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Comparative Patent Yields From Government
Versus Industry Financed R&D

BARKEV S. SANDERS*®

SuMMARY

IN AN EARLIER INTERIM REPORT relating to the number of patents
resulting from Federal R&D with the number of patents resulting from
industry’s R&D expenditures, it appeared that in terms of the number
of patents produced each industry dollar was equivalent to 12 Federal
dollars. ,

In this report we have analyzed the patent production of 78 com-
panies who returned a questionnaire sent to them by the United States
Senate Subcommittee on Patents, Trademarks, and Copyrights. The
questionnaire sought information on (1) the amount of Department
of Defense R&D monies received by these companies for fiscal years
1949 through 1959 inclusive; (2) the R&D expenditures of company
monies; (3) the number of patent applications, patents granted, and
patent applications pending which resulted from Federal R&D; (4)
the total number of patent applications, patents granted, and those
pending for each company; (5) the number of Federal R&D contracts;
(6) the percentage of total company sales to the Government; and (7)
the number of patents resulting from Government supplied R&D that
had been put to commercial use and the monetary gains from such use.

We have analyzed these returns with respect to comparative patent
yields from Federal and industry supplied R&D dollars; the results
indicate that our former finding of 12 Federal R&D dollars being
equivalent to one industry supplied R&D dollar, if anything, was con-
servative. The mean Federal R&D expenditure per patent granted
within the study period was $3.702 million, as against industry supplied
R&D expenditures of $0.288, or a ratio of nearly 13 to 1.

The corresponding comparative patent yield ratios for individual
companies show a very wide range of variation from 1,785 to 1 to
0.4 to 1. The question posed by this wide range in yields is: What are
the factors which underly these differences?

* Dr. Sanders is a member of the Research Staff of The PTC Research Insti-
tute. Computations for this report were made by Mr. N. T. Chi under the
guidance of Dr. Sanders.
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O THIS WRITER IT IS SURPRISING HOW LITTLE has been done to try
Tto establish the comparative patent yield from R&D dollars sup-
plied by Government and those raised by industry, and to inquire
into the underlying reasons for differences found in this sort of com-
parison. Such an understanding and appraisal seems most pressing in
view of the apparent low productivity of Federally supplied R&D dol-
lars and the rapid rise in these expenditures since World War I1.

It is the impression of this writer that Professor Schmookler was
perhaps the first to sense in a vague way the lower patent productivity
of R&D funds supplied by Government. Early in his economics train-
ing Schmookler became interested in inventions. He wrote his master’s
thesis, and later his doctoral dissertation on the number of patent ap-
plications as an index of what he calls “inventive activity.” Lacking
any better evidence in support of his hypothesis that the number of
patents is an appropriate index of inventive activity, Schmookler used
as such evidence the rough parallelism between average annual patent
applications in each five-year period centered at the Census years with
the Census count of what he labels collectively as “technological work-
ers.” The extent of this parallelism since 1870 may be seen in the
summary data shown in Table 1.

TABLE 1

NATURE OF ASSOCIATION BETWEEN DOMESTIC PATENT APPLICATIONS AND THE
NumMmBER oF “TECHNOLOGICAL WORKERS” 1870 To 19501

Percentage change
Domestic Patent appli- fTOH_I decade to decade
patent applica-| Technolog- | cations per in the variables
CENSUS tions, average | ical workers | 100 techno- compared
YEARS over 5 years (000,000) logical Patents | Workers
workers  j—— | 7"
M @ ® #) (5) (6)
1870 18,600 1.51 1.24 - —
1888 22,200 2.01 1.10 19.0 33.4
1890 35,800 3.13 1.15 61.6 55.7
1900 36,600 3.75 0.97 2.1 20.1
1910 59,400 5.39 1.10 62.5 43.6
1920 71,900 6.29 1.14 20.9 16.7
1930 73,700 7.10 1.04 25 12.9
1940 52,200 6.59 0.80 -29.7 -79
1950 60,100 8.59 0.70 14.5 30.2

In the opinion of this writer there is very little that one can deduce
from Table 1 as to possible cause and effect relationship between

1Derived from Table 1 given by Machlup, F., “Patents and Inventive Effort.” The evidence is in-
sufficient to prove or disprove the claim that patent protection promotes inventive effort; Science, Vol.
133, No. 3463, May 12, 1961, p. 1464, Table 1.
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Column (2) and (3). The degree of parallelism found in the two
series is quite small indeed as suggested by Columns (5) and (6).
However, our point here is not to dwell on the merits of Schmookler’s
hypothesis and validity of the proof for it, but merely to emphasize the
fact that despite his receptiveness to the idea, Schmookler himself could
not accept continued parallelism between his two series beyond the
nineteen-thirties. He enumerates a number of possible factors that
could account for the break in the assumed validity of patent applica-
tions to serve as a measure of inventive activity after the thirties, among
which is mentioned the growing magnitude of Government supplied
R&D monies.!

Aside from this general vague sensing of the lower patent produc-
tivity from Federal R&D funds nothing formal has been done to estab-
lish the extent of this differential in patent yield, let alone to ascer-
tain the underlying reasons for it. Perhaps to date the most definitive
work on the low patent yield from Federal R&D dollars has been done
by The Patent, Trademark, and Copyright Research Institute of The
George Washington University. In a study of Patent Utilization by
the present writer it was found that there were very few patents as-
signed to the Government and the commercial utilization rate of these
patents was much lower. This was incidental, however, to the Patent
Utilization Study.

In a subsequent study, conducted by the Research Institute entitled
“Federal Patent Policies in Contracts for Research and Development,”
it is observed:

A tentative conclusion of this study, therefore, is that the value
of the patent rights in Federally financed R&D contracts is actually
very small. The bases for this conclusion are, first, the vagueness of
industry’s answers when asked about this; secondly, the compara-
tively small number of patented inventions emerging from Federal
R&D in the postwar period; thirdly, the small proportion of commer-
cially used inventions of this kind. It follows that the average ex-
perienced contractor knows, when embarking upon his next Federal
R&D contract, that few patented inventions are likely to be made,
and that of these few, only a small number have any commercial

1In a paper presented before the Conference on the Economic and Social Fac-
tors Determining the Rate and Direction of Inventive Activity—May 12-14, 1960,
this writer dwells on this relationship between effort and input and resulting
patented inventions. See “The Rate and Direction of Inventive Activity, Eco-
nomic and Social Factors,” 4 Conference of the Universities—National Bureau
Committee for Economic Research, pp. 54-57 (the entire paper is pp. 53-77).

The paper presented by this author to the Conference had a detailed critical
analysis of Schmookler’s hypothesis and the evidence presented in its support.
These critical portions were, however, deleted from the published paper.
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potential. The prospective dollar value of patent rights per million
dollars of Federal R&D must indeed be a small amount.2

In an earlier interim report this writer addressed himself to the com-
parative patent yield of Government R&D as contrasted with industry
financed R&D. Some crude comparability of patent yields were in-
ferred as follows: _

Assuming 32,000 is correct as the number of patents having resulted
from Federal R&D expenditures [this figure is taken from Watson
et al publication, p. 377], the comparison should be made between
this figure and the number and proportion of patents assigned on or
before the date of issue to corporations. This number for the period
1946-1959 is 284,400. Thus corporations whose outlays for R&D were
about 40 percent, accounted for 284,400 patents and Government
with 53 percent of R&D expenditures accounted for 32,000. This
yields a ratio of 12:1 between corporate R&D expenditure per
patent as compared to Government's expenditure for R&D per
patent.8

From the method of derivation of the differential it is apparent that
these were global approximations and nothing more. Moreover, there
has been no penetrating inquiry as to what might account for this
wide disparity in patent yields between respective Federal Govern-
ment and privately raised R&D dollars. Such a study could prove high-
ly instructive on the value of these huge and growing Federal R&D
expenditures from the standpoint of their influence on future economic
well-being of the country. Unfortunately, resources for such an ap-
praisal are not available to the Research Institute’s staff at this time.

Since the publication of the interim report on “What Should the
Federal Government’s Patent Policy Be?” the present writer has been
in search for more definitive evidence on the comparative patent yield
of Government and industry provided R&D funds. In this search, he
has found some useful statistics published by the Senate Subcommittee
on Patents, Trademarks, and Copyrights of the Committee on the
Judiciary.#

In this report it is said:

In order to obtain information as to the patent aspects of the
research and development activities of the Department of Defense,

2Watson, D. S., Bright, H. F.,, and Burns, A. E., “Federal Patent Policies in
Contracts for Research and Development,” PTC J. Res. & Ed. (IDEA), Vol. 4,
No. 4 (Winter 1960), p. 368. (Emphasis added.)

3Sanders, B. S, “What Should the Federal Government’s Patent Policy Be”;
IDEA4, Vol. 8, No. 2 (Summer 1964), p. 172. In the original there is a typograph-
ical error, the 82,000 in the next to the last sentence is printed as 2,000.

4“Patent Practices of the Department of Defense,” Preliminary Report of The
Subcommittee on Patents, Trademarks, and Copyrights of the Committee on the
Judiciary,” United States Senate, 87th Congress, Ist Session pursuant to S. Res.
55, Washington, 1961.
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the subcommittee sent a questionnaire to 120 prime contractors. The
120 firms in the survey included the 100 leading prime contractors as
determined by the net value of DOD R&D .contracts awarded during
fiscal 1959 plus 20 of the smaller prime contractors. Of the 100 cor-
porations receiving the largest volume of prime contracts during 1959,
24 are among the 100 largest patent holding corporations as judged
by the number of patents issued to them during the 17 years, 1939-
1955.

The subcommittee was first interested in determining the expendi-
tures by these contractors of their own funds for research and the
dollar volume of R&D contracts awarded to these firms by the De-
partment of Defense during 1949-1959 period. No uniform account-
ing system has yet been devised to determine strictly what constitutes
research and development in contrast to expenditures for produc
tion. However, an effort was made to obtain approximately accu-
rate data as to expenditures of research. It should be observed that
there are differences between a company-funded R&D program and a
Government-sponsored R&D program. A company funded develop-
ment often does not require the extensive prototype engineering
effort usual in DOD contracts. Also, the development of military
equipment is generally more costly than the development of commer-
cial equipment due to the severe environmental conditions to which
military equipment will be subjected.5

In all, only 78 corporations responded and some of them failed to
supply information to some of the questions posed by the Subcom-
mittee. With respect to R&D expenditures of these corporations, the
Subcommittee makes the following observation:

Of the 78 corporations responding to the subcommittee’s ques-
tionnaire, 18 reported expenditures of private funds for research in
excess of the dollar volume of DOD R&D contracts received during
the period of the study. Among the 17 were such leading DOD con-
tractors as Westinghouse Electric, The Radio Corp. of America,
General Motors, and Eastman Kodak. At the other end of the scale,
5 of the 78 firms (all 5 being small DOD contractors) reported that
they had not expended any private funds for research.8

Further information regarding these returns is summarized in the
Subcommittee report—pp. 34-38. The returns from each company
are summarized in Appendix D, pp. 86-129. The typical pattern in
which the information is supplied may be illustrated by the informa-
tion given for A.C.F. Industries.

Number of R&D contracts: Approximately 350.

Dollar volume of R&D contracts: $41,466,000.
Expenditure of company funds for research: $12,478,000.
Percentage of sales to the Government: 31.

Number of patent applications filed by the contractor: 43.

Number of these applications which have resulted in patents: 6.
Number of these applications still pending: 837.

81bid., p. 33. :
8Ibid., pp. 34-35. Of the 78 companies returning a questionnaire, only 70. re-
ported specific amounts which the company had spent on R&D.
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Total number of patent applications filed by this firm: 483.
Number of these applications which have resulted in patents: 257.
Number of these applications still pending: 177.
Commercial use: None.?
We have subjected these data to further analysis to squeeze from
them information bearing on the subject matter of this interim report
—the comparative patent yield.

COMPARATIVE PATENT YIELDS

While the overall period for which information was sought is the
years 1949-59, inclusive, some companies were not in operation for this
entire period, therefore, for them the information is restricted to the
shorter period when they were in operation. A few other companies
lacked information for the earlier part of the period, but supplied
information for the latter part of the period. We shall not concern
ourselves with these minutiae, however (except where some of the in-
formation supplied is patently inconsistent we have either made what
seemed to us an adjustment to correct the apparent inconsistency or we
have refrained from using the specific statistics that we could not rec-
oncile). It should be appreciated that, if there are such telitale incon-
sistencies there are probably many more subtle errors and inconsisten-
cies above and beyond the lack of standardized uniform cost account-
ing to which the Subcommittee refers.® This is confirmed by the ob-
servation in the report that:

The Subcommittee has not attempted so far to conduct an inde-
pendent verification of the information supplied in response to its
questionnaire. It will be observed that there are some significant
variations as to the dollar volume of DOD R&D contracts between
the figures supplied by the Department of Defense and those fur-
nished by defense contractors.?

In addition to reproducing the information supplied by companies,
the Subcommittee report includes a table in Appendix B entitled: “Net
value of military prime contract awards of $10,000 or more to 112
selected companies for experimental, developmental, test, and research
work, fiscal years 1954-1959."1°

Therefore, we have not even the names for 8 of the 120 companies
to which questionnaires were mailed. The DOD monies granted to
the different companies and the average for the companies which re-
sponded to the Subcommittee’s questionnaire and the average for

7 Ibid., pp. 86-87.

8 See quotation on page 5 of this interim report from the Subcommittee’s work.
9 Supra, footnote 4, p. 86.

10 Supra, footnote 4, pp. 80-81.
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those who failed to respond are summarized in Table 2, derived from
the Table given in the Subcommittee report in Appendix B, pp. 80-81.

TABLE 2

DOD GRANTS FOR EXPERIMENTAL, DEVELOPMENTAL, TEST AND RESEARCH WORK TO
78 CoMPANIES WHO RESPONDED TO THE QUESTIONNAIRE SENT BY THE SENATE SUB-
COMMITTEE AND $4 Wno FAILED To REsponD 1. 2—FiscaL YEARs 1954-1959.

(Amount in thousands of dollars)

Companies returning . ~ Companies not returning
the questionnaire the questionnaire

Mean per Mean per | Column
Year Amount | No.Co.| company | Amount | No. Co. | company |. (4)/(7)
(1) (2) (3) 4 (5) (6) () ®)
19541 645,693 61 $ 10,585 | $ 62,511 23 $ 2718 3.89
1955 890,414 65 13,699 96,997 25 3,880 3.58
1956 1,660,500 70 23,721 199,596 27 7,392 3.21
1957 2,286,403 70 52,663 372,785 28 - 13,312 2.45
1958 3,009,602 74 40,670 418,782 33 12,690 3.20
1959 2,913,818 78 37,857 578,720 34 17,021 2.19
Total | $11,406,430 78 $ 158,695 [$1,729,342 34 $57,018 2.78

1Compiled from ‘‘Patent Practices of The Department of Defense,” ‘‘Preliminary Report of the
Subcommittee on Patents, Trademarks, and Copyrights of the Committee on the Judiciary, U. S. Sen-
m;V\?ZL?lavcgnmfg%mf?orpgﬁugmcoll?lpimléﬁnostshs‘gz:c’lshl?g:gle‘ ’Il‘gglle ﬁxp A?pgxlldlx B to whom
qu’&%;l%ng:;;ﬁnt‘:elrﬁcllgglelgdmbil9t§;l oar;etllill;i 3?'?'5’3?000 or more. For all other years they include all
amounts of $10,000 or more.

It is seen that non-reporting companies are those with substantially
smaller average grant. By and large, they are the smaller corporations.
To test this, we have checked information given in Moody with respect

o (1) Net Sales, (2) Net Income, (3) Gross Assets, and (4) Number of
Employees and have compared these with similar items of information
given in Moody with respect to the 78 corporations who returned the
questionnaire. By and large, the non-responding companies are, on
the average, much smaller than the 78 companies which returned the
questionnaire. For instance, arraying the companies according to their
rank in net sales giving rank 1 to the company with the largest net
sales, the mean rank for the companies that responded to the question-
naire for whom the information on sales was given was 40 and for com-
panies not responding this average was 53.

In terms of actual sales the mean for the 62 companies reporting,
for whom this information could be found in Moocdy, the amount was
$2,159 million, while the corresponding mean for 24 of 34 companies
who failed to return the questionnaire was only $248 million (for 10
no information was found in Moody). The comparisons with respect
to net profits, gross assets, and number of employees, show similar con-
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trasts between the two groups of companies. Of the 78 companies re-
turning a questionnaire, 16 were not found in Moody; of the 34 com-
panies not returning a questionnaire 10 were not in Moody. The 8
companies not listed in the Table compiled by DOD must have been
companies with the smallest DOD grants—probably less than $10,000
R&D grants in each of the years 1954 through 1959. This selectivity
according to size of the companies responding or failing to respond
should be kept in mind, since selectivity could have a biasing effect
on the information derived from completed questionnaires as to the
comparative yield of patents from Governmentally financed and indus-
try financed R&D.

The gross information with respect to R&D expenditures and patent
activities supplied by the companies responding, without major ad-
justments, is summarized in Table 3. It shows a total of nearly $14
billion Governmentally supplied R&D grants reported by 75 of the
78 companies returning the questionnaire. Seventy of the 78 com-
panies reported spending company raised R&D funds in these same
years (1949 through 1959 fiscal years) amounting close to $8 billion.
The patent applications associated with government supplied R&D
funds are about 8 thousand, and 52 thousand are from company sup-
plied R&D. The patents granted up to the time of reporting num-
bered less than 4 thousand from Federal R&D, and nearly 28 thousand
from company supplied R&D. The patent applications reported still
pending were a little over three thousand from Government financed
R&D and over 14 thousand from privately financed R&D.

The amount of DOD grants shown in Table 3 is $2,374 million
more than that shown in Table 2 for the 78 responding companies,
based on information supplied by DOD, but limited to the fiscal years

TABLE 3
SUMMARY INFORMATION DERIVED FROM RETURNED QUESTIONNAIRES BEFORE MAKING
ANY MAJOR ADJUSTMENTS OR EXCLUSIONS FOR ONE REASON OR ANOTHER—FISCAL
YEeARrs 1949-1959.

Total R&D No.re- | Patent ap- Patents |Patentapplica-
SOURCE reported porting | plications granted | tions pending

Co. No. | Co.| No. | Co. No. Co.
Government | $13,780,200,141 75 8,002 1 78 | 8,678 | 77 8,221 | 78
Industry 7,883,650,593 72 52,4101 77 127,620 | 76 | 14,386 | 72

Combined $21,663,850,834 75 |60,4121| 78 |33,7372f 78 | 17,607 | 73

1Does not include patent applications filed by All American Engineering Corporation generated
from company supplied R&D.

3 Includes Bendix Corporation which reports all patents granted but does not separate patent appli-
cations and related statistics resulting from Government R&D from the total.

Source: “Patent Practices of the Department of Defense,” Preliminary Report of the Subcommittee
on Patents, Trademarks, and Copyrights of the C ittee on the Judiciary, U. S. Senate, 87th Con-
gress, Ist Session, Pursuant to S. Res. 55, Washington, 1961, pp. 86-129,
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1954-1959, while the company reports (Table 3) extend over the years
1949-1959. One would have expected a larger total of Federal R&D
grants in Table 3 since it includes expenditures for five additional
fiscal years, during most of which the Korean conflict was going on,
implying higher DOD outlays for R&D per year than that for 1954,
which in Table 2 is nearly $646 million. It should be observed fur-
ther, that the $646 million is limited to amounts of $50,000 or more,
and for subsequent years the DOD amounts reported for the 78 com-
panies exclude less than $10,000 grants.

This difference between company reported Government supplied
R&D and DOD reports could not be attributed to the failure of the
three companies to report Federal R&D amounts even though they
returned the questionnaire.!* We are inclined to believe that there is
appreciable underreporting of the Federal grants by some of the com-
panies—which would reduce the “true” comparative patent yield dif-
ferential between Federally supplied R&D and industry raised R&D
which is our main concern in this interim report.?> That is, had the
amounts been fully reported, the comparative differential in favor of
industry supplied R&D would have been more marked.

We have no independent check on the amount of industry supplied
R&D funds. But we have no reason to assume that they too would be
understated, if anything the reverse might be the case, that is, the
amounts reported might be inflated, if anything,® since expenditure
for research has become prestigious.

11 The companies who did not report an amount were Bendix Corporation,
Fairchild Camera, and General Precision. In the Table in Appendix B in which
the Subcommittee gives the DOD grants these three companies received between
1954 to 1959 a total of $152,706,000 in Federal R&D monies. Adjusting for these
three companies would raise the aggregate difference between figures reported by
the companies representing Federal R&D grants for the years 1949 through fiscal
year 1959 and the figures reported in Appendix B Table for 1954-1959 to $2,526
million, or an average of about $500,000 per year—which is believed to be low. We
suspect, were the figures reported completely to conform with those shown by
DOD, the total would have been appreciably higher—surely over $16 billion, in-
stead of less than $14 billion.

12 Since the National Science Foundation has been compiling from corporations
Government and industry supplied R&D expenditures from 1958 on, it is con-
ceivable that some companies reported only those amounts from the Federal R&D
funds which they deemed conformed with this common definition for R&D expen-
diture. To the extent that this was done, the two amounts labeled R&D would
be made more comparable-—which otherwise they may not be, even though they
are lumped together under a common label as if they were in th National Founda-
tion Series on Annual R&D outlays.

13 Federal Income Tax statutes were amended in 1954 exempting corporate
R&D expenditures from taxation. This change in itself would have an inflation-
ary effect, some borderline expenditures formerly not labeled R&D might be la-
beled R&D to bring them under the tax exemption provisions.
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Before we proceed further in our analysis, it would be important
to compare the aggregate totals with other more or less comparable
data that are available. As indicated in footnote 12, since 1953 the
National Science Foundation has been compiling global data on R&D
expenditures. The estimated total R&D expenditures supplied by the
Federal Government for the fiscal years 1954-1959, derived from the
National Science Foundation*t comes to about $20,600 million. The
amount paid by DOD to the 78 companies which returned a question-
naire for the same years aggregates $11,406 million (see Table 2), or
about 55.4 percent of the National Science Foundation reported total
as estimated by us on a fiscal year basis (The National Science Foun-
dation figures are given for calendar years).

We lack the necessary base to make a similar comparison for the
industry supplied R&D. The National Science Foundation gives total
company supplied R&D funds for the calendar years 1953 to 1959 in-
clusive as $21,214 million, but this is only for 7 years while the R&D
expenditures reported by the corporations is for 11 years. The annual
expenditure of company R&D dollars has not increased as steeply as
the Federal, thus the annual expenditures for 1955 was $2,460 million,
for 1954, $2,320 million, and for 1953, $2,200 million. We may be con-
servative if we assume an annual average of $1,700 million for the four
years preceding 1953, which are included in company reports. This
would bring the estimated total to $28,014 million. Compared with
this, the amount of R&D reported by the 72 companies, $7,884 million
(Table 8) represents only 28 percent—about half of the percentage
that Federal R&D grants to these companies represented in the period
1954 to 1959. This contrast is perhaps highly significant.’® These rela-
tionships suggest that the 78 companies getting the lion’s share of
Federal R&D, perhaps, do not represent the most skilled companies of
the land—companies which would have the highest patent yield per
unit of R&D dollar. They suggest that these most efficient companies,
perhaps, do not seek, and actually may avoid getting involved in Fed-
erally financed R&D contracts. Therefore, in our analysis, we may be
excluding some of the most efficient corporations, i.e. corporations with

14 “Research and Development in Industry,”Surveys of Science Resources Series,
National Science Foundation, NSF 64-9, p. 7, Table II.

16 The six companies included in the 78 for whom data on industry supplied
R&D are not available are Airborne Instruments, Bendix Corporation, Fairchild
Camera, General Precision, Ryan Aeronautical Co., and Sylvania Electric Prod-
ucts. From their sales, profits and other available information we have imputed
to these corporations a total of $142,141,000 R&D expenditures for the 11 years.
Adding this to the total in Table 3 raises the total to $8,026 million, which when
related to the $28,014 million gives 28.6 percent, which is not materially different
from the 28 percent, without this imputation.
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the highest yield from their own R&D expenditures. If this inference
is correct, it could have very significant implications for the country
regarding the economic value of Federally financed R&D grants.

That the above inference might be correct is supported by a study
made by the United States Chamber of Commerce that the present
patent policy of the Government,

. is a significant factor in discouraging responsible, competent
organizations with substantial backgrounds of experience and pro-
prietary rights, from bidding on work for the government.16

To the extent that this is correct, it would suggest that in our anal-
ysis of patent yield from industry financed R&D we have excluded
the most efficient corporations, i.e. corporations with the highest yield
per unit or R&D dollar. This, if true, would reduce the observed differ-
ential yields from the “true” differential. Perhaps some light would be
thrown on this if we also compare the patent information for these 78
reporting companies with the overall patent statistics.

The 78 companies, for the fiscal years 1949-1959 inclusive, report
approximately 8,002 patent applications resulting from Government
financed R&D. What proportion is this of all the patent applications
resulting from Government supplied R&D during 1949 to 19597 We
have no figure as to the total number of patent applications filed by
industry resulting from Government financed R&D. But the gen-
eral magnitude of such a total could be deduced on the basis of
certain assumptions. This deduced total is 17,900.17 This total related

16 The Chamber of Commerce of the United States National Defense Commit-
tee, Subcommittee on Research and Development, Government patent policy and
its impact on contractor cooperation with the Government sponsored technology:
(See report by Helge Holst published in this issue of IDEA). The Chamber of
Commerce study was based on questionnaires submitted to “organizations known
to be contractors to the Government, or to be the types of organizations whose
competence was such that their services were sought and would be of use to
various Government agencies. Personal contact was made with these organizations
by forwarding the questionnaire and an explanatory memorandum to urge accu-
racy and frankness in response.”

17 The guesstimated figure was obtained as follows:

(1) It was assumed the applications filed between 1949 and 1959 inclusive
resulted in the patents issued between 1952 and 1962. For this period the
number of Government licensed patents as given by Watson and Holman
(see Watson, D. §., and Holman, M. A., “Patents from Government Financed
Research and Development,” IDEA, Vol. 8, No. 2. (Summer 1964), p. 207,
(Table 1) was 16,953. All patents resulting from Government provided R&D
for which companies acquire title the Government retains unrestricted license
in. The 16,958 includes all patents resulting from government financed R&D
for which the title is held by industry or an individual who is or was a gov-
ernment employee.

(2) On the basis of Watson-Holman information on Government licensed
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to 8,002 suggests the percentage of patent applications reported by the
78 companies to be about 45 (44.7) percent. Why it is lower than the
55 percent which we obtained for the funds we are not certain. But it
must be observed that 17,900 is only a guesstimate subject to apprecia-
ble error, herefore the difference might not be real. Were the differ-
ence real it would suggest that the 78 companies which returned the
questionnaires were relatively less efficient in terms of patent applica-
tion per unit of Federally supplied R&D dollars than the non-respond-
ing companies, or companies not included in the sample that were cir-
cularized by the Subcommittee. In all probability the ratio of patents
granted is lower for applications resulting from Federal R&D. Were
this the case, the number of total applications would be less than
17,900 and the percentage of patent applications filed by the 78 corpo-
rations would be upped, closer to 55.

The total number of patent applications filed by these companies,
using the figures as reported— (which are subject to obvious errors
which, if corrected, would raise slightly the number of patent applica-
tions and patents granted) is 60,412.1%8 Between 1949 and 1959 (fiscal
years) the total number of patent applications filed was 785,079.1
Again, we have no outside information as to what proportion of these
were filed by corporations. But if we apply to the annual number of
patent applications filed the proportion of patents issued to corpora-
tions 81, years later we would have a rough estimate of the number of
patent applications filed by corporations within the 11 year period

patents for the years 1952 to 1962 inclusive, 69 percent are patents with title
held by contractors (this percentage includes a few from grantees, donors,
purchases and from foreign Governments), see p. 220, Table 6, of Watson-
Holman article referred to above. Therefore, the correct percentage for our
purpose, were it available, would be somewhat lower. This would imply that
all the patents issued to corporations between 1952 and 1962 inclusive that
were filed by contractors as a result of Government R&D between 1949-1959
totaled about 11,000—if anything, less than this.
(3) The ratio of all patents issued between 1952 and 1962 to patent applica-
tions filed between 1949 and 1959 is 1.63 (see “Annual Report of the Com-
missioner of Patents, Fiscal year 1964, U.S. Department of Commerce, p. 11).
If we assume that patent rejection rate for patent applications resulting from
Government financed R&D is the same as for all other applications (indica-
tions are that the rejection rate for patents resulting from Federal R&D is
higher actually than for other patent applications) it gives an estimated total
of about 17,900 patent applications. This figure probably errs on the high side.
18 The figure would have been somewhat higher had All American Company
(which is not in Appendix B Table) reported all the patent applications filed.
Instead it only reported patent applications resulting from Federal R&D. This,
however, could at most add one or two hundred patents which would make
no perceptible change in the overall picture.
19 “Annual Report of the Commissioner of Patents, Fiscal Year 1964,” U.S. De-
partment of Commerce, Patent Ofhce, p. 11.
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under consideration.?® This estimate is 437,289. It assumes that the
rejection rate for patent applications filed by American corporations
is the same as that filed by individuals, foreign patentees and Govern-
ment.?! The number of patent applications filed by the 78 companies
is less than 14 (13.8) percent of this estimated total. This figure is
surprisingly low in comparison to the other percentage,® i.e., percent-
age of total industry supplied R&D funds supplied by these same
companies.

So far our analysis, with respect to these 78 companies which re-
turned the Subcommittee questionnaire, has revealed that between
1949 and 1959 these 78 reporting companies obtained more than 55
percent of Federal R&D monies going to corporations; they filed at
least 45 percent of the patent applications resulting from Federal R&D
grants, filed by corporations. In terms of private R&D expenditures,
these 78 companies accounted roughly for only about 28 percent of all
the industry generated R&D, and their patent applications represented
less than 14 percent of the patent applications filed by all American
corporations.®? These relationships very much strengthened our earlier
inference and the Chamber of Commerce’s allegations that many of the
most skilled and efficient corporations in the United States shun Gov-
ernment R&D monies. Our figures indicate that the patent yield per
unit of industry supplied R&D, which we can derive from the experi-
ence of these 78 companies, would be materially lower than would be
the case if we had the entire universe of the companies patenting, or a

20 The figure of percentage of patents issued to United States corporations for
the calendar years 1952 through 1957 was obtained from ‘“Historical Statistics
of the United States, Colonial Times to 1957,” prepared by the Bureau of the
Census with the Cooperation of the Social Science Research Council. Series W-
66-67 “Patent Applications Filed and Patents Issued, by Type and by Patentees:
1790 to 1957,” p. 607. The figures for later years were obtained from the Patent
Office through personal communication.

21 Another way to estimate this number is to multiply the number of patents
issued to corporations between 1952-1962, inclusive, by the ratio of patent appli-
cations to patents issued. These numbers are 272,832 (see source cited in footnote
19 and 1.63 and their product is 444,716, not materially different, since essentially
the same assumptions underly the two estimates.

22For the companies reporting the ratio of patents to patent applications filed
in the 11 years, the ratio of patents issued to patent applications is 1.79, which
would mean even a higher base and therefore a smaller proportion of the total
than 14 percent going to these 78 companies. We are inclined to believe that if 13.8
percent is in error, it errs in being too high rather than being too low—for it is be-
lieved the proportion of patent applications which result in patents is higher for
patents assigned to corporations in relation to unassigned patents, or patents as-
signed to individuals or to the Government.

28 In other words the average company supplied R&D expenditure per patent
application for these 78 companies is at least twice that for the remaining com-
panies not reflected in these statistics.
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more representative sample of this universe than that which we have in
terms of these 78 companies who received more than half of all the
Federal R&D funds.

Turning to the number of patents issued, 77 companies which re-
ported patents granted, resulting from their Federal R&D monies, had
3,687 patents. Relating these to the 10,284 estimated total number of
patents resulting from Government R&D for which companies ac-
quired the title, we obtain 36 percent (35.8).2* The fact that the
total of 3,678 fails to include Bendix Corporation could not raise this
percentage over 38, since, even if we assume that all the applications
of Bendix were granted, which is not possible, it would raise the per-
centage to 38.6 only. This lower percentage of patents granted, vis-a-
vis at least 45 percent of the applications filed for such patents, would
suggest a lower ratio of patents granted to patent applications for the
78 companies from their Federally financed R&D activity than is true
for other companies. It is also possible that some of this deficit results
from a longer period of pendency for these Federally financed patents
in the Patent Office. Such longer stay may be attributed in part, to
secrecy imposed by national defense requirements, assuming that more
of the patents resulting from Department of Defense R&D would have
defense implications.

With respect to all patents issued to these corporations, the total of
38,737 excludes the patents generated from company funds for All
American Engineering Company. To allow for these we shall raise the
total arbitrarily to 33,850 patents—probably erring on the high side.
The total number of patents issued to American corporations for the
period 1949 to 1959 is 237,975.25 Relating to this total, the patents
issued to the 78 reporting corporations constitutes 14.2 percent of the
total, which is in accord with the percentage of patent applications that
were filed by these companies. Thus, the evidence is strengthened that

2¢ Watson-Holman (see footnote 17) give the total number of patents resulting
from Government R&D in which the Government has an exclusive license for the
calendar years 1949-1959 as 16,031. If we adjust this to a fiscal year basis by add-
ing to it one-half of the total for 1948 and subtracting from it one-half of the
total for 1959 we obtain 15,821. This is the approximate number of all patents
resulting from Government R&D between 1949 and 1959 (fiscal years for which
either an employee (or one-time employee) or a contractor got the title. Again
on the basis of Watson-Holman information (Table 6, p. 220) between 1949 and
1959 (adjusted to give results approximating fiscal years) the total patents result-
ing from Government R&D regardless of who got the title was 28,860. Of this
total 15,418, or 65 percent, was contributed by the contractors, and the balance
8,442 by employees. Multiplying 15,821 by .65 gives an estimate of 10,284 as the
number of patents resulting from Government financed R&D for which the title
was held by private companies.

25 Supra, footnote 20.
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the 78 companies reporting are not among those distinguished for their
high yield of patents in relation to their own R&D expenditures.

Turning to the number of pending applications shown in Table 3,
73 companies, reporting this information for patent applications result-
ing from Federal R&D grants, reported 3,221.26 Adjusting for the miss-
ing information raises this total to about 3,416 pending patent applica-
tions. How does this compare with the total number of patent applica-
tions pending? On July 1, 1959, the total number of pending applica-
tions was 198,248. If we apply to this the same ratio which we obtained
earlier in estimating the number of patent applications filed by com-
panies resulting from their patent activities*” from Federal R&D funds,
it gives in all 4,520 applications pending. The 78 companies returning
a questionnaire account for nearly 76 percent (75.6) of this estimated
total of pending patent applications. This is a significantly higher frac-
tion than the proportion of patent applications accounted for. If we
assume a longer than average length of patent applications pending
with respect to patent applications resulting from Federal funds, this
could account, at least in part, for this markedly higher proportion. It
could also partly explain the lower proportion of patents granted, 35.8
percent, because of this longer pendency—perhaps longer than other
patents from non Federal R&D funds.

The patents pending reported by the 73 corporations number
17,607. If we adjust this number to allow for the unreported infor-
mation, it would raise the total to 18,980 as the probable number of
patents pending, assuming the same proportion of pending patents per
application for those companies which failed to report this information
as derived from those that reported. The estimated number of cor-
poration patents pending, based on the same assumptions as we made
before, would be 110,424.28 The pending patents of the 78 companies

26 The corporations failing to report this information were (1) Bell Aircraft
(18 applications filed), (2) Bendix (287 applications), (8) Cook Electric (40 appli-
cations), (4) Hazeltine (87 applications). For all of these 456 applications, infor-
mation as to whether the patent was still pending is missing. If we assume for
these companies the same proportion of pending patents as for the 7,546 patent
applications for which this information was supplied, it would raise the estimated
number of patents pending, which we shall use, from 3,221 to 3,416.

27In footnote 17 we estimated the total number of patent applications for
inventions resulting from Federal R&D between 1949 and 1959, by corporations,
was 17,900. Now 17,900 is to 785,079, the total number of applications filed, as
the number of applications pending would be to 198,248, On this basis the esti-
mated total number of applications would be 4,520.

28 This estimate is obtained by dividing the estimated number of applications
filed by corporations, 437,289, by the total number of applications filed between
1949 to 1959 (fiscal years) and using the quotient to multiply the number of
patents pending at the end of fiscal year 1959.
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constitutes 17.2 percent of all the pending patent applications filed by
American corporations at the end of fiscal year 1959, which is con-
sistent with other findings, when the longer pendency of patents result-
ing from Department of Defense R&D, which constitutes more than
18 percent of the 18,980 pending patents, is taken into consideration.

The results, from our comparative analysis of Table 3 as against the
appropriate totals, are recapitulated in Table 4.

TABLE 4

QUANTITIES IN LINES ONE AND THREE OF TABLE 3 AS PERCENT OF THE APPROPRIATE
ESTIMATE AGGREGATES.
Percent of each
aggregate accounted
for by the 78

ITEM CONSIDERED companies
Federal R&D granted to the 78 corporations 55.4
Industry R&D accounted for by the 78 corporations 28 t0 29
Patent applications from Federal R&D 45.0
Patents granted from Federal R&D 35.8
Patents pending from Federal R&D 75.6
Patent applications by corporations ) 13.8
Patents granted to corporations 14.2
Patents pending for corporations 17.2

The percentages of Table 4 strongly support our inferences that
the 78 companies returning a questionnaire are in no way typical of
United States Corporations in their patent productivity. They received
more than half of the Federal R&D funds and seem to account for three
fourths of all pending applications for patents resulting from Federal
R&D. But they account for only slightly over a quarter of company
supplied R&D expenditures, about 28 percent. Their patent appli-
cations and patents granted are about half of their relative R&D
outlays, indicating that their average expenditure per patent is at least
twice the average for corporate industry in general. Their one distinc-
tion to fame is the persistence with which they retain their pending
patent applications resulting from Federal funds. While their patent
applications account for 45 percent of all patent applications resulting
from Federal R&D monies, they accounted for 76 percent of the pend-
ing patent applications originating from Federal R&D (as we have said
this high proportion of pending patents might be largely spurious).
It should be obvious from these relationships that the differential that
we would get regarding the comparative patent yield of these com-
panies from their expenditures of Federal and their own funds would
be lower than the true differential if we had proper information from
all the companies or from a representative sample of these companies.
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With these reservations in mind, let us proceed with our analysis
to see what the differential is between the yield from Federal R&D
and industry provided R&D for these 78 companies. Some overall
relationships are apparent from figures summarized in Table 3. Thus
the Table shows, for 75 companies, an aggregate R&D amounting to
about $13,780 million. As we have suggested, this aggregate is per-
haps somewhat understated in comparison to what would have been
reported by Department of Defense for this 11 year period. The 75
companies accounting for this aggregate for the fiscal years 1949 to
1959 reported filing 7,688 patent applications for inventions resulting
from Federal R&D grants.? These figures imply an average of $1,792,-
000 Federal R&D dollars per patent application. The corresponding
relationship of patent applications resulting from industry supplied
R&D for the 69 companies for which both items of information are
supplied are: $7,884 millions of R&D expenditures and 48,256 patent
applications.®® Relating these two quantities yields $163,000, as the
average industry supplied R&D expenditure per patent application.
The ratio in expenditure of R&D funds per patent application for
Federal and industry funds is 11:1. That is, on the basis of these
averages, it takes about 11 times as many Federal R&D dollars as in-
dustry supplied R&D dollars to produce a patent application.

Proceeding with the same sort of analysis for patents issued, the
average for Federal R&D dollars per patent was $3,702,000 ($13,595,-
785,307 /3,673). The corresponding average from industry’s own ex-
penditures by the 71 companies is $288,000 ($7,789,088,709/26,999).
The ratio of these two averages is 1 to 12.9 or almost 13 times as many
Federal dollars as industry raised dollars are required per patent
granted. This ratio, for reasons already indicated, should be regarded
as conservative in the light of biases in our data, attention to which
was called earlier. Moreover, it supports the cruder estimates, 12 to 1,
used in an earlier interim report.®* On the other hand, the “true”
differential might not be materially higher if all the elements of both
over and under estimations bearing on this differential could be taken
into consideration. We have pointed out the selective bias which

20 The companies which did not report their Federal R&D expenditures were:
Bendix Corporation, Fairchild Camera and General Precision. The number of
patent applications reported by these companies totaled 314.

80 Corporations failing to report expenditures or patent applications or both
were: Melpar, 30 applications; Pan American, 5 applications; Ryan Aeronautical,
59 applications; Sylvania Electric, 1489 applications; Airborne Instruments, 22
applications; Bendix, 2,438 applications; Fairchild Camera, 111 applications. On
the other hand, All American reports its R&D as $148,000, but failed to report the
number of patent applications resulting from this R&D.

31 Supra, footnote 3.
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lead to unduly low differential in comparative yield, but there are off-
setting factors which have not been considered so far. One of these
is that we have not given any consideration to patent applications and
patents issued to Federal agencies, in this instance to Department of
Defense, from these same R&D expenditures; that is, patents resulting
from R&D grants to industry in which the contractor shows no inter-
est in the resulting invention, so the Government files the application
and acquires the title to any issuing patent. Watson-Holman study3?
shows for instance that, during the period 1945-1962, of the total
patents associated with Department of Defense grants 25.8 percent or
8,667 were patents the title for which was left to the Government. In
our analysis this portion of patent activity receives no consideration
at all. The Subcommittee questionnaire sought no information with
respect to patents for which the title was taken by the Government.
In terms of the number of patents resulting from Government R&D
dollars spent through industry, without any qualitative consideration
of these patents, this additional number of patents would have to be
taken into consideration in measuring differential patent yields.

A second type of overstatement is committed in our tacit assumption
that all the patent applications which companies file (other than those
resulting from Government supplied R&D), and patents that they
receive are produced by their R&D expenditures. This is not strictly
correct—a number of patent applications result from departments
other than research and are not directly the product of the expendi-
ture of company monies labeled R&D. It is our impression, however,
that this number could not be large and, moreover, it is perhaps
partly offset by the inclusion of funds as R&D which in a real sense
are not R&D funds. We are inclined to believe nevertheless that on
balance perhaps there might be a slight exaggeration of patents attrib-
uted to company supplied R&D.

A third offsetting factor is the longer time that patents resulting
from Federal R&D apparently remain in the Patent Office, or other
factors which contribute to the differential of the longer pendency
of these patents. This effect, however, must be very small, in view
of the fact that the differential in patent application is almost 11 and
some of the difference between 11 and 13 might be real, that is, there
might be a higher rejection rate of patent applications resulting from
Federally supplied R&D.

The combined effect of these offsetting errors in comparative patent
yield perhaps offset in large measure the bias in our sample, and our

32 Watson, D. S., and Holman, M. A., “Patents from Government Financed Re-
search and Development,” IDEA, Vol. 8, No. 2 (Summer 1964), pp. 199-222.
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ratio of 13 to 1, in favor of company supplied R&D funds, might not
be too far below the “true” differential that prevails if data free
from these diverse deficiencies were available for this analysis.

The expenditures per pending patent implied by Table 3 for appli-
cations resulting from Federal R&D grants is $4.235 million. The
corresponding average per pending patent resulting from company
supplied R&D is $0.575 million. The ratio between these two aver-
ages is 7 : 1 emphasizing the greater length of time that patent appli-
cations resulting from Department of Defense supplied R&D remain
pending. What accounts for this longer pendency we cannot be cer-
tain of at this time. The overall comparative yields derived from the
aggregates shown in Table 3 are summarized in Table 5.

TABLE 5
COMPARATIVE APPROXIMATE PRICE TAGS FOR PATENTS FROM FEDERALLY PROVIDED
AND INDUSTRY SUPPLIED R&D DERIVED FROM THE INFORMATION SUPPLIED BY THE
78 COMPANIES,

IN $1,000,000
Per patent
SOURCE OF MONEY Per patent Per patent application
application issued pending
Government R&D 1.792 3.702 4.235
Industry R&D - .163 .288 575
Ratio of Gov./Ind. 11/1 13/1 7/1

VARIABILITY IN PATENT YIELD DIFFERENTIAL

Our analysis so far has been in terms of aggregates to arrive at some
general index of comparative patent yield from Federally supplied
as against industrially raised R&D money. We believe this average is
something like 13 to 1, perhaps somewhat higher. However, the differ-
ential in yield for the individual companies varies tremendously—this
is shown by Table 6 in the appendix. Table 6 is arrayed according
to the ratio of dollar value per patent application attributed to indus-
try supplied R&D to the dollar value per patent applications for Fed-
erally supplied R&D for each of 57 companies supplying the necessary
information for obtaining these ratios. The highest ratio of 1136.5
was obtained for Stavid Engineering Corporation. This corporation
showed an average of $11,364,947 Department of Defense R&D dollars
per patent application, and for company supplied R&D dollars, the
average was $10,000. This is equivalent to saying that disregarding
any qualitative considerations of different patents, the productivity
of each privately supplied dollar in giving rise to patent application
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and also in patents granted, was equivalent to $1,137 Federal R&D
dollars. This is the highest differential observed. This differential is
lower for other companies. The next highest differential is $852.5 to
one for Marquardt Corporation. The third is $600 to 1 for Conti-
nental Electronics. Of the 57 companies for which this ratio could
be calculated, in 9 the ratio is in excess of 1 to 120. For 31 the ratio
is over 10 but under 100; and only in 17 is it less than 10. The lowest
ratio is 1.5 to 1 for the United Aircraft Corporation. The weighted
average ratio for these 57 corporations of comparative dollar values
per patent application is 10.7 to 1. This comparatively low average
suggests that companies with largest Department of Defense R&D
grants tend to have the lowest ratio—since the unweighted average
ratio of column 2 in Table 6 is 88.9.

Considering the ratios per patent granted, these although correlated
with column 2, are somewhat different, i.e., the correlation is not com-
plete. The highest ratio in column 3 is $1,734.6, that is, one indus-
trially supplied dollar per patent granted is equivalent to $1,735 Fed-
eral dollars as far as this company’s experience is concerned. This ratio
is shown for the Marquardt Corporation. There are 9 companies which
show a ratio in excess of 132 to one, out of a total of 53 companies for
which this ratio could be computed, 26 companies which show a ratio
of less than 100 but more than 10, 16 companies which show a ratio
of less than 10 but more than 1. There are two companies which show
a higher cost per patent for privately supplied R&D dollars. These
are Atlantic Research Corporation showing a ratio of 0.6, and Grum-
man Aircraft Engineering Corporation, showing the lowest ratio, 0.4.
The weighted average ratio of comparative dollar expenditure per
patent granted is 12.5 to 1. The unweighted average ratio for column
8 is 102.3, again this indicates a positive association between a high
ratio and the size of the Department of Defense grant.

With respect to the number of patent applications pending, the
highest ratio observed is 514.0 for the Marquardt Corporation, i.e.
1 industrial dollar equivalent to $514 Federal R&D dollars. There are
6 other ratios all above 113, out of a total of 47 corporations for which
this ratio could be computed. There are 23 for which the ratio is be-
tween 10 and 100, and 17 for which the ratio is between 1.1 and less
than 10. The weighted mean ratio for column 4 is 7.2 to 1, but the
unweighted average ratio is 44.5 to 1.

Column 6 shows the average Department of Defense R&D dollars
per patent application. These averages range from a high of $40,407,286
for the Lockheed Aircraft Corporation to $120,023 reported by the
Olin Mathieson Chemical Company. The overall average for the 57



Government vs. Industry Financed R&D 23

companies per patent application is $1,743,529. For company supplied
R&D dollars the highest average per patent application is $4,870,045
reported for the Grumman Aircraft Engineering Corporation, and
the lowest $4,490 reported by the Marquardt Corporation. The over-
all average per patent application for column 7 is $163,587.

Column 8 shows the highest average Federally supplied expendi-
ture per patent granted the same as per patent applied for, i.e. $40,-
407,286 reported by Lockheed, and the lowest $551,929 reported by
Clevite Corporation. The weighted average Department of Defense
supplied R&D dollar expenditures for this column is $3,658,390. For
industry supplied dollars the highest average per patent granted is
$38,960,360 reported by the Grumman Aircraft Engineering Corpora-
tion, the lowest is $9379 reported by Northern Ordnance, Inc. The
weighted average mean expenditures per patent granted for column
8 is $292,506.

For patent applications pending, the highest average for Federally
supplied R&D is $32,333,333 reported by Chrysler Corporation, and
the lowest is $159,674 reported for Olin Mathieson Chemical Company,
the weighted average dollars per pending patent is $4,118,302. For in-
dustry supplied dollars per pending patent application, the highest
average is $6,493,393, reported for the Grumman Aircraft Engineer-
ing Corporation, and the lowest $12,910, reported by the Marquardt
Corporation. The weighted average dollars per pending patent appli-
cation for column 10 is $575,680.

The wide variation in dollar values and in the ratios derived from
these dollar values indicate the contribution of many factors respon-
sible for these differences. It is important for us to analyze such in-
formation as is available to us to see to what extent these differences
could account for the wide variations in comparative patent yeld ob-
tained from information reported by the different corporations re-
sponding to the questionnaire. This analysis would be the theme of
the next interim report.






CURRENT INTERNATIONAL ISSUES

Latin Americans View Their Own National
Industrial Property Systems

L. JAMES HARRIS* and IRVING H. SIEGEL**

NATURE OF INSTITUTE INQUIRY

IN January 1963 THE PTC INSTITUTE initiated a three-pronged in-
quiry into views of Latin Americans on their own industrial property
systems. Letters first were sent to leading practitioners—individuals and
firms—in several of the countries south of the border. In addition
to requesting information and opinion on the industrial property
systems, the Institute asked for the names of resident “English-speak-
ing persons in industry, government, science, and education” who
might also be able to provide pertinent facts and make competent
evaluations. These persons were specifically asked for comments on
the nature and effectiveness of the arrangements in their countries
for stimulating and rewarding creativity and the industrial enter-
prise based thereon. Finally the Institute sent questionnaires to
leading Latin-American industrial firms. These questionnaires
sought information on domestic and foreign sources of technical
data and judgments on the adequacy and needs of domestic indus-
trial property systems.

The present article summarizes the replies of Latin-American
practitioners and of English-speaking countrymen to whom the In-
stitute had been referred in the correspondence. More technical
materials obtained in the course of the study will be presented and
discussed in subsequent reports in this journal. Some are mentioned
in the footnotes of the present paper.!

* Executive Director of the Research Institute.
*# Institute Project Consultant.
1These materials cannot pretend to be complete. Our correspondents have
omitted certain laws, rules, and decrees, apparently of lesser importance to them.
Also omitted are items enacted since they wrote us. For a more complete picture
of Latin-American Industrial Property legislation, the reader may wish to consult
such documents as: Manual for the Handling of Applications for Patents, Designs,
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The Institute inquiry was undertaken for several reasons. Above
all, it promised first-hand reports from qualified Latin Americans on
national industrial property systems. Furthermore, it started what
may become a dialogue with English-speaking Latin Americans not
only on industrial property systems but also on additional matters of
mutual interest. It has contributed to the base for later research, pro-
viding the Institute with information on, and samples of, pertinent
literature available in Spanish and Portuguese, as well as material trans-
lated into English. As already noted, the documentation of the pres-
ent paper has benefited from the correspondence, which supplied
legal references and copies of laws. Another reason for the Insti-
tute’s inquiry was to supplement the findings of an earlier canvass
confined to U. S. firms? doing business in Latin America. Finally,
the current survey advances a dual objective stated in the paper
reporting on the earlier canvass—to focus attention on the need for
greater compatibility of the industrial property laws of the various
Latin-American nations and on the desirability of establishing a
more deliberate hemispheric community of interest and understand-
ing with respect to such systems.

Developments in Latin America since the prior survey have war-
ranted allocation to the present inquiry of a small share of the Insti-
tute’s modest research resources. The concept of a common market? has
taken hold in two areas; and progress in this direction, in turn, re-
quires closer integration of the industrial property systems of Latin-

and Trademarks Throughout the World, Octrooibureau Los En Stigter (2nd Edi-
tion: Amsterdam, 1936) which is kept up to date by correction sheet; William Wal-
lace White and Byfleet G. Ravenscroft, Patents Throughout the World (2nd Edi-
tion: New York, 1952 and Supplements to date), Trade Activities Inc.; William
Wallace White and Byfleet G. Ravenscroft, Trademarks Throughout the World
(New York, 1930 and Supplements to date), Trade Activities Inc.; Patent Laws of
the World (1913 edition, Supplements to 1941, London), Chartered Institute of
Patent Agents; 4 Statement of the Laws of [individual Latin-American countries]
in Matters Affecting Business, Division of Laws and Treaties, Department of Inter-
national Law, Pan American Union (Washington, D. C.); G. Breuer, Patents and
Trade Marks in Argenting and South America (Buenos Aires, 1947); Index to Legis-
lation in Latin America 1950-60, Library of Congress Law Library, 2 vols., kept
current; World Trade Information Service, U. S. Department of Commerce, Opera-
tions Reports, Patent and Trademark Regulations of [individual Latin-American
countries]; Derwent Patent Manual 1964, Derwent Publication Limited, London;
Patents at a Glance—A Survey of Substantive Law and Formalities in 45 Countries,
Hans Schade, Carl Heymanns Verlag K. G., Munich (2nd Edition, Revised, 1964);
International Trademark Protection, Eric D. Offner, Fieldston Press (New York,
1965); “Notes from Other Nations,” section in The Trademark Reporter, United
States Trademark Association.
2IDEA, Volume 6, Number 3 (Fall 1962), pp. 327-846.
3 See for example, Wall Street Journal, May 27, 1965, p. 12.
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American countries—with each other, with the United States, and
with the rest of the world. A quickening effort has recently been
noted to bring Latin-American nations under the Paris Convention.*
Hemispheric coordination, perhaps temporarily slowed by events
in the Dominican Republic, will probably be speeded in the after-
math as industrial cooperation and reduction of barriers to trade
and commerce are pressed with new vigor in the spirit of the Alli-
ance for Progress.

INSTITUTE QUESTIONNAIRES

Five substantive questions were asked of the Latin-American prac-
titioners. The first requested copies of, or information regarding
the availability of, “‘the most authoritative and most recent English
translation of the laws of your country concerning intellectual and
related properties.” For the purpose of the inquiry, such properties
were defined to “include a wide variety of intangible creations of
the mind, such as inventions, useful know-how, technical and orna-
mental designs, and literary, visual, and other art.”” The second
question requested copies of, or information on the location of, “the
most authoritative and most recent English translation of the anti-
trust laws of your country.” The next question referred to avail-
ability of “published statistical and other information and reports
issued by your country with respect to intellectual and related prop-
erties.”

The remaining substantive questions sought opinions. Thus, the
fourth solicited “comments as to whether (a) the laws of your country
on intellectual and related property rights are adequate to foster tech-
nological progress, industrial developments, and economic and social
advancement; and (b) the administrative and judicial interpretation
of these laws effectively promotes such progress, development, and ad-
vancement. What remedies, if any are required, would you propose
respecting the laws and their administration?”

The fifth question sought “comments on the degree of compati-
bility or uniformity of the laws of Latin-American countries con-
cerning intellectual and related properties.”

A sixth question included in the Institute letters to Latin-Amer-
ican practitioners was purely administrative. It requested the names
of knowledgeable English-speaking persons located in industry, gov-

4 IDEA, Volume 8, Number 2, (Summer 1964), pp. 295-296; “Industrial Property
Congress at Bogota for Latin America (July 6-11, 1964),” Industrial Property, pub-
lished by United International Bureau for the Protection of Industrial Property,
Geneva, Switzerland, Third Year (August 1964) Number 8, pp. 164-170.
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ernment, science, and education. The Institute then undertook
correspondence with these persons, asking their views on the follow-
ing set of five queries:
1. What have the systems meant to the welfare of your country?
2. To what extent are they, for example, an important factor in
providing employment opportunities?
3. Are the creative incentives of the systems to the scientist, in-
ventor, and author adequate?
4. Are the means for rewarding the contributions of the inven-
tor, scientist, and author adequate?
5. How do the systems affect the attitude of the industrialist and
businessman toward investment of risk capital in new enter-
prise and toward the growth of his company or industry?

RESPONSEs OF PATENT PRACTITIONERS

The range of viewpoints expressed by respondents engaged in
patent law is fairly reflected in the summaries presented in the fol-
lowing paragraphs.

In reply to the first question on the availability of English trans-
lations of laws relating to intellectual and related properties, a con-
siderable amount of material was accumulated. Since translations
were not always available, several of the pertinent documents supplied
by the respondents had to be translated through arrangements made by
the Institute® Technical information culled from the translations
has already been organized for presentation in IDEA at a later date.

The second question, concerning the availability and location of
English information on antitrust laws, revealed that only Brazil,
Chile, Mexico, and Argentina had such legislation.! An unofficial
translation of the 1962 Antitrust law of Brazil was published with
commentary in Volume 7, Number 4 of this journal. Sections of
Chile’s “Regulation on Monopolies”? were forwarded to the Insti-

5 Arrangements were made through the courtesy of Mr. Francis C. Browne for
the Pan American Union to exchange translations of the statutory laws of several
Latin-American countries with The PTC Research Institute.

8 The Institute has acquired copies of the following: Ley 11.210 (69).—Represion
del monopolio (B. O. 11/1X/923); Ley 12.906 (3)—Reprime los monopolios y
deroga la ley 11.210 (Bol. of., 22/2/947); Decreto No. 5428 del 2 de marzo de 1949
(L. y C.)—Reglamenta la ley contra los monopolios (Bol. of., 8/3/949). (Argen-
tina) (Spanish)

Law No. 4.137 of September 10, 1962 (Published in the Diario Oficial on No-
vember 12, 1962). (Brazil) (English Translation [Footnotes added])

Law 18.305; Law 15.142. “Regulations on Monopolies.” (Chile) (English
Translation)

T 0p. cit. supra, note 6.
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tute by a respondent. The Institute also acquired a Spanish version
of the Argentine law.? '

In response to the third question, the Institute learned that sev-
eral of the countries have published official information on patents,
copyrights, and trademarks. Among the countries issuing periodic
reports on aspects of industrial or intellectual property are Argen-
tina, Brazil, Chile, Colombia, and Mexico.

The replies to the fourth question showed, as had been antici-
pated, significant intercountry differences with respect to the quality
of existing legislation and the effectiveness of enforcement. A need
is evident for updating the legislation, and perhaps even a greater
need is felt for improvement in the caliber and consistency of ad-
ministration and decisions promulgated by government bureaus
and the courts.

An Argentine respondent considered his nation’s laws on indus-
trial and intellectual property® “not yet adequate to foster techno-
logical advancement, industrial development, etc.” Administrative
enforcement and compliance left much to be desired because of
limitations in manpower and financial resources. On- the other
hand, he regarded judicial interpretation as “adequate” and made
favorable comments on the quality of the judiciary. '

A response from a Chilean practitioner assessed the industrial
property legislation!® as ‘“ample, clear, and efficient.” Fault was
found with bureaucratic patent procedures which entailed undue
delays, but the same complaint was not made with regard to copy-
rights and trademarks. The protection afforded to persons using
a trademark or industrial design without prior registration is re-
garded as insufficient.

Members of two Colombia firms acknowledge shortcomings, but
they differ in the intensity of their criticism. One of these practi-
tioners frankly appraises the present laws as inadequate. He also
opines that administrative and judicial interpretation does not con-
tribute to technological progress, industrial development, and eco-
nomic or social advancement. The other respondent states, in part:
“Our Industrial Property Law dates from the years 1925 and 1931.1

8 Op. cit supra, note 6.

® The Institute has received a copy of Argentina’s Law III (307) Patents of In-
vention, R. N. 1863/1869, p. 165. (Spanish and English Translation)

10 Decree-Law on Industrial Property (Published in the Diario Oficial of July
27, 1981), Santiago, Chile, June 8, 1931. (Spanish and English Translation)

11We have in our files a copy of Colombia’s Ley 31 de 1925, sobre proteccion
a la propiedad industrial y por la cual se dicta una disposicion sobre impuesto
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The general principles are based on the Argentine Law (going back
to 1864). In general, this legislation has fulfilled its function ade-
quately.” Noting a transition from the original registration role of
the Trademark Office to ““a more ample interpretation of the Law,”
he remarks that the Office “is now acting more technically on the
various matters within its province.” On the other hand, he also
sees a need for general revision in the interest of economic develop-
ment and concedes the inadequacy of precedents to guide judicial
interpretation. He suggests the organization of “a specialized gov-
ernment agency, with very definite powers and functions, at the same
time endeavoring to unify the now scattered and somewhat inco-
herent legislation.”

A Costa Rican practitioner considers the patent and copyright
laws of his country as out of date (they originated in 1896) and
inadequate for emerging needs, but he states that the trademark law
is “undoubtedly the best” in Central America. He believes that
administrative and judicial interpretation is generally effective, but
he also deems enactment of a new patent and copyright law to be
“imperative.”

A respondent from Ecuador likewise refers to the antiquity of
patent and trademark laws,!? but feels that they have a flexibility
desirable for early stages of industrial development. The difficulty
lies in administrative and judicial interpretation, which has fol-
lowed no clear precedents and has frequently changed.

A Haitian correspondent reports that, while the trademark law?®
is adequate, the patent law!* requires overhauling. Furthermore, sep-
arate legislation should be enacted with respect to industrial designs.

A reply from Honduras indicates that the laws regarding industrial
and intellectual property’ are not really adequate. While the law
may meet the narrow technical purposes for which it was con-
ceived, new legislation would be required for promotion of techno-
logical advance.

sobre la renta, and of Ley 94 de 1931 adicional y reformatoria de la Ley 31 de
1925, sobre proteccion de la propiedad industrial y por la cual se dictan otras
disposiciones (Spanish)

12Law on Exclusive Exploitation of Patents of Invention, as amended on
October 2, 1961. (Ecuador) (English Translation)

18 “Trade Marks,” Digest of the Laws of Haiti, p. 42. (English)

14 “Patents” [Haitian Law of December 14, 1922], Digest of the Laws of Haiti,
pp- 33-34. (English)

15 We have a copy of the Honduran Law Concerning Patents for Inventions
{as amended to December 14, 1939]. (English Translation)
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A Peruvian respondent regards the new laws!® of his country as an
improvement. He also sees them, however, as only “an intermediary
step.”

A practitioner in Uruguay considers his country’s legislation'”
adequate, but he comments unfavorably on implementation. He be-
lieves that the few cases have thus far provided only limited guid-
ance and that administrative interpretation is ‘‘unstable, changing,
and even harmful.” He further says that “no administrative juris-
prudence really exists,” and he also refers to “the irritating slowness
of the administrative proceedings.” On the whole, he concludes that
_invention is prejudiced and the progress of industry and trade im-
peded by administrative shortcomings.

Another respondent from Uruguay affirms that existing legislation
on patents is generally satisfactory, and he also comments favorably on
provisions for trademarks and copyrights:

Our legislation on the subject is, in our opinion, a fairly good one.
In the patent field we could perhaps criticize it on the greunds that
it is old fashioned. It includes, for instance, a prohibition on phar-
maceutical and chemical products based on the old principle of
absolute freedom of trade in the pharmaceutical field. This principle,
as you know, has been proven incorrect and other countries which
are more advanced in that branch of science are those who allow
product claims in their patents. Trademark-wise we think that our
law is a good one. It is a compromise between the “declaratif” and
“attributif” systems; it has certain drawbacks but on the whole the
principles it includes are perfectly sound. From a copyright view-
point, our law is more than generous. Uruguay is not a member of
the International Convention on the subject, but evidence of copy-
right protection in the country of origin is sufficient to enforce such
protection in Uruguay as long as, of course, the subject matter falls
within the scope of our legislation which, by the way, is pretty broad.

The same Uruguayan respondent, however, confirms the adverse
opinion on administration that was expressed by his countryman:

There is very little patent and trademark litigation in this coun-
try and, in consequence, there is not a sufficient body of jurisprudence
to warrant any specific comment. Administrative-wise the prosecution
of patents and trademarks is painfully slow. A lot could be done in
respect to this aspect of the matter. This, of course, is a matter of
deficiency of people and not of regimes, with the possible exception
of examination as to nevelty in respect to patents. The writer be-

18 Peruvian Industrial Promotion Law No. 13270 (November 30, 1959). The
Regulations of Law No. 13270 were promulgated April 26, 1960. (English Trans-
lation) S

17The Institute has acquired a copy of Patent Law No. 10,089 (Pecember 12,
1941), and of Uruguayan Trademark Law, effective October 24, 1940. (English
Translations)
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lieves that our Administration has not got the means to properly
examine patent applications and perhaps we would do better by fol-
lowing the French, Italian, Belgian, etc. systems.

In response to the fifth question, practitioners in Latin America
noted a high degree of compatibility among the laws of the various
nations; but they also recognize that uniformity is not easily obtain-
able and, furthermore, are not convinced of the desirability of uni-
formity. The pressures for developing common markets will doubt-
less encourage close coordination of hemispheric legislation.

RESPONSES OF LATIN AMERICANS TO SECOND QUESTIONNAIRE

A special effort was made to get additional information from Eng-
lish-speaking Latin Americans regarding the status of industrial
property systems, especially in the less industrialized countries. The
responses were spotty, reflecting the uneven familiarity with the sub-
ject matter involved. Occupation obviously was a factor influencing
disposition to reply and the quality of the information supplied.
Furthermore, not all of the respondents gave equal attention to
the five questions directed to them.

A comprehensive reply was received from an English-speaking
attorney in Santiago, Chile, who specializes in patents and trade-
marks. The industrial property systems, in his opinion, are ‘“well
conceived” and well administered. He considers them to have had
a beneficial influence on the development of Chile. Latin-American
industrialists and foreign firms, in his view, extensively patronize
the patent and trademark systems. He notes that a tremendous shift
has occurred from agriculture and mining to industry during the
past thirty years; and this increase, significant to the longrun eco-
nomic development of the country, was facilitated by “the sound
organization of the industrial property system.” Believing that
Chilean legislation provides adequate incentives to creativity, he
added that foreign inventors would feel greater security if Chile
were a member of the International Union (Paris Convention). He
adds that the Chilean legislature was considering improvement of
statutory provisions governing patents and trademarks. In his ex-
perience, businessmen are sensitive to the opportunities afforded by
patents in making their own investment decisions; and they also
take account of the patent rights of others in planning projects.

A high official of a trade association in Costa Rica states that, at
the present time, the industrial property systems have limited im-
pact on his nation. He recognizes, however, that scientists, inven-
tors, and authors are afforded some protection thereby. On the other
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hand, he believes that the means for rewarding creative persons are
inadequate. He also states that “the only rights in connection with
industry” that are important are “trademark registrations.” He con-
cludes that intellectual property has not yet reached a high state of
development in Costa Rica.

An officer of a trade association in Honduras replied that indus-
trial property systems are still of little significance for his own coun-
try. The limited degree of industrial development is cited as a fac-
tor. Domestic firms seem to have little interest as yet in the devel-
opment of Honduran patents. On the other hand, they are alert to
the possibility that a United States company with a strong patent
position may provide a safe umbrella for local investors.

From several respondents in Uruguay, we learned that the small-
ness of the market and the limited development of manufacturing
have encouraged the treatment of industrial property as a source
of revenue rather than as an incentive for creativity and investment.
Pharmaceutical products may represent an exception. It is also re-
ported that pirating occurs in spite of the law. Delays in registration,
aggravated by lack of staff, are a contributing factor.

CONCLUSION

This limited survey of Latin-American views reenforces impres-
sions gathered from other sources. Intercountry variation in pro-
visions for industrial property protection is less than the variation
in levels of industrialization. Legislation, in general, seems to be
more advanced than administration and judicial interpretation, but
the laws often lag behind modern requirements. It may be antici-
pated that further industrial devlopment, facilitated by the estab-
lishment of common markets, by additional United States private
investment and governmental aid, and by competitive bids for markets
from countries in the Eastern Hemisphere, will stimulate improve-
ments in legislation and administration.

Three kinds of international alignment of Latin-American indus-
trial property systems will probably be pursued in the coming years,
but at some point in time one may well become favored above the
others. One of the three routes is affiliation with the United Inter-
national Bureau for the Protection of Industrial Property. Already
moves are afoot in Europe to encourage such affiliation.’® The sec-
ond route of evolution is the establishment of a closer parallelism

18 Op. cit. supra, note 4.
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between Latin-American and United States laws.’® Change in this
direction, which would facilitate further United States investment,
may be encouraged by agreements leading to greater United States
governmental assistance. The third pattern of cohesion is culturally
and geographically plausible: the increasing mutual adjustment of
‘the laws in the various Latin-American countries entering into com-
mon-market arrangements with each other. The area of unham-
pered trade will correspondingly expand.?°

As these different modes of economic and legal integration are
explored, internal and external forces will interact to determine the
ultimate dominant form or mix. Industrialization itself is a dynamic
internal force, as well as a consequence of the interaction. This
process will be influenced by, and will also influence, the opinions
and wishes of informed Latin Americans, a small segment of whom
our inquiry sought to reach. Resurveys of Latin-American views will
contribute to the Institute’s understanding of the great changes occur-
ring in a part of the world in which the United States has a vital
interest.

18 Op. cit. supra, note 2, p. 342.

20 Op. cit. supra, note 2, pp. 340-342; 420-421. Multilateral Economic Cooper-
ation in Latin America, Volume 1, United Nations, Department of Economic and
Social Affairs, 1962.



Recent EEC Antitrust Activity Relating To Exclusive
Distributorships And Trademarks

GERARD J. WEISER*

SUMMARY

THIS- REPORT IS ONE OF A SERIES published by the Institute as part
of its continuous research project on the European Economic Com-
munity. A prior report covered the Proposed New European Patent
which will provide a patent system for the EEC superimposed on the
national patent systems.! Another report? published an Analysis of the
Regulations Implementing the Antitrust Provisions (Article 85 and 86)
of the Treaty of Rome which subjects certain agreements to a procedure
of notification to the EEC Antitrust Commission, and discusses recent
decisions, both of the National Courts and antitrust agencies and of
the EEC Antitrust Commission. A further report® evaluated the Right
to Apply for a Common Market Patent and its possible consequences
for United States corporate applicants. The compensations and in-
centives provided for discoveries to EEC inventors under their respec-
tive national laws were evaluated at an Annual Conference.* Another
report published a series of interviews conducted in Europe with lead-
ing EEC and national authorities in the patent, trademark and anti-
trust fields after they had lectured in the United States under the
auspices of the Institute.®

This report discusses recent developments in the field of antitrust
under national laws of the EEC member countries and under EEC
laws. The focus of the report is particularly, but not exclusively, on the

*Mr. Weéiser is a member of the Research Staff of The PTC Research Institute.

1PTC ]. Res. & Ed. (IDEA), Vol. 5, No. 3 (Fall 1961), p. 233.

2PTC ]. Res. & Ed. (IDEA), Vol. 6, No. 1 (Spring 1962), p. 20.

SPTC J. Res. & Ed. (IDEA), Vol. 6, No. $ (Fall 1962), p. 817.

‘PTC ]. Res. & Ed. (IDEA), Vol. 7, Conference Number (1963), p. 88.

SPieter VerLoren van Themaat, Director General of the General Direction for
Competition of the Commission of the EEC, “Current Antitrust Developments in
the: European Commeon Market and the Relation thereto of Industrial Property
Rights,” PTC J. Res. & Ed. (IDEA), Vol. 6, No. 4 (1963) p. 432. Franz
Frosclimaier, General Direction for Competition of the Commission of the EEC,
“Progress Toward the Proposed Conventions for a European Trademark,” PTC
J. Res. & Ed. (IDEA) Vol. 6, No. 4 (1963), p. 483.
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developments which relate to patent, trademark and distributorships
with aspects of exclusivity.

Decisions of the National Member Countries

PERTINENT RULINGS have been issued both by the national courts
and the administrative agency for trade regulations.

NATIONAL COURTS

During the past five years both the national courts of the Member
countries of the EEC and the German administrative antitrust agency
passed on numerous arrangements involving EEC antitrust. A number
of the more pertinent rulings are discussed here.

Number of Parties to Agreement

In a decision of the Court of Appeals of Munich,® the Court, con-
fronted with the important issue of the number of parties or enter-
prises to an agreement, distinguished between the number of parties
under the EEC law and under German law. The case involved a
price maintenance agreement imposed on customers of the plaintiff
in conjunction with the sale of its cameras. The plaintiff imposed
on his domestic buyers export prohibitions which prevented them
from selling the cameras abroad directly or to other exporters.
For a price maintenance system to be valid under German law, it
must, in addition to being registered with the German Cartel Office,
be complete from the manufacturer to the retailer, through the whole-
saler. The individual agreements between plaintiff manufacturer and
the individual retailers must be imposed on all the other retailers and
it must be accepted by all of them; the system must be enforceable
against all parties. If there is a gap of obligations in the system, for
instance, because some portions are unenforceable, the entire system
becomes likewise unenforceable. In effect, there is a complex system
of price maintenance and marketing restrictions involving more than
two enterprises. The Court pointed out that even if under German
law the system involves more than two enterprises because the sup-
plier has similar agreements with other enterprises, it did not preclude
that the individual agreement between the manufacturer and his re-
tailer be considered as an agreement between “two enterprises” only.
Hence, the agreement came under the EEC antitrust provisions for

87/8 Wirtschaft and Wettbewerb, hereinafter cited as WuW, WuW 626 (1963)
OLG Munich 30 Mai 1963.
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notification for only two enterprises. The notification submitted by
the plaintiff before February 1, 1963, was therefore timely. If the
agreement had not been construed as one between only two enter-
prises the notification would have been belated, and presumably the
validity of the price maintenance system would have been affected.

Accordingly, the export prohibition imposed by the plaintiff on the
individual retailers is, as ruled by the Court, at a minimum provision-
ally valid under the decision of the Bosch case of the European Court
of Justice of April 6, 1962.7

The decision is of further interest in illustrating how a national
court tended to disregard its domestic law to determine an EEC issue
which affected the validity of a national agreement. The decision,
insofar as it deals with the number of parties to an agreement, has
application to licensing agreements of trademarks, patents, and know-
how.

Export Restrictions

Another case upholds the provisional validity of a re-export pro-
vision.® In this case, Brown, a manufacturer of electric appliances
which included electric shavers, distributed these shavers under a trade-
mark which was subject to a price maintenance agreement on the
German market. Brown had imposed an export prohibition (a re-
export prohibition including re-export to Germany), on his German
wholesalers and on the foreign distributors in the EEC. All agree-
ments had been duly registered with the German Cartel Office and
notification had also been properly and duly given to the EEC Com-
mission. A German wholesaler of electric appliances, re-importing
the products from Belgium, offered them on the German market at
prices lower than those stipulated in the price maintenance agreement.

The Supreme Court of Germany, overruling the Court of Appeals
which had held the price maintenance incomplete because it was pos-
sible to re-export the shavers from EEC countries to Germany, ruled
that loopholes in the price maintenance system were not determinative
if violations were detected and enjoined promptly, as they had been
here.

It is significant that the Court, proceeding further than in the prior

"Société Kledingverkoopbedrijf de Geus en Uitdenbogered v. Robert Bosch
GmbH, Cour de Justice des Communautés Europeennes, April 6, 1962, 8 Rec. de
la jurisprudence dela Cour 89, [1962] JOCE 1081, hereinafter referred to as
“Bosch” case. For a discussion of the Bosch decision, see “A Symposium Antitrust
and the Common Market,” 88 New York Univ. Law Rev. No. 3 at 516 (1963).

8 Bundesgerichtshof Karlsruhe KZR 5/62, June 14, 1963, WuW 175 (1964).
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case, looked to EEC law solely to decide the validity of the re-export
prohibitions imposed on the foreign wholesalers and thereby to de-
termine the validity of the German arrangement. It is questionable
whether an entire German price maintenance system would be held
invalid if an export prohibition imposed on a non-German were in-
valid, because, for instance, it is belatedly registered with the Com-
mission. Would it make a difference under the decision, if the re-
export prohibition were imposed on a non-EEC party precluding re-
export with the EEC? If the Commission at a future date rules the
re-export prohibition improper, can the party thereafter assert in-
validity of the German price maintenance system? It is evident that
in both of the above cases, the parties benefited from having given
notification of their agreements to the EEC Commission. Actually,
here the Court enlarged the German concept of “pending unenforce-
ability” of agreements where due notification with the Cartel Office is
“provisionally valid,” an EEC concept for properly notified agreements.
The parties gained in legal and commercial security.

Trademarks

Two recent decisions deal with trade restrictions arising from the
territorial application of the trademark laws. In this first case,® a Ger-
man importer imported detergents in packages bearing the trademark
“Persil-Ideaal” from Holland at prices which were lower than those
at which German plaintiff marketed the detergents under the name
“Persil” in Germany. The Court of Appeals, affirming the District
Court, enjoined the party from importing and marketing the product
“Persil-Ideaal” in Germany. It held that the trademark owner who
registers a particular trademark in a country is protected only within
that country. Here the defendant had exhausted his trademark rights
when he had exported the product from Holland to Germany.

This application of the territorial principle, the Court pointed out,
is consistent with German decisions, and with those of the Supreme
Court of Austria and Switzerland. On the other hand, the plaintif
could not be denied the injunction on the basis that he had exhausted
his trademark right. The Court could not find any corporate connec-
tion between the Dutch exporter and the plaintiff. If a relationship
had been found between the Dutch exporter and the German party,
relief probably would have been denied. The defendant asserted that
there was an illegal territorial division of market between the plaintiff

9Henkel & GmbH v. Sommer, Oberlandesgericht Hamm, January 17, 1964, Case
No. 4 U209-63 6 WuW 535 (1964).
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and the Dutch firm since each one was enforcing its own trademark,
and that such agreement would violate Article 85 and 86 of the Treaty
of Rome. The Court, rejecting the defendant’s position, ruled that
the provisions of Article 85 and 86 do not prohibit restriction on trade
between the member states of the EEC which result from the principle
of territorial application of trademarks, and their enforcement where
imports or exports would violate the trademark rights of the trademark
owners. It emphasized that the Treaty of Rome had not rendered in-
applicable the trademark laws of the member states. These, in turn,
are also interwoven with international conventions protecting indus-
trial property rights. Accordingly, if the enforcement in Holland of
the trademark “Persil” by its rightful owner on one hand, and the en-
forcement by the plaintiff in Germany of the trademark ‘“Persil”
created a territorial division of the markets adversely affecting trade
between the member states it would not be the result of an agreement
between the parties and the Dutch firm, but would be merely the right-
ful enforcement of the national trademark laws. The decision is sig-
nificant in the length to which the Court went to distinguish the obli-
gations imposed on the parties and flowing from the proper exercise
of the trademark law and the restrictions on trade derived from other
agreements. A valuable analogy can be drawn with respect to the
exercise of patent rights.

Spanish Owner of Trademark

In two cases, the German Courts found expiration of the trademark
rights. Both cases involved parties outside of the EEC.

In the first case,'® the Supreme Court of Germany, confirming the
judgment of the Court of Appeals, denied relief to a German exclu-
sive distributor and importer of a Spanish soap “Maya” against another
German importer who sold it on the West German market. The plain-
tiff had the exclusive right to use the trademark. The Spanish whole-
salers did not have, in their agreement with the manufacturer, any
prohibition precluding them from exporting the soap abroad. The
Court, applying the principle of territorial application and exhaus-
tion of trademarks rights, held that the trademark owner is only pro-
tected within the country of registration of the trademark and that he
has no right extending beyond the national frontiers. Under the prin-
ciple of territorial application, the trademark rights were exhausted
when the manufacturer put the products bearing the mark on the mar-
ket and sold them. The Supreme Court pointed out that if the trade-

10Bundesgerichtshof 22 January 1964.



40 IDEA

mark owner could object to the imports of another importer, then the
trademark right, rather than being used to distinguish the goods from
the same or similar goods from another manufacturer, would simply
indicate the place of origin of production of the goods. As such, it
could be used as a means for dividing markets, fixing prices, and con-
trolling distribution along political lines. The trademark rights can-
not be used for such means. Such rights and obligations must be
entered into by separate agreements and must not be predicated on
the trademark right itself.

U. S. Owner of Trademark

In this case a German Circuit Court of Appeals denied an injunc-
tion to the German subsidiary and exclusive distributor of a parent
American company against an importer of the articles on the ground
that the parent company had exhausted the trademark right once it
had marketed the article outside of Germany. The Court distinguished
the situation where the article is marketed against or without the con-
sent of the holder of the trademark by another party, and in which
case, there is deemed no exhaustion by the owner of the trademark.
The Court pointed out that the trademark could not be used to re-
strict international trade when, as here, the trademark owner has in-
troduced the article in trade, irrespective of whether this is inside or
outside the country where it is sought to be enforced.

The case is of particular interest in that it involved a subsidiary of
an American company. It raises highly significant implications regard-
ing use of trademarks by joint ventures with American partners.

Jurisdiction of the National Court

In two French cases, the Court dealt with the issue of jurisdiction
of the court reaching opposite results properly.

In the Photo-Radio Club case,? the Court de Cassation of Paris,
affirming the Court of Appeals of Amiens, rejected an appeal to have
the case brought within the exclusive jurisdiction of the EEC Com-
mission. The Court upholding the Court of Appeals held that the
timely notification of licensing agreements of the party with his vari-
ous dealers to the EEC Commission did not remove these agreements
from the jurisdiction of the National Court’s concurrent jurisdiction.

11Decision of Circuit Court Dusseldorf 22 March 1963, Revlon 3 WuW 257
(1964).

12Paul Nicholas & Soc. Brandt v. Photo-Radio-Club, Court de Cassation (Ch.
Crim.) October 22, 1964, affirming the decision of the Court of Appeals of Amiens
May 9, 1963, 5 WuW 435 (1964).
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Applying Regulation 17,22 the Court held that since the EEC CGom-
mission had not yet initiated any proceedings, the jurisdiction as to
the applicability of Article 85, {1, still remains with the National
Court concurrently with the EEC Commission. Accordingly, the Court
of Appeals of Amiens properly had jurisdiction to hold that the agree-
ment was a domestic one, not subject to notification, since it involved
only parties in France responsible for goods manufactured in that
country and that it was not likely to affect trade beween the member
states of the EEC.

In another French case,' the Court of Appeals of Paris held that it
does not have jurisdiction to decide the unfair competition case where
the Commission had started proceedings pursuant to an application
under Article 85, § 3. According to Regulation 17 the Commission’s
jurisdiction to grant exemptions is exclusive of that of the national
courts.

It is evident that the national courts are applying the EEC antitrust
law and that the parties are using it as a defense in actions under the
national laws.

ADMINISTRATIVE AGENCY—THE GERMAN CARTEL OFFICE

The German Cartel Office has continued its active application of the
German antitrust law?!® to a wide area of business arrangements.

License Agreements'®

The Cartel Office has dealt with numerous cases involving license
agreements for patents and know-how. The Office reports that the
number of pending proceedings has again considerably decreased due
to the smaller number. of new actions and to the fact that a number
of legal problems were settled. The docket of the Office included 364
agreements carried over from the prior year, and 103 newly initiated
proceedings. Of these, 71 proceedings involving 244 agreements have
been closed. In eight proceedings, permission was granted pursuant
to Section 20 §3,7 but in several cases, it was granted only after the
parties agreed to amendments and other limitations on the agreements.
Eight further proceedings were closed by withdrawal of the applica-

13[1962] JOCE 204, as amended.

1SUNEF v. Consten Court of Appeal of Paris lére Ch.) 26 January 1963, [1963]
Rec. D. Jur. 189.-

15Law Against Restraints of Competition, July 27, 1957 (1957) 1 Bundesgesetzblatt
1081 (Ger. Fed. Rep.) (hereinafter cited as Cartel Law), 1 OEEC Guide D.1. 0
The German Cartel Law is administered by the Bundeskartellamt, cited as BKartA.

16Cartel Office Annual Report 1963 Bundestagsdrucksache IV/2370.

17Supra, note 15.
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tion for permission, partly because the parties’ agreements conformed
with the law.

a. Actions under Section 20, q 1, clause 1 & Section 21

Sections 20 and 21, § 1 of the Cartel law do not only apply to pure,
patent agreements dealing only with patent rights, but these Sections
also apply when the agreement contains arrangements as to the utili-
zation or transfer of trade secrets together with patent questions. For
so-called mixed agreements which also contain, in addition to license
arrangements, the elements of other contract types, Sections 20 and 21
are applied without consideration of the legal nature of the agreement,
at least insofar as the agreement provides restrictions on the user of
patents, utility designs and trade secrets.

A variety of different types of restrictions were examined. Prohibi-
tions to compete are among the most frequent and lasting restrictions
imposed on the licensee. They are void according to Section 20, {1
since they are considered beyond the scope of the licensed rights. As
a contractual restriction on the licensee, they also do not qualify for
the exception clause of Section 20, { 2 since they are not explicitly
stated in Sections 1 to 4 which represent a complete enumeration of the
admissible domestic restrictions.

The Cartel Office comments that the licensor need not rely on such
a clause to protect his interests. He can protect his interests ade-
quately by agreeing, with the licensee, to a sufficiently high royalty (e.g.
lump license fees and minimum license fees in addition to license fees
per unit), by prescribing to the licensee’s specific minimum amounts,
and by fixing the price for licensed products. The licensor can also
protect himself against misuse of his trade secrets, contrary to the
agreement; for instance, by providing for penalties.

Other types of restrictions which have been the basis of complaints
are restrictions on the production and distribution of products which
are in direct or indirect competition with the licensed products; re-
striction of participation, directly or through third persons, in other
enterprises which produce or market competitive products; restrictions
on the right to grant licenses to such parties or to be a licensee of
these parties. Obligations by licensees to pay the same license fees
per unit as for other products similar to the licensed products were ob-
jected to by the licensee.

b. Actions under Section 20, § 1, clause 2

The obligation imposed on the licensee to mark each article pro-
duced under the license as produced under the licensed patent, does
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not exceed the scope of the licensed right, since this is still concerned
in a broad sense with the “manner . . . of the exercise of the protected
right.” Such patent markings draw attention to protected rights to
avoid infringement. In one case that was decided by the Office, the
protected right was a process patent; the purpose of the obligation
was to clarify that patent protection extends to the products directly
produced according to the patented process. Restrictions as to the
quantity (e.g. specific numbers of pieces, weight units, annual turn-
overs), and as to territorial and technical areas are valid insofar as
they are imposed on the licensee by the licensor.

In 1962, the Cartel Office, in a change of policy, ruled that export
restrictions in agreements about patents and utility designs are be-
yond the licensed right. This policy was also applied to trade-secret
license agreements. Export restrictions in agreements, according to
Sections 20 and 21, therefore now come within the terms of the excep-
tion clause of Section 20, § 2, Section 5.

c. Section 20, § 2, Section 1

Under this section the Cartel Office reports that when the characteriz-
ing portion of claims of a process patent contain statements as to the
nature, condition and properties of the material to be used for the
production, according to the patented process, provisions by the li-
censor on the licensee to use only such material do not exceed the scope
of the protected right. Section 20, q 2, Section 1 is to be applied only
to such restrictions which are not within the scope of the protected
right, but which are designed to serve the technically unobjectionable
utilization of the subject matter protected by the patent. The licensor
has no unlimited right to prescribe to the licensee the source of sup-
ply for the material to be processed because of the material and time
limitation of Section 20, ¢ 2, Section 1. Authorization by the Office
must be denied in case of intermediate products of the same type, con-
dition and quality to be processed which are available on the market.
Section 20, § 2, Section 1, may apply to restrictions and limitations on
use and sales restrictions, as well as to quality and supervisory regula-
tion imposed on the licensee.

d. Section 20, 2, Section 2

If obligations as to fixed prices for several licensed products are
imposed on the licensee on the basis of various patents and trade
secrets, the obligations should expire on the date on which the cor-
responding protected right expires or the trade secrets become pub-
licly known. '
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e. Section 20, q 2, Section 3

Obligations for exchange of technical know-how and experience can-
not be imposed on the licensee separately from the licensed protected
rights. The obligations must be related to the protected subject mat-
ter and shall not exceed the term of the acquired or licensed right. If
there is no reference to the protected or licensed subject matter, the
obligation according to Section 20, § 1, clause 1 is invalid even if the
licensor is subject to reciprocal obligations of a same nature. On the
other hand, the licensee is not relieved of obligations to inform the
licensor of his commercial experiences, such as to disclose the calcula-
tion, to report on sales. advertising costs, and the like.

Obligations to transfer already existing or future inventions of the
licensee do not come within the terms of Section 20, 2, Section 3.
Also patents of addition are not a suitable basis for justifying the
transfer to licensors. If the licensee makes an invention which is to
be protected as a patent of addition, it may only be granted to the
licensor as owner of the main patent because of the requirement of
community of inventorship. Therefore, it is not contrary to Section
20, § 1, clause 1, if the licensee had the obligation to file for patents
for addition to the licensee’s inventions in the name of the licensor,
provided the patent of addition is reassigned to the licensee after
granting. After grant of a patent of addition, community of inventor-
ship with the parent case is no longer necessary. The licensor, how-
ever, may claim a license under the patent of addition.

Obligations not to challenge the licensed patent imposed on the
licensee may be imposed until expiration of the patent or utility design
even though the license is of a shorter period.

£ Section 20, § 2, Section 5

The Cartel Office continued its policy that obligations on the li-
censee which concern foreign markets must also be related to the pro-
tected subject matter. The requirements, however, should be adapted
to the circumstances of the individual case as well as to the justified
interest of the licensor. Thus, in numerous cases an adequate rela-
tionship to the protected subject matter has been found. Section 20,
4 2, Section 5 has been applied if a domestic licensor has imposed a
restriction on a foreign non-European license in order to avoid an un-
supervisable use in violation of the agreement.’® According to Section
20, 9 2, Section 5, the effects on foreign markets are disregarded if, at
the date of the examination, no significant effects on competition

18Decision of 2 September 1964 BKartA 4 WuW 345 (1964).
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could be ascertained on the domestic market; merely theoretical sec-
ondary effects on the domestic market are not sufficient. Extension
for prior appeals have continued to be filed with the Office, such as
that for an export association linking German manufacturers amongst
themselves and also German with foreign manufacturers.

g. Section 20, 4

The Office reports also that in some proceedings agreements between
domestic and foreign enterprises had to be examined, where in the
enterprises granted one another cross-licenses for a specific field on a
great number of patents in connection with an extensive exchange of
know-how. It is difficult to ascertain to what degree such an agreement
is void under Section 1 or to what degree it represents only a large
number of independent license agreements. The actual effects of such
license agreements can be similar to those of a cartel. Because the
conditions required for Section 1 could not be proved, no action was
taken by the Office.

Cooperation of the Cartel Office with the EEC Commission

The Cartel Office reports extensive discussions with the EEC Com-
mission. Further, the Cartel Office has drawn the parties’ attention
to possible violations of Article 85 so that the agreements have been
amended or notified in Brussels. But the jurisdiction of the Office has
been curtailed since the EEC Commission has exclusive jurisdiction to
rule on the applicability of the exception under Article 85, § 3.

With the exception of the question of export prohibition on a Ger-
man patent, the practice of the Cartel Office, in 1963 and continuing
into 1964, serves to reflect an attempt to settle cases along decided
lines, rather than attempting new approaches. It seems also to attempt
to deal with the complex problem of the application of the German
Law in relation to the EEC antitrust law. It reflects also its recently
restricted jurisdiction in cases involving the EEC and { 3 of Article 85
as to the same trade arrangement. The practice of the Office appears
also to reflect the influence of pending changes in the Cartel Law.

Amendments to the Cartel Law

The Cartel Law reflects the need for revision in light of the experi-
ence gained in the past years and the economic development of the
EEC and the German Parliament, with advice and consent of the
German Senate, has recently drafted an important revision to that
Law.?® The revision provides, inter alia, for abolition of the price fix-

107/8 WuW 622 Notice No. 29/64 BKartA and 10 WuW 840 (1964).
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ing privileges‘, closer supervision and control of exclusive dealing ar-
rangements, market dominating enterprises, mergers and new criteria
therefore.?® The implementation of the amendments which tighten the
law are likely to affect business arrangements in Germany and also
influence the EEC law.

The Decisions of the EEC Commission

The EEC Antitrust Commission has also issued a number of sig-
nificant rulings, including the landmark case of Grundig v. Consten,
and a number of grants of Negative Rulings. In the Grundig case, the
Commission refused to grant the exception of Article 85, 3 and in
the negative clearances cases, the Commission confirmed the non-
applicability of Article 85, q 1.

DECISIONS HOLDING A VIOLATION OF ARTICLE 85

The Grundig-Consten Case ~
a. The background

Recently the Commission issued its decision on the Grundig-Consten
agreement which involves important trademark questions interwoven
with an exclusive distributorship arrangement. The case originated
with the Commission as a result of a complaint submitted by UNEF
pursuant to Article 3 of Regulation 17 against Grundig and Consten,
German and French parties respectively, on the ground that these two
parties had violated the provisions of Article 85 by having an agency
contract agreement and a supplementary agreement concerning the
registration and use in France of the trademark “GINT.” The agree-
ment was entered on April 1, 1957. It is interesting to note right at
the outset that the action with the Commission originated as a result
of a complaint by a third party; in that-it too sets an important prece-
dent. Subsequent to the complaint by UNEF, Grundig notified its
agreement on January 29, 1963, in accordance with Article 5, § 1 of
Regulation 17. Thus Grundig availed itself of the benefits flowing
from notification of agreements pursuant to Regulation 17. This
means Grundig protected itself from the adverse results, both those
that might originate in civil suits between the parties as well as from
the Commission or other administrative agencies. Moreover, as noted
previously,? it suspended the action of Consten against UNEF on the

201d. at 628.

21Commission’s Decision, 23 September 1964, No. IV-A-0004-03344, 161 JOCE
2545 (1964); [1964] WuW 1069, only the French and German texts of the De-
cision are controlling.

22Supra, note 14.
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basis of unfair competition in the Court of Appeal of ‘Paris. In a sec-
ond action of Consten against UNEF, on the basis of infringement of
the “GINT” trademark, no ruling has as yet been issued by the Court.

b. The facts

Briefly, the facts of the case show that Grundig appointed Consten
its exclusive distributor for France, The Saar and Corsica, for radios,
tape recorders, dictating machines and similar equipment, as well as
for parts and accessories manufactured by Grundig. Costen, acting
on its own account, is' prohibited from representing other German
manufacturers who.produce or sell similar or like products; nor is
Consten- allowed to sell for his own account or for other products
that compete with the products under the contracts or that might inter-
fere or hinder their sale. As a further explicit prohibition, Consten
is precluded from making deliveries directly or indirectly from its ter-
ritory to any other country. Furthermore, Consten is authorized, for
the term of the contract, to use the name and symbol “GRUNDIG”
to distribute Grundig products; Consten is, however, precluded from
registering this trademark. Consten is further prohibited from using
this trademark after expiration of the contract, regardless of the reason
for the expiration. Grundig, in turn, has the explicit restriction not
- to sell directly or indirectly to other parties in the territory of the
contract. This clause which is part of a system of territorial protec-
tion required from the entire-Grundig sales organization, prohibits.
other Grundig purchasers, German as well as foreign, from exporting
or re-exporting. Thus, both parties, Grundig and Consten agree not
to export into or from the territory. The trademark “GINT” was
registered in France in October 3, 1957, in the name of Consten. The
trademark is affixed to all appliances manufactured by Grundig, in-
cluding those sold in Germany; and under the agreement, Consten
agrees that at the termination of the exclusive agreement, the “GINT”
trademark would be assigned to Grundig or would be allowed to ex-
pire. The “GINT” trademark was introduced by Grundig after it
lost a decision in Holland, December 1956, against a parallel importer,
where Grundig attempted to insure territorial protection through the
Grundig trademark for its Dutch exclusive distributor. The deécision
against Grundig is similar, in that extent, to the above discussed Maya
case in holding that Grundig had exhausted the Grundig trademark
by placing it into trade and that it had no rights outside of Germany.
As a result, the “GINT” trademark is registered in Germany in the
name of Grundig, but in other several member states in the name of
the exclusive distributor. :
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c. The decision

The Commission examined systematically each one of the elements
of Article 85, § 1 and then those of { 3 before holding the agreements
prohibited and issuing its injunction. The Commission showed that the
agreements here are between two enterprises and that they fulfill the
two requirements set forth in Article 85, namely that they restrict and
distort competition within the Common Market and that agreements
are likely to affect trade between the member states. The Commission
pointed out that regarding the first point, the restrictions imposed on
Consten and on Grundig’s dealers resulted in the fact that no dealer in
Grundig products established outside of France could sell these prod-
ucts in France; and furthermore, that imports in France of Grundig
products by third parties into France are also precluded. The Com-
mission then placed great reliance on the effect of the “GINT” trade-
mark and showed that the arrangement’s object was to protect the ex-
clusive distributor in France against parallel imports. Thus, it com-
pletely insulates Consten from the competition of other enterprises
dealing in Grundig’s products insofar as the territory is concerned.
The Commission did not look further into the purpose of the trade-
mark “GINT” except to note here that the trademark was not needed
to show the origin of the goods since the Grundig trademark already
serves this purpose.

Rejecting the argument of Consten that competition at the stage of
the producer’s level was adequate so that further distortion of compe-
tition could not possibly result at the stage of the exclusive distribu-
tor, the Commission held that it was sufficient that competition
be prevented or restricted at just one single stage of competition with-
in the meaning of Article 85 ¢ 1. The Commission held that it was
important for the consumer to have a true choice between two distribu-
tors dealing through parallel sales network. And for this reason, there-
fore, where the distributor bears the same trademark, competition at
distribution level is particularly important between wholesalers, par-
ticularly where cost of distribution represents a significant portion
of the total cost. Accordingly, for these reasons and heavily relying
on the effect of the supplementary agreement concerning the “GINT"”
trademark, the Commission ruled that competition is restricted within
the meaning of Article 85, ¢ 1.

The Commission further held that the agreements tend to affect
trade between the member states. It is noteworthy that the Commis-
sion for the first time adopted a broad construction of the term “affect
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trade” by using the expression “likely to affect trade,”?? thus conform-
ing its interpretation more closely to the original German and French
text of Article 85 and perhaps clarifying and putting to rest a con-
troversy prevailing since the enactment of Article 85. The Commis-
sion showed that the export and import prohibition imposed on the
two parties and on the other distributors of Consten, as well as the
supplementary agreement concerning the registration of the “GINT”
trademark in the name of Consten, contributed to the isolation of the
national French market from the rest of the European Common Mar-
ket and therefore the agreements were likely to affect trade between
the member states. The Commission rejected the defense that trade
between France and Germany had increased substantially while the
agreement was in existence. It is sufficient, the Commission ruled,
within Article 85 that the agreement causes trade between member
states to develop under conditions different from those under which it
would have developed without such a restriction and that the effect
on market condition be of some significance. Here, therefore, the Com-
mission has provided additional criteria respecting the words “affect
trade” in requiring that the effect be of some commercial or economic
significance.

The Commission then turned to Article 85, § 3 to determine if the
conditions set forth by that paragraph were fulfilled. In its notification
of the agreement by Grundig and Consten on January 29, 1963, the
parties requested an exemption under q 3 of Article 85. The justifica-
tions provided nine major reasons for requesting the grant of the
exemption. Only on one of these points did the Commission find for
Consten and Grundig in holding that an improvement of production
and distribution could be found in this case. Even this point, how-
ever, was not fully examined since, as the Commission stated, the other
conditions of § 3 were not fulfilled.

First, the Commission ruled that the consumers were prevented from
being given a fair share of the profit resulting from the improvement
of the distribution system. It is not enough to satisfy the word “profit”
in 3 of Article 85 that the consumers be given only the improvement
derived from the distribution of the products, but also that they must
share in any price reduction which follows this improved distribution.
The Commission rejected the argument that a general lowering of con-
sumer prices was satisfying the requirement of fair share in profit for

23Les contracts sont susceptibles d’'affecter le commerce entre Etats membres
pour les raisons-suivantes. (Fr.) Die Vereinbarungen sind aus folgenden Grunden
geeignet, den Handel zwischen Mitglied-staaten zu beeintrichtigen. (Germ.). Note
20 at 2548, .
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the consumer, since no evidence had been shown tracing the lowering
of prices to the activities of the sales organization of the parties. Ac-
cordingly, the price differential which is made possible by the absolute
territorial protection which was imposed here on Consten precludes
the consumers from being given a fair share of the profit, and there-
fore, there was a violation of this clause.

The crux, however, of the decision ruling § 3 not applicable to the
agreement is that not all the restrictions imposed on the enterprises
were indispensible for the fulfillment of the desired end. The Com-
mission ruled that the restraint of competition, which is most objec-
tionable, is the agreement regarding absolute territorial protection de-
signed to prevent imports of the products by parallel importers into
the territory of the agreement. The criteria to apply is whether or
not it is possible to improve distribution of the products by a sole agen-
cy, even though parallel imports from a wholesaler outside of France
are allowed by other wholesalers and retailers in France, delivered
directly by Grundig or from any other dealer established outside of
France. If the goal of improving production and distribution of the
goods can no longer be achieved by weakening the territorial protec-
tion, then.such absolute territorial protection would be indispensable.
If, however, even under such conditions, improvement of production
and of distribution of the goods is still possible, then absolute terri-
torial protection would not be indispensable. The Commission found
no reason why Consten, even without absolute territorial protection,
would not be in a position to exploit the French market as a sole agent.
On the contrary, the Commission relying on the Dutch experience of
Grundig’s sale organization, pointed to the fact that parallel imports
can be considered as a useful means of correcting the price differential
between the various countries without, however, substantially hamper-
ing the activities of the sales organization.

The Commission then further ruled that the absolute territorial
protection was not justified and that it had no relation to advance
planning, guaranteed service, post sale service and cost of advertising
and guaranteed service. (Because of these grounds, the Commission
held that the agreement could not be exempted under Article 85, T 3.)

It is significant that in discussing the cost of advertising, the Com-
mission stated that it is sufficient if Grundig agrees not to export di-
rectly to another enterprise within the territory. The Commission
therefore would apparently condone such an obligation imposed on
the manufacturer outside the exclusive distributorship territory. Fol-
lowing the reasoning of the Commission, this would oblige the parallel
importer to obtain his supplies from wholesalers in other countries,
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including the country of the manufacturer, and would also promote
efficiency in lowering of prices to enable the parallel importer to com-
pete with the exclusive distributor.

d. The “GINT” Agreement

Highly significant also are the comments of the Commission regard-
ing the supplementary “GINT” agreement. That agreement, as stated
by the Commission, was not notified to the Commission. The Commis-
sion further held that the agreement respecting the “GINT” agree-
ment was not a candidate for the classes of agreements which are
exempted from a notification under Article 15, q 2a of Regulation 17.
These provisions provide that certain agreements involving industrial
property rights, such as patents, trademarks or know-how are not sub-
ject to notification when only two enterprises participate in the agree-
ment and when its sole effect is to impose certain limitations on the
user of the industrial property rights. The Commission’s ruling
strongly suggests that it considered the supplementary agreement re-
garding the “GINT” trademark not to have as its sole effect the im-
position of obligation regarding the trademark, as is required under
that section.? The specified obligations imposed with the trademark
license were too closely connected with the exclusive distributorship
agreement tightening further its absolute territorial protection.

Noteworthy further is a comment of the Commission to the effect
that it refused to decide whether or not the supplementary agreement
respecting “GINT” had been implicitly notified to the Commission
along with .the exclusive distributorship agreement, because of its
close connection therewith. This point may be an issue in the civil
action of Consten against UNEF for infringement of the “GINT”
trademark.

If the French Court should take the position that the trademark
“GINT” is not necessary to indicate origin of the goods since the
mark GRUNDIG is already affixed thereto by Grundig, it could be
foreseen that the court could refuse the enjoined UNEF on the basis
that the mark has been exhausted when the goods are placed in trade
by Grundig.

The Commission enjoined Consten and Grundig from engaging in
any measures designed to hinder or to impede third parties in the
EEC from buying from wholesalers or retailers of their choice the
products covered by the agreement for resale in the territory. Both

24 38 New York Univ. Law Rev. 496, 513 (1963) “A Symposium Antitrust and
the Common Market.” '
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Grundig and Consten are further enjoined from using “GINT”
trademark for that purpose. It therefore leaves UNEF free from con-
tinuing its purchase from wholesalers in Germany or elsewhere in
the EEC and then selling it on the French market. The Commission’s
decision in the Grundig-Consten case has been appealed by the parties
to the Supreme Court of the EEC.%

e. The Commission’s Interpretation of the Decision

In an announcement the Antitrust Commissioner?® of the EEC
underscored the fact that the decision did not hold that Consten could
not be the exclusive distributor for Grundig in France. The principle
objection of the Commission was to the effect that Consten was being
sheltered in the exercise of exclusive selling rights beyond those of the
exclusive distributorship. The Commission further stresses the point
that its decision was not aimed at exclusive distributorship agreements
in general, but against those agreements where the restraints on com-
petition go beyond those which are indispensable for the improvement
of production or distribution. The Commission’s decision provides
an important guide line in evaluating those agreements which are
likely to violate Article 85 and those in contrast, which would mini-
mize risks under Article 85.

The Faence Convention

In another case the Commission refused trade associations both a
a negative clearance and an exemption of §3 of Article 85. After re-
viewing in detail the arrangement, the Commission found that not
all restrictions were necessary to reach the purposes of the agreement.
The Commission pinpointed its objections on clauses which forbade
recognized customers to sell and use products that are covered by the
agreement and are manufactured by non-member producers. Also the
Commission objected to the member-manufacturers’ obligation to sup-
ply only recognized customers to the exclusion of general contractors,
as an entire class of buyers. Throughout the decision, the Commission
showed its concern and raised its objections because of the lack of ob-
jective criteria for determining the qualified customers to whom the
member-manufacturers could sell. The Commission further showed
that the agreement did not prevent unqualified parties from using the
products.

The agreement between the trade associations was amended pursuant
to the Commission’s objections twice, in November 1963 and in March

252 JOCE 17 (1965) and 3 JOCE 21 (1965). :
28Announcement of Dr. Hans von der Groeben, Brussels, 25 September 1964.
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1964, and then submitted again for a negative clearance or, in the
alternative, for the grant of an exemption under §3 of Article 85. The
Convention, as amended, established a list of qualified purchasers with
a detailed list of objective criteria which the customers must meet in
order to qualify. Moreover, a mixed Commission is established to pass
on the qualification of any other party who wants to belong to the list
of qualified customers. It is explicitly provided that the general con-
tractors can also qualify if they fulfill these objective criteria. It is
further explicitly provided that any enterprise may become a member
of the Convention and that it shall not determine the price and the
other trading conditions of the products. Moreover, the customers
may, at their option, purchase from members or non-members of the
Convention.

The Commission’s ruling is significant in view of its applicability to
trade associations or other organizations with a large number of mem-
bers, some of whom are in the EEC, and some others are not. Again,
the Commission emphasized its objection to the clauses which are not
necessary to achieve the ends and the purposes of the agreement.

DECISIONS HOLDING ARTICLE 85 NON-APPLICABLE
Commission’s Actions

The decision in the Grundig case, holding that Article 85 was
violated and that Section 3 was inapplicable, follows a series of nega-
tive clearances granted by the Commission holding Article 85 inappli-
cable. An analysis of these negative clearances reveals that the Com-
mission has examined a number of agreements arrangements typifying
various situations: the parties located in different states within the
European Common Market; the parties located within the same state
of the EEC; one of the parties located in the EEC and the other party
outside, regardless of whether the party outside of the EEC is in EFTA
or not. Where one party is in the EEC and the other is not, two situa-
tions arise with respect to the different functions accomplished by
by each one of the parties. In the Grossiflex arrangement,? Fillistorf,
the exclusive distributor in Switzerland, was prohibited from selling
or producing products competitive with those of Grossiflex, and
Grossiflex agreed not to sell directly to Switzerland. In the Nicholas
Fréres? arrangement with Vitapro, a British company, each party
agreed to limit their activities to their respective territories, the

21Grossfillex Co. & Fillistorf (Zurich) 58 JOCE 915 (1964); Request for Nega-
tive Clearance for Exclusive Delivery to Qualified Buyers, 7/8 WuW 618 (1964).
283.A. Nicholas Freres & Vitrapro (UK) 136 JOCE 2287 (1964).



54 |IDEA

Nicholas Company covering the European Common Market. The
agreement was entered in conjunction with a sale and purchase of the
assets for which Vitapro was the exclusive distributor in Great Britain.
In both of these agreements the Commission ruled that the agreements
did not come within Article 85, Section 1.

In a further ruling?® involving an American party the Commission
found that the agreement to be a non-exclusive concession was not
designed to insure territorial protection. Pursuant to the agreement,
the American party had appointed a Dutch distributor for its products
without restriction as to territory, explicitly reserving the right to
appoint other distributors in the same territory and sell the products
to certain classes of buyers and even directly to other purchasers.
Furthermore, the Dutch distributor was allowed to sell competitive
products; he also fixed his own prices and conditions of sales of the
product of the American manufacturer.

In another agreement,?® the Commission acted on a multiparty agree-
ment involving parties throughout the European Common Market,
including four in Holland, concerning an agreement with respect to
export to non-member countries. DECA, an organization of Dutch
building and construction firms, had associated and subsidiary com-
panies in the other countries of the European Common Market. They
agreed to report to a central office their capacity to undertake orders;
they distributed these orders amongst the members of the association
in order to insure their most efficient operations. The agreement also
provided for cooperation and joint execution of the project submitted
to the association. The Commission ruled explicitly that Article 85
not only covers goods and articles but also services, and that, therefore,
building and construction must comply with the competition rules.
The Commission recognized that the agreement affected the restriction
of competition with respect to markets lying outside the EEC where
the rules of competition do not apply. The Commission found that
there was no competition, restriction or distortion within the EEC.
Accordingly, the negative clearance was granted.

Characteristics of Applications for Negative Clearances

A study of the applications for negative clearances furthermore re-
veals the following types of cases. A French firm with an exclusive
distributorship, one in Italy and the other one in Holland, respectively
granted the distributors the right to sell competitive products by other

2%Bendix International Div. of Bendix Corp. and S.A. Mertens & Straet 92
JOCE 1426 (1964).
3%Dutch Engineers & Contractors Association (DECA) 178 JOCE. 2761 (1964).
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manufacturers.3? There were no restrictions on the right to resell
to third parties. In another agreement,®* a German manufacturer and
his Belgium distributor were involved with no restriction on his right
to resell to third parties. Likewise, an agreement® setting up a French
exclusive distributorship for a Dutch manufacturer, provided no
restriction on the French distributor’s right to resell to third parties
or to set his own resale prices, but he was under obligation not to sell
competitive products of foreign origin. He was allowed to sell com-
petitive products of French origin. A French manufacturer notified
his arrangement with a German distributor on one hand and a Belgium
distributor on the other, requesting a negative clearance or, alternative-
ly, an exemption under Article 85.3¢ The German and Belgium dis-
tributors were granted exclusive right to import and distribute the
products in their respective territories. In both agreements, there
were no export prohibitions imposed on the distributor. The restric-
tion not to sell competitive products in Germany was imposed on the
German distributor, but not the Belgium one. In both cases, the
resale prices are freely set by the distributors.

It may be noted that no decisive pattern emerges from these rulings
and applications regarding who is the notifying party. Where both
parties are willing to notify, the decision appears to be one that can
lend itself properly for determination by commercial and business con-
siderations.

When the various decisions and rulings of the EEC Commission are
superimposed on the decisions of the national courts and agencies, an
impressive body of law tends to emerge.

The Development Towards a per se Exemption Doctrine
BACKGROUND

The Commission of the EEC deemed it necessary that it promulgate
a regulation granting an exemption for certain categories of agreements
from the prohibition of Article 85, §1 under €3 in order to carry out
effective supervision of trade practices coupled with the simplest pos-
sible administrative control. Other than for practical reasons, this
approach to trade regulation is also justified on the basis of economic
theories and studies carried out in the EEC tending to show that at
least at this stage of economic development in certain types of trade

31Notification No. IV/A-01487 and 01488, 165 JOCE 2606 (1964).
32Notification No. IV/A-02702, 165 JOCE 2607 (1964).
83Notification No. IV/A-03036, 165 JOCE 2607 (1964).
84Notification No. 1V/A-22491, 179 JOCE 2860 (1964).
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practices the favorable effects on economic integration outweigh their
undesirable effects. Moreover, the Commission believed that such a
regulation would promote legal security for the enterprises in allowing
them to formulate their business relationship through agreements
which they would know are proper under EEC antitrust. An impor-
tant step toward exemption by categories or by groups of agreements
has now been taken.

COUNCIL’S REGULATION No. 19/65

In Regulation No. 17, it is provided by Article 22, {1, that the
Commission could submit to the Council proposals for making certain
categories or groups of agreements, decisions and concerted trade
practices all subject to notification. There is, however, no counterpart
provision allowing the Commission to issue rules for exemption for
entire groups of trade agreements which have in common the absence
of certain objectionable features and that they may embody certain
desirable or non-objectionable features. The Commission, therefore,
did not have the power to issue regulations to rule Article 85, €3 in-
applicable to groups of agreements. Its competence only related to
individual agreements whose objects were specifically and extensively
defined. It is the Council, as the principal decision making authority,
which is competent to issue a regulation authorizing the Commission
to apply Article 85, {3 to categories of agreements. On February 2,
1965, the Council adopted a regulation® granting to the Commission
the power to issue a regulation to grant group exemptions to certain
agreements under Article 85, 3. The Commission’s regulation was
issued pursuant to a formal proposal of the Commission after extensive
consideration by the EEC Assembly and with the advice of the Eco-
nomic and Social Committee.

‘The Regulation, in which the Commission has been given the power
to issue, will be limited to agreements in which only two enterprises
participate. It is confined to essentially two types of agreements; ex-
clusive dealing and distributorship agreements, and licensing agree-
ments with respect to industrial property.

Distribution Agreements with Exclusivity Features

The first group of agreements which are candidates for this special
favorable treatment of group exemption are certain exclusive dis-
tributorship agreements whereby one enterprise undertakes to deliver
specific products to only one other enterprise, for resale in a specified

85Council's Regulation No. 19/65, 2 March 1965, 36 JOCE 538 (1965).
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part of the territory of the Common Market, or whereby one enter-
prise agrees, with respect to the other, to purchase certain products
from the latter only, for the purpose of resale, or whereby two enter-
prises agree to reciprocal obligation of this type.

The Council’s Regulation further specified that the Regulation of
the Commission must include in its definition of the groups of agree-
ments to which it can apply a definition of the type of restrictions or
clauses that may not appear in the agreements, what clauses must ap-
pear, or what other conditions must be fulfilled by the agreement in
order for it to qualify under the group exemption Regulation.

License Agreements for Industrial Property

The Commission is authorized to issue a regulation exempting agree-
ments in which only two enterprises participate and which include
limitations imposed with respect to the acquisition or use of rights of
industrial property—namely patents, utility models, designs and models
or trademarks—or with rights resulting from contracts assigning or
licensing manufacturing processes or know-how relating to the use and
application of industrial techniques.

The authority granted thus has a substantial analogy with the types
of situations covered by the communications of the Commission respect-
ing distributorships.®® The power of the Commission is not limited
by the Consultative Committee on Capital and Monopolies which must
be consulted before a regulation is issued. This provision dispels the
concern that the Consultative Committee would have a veto power
on the actions of the Commission.3” The Commission has already con-
strued the Regulation to mean that the Commission need not even
have the agreement of the Consultative Committee, but that it merely
needs to consult it before publication of the draft or the issuance of
a regulation. Thus, the power of the Consultative Committee is
analogous to that provided under Article 10, €5 and 6 of Regulation
No. 17.

The proposed regulation group exemption would apply only to
agreements in which two enterprises take part. Hence, as in the past
under EEC legislation, only those agreements in which two enter-
prises participate will receive more favorable treatment. Accordingly,
it continues to be critical to determine the number of parties that
take part in any particular agreement. The question of joint ventures

36First Communication on Application of Article 85 to Certain Patent Licensing
Agreements [1962] JOCE 2627, 2629; Official Notice on Patent Licensing Agree-
ments [1962] JOCE 2922. _
87Question and Answer No. 114, Deringer to Commission 45 JOCE 679 (1965).
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always also raises this question,

The proposed regulation can be made to apply retroactively to
those agreements which could have benefited from a decision having
retroactive effect under Article 6 of Regulation No. 17. Hence, again
it becomes critical to determine if the original agreement under
Article 17 could have been benefited by such retroactive provisions.

It is noteworthy that under Regulation 19, a distinction is again
made between existing or old agreements and new agreements, thus
perpetuating the distinction introduced by Regulation 17 between
agreements existing on March 13, 1962, and those concluded there-
after. The regulation may provide that Article 85, {1 shall not apply,
for a specific period, to agreements in existence on March 13, 1962,
which do not fulfill the conditions of Article 85, {3, provided that
within three months from the date of the regulation, these agreements
are amended to comply with the provisions of the regulation and
provided these amendments are notified to the Commission within the
time limit fixed by the regulation.

Insofar as the private right of the parties, it is noteworthy that in Regu-
lation 19, the Council has attempted to preclude a party from invoking
the benefits of the proposed group exemption in an action pending
at the date on which the regulation may issue, or to invoke its benefits
as a basis for a claim for damages against third parties. This significant
provision again shows the attempt of the Council to avoid affecting
the private rights of litigants retroactively. It would thus appear that
a defendant could not invoke as a defense against the claim of the
other party that his agreement conforms to those exempted under
Article 85, 43 under the proposed regulation.

THE TREND

The proposal to establish new regulations for group exemptions is
a further step in EEC antitrust legislation tending to establish a class
of agreements which are proper as such under EEC antitrust.

In providing legislative definition of a class of agreement, which,
prima facie fulfill the standards of Article 85, €3, the Commission
could be considered as establishing a per se validity doctrine.3® Insofar
as the EEC attempts to define the area of legality rather than of il-
legality as under United States law, the two laws are opposite. Both
laws have in common the point that for agreements which do not fall
in the area which is not within the scope of the definition of per se
illegality or of legality, the law of incertitude prevails. Within that

38“A per se Exemption Doctrine?” Supra, note 28 at 520.



Exclusive Distributorships and Trademarks 59

area, however, the EEC law affords, in contrast to United States law
and as a characteristic of its own, the relative protection provided by
notification against private liability and action by the Commission.
This is an important advantage.

Furthermore, beyond tending to distinguish between what is legal
and what is not, EEC law displays a greater legislative selectivity with
respect to the various trade practices. Because of national differences
of approach to these practices and because legislation in the EEC is
often based on economic studies, EEC antitrust has tended to selective-
ly favor certain trade arrangements over others. This has been the
tendency insofar as agreements that involve only two parties, certain
distributorships, and licensing of industrial property agreements. Such
legislative selectivity in trade practices tends to promote economic ar-
rangements between the parties which suit such legislative patterns.
To that extent, a certain type of indirect economic planning results
which brings about a not entirely free competition, but rather a
type of indirectly regulated competition between and within these
various trade arrangements.






Non-Accessibility of Proposed Common Market
Patents of Third Party Nationals and lts
Effect on U.S. Convention Rights

SAUL JECIES®

SUMMARY

ONE VERSION OF THE PROPOSED PATENT LAW for the Common Mar-
ket countries would exclude non-members from obtaining a Com-
mon Market patent, that is, a patent covering the territory of all
members. Whether such an arrangement by the Common Market
country members would be contrary to the Paris Convention appears
to be moot since the Paris Convention contains no machinery for en-
forcing the provisions thereof. The present article points out that
exclusion of non-members from obtaining Common Market patents
might result in a loss of the benefits of the Paris Convention in the
United States for the members of the Common Market.

HE GOVERNMENTS OF THE MEMBER COUNTRIES of the Common Mar-

ket are continuing with their efforts for the recreation of Common
Market patents and trademarks. A number of articles have been pub-
lished regarding this problem.

The object of the present article is to deal with one aspect of the
project, namely the accessibility of non-member countries to the pro-
posed Common Market patents and trademarks. The version denying
accessibility to non-member countries has been discussed extensively
from the point of view of whether or not the Paris International Con-
vention'! permits such an exclusion. It is, of course, not yet settled
whether access will be allowed or denied. It is, however, pertinent to
discuss the result of the clause denying accessibility, should it be en-
acted eventually.

It is deemed advisable to dwell on the history of the Paris Inter-
national Convention before the effect of denial of access is explored at
least as far as the United States is concerned.

* Mr. Jecies is a practicing attorney in New York, New York, and a2 member of
the English bar.
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The Paris International Convention differs in its basic aspects and
conceptions from other international treaties at least in two major
points. There never was, and there is no quid pro quo for obtaining
the benefits of the Paris International Convention, neither for the
original signatories nor for any other country which wishes to join.?
Additionally, there is no possibility for any member or members of
the Paris International Convention to exclude or prevent or have any
say in the matter of another country joining the Paris International
Convention. Furthermore, the Paris International Convention does
not contemplate any sanctions for members which derogate from the
articles of the Paris International Convention and there is no forum
to decide whether a member has or has not fulfilled the obligation
under Article 2 of the Convention.®> These points will be discussed at
greater length below, since they are intimately connected with the
coming into existence of the Paris International Convention and with
the point of the present discussion.

HisToricAL BACKGROUND OF THE PARrR1s CONVENTION

The events leading up to the Paris International Convention are of
interest. An international exhibition was to be held in Vienna in 1873,
in which a great number of countries. including the United States.
proposed to exhibit the latest fruits of their industry. It should not be
forgotten that, at that time, Vienna was an important center of com-
merce and all countries, particularly industrial countries, wished to
show the latest developments to the general public on this occasion.

The Austrian Patent Law in existence at that time provided for
invalidation of any patent unless manufacturing was started in Austria
twelve months from the issue of the patent. It was understood that ex-
hibitors intending to show a patentable invention must make timely
application for patent protection in Austria. Exhibition at the Inter-
national Convention in Vienna would of necessity make the exhibit
known and would provide a bar for filing later patent applications in
most countries, since the visitors would take with them reports about
the exhibits together with leaflets and other descriptions. Addition-
ally, it was likely that descriptions of a number of exhibits would be
published in newspapers and magazines. Industrial countries, particu-
larly representatives of the United States, found the above rules relat-
ing to invalidation most vexatious. Voices were raised in the United
States to refuse the invitation by the Austrian Government to exhibit,
unless this legal rule was changed.* The American Minister in Vienna
mentioned to the Austrian Foreign Ministry that American nationals
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and corporations might refuse to show at the exhibition unless the
Austrian Patent Law relating to forfeiture of patent rights based on
“non-working” was changed.® This provision of the Austrian Patent
Law was enacted to protect local industry.

The efforts to consider protection for inventions on a broader scale
than the protection of local industry, made under the leadership of the
United States, led to the Vienna Congress of 1873.¢ The Vienna Con-
gress of 1873 dealt with the problem at hand, the exhibition of 1873, in
an acceptable manner. The United States pressed, additionally, for a
general patent reform on an international scale.” The Vienna Con-
gress decided to hold an international conference on the possibility of
international protection of inventions. The resolution adopted read:
“Governments should endeavour to bring about an international un-
derstanding of patent protection as soon as possible”;® a high-spirited
resolution which remained a resolution, as such high-spirited resolu-
tions tend to remain. '

Nothing happened about the resolution, passed at the Vienna Con-
gress of 1873, until another international exhibition provided a further
impetus for improving patent protection for foreign inventors. A con-
ference was held in Paris in 1878, in connection with the International
Exhibition of that year.® The United States of America again pressed
for an abolition of compulsory working and for an abolition of the laws
requiring revocation due to non-working which could be found in the
patent laws of a great number of countries.® In effect, the United States
attempted to obtain a resolution which would treat American nationals
in a manner comparable with the United States Patent Law. The prin-
ciple of each country giving foreign nationals the same rights as they
have in their own respective home country was rejected in its entirety.

The contrary principle, namely that foreigners should, in all cases, be
treated as equals with the nationals in each and every country in which
they try to obtain protection was adopted. The resolution meant that
no country should give its own nationals greater protection, in relation
to patent and trademark rights, than it allowed to foreigners.

A commission was set up by the Paris Conference of 1878 to incor-
porate- the above principle in a draft agreement. A draft agreement
was agreed upon which was submitted to the Paris Conference of 1880.

The Paris Conference of 1880 approved, with some minor amend-
ments, the draft Convention prepared by the Commission. The most
important clause of the approved draft was the clause which is now
Article 2, incorporating the concept that each of the contracting states
took on an obligation to treat the subjects or citizens of any member



64 IDEA

states in the same manner as their own nationals regarding patents and
trademarks. :

A brief conference was held in Paris in 1883, in which the Conven-
tion for the Union for the Protection of Industrial Property was finally
approved and signed. It should be noted that of the eleven original
signatories two countries, Holland and Switzerland, had no provision
for the protection of patents, that is, no patent law, at the time of
signature.

The point that some countries might become signatories or later
accede to the Paris International Convention without having any laws
enacted for the protection of patents, was not overlooked. It was de-
cided that any country desiring to do so should become members of
the Paris International Convention, even countries having enacted no
laws for the protection of patents. It was held that the moral forces
and the exigencies of commercial and industrial life were such that,
ultimately, all members would enact appropriate patent laws. Later
events proved that the decision was a correct one, since all signatories
of the Paris International Convention of 1883 have since enacted patent
laws for the protection of industrial property. Strong external pressure
was, however, required to bring about the enactment of the Swiss
Patent Law.? ‘

It is significant that the Paris International Convention is perhaps
the only international treaty which avoids purposely the principle of
quid pro quo. Thus the Convention enables any country to join by
simply notifying the Bureau set up by the Convention.?

The United States representatives tried repeatedly to obtain better
treatment for their nationals, pointing out that there were, at that time
at least, no restrictions such as compulisory licensing or revocation pro-
vided for in the United States laws; additionally, no yearly taxes or
renewal fees were payable. United States representatives tried to ob-
tain reciprocal benefits for their nationals.!® The proposals made by
the United States representatives were decisively rejected on each oc-
casion. The reason propounded was that the universal treatment of all
patentees could not, and should not, be undermined since it is the
basis of the Paris International Convention.'' In other words, the prin-
ciple of giving foreign nationals the-same or similar protection as their
own country granted to foreigners, was again rejected.!

A number of articles have been published, dealing with the question
of accessibility to the proposed Common Market patents by nationals
of third party countries, such as by Ladas,'* Colas,'¥ Frayne,* Colas,®
Ulmer,'® Armengaud,!” and Bucknam.!®* These articles apparently are
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based on the assumption that the Paris International Convention! was
fully incorporated into the national laws.

It is deemed necessary to discuss briefly the manner in which inter-
national treaties are incorporated into national laws.

INCORPORATION OF INTERNATIONAL TREATIES INTO DOMESTIC LAw

The main difference between the effect of a validly concluded treaty
on the domestic laws of the various countries resides in the constitution
and the legal principles applied in the various countries. Some coun-
tries make a validly executed treaty part of the domestic law automati-
cally, if this is intended. Such a treaty would be ‘‘self-executing” as
far as the specific country is concerned.® Other countries require the
passing of a specific statute incorporating the subject matter of the
treaty.

For example, the law of the United Kingdom of Great Britain and
Northern Ireland does not make treaties self-executing and they do not
become ipso facto part of the law of the land. The ratification of an
international convention creates merely an obligation on the part of
the British Government to enact a statute somewhat in accordance with
the international convention if this is the intention of the same. This
is due to the supremacy of the Parliament.?® A statute must be passed
in requisite form whenever a treaty requires a change in the existing
domestic law of the United Kingdom.2t It might happen, and actually
often happens, that the statute as enacted will not conform entirely
with the treaty. It is assumed that the other countries, that are parties
to the international treaty, will accept the treaty as ratified by the
United Kingdom, even if the statute enacted does not conform to the
treaty. This is assumed to be so unless the other parties raise specific
objections.??

One instance where a statutory provision in Great Britain differed
from the International Convention was the British Patent Acts,?® at
least as they were interpreted by the courts. The theory creating the
disparity between the Convention -and the Act involved the so-called
“disconformity” between the claims of the priority document and the
claims filed in the corresponding British patent application. The
British Patent Acts allowed the filing of a provisional specification to
be followed by a complete specification. The date of the filing of the
provisional specification could not be relied on if the invention was
“‘not substantially the same”,* “other than described in the provisional
specification,”? “‘it is not the same,”?® or ““further or different.”?” The
courts in England applied this theory of disconformity not only be-
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tween the provisional specification and the complete specification, but
also as a ruling between the priority document and the claims of the
complete specification. Numerous cases decided that the claims in the
British application could not be broader or different from the claims
in the priority document.?®

One of the main reasons for the proposals of denying non-members
the right to obtain European Common Market patents is the fear of the
predominance of United States inventors and corporations. A similar
fear prevailed in Switzerland in the 1880’s, particularly after Switzer-
land had become a member of the International Convention without
having enacted a patent Jaw of its own. The question of patent pro-
tection was intimately connected with the Swiss custom tariff which
was very low at that time. Most industrialists feared that the low tariff
prevailing in Switzerland would enable foreign corporations to obtain
Swiss patents and thereafter introduce their own foreign manufacture
into Switzerland. Foreign experts and patent agents applied strong
pressure to have Switzerland introduce patent laws. Swiss industrialists
received the impression that the introduction of a Swiss patent law
would be more in the interest of foreign industrialists and foreign pat-
ent agents than in the interest of Swiss industrialists and the Swiss
economy. Germany, one of the main importers of Swiss manufacture,
threatened to raise its tariffs to a height which would practically ex-
clude the importation of Swiss products.?® Switzerland gave way to this
pressure and introduced a patent Jaw in 1888.

Subsequent developments showed that the fear of Swiss industrialists
of being swamped by patents issued to foreigners was not borne out.
Switzerland remained for many decades a leader in such branches of
industry as textile, chemistry, watch-making and a number of machine
tools. Tt is believed that the fears of the members of the Common
Market countries are equally unfounded.

The position in relation to the United States of America is governed
by Article VI, Clause 2 of the Constitution. The Article appears to
require that a treaty such as the International Convention be enacted
by a specific statute in the United States.3® A contrary view has also
been expressed.?

It should be noted that some treaties must be submitted to the
United States Congress for approval while others are voluntarily sub-
mitted for the approval of the Congress by the Executive Branch of the
Government of the United States. The author has formed the opinion
that international treaties having provisions substantially affecting do-
mestic matters require statutory enactment. The Patent Law of the
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United States incorporated the Paris International Convention or-
iginally. :

Very often, conditions and reservations are inserted by the Congress
in the instrument of acceptance. Insertions of conditions and reserva-
tions will constitute official notice to the other governments of the
limitations placed upon the treaty by the United States. Failure of the
other governments concerned to question the conditions and reserva-
tions is usually taken as a tacit consent.22 The result, as far as the laws
of Great Britain and the United States of America are concerned, ap-
pears to be similar in this respect.

Another facet of the effect of a treaty in relation to the domestic law
requires discussion at this junction. The Government or. the legisla-
ture may wish to change, or abrogate in part, the clauses of the treaty
subsequent to its incorporation into the domestic law. There is a long
line of decisions in the United States, beginning with Justice Marshall’s
holding in Chirac v. Chirac, 2 Wheat (1817) enunciating that later laws,
conflicting with treaties, prevail.3?

There is in existence a body of interfiitional law which is not en-
acted by treaties, but which is termed “The Rule of Customary Inter-
national Law.” The Customary International I.aw occupies a position
similar to validly concluded international treaties.®® In the United
States, the Rule of Customary International Law will be abrogated by
subsequent domestic legislation.

THE Paris CONVENTION AND THE UNITED STATES PATENT Law

The Paris Convention of 1883 became originally part of the United
States domestic law in an appropriate manner, as stated above. Para-
graph 1 of Article 2 was incorporated into Paragraph 2 of Article 32 of
the United States Patent Law and read as follows:

“An application for a patent for an invention or discovery or for a
design filed in this country by any person who has previously regularly
filed an application for a patent for the same invention, discovery or
design in a foreign country which, by treaty, convention, or law, affords
similar privileges to citizens of the United States shall have the same
force and effect as the same application would have if filed in this
country on the date on which the application for patent for the same
invention, discovery, or design was first filed in such foreign country:
provided . .

The domestic patent law of the United States was changed in 1946,
and a new patent law enacted, replacing the provnsxon with Paragraph
1 of Article 119, reading as follows:
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“An application for patent for an invention filed in this country by
any person who has, or whose legal representatives or assigns have,
previously regularly filed an application for the same invention in a
foreign country which affords similar privileges in the case of applica-
tions filed in the United States or to citizens of the United States, shall
have the same effect as the same application would have if filed in this
country on the date on which the application for patent for the same
invention was first filed in such foreign country, if the application . ..”.

It should be noted that the original term “‘affords similar privileges
by treaty, convention or law” is now replaced by the term “similar
privileges.” It is submitted that the new version of the statute of 1946
has brought about a substantial change in the domestic law of the
United States. The change has not been objected to by the other
countries and the United States has remained a full member of the
International Convention.

Originally, the domestic law of the United States gave Convention
rights to the parties of the Paris Convention of 1883 if those parties
formally, that is, by treaty, convention or law, promised to give similar
privileges to citizens of the United States. The domestic statute of the
United States, in force since 1946, now stipulates as a condition that
the actual grant of similar privileges, that is, similar privileges not only
in form but also in fact. _

Frayne'* mentioned that Article 15 of the Paris International Con-
vention does not allow exclusion of outsiders from the benefits of pro-
posed Common Market patents. Frayne bases his view on the termi-
nology of Article 2 of the Paris International Convention.

The late Colas'® argues that the proposed exclusion does not contra-
dict Article 2 of the Paris International Convention in view of the
extraordinary character of the proposed Common Market patents as
compared with the Paris International Convention, both in view of the
extra-territorial extent of the rights which the proposed Common Mar-
ket patents confer and the supra-national character of the authorities
which will be responsible for the patents and the decisions concerning
their validity.

The Paris International Convention does not require that the various
members enact provisions which are identical. It has previously been
pointed out that the Paris International Convention gives any member
the right to claim the benefits thereof even if it has no provision for
patent protection at all.

The International Convention requires the filing, within twelve
months, of an application claiming the benefits of this Convention. No
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provision is made in the Paris Convention for extension of the period
for any cause whatever. In other words, there is no provision for ex-
tension of the time limit based on force majeur. It was realized after
the end of World War II that grave injustice would be done if no ex-
tension of the time limit were provided to file a patent application
claiming the benefits of the International Convention. A number of
countries concluded an international convention at Neufchatel on Feb-
ruary 8, 1947. The United States passed a statute allowing some foreign
nationals to file, after the end of the War, patent applications claiming
the benefits of the International Convention if the application had been
filed on or after September 8, 1938, in the respective country to which
the benefit was granted by the statute. This statute is generally re-
ferred to as the Boykin Act.?* Certain restrictions were made in the
Boykin Act as to the duration of the United States patent and inter-
vening third party rights.

A number of countries made similar provisions by an international
convention generally referred to as the Neufchatel Agreement.% The
benefits of the Neufchatel Agreement were extended to United States
nationals in the countries which were signatories of the Neufchatel
Agreement. The provisions of the Neufchatel Agreement contained no
restrictions equivalent to the provisions of the Boykin Act. It has been
contendeds® that the difference in the benefits obtained by the Neuf-
chatel Agreement and by the Boykin Act respectively entitled the mem-
ber countries of the Common Market to exclude United States na-
tionals from the benefits of Common Market patents. This view is un-
tenable, in the author’s opinion. First. of all, there was no obligation
created by the Paris International Convention to pass the Boykin Act,
since the Paris International Convention does not make provisions for
force majeur of any sort. Additionally, the United States treated for-
eign nationals at least as well as their own nationals since the benefits
of the Boykin Act would normally accrue only to foreign nationals. In
other words, foreign nationals were given preferential treatment over
United States nationals. It has been pointed out before that the United
States was unsuccessful in obtaining benefits for their own patentees
which were comparable to the benefits they obtained in the United
States. An attempt to obtain such benefits for United States nationals
was defeated every time. Even assuming that the arrangement of Neuf-
chatel gave United States nationals more benefits than the Boykin Act
gave to the nationals of the signatories of the Neufchatel Agreement,
this is in full accord with the theory underlying Article 2 of the Paris
International Convention. Every signatory should give the nationals
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of the other signatories similar benefits to those granted to its own
nationals. The Paris International Convention does not require any
signatory to give the nationals of the other signatories the same benefits
its own nationals can obtain under the statutes of the other signatories.

Colas relies on opinions previously expressed by Marcel Plaisant.!®
Plaisant®” deals with the interpretation and the scope of the Paris Inter-
national Convention, particularly the relation of Article 2 to Article
15. He does not deal with the requirements of similar privileges ex-
pressed in the United States Patent Law of 1946.

Colas discusses the position of prospective domestic legislation in
Great Britain in connection with the proposed Common Market patents
and puts forward his view that Great Britain would have to integrate
any Common Market patent provision in toto. A requirement to inte-
grate in toto is a requirement which is contrary to previous usage.?

According to one proposal, Common Market patents are to replace
the separate national patents of the members. It would require statu-
tory enactments by each and every one of the members to. transfer the
right to grant a patent to the patent office of the Common Market. It
has not been contented that such an arrangement could only be main-
tained if outsiders would be given the right to apply for such a Com-
mon Market patent unless the Common Market members are prepared
to forego the benefits of the International Convention.

It has, on the other hand, been contended that such a requirement,
i.e., right of outsiders to apply for Common Market patents does not
exist if the separate and individual patent offices and patent laws be
maintained and the Common Market patents would be granted in ad-
dition to the separate national patents. Passing of statutes in each and
every one of the countries of the Common Market would, of course,
also be necessary if this arrangement would be the one put into prac-
tice. It has been contended that the International Convention does not,
and could not, prevent the individual member states from transferring
some of their regulatory functions to a supra-national authority. The
supra-national authority would in this case grant Common Market
patents in addition to the national patents.

It is, in the author’s opinion, immaterial whether a national or a
supra-national authority grants a patent in each and every of the Com-
mon Market member states which subscribes to this arrangement.
What matters is not which authority or what type of authority grants a
Common Market patent, but whether the statute creating such a possi-
bility is within or without the meaning of the provisions of the United
States Patent Law. As already stated. this requires that “similar privi-
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leges” be granted to United States citizens as the foreign country grants
to its own nationals, if the national of the other foreign country wishes
to take advantage of the privileges of the International Convention.

The International Convention does not refer to patents alone, but
also to trademarks. Foreign nationals can obtain Federal protection in
the United States for inventions and for trademarks.

Some of the separate colonies, before unification as the United States
of America, did not have laws giving protection for inventions. The
grant of patent rights now rests entirely with the Federal Government.
Trademark acts were originally enacted in a number of the states com-
prising the United States of America, and are still in force, and trade-
mark protection can be obtained in some of the states. In addition,
Federal trademark protection can be obtained. The situation in the
United States has therefore some similarity with the prospective ar-
rangement of the Common Market countries.

THE ANSWER LiEs WiTH THE U. S. COoURTs

It is possible, perhaps-even likely, that the United States Federal
courts will come to the conclusion that American citizens are not given
“similar privileges” if the Common Market patents exclude United
States citizens from obtaining such privileges. There are two major
areas where this point could be decided. The United States Patent
Office does not investigate the right of an applicant for a patent to rely
on the filing date of a Convention application, under normal circum-
stances, by ascertaining whether the Convention country in fact gives
similar privileges.

Whether an applicant can rely on a Convention date could be of
importance under the following circumstances:

A patent is issued for a United States application which claims the
benefits of the International Convention. The patentee thereafter sues
for infringement before a Federal District Court,?” and the defendant
alleges that the patent is invalid due to a prior publication. This prior
publication would not be a bar and would not invalidate the patent if
the patentee could rely on the benefits of the International Convention.
The defendant additionally alleges that the patentee is not entitled to
the benefits of the International Convention because the country from
which the benefits are derived does not grant “similar privileges” to
United States citizens.

The Federal court which decides both infringement and validity of
the patent which is allegedly infringed may very well come to the
conclusion that the patentee is not entitled to the benefits of the In-
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ternational Convention because his home country does not grant ‘“‘simi-
lar privileges” to United States nationals.

The United States Patent Law provides for “Interference Proceed-
ings"®® if more than one application contains claims directed to the
same invention. The interference proceedings are decided initially by
the Board of Patent Interference.®® The losing party has the right to
obtain review of the decision of the Board of Patent Interference by
filing a suit before the Federal District Court.%?

It will be noted from the above that the Federal courts will render
the ultimate decision about the rights of nationals of the Common
Market countries to obtain the benefits of the International Conven-
tion, if United States nationals are excluded from obtaining Common
Market patents. Federal courts are known to guard jealously their in-
dependent rights regarding interpretation of statutory provisions.

There appears to be a real danger that enactment of provisions ex-
cluding United States nationals from obtaining Common Market
patents will have the result of depriving nationals of the Common
Market countries of the benefits of the International Convention. This
might lead to the loss of valuable patent rights for these nationals.
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Proprietary Rights and East-West Trade

HERSCHEL F. CLESNER®

SUMMARY

STATESMEN AND BUSINESSMEN AROUND THE WORLD continue to seek a
positive approach to United States East-West trade despite the con-
tinuing political and military crises between the two camps. Regard-
less of the violent clash in Viet Nam, there are signs that the Berlin
Wall may be brought down.

In the past decade, there has been considerable improvement in the
relations between the market-oriented trading nations of the West
(hereafter referred to briefly as the West) , and the Communist coun-
tries of Eastern Europe (hereafter referred to as Bloc countries) .

The trend toward increased trade with the Bloc countries appears
to be inevitable and, in the opinion of many, desirable. Willy Brandt,
Mayor of West Berlin and Chairman of the West German Social Demo-
cratic Party, proposed that the West consider East-West economic co-
operation in financing joint projects including the expansion of road.
canal and power networks of Europe. Senator J. William Fulbright,
Chairman of the Senate Foreign Relations Committee, has urged East-
West experiments in ‘“‘practical cooperation” on specific joint ventures
for “cooperation, like conflict, tends to feed itself.” He further sug-
gested normal trade relations with Russia in nonstrategic goods “in-
volving neither special favors nor special discrimination” as “one of
the preconditions for active cooperation.” This has been followed by
statements by Vice Chancellor Erich Mende and Franz Joseph Strauss
of the German Federal Republic urging full diplomatic relations with
the Bloc states. Past efforts, recent and prospective changes, as well as
persisting impediments to trade are described in the following essay.
The role of patented inventions, technical know-how and assistance,
still confronted by a set of unfamiliar conditions in the exchange of
intangibles, are explored. Evidence is developed that despite economic,
political and philosophic differences, it has become possible for the
West and the Bloc to do business with each other for their mutual
advantage.

* Specialist on Soviet Bloc Studies with the Research Institute; Inventions Co-
ordinator, U. S. Public Health Service. '
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The Past

TRADE MAY SERVE EITHER AS A POLITICAL WEAPON—embargo or boy-
cott—in international relations or as a channel for the exchange of
goods and/or services on a mutually profitable basis.

Today, the United States leads the Western industrialized nations
while the USSR dominates the Communist countries of Eastern Eu-
rope. Because of the deep seated idealogical gulf between them, a basic
division exists in both the Western and Eastern Blocs regarding the
other side, its goals and motives, and whether to treat each other as a
hostile enemy seeking world domination or as a political equal deserv-
ing of better relations through trade and negotiation.

During the past twenty years the United States’ foreign trade and
balance of payments have been extremely favorable enabling us to
trade with whom we wished and as we desired. Our practices disclosed
the assumption of a hard line toward trading with the Bloc countries.
Yet, representatives of many Western governments, political groups,
privately-owned businesses, and individuals have taken both sides of
the argument with, in many instances, self-interest serving largely to
determine which side to back. The United States’ position has not
stopped other Western industrial countries from trading with the East.

East-West trade received impetus in June 1958, with Khrushchev’s
assertion that the Soviet Union could carry on a broad trade program,
based on mutual advantage, with the United States. This was an in-
tended follow-up of the cultural exchange program undertaken by the
United States and the Soviet Union, and received with enthusiasm
by the peoples of both countries. The later suggestion that the USSR
and the United States exchange professional economists to study and
acquire a better appreeiation of each other’s economic system was suc-
cessfully implemented.

Trade Stalistics

In 1959 free world exports to the Soviet Bloc came to $3 billion,
with imports of $3.04 billion. In 1963 free world exports to the Soviet
Bloc came to $4.5 billion, with imports of $4.6 billion.

Western Europe exported $3 billion and imported $3.6 billion from
the Sino-Soviet Bloc. West Germany was the heaviest trader with $669
million in exports and $750 million in imports in 1963 of which a
good one-third were with East-Germany under the special interzonal
arrangement for exchange of goods. Britain was next with $412 million
in sales and purchases of $534 million in 1963. Italy’s trade with the
area ranked third with $292 in exports and $444 in imports.
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In 1963, United States exports to the Soviet Bloc countries of Eastern
Europe came to $167 million of which $109 million ($45 million Pub-
lic Law 480 shipments) were to Poland. Imports from the Bloc in
1963 came to $85 million with $43 million coming from Poland.

In 1963, for example, about half of all the total value of goods im-
ported from the industrial West by the USSR consisted of machinery
and transport equipment: $589 million out of a total import value of
1,389 million dollars. Under the Rumanian state plan for 1965 more
than 90 percent of their imports, with machinery and equipment of the
highest technological level as the major items, are earmarked for pro-
duction investment. As a result, a high proportion of the import re-
quirements of East Europe from the West consists of machinery, of new
technology, of new design, or assembled into engineered industrial
plants.

Trade Needs—Technology

Imports of equipment from the West loom large in the plans of all
the Communist countries of Eastern Europe. Each of these countries
is committed to its own program of rapid industrialization and finds
itself from time to time confronted either by a physical shortage of
specific types of machinery within the Bloc, or by a lack of equipment
with the latest engineering advances, efficiency, and production
capacity.

In recent years the purchasing agents for the Soviet Bloc countries
have been turning regularly toward the West for machinery and proc-
esses embodying the latest concepts of operational efficiency. The Di-
rector of the Department of the Circulation of Goods of the Rumanian
State Planning Commission has asserted:

"We put great emphasis on modern techniques. We do not purchase
equipment from abroad unless we are convinced that it is at the top
of the world in technology. We find that the United States, West
Germany, France and Great Britain make the finest equipment and
we want to procure it. This accounts for the increase in our trade
with the West.

The Bloc countries possess numerous successful research and devel-
opment programs of their own and can obtain, in addition, a large
amount of their needs as a result of intra-Bloc trade. Despite the fact
that intra-Bloc trade rose 514 times within the 1952-1962 period, there
still remains a large net deficit of technology, advanced plants, and
know-how required within the Bloc to fulfill desired immediate needs.
The frequent reshuffling of their economic planning apparatus, with
added emphasis on the development of the chemical process industry
to meet newly revised agricultural goals and consumer items, has im-
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pelled many Bloc industries to look to the West for relief in such cases
where the planning commissions had not originally recognized the need
for, or received the mandate to develop, new models of equipment.

Intra-Bloc Trade—CEMA

Intra-Bloc trade is aided and stimulated by the Council for Mutual
Economic Assistance (CEMA). The Bloc nations formed CEMA
(COMENCON) as their answer to Western Europe’s economic unions
and as a means to promote the integration of their long term economic
planning and production.

CEMA, not a supranational planning unit dlrectmg the allocation
and development of each member’s national economy, makes recom-
mendations and attempts to coordinate common efforts respecting the
principle of the equal sovereign rights and interests of the participating
countries. Each recommendation must, before it can go into effect,
have the agreement of each member nation.

Each Bloc nation has its own planning unit which arbitrarily forinu-
lates its own retail and wholesale prices based on their own fiscal objec-
tives and preferences, rather than on market considerations. In bar-
gaining with one another the Bloc state finds that the other Bloc
nations set high prices on their sale items and low prices on purchase
products. So, to create a firm basis of competitive exchanges among
themselves the Bloc countries presently seek a more realistic pricing
system. At the same time they also seek Western buyers and sellers to
achieve a greater degree of economic advantage.

Opening the 19th CEMA session in Prague on january 28, 1965,
Czechoslovakian Deputy Premier Simunek emphasized the guiding
principles of the policy of CEMA members as peaceful coexistence and
intensification of economic ties with states which have different eco-
nomic systems. The CEMA meeting led to limited multilateral agree-
ments on the production of diverse equipment which the member
states thus far have not manufactured and which otherwise would have
to be acquired as imports from the West. The desire of the CEMA
members to expand trade with each other and with other nations is
very evident. Rumanian Premier Ion G. Maurer asserted to the Ru-
manian National Assembly, while giving details of the state plan for
1965, that his Communist country is determined to extend economic
ties with other countries “irrespective of their social system” and “on
the basis of advantage” as the modernization of their production equip-
ment calls for the import of the best machines, equipment and tech-
nological installations.
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Developmental and Cost Engineering Lag

Despite their organized monitoring of the world’s scientific and in-
dustrial literature, the Soviet Union and the Bloc countries cannot,
in the case of many rapidly changing civilian industries, rely on ulti-
mately developing engineering capability to attain current goals.

The Soviet technical community has learned, at great cost in time
and resources, that the laboratory discovery of a chemical process is not
by itself sufficient to enable the domestic industry to apply such knowl-
edge economically or to market an innovation embodying this knowl-
edge. For example, Soviet technicians devised certain laboratory proc-
esses in making a form of nylon. The Soviets, though the advance was
promptly published in a technical journal, were not successful in
moving the process through pilot stages to ultimate production. How-
ever, a governmental research institute for the textile industry in Japan
was able to push this process successfully through the pilot stages. The
Japanese are underaking feasibility studies to determine whether their
engineering efficiency is sufficient to use this new process in ‘world
market competition.

Czechoslovakian Minister Cernik, addressing thc Czechoslovak legis-
lative assembly regarding the state economic plan for 1965, asserted
that in certain instances the quality, standards, and development of
their products lag, in contrast to other. countries. He cited the example
of an auxiliary radio receiver that took three and one-half years from
development to production. In the interim, Japan had overtaken them
by three years, even though the item was a Czechoslovakian invention.

The Chief of the International Department of the Czechoslovakian
State Commission for the Development and Coordination of Science
and Technology asserted that millions have been granted for the devel-
opment of items which had already been developed elsewhere. The
resulting product did not raise the level of economic performance in
that country.

Some examples of varying scope are cited regularly by the Soviets in
their technical press as examples of Western piracy of Soviet tech-
nology or the failure of Soviet technologists to recognize the economic
potential of their own work.

Experience has shown that innovation developmem in the Soviet
Union and other Communist Bloc countries has not been sharpened
either (1) to compete with other commercial processes or products for
a portion of the market within the planned economy or (2) to compete
pncemse in a sustained manner for world markets. The present eco-
nomic planning system simply won’t allow it, for it calls for allegedly
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planned, fixed allocation and orderly (meaning: centrally established)
distribution of goods based on existing technology.

The economic planning system of the Communist nations has not
been geared, as the economies of the countries of the West are, either
to respond to demand or to cope with the stern necessities of competi-
tive trade and the marketing of products and processes. Nor do such
economies seem to have been sharpened to higher efficiency or lower
price by the force of “profit motivation.” The present Communist
price system, retail and wholesale, has been based on considerations and
objectives of the economic planning and management operation. In
the military and space development sectors where the market pur-
chaser-user can make demands of the research, engineering and manu-
facturing facilities, and with the aid of other special “drive” factors,
the lead time, quality, research and engineering factors are more ad-
vanced than those in the regular planned sector of the Soviet economy.

Far Reaching Economic Changes to Update Technology

After great loss in years and resources, the Bloc countries are intro-
ducing profit motivation, advertising, cost accounting, price adjust-
ment, installment buying, market demand and acceptance, collective
ownership with profit sharing, and less centralized planning into their
national economic systems. Mounting inventories of certain consumer
items have forced the economic planners to adopt price cutting, adver-
tising and installment buying practices. Together with previous
changes as varying wage scales for the different professions and disci-
plines, they have proven the practical irrelevance of theoretical Marx-
ism as a workable doctrine for an operable and competing industrial
economy.

Czechoslovakia occupies a special position among the Bloc countries
because it possesses a highly developed industrial economy made in
rapid gains during the 1930’s. At present, it has the greatest foreign
trade turnover on a per capita basis—300 rubles compared with 250 in
East Germany, 220 in Hungary, 110 in Poland, and 60 in the Soviet
Union. ' _

In the early 1960’s Czechoslovakian industrial production and na-
tional income slowed down. Unusable inventories grew and by 1964
reached approximately one-fourth of the national income. Revisions
of the targets of the Third-Five-Year Plan were necessary. Despite the
imposition of new controls, the economic downturn worsened, and
Czechoslovakian economists became critical of the orthodox Commu-
nist system of planning and management.

Encouraged by expressions advanced by Soviet, Polish, Rumanian,



Proprietary Rights and East-West Trade 81

Hungarian and Yugoslav colleagues, greater changes to meet the exist-
ing economic realities were sought. Finally, in January 1964, strong
measures were approved for strengthening the economy.

The Czechoslovakians realize that their own sources of raw materials
are relatively limited and that their market is much too small to sustain
an extremely wide range of industrial production. In contrast to the
Rumanians they believe that the present high degree of diversification
of industry requires a sustaining research effort overtaxing the re-
sources of a country as small as Czechoslovakia. Their economic limi-
tations restrict their research capability to providing a technological
level for highly specialized industries that produce a limited variety
of high quality goods. These considerations have become their guides
in maintaining an expanding economy since they must obtain raw ma-
terials and products on optimum terms from foreign sources and in
turn have foreign market outlets. They have invested jointly with
CEMA members to construct a mine in the Soviet Union for a share
of the production output.. They have attempted to purchase licenses
to inventions and know-how of the highest technological level in the
world. They must, however, to achieve their goals and market outlets,
be competitive in price and quality.

The Reforms

Czechoslovakian leaders, at Khrushchev's removal, hesitated only
long enough to receive the assent of new Kremlin power structure. The
Soviet Union, with its 225 million people, apparently realized that it
would be simpler for Czechoslovakia, a nation of but 14 million popu-
lation with a short history as a Communist state and with a well
planned economy, to break trail in making drastic changes.

The policy, adopted in January 1965, amounts to a far reaching
reform of the entire Marxist system of economic planning and man-
agement. It goes farther than anything previously attempted in East-
ern Europe and places Czechoslovakia in the forefront of Communist
economic changes along with Yugoslavia. This is revisionism of the
highest degree when comipared with the Chinese.

When contrasted with the present Communist system whereby every-
thing is centrally planned, allocated, managed and distributed, the new
policy is revolutionary. To those accustomed to Western economic
practices, it is nothing more, however, than an attempt to stimulate
Czechoslovakia’s ailing economy by common Western management and
business practices. Other Bloc countries have sent official delegations
to observe and study the fundamental re-evaluation of their system..
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Future Bloc Economic Structure

It is now an accepted Bloc thesis that the present system of economic
management is no longer in line with growing demands and that with-
out basic changes the economic directives cannot be met. The profit-
ability of production based on costs and changing technology plus the
use of individual incentive benefit must be considered.

Central planning agencies will eventually deal only with questions
of the basic direction of price and wage policy, finance and loan policy,
material incentives for obtaining foreign currency, long term projec-
tions and production ratios, and international economic and trade
agreements. The implementation of the short-term plans are to be left
to the respective branch enterprises which are, now, presumed to be in
a better position to choose the methods befitting their capabilities,
production experience.

Future development must be decided on the basis of costs, saving,
comparison to the highest level of similar products in world markets,
and the results achieved.

Major developmental investments will come from the state budget
and all other necessary investments will be financed by the enterprises
themselves from their own resources or by borrowing. Interest for all
loans will be paid by the enterprises.

In place of long range unchangeable prices a realistic and flexible
price system will be gradually introduced to take into consideration
production cost, world prices, and rclation of supply to demand. Fixed
prices for basic raw materials and some basic necessities will be set by
the central planners. Prices will be at first fixed after agreement be-
tween suppliers and consignees, but in time the enterprises will set free
prices according to supply and demand. Prices and items are to be ex-
posed to competition with foreign goods and with those produced with-
in the different production systems such as cooperatives and state enter-
prises. Export products, as far as value and standards, must be equal
to the best in the world. Sector enterprise in foreign trade activities
will be taken over from the foreign trade organization wherever it is
possible to experiment, and when it can be carried out better and more
economically.

The merits of individual enterprises and plants, in-order to make the
enterprises more competitive, more cost-conscious, and more responsive
to consumer wishes, will be measured by profits resulting from actual
sales to customers. Control activities will be directed to correction of
abuses, including the abuse of the monopoly status of producers, and
to the development of prices and wages.
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Each enterprise must earn its own way. After production cost deduc-
tions and tax levies (fulfillment of obligations to society) to the state,
each enterprise must pay wages, costs for plant modernization, develop-
ment, and other business obligations. State subsidization will cease for
those cnterprises unable to earn their way, after a transition period of
grace to allow for adaptation.

Wages, according to individual merit and the enterprise’s profits, are
to be based on the quantity, quality and the importance of the work
performed. Successful enterprises may institute profit sharing and in-
vestment undertakings.

Labor law regulations are to be amended to allow the enterprise
executive to have increased powers to select, transfer, and release
subordinate workers. :

Wholesale prices are to be reorganized in accordance with firm and
free prices. Extensive retail price changes will not occur until 1966 as
trade enterprises, before this time period, will not acquire the major
part of their supplies through direct contacts with production
enterprises.

The prime purposes of the programn are to provide a realistic pricing
system, material incentives, incentive to introduce new technology into
production, high quality and attractively designed products, a greater
volume of foreign trade, and an improved balance of payments.

To TRADE or NorT T0 TRADE
Convertible Currencies for Trade

To trade one must have goods to barter, funds to purchase other
people’s products, and desirable products of one’s own for sale. For
purchase funds the Soviet Union uses the gain from tourism, concerts,
the sale of armaments, and the manganese, chromium, gold, platinum
and other rare metals that it mines; but these meet only a portion of
that country’s needs. The Bloc countries pay for their purchases
through cash payment in convertible currencies, debiting and crediting
bilateral agreement clearing accounts, barter—with or without foreign
exchange transactions, or credit. '

The Bloc countries are struggling to achieve a more diversified in-
dustrial economy-at home, and do not appear to have many specialized
products that are saleable in the United States. Their exports are
substantially raw materials, food, fuel and finished natural products,
while their imports consist chiefly of highly developed finished prod-
ucts. In many countries of the West, other than the United States.
there is some need for such raw materials as are exported by the Bloc
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countries, and so an exchange basis for trade exists. For example, in
1963, Great Britain bought 91 million pounds from the Soviets and
sold 55.4 million pounds of goods to them. This favorable balance
to the Soviets was used to make purchases in other sterling currency
countries.

The economic planners of the Comumunist countries have often
asserted that given the opportunity to trade, plus the will and time to
explore practical problems, they can plan, create, and develop prod-
ucts specifically for Western markets.

Though this is easily said, it is not as easily done since the quality,
design, and efficiency of each product must have market appeal and
must be priced competitively in the world market.

In striving to obtain sales and to be competitive foreign market-
places such as the United States, the Bloc members assert that the
elimination, in the economic sphere, of cold war instruments, i.e., em-
bargo, boycott, quota limitations, and tariff favoritism, would be wel-
come. In the meantime, long-term Western credit for expanding pur-
chases must be sought. To this end, the Bloc countries are willing to
pay what they consider a high interest rate for such credit in order to
create an immediate inflow into their industrial economy.

Bloc Countries Trading Mechanism

Various specialized foreign trading organizations utilized by the
Communist Bloc countries are involved in the negotiation of foreign
purchases as well as in sales. These foreign trading organizations in
most instances are, at present, each particular country’s sole agent to
purchase and sell specific categories of equipment, processes, and prod-
ucts for all national enterprises. The foreign trade organization. con-
ducts export and import operations within the framework of the
state foreign plan, a part of the over-all national economic plan. The
short-term import plan is based on orders received, after necessary
clearance and approval, from enterprises and distributing organ-
izations. The plan takes into account organized and existing bi-
lateral and multilateral agreements, national production, other phases
of the over-all planning apparatus, currency available for purchase,
and the amount of funds allocated for such use. Export responsibilities
are to meet obligations under existing bilateral agreements, barter
agreements, and to earn foreign exchange to meet import payments.

The organization may, in some instances, use certain Western busi-
ness organizations, for a limited area or purpose, as a sales, distribu-
tion, purchasing, or patent licensing agent. Remington Rand Ltd,, a
British subsidiary of Sperry Rand Corporation, is offering British cus-
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tomers an electronic invoicing machine made in East Germany and
priced below competing machines. Remington Rand Ltd. announced
that it doesn’t market other Communist manufactured items, but that
its competitors sell typewriters, accounting machines, and calculating
machines made in Fast Germany, as well as typewriters made in
Czechoslovakia. A fairly sizable amount of exports from the United
States and imports from the Soviet Union have in the past been han-
dled by specialized brokers such as M. Golodetz, Intertex, Primary
International, and Greg-Gary of New York. Hungary intends to
utilize, for trading purposes, the services of Tower International, a
firm created by the Eaton interests of Cleveland, Ohio. Novasider
SpA of Turin, Italy, maintains a Moscow branch to promote and nego-
tiate sales with Soviet foreign trading organizations, for products and
processes of such Italian companies as Edison, Fiat, Ansaldo, Pirelli,
European subsidiaries of United States Carborundum, and others, on
a commission basis. '

Tradiﬁg Difficu lties

In addition to difficulties created by governmental policy, Western
business executives have found that negotiations-and transactions with
the trading organization have their own difficulties. Western com-
panies may not understand the methodology of the foreign trading
organization ‘and the operation of a planned economy. So, many
United States and Western firms, for example—Kaiser Industries,
Union Carbide, Pfizer, National Steel, Dow, Westinghouse, Schering,
General Electric, Blaw Knox, Imperial Chemical Industries, Monte-
catini, Fried. Krupp, Dalmine, Asami, Ataka, and others, have sent
top executives to' Moscow in order to establish and improve: relations
with Soviet trading organizations.

However, not only the organization, but also the procedure, is
usually slow moving, bureaucratic, and difficult to assess. The equip-
ment or product for sale must come to the attention of the enterprise
manager or chief engineer. The Soviet factory manager or chief engi-
neer must demonstrate the need for the sale item as well as prove that
the desired equipment or product will improve his productivity over
similar domestically produced items. Clearances must be obtained
and conformance with the economic plan must be achieved through
the regional and national Sovnarkhoz (economic council) and plan-
ning commission. The organization and its personnel may not possess
extensive trading experience. The organization is geared to the sale
and purchase of essentially natured product items, refined natural
products, and manufactured items, and the direction and thinking is
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along the lines of bulk commodity procurement and sale. In many
instances, it may not be knowledgeable as to marketing and purchasing
procedures, -especially proprietary rights and data as well as other
Western business practices.

The methodology of the trading organization is, wherever possible,
through purchase in a package deal to obtain new technology, plant
engineering know-how, and data. A negative decision of the trade
monopoly organization may foreclose sales to an entire national mar-
ket. The organization’s modus operandi may include unlimited nego-
tiation time, worldwide purchase search, use of alternative new tech-
nology, and other bargaining practices. The laws and regulations of
the Communist state possess peculiarities uncommon to Western com-
mercial practice. In some instances the Western executive had thought
he had achieved a contractual meeting of the minds, only to find that
a management planner vetoed a practical result. As a result, quite a
few Western business executives have spent many fruitless years “vis-
iting and talking” with officials of various Bloc organizations without
the benefit of a single successful negotiation. Considerations such as
these obviously were taken under study and played a role in bringing
about the changes being introduced into the Bloc economic planning
and management systems.

Not all of the trade pitfalls and problems have their origin with the
East. Many Western businesses have, because of national or self-inter-
est, feared selling to Bloc nations new technology, plants, and equip-
ment. One fear is that the Communist country’s over-all economic pro-
duction and marketing power might be utilized to compete in world
markets in a manner to constitute “dumping” or regularly pricing
products at a loss, in order to disrupt or to capture markets. Such acts
would force either the original seller or his regular customers to lose
profit margins, or bread and butter markets, with potentially danger-
ous results.

Another drawback is the fact that the Soviet Union does not provide
foreign firms with copyright or design protection. Consequently many
companies are wary of forwarding descriptive material to the Soviet
Union. Many Western firms have complained that the Bloc countries
pirate new technology and do not respect patent rights.

Also, most individual Western enterprises do not possess the sum
total of the new technology and engineering plant desired by Bloc
planners and purchasers as a package deal. In some instances essen-
tial know-how and technology may have been acquired under license
from another Western firm. The license may be limited to use, or even
manufacture and use, but may not include sale. The license may be
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derived from a United States company which might have limited
the licensee’s use to either its own country or the countries of the
West because particular technology might be listed as a strategic item
under the United States export control program. Another deterrent
to package deals is that the patent and know-how pooling agreements
may constitute a cartel in violation of the antitrust and monopoly laws
of the United States. As a result of recent negotiation experiences,
Soviet and Bloc trading officials recognize that the capability of West-
ern business enterprises—selling a complete package of new technology,
advanced plant, know-how and data—can be affected by existing patent
licenses and arrangements with United States enterprises.

Resolution of D_iﬂiculties and Trade

Where the parties desire to trade (and there is a will)as well as to
resolve difficulties, it is usually possible to do business. Despite limit-
ations and complaints, competent Western companies have been able
to deal successfully with Bloc trade organizations by concentrating on
the unique features of selling to a planned economy and attempting
to understand the operation of their bargaining methodology. In turn,
the Bloc countries, for their part, are also willing to make important
concessions, even to the degree of evolving revolutionary changes in
their economic and management systems.

‘Foreign trade organizations have gradually, as a result of the impact
of experience and relevant adjustment, made efforts to understand the
whys and wherefores of the purchase and sale mechanisms of the West.
Negotiations have been completed, in certain instances, with little or
no delay when the trading organization had firm orders from their
enterprises and purchase clearances from the economic planning
agency. Japanese, British and other Western traders have been able
to conclude significant contracts with Bloc countries that incorporate
an “anti-dumping guarantee” clause, as well as favorable modifications
of the standard clauses regarding contract disputes and arbitration pro-
cedures. Czechoslovakia, Hungary, and Poland have provided the
British Board of Trade with guarantées not to engage in any uneco-
nomic (dumping) and restrictive practices in marketing in Great
Britain. Their products now are no longer restricted to the quota
limitations of their bilateral agreements in Great Britain, but are only
subject to an explicit list of exceptions. The adjustment of other issues
appears to be possible and may even have been accomplished, but
would most likely be incorporated in the unpublished sections of the
negotiated agreements. :

‘Rumanian Premier Ion Maurer asserted that his Communist coun-
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try favors removing any kind of artificial barriers limiting or hinder-
ing international commercial exchanges. Similar statements have been
made by East German Premier Walter Ulbricht, Soviet Chairman of
the Council of Ministers Kosygin, as well as by other Bloc spokesmen.

While the Bloc trading organizations have been negotiating inten-
sively for the purchase and installation of entire plants, they have also
been purchasing obtainable instruments, machinery, components and
parts. '

Developments Such as International Conventions

Except for Albania, the Communist countries of Eastern Europe
have signed the International Union for the Protection of Industrial
Property which grants the same patent rights to nationals of co-signers
to the Convention as it allows its own nationals. The Convention also
grants inventors, who file a patent application in their own country, a
year to file the same application, with the priority of the original date
of filing in other member countries.

East Germany purports to belong to the Convention, though this
state is not recognized, in the West, as having sovereign status. The
Soviet Union, in turn, since the 1958 Lisbon Conference, has sent ob-
servers to the recent meetings held by the Convention members and
has given notice of its intent to join. A Vice Chairman of the State
Committee of Inventions and Discoveries of the Council of Ministers
of the USSR informed the March 16, 1965 meeting of the signatories
of the Paris Convention of this intent to ratify the agreement. Con-
vention members considered the Soviet author’s certificates as well
as patents as a basis for reciprocal priority rights. This is not a prob-
lem as the Bloc members of the Convention also issue author’s certifi-
cates which are granted reciprocal priority rights. The Soviet Union
is now officially an acceped co-signer of the Convention.

In 1964, Bulgaria, Czechoslovakia, Hungary, Poland, Rumania, and
the USSR ratified and became members of the European Arbitration
Convention together with Austria, Belgium, Denmark, Finland, West
Germany, Italy, Spain, and Turkey. The Convention applies to con-
tract arbitration clauses and arbitration agreements. There are also
other international agreements at the international level relating to
commercial arbitration, but they have not been generally ratified. Gen-
eral ratification of these agreements which have proven acceptable to
both East and West would be a helpful expedient in furthering trade.

Indicative of significant Soviet development, the State Committee
for Inventions and Discoveries recently submitted a draft proposal for
a new law covering the protection of designs, models, and drawings,
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to the Council of Ministers of the USSR. It is believed that such a
law will be ratified and adopted.

Technological Consortium or Cartel

Business enterprises of one or more countries of the West have -
banded together to deal collectively with particular Bloc organizations
to overcome the difficulty of providing the sum total of desired new
technology, engineering know-how and data, plant and equipment.
The British began this innovation in trading method. British industry
has, in the recent past, entered into several contracts in this manner;
for example, the previously referred to contract signed by Polyspinners
Ltd. This practice is no longer unique to the British inasmuch as
Dutch, United States, Italian, and Japanese chemical processing equip-
ment manufacturers have come together as national units in the same
fashion and for the same end.

- The development of this trading method has progressed to the ex-
tent that a West German company, Fried. Krupp, has joined with an
Austrian company in sale negotiations. Simon-Carves of Britain has
contracted to build a $7.3 million ammonia plant in Hungary using
steam reforming and ammonia synthesis processes developed by Haldor
Topsoe of Copenhagen, Denmark. French and Belgian companies
have combined to provide Bulgaria with ammonia and nitrogen- fer-
tilizer plants. A West German firm has contracted to supply Rumania
with a liquid ammonia plant to be built in cooperation with and using
process technology of a Danish company; and a urea plant will be
built under a license from Stamicarbon N. V. of the Netherlands.
Simon-Carves Ltd.; in conjunction with Danish and Austrian chemi-
cal process firms, is negotiating for the sale and construction of plants
involving new technology. The British High Polymer and Petro-
Chemical Engineering Ltd. will build a $5.6 million nylon plant in
Yugoslavia using Hans J. Zimmer A. G., Frankfort, West Germany’s
design and process know-how. Last summer, Occidental Petroleum
Company, a United States firm, disclosed that it, along with British
Associates, is involved in negotiations with the Soviet Union to build
fertilizer plants. Other United States companies are involved with
companies of other countries in similar negotiations, but they have
not made public announcements.

All Western nations, except the United States, offer the Bloc coun-
tries the most favored nation treatment. When Hungary and Canada
concluded a three-year trade in 1964, they mutually guaranteed each
other the principles of the most favored nation treatment. Thus United
States firms find it advantageous to join with a firm in another Western
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nation or utilize a subsidiary so situated in order to have the benefit
of this trading advantage.

The export consortium, elimination of tariff discrimination, longer-
term credits backed by government guarantees, the understanding of
the bargaining methodology, common membership in international
arbitration and proprietary rights organizations, good will, and the
resolution of other difficulties have all resulted in increased East-West
trade for the particular countries concerned. In contrast with other
countries of the West, the United States, despite the interest of some
companies, has been far less interested in pursuing difficult East-West
trade negotiations or in attempting to evolve new methods in conduct-
ing East-West trade.

Drawbacks to United States East-West Trade

United States East-West trade is subjected to legislative restrictions
such as the Trade Agreements Extension Act, Johnson Act, Mutual
Defense Assistance Control Act, Export. Control Act, Foreign Aid Re-
lated Agencies Act, Trade Expansion Act, Agricultural Trade Devel-
opment and Assistance Act and other Acts.-

A major drawback to United States trade with the Soviet Union is
that the lend-lease debt has not been settled. A settlement would be a
solution to the prohibitions of the Johnson Act. Past negotiations to
settle existing differences became the victim of the cold war. The
United States policy is that this outstanding debt must be settled
prior to trade negotiations, further United States credit, or even longer
term credits.

The Johnson Act of 1934 (18 U. S. C., Sec. 955) prohibits private
persons and firms in the United States from granting credit to, making
of loans to, selling or purchasing bonds or assuming other obligations
of a foreign government or agency in default on their debts to the
United States Government. All the Bloc countries except. Bulgaria
are in default of their World War II obligations to the United States.
The Act was originally devised as a blow to France, Britain and other
United States World War I allies who stopped paying their World
War I debts to the United States. Devices have been created for these
nations to avoid the design of the Act, such as membership in the In-
ternational Monetary Fund and the International Bank for Recon-
struction and Development. Yugoslavia is the only Eastern European
state that is a member of these financial units.

In 1951 the United States withdrew the “most favored nation” bene-
fits on tariffs from the Bloc nations. The United States now extends
the “most favored nation” treatment only to Yugoslavia and Poland.
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Thus, the Soviet Union imports as well as other Bloc imports flowing
into the highly competitive United States market must pay the full
1930 United States tariff rate. This is a serious competitive disad-
vantage.

Other drawbacks are the absence of United States guarantees to help
the countries of Eastern Europe obtain permissible short and medium
term credit or financing and also the export control program. So,
in order to trade, some United States companies have used either 2
foreign trading company or broker who is able to get guarantees or
financing from his sources, or the United States company has supplied
the purchase order from a foreign contracting and manufacturing sub-
sidiary, situated in a Western country, that does extend either export
credit guarantees or credits to Bloc countries. '

The Export-Import Bank of Washington is authorized to guarantee,
insure, coinsure, and reinsure United States exporters. It conducts an
export guaranty program to facilitate United States exports, and par-
ticipates with the Foreign Credit Insurance Association, an unincor-
porated association of United States insurance companies, in a pro-
gram of credit insurance covering United States export transactions.
These activities are not considered public assistance to countries that
purchase United States exports and are not prohibited by the Mutual
Defense Assistance Act. However, the Foreign Aid and Related Agen-
cies Appropriation Acts of recent years have limitations on the author-
ity of the Export-Import Bank to participate in financing United States
exports to Communist countries. But the President has made determi-
nations allowable under the Act to insure export sales of United States
products to Rumania, Czechoslovakia, Poland, Yugoslavia, Bulgaria,
Hungary, and the Soviet Union. Such a waiver was exercised in the
Rumanian-Firestone and Universal Oil Products contract.

Export Control Program

With the Department of Commerce lies the enforcement and the
licensing of items and technical data which fall under the export con-
trol program. On April 1, 1964 Commerce took over from the Treas-
ury Department the responsibility of licensing exports of technical
data. :

The Department’s licensing pattern in carrying out these responsi-
bilities is hard to comprehend. The administration is difficult, if not
impossible, in view of the guidelines and the expanded trade relations
of the Bloc countries with other countries of the West, with close eco-
nomic and technological interrelationships with the United States. The
definition of what is strategic may vary with the direction of the wind.
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On July 14, 1964 the Department eased its licensing policy toward
Rumania by granting it the benefit of the same export control proce-
dures accorded to Poland. Exports to Rumania are now permitted
under general license for all commodities except for those on the ex-
ception lists.

Although many items and data classed as strategic materials have
theoretically been barred from shipment to the Bloc countries by the
Coordinating Committee for International Controls of the North At-
lantic Treaty Organization countries, the Coordinating Committee’s
list has been applied differently by its member countries and it is
not as extensive as the United States list with the result that the Sovi-
ets have received, from our NATO partners, many things that the
United States would consider clearly strategic. In many instances, for-
eign NATO licensees of United States companies may not be able to
export certain items to the Bloc countries. Licensees in neutral coun-
tries (i.e., Sweden, Switzerland) are not subject to such legal restric-
tions by their governments. In many instances, where items are re-
stricted for sale to the Bloc, there is no doubt that when, in time, they
try to produce the item they may then achieve a greater degree of self-
sufficiency and economic strength. But time is of the essence in pro-
ducing items for strategic purposes and also, in today’s industrial pro-
duction, for capturing markets or fulfilling urgent user needs. In a
few instances, the planning apparatus or even the actual economy
might be disrupted until either purchase can be made elsewhere or
adjustments are made to provide for the development and production
of the item. :

The use of Swiss subsidiaries or patent licensees to achieve similar
unintentional or intentional results has been utilized by companies
of other countries to carry on trade exchanges with the East. It is
possible for patent technology licensed by United States companies to
be sold to Bloc countries even though our export control program does
not allow such sales. - Further, it may have resulted, in some instances,
in the denial to United States firms of the opportunities to sell United
States produced items which the Bloc nations can obtain in other
countries of the West.

Need for Evaluation

Based on the past years of operating experience, an evaluation
should be made of the export control act and the program regarding
both the export of technical data and the licensing of export equip-
ment. Does it serve its intended purpose? In its present format and
operation, is it an unnecessary impediment on the United States par-
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ticipation in East-West trade? Is it an embargo that is effective in
denying the Communist Bloc countries the use of either United States
or Western technology and know-how to enhance themselves tech-
nologically and in over-all worldwide influence? The study should
legitimately be directed to determine what actual effect or impact the
export control program does have upon subsidiaries of United States
companies manufacturing and doing business as an operating entity
in other nations of the West. It should determine what occurs when
independent business entities in other countries of the West (NATO
or neutral) are provided with new technology, advanced engineer-
ing know-how and data under’ license for royalty payments from
United States business entities. Other important queries that should
be answered are whether there is a significant loss of capital funds and
job opportunities when United States firms are not permitted to sell
Bloc nations items produced in the United States and technology de-
veloped in the United States which can be produced and purchased
from other countries of the West and, in turn, if the sale of plants,
know-how and proprietary rights would adversely affect the United
States economy. Such a study is needed to aid in formulating legisla-
tion and policy affecting East-West trade.
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Although the primary purpose of IDEA is to communicate the research work of
_ the Institute, it also serves as an educational vehicle for the exchange of informed
opinion. This section is intended to serve such educational activity. The positions
taken by the authors of papers and notes in this section are not necessarily those
of the Institute. It is hoped that the material published in this section will stimu-
late researchers to undertake further study of the issues.

U. S. Patent Examination System—
Why Change A Good Thing?
(For the Wrong Reasons)*

PAUL A. ROSE*

A GREAT DEAL HAS BEEN SAID in the past two years to the effect that
because of the technological explosion, the mounting backlog of
applications in the Patent Office and the increase in the number of
applications being filed, the Patent Examination System as we know
it is going to collapse if we don’t do something about it. This theme
has been stated as fact so many times that even members of the Bar
and Committees of Congress are beginning to believe it and repeat it.

The purpose of this discussion is to try and stimulate those concerned
with our Patent System to think a little more clearly and deeply about
this alleged need for change and to assess it in the light of known facts
rather than to blindly accept the conclusions advanced by its proponents.

One of the strange things about the pressure for change is that it
has not been initiated by the Patent Bar, by industry or by a chorus
of inventors, but seems to be generated from within the Government,
which may cause some people to ask why the press for change now when
we had none for years with the same general situation existing.

At this point, it should be made clear that what is said here is not
an attack on any persons in or out of Government nor is it intended

*This paper, with certain changes, was presented by Paul A. Rose at the
Georgetown Patent Law Club Luncheon, Washington, D. C., on December 17,
1964. He is Manager of the Washington office of the Patent Branch of Union
Carbide Corporation.
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to question their motives or integrity. I believe that they have been
misled by unfamiliarity with the facts regarding our examination
system and by oversimplified extrapolation of recent figures into ex-
pected backlog in future years which indicates to them a problem far
greater than exists in fact, or which will exist in the foreseeable future.
Others appear to have accepted the conclusions advanced as fact and
continue to repeat them as such. As an illustration, the statement was
recently made that . . . in 1929, about 1,750,000 patents had been
issued. Now it is nearly twice that. That means searches and study of
them is twice as great simply on a numerical basis alone.” Nothing
could be further from the truth. Some may ask why it is not true that
twice as many patents mean twice as much time for an examination and
search. The reason is that even with the tardy job of reclassification
in a great many arts, the task is in some cases less than it was then
because smaller and more definitive subclasses have been created.
There are dozens of situations in which this is the case today. The
writer is not opposed to change if there is a demonstrated need for
it, but strenuously opposes change for the reasons thus far advanced.

Those who predict the dire results of the technological explosion on
the present examination system quickly state also that the most ob-
vious way of meeting the projected increase in work load, i.e., an
increase in the number of examiners to handle it, is out of the question,
Furthermore, although it has been repeatedly stated that the re-classifi-
cation job in the Patent Office is twenty years behind, no increase in
funds to bring it more current can be expected and indeed we are
told that none will be requested. Since efficient and current classifi-
cation of expanding arts is the keystone of prompt and efficient examina-
tion, this policy seems somewhat shortsighted.

Now let us look a little more closely at the factual basis for the
proposals for change advanced by the proponents. We are told that
since it takes four or more years to issue a patent in some areas of
technology important to the nation and to the spread of our technical
products throughout the world, some will ask the basic question
whether the patent system is worthwhile. It is difficult to see any real
connection between the length of pendency of an application and the
worth of the patent system and it is even more difficult to see what
dwell time of an application in the Patent Office has to do with export
of products.

The backlog in the Patent Office in November, 1964, was about
216,000 applications.

1As of January 31, 1965, the backlog was 212,673 and by May 31, 1965 was
207.344.
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In a recent speech the Assistant Secretary of Commerce for Tech-
nology made these statements:

We handle 75,000 applications a year. . . . The backlog problem is

s0 bad, it has taken on qualitative features. . . . It literally threatens to
slow down invention and innovation, an elementary mechanism for
economic and technological developments. . . . Therefore, resistance

to necessary changes in the patent system to make it more modern
and up-to-date will serve to destroy the entire system more than any
other factor that I can think of.

(Excerpts from speech by Mr. Hollomon to APLA October 4, 1964.)

There is no factual basis for these quoted excerpts, and the following
discussion will demonstrate why. First, let’s look at the record of past
performance as excerpted from Patent Office reports. The accompany-
ing graph indicates applications filed and the backlog over a number
of years past and up to the present.

The technological explosion and backlog which have caused Govern-
ment executives and others to push the panic button has been with us
for a long time and is nothing new. Moreover, backlog has not had
any effect on the rate of invention or the continuance of the techno-
logical explosion. These vary with peace and war, prosperity and
depression.

We had a backlog of 233,000 applications in 1948 and no one pushed
the panic button. That is about 15,000 more than reported in Octo-
ber, 1964. The backlog, far above the present level, continued through
1950 and after a considerable drop for a few years again rose to 222,000
in 1955. Again, no one pushed the panic button. From 1955 to 1961
the backlog dropped to around 200,000 and over the past four years
it has risen to the present level (November 1964) of around 216,000.2
Though this figure is still well below historic highs, suddenly it has
become so ominous in the view of some as to require revision of the
historically successful examination system which has produced the
“technological explosion” and the flood of inventions which we are now
told will be submerged and extinguished by this very system if it is
not changed in some way.

Now, as to applications filed, it may be a surprise to many to find
that the all-time high in filing was reached in 1929 when 94,738
applications were filed. This was up from a low of less than 60,000 after
World War 1. The rate then fell again to about 60,000 in 1933, which
some will remember as the period of great depression. The rate began
to rise again until 1988 when 75,000 applications were filed. With the

2This was an estimate in November 1964. The actual total of applications
pending at the end of 1964 was 215,741 which had fallen to 212,673 at the end
of January 1965.
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advent of World War II the rate fell again to a new modern low of
48,000 in 1943. At the end of the war the rate again rose to 92,000 in
1946 and fell again in the ensuing period of 1948-51 to 65,000 in 1951.
From 1951 to date the rate has been on a generally upward trend,
except for a dip in 1956 and 1957 and a very slight dip in 1963, until
the estimated total of about 88,000 for 1964. However, this is still
less by over 6,000 applications than were filed in 1929.

Again, on a historical basis, it is difficult to see any reason for the
present pressure for change in the system. :

Some cite the increasing complexity of inventions as complicating
the problem, but while computers may be more formidable than calcu-
lating machines or newspaper printing presses, machine tools and other
complicated inventions of the past, it would be safe to say that on
average the complexity of inventions today is no greater than those of
the past.

Aside from the lack of historical basis for change at this time, we are
in the midst of changes in practices within present statutes which should
be given a further trial period before taking drastic action. In October
1963, in a comment on compact prosecution, it was stated by a Patent
Office official that in the preceding 15 months the pendency time had
dropped from approximately 31 months to a little over 29 months. Since
that time the present Commissioner has instituted several constructive
changes in compact prosecution, such as restoring the encouragement
of interviews after final rejection, the practice now of acting on appli-
cations in the order of effective filing date, and setting a shortened
statutory period of four months for response in most cases. In a pre-
liminary report on these changes. Commissioner Brenner has indicated
that results in increased rate of disposal are most encouraging. This
indicates that better administration rather than statutory change could
be the solution if a significant reduction in backlog is deemed so
essential .4

The suggestion that our law, after 130 years, is outmoded and must
be updated to meet the needs of the new space age technology is even
less valid as a reason for change. The law was rewritten only 12 years
ago to incorporate changes which had been dictated by various modern
decisions of the courts and in other respects, and the law had, from
time to time, been revised to take account of current needs such as
the change from two years to one as a limit on time for filing appli-
cations after use or publication, several fee increases, reduction of the

8 This was an estimate in November 1964. The actual total for 1964 was 87,547.
4The reduction of the backlog to 207,334 at the end of May, 1965, indicates
continuing good results from the present approach.
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statutory time of response from one year to six months, and provision
for even shorter statutory periods for response, to mention a few.

Furthermore, the insistent emphasis on the need for prompt issue
of a patent, to permit exploitation and dissemination of the technology,
completely ignores the fact that in many instances worthwhile inven-
tions go into use or are published in technical journals long before the
patent issues and in some cases even before an application is filed.
Also, the value of “Pat. Pending” seems to be ignored and the fact
that under our present system manufacture, sale, or use and licensing
others to manufacture, sell or use does not need to wait, and often
does not wait, for issuance of a patent, but can and again often does
begin even before an application is filed, particularly if foreign rights
are not to be protected. Every attorney representing a corporation can
recall numerous instances in which it was necessary to sit on the sales
or publicity department or to hold an eager-to-publish scientist in check
until an application could be prepared and filed, so that the technology
would not be published before the United States filing date, in order
not to jeopardize foreign rights.

Again, the press for change ignores the long established policy of the
Patent Office to make applications “special” so as to expedite issue of
a patent when a special situation warranting such action is presented.

Therefore, it appears that the emphasis on the need to get patents
issued promptly in order to disseminate the technology to others or to
promote use is a poor and over-emphasized reason for considering
change in our present system. This is particularly true when it is
remembered that larger backlogs and longer delays over a period of
thirty years or more have not slowed up the technological explosion
nor previously been considered to require any change in the basic
system.

Finally, a word about the proposals that we might seriously consider
initiating the deferred examination system which was recently adopted
by the Dutch. As to this, we should ask the question: Should we adopt
the practices of a country where the policy is to restrict rather than to
expand its patent system to make it truly an incentive system?

The Dutch don’t like patents because 80 percent of their patents
issue to foreigners and only tend to restrict the local economy. That is
why the Dutch have had the best or most rigid examining system in
Europe. It has been suggested that the Dutch probably wouldn’t even

51In certain foreign countries publication or use anywhere, prior to the effective
filing date is a bar to a valid patent.

6 A new procedure for obtaining “special” action in applications pending six
months has recently gone into effect and may be availed of on a voluntary basis.
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have a patent system if it were not for the fact that not having one
might cause other nations to hink that they are backward. Therefore,
the suggested imitation of the Dutch system is based on the wrong moti-
vation. We should be thinking in terms of operating our system to in-
crease its incentive force, rather than in terms of how we can amend it
so as to operate it more cheaply and easily.

It seems anomalous that changes to cheapen the system should be
sponsored rather than have provision made for adequate plant capacity
to meet the demand. The business advisory service people in any
Government department would think that a company receiving more
orders than it could fill would appear rather inept if, instead of in-
creasing its plant capacity to supply the demand, it either cheapened the
product or set up a premium charge system for those who wanted
prompt delivery.

If we are to accept the fact which seems acceptable to most, including
the proponents of change, namely, that our present Patent Examination
System has provided the incentives which have produced the tremendous
advances in technology which they say now pose such a problem, then
we may ask again, “Why Change A Good Thing?”






A Modified Deferred Examination System

ELMER J. GORN*

“wHEREAS the patent system of the United States has developed a
continuing backlog of patent applications and the cost of processing
such applications increases constantly; . . .”

President Lyndon B. Johnson's

Executive Order 11215 of April 8, 1965.

BESIDENT JOHNSON’S EXECUTIVE ORDER 11215, which established the
President’s Commission on the Patent System, places a major emphasis
on the backlog of pending applications in the United States Patent
Office and on the increasing expenses of the Patent Office. Procedural
changes in the Patent Office such as Compact Prosecution and the pro-
posed deferred examination system, modeled on the new Dutch Patent
Law of January 1, 1964, appear to be directed primarily toward re-
ducing the backlog without any substantial increase in the cost of the
Patent Office. While the problem of the backlog is very important, to
attempt to modernize our patent system primarily in terms of the effect
on the backlog may very well divert us from our major objective
which, in the words of Executive Order 11215, should be “. . . to in-
sure that the patent system will be more effective in serving the public
interest in view of the complex and rapidly changing technology of
our time. . . .”

The patent system is peculiarly psychological in nature. By its
promise of certain economic rewards it is intended to induce inven-
tors, and those who lend economic support to the work inventors
do and to the development and marketing of their creative produc-
tivity, to do work and carry out projects which, in absence of such
promise, they would not be likely to do. Unless the procedures in
the Patent Office are matched to the motivations of those who seek
to make use of the patent system, the basic purpose of the system is
thwarted at the outset and the patent system itself tends to degen-
erate. Part of the problems which we face today are probably due to
the fact that such a matching of procedures and motivations does
not exist in our present system. The proposed deferred examination
system does, in part, attempt to take some of these motivations into
account, but it does not go far enough in that direction.

* Director of Licensing, Raytheon Company, Lexington, Massachusetts.
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At the present time we can identify at least four different types of
motivation in the filing of applications in the Patent Office:

I. The desire to obtain the publication of a patent solely to prevent
a subsequent inventor from obtaining a patent which could be used
against the owner of the first invention. Even though an applicant
with this motivation may never intend to use the patent aggressively
against anyone (as is probably the case in most Government-owned
applications), mere publication of the invention would not give
such an applicant the protection he seeks since such publication
would not give him the opportunity of getting into an interference
with a subsequent inventor and of carrying his effective date back’
of the publication date to the time at which he made the invention.

I1. The desire to obtain a “defensive” patent. Such a patent is
one which the applicant expects he will be able to use as a possible
counter against another patent owner who may accuse the owner
of the defensive patent of infringement. Such an applicant has no
intention of attempting to stop anyone from using his patent unless
he is compelled to do so to avoid an attack on himself. He, too,
is interested in his ability to get into an interference with a rival
claimant for a patent on the same invention. Sometimes such a
defensive patent seeker may subsequently change his attitude and
decide that he would want to initiate aggressive action against an
infringer. However, during the application stage such aggressive
motivation is usually absent.

III. The desire to obtain a patent if the Patent Office can be con-
vinced to issue one, but to retain the information of the details of
the invention as a trade secret if the Patent Office refuses to grant
the patent. The suggestion that all applications be published shortly
after filing, whether or not a patent is eventually granted, would keep
this class of applicants out of the Patent Office.

IV. The desire to obtain a patent in order to exercise the grant
of the right of exclusion in an aggressive manner, either to prevent
others from using the invention, or to obtain, by royalties or other
values, an economic advantage in the marketing of the invention, or
to obtain a substantial monetary income from licensing or sale of
the patent. Such an applicant desires to obtain a patent with broad,
strong claims possessing a high degree of prima facie validity. Nor-
mally, he would also like to obtain his patent without excessive delay.

Each of the above motivations can be further divided into at least
two, one of which involves a desire to seek only United States patent
protection, and the other of which involves a desire also to seek
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foreign patent protection of the same category or of one of the other
categories described above.

If each applicant with any of the above motivations were to find
the Patent Office procedures tailored to fit his desires and needs, he
would indeed be given the maximum stimulus to which he is adapted
to respond in the generation and development of his inventions.
Therefore, it would be wise for us to attempt to devise a practical
system having the necessary degree of flexibility to accommodate
itself to him while preserving the basic principle of encouraging the
earliest possible availability to the public of the fruits of his resultant
creativity. Such a system might well be a modified form of the
Dutch deferred examination system. Such a modified system is sug-
gested below.

The application would be in the form and with the content as pres-
ently provided under the Patent Office rules. However, at the time
of filing the applicant would have to elect one of the following options.

(1) Have the application published without examination as to
patentability as promptly as possible.

(2) Have the application published without examination as to
patentability, but delay such publication beyond a year to enable
one or more corresponding foreign applications to be filed.

(3) Have the application subjected to one prepublication patent-
ability examination.

Should the applicant elect option (1) or (2), his application
would be subjected to examination as to its compliance with the
requirements of sections 111 through 120 of Title 35 of the U. S.
Code. These are the sections dealing with the form and content of
the application. The application would not be examined for division
under section 121. However, the applicant would not be entitled
to publication with more than ten claims. Provided the applicant
promptly complied with the Commissioner’s objections as to form
and content, the application would be published as soon as possible
under option (1), but publication would be delayed until after a
year from the application date under option (2).

Any application so published would become a publication patent.
A publication patent would give its owner no rights of exclusion.
However, it would be effective as prior art as of its filing date and
would give its owner the right to copy claims for purposes of inter-
ferences from any other type of patent which carries with it a right
of exclusion. Such copying of claims for this purpose would be sub-
ject to the present interference practice rules. As to any claims which
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the owner of such a publication patent wins in such an interference,
his patent would be converted into a patent of the type from which
the claim had been copied.

An application under option (3) would be subjected to one ex-
amination under sections 111 through 120 as in the case of an
application under options (1) and (2) but in addition that examin-
ation would include an examination as to unity and patentability
under sections 121 and 131. The Examiner would supply the appli-
cant with the type of office action called for in section 132, notifying
the applicant which claims, if any, were considered to be allowable
and which were rejected, together with reasons for the rejection,
the reasons for any objection or requirement, and also such infor-
mation and references as may be useful to the applicant in judging
which action he should take.

Upon receiving the office action resulting from such examination,
the applicant would have these further options:

(4) Request that the application become abandoned, whereupon
it would not be published and would be retained in confidence under
section 122.

(5) Request that he be granted an “unvalidated patent”.

(6) Request that the application be subjected to a validation pro-
cedure.

These latter three options would have to be exercised within six
months of the office action and, at the time of making his option
selection, the applicant would have the right to amend his application
and claims in accordance with present patent practice. Upon the
selection of either option (5) or (6), the application would be pub-
lished promptly in the form as amended. However, on request of the
applicant, such publication could be postponed until after one year
from the application date in order to protect the right of foreign filing.

An application published under option (5) would be designated
as an “‘unvalidated patent”. It would have no prima facie validity
but it would give its owner the right to sue infringers in the various
courts and under the conditions which heretofore have applied to
patents. However, not only would the unvalidated patent have no
presumption of validity, but if the person suing on such a patent
in an infringement suit were to lose the suit, the court would be
required to assess the defendant’s costs, including his attorney’s fees,
against the losing party and, at the discretion of the court, damages
sustained by the defendant because of the suit might also be assessed
against the losing party.
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An unvalidated patent would be entitled to copy claims for inter-
ference purposes from any other unvalidated or validated patent in
accordance with present interference practice. Should it win an
interferénce as to a claim copied from a validated patent, it would
to that extent also become a validated patent.

Also, the owner of an unvalidated patent, within two years of
its publication date, would be entitled to request that it be subjected
to a validation procedure.

Obviously, an unvalidated patent would not be a very strong patent,
but it probably would have sufficient defensive strength to satisfy
many patent owners interested only in defensive patents.

Each application published under option (6) and each unvalidated
patent as to which its owner requests a validation procedure with
‘the two-year time limit would be noticed in the Official Gazette as
having such a procedure in process. It should be noted that, in
effect, during the validation procedure, an application published
under option (6) has become an unvalidated patent, and during
such period could probably be treated as such.

Following the publication of an unvalidated patent or an applica-
tion published under option (6), but not later than six months after
such unvalidated patent or published application has its notice of
validation procedure published in the Official Gazette, any third party
would have the right, without prejudice, to submit to the Patent
- Office, prior art references or other data, together with such argu-
ments as the third party deems appropriate, to show that the pub-
lished claims or any of them should not be validated. Copies of
such communications would become part of the public record in
the case and copies would also be supplied to the patentee or applicant.

At the expiration of the foregoing six-month period, the Examiner
would make such additional searches as he would deem required
and on the basis of the resultant record in the case would act on the
case, whereupon prosecution would proceed as under the present
practice, including the right to appeal to the Board of Appeals and
to the courts. 4

A patent granted as a result of such a validation procedure would
be designated as a “validated patent”. It would have all the rights
of exclusion of the present type of patent but would also have a
very strong presumption of validity. Therefore, it would entitle
its owner to obtain preliminary injunctions to the same extent as
is now true in the case of a patent which has been validated as a
result of an interpartes suit in a federal court.
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A new system of fees would be devised which would require an
appropriate separate fee to be paid with respect to each of the options
selected by the applicant or patentee.

The term of the patents involved would also be adjusted. The
publication patent would be without any specific term. However,
an unvalidated patent would have a term of seventeen years from its
date of publication, while a validated patent would have a term of
seventeen years from its date of grant as a validated patent, or seven-
teen years from its date of publication, whichever is shorter.

Whether or not a system, such as that proposed here, would actually
reduce the size of the backlog cannot be predicted with any assurance.
The writer believes that such a reduction would be achieved. How-
ever, it is believed that the effect on the backlog would be of secondary
importance as compared to the other advantages which some such
system would produce.



Government Patent Policy—lts Impact
On Contractor Cooperation With The
Government And Widespread Use
Of Government Sponsored
Technology*

HELGE HOLST**

SuMMARY AND CONCLUSION

ASTUDY HAS BEEN MADE—as factual as possible in a sensitive area—
of the impact of Government patent policy on the availability and
cooperation of organizations with the Government. Effort has like-
wise been devoted to learning the effect of applicable Government
policies on the use of private, proprietary technology in work for the
Government, and reciprocally on the likelihood of wider use of tech-
nology developed on work for the Government in civilian applications
of benefit to the nation.

The data obtained is striking. It represents responses of contractors,
large, small and intermediate, who provide over $10 billion of procure-
ment to the Government each year. Their percentages of work for
the Government to total sales, range from very small to 100 percent. It
likewise reveals the attitudes of some organizations who do not serve
the Government but are the kind which could contribute helpfully if
they did undertake Government work. These firms constitute 2,268,000
employees and supporting plant and equipment. They therefore com-
prise a significant resource of the nation.

In summary, the responses to the questionnaire indicate that organi-
zations of the type which serve the Department of Defense, the Space
Agency, the Atomic Energy Commission and other agencies of the
Government which require technical items and services involving con-

* Condensed from a report presented to Secretary of Defense, Robert S. Mc-
Namara, on December 11, 1963. This report was prepared by the Subcommittee
on Research and Development of the National Defense Committee of the Chamber
of Commerce of the United States.

#*Mr. Holst was Chairman of the Subcommittee referred to in the previous foot-
note. He is Corporate Counsel of Arthur D. Little, Inc., in Cambridge, Massa-
chusetts.
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siderable technology, do hold and do depend for their commercial
position upon patent rights and proprietary data. Such organizations
for the most part serve the Government in their fields of specialization.
In general, it is not the policy of such organizations to license others
to compete with themselves, but they are, nevertheless, in general pre-
pared to deal with the Government in ways which permit use of second
sources.

Government patent policy is a significant factor in discouraging re-
sponsible, competent organizations with substantial backgrounds of
experience and proprietary rights from bidding on work for the Gov-
ernment. 1t is a fact that many such organizations do actually refrain
from bidding on work for Government agencies whose patent policies
they disapprove. This finding should not be overlooked despite the
apparent ability of the Government to secure contractors. Indeed, it
is to be questioned what background available contractors do bring to
their Government work. :

Where organizations which disapprove of the patent policy of a
Government agency do nevertheless undertake to work for the Govern-
ment, they quite generally isolate their Government operations as a
means of protecting proprietary rights, as well as for other purposes.
There are indications that such isolation restricts the input of the
organization’s technology into work for the Government and likewise
impedes flow of new findings from Government work back into the
operation of the organization and thus into the general economy. This
segregation, and the general attitude of organizations toward work for
the Government, results from a fear that the terms sought by the
Government threaten the commercial position of contractors to the
Government.

There is significant evidence that organizations which undertake
work for the Government are able to utilize know-how or other find-
ings for other purposes. It is abundantly evident, however, that in
applying such developments for other purposes, very substantial addi-
tional effort and cost is required—in relatively few instances can a direct
transfer of the same product or service be made from Government pur-
poses to civilian application.

‘There is, unfortunately, evidence that the devotion of private re-
search and development to Government work has produced a slowdown
in the development of products for the general economy. It is also
clear that many managements are reluctant to devote to Government
work the high calibre personnel required to solve difficult problems
because the withdrawal of such superior personnel from their regular
operations would delay development of commercial products or expose
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the organization’s regular business to the risk of falling behind the
developments of their competitors. There is also evidence that such
work for the Government has tended to increase the cost of private
research and development.

" Despite fears of Government work, and its consequences to the re-
mainder of their operations, and despite the recognition of the rela-
tively poor financial return from work for the Government, organiza-
tions are frequently motivated to undertake such activities in the hope
of acquiring know-how and patent rights.

In any consideration of this subject, it has seemed particularly neces-
sary not to become lost in the relative equities of the Government and
the contractor. Accordingly, this study makes a special effort to focus
on the best interests of the nation. This has been done by concentrat-
ing on the two major considerations:

(1) What policy will best enable the Government to secure
the most helpful assistance on primary governmental
problems?

(2) How can such work be carried out in ways which will
produce maximum useful benefit to the economy at large?

As has been stated by representatives of the Government itself, in
seeking the assistance of outside organizations, the Government desires
better weapons, space systems, components, or other services directly
needed for carrying out governmental functions. The patent policies
and technical data provisions under which the Government deals with
its contractors must, therefore, above all else seek to obtain that ob-
jective—first things first—the best possible end items and services at
reasonable cost. To do so, governmental policies must attract the
most capable organizations in the relevant fields of interest. In enlist-
ing such organizations, it must have their whole-hearted and enthusi-
astic support. As participants they must be willing to devote their
best talents, pertinent background, existing technology (whether pro-
prietary or not), facilities, and all other resources to the work of the
Government. There must be no holding back in any regard—no
isolation of personnel, facilities, technology or skill which shut off any
ability of any type which could contribute helpfully to the direct and
vital interests of the Government.

The present study clearly shows that under its present policies as
they are understood by contractors, the Government is not securing
ready access to all organizations, especially those with pertinent pro-
prietary rights. Moreover, even where such contractors do undertake
work for the Government, they do so with a belief that Government
patent (and data) policies are inimical to or threaten their basic in-
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terests. Despite this attitude, contractors in general remain remarkably
willing to give the Government such rights as are truly needed to permit
competitive procurement from multiple sources. It is believed, how-
ever, that if the Government would recognize the economic worth of
the rights required to be surrendered by contractors for this purpose,
and would deal with them on an economic and more nearly commer-
cial basis, the cooperation of industrial organizations would be more
widely available.

Now that the role of research and development in the creation of
new products, new processes, new work opportunities, new tax revenues
and general benefits to the public is being more clearly recognized, it is
apparent that the widest possible public benefits should be secured
from all work undertaken for the Government. It is therefore in-
creasingly necessary to recognize the fundamental requirements of the
economic system prerequisite to the utilization of new technology. In
securing wider secondary applications, clearly, the difficulties of com-
munication to the private sector will be reduced if the initial work is
performed in the private sector. But beyond the problems of com-
munication lie the need for incentives to take the steps needed to
achieve further use. These requirements are many and varied. In-
dividual experience and the public statistics indicate the magnitude
of hazard and cost involved in launching new products and services.
Speculative investment of this type should therefore not be undertaken
by public agencies with public funds. It is believed best that such
risks be borne by those who may reap the rewards of success but will
also experience the losses of failures. This will lead them to operate
under the pressures and restraints of investing their own funds and con-
sequently provide maximum motivation to make such ventures succeed.

All factors considered in this complex area, it is believed to be in the
Government’s best interest to employ patent and data policies which
have as their primary objective the assuring of Government access
to the most able organizations for direct work on Government prob-
lems. The secondary objective of securing widespread use of resulting
technology will then be best advanced by providing conditions which
afford maximum incentive to organizations to make application of any
useful results of their work for the Government. It is considered that
both primary and secondary objectives will best be achieved by leaving
ownership of inventions and technology with those who originate them.
This will provide incentive to capable organizations to serve the Gov-
ernment. It will likewise motivate the further very substantial efforts
required to make further use of the developments. Such expanded use
will benefit the Government, directly and indirectly.
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Even though developments may be initiated under Government
sponsorship, in almost every case their utilization cannot be achieved
without further large and complex effort and cost on the part of the
orginators or developers. Thus, any benefits obtained would seldom
constitute “windfall” enrichment. To the extent that such benefit
is an added reward, it is inducement and compensation to organizations
to perform work for the Government. In any event since benefits to
the private developer cannot be obtained without conferring a wide
circle of benefits to the public, employees, and the Government itself,
a policy which achieves these results does accomplish the secondary
objective of Government policy regarding patents and technology de-
veloped under Government sponsorship.

It is urged that the full data and discussion herein be carefully
studied by those responsible for development of Government patent
policy, including those charged with implementation of the Presiden-
tial Patent Memorandum of October 10, 1963. It is believed that
patent policies and their implementation should be developed along
lines which recognize the realities and vitality of the private enterprise
system, including (a) the advantages to the Government of access to
experienced organizations whose background and standards of quality
would be useful, and (b) the prerequisites for promotion of new de-
velopments.

PRESIDENTIAL MEMORANDUM ON GOVERNMENT PATENT PoLIcy

ON OcroBER 10, 1963, PrRESIDENT KENNEDY ISSUED a memorandum
to Heads of Executive Departments and Agencies on Government
patent policy. This Memorandum gives added urgency to realistic ap-
praisal of the factors with which this report is concerned. The Memo-
randum outlines policy guidelines with respect to ownership of inven-
tions growing out of work sponsored by Government contract. The
statement is largely silent on the importance of securing the coopera-
tion of the most relevant organizations to serve as contractors, but
clearly emphasizes the objective of greater utilization of beneficial re-
sults growing out of Government-sponsored work. Moreover, the Memo-
randum specifically provides that a patent advisory panel be established
under the Federal Council for Science and Technology to develop
recommendations and to prescribe procedures for implementation of
the policy.

Basic consideration for the development of patent policy is stated
to be the fact that inventions in scientific and technological fields re-
sulting from work performed under Government contracts constitutes
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a valuable national resource. The Memorandum likewise indicates that
use and practice of their inventions and discoveries should stimulate
inventors, meet the needs of the Government, recognize the equities
of the contractor, and serve the public interest. It asserts that public
interest in a dynamic and efficient economy requires that efforts be
made to encourage the expeditious development and civilian use of
these inventions. The Memorandum then acknowledges: ‘“Both the
need for incentives to draw forth initiatives to this end, and the need
to promote healthy competition in industry, must be weighed in the
disposition of patent rights under Government contracts. Where ex-
clusive rights are acquired by the contractor, he remains subject to
the provisions of the anti-trust laws.”

The above summary clearly recognizes some of the basic considera-
tions which should control in the development of sound governmental
patent policy. It is necessary to realize, however, that assembly of
relevant considerations is not in itself achievement of sound patent
policy. Policy is sound only if it achieves the results desired. In gen-
eral, the objectives sought by the Presidential Memorandum are the
same as those considered herein to be of paramount importance. How-
ever, the Presidential guidelines then proceed to outline a variety of
conditions under which ownership of inventions will be taken by the
Government. It likewise prescribes circumstances under which inven-
tions acquired by the Government may be dedicated to the public or
licensed on a non-exclusive basis. The experience of private enterprise
strongly suggests that without private ownership, and in the absence of
the right to exploit new developments on an exclusive or more-or-less
exclusive basis, there will seldom be the additional investment and
effort required to bring about actual widespread use. It is, therefore,
questioned whether “dedication” of inventions to the public, or wide-
spread adoption of the policy of non-exclusive licensing will in fact
achieve widespread use. Moreover, the Presidential Memorandum fails
to give recognition to the need for attracting desirable organizations
to serve the Government, an objective of even greater significance than
secondary use.

It is in the Government’s interest to enlist the most competent con-
tractors with the most pertinent background, and this is likewise best
for the nation. It would seem that the importance of such participation
by the country’s resources of talent and productive skill becomes even
greater in matters of national defense and survival. Every reasonable
effort and policy should therefore be directed to achieving the primary
objective of government contracting—the effective and speedy solution
of primary governmental problems, and swift implementation of such
solutions into functional systems. To likelihood of success in meeting
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primary objectives, can then be added the second but clearly sub-
ordinate objective of achieving widespread utilization of possible sec-
ondary benefits. Other considerations and objectives should come only
after full recognition of the first two and should be subservient to them.

The Presidential Memorandum throws light on this subject, but
makes all the more important the proper understanding of funda-
mentals. Moreover, the Memorandum itself requires periodic evalua-
tion of the actual results of Government patent policy. Accordingly,
this report, which was initiated prior to the issuance of the President’s
Memorandum, deals with what are regarded as basic considerations
for evolution of sound Government patent policy.

GOVERNMENT PATENT PoLicy AND 1Ts IMPACT ON CONTRACTOR
‘COOPERATION WITH THE GOVERNMENT AND WIDESPREAD USE OF
GOVERNMENT SPONSORED TECHNOLOGY

INTRODUCTION

Government patent policy vitally concerns Congress, the Executive
Departments and contractors. Legislative bills on the subject filed in
Congress this year include H.R. 471 (Daddario Bill), S. 1290 (McClel-
lan), S. 1432 (Long), and S. 1623 (Saltonstall). Public and private
discussions of the topic are legion. Time consuming and costly studies
and investigations of related matters have been conducted for several
years. These have been far reaching and involved notable contributors.
Included among the major efforts have been the investigations of the
Subcommittee on Patents and Scientific Inventions under Congress-
man Erwin Mitchell, Chairman (House Report 1633, May 19, 1960),
the same Subcommittee on Patents and Scientific Inventions under
Congressman Emilio Daddario, Chairman (House Report 2185 of
August 14, 1962), the Subcommittee on Patents, Trademarks, and
Copyrights of the Committee on the Judiciary under Senator McClellan
(Hearings, April-May, 1961).

Although these subjects have been studied with care, and the queries
and responses have been based upon the experience of those concerned,
to date little statistical evidence has been presented as to:

(a) the availability or non-availability of contractors to the Govern-

ment as affected by Government patent policy;

(b) the effect of Government patent policy on the flow of technology
to and from work for the Government and into general public
benefit; and

(c) the importance of patents and proprietary rights to the use of
such technology by private organizations.

The present study is a conscious effort to gather and to interpret
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factual and statistical data in this area rather than merely to express
opinions for or against certain policies. It is an attempt to evaluate
the impact of Government patent policy on the Government’s own
interests. While the welfare of contractors is an important considera-
tion, it is here treated as subordinate to the interest of the Nation.
Nevertheless, it is essential to recognize the basic economic factors
motivating the conduct of contractors, which materially influence their
willingness to undertake work for the Government, and their effective-
ness in implementing widespread use of new developments. This sub-
ject and its ramifications are too important, too intricate, and too dif-
ficult of comprehension to be answered with such slogans as “What
the Government pays for it should get.” Nor is it sufficient to assert
that since employers demand the transfer to them of inventions made
by employees, it is consistent and equally useful for the Government
to demand transfer to it of inventions made by contractors. The role
and the needs of a private economic entity and of the Government are
not identical.
NATURE OoF THis StubY

In an effort to obtain factual basis for this study, a questionnaire
was prepared for widespread distribution. However, it was then ad-
vised that the questions dealt with subject matter of such sensitivity
that general broadcast of the questionnaire would not result in candid
replies. As a consequence, the questions were revised and distributed to
organizations known to be contractors to the Government, or to be the
types of organizations whose competence was such that their services
would be of use to various Government agencies. Personal contact was
made with these organizations in forwarding the questionnaire and an
explanatory memorandum urged accuracy and frankness in response.
It was emphasized that the information was sought in order to provide
factual answers from which reliable guidance could be developed for
all parties concerned—the Executive Departments of Government,
Congress, and contractors. After receipt and analysis of the responses,
which frequently included supplementary memoranda and letters,
follow-up interviews were held to obtain more complete data on the
subjects of the questionnaire and related aspects of the investigation.

The questionnaire used and—in summary—the responses obtained
were as follows:

GOVERNMENT PATENT PoLicY QUESTIONNAIRE
(2) Size of company; number of employees: varied from 80 to 145,000

(b) Sales to Government: from zero to $2,600,000,000
(c) Percentage of Government sales to total sales: from zero to 1009,
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1. Do you hold or depend on patent rights for your commercial position in one
or more of your fields of operation? “Yes” 929,; “No” 79%; “Other’ 19,

2. Do you work for the Government in one or more of your fields of specializa-
tion? “Yes” 77%,; “No” 239,

3. Is it your policy to license others under your patents in your fields of operation?
“Yes” 729; “No” 99,; “Other’ 199,

4. Are you willing to license or to give the Government background patent rights?
(a) for Governmental Purposes: “Yes” 76%; “No” 199,; “Other”’ 5%,

(b) for commercial purposes? “Yes” 16%; “No” 199,; “Other” 2%

5. Has its patent policy been a factor in discouraging you from bidding on work
for any Government agency? “Yes” 809; “No” 18%; “Other” 29,

6. Have you actually refrained from bidding on Government work for any agency
because of its patent policies? “Yes” 56%,; “No” 369,; “Other” 89,

7. Does the policy of certain Government agencies in taking title to patents
resulting from Government-sponsored R&D lead you to keep Government work
segregated, or confined to certain divisions? “Yes” 489,; “No™ 299%,; “Other”
239,

8. Has your work for, or terms sought by, the Government appeared to threaten
or affect your commercial position? “Yes” 519,; “No” 229,; “Other” 279,

9. Can you cite the utilization in commercial products of any know-how or pat-
ented rights developed or growing out of work for the Government? “Yes”
309%; “No” 46%,; “Other” 249,

10. Can you indicate how much additional effort or expense was required to adapt
or further develop the concept or know-how derived from the Government
work to a generally useful product or service?

Where there has been experience, the added cost has been substantial.

11. Has the devotion of your research and development or other talent and facili-
ties to Government work slowed down or otherwise affected your production of
commercial products? “Yes” 309,; “No” 439,; “Other” 279,

(a) Has it affected your cost of operation? “Yes” 309,; “No” 489%,; “Other”
229,

12. Does the opportunity to develop know-how or patent rights provide incentive
to you to undertake work for the Government?

(a) know-how “Yes” 839,; “No” 13%,; “Other” 4%,;
(b) patent rights “Yes” 639%; “No” 289,; “Other” 99,

Size of Respondents, Volume of Government Contracting
Represented, and Percentage of Government Work

In soliciting responses, a careful effort was made to avoid predetermining the
replies which would be obtained. Instead, an effort was made to cover representa-
tive organizations, both small and large. Some of those invited perform only small
proportions of their work for the Government while others were almost wholly
dependent upon Government sales. In fact, responses were obtained from small,
intermediate, and large entities. The respondent with the smallest number of em-
ployees operates with a staff of 80; the largest with 140,000. Similarly the proportion
of Government work performed ran from zero to 1009,. The total number of em-
ployees in these organizations is more than 2,268,000 and the total procurement
provided by these organizations in 1962 was well above $10 billion. It is believed,
therefore, that the organization by size, proportion of sales to the Government, and
quantity of procurement, properly sample the attitudes of organizations dealing
with the Government.

Because of the personal relationships used in soliciting these responses, and the
knowledge of the organizations by the interrogators, it is believed that the responses
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given reflect an unusual degree of candor in disclosing matters not normally made
public. Moreover, the questions were designed to contain elements of self-verifica-
tion. For example, Question #5 inquired: “Has the Government’s patent policy
been a factor in discouraging you from bidding on work for any Government
agency?” and might well have resulted in a nearly unanimous “yes” response—the
significant factor being to reflect discouragement or dislike of the patent policy. In
contrast, Question #6 asked: “Have you actually refrained from bidding on Gov-
ernment work for any agency because of its patent policies?” It was expected that
responses would not be anywhere nearly as affirmative. Evidence of frankness in
answers, together with the more extended comments and disclosures obtained, com-
mend these findings for serious consideration.

Result of Survey

Question #1. The Significance of Patents to Commercial Organizations

At the outset, it was thought desirable to learn what importance private organi-
zations attach to their patents. This answer was sought to supply insight into the
utility of patents and related data to the organizations interrogated and, therefore,
provide a basis for evaluation of reactions to Government patent policy.

Question #1 accordingly asked: “Do you hold or depend on patent rights for
your commercial position in one or more of your fields of operation?” The answers
were: “Yes” 929,; “No” 79%,; “Other” 19,.

Clearly, this shows a high degree of reliance upon patents for economic position.
The degree of affirmative response came as a surprise since it is generally recognized
that patents alone, without a high degree of competence in production, sales and
administration, will not assure success. The dependence on patent rights, shown by
this vastly preponderant reply, explains to a considerable degree the strong desire
of private organizations to protect the results of their research and development
and to convert them into proprietary assets of the organizations. This conclusion
is reinforced by the response to Question #12.

Question #2. Contractors’ Fields to Work for the Government

Since it is recognized that contractors can make a particularly helpful contribu-
tion to the Government if, in fact, they work for it in fields in which they have
substantial background, the second question of the survey was aimed at determining
whether or not contractors do in fact serve the Government in their fields of
specialization. This inquiry seemed particularly desirable to determine the possi-
bility of enlisting contractor background competence, and also because the more
relevant such background, the more realistic would seem to be the fear expressed
by many organizations that work for the Government jeopardizes their proprietary
position.

Question #2 of the survey, therefore, inquired: “Do you work for the Govern-
ment in one or more of your fields of specialization?” The answers were: 779,
“Yes”; 239, “No.” This response should not be misunderstood. It does not say all
affirmative respondents will undertake Government-sponsored R&D. It merely re-
plies as to the nature of work performed for the Government. Nevertheless, this
reply, for all of the reasons stated before, is clearly of interest to the Government.
But it inevitably raises the question whether in undertaking work for the Govern-
ment in their fields of commercial interest, contractors do, in fact, endanger their
commercial status. If so, it is only natural for them to be reluctant to part with
information which they feel threatens their proprietary position. In view of the
replies to Question #8 discussed below, it is not surprising that there is great
reluctance on the part of contractors to surrender foreground rights just as they
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are reluctant to convey away background inventions on which they depend for
their economic position.

To retain perspective on this situation, it is well to emphasize the importance of
“first things first.” What is it that the Government sought from the contract which
gave rise to the invention? If it is, in fact, the solution to difficult problems, the
enlistment of the most competent contractors and the application of their existing
background for this purpose, Governmental policies should clearly be such as to
encourage rather than repel participation and cooperation by organizations of this
type. Government ownership of patent rights is quite secondary to this primary
issue. The objective of Government policy should be, above all else, to attract. and
enlist competent organizations to serve the Government. That such organizations
will seek to retain developments related to their fields of operation is natural. The
opportunity to do so can serve as means of attracting such organizations to serve
the Government. The need for wisdom in this decision is particularly emphasized
in view of the fact that such organizations working in their regular areas of opera-
tion provide the greatest likelihood of the application of useful data and technology
resulting from the Governmentsponsored work for public benefit as described
below under Question #9 and in Sections V and VIIL

Questions #3 and #4. Willingness of Contractors to License Others

Questions #3 and #4 were intended to determine whether, despite the fact that
patents comprise an essential means by which contractors maintain their commer-
cial position, they are, nevertheless, willing, under appropriate circumstances, to
license others in their fields of operation.

Question #3, therefore, asked: “Is it your policy to license others under your
patents in your fields of operation?” The answer: “Yes” 729,; “No” 99,; “Other”
199,, was surprising. It was anticipated that organizations dependent for their
commercial position upon patents would not be willing to license others under
those patents since to do so might well comprise the creation of competition which
would threaten the organization’s position. It is possible that this acquiescence to
licensing has come about through the sustained practice of the Government in
insisting upon the right to create second sources.

It may be added that the fuller responses to this question provided by many
organizations clearly indicate that when commercial organizations are prepared to
license or otherwise negotiate for the use of their patents; in doing so they expect
to operate on a commercial or economic basis and receive value for value given.
With respect to patents and technical data, the normal basis for exchange is a
royalty or other compensation. Transfers of rights usually also involve affirmative
assistance in transmitting know-how, drawings and related data. This is the normal
method of operation. It would seem a reasonable basis for operation between
commercial organizations and should provide an acceptable method for securing
the assistance and support of capable, private economic entities.

Question #4 inquired: “Are you willing to license or to give the Government
background patent rights? (a) for governmental purposes? (b) for commercial
purposes?”

The answers to this question amplify, but confirm the conclusions from the
preceding question. The responses were:

(a) For Government purposes—"Yes" 769,; “No” 199,; “Other” 59,

(b) For commercial purposes—"Yes” 16%,; “No” 829; “Other” 29,

In other words, organizations are willing to license the Government for govern-
mental purposes. They are quite unwilling to license the Government for commer-
cial purposes. Hence, almost universal objection to the taking of title to inventions
by the Government.
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Questions #5 and #6. Effect of Government Patent Policy on Willingness of
Contractors to Work for the Government

It is considered vital to the Government’s primary interests to be able to enlist
contractors with relevant work experience for the Government in areas of difficulty
and uncertainty. It is known that many organizations disapprove of Government
patent and data policies. It was accordingly thought desirable to learn (a) the
extent of such disapproval; and (b) whether disapproval went so far as to result
in organizations actually refusing to work for agencies of the Government with
whose policies they disagreed. Frankly, it was expected that dislike of Government
patent policies would be universal, but that actual refusal to enter into contracts
would be rare.

Question #5 inquired: “Has its patent policy been a factor in discouraging you
from bidding on work for any Government agency?”

The answers were: “Yes” 809;; “No” 189,; “Other” 29.

Question #6 asked: “Have you actually refrained from bidding on Government
work for any agency because of its patent policies?”

Answers: “Yes” 569,; “No” 369,; “Other” 8.

Many, but not all, organizations dislike Government patent policy {(and, it may
be added, based on interviews, Government data policy). At least a portion of the
acquiescence in the policy comes from organizations created expressly—and usually
exclusively—to serve the Government. Contrary to expectation, this dislike to the
patent policy is carried into positive refusal to work for agencies whose policies are
disapproved. This reply—569, actually not taking work-—came as a surprise. It
refutes the easy assumption by those who maintain that no matter what the policy,
bidders will take Government contracts.

Under these circumstances, it would seem that objectionable policies eliminate
more than half of potential desirable contractors. This is of enormous significance
to the Government, both from the aspect of cost of work and even more with re-
spect to the competence and efficiency with which it will be performed. If we assume
that early and effective implementation of defense capability, at reasonable cost, is
the prime objective of defense contracts, especially those involving difficult R&D,
the answers given to Question #6 (and also Question #7 to be discussed) are cause
for concern. They are sufficient cause for alarm so that they should lead responsible
Government personnel to ask whether policies which produce their result should
not be revised. How can it possibly be in the interest of the Nation to have its
defense, space and other programs refused by competent organizations, or if under-
taken, handled with obvious reluctance and isolation from the best know-how and
talents of the organizations?

Question #7. Integration or Isolation of Government Work Within Conlractor
Organizations

Because it is known that some organizations, which disapprove of the patent
policies of certain agencies, nevertheless do undertake work for them, Question #7
sought to explore how such organizations reconciled themselves to the objectionable
policies or performed work for the Government in ways which would not be in-
jurious to them.

Question #7 therefore asked: “Does the policy of certain Government agencies,
in taking title to patents resulting from Government-sponsored RaD, lead you to
keep Government work segregated, or confined to certain divisions?”

The answers were: “Yes” 48%,; “No“ 299,; “Other” 239,.

A further objective of this question was directed to determine whether the way
in which contractors administer work for the Government within their organiza-
tions contributes to or is likely to impede the flow of technology from (a) the
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contractor to the Government work and (b) from Government work back into the
general operations of the contractor., It was thought significant to inquire into
these aspects both to provide a check on the accuracy of the answers given to the
preceding question, and also because of the direct relevance of the manner of
operation to the likelihood of widespread utilization of findings made in work for
the Government. '

As might be expected, whether or not work for the Government is segregated,
receives different consideration and varying treatment within different organizations.
Particularly in the case of contractors which are essentially purely Government
service organizations, the motives for segregation are not nearly as strong as in
organizations which are basically commercial in orientation. Where the organization
is created to serve the Government, isolation is seldom practiced. Likewise, other
considerations, such as the degree of classification, or volume of work, will influence
whether or not work for the Government is carried out as part of the organization’s
general operations or is treated as a separate and segregated operation.

From discussion with various organizations, it is evident that isolation of Govern-
ment work is practiced for a variety of reasons. These range from the protection
of proprietary rights to an endeavor to segregate costs associated with work for the
Government. For whatever reason, the fact that 489, of contractors practice segre-
gation of Government work because of Government patent policy and only 30%,
or roughly one-third do not practice such isolation, is of considerable significance.
Where there is segregation of Government work, it is clear that such work does not
readily receive the benefits of know-how and skill in the contractor organization.
Nor can Government work performed in isolation readily feed back contributions
into the general operations of the contractor, unless a positive effort is made to
transmit technology derived from Government work into the remainder of the
organization—as by rotating personnel, arranging liaison with other members of
the organization, or further and more or less unusual and additional steps than
mere continuance of the regular operations of the organization. In other words,
where there is isolation of Government work, there will not, in fact, be effective
transfer of technology to and from Government work and the organization’s reg-
ular operations. This is contrary to everyone’s interests—the Government, the
contractor and the public.

Impediments to the flow of technology into the regular operations of contractors
is particularly regrettable. It would appear that in the usual case it is the organiza-
tion which makes discoveries or developments in the course of Government work
which is in the best position to utilize such technology. As noted before, the new
developments are likely to be in the field of the organization’s regular operations.
For this reason and because the development took place within the same organiza-
tion, problems of communication should be at a minimum. It would therefore
seem particularly undesirable that Government policies would reduce the likelihood
of utilization by isolating Government work from the remainder of the organization.
In contrast, if personnel are the same, whether the work be for the Government or
for commercial purposes, there is no real problem of transfer of technology. Similar-
ly, if personnel are rotated from Government work to the remainder of the organi-
zation, know-how requires change of organization, or further steps at transfer than
would be required if there is close integration of work for the Government with
all other operations of the organizations, clearly, isolation should be minimized
where at all possible.

It is believed that a proper policy on the part of the Government, coupled with
efforts to explain the virtues of integrated operation, would be a significant con-
tribution to the transfer of technology and the widespread utilization of new
knowledge developed in work for the Government. Moreover, it must be recognized
that isolation or segregation is harmful in both directions—it impedes flow of the
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contractor’s technology to the work for the Government as well as from it to the
other operations of the organization. Therefore, appropriate steps to reduce isola-
tion of Government work are clearly necessary in the interest of the Government
for achieving both primary and secondary objectives.

. Question #8. Government Work Considered a Threat to Commercial Position

Question #8 was intended to explore reasons which make many organizations
reluctant to undertake work for the Government.

Question #8 asked: “Has your work for, or the terms sought by the Government,
appeared to threaten or affect your commercial position?”

Answers: “Yes” 519;; “No" 229;; “Other” 279,.

The responses received were a surprise. It was not thought that such a pre-
ponderantly large percentage, 509, to 709, (the higher figure is observed when
“other” is interpreted) of respondents would consider that their service to the
Government was a threat to their commercial position. Under these conditions, it
is not surprising that many organizations entirely refuse to undertake work for the
Government, especially work of a research and development nature in which
proprietary rights become endangered. The significance of this attitude on the part
of contractors should not be overlooked by the Government. It is hardly to be
expected that contractors will devote themselves enthusxastzcally to assignments
they consider to threaten their commercial position. It is relatively immaterial
whether Government policies do, in fact, threaten the organizations. The ill effects
will follow from the mere belief that Government terms are adverse to the organi-
zation.

It is believed that this general subject and the extent of unwillingness of con-
tractors to undertake work for the Government is not understood in many quarters
of the Government. For example, some officials frequently take comfort from the
fact that they are able to secure respondents to their invitations for bid. But is
this really sufficient? The question with which those responsible for good work
should be concerned is—"Are we enlisting the most capable organizations, most
likely to succeed in solving our problems, and to do so with minimum loss of time
and at reasonable cost?” It is far from sufficient that some organizations of unproven
skill will respond because they seek to enter fields new to them. Or that those
organizations which do respond, arrange to operate in ways which do not enlist
their best talent or secure access to their best know-how. Data in this area is
difficult to obtain. It is not believed that anyone, including the Government agen-
cies themselves, are aware of the extent to which capable organizations are with-
holding cooperation or do not undertake to participate in work for the Govern-
ment. Moreover, it is believed that appearances may be deceptive in that organiza-
tions will only undertake subsequent stages of effort for the Government, or will
do so only at fixed-price terms which do not include obligations to transmit tech-
nology, but will refuse to do so on the conditions normal to research and develop-
ment. It is believed that this is an area well worthy of further study and careful
evaluation.

Question #9. Utilization of Government-Sponsored Technology.

Question #9 was directed to explore the utilization in commercial products of
any developments growing out of work sponsored by the Government. Accordingly,
Question #9 inquired: Can you cite the utilization in commercial products of any
know-how or patented rights developed or growing out of work for the Govern-
ment?”’

Responses are interesting and revealing—“Yes” 309,; “No” 46%; “Other” 249,.
This should be reassuring to Government administrators interested in the transfer
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of technology. The fact that 309, and a substantial proportion of the “Others,” or
at least one-third of the organizations had experienced transfer, is likewise evidence
that contractor organizations, under appropriate circumstances, are in a position to
make use of technology developed in the course of their programs for the Govern-
ment and to pursue this effort more actively under proper circumstances.

Indeed, in view of the greatly simplified problems of transfer of information, it
is believed that the contractors who develop the new data (which responds to
Question #2 indicate will usually be in the fields of normal operation of the organ-
izations) will probably be the most frequent if not actually the best organizations
to make wider use of the new developments.

Question #10. Added Effort and Cost of Adapting Developments from Government
Work to General Use.

Since it was realized that relatively seldom would it be possible to offer the
commercial market the identical product developed in the course of service to the
Government, it was considered desirable to explore the extent of further effort and
cost involved in making such transfers for general use. It was realized, of course,
that efforts to trace specific items, while they would provide specific answers, would
have to be evaluated with care since the exact difficulties or costs of transfer with
respect to one invention might be quite different from those involved in applying
others.

As might be expected, the answers indicate a wide range of additional effort and
costs. In almost every case, it is evident that the cost of further development and
utilization greatly exceeds the initial cost of conception or invention. The extent
to which costs subsequent to the inventive act are required is illustrated in a2 num-
ber of instances. These costs frequently run from 50 to 100 times the cost of initial
development. Examples of such developments are cited in the notes.

It is of interest to note that the expanded comments obtained clearly reveal that
the benefits from undertaking Government work are usually of a generalized
character. Ordinarily they comprise technology or skill which can be given other
applications, rather than the immediate transfer of identical items or services from
military to civilian purposes. This is not surprising since it would hardly be
expected that there would be exact counterparts to weapons, space vehicles and the
like. It is evident that “transfer” or “fall-out” is not easy or automatic, but will
require ingenuity, perseverance, and almost certainly substantial cost. Moreover,
as military, space and other Government requirements become more specialized,
not only will the opportunity for direct fall-out be reduced, but the necessity for
and cost of adaptation will be increased.

Question #11. Impact of Work for the Government on Other Work of the Con-
tractor.

Question #11 was intended to learn the extent to which work for the Govern-
ment displaces or impedes the regular work of the organization. This was con-
sidered important in the light of the general belief that the use of scarce talent
on Government assignments has now risen to such a level that it undermines and
postpones the prosecution of work of more general application to the public.

* Question #11 therefore inquired: “Has the devotion of your research and devel-
opment or other talent and facilities to Government work slowed down or other-
wise affected your production of commercial products? Has it affected your cost of
operation?”

Answers: (a) “Yes” 30%,; “No” 48%,; “Other” 279,

(b) “Yes” 809%,; “No" 48%,; “Other” 229,
It would seem to be of serious consequence that the number of organizations
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which consider that their work for the Government has not adversely affected their
other activities is a relatively small minority. In contrast, a substantial proportion
of respondents consider that their general activities have been adversely affected.
The replies, which are neither “yes” or “no”, discuss in more detail the impact of
Government work on their general activities. The “no” answers likewise reflect the
experience of organizations which perform no work for the Government or sell only
regular commercial products to the Government. Since a number of organizations
have been created expressly to serve the Government, it is not surprising that some
of these organizations can declare with accuracy that their Government work has
not imposed any sacrifice on their operations. This does not, however, overcome
any effect of withdrawing their staff from civilian operations where contributions to
the general welfare would be direct.

1f, in fact, the volume of work now being undertaken by the Government, directly
or through contractors, is undermining the general progress of the economy through
diversion of a disproportionate part of the nation’s scientific and engineering talent,
this is a factor which should be understood. Then perhaps it could be taken into
account in the policies under which work for the Government is performed in such
a way as to minimize adverse effects. Clearly, there would be less feeling on the
part of organizations that their work for the Government was proving harmful, if
they fele that they were able to derive substantial benefits by retaining and applying
know-how developed by them in the course of work for the Government for the
advancement of their commercial operations. Indeed, to the extent that they were
given incentive to do so, work for the Government instead of being a detriment
to their regular activities, might be regarded as augmenting and supplementing
them.

The second portion of the question concerned the extent to which work for the
Government has affected the cost of the contractors’ operations and their regular
work. This inquiry was included because of the frequently heard assertion that
work on Government assignments, especially work performed on cost reimbursement
terms, has led to such competition for technical and engineering personnel that the
cost, not only of individuals recruited for Government work but of others also,
has been substantially raised. Likewise, it is the experience of contractors that the
performance of Government work frequently requires the use of added measures
of security, accounting, and other procedures which increase cost of operation.

It is significant that so large a proportion of those questioned answered that the
performance of work for the Government had increased their cost of operation.

Question #12. Opportunity to Develop Know-How as Incentive to Undertake
Work for Government.

Question #12, the last of the survey, inquired: “Does the opporiunity to develop
know-how or patent rights provide incentive to you to undertake work for the
Government?”

Answers: (a) Know-how—"Yes” 83%,; “No” 139, “Other” 49,

(b) Patent rights—"Yes” 68%,; “No” 28%,; “Other” 9%,

This question was included in order to explore the motivation of organizations
undertaking work for the Government. It seemed particularly worthwhile to make
this inquiry to determine the impact of the varied patent policies of different Gov-
ernment agencies. It is quite clear from the responses that work is undertaken for
the Government in the hope of acquiring know-how and patent rights. If this
objective on the part of contractors is to be exploited or maximized in the interest
of the Government, it is clear that regulations or contract terms which deprive the
organization of know-how or patent rights will certainly adversely affect this
motivation.
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It is particularly pertinent that the more able the contractor, and the more rele-
vant the organization’s proprietary rights, the more directly will contract terms
requiring surrender of knowhow or patent rights act against the interest of the
contractor. Accordingly, it would be the most appropriate potential organizations
which would be most repelled from undertaking work for agencies of the Govern-
ment which employ terms that are regarded as undesirable. This clearly does not
serve the Government’s primary interest in securing experienced assistance in
prompt development of concepts and speedy and efficient implementation into
operating systems. Moreover, experience has clearly shown that in the absence
of proprietary or exclusive rights, the likelihood of new developments being
brought to widespread commercialization is greatly reduced. Thus even the sec-
ondary interest of securing further application of technology developed on such
contracts would be defeated by a policy which deprived organizations of incentive
to make such utilization.

CONSEQUENCES TO CONTRACTOR OF UNDERTAKING R&D FOR THE
GOVERNMENT

(@) The Function of R&D to the Contractor

The United States and the free world believe in the virtues of free
and fair intellectual and trade competition to keep their societies and
organizations efficient and productive in the interest of their people.
Under this philosophy each nation and each institution seeks progress
not by force, tariff, quota exclusion, or other form of protection, but by
offering better goods and services. To reach the widest market, it seeks
to improve its production and distribution processes so that its costs,
as well as its quality, will be competitive. Thus, competition in con-
cept and design, as well as quality and cost, is the life principle of the
free economic system. Since constant improvement is an essential to
success under this system, it is the function of organized R&D to pro-
vide the required flow of new products, services and methods to each
competing entity. This is the purpose and contribution of R&D to
each contractor in the free competitive enterprise system.

Although in recent years it is becoming more usual for organizations
to engage in research as a form of operation and an end in itself, in the
majority of entities the R&D department is not really intended to per-
form in this way. Indeed, if it does so to the neglect of the needs of its
own parent institution, it jeopardizes the survival of both the R&D
function and the organization. Rather, it is the normal function of an
R&D department to provide a continuing stream of improvements in
existing products and processes, or to develop wholly new items or
services, for the organization to offer its customers. This is the true
utility of research in a competitive organization and it is desirable and
necessary that it should be so. By this means, likewise, the public is
offered increased value through improved products and services at
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costs which make them widely available. This is the true foundation
of a “rising standard of living” and continued and secure employment
for the staff of an economic entity. This too is the acceptable basis on
which American enterprise must meet foreign competition.

Because of this service function of the R&D department, it is rela-
tively undesirable for most contractors to engage in R&D activities
which will not result in products and services to be produced by the
other departments of the organization. As a consequence, it is entirely
natural for contractors undertaking R&D for the Government to do so
in the hope and expectation that the Government-sponsored R&D will
provide opportunity for follow-on production. For this purpose, it is
to be expected that the contractor will seek to retain inventions and
technology resulting from its work and seek to apply them in all its
operations. This is the normal functioning of the enterprise system.
It can serve the Government’s and the Nation'’s interest if the organiza-
tion’s work for the Government is performed under conditions which
encourage the contractor to incorporate its best proprietary technology
and know-how, and subsequently to utilize any generally useful devel-
opments in all its products and services.

In the light of realization that the general economy may be suffering
from too great a diversion of R&D talent from civilian purposes, or
may be operating in ways which are impeding the flow of the results
of the Government’s huge R&rD programs inlo the economy, it is de-
sirable to determine whether present Government policies may be con-
tributing to the slowdown in the creation of new civilian technology
and resulting employment opportunities. This is especially necessary
with respect to the policies which affect the creative R&D functions of
contractors and their motivation with respect to contribution of their
technology to Government programs, and utilization of technology de-
rivable from Government programs in products and services for the
civilian economy.

(b) Effect of Use of Scarce Manpower

It is well known that the supply of scientists and engineers and other
specialists required for truly effective R&D is limited. The extent
of this limitation can be judged from the fact that in 1962 only ap-
proximately 400,000 professional scientists and engineers out of a popu-
lation of 180 million were devoted to all types of R&D, private and
public. Even more telling is the assertion that, of all persons engaged
in R&D, really major new developments spring from only 200 or 300
significantly creative individuals. All others are concerned with prob-
lems of application and working out the details of the conceptions
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originated by the small group. These statistics are provided by the
National Science Foundation in the first instance and by the President
of the Logistics Management Institute of the Department of Defense
and have not been challenged.

According to analyses of Government agencies, Federal Government
projects engaged 70 percent of all scientists and engineers employed in
R&D in 1962. This means that of the 400,000 total professionals en-
gaged in R&D in that year, 280,000 were devoted to Government proj-
ects and only 30 percent or 120,000 were available for private sector
problems. It is now widely questioned whether this use or diversion of
R&D personnel and effort from programs of general application to the
economy is not responsible in part for the slowdown in the economy
and the continuing high level of unemployment. It is significant that,
as shown in the answers to Question #11 of the Questionnaire, a size-
able preponderance of organizations state that work for the Govern-
ment has slowed down the introduction and promotion of commer-
cial products. For further related aspects, see below.

(c) Effect on Contractor’s Commercial Business

The effect of Government projects in drawing scarce R&D manpower
away from commercial projects has been indicated by the statistics
cited above. However, in the experience of a number of contractors,
the impact of Government R&D on their private operations is magni-
fied in other ways as well. This is said to come about through the
scientific and engineering appeal of many Government projects, and
particularly the extent to which such programs are operated with finer,
more ample, or more recent laboratories and equipment. Likewise,
it is asserted that the approximately one-half of private industrial re-
search which is devoted to improvement of existing products and
processes is aimed at cost reduction and only modest improvement in
civilian goods and services. Even though cost reduction is necessary
and desirable, it is alleged that this type of work holds less professional
appeal than the challenges of nuclear energy, space conquest and the
achievement of major advances in defense systems. For whatever rea-
sons, many responsible private organizations assert that they find it
difficult, if not impossible, to staff adequately for their commercial
R&D. Likewise, they find the costs of such staffing, and the demands
for facilities and equipment comparable to those used by the pro-
fessionals engaged in Government-sponsored R&D, to be so costly as
to make it increasingly difficult to use R&D for private purposes.

There are private directors of research who deny any inadequacies
of their commercial work or environment. Nevertheless, the results
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of the questionnaire, specifically the answers to Question #11, but even
more clearly the results of interviews, definitely indicate that in the
experience of many contractors, the devotion of R&D and other talent
and facilities to Government work has in fact stowed down or other-
wise adversely affected their production of commercial products. It
has likewise raised their costs of operation. These effects certainly have
their impact on the economy. Actions which could be taken by the
Government to minimize adverse effects of this type are discussed
below.

One further effect of Government patent policy which cannot be
overlooked is its effect on the willingness of personnel to be assigned to
work for the Government. This situation is not always clear because
frequently the Government assignment is quite challenging from a
scientific, engineering or other professional viewpoint. On the other
hand, if relatively low rates of profit and return on net worth are
earned by working for the Government (as is borne out in other
studies), a policy which denies to the contractor title to inventions or
opportunity for exclusive rights to commercialize such rights, further
lessens the attractiveness of Government work. Likewise, because most
organizations reward their employees in proportion to their economic
contribution to the organization, it is a fact that in a number of de-
sirable organizations, those responsible for administering Government
work find difficulty in staffing Government projects with desired per-
sonnel. Resistance is met both at the administrative level and on the
part of professional employees themselves, who see bonuses and pro-
motions threatened by removal from the commercial effort of their
organization and assignment to Government projects.

(d) The Significance of Patents and Technology to Contractors

Responses to Question #1 of the questionnaire indicate that many
contractors depend on patent rights for their commercial position,
which for many is their very existence. The answers reveal that this
is of vital concern. Individuals familiar with such entities can readily
understand this situation. Many organizations have sprung from an
inventive concept or a newly developed technology. To the public
this provides new or improved products or services, and is the source
of jobs, income and tax revenues.

Outstanding examples of the importance of patents to commercial
organizations are many, but can perhaps be illustrated by citing the
example of the Land or Polaroid cameras. In this instance, patents
permitted a new and small organization to become a major factor in
the photographic industry in the face of the well-established market
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positions and economic strengths of such giant competitors as the
Kodak Company and General Aniline and Film Company. Similarly,
new technology making possible the production of glass fibers was re-
sponsible for the Fiber Glass Corporation and several new members
of the industry with attendant introduction and availability of fireproof
drapery, insulation, plastic-glass laminates and a host of new products.
The development of nylon by the DuPont Company is another striking
example of new and patented material created only after substantial
investment—in this case, stated to be many millions of dollars—which
has made a definite and continuing contribution to the welfare of the
public. The fact that the new products have been profitable for their
developers and sponsors in no way denies their wide public benefits.
Rather, it is the plow-back reinvestment of the profit above immediate
costs which has made possible the improvements and large scale avail-
ability and usefulness of the products.

The report describes eight companies derived from newly developed

technology. In the interest of brevity, this portion of the original
is eliminated.

Eprtor’s NoTE: This report on “Government Patent Policy—Its Impact
on Contractor Cooperation with the Government and Widespread Use
of Government Sponsored Technology” will be concluded in Volume
9, Number 1. For the convenience of our readers we set forth below a
list of contents of the concluding part of this report.

OBJECTIVES OF GOVERNMENT CONTRACTING FOR R&D

(a) First Things First—Wanted: Weapons, Space Systems and Tangible End
Results

(b) Maximizing Secondary Benefits

(c) Assurance of Competitive Supply and Multiple Sources of Procurement

(d) Government’s Dependence on Private Proprietary Rights and Technology

(e) Patents and Technology as Incentives to Seek Government Contracts

(f) Requirements for Widespread Public Use

(g) Likelihood of Use as Affected by Ownership

THE RESPECTIVE CONTRIBUTIONS OF THE INVENTOR AND THE ENTREPRENEUR

(a) The Separate Roles of Inventor and Entrepreneur
(b) The Requirements and Comparative Investments and Risks of Each
(c) Function of the Patent in Attracting and Protecting the Entrepreneur

EXPERIENCE IN GETTING INVENTIONS AND TECHNOLOGY USED

(a) Government Experience
(b) Experience Under Private Ownership and Exploitation
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SOME BAsic PROBLEMS IN SECURING USE OF GOVERNMENT PATENTS AND TECHNOLOGY

(a) Inherent Difficulty of Subject Matter and Communication

(b) Required Further Know-How, Effort and Cost

(c) High Mortality of New Concepts and Products

(d) Necessity for Favorable Terms and High Rates on Successful Few
(e) Problems in Selecting Concepts to Promote and License

(f) Difficulties of a Centralized Every-Subject Promotion Agency

SoME UNoBVIOUS BENEFITS TO THE GOVERNMENT AND THE PUBLIC FROM WIDESPREAD
Use

(a) Lower Costs, Availability of Parts and Service, and Continued Development
(b) General Contribution to the Economy
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Product Simulation—Before and
After The Stiffel Case

DAVID §. UREY*

INTRODUCTION

Tms PAPER DEALS WITH THE ORIGINATOR of a new design for a product
and the protection against competitors available to him. In some cases,
the originator secures a design patent;! in others, he relies on his com-
mon law rights based on unfair competition. Large sums of money are
often spent on advertising the product in order to promote customer
identification and recognition of the product. Where the design is dis-
tinctive and original, the public begins to recognize the product by
that design. If the public is pleased with the product itself, the design
will begin to acquire value in the sense of goodwill and customer satis-
faction. When anything commences to have value, it is human nature
that others will seek ways to usurp that value. The usual case is that
competitors will simulate the design of the successful product in an
attempt to acquire some of the customers of the successful originator.
When the design copying becomes too gross, a lawsuit is instituted to
test the validity and infringement of the design patent, if any, or to

*Mr. Urey, while a senior in The George Washington University Law School,
submitted this paper in partial fulfillment of the requirements for the Seminar
and Lecture Series given by The PTC Research Institute in conjunction with The
George Washington University Law School.
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determine whether any legally cognizable unfair competition is
present.2

This paper will attempt to analyze the rights of the parties where
there is no valid design patent, with particular emphasis on the doc-
trine of “secondary meaning.”® The meaning and effect of the Su-
preme Court cases of Sears & Roebuck Co. v. Stiffel Co.* and Compco
Corp. v. Day-Brite Lighting, Inc.® will be considered first.

THE Stiffel AnD Day-Brite CASES

The Supreme Court has engrafted a change on the law of unfair
competition. The Stiffel case involved a “pole lamp” the design of
which was originated and patented® by the plaintiff, Stiffel. The de-
fendant, Sears, had admittedly copied Stiffel’s design of pole lamps down
to the last detail and was competing with Stiffel. Also, there was some
evidence of customer confusion? as to the source of the lamps. Stiffel in
alleging unfair competition placed great emphasis on the “sensation”
which the lamp created when first introduced and the extensive adver-
tising which Stiffel conducted.® Such arguments tended to support
Stiffel’s claim of a “very successful and very well-known appearance,’®
but fell short of proving that the product had acquired the requisite
secondary meaning in the trade. 1° In arguing that a showing of palm-
ing off, or secondary meaning, was no longer necessary in Illinois, Stiffel

135 US.C. § 171 (1958).

2See generally Oppenheim, Unfair Trade Practices 500 (1950).

81t is to be understood that the doctrine of “secondary meaning” has application
in cases where there has been no patent granted; however, the problem is more
acute where the originator spends money advertising the design, believing that he
has patent protection, and then finds that the patent is invalid.

4376 U.S. 225, 140 U.S.P.Q. 524 (1964).

5376 U.S. 234, 140 U.S.P.Q. 528 (1964).

SU.S. Patent 2,793,286, Stiffel, May 21, 1957; U.S. Design Patent 180,251, Stiffel,
May 7, 1957.

7Buyers of Marshall Field & Co. and John M. Smyth Furmture Co. testified con-
cerning conversations with customers about the Stiffel lamp and the Sears lamp.
Plaintiff (Stiffel) argued that the testimony indicated the customers were confused
as to whether or not the Stiffel lamps which they purchased were not the same as
those sold by Sears at a lower price. Plaintiff's Reply Brief, p. 15. Defendant (Sears)
contended the testimony was merely a complaint about the price and was not an
indication of distinctiveness. Brief for Defendant -Appellee, p. 40.

8Plaintiff’s Reply Brief, pp. 13-14.

9Id. at 15.

10See Sinko v. Snow-Craggs Corp., 105 F.2d 450, 452-53, 42 US.P.Q. 298, 301
(7th Cir. 1939); cf., Norwich Pharmacal Co. v. Sterling Drug, Inc., 271 F.2d 569,
572.78, 123 U.S.P.Q. 872, 876 (2d Cir. 1959), cert. denied, 362 U.S. 919, 124 U.S.P.Q.
535 (1960).
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cited only one Illinois case!! where the Court had found no unfair com-
petition. Sears argued that Illinois law required a showing of either
palming off or secondary meaning coupled with likelihood of confu-
sion.’? The Circuit Court chose not to follow the precedent cited by
the plaintiff or that of the defendant, but instead relied on a line of
Illinois trademark and trade name cases which held in effect that it was
unnecessary to prove more than the likelihood of confusion as to the
source of the products in order to make out a case of unfair competi-
tion.1?

The Day-Brite'* case involved patented!® reflectors for fluorescent
ceiling lights, but otherwise the facts were very similar to the Stiffel
case. After holding the design patent invalid, the Circuit Court!® found
the defendant, Compco, guilty of unfair competition by copying both
the nonfunctional and functional design features of Day-Brite’s lamp.1?
The trial court, while not specifically finding that the goods had ac-
quired a secondary meaning, did find that “the appearance of the . . .
[product had] the capacity to identify the plaintiff in the trade and
... [did] in fact, so identify the plaintiff to the trade. .. .”!® Defendant
argued that its product was clearly labeled and that the purchasers were
experienced, but the Court found some evidence of actual confusion
among the public as to the source. The Court reasoned that, since the
design of the product had the capacity to identify its source as do
trademarks, the design was protectable.’® The Court concluded that
several other choices of design were available to defendant to satisfy the
functional needs of the product, and that the use of precisely the same

11Maytag Co. v. Meadows Mfg. Co., 35 F.2d 403, 404 (1929). The court stated
broadly that an originator has no complaint “unless in copying . . . [the copier]
has reproduced, not only the essential, but also the non-essential, features of the
machine to the extent that the ordinary purchaser is confused and deceived by
the result to the extent that he mistakes” the copier’s machines for the originator’s.

12313 F.2d 115, 118, 136 U.S.P.Q. 292, 294 (7th Cir. 1963).

138Independent Nail & Packing Co. v. Stronghold Screw Prods., Inc., 205 F.2d
921, 926, 98 U.S.P.Q. 172, 176 (7th Cir. 1953), citing, Investors Syndicate of
America, Inc. v. Hughes, 378 Ill. 413, 38 N.E. 2d 754 (1941), and Lady Esther,
Ltd. vs. Lady Esther Corset Shoppe, 311 IIl. App. 451, 46 N.E. 2d 165 (1943).

14Supra, note 5.

187, S. Design Patent 176, 367, Dec. 13, 1955.

186Two of the circuit court judges in the Day-Brite case also heard the Stiffel case.

17311 F.2d 26, 136 U.S.P.Q. 17 (7th Cir. 1962).

1874, at 29, 136 U.S.P.Q. at 19. See also Restatement, Torts § 741 (1938).

187d. at 30, 136 U.S.P.Q. at 19. It can be argued that the court in effect made a
finding of secondary meaning when it found the design had the “capacity to
identify.”
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design as that used by plaintiff was likely to cause confusion and was
not in accordance with principles of ““old fashioned honesty.”2

Thus, in both cases the Seventh Circuit upheld the lower court find-
ings of unfair competition based on product simulation, while holding,
and not insignificantly, that plaintiffs’ patents were invalid. Pursuant
to those findings, the Court enjoined the defendants from making
lamps of a design similar to those of the plaintiffs. In both cases the
Supreme Court overruled the Circuit Court’s finding of unfair competi-
tion on the basis that the Federal Government, by its extensive legisla-
ture in the area, had pre-empted the rights of the states to grant monop-
olies in articles of trade. The Court went so far as to say:

That an article copied from an unpatented article could be made in
some other way, [commercial necessity doctrine] that the design is
“nonfunctional” and not essential to the use of either article, that the
configuration of the article copied may have a “secondary meaning”
which identifies the maker to the trade, or that there may be “confu-
sion” among purchasers as to . . . who is the maker, may be relevant
evidence in applying a State’s law requiring such precautions as la-
beling; however, neither these facts nor any others can furnish a
basis for imposing liability for or prohibiting the actual acts of copy-
ing and selling, regardless of the copier’s motives. Cf. Kellogg Co. v.
National Biscuit Co., 305 U. S. 111, 120 (1938).21 [Emphasis added.]

The Court stated that the Federal patent and copyright laws, like other
laws of the United States enacted pursuant to constitutional authority,
are the supreme law of the land, and when a state law touches on an
area of those Federal statutes, Federal policy may not be set at naught
and its benefits may not be denied by state law, even if state law is en-
acted in the exercise of an otherwise undoubted state power, citing the
United States Constitution.2> With this setting, the status of the law be-
fore these two decisions will be considered.

BACKGROUND LAw

In the absence of statutory protection, it has been held that a party
may copy the design of the goods of another down to the last detail, so
long as the goods have not acquired a secondary meaning and the copier
does not represent his goods to be those of the originator, i.e., there is

20See Radio Shack Corp. v. Radio Shack, Inc. 180 F.2d 200, 206, 84 U.S.P.Q.
410, 415 (7th Cir. 1950). The court in a trade name case provided a new test
for unfair competition, i.e., “in all cases of unfair competition, it is principles of
old-fashioned honesty which are controlling.”

21Supra, note 5 at 238, 140 U.S.P.Q. at 531.

22Supra, note 4 at 229, 140 U.S.P.Q. at 527. See generally Arnold, “A Philosophy
. . . : The Sources and Nature of Product Simulation Law,” 54 Trademark Rep.
413 (1964); 42 Cornell L. Q. 398, 406 (1957); Note, “Protection for the Artistic
Aspects of Articles of Utility,” 72 Harv. L. Rev. 1520, 1531 (1959).
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no “palming off”.?* A party will not be permitted fraudulently to palm
off his goods as those of another, whether his misrepresentations are
made by word of mouth or by simulating the collocation of details of
appearance by which the consuming public has come to recognize the
product of his competitor.? In a now famous case, Judge L. Hand
applied the doctrine of secondary meaning to design copying® when
he stated in Crescent Tool Co. v. Kilborn and Bishop Co.?® that there
is an actionable secondary meaning when the originator’s design
has become associated in the public mind with the first comer as man-
ufacturer or source, and, if a second comer imitates the article exactly,
so that the public will believe his goods have come from the first, and
will buy, in part, at least, because of the deception.2?
Judge Hand further stated, “the defendant . . . may copy the plaintiff’s
goods slavishly down to the minutest detail . . . but he may not repre-
sent himself as the plaintiff. . . .”28 It has been argued that the earlier
cases of product and label copying furnished little basis for the Hand
pronouncement, and that the concept of privileged copying in the ab-
sence of secondary meaning was not discernable in the cases prior to
1911.% Prior to that time the test of permissive copying was quite sim-
ple: Could the copying be justified on the basis of actual commercial
necessityps®
In any event the doctrine of secondary meaning since the Hand
pronouncement has been widely followed as the test. In other words,
if the originator’s goods have acquired such distinctiveness that the
public is moved to buy the product at least in part because of its
source, others will be enjoined from copying the product if there is

2388ee Zangerle and Peterson Co. v. Venice Furniture Novelty Mfg. Co., 133
F.2d 266, 270, 56 U.S.P.Q. 351, 8354 (7th Cir. 1943); Sinko v. Snow-Craggs Corp.,
105 F.2d 450, 452-53, 42 U.S.P.Q. 298, 301 (7th Cir 1939); Cheney Bros. v. Doris
Silk Corp., 35 F.2d 279, 83 US.P.Q. 162 (2d Cir 1929), cert. denied, 281 U.S. 728
(1930). See generally 87 C.J.S. Trademarks, § 118 (1954).

248inko v. Snow-Craggs Corp., supra, note 23, at 452, 42 U.S.P.Q. at 300; Enter-
prise Mfg. Co. v. Landers, 131 F. 240, 241 (2d Cir. 1904). See generally 1 Nims,
Unfair Competition and Trademarks, 380-85 (4th ed. 1947); Note, “Developments
in The Law of Trade-Marks and Unfair Competition,” 68 Harv. L. Rev. 814,
852-56 (1955).

#For a discussion of the very early English cases on the subject, sce Treece,
“Protectability of Product Differentiation: Is or Ought Compared,” 18 Rutgers L.
Rev. 1019, 1030 at n. 27 (1964).

26247 F. 299 (2d Cir. 1917).

271d. at 300.

287bid.

20“Unfair Trade in the Simulation of Rival Goods,” 48 Trademark Rep. 1178,
1176 (1958).

80Jd. at 1176.
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likelihood of confusion.®* A party may not adopt the dress, nonfunc-
tional design, and individual marks with which the public has become
familiar throughout the years in identifying a product as one manufac-
tured by a competitor.s?

This was the law and has been the law in most state and Federal
Courts until the recent Stiffel and Day-Brite cases. The essence of what
the Supreme Court has changed is that a recovery cannot be based on a
finding of a secondary meaning in the design of an article of commerce
even though there is a likelihood of confusion as to the source. The
states may require labeling, but they may not grant an injunction or
damages on the mere act of copying a distinctive article design which is
unpatented and uncopyrighted.

The Stiffel and Day-Brite cases run contrary to the Tentative Draft
of the Restatement of the law of unfair competition submitted to the
American Law Institute at its meeting in May 1963,% wherein the fol-
lowing statement was made:

In cases involving unfair trade practices, including trademark in-
fringement, the courts are focusing their attention increasingly upon
the probable results of an actor’s conduct, thereby shifting emphasis
from protection of a “property right” to relief from unfairness which
is likely adversely to affect another, thus fostering competition but
within the framework of a constantly developing code of commercial
morals. The concept of property rights in trademarks is not com-

pletely disregarded, but, generally speaking, it is subordinated to
the primary question of the probable results of an actor’s conduct.34

Whatever was the justification for that observation (the Seventh Cir-
cuit had not yet decided the Stiffel and Day-Brite cases) with respect to
other aspects of unfair competition, it is difficult to find much evidence
of a higher commercial code of morals in the state and circuit courts in
product simulation cases. The tendency has been toward allowance of
“slavish imitation” or ““Chinese copying” of the products and packages
of a competitor’s product in the absence of a patent, trademark, or copy-
right on the item.3 This is exemplified by the following circuit and

81See Sinko v. Snow-Craggs Corp., supra, note 23, at 453, 42 U.S.P.Q. at 300-01;
Hygienic Specialties Co. v. H. G. Salzman, Inc, 302 F.2d 614, 133 USP.Q. 96
(2d Cir. 1962); General Time Instruments Corp. v. United States Time Corp.,
165 F.2d 853, 854, 76 U.S.P.Q. 211, 212 (2d Cir. 1948), cert. denied, 334 U.S. 846,
77 U.S.P.Q. 676 (1948). See generally Restatement, Torts § 741 (1938); 1 Nims,
supra, note b, at 378-80.

32Elastic Stop Nut Corp. of America v. Greer, 62 F. Supp. 363, 67 U.S.P.Q. 257
(N.D.IIL. 1945).

83The American Law Institute, Restatement of the Law, Second, Torts, Tenta-
tive Draft No. 8. '

841d. at p. 11.

85See Derenberg, The Sixteenth Year of Administration of the Lanham Trade-
mark Act of 1946, 29 (1968).
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state court cases which were all decided prior to the Supreme Court’s
decisions in Stiffel and Day-Brite. Although the courts have generally
been strict, it should be observed that most courts recognized an origina-
tor’s property right in a product design if that design had acquired a
secondary meaning.

FirsT CIRCUIT

The Circuit Court in O’Day Corp. v. Talman Corp.3® affirmed the
Rhode Island District Court’s decision,®” wherein plaintiff was denied
all relief against a former employee although admittedly the plaintiff
was “severely damaged” by defendant’s copying of its design of boats.
The Court said: “Unpleasant as it may be for O'Day, we see no legal
merit in its charge of outright copying,” since there were differences in
the design and the selling literature. The Court said that the “reputa-
tion poaching” of which plaintiff complained was not actionable since
defendant’s products were plainly marked as originating with him.38
Before recovery could be had there must be a finding of reputation or
secondary meaning and a finding that customers might be deceived as
to the source of defendant’s boats in spite of the markings. Thus, the
First Circuit recognized a right to recover for the copying of an origina-
tor’s product design where there is a finding of secondary meaning
coupled with a likelihood of confusion. Insofar as it did recognize such
a right, it is now inconsistent with the Stiffel and Day-Brite cases.

Seconp CIrcult

This Circuit in interpreting New York law has decided the greatest
number of product copying cases. Even so, it seems that a certain
amount of uncertainty has crept into the law. A recent statement of the
law was spoken in a per curiam decision® wherein it was stated that the
mere copying of an unpatented device was not actionable in the absence
of proof of confusion of source under the rule of the Hygienic Special-
ties Co. v. H. G. Salzman, Inc. case.®® In the often cited case of Ameri-
.can Safety Table Co. v. Schreiber,*! the Court found that defendant’s

36310 F.2d 623, 136 U.S.P.Q. 1 (Ist Cir. 1962).

87206 F. Supp. 297, 185 U.S.P.Q. 19 (1962).

38Supra, note 36 at 625, 136 U.S.P.Q. at 2. See Derenberg, supra, note 35 at 29.

89Robins Indus. Corp. v. David Riemer Co. 312 F.2d 889, 136 U.S.P.Q. 235
(2d Cir. 1963).

10302 F.2d 614, 133 U.S.P.Q. 96 (2d Cir. 1962). The court stated that to acquire
a secondary meaning in a design the plaintiff must prove that the design is a
mark of distinction identifying its source, and that purchasers are moved to buy
the product because of the source.

41269 F.2d 255, 122 U.S.P.Q. 29 (2d Cir.), cert. denied, 361 U.S. 915, 123 U.S.P.Q.
590 (1959). :
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“improper and deceitful marketing methods [and] the making of the
Chinese copies” of plaintiff’s garment pressing machine were action-
able.4? In granting an injunction and damages, the Court apparently
applied a test of commercial necessity when it stated: “It was permissi-
ble for the purchasers to be confused between products; but any un-
necessary confusion as to source would not be condoned.”# (Emphasis
added.) The Court, while acknowledging the doctrine of secondary
meaning did not consider it determinative in view of defendant’s
“fraudulent scheme as a whole.”#* There have been several cases in the
Second Circuit which have held that a showing of secondary meaning is
no longer necessary.** However, the weight of authority, especially in
the recent cases, has indicated clearly that either a showing of palming
off or secondary meaning coupled with a likelihood of confusion is
necessary.*® It should be noted that there still remains the requirement
of labeling as evidenced by the case of Feathercombs Inc., v. Solo Prods.
Corp.*" wherein the circuit court stated, “the . . . patent being invalid,
. . . [defendant] had every right to market a comb similar or identical
to that marketed by its competitor,” but continued that the “second
comer has a duty to . . . dress his product as to avoid all likelihood of
consumers confusing it with the product of the first comer.”#® As dis-
cussed with respect to the First Circuit, all references to a recovery
based on secondary meaning in a product design would conflict with
the Supreme Court’s decisions.

42]d. at 276, 122 U.S.P.Q. at 47.
481d. at 273, 122 U.S.P.Q. at 44.
441d. at 276, 122 U.S.P.Q. at 47; Chief Judge Clark in his dissent foresaw the
Supreme Court’s view on this subject when he stated: “Thus is the constitutional
purpose of securing exclusive rights to inventors in their discoveries for limited
times . . . frustrated.” Id. at 282, 122 U.S.P.Q. at 51.
45Norwich Pharmacal Co. v. Sterling Drug, Inc. supra, note 10 at 572-73, 128
U.S.P.Q. at 376; Joshua Meir Co. v. Albany Novelty Mfg. Co. 236 F.2d 144, 148,
111 U.S.P.Q. 197, 200 (2d Cir. 1956); Noma Lites v. Lawn Spray, 222 F.2d 716,
105 U.S.P.Q. 388 (2d Cir. 1955); Upjohn Co. v. Schwartz, 246 F.2d 264 261-62,
114 US.P.Q. 53, 59 (2d Cir. 1954); Flint v. Oleet Jewelry Mfg. Co., 133 F. Supp.
459, 106 U.S.P.Q. 69 (S.D.N.Y. 1955).
48Hygienic Specialties Co. v. H. G. Salzman, Inc. supra, note 40; American Safety
Table Co. v. Schreiber, supra, note 41; Zippo Mfg. Co. v. Rogers Imports, Inc.,
216 F. Supp. 670, 137 U.S.P.Q. 413 (S.D.N.Y. 1963); American Merri-Lei Corp.
v. Jet Party Favors, 123 N.Y.5.2d 136, 97 U.S.P.Q. 484 (N.Y.Sup.Ct. 1953); Herz-
man Scarfs v. Baar & Beards, Inc., 118 N.Y.S. 2d 380, 95 U.S.P.Q. 348 (N.Y.Sup.Ct.
1952); Mavco, Inc. v. Hampden Sales Assoc., 77 N.Y.8.2d 510, 77 U.S.P.Q. 62
(N.Y.Sup.Ct. 1948).
47306 F.2d 251, 257-58, 134 U.S.P.Q. 209, 214-15 (2d Cir.), cert. denied, 871 U.S.
910, 135 U.S.P.Q. 503 (1962).
48]d. at 258, 134 U.S.P.Q. at 215, citing Harold F. Ritchie, Inc. v. Chesebrough-
Pond’s Inc., 281 F.2d 755, 758, 126 U.S.P.Q. 310, 812 (2d Cir. 1960).
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THIRD CIRCUIT

The law of this circuit appeared to be in accord with the majority
rule of the Second Circuit in the case of Sylvania Elec. Prods., Inc. v.
Dura Elec. Lamp Co.® There the Court held, with reference to the
“blue dot” on flashbulbs, that the charge of unfair competition must
fail where the feature of the article copied by the defendant had not
acquired 2 secondary meaning identifying the product with the plain-
tiff. Where the patent protection that the blue dot might have had
had expired, where it was not registerable as a trademark, and where
the manufacturing method or process of the dot was in the public do-
main, the defendant may imitate the functional features in every char-
acteristic. However, there was the condition that the defendant take
reasonable steps to inform prospective purchasers that the bulbs it sells
are not those of the plaintiff® Here again, it appeared that under
some circumstances recovery could be based on a finding of secondary
meaning in the product design of the plaintiff.

In a more recent case,® the Circuit Court followed precedent and
found no unfair competition where two competitors manufactured
similarly designed autotransformers. The court was influenced by the
functionality of the similar features and the clear labeling of the prod-
uct. However, the Court acknowledged that if the design were distinc-
tive enough to identify the source (secondary meaning), and if pur-
chasers cared about the source, and if the design were distinct when the
late-comer copied it, then there could be a recovery.®? Maybe there
could have been a recovery in 1963, but there could no longer be one in
view of Stiffel and Day-Brite.

FirtH Circult

Although this Circuit does not appear to have decided any recent
cases involving product simulation, the District Court of Louisiana
held that secondary meaning coupled with a likelihood of confusion
is necessary to protect the unpatented and uncopyrighted design of the

46247 F.2d 730, 733, 114 U.S.P.Q. 434, 436-37 (3rd Cir. 1957). See Also Cat’s Paw
Rubber Co. v. Jenco, 87 F. Supp. 662, 83 US.P.Q. 519 (D.N.]J. 1949), aff'd per
curiam, 184 F.2d 438, 87 US.P.Q. 115 (3rd Cir. 1950); Gum v. Gumakers of
America, 136 F.2d 957, 959, 58 U.S.P.Q. 458, 455 (3rd Cir. 1943).

507d, at 734, 114 U.S.P.Q. at 437; See Vaughan Novelty Mfg. Co. v. G. G. Greene
Mfg. Corp., 202 F.2d 172, 96 U.S.P.Q. 277 (3rd Cir.), cert. denied, $46 U.S. 820,
99 US.P.Q. 491 (1958); Ainsworth v. Gill Glass & Fixture Co., 26 F. Supp. 183,
89 US.P.Q. 541 (E.D.Pa. 1938), aff'd, 106 F.2d 491, 42 U.S.P.Q. 486 (3rd Cir. 1939).

81General Radio Co v. The Superior Elec. Co., 321 F.2d 857, 138 U.S.P.Q. 595
(3rd Cir. 1968).

52Id. at 863, 138 U.S.P.Q. at 600.
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“Zippo” lighter.%® The Court found “enough [evidence] . .. to es-
tablish secondary meaning in Zippo,” but in view of the clear labeling
of the defendant’s lighter “it can hardly be said that the public, acting
reasonably, . . . are likely to be confused or misled by [the defendant’s]

. . lighters.”%* Thus, it can be seen again that while the Court recog-
nized a cause of action based on secondary meaning, a strict application
of the rule resulted in no recovery where the defendant’s product was
labeled. A finding of secondary meaning alone was not sufficient be-
cause the basis of recovery for unfair competition is confusion among
the pubhc as to source and not any sort of monopoly based on second-
ary meaning.

SixtH Circult

The leading case in this Circuit and in Michigan appears to be West
Point Mfg. Co. v. Detroit Stamping Co.5 involving the copying of the
design of a toggle clamp on which plaintiff’s utility patent had expired.
The Court, after thoroughly analyzing the previous decisions and par-
ticularly the Supreme Court’s, found that the defendant could “copy
exactly [plaintiff’s] . . . clamp in all particulars . . . [if defendant
avoided] confusing and misleading the public . . . as to the source of
the article sold.”%® The Court alluded to a recovery based on second-
ary meaning in nonfunctional features, but in view of defendant’s ade-
quate labeling found it irrelevant to the instant case. ‘“The doctrine
of ‘nonfunctional’ features [and secondary meaning] only applies where
the imitation . . . imputes to the copy the same authorship as the
‘original.”7

The West Point case was followed in a recent District Court case®®
where defendant copied plaintiff’s unpatented design of a travel trailer.
Absent any confusion as to the source, the Court readily allowed copy-
ing of the physical design of the trailers. :

The West Point case was distinguished in a 1957 case™ where plain-
tiff succeeded in enjoining the copying of the distinctive dress of a nut

53Zippo Mfg. Co. v. Manners Jewelers, Inc., 180 F. Supp. 845, 124 U.S.P.Q. 329
(E.D.La. 1960). See also, Zippo Mfg. Co. v. Rogers Imports, Inc., 216 F. Supp.
670, 137 U.S.P.Q. 413 (S.D.N.Y. 1963).

541d. at 847, 124 U.S.P.Q. at 331,

55222 F.2d 581, 105 U.S.P.Q. 200 (6th Cir. 1955), cert. denied, 350 U.S. 840, 107
US.P.Q. 362 (1955).

561d. at 595, 105 U.S.P.Q. at 212.

571d. at 597, 105 U.S.P.Q. at 213.

58Airstrecam Trailers, Inc. v. Cayo, 221 F. Supp. 557, 139 U.S.P.Q. 287 (W.D.
Mich. 1963).

5Tas-T-Nut Co. v. Variety Nut & Date Co., 245 F.2d 3, 113 U.S.P.Q. 493 (6th
Cir. 1957).



Product Simulation 141

package after the patent on the container had been found invalid.®
The Court stated that the plaintiff cannot prevent another from mar-
keting an exact copy of the article so long as there is no passing off. Thus
another can copy the physical construction, size, and shape of packages
covered by an expired patent so long as he clearly affixes his own name.
However, the Court distinguished the trade dress, i.e., arrangement,
design, and collocation of printing and ornamentation which the late-
comer may not copy if such dress has acquired a secondary meaning.®!
“This does not appear contrary to the Supreme Court cases so long as the
rule is applied to containers for products and not the products them-
selves.®

SEveNTH CIrculr

Until the recent Stiffel and Day-Brite cases, the law in this Circuit
and Illinois was relatively well settled.®® Initially, it was thought in
Illinois that there had to be a showing of fraud or palming off in order
to sustain a finding of unfair competition and this was upheld in a line
of unfair competition cases dealing with trademarks.* However, in
Elastic Stop Nut Corp. v. Greer®™ the Court held that actual palming
off even in cases of competitors was no longer required by Illinois law
to establish unfair competition. The Court went on to say that
the law has evolved through the application of principles of fraud,
: meanmg there will be no relief where the defendant has acted
in good faith toward both.the plaintiff-and the public, to a realization
that the true basis of equity’s interference in such cases is not fraud
but the protection of goodwill.® It should be noted that such language
was applied only in cases of trademarks and trade names and was not
applied to the protection of designs. It was still the law in 1961 that
the mere copying of the design of an invalid patent did not constitute
unfair competition absent a showing of palming off or secondary mean-

80Weeks v. Variety Nut & Date Co., 103 F. Supp. 528, 92 US.P.Q. 311 (ED.
Mich. 1952); aff’d, 208 F.2d 414, 100 U.S.P.Q. 10 (6th Cir. 1953).

81Supra, note 59 at 6, 113 U.S.P.Q. at 495-96.

%2Infra, note 106.

83See Zangerle and Peterson Co. v. Venice Furniture Novelty Mfg. Co., 133
F.2d 266, 270, 56 U.S.P.Q. 851, 354 (7th Cir. 1943); Sinko v. Snow-Craggs Corp,
105 F.2d 450, 452-53, 42 U.S.P.Q. 298, 301 (7th Cir. 1939).

84Nestor Johnson Mfg. Co. v. Alfred Johnson Skate Co., 313 IIl 106 "(1936);
DeLong Hook & Eye Co. v. Hump Hairpin Mfg. Co., 297 IIl. 359 (1932); Stevens-
Davis Co. v. Mather & Co., 230 Ill. App. 45 (1940) Ambassador Hotel Corp. v.
Hotel Shérman Co., 226 1ll. App. 247 (1938).

4562 F. Supp. 363, 67 USPQ 257 (N.D.IN. 1945).

681bid.
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ing coupled with likelihood of confusion as to source.8? When in the
Stiffel case the circuit court applied a line of trademark cases® to justify
its finding of unfair competition for design copying, the Court was tak-
ing a giant step away from the past law.®® The application of “old
fashioned honesty” is quite a departure from a finding of fraud or sec-
ondary meaning.

NiINTH CIRCUIT

The law of California has been somewhat confused in the past and
thus the Ninth Circuit decisions have been somewhat in conflict. The
confusion seems to arise because of questions as to what is the appli-
cable law. For example, in a 1952 case™ the Circuit Court, although
not allowing recovery, stated that an action for unfair competition in-
volving secondary meaning of a nonfunctional feature could be based
on section 44 (h) of the Lanham Act. The Act “created substantive
rights and remedies . . . and neither diversity of citizenship nor juris-
dictional amount need be present.””* The Court also found it neces-
sary to cite a New York case™ on recovery based on secondary meaning,

. but cited no California cases.

In a 1954 case™ relating to the copying of ash trays, the Court ap-
plied section 3369 of the Civil Code of California which provides for
an injunction against “an act of unfair competition.””™ The Court
found that where “ ‘likelihood of deception’ and hence a secondary
meaning is shown” the plaintiff is entitled to injunctive relief. Appar-
ently, if there is a likelihood of customer confusion, this fact is indica-
tive that the design has acquired a secondary meaning.”™ Similarly, in
a later case, the Circuit Court affirmed the District Court’s decision
wherein it was stated in reference to a copyrighted Santa Claus figure
that

unfair competition may result from the unauthorized .. . imitation of
plaintiff’s product. . . . The test of whether such practices constitute

87Day-Brite Lighting Co. v. Sandee Mfg. Co., 286 F.2d 596, 126 U.S.P.Q. 416
(7th Cir. 1961).

68See authorities cited note 13 supra.

69For a critical discussion of the cases cited in note 68, supra, as a basis for the
holding in the Stiffel case, see 32 Geo. Wash. L. Rev. 149 (1963).

T0Pagliero v. Wallace China Co., 198 F.2d 339, 95 U.S.P.Q. 45 (9th Cir. 1952).

711d. at 341, 95 US.P.Q. at 47.

72Charles D. Briddell, Inc. v. Alglobe Trading Corp., 194 F.2d 416, 421, 92
U.S.P.Q. 100, 104 (1952).

78Haeger Potteries, Inc. v. Gilner Potteries, 123 F. Supp. 261, 102 U.S.P.Q. 106
(S.D.Calif. 1954).

T41d. at 267, 102 U.S.P.Q. at 110.

]d, at 269, 102 U.S.P.Q. at 111.
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unfair competition is the likelihood of confusion in the mind of the
public as to the source of the product.?6

That doctrine was not followed in the more recent case of Intricate
Metal Prod. v. Schneider,” dealing with a bed frame, wherein the
plaintiff was required to show that prospective customers would attach
special significance or secondary meaning to the appearance of the
design in question coupled with a likelihood of confusion, citing the
famous Second Circuit Hygienic Specialties Co. case.™

Thus, depending on whether the Court applies the Lanham Act, the
Civil Code of California, the common law of California, or leading
cases on the law in other states, the outcome may be different. Several
earlier cases™ indicated a very liberal approach while a more recent
case® has taken a harder line which is more consistent with the Second
Circuit cases. In either event, insofar as the state common law or state
statutes conflict with the Stiffel and Day-Brite cases (and it seems to
an appreciable extent), they must yield. But, if the Court based its
decisions on the Lanham Act, as in the earlier cases, it would appear
that the effect of the Supreme Court’s decisions in the Stiffel and Day-
Brite cases could be nullified somewhat in that those decisions were
based on the supremacy of the federal law.

TENTH CIRCUIT

This Circuit appears to have followed the majority rule in New York
in deciding a Kansas case dealing with red polyethylene caps or clos-
ures.8! The Court refused to grant recovery based on the distinctive-
ness (secondary meaning) of the red caps primarily because of the func-
tionality of the design and the widespread reluctance of courts to
grant monopolies on colors. However, because of the defendant’s
“deliberate scheme to palm off their [unlabeled and unmarked] goods

76Doran v. Sunset House Distributors Corp., 197 F. Supp. 940, 949, 131 U.S.P.Q.
94, 101 (S.D.Calif. 1961), aff’d, 304 F.2d 251, 134 U.S.P.Q. 4 (9th Cir. 1962), citing,
Grant v. California Bench Co., 76 Cal. App. 2d 706, 173 P.2d 817 (1946), and I
Rokeach v Kubetz, 10 Cal. App. 2d 537, 52 P.2d 56 (1935). See also Ramirez &
Feraud Chili Co. v. Las Palmas Food Co., 146 F. Supp. 594, 606 Ill. U.S.P.Q. 296,
804 (S.D. Calif. 1956), af’d per curiam, 245 F2d 874, 114 U.S.P.Q. 478 (9th Cir.
1957), cert. denied, 355 U.S. 927, 116 U.S.P.Q. 602 (1958).

77324 F.2d 555, 139 U.S.P.Q. 230 (9th Cir. 1963). This case appears consistent
with an earlier case dealing with the copying of gas pressure regulators, Nat'l
Welding Equip. Co. v. Hammon Precision Equip. Co., 165 F. Supp. 788, 119
US.P.Q. 13 (N.D.Calif. 1958).

78Supra, note 40.

9Supra, notes 70 and 76.

80Supra, note 77.

81Midwest Plastics Corp. v. Protective Closures Co., 285 F.2d 747, 128 U.S.P.Q.
68 (10th Cir. 1960).
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as those of the plaintiff” and because the defendant had copied much
material from plaintiff's catalogs, the Court granted restitution for
unjust enrichment.?2 As the Court made it clear that defendant could
copy the caps in the future, if there were proper labeling, the case
appears consistent with the Stiffel case where the Court expressly recog-
nized a state’s right to “require that the goods, whether patented or
unpatented, be labeled. . . .”% This is further enforced by the Day-
Brite case where the Court said a state “has power to impose liability
upon those who . . . deceive the public by palming off their copies as
the original.”’8¢.

WHY THE SUPREME COURT?

It was in this setting that the Supreme Court granted certiorari for
the first time since 1938 in an unfair competition case treating product
imitation. In that case, Kellogg Co. v. National Biscuit Co., % the
Court found that the Kellogg Company was free to copy both the
name “shredded wheat” and the distinctive pillow-shape of the product
since all statutory protection had ended. Why then after twenty-six
years of absence from the field, did the Supreme Court grant certiorari?
It seems that the Seventh Circuit opinions were particularly susceptible
to attack for several reasons. First, the plaintiffs had utilized the
Federal patent system, but it was then found by the Courts that the
Federal requirements for a patent had not been met and the patents
were invalidated. Therefore, by employing doctrines of unfair compe-
tition to enjoin the defendants from copying plaintiff’s products, the
Circuit Court was granting to the plaintiffs the very right it had said
plaintiffs were not entitled to under the Federal statute. Worse yet,
the grant was to be perpetual and was not limited to the normal four-
teen and seventeen years for design and utility patents.

Secondly, while there might have been a finding of secondary mean-
ing in the Day-Brite case, it was a functional feature which historically
has been protectable only by a utility patent. In fact, the design patent
of Day-Brite was invalidated for that very reason, namely, functionali-
ty.5

Thirdly, the findings by the Court on confusion among the public
as to the source of the lamps were extremely weak in both cases; and
after all, it is really confusion as to the source which is the prime basis
for this whole area of unfair competition.

82/d. at 750, 128 U.S.P.Q. at 70.
83376 U. S. 225, 282, 140 U.S.P.Q. 524, 528 (1964).
84376 U. S. 234, 238, 140 U.S.P.Q. 528, 581 (1964).
85305 U.S. 111, 39 U.S.P.Q. 296 (1938).

86311 F.2d 26, 28, 136 U.SP.Q. 17, 18 (7th Cir. 1962).
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However, the Supreme Court did not decide the Stiffel and Day-Brite
cases on the basis of the law of Illinois. Instead, the Court used those
two very weak cases of unfair competition as a springboard for exercis-
ing the pre-emption by the Federal Government of the right to grant
monopolies in articles of trade. The Court went into the Constitutional
provision, namely, Article 1, Section 8, Clause 8, which empowers
Congress to “promote the progress of science and useful arts . . .” and
also the extensive Federal legislation pursuant to that grant of power.

ProT1ECTION V. COMPETITION

In many cases it appears that the Supreme Court, in determining
what was meant by the drafters of the Constitution, is more influenced
by what it feels the l]aw should be today than by what was intended
nearly 200 years ago. This probably is necessary if the Constitution is
to remain a viable instrument.

Therefore, rather than go into an analysis of whether the drafters
of the Constitution intended the states to be free to grant monopolies
or whether this power was pre-empted as soon as Congress legislated
in the area, a more fruitful area of discussion is that of the public
policy involved.

It has been suggested® that there is a variety of judicial attitudes
toward the predatory and unethical business practices for which the
law of unfair competition seeks to provide a remedy. As one author
put it:

[T]he courts have variously sought (1) to protect the honest business-
man in the trade to which he is fairly entitled, (2) to punish the dis-
honest trader who attempts to take away his competitor’s business by

unfair means, and (8) to protect the public from deception and unfair
business practices.

To this list should be added, (4) the courts’ desire to protect free com-
petition, even at the expense of some honest originators of products,
so that the purchasing public may choose from the greatest variety of
products having the highest quality at the lowest cost. Perhaps this
item (4) should be regarded as the most important.

In protecting businessmen who originate products, the courts have
found the existing laws inadequate in several areas.88 Thus, even in the
absence of secondary meaning or palming off, the courts have expanded
the common law concept of unfair competition by such concepts as

87Pollack, Unfair Trading by Product Simulation: Rule or Rankle? 28 Ohio St.
L.J. 74 (1962).

88See International News Service v. Associated Press, 248 U.S. 215 (1918); Chris-
tian Dior v. Milton, 155 N.Y.S.2d 443, 110 U.S.P.Q. 563 (Sup.Ct.), aff'd mem., 156
N.Y.S.2d 996 (App. Div. st Dep't 1956). See generally 42 Cornell L.Q. 398, 405-
06 (1957); 70 Harv. L. Rev. 1117 (1957); 17 Mich. L. Rev. 490 (1919).
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“misappropriation” and “‘commercial immorality”’# in order to punish
the “dishonest trader.” However, the plaintiffs in these cases have
been unable, generally, to find protection under the existing law be-
cause of the large number of products involved, or because of the
short life of the products.®® Since the laws were found to be inadequate,
the courts adopted new remedies for the protection of honest business-
men. It is not clear whether these types of recoveries have been
abolished by the Stiffel and Day-Brite cases, but it is believed not. For
example, the International News Service case®® was not cited in the
recent decisions of the Supreme Court. The biggest distinction is that
in the Stiffel and Day-Brite cases the plaintiffs had attempted to utilize
the Federal patent statutes®? for protection. In both cases the patents
were subsequently held invalid. Thus when the plaintiffs were found
to be undeserving of a limited monopoly granted by the Federal Gov-
ernment, the state courts granted a perpetual monopoly on the very
same articles. It is suggested that this element, more than any other,
is what made the Court step into an area which it had previously left
to the state and circuit courts. However, in the “‘misappropriation”
cases of which International News Service® is the leading case, it is
usually impossible as a practical matter for the plaintiffs to utilize either
the patent or copyright statutes. Thus, the courts have been more
sympathetic with the originator and harsher on the appropriator.

In protecting the public against deception, the courts have been
practically unanimous in requiring adequate labeling, and this has
not been changed by the Stiffel and Day-Brite cases. The only condi-
tion which the Supreme Court placed on the courts is that “‘a State
cannot hold a copier accountable in damages for failure to label . . .
his goods unless his failure is in violation of valid state statutory or
decisional law requiring the copier to label . . . to prevent confusion as
to the source of the goods”.** This would appear to be no more than
due process of law, i.e., a court may not punish a copier for unlabeled
goods without giving him a warning that there is state law prohibiting
such conduct.

As to the courts’ desire to foster competition, the basic premise is

881bid.

%0See authorities cited note 45, supra; Cheney Bros. v. Doris Silk Corp., supra,
note 23.

91Supra note 88.

9235 U.S.C. §§ 101, 171 (1958). Sce generally 1 Callmann, Unfair Compelition
and Trade-Marks § 16.3 (2 ed. 1950).

93Supra, note 88.

94Supra, note 84 at 238-39, 140 U.S.P.Q. at 531.
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that free competition helps the purchasing public. In the communist
countries, where competition is at a minimum, the quality of the
products has been notoriously bad. However, competition can be-
come too fierce. For example, the “gasoline wars” are examples of fierce
competition, but they are widely known for putting the weaker com-
panies out of business and thus reducing competition. So it may be
if product simulation is unchecked.

The argument for allowing free copying is that it is necessary in
order to prevent an originator from charging a “premium price” for
a new product design which the public desires but which does not meet
the requirements for statutory protection. Instead, the burden is
placed on the originator to prove to the public, by advertising, for
example, that his product is better than his competitor’s copy. The
public has a wider choice of suppliers, and is better informed as a
result of the advertising.

On the other hand, those persons who advocate protecting origin-
ators also desire to foster competition, and they.argue that nonfunc-
tional product designs are entitled to legal protection on the grounds
that product differentiation is essential to competition. The gist of
their argument is that there can be no competition among sellers un-
less purchasers can distinguish among competing goods, and since the
product design is the prime feature which makes choice possible, dif-
ferentiation 1is vital to competition.?* The reply to this argument is
that product differentiation can be accomplished by adequate labeling,
and it is not necessary to protect the nonfunctional design itself. This
argument overlooks the question of confusion as to source after the
label or wrapper is removed from the article by the purchaser, for
example. However, as had been decided many times, it is only the
buyer at the time of the sale that the courts have sought to protect
against confusion.?® In the Stiffel case, however, it was shown that,
while the cartons in which the pole lamps were shipped were clearly
labeled, at the time of the sale the lamps were not in the carton and
were unlabeled.®” Thus, it would seem that the State of Illinois, by
decisional or statutory law, could require that Sears label the lamps
at the time of the sale and still be consistent with the Court’s decisions.

93See Treece, “Copying Methods of Product Differentiation: Fair or Unfair
Competition?” 38 Notre Dame Law. 244, 247 (19683).

96Contra, Mastercrafters Clock and Radio Co. v. Vacheron Watches, Inc., 221
F.2d 464, 466, 105 U.S.P.Q. 160, 162 (2d Cir.), cert. denied, 350 U.S. 882, 107
U.S.P.Q. 362 (1955), where the court emphasized the confusion among the guests
of the purchaser as to the source of defendant’s copy of plaintiff's clocks.

97376 U.S. 225, 226, 140 U.S.P.Q. 524, 526 (1964).
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Another compelling reason for not allowing each state to enact its
own design laws is the need for uniformity among the states. Sears, for
example, has stores in nearly fifty of the states. In which of the states
may the company sell each of its products without violating the rights
of any individual in any state? The convenience and efficiency of
answering that question by searching only the active design and
utility patents is obvious. Any other requirements might place an un-
due burden on the merchant who did business in numerous states.

It is true that many companies readily admit that their success is due
to their copying of designs of others which have proved successful, and
that the public might occasionally be confused as to whose product they
are buying. Although it may seem intolerable that one may “reap the
fruits sown by another,”?® a significant benefit of a free market is that
the purchasing public is offered the most for its money.?® For example,
in the Stiffel case by plaintiff’s own statement,'® the Sears product was
“indistinguishable . . . both in appearance and in functional details,”
and Sears’ product’s “retail price with shipping charges added . . .
fwas] about equal to [Stiffel’s] wholesale price.” This provided a
striking example of the direct economic benefit the public derived from
a free competitive market.

On the other hand there is the negative effect of the Supreme Court’s
decisions, that of reducing the incentive for the creation of new designs
and shapes. Why should a company spend time and money creating a
new design which, if it is successful, will be copied by all its competi-
tors? This problem has long plagued the dress industry, but women
still find new exotic fashions to choose from as each new season ap-
proaches.

The Supreme Court apparently feels that the advocates of free copy-
ing have the weightier arguments. ’

CoMMON LAw COPYRIGHTS ABOLISHED?

In the past an originator of a copyrightable work has had an exclu-
sive right in that work until he published it. Until then, he has had
a common law copyright and could prevent others from reproducing

98American Safety Table Co. v. Schreiber, 269 F.2d 255, 271, 122 U.S.P.Q. 29,
43 (2d Cir.), cert. denied, 361 U.S. 915, 123 U.S.P.Q. 590 (1959).

99See generally In re Deister Concentrator Co., 289 F.2d 496, 501, 129 U.S.P.Q.
314, 319 (C.C.P.A. 1961); Galbally, “Unfair Trade in The Simulation of Rival
Goods-The Test of Commercial Necessity,” 48 Trademark Rep. 1173, 117475
(1958); “The Vestal Bill for The Copyright Registration of Designs,” 31 Colum.
L. Rev. 477, 490-91 (1931).

100Plaintiff’'s Reply Brief, pp. 14-15.
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his work.19! It was recently argued in a Massachusetts Supreme Judicial
Court case!®? that the Stiffel and Day-Brite cases had struck down the
right to a common law copyright in unpublished material. It was
argued that this was so because the material was neither protected by
copyright nor patent as required in those cases. However, the copy-
right statute expressly recognizes the right to common law copyright!%3
and the Stiffel case!®* implied acknowledgment in this area of protec-
tion. Therefore, the Massachusetts Court rejected the proposition as
did a recent New York Supreme Court case.!%

OTHER DEVELOPMENTS

Three days after the Stiffel and Day-Brite cases were decided, the
Court of Customs and Patent Appeals held!%® that a product container
(the Mogen David wine bottle) could be registered on the principal
register, if all the requirements of the statute were met, even though
a design patent on the bottle was about to expire. Thus, when the
design patent expires, the monopoly on the design may be continued
at least for the particular class of goods for which it is registered. There-
fore, aside from patent and copyright protection, to which it was
thought design protection had been limited by the Supreme Court, it
appears that a container for a product (but probably not the product
itself) may be given the protection afforded by the Lanham Trademark
Act.

This seems consistent with the Stiffel and Day-Brite cases since they
were directed primarily at state laws which conflicted with Federal
policy in an area which the Federal Government had pre-empted. As
the Lanham Trademark Act was enacted by Congress pursuant to the
commerce clause of the Constitution, no such state-Federal conflict
exists. However, the Supreme Court is likely to interpret the various
Federal acts as being consistent with one another; and since the Court
has already found that “when the patent expires the monopoly created
by it expires, too, and the right to make the article passes to the
public,”197 it is unlikely the Court would interpret the Lanham Trade-

10117 US.C. § 2 (1958).

102Edgar H. Wood Assoc., Inc. v. Skene, 197 N.E.2d 886, 141 U.S.P.Q. 454 (Mass.
Sup.Jud.Ct. 1964).

103§y pra, note 101.

1048y pra, note 97 at 231, 140 U.S.P.Q. at 52728, n. 7.

105Columbia Broadcasting System, Inc. v. Documentaries Unlimited, Inc., 248
N.Y.5.2d 809, 141 U.S.P.Q. 310 (N.Y.Sup.Ct.N.Y.Cty. 1964).

106In re Mogen David Wine Corp., 328 F.2d 925, 140 US.P.Q. 575 (C.C.P.A.
1964), rehearing denied. See Derenberg, The Seventeenth Year of Administration
of the Lanham Trademark Act of 1946, 24 (1964).

107Sypra, note 97 at 230, 140 US.P.Q. at 527.
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mark Act in a conflicting manner in the absence of a clear expression
of such intent by Congress. Therefore, it would seem that the Trade-
mark Act could not be used to extend the monopoly on articles of
trade. However, the Court recognized the states' rights to “protect
businesses in the use of trademarks, labels, or distinctive dress in the
packaging of goods,”1 (emphasis added) so there would appear to be
no conflict among the Federal acts if the Lanham Trademark Act were
similarly interpreted. This is so even though a trademark were effec-
tive to extend an expired design patent on a package since presumably
the states may do so in view of Stiffel without conflicting with the
Federal patent and copyright acts.!®

It is believed that the Stiffel and Day-Brite cases also will give impetus
to legislation which might allow the Federal courts to fashion a body
of Federal common law in the field of unfair competition. Such a
bill*1® was introduced in the last session of Congress by Senator Javits
and Congressman Lindsay, but was not passed. Another design bill
has already been introduced in the Senate by Senators Hart and Tal-
madge which is now before the Subcommittee on Patents, Trademarks,
and Copyrights.111

CoNcLusION

If there is a solution to this problem, it must balance the interests
of the originators of products, their competitors and the public. It
must take into account the need for uniformity among the states so
as not to burden commerce with a multiplicity of laws. The easy solu-
tion would be the revision of the design patent statute to allow for
speedy patenting of designs having a lesser degree of originality and
novelty than is now required. Another solution is “legislation in the
form of a jurisdictional statute which has been held sufficient to permit
the growth of a body of federal common law.”?12

Another type of legislation'® would grant copyright protection for
industrial designs where there was an unauthorized copying.}'* Another

108]d. at 232, 140 U.S.P.Q. at 528.

109This discussion does not answer the question of whether Congress intended
the trademark act to provide such protection, but it is intended to dispel thoughts
that such protection conflicts with the Supreme Court pronouncements. See Smith,
“In Vino (Mogen David Brand) Veritas?” 54 Trademark Rep. 581 (1964).

110H.R. 4651, 88th Cong., 1st Sess. (1963); S. 1038, 88th Cong., 1st Sess. (1963).
See Kunin, “The Lindsay Bill Before and After the Stiffel Case,” 54 Trademark Rep.
731 (1964).

11185, 1237, 89th Cong., Ist Sess. (1965).

112Kunin, supra, note 110, at 732.

1135, 1884, 87th Cong., Ist Sess. (1961).

14Jackson, “Unfair Competition by Product Simulation v. Copyright Protection
for Designs,” 45 J.P.O.S. 422 (1963).
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approach would be for the courts to expand the doctrine of *“‘misappro-
priation” expounded in the International News Service case!® and
which was not overruled in Stiffel or Day-Brite. As a last resort, the
courts, as the Ninth Circuit did a decade ago, might turn to the Lan-
ham Trademark Act to find that there is already a Federal unfair
competition law.1'® Whichever approach is taken, it is urged that it
should be done by Congress after full hearings of all the interests in-
volved rather than by a patchwork of court decisions seeking to find
ways around the Stiffel and Day-Brite cases.

In the meantime, originators of designs appear to have less protection
of their property now than at any time in this century. To quote an
article which appeared in a Washington newspaper shortly after the
Stiffel and Day-Brite decisions, “The knife used in America’s cut-throat
competition has now been honed to an even sharper edge by the Su-
preme Court.”"7 While this quote may not mean much in a legal
sense, it may be descriptive of the effect the decisions will have on the
unscrupulous copier. However, it may be that the public will benefit
in the end from these decisions in that the copier may be able to pro-
vide a better product at a lower cost for the consuming public without
impeding the flow of new products and designs from originators.

115Supra, note 89.

118Supra, note 70. But see, Sani-Top, Inc. v. Rheem Mfg. Co., —, F. Supp. —, 144
US.P.Q. 523 (S.D.Calif. 1964).

117The Washington Daily News, March 11, 1964, p. 24, col. 1.






The Uniform Commercial Code and
Warranties Against Liability
for Infringement

ROY LUCAS®

INTRODUCTION
E NACTMENT OF THE UNIFORM COMMERCIAL CODE in thirty jurisdic-
tions! justifies an investigation by patent attorneys into the ramifica-
tions of this legislation as it effects an alteration in the fabric of many
state laws relative to the sale of patented goods. As the policies
and substance of the Code spread, patent attorneys will increasingly
be called upon to advise clients concerning, inter alia, the right to use
patented goods, the buyer’s possible right of indemnity from the seller,
the control of litigation instigated by a patentee against an infringing
buyer or seller, and the operability of contract provisions disclaiming
liability on the part of the seller for infringing use by the buyer of
such patented goods. Moreover, the possibility that Congress itself
might enact the Code or embody certain provisions in the patent laws
suggests the need for familiarity with its content.

BACKGROUND LAw

Within the Federal courts lies exclusive jurisdiction over cases?
arising under the patent laws, but questions® of Federal patent law

*Student, The New York University Law School.

18tates are listed in the order of enactment of the Code and followed by the
date on which the Code becomes effective. Pa., July 1, 1954; Mass.,, Oct. 1, 1958;
Ky., July 1, 1960; Conn., Oct. 1, 1961; N. H., July 1, 1961; R. I, Jan. 2, 1962;
Wyo., Jan. 2, 1962; Ark., Jan. 2, 1962; N. M,, Jan. 1, 1962; Ohio, July 1, 1962;
Ore., Sept. 1, 1963; Okla., Jan. 1, 1963; Ill, Jan. 2, 1962; N. J., Jan. 1, 1963; Ga.,
Jan. 1, 1964; Alaska, Jan. 1, 1963; N. Y., Sept. 27, 1964; Mich., Jan 1, 1964; Tenn.,
July 1, 1964; Mont., Jan. 2, 1965; Ind., July 1, 1964; W. Va., July 1, 1964; Md,,
Feb. 1, 1964; Calif., Jan. 1, 1965; Maine, Dec. 31, 1964; Wis., July 1, 1965; [D. C.,
Jan. I, 1965]; Va., Jan. 1, 1966 Enactments to July, 1964.

All references, infra, are to the New York text of the Uniform Commercial Code.

228 U.S.C. § 1338 (1958). See generally, Note, 72 Harv. L. Rev. 328 (1958).

8Pratt v. Paris Gaslight & Coke Co., 168 U.S. 255, 259 (1897) [leading case];
Note 31 Colum L. Rev. 461 (1931). See generally, 3 Walker, Patents §§412-14
(Deller ed. 1937); Note, 36 Conn. B.J. 281 (1962).
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may be decided in state court proceedings whenever their determina-
tion is collateral to a full adjudication of interests not founded on pat-
ent laws. Furthermore, in the absence of diversity jurisdiction,* the
Federal courts are closed to claims brought to enforce contracts,’ de-
termine title,® access royalties,” or construe licenses.8 Even diversity cases
are governed by local law,? although essential Federal interests still
displace those of the state court.1?

Whenever a buyer of goods finds that his use of those goods is
challenged by a third party patentee, the buyer’s contractual remedies
against the seller fall within the exclusive competence of state law [un-
less antitrust considerations come into play], and, in thirty states,
within the governing provisions of the Uniform Commercial Code.

CODE WARRANTY OF TITLE AND AGAINST INFRINGEMENT

The purchaser of goods who subsequently finds himself being sued
for infringement because of his use or sale of those goods!! may have
warranty rights against the seller which are governed in a Code state
by the following provision:12

Warranty of Title and Against Infringement; Buyer's Obligation
Against Infringement.
(I) Subject to subsection (2) there is in a contract for sale a warranty
by the seller that
(a) the title conveyed shall be good, and its transfer rightful;
and
(b) the goods shall be delivered free from any security interest
or other lien or encumbrance of which the buyer at the time
of contracting has no knowledge.
(2) A warranty under subsection (1) will be excluded or modified
only by specific language or by circumstances which give the
buyer reason to know that the person selling does not claim

4E.q., Pratt v. Paris Gaslight & Coke Co., supra.

5E.q., New Marshall Engine Co. v. Marshall Engine Co., 223 U.S. 473 (1912).

8See Luckett v. Delpark, 270 U.S. 496 (1926).

E.q., Wilson v. Sandford, 51 U.S. (10 How.) 99 (1850).

828 U.S.C. §§1381-82 (1958).

9Erie R. Co. v. Tompkins, 304 U.S. 64 (1938); Clark, “State Law in the Federal
courts: 'The Brooding Omnipresence of Erie v. Tompkins,” 55 Yale L.]. 267 (1946).

10Byrd v. Blue Ridge Rural Elec. Cooperative, 356 U.S. 525 (1958); Sibbach
v. Wilson & Co., 312 U.S. 1 (1941); Friendly, In Praise of Erie—And of the New
Federal Common Law, 39 N.Y.U. L. Rev. 383 (1964). But sece, e.q., Ragan v. Mer-
chant’s Transfer & Warehouse Co., 837 U.S. 530 (1949); Cohen v. Benefiicial In-
dust’l Loan Corp., 337 U.S. 541 (1949).

185 U.S.C. §271 (1958); id. §287 [limiting damages].

12Uniform Commercial Code §2-8312 [Emphasis added.]. See, generally, Poole,
“Patent Protection Clause in Printed Purchase Orders & Acknowledgment Forms,”
39 J. Pat. Off. Soc’y 83 (1957) [express warranty situations]; Robertson, Implied
Warranties of Non-infringement, 44 Mich. L. Rev. 933 (1946).
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title in himself or that he is purporting to sell only such right
or title as he or a third person may have.

(3) Unless otherwise agreed a seller who is a merchant regularly deal-
ing in goods of the kind warrants that the goods shall be de-
livered free of the rightful claim of any third person by way of
infringement or the like but a buyer who furnishes specifications
to the seller must hold the seller harmless against any such claim
which arises out of compliance with the specifications.

Further, a later provision® requires that the infringing party notify
the party who will be ultimately liable, and allows the latter party to
take over ensuing litigation.

Effect of Acceptance: Notice of Breach: Burden of Establishing
Breach After Acceptance; Notice of Claim or Litigation to Person
Answerable Over.
(1) The buyer must pay at the contract rate for any goods accepted.
(2) Acceptance of the goods by the buyer precludes rejection of the
goods accepted and if made with knowledge of 2 nonconformity
cannot be revoked because of it unless the acceptance was on
the reasonable assumption that the nonconformity would be
seasonably cured but acceptance does not of itself impair any
other remedy provided by this Article for nonconformity.
(3) Where a tender has been accepted
(a) the buyer must within a reasonable time after he discovers or
should have discovered any breach notify the seller of breach
or be barred from any remedy;
and
(b) If the claim is one for infringement or the like (subsection
(3) of Section 2-312) and the buyer is used as a result of such
a breach he must so notify the seller within a reasonable time
after he receives notice of the litigations or be barred from
any remedy over for liability established by the litigation.
(4) The burden is on the buyer to establish any breach with respect
to the goods accepted.
(5) Where the buyer is sued for the breach of a warranty or other
obligation for which his seller is answerable over
(a) he may give his seller written notice of the litigation. If the
notice states that the seller may come in and defend and that
if the seller does not do so he will be bound in any action
against him by his buyer by any determination of fact
common to the two litigations, then unless the seller after
seasonable receipt of the notice does come in and defend he
is so bound.
(b) if the claim is one for infringement or the like (subsection
(8) of Section 2-312) the original seller may demand in writ-
ing that his buyer turn over to him control of the litigation
including settlement or else be barred from any remedy over
and if he also agrees to bear all expenses and to satisfy any
adverse judgment, then unless the buyer after seasonable

181d. §2-607 [Emphasis added.]. Compare, Bros., Inc. v. Grace Mfg. Co., 261
F.2d 428 (5th Cir. 1958).
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receipt of the demand does turn over control the buyer is
so barred.

(6) The provisions of subsections (8), (4) and (5) apply to any
obligation of a buyer to hold the seller harmless against infringe-
ment or the like (subsection (3) of Section 2-312) [E.q. Such
a warranty is normally a part of transactions with merchants;
however, should such a warranty be undertaken by an ordinary
seller, the provisions governing notice of litigation and control
thereof likewise apply to that seller.]

Thus the Code secures fundamental rights to a buyer dealing with
a merchant that his purchase of goods'* not include the defense of an
expensive lawsuit brought by a stranger to the contract.

SUPPLEMENTARY ASPECTS OF THE CODE

Inherent in all provisions of the Uniform Commercial Code is the
statutory command that obligations of good faith, diligence, reasonable-
ness, and care are a part of every bargain and cannot be disclaimed by
agreement of the parties.!> Further, basic principles of law and equity
are applicable where not displaced by particular Code sections.!® This
would seem to indicate that the doctrines of laches and misuse would
still be available to defeat an action for breach, the former for unjust
and unreasonable delay'? and the latter, analogous to “‘unclean hands”,
for illegal extension of patent rights.’®* Moreover, the Code must be
read as a whole, and numerous sections on general sales principles
have direct bearing on issues raised by those sections set out in the
text, supra.t?

In the formation of a contract a seller might attempt to accept an
offer in terms not corresponding to those of the offer. Typical accept-

141d. §2-501 (1) [Goods are defined on the basis of movability.].

151d. §1-102 (3).

161d. §1-103.

Y7Boris v. Hamilton Mfg. Co., 253 F.2d 526 (7th Cir. 1958); Whitman v. Walt
Disney Prod., Inc, 263 F.2d 229 (9th Cir. 1958); McClintock, Equity §28 (2d ed.
1948); Note, Developments in the Law—Statutes of Limitation, 63 Harv. L. Rev.
1177, 1183 (1950).

18 E.q., Rich, ‘Misuse, A New Frontier?” 84 J. Pat Off. Soc’y 391 (1952).

19See, e.q., Uniform Commercial Code §§1-105 (choice of law); 2-104 (1) (defines
“merchant”); 2-302 (specific unconscionability provision); 2-303 (allocation of risk);
2-313 (warranty of merchantability); 2-316 (disclaimer of warranty); 2-318 (bene-
ficiaries of warranty); 2-508 (cure of defective tender); 2510 (effect of breach on
risk of loss); 2-712 (“Cover,” buyer's procuring substitute goods); 2-714 (buyer’s
damages for breach regarding accepted goods); 2-719 (contractual modification or
limitation of remedy); 2-721 (remedies for fraud).

Compare note 17, supra, with Uniform Commercial Code §2-725 (possible ap-
plicability of doctrine of laches to relieve any hardship caused by running of statute
without regard to buyer’s knowledge of breach).
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ance “forms” purport to disclaim all warranties.?> The Code limits
caveat emptor by protecting offerees against such inconspicuous dis-
claimers.2!

Abolition of the traditional “warranty of quiet possession”?? con-
stitutes no significant handicap to a buyer under the Code because
disturbances of possession by a third party patentee breach the title
warranty. Indeed, the four year limitation gives a buyer adequate pro-
tection since the patentee cannot unduly delay litigation without rais-
ing in the buyer a defense of laches.?® Moreover, the infringing buyer
acquires rights against the seller for breach of warranty before the
patentee disturbs his possession and can seek a remedy upon discover-
ing the patent without waiting for an “eviction.”? Furthermore, it
is arguable that finality of commercial transactions justifies a strict four
year limitation, although occasional instances of hardship are not un-
foreseeable.

If the controlling patent issues after the sale of goods, a different
problem arises which is not specifically covered by the Code, although
some case law exists on the subject.?® Parties to a sale can avoid the
problem by express agreement, but such is often not the case, and
under those circumstances, the breach, if any, occurs after acceptance
unless the seller knew of the pending application. Normally, such bad
faith would not be present because of the secrecy requirement imposed
on pending applications. Also, it would seem wise for a seller to
properly disclaim liability for infringement of patents issued subse-
quent to the sale, but where he has been unable to do so he might
“cover”?® with non-infringing goods where possible or obtain a license
for the buyer from the patentee, subject to the contingency of non-
liability. Notably, the absence of a spelled-out solution to the problem
might cause hardship on either party: however, warranty liability has
generally been based on factors other than fault,?” as in the case of a

20E.q., Uniform Commercial Code §§2-207 [disclaimer as varying offer], 2-316
[fine print].

211d. §§2.207, 2-316. But see, Roto-Lith Ltd. v. Bartlett & Co., 297 F.2d 497 (Ist
Cir. 1962).

22]d. §2-812, Comment 1. But see, Note, 27 Geo. Wash. L. Rev. 673 (1959). Cf.,
Dudine, “Warranties Against Infringement Under the UCC,” N.Y. State B.]. 214
(June, 1964).

23See note 17, supra. _

#Uniform Commercial Code §2-312, Comment 4.

%New York Law Rev'n Comm. Rep., Study of the UCC 38691 (1955). See
also, Comm. Rep.: Amer. Bar Assoc. Sec. on Pat., T.M., & Copyright Law 29-30
(1958).

28Uniform Commercial Code §§2-508, 2-712.

27Prosser, Torts, 523 (2d ed. 1956).
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pre-existing patent. This policy tends to favor the good-faith buyer.
Moreover, recent judicial trends indicate that such a result as limited
compulsory licensing to prior users could be a solution, reasonable or
otherwise, depending on the point of view. This would, of course,
require statutory authorization. Indeed, the validity of a patent issued
after an innocent public sale is subject to doubt in the minds of the
bench.®

Under Section 2-607 a buyer must notify his seller of any suit filed
against the buyer for infringement by goods acquired under the sale.
To preserve his remedy over against the seller, buyer must notify
within a reasonable time. When a sub-purchaser or a patentee sues
the original buyer, the original seller may demand control of the liti-
gation or settlement. Refusal by the buyer to yield to such a demand
absolves the seller of warranty liability under that claim. Although
Section 2-312 has general application only to sellers who deal with such
articles in their ordinary course of business or who hold themselves
out as such, a seller who incurs similar obligations by way of contract
or otherwise also has the benefit of Section 2-607.

ConcLusIoN

The rapidly changing world of commercial law has had no small
impact on the adjustment of competing claims to the use of patented
goods. Applications, interference proceedings, licenses, antitrust suits,
and direct and contributory infringement litigation all provide differ-
ent approaches and a different forum to resolve patent problems.
Within the confines of a sales contract a purchaser may find himself
saddled with a vast inventory of goods which a stranger tells him he
cannot use.

It has been the purpose of this Note to indicate a few of the issues
which will arise and the factors which may govern their resolution. In
the ensuing years courts will be called upon to determine these and
many other related questions under the Code. It is the responsibility
of patent lawyers to themselves, their clients, and the integriy of justice
to assist in illuminating the new commercial law.

28Cf. An Analysis of Patent Litigation Statistics, Staff of Senate Patents Sub-
comm., Senate Comm. on the Judiciary, 86th Cong., 2d Sess. (Comm. Print 1963);
Evans, “Disposition of Patent Cases by the Courts,” 24 J. Pat. Off. Soc’y 19 (1942);
Note, 8 Pat. T.M., & Copyright J. 255 (1964).



RETROSPECTIONS

This section will include biographies and other reviews of careers, discussion
and documentation of events important to the history of inventions and discov-
eries, and anecdotal or historical material pertaining to judicial opinion and
legislation.

Judge Learned Hand And The
Concept of Invention

EDMUND A. GODULA?

SUMMARY

T HE LATE JUDGE LEARNED Hanp decided numerous patent cases
with various issues. A principal issue was whether the innovation
amounted to an “invention”. The article considers this feature of his
patent decisions, together with the various factors which the Judge
weighed in deciding whether or not a particular contribution was an
“invention”. Such an activity by the Judge is considered over his long
period on the bench along with some of the conditions and events
which affected his deliberations.

INTRODUCTION

LEARNED HAND was BOrRN IN 1872. He began his judicial career
as a District Judge in 1909 in the Southern District of New York,
was elevated to the Circuit Court in 1924 and became Chief Judge in
1939. He retired in 1951 and then sat as a retired Judge until his death
in 1961. His judicial career spanned more than 50 years and in that
time he decided about 240 cases which involved patents in one way
or another. Hand displayed the master’s skill with language in most
of these cases and it has been truly said that “the opinions of Judge
Hand are a pleasure to read.”*

*Mr. Godula is a practicing attorney with Parker & Carter, Chicago, Illinois.
! Harvard Law Review, Vol. 60, 394, 403.
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This article will attempt to set forth the Judge’s thinking and atti-
tudes towards the subject of invention over these 50 or more judicial
years. When talking about invention in this way, one really talks about
patentable invention, that is, how different must the new article of
manufacture, process, machine, or composition of matter be from what
was previously known in order to support a patent? This is a tortured
concept which has been supported or attacked by lawyers, and which
has been analysed and weighed by judges. :

The period discussed herein was characterized by both economic
depression and prosperity. This period also covered the rise of a de-
pressive philosophy of invention in the Supreme Court of the United
States which took form during the economic depression, and may still
be present.

The post war period of increasing prosperity saw the passage of a
new patent statute which “defined” the concept of invention by setting
forth a standard: “A patent may not be obtained . . . if the differences
between the subject matter sought to be patented and the prior art are
such that the subject matter as a whole would have been obvious at the
time the invention was made to a person having ordinary skill in the
art to which such subject matter pertains . . .” (35 USC 103).12

These foregoing events participated in the evolution of the Judge’s
concept of invention.

History OoF THE ART AND OBJECTIVE TESTS

The history of the art and various objective tests are recurring themes
in Hand’s decisions. The history of the art involved factors like the
long felt need, the number of persons independently working on the
invention and the lack of economic or commercial impediments to the
development of the invention. As shown by his decisions, he was,
however, suspicious of tests which were urged as absolutes. At best,
he thought such tests were useful guides, and he leaned towards those
tests which reflected the history and condition of the related art. Ob-
jective tests alone, independent of the relevant art, were recognized as
treacherous. He said, “In all inventions the safest test is the condition
of the art before and after putative invention appears. At least that is
an immeasurably safer test when available, than any a priori conclu-

<

1aThe only other standard set by Congress appeared in the 1793 Act: “And it
is hereby enacted and declared, that simply changing the form or the proportions
of any machine, or composition of matter, in any degree, shall not be deemed a
discovery.” (1 Stat. 318).
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sion as to what is or is not an obvious step. To the last we should not
resort except in cases of absolute necessity.”2

In the First Victor Talking Machine case,® Hand held the claims in-
fringed after noting that the question of invention cannot be deter-
mined as an a priori right, and that the best test is whether the need
is old and the success is real. Thus, in 1913 the Judge considered
“objective tests” in the field to which the invention belonged.

Reference to the so-called objective tests was repeatedly made in his
decisions, and while he may have used them, he would not allow them
to be the determinant. Hand was wary of the objective tests and
recognized the danger of strict reliance upon them. He criticized one
such negative objective test which says it is not invention to make in
one part what formerly was made in two. “. .. we think that such
tests are delusive, if used as more than rough rules for guidance. The
question is one of evidence in each case, and the issue necessarily de-
pends upon a shifting standard, just as in cases of due care. Objective
tests may be of value vaguely to give us a sense of direction, but the
final destination can be only loosely indicated.”

Hand further said that the courts must determine what is the day-
to-day capacity of the artisan so that they may know if the advance is
an invention. “This they attempt by looking at the history of the art,
the occasion for the invention, its success, its independent repetition
at about the same time, and the state of the underlying art, which was
a condition upon its appearance at all.” He knew that occasionally
such an examination of the art would not give a clear answer, and he
then cautioned as follows: “Yet when all is said, there will remain cases
where we can only fall back on such good sense as we may have, and in
these we cannot help exposing the inventor to the hazard inherent in
hypostatizing such modifications in the existing art as are within the
limited imagination of the journeyman . . . we must try to correct our
standard by such objective references as we can, but in the end the
judgment will appear, and no doubt be, to a large extent personal, and
in that sense arbitrary.”*

Such a cautionary spirit which favored an examination of the history

2 Dubilier Condenser Corp. v. New York Coil Co., 20 F. 2d 723, 1927.

3 Victor Talking Machine Co. v. Carl Lindstrom Co., 279 F. 570, 1913.

4 Kirsch Mfg. Co. v. Gould Mersereau Co., 6 F. 2d 793, 1925.

The above case has been cited for the proposition that the objective tests are
difficult and that the judge must fall back on a subjective opinion. 1st. Cir. 122 F.
2d 910, 909: Ct. of App. (Dist. of Col.) 181 F. 2d 280, 284, CCPA 285 F. 2d 823,
825. It is believed that Hand, in fact, put far less reliance on the subjective opinion
of the judge than on the history of the art and the objective tests. The CCPA
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of the art was again expressed in the Van Heusen reinforced soft collar
case. By using reinforced fabrics, soft collars became a great success.
Hand dismissed in this case the negative objective test which says sub-
stitution of one material for another does not equal invention. He
noted that the law has not made such an absolute rule or any other
absolutes for that matter.

The prospect of getting objective test for invention is tempting, but
it is a mirage. How is it possible to say a priori what combination
of elements needs an original twist of the mind, and what is within
the compass of the ordinary clod? Is it not clear that the quality of
a man’s inventiveness must be tested by reconstituting the situation
as it was in the light of the preceding history of the art? . . . Our
unknown ancestor, who first substituted iron for bronze in the head
of an ax, was the bright exemplar of all inventors to come. Yet it is
not an invention if one is bound by this objective test. . . . The de-
fect of such a standard is indeed its uncertainty but certainty is
only one of the ends of law.5

When it came to making an actual preference of a more reliable
standard, Hand turned to the objective tests concerned with the his-
tory and condition of the art in issue, and he did so more certainly as
his tenure on the bench continued.

. . . for invention is always a function of the particular situations,
of the conditions which preceded and followed the appearance of the
composition or the machine. That this is a treacherous standard is
true enough, but at least it is less treacherous than easy absolutes
which fit the immediate occasion, but lie athwart any realistic treat-
ment in the next case.8

Hand was impressed by the positive results of such tests in the
United Chromium case which involved a method of chromium plating.
The invention was in the composition of the electrolytic bath, in par-
ticular, the presence of a radical (part of a compound) catalyst rather
than the compound as such. The process of discovery in view of objec-
tive tests was recounted as f{ollows:

It was only after repeated experiments that it occurred to Fink
that the radical alone was the catalyst, whether in chromic sulfate,
in sulfuric acid, or not a sulfate radical at all. The optimum ratio
then followed from trial and error. Unless, therefore, the art had
already learned as much empirically, his idea, when verified, had every
mark of an invention. The need had long existed; competent in-

vestigators had tried to fill it, they had hit the target but not the
bull’s eye; . . .7

has also cited this case in saying that the history of the art should be examined,
201 F. 2d 930, 933.

5. Van Heusen Products Inc. v. Earl & Wilson, 300 F. 922, 1924,

8E. I. DuPont de Nemours & Co. v. Glidden Co., 67 F. 2d 392, 1938,

7United Chromium v. International Silver Co., 60 F. 2d 913, 1932.
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In the middle 1930’s Hand’s decisions show a greater consideration
of the different factors present in the history of the art to which the
invention pertains. The Judge is unequivocal in his preference of
such factors but still continues to display a scientific temper which
prevents him from uncritically embracing such a test.

No doubt it is true that when history speaks, it is the best guide
upon the issue of invention; but it is too often an equivocator, like
other oracles, and this is an instance.8

In 1935 the Judge, however, expressed exasperation at a possibility
which might compel him to evaluate an invention in view of objective
tests other than those concerned with the history and the condition of
the art. It is an apt statement of the Judge's belief that certain factors,
pertaining to the art in question, can be weighed to see if an invention
1s unobvious. Also, other standards and factors “are illusion” if set by
an evaluator in other ways. It would appear that such illusionary
factors would include whether the invention was a gimmick (Great
4 and P case,® and whether a flash of creative genius was necessary to
make it (Cuno Engineering case).}®

It is the act of selection which is the invention; and it must be
beyond the capacity of common-place imagination. Often we can
truly treat the inquiry as one of fact by observing what went before
and what followed. If the combination had practical value long
before it appeared, if no impediment, technical or commercial, stood
in the way, if during that time others had been at work upon the
same subject and if the invention was at once accepted as an answer
to the need, there is usually just basis for the inference. When such
evidence is not at hand we are forced to fabricate a standard as best
we can from our naive ignorance; but that is so unsatisfactory an
expedient that recourse to it should be as sparing as possible. Those
putative objective principles by which it is so often supposed that
invention can be detected are illusion, and the product of unconscious
equivocation; the inexorable syllogism which appears to compel the
conclusion is a sham.1l

A decade later, in 1946, Judge Hand reverted to his criticism of a
personal pronouncement by the judge of invention or no invention. He

also most explicitly postulated his preferred tests in the same case of
Safety Car Heating and Lighting Company v. G. E.

. . . the most reliable test is to look at the situation before and
after it [invention] appears. Substantially all inventions are for the
combination of old elements; what counts is the selection of all their

8 National Elec. Products Co. v. Circle Flexible Conduit Co., 86 F. 2d, 84, 1936.
9 Great A. & P. Tea Co. v. Supermarket Equipment Corp., 340 U. S. 147, 1950.
10 Automatic Devices v. Cuno Engineering Corp., 314 U. S. 84.

11 B. G. Corp. v. Walter Kidde & Co., 79 F. 2d 20, 1935.
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possible permutations, of that new combination which will be serv-
iceable . . . each member ordinarily performs the same mechanical
function which it does in any other machine; it is their cooperation
which produces the result, and the value of that cooperation depends
on the sagacity which divined the end and fabricated the means.
Courts made up of laymen, as they must be, are likely to either
under-rate or to over-rate the difficulties in making new and profitable
" discoveries in fields in which they cannot be familiar; and so far as
it is available, they had best appraise the originality involved by the
circumstances which preceded, attended and succeeded the appearance

of the invention.t2
The foregoing shows that the Judge refused to unconditionally em-
brace the use of objective tests despite their advantages. The apparent
reason was that they could not exclusively operate in determining the
question of invention. This feeling represents the Judge's scepticism
towards any inflexible rule in this branch of law. Hand knew that
there were close situations where the judge must finally assert whether
he believes the invention is or is not patentable. Still, in Hand’s de-
cisions there is a marked and favorite use of those objective tests which
are intimately related to the particular art in question. The tests most
often discredited are generally those which operate more remotely from
the art, and those which attempt to set down strict rules. These may
include commercial success out of its setting, or strict negative rules of
invention such as merely changing materials in an article of manufac-
ture. An examination of the art and the particular facts might show
that invention is or is not present, despite the contrary indication of

a particular objective test.

EARrRLIER DEFINITIONS AND REFLEcTIONS UPON INVENTION

Aside from the attention directed to the history of the art and the
objective tests, Judge Hand spoke generally about the concept of in-
vention. These decisions occurred relatively early in his judicial career
and give us a view of the philosophic formative years behind his con-
cept of invention.

In the first half of the decade which started in 1930, the Judge de-
cided six cases which show us two sides of his idea of invention, but
especially his hard side.

The Judge recognized certain factual situations where invention was
not present because ordinary competence answered the problem when
it arose. He reversed a District Court decision and held that a method
of making blue razor blades was invalid.

So far as appears, nobody had ever wanted to color a razor blade
blue; the need came into existence at that moment, and there is

12 Safety Car Heating & Lighting Co. v. General Elec. Co., 155 F. 2d 937, 1946.
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not . . . a syllable that its satisfaction had called forth any earlier
efforts from steel makers . . . as soon as it became desired to color a
razor blade blue, the knowledge and the method lay immediately at
hand; all one needed was to inject into Salman’s furnace an atmos-
phere (gaseous) which had been used again and again. It is of no
consequence that the product of that atmosphere had in the past
been either bright or black; that was all the art had wanted; when
it wanted blue, it had the means to get it. Nothing was needed but
the competence of a duly certified Ph.D.13

The expected skill in the art was involved in an invention for a
fireproof coated electrical cable which he held to be invalid since, “It
appears to us, therefore, that the case is one where the obstacles yielded
to the first experimenter shown to have really worked for the specific
end, and that the end itself was quite within the compass of common-
place powers.”14

The discoveries of only competent investigators were additionally
considered in Hazeltine Corp. v. Abrams.

We put this patent down as one of those step by step advances, not
beyond the compass of capable investigators who run down every
lead and cull out those which appear advantageous. It might be de-
desirable to promote such activities by limited monopolies, but that
is not the law; patents do not go to patient and exhaustive experi-
ments; they are the reward of exceptional talent.1%

The Judge considered a situation where ordinary skill led to a num-
ber of solutions when the art became aware of a problem. In this
invention glycerine was used as a carrier in a dry electrolyte. Because
this was a crowded art, he limited the claims to save their validity but
thereby held them non-infringed. He described the development of
such an invention as follows:

The setting here is a familiar one; at about the same time, sev-
eral inventors began to supply the same needs; they naturally varied
in their answers and one may be better than the others; but there
is little antecedent reason for saying that any of such spontaneous
outcroppings required unusual abilities or that a successful device
was not sure to be found. That is quite a different picture from that

of a need long existing, with inconclusive answers spread through
its duration, finally capped by success.16

From the factual situations which gainsay the existence of invention
to the definition of what is an invention may be a difficult transition.
In a 1915 case, the Judge expressed the difficulty involved in attempting
to define the concept of invention, and the unreliability of personal
attitudes in the resolution of the problem.

13 Gillette Safety Razor Co. v. Triangle Mech. Lab Corp., 87 F. 2d 699,

14 Supra, note 8.

15 Hazeltine Corp. v. Abrams, 79 F. 2d 329, 1935.

16 Ruben Condenser Co. v. Copeland Refrigeration Corp., 85 F. 2d 537, 1936.
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Everyone having any familiarity with the patent law knows that
the test of invention, however it may be formally couched in general
propositions, is in its application of the most plastic and uncertain
character. At just what step of novelty the ingenuity of the skilled
artisan becomes transmuted into the genius of an inventor, men will
always differ, and their differences will be very largely dependent
upon personal beliefs too remote for successful statement.1?

Also in 1915, Hand stated a combined definition and opinion, as it

were, of an invention: “. . . invention necessarily involves a conscious
element. It is the imaginative projection as an integral ideal of certain
selected natural objects. The fortuitous juxtaposition of the elements
without any conscious recognition of some pragmatic relation is sterile
and valueless.”’18

In 1911, Hand decided the famous Adrenalin patent case. The prior
art had made an impure extraction of adrenalin from animal tissue
and the patentee in the suit had purified it. Adrenalin was held patent-
able as a product because it was a highly purified form which made it
generally useful for the first time. “This purification of the principle,”
said Hand, “became for every practical purpose a new thing commer-
cially and therapeutically. The line between different substances and
degrees of the same substance is to be drawn rather from the common
usages of men than from nice considerations of dialectic. . . . At best
the former experimenter had only wise surmises, excellent lanterns
approach by which science alone can advance, but quite different from
the full light of discoveries.” 1

THE INVENTOR

Invention, of course, is indissolubly joined to an inventor or inven-
tors. To develop a concept of invention, one must view the acts and
consider the thoughts of inventors. This is another way of traveling to
the same goal, and the Judge often traveled this path. Learned Hand
viewed the inventor as one certainly having more than ordinary inge-
nuity but still one who was not required to reach the level of genius.
His decisions speak of the non-inventive act which is a solution at the
end of a step by step experiment by a competent investigator, an effort
by ordinary trial and error to discover a device, or performing conven-

17 Consolidated Rubber Tire Co. v. Diamond Rubber Co., 226 F. 455, 1915.

18 De Laski & Thropp Circular Woven Tire Co. v. U. S. Tire Co., 232 F. 884,
1915.

18 Parke-Davis Co. v. H. K. Mulford, 189 F. 95, 1911.

The Circuit Court modified this decree only in that some of the claims were
not passed upon regarding validity because they did not include the limitations
that the purified product was “free from associated gland tissue.” 196 F. 496. This
case was cited by the 4th Circuit many years later in upholding the patentability
of purified vitamin By, as a product. 253 F. 2d 156, 162.
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tional permutations of known compositions. Such activities define the
man of ordinary skill and not the inventor. Yet, the ordinary man in
his subtle way becomes an inventor when he sees what others do not
see, the others being workers who are skilled men.

He had an opportunity to discuss this aspect of an inventor one year
after he ascended the bench (1910). The invention involved shock
absorbers for automobiles, and Hand had the following to say about its
obviousness in view of a prior door spring which showed such a device.

The reason why the ordinary man does not discover them . . . is
that habit has limited his power to see what he has been accustomed
to see, and that selective attention is fast bound by his past experi-
ence . . . it took an unconventionally minded man to see the remoter
analogies between the device and the patent in suit.20

He made a distinction between the stimulated innovator and the

inventor in a case in which he held an invention not patentable in

view of the state of the art.

As things stand, [prior art and objective tests] it is one of those
trifling variants which an art throws out spontaneously under the
stimulus of trial and error at the hands of commonplace ingenuity
in which, happily for us, our people abound.2t

To have a completed invention the inventor must first conceive it

and then reduce it to practice either actually by making it, or con-
structively by filing a patent application. Judge Hand placed the

emphasis on conception as the hallmark of the inventor.
Nor is it all relevant that, after one had once thought of applying
Copeland’s arrangement to the plug type, structural changes would
have been simple. That is never the test; it is the conception that
counts the most; the act of imagination which assembles the ele-
ments into the new and fruitful combinations; not the working out
of details. . . . Complicated machines which are in the day’s work
for skilled mechanics, will appear magic to a tyro who may find
nothing but the obvious in the combination that has failed of dis-
covery for a decade after the need arose. . . . Just such trifles often
help sales; in the severe competition of the motor car industry, the
perfecting of even a trifling furnishing like this may be the object
of study and experiment. . . .22
Prior to the stringent tests for inventions set down by the United

States Supreme Court in the 1930’s, Hand expostulated that whatever
an inventor need be, he need not be a genius.

20 Hartford v. Moore, 181 F. 132, 1910.

21 McCurrach v. Cheney Bros., 152 F. 2d 365, 1945.

22 Automatic Devices Corp. v. Cuno Engineering Corp., 117 F. 2d 361, 1941.

The foregoing decision was reversed by the Supreme Court at 314 US 84. Mr.
Justice Douglas totally disagreed with Hand as to whether the combination for an
automobile cigar lighter was an invention because an invention must “reveal the
flash of creative genius, not merely the skill of the calling.” The patentee had
combined thermostats, used with appliances such as toasters, with the lighter
component so it would “pop” when heated.
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We must not suppose that only he is an inventor who has the in-
sight of genius. A person who by a persistent series of experiments
eliminates one after another of all possible combinations may be an
inventor, though each combination is obvious enough as a possible
permutation. Indeed, it is such a patient work by trial and error
that the inducement of patent would be most likely to call out, for
genius often works without any incentive but its own expression.
Therefore, we are so familiar with the dictum that a good inven-
tion may seem obvious once it has proved successful.28

He again expressed this attitude in a case which concerned a lacquer

composition of low viscosity. The invention resided in determining
the concentration range of some of the ingredients. This was attacked
as ordinary routine.

True, all that Flaherty did was to carry out what was already
known, and by trial and error fixed the limit which should be ob-
served. If genius is demanded, surely he was not inventor, rather
he was one of those who, taking the knowledge at hand, worked
out its implications in the laboratory. There are indeed expressions
in the books which taken literally, would exclude such work from
the protection of the patent law; there are others which would not.
But we depreciate such a prior rule for determining invention. . . .2¢

In 1923, Hand considered a case which involved a patent for a process

to make checks forge-proof by inking and scarifying the figures simul-
taneously. In this case he held the claims to be infringed, and con-
sidered the inventor in comparison with trained and skilled workers
already in this field.

It is idle to speculate a priori upon what new steps are within
the imagination of an ordinary journeyman. At times, no doubt
we must do it, but the history of the art is a safer test, when we have
it, and if after numerous efforts a need of long standing is success-
fully met, it is a mistake to suppose that the answer was all along
apparent. One should not so discredit past inventors. On this par-
ticular matter a good many minds have been busy; presumably they
were at least of average capacity. No one thought of this answer to
the difficulty, and after Todd did, everyone followed suit. He and
his plagiarists were extremely successful 25

A person’s singular success in the midst of his skilled associates was
therefore a persuasive feature. Such a person was likely to be estab-
lished as an inventor in Hand’s mind if he made his contribution in a
field where other skilled men failed. Another invention involving
the extraction of vitamins from oils resided in the use of a special
solvent, ethyl dichloride. Hand affirmed the claims as valid and in-
fringed against arguments that the discovery of the solvent was ordinary
ingenuity. He said, “In chemistry, especially when the art is striking
at the mark, the first to hit does not usually do so by chance. All those

engaged in such experiments are highly trained men, not ordinary

23 Corrugated Paper Patents Co. v. Paper Working Mach. Co., 287 F. 380, 1916.
24 Supra, note 6.
2 Todd Protectograph Co. v. Safe-Guard Check Writer Co., 291 F. 613, 1923.



Retrospections 169

routineers. A new and successful discovery is most unlikely to be the
result of no more than everyday ingenuity.’'

Learned Hand was ready to point out that an inventor does not have
to solve something complex or dramatic, but does have to do something
different. He held claims valid for an egg crate in which the cells were
formed by flats in the shape of truncated cones so that the eggs could
be wedged at the rim. “The situation seems to us one in which more
was required than the talents of the ordinary skilled man; not because
there were technical difficulties, but because ingenuity lagged.”*

THE SLIGHT CHANGE DOCTRINE

The second circuit, through Learned Hand, developed the doctrine
that a small structural or physical change may be sufficient to support
an invention if a new use therefor is uncovered. The small structure
itself may not be enough to attain invention, but the new use embodied
in this small structure imparts originality. One of Hand’s most quoted
cases in this area is his early Traitel Marble Company case of 1928
wherein Hand reversed the District Court and found the claims in-
fringed. The invention was for guide strips in laying terrazo mosaics.
Hand said that, “Very slight structural changes may be enough to sup-
port a patent, when they presuppose a use not discoverable without
inventive imagination. We are to judge such devices, not by the mere
innovation in their former material, but by the purpose which dictated
them and discovered their function.” Hand also said that certain ob-
jective tests had been met because the invention was a success, it had
driven out earlier more cumbersome methods, and had enabled the
art to do with ease what before it could only do slowly and imperfectly.
“The result seems to us genuine invention.” 2

28 International Vitamin Corp. v. E. R. Squibb & Sons, 64 F. 2d 20, 1933.

27 Patent Royalties Corp. v. Land O’ Lakes Creameries, 89 F. 2d 624, 1937.

28 Traitel Marble Co. v. U. T. Hungerford Brass & Copper, 18 F. 2d 66, 1927.

The slight change doctrine was expressed most fully in the Traitel Marble
case and this doctrine has been noted in other jurisdictions. It has not received
wide support which is not surprising since the doctrine, in a sense, squeezes an
invention from out of closely crowded prior art. The 2nd Circuit has cited the
Traitel case in upholding patents. 99 F 2d 806, 809; 153 F 2d 428, 432. Judge
Hand’s statement was reproduced in the CCPA case of In re Thuau, 135 F 2d 344,
346 in support of the proposition that an unmodified old composition is un-
patentable and that the preamble cannot impart structural change to an otherwise
old composition. More recently, Judge Smith of the CCPA, in a pair of dissenting
opinions, quoted Hand in support of the patentability of the claims under con-
sideration. 297 F 2d 251, 255; 300 F 2d 929, 937. The Dist. Ct. for the Dist. of
Columbia has approvingly cited Traitel, 148 FS 373, 376; 156 FS 182, 184; 184 FS
344, 348. A Kentucky Dist. Ct. cited Traitel in support of its decision D. C. WD
Ky. 2¢ F§ 709, 711; and most recently the doctrine was approved by the 9th Cir-
cuit, 301 F 2d 170, 713.
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This proposition was further announced in White v. Morton, a case
involving a child’s tricycle made with a broad, horizontal seat. The
prior art showed bicycles and children’s two, three and four-wheeled
carts. .

Children have not changed and would have liked as well to push
about astride a little tricycle two hundred years ago as today. The
means have been always at hand. . . . The inventor merely thought
to unite them [means and end] by a fortunate insight which had
theretofore escaped the imagination of others. . . . The fact that the
changes are so slight is irrelevant so long as they were essential to
the purpose, as they were. . . . Invention is not to be gauged by the
necessary physical changes, so long as there are some, but by the di-
recting concept which alone can beget them. That was certainly
absent before it came to White’s mind.2?

Learned Hand, in 1941, again stated his belief that the mere fact of
slight physical change is unimportant to the question of invention
when that change begets a new use. He considered a road sign to reflect
headlights in which the improvement resided in reducing the size of
glass spheres embedded in enamel to get a short focal length. This
made the beams reflect straight out. He held the claims valid because
“Nothing is easier in patent litigation than to confuse a trifling physical
change with the ingenuity demanded for its discovery. . . . Road signs
to be useful have to be cheap; Gomeze’s cost too much for general use,
even if they worked at all angles to approach, which they do not.” He
cited his prior Traitel Marble Company case along with the observa-
tion that:

True, the difference between it and the patent [prior art] was
structurally slight, but such differences count when a new concep-
tion is necessary to bridge them: nobody would be led to do so
by O’Dell 80

In 1952, Judge Hand again expostulated the slight change doctrine
in the Old Town Ribbon and Carbon Co. v. Columbia Ribbon and
Carbon Manufacturing Co. case. The invention concerned two sheets
bound together with hectographic ink on the inner face of one sheet.
The article was a great success in the hectographic art, but structurally
the article had been used before, in a different manner in this art.
Judge Hand reversed the District Court and held the claims to be
invalid, but went on to say:

There is no antecedent reason for saying that Congress might not,
if it chooses, issue a patent for a new use of an old physical object,
which is in fact closely akin to, if not identical with an ‘art,’ like a
process. . . . Nevertheless since 1793, it has not been a valid patent.
. . . This does not mean that very slight physical changes in a ‘ma-
chine’ a ‘manufacture’ or a ‘composition of matter’ may not be enough

20 H. C. White Co. v. Morton E. Converse & Son Co., 20 F. 2d 311, 1927.
80 Supra, note 27.
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to sustain a patent; the act of selection out of which the new struc-
ture arises, is the determinant, and small departures may signify
and embody revolutionary changes and discoveries, but the law does
not protect the act of selection per se, however meritorious, . . . when
not incorporated into some new physical object.31

Congress did indeed provide that new use of an old article of manu-
facture, machine or composition of matter could be claimed as a process
in the Act of 1952, 35 USC 100 (b). 3'»

It is worthwhile noting that Hand maintained his position regarding
the slight change doctrine throughout his judicial career. At the be-
ginning of this judicial career, Judge Hand may have become predis-
posed towards this doctrine by his decision in the Adrenalin case,
previously cited. The prior art product was purified so that it could
be used for the first time. “This purification of the principle became
for every practical purpose a new thing commercially and therapeutic-
ally.”s?

EFFECT OF THE UNITED STATES SUPREME COURT ON
HAND’s PATENT DECISIONS

In a case decided as early as 1935,3 Hand expressed doubt as to the
propriety of his holding that the claims in the case were valid because
he was aware of the high standard of invention demanded by recent
decisions of the United States Supreme Court.

In 1942, in the case of Picard v. United Aircraft Corp., Judge Hand
referred to the “doctrinal trend” toward a higher standard of invention
set by the United States Supreme Court. The invention was for a
lubricating and cooling system for radial air-cooled airplane engines,
particularly, in the lubrication drainage from the rocker arm boxes.
In Hand’s view, “Unless we are to mistake for invention the slow but
inevitable progress of an industry through trial and error, and confer a
monopoly merely upon the exercise of persistent and intelligent search
for improvement, there was no invention in this. . . .”3 It would seem
that such a trend in the United States Supreme Court did not coincide
with his own predilection toward forming a concept of invention, but
nonetheless he was influenced by these cases for he further said:

81 Oldtown Ribbon & Carbon, Inc. v. Columbia Ribbon & Carbon Mfg. Co,,
159 F. 2d 379, 1947.

312 The Court of Customs and Patent Appeals quoted Old Town Ribbon with
the preface, “in an opinion authorized by Judge Learned Hand, justly esteemed as
a high authority on patent law,” 174 F 2d 938, 943. This Court went on to say
that they agreed with Hand, but still rejected the invention in issue over the au-
thority of In re Thuau 135 F 2d 344. It is ironic that Old Town Ribbon is cited
most often for the proposition that a new use of an old thing is not patentable.

82 Supra, note 19.

83 Buono v. Yankee Maid Dress Corp., 77 F. 2d 274, 1935,

84 Picard v. United Aircraft Corp., 128 F. 2d 632, 1942.
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We cannot, moreover, ignore the fact that the Supreme Court,
whose word is final, has for a decade or more shown an increasing
disposition to raise the standard of originality necessary for a patent.
In this we recognize ‘a pronounced new doctrinal trend’ which it is
our ‘duty, cautiously, to be sure, to follow not to resist.'34a

Hand conceded that the severity of the Supreme Court standard
precluded a holding of invention in close cases where formerly a
judge’s personal conviction may have turned the case in favor of the
patentee.

. . . what is meant by ‘invention.’ In the end probably it is doubt-
ful whether more can ever be said than the Court thinks . . . it does,
or does not deserve 2 patent, though we are sure that the standard
_has become more exacting in recent years. . . . In any event it is clear
to us that the Supreme Court would not today hold such a combina-
tion patentable.35

Judge Hand’s observance of the harsher standard for invention set
up by the United States Supreme Court was echoed in a dissent in the
1948 Supreme Court decision of Jungersen v. Ostby. The Supreme
Court affirmed the invalidity of a patent which came up from Hand’s
second circuit. The Supreme Court case was actually a consolidation
of two cases, the other from the Third Circuit. The Court of Appeals
for the Second Circuit held the patent invalid for lacking invention,
but there was a dissent by Judge Hand. The Supreme Court case is
particularly interesting for the dissent of Justice Jackson who said he
agreed with the opinion of Judge Learned Hand below and further
said:

.. . but I doubt if the remedy for such Patent Office passion for
granting patents is an equally strong passion in this Court for strik-

ing them down so that the only patent that is valid is one which
this Court has not been able to get its hands on.38

In Judge Hand’s dissent, the belief is stated that the patent system
and the patent laws provide that this type of invention deserves a
patent.

... it remains true that Jungersen’s process in its entirety has never
been assembled before; . . . my point is that there is 2 new combina-
tion, however trifling the physical changes may be, nothing more is

34a Ibid.

This case is well known for Judge Frank’s concurring opinion which, how-
ever, was filled with reservations and questions. Frank felt that patent protec-
tion was at least necessary to attract investment capital. He had particular
reservations about Hand’s ‘“negative test” regarding the slow and inevitable
progress through trial and error. Hand’s discussion of invention prompted Judge
Frank to observe that “Anatole France once said that literary criticism is the
adventure of the critic’s soul among masterpieces. To the casual observer, judicial
patent decisions are the adventures of judges’ souls among inventions.”

35 Wrightway Engineering Co. v. Melard Mfg. Corp., 219 F. 2d 392, 1955.

86 Jungersen v. Ostby and Barton Co., et al: Jungersen v. Baden et al, 335 U. S.
560, 1948.
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required than that, to take the step or steps added ‘invention’ is
needed and ‘invention’ whatever else it may be, is within the category
of mental activities and of those alone . . . the answer must therefore
depend upon how we shall appraise the departure from what had
gone before in terms of creative imagination; indeed, I do not under-
stand what other tests could be relevant. What better test of inven-
tion can one ask than the detection of that which others had all along
had a strong incentive to discover but had failed to see, all the while
it lay beneath their eyes. The whole approach to the subject has
suffered a shift within the last decade or so which I recognize we
should accept as authoritative. . . .37

THE REACTION OF THE JUDGE TO THE 1952 STATUTE
The 1952 Act of course set up a standard of invention which pro-
vided that the invention is patentable if the subject matter as a whole
would not have been obvious to the man of ordinary skill in the art.
The Judge, in effect, had previously applied such a standard, but only
by weighing conditions in the history of the art and the objective tests.
This was his way of seeing if the standard had been met. Judge Hand,
however, decried the ability of the Judge to decide whether an inven-
tion would have been obvious to the man of ordinary skill in the art.
Moreover it scarcely needs more than the statement of the ques-
tion to disclose the fatuity of asking judges, undisciplined in the
craft and untutored in its inarticulate presuppositions, to say how
far the innovation is beyond the powers of merely competent crafts-
men . . . we have over and over again resorted to the history of what

went before, the duration of period during which {the invention]
. . was needed and its acceptance.38

In dealing with the issue of invention we have tried to rely upon
objective factors in preference to our a priori judgment, drawn from
what seems our untutored experience to be within the range of a
person skilled in the art. Instead of trying ourselves to mirror his ca-
pacities, we look to the length of time during which the incentive
existed . . . to the number of unsuccessful efforts . . . to the density
of those efforts at about the time when the invention was made, to
whether success came independently to several inventors at about
the same time, and to the extent . . . it supplanted what had gone
before.3?

37 Jungersen v. Baden, 166 F. 2d 807.

Mr. Thoger Jungersen later testified before the Senate Patent, Trademarks &
Copyrights Committee50 that prior to the decision of the Supreme Court the patent
had been regarded as valid in 20 other countries, but the effect of the American
decision had practically destroyed all his income from that invention. Prior to
that decision there were almost 100 licenses issued in the jewelry industry, jet
engine development, gas turbines and aircraft manufacturing. Mr. Jungersen said
the invention was used to the extent of $200,000,000 per year giving employment
to over 50,000 Americans. Mr. Jungersen testified that he created an entirely new
industry and added he “would have to starve to death if he had to live on this
invention as a result of the Supreme Court decision.”

8 Landis Machine Co. et al v. Parker-Kalon Corp. et al, 190 F. 2d 543, 1951.

89 Clark v. Wright Aeronautical, 162 F. 2d 960, 1947.
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In June of 1955, Judge Hand decided the famous Lyon v. Bausch ¢
Lomb Optical Co.* case in view of the 1952 statute and its Section 103.
Lyon had devised a method for coating optical lenses by adding his first
step to the prior art method, that is, heating the lens before the chem-
ical coat was applied. Hand held the claims valid because he believed
Section 103 restored the “judicial gloss” of Hotchkiss v. Greenwood.*!
He reviewed the features of the invention and then asked:

[Was it] . . . enough to support a patent? It certainly would have
been so 20 or 30 years ago; indeed it conforms to the accepted stand-
ards of that time . . . there was nothing lacking in the implementary
arts . . . to put the advance inte operation. . . . On the other hand it
must be owned that, had the case come up for decision within 20
or perhaps 25 years before the Act of 1952 . . . it is almost certain
that the claims would have been held invalid.42

Hand then discussed the old Supreme Court decision of Hotchkiss v.
Greenwood and said that the case set forth the test of obviousness
which:

. . . became a standard rubric and was applied in many cases. The
variants were numberless; and ‘invention’ became perhaps the most
baffling concept in the whole catalog of judicial efforts to provide
for indefinitely varying occasions. However the court never formally
abjured it . . . Section 103 only restored the original gloss, which
has never been overruled; but on the contrary for 70 or 80 years
had continued to be regarded as authoritative. Moreover, although
it may have ceased in practice to be followed, and had come to en-
joy no more than lip service, there never has been the slightest in-
timation of any definite substitute; . . . certainly a legislature, whose
will the courts have undertaken to proliferate, must be free to rein-
state the court’s initial interpretation, even though it may have been
obscured by a series of later comments whose upshot is at best hazy.43

Hand considered the case of Norman v. Lawrence in 1960, in which
the invention was only a simple combination, but which enjoyed great
commercial success. He speculated about the worthiness of such simple
inventions and whether they merited a patent. He felt that the present
invention did, since the history of the art and the tests, his reliable
signposts, were in support of his conclusions.

It is true that Courts have again and again evinced repugnance to
recognizing as patentable a trivial readjustment of pre-existing ele-
ments into a new combination, apparently insisting that monopolies
should be limited to new assemblages of old elements that are im-
portant or imposing . . . it is hard to attach value to a trifling modi-
fication of a gadget that has arisen on the surface of a stream of

novelties because it has found immediate favor. We can only reply
that, while the standard remains what it is, we can see no escape

40 Lyon v. Bausch & Lomb Optical, 224 F. 2d 530, 1955.
41 Hotchkiss v. Greenwood, 13 L. Ed. 683, 1850.

42 Supra, note 40.

43 Ibid.
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from measuring inventions in cases where all the elements of the
new combination have been long available by (1) whether the need
had long existed and been desired; (2) whether when eventually con-
trived it was widely exploited as a substitute for what had gone
before.44 :

In Judge Hand’s last patent case, Reiner v. The Lyon Co., he re-
affirmed his belief that Congress intended to stop and reverse the
judicial attack on patents.

. . . There can be no doubt that the Act of 1952 meant to change
the slow but steady drift of judicial decisions that had been hostile
to patents which made it possible for Mr. Justice Jackson in dissent
to speak of the ‘strong passion in this court for striking them down
so that the only patent that is valid is one which this court has not
been able to get its hands on.” 335 US 560,572. We still cannot es-
cape the conclusion . . . that Congress deliberately meant to restore
the old definition and to raise it from a judicial gloss to a statutory
command. . . . The test laid down is indeed misty enough. It directs
us to surmise what was the range of ingenuity of a person ‘having
ordinary skill in the art’ with which we are totally unfamiliar; we
do not see how such a standard can be applied at all except by re-
course to the earlier work in the art, and the general history of the
means available at the time. To judge on our own . .. is to sub-
stitute our ignorance for the acquaintance with the subject of those
who are familiar with it. There are indeed some sign posts [the
objective tests].48

SOME PHiLOsOPHICAL OBSERVATIONS By JubGE HAND

There is a sort of philosophical aside which shows up in several of
Judge Hand’s opinions. At other times and places he made like obser-
vations, and such expressions are those of a judge speaking his piece.

Hand recognized and took note of the argument that inventions are
inevitable, but he cautioned that it was not the office of the Judge to
condemn an invention because of feelings about this matter. He held
claims invalid to a locomotive grease having increased amounts of soap

4¢ Norman et al v. Lawrence, 285 F. 2d 505, 1960.

45 Reiner et al v. I. Lyon Co., 285 F. 2d 501, 1960.

There certainly has been no widespread judicial affirmation that the standard
of invention was lessened by Section 103. A Pennsylvania District Court referred
to “the sensitive observation of Judge Learned Hand” in the Lyon case but went
on to say that Section 103 neither raised nor lowered the standard of invention,
ED Pa 190 FS 787, 796. The Second Circuit cited the Lyon decision in a pair of
cases, one of which agreed that the Act lessened the standard, 258 F 2d 124, 132;
and the other which said that the invention under consideration must be evaluated
by the tests as set out by Hand. 305 F 2d 100, 101. The Reiner case has been re-
ferred to by the Fourth Circuit 293 F 2d 127, 132 and the 10th Circuit, 292 F 2d
159, 165 with an expression of approval in both cases for applying the “signposts”
to evaluate an invention. Another Fourth Circuit case, 299 F 2d 793, 800 and a
7th Circuit case 298 F 2d 772, 780 approved of the “signposts” indicated by Hand;
and further said that the “flash of genius” test was put in question by Section 103.
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to hold it in place. Smaller amounts of soap in the grease were known.

The patent seems to us another instance of a kind which must be-
come more and more common, as the arts advance in understanding
and multiplication of detail, only a corollary of what had gone before,
demanding no more than the competent use of knowledge already at
hand. Courts have always discouraged efforts to dress up such ad-
vances when exploited by well organized selling as inventions; that
discouragement was never more proper than at the present time, at
least while the Patent Law remains as archaic as it is. Perhaps if its
presuppositions . . . now 300 years old and not in their origin the
result of inquiry . . . were re-examined, it might transpire that pushing
a new article to general acceéptance is as deserving a reward as its
invention, certainly if the test of invention be as factitious and sub-
jective as it now is. But until that day comes, as it probably never
will while the system lasts, we must continue to proceed as though
we were dealing with actualities.48

Despite any feelings about the advantages of the patent system Hand
stated that judges are bound to work within its scope. He held claims
valid for hydraulic shock absorbers, and said:

It is of course possible to look at all patents as odious monopolies;
perhaps they are; perhaps the condition interpolated about a hundred
years ago that their production must evince some exceptional talent
is not the right protection; certain it is that our attitude towards them
has greatly changed in twenty years. Yet I cannot see—until some
tangible and authoritative substitute is at hand—how we can admin-
ister the existing system without recognizing as authentic evidence of
high talent, the discovery of new combinations though made of ele-
ments which had long been open to all, if they prove at length to
answer a need that those thoroughly versed in the matter have been
repeatedly and fruitlessly trying to fill.47

Hand decided that a patent was valid which disclosed the latex
rubber seal for food containers. This was a substitution for natural
rubber.

It would indeed be absurd to rank the invention as a great pioneer
such as come only at rare intervals and are the work of genius. Indeed,
it is precisely those which probably need no patents to call them
forth; the stimulus of profit has little or no part in their production.
The patent law is aimed at animating the lower order of imagination
and skill to invent; more it is true than the ordinary rub of competi-
tion automatically brings out from competent workmen in the art,
but not the superlative skills—at least that has been its uniform
avowed purpose. Perhaps the system is outworn but while it stands,
it stands clothed with its history like any other statute . . . and not
to recognize so substantial an achievement as this which has resulted
in the improved preservation of foods . . . would deny recognition
where recognition most is helpful.48

In the Jungersen case, something like an indifference to the patent

46 Texas Co. v. Sinclair Refining Co., 87 F. 2d 690, 1937.
47 Pennington Engineering Co. v. Houde Engineering Corp., 136 F. 2d 210, 1943.
48 Dewey & Almy Chemical Co. v. Mimex Co., 124 ¥. 2d 986, 1942.
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system creeps through his decision. Yet the Judge makes a clear-
headed remonstrance that the law exists and it is his duty to follow it.

Moreover, 1 am not aware of the slightest bias in favor of the
present system; I should accept with equanimity a new system or no
system. However, I confess myself baffled to know how to proceed if
we are at once to profess to apply the system as it is, and yet in every
concrete instance we are to decide as though it did not exist as it is
. . . the combination in suit has every hallmark of a valid patent.49

In 1955, Senator Joseph C. O’Mahoney conducted hearings to study
possible modernization of the patent system.5® Judge Hand was invited
to make a statement.

Hand urged a thoroughgoing re-examination of the patent: system.
He said one of the things that could be uncovered in support of a
patent system would be a showing that the establishment and mainte-
nance of specialized corporate laboratories depended in very large
measure on limited period of monopoly, and that the steady advance of
arts occurred in such laboratories. ‘“That would be a very cogent
reason for having something of the sort [patent system]."

The Judge observed that a great deal of the odium that has sur-
rounded the subject is because patents are monopolies. He then said
he would like to distinguish a copyright type of monopoly from a
patent monopoly. The Judge then submitted “with much diffidence”
the idea that patents be protected in the manner of copyrights. In
other words, a patentee could be protected if he proved that someone
copied his idea, but would have no protection if someone could prove
that they had independently made the same discovery.

I don’t think there will be any constitutional difficulty in limiting
the monopolies to those who could be shown to have copied what the
inventor did. If you did have that as in the case of copyrights, it
would not be necessary to have any tests for invention.52

Senator O’Mahoney asked the Judge if in his opinion the patent

system was a good and useful thing; whether it promoted the arts and
sciences. The Judge answered:

. .. that is just the question. Nobody knows and nobody can know
until they examine . . . the system which has been working after all
for 150 years in our present very complicated industrial society.b3

The Senator then probed the Judge for a personal expression of the

value of the patent system.

49 Supra, note 37.

50 Hearings before the Sub-Committee on Patents, Trademarks and Copyrights
of the Committee of the Judiciary, United States Senate, 84th Congress, first session,
pursuant to S. Res. 92 on the American Patent System, October 10, 11 and 12,
1955.

1 Ibid, p. 117.

52 Ibid, p. 114.

58 Ibid, p. 116.
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Senator O’Mahoney:

... in all of your experience on the bench in patent cases, have you
received no glimmering of notion that the patent law served a useful
purpose?

Judge Hand:

I have an opinion but I don’t want you to cross-examine. I don't
think it would be any good. I think it has. A great one. If you
cross-question me and ask me why, I don’t know.54

CLOSING REMARKS

It is interesting to wonder what would have been the influence of
Judge Hand had he been appointed to the Supreme Court. Justice
Frankfurter said that “Holmes coupled Learned Hand with Cardozo
as the two judges whom he wished to see on the Supreme Bench.”5
Would Hand’s view of invention and inquiry into the history of the
art have tempered the harshness of Supreme Court decisions such as
the Great A & P58 and the Cuno Engineering casesr®?

It is believed that Hand made great contributions in the treatment
of the subject of invention. He believed that the patent laws existed
to encourage and reward even small and simple efforts, so long as the
surrounding circumstances, the signposts, indicated that the effort was
something more than what the ordinary routineer could perform. He
looked into the history of the art to see what these circumstances,
signposts and objective tests would tell. This was more difficult than
to form a subjective opinion of when invention was attained, but it
was, however, more true. Learned Hand quickly and severely depre-
cated his layman’s ability to make such a subjective judgment

The presentation of the slight change doctrine in cases like Traitel
Marble and Old Town Ribbon was consistent with his view that sim-
plicity or modification of structures should not be the determinants of
invention. The objective tests, the conception and the purpose of the
invention would serve as better guides.

The Judge had a full appreciation of the importance of discoveries
and inventions to America’s well being. He intuitively felt that the
patent system had done a great deal of good. However, he showed the
scholar’s scepticism because, in his view, there had been no evidence
by study or other activity which would be persuasive that the present
system does achieve its purpose of promoting the arts and sciences.

In spite of all of this he was a traditionalist who recognized the

54 Ibid, p. 119,

58 Proceedings in Honor of Learned Hand, 274 F. 2d, Supplement.
86 Supra, note 9. :

87 Supra, note 10.
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duty of the Judge to enforce the present patent system. He also recog-
nized his duty, irrespective of any arguments relative to the merits of
the patent system, to follow the lead of the Supreme Court. The
Judge’s decision and such expressions lead the writer to conclude that
Judge Hand was definitely although reservedly pro-patent. -~A pro-
patent attitude would not necessarily support the present system, but
would support at least the principle of patent protection. At various
times he expressed conjectural thoughts such as a willingness to con-
sider a system that would protect the inventor only from the copyist so
that the monopoly would be more limited. Nonetheless, his treatment
of patent cases appeared to be substantially free of any preconceived
notions of what the patent system should be. He applied the patent
statutes as he was able to judicially interpret them. This quality in
itself would make any judge a good patent judge.

He was the judicially trained Judge, for he called into play the new
“doctrinal trend” of the Supreme Court regarding the higher standard
of invention. And when the 1952 Patent Act sanctioned his inclina-
tions, he wrote what is probably the most famous decision regarding
the statutory standard of invention in Lyon v Bausch & Lomb. Section
103, to Judge Hand, prescribed factual objective tests within the
boundaries of the involved art.

The 1952 Act, in the opinion of Hand, required an examination to
evaluate an invention and to thereby see if the statutory standard was
met. It did not mean to Hand that he as a judge should make a sub-
jecive opinion of what is unobvious to the man of ordinary skill in
the art. He still urged an examination of the history of the art and a
consideration of the objective tests, albeit always a wary consideration.

To Hand, Section 103 restored the “judicial gloss of Hotchkiss v.
Greenwood” as to what comprises an invention. Judge Learned Hand’s
patent decisions, displaying his clarity, perceptiveness and superb
literary style, have provided a major amount of judicial substance as
well as gloss.

"~ APPENDIX

A statistical, or rather, arithmetical summary is presented of how
often Judge Hand held for a patent and against a patent. This will be
told in different ways.

The computation was made by counting the number of ‘“‘chances”
Hand had to decide validity (V), invalidity (INV), infringement (I),
noninfringement (NI) or validity and infringement (VI). In a single
case, Hand hay have held some claims invalid and some claims valid
and infringed. This will be taken as two chances—one being for
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validity and infringement and one for invalidity. Based on this fore-
going limited hypothetical, the report would be that he held for
patents 50 per cent of the time.

There follows an over-all treatment and separate treatments cor-
responding to different time periods as a circuit court judge. There is
a list which will identify his holdings as a circuit judge following
affirmance, reversal or a dissent. The percentage figures are rounded
off. Therefore, the total for any one series may be plus or minus one
or two per cent.

The following was prepared more in the spirit of a game than as a
serious effort to gather evidence. The purpose was to see what pat-
tern developed and not show thereby whether Hand was pro-patent or
anti-patent. Such “evidence” is too casual and limited to tell very
much about the thoughts and attitudes of the judge. The reader must
remember that each case is characterized by its own facts, and that
generally only doubtful patents are litigated.

TABLE 1

PERCENTAGES: FOR AND AGAINST THE PATENT

For (V, 1, VI) AcainsT (NI, INV)

Time Chances % No. % No.
1909-1960 204 38 (78) 62 (126)
1909-1915 23 44 (10) 56 (13)
1916-1919 30 40 (12) 60 (18)
1920-1925 20 50 (10) 50 (10)
1925-1934 53 40 21) 60 (32)
1935-1944 54 32 (17) 68 37)
1945-1960 24 33 (8 67 (16)

Table 1 shows a definite increase in decisions against the patent
starting and continuing from about 1930. This is even more pro-
nounced than it appears, for starting with the Lyon v. Bausch & Lomb
case in 1955, Hand’s last patent cases were 3 for and 1 against. This
trend prior to Lyon v. Bausch & Lomb may be explained by Hand rec-
ognizing the new “doctrinal trend” of the Supreme Court towards es-
tablishing a higher standard of invention.
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TABLE 2
Circurr COURT PERCENTAGES: FOR AND AGAINST THE PATENT

For (V, I, VI) Acainst (NI, INV)

Time Holding Chances % No. % No.
1925-1960 Affirmed 61 33 (20) 67 (41)
Reversed 54 37 (20) 63 (34)

Dissent 16 38 ( 6) 62 (10)

1925-1935 Affirmed 29 38 (11) 62 (18)
Reversed 17 47 (8 53 (9

Dissent 7 28 (2 72 (5)

1935-1944 Affirmed 18 22 {4 78 (14)
Reversed 29 34 (10) 66 (19)

Dissent 7 43 (3 57 (49

1945-1960 Affirmed 14 36 ( 5) 64 (9
Reversed 8 25 (2) 75 ( 6)

Dissent 2 50 (n 50 (D

Table 2 shows that Hand affirmed about as many cases as he re-
versed. His reversals were more favorable to the patent than his affirm-
ances.






Additional Aspects of Proprietary Rights
and East-West Trade

HERSCHEL F. CLESNER®

“It is the established policy of the United States Government,
adopted with care and caution and deliberation, to pursue a policy of
building bridges to the East. The essence of that policy is the improve-
ment of relations, on a highly discriminating basis, with those Com-
munist countries which demonstrate relative degrees of national inde-
pendence, which abstain from hostile activities against non-Communist
countries, and which show a willingness to enter into cordial, business-
like, and responsible relations with non-Communist countries.” Senator
J. William Fulbright, Chairman of Senate Foreign Relations Com-
mittee, July 26, 1965.

SUMMARY

DESPITE CONTINUING POLITICAL AND MILITARY CRISES East-West trade
continues to grow. The Communist countries of Eastern Europe (here-
after referred to as Bloc countries) are disillusioned by their inability
to achieve technological and economic progress because of their isola-
tion from the rest of the world’s industrial community. Because they
no longer regard trade with the world market as a temporary phenome-
non or as a necessary evil, they have shown a willingness to adopt many
of the accepted practices of commercial intercourse in use among the
major trading nations of the world. The drive of the Bloc countries
to become competitive in world trade and to achieve industrial effi-
ciency at home has brought in its train significant changes in their
commercial behavior and national economic systems. In turn, the
market-oriented trading nations of the West (hereafter referred to
as the West) especially Western Europe to a large degree, follow their
orientation and, for their mutual advantage, conduct trade with the
Bloc countries. The evidence develops that the policies of the individ-
ual Bloc countries are being shaped by the exigencies of trade, the
need to obtain technology, know-how and plants, and the desire to
exploit their inventions. The role of licenses, patents, technical know-

*Specialist on Soviet Bloc Studies with the Research Institute; Inventions Co-
ordinator, U.S. Public Health Service.
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how and assistance, confronted by a set of unfamiliar conditions in
the exchange of intangibles, are all explored.

INCENTIVES TO TRADE

ONG-TERM PURCHASE CREDITS ARE DEEMED A TRADE INCENTIVE. The

Bloc countries have succeeded in breaking the five-credit limit

(Bern Union Agreement of 1958) which the West had followed as a
practical restraint against a possible credit war.

The British have granted the Soviet Union and Yugoslavia 15-year
credits to pay for plants, equipment and know-how. The Czechoslovaks
have obtained 12-year credits and the East Germans five to eight-year
credits.

The Japanese have extended eight-year credits to the Soviet Union
and Rumania. The Italians and Belgians have granted equally long-
term credit to Hungary, Bulgaria and Czechoslovakia. The Bulgarians
and East Germans have received similar credit from the French. The
West Germans and the Dutch have stated they intend to offer long-
term purchase credit to the Bloc countries because of their own de-
clining sales to them in recent years and competition in the face of
rising French and British sales. In recent months, our own Export-
Import Bank has approved a seven and one-half year (30 months de-
ferred and 6 percent interest for the next five years) credit to Rumania
for the purchase of a petroleum cracking plant.

Governmental or quasi-governmental agencies such as Britain’s Ex-
port Credit Guarantee Department and the West German Agency,
Hermes, guarantees the Bloc countries the purchase credit extended
by financial institutions.

It is expected that the efforts of the involved countries of the West,
in expanding their exports of industrial equipment and licensing of
technology to Bloc countries, will succeed under the impact of these
practical inducements.

UNITED STATES LICENSES INVOLVED IN EAST-WEST TRADE

A greater amount of United States technology and innovation may
be involved in East-West trade than our statistics show or than we
acknowledge. The Wall Street Journal reported that $7.8 million of
asbestos processing equipment was ordered by the Soviets from Lynn
MacLeod Engineering Supplies, Ltd. of Thetford Mines, Canada, for
delivery in October, 1965 to be used for a plant in the Urals. The
transaction was made possible through the help of Export Credits
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+ Insurance Corporation of the Canadian Federal Department of Trade
and Commerce, which guaranteed 85 percent of the commercial risk
after it had received a guarantee of payment from the State Bank of
the Soviet Union. The MacLeod company announced that it looked
at one American component for price comparison but couldn’t get it
because of a United States Government embargo on Soviet trade so
the company eventually decided to use a Canadian-built product made
under a license agreement with a United States company.

In the 1950’s, a United States company received over $1 million in
royalty payments from the sale and subsequent installation of a rubber
tire plant in the Soviet Union. In the famous Bryant Chucking Grinder
ball-bearing-producing machine incident of the “on” and “off” again
Department of Commerce export license, an allegation was made to
the effect that the Soviets could in time obtain such machines from
an unrestricted Italian patent along with the know-how licensee of
Bryant. In might have been asserted that not to grant an export license
would deprive United States workers of the right to produce items
which would benefit the Italian licensee’s employees. Bryant, in any
event, would benefit as licensor through royalty income. (RIB SpA of
Turin, Italy, in 1962 sold to the Soviet Union some $320,000 worth
of machinery for the production of ball bearings. The Italian firm is
not providing assistance but before 1962 it was an exporter of ball
bearings to the Soviet Union.)

The Rumanians announced on December 22, 1964, that their state
trading agency, Masinimport, had agreed to finalize a purchase con-
tract with Universal Oil Products of Des Plaines, Illinois, to supply
the technology involving a large catalytic cracking plant for the pro-
duction of high-octane gasoline and high-grade diesel oil. This was
confirmed by sources in the United States on January 4 and 5, 1965.
The purchase cost is estimated to be about $22 million. This plant,
in turn, was to operate in conjunction with the $40-million synthetic
rubber plant which was to have been provided by Firestone Rubber
Company. The Universal Oil Products contract was finalized on July
22, 1965.

A group of French firms, including a representative of the Schneider
group and others, have contracted to build a $23-million ammonia
plant for the Soviet Union. In this instance the package calls for
building a 1200 tons-per-day production for which Societe Grande
Paroissi will supply the ammonia synthesis process and the French
affiliate of Foster Wheeler will do the gas-production engineering.
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LicENSING oF SOHIQO’s PROPYLENE-AMMONIA ACRYLONITRILE PROCESS

Evaluation of the trading experience of Western Europe with the
Bloc states has led a number of important and influential United States
nongovernmental and governmental entities to seek either a modest
United States expansion in East-West trade or else to participate to
a greater degree in such trading ventures.

At the beginning of 1965, the West German government called
upon the United States to provide full information about reported
plans of several United States companies to sell licenses and equip-
ment to East Germany for the construction of a synthetic fiber plant
estimated to be a $25 million transaction. Involved is an acrylonitrile
monomer process for manufacturing basic material used in production
of acrylic fiber which was developed by Standard Oil Company of
Ohio (SOHIO). The Badger Company is the exclusive domestic
process-design licensee. The involved SOHIO process is the most effi-
cient and economical means of making acrylic fiber in use in the
United States. The West German government criticized the proposed
transaction and recalled that West Germany, at the request of the
United States, went to considerable trouble in the past years to carry
out an embargo on large-diameter pipeline sales to the Soviet Union
and other Bloc countries.

A United States State Department spokesman reported that the
Department of Commerce had approved the export license of the §13-
million synthetic-fiber process to Communist East Germany on June
18, 1964. The license was for the re-export of technical data only.
However, since equipment for the plant would be supplied from a
United States-owned firm in Western Europe, the decision to license
the export of technical know-how also meant, in effect, United States
approval of the sale of the equipment. The Litwin Engineering Com-
pany of Wichita, Kansas, is slated to provide the equipment and build
the plant. As of now, no agreements have been signed, but the com-
pany affirmed that like many other United States companies it- is
investigating the possibility of doing business with Bloc countries.

The Asahi Chemical Company of Japan announced that it is nego-
tiating the sale of a $28-million acrylonitrile monomer, polymer and
fiber plant (using the SOHIO process) to the Soviet Union. Asahi is
a licensee under the process.and it has been reported that the sale of
the process, data, and know-how has been cleared by the issuance of
a license by the United States Department of Commerce.

When the West German government decided to breach the five-
year credit limit of the Bern agreement, a spokesman stated that a
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factor was believed to be evasion of the strict United States policy by
United States exporters. It was asserted that the transaction with East
Germany involving the SOHIO acrylonitrile process contemplates
easy-payment financing to be arranged in France through the screen
of a French subsidiary.

1964—A YEAR oF BRIDGE BUILDING?

During 1964 the number of requests processed by the Department
of Commerce for licenses for the export of technical data to Bloc
countries reached 271, or three times the 1963 volume of 95. The
Department of Commerce approved 262 licenses in 1964 in contrast
with 81 in 1963. The licenses relate to authorization, based on the
use of technical data originating in the United States, either for bids
in reply to inquiries received either directly from the Bloc countries
or from other countries desiring to bid for Bloc business. Nine re-
quests were rejected in 1964 compared with 14 in 1963. The Depart-
ment, in its fourth quarterly report to the Congress in accordance
with the Export Control Act of 1949 as amended, stated:

These applications, as well as additional requests from United States
business firms for advice concerning technical data exports to Com-
munist countries, reflected the increased interest displayed by Eastern
European countries in obtaining American technology concerning in-
dustrial equipment, processes and plants, particularly in the fields of
agricultural products, chemicals, fertilizers, petrochemicals, and petro-
leum.
The Bloc countries have had interest. In 1964 the door opened to the
degree that the Department could find, after evaluation, that the
granting of these licenses would not contribute to the Bloc’s potential,
militarily or economically, or be detrimental to the security and wel-
fare of the United States. .

The approved export licenses of technical data in the fourth quarter
of 1964 were broad and included chemical, electrical, mechanical proc-
esses and products of advanced technology. This policy practice has
continued into 1965. The Department, during the fourth quarter of
1964, completely denied two license applications and partially denied
one for the export of technical data to Bulgaria for a steel-tandem mill
and to the Soviet Union for a butadiene and polybutadiene plant and
a butyl rubber plant.

BrLoc-LICENSING TRADE QRGANIZATIONS

To build up their trading funds the Bloc countries are also attempt-
ing to promote the sale or licensing of their innovation and technology
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to the West. They realize that Western companies are willing either
to buy rights to, or a license for, worthwhile innovations for potential
use or marketing value. Within their capability, they are willing to
sell or license.

The Bloc states have concluded that it is often more economical, as
well as less frustrating, to purchase licenses for foreign inventions,
data, and know-how than to attempt duplication. They are willing,
they say, to pay the necessary price for the time and resources they
will have saved in connection with developmental work in launching
an advanced plant or a new item of industrial equipment.

To carry out some of the above functions, the Soviet Union created
the agency called Litsensintorg. Previously the different foreign-
trading organizations had the responsibility of foreign licensing in
their respective fields.

Litsensintorg is authorized in foreign countries to engage in selling
and licensing Soviet inventions as well as technical documents, ex-
changing patent rights and documents, and cross licensing. It may
arrange or coordinate the purchase or sale of equipment, products,
prototypes as well as anything else required in the licensing agree-
ment. Though Litsensintorg has licensed Western enterprises, the
Soviet purchases of licenses for use of Western technology, know-how,
data or arrangements for technical assistance are still mainly conducted
by other trading organizations.

Polytechna, the Czechoslovak foreign-trade corporation for ar-
ranging technical and license exchanges, is a similar but older and
more experienced organization than Litsensintorg. In 1960, prior to
Litsensintorg’s existence, Polytechna concluded several important li-
censing agreements with West German, British, and Italian firms
for the utilization of their processes and know-how.

The practice of the other Bloc countries, by contrast, has been to
utilize the trading organization for a particular national industry,
with possible incorporation of a licensing office so that the adminis-
tration and operation can be geared directly to the economic planning
of the industry in question. '

FiLING oF BLoc PATENT APPLICATIONS IN THE WEST

Stimulated by the discovery that Western business pays for proprie-
tary rights to practical innovations and by the income potenial, the
Bloc planners have been induced to take a more pragmatic approach
toward foreign patents and their use. They have learned that to con-
summate the sale of the innovation, full and proper patent protection
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is usually a necessity. So, at present all of the major Bloc countries
file applications for patents on inventions with the patent-issuing agen-
cies of the major countries of the West, including the United States
Patent Office.

In the United States, patents have been issued in considerable num-
ber to inventors from Bloc nations and are usually assigned to the
appropriate trading organizations. The countries in question are:
the Soviet Union, Poland, Czechoslovakia, Rumania, East Germany,
Bulgaria, Yugoslavia, and Hungary. For years the Soviet Union, the
big brother of the Bloc countries, did not file for United States
patents and was not as knowledgeable, or as active, as certain other
countries of the Bloc. Yet today the Soviet Union is quite active in
utilizing the services of the United States Patent Office. The USSR
had no patent applications filed in 1957, three applications in 1958,
15 in 1959, 34 in 1960, 14 in 1961, 14 in 1962, 134 in 1963, and 262
applicaions in 1964.

In 1962 the Soviets succeeded in receiving three United States
patents, the Hungarians 17, the Czechs approximately 50, and in 1963
the Soviets obtained 15 United States patents covering a variety of
industrial disciplines. For the week of December 8, 1964 only, the
Soviets succeeded in receiving the following three United States pat-
ents: United States patent 3,160, 159 relates to a device called by the
Soviets “Lectro-Sleep,” which induces sleep by the action of electric
current pulses on the brain. United States patent 3,160,573 is entitled
“a machine for removal and mounting of covers of coke oven loading
manholes” and United States patent 3,160,640 concerns a method of
extracting pure griseofulvin from mycelium. The Soviets have also
obtained one or more patents (United States patent 3,182,931) on
their MIL helicopter. It appears that the Soviets are acquiring a
varied portfolio of United States patents and have surpassed other
Bloc countries in this endeavor. The ownership of a United States
patent gives the assigned owner the right to exclude all others from
the manufacture, use or sale of the claimed invention for a period of
17 years.

The Soviets have also been active in filing patent applications in
West Germany, Great Britain, France and Sweden. In fact, their
patent-filing activity in West Germany and Great Britain has far ex-
ceeded their similar interest in the United States.

In France the Soviets obtained three patents in 1959, 37 patents in
1960, 16 patents in 1961, 31 patents in 1962. By such an increasing
monetary-investment and patent portfolio, the Soviets must expect to
exploit their patented inventions in the West.
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Germany Great Britain Sweden France
1957 6 0 0
1958 1 3 0
1959 23 41 5
1960 27 21 13
1961 35 22 11
1962 32 27 14
1963 275 206 67 217

1Information compiled by P. J. Federico, Examiner in Chief, U.S. Patent Office,
November 1964.

Broc PATENT USE IN THE WEST

In light of the present economic system of the Bloc countries and
their existing patent practice, they obtain foreign patents in order to
license and receive income from their inventions. Someday they may
use their own patents to protect export-sales items to the United States
and to other countries of the West. But there is no present evidence
of this. Under certain cooperative overtures with Western enterprise
they are exporting manufactured items for assembly and sale in the
West. These items are protected by the patents of the cooperating
Western company.

There are also a few instances where industries in a Bloc country
presently export to countries of the West and they are protected as
patent licensees of Western firms. They do not use the foreign patent
either to monopolize or to protect their manufacture of the invention
within the national confines of that foreign counry since they do not
have any manufacturing units outside their own national boundaries.
Yet this, too, may someday be subject to change as it is a rapidly evolv-
ing world. Hence, their present interest is directed to patent rights,
know-how data, efficiency, technical adaptation and development, risk
cost, plus other vital considerations involved in successful marketing
which, in turn, are relevant to the task of obtaining the highest poten-
tial lump sum and/or royalty payment.

The Bloc organizations now realize that an invention even with a
valid protective-patent position is not sufficient to assure automatic
licensing. Western, as well as Bloc purchasers, demand products or
processes that are efficient, not obsolete, economically feasible, and
possess quality in relationship to similar products or processes. West-
erners also seek innovations that will generate a profit in their market-
ing operation. The Bloc traders have learned that the innovation’s
efficiency, economic feasibility, and profits depend mainly on costs
based on the market price of raw materials, intermediates, labor, trans-
portation, financing, advertising, distribution, user demand and ac-
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ceptability, and the ability to compete in the world market pricewise
with technology. Accordingly, many of their innovations, developed
without consideration of market factors and costs, but based only on
the decision of economic planners and an inadequate pricing system,
have not attracted prospective Western licensees.

PATENT LicENsING BY THE USSR

. The Soviets have had some success in licensing innovation and tech-
nology to various Western companies. Dresser Industries purchased
the exclusive United States rights to Soviet turbo drills in the late
1950’s.

The Soviets have sold licenses on their process for the continuous
casting of steel to French and Japanese companies. The French li-
censes were handled through Atlantique Francaise, an agent for So-
cieté des Forges et Ateliers du Creusot and Delattre Levivier. There
has been publicity that various United States business interests have
been negotiating with the Soviets concerning licenses covering the use
of the same innovation. However, active and constructive interest by
United States companies may be dependent upon whether the French
can successfully solve existing technical difficulties to make the process
economically feasible for Western purposes.

Litsensintorg, completed for the exploitation of a Soviet-developed
process for the preparation of molding sand in France, Switzerland,
Spain and Portugal, an exclusive licensing arrangement with four
French steel companies: Societé des Forges et Ateliers du Creusot, So-
cieté de Fonderies de Pont & Mousson, Ateliers et Forges de la Loire,
Societé Doittau,

Several European enterprises, including one from Japan, Brazil, and
Italy, have obtained licenses from the Soviets for the manufacture and
sale of silicalcite, a building material. This high-tensile, light-weight,
aggregate-building material has been under study by, atleast, two large
United States companies, Dow and Vulcan, and one Canadian com-
pany, Seldirk Company of Winnipeg, Manitoba.

A United States company operating under a licensing agreement
with Litsensintorg has further developed Soviet surgical suturing instru-
ments. It has obtained United States patents on these improvements
and intends to market such instruments.2 The National Patent Devel-
opment Corporation, New York City, has a license to Soviet electronic
sleep devices (U. S. patent 3,160,159) .2 The company has filed United

2Rand Development Corporation of Cleveland, Ohio, in 1959 held a license to
this item.
3Ibid.
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States patent applications on improvements to these devices made by
United States engineers. At present the device is being clinically tested
in order to prepare submission data for possible Food and Drug Ad-
ministration clearance preliminary to marketing.

The Soviets have had success recently in Britain in licensing artificial
limbs which can be used for thalidomide babies, and in the United
States they have licensed a method for an accelerated champagnization
process. An Italian firm has taken a license to produce a Soviet-devel-
oped system for automatic industrial pneumatic installations. Finsilta
SpA, an Italian agent for Litsensintorg has been negotiating with Italy’s
state-owned Finsider Corporation for a license to exploit a Soviet-
developed special electrode for welding iron and steel as well as with
the privately owned Edison SpA for a license to manufacture and sell
a novel railway car coupling.

The Economic Gazette, the official Communist party newspaper of
the USSR, which emphasizes technology, announced on September 2,
1964, that the Japanese government had approved a Kobe Steel Works
agreement to take a Soviet license to produce and use special electrodes
for melting and welding high quality pig iron and has a separate agree-
ment whereby Kobe Steel Works agreed to purchase the process and
equipment from the Soviets to smelt or resmelt metals and alloys in a
cooled-pressure furnace. The same issue asserted that Litsensintorg
had granted an eight-year license to the Montreal Prosthetic Institute
of Montreal, Canada, to produce and sell in Canada bioelectric shoulder
prosthetic devices. The Soviets are to provide the Institute with a num-
ber of working models and full technical documentation.

Recently there have been announcements that British and United
States companies have taken licenses to a new kind of plastic contact
lens developed by the Czechoslovaks. It was asserted that the develop-
ment may eventually make all existing contact lenses and even all
spectacles obsolete. The plastic—a jellylike material—can be molded
into a contact lens that need never be removed from the wearer’s eye.
It permits the natural moisture on the eye surface to flow through the
plastic, instead of over or around it as in contact lenses at present. But
specialists at London’s Moorfield Eye Hospital who have been ex-
perimenting with the new material, say that many problems remain
to be solved and one researcher predicts that it will take ten years
to perfect the new lens.

BrLoc Poricy To PROMOTE FOREIGN-PATENT LICENSING

To increase the number of successful negotiations the vice chairman
of Litsensintorg has invited United States businessmen, if they have an
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interest in or knowledge concerning Soviet innovation, to make a di-
rect approach to the agency, which would obtain the invention infor-
mation, know-how and data, file the necessary patent applications, and
license or sell the innovation outright in a package deal. In fact, li-
censing contracts have been consummated by the Soviets which, in ef-
fect, constitute a barter contract. The chairman of Litsensintorg has
also publicly encouraged contacts from Western companies that have
learned about Soviet technical innovation from Soviet scientific and
technical publications or other sources.

Enterprise managers and research directors in the Bloc countries
are presently being told not to overlook the foreign-sales potential of
innovations and the need to file foreign-patent application prior to
publication in order to obtain foreign proprietary-rights protection. In
fact the Soviet Union issued patent regulations on July 24, 1963, that
were designed to carry out this intent. The regulations require all re-
search institutes and other agencies that are working on technological
innovations to file promptly the applications on inventions with eco-
nomic potential with the State Committee for Inventions and Dis-
coveries which would undertake the necessary preparations for filing
foreign-patent applications.

To emphasize this policy position an article appeared in Pravda,
the official Communist party newspaper, announcing the regulation
and asserting that the protection of Soviet inventions in foreign coun-
tries and the sale of licenses was essential as a source of replenishing
Soviet gold and foreign currency. The Soviet Union was unable to ob-
tain foreign patents for a high-speed compression because a Professor
Velikanov of the USSR Academy of Sciences had rushed into print
with his contribution prior to reporting it to the State Committee. As
a result, in many countries, the publication or the issuance of the Soviet
patent became a statutory bar to obtaining patent protection.

A search of the Soviet technical literature directed to the claims of
several United States patents issued to Soviet inventors leads this author
to conclude that in several instances prior publication in the Soviet
Union occurred early enough to constitute a statutory bar. So, the
criticism raised by the Pravda article is relevant, and as such it may be
directly pertinent to the validity of several United States patents is-
sued to Soviet inventors. However, propaganda, the mechanism of
party and state communications, is being utilized in order to educate
Soviet inventors and to prevent in the future such incidents as Profes-
sor Velikanov's, as well as to bring forth inventions for the foreign-
licensing program of Litsensintorg. The Soviet ratification of the Con-
vention and its acceptance into the International Union for the Protec-
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tion of Industrial Property should be helpful because of the reciprocal
right of a year to file patent applications in other member countries,
and with the priority of the date in the Soviet Union.

The Polish inventions law passed by the Sejm (Polish Parliament)
in May 1962 contains provisions that provide that inwentions connected
with exports, foreign licensing, and anti-import production will be
especially rewarded by monetary award.

LICENSING PRACTICES

The practice and procedure may vary in scope from one Bloc coun-
try to another, but the overall desire is in the same direction: The pro-
motion and utilization of patents and new technology as instruments

- to acquire foreign currency and to increase trade with the countries of
the West. The trade journals of the Bloc countries carry announce-
ments and advertisements of new processes and products for domestic
and foreign interest.

The Rumanians, Hungarians, and other Bloc members are actively
pursuing Western promotion opportunities in this area. They pro-
mote and participate in foreign-trade fairs and domestic exhibits. In
addition the Soviets have made varying agreements with various West-
ern enterprises to act as their licensing agents in certain countries ( e.g.
Japan, Italy, France, United States, and Britain) . They are considering
contracting with various Western companies concerning licensing
broad sectors of technology. They now advertise, through mailings,
conferences and other means in Western countries, that they have
patented inventions and know-how available for licensing. However,
the success of their licensing efforts can only be determined by the
extent of the invention’s market use and its resulting income in rela-
tionship to the cost and effort. As of now, a sufficient period of time
or experience has not elapsed to attempt to pass judgment.

Litsensintorg, Polytechna, and the trading organizations largely fol-
low the accepted Western practices in the negotiation of licensing
agreements. They require that the prospective licensee be a firm which
not only can produce the item in the quantity and quality required,
but will also be able to successfully market as well as to develop further
markets. The terms would normally provide for the interchange of in-
formation concerning improvements and modifications made, periodic
plant visits to evaluate development, production, and exclusive licenses
for a period of usually 10 years. It would include either a paid-up
sum or an initial lump sum plus annual royalties of gross sales depend-
ing upon expected sales volume, profit margin, the amount of further
development, the degree of technical assistance, usually together with
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a minimum-production royalty guarantee as well as arbitration clauses.

As in all business endeavors, many disappointments occur. The turbo
drill did not turn out to have its implied potential. Several United
States companies thought that they had understandings with the proper
organization for the purchase or licensing of technology only to dis-
cover later that the particular agency never had had or had lost such
authority. The axiom applies here, as well as in domestic trade, that
the party must have the authority to assign clear title to the item of
exchange. o

For example, a Soviet agency forwarded to Smith, Kline and French,
a pharmaceutical company, specific chemical compounds for screening.
SKF analyzed and tested the compounds to determine whether they
possessed pharmacological activity. The company undertook the task,
believing:it had obtained exclusive licensing rights to market the com-
pounds in the United States if they proved to be useful as drugs.
However, the Soviet organization which released the compounds did
not have the authority to grant such rights.

PATENT FILING BY WESTERN COMPANIES IN THE BLoc COUNTRIES

As the Communist nations now actively file for patents in the West,
it is of interest to determine whether Western companies file for
patents, or their equivalent, within the Bloc countries. It is also perti-
nent to ascertain what proprietary and trading significance these patents
may have. Several large Danish, Swedish, British, United States,
French, and Italian companies over the past few years have filed either
for patents or certificate of authorships in the Soviet Union or other
Bloc countries. The number of filings is still very minor.

However, in the past two years there has been an upsurge of United
States and Western companies filing patent applications in Bloc coun-
tries. In 1963, 124 requests for licenses for the export of technical data
were approved by the Department of Commerce Export Control pro-
gram for filing of patent applications with Bloc governments, and in
1964, 292 requests were approved. During the fourth quarter of 1964,
78 licenses were granted to United States firms to permit filing of patent
applications in Bulgaria, Czechoslovakia, East Germany, Hungary,
Poland, Rumania, and the Soviet Union.

The owner of a Soviet patent is entitled to negotiated royalty income
for its use, whereas the holder of a Soviet certificate of authorship is
entitled to a percentage of the savings up to 20,000 in non-convertible
rubles achieved from the efficiency of the invention’s use in their
economy. The Soviet patent has a term of 15 years commencing with
the filing date. It can be opposed any time during its life span, in con-
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trast to an author’s certificate, which can only be challenged within one
year after its issuance. The patent may be revocated, in whole or part,
if found to be unpatentable. The Soviet statutes do not allow patents
to be granted on foodstuffs, medicines, and methods of treating dis-
eases but their law does allow the issuance of a certificate of author-
ship on these items.

Soviet patents may be licensed and assigned. The assignment must
be recorded with the State Committee on Inventions and Discoveries.
Authors’ certificates are not transferable. The list of Western com-
panies which have filed in the Soviet Union either for patents or certifi-
cates of authorship includes Imperial Chemical Industries of Britain;
Montecatini of Italy; Rhone-Poulenc of France; Rohm and Haas of the
United States; Smith, Kline and French of the United States; Ericson
Company of Sweden, and others.

The Patent Bureau of the All Union Chamber of Commerce is the
sole agent for foreign inventors and companies in representation be-
fore the State Committee on Inventions and Discoveries. A Soviet
. patent is expensive to obtain and especially to maintain. At present
there are only 200-plus patents on foreign inventions in effect in the
Soviet Union. The issued patent descriptions are, in most instances,
insufficient as a disclosure to effectively practice the invention. The
examination is relatively poor. The claims are vague, without definite

metes or bounds. A result is that the scope of the invention as to its use
is hard to ascertain.

PATENT USE IN A BLoc COUNTRY

It is difficult, if not impossible, to determine the extent of the volume
of use to which a patented invention is applied in the Soviet Union and
to calculate royalty payment due, based on sale or use. This is partly
due to the fact that the right to inspect production facilities is not
granted. However, recently several British companies reported license
agreements with such provisions with Polish enterprises and they en-
countered no difficulties in carrying out an inspection of the produc-
tion operation. At present, prices are still arbitrarily determined and
usually have no resemblance to the invention’s marketing price in
Western countries. And if the Soviet or other Bloc governments find
the invention is of special value for the benefit of the state, for pur-
poses of defense or for the fulfillment of the national economic plan,
the Council of Ministers of the USSR or the responsible agency of
other Bloc countries can permit any use, including consumer, and pay-
ment is fixed. The act of enjoining Soviet industrial organizations
from using and making the patented invention for the commercial
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market does not exist as it does in the United States and other Western
countries.

The Polish, Soviet and other Bloc countries’ patent statutes state
that the granting of a patent gives the right to the exclusive use of the
invention industrially and commercially throughout the country. How-
ever, the exceptions and the lack of enforcement means may destroy
the force and effect of this right. The law makes clear that the holder
of the patent may not make use of his patent in any way which infringes
upon the principles of the public interest in the Bloc state. The Soviet
patent statutes do not provide the means of excluding others from man-
ufacturing and utilizing the patented invention and it cannot be used
to monopolize the market for exports to the Soviet Union. Further, as
all items are manufactured and distributed by government facilities,
the patentee cannot undertake to manufacture, produce and/or dis-
tribute items in the Soviet Union or any Bloc country. As a rule, an
invention will not be utilized in the Soviet Union unless it is asked
for by the factory manager and the pertinent State Committee and
allocated as part of the economic plan.

Recently the Krupp Company of West Germany and other Western
firms have entered into negotiations involving cooperative ventures
with Poland, Hungary, and other Bloc countries. As a result of the pro-
posed Krupp-Polish agreement, publicity was given that the building
of factories in Poland would be the property of the West German com-
pany or the joint property of the “Communist government and the
Krupp firm.” An official Polish statement followed which stated that
manufacturing companies or other forms of organizing enterprises
owned and operated by capitalist concerns in Poland cannot exist since
the principle of socialist ownership of production means is basic to the
social system. Thus, even with present changes, it is very doubtful if,
in the immediate future, Western companies will be allowed to manu-
facture or produce items in Bloc countries. However, Western com-
panies may be allowed to invest in and manage a Bloc production unit
with an allocation of the unit’s production, or production sharing.

Then why do Western enterprises file for and receive Soviet or other
Bloc-country patents or certificates of authorship since they do not
possess any control as to whether or how the inventions will be made,
be used, or be marketed in the USSR?

In the case of the United States companies, the efforts appear to be
experimental. With European firms it is believed that the value of fil-
ing for and obtaining Soviet patents is mainly as a bargaining factor
in present or future negotiations. In certain instances, in connection
with either a negotiated agreement or for an independent reason, the



198 IDEA

Soviets have made royalty payments, usually a lump sum, for the Soviet
manufacture and use of items for which Western companies obtained
Soviet patents. But again it appears that a distinct need and desire
existed to maintain good business and contractual relations with the
particular Western firm and the Western commercial community in
order to avoid embarrassment. Yet, with the rapidly shifting economic
and management changes in the Bloc countries, some Western com-
panies have found that there is an honest attempt by Bloc countries to
abide by Western commercial rules and therefore such companies may
act to obtain patents for possible future enhancement of their bargain-
ing position.

LiceNsING Broc INDUSTRY

Royalties for processes, patents, data and -know-how are, as a rule,
negotiated as part of the license and/or plant purchase agreement.
Where the payment is not a lump sum, it is usually a sizable lump sum
plus subsequent royalties in the 3-10 percent range. However, since
there is no basis of checking on the exact volume produced and sold,
or necessarily on a reasonable price relative to Western market prices,
. or on the inspection of Bloc production facilities, minimum royalty
payments per year are usually required. To estimate such “royalties”
the Western companies usually take, as an arbitrary reference, the per-
centage they would get from the sales of a licensee in another large or
similar market and apply that percentage to the expected production
capacity utilized in the Bloc country. Thus, the annual payment, really
part of the total sum divided into annual amounts over the life of the
license agreement, may include technical-assistance terms, such as train-
ing technicians in the use of the innovation at the site of the Western
company or the rendering of technical assistance at the Bloc plant site.

A negotiation of interest is the proposed East German contract with
the United States companies, Standard of Ohio and Litwin Engineer-
ing to build an estimated $25 million acrylic fiber plant using SOHIO’s
acrylonitrile monomer process. The State Department’s assertion relat-
ing to the granted export license gave a $13 million tag to the process,
know-how, and technical data part of the contract. Another such over-
all contract involves Rumania’s purchase of a liquid ammonia and a
urea plant from a West German contractor involving an ammonia
process and know-how licensed from a Danish firm and a urea process
licensed from a Dutch contractor.

- Examples of overall plant-purchase agreements between the Soviet
foreign trading organizations are (1) Simon-Carves Ltd. of Great
Britain to build four polyethylene plants using Imperial Chemical In-
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dustries Ltd.’s processes, patents and technology; (2) Courtaulds Ltd.
of Great Britain, since 1958, to build triacetate fiber, viscose tire cord,
acrylic fiber and acetate yarn plants applying Courtaulds’ processes and
technology; (3) Continental Engineering NV of Amsterdam to build
two caprolactam plants and four urea plants utilizing processes devel-
oped by Netherlands State Mines NV; (4) Polyspinners Ltd. for a
polyester plant in which Imperial Chemical Industries Ltd. will be
provided; (5) Toho Bussan whereby Chiyoda Chemical will provide
the engineering for a polyvinyl chloride plant using process technology
supplied by Kureha Chemical; (6) Toya Menka Trading Company
whereby Fuginagata Shipbuilding and Japan Chemical Machine Man-
ufacturing will equip and the latter company, with Kansai Catalyst,
will supply process technology for a rubber antioxidant plant; (7)
SPEICHEM (Societé pour I'Equipment des Industries Chémiques) of
of the Schneider group for seven plants including phosphoric acid
plants with the company providing the know-how, technical assistance
and supervision on a continuous basis; (8) VOEST of Austria to build
a $35-million oxygen converter steel plant using the VOEST process
with 15 Austrian and German companies providing supplies; (9 the
Swedish firm Karlstads Mekaniska AB for a magazine pulp mill with
technical know-how provided by another Swedish firm.

A significant licensing agreement was entered into by the Soviets,
with Burmeister and Wain of Copenhagen, to use the Danish firm’s
technology and technical assistance for the production of specific marine
diesel engines by Soviet industrial organizations. The Soviets are ne-
gotiating with Lenzing-Chemiefaser AF of Austria to license its newly
developed process, plans, and know-how for the manufacture of a rayon
fiber plant which Fried Krupp of West Germany will build.

In 1960 Polytechna of Czechoslovakia obtained licenses from Monte-
catini of Italy for the production of ammonia, acetylene, and methane,
with Imperial Chemical Industries of Britain for the production of
polyester fibers, and Bayer AG of West Germany for the hydrogenation
refining of benzene. Recently Polytechna together with Strojoimport
(construction import) negotiated a $6.1 million contract with the
Mitsubishi interests of Japan (Nissho Co., Mitsubishi Chemical, and
Mitsubishi Heavy Industries) for a 10 metric tons per year 2-ethyl
hexanol and butanol plant. The awarding of the bid was that the
Mitsubishi process resulted in high yields and quality Imperial Chem-
ical has licensed a number of Eastern Bloc chemical operations. The
Netherlands State Mines NV, through its subsidiary Stamicarbon NV
has licensed the State Mines urea production process to the Hungarian
state enterprise, Chemo, in the construction of two 300-ton-per-day

e
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plants. The Poles, Bulgarians, Rumanians, and East Germans, too,
have concluded successful licensing agreements with Western com-
panis.

There are several new developments involving the licensing of Bloc
enterprises that are playing an important role. Over the past few years
several of the Bloc nations, in order to intensify their export, have con-
cluded agreements with various Western firms to cooperate in the pro-
duction of equipment which is then sold on the home market of their
partner, or is exported to third markets. Poland has entered into such
agreements with Italian, Austrian, Swedish, British, and West German
companies. Under such agreements the Bloc enterprise exports, as a
cooperative trading partner, various categories of industrial equip-
ment, sub-assemblies, machines and other items to the Western partner.
The items are in many instances produced under a license. The Bloc
nations believe these agreements stimulate their technical progress and
contribute to the overall quality and design of their products as the
result of the use of foreign licenses, data and technical know-how.

There are examples where a Bloc country has pirated technology.
The Soviet Union, in one instance, invited a United States company to
demonstrate a specific item. The company did so. The end result was

a case of piracy of not only the item, but also of the accompanying
technician.

INVENTION-PROPERTY RIGHT PROTECTION

The Bloc nations do not, as yet, provide the same kind of full pro-
tection to inventions patented in their country as is provided by the
United States or by other industrial states of the West, i.e. regardless
of whether the inventor or assignee is a national of the Bloc country
or that of the West. Given the existence of a totally planned national
economic system, accompanied by state ownership of all industrial ac-
tivity, it must be assumed that it will remain impossible to achieve
such protection unless further changes are generated in the manage-
ment and operation of their economic system.

In many ways, the procedural operation in effect in the Bloc coun-
try is similar to that which emerges in connection with the manufacture
and use of a privately owned patented invention by the governmental
sector of the United States economy. The main difference is that, at
present, in their case the government sector is co-terminal with the
total economy. According to our experience, the Government may uti-
lize any patented invention, but the owner has a claim for compensation
against the Government for such an amount as he may file for in the
United States Court of Claims. Similarly, in Bloc countries the govern-
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mental enterprises may use any patented inventions, but the patent
owner does have a legal cause of action for compensation under their
statutes. As a result, there is no bargaining at arm’s length or negotia-
tion concerning accounting, arbitration and royalty terms related to
patents obtained by Western companies in a Bloc nation. This type
situation also exists in countries of the West, such as Mexico. Similarly,
the industrial company of the West, in trading with the Bloc countries,
is confronted by a set of unfamiliar conditions in the exchange of
intangible valuables to be decided by a system with little experience
in the area of exchange. This system continues to function in an
economic and philosophical environment which is changing due to
pressures, the necessity to trade and to maintain systematic economic
contact with the community of the more advanced industrial nations.

CONCLUSION

The Bloc countries desire to trade with the West. The more ad-
vanced industrial nations of Western Europe and Japan, in turn,
actively seek increasing commercial relations with the Bloc states. The
result is a continuing trade growth between East and West.

The Bloc nations have moved away from the Stalin-imposed policy
of (autarchy) attempting to achieve technological and economic
progress in isolation from the rest of the world. Basic changes have
been made which affect their economic and management system. They
realize that to share in world trade they must improve their economic
efficiency, create greater incentives and introduce new technology.
Accordingly, they have modified their wage system by eliminating the
last vestiges of the equal-pay-for-all doctrine. They have introduced
profit sharing for industrial labor and collectivized farmers. They
have decentralized their national economic planning and management
system. They now allow certain industries and soon will allow many
more industries to operate on a market-demand basis. Greater dis-
cretion has been granted to individual plants and their managers.
Higher priorities are given to consumer industries and a more real-
istic pricing system has been instituted. Price as a market force has
been restored to respectable regard by official Soviet, Czechoslovak,
Polish, and other Bloc economists. Joint or cooperative ventures with
capitalist Western enterprise are being discussed as a common occur-
rence rather than a rare exception.

In order to purchase and sell technology and equipment, the Bloc
nations have adopted many of the accepted commercial practices in
the West and conscientiously meet their trade obligations. They seek
patents for their inventions in the leading industrial countries of the
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West and attempt to capitalize on them for advantage or trading pur-
poses. They openly try to exploit licensing arrangements involving
their innovation, data and inventions. Most of the Bloc nations are
now members of the International Proprietary Rights Convention and
the European Arbitration Convention. In spite of past and existing
restrictions of critical thinking on travel and communication, and
their rigid Marxist indoctrination, the citizens of the Bloc countries
are becoming educated and accepted citizens of the world.

Western trading concerns have been able to negotiate agreements
and contracts with little or no delay when the Bloc trading organiza-
tion had firm orders from their prospective user and clearances from
their economic planning agencies. By the same token Bloc trading
organizations have been able with little delay to negotiate contracts
with Western companies if the necessary export licenses, guarantees
and clearances are promptly available. Western firms have entered
into a growing number of licensing arrangements with Bloc enter-
prises. Western industrial companies now file for patents for their
inventions in Bloc countries. There is a growing basis for exchange
and understanding between the Bloc countries and the West.

To trade, nations need a mutual desire and a firm basis of exchange.
The Bloc states have negotiated bilateral trading agreements with
major commercial nations of the West. Many of these Western coun-
tries have entered into barter arrangements with Bloc countries. West-
ern companies have banded together in order to provide the sum total
needed to complete the purchase as desired by the Bloc state. To fur-
ther expand their commercial exchanges, many countries of the West
have granted long-term credits to Bloc countries. The growth of trade
between the Bloc countries and the industrial countries of Western
Furope has led to the reestablishment of former natural trade routes
and areas such as the Danube Basin and the Baltic Sea. As a result
there has been a definite upsurge in East-West trade.

Substantial impediments to trade still exist. Despite the recited inci-
dents of change, Bloc countries are governed by a politico-economic
system which is quite unlike that familiar to the West. It is a system
where all manufacturing and distribution is still in the hands of the
state. It is a system undergoing an upheaval. So, Westerners seeking
to trade have difficulty establishing effective business contacts, finding
the real buyers, and obtaining the necessary clearances. For reasons
of national policy the Bloc nations, as a rule, do not allow the estab-
lishment of foreign business offices within their national domain.

Drawbacks to greater United States East-West trade are many and
include lack of credit guarantees, credit bans, denial of most-favored-
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nation treatment, stringent export control, lack of understanding of
the methodology of their trading mechanisms, disinterest and boycott.
A willingness to explore ways to increase United States East-West trade
has been expressed by President Johnson. In turn, the present Bloc
leaders have indicated a willingness to discuss and remove hindrances
to international commercial exchanges. Many of the leaders of West-
ern Europe have expressed similar sentiments especially if they en-
vision accruing benefits from such trade.” The trend for greater East-
West trade will continue, even though limited by the politico-economic
system and exchange capability of the Bloc countries, military actions
and the national policies of all the involved nations. In any event,
increasing East-West trade exchanges bring about greater activity in-
volving propr