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These are exc1t1ng and dramatrc days for practloners of then‘ﬁf”'

“"51aW'of-1nte11ectual property;‘ Unt11 falrly recently, 1t seemed“_’”'

- fthe creators of 1ntellectua1 property were thwarted at every

___Now, the- pendulum appears to b'

:hturn.' Judlc1a1 hOStlllty often resulted 1n an unwarranted
.'denlal or llmltatlon of protectlon for 1nte11eotual property, _;i
'hrand when protectlon was’ granted, an overbroad appllcatlon of the"
:=ant1trust laws. and the mlsuse doctrlne often dlscouraged and

'even sanctloned the eff101ent exp101tatlon of the property.

Esw1ng1ng back ' The beneflts of
: protectlng 1ntellectual property, so obv1ous to our foundlng

fathers as to be 1ncluded 1n the Constltutlon g descrlptlon of

'thls natlon s bas1c tenets, ar ;once agaln belng apprec1ated
~ And the errors of - the pendulum s excess in deterrlng efflolent'

"exploltatlon of 1nte11ectua1 property are beglnnlng to be :

:acknowledged.

As a part of thlS new.enllghtenment there are now.before
Congress a number of serlous 1eglslat1ve proposals almed at
'1mprOV1ng the legal cllmate for the creatlon and exp101tat10n of -
dnew technologles. 1/ The Admlnlstratlon s b111,_the Natlonal

.Product1V1ty and Innovatron Act of 1983 (H R. 3878, Sf 1841),,

£

‘ﬁ1/ See, e.g., S. 1535 ('Ad Hoc“ B111 on patent 1aw reform)
‘H.R.-3577 (expansion of process patent. protection); 1306
(Patent Term Restoratidn Act); S. 875 (Trademark Counterfeiting

~Act); S. 1440 (trademarks becomlng"generic);'s.jlzﬁlf(copyright :".

_protectlon for- semlconductor chrps) 5. 32 (record rentals});
'HS 33 (V1deo rentals) : o ,fui” g S B




-}frepresents the most comprehen51ve approach of all of the
":proposals. It WOuld amend the patent, copyrlght,'and antltrust-'
"hhlaws to remove a varlety of legal 1mpedlments to the creatron

'f'and explortatlon of 1nte11ectua1 property and would do S0 1n a

-h'7”pmanner that would help all Unlted States 1ndustr1es.3;hg'

o 'jto temper thlS hostlllty.

Today, I would llke to descrlbe the Admlnlstratlon 'S blll

f'and respond to some questlons that have been ralsed about rt.

*However, flrst I would lrkeﬁt :place the b111 in perspectlve by f
'brlefly explarnlng the hlstbrlc.]u6101al hostzlrty to.

| -_Lntellectual property and the forces that I belleve have begun

The hOStlllty to 1ntellectual property protectlon derlved

"essentrally from a mlsunderstandlng of the manner 1n Wthh

o rntellectual pr0perty protectzon“functlons 1n a. free market :”w;iJ

‘economy._ The grant of protec_ion to 1nte11ectua1 property

- typically 1nvolves a. grant offsome form of exclu31ve rlghts 1n

"ﬂ:_the underlylng concepts or technologles.- The notron galned-

"lgffavor among the Jud1c1ary that thls exclu51v1ty is 1nherently at..

'todds wrth a free market system.; For example, the Supreme Court

L :has deplcted the patent grant as a. 'monopoly,' 2/ the llmlts of -

2/ See, - e.g., United States v. Llne Materlal, Inc., 333 Y.S. -
287 .{1948); Mercoid Corp. V. Mid-Continent Investment Co., 320:
. U S 661 (1944); Ethyl Gasollne Corp._v, Unrted States, 309,_;
¢ 436 (1940).__' o S i e




“}wh1ch ‘are to be 'narrowly and strlctly conflned i 3/ Th;s v1ew-'
"of an 1nherent 1ncon513tency between 1nte11ectual property

protectlon and compet1t1ve markets was summarlzed 1n a recent

7;-court of appeals deczslon- 4/

',[The patent grant} is in 1neV1table ten51on Lo
. With the general hostllzty agalnst monopoly S
. ‘expressed in the -antitrust laws,s15 U.S.C. =

- § 1 et seq. Therefore, courts: normally L _
_ﬁconstrue ‘patent rights narrowly in. deference ‘

-to the publlc 1nterest 1n competltlon._,' :

This hOStlllty reached not only the scope of protect1on forp
1ntellectua1 property 5/ but also 1ts exploztatlon.. The Supreme _'
,‘Court warned of ‘the 'eV1ls of an expans1on of the patent SR

'Vmonopoly by pr1vate engagements.'"ﬁ/f Patent llcense

'farrangements were struck down under the antltrust laws and under R

the patent mlsuse doctrlne W1thout suff1c1ent 1nvestlgatlon 1nto :

3/ MefcoideEOrp..v;fﬁideéontinenthnVestnent Co;,5320fU;S.“at'
665, T e T T R

4/ Un1ted States V. Studlengesellschaft Kohle, m. b H., 670
F 2d 1122, 1127 (D .C. er. 1981). '

5/ Deepsouth Packlng Co.,'Inc. Ve Laltram Corp., 406 u. S 518,
rehearing denied, 409 U.S. 902 (1972) Leitch Manufacturing Co.
v. Barber Co., 302 U.S, 458 :(1938); .B. B. Chemical Co. v.

" Ellis, 314 U.S. 495 (1942); MerCoid'Corp;_v.'Mia~C0ntinent,"
gInvestment Co., 320 U,S. 661, rehearing denied, 321 U.s, 802 .

- (1944); Mercoid Corp. v. Minneapolis- Honeywell Regulator Co.,_ o
320 U.s. 680, rehearlng denled 321 U S 802 (1944) - o

'6/ Merco1d v Mld~Cont1nent Investment Co., 320 U S._at 666




the actual competrtlve effects of the arrangement 7/ *It Wasﬂf~

. always in. the name of competltlon and economlc progress that the

";ilrmlted

rrights and ab111t1es of the creators of new technologles were fr'

- V01ces argued that thlS v1ew of the 1ntellectual

“J_'propertymantltrust 1nterface wasfanalytlcally unsupportable-”~

'_jthat th1s v1ew 1mpa1red rather than promoted competltzon and f”'h'

h‘deterred rather than advanc d economlcmprogress., Only recently,

'] however, have these dlssentlng”v01ces achleved any 51gn1f1cant

: v1ctorres. 8/ In my oplnlon, the reason these v01ces have begun

ri‘to be heard by the ccurts.1 hat economlc 01rcumstances havei

“:fforced a reevaluatlon of the loglc of the prevalllng V1ew.""

The economy of thls country typlcally has relled heav11y

-j-upon technologlcal advancement.; Over the 1ast 80 years, the

iﬁdevelopment of new technologles has accounted for almost half of

1/ See, e. .y Unlted States v. L1ne Materlal Inc., 333 U. S. _
287 {1948); The Laitram Corp””va_Klng Crab, Inc., 244 F. Supp.
-9, modlflcatlon denied, 245 F. Supp. 1019 {(D. Alaska 1965);
~Allied Research Products, Inc. V. Heatbath Corp., 300 F: Supp.
. 656 (N.D., Ill. 1969) "American: Photocopy Equipment Cow V.
"Rovico, Inc., 359 F. 2d 745 (7th Cir. 1966). . See generally :
MCompetition Policy and the Patent Misuse Doctrlne,‘ Remarks by
Roger B, Andewelt, Chlef,_Intellectual Property Section, -
“Antitrust Division, Before the Bar ASSOClatlon for the Dlstrlct
of Columbia, Patent, Trademark, and Copyrlght Sectlon :
(November 3, 1982}.;- o ‘ _ :

8/ See, .9,y Aronson v. Qulck Pornt PenC11 Co.y 440 U.S. 257
T1979); pawson Chemical Co. V.. Rohm & Haas Co., 448 U.S. 176, .
rehearlng denied, 448 U.S. 917 (1980), on remand, 557 F. Supp.
739 (S.b.Tex. 1983) ' - _ REET S




”ththe growth 1n our real per caplta 1ncome. Unitedtstates-v";-,“

8 technology has set the standard 1n the 1nternatlonal

' marketplace, Unlted States consumers have benefltted qulckly andzw'

;Ndramatlcally from technologlcal advancements by Unlted States
:yflrms.' Recently, however, thls country s domlnance 1n many
 areas’ of technology has begun to erode.; Unlted States o

industrles no- longer necessarlly domlnate all domestlc and

3~fore1gn h1gh technology markets.; Indeed, for the flrst t1me 1n f"'

tmy memory,'ln a. 11m1ted number of 1ndustr1es, forelgn flrms r
_lrather than Unlted States flrms have set the technologlcal a,,
::Stanﬁard . L | ‘. R - . : S

Thls 11m1ted er051on of the technologlcal domlnance of‘“
_Unlted States rndustry resulted in 1ncreased focus on the VR

T process of technologlcal development and drssemlnatlon. Study

of the factors 1nfluenc1ng 1nnovat1on 1n turn resulted in’ _f

_1ncreased sen51t1vrty o the cruc1al role played by 1ntellectua1;

‘Property protectlon and exp101tat10n 1n the 1nnovat1on process,f IR

':The temperlng of the judlc1al host111ty agalnst 1nte11ectua1
“ijproperty protectlon and exploltatlon that I ment1oned 1s,3Ih%:H
. belleve, a dlrect result of thls 1ncreased sen51t1v1ty.: -
- In fact, rather than belng at odds w1th a competxtlve market
'~system, a properly constructed system for protectlon of
'_intellectual property is ar cruc1al part of such a system.yffor;:'ﬁ.
.example, 1nte11ectual property protectlon serves the - S
-fprocompetltlve funct1on of 1nduC1ng 1nvestment 1n the dlscovery

'”and development of new technolog1es.._Ihe-essence of technology



‘”;15 1nformatlon, and 1t generally xs dlfflcult to prevent others ff

*hffrom u51n9 lnformatlon once 1t_1s created Therefore: absent a"'

"i'system for protectlng 1ntellectual propertyy 'free rlders' Often-l

'"“Tffcould duplrcate the 1nformation“7and_approprlate to themselves

lgmuch of 1ts value. Thls dlvers on of revenue from the creators
'_,of technology to ‘free rlders' lowers the economlc rewards of

.c_R&D, thereby 1ower1ng 1ncent1ves to 1nvest rn R&D Ln the flrst l'

-ﬁplace. Therefore, unless thxsK'free 1der' problem 1s

.....

'-faddressed, such as throu 1nte11ectua1 property protect1on,, _

-hthere would be sub0pt1ma1 1nvestment: n the development cf new

h:technologles' thls WOuld lﬂh . o less technolog1es belng

E developed hlgher prlces and fewer'cn01ces for consumers.;_

Intellectual properth?licensrn“ llke 1ntellectual property

o protectlon, also plays an 1mportant_procompet1t1ve role in a :

'free market econcmy._ Lxcens1ng permlts 1nte11ectual property '

‘owners to ccmblne thelr abrlztles w1th the ab111t1es of otners

. to brlng goods and serv1ces whlch embody the new technology to

"ﬂthe market place more qulckly and at a lower cost than otherw1se:u5

-would be possxble._ Moreover _by sostLng, lzcen31ng can

fetincrease the- value of patents and thereby engender more ff:.‘

:;investment 1n the development of new technologles. L
Slnce I noted at the outset of thrs speech that these more

enllghtened economlc 1nterpretat1ons of the 1ntellectua1

-property ant1trust 1nterface seem-to be galnlng favor, the

questlon arlses as to whether any 1eglslatlon 1n the area xs tn“




1necessary. Why not srmoly wart for the errors of the past to be:";e_'°

rcorrected through the lltrgatlon process? | |

| The 51mplest and perhaps the most compelllng answer to thls
duestlon is that technologlcal advance 1s so 1mportant to our fg'i
'Leconomlc well bezng that we should qulckly ellmlnate all
.“?1rratlona1 legal 1mped1ments once they are 1dent1£1ed A more
complex answer'involves:the“xnherent dlfflculty.of us1ng:the'“
hcourts to correct unsound legal precedent. The doctrlne of

fstare dec151s 1s cruc1a1 to our legal system,'ln part, because

- it proV1des bu31nessmen w1th the degree of predlctabzlrty

necessary to 1nduce approprlate 1nvestments. However, where !

"caselaw precedent 1s economLcally mlsgurded and produces"

' undesxred economlc effects, the doctrlne of stare dec151s serVes‘_g P

to prevent 1ts correctlon.'iitf_ ftrue that courts occasronally
h:overrule precedent ano, 1ndeec, the Supreme cOurt has overruled
'certaln of 1ts 1ncorrect econcmlc assumptlons ln caseS': |
' concern1ng the reach of the antltrust laws. 9/ However,'untll
'economlcally counterproductlve precedent is- reversed, most |
'bus1nessmen can be expected to act consrstent WIth the precedent:

and thereby refraln from engaglng in conduct that 131;,.m_

ceconomlcally desxrable and ult;mately benef1c1a1 to consumers.

' 9/ ‘See," Cont1nenta1 T V., Inc. v, GTE Sylvanza, Inc., 433 u. S

-36 (1977}, on remand, 461 F. Supp. 1046 (N.D.Cal. 1978), aff’ d, A
'©694 .F.2d 1132 (9th Cir. 1982) overruling United States v, :
-?Arnold, Schw1nn & CQ., 388 u. S. 365 (1967) B '




The Natlonal Product1V1ty and Innovatlon Act of 1983 1s a 3f§¢

.5;.cemprehen51ve proposal almed in. slgnlflcant part at. deallng W1th:r

f_ethis hostlle precedent to 1nte11ectual property protectlon and _7

ufexploxtatlon.} It seeks to create a legal envzronment that does '

'”ufnot unreasonably dlscourage 1nvestment in new technologles and

L does not deter the effICIGHt exploztatlon of these technologles.
The Natlonal Productlvxty and Innovatlon Act has flve n“

.'=t1t1es._ thle I sxmply namesfthe_Act.h Tltle II, the flrst

”“fsubstantlve part, 1nvolves treatment of 301nt research and
',development ventures under the antltrust laws. Because JOlnt

7.act1v1ty can yreld economles of scale and scope, R&D jOlnt f'

'c_ventures can be a hlghly eff1c1ent means of dlscoverlng and

developlng new technologlesg

“darea is sparse and cannot be sard to be hostlle to the formatlon.
_1of-R&D golnt‘ventures. Nevertheless, the uncertalnty 1nvolved
'.has resulted in. s1gn1f1cant fear of antltrust sult Wthh
'hiapparently has dlscouraged some flrms from enterlng 1nto |
h;.beneflcxal 301nt ventures that they otherW1se would have entered.;
| Tltle II of the Act addresses thls problem through a'f_r
'two~Part amendment to the antltrust laws.‘ Flrst, the courts‘:.

| could not apply per se theorles to R&D 301nt ventures, rather

B the courts must con51der the venture s procompet1t1ve effects in

'Tf--dec1d1ng the ventures 1ega11ty under the antltrust laws.

. Second, treble antltrust damages would not be avallable agalnst
an- R&D jOlnt venture where the detalls of the venture have been

_ fully dlsclosed to the publlc through notlflcatlon to the

_ -8* 5 S

7Ant1trust caselaw precedent in. the O



@ o
*Department of Justxce and the Federal Trade cOmm1531on~ ~Inf"
np51tuat10ns where a venture so dlsclosed is. later found to.
Hvrolate the antltrust laws, plalntlffs could recover only the ff.
]actual damages caused by the 1llega1 conduct, plus prejudgment

1nterest

Thls approach provrdes a 51mp1 Tand effectlve solutlon to.;;.

“the problem of exce531ve antrtrustudeterrence to’ jOlnt R&D wh11el“"~

Ima1nta1n1ng adequate safeguards to deter ant1compet1t1ve ]Olnt o

' ventures. The approach avﬂlds the hlgh costs assoc1ated w1th

‘creatlng and admlnlsterlng a regulatory process for'
:'-cert1f1catlon of R&D jOlnt ventures whlch is env151oned 1n some -

of the bllls. It also av01ds the“rlsk of encouraglng

antlcompetltlve behaV1or 1nvolved,1n'certa1n other bills whrch

' would grant 1mmun1ty from sult based upon standards for

“.'7exist1ng antrtrust standards. :

drstxngulshrng procompet1t1ve from antlcompetltzve jOlnt

”-ventures that are dlfferent from and not -as - effectlve as the

Tltle III, whlch would modlfy the treatment of 1nte11ectua1.
property 11censes under the antltrust laws, takes an’ approach '
.51m11ar to Tltle II, except that there is no drsclosure
'obllgatlon._ Intellectual property 11censes could not bel_
| ”evaluated under the EEE se- doctrlne. In addltlon, only 51ngle
'-‘damages plus prejudgment 1nterest, rather than treble damages,
would be avallable when a llcense 1s found to v1olate the P |

"antrtrust laws.‘-




The statutory reJectlon of theéEervseidoctrinetinwevaluatingu

1nte11ectual property lxcenses 1s cruc1al to overcomlng exlstlng_

' caselaw hOStlllty to the patent grant and patent exploitatlon y

MLE which I have descrlbed. It will;serve as a dramatlc 31gna1 to o

f interface.. The ava11ab111t'

ourts that the procompetxtxve beneflts of both 1nte11ectual

property protectzon and 1nte11ectua1:property llcen51ng must ‘be

rf carefully con51dered when a Ilcens vis: subject to. antitrust B

attack. This careful con51de at;on should result 1n the court'

adoptlon of a more enllghtened v1ew of the patent- antxtrust

,ponly 51ngle damages W1ll

. encourage the dlssemlnatlonVcw”technology through 11censxng evenﬂ¢

: in the face of ex1st1ng hOStlle legal precedent.
| Tltle IV also deals Wlth 1ntellectua1 property lzcen51ng,.=4

~AS

you all know, mlsuse 1s a: 3nd1c1a11y created doctrlne that 1s
1nvoked when patent or copyrlght llcen51ng practlces are deemed
’ to be unde31rab1e from a publlc pollcy standp01nt. If a-court

flnds that the patent or copyrlght holder s conduct constltutes

misuse, the patent or copyrlght 1s unenforceable agaxnst anyone :
- until the m1suse has been ellmznated and 1ts effects purged from's

thermarketplace. In v1ew of the harshness of thls sanctlon,

n patent and copyrlght owners can be expected to avoid enterzng

1nto llcenses that may be held to be mlsuse. However,'courts..
often have condemned oatent llcen51ng practlces as mlsuse on the .
ground that the conduct was antlcompetltlve or otherw1se d_'

economlcally unde51rab1e 1n sxtuatlons where careful economlc



o However, lt assures that COUItS Wll

ana1y31s demonstrates that the conduct, in fact, often 1s
' procompetltlve. 10/ The mlsuse doctrlne as currently enforced B r-

: therefore serves to dlscourage procompet1t1ve 11cen31ng.-

T;tle IV 1s deS1gned”to°address thrs problem by amendlng they-;

gﬂpatent and copyrlght laws. : he approprlate mechanzsm for

- dlStlﬂQUlShlng between procompet1t1°e and antlcompetltlve-

llcen51ng practlces 1s to'fest the;practlces under the antltrust'

"laws- 11censes that unreasonably restra1n compet1tlon are

funlawful under ‘the antztrust laws whlle those that do not are

'*not. T1t1e IV 1eaves'th anctlon for mlsuse unchanged

Tapply the approprlate
_economlc ana1y51s prlor;to condemnlng conduct as mxsuse on

;competltlon grounds by permlttlng'a_flnd1ng of such mlsuse only

Irwhen the conduct v1olates the'antltrust 1aws.,
Tltle V of the Act also would amend the patent 1aws."rt'£s-‘”
intended to close a loophole 1n the Unlted States patent laws"

that. has 1mpa1red the ab111ty of process patent holders tc earn
_thelr rlghtful rewards,\and thereby has reduced the 1ncent1ves .
to create and develop more eff1C1ent ways to produce the goods o
'2consumers demand Under current 1aws, the owner of a patent-
coverlng a process has 51gn1f1cant1y less protectlon agalnst the}
-‘unauthorlzed use of hls 1nvent10n than the owner of a patent |

covering a product. JWhere.a product;patent is rnvolved, a Eirm

10/ See_n.d7; sugra;pp

~11 -




.CaHHOt avold 1nfr1ngement by manufacturlng the product overseas
'”and then 1mport1ng 1t 1nto the Unlted States . hhere a process

ppatent 1s 1nvolved 1nfr1ngement can be avorded by pract1c1ng

i*h”the process out51de the Unzted States and then sh1pp1ng the

w',resultlng product 1nto the Unlted States. Th1s 1oophole not R

nly dlscourages flrms from 1nvest1ng 1n R&D almed at

dxscoverzng new and better processes, but also encourages flrms p

'to manufacturewoutsxde the Unlted States w1th forelgn labor when;

s 1nvolved

.bpa Unlted States process patent _ | o
z, Title V seeks to ellmznate.hoth of these undesrred effects '

'by extendzng the coverage of the process patent to a product .

"-made by the patented process.- The use or sale 1n the Unrted o

':States of a product made by a patented process would be an‘

'infrlngement of the proces_"patent,iregardless of where the ;

process 1s practlced. In addltlon,_Tltle V would create a.

}presumptlon that the patented process was used in manufacturlng '

a partlcular product whenever the patentee shows a substant1a1

.lzkellhood that the patented process was used and the patentee

:: has exhausted reasonably avallable means for determlnlng the
:process actually used B : “A_ _-
The presumptlon 1s created essentlally to prevent manlfest .
"lnjustlce where the patentee cannot demonstrate what process o
_actually was used to manufacture a product because the S
manufacturer of the goods 1s beyond Unlted states serV1ce or' “
‘process. The presumptlon 1s llmlted however, to an admlttedly -

" 'nErrow set’ of.c1rcumstances.' A more ea511y avallable

S léhf,"_'




presumptlon was rejected because it would unreasonably
dlscourage flrms from d1str1but1ng products made outs1de the DR
Unzted States by a process that does not 1nfr1nge any Unlted )

states process patent.y The avallablllty of a presumptlon'

1ncreases ‘the rlsk of su1t agalnstfthe dlstr1butor of such a

product and thereby 1ncreases the costs assoc1ated thh handllng'

these products. '

These four substantlve prOV151ons of the Nat10na1

Product1v1ty and Innovatlon Act are the product of con51derable

study and thought A substant1al effort was made to evaluate

- the 1nnovat10n process and draf a”comprehens1ve blll that

e11m1nates unwarranted 1egal 1mped1ments to 1nvestment in R&D.

If adopted, the Act should go ong way toward 1mprovxng the -

climate for 1nvestment 1n R&D

The b111 has been very wel_, celved by those 1nvolved 1n'

the 1nnovat10n process., However,_there have been some areas of

concern expressed about the blllland I would llke to address
these concerns 1n the tlme remalnlng. C

Up unt11 now, the b111 has not5been treated ‘on the H111 as a

partlsan proposal, and I remaln hopeful that 1t Wlll not

However, some may seek to character1ze the b111 as a partlsan

Republlcan Admlnlstratlon effor‘dand‘urge that the b111 be ."
| treated as such on the Hlll. 1: certalnly am not here as an
expert on leglslatlve pOllthSp‘IGEIECtlon pOllthS; or any ;:'”'
other type of pOllthS, and’ therefore,_I could hot predlct how |

much bGDEflt would. redound to e1ther party if the blll is o




_.f[passed., I am a career government employee who has serveo under

= Republ1can and Democratlc Admlnlstratlons and my expertlse 11es

. lf_not 1n partlsan polltlcs, but rather 1n the flelds of

B dramat1ca11y by 1mprovxng th

"ffiinteilectual property and ant1trust law.ifp‘--'”h:". |
Looklng at the blll through the perspectlve of my area of

'L}expertlse, I am confrdent that_the b111 makes economzc sense and '

ris 1n the 1nterest of the c1txzens of thls natlon. If adopted

”'in Lts entlrety, the b111 should beneflt consumers dlrectly and E

'cllmate for 1nvestment in R&D and o

. by'encouraglng the more effrl ent use of exlstlng 1nte11ectual

. property. Thls end obV1ousll'1s_fu11y oonsxstent thh the goals
“,of both the Republlcan and Democratlc partles. I | o

Indeed,_the basrs for blpartlsan_snpport for the concepts 1n

: the b111 seems already 1n place., There already appears to ex1st [

3 signlfxcant blpartlsan support for amendment of the antztrust

“_laws to deal w1th R&D Jo;nt %4tures, the subjecr of Tltle II of

. ‘the Natlonal Product1v1ty and Innovatlon Act. Moreover, the

past Democratlc Adm1n1strat 4took some 1mportant 1n1t1al steps'
ftowards 1mprov1ng the env1ronment for treatment of 1ntellectua1
'f_property, 1nc1udlng support for leglslatlon grantlng certarn*

fgovernment contraotors tltle to patents that result from'

'ﬁ'qovernment sponsored R&D, 1 / the amlcus brlef flled by the

—

11/ Patent and Trademark Laws Amendments § S(a), 351U,S,c- _,_{
- §200-211 (1980). T e | ey T




f_=Department of Justlce wzth the Supreme COurt 1n Aronson V. Qulck

- n901nt 12/ and the plac1ng of at least the 1n1t1a1 nalls 1n the

's'coffln of the Antltrust Dlvxslon s 1nfamous nlne no-no s of
- patent llcen31ng 13/ The Natlonal Product1v1ty and Innovatlon‘i
Act can be v1ewed as con31stent w1th these efforts as well as a

"'contlnuatlon of the dramatlc steps well known to you all that

- e the current Admlnlstratlon has taken 1n the 1nte11ectua1

“5"property area-. 14/ Intellectual property polxcy 1s not and

-should not: be an 1ssue that 1s 1nherent1y partzsan 1n nature.  "

g Thls b111 should be evaluated on 1ts economlc mer1ts, and the

'*merlts are such that both partles should be able to support the'f-_” -

f‘ba51c concepts 1nvolved.;.-

12/ BIIEf for the DePartment of Justlce, Aronson V. QUle
hPOLnt Penc11 Co., 440 U S 257 (1979) ' : :

13/ “Antitrust Enforcement and the Patent Laws: 'It is. As
Craftsmen that We Get Our Satisfactions and Our Pay',” Remarks
of Ky P. Ewing, Jr., Deputy Assistant Attorney- General,
Antitrust Division, Before. the San FranCLsco Patent Law
Assocxatlon (May 5,_1979) - - :

'14/ See, e.g., Presxdent 8 Executlve Memorandum of- February
18, 1983 concerning Government Patent Policy (reprinted 25
Pat., Trademark ‘& Copyright J. (BNA) 351 (Feb, 24, 1983);
"Current Antitrust Division Views on Patent Licensing

Practices,” Remarks of ‘Abbott B, Lipsky, Jr., Deputy A551stant-r-

Attorney General, Antitrust Division, Before the American Bar

- Association, Antitrust Section (November 5,:1981). The

Administration’'s focus on the protection and. exp101tatlon of
intellectual property has resulted in the formation of an
Intellectual Property Working Group of the Cabinet: cOunc11 on
Commerce and Trade. This Group has made. a series ¢of: ,
‘recommendations ‘which were adopted by ‘the ‘Administration almed
rak fosterang innovation through improving certaln rlghts and
;abllltles of 1ntellectual property owners. j : _
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': Another concern that has been v01ced about the blll, Wthh
"f'has.come as qulte a surpr1se to NE,le the notron that the b111iy_'
:iysomehow wrll help b1g busrnesses more than 1t w1ll help small |
Ebusinesses. It may be that thlS contentlon stems from a de51reiﬁ

['to p011t1c1ze the blll.. galn, however, I cannot speak to the R

Hhhﬁpolitxcs of thlS contentlon, only to its economlc merlts.'h'-°

:"Respondlng to thls contentlon on the merlts, 1t seems

o unequlvocably false.‘ Indeed,_on thls 1ssue I am- probably
'.preachlng to the ch01r today, 51nce thlS audlence 1s sen51t1ve

to the functlonxng of 1nte11e”

tual property protectlon and
'°licen51ng in our economy andltherefore must apprec1ate how
"rlmportant these proposed amendments are to small busxnesses._y,v
| Small bu51ness has a spec1al stake 1n a strong system for

intellectual property protectlonWbecause of the espec1al

N vulnerablllty to"free rlders by AIf a technology 1s dlscovered ”'

. :that llkely W111 appeal to consumers, ex1st1ng blg busrnesses

frequently w111 have 51gn1f1ca :fadvantages over small
busznesses rn br1ng1ng the technology qulckly and efflcrently tO‘s
'dthe marketplace.d Larger bu51nesses may have avallable

productlon capac1ty, productlon_expertlse, a natlonW1de

| promotlon and dlstrlbutlon fo"ce, and a nat10nw1de reputatlon' B

hfor quallty.. Dupllcatlon of these assets could ‘be very costly
and time consumlng for a small bus1ness. Therefore, absent .
:lntellectual property protectlon, dlscoverles by small
?bu51nesses would he espec1ally vulnerable to 'free rldrng by

large- bu51nesses.f‘5




'.Small bu51ness also has a spec1a1 stake*ln establlshlng»
ﬁ“more economlcally rat10na1 legal approach to explortatlon of |
'yzntellectual property though 11censrng. Small bu51nesses would'
hsbeneflt espeC1a11y both 1n the1r capaC1ty as 11censor and as :
:tllcensee.- IR | R | -

The ab111ty to- grant 11censes under thelr patents 1s often

-an meortant optlon to small bu31nesses. A small busxness often;!

e'wlll not have avallable productlon capac1ty or expert1se, sales o

;and dlstrlbutlon force, etc., to explolt eff1c1ently on 1ts own 'g'

;all potent1a1 uses of a new“technology : ften the most

"effectlve solutlon for euch-a patentee is to 11cense flrms that

'have certaln needed skllls.: L1cens1ng, therefore, 1n a sense is

:a‘mean'

avallable to small busrness to get as blg and as

eefficie ‘ﬁxn the manuf'_ture_and dlstrlbutlon of -a produ"t as a
vertlcally 1ntegrated 1a;ge bu51ness competltor may be on 1ts
t.own. Moreover, the small bu51ness may want to restrlct the _
_nllcensee in 1ts use of the technology 1est 1t be swamped by - the'
11censee in the area the patentee 1ntended to reserve for
-.1tse1f. An overly restrictlve appllcatlon of the antltrust 1aws.h‘
f.or the mlsuse doctrlne to 1ntellectua1 property llcenses o
'therefore 1mposes addltional costs on: 11censors and can puttp.
small bu51ness at an unnecessary competltlve dlsadvantage w1th
'respect to thelr large competltors. - | | | _
Tltles III and Iv also w111 beneflt small busrness 1n thelr .
'fcapaC1ty as 11censees.~ Small bu31nesses often may be 1n the I

hﬁbestap051t1on to develoo partlcular applzcatlons of a new
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T"ipatented technology. However, they tyolcally Wlll not be in 2 ;:

posrtlon to obtarn access to the patent by purchas1ng the patent

'uhOutrlght or. by offerlng the patentee a Cross lrcense under.i df

.'Tflmportant related technology.”f

he small busrness, therefore,ll_ |

“’ﬂtyprcally w111 seek access through an offer of royalty E

"fhpayments. However, patentees_may he unwrlllng to grant

ﬂ.runrestrlcted 11censes because such a 1rcense may decrease the o

Id_decrease rather than 1ncrease t'

patentee s control over the patented technology and thereby

total return to the patentee

L from the patent In such cases, the patentee w111 grant the -

*small busrness a 11cense only rf 1t can 1nc1ude certarn f

: restralnts or obllgatlons 1n the llcense whlch wrll result in

';h the patentee S net reward 1ncreas ng rather than decreasxng._

"bu51ness.‘ Nevertheless'

Vj:'antltrust or mlsuse c0ncerns.

Such prQV1srons may be perfectly'acceptable to the small
the patentee could not be expected to

' 1offer such a llcense 1f the;prOV151ons raise any serrous

Trties III and v should dlmrnrsh"

';.any concern that a procompetlt‘ve lrcense W1ll be deemed a

‘_mrsuse or an antltrust vrolatlon:and thereby should result 1n an"

. increased avarlabllrty of 11censes to small bu51nesses.

Next, a small mrnorrty of the patent attorneys that have
:Fcommented to me about the leglslatlon have ralsed a. thrrd area
3:f:°f concern. They have suggested that the proposed change'ln_the

mlsuse doctrlne may be unwrse because the mlsuse doctrlne rs

_well establlshed, has evolved steadlly over a 1ong perrod of‘__



: tzme, and prov1des patentees w1th valuable predlctabllxty 1n'f”
[fdraftxng patent 11censes.' I v1gorously dlsagree. |

Flrst, the mlsuse doctr1ne does not provzde substant1a1 U

"hnpredlctablllty._'In fact, the doctrxne has been constantly

f'expandlng in dlrectlons that are less than pred1ctab1e so as to e

i proscrzbe an ever broadenlng area:of conduct The potent1a1 forfﬁ

ifurther growth represents uncertalnty rather than predlctablllty"f_‘

and’ thereby dlscourages rather than encourages 11cen51ng.
Second, even 1f the prec1se reach of the mlsuse doctrlne was

'pred1ctab1e, can that predzctablllty be descrlbed as

benef1c1a1? Clearly notQi?As I noted prevxously, the mlsuse
precedent has dlscouraged potentrally procompetltlve behavxor.

hhA legal doctrlne that prevents economlcally de31rab1e conduct

'obv10usly ‘can not be’ c1a351f1ed asﬂbeneflclal szmply because 1t.

t1s Predlctable. -'1'

Thlrd, it is 1mposs1b1e to understand how thlS alleged
_ predlctablllty can be sald to beneflt 1nte11ectua1 property
owners. At present, when 11cen51ng a patent or copyrlght, the .
.1nte11ectua1 property owner must av01d v101at10n of both the |

: antltrust 1aws and the mlsuse doctrlne. The proposed change
would e11m1nate most concern about the mlsuse doctrlne.
Predlctablllty would be dlmlnlshed only w1th respect to conduct
-that now. must be av01ded because it constltutes mlsuse, but that
lrs of unclear 1awfu1ness under a rule of reason antltrust |
-analys1s. Howewer, to the extent that the 1nte11ectual property3 .

;owner 1s uncertaln as to whether spec1f1c conduct would V1olate_

- 19f;




the“rule'oﬁkreason'antitrust'Stahdard the 1ntellectual property

”'“owner has the optlon of not engagxng 1n the conduct.‘ The net-5“h

' ffeffect of the proposed change therefore 1s 51mply to 1ncreasef'

'"the optzons avallable to 1ntellectua1 property owners. It 1s.,
'dlfflcult to understand how any 1ncrease 1n llcen51ng optlonsf¢_'
can be deemed 1ncon51stent w1th the 1nterests of 1nte11ectua1,

'property owners._

I recognlze that there 1s one area where potent1a1 harm froms
‘the proposal may be predlctable{p To the extent that certaln

“attorneys have galned reputatlons as gurus capable of

o hshepherdlng thelr cllents th'ough the maze of the economlcally

E 1rratlona1 mlsuse doctrlne,'tffT"

_gattorneys perhaps w1ll be
harmed flnanc1a11y as a’ red”;'L{ 5the proposed 51mpllf1catlon of .

N exlstlng rules. Fowever,ﬂno one has ever suggested that such

"i'con31deratxons have any place 1n the debate and to 1ts credlt,_a_'

the patent bar always seems\to have v1ewed proposed 1eglslatlon-
‘ from the perspectlve of 1ts ollents and of the 1nterest of
soc;ety in general._ Agaxn, 1f the argument 1s 11m1ted to the. L

_economxc merlts, I m personally sure of a favorable outcome._.

One flnal area of debate about the b111 warrants very brlef G

' "'mentlon.: The spector of compulsory llcenSLng of patents has -

once agaln ralsed 1ts ugly head._ Representatlves of a small
' m1nor1ty of fxrms 1n the electronlcs 1ndustry have expressed the-

v1ew that any modlficatlon of antltrust treatment of R&D

= 20]?-hh
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;t301nt ventures should lnclude a compulsory 11censrng-
'tﬁﬂprOV151on._ It is. argued that such a provxslon w111 assure‘f‘
r'maxlmum dlssemlnatlon of result1ng technologles. If I were

"speaklng before a. less sophlstlcated audlence, I would devote

hmuch more tlme to explalnlng why compulsory 11cen51ng is a step“

"f'in the wrong dlrectlon. HoweVer, thlS audlence has heard all

.'.-'the arguments.. I am sure you{'_‘re‘cognlze compulsory llcenSJ.ng
'for what it 1s.—- a de gggtg repeal of the 17-year exclu51ve
fpatent grant, whlch w111 dlscourage rather than encourage the

creatlon of technology.: If 1ncreased dlssemlnatlon of

_technology is the goal, the proper approach 1s to enact thles"

"III and IV of the Natlonal Product1V1ty and Innovatlon Act and”f
'remove undes1red legal 1mped1ments to 1ntellectual property
'11cen51ng._ Now is not the t1me to 1gnore the lessons of reoent
5 hlstory, now 1s not the tlme to further undermlne 1ncent1ves

for the creatlon of new. technologres. It 1s now tlme to move B

'fforward and I submlt that the Natlonal Product1V1ty and

Innovatlon Act is an’ 1mportanttstepr1n that.dlrectlon._‘

_ That concludes my prepared statement.- I will now answer

”’any questions.

DOJgs1r.
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