’ nterférence search after an apphcatlon is found
40 ponttgin' alloswvable subject matter, Such search systematically covers the other pending applicationg
with the-objective of avoiding. issuance of an application cobtaining roatter interfering with another
-application. . See sec.:1101.01 (¢); Manual of Patent Examining Procedure. In addition, the owner of an
applieation on fils can copy. tHe elaim of an issued patent for mter[erence purposes a[: any tlme wmhm
1 year of issuance of the patent, See 35U~ S C:13b . i
- 28 Feotnote 180, supra, : -

‘42 The patent r]ght to ekclude—and the opportumty to fecover da.mages—begms w1th zssuance of t;he
patent (35U. 8. C. 154). Cf. Hoelthe v. Kemp Mfy. Co., 80 F, 23.012, 923 (4th Cir. 1936},

20 Qrver the years the Batent Office has evolyed nUmerens proceduxes to protect the, partzes to an inter-
ference. I-‘uncmal among these is the practice of réfusing access to filing dates until afier “preliminary
statements” giving dates of invension have been filed. See Patent Office Rules of Practics, rulés 215-227.

% Alerander Milburn Co. v. Davis-Bourronville Co., 270-U. 82300°71926)." -On the: insumcxency of eqmv-
-alent knowlodge not in the form of & patent apphcatmn see In ve Schlittler and Ulfer, 234 F. 24 882 (C+ 0 CA,

June 21, 1955)
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afpphcatmns for ‘which'the applicant is for¢ed to’argus for allowance
mth tenaclty in-an effort to ‘obtain a ma,mmum prospect of 1ssua,nce'
in ‘what is necessarily & marginal case.

1In 1949 the Patent Office Instituted a prectme mtended to mmumzei
the number of defénsive patent applications: The plan was to permit:
applicants to file applications ‘in the ususl“manner; abandon the"
applications, and have them printed in abstract form’ in the Offigial
Gazetle.®®  Detailed admiriistrative provisions were made for han=-
dling’ these applications; especially with: respect to-the conduet’ of an’
mterference search and the declaration of an-interference.®® . :

“Two problems arose in'connection ‘with the practice of: pubhshmg
absmdoned patent applications. - ‘First, the failure to publish the'entire
applleatlon and the lack of leglslatlve sanetion for the practice: gave
rige to doubts as to the status of such appllcatlons 48 “econstructive.
reductions ‘to praetlces 24 Theg Patent Office’ 1tse1f aceented these
doubts by treating the abstracted applications as ‘“‘publications” as of
the date the gbstract was published ‘and not as*‘constructive réducs
tions to practice.” ®® Second, the practice was in concept antithetical
to convéntional patent pmetlce and for this reason was eriticized.®s
It was largely for these Teasons that—while' the practice was used to'
some extent by both Government and industry—the number of appli-
cations brought under the procedure was not deemed su_fﬁelent to
]ust1fy its continuation and it was discontinued. - -

- It'is difficult ‘to perceive any rational basis for contmumg to burden??
an overloaded Patent Office with defensive %a,tent af)phcatlons ‘which
must be handled in the same fashion as-other applications. Surely
some eqilitable way can be devised to rélieve this load. -A provision in -
orie draft of the Patent Code was directed 'to this matter, but waslater-
deleted.®” ‘Efforts, partially successful;:have been’ made torelieve the
Government of the rigk. . To'be sure;: 'there are’ practical problems to -
resolve—and nothing can make an a.pphca,nt use & special procedure
if it:is bound:and determined :to follow: the conventional route.: Yet -
if'a practical statute were passed’it would assure that all redsorable
steps have been’ taken to relieve the Patent Office of an unnecessary
load; would provide an opportunity to reduce-over-all patent expenses”
of’ bot.h Government andindustry, and i m some respeets Would prowde :
defenqwe protectmn not now aveﬂable Lo

2% Notfee of Jarmm'y 25 1949 (619 O d. 258) ‘ .

58 Wramirsl 6F Patert EXaninine Pracedire {1040 sdition), par 711 6 to 71106 (2

254 Bog Abstracts of Abandoned Applications Should Be Discontinned, 34 7. P, O, 8. 695 1952) .

5 “These abstracts will be used by the examiner as a basis for Tejection only as printed pul licatioris eﬁec—' :
tive from the date of publication in the OMecial Gazette, (This is similar to the practice with réspect fo
applications published for the Alien Property Custodian, ses notice of May 14, 1043.)" Manual of Patent
Examining Procedure (104¢ edition), pa.r 71106 (I) Gf I‘edeueu, The Tse of Abandoned Apphcatmns as
References, 28 J. . 0, 5. 160 (1946). )

248 Seo Abstracts of Abandoned Agplmanons Ehould Be Discontinted; 34 3. P, 0 8. 606(1952); But ses ™
Mayers, Publishing Abstracts of Abandoned Ag})hcatmns, 247, P. O. 8. 690 (105

7 Hee. 121, H. R. 9133, 8lst Cong., 2d sess. (T 19503, (“Pendiug appllcations for patents may be
printed and puh}lshed by the Oommlssioner at the request and at the expense of the appileant or owner.
Such ublication shall' have the same effect as an issued patent for the purposes of see. 102 (e) of this title.”)

ﬁ 76th Cong 3d sesd. Be,e hearlugs, J’une 25, 1040, before the Committee on Patent.s, House
of Represent.atives .

$dp. 155 of the Atomic Dnelgy Act of 1954 (68 Stat. 919 947}, reads .

“PRIOE ART.~In connection with applications for patents coveréd by this chapte.r tha fact that the mven* :
tion or discovery was known or u56d before shall be a bar to the patenting of such "Invention or diseovery -
gwt’rae? though such prior knowledge or Use Was under secreey wlthin the atomic energy program of the Tnited

287"

%9 Under present practlce the ‘applieant tn thie'easeof o defensive patent applichtion must make the:sime
represenitations of patentabilily as any other applieant—and rmust press arguments of patenitability in the
hope of achieving maxdmunim defengive protection in the form of an issued patent. In a later infringerment
sult brought by an adverse party these representations and arguments can be emphasized as admissions of

patentabmty It would seem possible I:o devise a pmcedtma under which thesp representations would be
mmeeessa.rY ; . : R, . .




..Statutory provisions relating to defensive patent. applications; are.
one of geveral ways to decrease the Patent Office; workload. . A broad.
field for improvement—helpful to.the Patent. Office,. the public, and
applicants alike—lies in simplifying and.streamlining the preparation
and. prosecution of patent applications, : Excessivenumbers of patent;
claims, for example, extend.the time required for.the examiner. to pass .
on an;application and, if embodied in the msued patent, they unneces-.
sarily complicate the efforts. of competitors to eviluate the patent:
and labers of-a court in enforcing it. ;- However; with an understands-.

_able abundance of caution—and.in.some instances because .of inade-:
quate care in preparing. the applications—patent. applicants may file
a number of claims gredtly in excess of those:called for by.the .cir-.

eumstances, - No categorical ‘rules ean overcome this difficulty—for-
there ave occasions when many. claims: are necessary. The.solution
to- the problem. accordingly lies in giving the. Patent Office-ample-
authority to control the number of claims and in placing a-substantial,
incentive upon the.applicant to submit. only.such claims as are.really :

MEEESSALY .t i - oo f b b e P T Lt T

For.some years the Patent Office has had. a settled policy, supported -

by: eourt.decision, of refusing to examine patent applications when:

claims are unduly multiplied.”.: “There is-also.a rather mild: incentive

to limit iclaims inherent in the additional charges now:made for claims .

in excess of 20.%% More importantly, experienced:patent solicitors:
usually find that in. the long run more effective patent: protection is’
obtained by filing applications with modeést numbers-of very. carefully.

prepared ¢laims.*?. . Finally—of major importance to any eurrent con: .

sideration.of the matter—the 1952 Patent Code- includes . provisions..
designed to give the Patent.Office final authonty to demand restric-.

tion: of the subject.matter of patent claims and assures.the applicant .

that:compliance will not prejudice his interests. 288" .0, .. . .- .. .

A therough review of patent application proceedings looking toward -

simplification of patent preparation—especially with:respect to num-.

bers.of claims—should be a long-term subject of consideration by. the .

Congress. The Patent: Office itself has -done much to. improve .the.

practice, but.it is always subjeet to charges. of arbitrary action if it

goes.too far.. . There.is reason: to.believe that the Patent Code may .

have a desirable effect in minimizing this.;problem. -Otherlegisla-
tion—such as the “20 year” bill #—may well ease the problem, = If
after a period of time there is a-continuing difficulty more drastie

legislation should be considered.2s, = - -~ . 0 T

i Patent.Offics Rutes of Practice, Rule 75 (bY; Er parte Schwarlz, 1985 C, D, 23 (C. 0. P. A, 1035,
21 The charge-is an additienal 81 for every.claim filed in excess of 20 and a like ¢harge-for every ciaim in-

the Issued patent in excessof 20, 85 U, 8. C.41. TInrelation to the other expenses of preparing and prosecuts -

ing & patent application these charpesdro.very small. - - . .. - . . S T
22 Excess claims usaally brifate the patent examiner with adverse consequences to the applicant, The -
courts have on & number of occasions disyialayed impatience with the number of claims in a patent. See,
©. g., ‘issenting opinion of Mr. Justice Black In Williams. Co. v, United Shoe. Machinery Corp., 316 U, 8. .
864, 375-6 (1942). Mr. Harry:R. Mayers, general patent counsel, General Electric Oo,, has listed the dis- .
advantage of excessive patent claims as-(1).-“adverse effeet upon courd’s approach to validity" {citing
Corlfon v. Bokee, 84 U, 8. 463 (2873) and Stramberg v, Benecke, 10 F. 24406 (vth Cir. 1926)); (2) *adverss .
effect on infrin%ment holding"” (citing Thomson Fouston Electric-Co. v. Elmira Florseheads Ky. Co,, Tk Fed.,
886 (C. C. N.. D. N. Y. 1805)}, and, (3) “adverse effect on application of docérine of squivalents” (citing
Graver v. Linde, 339 U, 5, 605 (19.50)). - T.ecture befors the Practising Law Tnstitute, July 9, 1936, - .
% 35 1. 8. C. 121..- Prior to $his statute the patent applicant could argue with some. justification. thata .
Patent Offlee requirement for restriction as to claim sabject Mntter would lead to 10ss of rights because-a;
‘patent obtained containing the deleted claims would. be invalid for ‘double patenting.”. - =~ . .
# Seo 0. g1;, 8. 3746, 84th Cong., 2d sess., discussed at p, 70, infra._ Sinee statutes-of thiskind fix.s maximum.
patent term as measured from the filing date of the application, they work against. tactics-—such as poorly. :
prepared oroxeessive claims—that tend to prolong the period of patent pendency. .- - Lo
#5 One possibility. is a substantial charge:for clalms in excess of a,rather modest numbey. : “This has been. .
proposed as @ Patent Ofice revente measure. See 36 J. P. O. 5, 710-756 (1958). It would séem that a pro-..:
vision along these lines ~fhough harsh in some instances—would accommodate the unusual cases reqairing
many claims to & desirable strong ineentive in all cases to limit patent cleims to those absolutely necessary.
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2 Opposwwn proceedings: e winl v Dsrieery Teoned e e
- The suggestion has been'made’ tha,t gome fo m of opp051t10n or can-
cellatlon proceeding might servée’to ‘rediice’ the examination ‘burden
on"the Patent Office ‘or at'least prevent the issuance:or continued:
existence of patents when bars to validity” exist:®® <A’ number :of
foreign patent ‘systerrs, notably those of England ‘and: Germany, in-
clude ‘provisions for this purpose.?’ In-England the number of pro-
coedings has ‘been small and there is'some féeling that: they usually
aid the patent applicant rather:than: the’opposer®®  In Germany the
number of opposition proceedings has been so’great; and the existence
of multiple oppositions agdinst the same a,pphc&tlon s0 frequent; that
the figures tend to support the criticism tha,t proceedmgs of thls kmd
dre availed of for:obstructive ‘purposes® - _
Experience with the:American patent system throws gome hght on
the prospect of applying opposition proceedings to.our practice. -For
example, experience with interferences and pubhc use proceedings
amply éemonstrates that irter partes opposition proceedmgs are
mich too curnbersome for practical use and would intolerably increase
the burden on the Patent Office. ‘Additionally, existing experience
shows that the opportunity for obstructive tactics cannot be. ignored *™
Such tacties would be especially disadvantageous to small companies
and might well serve as a medium’ by which established concerns
could thwart the efforts of such competition by filing oppositions to
force settlements that would reduce the risk of adversely held paterits,
In 1936 the Science Advisory Board recommended a procedure
Whereby patents would be published hefore issuance. and interested
parties would then “be permitted. to_submit pertinent facts to the
Patent Office for its consideration.®” The thought behind - this recom-
mendation was that overlooked references might then be brought to
Light and copsidered by the Patent Office in the same way as other
references.. It finds analogy in the protest which any person can now
file under Patent Office Rule 291. 21 There are no reported data.as.

7 Seee, By Sﬂence Adv-lsory Board Report of; the Gomzmttee on the Re]a.tion of the Patent Systern to the
Stimulation of New Industries, 18T. P, 0. S, 94 (1936) 'I‘he American Patent System, Report of the Natlonal
Patent Planning Oﬂmmlss[on, 251 P. 0. 8,465 (1943),

# Bee Federico, Opposition and Reveeatlon Pruceedings qn Patent Ca.ses Subcomm1ttae study No.
4. And see the testimony of Lawrence Langner at pt. 3, T. N. E. C. hearings, é) 1016,

284 The vajue of this right of opposition ds-very limited:.: The benefit of; any doubt must be given to the
npplica.ni for a patent or ﬁaatentee :for an unsticesssful opppnent has another ‘ehanes to ‘make out his case, In
g‘ roceedings before the “High Couft'after zraht, whilst the'uhidecessful: appileant hes no second chanice,

hus it i$ very unustal for refusal of grant (or revocation) to result, and the ususl effect is that the patent
opposed is strengthened by smendment of the specification to meet the atiacks made by the opponent.-
Fven the insertion of & specific reference, normally yegarded as a defest for the applicant, is a defeat only in
rélation io prestipe: such reforences tend to strengthen and not weaken the patent in whose speciﬂwtion
they ‘occur. *.* ** White, Patents for Inveritions (Loudon, 1958), P: 173:

29 Sep Federico, op, cif. footnote 267, supra. .

‘#70 The Patent "Offies ‘riles have' long” provlded for thé institutlon ‘of public use proaeediugs by etition
maoking a prime fa~le showing that & pending application is barred by Fuhlic use or-the produdt of the inm
vention being on sale. These proceedings are 8uite rarg and, when instituted, are eonducted on the samé
pricedurel basis &3 intérferences: oo Patént Offies Rules of Practica; rule 204,

271 Examples of obstruetive tacties are found within the confines.of the cases under the present law, Thus
in Precision Instrugment Mfy. Co:v. Automotive Maintenance Machingry Co., 324 U, 8. 806 (1945}, the facts:
showed that one Larsen-filed-a patent application to the invention of. another and exgcuted a prelxmlrl&rY
statement inan interferericé with false dates designed to antedate those of the spplication of the real inventor.
Hunt patent 2,300,157, directed to o feather-picking apparatis for chickens, issued after several interferences
instituled as the resullt of patent applications filed by persons who saw the Hunt machine in nsg. See
Moueller v. Campbell, 68 F. Supp, 464, 472-3, in which the findings of fact touch on thissubject. One finding
states that “At the trial of this-case Campbell testified that the dates givenin the preliminary statements
were false and were known by, Him to be falée at the fime he exeeuted the aflidavits’ and that “Campbell’s

E}gpose in giving £he false dates in the preliminaty statement was to antedate the Hunt machine which be.
seen at Marion, 0‘11..:, a.nd to attempt to obtain j,u ]115 patent the Hunt mventiors embodied in that

mae i 3
k] Footuote 268, supra.. :

£ ee lso, Bush Proposa]s for Improvi.ng the Patent System subcommlttee study
0. O I P 5
Pt - * Protests to. the gnmt; of a patent are ordms.rl]y merely acknowledged a.nd ﬁle.d after hemg
referred o the examingr having charge of the subje,ct ma.tter mvolved for his mIormatmn Patenf. Ofﬁce
Rules of Practice, rule 202, :

Cf. Helene Curtis Indusiries v, Sales Affitiales, Inc 433 I‘ 2d 148, 160—163 (2& G1r 1956) (da.mage clalm
filed by patentee on grmmd that protest in Patent Office obstructed issnanee of the patent).




to the number of protests filed or their outcome;: However, they are
generally considered ineffective: because:-the-applicant usua,lly has:an
opportunity; to reframe claims to disfinguish -the additional reference
and . the, examiners are thought. te glve ht.tle attentlon to references
obtained in this fashion.?% :7 ..

‘Whether the mechanical driﬁcultles essocmted mth a.ny a,rrange-
ment’ along the lines suggested by the Science Advisory Board. are.too.
great for the benefits obtained.is-difficult to predict. - Thorough study;
must: necessarily precede. further consideration. of such procedure,
including a_consideration.of -the workload-the:procedure would. place
on the Patent Office; the mechanieal problem of making: patent spec-
ifications available while at the sime time permitting some. form-off
revision, and the like. Clearly-the matter deserves explora,tlonwbut-
it may WeIl t.urn out thet no»fea,mble ar:ra.ngement can. be dev1sed

From its ineeption the Amemcan pa,tent system has been. based on
a patent term measured from the date of patent issuance. The con-
sequence is that the period between, the date the patent application is
filed and the date the patent issues—if unduly prolonged—can result
in & patent grant out of step ‘with the progress of the art to which it.
relates. Insuch instance the patent—when finally issued-—may come;
too late to stimulate the thoughts of others,-there is-an unduly long .
time period when an innocent infringer may be unexpeetedly faced
with & patent covering current’ manufacture,® and expiration of the
patent is unressonably delayed. All of these are important con-
siderations working against the basic objective of the. patent. system
in stimulating reseerc% and product competition, .

The problem of delayed patent issuance has long- been the sub]ect
of attention by both the Gongress and the Patent Office. ' Changes in.
the time period allowed for response to Patent Office action illustrate
the trend. From 1836 to 1870 the statutes fixed no definite Dperiod;,
in 1870 théperiod was set at'2 vears, in 1897 it was réducéed to 1 year,’
a.nd sinee 1927 the time allowance has been 6 months ¢ Moreover ]
in 1939 the statute was amended to. permit-the Patent. Office to set 8.
special period of as short as 30 days in, .appropriate cases.® Under,
the present  practice even this short time is eliminated in some in-
stances by an “examiner’s amendment’”. eﬁeetwe to change an apphca-;-
tmn without action of the applicant 2™ "

The net effect of 'these and similar- hanges ‘has been to squeezel
the delays out of ex parte practicéso far, as action by the applicant:
is - eoncerned. .. The -Temaining .opportunity to speed.up. ex parte
proceedings lies largely in more ‘prompt Patent Office action. Here:
the récently increased Patent Office appropriation offers a bright pros-
pect. of eventually bringing the Office to reasonably current status,;

This hopeful conclusion 18 not Justlﬁed with respect to interferénce:
practice. -Cases continue to-arise where—by reason of One Or MoTe:
interferences and related .court. proceedings—a .patent issues long
after its filing date and even after the.patent would have expired if
issued in normal course.- :The Jorgensen automablc choke ‘patent 1s_:

34 See Wll]its Proposed Pateut Leg)slatiﬂn pt 2 TNEC hearm ,pp 714 718

#5 Spa testimony of Harry R, Ma; yers ganeral Ejatent cotnsel, General Electrie Co., hearings, October
10-12, 1955, pursuant fo 3. Res. 92, pp. 150-15; d see S‘; 2, TNEC hearings, pp. 371 701-713, and’ 7204

;;‘: gsees mr;atent Act of 1870, 16 Stat 198 Patent Act of 1 29 tat 692 Patent Act Of 1927, 44 Stat 1335

m Manual of Patenf: Examining Procedure, sec 1302 04




TIE: PATENT "SYSTEM: AND,: THE ; MODERN, :ECONOMY 67

a well k.nqvf;rn-fcurrehﬁ;example.??? i'The pateént: there issued in:1955 on
an-application filed in 1932;-a:spread of-some 23 years: To'be sure,
the:great-bulk of:.the: dela,y that occurred in: this instance is a: lega.ey
of the past that:-would not recur under: present Patent Office practice—
and:‘the :number of patents:issued  after; interferencés ‘and “undaly
delaying court: proceedm%s s infinitésimally 'small in: relation to:the
total:number of grants#?: Neveitheless; there:are instances—based
on ¢urrent Patent Office: pra,ctlce——-where patents haveissued a decade
after: the filing date, :and-even-a:small:-number-of 'such cases calls for
a:thorough review: ef +the!interference pracmce w1 h- he ob]ectwe of
precludmg like ‘cagesiin; the future - e oy B gl
-'The interference practice has evolved from & long hlstory iof: Pa,tent
'{Dfﬁce ‘experience ‘with: the manifold: problemsythat ariserin;carrying
oubthe:statutory command of determining “‘priority of-invention:?” *#
“The proceedings-are unique ‘to ‘the:-Aimerican patent system, for wvir-
tually all other patent’systems-award:the patent to:the first. appli=
cant:? Interfereénce: practice-stands’ as-by far the most intricate
phase of Patent Office procedure; and s probably-as-complicated-and
diffieult-as’ any ‘field -of ‘litigation. - Theissue of : prierity: is- ‘itself
complicated by issues of -what conistitutés “d111gence V. swhether: there
is:testing sufficient for & “reduction: {0’ practice,’ “and the like; the
problems’iof proof; “with  the requisite:’ “corrobora,twn M. gre: great
strategy in bringing motions to-add counts, shift'the: burden-of proof;
and the like, can spell -the’ dlﬂ"erenee between victory: and defeat;
and the Patent. Officeis quite ngld in demanding hterai eomph&nce
Wlth the rules of practice. s i :
“Yet:there:isimuch : to® recommend the ‘Patent: Oﬁiee 1nterferenee
practme - The Office long #; olearned. that no: decision-on priorityof
mvention - has meaning wit out i reasona,bly précise- statement - of
what the ‘invention: in: controversy-is.. Ilence the requirement: that
both: parties:‘make’ the same claims jithe procédural steps by which
the examiner ‘can’bring abott 'this result without:conferring: unjust
advantage; and the provision of a motion’ period-within: which:the
parties can seek a better definition: of the interférence issue. 2“" “Tobe
sure, these: activities take time, but to:dut them short orito- ‘abolish
- them:would make thewhole: detérmination chaotic: - ~Similarly;:it wes
learned long: ago: that the vast majority of interferences:can: be ter-
minated without testimony and-final hearing, : - Hence the opportunity
of the motion iperiod:to challenge-the right te make claims, to ‘dis-
solve:on the ground of nonpatentsbility, or in ‘other respects termi~
nate the proceedmg forthwith.?® . In like measure, the Ofﬁce long ago

“'ut Patent 2,708 484, Hea:mgs. Oetober 10—12 1955 pursuant to §:'Res. 92 pp 287 291

280 He&nngs October 10-12, 1955, pursuant to 8. Res. 82, pp. 200-201,

.21 Pwo examples of cases where extensive delays would be ilke!y to take placa under eurfent conditicns
are Etten pm;enf.2 755,853 and Kroninillsr patent 2,475,430, In the Etten cass the patent issusd on July 24, .
1956, on an apphcatmn filed on September 3, 1835, Ths procesdings leading to' the issuarce of this patent
are too complicated to be discussed here Bee Ffen v. Jantz, 142 F. 24 680 (C, O, P.-A.'1044); Exfen v
Zovell My, Co., 83 F. Supp. 173 {W, D. Pa., 1949), 184 ¥, 2d 737 (3& Cir. 1050}, 121 F. Supp. 201 (W. D
Pa. 1954), 995 . 24 8§84 (3d Cir., 1955), “cert; den. February 27, 1056 (Na, 503-4, Gctober term, 1955). To
the éxtent the Etten case represents events likely to recur, the delay was essentm]]y all involved in the pro-
tragted court proceedings that ultimately resulted n a dedision overruling the Patent Office determination.’

The Kroamiller patent issued on July 5, 1949, on anapplication filed-'on Tuns 27,1236, Ths procesdings
fnthis instanes involved bill in equity ﬁled to review the Patent Ofice award of pnonty against Kronmiller.
TFhe distriet court overruled the ?ntent Office (Minneapolis Horeywell Regulator €0, v. Milwaukee Gas
Spectality Co,, 78 F, Supp. 560 (E Wts 1948)), and the court of appeals aﬂi:med the dlstrict comrt (!d

- alrLE 2 ol 343 (i O 1949). o e

‘288 Phe "oon.ﬂict proueedings" under the Canadxan patent ]aw are the c]osest appreauh to the' interferenaa
practice under Unjted States law. The Patent Act 1935 (Ganada), sec. 44 (eh, 32, 2626 Geo ¥ 1935).
Ganadian Patent Rules, 1048, rules 76-84, .

Patent Qffice Ru]es of Pmﬂwe, rules 20 - ; 13, 23
3“ Id.; rules 231-238. T




recognized that steps must:be taken to.assure-against:perjured. testis
mony; false dates; and:obstructive-tactics.: These. considerations.
have: given  rise.:to: the:.requirement that prelimmary statements: be
filed: before either: party: learns- the :important ipriority: dates of the.
other @8 - Agsin:we have procedure that!takes time:and: introduces
complexities—but has:an important function:in the over-all determi-
nation. -~ While it is easy. to point & finger of ‘doubt at these and many
other:aspects of the Patent :Office-interference praciice, .the. fact is
that . in each. instarce-there:is:a :history of substantial experience
dictating : the: procedure  being -followed. ' Mereover, the delay that
takes place in the Patent Office-~with the current policy of restraint
in declaring interfersnces and insistence upon the expeditious conduct
of interferences when:declared—is not. great in relation to the nature
of the, issues and. to the delays:that:can ‘ocour:in. subsequent: court
review. .- It follows that. alteration of the Patent Office interferencs
practice as such is not. the-selution to:the problem. - - ... .. 7o
A number of proposals have been made to alleviate the interfarence
problem, : Oneis to limit by statute the earliest-date of invention that
can. be shown. The preliminary draft-of the patent codification bill
contained such a provision, fixing the earliest possible. date of inven-
tion;at. 2 years. prior;to:the, filing. date.® - Whatever, merit this plan
may have in generally simplifyirig interference proceedings, it does not’
go-to. the heart of the.protracted proceedings-that occasionally take
place and is accordingly unlikely to -solve the delay problem ®8 .. . ..
- A more promising proposal is to:issue all: the-applications in inter~
ference before final interference decision. :Several situations. arise
under. eurrent, practice where one-application :issues. prior to: such
decision, .. A substantial proportion. of:all inteérferences:are between
issued: patents and.pending applications, in which event: ore patent
has necessarily issued before declaration-of the interference.?® - Another
case where one patent issues:prior to final interference decision is that
occirring: when review: of the Patent Office interference decision is
sought by bill in-equity.®: In this instance the Patent:Office-follows
the policy of issuing: the patent to:the party adjudged by the Office
to have.priority, thus avoiding the delay otherwise associated with
court: proceedings that affirm’ the .Office. decigion.® - The proposal of
_issuing all patents prior to.final interference -decision differs from these
existing practices in that all rathér than just-oné patent so issues.
Little can-be accomplished: by: issuing only-the application. deemed
most likely. to.prevail in:the interference. ‘The instances of unduly
delayed patent issuance:under preseut Patent Office practice are cases
where the Patent Office interference decision has been reversed on
3% 1d., Tales 215-927, - B T R I S
#7 Proposed Revision and Amendment of the Patent Laws, Preliminary Draft with Notes, January 10,
1950, Committes.on the Judieiary, House of Representatives, par. 25. . :
%9 Tn the case of the Jorgensen and Etten patents, footnotes 279 and 281, supry, Lhe interference pro-.
ce,@gi%gsa invelvet proofs of dates approximately 2 years Eriur to the various filing dates. )
nder 35 U. S. C. 135, a patent applicant may cepy the claim of an issued patent for interferance pur-
poses, provided that this is done within 1 year alter the patent issues. See Patont Office Rules of Practice,,
rules 204-206. If the application ‘supports” the claim thus made and other conditions are met, the Patent,

Office declares an interference and proceeds in.essentially the same manmner a5 in other interferences.
2357, 8. O, 146, L 3 s o] ' ) - ’ o

#1 Par, 1109:-of the Manual.of Patent Examining Froceduze reads in part; S -
%+ *» the Commissioner may at once issiie 8 patent to'the applicant who is-adjudged by the Beard of
Patent Interferences fo be the priorinventor, without waiting for appeal by.any loser. - However, in ordi-
nary eases it 1s the poliey of the Office not to issue a patent to the winning perty during the period within
whichlagp‘ea}_fnay be taken ta the Court of Qustoms and Patent Appeals, or during the pendeney of such
appeal. ¥ ¥ ¥ o s T L LS T ST
< Par, 110901 réadsimpart; - 0 7 ot S e en T o
“The winning party may be sent to issue desplte the filing of a sult under 35°0. 8. C. 146 by kis opponent.”™
A patent was issued during the pendency of action to review Patent Office interfererice. decision by bill fn
equity in Ftter v. Lovell Mfg. Co., footnote 281, supra. . e
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“review: by bill in’equity?? - Any scheme of i issuing’ only: the patent
-application most likely to" prevail “upon final review: falls short: of
‘Tueeting this contingency: arid offers little: prospect of - overcommg the
d]fﬁcultles that have arisen- under currebt practwe WE o
~If all patent apphcatlons i mterference dre to be issued, there is
-no-need ‘to await e first decision on priority before: 1ssu&nce talkes
-place. - Accordingly any onie of &' number of dates may be used as the
-date of issuance. One possible dateis the date interferénce is declared;
another is the date of decision on interference motions; still another
is ‘the ‘date of gome preliminary ‘award of priority: based on modest
‘documentary proofs; and ﬁnally the date of the Patent Office inter-
ference deécision can be used: - Of thegse, issuance -immediately after
decigion on interference motions has much o recommend it, The
purposeof the motion period is to clear away all issues other. than
priority-and to 'dispose-of the interférence withiout testimony and finsl
~hearing if that be possible. “Experience shows that many interferences
‘end -at this time, 'so-that the number ‘of: conflicting patents issued
cwould: be conmderably reduced by ‘awaiting -the -motion. decision.
Moreover, in: virtually all. cases the only issue left for determination
‘after the motion- decision is-that of priority,® so that there should be
no further need for-chifizes in the claims: or any'.doubt:ds to the-
form and content of the patent.if isswed after favorable final decision
on priority. Finally, with the Patent Office reasonably’ current in
its work the timeé period between declarations of-interference and: the
motion decision should be well under: 6 months so-that a.W&Itng the
motlon decision will mot entail any. “significant-delay, &
‘Another promising way to reduce méerference- delay is: by stream-
Immg court review of Patent Office 1nterference decisions. ' Clurrently,
‘the parties to an interference may obtain review of the Patent: Office
'decision by way of appeal tothe Court of Customs and Patent Appeals
or;-in: the-alternative; by ‘bill in- equity-in- the appropriate district
.court:® The latter. carries with it the full: right of appeal to' the
‘cognizant court of ‘appeals and possible grant of :certiorari by the
Suprema Court: % Review by bill in' équity ‘also provides for: a full
trial with opportunity to supplement: the record as made befors the
‘Patent Office. - Such-trials ‘and the: attendant appeals account for
‘substantial: part.of the delay-in:the-currént cases of unduly delayed
patent issuance; ' A great ‘deal of this:delay could be eliminated by
substituting for the bill in equity procedure a review by the appro-
priate court of appeals:on the record madein the Patent Office.  Such
procedure would be-consistent with:the review now provided for orders
of the National Labor Relations Board, t.he Federal Trade Oommls—-
sion; and: other admmlstra,twe a,gencles E

i Seo footnnto 281 supra

“#1’A number of proposaishéve been made to: streamljne Ihterforonce’ pmceedings by elimineifog: the
present interference practics sud having the Patent Otfice make sorme sort of preliminary decision basged on
simple documentary proofs, followed by issuance of the patent to'thé party then adjudged first inventor.
“The preliminary Patent Office decision would then be subject to review in court. See, e, g., Edmonds,
Furthpr Development of Patent Legislation and Admihistration, 26 7. P. 0. 8. 501, 504-5056 {1943); pt. 2,

T.N. E. Q. Hearings, pp. 714, 718, 721; 732-733; hearings biefore the Committee on- Patents, House of Repre-
sentatives, 67th Cong., 2d sess. on ‘B, k. 3264, LJi‘ehrlmry 24, 1944. Since the problem of interference delay
under resent eonditions: appeais-to: be-primarily.a matter of handling the.cases whare the Patent- Oflea
interference decision is reversed, thése proposals would appesr to acceut rather than resoive the problem
as it exists today. Two alternatives to the proposal here made justily eonsideration: - One 18 to lssus the
patent to'the senior party and,.if the junior-party ultimately prevails, issue that patent only for a shorg-
ened term coterminous with the-term of the patent to the senfor party. Another alternative is to couple
this procedure with a right on the part of the Zast issued patentes to recover damages running from the
date of issue of the earlier patent.

24 Cortaln matters “anclllary to priority” can be coasidered on final hearing m interference proceedings.
See Patent Office Rules of Practice, rule 258. Usually the decision is narrowly eonfined to the specific
questmn of tha dates of invention as shown by the respective proofs of the parties.

98 35 T, 8. O, 141 and 146.
’W See e, g., Sﬂnford v. Kepner, 344 U. 8, 13 (1062),




.This ig not the place to attempt. a. full exploratlon of all:the possible
Ways to overcome the delays. presently. possible in interference cases.
It is, enough-to: note that many .alternatives have. promise: and: th&t
some definite steps should he.taken: to accelerate: patent: issuance ip
interference cases. - In so domg, however, preelplta,te action.and super-
ficial conclusions should be carefully: a,vcnded “The interference prac-
tice has a long history of step-by~step progress-based on. experience.
-Proposals must be.carefully. weighed: in. the light of that experience.
‘It:may well be that some—or even all-—the above. poemblht.les have
limitations that, preclude, their. use,.or- that sorme other change.is, more
suitable. . The basic. point at. this time. is that:the matter demands
attention—and. not, that.one. course:or another. is, the solution.. i
o A “20-year: bﬂl” becomes.;equitable -when. . the  problem. of mter~
ference delay. is: overcome. ~Such, statute prov1des for.: & maximum
‘patent, term. of 17 years after issuance, ‘but in. no.event longer than. a
term- of 20. years: (plus.delays no# ehargeeble to, the applicant). as
measured from. the filing date.® It has a long history in proposals
extending back at. least to 1897, o {There should. bé httle objection
to sueh .a statute solong as the interferente problem. is disposed . of.
However, it should not-be:lobked: upon - as a euie-all-~or as alone
solving the- ‘problem..of delayed patent issuance—for ithe. heart:of the
problem: today: lies in - 1nterference proceedlngs, and not. in the.ex
;parte. praotloe .

: Finally, in consnder}ng the. Work of the Patent Oiﬁee one- thought
.dezna,nds reiteration—sn, adequately financed Patent Office is the best
single assurance that adminigtration of.the patent law: will conform
to the.publi¢ interest. . Here, all hands agree on the: overrall need; for
itias:beyond argiment: that the accelerated - cuirent pace: of, technical
advance must be reflected: in: & commensurate: increase in thie Patent
Office budget.  There is:anadditional :opportunity in an.increased
‘Patent Office budget.:; . Over. ‘the years.the Office has: itself: been &
aajor source. of. 1mprovement in patent practice, and has by adminis-
trativé action-done a;.great. dea. ]la o make the. patent system more
effective. - Once the Office is free of the handicap of inadequate: funds
insufficient. personnel, . and an. overhanging -problem:. of excessive
backlog, it should be. possrble for it to turn increased attention: to.these
other matters. Happily, it now appears that the need for funds is
being fulfilled by the. Congress and’ tha,t t.he necessary funds ‘Wl.ll con—l
tinue:to.be.available. - e vl B

~In the:opinion. of the erter there is & deﬁmte need for lecrlslatwe
action in the: case of defensive patent applications: and the problem
of. eliminating. undue delay in interference. proceedings..  These and
similar Patent Office problems are . complicated, - they . bear upon
many difference factual situations, and demand careful study before
final decisions-are made... The: above discussion. does no.meore. than
outline some.of the probiems and the pos:’-nblllt.les—a,nd i8 not intended
to do more. The need is not for immediate action but rather for
careful study. and construetwe thought by all eoncerned w1th the
patent, system ' .

W geq, 6. 2, 9. 8745, $4th Cong., 5 ses e
mSee Report oithe Commissroner ofPatents 189? And see,H R 15,989, 63d Oong,zd eess
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G SOME FUNDAMENTAL ASPECTS OF PATENT LITIGATION

Much has been sa1d of the problem meldent to patent Iltlgation
It has been said that such litigation: has-been used: by monopolistic
interests for the purpose of throttlidg potential eompetltmn by dubious
charges: of patent infringement,. - On: the other hand it has been said
that the cost of patént litigation is so great that even 'a highly merito-
rious patent owned by anmdividual cannot-be enforced because of the
cost and the opportunity of a well-financed infringer to-obstruct
justice. . And-cutting’ across’ thése: criticisms we'face the problems of
coping eﬂ'eetlvely ‘with ‘the highly technical character of some patent
Htigation, and: of ‘minimizing ‘undue dewa.tmns m ]udlcla.l att1tude
toward the patent'system as a whole. '~

A meagure of the’extent of oppresswe petent htlgatxon is: found in
the decade of experience with the attorney fees statute.”® :Under this
statute the: courts are given: express power to allow: a,ttorney fees to
prevailing parties in patent causes “in exceptional cases.”  Hven after
giving due regard to the reluctanee of a‘court to’grant what atmounts
to' & punitive award: under this statute, one*would suppose ‘thiat if
overreaching ‘tactics by patent-litigants:were common a considerable
record -of -such: awards: would ‘ have ‘accumulated by ‘now. : Just ‘the
opposite has oceurred—for there ha,ve been few awa,rds and the sums
mvolvad have been moderate: : ; :

Additional ‘considerations eonﬁ.ne the patent owner who mlght. seek
to ‘oppress’an elleged infringer.’ Perhaps the most important of these
ig the declaratory judgments statute.’™ At one time it Wwas possibla
for:a patert owner repeatedly to threaten infringement suit-or even
brmg such ‘suit and’ then 'seek 'voluritary-dismissal-~without atany
timme giving: ‘theiaceused the right to ‘an' adjudication of the contro-
versy. . The decle,ra,tory judgment statute has:entirely changed "this
picture. - Tt isnow settled : that 'almost -any a.ct.mn amounting to &
charge of patent:infringement ‘defines the ‘“‘case or- cOntroversy
necessary’ to support a “declaratory ‘judgment suit.®*:: And it'is not
even necessary: that therécipient of such:charge: be in-aetusl manus
facture of an nfringing product,-so long as there isia‘bona fide invest-
ment: in -contemplation of the accused manufacture.®® : Finally; ‘an
important substantive change in the 1952 Patent Code malkes the
owners of United States patents res1d1ng in forelgn 00untr1es sub]ect.
to deelaratory judgment action:#® :: ~ y :

» The effects of: the-attorney: fees: statute a.ndi. the deeleratory ]udg-
ments statute: are  supplemented by two: additional® developments.
One-is section 1404-(a)-of the 1948 Judlcml Code; giving the courts
an: opportunlty to transfer-cases’ to. & mores eonvement forum- a.nd=
thereby minirhizing the opportunityfor: OPPTGSSIVE forum shopping 3™
The other ‘is the rule, being adopted by ‘an’ increasing: number: of
courts, requiring a perty geeking to take ‘deposition in a remote Ioea.-
tlon to advance the éxpense: of the same’ to-the opponent.®%
The over—a.ll effect of these statutes‘and ru]es 1g7 to glve'the eourts-

Tavgs UL B80! 255 'I‘lns sectmn
#0928 T, 8, C. 2201,
- S + Federal’ Telepkom & Radio C‘orp v Asaoc:m‘ed Tclephom and Te!eamph Co 169 F _

(3d O, "1948) 'cert, den. 335 U S, 869, o ; : R
-0 Qeneral Electric Oo . Refr:gemttaﬂ Patem‘s Cor

252 second, paragraph .
sl 35 7, 5.0 208, :
28 U, 8. C. 1404 (a}.
#1 oo, &, g., Lacal Civil oo 4,

'
1_,,

Chugton . Wartick, 235 50 669 thgh ‘i bsey. e
fmted States District Oourt for the Northam District of Il]!no!s




matters,. The.patentee has the opportunity. to.go to-court for redress
through conventional patent infringement action, while the accused
infringer: can: do dikewise. by filing'.declaratory judgment proceéedings.
Once action is filed, by. either party the courts can penslize the misuse
of discovery: proceedings: by monetary awards, can discourage forum
shopping. by ‘appropriate transfer,” can- penalize. general: obstructive
tactics: by awarding attorney fees; and can maintain a close -general
supervision of the.action by the use of pretrial conferences and similsr
procedires. - ue ool b i fan Db iliedia e s b
".To.be sure; these controls are not absolute.. . Rather—liks the Fed- -
eral Rules. of Civil:Procedure—they ate based:on the premise that the
best: control is. flexible: control and-that the judgment of the:court as
applied to the facts of a specific case-is more effective than:any cate-
gorical rulés:that might be daid.down.: It shouid be added: that—as
m litigation generally-—a judiciary: free:of ;undué: workload..and -an
undue’ case backlog:is essential: to: the effective conduct: of proceed-:
MO st T e e v e D v B o od s i s g
.- An - -additional - matter. of . perspective requires .emphasis. . Certain:
difficulties attend 4ll litigation.: - No matter.what/is.done there will be
unsuccessful litigants: who point to the . judicial.and patent .systems,
as the:source-of -their. woes:. . Erequently: they: can-make persuasive.
" cases. of apparent-unfaifriess. - The:same may be sgid of thé expense.
of litigation—npatent, or otherwise. Lengthy trials oceur in: virtually:
all fields.?®® From the standpoint of the litigants any trial is.too long
and too-expensive. - These are facts of the judicial process that extend
through all types of litigation.. Of .course they do not.mean thai we
should. not search.for ways to make patent. litigation—and. all litiga~-
tion—less expensive and less provoeative of criticism. : But they do
indicate that the resolution of the problem-—as in-all litigation—Ilies
most fundamentally in the: control exercised by :the:trial judge over
trial and pretrial proceedings.. . In short, in patent. cases—as in-other.
litigation—judicial - control - over discovery. -proceedings, sumamary:
judgmernt technigues, and the opportunity for prompt trial under the
direct supervision of & judge not: burdened with overload constitute.
the basic weapons to prevent overreaching and obstructive tactics. . .
-, There: retnaing the problemiof the patent owner with mgiflicient
finances.to bring a meritorious patent infringement suit regardless of
‘the tactics of the défendant. . This is not a problem unigie to. the.
patent law. It occurs every day in the personal injury field.w And in
the :area of antitrust: litigation the.small-business man injured by a
violator often ig .unable to finance.the expense of litigation.  Any:
legitimate case, however, 'if: sufficiently : meritorious, .will. interest:
counsel on some contingent.bagis... With regpect to those persons with:
allegedly meritorious inventions who have not succeeded in obtaining:
relief, ‘it can: only be. said that - others do. not:: view. their claims so
favorably, 2. . | oo Gl T e sl e e
Patent litigation necessarily:involves-a -problem:of handling the
technical issués that often arise in patent proceedings.. A judiciary
_chosen solely for reasons othersthan interest-and.experience-in technical:
matters can hardly deal comfortably with problems such as the com-
Gal, 1950 ot OFF G v s ShARs OFF ot T e L R o baa, 1056,
And see Report of the Judicial Conference of the United States.on Frocedure in Antltrist and Other. Prov

tracted Cases, dated September 26,1961, 13 T. R. D. 62. . S
7 Cf, testitnony of Mrs. Nellle O, Fletcher atls 5:12 63-64, hea.rmgstgto{:;)esr 10-12, 1855, pursuant to.S, Res.
07, 162 | D C. 185 R

2
.
F. 24 26 (ApD.

92 and Fietcher v. Afomic. Energy Commi
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plem‘mes of ‘electromagnetic radigtionfrom  Vitype pntennge;®® the
propertiesof: double-tuned coupled resonent eircuits;*® or-the presence
or absence of a’‘“‘synctransforming means’ in-a: telewsmn I‘ecelver or
u patent disclosure.®? Mr.Justice Frahkfurter-once protested

‘Tt is an old observa,tmn thatthe training of Anglo-Amerma,n o
. _]udges ill fits them to discharge the duties:cast upon them by -
" ‘patent legislation. The s(uentlﬁc attainments. of a Lord
Moulton are perheps unique in. the annals' of the English-
' Speekmg judiciary,” However, so long as the Congress, for the
" purposes of patentability, akes' the determination of
_ .ongma,hty a judicial function, judges mtist overcore their
, | scientific mcompetence as best they cam, * * *® " -

" Neither partisan mor court: eppomted experts solve . thls problem
The.partisan. expert ; ‘has been much, eriticized-—and with: reason. A
“hattle of experts’” is far from an expeditious way to resolve, technwa.l
controversy. Court-appointed experts have been used.sparingly, and
experience with such experts: to date has not. stimulated. any move-
ment to promote their.more general employment.32. = -

--Special trial or appellate coutts with. jurisdiction. conﬁned to patent
cases. are-not the. answer.to this problem -To be sure they offer some
‘advantages, partmularly the. opportunity to staff-them ‘with judges of
demonstrated experience and interest in technical and patent mat-
ters.” .And the use of such judges. within' the. framework of some spe-
cial. trial or appellate. eourt would prevent what is now possible—a
.case passing through both the trial:and appeilate courts to ultimate
d1sp031t10n without the participation of. any ]udge with: mterest and
facility in the subject matter involved:. .-

~Any specialized court proposal, however, ‘introduces its own d]ﬁi—
culty ‘Such . court, whether.. trial or appellate would:tend to chan-
nelize the patent: law. into its own peculiar lines. divorced from the
development of the law as a whole.®* In many respects the patent
law already suffers from an excess of spemahza,tmn which would onl
be exa;%igerated by 2 special court or courtd. * Closely coupled wit
this difhculty is the fact that patent cases frequently involve ques-
tions ‘of confidential 'disclosure, unfair competition, trademark in-
fringement;, ‘antitruss law, and’ contreot,s 31 g cha.nnel all of these
‘quiestions—oftén mvolvmg issties‘of local law—to & ‘specialized patent
court is of doubtful soundness. - On the oflier hand, their separation
‘at-the appellate level seems clearly mprectleel 1f they are ]omed (as
‘they must be) at the trial level.

“Possibly some modified. arrangement ‘might assure the pa.rtlmp&tlon
'of judges of technicdl competence in patent cases and at the same
time preserve the benefits of decision making by & judiciary having
continuing general experlence ‘One’ such arra,ngement mlght consmt
: W8 Afackay Radio and. Tdegraph Cv.v. Rudio Corp, of America, 308 17, 8., §6 (1030),

38 Mureoni Wireless Telegrapk Co. of America v. Tatted States, 320 U. S 1 (1943) .

-39 Hazeltine Research Inc. ¥. Avco Tjg Corp., 227 F. 2d-187 (7th Cir,

N Dissenting in Marcond Wireless Telegraph Co, of Americav, Umted States, 320U S 1, 80 (1943). Aud
gee the comme,nt of Judgée Learned Hand in Parke-Davis & Co. v. H. K. Mulford Co., "189 Fed. 95, 115

{8, D.N.Y, 18l1),  Bee tesmmony of Tudge Leamed Hand at pp- 132, 133 hearmgs Ootober 1(}-12 1955
pursuant to §. Reés: 99,

213 See- testimony of Tudze Learned Hand, footnota 311, supra, -

B STithink i might, be degirable t0:havesone qoutt of: gatent appeals provided, with this pmviso and I
“for myself-wouldTegard It as absolitely cntieal that is, thatit'should be a rotating court. ' I do'not want 1o
‘have a court of speclalists, because we all get ia love with nurselves ", Tmdge Learned Hand at p. 132, bear-
-ings, footnote 311, supra.” -

a1 See, @, 2., C'o!gate-Palmnhve Co ny v, Carfer Producta. Ine,, 230 F. 24 855 (4th Cir."1056)° (ctmﬁden-

tial disclosure issue in patent case); Kobe, Inc. v. Démpsey "Pymp Co 198 . 2d'416 (10th Cir. 1952) {mo-
nopolization under the Sherman Act involved 1o’ patent case).



ofa smgle court ofi patént appeals. which would sit-as & separate icourf
only in appeals'from Patent Office éx parte andinterference:decisions,
‘As to: all -other -appeals-involving: patent questions, the. ‘members -of
such court.could: disperse and:sit individually with-two regular: court . .
of appeals judges in the respective, circuits, . An arrangement along
this line would assure the participation. of a techmcally trained judge
at the appe]late level in every patent case and yet. would give such
judge only a minority voice in the decision-making process. More-
over, the judges of the court of patent appeals would bring. to bear
on Patent Office appeals a contmumg experi¢nce in patent. infringe-
ment and Telated. questions. . The, principal disadvantage of such a
scheme—in addition o the mechamca,l problems it Hocessarily entails—
Hes in the risk that the “patent member” of a court of appeals paneI
Would ‘tend to ‘domingte’ patent declsmns """ B

- Still another variation is’'found-in’ the’ poss1b111ty of havmg dlstnct
Judges in* each’ circuit’ of technical competence and éxperience:for
special assignment fo technically complex patent cases® ~This can
be done in considerable meastre-within the confines of: ex1stmg legisla~
tion. Indeed, the fuét thatithe’ proposil ‘has ‘not ‘béen’-tried more
frequently-——or 8 movement started to-assure’the specific  appoint-
rient ahd assighinent of such ‘judges—indicates that the courts and
the bar do not: consider the problemi of technmal knowledge as a,cute
as the &bove discussion, suggests e

‘Of two things we' ean 'be positive. FH‘St, 'all suggestlons to brmg
to patent litigation both judgesof technical experience and competence
and judges of continuing' general expenence mecessarily impose their
own mechanical and-other problems ‘Sacond, a'detailed and thorough
investigation should precede the’ consideration of any legislation; for
it is by no mesans certain ‘that the matter really warrants ]eglslatwe
treatment and it may Well turn out-upon.full inquiry that the present
1urlsd10t10n of the courts' is superlor to’ the alterna.tlves: :

, From its mceptmn the Umted States pa.tent system has been’ ba,sed
on. enforcement -of patent. rights . by the Federal: courts.of general
jurisdiction. For over a century a.nd a quarter the number of patens
cases by the Supreme Court itself was comparatively, la,rge—and it
is in these decisions that we find: virtually all of the present doctrines
relating to.patent. infringement, much of the law on.the invention
question, and most, of. tﬁe eqmtable dogtrines applicable. to patent
cases. EXperlenced patent advocates. are virtually. unanimous. in
the. belief that the patent system has. been strengthened. by the par-
ticipation of a. ]udlcmry of general juri i the d k ‘
Pprocess... .
Moreover,. sermus patent l1t1ga.t10n problems of the_past have now
réceded into history. At one stage the Supreme Court backlog reached
& hopeless fgure—with 'the ‘consedquent .opportunity: for, excessive
delay at the Supreme Court level in patent controversies—but this
problein has been: la,rgely eliminated- by more genéral ‘discretionary
Jurisdiction.” “The abuses'incident t¢ trial by~ deposition’ under the
old equity rules have been largely eliminated, by the:Federal rules of
civil procedure. - Thé . ‘opportunity’.o ..the..patent  owner to
mfrmgement threa.tshand even file sult—mthout' g1

. 38 Bge, 0. B, hearmgs, Octaber 10-12 1905, pursuant to 8. R o5, 99
"8t See, 6. g., hearings, op. eit., Totnote 315, 50Pray; atDp. 283,
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infringer the right to an adjudication has been eliminated by the
declaratory judgment statute.

Today we have & modern crop of problems.  On the one hand patent
«plaintiffs are said to receive too little justice.too late. We bear also
that patent defendants are subjected to excessive expense and difficulty
in'defending themselves.w The' very presence "of -these!somewhat:
inconsistent complamts mdlg@tes s thatthe solution does not lie in
additional statutes, but rather must rest on court discretion. Where
litigants=be- they: plamtlffs ‘or defendents—transgress the bHounds ‘of
reasonableness in:discovery: technique; trial .conduct, and the”like;
the courts have ample power to penalize the conduct involved..
Moreover, there is no, reason to. believe that courts; with this power,
a dlspos1t10n and ability to. use. pretrml conferences, summary. judg-
ment, and other procedures to oversee both:the’ dlscovery and tria]
stage of ‘patent. [itigation, and not burdened with overly. crowded
dockets, will fall short. of eﬂecmvely policing. the. activity of patent
htlo‘a.nts and arresting activity of the kind that unnecessarily, prolongs
patent litigation or. adds to the expense... In short, the resolution of
these current probléms lies in close ]udlcml Superwsmn under- the
authorlty now available-—not in. atternpt. to. define’ by legislation what
is fundamentally a matter turning on specific fact, situations. .

Proposals for a smgle court of patent appeals or,other specialized
patent infringement courts staffed by a segregatéd .group.of judges
present . apparently insiperable’ 3urlsdlct10nal problems of accom-
modating the related nonpatent questions arising in patent litigation.
In addition they run courter:to. the.virtually unanimous belicf that
patent controversies are best handled by 2 nonspecmhzed judiciary.
While there is somé possibility that an arrangément niight be devised
to‘assure the participation of technically trained ]udges in patent cases:
in‘conjuriction with jiidges without such traiming,’ any consideration: of’
proposals of this' kind must be indertaken with Tul) recognition of the
pOSsibility that after afl thé slterngtives dre considered the presernt
arrangement W‘ﬂl emer;ré nd 'be found 'most ‘tlsfa,ctory g




CONCLUSION—A DECADE OF . THE PAST AND A DECADE
- OF THE FUTURE SRS

In 1945 Dr Vannevar lush Du'ect‘or of: OSRD reported to the_f
Presﬂdent on:a. program for postwa,r sc1ent1ﬁc research ut, I—Ie there
stated 2L

Research is a.Iso aﬁected by the patent Iaws They-’_ R
5 _stlmula.te new invention. and they ‘malke it possible. for, new~ -

_industries to be built-around new devices or ‘new processes:’
These industries generate new jobs and new products; all of -
‘which contrlbute to the Welfare and the strength of the'_' o

_country st
Yet, uncertainties in the, oper&tmn of the patent Taws ha.ve _

' 1mpa1red the ability of small industries to translate new =
ideas’ nto processes: a,nd products of walue to the nation. " ¢
These Uncértainties ate) in part, attiibiutable to the: dafﬁcﬁltaes-j
and expense incident to the operatlon of the patent system as - -
it presently exists. = These uncertainties are also attributable "
to the existence of certain’ abuses, which shiould be corrected. -

- They have led to extravagantly cmmcal attacks W]:uch tend to' e

. diseredit a basically sound system 818 SRR

The years since this report have seen vworous enforcement of the
antitrust laws that has gone.far to. ehmmate the abuses referred to by,
Dr. Bush.: Anm—competltwe patent. hcensmg practices,. ‘cartel. agree-;
ments, coercive package: licensing, and other activities have been .
proh1b1ted Indeed, virtually every one .of the examples of abusive
gatent practices of current interest. at.the time of Dr. Bush’s report.

as since béen the subject of a consent decree, a litigated decree, or
has turned out to be unsupported on the facts.

Concurrently with this development a new competition has become
dominant. No longer can the businessman make the same old thing
the same old way. Rather, he must compete in research and develop-
nient as well as in price,: roducfﬂon .and. service. . The patent system
has stimulated this trend. First, it imposes an ever-present risk of
sudden obsolescence by reason of & technology developed by an actual
or potential competitor, coupled with the chance that the competitor.
may refuse to grant patent licenses. Second, the patent system en-
courages competitive effort of a kind that would not otherwise take
place. The television industry, for example, was for all practical pur-
poses nonexistent a decade ago—now it dwarfs the radio industry
from whence it came, Yet the industry is characterized by huge re-
search expenditures in advance of any monetary return—over $65
million in color television already and the returh is yet to come.
These expenditures have been made in anticipation-of monetary return,
through patent license royalties. The antibiotics-industry, limited to
penieillin a decade ago, is now the scene of the most intense competi-

a1 Sc:enoe. the Endless Frontier.
3B Id, at D16,
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tion revolving around the development and marketing of new prod-
ucts. Today the industry is engrossed in a new competitive race to
develop improved tranquilizers.

It is particularly significant that the new competition is not confined
1o the huge industrial giants that first appreciated the potentialities
of research. Rather—through the operation of the patent system—
the.small.company and the newcomer has been able to gain a foothold
without being subject to approprigtion of developnients by the larger-
entrenched firms. Polaroid, Thiokol, Mallory, and many others,
represent spall and modest sized businesses which have launched
new products against the competition of an existing industry. Such
- activity creates both a new commercial producs or process and a new
competitive entity. The examples may be multiplied endlessly.

This competitive order should be a matter of pride, but not compla-
cency. The decade ahead should be devoted to its improvement.

A particularly crucial area is found in the Patent Office budget.
The tempo of the Patent Office should match the pace of technical
development. No amount of effort by a dedicated corps of examining
personnel can maintain both quality and quantity when flooded with
an ‘overwhelming volume of work. This is a matter of first import~
ance. Steps have been taken in the right direction, for a more ade-
quate budget has been put into effact and a long-term plan of action
is being executed. For the benefit of the public, manufactuerers, and
patent applicants, the Congress should give its sympathetic and sus-
tained aid to the Patent Office in overcoming the backlog.

An increased level of Patent Office operations will doubtless reduce
. the patent mortality in the courts. Only time can tell us the extent

of the improvement. In the meantime attention should be directed
to other matters, such as relieving the load of defensive patent appli-
- cations, equitably overcoming the problem of delayed patent issiance,
and the like. And, over-all, there should be a continuing effort to
devise simplified procedures for obtaining and enforcing patents.
Finally, we need a reorientation in concepts. It ought not to be
necessary endlessly to defend the patent system against the stigma
" of “monopoly,” when it is in fact a source of competition. It should
not be assumed that every time an excuse is found to invalidate a
patent, competition somehow necessarily benefits. It ought not to be
necessary to indulge“in endless argument over whether the patent
laws or the antitrust laws ought to prevail when both serve the same’
end of maintaining competition and we should be looking for ways to
make both more effective. - This is the real opportunity of the times.
If the patent system can be made to do more effectively what it is
already doing, patent issues are treated in their proper perspective,
and the antitrust laws continue to be enforced, we can look forward
to a future of technical progress within the framework of a com-~
petitive order. - S :
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