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Roots of Creative Research*

- GORDON K. TEAL

I AM MOST APPRECIATIVE of the honor in citing me as Inventor of the
Year.

In accepting the award, I want to thank the many talented and
stimulating associates who, in the various stages of my career, have
given direct help or who have otherwise influenced me towards
achieving something in a creative way.

My personal inventive career was at Bell Telephone Laboratories,
an ideal environment for creative invention and innovation. There, I,
like many others, experienced the excitement of learning how to
exploit science for the benefit of society. Basic to whatever inventive
achievements I may have been able to make was the struggle to
acquire a scientific understanding.

Undoubtedly my most important inventions were connected with
the development of germanium and silicon single crystals. It is hard to
realize now that making single crystals of germanium and silicon could
ever have been controversial.

* A speech delivered by Gordon K. Teal upon his acceptance of the
Inventor of the Year Award presented to him by The PTC Research
Institute at a reception held in his honor on April 20, 1967, at the
Lisner Auditorium of The George Washington University.
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2 IDEA

As I look back to see what really influenced me in critical decisions
which culminated in the single crystal work and my contributions to
the transistor, I note the roots of research leading to my inventions go
very deep in time.

The story starts with graduate study at Brown University under Prof.
Charles A. Kraus, one of the two outstanding experts on germanium
chemistry in this country. My Master’s and a Doctor’s thesis were on
the chemistry and electrochemistry of germanium and some of its
compounds. Germanium was a useless material, studied only because it "
was chemically interesting. Had I been “mission” oriented, I may have
missed a very exciting career. Concentration on germanium during my
graduate study resulted in a continuing personal sentimental attach-
ment for germanium, which to me, at least, was and is an exotic
element.

The opportunity to enter a career of creative research and innova-
tion, concerned particularly with electronic materials, I owe to Robert
R. Williams and Robert M. Burns, who headed chemical research in
Bell Telephone Laboratories. When they invited me to come to work
at Bell Telephone Laboratories, I accepted and went there in 1930.

During the 30’s, I did research on electron emissive surfaces of
photocells for television pick-up, fairly complicated electron multi-
pliers and camera tubes. Preparation, control of the composition and
structure of electronic materials to achieve special electron or photo-
emissive, conductive or photoconductive properties were the major
concern. I made several attempts during this period to start germani-
um studies.

In 1940 1 again proposed research on germanium and when the
television activity to which I was assigned was closed down in February
1942, within two weeks I had made some germanium microwave
rectifiers, using some digermane gas obtained from one of my Brown
University associates of the period 1927 to 1930. While I had thought
the germanium rectifier project to be an unusually good idea, I began
to doubt my intuition and turned my attention to the development of
some new types of resistors, including pyrolytically deposited alloy
films of germanium and silicon. At a later date when germanium
devices proved to be terrifically important to the war effort, I was very
disappointed that I had abandoned my rectifier program. I resolved
never again to doubt my own strong intuitions. This crucial, conscious
decision is evidenced by my persistence in growing germanium and
silicon single crystals.

The transistor invention at Bell Labs in late 1947 convinced me that
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this was definitely the time to get back on germanium work. In spite
of my important challenging assignment handling the chemical de-
velopment of a silicon carbide varistor for a new telephone handset,
my most enthusiastic thoughts were on the potential of germanium
and I repeatedly made germanium research program proposals, start-
ing in February 1948, and on through June, July and August of that
year, and suggested preparing single crystals. I reasoned that removing
the crystal boundaries and other undesirable defects from germanium
probably would be as important to the transistor as removing the last
traces of gases from the vacuum tube. In spite of this acceptable
analogous reasoning, support was difficult to obtain.

One night in the latter part of September 1948, John Little (also at
BTL) and I met by pure chance on a bus going into the center of
Summit, New Jersey, from the Murray Hills Lab. John needed some
small germanium wafers for some point contact transistors in a new
mechanical design that he had conceived. His needs were an expedient
opportunity of getting into an important part of germanium and
transistor activity. During the remainder of the bus ride, we busily
designed an equipment for pulling germanium rods, and two days
later had already set up a crude machine and pulled germanium rods
containing large single crystals from a crucible in an atmosphere of
hydrogen. During the next few months we made better equipment
and large and more perfect crystals.

Soon after growing our first crystals, I proposed a single crystal
program on germanium and silicon to J. A. Morton, head of transistor
development. He gave financial support and encouragement.

As the work proceeded in 1949, gradually all the scientific studies on
transistors began to make use of single crystal material. As Bardeen
has pointed out (Proceedings of the Institute of Radio Engineers
[1958], p. 952) “controlled very perfect single crystals have provided,
in a sense, a laboratory for study of such processes” (various electronic
and physical solid-state phenomena) .

Later, the single crystals were crucial in realizing the first junction
transistor. About the time of Shockley’s June 1949 paper on the
structure and theory of the junction transistor, I suggested to Morgan
Sparks, who was working with Shockley, attempting to make a junc-
tion transistor, that he and I collaborate. Within less than a year we
pulled the first junction transistor.

During 1951 Ernie Buehler and I turned our attention more and
more towards silicon. We pulled the first large silicon single crystals,
pn, pnp, and npn junction structures.
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I collaborated with Howard Christensen during 1951 and 1952 in
forming a single crystal pn junction by epitaxial deposition of thin
single crystal films on germanium single crystals by decomposition of
germanium iodide vapor. The variety of applications of such tech-
niques envisioned has been recorded in U.S. Patent 2,692,839 issued to
us in 1954. These early efforts were cut short by my leaving Bell Labs.
Much later, June 1960, epitaxial technology became an important and
useful part of industrial technology.

One might think oneself lucky to have participated only in the
transistor research activity at Bell Telephone Laboratories. I was
doubly fortunate, however, in having the satisfaction of also participat-
ing in development of the transistor and related industry at Texas
Instruments, also a most exciting place.

I went to Texas Instruments January 1, 1953, to set up their Central
Research Laboratories. Pat Haggerty’s visualization of TI's potentiali-
ty and plans impressed me tremendously. The success of TI in the
years since has demonstrated clearly that my early confidence in him as
an unusually able leader was not misplaced. Let me pay tribute too to
the crucially important contributions of my other associates at TI,
particularly to Mark Shepherd who is here today and who is well
known for his major contributions to the semiconductor industry.

Texas Instruments was unique in industry in emphasizing grown
junction transistors. My participation in this critical decision was
advice given to Pat Haggerty in 1952 and later in 1953, when I went to
TI. While TI captured the market with high quality transistors,
competing companies struggled to make “inexpensive” transistors by
other methods.

At TL, my job was to establish the environment for and to direct
innovation in contrast to performing personal invention. I gradually
built up a group of researchers who concentrated on programs that
would lead as quickly as possible to important products. The first
major goal of our program was a silicon transistor by techniques suited
to mass production. We decided to go the grown junction route, by no
means a simple or trivial choice. We avoided the problems such as
differential expansion between silicon and alloying electrode which
are inherent in the alloyed junction. Most companies took the alloy
route and some the III-V intermetallics.

W. A. Adcock, M. E. Jones, Jay Thornhill and E. Jackson of our
Central Research Laboratories, as history and TT stock have recorded,
developed the first commercially feasible silicon transistors. I proudly
announced this achievement at a national conference of the Institute
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of Radio Engineers on May 10, 1954, under rather dramatic circum-
stances. Earlier speakers had remarked about how hopeless it was to
expect the development of a silicon transistor in less than several years
and advised people to be satisfied with germanium transistors for the
present.

The results are highlighted in an issue of Fortune (November
1961) , page 226:

The silicon transistor was a turning point in TI’s history, for with
this advance it gained a big headstart over the competition in a
critical electronic product; there was no effective competition in
silicon transistors until 1958. TI's sales rose almost vertically; the
company was suddenly in the big leagues.

Another important relevant project undertaken in TI was the
development of a chemical reduction method for bulk high purity
silicon production that started TI towards becoming the leading
supplier of this material to the chemical and electronic industries.
Raymond Sangster and Willis Adcock, John Ross and Jim Fisher
spearheaded the effort.

With the broadening and deepening torrent of developments of
transistor technology in the 1950’s and 60’s, it is impossible even to
mention much less trace the threads of the development. Diffusion,
mesa, planar and epitaxial techniques developed and have made use of
single crystal materials in a multitude of ways as do integrated circuits,
now a major concern of semiconductor industry. TI's Central Research
Laboratories contributed to these rapidly developing technologies in a
variety of ways. For example, the building of complete subsystems on a
silicon wafer was a part of the written plans as early as October of
1957.

I am indebted to Allen V. Astin, able and highly respected Director
of the National Bureau of Standards, for the fascinating period of
service that I am now having in this unique national center of
excellence. Dr. Astin is here with us today.

My present activity at the National Bureau of Standards may seem
unrelated to my efforts to develop useful products at Bell Telephone
Laboratories and Texas Instruments, since the National Bureau of
Standards does not normally seek to develop products except under
national emergency conditions; however, one of our major activities is
the characterization of materials that might have important scientific
and technological benefits to the nation. Another aspect of our mission
s to maintain a data bank of evaluated properties of matter and
materials. Industry, government and the scientific community may
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draw on it to make decisions and progress in areas such as exploratory
studies and new product development. Because technology is rapidly
becoming science based, accurate numerical data on the properties of
matter and materials are increasingly critical in the everyday consider-
ations that affect the rise and fall of corporations and even of nations.

Because science and technology stimulate and aid each other, the
inventor even more frequently will be found in science-based environ-
ments offered by organizations such as Bell Telephone Laboratories
and Texas Instruments. The resulting inventions are essential to
creating the era of abundance about which we dream and others
demand. 1 represent a growing class and type of scientists and
engineers who will compete for future Inventor of the Year Awards
from The Patent, Trademark and Copyright Research Institute.

I have been greatly helped in my creative career by the United
States patent system. And I am indeed graieful to The Patent,
Trademark, and Copyright Research Institute and The George Wash-
ington University for the recognition that you are giving inventors
today.



Effect of Confusion Surveys
in Trademark Litigation

ALLEN D. BRUFSKY*

SuMMARY

THIS ARTICLE CONTAINS A REVIEW of a number of relatively recent
cases in which confusion surveys have been used as evidence in support
of confusion in trademark litigation. The weight given these surveys is
analyzed and the reasons for rejection or acceptance are pinpointed.
The author concludes with a checklist for use as a guide in presenting
an acceptable survey.

INTRODUCTION

THE LANHAM AcT REQUIRES a finding of a likelihood of confusion
with a previously registered mark to bar registration® or to impose
liability for trademark infringement.2 The best evidence of a likeli-
hood of confusion is obviously actual confusion.

* Mr. Brufsky is a Research Assistant with The PTC Research Institute and
associated with the law firm of Berman, Davidson and Berman.

115 US.C. 1052(d).

215 U.S.C. 1114(1).
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Trademarke attorneys, therefore, constantly search to uncover in-
stances of actual confusion when litigating trademark matters in the
hope of overcoming the uncertainties of subjective reasoning inherent
in a determination of a likelihood of confusion. Towards this end one
of the most common methods employed is the confusion survey or
consumer-reaction poll.

This technique involves soliciting information from purchasers as to
their recollection of the origin of goods bearing a specific trademark.
While at one time such surveys were considered inadmissible hearsay,
it is now well established that they are admissible, since the statements
of the persons interviewed are offered to show their state of mind
rather than for the truth they contain.? Other observers have taken the
position that there is no question of hearsay involved at all since the
persons who conducted the polls will usually testify as to the results
and the only question is the credibility of the witness who is before the
court.*

Assuming the admissibility of the confusion survey in trademark
litigation, the real issue is the weight or effect it will have in
convincing the court that confusion exists. This paper deals with that
question.

While there can be no assurance that any form of poll will meet
with acceptance in the courtroom, as will be clear from the case
histories that follow, it does appear that certain minimum safeguards
to insure credibility must be observed. These common safeguards run
like a thread through those cases which rely on a survey, while
conversely, are conspicuously absent from those surveys which have
been rejected.

In essence, the manner in which the poll is conducted must be fair,
the questions must be framed impartially, and the answers received
must not be susceptible to incongruous interpretations.

Even being ready and able to show the court that such safeguards
have been incorporated into the poll may not be enough. As every
lawyer knows, usurpation of the judicial function is frowned upon.
The tribunal may consider the poll as a substitution for their indepen-
dent judgment on the ultimate issue and discount the weight of this
evidence concluding that an independent comparison of the marks and
their uses, based on their own observations, is just as good. This is
especially true where the poll involves only a limited number of

8 E.g., International Milling Co. v. Robin Hood Popcorn Co., Inc, 110 U.S.P.Q.
368 (Com'r 1956).
4 United States v. 88 Cases, more or less, 187 F.2d 967 (8rd Cir. 1951).
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interviews, and a fortiori, a limited, nonrepresentative picture. On the
other hand, the sample submitted may be formidable, but the inher-
ent distrust of judicial tribunals of “canned” or prepared evidence
may result in its having little probative value.

Nevertheless, the application of the consumer survey in trademark
litigation can be especially valuable in those situations where likeli-
hood of confusion is on the borderline. This “extra” evidence, even if
entitled to little weight, can be just enough to sway the balance.
Therefore, it should not be dismissed as a tactic.

A number of relatively recent cases in which confusion surveys have
been relied upon have been selected at random and analyzed. These
cases have been collected and reprinted below in a pertinent and
convenient reference form. '

Certain guidelines as to question form and technique can be
deduced from the cases as an aid in framing a survey which will be
given considerable weight in evidence. Perhaps more important, errors
which led to the litigant’s downfall can be pinpointed.

The case histories have been divided into two categories: (1) those
in which little or no weight was given to the survey; and (2) those
where the survey was given considerable weight. While a comparison
of these cases will reveal discrepancies in reasoning and attitudes in
various forums, they will also reveal the basic characteristics necessary
in an acceptable survey, as well as the pitfalls to be avoided.

OBSERVATIONS

Having read the foregoing case histories, many questions can imme-
diately be raised by the reader concerning the wisdom and inconsisten-
cies of some of the decisions. However, it is not our purpose to dispute
the holdings, the law applied, or manner in which the decision was
reached.

It is our purpose to note that, by whatever route or rationale, six of
the 18 cases analyzed, or 33 percent, gave considerable weight to a
confusion survey introduced into evidence. Thus, the confusion survey
can be a valuable asset in trademark litigation.

Some of the cases relied decisively on surveys which would have
been given no weight in another court, for example, compare Case X
with Case XVII; therefore variances in reasoning between courts do
exist. Even the same court may reach a different decision on basically
the same facts, as evidenced by a comparison of Cases VIII and XVII,
or may disregard the survey as a usurpation of its judicial function, as
in Cases II and VIII.
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18 IDEA

Nevertheless, taking inconsistencies and independence in judicial
opinions as facts of life, a careful consideration of the summary of each
case studied suggests that if care and impartiality are maintained in
selecting the question propounded and the method employed in
conducting the survey, the chances of acceptance over and beyond the
hypothetical 33 percent can be enhanced.

As far as the method of conducting the survey is concerned, the
litigant offering the survey should be prepared to show that it was
conducted by an impartial, skilled expert in such matters, such as a
psychologist. The person interviewed should be impartial and selected
on a random basis. The sample selected should represent a cross-
section of the typical purchaser of the goods and as far as applicable,
should be varied as to sex, age, educational background and economic
status. Verification of answers should be given in open court. The
opportunity to participate and test the answers received in the survey
should also be given to the opposing party.

In so far as the actual questions are concerned, care must be
exercised in their phrasing so as not to prejudice unfairly the response
in favor of the party offering the survey.

Questions which refer to the opponent’s mark in connection with
goods or services not sold or rendered under the mark will be
discounted. Care must also be exercised not to convey to the person
interviewed the mark of the party conducting the survey, since an
immediate association with the opposing party’s mark or goods is
inevitable. One technique used to avoid this objection is to ask the
question concerning the opponent’s mark as a sequel to similar
questions concerning extraneous marks, rather than prejudicing the
mind of the interviewee by prefacing the ultimate question with a
question identifying the mark of the party conducting the survey.
Finally, the question should be phrased so that the answer cannot be
ambiguous and susceptible of a variety of interpretations by both the
party conducting the interview and the court.

In the Appendix which follows, a checklist has been prepared which
takes into consideration the main contentions of rejection and accep-
tance, as advanced by the courts, of the surveys introduced in the cases
analyzed above. While the list is undoubtedly far from being all-
inclusive, it is meant merely as a guide for future trademark litigants
who will consider using the survey tactic to present evidence of actual
confusion.
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APPENDIX

A. Are there proper controls on the method used in conducting the
survey in order to demonstrate to the court that the answers were
impartially solicited and recorded?

1. —by motion pictures showing the interview and the manner in
which it was conducted? (Case XVI}

2. —by testimony of the poll-taker as to what transpired at the
interview? (Case VII)

3. —by expert testimony that the poll was supervised and con-
ducted in accordance with accepted methods of psychology
and that the answers were screened in accordance therewith?
(Case XIII)

4. —by verification of the answers?

(a) —in open court by the person interviewed? (Case XIII)
(b) —by a spot check by a disinterested party? (Case XIII)

5. —by selecting interviewees at random? (Case IX)

(a) —who were not customers of the party conducting the
poll? (Cases VI, XII)

(b) —who are typical of potential purchasers of the pro-
duct? (Cases VII, IX, XI)

(c) —who are varied as to age, sex, and economic status as
far as applicable? (Case XVI)

(d) —who were not told the purpose of the survey? (Case
XII)

(e) —who are not only part of the total group interviewed
which answered most favorably for the position of the
party conducting the survey? (Case VII)

6. —by permitting the opponent an opportunity to test the an-
swers? (Cases IV, X)

B. Does the form of the question selected for use in the survey
prejudice the response?

1. —by referring to use of the mark in connection with goods or
services not sold or rendered by the opponent? (Case I)

2. —by laying an improper foundation for the response?

(a) —by conveying to the person interviewed the product
or mark of the party conducting the survey? (Cases
1V, X, compared with Case XIII)

(b) —by associating the two marks in the question? (Case
V, compared with Case XIII)

3. —by making it possible to give an answer susceptible of a
variety of interpretations? (Case III)






Foreign Investment and Technical Agreements
-in Yugoslavia—1967

HERSCHEL F. CLESNER*®

SUMMARY

YUGOSLAVIA IS A NATION OF ABOUT 20 MILLION PEOPLE which has, in
recent years, made strides in moving from a very largely agrarian
economy to one that is partially industrialized. It has accepted the
ideology of the ‘‘good life”—the car, the home, recreation and con-
sumer services. It is a country which received more than $2.5 billion in
American foreign aid but which appears to have made greater strides
when forced to undertake hard doses of self help. The economy no
longer operates under a state central planning and management
system. Economic isolation from the Western world is a policy of the
past. The present direction is toward a socialist-capitalist economic
mix that is not unlike many of the nations of the Western world. In
proceeding with domestic decentralization, full convertibility of their
currency, tariff reduction, competition with foreign industry, profit
and/or production-sharing with foreign companies, the Yugoslavs
have, indeed, gone up new roads for a “Communist” country.

The Yugoslav changes have sufficient attraction that United States
companies, seeking to establish European subsidiaries in order to
market aggressively in Europe, would be interested in investigating
the present opportunities. The changes have lifted many obstacles to
economic ties. There is an abundant source of manpower, both skilled

* Mr. Clesner is a Specialist on Soviet Bloc Studies with The PTC Research
Institute and Inventions Advisor, U. S. Public Health Service, which shares no
responsibility for the views expressed herein.
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and unskilled—in contrast to the present scarcity in Western Europe.
Wages run below Western levels. The recent economic and investment
developments taken together with the dilution of emphasis on ideolo-
gy increase the possibility of Yugoslav firms entering into business
partnerships with Western companies.

Such cooperation is no longer absurd or ideologically abhorrent to
pragmatic “Communist” leaders who approach the problem. “Pepsi”
is bottled and distributed in Yugoslavia as the result of such a
cooperative partnership. One may thus witness the sale for profit of
American “Coke”? in a “Communist” country. There is a desire by part
of the Yugoslav leadership to experiment with Western practices that
get results providing the symbolism and semantics of Communism are
preserved. The result is that the differences between Western and
Yugoslav methods of doing business have narrowed. The Yugoslavs
recognize and respect foreign owned patents and trademarks. They are
willing to pay in some form, arrangement or deal for their use. In turn
they desire to exploit their innovations in foreign markets through
mixed ventures, licensing or profit-sharing deals. At present business
relationships between Yugoslav firms and Western companies are very
possible whereas only a short time back they were impossible.

The role of licenses, patents, trademarks, technical know-how and
assistance are very significant in any arrangement that Yugoslav firms
will enter into—whether it is a so-called franchise, license, coproduc-
tion mixed venture or profit-sharing deals because of their need to
obtain something they couldn’t otherwise obtain. In dealing with the
Yugoslav world the Western executive should realize that his counter-
part is only now acquiring a business sense as to marketing and
contract negotiations, as he was denied this opportunity under the
former operating system. The Westerner should recognize that the
individual on the other side of the table is also puzzled as to just how
far his changing but still government-controlled world will permit him
to negotiate. Yet—"“While waiting for more evidence to be assembled
on the multi-faceted and varied ramifications of East-West deals, we
would suggest . . . you can do business there ‘only by really trying.’ "
The fog surrounding trade with Yugoslavia still exists but is gradually
clearing. Recent Yugoslav reforms should aid trade relations. In turn
the other Eastern European countries could emulate the Yugoslavs and
so further facilitate commercial transactions between East and West.

1A former so-called symbol of capitalism (now more commonly called “Im-
perialism™) as profounded by Communist propaganda.

2 Christopher Bird and Herschel F. Clesner, “Letter from the East,” IDEA,
Vol. 9, No. 4 (Winter 1965-1966).
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INTRODUCTION

THE UNORTHODOX ‘‘COMMUNIST’ POLICIES OF YUGOSLAVIA are again
under attack from writers such as Mihajlov on one side, and on the
other, the major Soviet Communist Party organ Pravda. In answer to
the Pravda criticism that the Yugoslav Communist Party had
renounced its role in government entirely as a result of the Yugoslav
reforms, President Tito announced “We are seeking new roads which
suit us in order to go faster ahead. . . . This is what some countries
cannot or do not want to understand.”?

On March 15, 1967 the Yugoslav government legalized the proposi-
tion that foreign investment, to be compensated by sharing of profits,
will be allowed. This order is directly pertinent to this discussion.
The other changes paint the environment in which the transactions
will be conducted.

In April 1967 in the strongest move toward decentralization by any
“Communist” nation, Yugoslavia’s Federal Assembly passed a constitu-
tional amendment limiting the federal government’s activities to -
foreign policy, defense and general supervision of the economy. The
action became effective April 23, 1967 after the national elections. The
number of federal ministries was cut from 13 to six and up to
one-third of the jobs of the federal government’s employees were
eliminated. The positions of vice president and deputy commander of
the armed forces were reorganized out. This was the second constitu-
tional amendment strengthening the six regional republics’ govern-
ments at the expense of the federal government.

These actions have been further enhanced:* On April 14, 1967 the
Yugoslav Communist Party announced that it had prepared a
procedure for giving up its role in national life. The outline calls for
the Party’s separation from the state, democratizing of the Party
structure to achieve a guiding ideological position in the nation in
contrast to the all-powerful governing force of traditional Communist
practice. The Central Committee of the Yugoslav Communist Party

8 Herald Tribune—Washington Post International (Paris), March 31, 1967.

4 The Yugoslav Federal Assembly passed new reforms on May 11, 1967 giving
greater jurisdiction to the Federal Assembly, starting with the initiating of bills
in the entire Yugoslav legislative process. Previously this initiative came essentially
from the federal government (the Party) or from the federal administrative units.
The orders set forth the government’s responsibility to the Assembly, method of
government’s resignation, the process of votes of confidence, the referral of bills
to the assemblies of the republics for their comments, the right of every deputy
to use in the assembly the tongue of the group to which he belongs. Tanyug
(Jugoslav) International News Service, May 11, 1967; Nerald Tribune—Washing-
ton Post International (Paris), May 12, 1967.
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has since endorsed the program. The withering away of totalitarian
rule is implicit in the words of the Yugoslav Communist’s program.
The measure of its intent and success only time will tell.

The steps taken are decisive efforts toward satisfying internal
pressure and appetite for change. The activists, aspiring leaders,
dissidents, industrialists and the rank and file of the Party demand a
voice rather than being continually dictated to by the Politburo-
Presidium. The end product of the present measures is not democracy.
The Party still demands discipline and intends to play the decisive
dominant role. The state is still a Party monopoly but some opposition
and criticism within the Party is allowable.

If the Yugoslav reforms, (Party, governmental or economic) prove
successful they could lead to the initiating of similar steps in other
Communist countries which have in recent years adopted many of the
innovations first tried out by the Yugoslavs. They have led the pack by
defying Stalin and the system; the ensuing necessity to survive moved
them out into the world away from economic isolation. The other
Eastern European countries noted Yugoslavia’s experience. They have
not followed Yugoslavia’s lead out of admiration, but out of sheer
need. The best examples are their renunciation of economic isolation
(autarchy) and acceptance of the need for economic reform. As with
Stalingrad, autarchy has disappeared from the Communist map.
Economic reform and profit are now the common theme of discussions
in the Communist world. They are major agenda items at CEMA
(Council for Mutual Economic Affairs) 8 meetings. When the Yugoslavs
first acted, their economic formulations were branded by the other
Communist countries as impractical, heresy and ideologically unima-
ginable. But the others have now moved in the same direction as the
economic reforms work.

Towarp THE “Goop LIFe”

Are these changes the fruit that a tolerant Western policy over the
past 10 years toward a “Communist” nation is reaping?

Yugoslavia has been a catalyst in breaking up the monolithic
“Communist” world. It successfully reinitiated the age-old thesis of
“My Country First.” At present the country needs hard currency and
desires a favorable balance of payments to accelerate its developmental
program. As an independent “Communist” state it has been in a race

5 Also referred to in the West as COMECON (Communist Economic Council)
or the “Communist” response to the European Economic Community.
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to outachieve the Eastern European ‘“‘Communist” states. It's efforts
have not been lost on the other nations of the Danube Basin as
indicated by their ferment. Through increased tourism, exports, and
other means it hopes to generate the necessary hard cash to promote
the “good life.” To do so, Yugoslavia must provide the necessary tourist
services plus the export production and marketing capability. It seeks
foreign investment on a case-by-case basis to obtain that which the coun-
try couldn’t obtain any other way. The investment may consist of finan-
cial resources, equipment, raw products, technical management and
assistance, bookings, licenses, patents, trademarks and engineering
knowhow. The investment return will be a share of the profits.

THE EconoMY: STATE MONOPOLY OR PRIVATE ENTERPRISE?

To many, the allowance of foreign investment in domestic compa-
nies and profit-sharing with foreigners may seem odd for a “Commu-
nist” state, especially to those individuals whose conception of a
Communist state evolves from a text book study of Marx or a course
based on the economic isolation of Stalin’s Russia and controlled
satellite nations. In the case of present-day Yugoslavia, however, its
economy has gravitated to a stage that is part socialist and part private
enterprise. In many ways it is a mix that is similar to the economies of
the Scandinavian countries, India, Austria, Israel, Mexico and other na-
tions of the West. Profit is no longer a dirty word. It now possesses a mark
of respect as a success indicator and an investment guide. Emphasis is
directed to improving industrial production by means of economic
stimuli rather than by administrative methods of the former statist
central planning and management system.

Yugoslavia has been moving rapidly away from central planning and
controls as most factories and enterprises are now self managed.
Factories make cars, scooters, electrical appliances and other items
under license from foreign concerns. Items are marketed under the
foreign licensor’s trademark. Factories and enterprises are owned by
the state and are theoretically operated by the workers through the
workers’ council. Labor has the right to strike and has, in several
instances, exercised it. Foreign trade is no longer a government
monopoly. The enterprise may buy, sell or trade directly from or with
foreigners rather than through state trading agencies. The goal is that
each factory or enterprise will stand on its own feet—competitively and
profitably. The state plans to cut back tariffs to force its industries to
be competitive in its domestic market with foreign companies.

Most of the farms (approximately 85 percent of the arable land)
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and many small businesses in Yugoslavia are in private hands. The
private ownership percentage of arable land is believed to be as large
as in pre-war (World War II) Yugoslavia. Land on the Dalmatian
coast on which to build villas is sold to foreign movie stars. Barber
shops, boarding houses, boat rentals, restaurants, taxis, tailor shops,
and produce stands number among the more than 115,000 privately
owned enterprises which may employ up to five persons. Peasants may
sell products derived from private holdings and are technically al-
lowed to import foreign equipment, such as tractors, to work them.
Yugoslav banks will provide credit to further the development of
enterprising efforts. Foreign movies have been filmed on location in
Yugoslavia, and the Yugoslav army has participated as extras.
Throughout, Yugoslav ideologists still insist they are the truest disci-
ples and interpreters of Marx—a theme with which Mao-tse-tung and
his Red Guard certainly could not keep faith.

FiscaL RESPONSIBILITY AND CONVERTIBLE CURRENCY

To aid in its search for new roads to travel, foreign advice is sought
concerning fiscal affairs. Yugoslavia is a member of both the Interna-
tional Monetary Fund and the World Bank. Banking is organized on
conventional commercial lines. Interest rates in savings run up to 7
percent. Installment buying is practiced by the average citizen. Yugo-
slavia has become a full participating member of the General Agree-
ment for Tariffs and Trade, more commonly referred to as GATT. It
has made the necessary fiscal and tariff reforms to comply. The
reforms were necessary as the economy was in dire straits. Drastic
surgery and change were recommended. Accordingly the reforms were
coupled with the novel industrial and management approaches under-
taken by a “Communist” state.

Starting in July 1965 the government devalued the dinar by approx-
imately two-fifths, tightened credit, withdrew some government sub-
sidies for industry and commenced to phase out unprofitable and
inefficient factories. The Yugoslav National Bank has entered into
trade and payments arrangements with the major financial institutions
of the world’s trading nations. The banks will accept foreign funds for
investment purposes. They now guarantee or insure export sales and
provide export credits. Yugoslavia recently became the first “Commu-
nist” country to settle its outstanding dollar bond debt in full by
agreeing to repay American investors an estimated $20 to $30 million
of bonds that have been in default. The bond issues involved were
made by pre-“Communist” Yugoslavia between 1922 and 1936 and
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were defaulted in 1941. The sum total of all these steps adds up to
greater goodwill and confidence in the fiscal responsibility of the
Yugoslavs. The eventual goal is full convertibility of the dinar in
world markets which would allow Yugoslav producers to sell and buy
at the best competitive prices. It would assure foreigners of payment
in hard currency upon receipt of dinars. The overall action is toward
domestic decentralization, efficiency, increased labor productivity,
modernization, profitability and doing business in conventional ways.

However, not everybody is happy with the trend. There is no status
quo. The former guidelines have evaporated. Greater unemployment
exists. Tranquility has disappeared. Pragmatism rather than ideology
governs and there are rude awakenings. The federal government’s
authority in specific areas has been cut back. Some jobs within the
federal government have been abolished. Plant managers must now
deal with costs and price. Party-status bureaucrats (managers) must
now presumably produce, and plants built for political rather than
economic reasons cannot survive. Many unprofitable units have been
cut back. To play in this ball park will require practical business sense
and not a pseudo-managerial approach.

In contrast some intellectuals feel that the changes are not sufficient,
promises without deeds. Local nationalism continues to raise its head.
These factors could lead to economic disruption. Thus some changes
may not come about and others may be a long time in coming.
Yugoslavia, still, has a rough row to hoe to achieve a viable and
prugressive 1967 economy. The present self help measures are produc-
tive steps in contrast to the use of much of the more than $2.5 billion
of U.S. aid granted to Yugoslavia which allowed financial resources to
be used for nonviable—or more of same—economic purpose.

ToURISM AND MANAGEMENT ASSISTANCE AGREEMENTS

The Yugoslavs badly need managerial assistance (know-why)
whether in providing the various services necessary to accommodate
tourists or in producing and marketing products. To obtain help and
expedite results knowledgeable foreigners are brought into the coun-
try to assist in exploiting the tourist field. The foreign organization
contributes finances, construction aid, equipment, technical and man-
agement expertise, franchise, bookings or other services. As Yugoslavia
could not pay in hard currency for all such needs and could not allow
foreign ownership, other arrangements had to be devised. For exam-
ple, Inter-Continental Hotels, a subsidiary of Pan-American World
Airways has in effect been managing a hotel, the Esplanade, in Zagreb
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for the past few years under a profit-sharing arrangement. Inter-
Continental provides technical and management assistance, acts as the
hotel’s agent abroad for reservations and receives payment in hard
currency generated by the operation.

Volkswagen entered into a technical assistance pact relating to a
million dollar sales and service center built for the Yugoslavs in
Belgrade. Pepsi is available for those tourists and others who desire it,
as Centroprom, the Yugoslav food and beverage agency, has
obtained a franchise. Pepsi, obviously, supplies Centroprom with
formulation, technical and other aid as it does with any franchise
dealer. Hertz International Ltd. provides rental car service through a
state agency, Kompas, under a profit-sharing deal. There are gambling
casinos on the Adriatic coast operated by Italians for foreigners
only—for a 40 percent share of the profits. Las Vegas would classify
such operations as private free enterprise and Marx, Stalin or Castro
would have great difficulty rationalizing the latter operations. as within
their ideology.

The Yugoslavs are taking large steps to increase their travel busi-
ness. Eighty million dollars were received from this source in 1964.
They hoped to obtain $150 million from this source in 1966 and
expect $500 million of such income to flow into their coffers in 1970.
Of this inflow about 85 percent is hard currency. With the convertible
currency they purchase modern technology, know-how, know-why and
other services. Recent governmental decisions will lead to the intro-
duction of more tourist facilities such as hotels, motels, gasoline
stations, entertainment, and roadside restaurants for foreign tourists.
And, of course, all of this leads to new and improved highways.
Tourism fosters change and creates a whole chain of interlocking
needs for proper operation. It would not be surprising if Italian, West
German, or United States firms built the hotels, motels, gasoline
stations and restaurants.

Lloyd-Pacific of the United States, Neckermann of West Germany
and others are involved in pursuit of this business. Each case is
carefully considered, as the arrangement must have government clear-
ance and approval. Title to reality, or the marketing and distribution
company, will remain in Yugoslav hands but the foreign investor will
receive a share of the gross income or profits in return for technical,
management and other services. The arrangements differ to some
degree from deal to deal. With each negotiation, the Yugoslavs gain
experience and the numerous tourism and related arrangements be-
come the working model for foreign industrial investment deals.
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Technical assistance and know-how, finances, and other investment
items are common denominators to industrial as well as to tourism
ventures.

All these changes can only be welcomed by Americans, for, as it
becomes more consumer-minded as to services and goods the “Commu-
nist” state becomes more ‘“Westernized.” To facilitate freer move-
ment, to further stimulate trade and tourism the government will ask
the Yugoslav Federal Assembly to enact legislation to allow Yugoslavs
to go abroad without tourist visas to all countries which entered into
agreements on the mutual abolition of visas with Yugoslavia. The
Yugoslavs have entered into 20 such treaties. A few years back the
practice was unheard of in Europe, let alone the fact that a participant
could be a Communist state. Besides such bilateral treaties, as 1967 is
the international tourist year, Yugoslavia has unilaterally opened its
doors to all foreigners during 1967 for three-day stays. They have
extended this to a seven-day period and permit individuals to cross
their borders merely on the submission of passenger manifests.® The
days of the border dispute concerning Trieste and Goritza plus the
autarchic Iron Curtain period have come to an end. An open invitation
exists to all tourists to spend their hard currency in Yugoslavia.

MicrANT L.aBOR: HARD CURRENCY AND TECHNICAL TRAINING

More than 250,000 Yugoslav workers have been encouraged by the
government and have found jobs in West Germany, France, Belgium,
Sweden, Switzerland and other highly industrialized European coun-
tries which possess labor shortages. The government expects the
migrant labor figure to reach 400,000 by the end of 1967. The greater
number are employed in the specialized industries of France and West
Germany. There are approximately 150,000 such workers in West
Germany and 8,000 in Sweden. A great percentage of these workers
remit much of their earnings to their families in Yugoslavia. They
bring in needed hard currency and receive in most instances technical
training in the “Western way” of doing things. In many instances the
training is of a nature that is not provided at home, so such trained
labor becomes a valuable asset to Yugoslavia.

LICENSING (FRANCHISE) ARRANGEMENTS

Though Yugoslavia has working relations and technical exchanges
with CEMA countries, it desires to buy “West,” as this is to buy the

8 Tanyug International News Service, May 13, 1967.
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best. Very often the best is American. Thus, over 300 and possibly as
many as 600 licensing and technical assistance deals have been entered
into with western companies of which at least a small number are with
United States corporations. The number involving United States
companies may be greater if one could break out the number of licenses
negotiated with licensees or with European subsidiaries of American
concerns.

A licensing arrangement involves the use of an invention or product
but in most cases it will also provide for know-how, technical
documents, aid or training, and trademarks. Previously mentioned was
that Pepsi-Cola is now produced and marketed in Yugoslavia
under a franchise license. Pepsi and Coke are no longer “capitalist”
exclusives, as Coke is sold in Bulgaria. A Yugoslav state agency is a
Hertz U-Drive-It car rental franchise operator. An achievement yet to
be obtained by No. 2—Auvis.

The Yugoslavs manufacture Citroens and Fiats.” The Crvena Zastava
factory of Kragujec has made Fiats under its own product name for the
past three to four years. The cars were made originally for the
Yugoslav domestic market but they also proved to be valuable export
items to Rumania and Bulgaria. The demand is such that Crvena
Zastava is now negotiating with Fiat for the import of vehicle models
850, 1100 and 2300. The purchaser would pay for the car in dinars.
The initial Fiat introduction into Eastern Europe has, in turn, stimu-
lated the present automobile explosion in other “Communist” nations.
Fiat has now arrangements with Bulgaria, Poland and the USSR.
Rumania has turned to other Western European sources due to Fiat's
overcommitment. The Yugoslavs and Bulgarians are attempting to de-
velop a coproduction arrangement to make parts for Fiat model
numbers 850 and 124. The people and the economies of all the
“Communist” countries have become car-consumer conscious and they
now expect to share in the fruits of car transportation and travel. They
will also share in the problems as injuries, air pollution and accidents
occur as night follows day. Vespa motor scooters are produced by a
state facility under license from the Italian company for those who
prefer this form of transportation. The Perkins engine is also made
under a license.

The licensing arrangement may be a mixed operation. For example,
the Prvomajska machine tool factory of Zagreb makes turret lathes
based on the British “Modern 125 plans; the deal calls for the export

7 For example, model numbers 124 and 850.
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sale of the Yugoslav manufactured item by the British in certain
countries and in other countries by the Yugoslavs.

CoPRODUCTION DEALS

Under the socialist constitutions of the “Communist” countries all
production and distribution is owned by the state. Therefore each
state has had difficulty in entering into joint ventures with foreigners,
whether an enterprise of another Communist state or of the West.
With effort they evolved the scheme of joint ventures, without any
ownership title rights to the foreigner, but with the right to a share of
the production proportioned to the capital investment of each party.

Yugoslavia especially has taken active steps to interest foreign
companies to use Yugoslav facilities, personnel and capacity to assem-
ble previously manufactured items or to process raw materials when
the foreign company did not have the available facilities to meet
market demand. Braun A.G. of Frankfort joined with Lskra Compa-
ny of Yugoslavia in a joint production scheme whereby electric shavers
are made in Yugoslavia. The Rade Koncar factory of Zagreb has a $30
million coproduction arrangement with the Castor Company of Turin
to manufacture automatic washers. -

The Belgrade foreign trade enterprise, Interexport, with
Volkswagenwerk A.G. of Wolfsburg, West Germany has tentatively
agreed to build a Volkswagen assembly plant at Split, Yugoslavia. The
arrangement will be finalized if the parties are convinced it will be
profitable and economically justified. The Yugoslavs have approved
the project and Volkswagen officials confirm reports that the contract
will be signed soon.? The deal calls for the factory to be built within a
year and a half from the date of the final agreement. At first the cars
would only be assembled from West German manufactured parts, but
Yugoslav car component manufacturers would be gradually integrated
into the operation.

The output goal calls for 100 vehicles a day, about 75 passenger cars
and the rest commercial vehicles with a large percentage slated for
export. Initial production may be as low as two a day. Initially,
Volkswagen does not consider it will have a capital investment in the
project as the Yugoslavs will purchase the parts, assemble and sell
them in Yugoslavia. Volkswagen will receive a fee for consultation,
managerial and franchise services. On the Yugoslav domestic market

8 Wall Street Journal, May 16, 1967.
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the Volkswagens would be sold for dinars.? There now are about
12,000 Volkswagens in Yugoslavia. Many were purchased by Yugoslavs
working in West Germany. The Yugoslavs have certainly joined the
car rebellion and the other Eastern European states are in ‘‘hot
pursuit” to obtain “wheels.”

The venture would price Interexport, a foreign trade enterprise,
which under the present reforms would lose its clients in the vehicle
manufacturing business in competition with Crvena Zastava automobile
factory.

The Yugoslav Association for Nuclear Equipment has had talks with
a British concern relating to the possible delivery of a nuclear reactor
to Yugoslavia with the inclusion of Yugoslav industrial participation in
the construction of the plant.1

Many of the joint ventures contain elements of coproduction and
licensing. Through the coproduction deal, much experience and know-
how is acquired with patents, licenses, technical documentation, de-
velopments, plus marketing and distribution. In the latter area the
Yugoslav education and business sense were neglected for many years
due to backwardness and the economic isolation policy.

Yugoslav companies do enter into ownership ventures in countries
which allow foreigners to own production or distribution units. For
example Prvomajska machine tool factory of Zagreb has formed a joint
company with a Swiss firm. The joint company assembles machine tool
parts made by Prvomajska into machine tools at a plant near Zurich.
The assembled machine tools are then marketed in third countries.

Thus the basic Yugoslav premise is that the rights and obligations of
the deal are to be determined by the contract with the foreign
participant, by the statutes of the domicile of the operation, and by the
practices of the commercial trading society.

INVESTMENT REFORMS

The recent changes will not force a change in the Yugoslav constitu-

9 Belgrade Domestic News Service, March 11, 1967. There are two news releases
over a period of several months relating to this pending contract. The stories are
not necessarily conflicting and can be merged as above. The original release and
contract design probably called for Volkswagen to receive “hard currency” payment
through the marketing of Yugoslav assembled Volkswagens in third countries.
Due to other factors, this may have been dropped rather than merged into the
latest plan, the goal of which is a Yugoslav facility operating under license, pur-
chasing West German-made parts and assembling a small number exclusively for
the Yugoslav market.

10 Belgrade Domestic News Service, February 6, 1967.
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tion which forbids private or foreign ownership of manufacturing or
distribution facilities. For the present, foreign capital will not be able
to set up its own units in Yugoslavia or to enter as co-owner into joint
ownership title ventures with Yugoslav enterprises. However, the
reforms go beyond the coproduction scheme as they will allow the
foreign investor to share in the profits of the joint venture propor-
tionate to the investment.

The Yugoslav pronouncement relating to the reforms is that it
desires to modernize production and promote export possibilities
through the aid of foreign investment. The investment is to go beyond
the acquisition of financial resources for economic development and to
provide something they didn’t previously have. It is a considered
judgment which seeks that the nation’s overall, including industrial,
progress should be in the forefront, if possible, of the world’s technolog-
ical advance. They now adhere firmly to the tenet that freer and
broader economic relations with other Eastern or Western countries
result in the beneficial exchange of knowledge and technical achieve-
ments. And, accordingly, their economy would benefit from relations
with the industrial countries of the West or the East. The ,particular
sectors of industry, besides tourist services, for which they seek foreign
investment are in electrical equipment, electronic, motor, aluminum,
and chemicals (petrochemical, synthetic fibers and plastics). United
States companies have disclosed an interest in several of these areas,
especially aluminum due to the availability of bauxite and the electric
power to be generated by the Iron Gate Dam Hydroelectric Project.
With the aid of foreign investment, know-how and foreign investor’s
marketing capability they further hope to penetrate foreign markets
previously closed to them and to create a greater domestic market.

By foreign investment the government includes tangible or intangi-
ble items that have value, such as documentation, technical and
management aid, engineering know-how, patents, licenses, trademarks,
credit and finances. The value of investment by foreigners may not
exceed the amount invested by the Yugoslav enterprise. It may not
exceed 50 percent of the total capitalization and is limited also by the
amount put into the project by the Yugoslavs. As a result the foreign
investor will be permitted to recapture his capital investment and
share in the profits according to the contract. The format appears to be
somewhat similar to the existing Pan-Am Inter-Continental Hotels
deal.

The volume of total foreign investment and the scope of the outflow
of profits derived from such investments will be regulated by the
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Yugoslav government in accordance with the country’s payment capa-
bility and will be subject to provisions of its foreign currency regula-
tions. The foreign hard currency resources to pay the foreign investors’
share of the profits will come from the enterprise’s export earnings. A
state agency will determine and regulate the foreign investments as to
amount, activity, purpose and whether it is desirable from the point of
view of the nation’s interest. The management of Yugoslav enterprises
which sign such contractual arrangements with foreigners has to follow
the Yugoslav rule of government with the management and adminis-
tration of the joint operation in the hands of the Yugoslav workers’
council. The foreign investor may render managerial and technical
expertise plus the right to determine business programs and
procedures jointly with the workers’ council.

Sufficient talk, including statements by Tito, that Yugoslavia will
look favorably on some foreign investment proposals, have led
Western business officials, including several representing major United
States companies, to investigate the possibilities.

The Yugoslavs also allow one of their enterprises to invest in another
provided that the management of the joint resources would be run on
an equal basis and that profits will be distributed in proportion to the
investment. This, too, is an innovation.

Inter-Continental Corporation’s experience, and licensing and co-
production arrangements with Yugoslav enterprises are current indica-
tors of operating under such a system in Yugoslavia. But the probems
begin to resemble those involving dealings with ‘“Western” nations,
such as Japan and others, more than with the essentially “Communist”
nations.

JAPANESE EXPERIENCE

The Japanese industrial pattern seems to follow guidelines surpris-
ingly similar to the format desired by Yugoslavia. Japan restricts
foreign investment in Japanese industry since World War II. A
Japanese government agency (the Ministry of International Trade
and Industry—MITI) aids in determining and regulating the foreign
investment. It does not freely allow the United States or other foreign
investors to set up wholly owned or even majority owned subsidiaries
in Japan. MITI generally approves only those investments where the
foreign investor could offer some patents, know-how or technical skills
that Japan couldn’t get any other way. Since World War II Japanese
companies have entered into 3000 or more patent, know-how and
marketing licensing agreements with U.S. companies.

MITI has authorized more than 300 joint ventures in certain
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industries in which the Japanese enterprise holds at least a 50 percent
interest. It is such ventures which account for the vast amount of the
half billion dollars that American companies have invested in Japan
since World War II.

In only a few instances have foreigners been allowed to establish a
100 percent owned subsidiary and then only if the investors agreed to
leave their capital investment and resulting profits in Japan with the
exception of royalty payments for patents and technical know-how.
Later they were allowed to recover a percentage of the subsidiary’s
profit. The Japanese restrict to 15 percent the amount of stock interest
that a foreign entity may acquire in an operating Japanese firm.! So the
foreign investor does not obtain much say in the operation of any
Japanese based manufacturing company as control is in the hands of
Japanese management. The Japanese assert that they do not desire
wholly owned and operating U.S. subsidiaries because chaos for their
smaller enterprises and distribution system would follow if U.S.
companies were allowed to enter with their marketing techniques and
know-how. In Yugoslavia the domestic manufacturing and distribution
systems are in government hands.

Of late many U.S. and other foreign companies are becoming
increasingly reluctant to part with the technology without some equity
interest—some form of control—of the Japanese companies that will be
using the patent rights, know-how, data and techniques. The same
feeling may carry over to dealings with Yugoslav enterprises. However,
the Japanese with Yugoslav enterprises. However, the Japanese experi-
ence indicates that some degree of flexibility and opportunity could be
applied in achieving similar arrangements with the Yugoslavs. Thus
the investment and licensing experience acquired by the United States
and other foreign companies in dealing with such countries as Japan,
Mexico, India, Sweden would be helpful as practical knowledge in the
encounter with the Yugoslavs.

Belgium and Austria are on the rise. Last year more than 400,000

OUTLOOK FOR THE FUTURE

- Presently Yugoslavia’s main trading partner is Italy, followed by the
Soviet Union, West Germany and East Germany. Exchanges with

11'The Japanese recently have made some changes, none of which substantively
affect the above conclusions. MITI now lists seven industries in which assets and
business in Japan may be wholly owned by non-Japanese capital, such as motor
cycles and rayon where Japan dominates world markets. MITI also presently lists
13 industries in which outside stock ownership, up to 50%,, will be allowed. Wall
Street Journal, May 31, 1967, p. 3.
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Austrians visited Yugoslavia. The Austrians and Yugoslavs are negotiat-
ing matters concerning commodity exchange, industrial cooperation,
mixed ventures, free port accommodation, internationalization of
highways, and the use of power to be generated by the Iron Gate
Hydroelectric Project.

Yugoslavia is a full member of GATT and an active participant in
the Kennedy round to further reduce tariff barriers. However, the
Yugoslavs haven't placed all their eggs in this one basket as they have
been actively seeking arrangements with the European Common
Market, EFTA (European Free Trade Association), and bilateral
trading agreements. Yugoslavia has an arrangement with CEMA,
(Council for Economic Mutual Assistance or the so-called Communist
Common Market—COMECON). Belgium supports the Yugoslav re-
quest for an agreement with the Common Market. Austria supports
their request for an EFTA agreement. If successful the Yugoslavs may
achieve economic agreements with the trading blocs of Western
Europe as well as Eastern Europe. Indeed, the Yugoslav tightrope act
may result in a stronger bridge between the East and West particular-
ly as it may concern Europe. The Yugoslav representations—which to
them are a matter of economic necessity—have generated aroused
interest in the operation of an economic alignment consisting of all the
European nations—especially if the Kennedy round is a failure. In this
direction, the Belgians joined the Yugoslavs and others in pushing for
an appraisal of the activities of the United Nations Economic Commis-
sion for Europe. Thus, one cannot fully appraise the full potential of
the Yugoslav market as there is no “book” answer as to future scope.

Because they no longer regard trade with the world market as a
temporary phenomenon or as a necessary evil, they have shown a will-
ingness to adapt many of the accepted practices of commercial invest-
ment and intercourse in use among the trading nations of the world.
This pattern will accelerate with assistance from communication, labor
and tourist interplay with Western European countries. The drive to
become competitive in world trade and to achieve industrial efficiency
at home has brought in its train significant changes in their commer-
cial behavior and national economic system. In turn, the trading na-
tions of the West, for their mutual advantage, conduct trade with
Yugoslavia.

The policies of Yugoslavia will continue to be shaped by the exigen-
cies of trade, the search for new ways to achieve a faster rate of eco-
nomic progress, and the need to obtain technology, know-how and
know-why, all of which are sparked by their constant desire to realize
the “good life.”
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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. 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 stimulate researchers to undertake further study of the issues.

A Businessman Views the Report of
the President’'s Commission

HELGE HOLST*

INTRODUCTION

AT THE OUTSET IT MUST BE STATED that I speak for myself only and
have not been appointed or authorized to reflect the reactions of
business as a whole. However, 1 can add that I have spoken with
business friends and can report that their reactions are basically
similar to my own. Accordingly, it is hoped that these reflections will

* Mr. Holst is Chairman of the American Tool & Machine Company of Boston,
Massachusetts. This paper was originally prepared for presentation at a meeting of
the Defense Committee of the American Management Association, reviewing the
findings of the President's Commission on the Patent System, in New York, Janu-
ary 19, 1967.
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provide insight into business evaluation of the Report of the Pres-
ident’s Commission on the Patent System and the proposed changes
which might be made to improve the system’s usefulness to business
and to our society. In doing so we believe they will also improve the
contribution of the United States patent system to the development of
the world.

REPORT TIMELY AND MEANINGFUL

From a business point of view we consider the report timely and
meaningful. Patents, rights in them, and the availability of technologi-
cal data, are all important to business and materially influence busi-
ness activity. The report deals with this vast subject in a commendably
compact manner. This treatment avoids obscuring the issues with
copious detail. For this presentation, the Commission and the report
are to be commended. So, too, we congratulate the Commission on its
realistic and tangible recognition of the role of the employer and
investor in furthering the work of the inventor. Only through their
participation is the public benefitted by creative concepts. Without
actual production of new and better goods and services resulting from
the suggestions of inventors, little actual benefit would flow to users
and to those who can be helped by the new and better ways of doing
things. This requires the collaboration of manufacturer, advertiser and
salesman. And without widespread use and enjoyment of his ideas, the
inventor himself would derive little benefit from his inventions. The
basic premises given on page 2 of the report are the clearest acknowl-
edgment yet made in a public document of the role of the investor in
the useful application of patents and of the necessity so to handle
patent rights as to enlist this support in addition to protection of the
inventor.

ScorE RELEVANT AND USEFUL

Similarly business recognizes the necessity for the Commission to
restrict its review and recommendations to a manageable scope and
accepts the objectives outlined on page 3 of the report as a good
selection. Many other aspects of the patent system and its application
require attention: For example, the evolution of sound policy re-
garding the ownership and use of inventions resulting from govern-
ment-sponsored research; the stimulation of inventors to invent; the
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reduction of barriers to innovation in industry; the requirements to
stimulate industry to modernize plant and tooling and thereby achieve
economies of production and remain competitive in a world of free
trade. But the Commission could not deal with all aspects of technolog-
ical change and we accept the selection of areas chosen as relevant
and useful, indeed commendable.

BusinEss NEeps CREATIVITY AND RELIES ON PATENTS

To succeed business must serve its customers well. To do so it must
offer constantly improving products and services at reasonable cost.
This requires that business continually develop better goods and
services and methods and tools for producing them. Such efforts are
costly in talent and resources. Any ordinary business—and especially a
smal]l business—has only limited resources of personnel, facilities and
funds. It must therefore be selective in the projects it undertakes. This
leads to the selection of those it considers most important. Likelihood
of success, and the possibility of obtaining a proprietary position, weigh
heavily in the choice. Only in such cases can business hope that its
developments will not be immediately copied by its competitors—
without the originator’s development cost. Accordingly it is important
to business to know if an area is already pre-empted by others or is
available for exclusive development. The recommendations of the
President’s Commission on the Patent System appeal to business
because they would promote early and adequate publication and
thereby provide increased certainty and availability of information
and of patent rights, while at the same time reducing the costs of
obtaining such information and patent rights.

Now to comment on some of the specific recommendations of the
report; it should be noted that these recommendations are closely
interrelated or integrated.

Business Accepts the Principle of Granting Patents to the
First Applicant to File on the Subject Matter

Recommendation 1 proposes that the United States adopt the
principle of granting the patent to the first to file rather than the first
to invent. While this is a departure from past United States practice—
where the patent has been issued to the first to invent rather than the
first to file—it appears to us that the overall public interest will be
served by the proposed change. It must be noted, however, that an
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additional change suggested would make prior public disclosure any-
where in the world a bar to the obtainment of a United States patent.
We accept both the suggestions as beneficial because of the resulting
pressure for early filing and adequate exposure.

Abolition of Interference Proceedings

Adoption of the principle of granting the patent on the basis of date
of filing will eliminate or drastically curtail the heretofore lengthy
“interference proceedings” between parties intended to establish
earlier invention or reduction to practice. Business accepts this change
of practice with relief since interference proceedings have been very
time-consuming and expensive.

Patent Date Based on Preliminary Filing

Business likewise accepts as helpful Recommendation II which
would permit patent dates to be established on the basis of prelimi-
nary informal filing provided a complete application is filed within 12
months of the earliest preliminary or foreign application relied upon.
This will undoubtedly give rise to many questions as to the adequacy
of the original disclosure, but on the whole it appears to us that the
Commission’s recommendations accord with actual practice in which
new suggestions and inventive concepts are in fact disclosed to the
world in speeches, professional papers and the like rather than in strict
and formal disclosures such as have become customary in existing
patent practice. It must be noted, also, that Recommendation VII
would require that an application be published between 18 and 24
months after its earliest effective filing date and the public be given
opportunity to cite anticipation by prior disclosures. Note, also, that it
is proposed in Recommendation XVIII that the life of a patent be 20
years from its filing date and not be dependent on date of issue.

Protection Against Unauthorized Disclosure

In view of the pressure for early filing imposed by Recommendation
I, Recommendation III offers protection for certain forms of early
display and also protection against improper disclosure. We accept
Recommendation III as a constructive suggestion for providing protec-
tion to an inventor or owner. The Commission’s Recommendation III
is likewise a constructive suggestion in providing for protection of an
inventor or owner against unauthorized disclosure by a former employ-
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ee or otherwise as in accordance with experience and business practice.
This recommendation likewise permits disclosures of inventions in
officially recognized international displays. It seems to us that along
with the pressure upon an inventor or assignee for early and adequate
disclosure it is well to provide reasonable protection against improper
disclosure in the race for early publication.

Need for Protection of Designs, Biological Developments
and Production Know-How

One of the recommendations with which business does not find it so
easy to be sympathetic is Recommendation IV. The Commission,
because of its concern with assuring true novelty, and the concurrent
requirement for a search of prior art, has recommended that the
protection of ornamental designs, novel plant material and computor
programs be denied patent coverage but instead be afforded some
other form of protection. We readily recognize the difficulty in
classifying and searching artistic and non-verbal material. To date
patent systems and the retrieval of data is largely based on word
recognition. It is important, however, that the social and commercial
utility of ornamental designs, agricultural plant materials, and busi-
ness data processing be adequately recognized and protected. So, too,
business procedures, such as detailed manufacturing drawings and
production processes, in tangible form, should be given adequate
recognition and protection. They frequently make the difference
between uneconomic concepts and practical reduction to useful form.
It is important that suitable “open” legal methods of protection be
developed, for the alternative is secrecy with resulting lack of commu-
nication and information useful to society. Accordingly it is to be hoped
that this need will be met on an “urgent” basis and not merely put
aside because of the difficult or intangible nature of the problem.

Application for Patent By Assignee As Well As Inventor

Recommendation V proposes that a patent may be applied for by
the assignee as well as the inventor. This recognizes the true economic
interests in patents and the way in which such values are actually made
useful. With reasonable safeguards this provision can be operated to
protect inventors and their rights. It would facilitate the disclosures
called for by the recommended changes in procedure. Bringing United
States patent practice in this respect into agreement with foreign
procedures is also a desirable harmonization of world patent practice.
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Publication of Applications

A recommendation which is certain to receive careful examination is
Recommendation VII. This provides that if an application is not
abandoned then, 18 to 24 months after its earliest effective filing date,
or promptly after allowance or appeal, whichever is earlier, the
application will be published for public examination. An applicant
can request earlier publication. Such disclosure will permit the public
to inform the Patent Office of any prior art which should be consid-
ered before the decision to grant the patent is finalized. This
procedure, which is further amplified by Recommendation XI, is part
of the effort to strengthen patents and increase the certainty of their
survival by allowing opportunity for opposition and the citation of
anticipating reference. It is to be noted that applicants will still have
the privilege of retaining their patent filing in secrecy if they decide to
abandon the application and do not request the issuance of a patent.
On balance it is believed that the benefits from the recommended
procedure outweigh the possible disadvantages, and that prior knowl-
edge of anticipation is preferable to issuance of a patent and subse-
quent invalidation. Moreover the proposed simplicity and confidential-
ity of disclosures to the Patent Office is in the interest of practical
business operation when it seeks to inform the Office of known data or
practice.

Optional Deferred Examination

Recommendation IX proposes that statutory authority be granted
for the Patent Office to employ the technique of deferred examination
of patent applications. This, like others of the recommendations, is
aimed primarily at improving the operation of the Patent Office
through a reduction in its work load. In effect what is proposed is that
a patent application would not be examined unless the applicant
requested it and this would allow the applicant opportunity for
exploration of his concept in the marketplace before the Office or he is
required to devote substantial time and cost to the patent prosecution.

Actually all that is being requested is that the United States be
given opportunity to experiment with deferred examination and to be
in a position to use it if experience elsewhere (the Netherlands and
Germany are exploring this technique) or in the United States proves
it worthwhile. It is estimated that only half or less of all applications
filed would be given full examination, with resulting savings to the
Office and applicants.
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Business, which itself performs so much research and development,
should be willing to engage in reasonable experimentation provided
always that it be aimed at strengthening and raising the quality of the
patent system.

Burden of Proof

Another recommendation which may also raise questions is Recom-
mendation X. This proposes that the applicant shall have the burden
of proof that his claim is patentable. This, like many of the recommen-
dations, is aimed at raising the quality and reliability of United States
patents. It is not intended, by this recommendation, to require the
applicant to be responsible for world-wide searches of literature or
use. It is merely an affirmation that after citation of prior art by the
Patent Office, the applicant must establish beyond a reasonable doubt,
and not merely by presumption, that the invention claimed is patenta-
ble. Here again, sound and reasonable practice by the Office and the
profession should result in this recommendation contributing to im-
provement in the United States patent system and its product.

Ex Parte Citation of Anticipation

Recommendation XI proposes a means for ex parte citation of prior
use or disclosure against an application which has been published as a
prerequisite to issuance. The novelty in the proposal is that it would
allow such action to be taken on the basis of informal, uncontested

_disclosure rather than a legalistic adversary procedure.

We have already referred to the effect of this recommendation
above. On the whole we consider the recommendation constructive
and hope that business and the professions will favor its adoption.

Cancellation and Restriction in the Light of Subsequent
Disclosures

We likewise consider it in the interest of business to accept the
Commission’s Recommendation XV for later cancellation or restric-
tion of claims if later disclosures of prior art indicate an earlier
application or claim to be anticipated. So, too, the provision suggested
by Recommendation XI that the public may cite prior art following
publication of the application will permit proper restriction of any
patent issued to what is original. This is a rational and efficient means
for preserving what is truly new and creative while deleting what has
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been anticipated. It would likewise reinforce the desire for adequacy
of early disclosure by removing a fear of excessive penalities for
excessive disclosures. The overall effect of these provisions should be
to strengthen the presumption of validity of issued patents and
enhance their survival in litigation.

Term of Patent Dated from Filing

As mentioned above, Recommendation XVIII proposed that the
term of United States patents be determined from the earliest effective
date of filing rather than date of issue. This is a major change in
United States practice but conforms to most foreign patent systems.
The purpose of the suggestion is to encourage rapid prosecution of
patents rather than the reverse. There is no doubt that this is contrary
to the objectives of some patent applicants but I have been assured
that on the whole United States industry is prepared to accept
availability of information on patents and technological data of others
in exchange for earlier issue of its own patents. Certainly this would
seem to be in the public interest and we are all members of the public.

Infringement by Importation

Business likewise welcomes the recognition given by Recommenda-
tion XXI that the importation of goods which infringe on United
States patent rights will itself constitute patent infringement. We
believe this to be far preferable to the present situation where foreign
manufacturers in the absence of a foreign patent can provide safe
access to the United States market even when a United States patent
prevents local infringement.

Clarification of Rights Under Patents

Recommendation XXII proposes statutory clarification of the rights
granted with a patent. It is suggested that the owner’s right to use or
to license his patented inventions be spelled out by statute. Although
it is asking a great deal to hope for a perfect panacea, clarification of a
patentee’s rights with respect to his limited monopoly—limited both in
time and in subject—could certainly be helpful. There is need for
intelligent reconciliation between the proper restraints of the antitrust
laws and the positive but transitory rights of the patentee. Certainly
there is no reason to oppose an attempt to achieve such clarification.
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Judicial Determinations In Patent Matter Conclusive “in Rem”

Recommendation XXIII proposes that final adverse judicial deter-
minations regarding patents shall be conclusive as to the patent right
itself and not merely with respect to the parties to the litigation. This
distinguishes from present practice where a holding between two
parties is not determinative as to others and is not effective outside the
jurisdiction of the specific court. Clearly the recommendation is a
simplification and improvement over present procedure and accords
with good sense. Both patentee and alleged infringer are entitled to
their day in court, but any proper hearing, conducted fairly and
adequately, should suffice for determination of the rights in question
and it should not be possible for either party to prolong patent
litigation by repeated suits in other jurisdictions. It is believed that
this recommendation is worthy of support.

Creation of Civil Commissioner to Simplify and Expedite
Hearings

The last of the Commission’s recommendations which we will
discuss is XXIV. This proposes the creation of a Civil Commissioner
in the District Courts, where justified, to preside at pretrial hearings,
depositions and the like. The purpose is to achieve reasonable and
efficient operation under discovery procedures. The objective is to
obtain effectiveness without abuse of either party and to do so at
reasonable cost. Obviously the benefits of the proposal would depend
on the jurisdiction and authority granted, and the manner of its
exercise. The desirability of the objective is not denied and assistance
should be provided for its sound implementation.

Patent Trial by Stipulation of Facts

A companion recommendation to the preceding recommendation
of XXIV is the proposal of Recommendation XXV that parties to
patent litigation may submit the matter to trial by stipulation of the
facts. Rather naturally this simplification of procedure is suggested
only where damages are limited and no injunction is sought. Clearly a
procedure of the kind suggested could expedite and reduce the cost of
patent litigation at the same time that it provides opportunity for fair
consideration of the rights of both parties. It is believed that this
would constitute improvement over the present methods and thus be a
step forward in promoting the usefulness of the patent system.
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OTHER RECOMMENDATIONS TO IMPROVE PATENT OFFICE

The report contains a number of other recommendations. They are
primarily directed toward improving the operations of the Patent
Office. For example Recommendation XXVI proposes the creation of
an advisory council to the Patent Office drawn from the principal
sectors of society served by the patent system to provide continuing
review and suggestions for improvement; Recommendation XXVII
urges adequate financial support of the Patent Office; Recommenda-
tion XXIX suggests the establishment of a study group to assist the
Patent Office in developing optimum classification systems and means
for collecting, storing and retrieving data, hopefully employing sys-
tems which will be harmonious with the systems and methods of other
nations; Recommendation XXX urges the Patent Office to proceed
vigorously with the microforming of its own search data and to
cooperate with other nations to develop worldwide indices and data
retrieval systems. These and the other recommendations are worthy of
careful and sympathetic study and support.

In summary, speaking as a businessman, I believe that the recom-
mendations of the President’s Commission on the Patent System do
offer means for improving and promoting the practice of useful arts in
a period of exploding technology. The suggestions for increasing the
availability of technological data, and expediting the determination of
rights in inventions proposed by the Commission, all appear to be in
the interest of business and society, and I therefore look for business
support of these proposals.



The Anti-Inventor Report of the President's
Commission on the Patent System

JACOB RABINOW*

INTRODUCTION

IN ONE OF THE OPENING PARAGRAPHS OF ITS REPORT, the Commission
asks itself “What is the basic worth of a patent system in the context of
present-day conditions?”’ And the Commission answers, “The members
of the Commission unanimously agreed that a patent system today is
capable of continuing to provide an incentive to research, development
and innovation. They have discovered no practical substitute for the
unique service it renders.” The Commission then sets up five objec-
tives for the development of 2 new patent system and proceeds to write
a series of 35 recommendations for the new system. It is amazing to me
that a commission composed of such high intelligence and undoubted-
ly high-minded individuals could do no better than propose such a
series of solutions to the imaginary and real problems of the patent
system of the United States—solutions which in almost every case are
directed against the inventor. Whenever a problem of simplification or
modification arose, the Commission could do no better than to achieve
its aims by limiting the rights to the inventor or reducing the incentive
to the inventor and the innovator.

* Mr. Rabinow is President of the Rabinow Engineering Division of Control
Data Corporation, Rockville, Maryland.

47



48 IDEA

There are perhaps four major groups which are directly concerned
with the patent system of the United States. One, of course, is that of
the inventors. The second comprises the manufacturers, who may or
may not be infringers of a patent. Third is the Patent Office of the
United States. Finally, there is the country as a whole—often called the
public. Now, a patent system can be designed to help any of these
sectors at the expense of any of the others. There is no argument, of
course, that the system should be designed to help the country as a
whole, and there is no argument that, in a practical world, a set of
patent laws should be so designed that they can be easily, or at least
relatively easily, implemented by the Patent Office and by the courts.
Therefore, there is no question that the Commission should properly
address itself to the problems besetting the Patent Office and make an
attempt to help it.

Nor can there be any question that the patent system should be such
as to encourage the manufacturers of patented products and the users
of patented processes. This has many ramifications. In some cases the
early issue of an unambiguous patent helps both the owner of the pat-
ent and his competitors. In other cases, particularly those concerned
with chemicals or biological inventions, there is a need to protect the
manufacturer during a long period of test and modification. A fine
balance must be struck between granting a monopoly to the manufac-
turer of a patented article and the encouragement of competition from
others.

INCENTIVES

Finally, we come to a very basic question as to the amount of
rewards and incentives to be offered to the inventor and his backers.
This is the most basic and crucial question and it seems to me the
Commission did not either directly or indirectly address itself to this.
Quite aside from the rules and regulations of the Patent Office and the
laws that have to be enforced by the courts; and quite apart from the
questions of costs of litigation and all the other things on which the
Commission apparently spent a great deal of time, there is the basic
question: Does the present system offer the correct amount of reward
to the inventor and innovator; does it offer too little, or does it offer
too much? Unless one faces these questions squarely, no discussion of
our present patent system or a proposal for a new one makes any sense.
Apparently the Commission felt that the inventor today has more than
ample rights, and reducing his rights quite considerably will not hurt
the nation.
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In this article I presume to speak for the inventors. I do not claim to
know whether the rewards and incentives given us are sufficient or not.
If it is true that our patent system has greatly benefited our country,
and has done so for 130 years, I could perhaps argue with some merit
that the rewards should be increased so that the patent system could
help still further. I will not take this position. I do not know, and
there is no objective and quick way of knowing, whether increasing or
decreasing the incentives will help or hinder the technological and
economic progress of the country. If the Commission meant what it
said in the preamble, that inventions are good and necessary and that
rewards should be given to inventors to invent and to innovators to
innovate, then I take the position that the present proposal is bad and
that the Commission performed a great disservice to the nation.

I do not say that every recommendation of the Commission’s report
is objectionable. I, for example, support the “first-to-file” system with
considerable misgivings as to its value and with certain suggested
changes in its implementation. Because I believe in an international
patent system and because I believe this cannot be achieved without
the American patent system being put somewhat in line with others, I
take this stand. But if an international patent system cannot be
achieved or if it can be achieved only in some dim and distant future,
then even this recommendation is basically unnecessary and unsound.

I believe that a patent is more than just a simple economic
right—much as the laws undoubtedly have to treat it as such. There is
a human and emotional element to patents which is hard to put on
paper. There are fundamental questions of justice, or right, of person-
al achievement, of glory, and if you will, of glamour, and these must
be considered when incentives to inventors are discussed. The United
States patent system has given the inventor more of these emotional
rewards than any other system in the world. I sincerely believe that
this is one of the many magnificient reasons for the industrial great-
ness of this nation. In the first-to-file system, as in all of the other
proposals, this report seems to disregard this human factor and to
decrease the very real emotional incentives to invent and innovate.

Let me take a group of the recommendations and imagine how they
would affect an invention and a patent application under the proposed
legislation.

AN INVENTION UNDER THE NEw LAw

Suppose, then, I invent a device or a process. There is immediate
pressure on me to file at the earliest possible date. Under the present
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system, if I immediately start to develop it and discuss it with my staft
and outsiders whom I trust, I know that a rush to the Patent Office is
unnecessary and, in fact, unwise. One doesn'’t think of all the aspects of
an invention at the first blush. Under the proposed system I would
tend to pressure my patent attorney to file early. I might say that the
Commission realized this and therefore inserted a rather complicated
set of recommendations for preliminary filing which, they hoped,
could be done quite hastily and informally. The people who wrote the
proposed bills, however, realized that this kind of preliminary work
would not be very useful unless it is complete to such an extent that it
could support all subsequent claims. My patent attorneys tell me that
if they are going to do this they might as well file the final application,
particularly if it is a very long and involved patent such as a reading
machine or computer. If, on the other hand, it is for a simple
invention that can be described in one or two pages, they might as well
file the final application and not have to do it twice.

In any case, I file a preliminary or a final (preferably a final) as
soon as I can. The actions go through their normal delays and waiting
in the Patent Offic and at my attorneys’.

Eighteen months or so after it was filed, it is published. None of the
claims have yet been finalized, neither I nor the public knows which
claims are going to be finally allowed. No one knows what the Patent
Office will or will not cite against me because it may well be that in 18
months there has been no action or there has been no agreement as to
claims. The public is invited to send in documents and evidence that
will help the Patent Office pass upon the case. The public doesn’t
know what will be useful or not. The probability is that either the
public will not bother or, if it does bother, it will send in a completely
useless avalanche of information which the Patent Office already has
and is perfectly capable of referring to without outside help.

Finally, let us hope that my attorneys and I overcome all of the
objections generated both inside and outside of the Patent Office and 1
finally get a patent. Having lived through all this difficulty I am
reasonably sure I have a good and, perhaps, basic patent. I have spent
some additional money developing it further, applying for additional
patents on improvements and modifications. Having the basic patent
in my hand, I either go into production or try to license the invention,
or both. In any case I try to innovate the product.

If I try to sell the invention, a sword of Damocles hangs over my
head. Within three years, any outside party can come in and by paying
what the Commission feels is a high fee—$500 or so—produce evidence
which they withheld until now to show that the invention really
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cannot be patented. They happen to know of some art practiced in
some dark corner of Africa of which the Commission and I were not
aware.

Or, if I go into production, the competitor who has been quiet until
this moment and who waited to see how the invention developed, and
who sees that the product is catching on and that the market is
opening up, introduces new evidence and again, by paying a rather
trivial fee for an infringer, kills my patent.

In the present system if I threaten the third party with an infringe-
ment suit, he can argue the validity of my patent. We are both in
court, we can ask questions, and a judge can decide the merits of the
case. Under the present proposal I cannot take a counteraction. The
possible infringer or the opposer runs no risk except losing his $500
and he knows, further, that he can take it to court at a later time if he
so wishes.

Finally, I overcome this opposition also. I prove that the patent
should be issued, perhaps losing a claim or two, and the patent is kept
in force. I keep spending more money as an innovator, and feel quite
sure that I have a patent. The opposition is not satisfied. It starts to
infringe. It takes me to court and presents either old or new art and the
court holds the patent invalid. I appeal. The appeals court confirms
the decision of the lower court—the patent is invalid—and the claims
are stricken from the record. At this late stage I lose everything. I have
no further recourse.

Suppose that even here I win. Suppose the patent claims are held valid
and infringed and the case is appealed and I win again. Does this
settle the matter? No, not at all. I am still living under a blade and
this is not merely the sword of Damocles, it is a swinging pendulum of
Poe. Anyone else can start infringing and I can repeat the suit, and the
patent can be held valid five times, and finally held invalid on the
sixth try.

It seems to me that the injustices of these proposals are so obvious
they do not require a detailed spelling out. Permit me then, with all
due respect to the Commission, to propose a simplified procedure. Let
us assume that the first-to-file, because of its international aspects, is a
worthy aim. Let us concede moreover that the question of interfer-
ences of which much has been made ir public discussions is really a
trifling one and essentially a straw man. The following figures are
worth noting in this connection. In 1964 there were about 88,000
patents applied for, of which 987, or about 1 percent went into
interference. In 1965 there were about 89,000 patent applications of
which 651 were in interference, or less than 1 percent. In 1963 there
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were 93,000 patent applications of which only 473 were in interfex
ence, or less than 14 percent. Of those that were in interference, more
than half were conceded to the first to file, less than half were involved
in taking testimony, and of those, the junior party won some 40
percent. The overall story on interferences, then, is that some fraction
of 1 percent are won by the junior party—something like 1/8 of 1
percent. One could argue that this 1/8 of 1 percent could involve an
important patent and this is undoubtedly so. But the American patent
system doesn’t reward the first inventor but the first diligent inventor
who reduces to pratcice, and preferably applies for a patent. It seems
then that the question of interferences is not important if the inventor
knows that he has time diligently to pursue the invention and to
prepare and file an application.

THE FIRST TO FILE AND THE FIRST TO INVENT

I therefore propose the following, and this idea is not mine but was
proposed by my young daughter who also happens to be an inventor.
Let us then have the first to file get the patent, but let us, nevertheless,
set up a limited interference procedure if two or more inventors file
on the same invention within, say, one year of each other. If the junior
party so desires let testimony be taken as in the present case. If the
junior party can prove that he invented first, and reduced to practice
first, let him have a nonexclusive, nontransferrable free license to use
and market the product of the invention in his own name or in the
name of his employer at the time he made the invention.

This limited interference procedure would take the great pressure
from the rush to the Patent Office and would have some very
important secondary benefits. Under the Commission’s proposal a man
who overhears another, or who happens to pick up information by
going through a plant as a visitor, could easily be the first to file and
win the patent and there would be no way of cross-examining him or
of bring derogatory evidence into the open except by suing him for
theft. If the parties involved know that there is a regular procedure by
which evidence can be taken, the incentive to copy an idea, (if you
don't like the word steal) would be very much reduced, and certainly
the pressure to file in a hurry would be greatly reduced. This is
particularly true for the patents filed by large corporations who are
basically interested in patents to protect their own manufacturing
freedom and not as a source of revenue.

Some countries protect the first inventor from the first to file even if
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the first inventor does not file for a patent application, and this is
being proposed in an amendment to the present pending legislation. I
suggest that if this is done it will merely encourage secrecy because a
manufacturer who is not interested in exploiting his patents by
licensing would be fully protected by merely keeping his patent in use
and not disclosing it to others. Giving such a manufacturer a nonexclu-
sive license could be very unfair to a subsequent inventor who does
disclose his invention by filing in the Patent Office and who might not
have expended the effort and money on the invention if he knew that
the invention was already in use by, perhaps, the only potential
customer. In general, I agree with the implied aims for our patent
system and with the expressed opinions of the President’s Commission
that secrecy in our civilian technology should be discouraged.

Another reason for setting up interference, outside of the matter of
rights to the first to invent, is to decide who is entitled to what claims.
It is certainly necessary that claim copying be allowed, otherwise one
gets into the silly situation that the first to file may receive much
weaker claims than the second to file.

The third benefit of an interference procedure is that it would
eliminate the need and waste involved in filing preliminary applica-
tions since the pressures to get an early date would be greatly reduced
for most, but not all, patent applications.

As far as preliminary applications go, I think it is a bone thrown to
the inventor by the Commission who, I believe, felt very uneasy about
the justice of giving the patent to the first to file. The preliminary
application, which could be multiplied several fold before the final
application is filed, would be a flood of paper which the Patent Office
certainly does not need and which is not likely to help the inventor.

PuBLICATION BEFORE ISSUE

I like the idea of publication of the application before issue, but not
in the manner proposed by the Commission. I think the application
should go through the Patent Office in the normal way and after the
proper claims have been allowed, the patent should be published as at
present with the whole case released to public inspection. This should
be done, say, six months before the final issue. The public then would
know what the patent contains, what the claims say, what the Patent
Office cited in the case and if the public has anything to contribute it
should be done at this point, and not before. It may well be that the
public will have very little to contribute and that the amount of
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additional paper that the Patent Office will have to examine will be
quite small. If new and pertinent art is cited it would require a change
of claims. This would be done by amendment or some of the claims
may be disallowed. Finally the case should be ready for issue after the
new prosecution. There should be no further outside interference.

After the patent has been issued, there should be no further actions
by third parties in the Patent Office. The three-year invalidation
procedure is an intolerable procedure. If no infringement arises, there
will be no threats, and no validity test in court. If a third party thinks
that the patent is invalid, let him take his chances and infringe and let
us have a day in court and let the laws provide that what is sauce for
the goose is sauce for the gander. If a first court and an appeals court
hold a claim of the patent valid, let it be valid for the life of the
patent and not be contestable. If it is held invalid and the appeal
sustains this, let it then be, as in the Commission’s proposal, invalid,
and invalid for all time and stricken from the record.

I have heard objections to the above based on the possibility that
the holder of a patent may deliberately pick a weak opponent. Various
safeguards can be suggested. The simplest is not to change the present
laws about patent trials in court, or let the C.C.P.A. handle validity
cases.

Now let us look at some of the other proposals and how they
discriminate against the inventor. For example, the terminal dis-
claimer rights are reduced. The argument is that the inventor should
not get broader rights than absolutely necessary to define a monopoly.
This goes back to my fundamental question. Should or shouldn’t the
inventor have broad rights? If the terminal disclaimer does not hurt
the public and gives the inventor some additional freedom, then why
not maintain the present practice?

Take the matter of the reissue of a patent. A mistake has occurred.
The inventor asks for reissue. Today he can change all of the claims,
broaden them or modify them so as to get his full rights. If some third
party has started to manufacture in ignorance of the new and possibly
broader patents, he has certain intervening rights which protect him.
The Commission’s report says that reissued patents cannot broaden
the rights under any conditions. Again, why? If there was a mistake
made, why should the inventor be penalized by the mistake? Why not
give the invention the broadest possible protection?

Take the matter of the patent life of 20 years from the date of filing
rather than 17 from the date of issue. The Commission states that this
is done in order to prevent the attorneys for the inventor (implying, of
course, that they are somewhat dishonest, possibly along with the
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inventor) from deliberately doing various tricks to stretch the period
of pendency so as to get longer patent protection. Having discussed
this matter with many attorneys I find that the Patent Office has
ample rules and regulations by which they can bring the issue to a
close, and if the rules are not sufficient, they can certainly be strength-
ened. The fact is that an important patent may (and almost always
does) take longer to go through the Patent Office than a minor
invention. The more basic the invention the more difficult is the
search and the more difficult is the definition of what is new and what
is old. If the important inventions do take considerable time to get
through the actions of the Patent Office, ordinary sense of justice
should indicate that the inventor should not be penalized. Seventeen
years from the date of issue should certainly be maintained. This is
another subject that has to do with international patenting, but since
the laws of each country will be different and the rights of the
inventor will be different no matter what international patent agree-
ment is obtained in the foreseeable future, it seems that the local
rights of the inventor, the fees and the taxes he pays, the life of the
patent, his rights to sue and many other things will have to remain
different in every country. The inventor should not be penalized
because the Patent Office doesn’t have the rules to cope with the shady
practices of attorneys.

Take the matter of fees. The new recommendation is that the
Patent Office should not be completely, but more or less completely,
self-supporting. If the patent system of the United States is, in fact,
promulgated for the benefit of all the people, then what sort of justice
is it for the inventor and his backers to carry the expense of the
system? Why not argue then that the Supreme Court should be
self-supporting by collecting, say, a 5 percent fee on the value of the
cases before it? And how about the Bureau of Standards and the
Weather Bureau and the Department of Agriculture? And how about
the Army and Navy? This last has been tried with somewhat dubious
success.

Consider the matter of the present grace period and the Commis-
sion’s rather curious suggestion that the preliminary applications be
considered somewhat as a substitute for the grace period by giving the
inventor a year in which to perfect and test the marketability of his
invention. The Commission is far too sophisticated to make such a
naive statement. One year is nowhere near enough a length of time to
perfect and test an invention. We do not, in fact, live under the
grace-period system. If anyone wants to file abroad, and nearly all of
the important patents are involved in foreign filing, no one dares to
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publish before the patent is filed. I think that the grace period and the
arguments about it are mainly a straw man and the substitution of a
preliminary filing for the grace period, in my opinion, is of little
value.

PRESUMPTION OF CORRECTNESS

There is the matter of writing into law the statement that the
decisions of the Patent Office in denying a claim should have the
presumption of correctness. This means that the court will not review
the subjective matter of the Examiner’s opinion but only his legal
right to pass upon the claim. I think that this is a difficult and a touchy
subject. Certainly I would like to see the decisions of the Patent Office
have the presumption of validity both in denying and issuing claims.
But because of the great difficulty of getting and keeping extremely
competent personnel in the Patent Office, because of the fact that the
salaries of the Examiners are lower than the competing salaries of the
patent attorneys outside, because of the fact that the arts are getting
more difficult to search and because of the complexities of modern
science and the great prolification of documents, I think it would be
unfair to the inventor not to be able to get a review of the actions of
the Patent Office. I happen to be a great admirer of the decisions
rendered by the C.C.P.A. and have followed them for the last 10 to 15
years. At a meeting of a great many patent attorneys a few months ago,
I asked the question and the chairman put it to a vote as to whether
the opinions rendered by the C.C.P.A. are the kind of opinions that
these eminent patent attorneys would have rendered if they were on
the bench. The show of hands gave a unanimous support to the
decisions of this court.

There is an objection at the present time to the fact that the
decision of the Patent Office can be appealed via a double course,
either by taking it to the C.C.P.A. or the District Court of the District
of Columbia. I think that this double-track system should be elimi-
nated. I think that the appeal from the Patent Office should be limited
to the C.C.P.A., and that the appeals from this court should be only to
the Supreme Court of the United States. This is a simplification of the
present procedures and would eliminate a great deal of litigation.

DEFERRED EXAMINATION

I would now like to touch upon the peculiar conclusions of the
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Commission that they do not particularly like the deferred examina-
tion- but they recommend that it be made optional with the Secretary
of Commerce, or his delegate, at some future date. I object most
violently to the proposal for a system of patents where you file now
and pay later. The tendency will be to file more applications with the
assumption that some of them will be dropped. Certainly the only way
the deferred examination can help the Patent Office (for whom it is
obviously intended) is by the abandonment of many applications.
This is not the way to strengthen the patent system. There are many
ways of forcing abandonment, particularly those practiced in Europe,
such as raising fees during the life of the patent, deferred examina-
tions, and other such devices.

In the case of my watch regulator which is a patent that earned me
some considerable money (and I might add the only one that did so),
it took me nine years to sell the first license. If the deferred examina-
tion were in effect, I might very well have abandoned the application
because for the first five years I couldn’t arouse any interest at all in
the invention.

If a deferred examination is to be promulgated in spite of the great
opposition to the proposal, then I think it should be done by Congress,
after public hearings and all the other safeguards inherent in our
democratic system. It should not be done by the Patent Office acting
through the Secretary of Commerce. The laws of the land are much
too important and far too many interests lie outside of the Patent
Office for it to be allowed to make such a basic change.

While on the subject of deferred examination, I was most amazed at
the recommendation that third parties should be able to enter the
Patent Office with a request that the deferred examination be put
through its full examination cycle. At one time, when I was a small
businessman, I had some 30 patents pending on reading machines.
Since money was always very tight it would have been more than
likely that if a deferred examination were in effect I would have
deferred the final actions until I knew better what I could or could not
afford. A third party—some large corporation—could have come in and
by paying the relatively trifling fees would have forced me to enter a
full-scale prosecution of some 30 cases, all at the same time. I would
like to suggest that this is so obviously an injustice to the small
inventor, one who might not have 30 cases pending but, let us say, five
or 10, that it is beyond my understanding. The argument that the
third party is entitled to know what his rights are is certainly true. I
think this should be done by having a full examination system, as we
have at present, and which has worked so beautifully in the past.
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ONE WORLD—ONE PATENT

Having said so many things in opposition to the recommendations,
let me say something in support. Because the world is shrinking—
because the number of nations is rising, because more and more
people file in more and more countries, it would be a great service to
the inventor, to the patent systems and to the people of the world to
have one search and one patent issued on one invention. This patent
should be respected all over the world. This does not mean that the
inventor would have equal rights in all countries. As I said before,
these rights could be different, but at least the examination of the
pertinent art and the technical aspects of the patent could be made
uniform and issued in one place at one time. The fee could be many
times the fee charged by any national patent system today and still the
savings to the inventor would be very great. In the case of my
magnetic particle clutch, I filed in 22 foreign countries. There were
some 44 patents involved, and the initial filing fees and attorney fees
amounted to some $37,000. This was by no means the final cost and
did not involve any litigation, any interferences, or difficulties of any
kind.

It is because I believe in an international patent and international
cooperation that I support the first to file, but with the changes that I
have outlined above. It is interesting to note that in some 20 countries
a first to invent does have some rights against the one who wins the
patent by being the first to file, and the proposal for limited interfer-
ence and a limited license to the first inventor would certainly
eliminate many of the objections to the first-to-file system.

UPGRADING THE PATENT SYSTEM

Finally, I would like to add my personal recommendations for the
upgrading of our patent system. I do not believe that any patent
system can be better than the people who administer it—I mean the
Examiners and the whole staff in the Patent Office. I do not mean to
belittle the present staff. There is no agency in the government that
has a record as clear of blemish as the Patent Office. There is no
question about their competence, their devotion and their honesty.
But the Patent Office suffers, in our competitive world, because of the
present inability to pay the kind of salaries necessary to attract and
keep the kind and number of people it needs, and it suffers from lack
of space. I think that the staff should be greatly enlarged—I think the
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salaries should be greatly raised—I think the building and other space
should be completely replaced by a modern plant worthy of our
technological position in the world. I think if this were done the
questions of correctness, the respect for the decisions of the Patent
Office, and the quality of the patents will all automatically fall into
place. This kind of improvement cannot be done by writing new laws.
As long as our Examiners work essentially under a production-
incentive system, as long as outside competition makes it attractive for
them to leave for private practice after two or three years at the Patent
Office, as long as the working space is crowded and unattractive, we
shall not have the kind of patent system that the country deserves.

My closing note is this: I do not know of any ground swell of
objections to the present patent system. I am a member of the
Inventors’ Council and I know a great many inventors outside of it. I
also know a great many patent attorneys and I have taken part in
many meetings of various patent associations. Outside of the fact that
the Patent Office is experiencing difficulties, I know of no clamor that
says that our present patent system is unfair to the inventor, to the
manufacturer, or to the general public. Nevertheless, I believe that an
occasional re-examination of existing laws is advisable—changes can
always be made in an existing order, but these changes should be
made to improve the system, not merely to change it, and the patent
law of the country is much too important to be changed if the only
difficulty is that experienced by the Patent Office. Congress should see
to it that this is corrected. Let us be very careful as to how we modify
the best patent system in the world.






Commentary on “Patent Policy for Government -
Sponsored Research and Development”

BARKEV S. SANDERS*

INTRODUCTION

IN AN EARLIER ISSUE OF IDEA Professor Robert A. Solo had an
article with the above title.! The factual portion of Professor Solo’s
article is a confirmation of other studies of the negligible contribution
that federal R&D outlays have made to the civilian economy as
spin-offs in terms of patented inventions. It was this aspect that led to
the careful perusal of the article which emphasized to this commenta-
tor some of the imperfections of Professor Solo’s article.

To point out these flaws, more important, to emphasize the consis-
tency of these findings with the point of view that has been espoused
by this commentator,? and to question the logic of Professor Solo’s
recipe on how to transmute this government dross into creative gold is
the aim of this commentary.

* Dr. Sanders is a Principal Investigator of The PTC Research Institute,

1IDEA, Vol. 10, No. 2 (Summer 1966), pp. 143-206.

2 Sanders, B. S., “What Should the Federal Government's Patent Policy Ber,”
IDEA, Vol. 8, No. 2 (Summer 1964), pp. 168-198.
————, “Comparative Yield from Government Versus Industry Financed R&D,”
IDEA, Vol. 9, No. 1 (Spring 1965), pp. 1-24.
——————, “Further Observations on Comparative Patent Yields from Govern-
ment Versus Industry Financed R&D,” IDEA, Vol. 10, No. 1 (Spring 1966), pp.
33-60.
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On the main issue, that to date the large expenditures by govern-
ment for R&D have had negligible returns, if these returns are
measured in terms of economic gains realized through patented
inventions, Professor Solo and this commentator agree fully. Professor
Solo summarized his findings thus:

Benefits to the economy at large from the commercial non-space
application of waived inventions have not been significant. Some 15
billions in R&D contracts, producing through 1964 more than 2,600
inventions by contractor employees, involving a complex and costly
apparatus for waivers and patents, résults after six years [actually
seven years] in the commercial application of six inventions, none of
them important. . . .8

The present commentator tried to quantify roughly the barrenness
of government supplied R&D as far as economically useful patented
inventions were concerned. He observed:

These 78 companies, while they accounted for 55 percent of all the
federal R&D, accounted for only 28 percent of the company-supplied
R&D, and the average company expenditure per patent was $280,-
000. That is a 13-to-1 ratio in terms of patents granted.

When we consider the utilization rate of patents, my larger
study—that is the Research Institute’s larger study—indicates that
some 50 to 60 percent of the private assigned patents are utilized
commercially. The commercial utilization rate of patented inven-
tions resulting from Government-supplied R&D is much smaller.

The 120 companies circularized by the Subcommittee were also
asked to report the proportion of governmentally financed patented
inventions that had been put to commercial use. The proportion of
such patented inventions reported by the 78 companies which
returned completed questionnaires was about 5 percent—a ratio of
more than 10 to one compared with the utilization ratio obtained for
patented inventions resulting from company-financed R&D funds.

Furthermore, such limited information as we have regarding the
comparative monetary returns from Government R&D-generated
patented inventions that are put to commercial use with such returns
from company-generated patents would suggest most conservatively
another 10 to one ratio. Thus, combining these three differentials
indicates that our former ratio of $1000 government-supplied R&D
dollars being equivalent to [one] private company R&D dollar, as
far as commercially productive patented inventions are concerned,
seems, if anything, quite conservative. . . .4

It is seen that our main conclusions are consistent. However, when it
comes to possible remedies I cannot see much merit in Professor Solo’s
recommendations.

Professor Solo’s article is divided into three parts. The first part is
historical, it essentially deals with pressures which went into shaping

3 Supra footnote 1, p. 175.
4 Sanders, B. S., IDEA, Vol. 9, Conference Number 1965, pp. 177-178.
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up the Presidential Directive on government’s patent policy in 1963. 1
find the analysis pertinent and well executed; but there are some
assertions that have no factual basis. The second part is an examina-
tion of empirical experience with patents of the National Aeronautics
and Space Administration. In this area while basically our findings and
Professor Solo’s agree, there are, however, some technical deficiencies.?
The third part consists of a series of policy recommendations by
Professor Solo with respect to which I have many reservations and
even apprehensions.

ParT 1

In this part Professor Solo observes:

In fact, the Presidential Directive has not yet caused a discernable
difference in the disposition of the patented inventions arising under
Government R&D contracts as indicated by currently available
statistics. For example, it appears in connection with the Army,
Navy, and Air Force, both in 1963 and 1964, that substantially all
disclosures of inventions were made under contract clauses which
gave to the contractor an option to retain title by filing a patent
application. . . .8

In support of this assertion Professor Solo cites the Second Annual
Report on Government Patent Policy (June 1965) by the Patent
Advisory Panel to the Federal Council for Science and Technology.
The statistics reported in that citation do not support Professor Solo’s
conclusion that the Directive had not had an effect. Of course the
Directive was issued in October 1963 (fiscal year 1964), so it could not
have had any bearing on patents issued in fiscal year 1963 or even
disclosures of that year unless one assumes political events cast their
shadow before them. But it appears to have influenced the proportion
of disclosures and patent applications in which the government re-
tained title in 1964. Table 1 taken from the Third Annual Report’
demonstrates this effect.

5 Many of the statistics cited by Professor Solo are at variance with another recent
study based on NASA patent statistics, but I shall not dwell on that extensively.
Watson, D.S., Holman, M.A,, “An Evaluation of the Patent Policies of the Na-
tional Aeronautics and Space Administration,” prepared for the National Aero-
nautics and Space Administration by the Department of Economics, The George
Washington University; Report of the Committee on Science and Astronautics,
U.S. House of Representatives, 89th Congress, 2nd Session, Serial U, 1966, 174 pp.

8 Supra footnote 1, pp. 147-148.

7 Annual Report on Government Patent Policy (June 1966), Federal Council for
Science and Technology.
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Looking to the three defense agencies, the proportion of patent
applications for which the government retained title, for the Army
there was a decline from 43.0 percent (column 8) in 1963 to 41.4
percent (column 9) in 1964 (combining government employees and
contractors) and it went up to 46.1 percent (column 10) in 1965. For
the Navy, however, there was a big increase in 1964, from 47.3 percent
(8) in 1963 to 58.0 percent (9) in 1964 and 60.2 percent (10) in
1965.% For the Air Force the corresponding percentages were 11.0 (8),
22.2 (9), and 28.7 (10), for 1963, 1964 and 1965, respectively.
Considering NASA, the percentage of patent applications in which the
government retained the title was 71.9 (8) in 1963, 81.6 (9) in 1964,
and 81.7 (10) in 1965—again indicating a sharp change in 1964, the
fiscal year in which the Presidential Directive was issued. For all
agencies combined, these percentages are 44.2 (8) for 1963, 51.2 (9)
for 1964, and 57.2 (10) for 1965. Patents issued also reflect this
general tendency, even though for NASA itself the change between
1963 and 1964 is comparatively small—-70.7 (17) and 71.4 (18)
percent, respectively. The frequency of patents issued for which the
title was left with contractors are not given for the three defense
agencies. But for the departments for which this information is
supplied the percentage of patents issued in which the title was held
by the government was 72.6 (17) in 1963, 81.1 (18) in 1964, and 83.5
(19) in 1965—notwithstanding the fact that in all probability most of
the patents issued in 1964 must have been applied for in 1963 and
earlier—before the Presidential Directive—and the decision of who was
to have the title, as a rule, is reached prior to filing the patent
application.

The upward trend for government to retain title is observed both
for inventions made by government employees and contractors. For
instance, for employees the proportion of patent applications for which
the government got the title were 73.3 (2), 77.2 (3), and 80.3 (4) for
1963, '64 and ’65, respectively. With respect to patent applications
from contractor disclosures, the corresponding percentages were 29.6
(5), 35.3(6), and 42.7(7). For patents issued, however, the percen-
tages in which the government retained title did not change materially
for patents resulting from government employees. These percentages
were 69.1 (11), 68.8 (12), and 69.4 (13), for 1963, '64 and ’65,
respectively. However, for patents which resulted from disclosures by
contractors the percentage in which the government took title in-
creased overtime, i.e., 62.6 (14), 77.0 (15), and 79.83 (16), for 1963,

8 The numbers in parentheses refer to columns in Table 1.
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'64 and '65, respectively. The failure for government-employee patents
to reflect the effect of the new policy, while patents issued based on
contractor disclosures do, coupled with the effect of the new policy
apparent from patent applications based on employee disclosures
would suggest perhaps a longer period of time that applications filed
by the government for its own employees remain pending in the
Patent Office in comparison with patent applications based on dis-
closures from contractors.

We are inclined to attribute the increases in the percentage of
patent applications and patents issued reflected in the statitsics sum-’
marized in Table 1 to the Presidential Directive. In this we have the
support of the Federal Council for Science and Technology In its
Annual Report® the Council observes:

Changes in agency policies and regulations have resulted in almost
every instance in more restrictive contractual provisions on the
granting of rights to contractors, and in obtaining a greater protec-
tion of the public interest in instances where exclusive commercial
rights are retained by contractors. For example, prior to the issuance
of the Policy Statement, contracting officers in the Department of
Defense were required to obtain special permission to use a clause in
a research and development contract which acquired title to result-
ing inventions on behalf of the Government; in all other cases, the
clause used permitted the contractor to retain title. Since the change
in the DOD patent regulations, however, the use of clauses acquiring
title to resulting inventions on behalf of the Government is required
as a matter of course in all situations recommended for such action
in the Policy Statement. . . .

Other statistics disclose the fact that the discretionary authority of
the agencies under the guidance of the Presidential Policy Statement
has resulted in a greater use of clauses acquiring, or reserving the
right to acquire, title to inventions on behalf of the Government. For
example, statistics collected by the Department of Defense for the
month of April. 1965 showed an increase in the use of patent clauses
either acquiring or reserving the right to acquire title to resulting
inventions on behalf of the Government. The statistics for this one
month period disclosed that clauses either acquiring or reserving the
right to acquire title to resulting inventions were used in 187 out of
692 contract actions, whereas such clauses were used by the Depart-
ment of Defense in only 46 instances out of a possible 24,253 in all
of Fiscal Years 1963 and 1964 combined.10

Finally, as we have done, the Council cites the statistics showing an
increase in the number of disclosures of inventions in which the
government took the title. These statistics show that disclosures in
which the government took the title were 5,519, 6,489 and 6,821 for
1963, 1964 and 1965, respectively. Percentagewise, the government’s

9 Supra footnote 7, pp. 1-2.
10 Ibid. p. 2.
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shares were 76.2, 80.7 and 83.4 for 1963, '64 and 65, respectively, thus
confirming the evidence cited by us and our interpretation of it.
This criticism of Professor Solo’s conclusion as to what the effect of
the Directive has been applies equally to the following assertion:
In the National Aeronautics and Space Administration, change

has been in the opposite direcion, toward the norm of the Depart-
ment of Defense. . . .11

Statistics given in Table 1 appear to contradict the above assertion;
we have already touched on these when considering Table 1.

ParT 11

To this reader the first paragraph in Part II could be confusing to
the lay or casual reader. It reads:
Since 1958 NASA has accumulated two sets of inventions, both
drawn from the same universe of technology. One set of inventions,
produced by private contractors and by NASA research centers, is
offered to the public for non-exclusive, royalty-free licensing. . . .12
We assume this first group represents the inventions by government
and contractor employee inventions for which the government retains
the title.
Then Professor Solo proceeds to characterize the other set thus:

The other set consists of inventions where exclusive commercial
rights have been waived to R&D contractors who produced them. . . .

It seems to us this is an involved way to say that in this second set the
contractors got the title—and the government has merely a license for
royalty-free use when needed governmentally and not for the general
market.

There is also serious question as to whether these above character-
ized two sets of inventions, even though drawn from the “same
universe” of technology, can be regarded as unbiased samples from a
universe, especially when one is considering the probability of their
being put to commercial use. Yet, that seems to be the assumption on
which Professor Solo proceeds, for he writes:

An examination of that record {record kept by NASA on
inventions] offers a basis, so far the best available, for comparing the
efficacy of the two alternative patent policies, freely offering pa-
tented inventions to all or of granting exclusive commercial rights to

11 Supra footnote 1, p. 148.
12 Jbid. p. 152.
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individual contractors, as means of promoting the commercial
application of the inventions produced through Government-
sponsored R&D.13

While we concur that a comparison of the type that Professor Solo is
making might prove instructive, at least suggestive, we cannot accept
his rationale that opportunities and incentives for economically worth-
while inventions in government service are equivalent to those found
in industry. In government much more often than in private industry
strategic positions are filled on the bases of considerations often other
than the qualifications of the individual for a given job. This is of
great importance with respect to economic productivity of the employ-
ees. Similarly the promotional policies of the government with respect
to its employees are not in terms of productivity only in the technical
field in which the employee has competence. More specifically, em-
ployees of companies whose main concern is government contract, and
those employees of other companies whose work is restricted to
government contracts could differ (and probably do differ) systemati-
cally in their traits from other employees of these same companies.
Because of these and many other qualitative differences it is question-
able whether the productivity of inventions by government employees
and employees of government contractors are on par—regardless how
large the universe. The largeness of the universe is an asset for
comparison only if there are no systematic differences making the two
groups that are being compared incomparable, where the differences
are random, otherwise large samples add to the difficulty of comparing
them—they are of no advantage whatsoever.

Where the proportion of scientists to the number of disclosures is
considered, question might be raised whether consideration should
have been given to the fact that disclosures of contractor employees go
through two sieves while that by NASA employees go through only
one sieve. Furthermore, in spite of the fact that the comparison with
respect to productivity is confined to 1965, the work of NASA employ-
ees has greater continuity than the work of employees of private
contractors where the books with respect to a specific contract open
and close with each individual contract and the disclosures flowing
from such a contract could be affected by this differential.

Another questionable procedure is relating disclosures in a year to
the R&D expenditures for that same year—as a rule the disclosures in
one year are referable to expenditures incurred one or two years before.
It is quite plausible that the time gap between the time for financial

18 Ibid.
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outlay and the date of disclosure might be greater for private contrac-
tors—if true, this will indicate perhaps somewhat higher yield per unit
of expenditure and this corrective factor could be larger for contrac-
tors vis-a-vis government employees.!4

It is believed the validity of the following assumption is question-
able:

Supervision, following its functional imperatives, would seek to
minimize these inventive excursions and diversions from the R&D
task-at-hand. There would seem, however, no a priori reason to
suppose that this check on invention and disclosure would be
intrinsically different or more or less severe for in-house than for
out-of-house R&D.15

The statistics given in footnote 14 would contradict this assertion.
The proportion of inventions received from contractors in 1959 in
comparison to that received from NASA employees was 18 percent; in
1960 this increased to 58, then to 124, 211, 174, 292, 548 and 902 in
1966—this in spite of the assertion by Professor Solo of there being no
intrinsic differences in opportunities to invent between in-house and
out-of-house groups. We are of the opinion that such supervision as a
general rule is much more lax for in-house as opposed to out-of-house
work. Furthermore, as we have intimated, the deadlines for individual
contracts further contribute to this greater limitation in productivity
of the out-of-house R&D. The very assertion of high priority that
NASA places on disclosures would also have the effect of relaxing
pressure on government workers, whose work might lead to some
disclosure. '

Professor Solo discounts the practice of government contractor
transfering an employee who has an inventive idea from government
contract to his own in-house R&D. While we may agree in principle
that probably it is not a widespread practice to transfer key people
who conceive a new idea from the government contract division to the
company’s own R&D divisions, there is probably a common practice to
transfer over time the more inventive employees to the appropriate

14 Statistics made available to this commentator by NASA indicate progressive
acceleration of disclosures from contractor employees as compared with NASA
employees. The annual figures given for NASA employees were 92, 123, 131, 212,
435, 412, 382 and 367 for the years 1959 through 1966, respectively and for the
contractor employees for the same years 17, 71, 162, 449, 759, 1203, 2094 and 3301.
If Professor Solo knew this, his method of comparison fails to make allowance for
it. According to NASA officials the comparative funds for in-house as against out-
of-house R&D have remained essentially constant over the years—90%, to contractors
and 109, to NASA’s own employees.

15 Ibid. p. 156.
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company divisions involved in in-house R&D for the company. This
would not be in any sense evasion, this would be a more efficient use of
manpower where the individual can advance best and contribute most
to the company’s success and to the society as well. (Emphasized by
Table II, p. 161) .

The actual definition of scientists may be different in government as
compared with industry. Government often relies on paper record—
graduation from a college or university—industry is more apt to rely
on accomplishment. Nor is there any indication how the scientists in
government or in industry who work on government-supplied R&D are
separated from other scientists. In other words there could be serious
doubts whether the different parameters used to compare productivity
of NASA employees with NASA contractors are appropriate. In
government not all the inventions come from employees who are paid
from the R&D fund while the contractor’s obligation is to transmit to
the government only those disclosures of employees who were paid by
the government-supplied R&D and that were completed within that
time. Were the differences appreciated and allowances made for them?
There is no indication of this, just as there is no indication that
contractor disclosure rate has been rising very rapidly in comparison
with that by NASA employees. These differences do not iron them-
selves out just because more than 50,000 scientists or five billion
dollars are involved.

The wide variability in inventive productivity of different compa-
nies depicted in Table II is in line with our own findings with respect
to companies circularized by the Senate Subcommittee on patents,'®
and our own analyses of this experience.”

With respect to number of disclosures related to dollars, it should be
appreciated of course that despite the apparent common definition of
R&D supplied to different agencies by the National Science Founda-
tion there is nevertheless wide variation in the different agencies as to
what is included in R&D expenditures and what is excluded. Further-
more, the content of research activities vary widely within the differ-
ent agencies and the criterion as to what should be reported as
disclosure varies. Aside from these, the dollar figures given are obliga-
tions rather than actual expenditures. Furthermore, as we have men-
tioned earlier, the disclosures in a given year by and large cannot be

16 Patent Practices of the Department of Defense, Preliminary Report of the Sub-
committee on Patents, Trademarks, and Copyrights of the Committee on the Judi-
ciary, United States Senate, 87th Cong., Ist Sess., pursuant to S. Res. 55 (Washing-
ton, D.C.: G.P.O. 1961).

17 Supra footnote 2.
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the product of R&D expenditures in that year—but rather such
expenditures in prior years. With that in mind in Table 2 we have
related the number of disclosures in 1964 to R&D obligations given for
1963, and disclosures in 1965 to obligations in 1964 in million dollars.
We have also shown the dollar obligations per patent application by
relating such applications for 1965 to R&D obligations for 1963.

As one would expect, they show wide variations for the different
agencies and in general much higher costs by contractor per disclosure
or patent application as compared with comparable costs by govern-
‘ment employees. Thus for 1964 disclosures the range is from 4.12
million dollars (column 4) per disclosure for HEW to $120,000 for
TVA; for NASA, the value is $750,000, about the same as the average
for all governmental employees in all the departments, $760,000. This
indicates a range of 4.12/0.12 or 34-fold difference. For contractor
disclosures for the same year, the obligation dollars per disclosure
ranges from $12.1 million for Commerce to $590,000 for the Navy, or
a range of 21-fold (note the range is higher among employees). The
average for contractors is $1.21 million, or not quite twice that shown
for employees. Variability is high between the departments for both
employees and contractors and there is little relationship between
column 4 and column 7.

In columns 16 through 20 the R&D obligations of each department
for 1963 are related to the patent applications of that department in
1965. Again separate estimates are made for government employees
related to R&D obligations for intramural work and patents filed on
contractor disclosure to extramural obligations for R&D. For employ-
ees the range is $14.64 million for HEW to $420,000 for TVA, with an
average of $1.62 million. For contractors the range is $20.98 million
for NASA to $1.18 million for the Army, with an average of $4.16
million per application. This wide disparity would suggest that the
things we are trying to compare are perhaps hardly comparable except
for some common labels attached to them—or one might say in spite of
the common label attached to them. It is also plausible that in the
out-of-house research some of the expenditures even though labeled
R&D are actually for supplies and equipment—which is ignored when
employee productivity is measured in terms of disclosures or patents.
Without more first-hand knowledge of what these governmental agen-
cies get from various contractors it may be risky to relate productivity
of dollars to disclosures and patents and arrive at any firm generaliza-
tions.

Professor Solo cites the work of Freeman, apparently what Freeman
has done for Electronic Capital Goods is the same type of thing that
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this commentator did using the entire list of contractors who supplied
information to the Senate Subcommittee on Patents, Trademarks, and
Copyrights coming to identical conclusions.’®* The 12-to-1 ratio
9000/760 is essentially what this commentator obtained in an earlier
analysis with respect to all government R&D expenditures whether
intramural or extramural, compared with industry’s expenditure of
R&D. Speaking of comparative number of patents issued this commen-

tator observed:

Assuming the 32,000 is correct, [number of patents issued
1946-1959] as the number of patents having resulted from federal
R&D expenditures, 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 2,000. This
yields a ratio of 12:1 between corporate R&D expenditure per patent
as compared to government expenditure for R&D per patent. 19

In the second article, based on the Department of Defense material
partially used by Freeman, this commentator demonstrated the rela-
tionships summarized in Table 3.2

TABLE 3
COoMPARATIVE APPROXIMATE PRICE Tags FOR PATENTS FROM FEDERALLY
ProvipED AND INpusTRY SUPPLIED R&D DERIVED FROM THE INFORMATION
SupPLIED BY THE 78 COMPANIES

In $1,000,000
Per Patent
Per Patent Per Patent Application
Source of Money 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

These are consistent with Freeman’s findings which are based on a
portion of the Defense Department’s experience, as well as with the
global federal experience compared with private companies for the
14-year period, 1946-1959.

18 Freeman, C., “Research and Development in Electronic Capital Goods,” Na-
tional Institute Economic Review No. 3¢ (November 1965).
Sanders, B. S., “Comparative Yield from Government Versus Industry Financed
R&D,” IDEA, Vol. 9. No. 1 (Spring 1965) pp. 1-24.

19 Sanders, B. S., “What Should the Federal Government’s Patent Policy Be?,”
IDEA, Vol. 8, No. 2 (Summer 1964), pp. 168-198. (P. 172)

20 Sanders, B. 8., “Government Versus Industry Financed R&D,” IDEA, Vol. 9,
No. 1 (Spring 1965), p. 19.
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The relationship between disclosures, which Professor Solo labels
inventions, from government-supplied R&D to patent applications
might be derived from the Annual Report on Government Patent
Policy. On the basis of this report some of the figures found in
Professor Solo’s Table III seem to be in error. For instance in 1963
and '64 patent applications filed by AEC are 556 not 551, for the
Army, 1842 and not 1037, for the Navy, 2587 and not 1518, and for the
Air Force, 1707 and not 1508. These discrepancies for defense agencies
result from the fact that Professor Solo included all the disclosures but
failed to include in his patent applications the applications filed by
private corporations—which seems hardly appropriate.

Furthermore, in comparing the conversion of disclosures into patent
applications the question of timing is essential, otherwise the compari-
son may not have full significance. This is especially important in
comparing the conversion ratio for NASA employees with NASA
contractors. We have shown for instance that disclosure by contractor
employees was rising very rapidly while that from NASA employees
was actually declining. Another consideration is that where patenting
is by government, costs are given little if any consideration, this is not
the case if the company has to pay for it. Also it is possible that often
in order to patent considerable time is needed from the employees
who made the invention. Contractors may be reluctant to allow such
unproductive time to the employee while the government may have
very little or no restrictions. Furthermore, when the contract is
completed the employer has every right to prohibit his employees
from spending more time to assist the patenting of disclosures which
resulted from an earlier contract. Finally there is the possibility that
government decision to patent employee disclosures may come from
internal pressures which may not have any meaning for-disclosures of
contractor employees. These are possible factors which could con-
tribute to the 5-to-1 differential in patenting for NASA employee
disclosures when compared with contractor employee disclosures. A
higher turnover in contractor employees, as compared with that of
government employees with greater job security, could be another
contributory difference both in the number of disclosures and in the
proportion of these for which a patent application is filed.

With respect to ratios given in Table III, if the disclosures of 1963
and 1964 are related to the patent applications of 1964 and 1965,
respectively, the ratio of inventions to applications which we obtain for
the agencies shown in Table I1II given by Professor Solo are as shown
in Table 4 below.

With respect to differential rate of patenting between employee
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TABLE 4

PRrOPORTION OF THE NUMBER OF DISCLOSURES T0 NUMBER OF PATENT
APPLICATIONS FOR SELECTED GOVERNMENT AGENCIES

Ratio of disclosures per application

Agency Sanders® Solo?
AEC 5.55 6.08
NASA 5.60° 6.17¢
Army 1.67 3.47
Navy 2.12 3.41
Air Force 3.90 3.54
Combined 2.84 —

® Sanders using fiscal year 1963 and 1964 disclosures relating these to 1964 and
1965 patent applications filed as given in Annual Report on Government Patent Policy
(June 1966). It should be observed that the ratios will become more favorable to
contractors if the interval was assumed to be two years rather than one—two years
might be more accurate.

b Taken from Table IIT of Professor Solo’s article p. 167.

¢ The figures are not comparable since Professor Solo uses disclosures and patent
applications for the entire period of 1958-1965.

disclosures. and contractor disclosures, the results which we obtain
based on statistics given by the Federal Council for Science and
Technology are summarized in Table 5.

On this basis the contrast instead of being 2.91 to 10.1 or 3.5-fold is
2.6-fold, somewhat less striking. Moreover this excess is not true with

TABLE 5

CoMPARATIVE RaTio BETWEEN THE NUMBER OF DISCLOSURES PER PATENT
APPLICATION FOR GOVERNMENT EMPLOYEES AND CONTRACTORS*

Agency Employees Contractors Ratio
AEC 7.75 5.52 .71
NASA 3.36 8.69 2.59
Army 2.17 1.36 .63
Navy 1.76 2.42 1.38
Air Force 1.87 © 4.34 2.32
Combined 2.09 3.24 1.55

* Using fiscal year 1963 and 1964 disclosures relating these to 1964 and 1965 patent
applications. These ratios again will become more favorable to contractor employees
if the time lapse between disclosure and patent application was assumed to have been
two years which might be closer to reality as far as contractor disclosures are con-
cerned.
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all the five agencies. In two of them, AEC and the Army, the patenting
ratio is actually higher for contractor disclosures as compared with
employee disclosures. For the five agencies combined the number of
disclosures per patent application is lower for contractor employees, 2.09
against 3.24, or a ratio of 1-to-1.6, about one-half of the differential indi-
cated by Professor Solo for NASA.

We fully concur with Professor Solo’s conclusion that:

All of these gaps of greatly varying magnitude between the rates of
invention and the rates at which inventions are patented underline
the danger of counting numbers of patents as an omnibus index of
inventive activity.21 (Emphasis added.)

We also agree fully with Professor Solo in his analysis and concul-
sion regarding the senselessness, as a rule, for government to go
through the motions of actually taking out a patent and throwing it
open to any one to practice the invention—publication would be

sufficient in most circumstances. But, of course when it comes to the
" argument of relieving the Patent Office of this extra burden one must
- not forget that government patent applications are relatively small—
2,140 in 1965 out of a total of 100,421, i.e. about 2 percent. The relative
insignificance of government-owned patents in relation to government
R&D is not always appreciated in certain quarters.

With respect to the low commercial utilization rate of patented
inventions resulting from government’s patenting, the Patent Utiliza-
tion Study was the first to indicate this; we had 17 federal patents in
that sample.

Inspection of Table IV indicates again no allowance is made for
some time lapse between the time when waiver was granted and the
time when commercial use would have been reported. It is said that
inquiry is sent to licensee a year after the waiver is granted— (footnote
3 to Table 1V). It is possible that in many instances the time required
for commercial exploitation could be longer. Since a relatively large
proportion of waivers, 66, occurred in 1964, it is possible that at least
some of the commercial use from these 66 waivers may not be reflected
in the statistics cited. Therefore the percentage of utilizations might
be as large as 7, but no higher. We concur, of course, with Professor
Solo that the vast outlays could not be rationalized on the basis of the
usefulness of these few patents.?

21 Supra footnote 1, p. 168,

22 With respect to the number of waivers utilized Professors Watson and Holman
report 23 in commercial use. Of these, two are held by individuals and 21 by cor-
porations. They therefore observe: “The replies to the waiver questionnaire show
that 21 of the inventions are in the stream of commerce. This is 11.59, of the total
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Of the non-waived patents and patent applications of NASA, a total
of 836, only 48, or 5.7 percent, were licensed. The licensees were
questionnaired and the returns indicated: “Only one minor instance of
commercial application was reported.”2?

If we limit ourselves to the 48 inventions the utilization rate would
be 2 percent, but if we relate it to the total number of inventions, 836,
which one could justify, the utilization ratio becomes 0.1 percent
which is highly inconsistent with the presumed findings of Professor
Holman that commercial utilization rate of federally owned patented
inventions was 10 to 15 percent.?* This commentator in a previous
interim report has suggested the probable unreliability of commercial
use reported by inventors in Professor Holman'’s inquiry, since utiliza-
tion ratio of all federally owned patents that could be derived from
licensee’s replies gives a much lower ratio about, 2 to 3 percent—unless
one assumes unknown large scale use of unlicensed government-owned
patented inventions which seems improbable.?® Professor Solo’s study
tends to corroborate the suggestion that:

It would appear much more plausible, therefore, to assume that
the true commercial utilization rate of these government-owned
patented inventions was substantially lower than 15 percent, perhaps
as low as 2.5 and not likely over 5 percent. . . .26

of waivers granted as of the end of 1965.” Watson, D.S.,, and Holman, M.A,, supra
footnote 5, p. 68.

An intermediate number between the figures given by Professor Solo as against
those given by Watson and Holman is given to this commentator by NASA officials
who canvass these companies annually regarding the commercial use of these
waivers.

23 Supra footnote 1, p. 176.

24 Holman, M. A., “The Utilization of Government-Owned Patented Inventions,”
IDEA, Vol. 7, No. 2 (Summer 1963), pp. 109-161. See specifically Table II, p. 154
showing 14.69, used, based on inventors reply. See also IDEA, Vol. 7, No. 3 (Fall
1963) for continuation of the same report, pp. 321-395, especially Table 15, p. 323,
showing 19.49, of government-owned patents used by licensees.

25 Supra footnote 19, especially pp. 176-186.

26 Ibid. p. 186. In the Patent Utilization Study 169, of the replies of inventors
of assigned patents as to the utilization of the sampled patent was “don’t know.”
Professor Holman shows no unknowns—which is surprising since government em-
ployee inventors are less likely to know if a patented invention of theirs assigned
to the government is being used by some private company. The report that 759,
of these employee patents were being used by the government also reflects such
overstatement. This commentator has been advised by NASA that their total pat-
entable inventions to date (4/20/67) number 664. Of these, 251 are said to be in
actual operational use; 197, in mock-up stage (some of which would undoubtedly
go into operational use); 129 not likely to be reduced to practice; 20, no use to
be made; 22, possible external use but no use in current experimental area; and
44, unknown whether any use could be made. On the basis of these statistics we
estimate roughly 509, utilization of these NASA-held inventions by the agency
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In fact the findings of Professor Solo, as quoted at the inception of
this commentary, are more disparaging as far as the so-called spin-off
values from federal R&D in terms of patentable inventions used
commercially are concerned, than that of any prior empirical study of
this type. In this connection we have a question. In our quotation
(from p. 175) Professor Solo refers to “more than 2600 inventions by
contractor employees,” we do not know how this number was ob-
tained. On page 159 Professor Solo has indicated the total number of
inventions, actually disclosures, by contractor employees from 1958
through 1965 was 4775. The Federal Council for Science gives 1,526
disclosures for NASA from its contractors for 1965. The sum of 2600
and 1,526 is 4126 and not 4775. It may be said, in general, throughout
the article the term invention is used rather loosely, it is not always
clear whether it refers to disclosures, to patent applications or to
patents granted. Also in the portion quoted from page 175, it is not
clear whether the six inventions that are reported used are among the
seven shown in Table IV as used (particularly since the footnote states
that if one includes a kit of brazing tools, the number of disclosures
used would become ten). Moreover, footnote 2 in Table IV makes it
appear that 160 are patents or patent applications and not disclosures—
or perhaps a mixture, which is confusing.

Conclusion regarding the negligible contribution that NASA’s R&D
has made to civilian non-space economy is presumably based on data
summarized in Table IV showing the number of waivers since 1959
and the number of these reported in commercial use. With respect to
those in which government took title, of 836 patents or patent
applications (again a mixture) only 5.7 percent were licensed. With
respect to these licensed ones it is said:

In December 1965, a letter survey was made from the Office of the
NASA General Counsel to determine the extent to which the
licensed inventions had been commercially applied. Eventually
replies were forthcoming from about half of the licensees. Consider-
ing the character of the licensee in a situation where a license could
be obtained by anyone at the cost of a postage stamp, these
who replied to repeated solicitation, probably constituted substan-
tially all of those who might seriously have intended to develop the
licensed invention for commercial use. Only one very minor instance
of commercial application was reported.

Thus the effort to transfer technology by offering inventions for
non-exclusive, royalty-free licensing has been as sterile of benefits to
the economy as have been the efforts to promote the transference of

itself. This is materially lower than the only such figure known to this commen-
tator, 75%,, given by Professor Holman. How the 664 is related or could be recon-
ciled with 836 cited by Professor Solo is not clear.
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invention through granting exclusive commercial rights to R&D
contractors.2?

Atter these assertions Professor Solo goes on to say:

They [his findings on patent obligation] are consistent with the
findings of Professor Donald Watson [who found a utilization ratio
of 13 percent] in his pioneering efforts, and with those of his
colleagues, particularly of Professor Mary Holman, [who alleged
14.5 percent based on inventors’ return, and 19.4 based on licensee
reports] at The George Washington University, as well as with the
work "of the Senate Subcommittee on Patents, Trademarks and
Copyrights covering the patent practices of the Department of
Defense and other Government agencies.28

While in a general qualitative sense these different studies come to
similar conclusions, their specific quantitative findings are widely
different and it seems misleading to say that they are consistent. With
respect to percentage of contractor-owned patents put to commercial
use, Watson and associates sent questionnaires to 102 companies and
other organizations holding title to 298 patents which had resulted
from government R&D. Of these, returns were received with respect to
143 patents. Of these 19, or 13 percent, had been developed subse-
quently for commercial use.?®

We find no data given by Professor Solo which would indicate such a
high proportion of patented inventions in which the contractor had
title that were put to commercial use. The highest percentage one
could infer from Table IV would be about 7 percent; actually on the
basis of figures given it is 4.4 percent, 7/160, which is markedly
different from Watson, et al findings. The difference is large, and if
one assumes the samples studied approximate some sort of random
sample, they would seem statistically different in use ratio.3?

This inconsistency would be even more true when one compares the
findings of Professor Solo with those of Professor Holman. For licen-
sees, Professor Holman found 19.4 percent were reported used, while
the figure given by Professor Solo would be about 2—in any event less
than 5; no actual percentage is given. Furthermore if one relates the
licensee replies on use to the total number of patents and patent

27 Supra footnote 1, p. 176. I would say more sterile by comparison with patents
to which government title was waived.

28 Ibid., p. 177. These are references to earlier works of Professors Watson and
Holman while working for The PTC Research Institute.

2% Watson, 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. 324.

30 The observed difference in the two percentages is 2.8 times the standard error
of the difference. :
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applications, the percentage from Professor Solo would be about 0.1
percent while that from Professor Holman yields 2.5 percent. Finally,
according to Professor Holman, of 11,674 patented inventions to which
the government had title, 1,487 were licensed, i.e. 12.7 percent, while
the percentage of licensed patents for NASA is 5.7. These figures are
not comparable, and their non-comparability could prove significant
even though they all corroborate the general theses that if patented
inventions are any measure of the value of federal R&D then we are
wasting our national resources on a grand scale—which could be the
case. But this does not mean that these different studies are internally
consistent in their specific quantitative finding. As we have emphasized
from the beginning, Professor Solo’s statistics, which according to him
are by far the best worked out, give results much more damaging to
any allegation of useful spin-offs from government-supplied R&D in
terms of patented inventions.

Even the finding of the Senate Subcommittee for Department of
Defense patents in which the contractor retained title—while signifi-
cantly lower than that found by Professor Watson and his associates—is
higher than that obtained by Professor Solo. Since there is little if any
room for sampling errors in the work of Professor Solo, in that he is
using essentially the entire universe, the higher percentages obtained
by Watson, Holman and the Senate Subcommittee could suggest
nonrepresentativeness of their samples, or more appropriately, of that
portion of the sample that returned questionnaires. Another possible
way to explain these differences would be that perhaps DOD and
other agencies which gave title to the contractor—especially prior to
the 1963 Presidential Directive—had a higher proportion of commer-
cially useful patents than agencies which as a rule retain title from the
contractor. Another possible differential could be the technology in
which NASA is involved as compared with technologies of DOD and
other government departments, all of these factors and possibly others
could contribute to the large differences which Professor Solo seems to
gloss over at least in the first instance.

As we have pointed out, Professor Holman’s findings are in them-
selves internally inconsistent, suggesting the unreliability of inventor
replies as to the utilization status of his inventions. If this is correct,
then the high percentages reported of government use of its own
patented inventions would also become questionable. Such figures as
we have been able to secure from NASA seem to substantiate this
inference, suggesting a utilization rate of around 50 percent. (See
footnote 26) .

It is true that after citing the findings of prior studies Professor Solo
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does indicate that his NASA findings indicate much lower commercial
utilization, but this comes more as an afterthought.

ParT III

Having established, with a larger body of data and data alleged to
be of higher reliability, that as far as commercially useful patents are
concerned, government’s contribution through R&D is nil, as things
stand, Professor Solo takes upon himself the task of the alchemist to
change this unproductive activity into a productive endeavor. This is
the purpose of Part III.

Even though Parts I and II dealt with inventive activity of both
government employees and contractors showing non-productivity of
inventions from both, the remedies prescribed in Part III are restrict-
ed to contractor employees only.

The real issue is not raising the proportion of inventions reported
but raising the quality—in terms of contribution to civilian economy.
Nowhere has Professor Solo shown that NASA has any such compe-
tence. In fact he admits in his analysis that he has not gone into this
much more important phase of quality; yet he is not reluctant to offer
broad recommendations without any empirical evidence as to their
merits or workability.®!

The primary purpose for Government R&D could not be inven-
tiveness per se; if it were, then it should be discontinued since the
evidence even though meager seems unmistakable that this is no
effective way to invent. Cease and desist should be the order, not
adding new agencies and new requirements. It would seem company
money as well as money from individuals is taken in taxes, then ways
are thought of how to use this money effectively to generate more
inventions. When we find that the money given back to companies is
not used as efficiently as the money which was not taken away from
them, it would seem the sensible thing would be to leave the money
with the companies to begin with.

The first recommendation is that employees working for govern-
ment R&D contractors report their inventions directly to a governmen-
tal agency. Government employees report directly to the agency, but
Professor Solo has not demonstrated adequately that their inventive
output in terms of useful patents is significantly greater than that from

31 As far as number of disclosures are concerned there has been a progressive in-
crease in these from contractors and a decline as far as employees is concerned.
Professor Solo fails to bring this out and try to explain the implications.
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contractor employees’—yet he is not reluctant to destroy organizational
solidarity and have these employees report their disclosures directly to
NASA instead of through the appropriate company channels.

To make such reporting practical, government has to establish
offices with different contractors, and the activities of these offices in
many instances are likely to disrupt the smooth operation of the
contractor thereby hampering further the efficiency of concerns work-
ing on government contracts. Part of this will result from the fact that
the more efficient companies would be even more reluctant to take on
government contracts than they are now. Moreover, these offices would
add further to government’s operational costs, resulting in higher
taxes, lower productivity, and no evidence of any true increase in
economically useful inventions.

The second recommendation is that of using inventiveness of corpor-
ations as a basis of offering a contract. The evidence presented by
Professor Solo on economic usefulness of NASA patents vis-a-vis other
fragmentary findings would seem to suggest that productivity of useful
patented inventions under NASA is lower than that under other
agencies. Could it be that this is because NASA has tried in some
measure to implement the ideas espoused by Professor Solo? In this
connection it is said:

Thus much might be accomplished with a very small effort by
NASA. If contractors feel obliged to present and justify (and hence
be induced to develop) their creative credentials, that itself would
be most salutary.32

The procedure recommended, despite what is said about not costing
much, would be cumbersome and costly and of dubious effectiveness to
really measure comparative inventiveness of various competing firms.
It is like using a steam shovel to pick up a butterfly from a flower.

Professor Solo is unconvincing to one who has known how the
government operates when he says without any basis in fact;

Creative capabilities might be related to particular fields of
endeavor. And the survey might seek to cover not only R&D
contractors, but also those currently outside the R&D establishment
who might later be brought into it.38

The direct reporting of invention which was first considered is
brought up again. Professor Solo seems to appreciate some of the
difficulties when he first considers this matter; he writes:

32 Supra footnote 1, p. 187.
33 Ibid.
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Rather reports from inventors come to NASA through intermedi-
aries who are motivated to minimize disclosure. This structural
weakness probably cannot be easily and simply remedied. There are
conflicts between the public and the private interest built into the
Government-contractee private-contractor relationship that may not
be wholly resolvable within its frame.34

However, this concern is dissipated by the unfounded assertion:

It is not conceivable that such direct reporting of inventions
would subvert any prerogatives required for effective management.35

In fact, Professor Solo forgets all caution, recommending direct
relationship between company inventors and NASA office, prizes and
so forth—which would lead to complete disruption of contractor
organization.

The third recommendation is some sort of welding of universities in
an amalgam with government and private contractors to spread knowl-
edge.

The fourth recommendation is the organization of an intra-
governmental board to formulate standards for the disclosure of
information on inventions produced through government-sponsored
R&D—so as to give these disclosures the same prestige as patents—
another costly new structure to save going through the patent route.

These recommendations are followed further by ideas about technol-
ogies as complexes of ways of purposeful action and ways to enable
transference from governmental technology in to non-governmental
fields. It is said in this connection:

Rather than by transfers between technologies, the significant
social benefit from NASA-sponsored R&D, aside from the intrinsic
values of space exploration, will be brought about throughthe
extension of constituent technologies to encompass other activities, to
serve new purposes, to service a different clientele. To promote such
extensions of technology requires a different strategy of search and
promotion than has prevailed hitherto.38

We are told that to extend technologies successfully we need
“champions of innovation.” Thus rhetoric replaces facts and logic. It is
assumed without thinking of all the possible consequences, such as that
NASA may assist some of these “champions” to become entrepreneurs
in their own right. Here we have another duplication of Small
Business Administration, the Office of Economic Opportunity and
some other government agencies entrusted with this function.

34 Ibid.
35 Ibid. p. 188.
36 Ibid. pp. 194-195.
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In the face of the indifference shown by contractors in government-
owned inventions it seems pointless to make recommendations like
this:

It is immediately and concretely recommended that exclusive
commercial rights on inventions waived to contractors should be
promptly voided at the end of the time period stipulated by
regulations unless there is by then clear evidence of significant
commercial application or of a substantial expenditure on develop-
ment for commercial application; and that all equivocation and
ambiguity on this point be removed. It is likewise recommended that
before any waiver of exclusive commercial rights on an invention is
made to any large R&D contractor, there must be established in the
operations of that contractor a competent group, whether a branch,
or a department, or a division, or an office, or a subsidiary, not
including the company’s patent counsel, assigned the specific task of
evaluating such inventions for their commercial potentialities, of
developing such inventions and of promoting their commercial
applications. It is useless to waive commercial rights to a company
that has not organized itself to promote commercial applications.
Further it is recommended that blanket waivers of commercial rights
on all inventions made by R&D contractors be granted automatically
whenever, and for so long a time as that company achieves a 20
percent or better rate of commercial application on the waived
inventions in its possession. . . .37

These recommended measures could lead to nothing more than
higher government expenditures and less qualified R&D contractors
with higher costs to the taxpayer for products derived from these
contracts.

In passing, the author observes:

Significant change, however, will come about not through new
regulations but by a different official attitude and promotional
orientation. The powers exist and the poweérs could be sharpened,
but those powers must be used aggressively and imaginatively with
the objective of promoting innovation. . . .38

Yet many of the proposals have been in terms of organizational
changes from page 181 on. There is no indication whatsoever that the
recommended changes would bring about the desired change in
attitude. ‘

Comparing NASA with DOD and AEC Professor Solo concludes:

Only NASA is mission-oriented to promote the general extension
and commercial application of an unbounded range of technologies
and related inventions produced through Government-sponsored
R&D. NASA uniquely has developed an instrumentality for such
generalized promotion and dissemination, the Technology Utiliza-

37 Ibid. pp. 196-197.
38 Ibid. pp. 197-198.
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tion program. And, while certainly this has nowhere yet been
accomplished, for NASA alone it is conceivable that the licensing
and control of patented inventions could be deliberately used in a
promotional strategy for encouraging the extension of technology
and the transfer of invention.3?

We have seen that this “mission-orientedness” of NASA has not
helped their patent picture at all—if anything both in patent produc-
tion and in ratio of patents having general economic use, on the basis
of statistics given by Professor Solo, DOD patents seem to be more
valuable than NASA patents. This reality, however, has escaped Profes-
sor Solo. In fact, in the last two paragraphs, Professor Solo extends
what he has been proposing for NASA to all governmental depart-
ments, concluding:

It is therefore recommended, not as a NASA but as a national
objective, that all of the special-purpose technologies and related
inventions produced through Government-sponsored R&D be
brought within the scope of a rational and, where feasible, an
integral control, in promoting their extension into new spheres of
application and use.4¢ _

We find no sound rationale for Professor Solo’s recommendations to
increase inventive output from government-supplied R&D. Instead we
feel what is indicated is that as far as commercially productive
inventions are concerned government supplied R&D is sterile and
should be justified, if it can be, on other bases, and if not justifiable on
such other bases, then reduced as rapidly as it is politically and
economically possible and not proliferated.

CONCLUSION

Before concluding, some remarks on Tables I and IA (pages
200-206) seem important. The number of disclosures shown in Tables
I and IA total 3,879, the number of waivers requested is 133, the
number of waivers granted is 73 and the number of inventions
reported in use only 3. These may be compared with the total universe
of NASA contractor generated inventions. This is shown in Table 6.

Tables 1 and IA are said to include all corporate contractors and
other organizations with a contract in excess of $1,000,000 in 1965. It is
said the business grants listed included over 90 percent of the R&D
spent through business in. 1965. It must be assumed therefore that the
bulk of the remaing inventions (disclosures) are for companies who

39 Ibid. p. 199.
40 Thid.



8 IDEA

TABLE 6

CoMPARISON OF STATISTICS GIVEN IN TABLES I AND TA wiTH THE ToTAL
UNIvERSE oF DiscLosURES, WAIVERS AND COMMERCIALLY UTILIZED INVENTIONS

Waivers Inventions
Inventions | Requested Waivers Used
Total Universe 1958-1965 1958-1965 Granted 1958-1965
Total from all contractors 4755 N.A. 251 8=
Contractors listed in Tables
I and TA 3879 133 73 3
Difference 876 N.A. 178 5

2 Based on Table IV and licensee replies. Information limited to patents waived
through December, 1964. If it is adjusted in terms of 160, the number could increase
well beyond 12 by taking into consideration waivers granted in 1965 not included in
Table IV, and utilization in 1965 of waivers granted in prior years.

were not among the grantees in 1965. It would appear that these
companies which are not among the 1965 grantees had a higher
proportion of inventions waived to them and a higher utilization ratio,
3/3879 as against 54-/876. No reference is made to this seeming
selectivity. Could it be that interference by NASA as it is now even
without the greater interference recommended by Professor Solo has
been driving away some of the more productive contractors? This is a
possibility in line with another bit of evidence in an earlier interim
report by this commentator, based on analysis of patent productivity of
the 78 companies with defense contracts who returned the Senate
Subcommittee questionnaire. In that connection the evidence led to
the conclusion that in terms of patent productivity from company-
financed R&D these 78 companies did not seem the preeminent
companies. It was observed that:

This contrast is perhaps highly significant. These relationships
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
federally financed R&D countracts. Therefore, in our analysis, we
may be excluding some of the most efficient corporations, i.e.
corporations with the highest yield from their own R&D expendi-
tures. If this inference is correct, it could have very significant
implications for the country regarding the economic value of federal-
ly financed R&D grants.4t

41 Sanders, B. S., “Comparative Patent Yields from Government Versus Industry
Financed R&D,” IDEA Vol. 9, No. 1 (Spring 1965), pp. 10-11.
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The frequencies of disclosures given for specific companies in
Tables I and IA are often inconsistent with figures in a similar table
presented by Watson and Holman. Only 63 agencies are found in both
tables. Of these, in four, the number of disclosures given by Professor
Solo is somewhat higher. In the aggregate the number of disclosures
attributed to these four contractors by Professor Solo is 1010 dis-
closures, while the corresponding number reported by Watson and
Holman is 1001. In 15, the number of disclosures as reported by
Professor Solo are smaller than that reported by Watson and Holman,
the aggregates being 941 and 1038 disclosures. For the remaining 44,
the frequencies of disclosures are the same. However, for seven other
contractors Professor Solo gives frequencies of disclosures, aggregating
61 disclosures which do not appear at all in the list of contractors given
by Professors Watson and Holman.

Without going to the basic information, we cannot resolve these and
other discrepancies except to add that the staff of NASA regards the
factual data given by Watson and Holman as much more reliable.
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Recovery in Patent Infringement Suits*

THOMAS J. HOFFMANN

SUMMARY

MUCH DISCUSSION AND ATTENTION has been devoted to the quagmire
of legal principles surrounding the patent system. Too often ignored is
the patent system’s economic foundation.

The patent system is designated “to promote the progress of science
and useful arts’? by providing an incentive to invent. The incentive is
the possibility of monetary reward to the inventor and to those who
support him.?

A patentee expects to realize monetary rewards by making, using or
selling his patented process or product, and/or by assigning or licens-
ing his patent. Another manner of realizing monetary reward is

* This paper was submitted in fulfillment of the requirements of a course in
Legal Writing conducted by Professor L. James Harris in The National Law Center
of The George Washington University.

1U.S. Const. art. 1, §8, Cl 8.

2 Report of the President’s Commission on the Patent System (Washington, D.C.:
G.P.O,, 1966), p. 2.
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recovery in a civil action for infringement of a patent® This paper
will discuss money, i.e., the recovery awarded in patent infringement
suits.

INTRODUCTION

PriorR TO 1946 there were two principle elements of recovery in
infringement suits:
(@) “damages,” the money which the patentee loses due to the

infringement;
(b) “profits,” the money the infringer makes due to the infringe-
ment.*

In 1946 the provision of the U.S. Statutes providing for recovery was
amended.® Since 1946 the courts have been embroiled in controversy
over the legislative intent embodied in the amendment.®

The question under consideration is: May a court under 35 U.S.C.
2847 still award to the successful patentee a sum equal to the amount
of money made as profit by the infringer, that is, “profits?”

The attitude of the courts has been changing since the 1946
amendment, drifting away from the award of profits, and has culmi-
nated in the recent decisions of Aro Mfg. Co. v. Convertible Top Co.®
by the Supreme Court (hereinafter referred to as Aro II) and Georgia
Pacific v. United States Plywood® by the Southern District Court of
New York (hereinafter referred to as GP v. USP) . A serious problem
is the lack of an effective dialogue to accompany this evolution. In
1947 it was noted that the social and economic implications of the rule

335 U.S.C. 284, 285.
¢R.S. 4921, as amended, 42 Stat. 392; Aro Mig. Co. v. Convertible Top Co.,

877 USS. 505, 141 USPQ 693.
5 Act of August 1, 1946, C. 726 1, 60 Stat. 778, 35 U.S.C. (1946 Ed)) 67, 70.

872 Harvard Law Review 345, note 126.
735 U.S.C. 284 reads in part:

Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement but in no
event less than a reasonable royalty, together with interest and costs
as fixed by the court.

8377 U.S. 476, 141 USPQ 681 (June 8, 1964).
9243 FS 500, 146 USPQ 228 (June 15, 1965).
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of damages was deserving of serious consideration.!® That consider-
ation has not been forthcoming.

The manner in which the statutory provision relating to recovery
was amended in 1946 shows the legislative process at its worst. Scant
attention or publicity was given to the amendment before it was
adopted.!* The legislative history is fraught with ambiguities.

The 1952 revisioners claimed only to have reworded the statutory
provision relating to recovery but by the rewording process they aided
considerably in the evolution away from the award of profits.'?

The courts in the 1950’s were undecided about the inclusion of
“profits.” The case decisions held both ways!* and no clear rule
emerged. Confusion reigned.*

The absence of a clear rule may have been one reason why four
Justices of the Supreme Court felt compelled, though the subject had
not been briefed or argued, to turn their attention to the subject of
recovery in Aro II. The Justices held, in what must be considered
obiter dictum, that profits are excluded. The Court could have
decided either way; yet it set what has been interpreted as major
precedent!® without setting forth the social and economic policy
which governed their choice. They chose instead to rationalize their
decision by citing supporting parts of the preceding controversy.

It is now the duty of the Patent Bar not only to examine the
remarks of the Supreme Court but to formulate a policy which will
either support or refute the position of these four Justices. Advice
must be given to the legislature and the courts, for neither has heard
what effect their decisions may have upon the progress of science and
the useful arts.

The remarks of the four Justices in Aro II are not the last word.
The case can be distinguished, for it involved a specialized fact
situation encompassing a plethora of factors which renders the case
almost incomprehensible. The lower courts are not bound by the
remarks of the minority of Justices. However, the key phrases are

1029 JPOS 832, note 82 (November 1947) .

1129JPOS 148 (February 1947). An investigation of the House and Senate files
concerning the 1946 Amendment on file in the National Archives revealed that prior
to passage in the House there was no publicity and that while prior to Senate
passage, interest was building but no public hearings were conducted. The 20 to
30 pieces of mail show support and opposition as about evenly divided.

12 House of Representatives Report No. 1923, 82nd Cong., 2d Sess. pp. 10, 29;
and GP v. USP, 243 FS 520; 146 USPQ 245, 246.

18 GP v. USP, 243 FS 531, 146 USPQ 254.

14 Lockin v. Switzer Bros., Inc., 235 FS 904, at 907, 143 USPQ 233 at 235.

18 GP v. USP, 243 FS 541-542, 146 USPQ 263.
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there and may be plucked from their environment and replanted as
dogmas of the law.

The question was discussed prematurely.® It will be presented to
the Court again. The remarks in Aro II are a good indication of what
decision the Court will make in the future unless a cogent argument
persuades it otherwise or unless new and unambiguous legislation is
forthcoming.

Section I of this paper will be devoted to an extensive examination
of the views of Justices Brennan, Stewart, White and Goldberg of the
United States Supreme Court regarding the award of damages in a
patent infringement suit as expressed in the case of Aro Mfg. Co., Inc.,
et al v. Convertible Top Replacement Co., supra.

Section II will examine the effect that Aro II should have and has
had on the lower courts.

Section III will attempt to examine the social and economic effect of
the inclusion or exclusion of the award of profits and will propose
remedial action.

SecTION 1

Part IV of the Aro II case'” is preceded by a footnote:

This part of the opinion expresses the views of Justices Brennan,
Stewart, White and Goldberg. Mr. Justice Harlan considers that the
matters here dealt with are not ripe for decision and should be left
for determination in the future course of this litigation.

The opinion of the Supreme Court was delivered by Justice Bren-
nan. It was presented in four parts, two parts representing the views of
five members of the Court and two parts representing the views of
four members of the Court.

In this discussion I am not concerned with the effect of Part IV
upon the lower court on remand, but wish to examine Part IV with
the care and intensity due any statement of our highest court, and as
predictive of future action to be taken by the Court. Discussion of
what effect these views should have on the lower courts will be
retained for Section II of this paper.

Convertible Top Replacement Co., Inc., (CTR) acquired by assign-
ment from Automobile Body Research Corporation (AB) all rights
for the state of Massachusetts in a U.S. combination patent covering a

18 Aro 11, 377 U.S. 502, note 18, 141 USPQ 692.
171377 U.S. 502513, 141 USPQ 692-697. Quotations from the Supreme Court
opinion will be set off in bold face.
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convertible top structure. General Motors and Ford produced cars
having the patented top from 1952-1954. GM was under license from
AB; Ford produced as an infringer, not having a license.

Aro was not licensed and produced fabric replacements for the
patented car tops. CTR brought action in 1956 against Aro for
infringement and contributory infringement for Aro sales covering use
in both GM and Ford cars. The District Court for the District of
Massachusetts'® found the patent valid and infringed. The Court of
Appeals for the First Circuit’ affirmed and the Supreme Court
reversed®® (“Aro I'’). Aro I dealt only with GM and not with Ford
cars.

On remand the District Court?! dismissed the action against both
GM and Ford cars. The Court of Appeals?? reversed and reinstated
the judgment in favor of CTR as against Ford produced cars.

Ford obtained a release for its infringement from AB for $73,000 on
July 21, 1955. It was the intention of the agreement not to release or
license any persons other than Ford and its customers, and in particu-
lar the parties did not intend to release or license contributory
infringers like Aro.

In Part I of the opinion the court found that Aro sales of replace-
ment fabrics for unlicensed Ford cars fell squarely within the statutory
definition of contributory infringement. In Part II the court decided
that after the agreement between Ford and AB, Ford’s customers were
licensed and therefore could not infringe by repairing the patented
structures, and therefore Aro could not contributorily infringe. CTR
could not by way of the agreement extend its monopoly to unpatented
replacement parts. Thus, Aro is not liable for sales after the agree-
ment. Part III found that the release of Ford with regard to past
infringement did not preclude a subsequent suit against the contribu-
tory infringer if full satisfaction had not been received.

Part IV of the opinion concerns only pre-agreement contributory
infringement. The Court restates the conclusion arrived at in Part III.
Full compensation of AB by the direct infringer for prior infringement
would preclude recovery of any award from the contributory infringer,
Aro. The court must then consider whether the payment by Ford to
AB constituted full payment for the infringing use.

This depended upon the measure and total amount of recovery to

18 119 USPQ 122.

19 270 F2d 200 (1959), 122 USPQ 536.
20 365 U.S. 336 (1961), 128 USPQ 354.
21 Not reported.

22 312 F2d 52 (1962), 136 USPQ 9.
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which CTR and AB were entitled. CTR assumed that a judgment
holding Aro liable for contributory infringement would result in
recovery of a royalty from Aro on the infringing sales of replacement
fabrics.?

The Supreme Court disagreed:

This is the assumption with which we disagree. It is our view that
despite our affirmance of the judgment against Aro as to sales made
before the agreement date, no such royalty will be available to CTR
as part of its recovery. We are, indeed, doubtful that CTR can
properly be allowed recovery of anything more than nominal
damages from Aro.

It should be noted that CTR was assumed to be asking only for a
royalty by way of recovery and not for profits. One should be aware of
the manner in which the Court reaches the issue of profits.

The Justices then discuss the amount of damages available to
successful patentees in infringement suits, referring to 35 U.S.C. 24.

It is presumably the language “in no event less than a reasonable
royalty” that has led to the assumption noted above. But that
assumption ignores the fact—clear from the language, the legislative
history, and the prior law—that the statute allows the award of a
reasonable royalty, or of any other recovery, only if such amount
constitutes “damages” for the infringement. It also ignores the
important distinction between “damages” and “profits,” and the
relevance of this distinction to the 1946 améndment of the statute.

In patent nomenclature what the infringer makes is “profits”; what
the owner of the patent loses by such infringement is “damages.”
Duplate Corp. v. Triplex Safety Glass Co., 298 U.S. 448-451, 29 USPQ
306, 308.

Profits and damages have traditionally been all-inclusive as to the
two basic elements of recovery. Prior to 1946, the statutory precursor
of the present 284 allowed recovery of both amounts, reading as
follows:

“(U)pon a decree being rendered in any such case for an infringe-
ment the complainant shall be entitled to recover, in addition to the
profits to be accounted for by the defendant, the damages the
complainant has sustained thereby***.” R.S. 4921, as amended, 42
Stat. 392.

Revised Statutes 4921, pre-1946, concluded, “the court may adjudge
and decree the payment by the defendant to the complainant of a
reasonable sum as profits or general damages for the infringement.”

28 AB’s counsel asserted on deposition: “I believe we would have the right to
arrive at royalty and otherwise consider as patented the replacement top . . .”

When asked by the District. Court at a hearing concerning a judgment bond how
much he expected to recover, CTR's counsel replied: “I suppose a reasonable
royalty would be 59."
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By the 1946 amendment, Act of August 1, 1946, C 726, 1, 60 Stat.
778, US.C. (1946 ed.), 67, 70, the statute was changed to approx-
imately its present form, whereby only “damages” are recoverable.

The amended statute effective between 1946 and 1952 read in part:

(U) pon a judgment being rendered in any case for an infringe-
ment the complainant shall be entitled to recover general damages
which shall be due compensation for making, using or selling the
invention, not less than a reasonable royalty therefor.

The Court then recognizes that the stated purpose of the 1952
Codification was merely ‘‘reorganization in language to clarify the
statement of the statute.”

The post-1952 and present 35 U.S.C. 284 reads in part:

Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement but in no
event less than a reasonable royalty, together with interest and costs
as fixed by the court.

The court summarizes:

The purpose of the change was precisely to eliminate the recovery
of profits as such and allow recovery of damages only.

The Court quoted from the report accompanying the amendment:

“The object of the bill is to make the basis of recovery in
patent-infringement suits general damages, that is, any damages the
complainant can prove, not less than a reasonable royalty, together
with interest from the time infringement occurred, rather than
profits and damages.” H.R. Rep. No. 1587, 79th Cong. 2nd Sess.
(1946), to accompany H.R. 5311, at 2. [See also Hearings before the
House Committee on Patents, 79th Cong., 2nd Sess., on H.R. 5231
(subsequently amended, reintroduced, and reported as H.R. 5311),
January 29, 1946, e.g. pp. 2-3.]

There can be no doubt that the amendment succeeded in effectuat-
ing this purpose; it is clear that under the present statute only
damages are recoverable. See, e.g., Ric-Wil Co. v. E. B. Kaiser Co.,
179 F2d 401, 407, (C.A. 7th Cir. 1950), cert. denied, 339 U.S. 958;
Livesay Window Co. v. Livesay Industries, Inc, 251 F2d 469,
471-472 (C.A. 5th Cir. 1958); Laskowitz v. Marie Designer, Inc., 119 F
Supp. 541, 554-555, (D.C.S. D. Cal. 1954); Cullen, 28 JPOS 838
(1946); Wolff, 28 JPOS 877 (1946).

The House Report, in addition to the section quoted in the opinion,
points out the problems which the Committee members hoped to
overcome with the 1946 amendment:

(1) *“‘the law’s delay”’;
(2) the difficulty of adducing convincing proof of necessary facts;



96 IDEA

(3) the impossibility of appropriating profits due to a patented
improvement in a complex machine.

The Report concludes (emphasis added):

Although the bill would not preclude the recovery of profits as an
element of general damages, yet by making it unnecessary to have
proceedings before Masters and empowering equity courts to assess
general damages irrespective of profits the measure represents pro-
posed legislation which in the judgment of the Committee is long
overdue.

When the Committee made its report on February 19, 1946, the
resolution included the award of costs, reasonable attorneys’ fees and
interest from the time the infringement occurred. The Senate, without
holding hearings, amended the resolution in its report of June 14,
1946, to make the award of costs, interest and reasonable attorneys’
fees discretionary with the court.?

Now let’s examine the hearings held on January 29, 1946, by the
House Committee on Patents. The testimony of Conder C. Henry,
Assistant Commissioner of Patents, is most enlightening, for much of it
is incorporated verbatim in the House Report.

On page 10, he states:

The only thing that this bill essentially does is to provide for
general damages and to omit mention of the right and duty of the
court to fix profits in cases where profits cannot be fixed.

I am not one who believes that this bill would prevent proceedings
before Masters where profits are claimed as an element of general
damages.

When asked “If [a party] were infringing and if he were an
innocent infringer, he would be protected by the assessment of not
more than reasonable royalties, is that correct?” Mr. Henry answered:
“No, sir. General damages, not less than reasonable royalties, and an
injunction.” And:

I desire to say, and I desire to say it with all the force at my
command, if the committee recommends, which I do not believe it
will, and Congress adopts any bill that provides for the payment of
only reasonable royalty for an infringement of a patent, whether the
infringement is innocent or willful, it would amount to nothing
more than a compulsory licensing system. This bill does not do that.

24 The bill passed the House March 4, 1946, and passed the Senate in amended
form July 17, 1946. The amendments were agreed to by the House July 24, 1946,
and the bill was signed by the President August 1, 1946.
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The Committee soundly defeated a proposal by the Department of
Justice to substitute the words “reasonable royalty” for “general
damages.” This was an effort by the Department of Justice to bring
about “greater uniformity among the courts.”

It appears from the tone of the hearings, the language of the report,
and the text of the bill itself, that Congress intended to allow a
patentee who files a suit for patent infringement, an option as to
asking for:

(a) general damages which could be proved without an accounting
before a Master;

(b) general damages including profits which would require a hear-
ing before a Master with all its inherent difficulties and delays.
The successful patentee would receive by way of compensation:

(c) general damages excluding profits;

(d) general damages including profits; or

(e) areasonable royalty.

This is done with the proviso that if (c) or (d) is less than (e) then
the award shall be (e) .

In any event, a court would always be forced to make a determina-
tion as to what constitutes a reasonable royalty and to award a sum
equal to or greater than that determination. The complainants’ deci-
sion to take or reject a reasonable royalty would depend on what he
could prove, whether what he could prove would be worth the added
expense of the accounting procedure, and whether the additional time
required for an accounting was justified by the potential recovery.

The legislative drafters in 1952 were not to touch the substance of
the patent law relating to damages created by existing statutes and the
courts, but only to codify it. Therefore one is not surprised to find the
1952 Report void of any discussion of the policy behind the provision
relating to damages. The 1952 Act drafters changed the wording from
“‘general damages which shall be due compensation for making, using
or selling the invention” to “‘damages adequate to compensate for the
infringement.” The only significant change would be the dropping of
the word “‘general.” One court 2* has interpreted this to mean that the
1952 Act is more restrictive and could exclude some elements previ-
ously included in “general damages” (such as profits) .

To support its position the Supreme Court cites two cases from the

Court of Appeals, one case from a District Court, and two articles
appearing in the Journal of the Patent Office Society.

25 GP v. USP, 243 F.S. 520, 146 USPQ 245-246.
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The first case cited is Ric-Wil Co. v. E. B. Kaiser Co.?® by the Court
of Appeals for the Seventh Circuit on January 5, 1950. On appeal the
defendant contended that the lower court judgment directing a Spe-
cial Master to take evidence and report “an account of profits and
damages which plaintiff has suffered” is in conflict with 35 U.S.C. 70.
The judgment from which the appeal was taken requires ‘“‘that
defendant account for and pay to plaintiff all profits realized by
defendant through the making, using and selling of any and all of the
infringing articles and account for and pay to plaintiff damages
equalling the profits plaintiff would have made had it made each of
the infringing sales made by defendant.” Plaintiff in response cited
two cases, Binger et al. v. Unger et al.*" and Zenith Radio Corp. v.
Dictograph Products Co.2® The court states (emphasis added):

An examination of those cases in our opinion shows that they are
no answer at all. Neither have we been able to find any authority
construing this recent provision.*** The recent provision does not
use the word “profits.”” It provides recovery for nothing other than
“general damages.” What elements may be included in such damages
is not stated, except they “shall be due compensation.” The language
appears to make it plain that profits realized by an infringer are not
recoverable as such. “General damages” is a broad term which no
doubt may include numerous elements depending upon the circum-
stances of the case. And whether an infringer’s profits is an element
of such damages depends upon the facts of each individual case. We

therefore conclude that the judgment relative to an accounting is
not in conformity with the statutory provision and that it must be

modified accordingly.

Plantiff’s (Binger) case states after citing Public Law 587, the 1946
Amendment of 35 U.S.C. 70: “It would appear that profits can now,
under the above statute, be included in general damages and recov-
ered.”

The Zenith case does not support the plaintiff’s case in Ric-Wil, and
one questions why it was cited. But the Binger case is on point, giving
an interpretation of a new statute by a District Court Judge. The
summary treatment given that decision by the Court of Appeals Judge
seems unjustified. The Binger case must have been in the back of his
mind, however, for he says later in Ric-Wil that profits may be an
element of general damages, depending on the facts of each individual
case. This distinguishes the case and he is free to dismiss the award as
to profits—not a very strong case supporting the elimination of profit
from general damages.

26 179 F2d 401 at 407; 84 USPQ 121.
2772 USPQ 166, (S.D.N.Y. September 24, 1946.)
2872 USPQ 403, (D. C. Delaware, February 28, 1947.)
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In the case of Livesay Window Company, Inc. v. Livesay Industries,
Inc. et al.?® the court said:

Profits, as such, are not recovered, as the broadening amendment
to the statute, 35 U.S.C. 284, makes so clear. The profit is but the
true measure of that which infringement has taken from the patent
owner for, “whatever may have been the practice prior to the recent
statutory amendments, the general damages now recoverable are the
detriments suffered by the plaintiffs through the infringement.”
[Laskowitz v. Marie Designer, Inc., Cal,, 119 FS 541, 554, 100 USPQ
367, 376.]

The Master in the Livesay case calculated the damages awarded by
ascertaining the total dollar sales of the infringer, multiplying that by
the licensee-claimant’s profit ratio, and then adding a 6 percent royalty
which licensee was paying the patentee. The defendant-infringer’s
contention that the award should have been limited to a reasonable
royalty of 2 percent was rejected by the court.

Profits in the patent sense, i.e., that which the infringer gains, were
never mentioned, and the Master was working with the profits which
the complainant made on its licensed sales. The language of the court
set forth above shows some confusion, and I do not think adequately
distinguishes between profits of the infringer and lost profits of the
licensee, the latter normally called damages.

Perhaps Laskowitz v. Marie Designer, Inc.®® cited in the Livesay
case and also by the Supreme Court in the Aro case, can give clear
support to the Supreme Court’s position. The plaintiffs sought several
kinds of damages, including recovery for infringement of the design
patent, trademark, and tradename, and then sought recovery for
unfair competition as a distinct, general tort.

The court said:

The award of compensatory damages for patent infringement is
mandatory under the statute [35 U.S.C. 284.]***Whatever may have
been the practice prior to the recent statutory amendments, the
general damages now recoverable are the detriment suffered by the
plaintiffs through the infringement. [35 U.S.C. 284.] The profits of
the infringer may be the measure when no other is adequate.
[Duplate Corp. v. Triplex Safety Glass (1936), 298 U.S. 448, 457; 29
USPQ 306, 310).*** The wrongdoer must yield the gains begotten
of his wrong.

Whichever determinative method is used, the aim is to “compen-
sate (the plaintiffy for the infringement,” as the statute declares
specifically. And when the profits or a reasonable royalty are chosen
as a basis, there is no room for the award of other damages. In

20 251 F2d 469, 116 USPQ 167 (C.A. 5th Cir. January 24, 1958).
30 119 FS 541, 100 USPQ 367, (S.D. California February 23, 1954) .
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ascertaining damages, the object has always been to approximate, as
nearly as possible, the actual loss suffered by the patentee.

The Laskowitz case is very interesting in that it is infringement of a
design patent and calls attention to 35 U.S.C. 289, which reads
(emphasis added):

Additional remedy for infringement of design patent.

Whoever during the term of a patent for a design, without a
license of the owner, (1) applies the patented design, or any
colorable imitation thereof, to any article of manufacture for the
purpose of sale, or (2) sells or exposes for sale any *** (infringing
article) shall be liable to the owner to the extent of his total profit,
but not less than $250.00, recoverable in any U. S. District Court
having jurisdiction of the parties.

Nothing in this section shall prevent, lessen or impeach any otlier
remedy which an owner of an infringed patent has under the
provisions of this title, but he shall not twice recover the profit made
from the infringement.

Since the section has not been materially changed since 1887,3! it is
today rather ambiguous. From the title and substance of the first
paragraph, one would assume that recovery of profits is definitely
precluded in utility patent suits, and that the provision for recovery of
profits in design patent suits is an additional remedy over and above
the normal remedy. However, the last paragraph refutes this because
somehow there is another way in which the patentee can “recover the
profit made from the infringement.” Where else but under 35 U.S.C.
284?

One wonders at the propriety of the court in Laskowitz discussing
damages under 35 U.S.C. 284 when it is discussing a matter involving
design patents and 35 U.S.C. 289. As to statutory compensatory
damages, the court concludes by saying that referral of the case to a
Master to hold an accounting for profits should not be made for the
present.

The Supreme Court in the Aro II opinion cites two out of four
pieces published in the Journal of the Patent Office Society shortly
after the amendment of 1946 was enacted. In the November 1946
issue, 32 a letter from a Detroit patent lawyer, Daniel G. Cullen, asked
a series of questions involving the implications of the revision. He saw
the amendment of R.S. 4921 as limiting the award of damages only to

31 This is a 1952 revised section, which notes accompanying the text of Title 35
show, was based on 35 U.S.C., (1946 ed.) 75 (February 7, 1887, ch. 105 §§ 1,2; 24 Stat.
387, 388) . “Language is changed.”

8228 JPOS 838.



Recovery in Patent Infringement Suits 101

a reasonable royalty. We have seen that when this same fear arose in
the Congressional hearings, it was quickly allayed.

The second piece is an article in the December issue* by John
Wolff, an employee of the Department of Justice. In the first para-
graph Mr. Wolff states:

An amendment to this Act, approved on August 1, 1946, has
deprived patent owners of the right to recover the infringer’s profits,
limiting recovery to the plaintiff damages. So much is clear. But the
amendment goes further than to strike out any reference of the Act
to profits. It has changed the wording of the Act in regard to
damages. Unfortunately the language used does not make it clear
what Congress had in mind and is bound to cause uncertainty to
litigants.

Mr. Wolff is mainly concerned with what has happened to “special
damages” by the use of the term “general damages.” He goes on to
say:

It would appear then that under the amendment—to use well-
recognized terminology—the plaintiff may recover special damages if
he can prove any or else he may recover a reasonable royalty as
general damages.

He concludes:

The writer believes that what Congress has done is merely to
express in different words, rules of law which have long been applied
by the courts and that the law today is no. different from what it was
prior to the effective date of the amendment except perhaps on one
point. There has been some authority for the proposition that under
the old Act a plaintiff was entitled to a reasonable royalty only if he
showed that his damages were not “susceptible of calculation and
determination with reasonable certainty.” According to this view, the
plaintiff must first attempt to prove special damages and only if that
proof fails, may he recover reasonable royalty. Under the amend-
ment, such proof is no longer required. The plaintiff may come into
court asking for a reasonable royalty without further ado.

Thus Mr. Wolff seems to have adjusted his position in the course of
his article, for the Supreme Court in Aro II has pointed out that prior
to the 1946 amendment profits were an element of recovery. The
Supreme Court has cited an article which opens with a statement
supporting its position but which upon closer examination reveals a
contrary conclusion.

The third article to appear is a letter from Joseph ]J. Rossman of

33 28 JPOS 877.
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Washington, D. C., appearing in February 1947, commenting on the
Cullen article and lamenting the hasty legislating. Mr. Rossman states:

Although no reference is made to profits it is believed that where
profits are claimed as an element of damages it should be possible to
have proceedings before a Master, if the patent owner so desires or,
to introduce testimony regarding profits.

He points out that the disputes surrounding the determination of a
“reasonable royalty” may exceed in time and expense past disputes
before Masters in an accounting for profits. The article was not cited
by the Supreme Court.

The final piece of this quartet, also not cited in the Aro II decision,
appeared in November 1947% and was written by Eli E. Fink,
an attorney from Chicago, Illinois. Concerning the 1946 amendment
Mr. Fink states:

It seems to eliminate profits as a basis of recovery and provides for
the use of reasonable royalty as the exclusive measure of damages.
However, closer reading reveals that the amendment sanctions the
recovery of “general damages” not less than a reasonable royalty.
What can be allowed in addition to a reasonable royalty?

After reviewing the House hearings he concludes:

It is also fairly clear that proof of profits has not been removed
from the scene, despite some argument to the contrary.*** It may be
that profits as an element of general damages need not be proved
with the same nicety and degree of exactitude as when profits
constituted the sole basis of recovery but the vision of an inexpen-
sive, brief accounting trial resulting from the new Act is no more
than a mirage.

After examining “the language, the legislative history, and the prior
law,” the Supreme Court appears correct in saying in Aro II that under
. the present statute only “damages” are recoverable. The word profit is
not mentioned in 35 U.S.C. 284. I feel that it was the intention behind
the 1946 amendment to continue to allow a patentee to seek the recov-
ery of profits if he so desired as a part of “general damages.” It was no
longer compulsory upon the court to determine profits, but discretion-
ary with the patentee-plaintiff. The four Justices of the Supreme
Court give no discussion of the policy behind their decision. I do not
feel they have built a strong case by simply relying upon supporting
fragments of preceding controversy.

3429 JPOS 148.
35 29 JPOS 822.
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After stating what the pre-1946 rule was regarding joint tort-feasors
and profits, the Court discusses what CTR, the successful patentee,
might ask for under that rule. Under the pre-1946 rule, the Court said,
CTR might argue that it should recover profits made by Aro. Previ-
ously we noted that the Court found that CTR was asking only for a
royalty and that the Court disagreed with this potential award. Now
the Court has gone beyond to discuss the recovery of profits which
CTR never contended it could recover.

But the present statutory rule is that only “damages” may be
recovered.

The Justices then look for definitions of the word ‘“‘damages” used
in the 1952 Act. The Court cites two older decisions by the Supreme
Court supporting their position, and Livesay Window Co. v. Livesay
Industries, Inc., (supra), where the question of damages was phrased
as “had the Infringer not infringed, what would Patent Holder-
Licensee have made?” Normally, in the drafting of legislation, terms
are used in their generally accepted meaning based upon legal
precedent, public usage, et cetera. When legislation is hastily or poorly
drafted, words are used improperly and a different meaning may be
attached to them. The Court has chosen to use the plain meaning rule
and look only at the accepted definition of “damages.” Had it looked
beyond the plain meaning and consulted the legislative history it
would have found that the broad scope of the term “general damages”
included “profits.”

Thus, to determine the damages that may be recovered from Aro
here, we must ask how much CTR suffered by Aro’s infringement,
i.e., how much it would have made it Aro had not infringed.

The Court then discusses Aro I, where it held that AB could not
have licensed Aro’s sales of the unpatented replacement fabric. The
Court concludes that AB has not suffered any ‘‘damages” due to Aro’s
contributory infringement since it seemed unlikely that Ford’s pay-
ment to AB under the agreement was anything less than full satisfac-
tion for the direct infringement, although the latter question is to be
resolved on remand. ‘

The case was remanded but no further hearings held. The case was
settled out of court for nominal damages of one dollar.

SecTioN 11

When a majority of the Supreme Court concurs in a decision, the
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opinion becomes precedent and must be followed by the inferior
courts in making their decisions. Dissenting opinions, of course, do not
represent authority and are only a presentation of views. When the
Court divides evenly the Court of Appeals is sustained. Neither of the
opinions represents a majority of the Court and therefore neither is
precedent. A unique position is presented when the majority is
composed of two groups allied in supporting the decision, but upon
different grounds. Another unique situation is presented in the Aro 11
case.

As previously noted, Part IV of the opinion expresses the views of
only four Justices. One Justice found that the matters dealt with were
not ripe for decision. The four dissenting Justices did not reach the
matter of damages and found no infringement. This author finds no
discussion of the weight to be given to a decision such as this. I feel
that because each of the four parts of the opinion deals with a separate
question, each can be viewed as a separate case. Thus, Part IV should
be given the weight accorded the minority opinion in a 54 decision. It
merely expressed the views of the Court. Since this part of the opinion
is unnecessary for the decision of the case it constitutes obiter dic-
tum.®® It should not be cited by a District or Appellate Court as
precedent or authority binding upon it, and the lower courts are still
free to entertain arguments on the matter and employ their own
judgment.

The first case to interpret Aro II was Locklin v. Switzer Bros.,
Inc.’ by the Northern District Court of California, October 20, 1964,
Judge Sweigert. The case was based on a motion by defendants to
modify, so as to conform with the Aro II decision, an order directing
the Special Master to compute and pass upon the infringer's profits
and the patentee’s damages. After citing relevant parts of Aro II, the
court modified its order. It directed the Special Master to take
evidence and compute the damages adequate to compensate the
patentee. The court pointed out that this did not preclude the Master
from considering profits, citing Livesay v. Livesay, supra, with approv-
al. The court went on to say: “An infringer’s profits may have an
evidentiary bearing on the determination of the reasonableness of a
royalty in a situation in which such compensation is awarded to a
claimant.”

88 Statements and comments in an opinion concerning some rule of law or legal
proposition not necessarily involved nor essential to the determination of the case
in hand are obiter dictum, and lack the force of an adjudication. Wheeler v. Wilkin,
98 Colo. 568; 58 P2d 1128, 1226.

37235 FS 904; 143 USPQ 233.
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In Marvel Specialty Co. v. Bell Hosiery Mills,®® by the Western District
Court of North Carolina, November 5, 1964, Judge Craven instructed
the Master who was to hear the accounting that his approach might
vary from damage to the patentee to profits gained by the infringer.
Nothing was to be gained by having the Master ride off in both
directions. The Master was instructed to determine the damages
authorized by 35 U.S.C. 284, as recently interpreted in Aro II.

When the report of the Special Master was adopted two years later,
November 2, 1966,% plaintiff argued that the Master erred in comput-
ing the damages. The Master had figured the gross rental fee on the
patented machine and then multiplied by the patentee’s average
percent profit to get the net profit lost by the patentee. Plaintiff
contended that this allowed the infringer to use the patent for only
one half that paid by authorized users. Judge Craven stated:

Plaintiff’s contention may not be lightly brushed aside, but, in my
judgment, merely illustrates the difficulty of applying the theory of

Aro (II) to the facts of a given case, . . . I believe the “net”
approach is the correct one and required by Aro.

The Ninth Circuit Court of Appeals in Atlas-Pacific Engineering
Co. v. Geo. W. Ashlock Co.0 Judge Bastian, December 15, 1964,
amended March 10, 1965, affirmed Judge Zirpoli’s‘! holding of the
patent in suit as valid and infringed. The defendant produced infring-
ing machines and rented them. The trial court awarded defendant’s
total income from the rental of the infringing machines as a reason-
able royalty. The Court of Appeals disagreed. The court said:

Our independent examination of a number of cases, which are not
at all uniform, reveals that there is a variety of possible elements of
damages for patent infringement, such as the profits made by the
infringer [Zysset v. Popeil Bros., supra; Henry Hanger & Display
Fixture Gorp. v. Sel-O-Rork Corp., 207 F2d 635, 123 USPQ 3 (5th Cir.
1959) ; Mason City Tent and Awning Co. v. Clapper, 144 FS 754, 11
USPQ 330 (W.D. Mo. 1956); and see International Industries v.
Warren Petroleum Corp., 248 F2d 696, 115 USPQ 104 (3rd Cir.
1957), cert. dismissed 355 U.S. 943 (1958) ], the actual damages to the
patentee, such as loss of sales, especially if such damage exceeds the
infringer’s profits, or a reasonable royalty, if one can be shown.

The court then found that as a reasonable royalty the amount
awarded was excessive. But the court pointed out that the award need
not be limited to a reasonable royalty and that although net profits are

38 235 FS 218; 143 USPQ 283.
30 152 USPQ 318.

40 339 F2d 288; 144 USPQ 55.
41225 FS 205; 139 USPQ 421.
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not recoverable as such, they may provide evidence of an element of
the complainant’s damages, citing Livesay v. Livesay, supra, and ‘“‘the
persuasive reasoning of four of the five majority Justices” in Aro II.
The court remanded the case and left it to the lower court to
determine the proper measure of damages.

Twice in the case of England v. Deer & Co., before the Southern
District Court of Illinois,*? Judge Mercer addressed himself to the effect
of Aro II, on his previous order to the Special Master requiring the
defendant to file a statement of account, including an account for
profits. The court cites Zysset v. Popeil Bros., Inc** (7th Cir.), to sup-
port the court’s conclusion that an infringer’s profits, if proved, may be
relevant evidence bearing upon the question of damages. Zysset held
that the District Court erred in not awarding plantiff damages measured
by defendant’s profits from infringement.

Judge Mercer points out that the Supreme Court denied certiorari
to the Zysset case on February 17, 1964,% and also denied a petition
for rehearing on March 23, 1964.45 After the Aro II opinion, Popeil
filed a motion for leave to file an additional petition for rehearing
upon the ground that Aro II conflicted with the Court of Appeals’
decision. The petition was denied on October 12, 1964. Judge Mercer
feels justified in construing this denial as a rejection by the Supreme
Court of any conflict between Aro II and Zysset.

After granting an oral argument on defendant’s motion to vacate,
Judge Mercer found that he still construed the rationale of the prior
cases to be “that all relevant evidence, including an accounting for
profit, may be considered for its bearing upon the assessment of
damages.”

In Georgia-Pacific v. U. S. Plywood (supra footnote 9), June 15,
1965 (referred to herein as GP v. USP), the patentee USP claimed, as
one alternative mode of determining recovery from the infringer GP,
the net profit GP made by the sale of the infringing product. USP
waived any claim to a reasonable royalty. The Special Master awarded
USP a sum equal to GP’s profit on the infringing sales. Judge
Herlands stated that while the patentee may waive the right to a
reasonable royalty, the court was not foreclosed by such waiver, and
that only a reasonable royalty could be recovered.

After looking at the history of recovery in infringement cases and

42936 FS 356, 148 USPQ 236 (October 30, 1964), and 144 USPQ 122 (January
4, 1965).

48 318 F2d 701; 187 USPQ 694 (1968).

44376 U.S. 913; 140 USPQ 694 (1964).

45 376 U.S. 959; 140 USPQ 694 (1964) .
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examining the 1946 and 1952 legislative history of § 284, the court
quoted extensively from Aro II and from Marvel Specialty Co. v. Bell
Hostery Mills, Inc., supra, and held that “In view of the foregoing, the
court sustains GP’s objection to the Special Master’s use of GP’s profits
as the measuring rod for USP’s damages; and the court awards USP a
reasonable royalty.”

Among the novel arguments used by the court to support this
position are the following:

(1) that while there is a distinction between *profits” and ‘‘dam-

(2)

)

4)

ages’” recognized in the law, the court would heed the admoni-
tion that “judges in construing legislation ought not to im-
prison themselves in the fortress of the dictionary,” citing with
approval Justices Holmes, Learned Hand and Frankfurter.
Thus the court was willing to look beyond the distinction
between the words “profits” and “damages” and implement the
legislative intent. (The Supreme Court in Aro II seemed to
have forgotten this admonition when it extracted its definition
of “damages” from “the fortress of the dictionary” by way of
the plain meaning rule.)

that damages and profits were distinct before 1946, the term
“general damages” not having been expanded in 1946 to
include profits and the stark ‘‘damages” in the Act of 1952
certainly not including profits. (Yet elsewhere the court points
out that the 1952 Act made no substantive change in the 1946
amendment.)

that the conspicuous omission of any mention of “profits” in the
Acts of 1946 and 1952 takes on heightened significance when
compared to the specific provisions for the recovery of profits in
Section 35 of the Lanham Act covering trademark infringing
and in 35 U.S.C 289 covering design patent infringement. The
court recognizes that the second paragraph of Section 289,
covering design patents, may strengthen the position favoring
recovery of profits, but does not find it persuasive.

that the intent of Congress was not to make it possible for the
patentee to have the option of avoiding the long and expensive
accounting for profits by eliminating mandatory accounting but
to avoid accounting completely because they were oppressive to
the infringer. Profits may be used as a factual guide for setting
a reasonable royalty but they do not have to be determined
with a great amount of exactitude. Thus there is no need for a
protracted and complex accounting.
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(5) that while the decline of unjust enrichment has an ethical
appeal and harmonizes with the modern trend “of enforcing
increasingly higher standards of fairness or commercial morali-
ty in trade,” 3 Restatement, Torts 540 (1938), patent infringe-
ment cases are covered by statute and not by general principles
of the common law.

(6) that the award of a reasonable royalty may be trebled if the
infringement is willful. Since it is desirable to remove invalid
patents from commerce in conjunction with our federal anti-
monopoly policy, the deterrent aspect of recovery should not be
overemphasized. Absent fraud in the procurement, there is no
procedure available to the government to challenge a patent.
Thus, overemphasis of the deterrent function of damages could
well lead to a stultification of the only expedient method of
testing the validity of a patent.

The court remanded the case to determine the amount of reason-
able royalty. This opinion goes into a far more detailed analysis of the
problem under consideration than that contained in Aro II.

There are two recent cases to mention here. In the first, Bartlett et
al. v. Winton,*®* Middle District of Florida, June 14, 1966, Judge
Simpson, without referring to Aro II or GP v. USP, awarded profits as
a reasonable measure of the patentee’s damages. In the second,
Koehring Co. v. National Automatic Tool Co., Inc.*" Southern
District Court of Indiana, July 20, 1966, Judge Dillin, without refer-
ring to Aro II or GP v. USP, found that: “Plaintiff is entitled to
damages from the defendant for such infringement, the actual dam-
ages to be measured by the profit made from the sale of the infringing
machines, as determined by an accounting, or by a reasonable royalty,
whichever is the greater. 35 U.S.C. 284.”

The above cases are indicative of the confusion which surrounds 35
U.S.C 284 and particularly the role of profits in determining “dam-
ages.” Zysset v. Popeil, which was denied certiorari to the Supreme
Court, awarded profits. Aro II says profits are excluded from the award
of damages. Yet, a petition for rehearing in Zysset based upon this
conflict was denied by the Supreme Court. Locklin v. Switzer, supra,
correctly points out that Zysset inaccurately quotes: “An infringer’s
profits are a traditional measure of damages” as a statement of the
District Court in Coleman v. Holly*® when it is merely a contention of
““The Appellee’s Argument.”

48 150 USPQ 227 (1966).
41150 USPQ 777 (1966).
48 296 F2d 660 at 663, 122 USPQ 559 (9th Cir. 1959).
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The question of damages is discussed in relatively few infringement
suits since the court must first find the patent valid and infringed.
Most courts postpone the matter for later determination or refer the
case to a Special Master. At this point many cases are settled out of
court, and only in relatively few is the amount of recovery litigated.

One factor which appears in the cases is that if an accounting is
held, it will include a determination of the profits made by the
infringer. How this figure is used by the courts is not settled law. But
the main purpose of the 1946 amendment (as stated in the report and
as interpreted by GP v. USP), to avoid accountings and minimize “the
law’s delay,” has been obviated. Profits continue to be determined.
The legal process continues to be lengthy, complex and expensive.

SeEcTiOoN 111

A patent is regarded as personal property*® which must be protected
from trespass and misappropriation just as other forms of personal
property. In an ordered system enforced by public law, protection is
provided by sanctions. Death, imprisonment and fines are familiar
sanctions. The strength of the sanction is dependent upon the degree
of culpability attached to the trespass. Normally an attempt is made to
have a sanction be an effective deterrent to the trespass.

Sanctions to prevent patent infringement, that is, trespass of a
patent, present a unique situation. The patent grant is only presumed
to be valid and this presumption can be refuted. A patentee cannot be
sure his personal property, represented by the patent, really exists
until it has been tested in the courts. The only place to test the
validity of a patent is in the courts. It is in the public interest that
invalid patents be removed from the patent system and the subject
matter returned to the public domain. Therefore to a certain extent
we encourage the testing of patents in the courts.

The two strongest and contending interests to be considered are:

(a) the protection of personal property from misappropriation; and
(b) the protection of the public domain from misappropriation
through invalid patents.

Items (a) and (b) are diametrically opposed. Item (a) favors strong
sanctions; (b) favors weak sanctions. The sanction protecting the

49 35 U.S.C. 261.
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rights secured by a patent ultimately agreed upon will be a balancing
of (a) and (b).

If one were to design an ideal system of sanctions for patent
infringement suits, other tonsiderations must be taken into account.
The system ought to provide for speedy and inexpensive proceeding.
The indigent as well as the rich litigant ought to have equal access and
protection.

An ideal system would allow a high degree of predictability. The
benefits versus the liabilities of challenging a patent could be calcu-
lated before trial. With rules to use as guides, less litigation would find
its way into the courts. Once validity and infringement were deter-
mined, recovery would be a matter of fact and not speculation.

The sanctions would not encourage harassment or oppression of
either the patentee or the infringer. Participation would not require
disclosure to the public of otherwise confidential information.

Because all of these elements cannot be fulfilled, we must weight
their importance in light of the end which the patent system is
designed to achieve, that is, to promote progress in the sciences and
useful arts.

On the strong end of a scale balancing sanctions would be a criminal
sanction; this would put the infringer in jail for a period of years.
Normally we do not associate prison sentences with the business world,
but that sanction is used in some instances, such as in antitrust
violations.%®

Another strong sanction which would eliminate all lengthy proceed-
ings and promote predictability would be a fine, payable to the
patentee or the government upon a determination of infringement:
This is somewhat similar to design legislation wherein a minimum
recovery of $250 is provided.

Imprisonment and fines are sanctions for patent infringement in the
countries of France, Germany, the Netherlands, and Switzerland. In
Japan profits are presumed to be the amount of damage suffered by
the patentee. In the United Kingdom the plaintiff is entitled, at his
option, to an accounting of profits in lieu of damages.

On the weak end of the scales would be the removal of all monetary
recovery. This would allow as the only preventive sanction injunctive
relief. Injunctive relief is often an ineffective sanction since many
patents have a short useful life, and an injunction, after a lengthy

50 Sherman Act, §§ 1, 2 and 3 provide for a fine not to exceed $5,000, and
imprisonment for not more than one year. For a general discussion see “What
Type of Remedy Is Most Effective?” in 4 Study of Antitrust Laws, Joseph W. Buras.
(New York: Central Book Co., 1958), p. 511.
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proceeding, could not prevent damage to the patentee.

Another weak sanction is the recovery by the patentee of only a
reasonable royalty and no more. This was proposed in 1946 and
soundly rejected by the House Subcommittee on Patents. The fear is
that this would amount to the granting of a compulsory license to all
who chose to make, use or sell a patented invention and would be
disastrous to the patent system. When a patent attorney can advise his
client to go ahead and infringe, without a license, since the only
sanction would be a reasonable royalty, the patent system has lost its
effectiveness.

Today the sanctions provided by statute are injunctive relief under
35 U.S.C. 283 and monetary recovery under 35 U.S.C 284. Injunctive
relief is outside the scope of this paper, but it must be noted that
preliminary injunctive relief pendente lite will not be granted unless
the patentee can show irreparable harm.* Permanent injunctive
relief comes only after final adjudication. This may be late in the life
of the patent.

Included in the monetary recovery but discretionary with the court
is the award of attorney fees’? and court costs.®® The award of
attorney fees is made only in exceptional cases and is remedial, not
penal, in nature.

The monetary recovery now favored by the Supreme Court is the
amount of money the patentee can prove he has lost due to the
infringement, that is, net profit on lost sales, deflated competitive
position, et cetera. If the patentee cannot show any damage, no sanction
is imposed on the infringer, not even a reasonable royalty.

The sanction under consideration in this paper involves the profit
made by the infringer. Should this money, often called unjust enrich-
ment, remain with the infringer, or should it be awarded to the
patentee? The main objection, which seems to underlie the decision of
the Supreme Court in Aro II and other courts, as previously discussed,
is that “‘profits” have no direct relationship to the ‘“‘damages” of the
patentee. There is no interdependence. Profits may have some rele-
vance in determining a reasonable royalty, but they are not direct
evidence of the damage to the patentee. Thus, awarding the profits,
unjust enrichment made by the infringer, to the patentee is itself a
form of unjust enrichment for the patentee. The patentee is “reaping
where he has not sown.”

A strong and cogent argument can and should be made to the courts

51 Ryan v. Ideal Toy Corp., 151 USPQ 166.
52 35 U.S.C. 285.
53 28 U.S.C. 1920.
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by the Patent Bar in an effort to reverse the current trend toward
weaker sanctions in patent infringement suits. So far the courts have
relied strongly on what I consider a misinterpretation of the 1946
amendment. Perhaps the only remedy is by the legislative process.
Without a doubt the 1946 amendment is amibguous. It is time for a
re-examination and redefinition of the proper recovery in patent
infringement suits.

Several modifications of Section 284 have been proposed. In 1954
Norman C. Fulmer® proposed that the award be “damages adequate
to compensate for the infringement and adequate to discourage in-
fringement.” He stated that the “courts will be acting in the public
interest if damages for patent infringement are ascertained with a
view toward discouraging infringement.”

The Patent Law Revision Committee of the American Bar Associa-
tion on September 1, 1965, proposed a resolution that Section 284 be
amended to award damages adequate to compensate for the infringe-
ment, but in no event less than defendant’s profits attributable to the
infringement or less than a reasonable royalty, whichever shall be
greater. This is an effort to put the word “profits” back into the
section. Perhaps a section which is more specific as to other elements of
recovery which should be considered by the court could be drafted.

Another proposal could be that Title 35, Section 284 be amended to
read as follows:

§ 284 Recovery

Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement, fot limited
to but in no event less than a reasonable royalty [for the use made of

. “the invention by the infringer] together with interest and costs fixed
by the court.

When damages are not found by a jury, the court shall assess
them. In either event the court may increase the damages up to three
times the amount found or assessed.

A fine shall be levied by the court upon the infringer in an
amount equal to the profit of the infringer less the damages awarded
to the claimant.

The court may receive expert testimony as an aid to the determi-
nation of damages, profits, or of what royalty would be reasonable
under the circumstances.

I believe this proposal satisfies those, including three present mem-
bers of the Supreme Court, who feel that a successful patentee must be
awarded only what he can prove he has lost. It also provides a sanction
which would be effective in discouraging the infringement of patents.

54 36 JPOS 328, May 1954.
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The infringer would not gain from and the patentee would be fully
compensated for the infringement of the patent.

The phrase “‘not limited to” while seemingly redundant is incorpo-
rated to freeze any judicial movement towards construing *
able royalty” as the upper limit on the amount of recovery.

Efforts are being made to raise the quality and reliability of U. S.
patents.®* Commensurate with the strengthening of patent validity
should be strengthening of the sanction preventing patent infringe-

ment. A valid patent is worthless if the rights confered by it are not
respected.

a reasomn-

58 Supra foonote 2.






RETROSPECTIONS

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

Highlights in the Careers of
Award Nominees

for 1966

We are continuing to share with our readers excerpts from the rich
information contained in letters we have received nominating candi-
dates for the 1966 Inventor of the Year Award. Collectively they
present a broad spectrum of characteristics that make for inventive
creativity. Volumes 9, Number 3 and 10, Number 2 contain letters of
nomination for previous award candidates.

The Inventor of the Year for 1966, Gordon K. Teal, includes his
background in his address beginning on page 1 of this issue.

THIS LETTER IS WRITTEN TO NOMINATE Mr. Billy M. Horton,*
Technical Director of these Laboratories, for the 1966 Inventor of the
Year Award. This nomination is based on Mr. Horton’s invention of
fluid amplification, also now known by various other terms including
fluidics and fluerics.

* Col. M. S. Hochmuth, commanding the Ordnance Corps, Department of the
Army, Harry Diamond Laboratories in Washington, D.C., sent the above letter
and attachments in renominating Billy M. Horton.
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Mr. Horton was previously nominated for the Inventor of the Year
Award (see IDEA, Vol. 9, No. 3, page 524) in 1964, the
year in which Mr. Carlson, the inventor of xerography

Billy M. and an obviously outstanding nominee, was selected for

Horton the award. Renomination of Mr. Horton for this year’s

award seems appropriate because, during the past two

years, fluerics technology has continued to have an

ever-growing impact and importance for military and civilian appli-
cations, in Government and industry alike.

Fluerics activity has proliferated to the point that more than 50
industrial concerns and universities are now conducting research and
development in this remarkable new technology. Among the many and
varied applications in use or under development are jet engine
controls, torpedo controls, air-conditioning systems, stabilization and
control of aircraft and rockets, control of diesel locomotives, control of
numerous chemical and industrial processes, and various medical
engineering functions including heart pumps and respirators. Al-
though many commercial firms are loath to divulge the extent of their
investment in the new science, or to discuss practical applications
which they have developed, many recent articles in trade and technical
publications (see enclosures) attest to the magnitude of interest in the
field. Several writers have predicted that the market will reach $250
million by 1970. With more and more potential applications of fluerics
being conceived, and flueric devices and systems making the transition
from development to production and practical use, still greater impact
over the coming decades may be predicted with reasonable confidence.

The Board may not be concerned with the institutional affiliations
of Inventor of the Year nominees. However, the Board would doubt-
less agree that, in an age in which extensive Government involvement
in research and development appears necessary, the public interest
requires that a certain number of outstanding inventors devote them-
selves to Government service. Mr. Horton clearly qualifies as such an
inventor. Appropriate recognition of Government inventors from time
to time, as well as of non-Government inventors, could serve the
interest of the public, the patent system, and the objectives of The PTC
Research Institute. It may also be noteworthy for present purposes
that: (1) Mr. Horton’s fluid amplifier invention was unrelated to his
Government duties at the time it was invented; (2) he, like many a
non-Government inventor, had to have faith in his invention and had
to overcome the burden of convincing others that fluid amplifiers
should be funded and developed; and (3) his basic patents have been
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assigned to private owners (subject to royalty-free license to the
Government), so that traditional patent incentives are functioning to
further the non-Government development of his invention.

It is noteworthy that Mr. Horton has recently received two extreme-
ly high honors for his work in the field of fluid amplification. The first,
presented in 1965, is the highest Department of the Army Award—the
Exceptional Civilian Service Award, accompanied by $3,000. In 1966,
the City of Philadelphia gave its 1966 John Scott Award to Mr.
Horton, Mr. Raymond Warren and Dr. Ronald Bowles. The latter
two men worked with Mr. Horton following his initial invention of
the fluid amplifier. Each man also received $1,000 with this award.
These two honors attest to the fact that Mr. Horton’s invention is a
truly unique and outstanding one to modern science.

The following article appeared in the December 2, 1966 issue of
Time.*

One of the most familiar techniques for teaching elementary
electricity is to compare the flow of electrons through wires to the
passage of fluids through pipes. The analogy is so valid that scientists
are now changing it from a textbook explanation to practical
application. They are building fluid circuits that supplement and
even replace some electronic devices. By controlling and amplifying
the flow of fluids (either gases or liquids), just as electron flow is
controlled and amplified in electronic circuits, they have conjured
up a variety of odd new fluidic devices that offer valuable improve-
ments on their electronic counterparts.

Because they are unaffected by temperature extremes, radiation,
vibration or shock-—conditions that often damage or knock out
electronic circuits—fluidic controls show their greatest promise in
aerospace and defense work. The Army has already successfully
tested a fluidic roll-rate control on its TIM (test instrumentation)
missile; it is evaluating a fluidic navigational device developed by
Martin Marietta Corp. for use by foot soldiers. Honeywell Inc. has
developed and flown a fluidic autopilot. In less esoteric applications,
the new technology is being used on New York Central locomotives,
General Electric turbines and the machinery that manufactures
Speidel watchbands.

Switches & Amplifiers. In place of the battery or generator that
energizes an electronic circuit, fluidic devices use a continuous
stream of fluid, usually air. The supply can come from a pump, from
the hot gases of a jet engine, from air forced through nose vents in
missiles or airplanes, or even from a tank of compressed zir. In a
simple fluidic circuit, the power stream is fed into the base leg of a
Y-like arrangement of tubes or channels. As the stream flows through
the Y toward outlets at the end of two diverging arms, a fluid-flow
phenomenon, called “the Coanda effect,” causes the stream to attach

* Reprinted from the December 2, 1966 issue of Time appearing under the title,
“Taking a Fluid Approach.” Courtesy TIME; copyright Time, Inc. 1966.
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itself to one side of the circuit and to flow out through only one of
the arms.

A tiny “control jet” of air, blown perpendicular to the power
stream as it passes through the base leg, can force the stream to
attach itself to the opposite side of the circuit. When that happens,
the power stream flows out entirely through the other arm of the Y.
A puff of the other control jet reverses the process, just as a small
voltage change on the grid of a vacuum tube can control a relatively
heavy flow of current through the tube’s plate circuit. Like a vacuum
tube, the fluidic circuit can thus be used as a switch to turn on or

shut off a supply of power.
By etching or carving out a cavity at the point where the arms and
base leg of a fluidic circuit meet, . . . fluidics engineers

can prevent the power stream from clinging to either wall. Instead,
it flows down the center of the Y and divides equally between the
two outlets. In this “anti-Coanda” configuration, the application of a
control jet merely deflects the power stream by an amount propor-
tional to the intensity of the jet. As the output of the two legs varies
with the strength of the control jet, the fluidic circuit is once more
something of a vacuum tube. In effect, it is an amplifier, exagger-
ating with its power stream the fluctuations of its tiny control jet.

Computers & Rockets. Scientists have devised countless ways to
make use of the controlled output of fluidic circuits. A fluidic
guidance system can control the course of a torpedo by shooting out
jets of gas or sucking in water. This distorts the surrounding
boundary layer of water, changes its frictional effects and causes the
torpedo to turn. In a rocket flying through the atmosphere, the
control jets of a fluidic stabilization system are attached to vents in
the rocket’s nose cone. As the attitude of the rocket begins to change,
the nose vents gulp in air at different pressures, and those changing
pressures control a small jet of hot gases shot at right angles into the
rocket’s exhaust. As the exhaust gases are deflected, they correct the
rocket’s attitude.

On an assembly-line conveyor belt, moving parts momentarily
interrupt strategically placed jets of air shooting across the belt. The
interrupted air jets, connected to the control jets of a fluidic circuit,
cause power streams to flow and stop, opening and closing valves.
The valves in turn activate automated pneumatic machines that
process the passing parts.

Toys & Toothbrushes. Though the first promising fluidic circuits
were developed only seven years ago, at what is now the Army's
Harry Diamond Laboratories in Washington, scientists are fast
catching up with electronic technology. They have already produced
fluidic oscillators, memory and logic circuits, and have devised fluid
versions of resistors and capacitors. They have also learned to etch
fluid channels into small blocks of metal and plastic, producing
fluidic versions of electronic integrated circuits [TIME, Sept. 2].
Though they are still no match in size for the microscopically small
electronic 1.C.s, several compact fluidic circuits can now be intercon-
nected and fitted into durable and compact inch-square wafers.

For all the work that has already been done, many fluidics
problems remain. Scientists still do not fully understand some
fluid-flow phenomena; fluidic circuits are still relatively cumbersome
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and are generally more expensive than their electronic counterparts.
In addition, the speed of fluidic devices is limited by the maximum
velocity of a pressure wave through the fluid—which is the relatively
slow speed of sound. This places them at a distinct disadvantage in
competition with electronic computers, which are limited in speed
only by their size and the velocity of an electrical impulse—the
speed of light.

Despite these shortcomings, many U.S. companies have established
fluidics divisions. They are spending millions of dollars annually on
fluidics research and development and will sell an estimated $30
million worth of fluidic products this year. One pioneering firm,
Maryland’s Bowles Engineering Corporation, works entirely on the
development of fluidic technology and systems. Appliance makers are
developing washing machines and dishwashers with fluidic controls.
Detroit auto manufacturers are considering a number of fluidic
devices such as fluid amplifiers for gas turbine engines. Mattel
Incorporated is developing fluidic-controlled toys that will respond
to sound, and General Time Corporation has been granted a patent
on the first fluidic automatic toothbrush.

The following material appeared in Missiles and Rockets*:

Fluidics as a field — The term “fluidics” as used throughout this
report refers to that field of technology that deals with the use of
fluids, either gaseous or liquid, in motion to perform functions such
as signal or power amplification, temperature or rate sensing, logic
or computation, and control.

Inherent in the term is the concept of achieving amplification or
gain—and, often, the absence of moving parts.

In the first fluidic circuits developed by Harry Diamond Laborato-
ries, a fluid stream of relatively high energy was directed across a
cavity. Through introduction of a low-energy control stream perpen- -
dicular to one side of the power stream, the latter can be deflected
into a desired outlet aperture, through which it will continue to flow
until deflected momentarily by a contro! stream from the other side.
Thus, the power stream can readily be directed into either of two
channels at will. From this simple geometric “gingerbread man” a
multitude of progressively more sophisticated devices have been
built.

By combining or cascading fluid amplifiers, enormous gains can be
achieved from a very low initial input.

Honeywell considers all fluidic devices as falling into one of three
major classes: sensors, amplifiers or logic elements, or actuators.
From these, complete fluidic systems can be built, using either analog
or digital techniques.

Sensors detect some physical condition or change, and provide a
fluid signal as an output. Amplifiers or logic elements can build up
this signal and process it or store it. The actuator can then be
instructed to act on this processed signal and possibly perform some
physical action.

History of fluidics—The groundwork for what may now be called

* Reprinted from Missiles and Rockets, February 8, 1965, under the title, Mark-
ket May Hit $250 Million by '70.”
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the field of fluidics was laid by many persons during the last century,
working with pneumatic and hydraulic systems.

One might start with Chichester A. Bell, who developed a
turbulence amplifier in 1892. The device found use in Europe as an
acoustic sensor and amplifier (at low frequencies).. Or one might
include the work of R. E. Hall, who developed a turbulence
amplifier used as a logic control device.

Certainly a key to modern fluidic technology was provided by
Henri Coanda in 1932. Called the Coanda Effect, the phenomenon
involves the tendency of a fluid stream emerging into a throat area
to attach to one wall. Coanda found that applying a small pressure
perpendicularly to the side of the jet nearest the wall would cause
the stream to attach to the opposite wall.

However, no matter how close the early inventors came to fluid
amplifiers in their designs, none really recognized or understood the
meaning or fundamental use of signal gain.

In 1959, Dr. R. E. Bowles and Billy M. Horton of the then
Diamond Ordnance Fuze Laboratories (now Harry Diamond Labo-
ratories) were discussing some work by Bowles in the realm of fluids
in motion—more specifically, dynamic fluids and functional per-
formance associated with vacuum cleaners and firefighting equip-
ment.

Out of this casual talk came a suggestion by Horton to use control
jets. Thus the concept of fluid amplification and, thereafter, poten-
tial application of systems or components using such techniques.

Horton during the next few days nearly filled an engineering
notebook with sketches and design notes. Working at their homes,
Bowles and Horton, assisted by another DOFL engineer, Ray
Warren, soon developed a handful of working components including
inertial sensors, amplifiers and logic devices.

With these ideas and designs in hand, the three inventors were
able to obtain Army funding to begin a limited R&D effort.

Horton filed for a patent in October, 1959, refiled in September,
1960, and obtained the key fluidic patent for a *Fluid-Operated
System” in February, 1964. He also secured patents for a “Negative
Feedback Fluid Amplifier” and “Fluid Systems for Aircraft Control.”

Bowles and Warren also secured a basic patent covering sidewall
control effect, and thus the three held a firm grasp on a new field.

This latter patent covers a whole family of digital devices using
wall interaction.

Current patent situation—The three basic patents issued to Bow-
les-Warren and Horton covered the fluidic devices mentioned above
and also a fluidic bistable (flip-flop) element, oscillator and a
positive fcedback device. All have held up in a continuing series of
interference proceedings.

Bowles left DOFL in 1961 to establish his own firm specializing in
fluidics R&D. Subsequently, rights to the three basic patents were
purchased by Bowles Engineering Corp. from the inventors.

The Government enjoys a royalty-free benefit included in each
patent, and BEC freely licenses reputable manufacturers for unre-
stricted use of the patents.

Three interferences filed by Bowles against the Soviets were
terminated recently by the U.S. Patent Office in Bowles’ favor. The
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firm has filed three more against Sperry Rand and one against
General Electric Co.

BEC also has purchased rights to four other patents issued to the
three inventors. The firm now has more than 25 of its own patents
pending.

Sperry Rand has filed nearly 150 disclosures, out of which it
probably will secure 100 patents. Kollsman, Honeywell, Bendix, GE
and IBM hold important fluidics patents and are steadily enlarging
their claims.

Josern BANCROFT & SoNs COMPANY RESPECTFULLY NOMINATES Mr.
Richard R. Walton* of Boston, Massachusetts, for the 1966 Inventor
of the Year award of The PTC Research Institute.

Mr. Walton is a stimulus and model to all individual inventors, and
an example of a creative person who has joined hands
with large and small companies in industry.

His inventions in connection with shrink proofing of  Richard R.
knitted wear have proven basic in the industry. His Walton
washing machine developments are licensed to Whirl-
pool (Kenmore) and Frigidaire. Many other of his
inventions which he has licensed to industry, are only now emerging
or still in the development phase, as in the cases of automated handling
of limp fabrics for the sewing and laundry industries and the creping
and finishing of synthetic webs, fibers, textile, and paper.

His current efforts in the development of a smoke breathing
machine for test animals for cancer research and the development of a
low cost hand-powered washing machine for underdeveloped countries
are also worthy of consideration.

We suggest that recognition of an inventor during the fruitful
period of his life, with great success behind him, but while yet in the
midst of his creative struggle, not only is just and rewarding to the
inventor himself, but also is the best stimulant and believable example
that one may present to creative youth.

The following article on Mr. Walton appeared in the August 20,
1964 issue of America’s Textile Reporter:

A Boston, Mass.,, inventor explains how his interest prompted
experiments in controlling shrinkage that led to the development of

* The above letter of nomination and the material which follows was submitted
by Linton G. Ray, Jr., President of Joseph Bancroft & Sons Co. of Wilmington,
Delaware.
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today’s Pak-nit process for knitted cottons. “I like to work in the
survival areas of food and textiles,” says Richard Rhodes Walton. He
describes himself as “a chemical engineer by exposure and a
mechanic through probability” and says that he found his key to the
shrinkage problem when he realized that in textile processing fibers
are made to behave in a way foreign to their natural inclination.

“Everything is pulled and stretched in textile processing,” he says.
“In knitting, the loops of the fabric are pulled and stretched through
cloth winding, calendering and other processes, and the result is a
most unnatural state. In drying, especially tumble drying, the loops
have a chance to relax again and so there is shrinkage. Our machine
pre-relaxes the loops by compacting the fabric up to 25 percent. The
loops find their favorite position after one or two subsequent
washings at home and further shrinkage is restrained.”

(Mr. Walton’s machine is called the Compactor and is manufac-
tured by Compax Corporation, Woodside, New York, a wholly-
owned subsidiary of Tubular Textile Machinery Corporation, which
licenses the Pak-nit trademark.)

In fact, it was the widespread use of tumble drying in the late
1940s that really caused the problem. “Tumble drying caused twice
the shrinkage of flat drying,” Leo Feuer, research director of William
Carter Company, Needham Heights, Mass., says. “There arose almost
overnight a critical need for shrinkage control in knitwear. . .”

Richard Walton, who had meanwhile been engaged in research on
paper creping, was approached by Fabric Research Laboratories and
told of the interest in shrinkage control for knitwear. Mr. Walton
was able to apply some of his general principles used in paper
creping to the problem of cotton knits. Mr. Walton went to William
Carter Company with his compacting theory of prerelaxing the
loops and the initially skeptical company soon became convinced
that the idea was feasible.

“I'm a try and try again type of inventor instead of a theoretical
one,” Mr. Walton says. His compactor is basically a two-roller unit,
each roller operating at a different speed, that with the aid of heat
literally compacts the loops in the fabric. The pilot model and
subsequent refinements were made in Mr. Walton’s machine shop.

Richard Walton and officials of the William Carter Company
approached Tubular Textile shortly after. But it took almost eight
years for the latter company to perfect translation of the pilot model
into a commercially acceptable production model. The completed
machine was first marketed in 1962 (April 16, 1964, issue of the
Reporter) . . .

Meanwhile, Richard Walton keeps his hand in textiles. He is
currently working on a machine that mechanically imparts stretch in
a fabric. Among his other inventions are an automatic cloth pick-up
and feeder to sewing machines, a device for feeding flat goods in
laundries, a portable washing machine, improved agitators for
washing machines, a device for increasing the absorbency of nonwo-
vens and imparting drape, and machines for creping and elasticizing
paper.

These machines use new principles that could have been discov-
ered by others but weren’t. “Corporations often prefer to refine
existing products rather than encourage the discovery of entirely new
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approaches to design and performance,” Mr. Walton says. “I don't fit
into the mass inventive technique.”

And as for the Compactor, “It’s the greatest thing that has
happened in the history of the knit goods industry,” William L.
Carter, Vice-President of William Carter Company, has said.

As VICE PRESIDENT MARKETING WORLDWIDE for the Colgate-Palmolive
Company, * one part of my job is to try to perceive and specify what
needs people may have now or in the future which my company might
satisfy through “on time” and “in time” use of its amalgamated talent.

Around the world 1 have observed the obvious—most of the people
are poor and possess few of the labor saving devices which are basic to
the U.S. home. Although most countries have, to a varying degree,
mimicked the U.S. in stimulating and educating basic consumer
desire, the economies of most countries are far behind the U.S. in
satisfying their needs at a price consistent with spending power.

In a sense, the eye of advanced industrial technology is on the moon,
or on frills, not purposefully “looking inventively backwards’ to
provide a “products bridge” to economies which are on the other side
of the tracks. “They hear us, but they can’t quite reach us.”

From whatever viewpoint one wants to take—sociological, political
or industrial “profitical,” it is obvious that the backward will benefit
and take advantage of educational opportunity faster as their living
burdens are lessened. They also will pay for the opportunity. Five-
hundred dollar washing machines, however, are not within the reach
of this desire.

Because most countries cannot provide mechanical washing help
within the ability of the average family income, it was obvious to me
that “perfect is the enemy of good” and that an interim device was
needed to provide help to the millions who wash by streams—to
release women from the bondage of cleaning and preserving the
clothes on their families’ back. Why couldn’t modern science invent a
washing device, even manual, which might wash clothes faster and
better than the human hand—the woman’s hand.

As a result, I asked Richard Walton, who, luckily was both my
friend and the leading inventor in modern mechanical washing proc-
esses to consider “‘inventing backwards”—to apply his knowledge, not

* Another letter from Robert W. Young, Jr., Vice President of Colgate-Palmolive
Company, on behalf of Richard Walton was forwarded to the Institute by Mr.
Walton’s patent counsel, J. N. Williams, of Fish, Richardson & Neave of Boston,
Massachusetts.
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to a slightly better mechanical device, but to a much better manual
device. I suggested that it should theoretically be costed “all-in” $2.

Mr. Walton gasped, but went to work with a double will. He was
motivated both by the challenge of the invention and the once in a
lifetime opportunity to create a “people mover,” a “society changer.”

Mr. Walton eventually provided three models for my company’s
evaluation, from which we jointly chose one. When it was made
available to Mexican peasant women, the resultant response was
beyond our hopes. Mr. Walton personally demonstrated and washed
clothes along with the eventual user, carrying back both the praises
and suggestions of these highly aware and intelligent women. The
“children of Sanchez” are only poor—they have the intelligence to
understand the gleaming magazine, radio and television advertising
for $500 washing machines.

The poor but perfectionist housewife the world over shares the
heartfelt cry of one Mexican woman, who, after using the Walton
machine, called out for her eldest son: “Now, Pedro, you do it!”

The uniqueness in the Walton invention is its unassuming appear-
ance and simple efficiency of action to fill a greater need for more
people the world over than can ever be filled in their time by the
fancier atom or laser. Recognition should be given for an inventor who
both had the knowledge and the understanding to create a device
which our sophisticated society might reject as being as meaningful as
the cotton gin was in its time, but actually could be equally explosive
to the statistically many more ‘“financially frustrated,” but aware
people of today.

To invent backwards, providing a helping hand to the “other side of
the tracks” people all over the world may represent the greatest
stimulus to world peace that capitalism can provide. The ramparts of
Rome fell to people who didn’t know that they were people “‘on the
other side of the tracks” until Rome let them know it. Rome did not
have the resources to satisfy their needs. We do have the resources if
applied properly, even though modern worldwide advertising has
educated the poor to the sadness of their lot more than any time in
history.

Mr. Walton has made a significant contribution. Let's hope that

inventors and industry will provide more.
L] * L

WE HAVE WORKED WITH DIck * very closely for the last eight years on

® Quoted from a third letter forwarded by Mr. Williams from Allen Koplin,
President of Hydraxtor Company of Chicago.
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various projects, and although nothing has come to fruition as far as a
commercial product, we have great hopes in the very near future for
his air separation on cotton pieces to come into being. We plan to call
this unit the “Hydrafeeder,” and it should have a rather revolutionary
effect as far as high-production laundries are concerned.

There is also a great possibility for this in the textile field, wherein
they feed different types of small pieces into folding equipment. The
other applications for the textile field would be handled through
United Shoe Machinery.

We are also working with Dick in several other areas; namely,
washing equipment and also in the adaptation of a new constant
tension spring in a retracting mechanism for continuous towel cabi-
nets. This spring arrangement will be something that will be the
subject of a new patent very shortly.

Our company has been exposed to many inventors over the past, and
it is only through such an exposure that one can realize what talent
and insight a man like Dick Walton has. To say he is unique would be
putting it in its mildest form, because there has never been anyone
who combines the talents for recognizing need, coming up with a
rather simple solution, and then having the ability to sell these to
large corporations. So many people have the talent to develop, but not
the ability to sell, which, of course, has killed many very fine inven-
tions.

WE wisH TO NOMINATE FOR PTC'’s INVENTOR OF THE YEAR AWARD a
distinguished English scientist, Francis T. Bacon, * whose work on
fuel cells provided the breakthrough that led directly to development
of the hydrogen-oxygen fuel cell chosen by NASA to provide on-board
power for the U.S. Apollo spacecraft.

Mr. Bacon holds a total of six U.S. patents on inventions resulting
in major advances in fuel cell technology. We are en-
closing copies of three of these that relate to the
achievements which paved the way for the Apollo fuel Francis T.
cell power plant. Bacon

A direct descendant of Sir Francis Bacon, Mr. Bacon
in 1932 on his own initiative began to investigate all

* The above nomination letter was sent in by Anthony M. Moos, Vice President
of Leesona Moos Laboratories, Great Neck, New York.
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the work that had been done in this field dating back to 1839, when a
hydrogen-oxygen cell was first described by Sir William Grove. While
some progress had been made in the intervening years, the fuel cell
was far from being a practical device and Mr. Bacon decided that the
time was ripe for a renewed attack on the problem.

In 1940, Merz & Mclellan, (a U. K. investment house) arranged for
the work to be continued at King’s College, University of London, but
because of World War II the program was discontinued in 1941. It
restarted in 1946, at the University of Cambridge and in 1956 the
National Research Development Corporation, established under an
Act of Parliament for the purpose of securing the development and
commercial exploitation of significant inventions, took over sponsor-
ship of the program and was assigned Bacon’s fuel cell patents.

Our purpose in giving you this background information in detail is
to indicate that Mr. Bacon’s work was carried out at distinguished
institutions, under sponsorship of the highest quality. This is some
evidence of Mr. Bacon’s character and, having known him personally
for ten years, I can vouch for his integrity as a man and as a scientist.
In 1965, for his work on hydrogen-oxygen fuel cells, Mr. Bacon was
the recipient of England’s Royal Society S. G. Brown award.

You may be interested to know how Mr. Bacon’s work and patents
came to the attention of Leesona Moos Laboratories. In the mid-
Fifties, our organization saw great growth potential in packaged power
sources and after surveying here and abroad all the work achieved in
that area we determined that Bacon's hydrogen-oxygen fuel cell was
the most advanced. As a result, we entered into a contract with
National Research Development Corporation to carry out a joint fuel
cell development program, and in 1958 we became exclusive American
licensee of the Bacon fuel cell.

By the following year, our fuel cell research had progressed to the
point where it was necessary to decide whether engineering and
manufacturing would be carried out at the Laboratories or be licensed
out to another company. In the interest of expediting the program, the
latter path was chosen and in August, 1959, we licensed the Pratt &
Whitney Division of United Aircraft Corporation to carry out the
engineering and manufacturing aspects of the program, while we
concentrated on basic research.

The cooperative venture proved fruitful. In 1961, the National
Aeronautics and Space Administration selected the fuel cell that
emerged from these joint research and engineering efforts for the
Apollo moon shot.
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Currently, the emphasis on the three way program (in January,
Leesona Moos, Pratt & Whitney and Energy Conversion, Ltd.,, a
consortium made up of National Research and Development Corporation
and three other British companies extended their cooperative venture
to 1984) has been shifted from hydrogen-oxygen fuel cells for military
applications to fuel cells using carbonaceous fuels for commercial

applications.

Educated at Eton College and Cambridge University, Mr. Bacon
received a B.A., Mechanical Sciences Tripos in 1925 and an M.A. in
Mechanical Engineering in 1946. In 1947 he became an Associate
Member of the Institute of Mechanical Engineers. On February 7,
1967, Mr. Bacon was awarded the Order of the British Empire at
Buckingham Palace. He is at present consultant on fuel cells to Energy
Conversion Ltd. in Middlesex.

OWENs-ILLINOIS DESIRES TO NOMINATE one of its employees, Mr.
Orville B. Sherman, * a resident of Maumee, Ohio, for consideration
as the Inventor of the Year. Mr. Sherman is the inventor of a unique
process for blow-molding plastic containers. This process of blow-
molding containers is one which is used exclusively in the United
States by Owens-Illinois and has been a significant factor in permitting
Owens-Illinois to achieve a competitive position in the blow-molding
industry.

The basic method is set forth in United States Letters Patent No.
3,114,594, issued December 17, 1963, (copy attached).

According to Mr. Sherman’s method, an injection mold

defining a neck cavity is positioned over the orifice of Orville B.
an extrusion die. Heated thermoplastic material is Sherman
injection-molded in the cavity to form the threaded

neck or finish portion of the container being formed.

Thereafter, a length of tubing integral with such finish portion is
extruded and enclosed within a partible blow-mold. A pressured fluid,
normally compressed air, is then introduced in the mold enclosed
tubing to expand such tubing into conformity with the cavity of the
blow-mold, thus forming the finished container.

* W. A. Schaich, Vice President and Director of Patents of Owens-Illinois,
Toledo, Ohio, sent in the above letter of nomination.
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The advantages of Mr. Sherman’s process may be seen by outlining
those features which are considered important in the industry, particu-
larly those features relating to the quality of the containers and to the
efficiency of production.

One of the features most important to the blow-molding industry is
to mold containers in which all wall portions have nearly the same
wall thickness. Thus, if portions of the walls are too thick, it is obvious
that the relatively expensive plastic molding material is being wasted.
On the other hand, if some portions of the container walls are too
thin, the container simply will not be satisfactory. The Sherman
process in which the neck portion is injection-molded and an integrally
formed length of tubing is subsequently extruded admirably lends
itself to conditioning the tubing in one of numerous ways to ensure
that the finished article will have a relatively uniform wall thickness.

An indication of the significance of the Sherman process for molding
blown plastic containers may be had by considering the growth of the
plastic molding industry generally and, more particularly, the signifi-
cance of the Sherman- process in the growth of such industry.

Within a nine-month period during the years 1958 and 1959, the
entire liquid detergent market converted from metal and glass con-
tainers to plastic containers. Containers produced by the Sherman
process were in the forefront of such conversion. Since that time, many
other products have turned to plastic containers for their packaging
medium.

The continuing growth of the plastics industry may be seen from a
Department of Commerce report which indicates that during 1965,
251 million pounds of plastic were used in the molding of plastic
containers and that the use in 1966 is estimated to exceed 300 million
pounds. Converted to units, in 1965 alone, over two billion plastic
containers were produced in such product areas as household chemi-
cals, toiletries and cosmetics, medicinal health, industrial chemicals
and specialties, food and beverage, and automotive and marine prod-
ucts. It is estimated that literally billions of plastic containers have
been produced using the Sherman process.

When one considers that blown plastic containers are items which
are well known to every American—finding their way to every Ameri-
can household—it is our belief that the inventor of this process which
materially contributed to the success of the plastic blow-molding
industry deserves serious consideration from the Committee as Inven-
tor of the Year. It is for that reason that we submit, for your
consideration, the name of Orville B. Sherman.
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I wouLp PrOPOSE BERT N. Apams* for consideration for the award.
As you know, he is the inventor of the non-rechargeable battery which

February by the Supreme Court.

was involved in the successful suit in the Court of Claims, affirmed in

Adams apparently is representative of the ‘“garret inventor,” a

vanishing species. He also appears to have measured up

to one definition of an inventor—a fellow who didn’t

know a certain thing couldn’t be done and who accord-
ingly went ahead and did it.

A further factor in Adams’ favor is the reported
insistence of certain battery experts that such a battery
as Adams proposed could not be made to work.

The following material appeared in the APLA Bulletin:**

Bert N.
Adams

Now, as for the history of the Adams Case, actually Bert Adams
came to us about 1956, and in 1957 we petitioned the Army for an
administrative award, which was turned down about 1958 ar 1959.
And shortly afterwards, at the beginning of 1960, we filed suit in the

Court of Claims. .

At the trial before Judge Lane in the Court of Claims, we had
three witnesses. We put on Mr. Adams, the inventor; Mrs. Adams,

his wife; and our expert, Dr. Mantell.

Mr. Adams was a very interesting witness, I have always felt. As

you know, he was completely self-taught. . . .

He testified, for example, that cuprous chloride, which as most
people will agree, is almost completely insoluble in water, was

soluble in water.

He testified that magnesium, which is generally regarded as being

substantially insoluble in water, was soluble in water.

He testified that water, which is generally regarded as being a

fairly effective non-conductor, was a perfectly good electrolyte.

We thought it was just as well to bring that out on direct (sic).

Of course the really funny thing is that he is the only one who is

right.

And then after Mr. Adams left the stand, we put on Mrs, Adams.
And I must say, although I haven't had the opinion of the people

who heard her, that I felt her testimony was quite effective.

We put her on primarily because we were not sure what position
the government would take on its references and we wanted to
prove an early date for the invention, and Mrs. Adams had
knowledge of that, because she had been responsible for getting .the
materials for Bert and she had assisted him in his experiments. She
was the one who had kept the records of the amperage and voltage

that his test batteries put out.

* The above letter of nomination was submitted by Thomas M. Ferrill, Jr.,

of Philadelphia.

*% An account of the Adams infringement trial as given by his patent counsel,
John A. Reilly, at an APLA meeting and reprinted in part from the APLA

Bulletin, (October-November 1966) .
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She was a very sincere and a very appealing witness.

She testified to some of the things that had happened to her. When
Bert was making his cuprous chloride and mixing in the carbon on

She also told how Bert had made little batteries. How he put them
together and wired a small electric bulb to them. This is where we
got the idea for the demonstration that we are going to show you in
a few moments. That he had added water to them, of course, and
then in order to keep a record of their output he would take them
into the bedroom at night. Mrs, Adams said that all night long there
were eight or nine of these little batteries sitting around the
bedroom with their unwinking little lights blinking, or not blinking,
and she said it was sort of like having a Christmas tree in the
bedroom every night.

And then, of course, at the very end of her testimony she told how
Mr. Adams had gone to the government, to the Army and the Navy,
just after Pearl Harbor and how he had spent some three years
making batteries for the government, and going back and forth to
Fort Monmouth delivering batteries, and having discussions with the
battery experts at Fort Monmouth. She said very simply that she felt
he had been bitterly discouraged. When she left the stand, I thought
she had made a very effective presentation and in a simple way, a
rather dramatic one. . . .

Then we put on our expert Dr. Charles Mantell, who I thought
did a superb job.

A great deal of the presentation in the courtroom was al fresco. It
had to be. We were not able to obtain sample batteries in advance
that we could disassemble and analyze.

So Dr. Mantell did a great deal of his work in analyzing the
batteries right on the witness stand using his penknife and a pair of
pliers, which, as I recall, we borrowed from the Court, and did his
testifying right off the top of his head, so to speak.

We also made up our infringement charts directly before the
Court. They were not pre-designed or done up in advance.

At one point in the testimony—and I will show you the chart of
this later on—we found a small drawing in one of the government's
production documents which indicated the results of an experiment
that they had made with the Adams battery. And Dr. Mantell found
two curves—or rather performance figures on a battery that was the
best type the government could procure at that time from commer-
cial sources, and directly at the trial he -cross-plotted the two curves
against the one that the government had made of the Adams
battery. . . .

And we contrasted these curves with the curve of the Adams
battery, and you didn’t have to be a battery expert to be able to
appreciate the tremendous contribution that Bert Adams had made.
This man who knew nothing about battery theory, self-taught in the
field of electrochemistry, the man who said water was a good
conductor, and cuprous chloride and magnesium were soluble in it.
There, on the chart, is your answer. He is the only one who is right.
And the importance of his contribution affects all our lives today.
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Copyright Booklet for Young People Published by Institute

“The ‘C’ in the Circle,” first in
a new series of educational copy-
right booklets for young people,
has just been published by the In-
stitute. Presented in an attractive
format, it describes briefly the pur-
poses of the copyright system, the

history of the system and summar-
izes procedure and the ways in
which copyrights touch the life of
every young person.

Copies may be obtained at a
nominal fee from the Institute’s
office.

New Members Appointed to Advisory Council

Helge Holst, President of the
American Tool and Machine Com-
pany, Boston, and J. Russell Wil-
son, Vice President of Monsanto
Company of St. Louis, have been
appointed to the Advisory Council
of the Institute for three year terms
effective in April 1967.

The Advisory Council advises
and assists in determining policies
and in formulating and carrying
out specific programs of work. They
represent different fields of activ-
ity, such as the fields of commerce,
education, science, manufacturing,
finance, labor and the professions.

Japanese Group Visits Institute

A mutually beneficial exchange
took place on the eleventh of April

1967 when the Institute was host to
a group of members of the Japanese
System Study Team to Europe and
the U.S.

The Japanese were interested in
learning about our patent system

and about the work of the Institute
with a view to improving their own
system. The Institute, in turn, was
interested in gathering information
on the Japanese system, particu-
larly those aspects that might re-
late to the recommendations in the
recent report of the President’s
Commission on the Patent System.

New Cuide on East-West Trade Published

The most recent one-page guide
distributed by the Institute in its
series entitled ‘“What Do You
Know About . . .” deals with
“Patents, Trademarks and Copy-
rights in East-West Trade.” The

series is intended for busy execu-
tives and professional people as an
easy reference aid to patent and re-
lated information in the Institute’s
published sources. Copies are avail-
able on request at the Institute’s
office.

131






Inventors’ Certificates and Industrial
Property Rights

JOSEPH M. LIGHTMAN*

SUMMARY

THIS ARTICLE ANALYZES PAST AND PRESENT TRENDS regarding inven-
tors’ certificates, a form of recognition for inventions used extensively
in the the Soviet Union and, on a lesser scale, in Bulgaria, Poland and
Rumania, although embodying no proprietary rights in an invention
as does a patent. The article notes that in recent years the United
International Bureaux for the Protection of Intellectual Property
(BIRPI) and a leading private international organization, The Inter-
national Association for the Protection of Industrial Property (AIPPI),
have made proposals to the effect that inventor’s certificate applica-
tions be recognized for right of priority purposes under the Conven-
tion of Paris for the Protection of Industrial Property. The President’s
Commission on the U.S. patent system has also made such a recom-
mendation.

* Mr. Lightman is a Research Associate with The PTC Research Institute and
an International Economist with the Foreign Business Practices Division, Office of
Commercial and Financial Policy, Bureau of International Commerce, U.S. De-
partment of Commerce.
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Other developments are evaluated leading up to the recent Stock-
holm Conference which adopted an amendment to the Convention’s
“right of priority”, Article 4. The amendment specifies that inventor’s
certificate applications filed in member countries shall give rise to a
right of priority under Article 4 and that an inventor’s certificate
applicant shall have a right of priority based on his first filed patent,
utility model or inventor’s certificate application. The amendment is
applicable only to those Convention member “inventor’s certificate”
countries which also have a patent system. It is noted that the subject
of inventors’ certificates will be taken up in detail at the Revision Con-
ference of the Paris Convention to be held in Vienna in 1970, and that
BIRPI is already undertaking preparatory studies for this purpose.

The article concludes that the recognition of inventors' certificates
within the Paris Convention context for right of priority purposes is a
significant step in East-West relations in the industrial property field.
It is essential, however, that the ability of United States nationals to
acquire patent rights in these countries is not diminished and that the
distinction between inventors’ certificates and patents is maintained
within the Convention’s framework.

INTRODUCTION

ALTHOUGH OUR KNOWLEDGE OF EASTERN EUROPEAN INDUSTRIAL PROP-
ERTY SYSTEMS has increased considerably in the past decade, there is
still relatively little information available on practical experiences
under these countries’ laws. Perhaps the least known aspect of Eastern
European systems is the so-called “inventor’s certificate,”* a form of
recognition for inventors widely used in the USSR and in some of the
other Eastern European countries.

In such countries, an inventor can, under certain conditions, apply
either for a patent or for an inventor’s certificate.? The application for
either is generally the same, in that it must describe the invention

1 The expression ‘“‘author’s certificate” has been used in many earlier translations
and publications concerning Eastern European laws. In recent years, however, the
term “inventor’s certificate’” has been adopted in publications to avoid confusion
with copyrights.

2This choice however is virtually meaningless for most inventors in these
countries where the economic system is such that inventors’ certificates are the only
form of recognition administratively practical, or, in many instances, available to
them.
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with appropriate drawings and specifications. Also, the examination for
novelty is generally the same; although there may be somewhat
different prior art criteria and utilization requirements for the two
types of documents. If an .application is allowed, the inventor is
granted -an inventor’s certificate or patent, depending on what he
applied for.

The legal effects of the two types of recognition are different. The
inventor’s certificate conveys no ownership rights or exclusive rights
with respect to the invention; the invention and rights to its exploita-
tion belong to the State. The inventor has the right to a financial
reward and other special privileges, based on the invention’s use,
savings to the economy and other factors (see Chart I appended). If,
on the other hand, the inventor should elect to receive, and does
receive, a patent, he thereby acquires a legal monopoly or proprietary
right to keep others from exploiting the invention without his permis-
sion. Legally he may assign or license his rights, as in the case of patent
owners in Western European countries. In Eastern Europe, however,
inasmuch as there is no private enterprise, the patentee is left only
with the possibility of concluding a licensing agreement with a State
enterprise. Also, if the invention is needed by the State and no
agreement with the inventor is reached, he is in effect subject to a
compulsory license at compensation to be established by the State.

Although the inventor does have the theoretical option in these
Eastern European countries to apply for a patent or for an inventor’s
certificate, conditions are such that inventors’ certificates are chosen
almost universally by local citizens in the USSR and also on a large
scale in Bulgaria and Rumania. As the holder of an inventor’s
certificate, the recipient is entitled to certain compensation and privi-
leges, with the State undertaking exploitation of the invention. As a
patent holder, the local citizen of any one of these countries is left to
his own resources, and in the absence of private enterprise, he is not in
any position to exploit the invention himself. Also, unlike a patent, an
inventor’s certificate requires no fees of any kind.

Generally, an inventor who develops an invention in the course of
his work in a State-enterprise project (or with State aid) can only
apply for an inventor’s certificate, and not a patent, thereon. Further-
more, inventors’ certificates, not patents, are the only forms of official
recognition that can be acquired for certain subject matter, such as
foods, medicines and techniques for treating diseases. On the other -
hand, practically all of the few patents issued are to foreigners.
Foreigners who do apply for rights to their inventions in these
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countries are not generally interested in inventors’ certificates since
they convey no proprietary rights and are primarily adaptable in terms
of their benefits only to local nationals. Foreigners who do apply in
these countries seek patents in most cases. In the USSR, Bulgaria and
Rumania, where the dual system of patents and inventors’ certificates
is more fully established, well over 95 percent of all applications filed
are for the latter (see Table 1).

This article will discuss the emerging importance of inventors’
certificates in the international context, including the most recent
developments relating thereto at the Intellectual Property Conference
which took place in Stockholm from June 11 to July 14, 1967. In this
connection, it will trace the evolution of the inventor’s certificate
system to its present day status and draw a number of conclusions
relating to future aspects of this subject. In keeping with The Patent,
Trademark, and Copyright Research Institute’s policy of spotlighting
important problem areas in the industrial property rights field, this
article is intended to afford the readers of IDEA some new insights
into the subject of “inventors’ certificates.”

EvoLuTiON OF THE INVENTOR’S CERTIFICATE SYSTEM

A form of inventor’s certificate appears to have existed as early as
1791, reportedly in a French law providing for dedication of inven-
tions to the State, subject to a reward for the State’s use of it.2 It has
also been contended that inventor’s certificates have concepts similar to
certain long accepted principles of most world patent laws which
enable the State to own patents, order compulsory licenses or utilize
inventions at its own choosing in the public interest.

The present form of “inventor’s certificate’” as we know it, however,
is an Eastern European phenomenon. It was initiated by the USSR as
one of its State Planning techniques, intended at the time to stimulate
more creative activity from the so-called “worker-inventor.”

After the Russian Revolution, the Soviet government in 1919
confiscated all forms of patents. All usefully recognized inventions
were declared to be the property of the State, with the inventors to
receive some form of guaranteed payment based on their use.

3 Report of Study Group on Certificates of Authorship (Geneva, January 27:to
30, 1964), (Geneva: United International Bureaux for the Protection of Intellectual
Property [BIRPI], 1964), p. 79.
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A few years later, however, the Soviets found it necessary to make
some statutory provision for the acquisition of patents. The need to
encourage trade with foreign countries by enabling them to possess
proprietary rights to inventions in the USSR was a prime motivating
factor. In 1924, a new patent law was promulgated patterned substan-
tially along the lines of the German law; it provided protection for the
exclusive rights of the patent owner in the Soviet Union for a fixed
period of time.

The enthusiasm generated by the Soviet government for the First
Five Year Plan (1928), however, witnessed a flood of proposals from
1928 to 1930 from inventors of new technology which they believed
would be of great value to the economy. It became necessary for the
government not only to process these proposals through the patent
system but to expedite their possible utilization on a national scale.
The 1924 patent law was not equipped for this purpose and it was
necessary to institute a new system somewhat different from that of
Germany and other industrialized countries. The Party’s Central
Committee issued a Decree in October 1930 abolishing the existing
patent law for a new one which would assure “stimulation, develop-
ment and utilization of important inventions in the USSR.”*

The existing law’s patent provisions were substantially retained in a
new patent law of 1931 but the new law incorporated a peculiar
feature which characterizes the Soviet system relating to inventions,
i.e, the “inventor’s certificate” as a substitute for a patent. In effect, a
dual system of affording official recognition of rights to inventions was
initiated, and continues to exist, in Soviet law. The new law also
provided special machinery for bringing an invention promptly to the
attention of the Soviet enterprise which would be its prospective user.
The 1931 law remained in force until it was superseded by a law of
March 5, 1941. On April 24, 1959 the Council of Ministers issued a
Decree (No. 435) approving a new law relating to inventions and
patents and a regulation on compensation. This basic 1959 law, which
is presently in force, with a few Decree amendments from 1961
through 1965, incorporates the dual patent and ‘““inventor’s certificate”
system as we know it today.’

¢ “The Principles of Soviet Patent Law and Social Organization of Inventions
in the USS.R.,” by V. G. Olkhovsky, 17 JPOS 570, :

8See Industrial Property published by United International Bureaux for the
Protection of Intellectual Property, Geneva, No. 4 (April 1967). Part I on Funda-
mentals of Civil Legislation, Part II on Decrees and Part 1II on the Statute itself
appear on pp. 77-89.
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THE PRESENT SYSTEM IN EASTERN EUROPE

The inventor’s certificate in the USSR does not convey or recognize
any exclusive right to the inventor to use the invention he devised.
The invention belongs to the State and the inventor’s application for a
certificate constitutes an offer of his invention to the State for its use.
When a certificate is issued, the inventor is entitled to certain compen-
sation or reward and to other privileges and status (see Chart I). The
compensation to the inventor is a financial calculation based on the
savings or earnings achieved by State enterprises which have used his
invention (see Table 2).

TABLE 2

CoMPENSATION PAYMENTS EstaBLISHED BY USSR FOR INVENTIONS AND
INNovaTIONS USED BY THE GOVERNMENT

Amount of Annual
Savings in Rubles

Compensation for
Inventions

Compensation for
Innovation Proposals

Up to 100 25% of the savings but 13.759, of the savings but
not less than 20 rubles not less than 10 rubles
100-500 15%, plus 10 rubles 7% plus 10 rubles
500-1,000 1297, plus 25 rubles 5%, plus 20 rubles
1,000-5,000 109, plus 45 rubles 2.75%, plus 45 rubles
5,000-10,000 6% plus 250 rubles 29%, plus 85 rubles

10,000-25,000
25,000-50,000

5% plus 350 rubles
4%, plus 600 rubles

1.759%, plus 110 rubles
1.25%, plus 235 rubles

50,000-100,000
over 100,000

3% plus 1,100 rubles
29, plus 2,100 rubles but
not more than 20,000
rubles

19, plus 360 rubles
0.5%, plus 860 rubles but
not more than 5,000
rubles

Source: P. J. Federico, “Soviet Law on Inventions and Patents,” 43 JPOS, 36.

Protection of Invention in the USSR: Basic Principles, published by Com-
mittee for Inventions and Discoveries Attached to the Council of
Ministers of the USSR (Moscow 1966), pp 58-61.

Note: In addition to compensating inventor’s certificate holders for their inventions,
Soviet law also provides payments for use of “innovation proposals” submitted by
individuals and used by Soviet organizations. “Innovation proposals’ consist generally
of the type of technology which might not ordinarily be patentable under the laws of
most countries; they may be described as proposals for improvement of technical
equipment, products and production methods. The above compensation, indicated
in columns two and three, is paid on the basis of calculations of the savings during the
first year of use, but a certain amount is to be paid within one month from the date
when the plan for adoption was approved, with the balance, based on actual use,
paid after the expiration of the year. If the savings for the following years are greater,
then an additional payment is to be made; in the case of inventions, on the basis of
the highest year of the next four years, and in the case of innovations, on the basis
of the second year only.
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There are no fees of any kind in connection with inventors’
certificates, whereas fees are due for patents. The privileges and status
for an inventor’s certificate holder, in some cases automatic and in
others not, include such things as partial exemption from income
taxes, better living quarters, and job advancements. The inventor also
achieves the right to have the invention bear his name, for whatever
this may be worth to him as a status symbol.

The inventor’s certificate system has been compared in part with
employee suggestion systems commonly used by many American com-
panies, both for inventions and minor improvements, but in the Soviet
Union it exists on a nationwide basis and is operated by the State. In
addition to this system, the Soviets also have in effect a local suggestion
system, operating on a plant or regional basis, for minor improve-
ments. In such instances, the head of the enterprise may award certain
compensation at his discretion.

An inventor’s certificate embodies no fixed duration (a patent is
issued for 15 years from the application filing date) . Under Soviet law,
a patent owner may exchange his patent for an inventor’s certificate
provided (1) his patent has not expired; (2) he is not more than six
months delinquent in payments of his renewal fees; and (3) the
patent has not been licensed or assigned.®

In the USSR, the percentage of inventor’s certificate applications
rejected to those filed is high. The latest available published figures on
rejections are as of 1963 and include patent as well as inventors’
certificate applications. They show that in 1960, only about 22 percent
of the total applications filed were registered as inventors’ certificates
or patents. In 1961 the rate dropped to about 19 percent; in 1962 to
about 15 percent and in 1963 to about 12 percent.” Well over 90 per-
cent of all applications filed in the USSR are for inventors’ certificates.
The high rejection rate may be explained—inventor applications are
are too often submitted without being properly prepared. Many are
disposed of by the authorities on preliminary examination and most of
the others for lack of novelty.

Most inventor’s certificate applications are filed by private persons,
the percentage filed by State enterprises being comparatively low.® No
fees are payable for an inventor’s certificate application and the
formalities for preparing one are fairly simple; an application may

S Instructions of May 30, 1961 (see Industrial Property, op. cit. supra mnote 5,
No. 5, [May 1966}, p. 110.)

7 Industrial Property, op. cit. supra note 5, No. 8 (August 1964), pp. 162-8.

8 Ibid., p. 163.
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usually be prepared by the inventor himself without legal help.
Inventors therefore apparently submit their applications in many
instances with little knowledge of the prior art, no preliminary search
and little, if any, attention being paid to the proper preparation of the
application in the first place.

So far as the “inventor’s certificate” situation in other Eastern
European countries is concerned, mention will first be made of the
regional activities applicable to the subject that were undertaken in
COMECON? beginning in 1959. In that year, the participating coun-
tries held a conference in Berlin and established three working groups
to undertake studies relating to suggested improvements and harmoni-
zation of their industrial property laws. Working group number I
on inventions, innovations and novelty examinations, made a number
of detailed recommendations on legal and administrative treatment to
be accorded inventions by the member countries. The group recom-
mended, among other things, that all of the countries include the dual
system of inventors’ certificates and patents within their systems.!

As indicated in the appendix (Chart I), Bulgaria, Poland and
Rumania also have laws which give inventors the option of choosing
either an inventor’s certificate or a patent, and which provide financial
and other benefits to inventor’s certificate holders based on the State’s
utilization of their inventions. In these countries, the State retains the
right to assimilate such inventors’ certificates to patents and to seek
patent protection on the subject matter thereon abroad. In this
connection, the State may affirm its right to an invention on which an
inventor’s certificate has been issued by also assuming a patent thereon
in its own name. Czechoslovakia has a law providing a very limited
system of inventor’s certificate recognition, and Hungary and Yugosla-
via abolished their systems in 1957 and 1960, respectively.

Table I cited above shows that most of the patents applied for in
the dual system countries are by foreigners. Foreigners obtain few
inventors’ certificates in these countries since they are much less
meaningful in terms of the benefits to be derived. In the first place, it
is not certain that payments to a- Western inventor under an inventor’s
certificate will be convertible into his currency. Also, the cash pay-
ments for inventor’s certificate holders are limited by established

9 For further details on COMECON, its membership and activities in the
industrial property field, see IDEA, Vol. 10, No. 4 (Winter 1966-67), p. 468.

10 Secretariat for this working group was provided by the Soviet State Committee
for Inventions and Discoveries.

11 Industrial Property, op. cit. supra note 5, No. 8 (August 1965), p. 178,



142 IDEA

ceilings, and the various fringe benefits, such as better jobs, housing, et
cetera, are of little or no importance to a foreign inventor. Foreigners
who are interested in the possibility of exploiting their inventions in
these countries generally apply for patents, since they entail a form of
legally recognized ownership in these countries that presumably can be
licensed and protected against infringement.?? Although Western
interest in patent licensing and technical interchange arrangements
with Eastern European countries is growing, patent application filings
by Westerners are still low in the dual system countries.

EMERGENCE OF INVENTOR’S CERTIFICATES IN THE
INTERNATIONAL CONTEXT

Before the last Revision Conference of the Paris Industrial Property
Convention, held at Lisbon in 1958, little attention was paid to this
subject (in fact little was known about it) outside Eastern Europe. At
that Conference, Rumania led several other Eastern European delega-
tions in introducing proposals relating to inventor’s certificates (the
USSR was not a member of the Paris Convention at the time; it
adhered in July, 1965) .'® One proposal was to add this “‘expression”
to Convention Article 1 (4), which lists various kinds of patents; the
other was to amend Convention Article 4 (on ‘“right of priority” to
provide that inventor’s certificate applications would rank equally with
patent applications for purposes of establishing a ‘“right of priority.”
The United States and several other Western delegations opposed
these proposals, noting that not much was known about the actual
operation and significance of inventor’s certificates and that a more
detailed study of the matter was needed before it could be considered
further.!* This view was supported by a majority of the Conference

12 This does not mean that foreigners completely ignore the possibility of
acquiring inventors’ certificates. In some instances, they may see fit to apply for
such recognition for what it may be worth to them where no patenting is possible
(e.g., foodstuffs and pharmaceuticals) or for other reasons. In recent years, the
USSR has reportedly received a number of such applications from Western
Europe and the U.S. In 1963, 185 inventor’'s certificate applications were filed by
foreigners; 395 were filed in 1964 and the filings reportedly reached 1250 in 1965
(M. Boguslavsky and 1. Chervigkov, Protection of Industrial Property in USS.R.,,
[Novosti Press Agency Publishing House: 1966].)

13 All Eastern European countries, except Albania, are now Convention members.

14 International Convention—Patents & Trademarks, The U.S. Official Delega-
tion Report to the Conference of Lisbon in Hearings before House Judiciary Com-
mittee, Subcommittee No. 8 on H.R. 5754 and H.R. 7847 to implement Lisbon
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delegates. In deciding not to accept these Eastern European proposals,
however, because of inadequate knowledge of the subject matter, the
Conference emphasized that this decision should not be construed as
an implied rejection of the subject matter itself.

The United International Bureaux for the Protection of Intellectual
Property (BIRPI), which administers the Paris Convention, among
others, later undertook a number of studies, including the convening
of an Intergovernmental Study Group (January 1964) and of a Com-
mittee of Experts (March 1965) on the subject. Subsequent to, and as
a result of these meetings, the matter was included on the agenda of
the Stockholm Intellectual Property Conference, which met from June
11 to July 14, 1967. The action taken on this subject at the Conference
will be discussed turther, in detail.

The USSR adherence to the Paris Industrial Property Convention
in July 1965, also created a growing realization among Western
countries that the inventor’s certificate system had now become a
factor to be accorded active consideration in the international context.
In the United States this subject was considered by the President’s
Commission on the Patent System which recommended in its Report
of November 17, 1966, that “To promote more harmonious inter-
national relations, particularly with regard to the protection of indus-
trial property: The United States should take a position in favor of
the proposed revision of the Paris Convention whereby a right of
priority may be based on an application for an inventor’s certificate.” s

A number of leading private international groups had also become
more interested in the international aspects of inventors’ certificates.
The International Association for the Protection of Industrial Proper-
ty (AIPPI), the International Chamber of Commerce (ICC) and the
International Federation of Patent Agents (IFPA) participated as
observers at the previously mentioned BIRPI Committee of Experts
meeting in Geneva in March 1965. At its XX VIth Congress in Tokyo in
April 1966, the AIPPI adopted a resolution, among others, calling for
an amendment of the Paris Convention’s Article 4, whereby (1) an
inventor’s certificate application would “engender” a right of priority
for purposes of filing for an inventor’s certificate or patent application
in another Convention country and, conversely, (2) an inventors’ cer-
tificate applicant could claim a right of priority based on his first filed
patent application in a Convention country. These right of priority

Revision of October 31, 1958 (June 15, 1961), p- 82.
15 Recommendation XXXIII, (p. 54) of Report of the President’s Commission
on the Patent System (Washington, D. C.: G.P.O. 1966).
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benefits for inventor’s certificate applications were to apply only in
those countries which had the dual system or which issued patents.
The resolution also called for insertion of the words “inventors’ cer-
tificates” in Convention Article 1 (2) which defines “industrial prop-
erty.”18

StockHOLM CONFERENCE AMENDS PARIS CONVENTION
“RIGHT OF PRIORITY” ARTICLE TO RECOGNIZE INVENTORS’ CERTIFICATES

The BIRPI Study Group on Certificates of Authorship, previously
mentioned, which met in Geneva in January 1964, agreed that it
would be desirable to study the possibility of revising the Convention
so as to accommodate the right of priority provisions in Article 4 to
inventors’ certificates. The Group itself, consisted of experts from 10
member States (Bulgaria, Czechoslovakia, Hungary, Israel, Nether-
lands, Poland, Rumania, U.K., U.S. and Yugoslavia) ; the USSR, not
yet a member, attended as an observer.!” BIRPI then undertook
further studies and in March 1965, it convened the aforementioned
“Committee of Experts” of representatives from 27 member States, the
USSR also attending as an observer. This Committee adopted a draft
text dealing with inventors’ certificates within the context of Conven-
tion Article 4. This text, which was later presented as a proposal'® for
consideration at the Stockholm Intellectual Property Conference, rec-
ognized inventor’s certificate applications as a basis for claiming
priority rights on corresponding patent applications and also provided
that a patent application be recognized as a basis for a right of priority
for an inventor’s certificate application. The provision was also worded
to include safeguards against the possibility that a Paris Convention
country might offer applicants inventors’ certificates only, and not
patents.

The Stockholm Conference was originally intended to deal primari-
ly with revisions of the Berne Copyright Convention. It was later
decided, however, to add a number of other matters to the agenda,
including proposals for amending the Paris Convention’s right of

18 Industrial Property, op. cit. supra note 5, No. 6 (June 1966), p. 153.

17 Report of Study Group on Certificates of Authorship, op. cit. supra note 3.

18 Intellectual Property Conference of Stockholm, 1967, Proposal for Amending
Article 4 of the Convention, (Prepared by the Government of Sweden with the
Assistance of BIRPI), Document §/2 (Geneva: April 15, 1966), pp. 8-12.
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priority provisions to include inventors’ certificates.!” The Commit-
tee of Experts which met in March 1965, had agreed that any substan-
tive revision relating to this subject beyond Article 4 of the Conveniton

should be postponed until the Convention’s Revision Conference
scheduled for 1970 in Vienna.

The Stockholm Conference delegates, after considering the propos-
als brought to their attention, adopted the following text of a new
Article 4-1 to be incorporated in the Paris Convention:

(1) Applications for inventors’ certificates filed in a country in
which applicants have the right to apply at their own option
either for a patent or for an inventor’s certificate shall give rise
to the right of priority provided for by this Article, under the
same conditions and with the same effects as applications for
patents.

(2) In a country in which applicants have the right to apply at their
own option either for a patent or for an inventor’s certificate, an
applicant for an inventor’s certificate shall, in accordance with
the provisions of this Article relating to patent applications,
enjoy a right of priority based on an application for a patent, a
utility model or an inventor’s certificate.

Paragraph (1) is basically similar to the text of the first paragraph
in the proposal that was adopted by the AIPPI in its aforementioned
resolution and paragraph (2) to the text of the second paragraph in
the proposal contained in Stockholm Conference Document §/2, cited
in footnote eighteen. The Conference also recommended that any .
further matters regarding inventors’ certificates within the Paris Con-
vention's framework be postponed until the Revision Conference in
Vienna in 1970. In this connection, BIRPI agreed to undertake
further preparatory studies.

This Stockholm revision of the Convention’s Article 4 is consistent
with the recommendation of the President’s Commission on the Patent
System that the United States should support a change in the Conven-
tion recognizing an inventor’s certificate application as the basis of a
right of priority. A decision will have to be made whether to seek
implementing legislation concerning this amendment of the Conven-
tion or to regard the Convention as self-executing in the United States.
The previous Convention revisions adopted at Lisbon in 1958 were
implemented by specific legislation enacted by Congress.

19 In addition to the Berne Copyright Convention Revision and the above amend-
ment of Paris Convention Article 4, the Conference agenda included proposals for
structural and administrative reforms of the Conventions administered by BIRPI
and for adoption of a new World Intellectual Property Organization (WIPO).
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CONCLUSIONS

The recognition of inventors’ certificates for right of priority pur-
poses under the Paris Convention may well be the beginning of
extensive consideration to be given this subject in international con-
texts. It is important to bear in mind that patents still play a far lesser
role than inventors’ certificates as means for rewarding inventors in
the USSR and in certain of the other dual system countries. It may be
expected, however, at the 1970 Revision Conference of the Paris Union
Convention that the subject of inventors’ certificates will be proposed
for incorporation by Eastern European countries in several other
features of the Paris Convention. In such instances it will be essential
within the Paris Convention context to maintain safeguards against
diminution of rights of nationals of Convention countries to seek
patent protection in dual system countries. Here it is to be noted that
the text of the amendment to Article 4 adopted at Stockholm is worded
to apply the benefits of this article only to those countries which con-
tinue to maintain a patent system, whether or not they also have the
inventor’s certificate system.

Recognition of inventors’ certificates for right of priority purposes
in the Convention is a significant step in East-West relations in the
industrial property rights field. It is important, however, that such
recognition entail appropriate commitments by those Paris Conven-
tion countries having some other form of recognition for inventions
besides patents, also to maintain a patent system within their frame-
work.



B[UISUII umu IaBw 0} 1Yo svy
10}U3AUL ‘UOTJUSAUI 3I0[dXd J0u PIp
9181Q aI8UyM Ing 90I0J ur ApwOI[8
9I9M $I)BOYTIISD SIOJUAAUL BISY M
‘suonyeordds  qusjed 0} pajIea
-u09 3q P[NOd pPansst SBM 93199(]
uoym Surssadord Jo 9sINOd  ur
suonwordds 91BOYNIaD S I0JUSAU]

"WYISAS 9)BOGNID  SI0JUDA
-ut paysIoqe LG61/88 "ON 9109(
Aredunyy

"SALIIUNOD JBY}0 Ul UBY)
sousrodwir pur uoK1UI003I [BIDLYO
JO 90180p I3SS9] 9ABY ¢ UOIIUIA
-m ay} Jo Aypenb,, £muso LuQ

*Suipaaiq
jo spoylswr mou pus sjue[d
pU® SpPaas JO SAIOLIBA MOU ‘aSBaIsIp
Sunjuessrd Jo sSpoyjewW Mou 10
ATUO ponSST $318OYILIBD SI0JUIAU]

"(aInymouBy) 8¢61 ‘21 [Hdy
jo pue (YIBOH) 2861 ‘9z 100 O
S38109(T * LG6T ‘G AL ‘P "ON M®]

BIYBAO[SOYDZ))

‘JuBid Jo 9)BP WOIJ SIBak

921y} I0J pojIom j0uU juaeqd (g)
{10 ‘0383 03 Bursmaoy

10 JUOUXUBISSE S} 19T POYIBII JUSW
-9318% OU pue AUIOUCDd [BUOI}BU
0} JuBlIodulr PaIdpISuoD Juaney (1)
TUSYM $3)BOYIIIAD

Siojudaul 0} sjudjed jo uoOISIAA
-u0d Arosndwod 10§ sopraoxd mery

"pIo s18a£ g1 104 j0u 9yBOY
-I}130 S I0JUSAUI UB Aq POIGAOD UON)
-USAUL U8 WO JusuraAoldwl ue si 91
JI 9)8BOYI}IOD S I0JUSAUT UR O} PIPL}
-ud S UOHUSAWI [RUOHIPPE,, UY

*9ST §, U0 TAAUL

U0 peseq uUoKBISUNWAI yse) (9)
pus ‘owsu

SIY J89q uONudAul Y} aA®H (Q)
{sAvproy 103u0g (%)

{3uisnoy 19939g (g)

{syueuyst

-B)S9 UOKBINPS IOYSIY I2UI 0)
ULIp[IYo pue wiy 10§ Ao (g)
! (d0juaATL,, JO 3131} pazIuToody (1)

*59559001d [BAMY[ND

-LS% MOU SUIIU0D UWONUIAU] (G)
pue ‘9s®esIp B JurBal) JO poylowt
M3U  SUIIOUOD  UOIBUIAUT ()
‘uonuaauwr Jurysw ut asud
-13)U8 3)8}Q WO SIUBISISSE JIY)O0
I0 [BIOUBUY PaAISdal Jojuaau] (g)
‘esudisiue 99818

yyam juswfojdurs siy Jo 9sInod ut
UOMURAUI 9pBW SBY JOjUdAU] (Z)
‘pajoajord aq 0} 19))BWE

999lqns ors poeonpord Afeorwayo
j0u sgNISpooj puw SIUIPAIA (T)
1219YM $98BO Ul Panss! ‘sjuaed
j0u ‘A[U0 $a)BOYNIGD SIOYUIAU]

‘uoryBzZIBUO}BY 10§
SUIAYIQ PUB ‘SUOIIUIAU] ‘SIIIIA0D
“SIJ U0 1961 ‘€ 'q24 JO 01 "ON A%'[

sLBdMmg

SIIYIO

SISPIOH papioooy syysry

PRI SunudBg ON I9YM
{9NssT J10J BLINLI)

S99I09(T PuB SM¥T] 2IsByg
Lruno)

SHLVOIJILYA]) SHOLNTAN] NO SAVT SHIEINNAO]) NVIJOUNH NUHISVH 40 STINLVAY INAFIVY
I LY4VHO



(«'Sawoy
1591,, 0} UOISSIWP® PUB SISINOD
Futureyy [Buossojoad ur wonsd
-ronaed pus wonjowoxd qof oF, (9)
pue ‘uonjudaur 9y) JFuidopasp ul
sosuadxd Jo quemdsInquual oF, (g)
‘o181g £q 9sn s, uoKIAAUL

10] uorpesuddwioo BIUBUY OF, (¥)
‘uorludAur 9] sjualed 9t HoyMm
918)g Aq swsu s1y Jo ¥sn OF, (§)
‘uoyyuaaumt azwiqnd o, (g)

{ UonuaA

-Ul 3y} jo 10yjne,, jo 91 of, ()
:59y8u sLofus Japjoyg

“}1 9ST 0} $99138 19))%8] PuUs 9}8IQ
01 N1 SsIdgo JojudAur ardYM (g)
pus

‘uosiad auo Auw 03 jou ‘esudiz)ud
8}g O} 9[qeInquye A[uo pus
A[oAn)o9[00  apew  uoyuaAuj (g)
‘1sanb

-9l §,91%]8 18 9pBW UONUIAU] (1)
;gaym ‘pansst

‘syuayed 10U ‘S91BIYILIAD SI0JUIAUT

"2861 JO I8PT ‘ON £q pepusws
se  ‘g061/19%% °ON suoysaou
-uf uo pue (G61/€H6 "ON S9}80
-gua)) SI0IUSAU] U0 UONB[NIIY

srrBwINy

MB[ oY) Ul
qno paqjads jgsusq jo adAy oyroads
‘a0 uaA Ul JO 90UBICdUIT DIWIOU0I
U0 PasBq ‘UOI}BISUNWISI [BIOUBULT

“UOIJURA UL
3y} U0 9)BOYINIAD S JOJUIATI UB
0} $9s80 yons ur 3y3u svy sofod
-y 4 judjed UBD YoIym 98I
Jo Ky19doad sew0daq 91 ‘uor}udAUI
apew ssy ddko[dwd 3)Blg AIBYM
‘sassaoo1d uo Ljuo penssr {sjonpord
p00J 10 [BOIWAYD UO PINssi jou
$3189013490 SIOJUIAUI PUB SIUIIBJ

‘suouaAw s0a401d
-we  Surwisouod (g1 ‘ZI 190
Jo souswWpI() ‘OS[® ‘sSUOIIUIAUI
Futu1douwod ZYeT ‘1€ ABIN JO me]

pugjog

S0

SIOPIOH PapI00ay sySry

poniuLIag Surjuajed ON SI19YM
{onssT 10y BLIALD

$99109(] pPu® sme Jtseyg
Anjuno)

panuguoly—j LYVHD



"(9961) 8snoy Fwysyqng ALoudly ssaig 1ysoAoN Aq ysyBug ur peysyqnd ‘yeg oY1 up firadosg poripsnpuy fo uorgaaiosg

12-21 "dd ($961) 14414

Aq poystqnd ‘dayssoyny Jo sapwofia)) uo dnosy fipnig fo poday "1y, -d ‘(2961 1HAVY) ¥ ON ‘IdUId 4q paysiqnd ‘Auadosd porysnpuy :aoanog

‘918p uonwdiqnd 19y} wody sI8ak
6T Jo pua 98 pasde[ 0961 ‘1€ 190
U0 J2I0] Ul $9IBOYNIID SIOJUSA
UL [[8 ‘OSIMIAY)() ‘POseq SBM JUd
-38d yoryM U0 9)8IYI}L80 SIOJUIAUL

"oy jo uoneornqnd jo o8p WO}

sI8a G Pasoxe 0} J0U ‘UoaIAY)
sjueed aAtanal pus 10j Ajdde pnoo
SUOTUSAUI UTBLIA0 UO SIDPOY 2)8OY
-13180 S, I01UIAUL ‘MB[ 096 I9pu()

*§9}890I1180  SIOJUIAUI JO WIA)SAS
pafeadar 961 ‘1€ 190 JO M

BAB[SOTN X

‘Apyuopuadepur 9910] uI
ANUI)U0D UBO 91BIYNIAD SIOJUIAUL
MU 9Y) ‘saardxo 9)8OYILII0 § I0JUIA
-ul 9sIg IV ) U0 9)BIYININD
§10JU9AUI UB 3INbIB UBD UONIUAA
-Ul M3U 9y} JO JojudAul 9y} ‘pIo
81894 C1 194 J0U 318IYI1)I0D S JOJUIA
-ul uB Aq PaIsA0d ApBAIE OUO
Suruowarddns apyur st UOjUAAUI JT

"so[qnI 000‘T 03 dn uorssusdwoo
o X%} swooul wouay uonduwaxy (g)
PUB {9WRBU S, IOUMO

183Q UONIUIAUI 9ABY 0} S1Y3ry ()
‘sovds

Swial] [euonippe 03 SIYIY (g)
‘sourelss I9YSIY 98 ‘worysvzIBIIads
J19Y) :3I YIom [BjudwLedxe pus
YoI8oSal Ul S)UBISISSB  OYIIULIOS
s8 quounjurodde 10§ senuouJ (Z)
‘uorjuaAul Jo asn

§,9)83Q U0 paskq uonvIeUNWYY ()
107 pAQIIUA SIAP[OL

‘sanbruyoy
Surpoauq a1qw)adoa pus [sunay (%)

puB {9589
-sip 3uiyBas) jo spoylewr mapN (g)

! (sossanoxd
[BO1WAYD AQ PIALIDP SIDUB)SQNS UO
PaurB1qo 8q UBd 93BOYILIAD SI0JUIA
-ur Jou judjed Ieyldu) sessavoxd
[Botwoyouou Aq pourBlqo §I0N
-poad peupipsw pus pooj 104 ()

fasod -

-and s} 10§ P18 318)§ I9YJ0 10 81D
-UBUY PIAIIIAI SBY Y JI IO {378IQ
Y} YA SoUNp SIY JO 9SINOD Ul
a0jyudaw Aq apswr wonuadaut Iy (1)

:ponsst ‘sjudjed
jou ‘A[uo ‘s3)8OYNIEI  SIOYUIAU]

'g961 ysnoiyy
1961 WOIj $32199(] SIASMUIIA
Jo [uno) pus ‘6 "ON JI9piD
‘digszoyyny Jo 998OUYNIS)) B 0]
queBq 8 jo aFusyoxy Furursouo))
«SuoONNSUY,, ‘0SY ‘1961 ‘8 091
peaoxdds ‘mery (1A jo sepdoung

‘1o140Q 9waxdng pus 0961 ‘0%
ABIA] JO 1€G "ON Q0UBUIPI() 97T
-wo) (81U ‘6G6T Fg [Hdy Jo
seouruIpI() Sunuewsidw] pus G
‘ON 93I129(] SINSIUIY JO [1BUNO))

assn






Changing Status of Sole Inventors:
A Company Case Study

IRVING H. SIEGEL*

SUMMARY

FREQUENCY DISTRIBUTIONS AND AVERAGES compiled from company
data on inventors per patent can contribute to administrative programs
for encouraging creative activity by research and other technical per-
sonnel. This paper presents and analyses such distributions and av-
erages that have been derived from published information of the
largest manufacturer of electronic data-processing equipment.

THIS PAPER CALLS ATTENTION to the administrative potential of
simple numerical tools derivable from company data on individual
and joint inventors. Used in conjunction with other company informa-

* Dr. Siegel is a Principal Consultant to The PTC Research Institute. He is a
member of the staff of W. E. Upjohn Institute for Employment Research, which
shares no responsibility for views here expressed.
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tion, published and unpublished, these tools have a clear diagnostic
and analytical value and could assist in the monitoring of (1) corpo-
rate research activity and (2) corporate systems for motivating and
remunerating scientific and related personnel. The data we have
selected refer to International Business Machine Corporation, a com-
pany for which they are readily accessible in published form; but the
techniques employed here are obviously adaptable to other organiza-
tions too. This paper takes advantage of work done previously by the
author on individual and joint patent contributions and already
reported by him in IDEA?! and elsewhere.?

The basic data used for our measures and for our discussion are
presented in Table 1, where we bring forward to 1967 the distribution
of IBM patent awards according to the number of credited inventors.
These data have been compiled from the complete file of IBM Journal

TABLE 1
PatENT AwARDS T0 IBM EMpPLOYEES REPORTED IN 1957-1967

Distribution of Patents by Number of Inventors

Journal Issue* Total 1 2 3 4 5 6 7
All Issues 3,809 2,514 940 255 78 17 2 3
1967

July 93 49 29 8 7

May 49 26 18 3 1 1

Mar. 105 62 34 8 1

Jan. 135 76 43 9 5 1 1
1966

Nov. 53 30 14 8 1

Sept. 116 63 40 10 2 1

July 106 62 27 12 4 1

May 108 70 25 7 6

Mar. 96 50 31 12 3

Jan, 100 65 25 6 3 1
1965 -

Sept.-Nov. 108 68 30 8 2

July 86 61 19 4 1 1

May 66 42 15 6 3

Mar. 76 49 18 9

Jan. 63 44 14 5

1See these papers in IDEA by I. H. Siegel: “Dominance of Sole Patentees
in Computer-Related Technology,” Vol. 8, No. 1 (Spring 1964), pp. 45-50; “On
Individual and Joint Patent Production,” Vol. 6, No. 2 (Summer 1962), pp.
241-260; and “Persistence of the Sole Inventor,” Vol. 5, No. 2 (Summer 1961),
pp- 144-149. See also the remarks of I. H. Siegel in Vol. 7, Conference Number
(1968), pp. 157-160.

21, H. Siegel, “Distribution of Patents According to Number of Inventors,”
1965 Proceedings of the Social Statistics Section of the American Statistical Associa-
tion, pp. 384l
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TABLE 1—Continued
Distribution of Patents by Number of Inventors
Journal Issue* Total 1 2 3 4 5 6 7
1964
Nov. 109 75 25 6 3
Sept. 114 86 19 6 2
July 38 28 8 2
April 80 56 20 3 1
Jan. 63 43 17 3
1963
Oct. 88 68 14 4 2
July 73 53 14 6
April 129 86 37 5 1
Jan. 127 86 28 9 4
1962
Oct. 150 103 35 5 3
July 89 58 26 5
April 93 63 24 2 3
Jan. 92 60 23 7 1
1961
Oct. 99 68 22 6 2
July 83 59 15 6 2
April 83 54 19 7 1 1
Jan. 77 53 14 7 1
1960
Oct. 101 71 22 5 3
July 38 26 10 2
April 91 61 21 6 2
Jan. 82 57 19 5 1
1959
Oct. 66 47 12 5 1
July 65 48 14 3
April 48 32 8 5 3
Jan. 86 56 23 5 2
1958
Oct. 44 31 11 2
July 36 28 6 2
April 35 26 8 1
Jan. 45 31 12 2
1957
Oct. 32 26 6
July 28 20 7 1
April 38 24 8 5 1
Jan. 27 14 11 2

s IBM Journal of Research and Development, originally a quarterly but now ap-
pearing bimonthly. This table refers to the section on new patent awards and covers
the entire IBM Journal file to July 1967.

b Six patents attributed to one inventor “‘et al.” were assumed to be the work of

pairs of inventors.
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of Research and Development, every issue of which includes a list of
recent patent grants, Since the IBM Journal first appeared in January
1957, the table covers more than a decade of company experience.

A study of this table suggests what simple computations would more
quickly reveal—that the structure of inventive activity at IBM has
lately been undergoing significant change. Even without additional
statistical processing of the data and without application of the
standard tests of statistical inference (e.g., the chi-square test for
compared frequency distributions), we may observe that sole inventors
are giving ground to joint inventors. Individuals, nevertheless, still
account for more than half of the patent awards—a dominance that
also typifies American industry despite the wide practice of team
research and the increasing role of joint invention.

Other information that is publicly available suggests that a partial
explanation, at least, of the structural shift is to be found in the taking
hold of a company award system that is favorable to joint invention.
No doubt, additional “inside” information would provide fuller il-
lumination and enhance the value of the kinds of measures presented
here (as well as suggest additional measures) for the guidance of
company operations.

THE CHANGING AVERAGE NUMBER OF INVENTORS

Table 2 shows, for the whole IBM Journal file and for each year of
the period 1957-1967, the average numbet of inventors per IBM
patent and the underlying totals required for the computation. For
1965-1967, a sharp upturn in the average is evident; and the averages
for 1966 and 1967 are higher than any recorded for previous years in
the documented period.

The increase in the mean number of inventors per patent (to 1.59
in 1966 and 1.62 in 1967) indicates an increase in the relative
importance of joint inventors. Table 1 shows, however, that large
groups of co-inventors remain rare; thus, only 3 of the 3,809 patents
are attributed to groups of 7, and only 2 to groups of 6. It is the duos
that are now raising the average, with increasing help from trios and
quartets.

THE CHANGING PERCENTAGE DISTRIBUTION

Table 3, which shows percentage distributions for various periods,
reflects the temporal shift of the frequency spectrum at IBM toward
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TABLE 2
AVERAGE NUMBER OF INVENTORS PER IBM PATENT

Inventors

Year Patent Awards Inventors per Patent
All Issues® 3,809 5,589 1.47
1967% 382 618 1.62
1966 579 922 1.59
1965 399 581 1.46
1964 404 555 1.37
1963 417 579 1.39
1962 424 615 1.45
1961 342 510 1.49
1960 312 442 1.42
1959 265 380 1.43
1958 160 211 1.32
1957 125 176 1.41

s Table is based on data reported in all issues of IBM Jourml of Research and
Development from January 1957 to July 1967.

b Covers four IBM Journal issues only (through July); six are scheduled for the
year.

higher numbers of inventors per patent. In an earlier paper by the
author,? the distribution derived for the period January 1957 to
January 1964 indicated that sole inventors accounted for 68.9 percent
of the patents. This figure compares with 62.4 percent for the subse-
quent interval, as reflected in the IBM Journal reports of April 1964
to July 1967; and with 66.0 percent for the whole 1l-year period,
January 1957-July 1967.

A dramatic decline is shown in Table 3 for the contribution of
single patentees in the two most recent years. The percentage falls
below 60. Thus the figure derived from the IBM Journal issues for
1966 is 58.7; from the available issues for 1967, 55.8

The same table shows definite gains for duos, trios, and quartets to
compensate for the diminution in the relative contribution of single
inventors. For the earlier and the more recent multiyear intervals of
the 1l-year period, the figures for duos are 23.1 and 26.7 percent,
respectively; for trios, 5.8 and 7.8 percent; and for quartets, 1.6 and 2.7
percent. For 1966 and 1967, the corresponding figures are substantially
higher: duos, 28.0 and 32.4 percent, respectively; trios, 9.5 and 7.3
percent; and, quartets, 3.3 and 3.7 percent.

3 IDEA, Vol. 8, No. 1 (Spring 1964), p. 47.
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TABLE 3
PercenTaGE DistriBUTION OF IBM PATENTS
AccorpING To NUMBER OF INVENTORS

Number of
Inventors All April 1964- | Jan. 1957- | Jan.-July
per Patent Issues® | July 1967 | Jan. 1964¢ 19674 1966
All inventors 100.09, 100.09, 100.09%, 100.09%, 100.0%,
1 inventor 66.0 62.4 68.9 55.8 58.7
2 24.7 26.7 23.1 32.4 28.0
3 6.7 7.8 5.8 7.3 9.5
4 2.0 2.7 1.6 3.7 3.3
5 0.4 0.4 0.5 0.5 0.3
6 0.1 0.1
7 0.1 0.3 0.2

2 Based on data reported in IBM Journal of Research and Development, June 1957
to July 1967.

b Based on /BM Journal data not included in a distribution published earlier (see
footnote c).

¢Shown in IDEA, Vol. 8, No. 1 (Spring 1964), p. 47.

4 Based on four IBM Journal issues available at time of preparation of present
paper. .

THE CHANGING THEORETICAL GEOMETRIC DISTRIBUTION

Table 4 shows three percentage distributions computed according to
the geometric law, which our earlier work had shown to fit the IBM
data well. The three distributions are for the entire period covered. by
the IBM Journal issues of January 1957-July 1967; for the interval
covered by the issues of April 1964-July 1967; and for the interval
considered by the author in an earlier paper, January 1957-January
1964.4

A comparison of the theoretical distributions in Table 4 with the
corresponding actual distributions in Table 3 reveals that the geomet-
ric formula remains applicable to the composite data. This formula is
most economical in its assumptions, in its demand for actual data; it
has only one parameter, the actual percentage for one inventor (Py).
Inserting this percentage into

Pi = P1 (1—P]) 1

and setting i at 2, 3, . . ., we obtain theoretical figures (P,) for two,
three, and more inventors. In the limit, “at infinity,” the derived dis-

4 The geometric distribution was computed for IBM data for the period Jan-
uary 1957-January 1964 in IDEA, Vol. 8, No. 1 (Spring 1964), p. 45. It is dis-
cussed there and in 1965 Proceedings of the Social Statistics Section (see supra
note 2).
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TABLE 4

THEORETICAL PERCENTAGE DIsTRIBUTIONS OF IBM PATENTS
AccorpiNG To NUMBER OF INVENTORS: GEOMETRIC LAw?®

Number of Inventors Apr. 1964- Jan. 1957-
per Patent All Issues® July 1967° Jan. 1964°
All inventors 99.99%° 99.99° 100.09%,°
1 inventor 66.0 62.4 68.9
2 22.4 23.5 21.4
3 7.6 ‘8.8 6.7
4 2.6 3.3 2.1
5 0.9 1.2 0.6
6 0.3 0.5 0.2
7 0.1 0.2 0.1

® One-parameter distribution, Pi = P, (1 — P))'™!, where P; (i = 2, 3, ... ) refers
to the theoretical percentage computed for two or more inventors and P; (the
parameter) refers to the actual percentage for one inventor.

b The value for P, is derived from IBM Journal data in Table 1 for one inventor
and for all inventors. The remaining percentages (P;, Ps, . . . ) are computed according
to the formula shown in footnote a, above.

¢ Actual sum of P, and the computed percentages for P, ete.; not forced to 100
percent since the 7 categories need not exhaust the total. (The closeness of the actual
sum to 100 percent in each instance, however, is an indication of the goodness of fit.)

tribution sums to unity (i.e., 100 percent), as it should. The computed
distribtuion for each time period is also well-behaved, since virtual
exhaustion of the total (i.e., 100 percent) is achieved with the seven
categories that span the entire actual patent output of IBM.

Like the computations in Table 3, the theoretical distributions in
Table 4 reflect the shift from sole to joint invention. Thus, in the
distribution for the later period (April 1964-July 1967), the propor-
tions of IBM patents computed for duos, trios, and quartets are higher
than the corresponding figures for the earlier period (January 1957-
January 1964) . :

The geometric law need not continue to give a close fit to the actual
IBM percentage figures for inventors per patent. It does not, of course,
apply to data for all companies; and, where it does apply, a continuing
reduction of the actual contribution of sole inventors could eventually
lead to an unacceptable variance of the theoretical from the actual
figures for joint inventors.

Actual and computed distributions for the most recent biennium,
1966-1967, show that the geometric law remains fairly descriptive of
IBM experience despite the brevity of this period and the magnitude
of the structural change registered therein:
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Actual Computed

1 inventor 57.5%, 57.5%,

2 29.8 244

3 8.6 104

4 3.4 44

5 04 1.9

6 0 0.8

7 0.2 0.3

As the contribution of sole patentees declines toward 50 percent and
below, the fit may be expected to worsen, and a variant or alternative
formula (perhaps a truncated Poisson distribution) will eventually
have to be substituted in the calculation.

A PARTIAL EXPLANATION OF THE SHIFT

Other published material sheds some light on the recent change in
the mix of sole-joint invention at IBM. Thus, at the 1963 Annual
Conference of The PTC Research Institute, the IBM Manager of
Domestic Patent Operations told of an award scheme adopted “a little
over two years ago” for improvement of the quantity and quality of
invention. A payment of $1,000 is made in each division of the
company for an invention ‘rated as outstanding.” Furthermore, “if
there are co-inventors, each inventor gets a $1,000 award.”® Another
IBM representative, the Director of Technology and Engineering,
described the same award scheme at the April 1965 symposium of the
175th Anniversary of the U.S. Patent System.® The generous provision
for remunerating co-inventors makes collaborative effort very attrac-
tive.

No doubt, other factors have also contributed to the recent change
in the structure of patent activity at IBM, and “insiders” are best
situated to know what they are. Information on these factors, other
details of the award system, and numerical measures of the sort
presented in this paper are obviously pertinent to the evaluation and
to the management of company research activity and of personnel
programs intended to achieve research objectives. In particular, the
measures illustrated here merit consideration by other companies
concerned about the volume of patent output and the degree of staft
participation in inventive activity.

5 See remarks of John Hanifin in IDEA, Vol. 7, Conference Number, (1963),
pp. 152-134.

8]J. A. Haddad, “An Executive View of the Employee Inventor,” Journal of
the Patent Office Society, Vol. 47, No.7 (July 1965), p. 476.



FORUM

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. 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 stimulate researchers to undertake further study of the issues.

A Realistic Appraisal of the Draft
Patent Cooperation Treaty

GERALD D. O'BRIEN*®

SUMMARY

THIs PAPER TRACES THE DEVELOPMENT of the draft Patent Coopera-
tion Treaty and outlines the principal features of the Treaty, stressing
the relationship of these features to international patent problems
faced by United States companies.

While the author does not consider the proposed Treaty a cure-all
for these problems, nor the draft to be perfect in all respects, he be-
lieves it is significant as a first step toward the achievement of lasting
solutions.

* Gerald D. O’Brien is an Assistant Commissioner of Patents in the U. S. Patent
Office. His responsibilities include the operations of the Office of International
Patent and Trademark Affairs (OIPTA).
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INTRODUCTION

ON May 31, 1967, THE UNITED INTERNATIONAL Bureaux for the
Protection of Intellectual Property (BIRPI) released to the public a
draft Patent Cooperation Treaty. The Treaty was subsequently pub-
lished in the June 13, 1967, issue of the Official Gazette of the U.S.
Patent Office.

The purpose of this paper is to review the background underlying
the proposed Treaty and to explain some of its important features.

THE PROBLEM

As has been stated so many times in recent years by prominent
American businessmen, patent practitioners and officials of patent
offices through the world, the international patent system is inade-
quately equipped to serve today’s needs. Added to an unprecedented
explosion of patent applications of increased complexity being filed
worldwide is the all but impossible burden of effectively managing
these applications within the structure of more than 80 separate and
widely divergent patent laws and procedures. The increasing number
of duplicate and multiple patent applications for the same invention is
a natural and proper consequence of the rapid acceleration of world
trade, especially during the past decade.

Solutions must be found to minimize those difficulties for applicants
and patent offices which are the consequence of the multiplicity of
complex and divergent national patent procedures. Most commenta-
tors are frank to admit that there is no other escape and that the clear
alternative is an utter collapse of the patent system or such serious
alteration of its fundamental principles as to render it virtually
impotent to serve its proper function as an impetus to innovation and
as a stimulant to world trade.?

Kurt Haertel, President the German Patent Office: “Crisis of National Pat-
ent Systems and Necessity of International Solutions.” Conference on “World
Patent Systems,” conducted by the National Association of Manufacturers at New
York City in June 1965.

Martin Kalikow, Patent Counsel IGE Export Division: Speech at The 175th
Anniversary of the U. S. Patent System, October 20, 1965.

John R. Shipman, Director of International Patent Operations, IBM Corpora-
tion: “International Patent Planning,” Harvard Business Review (March-April
1967) .

2 EFTA Reporter (European Free Trade Association), No. 165 (June 26, 1967) :
Excerpts from an interview given by E. Armitage, Assistant Comptroller in the
British Patent Office and Chairman of the EFTA Working Party on Patents.
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Typical of comments addressed to this problem is the recent
statement of David Sarnoff, Chairman of the Board of RCA, at an
Inter-Industry Conference on International Patents held in Frankfurt,

Germany, on June 7, 1967. General Sarnoff said:

Nearly 350 years after the introduction of the first patent law, we
are still burdened with a fragmented territorial concept of patent
coverage. An inventor is still compelled to go through separate and
often widely different procedures in nearly every nation where he

seeks to establish title to his work.
A sharp rise in the volume of patent applications strains the

facilities and manpower of individual patent offices. In member
countries of the Paris Union, the number of applications grew by

nearly 50 percent during the last ten years.

One year earlier, General Sarnoff, speaking at the Tenth Annual
Public Conference of The Patent, Trademark, and Copyright Research
Institute of The George Washington University, challenged his audi-

ence with the following statement:

One of today's principal challenges is to design an international
patent structure that can accommodate the revolutionary changes in
technology and spread its benefits more evenly around the world.
Through the tremendous advances that have been made in one
aspect of this technology—in communications—the physical means

are available to accomplish this purpose. It is now technically
feasible to establish a universal patent system, utilizing the latest
communications devices and concepts, to bring swiftness, order, and

reasonable uniformity to the entire patent structure.3

Surprisingly, the occasion for such statements of the problem and
calls for remedial action have not been limited to the past few years.
In fact, the same points have been made time and time again, each
time with the same sense of urgency, at least for the past half-century.
Indeed, as early as 1909, a French patent attorney named Reymond,
in proposing an international patent convention to the very first
meeting of AIPPI, the International Association for the Protection of
Industrial Property, was frank to express a degree of frustration about
the dilemma which has persisted down to this day. On that occasion,

Reymond said:
While complaints are heard on all sides about the continually
overburdening of the patent offices, serious men sit in the various
offices and torment themselves in carrying out the same work.4

3IDEA, Vol. 10, No. 1 (Spring 1966), p. 123.
1 C. P. Tootal, “Prospects of Further International Cooperation in the Field of

Patents,” Transactions of the Chartered Institute of Patent Agents, Vol. LXXIX
(Session 1960-61), p. C92.
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Little did he dream that almost 60 years later a world which is
capable of sending a manned space vehicle to the moon would tolerate
more than a quarter million duplicate or multiple patent filings. The
point is rested here because much has been said and written about the
problems—so much that more than one prominent patent attorney has
been frankly critical of the many meetings, surveys and studies which
have been devoted to the preparation of groundwork for action in this
field. These people have been urging:

We already know what the problems are in international patents.
What we want to hear about are solutions!

THE OFFICE OF INTERNATIONAL PATENT AND TRADEMARK AFFAIRS

The Office of International Patent and Trademark Affairs (OIP-
TA) was established in September 1964, largely as a result of
initiative from Commissioner Edward J. Brenner and Assistant Secre-
tary J. Herbert Hollomon, for the express purpose of developing
positive programs for solving the problems which were apparent to
everyone in both the private and public sectors of the patent system.®
At the time of the formation of this new office, a significant aspect of
the situation was that most of the post-World War II initiative towards
multilateral cooperation had been developed and sponsored by Euro-
pean patent people under the sponsorship of European institutions.
Accordingly, a corollary purpose of OIPTA was to seek a leadership
position for the United States in its search for practical solutions.

INTERNATIONAL PATENT PROGRAM AND OB JECTIVES

-Initially, OIPTA launched a series of statistical studies, surveys and
analyses of the situation in order to provide a basis for formulating a
program and a strategy for achieving the desired objectives. The
program which emerged consisted of several parts, the central direc-
tion of which was toward the ultimate goal of an international patent
system.®

& Address by the Commissioner of Patents, Edward J. Brenner, before the Indi-
ana State Bar Association, Fort Wayne, Indiana, September 19, 1964.

6“U. S. 1o Launch World Patent System Drive,” Journal of Commerce (Septem-
ber 25, 1964) .

Vincent Travaglini, “Exporters Have Important Stake in Protecting Their In-
dustrial Property Rights Outside the U. S.,”” Daily Commercial News and Shipping
Guide (Los Angeles, California) .

“International Patent Situation Examined During 3-Day Conference,” Interna-
tional Commerce (October 25, 1965).
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The central core of the program consisted of a series of bilateral
studies and exchanges with other patent offices which had also ex-
pressed considerable concern about the international patent problems
and indicated their desire to enter into cooperative programs with the
United States that would hopefully point the way toward solutions. As
a consequence of this initiative, bilateral programs are now under way
with the patent offices of a large number of countries, including West
Germany, Switzerland, Sweden, France, Japan, Philippines, Czecho-
slovakia and Austria.

The principal purpose of these programs was to develop a data base
for further cooperation.

UNITED STATES—WEST GERMANY SEARCH EXCHANGE

For example, the first program launched was an experimental
exchange of search results on 2,000 patent applications on each of
which a later corresponding case had been filed either in the United
States (1,000 cases) or in West Germany (1,000 cases) .7

Although the results of this experimental exchange are not conclu-
sive, the exchange was both beneficial and encouraging from several
standpoints.®

First, in a substantial number of cases, Examiners in both countries
received material assistance from the search results of the other office
both from the standpoint of improving the quality of their examina-
tions and as a means of saving time.

Second, the exchange served to isolate those differences between the
United States and German practice which would affect the usefulness
of search results in the receiving office. Several follow-up studies on the
cases involved in the exchange promise to produce still further insight
into these differences.

Third, and perhaps most important of all, the exchange provided a
unique opportunity for Examiners in the patent offices of each country
to share, in the context of active cases, the experience of qualified

7 Harvey Winter, Business Practices Division, U. S. State Department, in his
address entitled “USG International Patent Policy,” before the International Pat-
ent and Trademark Association in Washington, D. C. January 25, 1966, stated:

The long range goal of the United States in the international
patent field is the development of an international system under
which a single patent would be effective in many countries. And
we do not believe this is a utopian goal.

8 Joint Report on U. S.-German Search Exchange 838 O. G. 1225 (May 23, 1967).
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Examiners in the other country while examining the same disclosures.

Although the above-listed benefits were limited to the small number
of cases involved, the patent offices of the United States and West
Germany have concluded that the exchange produced sufficient ben-
efits to warrant proceeding with a continuing search exchange on all
cases filed in both countries.” This continuing exchange, which elimi-
nates the elaborate record keeping of the experiment, is now in effect
for some cases and will be fully implemented within the next few
months.

OTHER BILATERAL PrRULRAMS

Other bilateral exchange and study programs are intended to
provide the Patent Office with further insight into the differences in
patent examination practices, while at the same time, hopefully will
provide savings of time and increased quality of examination. The
Swiss exchange, for example, is providing a unique opportunity to
evaluate the quality of searches performed by the International Patent
Institute at The Hague (IIB). This international searching organiza-
tion does all of the searching for the Swiss in the fields of horology and
textile treatment, the only fields in which the Swiss patent office
performs an examination. The IIB also supplies search reports on a
contract basis for other member countries.!

The United States—Philippine program, details of which are soon
to be announced to the public, involves the exchange of examination
results rather than merely search reports and includes a procedure, op-
tional to applicants, under which we will be able to test whether
savings in the burden of duplicate prosecution will be possible for
U.S. applicants as well as for the Philippine patent office.

A bilateral program with the French patent office, including an

9 Address by Commissioner of Patents, Edward ]. Brenner, before the Patent,
Trademark, and Copyright Section of the American Bar Association, August 5,
1967.

10 The International Patent Institute is a nonprofit organization established as a
result of a diplomatic agreement signed at The Hague in 1947 on behalf of the
governments of Belgium, France, Luxembourg and the Netherlands, to which
agreement the governments of Monaco, Morocco, Switzerland, Turkey and the
United Kingdom have also subscribed. The official name of the Institute is “Insti-
tut International des Brevets.” The Institute’s function is to carry out docu-
mentary research novelty reports and others of a technical nature for the benefit
of the governments of the member countries and also on behalf of industrial under-
takings, inventors and others who require technical information for the protection
of industrial property interests.
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exchange of search results quite similar to the Swiss program is soon to
be initiated. This exchange concerns only one field of technology,
pharmaceuticals, which is the only field in which the French presently
conduct an examination. However, its importance may be much
greater in the future, since France has recently introduced legislation
which would eventually expand examination to all fields, using the
IIB as its searching facility.!! :

Parallel to the bilateral exchange and study programs has been
involvement of the U.S. Patent Office in international efforts toward
harmonization of patent laws and procedures and improved documen-
tation and information retrieval techniques.

HARMONIZATION AND DOCUMENTATION

The Paris Convention has over the years been strengthened from
the standpoint of bringing the nations of the world closer together in
regard to some fundamental aspects of patent law. There have also
been harmonization efforts on a regional basis, the best known of
which are the three conventions of the Council. of Europe on patent
application formalities, points of substantive law and patent classifica-
tion.”? The Nordic countries have virtually accomplished a complete
conformity of patent laws after a concerted effort of an intergovern-
mental committee which has been working toward this goal over the
past 15 years.'®

In documentation, the United States was a leader in establishing
ICIREPAT, an informal intergovernmental organization of examin-
ing patent offices which has been engaged for a number of years in
coordinating the development by member countries of mechanized
search systems for shared use by other members.’* Similarly, the last

11 The French National Assembly in the session ending July 1, 1967 adopted the
proposed Bill, No. 244, introduced May 23, 1967 on the reform of the French
Patent Law. Action by the Senate is expected in the course of the next fall
session.

12 Council of Europe—Convention on the Unification of Certain Points of Sub-
stantive Law on Patents for Invention (1968); European Convention on the
International Classification of Patents for Invention (1954); European Conven-
tion Relating to the Formalities Required for Patent Application (1953). The back-
ground of these conventions is summarized in the Report of the Secretary General
of the United Nations entitled “The Role of Patents in the Transfer of Tech-
nology to Developing Countries,” Document E/3861/Revil, (1964).

13 S, Lewin, Chief of Division, Swedish Patent Office: “The Proposal for Unifica-
tion of the Patent System in Scandinavia,” JPOS (June 1965) .

14 Proceedings of International Patent Officc Workshop for Information Retriev-
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few years have seen a considerable increase in the amount of collabora-
tion in the field of patent classification. Cooperation is now contem-
plated in the equally important development of microform reproduc-
tion systems for patent documents.'®

BACKGROUND OF MULTILATERAL APPROACH

Until the spring of 1966, this three-phase program of the Interna-
tional Office constituted the principal thrust toward achieving some
relief to the pressing international patent problems. However, at
about that time, considerable evidence began to emerge that the
program and strategy was inadequate to produce practical benefits
soon enough to relieve the near impossible burden on applicants or to
provide significant assistance to examining patent offices.

First was a realization based on experience that bilateral programs
could only be developed beneficially to a certain point. The difficulty
with bilateral programs, it was found, was not only the slowness of
their progress but the fact that increasing the scope of cooperation in
these programs and the corresponding benefits to be derived from
them required changes in practices and law on a bilateral basis. While
such changes might improve the results as between the two involved
countries, these changes might not be at all consistent with the
situation called for with a third country, and so forth. Accordingly, it
was recognized that the program should be expanded to include a
multilateral phase.

Confirming this conclusion were the results of an international
survey conducted by the Office of International Patent and Trademark
Affairs during the fall of 1965, the returns of which were received and
tabulated in the spring of the following year. The forum for this
survey consisted of approximately 235 companies which had been
assigned more than 200 U.S. patent applications between the years
1942 and 1962. Replies to the survey questionnaire were received from
140, or approximately 60 percent, of the companies in this category.
These replies, by-and-large, reflected the viewpoints of patent counsel

al, Part II of Proceedings of The 175th Anniversary of the U. S. Patent System.

Proceedings of the 2nd, $rd, 4th, and 5th Annual Meetings of ICIREPAT
(Committée for International Cooperation in Information Retrieval Among Ex-
amining Patent Offices) .

Proceedings of the Executive Sessions of the 2nd, 3rd, 4th, 5th, and 6th Annual
Meetings of ICIREPAT. ICIREPAT Bulletins Nos. 1-17.

15 Address by the Commissioner of Patents, Edward J. Brenner, delivered at the
Annual Meeting of the Industrial Research Institute, Inc, May 31, 1967.
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for these companies which represented a meaningful sampling of the
view of patent professionals on the international problems which
existed in the patent field and the solutions which seemed to them to
be called for. In addition, the survey provided valuable statistical
information on the extent of foreign filings, particularly as to the
magnitude of duplication involved in these filings. Two of the ques-
tions in this survey were open-end requests for the opinions of respond-
ents on the problems encountered in international patent practice and
solutions which they deemed most practical to consider.

The survey also indicated an interest in more advanced steps,
especially in the areas of simplification of filing procedures for interna-
tional patent protection, the harmonization of formal requirements
and the elimination of duplicate searching, examination, and prosecu-
tion of patent applications filed in more than one country. These
points will be covered in more detail later in this paper, but the
survey is mentioned here as part of the evidence which stimulated the
Patent Office toward expanding the outlines of our program to include
a broader, multilateral approach.

The Patent Office participated in a number of meetings, seminars
and individual discussions with patent practitioners in the United
States which served to reinforce the notion that more dramatic and
far-reaching action would be required. Indeed, the whole tenor of
attitudes expressed at meetings sponsored by the National Association
of Manufacturers, The Patent, Trademark and Copyright Research
Institute, and the Commemorative Committee for The 175th Anniver-
sary of the U.S. Patent System was that the Patent Office should do
more toward expanding the scope and extent of its international
programs.

Another indicator came from other countries, principally in Europe.
Reports from these countries revealed a sense of urgency about the
need for international cooperation as constituting the last hope to
preserve sound and effective patent systems. Efforts by the European
Common Market countries to develop a European patent were bogged
down because of various political considerations.’® Implementation of
the Nordic patent system was delayed. European officials expressed to
Commissioner Brenner and other officials of the Patent Office a strong
desire to support cooperation on a broader basis with the United States
and other non-European countries included as working partners.

16 See Statement by Jean Monnet “Scope of Patent Protection Within the Com-
mon Market” in “Creative Ferment in World Patent Systems.” National Associa-
tion of Manufacturers, June 1965.
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All of these indications culminated in a proposal by the Depart-
ments of Commerce and State to initiate action on a multilateral basis
under the sponsorship of BIRPI'? which had long been the focal
point for worldwide collaboration in the patent field.

Before taking this step, a plan to present a resolution to the Executive
Committee of the Paris Convention was explained to a representative
group of interested patent practitioners in the United States. The
group included inhouse patent counsels for companies having extensive
international patent filings, representatives of leading international
patent firms engaged in the filing of patent applications for large and
small American companies, and members of prominent domestic
patent law firms.

With this background, the United States presented a resolution to
the Executive Committee of the Paris Union in Geneva, Switzerland,
on September 29, 1966.'% This resolution took note of the substantial
and growing volume of patent applications of increasing complexity,
of the considerable duplication involved in these filings, and of the
need to simplify the procedures for obtaining protection of inventions
throughout the world. The resolution recommended that studies be
undertaken on an urgent basis and that such studies include the
consideration of concluding special agreements within.the framework
of the Paris Union.

The resolution was adopted by a unanimous vote. This. was particu-
larly significant hecause the membership of the-Executive Committee
which acted upon it was broadly representative of the world patent

17 BIRPI is the joint international Secretariat of the Paris and Berne Unions.
It is one of the oldest international secretariats in the world. It started function-
ing more than 80 years ago and continued functioning without interruption
through two world wars.

BIRPI stands for Bureaux Internationaux Réunis pour la Protection de la
Proprieté¢ Intellectuelle. The expression “Intellectual Property” covers both in-
dustrial property and copyright. “Bureaux” means in this context Office or Secre-
tariat. “Réunis” refers to the fact that it is a joint or united Secretariat for both
the Paris and the Berne Unions.

Since 1960, BIRPI's headquarters have been in Geneva, Switzerland. Before that
date they were in Berne, Switzerland.

Among other things, BIRPI carries out a program of legal technical assistance
for developing countries, helping them to deal with their patent, trademark, and
copyright problems. BIRPI's revenues (approximately $1,000,000 per year) come
from the contributions of member States, from the fees paid by applicants for the
international registration of trademarks and from the sale of publications.

Two monthly periodicals in two languages—one dealing with industrial prop-
erty, the other with copyright—report on the changes in the Unions and in the
national legislations; they contain information on BIRPI's activities and articles
on intellectual property questions.

18 Industrial Property, No. 10 (October 1966) , p. 229.
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community, including in addition to important European countries,
the United States, Japan, and many other countries widely scattered
geographically and diverse in their approach to industrial property
protection. It seemed clear that the unanimous vote evidenced wide-
spread interest in early and serious efforts to find solutions.

The decision to opt for a broader multilateral approach was an-
nounced publicly by Commissioner Brenner at a meeting sponsored by
the National Association of Manufacturers in Washington on Octpber
11, 1966. At this time, Commissioner Brenner said:

You will appreciate, from what 1 have already said, that we
believe that a total systems approach is needed to solve the problems
we face. One might easily argue that the foundations of harmoniza-
tion ought to precede a multilateral exchange and acceptance
agreement. However, it seems to us that such a limited approach is
neither essential nor feasible at this stage of our dilemma. This does
not mean we are going to blithely ignore the necessary foundation
work. However, we believe it is necessary to begin prefabricating the
structure of the system itself while the foundation is being laid.

Initially, the extent to which the results will be able to eliminate
duplication and to expedite the obtaining of protection may be
limited. In some cases the principal benefit will be to improve the
quality of issued patents. However, as the foundation stones of
harmonization are set into place, the prefabricated structure of the
system will more quickly take shape and we will then be in striking
distance of the eventual goal.

There is really nothing very unique about this kind of approach to
development of a patent system. Indeed, our own system in its
infancy 175 years ago was composed of a very simple, uncomplicated
framework consisting merely of the formalities of filing and issue.
The solid substance which has made it into one of the most effective
patent systems in the world was added later and only then as a result
of many years of dedicated work and gradual evolution of its
fundamental principles and its administrative refinements. However,
I don’t believe any of us would suggest that it was not an historically
significant achievement that it was boldly launched in spite of the
fact that its founders must have appreciated its apparent deficiencies
at the outset.

In response to this resolution, the officials of BIRPI moved prompt-
ly by organizing a series of consultations with experts from six states
which had the largest number of patent applications, including a
representative from the International Patent Institute at The Hague.
The energy displayed by BIRPI in these steps was all the more
impressive since BIRPI at the same time was heavily involved in
preparations for the Stockholm Conference of 1967, which involved
significant proposals in the field of international copyright protection
as well as a move to strengthen the administrative structure for the
various conventions for which it had secretariat responsibility. In spite
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of this full schedule of other activities, BIRPI prepared a first drafi
which was distributed to selected consultants on January 1, 1967.1
Several drafts followed before the draft released on May 31, 1967, was
published for broad scale consideration. During this period of time, the
U.S. Patent Office followed the progress of BIRPI in this effort. The
Office of International Patent and Trademark Affairs and the Depart-
ment of State engaged in numerous informal discussions of the
provisions of the preliminary drafts with various patent professionals.

A meeting of a six-country expert team was held in Geneva in
February 1967, as a result of which the first draft was extensively
revised. Prior to this meeting, the Departments of State and Com-
merce met with selected representatives of the same interests previous-
ly consulted and their views were taken into account in preparing for
the February deliberations in Geneva. On March 30, 1967, the Deputy
Director of BIRPI released a Progress Report on the Treaty at a
Federal Bar Association Briefing Conference in Boston attended by
more than 200 patent attorneys. The Departments of State and
Commerce held a briefing session on the Treaty in April 1967, to
which representatives of 50 United States companies were invited.

The preparation of the draft of the Treaty released on May 31
followed these meetings. BIRPI then scheduled a meeting of a
Committee of Experts, October 2-10, 1967.

Attendance at this October meeting includes representatives of 23
Paris Union countries, seven intergovernmental organizations, and
numerous private associations, including the International Association
for the Protection of Industrial Property, the International Chamber
of Commerce, and the National Association of Manufacturers.

OQUTLINE OF DRAFT PCT TREATY

The proposed Treaty is a highly integrated proposal which, never-
theless, for purposes of analysis, may be divided into two phases.

Phase I is called “Central Filing Plus Search Report.” This phase
would be obligatory for all Contracting States and for all applicants
wishing to file internationally.

Phase II is a more advanced stage which involves the establishment

10 “BIRPI Plan for Facilitating the Filing and Examination of Applications for
the Protection of the Same Invention in a Number of Countries,” Copy of BIRPI
document PCT/INF/1, dated February 28, 1967. Industrial Property, No. 8
(March 1967) .
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of what is called a “Certificate of Patentability.” Cooperation in this
second phase would be optional for the Contracting States and each
applicant would decide for himself whether he wanted to take ad-
vantage of this advanced phase.

It is important to note that the drafters did not contemplate in
either phase a universal patent which would have extraterritorial
effect in the member countries. Although the President’s Commission
on the Patent System recommended this as an eventual goal,?® the
present proposal does not go that far. National patenting remains the
function of each country.

Under Phase I, the applicant files a single international application
with the International Bureau. This filing may be made directly to
that Bureau, or, more likely, through the intermediary of the appli-
cant’s national office. For United States’ applicants it would likely be
filed in the U.S. Patent Office. The applicant designates the countries
in which he desires protection. This initial designation is tentative,
required to be made final with payment of a small designation fee
only after the search results have been seen and an opportunity to
amend the claims given. The application is filed in English (one of
several selected official languages—French, English, German and per-
haps others). In addition, the international application is drafted
according to a standard format which would be acceptable to all
member countries.

If found acceptable as to form by the International Bureau, the
international application is searched by a qualified searching authority,
which then sends out a search report to the applicant as well as to the
International Bureau. It is anticipated that the technical operations of
the International Bureau will be handled by such searching authori-
ties functioning under contract with the central Secretariat. These
searching authorities would probably include three or four of the
principal national patent offices which are willing and able to under-
take these responsibilities, as well as the International Patent Institute
at The Hague.

Upon transmittal of the search report to the applicant, he is then
allowed to amend his claims. Thereafter, the application together with
the search report is sent to the Contracting States designated by the
applicant.

During this first phase of the Treaty, the application and search
reports are to be published in an International Gazette within 18 to 24

20 Report of the President’s Commission on the Patent Sysiem, (Washington,
D.C.: G.P.O., November 17, 1966) .
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months from the effective filing date of the application. In most cases,
this publication will not take place until the applicant has had an
opportunity to review and consider the search report and to amend the
claims or withdraw his application.

If the country receiving the application and search report is a
registration country, such as France, the application is likely to be
published in that country as a French patent. France could refuse this
effect, if for example, the application covered subject matter not
considered to be patentable subject matter in France. Perhaps a better
example is Italy, another registration country which does not today
consider pharmaceutical patents to be proper subject matter.?! Howev-
er, if the country receiving the application plus the search report is an
examining country, such as Germany, the application may be subject-
ed to examination by that country, which would be the sole judge to
decide whether the international application complied with its nation-
al law. The German system includes a provision for opposition by third
parties based on the knowledge of prior art which has not been found
in the course of the examination. Such procedures would continue to
be applicable to the international case.

In other words, the effect of an international application in each
Contracting State is that of a regular national application.

To summarize the first phase:

(1) A single application is filed in one of several selected lan-

guages;

(2) After a formal check this application is then submitted to a
single worldwide search;

(3) Upon modification of the claims by the applicant, the
application and the search are then communicated to the designated
Contracting States;

(4) And, shortly thereafter, worldwide publication of this
document occurs within 18 to 24 months from the effective filing
date.

Under Phase II, the applicant may, at any time before the expira-
tion of the time limit allowed for amending claims, request a full
examination and obtain an international Certificate of Patentability.
This Certificate is issued, or denied, after an examination carried out

21 Another example can be found in the United States in the Atomic Energy Act
of 1964, 42 US 2181, which states “No patent shall hereafter be granted for any
invention or discovery which is useful solely in the utilization of special nuclear
material or atomic energy in an atomic weapon.”
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by a qualified examining office. Here again the operations of the
International Bureau would be carried out by three or four principal
patent offices and the International Patent Institute at The Hague.
The conditions which each invention has to meet in order to be
entitled to an international certificate include worldwide novelty,
non-obviousness, and utility or industrial applicability. In the case of a
denial, the applicant can be heard by an international review board
comprising highly qualified Examiners. If issued, the international
certificate is communicated to the States designated by the applicant
and would provide the basis for issuance of national patents provided
requirements of national law are satisfied.

The international certificate is then communicated to the desig-
nated countries and published in the International Garzette. In the
receiving countries, the Certificate would furnish a basis for issuing
national patents. The Treaty does not, even in this second phase,
preempt the authority of national offices. Thus, in some countries
today, there are provisions for the citation of prior art by third parties
which might take over at this stage. p

INTERNATIONAL PATENT SURVEY

The key features of the Treaty are directly responsive to a number of
the international patent problems as they were expressed in the survey
referred to above. These features of the treaty will be outlined in the
context of the survey responses.

DivErsiTY OF FORMAL REQUIREMENTS

There is today virtually no consistency or agreement among the
various countries on the formal requirements of a patent application.
The diversity extends to such routine matters as the size of paper
which must be used or the size and type of drawings which must be
included. '

A recurring complaint of the respondents to this survey was that this
unnecessary diversity all but precluded the possibility of using a single
format for international filing. Not only does this increase costs of
preparation, it leads, in many instances, to bickering with foreign
patent officials on purely formal matters having little or no relation-
ship to the value or substance of the invention.

The Treaty seeks to respond to this concern by providing as an
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alternative to the many national filings that are now required a single
international application format. So long as the international applica-
tion conforms to the standard format it must be accepted by the
member countries. Of course, if it fails to comply with the standard
format, the application may be rejected, this rejection being subject to
review either by an international bureau or, in certain cases, by
recourse to the national patent office involved. In any event, the
remedy is broader than it exists today under national filing require-
ments.

TiME FOR COMMITTING RESOURCES

To obtain the benefits of the Paris Convention with respect to
priority, an applicant today must file all of his foreign patent applica-
tions within one year of his national filing. Because of the time
involved in obtaining translations and in preparing the foreign appli-
cations, decisions as to filing abroad must usually be made before the
commercial or scientific worth of the invention is determined.

The largest number of comments addressed to a single problem area
were concerned with this difficulty. Companies stated that because of
the timing they were either required to file on applications which later
turned out to be of little value or, alternatively, neglected on those
applications which proved important.

Several aspects of the Treaty are pertinent to this problem. By
providing a single international filing under which the applicant may
tentatively elect the countries in which he is interested, applicant may
defer committing his resources until he has obtained an indication of
the patentability of the invention which will occur, in most cases,
outside the 12-month Convention period. Thus, it may be anticipated
that applicants filing internationally under the Treaty will elect all or
substantially all of the participating countries since there is no addi-
tional cost for such an election.

The Treaty offers two alternatives to enter the international filing
system: By first filing an international application, either directly with
the International Bureau or through the intermediary of his own
national patent office; or, by first filing a national patent application in
a country which is a member of the Paris Union followed by the
international application which will benefit by the priority of the first
filed national case, provided it is filed within the priority year.

In the context of the Paris Convention, a distinction must be made
between the date of filing and the date of receipt of the international



Realistic Appraisal of Patent Treaty 175

application by the International Bureau. In every case, where the
international application is a second application claiming priority
benefits it must be filed, just as at present, within the priority year else
the applicant will lose his priority. Thus, in such a case, if the
international filing is made directly at the International Bureau it
must be filed there prior to the expiration of one year from the date of
the first filing.

If, on the other hand, it is made through the intermediary of a
national office then the application must be filed in such national
office prior to the end of the one-year priority term. The mere fact
that, in this latter case, the national office is given a reasonable time
for forwarding the second application to the International Bureau
does not mean that the Paris Convention deadline has been extended.

While not altering the Convention priority term, the draft Treaty
does offer a substantial advantage, equivalent to one of the principal
purposes of the priority term, in deferring the time when the heaviest
cost’ obligations of foreign filing must be committed. Chief among
these is the expense of translations into the national language of each
country in which protection is desired. Under present practice, this
cost must be obligated by about the ninth month in order to assure
that national filings are made prior to expiration of the twelfth month.
Under the Treaty, applicants filing in one of the official languages can
defer this expense until after the international application is commu-
nicated. This could be up to 24 months under Phase I and even longer
if a Certificate of Patentability is requested under Phase II.

THE LANGUAGE BARRIER

A recurring and underlying problem frequently mentioned in the
survey according to many respondents rests in the basic realm of
communication of ideas. The most important aspect is the language
barrier which increases expense and lowers effectiveness both in
dealing with foreign patent offices and with attorneys and agents
located in foreign countries. This frequently leads to a misunderstand-
ing of the invention by the foreign patent office. Moreover, this
misunderstanding frequently cannot be conveyed through the interme-
diary of double translations required when U.S. concerns attempt to
respond to the foreign patent office objections and rejections. By
providing for the basic filing, search, examination and prosecution of
the application in English, the language problems now encountered
are minimized.
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Moreover, in the prosecution of an application, a U.S. applicant
may deal with his U.S. attorney who is most familiar with his case. In
most cases for U.S. applicants, this will result in completion of the
examination in foreign countries sooner than is now possible.

MULTIPLE SEARCHES

A problem frequently mentioned in the survey resulted from the
fact that each searching office now conducts its own search of the
invention as though a search on the same application was not being
carried out in another office. This results in evaluating the invention
against different prior art and involves a substantial amount of
duplication both for the applicant and for the search offices. In turn,
this latter duplication creates backlogs which delay the issuance of
patents.

The Treaty in part alleviates this problem by providing for a single
international search to be conducted by qualified searching facilities.
While the search files of these facilities will—at least in the initial steps
of the Treaty—not be identical and while additional national search-
ing may still be required, the Treaty moves in a direction of the goal
of a single highly qualified search using an international search file.
Moreover, the Treaty draws upon the existing facilities both of na-
tional patent offices and the International Patent Institute, which is
more realistic at this point in history than to attempt to create a single
international organization capable of handling the expected workload.

CONCLUSION

Certainly one of the benefits of the Treaty is to simplify internation-
al filing of patent applications and these simplified procedures will
naturally lead to an increased interest in broader protection.

The U.S. patent system has been designed to encourage the patent-
ing of new inventions. Indeed, substantially the entire patent profes-
sion strongly urged this point in connection with the patent fee
legislation which resulted in increased fees in the United States a
few years ago. The point was made at that time that an effective
patent system should encourage the filing of patent applications. No
one has ever suggested that we should make it more difficult for
foreign inventors to file and obtain patent protection in the United
States.
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Looking at this question from an overall viewpoint, it is clear that
the Treaty is not designed to reduce the number of inventions for
which patent protection is requested. The aim of the Treaty is to
eliminate the duplication of effort found in the multiple processing
and examination of these inventions. The number of inventions for
which applications are filed in a single country (usually the home
country of the inventor) is not increasing to any marked extent.
Rather it is the multiple filing of the same invention that has created
the international problem. It is the view of most people that the
patent system of the world should and must be capable of dealing with
increased inventive activity.

Clearly, the draft Patent Cooperation Treaty does not purport to be
a cure-all for all problems. Nor is it considered to be a perfect draft in
many respects. Indeed, it may be expected there will be numerous
drafts and considerable discussion before the time ‘s reached to decide
whether to participate in formal treaty negotiations.

The BIRPI Treaty effort has recently been characterized by one
European patent official as the last chance for effective worldwide
cooperation. At the Conference on International Patents, sponsored by
the National Association of Manufacturers in Frankfurt, Germany, on
June 8, 1967, Gordon Grant, Comptroller of the Patent Office of the
United Kingdom, said: “. . . This is the eleventh hour of the
examining patent system.”

As far as the proposed Patent Cooperation Treaty is concerned, Mr.
Grant went on to say that he believed this Treaty is “at any rate, for
the time being, the last chance we have for a real international
project.”






The BIRPI Plan for a Patent
Cooperation Treaty

STEPHEN P. LADAS®

SUMMARY

IN RESPONSE TO A SUGGESTION OF THE AMERICAN GOVERNMENT for the
study of a plan to reduce the duplication of the examination problem
of patent applications, BIRPI (United International Bureaux for the
Protection of Intellectual Property) very promptly worked out a draft
of a Treaty for international filing of applications with BIRPI, and
this draft has been distributed and a Committee of Experts is being
convened in Geneva to consider this draft.

This paper analyses the draft, evaluates it and offers a conclusion
and a much simpler alternative to this plan, calculated to carry out the
real objectives sought by the American proposal.

INTRODUCTION

AFTER DISTRIBUTION LAST MARCH of a four-page outline of a certain
project, BIRPI has now published this plan as Document PCT/1/1, 2,

* The author is a partner in the firm of Langner, Parry, Card & Langner, New
York City.
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3, 4 and 5, together with a call for a meeting of experts to discuss the
plan in Geneva on October 2, 1967. This meeting consists of delegates
of 23 countries of the Paris Union. Six nongovernmental organizations
representing the private sector were also invited to give their advice.

The proposed draft Treaty was issued just as the summer vacation
period began, and it was difficult for these private organizations to
have the necessary consultations with their members so as to be really
prepared to express their groups’ views at the proposed meeting on
October 2; government representatives of the principal countries, on
the other hand, had been consulting and discussing the project for
several months past.

The BIRPI documents consist of an Explanatory Memorandum, a
draft Treaty with notes on each Article, Annexes and a Memorandum
on Regulations.

It is proposed here first to give a general outline of the plan and
then to attempt an evaluation.

The plan consists of two phases: The first deals with International
Filing of Applications leading to a novelty search report and communi-
cation of this to the countries concerned. A country has an option to
accept this part of the Treaty only. Then there is a second part
providing for the issue by BIRPI of International Certificates of
Patentability on the inventions so filed and searched. This a country
may or may not accept. Each of these two parts of the Treaty will be
considered separately hereinafter.

OUTLINE OF PART OF TREATY
DEALING WITH INTERNATIONAL FILING AND SEARCH REPORT

(1) An international patent application may be filed by any person

who is a national or who has his industrial or commercial
establishment in one of the contracting countries. Only coun-
tries party to the Paris Union may become party of the
proposed new Treaty.
The international application may be filed directly with BIR-
PI, but it may also be filed through the national patent office of
the country if this facility is provided by law. On the other
hand, if the law of a country requires filing through the
national patent office, then the patent application must be filed
through such office which will forward it to BIRPI.

(2) The application must be in a form prescribed in the Regula-
tions. Its filing date shall be the date on which BIRPI receives
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it, and such filing date will generate the Convention priority.
On the other hand, if a prior national application has been
filed, then the international application will have the benefit of
the right of priority, but the term of priority is extended by an
extra month because while the national patent office must
receive the international application within a year, BIRPI may
receive it within a month thereafter.

The international application must indicate the contracting
States to which the applicant desires it to be extended. A later
designation of such States may only be made within a year from
the filing of a national application, the priority of which is
claimed, or a year after the filing of the international applica-
tion, if no priority is claimed.

BIRPI will examine the international application with regard
to form. In the case of some serious defects, BIRPI will reject
the application, and there is no recourse from such rejection. In
the case of formal defects only, the applicant is given an
opportunity to rectify such defects within a prescribed term. On
failure to do so, the international application is not further
processed. The only recourse of the applicant in such case is to
go to the national patent offices of the countries selected by
him, and ask each to request BIRPI to send to them a copy of
the international application, and if each such national patent
office may consider the application regular, it will accept it so
far as it is concerned. The application must be in one of the
official languages: English, French, German or Russian.

Once BIRPI determines that the international application is in
regular form, it will proceed to establish a search report in the
language of the international application. The search will be
prepared for BIRPI by a national patent office or by the
International Patent Institute of The Hague under arrange-
ments to be concluded by BIRPI. Such arrangements will be
made only with patent offices of States that have adequate
facilities (documentation and staff) for search and can handle
the language of the international application.

For the purpose of the search, Annex I of the Treaty provides
for absolute novelty with respect to prior publication or use
anywhere. The relevant prior art shall be that which deter-
mines that the invention claimed is new or that it involves an
inventive step. The minimum documentation specified is pat-
ents of Belgium, France, Germany, Japan, Soviet Union, Switz-
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erland, United Kingdom, and the United States, published
patent applications in their languages, and technical periodical
publications designated from time to time by BIRPIL.

The search report shall consist of references and a succinct
summary analysis. If the searching authority finds the language
unclear or mistakes in the international application, it invites
the applicant to clarify. If the applicant fails to comply, the
international application will not be further processed. If the
searching authority finds lack of unity, the applicant will be
invited to limit his claims. He may then file a divisional
international application.
BIRPI will communicate the search report to the applicant and
within a prescribed term he may amend his claims. He must
also then submit to BIRPI translations (or pay the cost of
translations to be made by BIRPI) into each of the official
languages of an abstract of the invention and of the claims.
Failure to submit the latter causes the international application
to be considered withdrawn.
Then and then only, will BIRPI communicate a copy of the
international application together with the search report to the
patent offices of the countries selected by the applicant. It is
estimated by BIRPI that the communication will take place
promptly after the 24th month from the date of the first
national filing, if priority is claimed.
After such communication, BIRPI will publish the internation-
al application and the search report, and in any case before the
end of 24 months. “Publication” means making copies available
to any person. The abstract of the invention and claims will
also be published in the Gazette. However, on request of the
applicant, publication may take place before the expiration of
the indicated time.

On receipt of the communication of the international applica-
tion with the search report from BIRPI, any national patent
office may invite the applicant to submit a translation of the
application in its own language. Failure to comply within two
months causes the denial of the international application in the
particular State.

Any international application communicated by BIRPI will
have the effect of a regular national application for a patent in
the State concerned, as of the date of filing of the international
application, unless the national patent office of a State within a
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year notifies the applicant and BIRPI that it denies such effect.
Such denial may be made solely for the reason that the
international application does not comply with the require-
ments of the Treaty and its Regulations. Thus, the original
BIRPI's determination of “regularity” can be challenged by
any national patent office. Denial is notified to the applicant
and to BIRPI, and each separately may file replies to the
national patent office.

(11) Absent such denial of effect of an international application for
irregularity, the national patent office of each country shall
grant a national patent unless the subject matter of the inven-
tion is generally excluded by its law (for instance, pharmaceuti-
cal products, immoral inventions, et cetera), or unless the
applicant has not complied with any obligation imposed by
national law for designation of an agent or of an Address for
Service. If no such objections exist, and a State fails to issue a
patent, then the international application shall in that State be
deemed to be a national patent.

(12) While the whole purpose of the Treaty is to ensure a single
search valid for all countries selected by the applicant in the
international application, nevertheless it is provided that any
contracting State, whose national law provides for novelty
examination in all or in certain fields of technology, may
declare to BIRPI that it will not grant a patent on the
international application with a search report without the State
making its own search in addition.

OUTLINE OF PART OF TREATY
CONCERNING CERTIFICATES OF PATENTABILITY

Chapter II of the proposed Treaty deals with the issue by BIRPI of
International Certificates of Patentability. A country adhering to the
Treaty may declare that it will not apply the provisions of this
Chapter. The main features of this part of the Treaty are:

(I) An applicant may request BIRPI to issue an International
Certificate of Patentability. This request must be made up to
the time that the applicant amends his claims after receipt of
the search report, and before communication of the internation-
al application by BIRPI to the countries selected by the
applicant. At that time, the applicant selects the countries in
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which he wishes to use the Certificate of Patentability and

conceivably he may drop some of the countries in which he

originally wanted to file.

Upon receipt of this request, BIRPI will ask a national patent

office or the International Patent Institute of The Hague to

examine the international application with a view to issue of a

Certificate of Patentability for BIRPI. This Certificate will

certify that the invention is new, that it involves an inventive

step, and that it is capable of industrial application. These
three requirements are defined generally in Annex II to the

Treaty. It is proposed that the applicant be given adequate

opportunity for direct communication with the examining au-

thority, and he may make amendments to his international
application to meet the requirements of such examining au-
thority.

The following possibilities may then arise:

(a) The examining authority is satisfied that all fequirements
for a Certificate exist, and it shall draw up the Certificate
of Patentability and send it to the Bureau.

(b) The examining authority may not be satisfied and shall
indicate to the Bureau that no such Certificate will issue
for stated reasons. The Bureau will notify the applicant
that it intends to deny a Certificate of Patentability.

(c) The applicant may file counter arguments and request
examination by a Review Board of BIRPI. This Board
may agree with the examining authority or may disagree
and itself draw up the Certificate of Patentability.

(d) The applicant does not file a reply or withdraws his
request for a Certificate of Patentability, and this is then
formally denied.

The Certificate of Patentability issued by the Bureau on the
basis of one drawn up by the examining authority or the Re-
view Board, in the language of the international application,
will be communicated to the patent offices of the selected
countries, and it will be published by BIRPI. Any national
patent office may invite the applicant to submit a translation
of the Certificate in its own language. Likewise, the Bureau will
notify the patent offices of the selected countries of the denial
of the Certificate of Patentability, or of the withdrawal by the
applicant of the request for such Certificate.

The national patent office of each selected State to which a
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Certificate of Patentability has been communicated shall, on
the basis of such Certificate, grant a national patent provided,
however, that it may deny such grant of patent for any of the
following reasons, if applicable under national law:

(@) The invention relates to a subject matter not patentable
generally under its law;

(b) The invention does not satisfy the requirements of novelty,
inventive step and industrial application, as defined in
Annex II;

(c) The invention includes matter contained in any prior na-
tional patent application filed or patent granted and pub-
lished in such State;

(d) There has been usurpation of the invention;

() The applicant has not complied with any obligation to be

~ represented by an agent or to designate an Address for
Service for the purpose of the procedure before such patent
office.

Recourse may be had as provided by national law against any

such denial.

The national patent office must notify the applicant and BIRPI

of its intent to deny a patent, with a statement of reasons. This

notification must be made by the national patent office within a

year from the date the Certificate of Patentability has reached

it, except when opposition is available in such country. Other-
wise, the International Certificate of Patentability shall be
deemed to be a national patent in that State.

EVALUATION OF DRAFT TREATY
WITH RESPECT TO INTERNATIONAL PATENT FivinG
~AND SEARCH REPORTS '

BIRPI’s Explana'tvory Memorandum to the draft Treaty indicates
that it seeks to accomplish three objectives in international patent
cooperation:

(1

@

The owner of an invention desirous of obtaining international
protection may file, for a group of countries he selects, a single
international patent application in one of the official languages
with an initital small filing fee for each country.

(A single search report is to be obtained by BIRPI to support

_the international application in the whole group of countries

concerned, thus replacing multiple searches in many countries.
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It seeks to relieve substantial administrative difficulties now
experienced by examining national patent offices through a
suggested division of labor, to reduce backlog and delays in
handling patent applications.

These, indeed, may appear to be very valuable advantages, but one
may be permitted to remark as a matter of general comment that:

(1

)

3)

A single international application is not the only way of solving
present difficulties. These could be overcome within the frame-
work of national filing.

A single search is indeed a valuable ultimate objective. But this
should be a central search and not one made by one of a group
of selected agencies including various national patent offices
and the International Patent Institute. A search, must be pin-
pointed to be effective. A diffuse search is worse than useless
since irrelevant matter would be cited and must be studied
when determining patentability. For strict countries, searching
is really in two parts—art showing the ‘“‘state of art,” and art
affecting novelty. Five to 10 percent of all applications are
affected by prior unpublished copending applications. At
present, these can only be found by national searching in each
patent office. Since pending applications are secret, they are not
to be taken into account under the definition of prior art in
Annex 1 to the draft. Computerization is the only hope, but this
presents enormous difficulties and is not around the corner.
When this comes, it might be possible to feed pending applica-
tions into data storage for searching under secrecy provisions.
When a relevant prior copending application is cited by num-
ber, the examination of the later application must be held up
until the earlier application is abandoned, published or
granted. Such delay is inherent, whatever the system.

Apart from searching, the difficulties of national patent offices
will be cured only by national, not international, efforts.

But even apart from these general remarks, the question is whether
the BIRPI project will accomplish the indicated results.
The following comments may be noted in this respect:

(1)

The whole thrust of the project does not spell out alleviation of

the novelty search problem for certain patent offices, such as the

U. S. Patent Office. Indeed: '

(@) A country may require its own applicants to forward
international patent applications through the national pat-
ent office, and may also require that the search be made
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by its own national patent office (Art. 2 [1] [2], and Art.
9[4)).

(b) Since English will be an official language, and since the
U.S. Patent Office novelty search is particularly good, it is
most likely that BIRPI will send international applications
for search to the U. S. Patent Office from such countries as:

(i) English-speaking countries, such as Australia, South
Africa, Canada, India, et cetera;

(ii) those countries in which the applicants would prefer
to write their international application in English as
the official language, such as Japan, Scandinavian
countries, Italy, and others.

(2) BIRPI makes it clear in its introduction to the project that
international applications for patents shall include also Certifi-
cates of Inventorship. With the easy filing, a very large propor-
tion of the more than 100,000 Russian applications may be
thrown into the hamper. Since Russian is an official language,
these will be searched by the Soviet Patent Office, and its own
search report will be sent to the other countries. These, and
particularly the United States, in self-defense against this mass,
will have to insist on retaining under Article 17 (3) the right to
apply their own novelty examination. Hence, a tremendous
number of Russian Certificates of Inventorship may have to be
searched by the U. S. Patent Office.

(3) BIRPI also says in its introduction that under the proposed
scheme, it is expected that more inventions will be introduced
in more countries, thereby spreading technical knowledge and
encouraging investment.

Theoretically, this sounds fine, but let us analyze this statement
realistically. Inventors and patentees have heretofore filed for-
eign applications selectively—in the countries in which they
really require protection and where it is worthwhile for them
to obtain and maintain patents. Selection is made on the basis
of the nature of the invention. There is no interest in getting a
patent in a country where the invention could not be practiced.
Defensive protection is obtained in countries where the inven-
tion could be made by a competitor and exported to a country
where no patent has been obtained. Only in the case of
inventions which can be practiced in most countries by reason
of the smallness of the investment required, or where importa-
tion could be made from a country that does not grant patents
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in the particular field (for instance, pharmaceutical patents in
Italy), only then patents are being obtained on a wider terri-
tory basis.

Americans may, at first sight, like the idea of obtaining easily
patents in a large number of countries, whether they are really
needed or not, if they are cheap. But they have to think of
compulsory licenses in all countries and also the cost of
maintaining such patents by payment of annuities.

But there is also the other side of the coin. Foreigners also will
have that advantage. Looking at the 1965 statistics, published
by BIRPI, there were 2263 applications filed in the United
States by Japanese, and 215 applications by Russians. What
would happen, under the new system, with the 60,796 Japanese-
owned patents and 106,435 petty patents (filed in 1965), and
with 102,365 Certificates of Inventorship in the USSR? Will
they not find it easy to extend a large number of these to the
United States under the new project? Certainly, the Soviet State
which owns all of these 100,000 Certificates of Inventorship and
which does not mind the cost and does not have to worry about
compulsory licenses and annuities in the United States may
conceivably extend, under the new project, a very large number
of these to the United States—a country in which there is
industry available for any kind of invention. What will this do
to the United States industry, and what will this do to the U. S.
Patent Office?

Is it not also possible that there will then be an insistent urge
in the United States for the introduction of compulsory license
or even for revocation for nonworking and payment of annui-
ties for patents in order to deal with such Soviet-owned patents?
Under the principle of the Paris Convention against discrimina-
tion of foreigners, such compulsory licenses and payment of
annuities will become applicable to American patent owners as

well as to foreigners.

Then BIRPI seeks to attract developing countries to its project
by telling them that through this scheme they will be called
upon to grant patents having a presumption of novelty and
validity, since they have no facilities for searching and examin-
ing applications filed in their countries. Nonexamination has
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not prevented France from maintaining its patent system for a
century. Moreover, is it to the interest of developing countries
to tie up their hands with patents for inventions which will
never be used industrially in their territory? They are being
lured with the idea that this will encourage investment in their
countries, but there can be no investment unless the patentee
has an interest to practice his invention or to find a licensee
there. The greatest hope of developing countries is to grant
confirmation patents for inventions which they really need and
which the foreign patentees will want to use.

With regard to spreading of technical knowledge, this does not
depend upon obtaining local patents. Published patents and
technical journals supply this information as well.

Moreover, the present outcry in Europe on the gap-of-
technology problem would be increased by any scheme which
purports to make it possible for Americans to obtain more
patents for more inventions in more countries.

Further, the idea of an international patent filing with effects
in each country as of the date of filing and the definition of such
effects in Article 16 of the draft Treaty excludes the concept of
invention date and rests on the first-to-file principle. Yet this
principle is vigorously opposed at this time in the United States
in connection with the proposed Patent Reform Act of 1967.
The Treaty contemplates the establishment of BIRPI as a
super-patent office, requiring a large technical and clerical staff

- and with important powers in the administration of the project.

These powers are particularly the following:

(@) The Bureau will enjoy an extra month of priority term
(Art. 3 [1]). This discriminates against countries of the
Paris Convention which will not adhere to the proposed
new Treaty.

(b) The Bureau may extend the priority term for vis major
(Art. 3 [2]). This is not provided for in Article 4 of the
Paris Convention and constitutes another discrimination.

(c) It passes on compliance of the international application
with requirements of form and may refuse to process the
application (Art. 7 [1] and [2]). This, of course, may
cause the loss of the priority right. The only recourse of
the applicant in such case is to file a request with every
patent office in the selected countries asking such office to
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request a copy of the international application, and such
office may then declare that it recognizes the application as
being a regular international application so far as it is
concerned. To obtain this result for every one of the
selected countries, he will have to file a request with every
national patent office, and unless such patent offices act
favorably to the applicant, the priority right may be lost.

(6) Notwithstanding this interposition of BIRPI or because of this
(a natural result of ensuing complications) , new difficulties and
problems arise:

(a)

(b)

(d)

(€)

Since the international application will be communicated
to the selected countries after the search report is in, and
after the applicant has made changes in view of the search
report, et cetera, in effect the selected countries will
receive Convention applications 24 months after the filing
date. This means that national offices will have to wait for
24 months before examining national applications (Art.
13).

Applications with search reports will be published 18 to 24
months after the filing date, but the applicant may request
earlier publication, thus preventing grant of another’s
application for the same invention in any of the contract-
ing countries (Art. 14 [2] [c]).

National patent offices can ask for a translation in their
own language, after receiving communication of an inter-
national application from BIRPI. If the applicant fails to
file this within two months from the issue of invitation, the
international application may be denied effect in that
country (Art. 15 [3]).

If the applicant does not file within the prescribed term,
after communication of the international application to the
selected countries, a translation of an abstract of the
invention and of the claims in the official languages, the
international application will be deemed withdrawn.
There is no recourse against this result (Art. 10 [3]).
National patent offices may deny to the international
application the effect of a national application for the
reason that the application does not comply with the
Agreement and Regulations. Thus, national patent offices
may examine the question of form, notwithstanding that
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BIRPI already has approved the international application
(Art. 16).

(f) A national patent office not bound by Chapter II must
grant a patent on the international application communi-
cated to them and not found to be in noncompliance with
the Agreement, unless the subject matter is not patentable
(Art. 17).

(8) A contracting State practicing novelty examination may
declare that it is not bound to grant the patent on the basis
of the search obtained by BIRPI, and this would mean
that it can make its own novelty search (Art. 17 [3] [a]).

If examining patent offices make this declaration, then the
search report obtained by BIRPI will not relieve such
offices from having to make a search themselves. Indeed,
bearing in mind the above, all strict countries will proba-
bly opt for re-examination into novelty. The nonexamina-
tion countries in any case do not need it for issuing patents.

All of the above means considerable correspondence between
the applicant and BIRPI and national patent offices, com-
pliance with many prescribed terms, and many dangers of
forfeiture of the application or of the priority right.

EVALUATION OF PART OF TREATY
DEALING WITH INTERNATIONAL CERTIFICATES OF PATENTABILITY

While the request for an International Certificate of Patentability is
a separate matter, and this is preceded by the communication of the
international application with the search report, it would be possible,
in the countries which accept this second part of the Treaty, for an
applicant to request of BIRPI that the Certificate of Patentability be
issued to him when he files the international application. In such a
case, BIRP], in sending a copy of the international application to the
national patent offices for a search report, may also ask for the drawing
up of a Certificate of Patentability. The language problem generally
will compel this. Thus, in the case of an international application in
English, when the search report will be requested from the U. S.
Patent Office, BIRPI naturally will also ask such office for a Certificate
of Patentability.

Of course, generally, a national patent office or the International
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Patent Institute will have to prepare the search report much earlier in
view of the time limits involved, and because the examination of
patentability is a much more time-consuming task.

In any case, the important point is whether there would be any
alleviation of the administrative problem of examination of inventions
with respect to patentability as a result of a supposed division of labor.
If it be assumed, as it must, that the scheme will favor the filing of
more inventions in foreign countries, and taking into account the small
number of countries which have the staff and facilities for examina-
tion, there is a serious question whether the situation would be eased
up in those countries.

But the real problem is what would be the value of such a
Certificate of Patentability in other countries after all of the labor and
delays in its preparation.

There is, of course, a negative value to this scheme. If the national
patent office to which BIRPI has applied for a Certificate of Patenta-
bility denies this and the applicant does not go before the Board of
Review, or if the Board also denies, BIRPI will communicate such
denial to all countries selected by the applicant. This result may be
satisfactory for insignificant inventions, but may also be due to the
severity or obfuscation of the particular national patent office selected
by BIRPI, and this may kill the chances of the applicant in getting
patents anywhere.

The grant of a Certificate of Patentability will lead to the issue of a
national patent in the countries which practice no examination, but
this is hardly an advantage to the scheme because these countries in
any case grant patents upon the filing of a regular application.

It is the effect of the Certificate of Patentability in examining patent
offices which is the critical problem. These countries necessarily will
proceed with an examination of their own into patentability so long as
their national laws have not been harmonized with regard to the
criteria of patentability. These criteria are well known and their
general definition in Annex II hardly advances the problem.

The criterion of novelty introduces the principle of absolute novelty
with the respect to publication or use anywhere, and this has already
been commented upon. With particular reference to the United States,
it excludes any grace period or the concept of invention. It includes a
six-months’ grace period but only with respect to usurpation and
exhibition at an international exposition.

This criterion of inventive step is defined as an invention which is
not obvious, having regard to the prior art. This is not very helpful. It
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is a2 mere definition, not a construction or interpretation.

The criterion of industrial application is defined as an invention
useful or capable of being used in any kind of industry, including
agriculture. This again is hardly helpful.

Finally, with regard to excluded subject matter, the definition
excludes any invention the publication or exploitation of which would
be contrary to public order or morality. The terms “public order” and
“morality” do not have the same meaning in all countries.

It is the applicability of the criteria of novelty, inventive height and
industrial application to the particular invention claimed which is the
real difficulty. The determination by a patent office or by the Institute
of The Hague is meaningless in the absence of complete agreement as
regards standards. Indeed, so far it has been impossible to write a
satisfactory definition into the law of a single country. In the United
States, for instance, the Patent Office, the Court of Customs and Patent
Appeals and the regular Federal Courts all have different ideas as to
patentabiiity. How, then, is it possible to write into the Treaty the
meaning of the tests of patentability?

Furthermore, the Certificate of Patentability would presumably
apply to the claims. But claim practice is variable in the different
countries. Obviously, then, we must first have a greater uniformity and
clarity in claim drafting and in practice concerning unity of invention
before a Certificate of Patentability issued by BIRPI can command
acceptance in examining countries.

It is not indicated, but presumably the scheme means that the
countries selected by the applicant and in which copy of the interna-
tional application with the search report thas been communicated, will
in the meantime defer examination into patentability until BIRPI has_
sent to them the International Certificate of Patentability or has
advised them that such Certificate has been denied. Are lecal inventors
who have filed national patent applications in their country to tolerate
the holding up of their applications while the patent office is waiting
for the Certificate of Patentability of international applications?

A CONCLUSION AND AN ALTERNATIVE

In conclusion, it is submitted that the whole plan proposed in the
BIRPI Treaty is impractical, unwise and unacceptable. It hardly cures
any of the problems which we are facing in the present crisis and it is
likely to worsen the existing situation. It is most likely to increase the
backlog of patent applications filed in foreign countries by eliminating
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the selective basis on which foreign patent applications are filed today.
It will increase the burdens and administrative difficulties of examin-
ing patent offices. In the long run, it will not save money for the
applicants, and it will make the prosecution of applications by the
indirectness of conducting such procedure through the International
Bureau much more complex and dilatory.

It is undoubtedly true that there is dissatisfaction and impatience
with the present workings of the patent system in many countries on
the part of inventors and industry in the present era of technological
expansion. We heard it said that they want “speedy and air-tight
patents’—a self-contradiction, and yet an understandable objective.
Industry wishes to reduce delay in the publication and grant of patents
and is handicapped by the poor quality of patents with unclear
disclosures and ambiguous claims. It seeks means of avoiding the
economic nonsense of multiple searches for foreign patents and the
consequent expense.

On the other hand, government officials are deeply concerned with
the rising backlog of a steadily increasing number of patent applica-
tions, the mounting tide of technological “art” that must be searched,
and the desire to eliminate at an early stage poor and indifferent
inventions and purely defensive applications. For these reasons, they
are genuinely desirous of advancing international cooperation which
may cope with these difficulties and which will give satisfaction to the
needs of industry.

They looked for a quick solution and BIRPI has produced this plan.
But before you can put on a roof, you must build a foundation and
erect the supporting walls. Work must be done, primarily through
BIRPI: On a uniform patent application with adequacy of descrip-
tion, form of claims, title, abstract and unity of invention; on deferred
examination and early publication; on central searching; on uniform
standards of patentability.

No changes in detail of the draft Treaty can save this, and the
meeting of experts on October 2, 1967, in Geneva should not address
itself to the draft but rather to an exchange of views on plans and
studies of BIRPI on basic or fundamental procedures and substantive
problems.

While waiting for these basic procedures and substantive matters to
be agreed upon, a considerable improvement may be sought by a
single amendment of the Paris Convention at its proposed next
Conference of Revision at Vienna in 1970. The amendment could be
inserted in Article 4 of the Convention, or a new Article as an
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extension of the stipulations of Article 4. This amendment might
provide:

(1)

@)

3

S

Applications filed in foreign countries within the Convention
term would be merely certified copies of the first application
filed in a Convention country, accompanied only with a transla-
tion into the local language of an abstract of the invention and
of the claims, and with an initial modest filing fee.

Within an agreed term, after the expiration of the Convention
priority period (say, six or 12 months), the applicant would be
required to produce the novelty search report, or even the
decision of acceptance of the application if issued, to the foreign
patent office. If the applicant fails to file this within the agreed
term, the foreign application will be deemed withdrawn unless
the applicant proves, by an official communication of the first
patent office, that the novelty search report has not yet been
issued and in such case the foreign patent office would be free
to undertake its own novelty examination. If the original
application has been filed in a nonexamination country, the
applicant would produce a search report of the International
Patent Institute of The Hague.

At that time, the applicant will file a translation of the original
application, if required by the foreign country, and a specifica-
tion and claims drafted in accordance with the law of that
country reflecting also any amendments of such claims resulting
from the novelty search. While the foreign patent office would
not be controlled by the search report in the home country or
in the International Patent Institute, it would be considerably
assisted by it. _

At that time also, i.e., within 18 or 24 months from the original
filing date, any country desiring publication of applications
could arrange for this by a simple provision in its own law.
Following such publication, what was in fact intended to be a
defensive application need not be further prosecuted.*

This is in effect an arrangement for deferred international examina-
tion of Convention applications. It is a sufficiently short deferment of
examination which even those who object to the system of deferred
examination may accept. It has the advantage of the present selective
system of foreign filings. It reduces original expense. It enables
abandonment of foreign applications if the home examination discour-
ages going forward.

* See Appendix.
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The proposed arrangement eliminates the wholly unnecessary inter-
position of BIRPI with all of its delays, risks and costs. It relieves
BIRPI, an organization essentially concerned with studies, planning
and investigation, of a terrific load of administration, and makes it
unnecessary to create a supranational patent office requiring a large
administrative, clerical and technical staff to handle an enormous
number of patent applications.

In addition, a major advantage of the proposed alternative is that
each country could maintain in its law those features which have been
found over the years to be consistent with the objectives of its own
patent system.

BIRPI, which has done such a creditabie and generally approved
work in administering the Paris and other industrial property Conven-
tions and in drafting Model Laws on Patents and Trademarks for
developing countries, should continue this important work and, with
the assistance of experts, engage in intensive and extensive study and
planning in the fields of central search on a computerized basis and in
uniform requirements of form for specifications and claims.

APPENDIX

DRAFT AMENDMENT TO THE PARIS CONVENTION PROPOSED BY STEPHEN P. LADAS

The contracting countries, animated by the desire to alleviate the workload of
their patent offices and to reduce the unnecessary duplication of effort in the filing
and obtaining of patents on the same invention in several countries, have deter-
mined to conclude the present special Arrangement, pursuant to the provisions of
Article 15 of the Paris Convention for the Protection of Industrial Property, as last
revised at Lisbon on October 31, 1958.

Article 1

The right of priority provided for in Article 4 of the Paris Convention, as re-
vised at Lisbon on October 31, 1958, may be claimed and preserved in the other
countries of the Union by a person who has duly filed an application for a patent
in one of such countries upon compliance with the following requirements:

(1) Files a certified copy of the first application including the filing number
and filing date thereof in the language in which this has been filed, accom-
panied only with a translation into the language of the country of the
subsequent application of a summary of the invention claimed, and a filing
fee equivalent to § ——;

(2) Such first application of which a certified copy is filed is in a form complying
with the formal requirements provided for in the Annex to this Arrange-
ment;

(3) Files within a term not exceeding nine months from the expiration of the
period provided for in Paragraph C of Article 4 a novelty search report or
a decision of acceptance of the first application;
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(4) Files within a further term of three months from the filing of the novelty
search report, a translation of the first application in the language of the
country of the subsequent application, if required by its law or regulations,
and a description and claims drafted in accordance with the law of such

country, reflecting also any amendments of such claims resulting from the
novelty search report.

Article 2

In cases where no right of priority is claimed under Article 4 of the Paris Con-
vention, an application for a patent filed in a country of the Union by a person
entitled to the benefits of such Convention and of the present Arrangement shall
be deemed properly filed on the date of filing in such country, if the applicant
complies with the requirements of Article 1 (1), (2), (3) and (4), except that
with respect to 1 (3), the term of nine months shall be computed from the filing
date in such country.

Article 3

If the applicant fails to file the novelty search report within the term provided
for in Article 1 (3) or Article 2, the subsequent application shall be deemed with-
drawn, unless the applicant files in lieu of the novelty search report a certificate
by the Administration of the country in which the first application has been filed
that no novelty search has been issued as yet, and a statement that he desires to
maintain the subsequent application. In such case, the applicant shall be required
to comply with the provisions of Article 1 (4) and the subsequent application
shall be dealt with in accordance with the law and regulations of such country.

Article 4

If the first application has been filed in a country which does not issue novelty
search reports generally or with respect to particular fields of inventions, the appli-
cant may satisfy the requirements of Article 1 (3) by filing a novelty search report
on the application issued by another contracting country or by the International
Patent Institute of The Hague.

Article 5

Any applicant is entitled to file instead of a novelty search report issued by the
Administration of the country of the first application a search report issued by the
International Patent Institute of The Hague.

Article 6

The contracting countries undertake to harmonize their laws and regulations to
the extent required to permit the establishment of a uniform application for a
patent.

The International Bureau established by the Paris Convention, as revised at
Stockholm on July 14, 1967, shall make recommendations toward such harmoniza-
tion.

Article 7

The contracting countries undertake to keep the said International Bureau con-
stantly advised with respect to their progress in efforts to facilitate novelty searches
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generally or in particular fields, and the Bureau shall communicate such informa-
tion to the other contracting countries and shall publish the same in its official
publication.

Article 8

Each contracting country may determine to publish any application after the
filing of the novelty search report or of the certificate provided for in Article 1
(8) . Such publication shall give the number and date of filing of the first applica-
tion, the number and date of filing of the subsequent application, the name of the
applicant of the first and subsequent application and the summary of the inven-
tion.

Simultaneously with any such publication, the contracting country concerned
shall advise the International Bureau and said Bureau shall effect a similar publi-
cation in its official publication.

Article 9

The International Bureau is authorized to engage in studies and plans, with the
assistance of experts of the contracting countries, towards:

(1) Uniform standards of novelty examination of patent applications;

(2) Uniform requirements of form of specifications and claims;

(8) Organization of a Central Search Center for novelty searches on a compu-

terized basis;

with the view to adoption of future arrangements between the contracting coun-
tries to further develop international cooperation in the examination of patent
applications.

Article 10

The contracting countries which have not yet adhered to the Convention of
establishing the International Patent Institute at The Hague, undertake
to adhere to such Convention at the earliest possible time in order to permit such
Institute to make novelty searches of a more extensive scope.

Article 11

This Arrangement shall be open to adherence by any member country of the
Paris Union for the Protection of Industrial Property.



Computers, Programs and
the Patent Laws

ROBERT O. NIMTZ*

SUMMARY

COMPUTER PROGRAMS ARE AND SHOULD BE PATENTABLE SUBJECT MA-
TER. An analysis of data processing by means of computer programs
indicates that a new way of manipulating electrical signals is involved,
and no more. Contrary to the Patent Office position, programs are
patentable under the current laws, and proposed legislation to render
them unpatentable should be withdrawn, at least until the issues
involved are fully developed.

INTRODUCTION

ONE OF THE MOST SIGNIFICANT DEVELOPMENTS in the entire history of
the United States patent system is taking place at the present time.
The Congress of the United States, for the first time in its history, is
considering a proposal to withdraw an entire field of technological

* Mr. Nimtz is a patent attorney with Bell Telephone Iaboratories, Incorpo-
rated, at Murray Hill, New Jersey.
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activity from the protection of the patent laws. That field has been
most inappropriately called “computer programs.” Unfortunately,
very few members of the patent profession are in a position to render
a reasoned judgment in this area. This paper is an attempt to provide
some basis for such judgments.

DATA PROCESSING AND PROGRAMS—
TECHNICAL BACKGROUND

The Data Processing Field

In order to understand the position of computers and computer
programs in the context of other technologies, it is necessary first to
consider data processing in a more general sense. Modern electrical
data processing was born at least 100 years ago when man first decided
to transform some physical variable into an electrical analog. Samuel
Morse, for example, transformed alphanumeric characters into pat-
terns of short and long electrical signals for transmission of text over a
long distance. Similarly, Bell transformed acoustic waves into electrical
signals for transmission of voice over long distances. These electrical
signals are “data” in that they represent, i.e. contain .thé same
information as, the original stimuli. They can be recorded and
analyzed, transformed into yet other physical analogs, and operated
on, That is, they can be processed.

Obviously, therefore, data processing is not new. All of the commu-
nication systems (radio, television), all of the remote control systems
(garage doors, missile guidance), and all of the data gathering systems
(sonar, radar), are more or less primitive data processing systems.
Because of the convenience of modern electrical technology, data is
frequently gathered in the form of electrical signals and processing
takes place in wired electrical circuits.

Data is frequently classified as being “analog” or “digital.” The
number of horses in a field is a digital datum, i.e., it is expressed as an
integral number of some indivisible units. The area of the field, on the
other hand, is different in that we can increase or decrease that area by
any arbitrary amount. Data which is characterized by this continuum
of values as analog data.

Analog computers operate on electrical signals which can vary over a
continuous range, taking on many (theoretically infinite) values.
These computers use the same kinds of circuits as are used in our
radios, television sets, radar systems, and so forth.
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Analog information can, however, be satisfactorily represented as
digital data provided a suitable elementary counting unit is chosen.
The area of the field, for example, can be specified as some integral
number of acres, square feet, square inches, or even square thousand-
ths of an inch, depending on the use we intend to make of the data.
Similarly, an analog voice signal can be represented as a series of
numbers corresponding to the amplitude of that signal from instant to
instant. Some communication systems actually transmit voice signals in
this numerical, digital form. Methods and apparatus for converting
between analog and digital representations are available and many
patents have been issued which are directed to processing data in this
manner.

We can, therefore, process data in either analog or digital form. It is
often very advantageous to choose the digital form.

The most recent apparatus developed expressly for digital data
processing is called the “digital computer” and comprises a number of
storage registers, processing units, input and output facilities, -and
program execution control circuitry.

Programs

- During the course of the discussion concerning this field, it has
become increasingly apparent that little thought has been given to the
underlying nature or character of that which the discussion concerns.
In order to discuss these questions intelligently, at least a rudimentary
knowledge of computers, programs and their position in the broader

field of information manipulation must be acquired. In spite of the

widely-held opinion that computers are vast, complex machines which
defy normal understanding, an attempt will be made to impart at least
a feeling for the fundamental concepts.

A modern general purpose digital computer is very large, very
expensive and very fast. But, when all is said and done, the most
advanced general purpose computer of today can carry on only a very’
few, very elemental machine operations. These elemental operations
take.:the form of storing, moving, changing and comparing elemental

‘electricalsisignals. The most sophisticated program for the most ad-

* vancéd computing machine can be analyzed into a long series of such
: elemental operations.

Why, then is:so:much excitement generated concernmg these ma-
chines? If they are so limited in concept and operation, why should the
economic, technical and legal fabric of our society be readjusted to
take them into account?
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The answer is that, by carrying out very many of these elemental
operations at a very fast rate, very complex processing can be per-
formed. The key, of course, is speed and accuracy. In the twinkling of
an eye, the modern computer can perform millions of such elemental
operations. In an hour, it can do billions, and its getting faster all the
time. Vast capital investment, sophisticated electronic circuitry and the
latest in materials and devices are all conspiring to provide ever
greater speed and accuracy.

But speed, by itself, serves no useful function. In order to justify
itself, the computer must be made to serve useful ends, to assist in the
accomplishment of desirable objectives. But herein lies the complex-
ity. These sequences of elemental operations must be ordered in
carefully preselected patterns, they must be made the servant of man.

At a first and very elemental level, these machine operations must
be ordered into relatively short sequences of more or less general
usefulness. For example, if two input signals are used to represent
numbers, several hundreds of these operations can be ordered in a
particular sequence so as to produce a set of output signals represent-
ing the sum of the numbers represented by the input signals. This
particular sequence, then, can be built into the machine such that a
single trigger signal initiates the entire sequence.

Similarly, to multiply, to divide, to clear a register and to transfer
the contents of a register are all of general usefulness. The computer
designer, realizing this, constructs his machine to respond automatical-
ly to trigger signals with the appropriate sequences of machine
operations.

Since a fair number of different operation sequences must be
identified, the trigger signals take the form of numerically coded
identification signals. The computer, then, is equipped with a decoder
which interprets these numerical identification codes as orders to
perform the identified sequences. These numerically coded signals are
called instructions, commands or program order words. A sequence of
such identification codes is a “program” and is called an “object
program” or a “binary program” since these codes are in binary form
for most modern machines. The user of the machine is relieved of a
great deal of detailed work by his ability to specify long sequences of
fundamental operations with a single numerical code.

As an increasing number of such short sequences were found to be
of general use, the instruction repertoire of the general purpose
computer grew. The hardware necessary to permit automatic response
also grew. It soon became apparent, however, that numerical codes
were very difficult for human beings to use. In handling long se-
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quences of such numerical codes, many mistakes were made, resulting
in wasted effort or erroneous results.

To ease this burden on the early users of computing machines, each
numerical identification code was coupled with a string of aplhanu-
meric symbols, preferably a mnemonic code, which served as an aid in
recalling its function. The numerical code for the adding sequence, for
example, could be called “ADD,” the multiplying sequence “MPY,”
and so forth. With this symbolic notation, it was possible for computer
users, i.e., programmers, to specify longer sequences with less likeli-
hood of error. Programs written using these kinds of symbolic or
mnemonic codes are called symbolic programs.

It will be noted that a one-to-one correspondence exists between
these symbolic codes and the numerical identification codes. It is a
relatively easy matter, then, to allow the computing machine itself to
make the translation between the programmers’ symbolic codes and
the machine’s numeric codes. A special program, called an assembly
program, or an assembler, is loaded into the machine and operates on
the symbolic code as input data to produce binary object code as
output data. The object program itself can then be loaded into the
machine to generate the desired sequences of fundamental operations.

It is interesting to note that the assembly program itself is an object
program which may have been produced by another assembly program
from symbolic codes generated by a programmer. It is evident that the
data processing industry, and programming in particular, has been
lifting itself by its own bootstraps since its inception.

Unfortunately, for most uses of even moderate complexity, even the
symbolic code sequences become too long and laborious to produce.
Moreover, a good deal of time is required to learn these symbolic
codes and their proper use. In order to solve this problem, the
so-called “higher order languages” were born. FORTRAN, COBOL
and ALGOL, for example, include linguistic conventions which allow
the programmer to specify what he wants done in a form more natural
to himself. In FORTRAN, for example, an equation can be written
with plus, minus and equal signs, much like a textbook equation. The
computing machine is then called upon to construct the explicit
instruction codes necessary to evaluate the formula. The computer is
programmed to accept such formulae as input data and to generate the
required symbolic and numeric codes as output data. The program
necessary to perform this translation is called a “compiling program”
or a “compiler.” Like the assembler, the compiler is itself a sequence
of coded instructions, “compiled” and/or “assembled” into numeric
codes by similar programs.
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At least two important trends in modern programming are readily
perceivable. First, in making the computer available to more and more
people, ever greater use is being made of higher order languages. In
this way, very little training is required before a scientist, engineer,
accountant or businessman can use the computer.

Those responsible for the efficient operation of the computer, on the
other hand, desire greater freedom in specifying the short sequences of
elemental operations called forth by the program instructions. Control
over these elemental sequences is called “micro-programming” and is a
feature of more and more of the newer generation of computers.

Once written for a particular machine, a program can be used many
times to process different sets of data. Moreover, a particular program,
if it has sufficiently general application, can become a subset of a
larger program system. In this way, the most useful programs are
accumulated at data processing centers and thereby serve a much
wider set of users. A data processing system, i.e. a computing machine
and the programs necessary to make it useful, tends to expand
continually in size and capability, and to be continually refined,
especially in the details of program coding.

In the early days of computing, the electrical circuits were connect-
ed together with wires and no easily changed programming device was
included in the computer. This inflexibility was soon removed by
using plugboard wiring. This was still much too slow and clumsy, and
mechanically-driven paper tapes were used to store the codes specify-
ing the operation of gates between the desired components. There was
still a large difference, however, in operating times between mechani-
cal input and output devices and the electronic operations inside of the
computer. It was therefore decided that the operating instructions, i.e.
the program, should be electronically stored within the computer and
thus be available at electronic speeds. Such stored-program computers
are by far the most versatile and widely-used of today’s computers.

TERMINOLOGY AND DEFINITIONS

Much of the difficulty involved in discussing this field lies in loose
usage of terminology. The word “program,” for example, has been
used indiscriminately to refer to the list of instructions on paper, the
sequence of identification control codes fed into the computer, the
“plan of action” embodied in the series of instructions, and even the
operations the computer goes through in executing the instructions.
Some of the terms involved will now be discussed.
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Data, in general, is information represented in some physical form.
In the electronic data processing art, data is a physical representation
of information in a form suitable for operations by the data process-
ing machine. This form can be electrical, magnetic, mechanical or
optical, but is usually electrical or magnetic within the machine. While
the information which is being represented may be considered mental
or conceptual, the actual representation itself is physical, and must be
physical to permit machine processing.

A computer is a data processor, i.e. a machine or apparatus which is
particularly adapted for manipulating data in the form described
above. Analog computers are machines adapted to manipulate data in
analog or continuous form. Digital computers are machines adapted to
manipulate data in digital or discrete form. A computer is said to be
programmed when it is made to perform a particular sequence of
operations. This may be accomplished permanently, by wiring the
components of the computer together, or temporarily, by providing a
replaceable constituent (a programming device) to direct the desired
operations.

As noted above, the term “program” has many and varied meanings.
In its most common meaning, a program is a list of commands, orders
or instructions which specify the sequence of operations which the
computer is to execute. Thus, a program is a description of a process.
It can be recorded in many different ways, as a printed or handwritten
list on paper, as holes in cards or tapes, as magnetic conditions on
magnetic tape, or even as the state of components within the
computer itself. Moreover, this description can be written in many
different notations, including standard English text, artifically created
symbolic languages, mathematical symbols, or pure numerical codes. If
a program is thought of as a description of a process, the patentability
of the description, apart from the process itself, is unthinkable.

It must be noted, however, that this program description, if it is
recorded as the state of electronic components within the computer
itself, not only describes the process, but has the inherent ability to
actually cause the computer to carry out the process. That is, when a
program is recorded in the proper notation, in an appropriate place, it
effectively causes the execution of the process. It should be remem-
bered, however, that the program, even in this case, is merely descrip-
tive of something else, the process. However, due to the detailed form
of this description, the program is able to cause the computing
machine to alter the state of its structural components in specified
ways so as to carry out the process.

It is also helpful to distinguish between the program, as described
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above, a programming device, a programmable device, and a pro-
grammed device.

A programming device includes the physical storage medium upon
which the program descriptién is recorded. It is usually a deck of
punched cards, a punched tape or a magnetic tape. In general, it is the
program description written in a form which can be translated by a
machine into a form effective for actual control of the process. As the
art of pattern recognition progresses, it is possible that a handwritten
list itself may become a programming device.

A programmable device, of course, is no more than the computer
itself. Without a program loaded into the computer, it is useless, but
even so it is a highly sophisticated, well-organized machine. It is a
machine designed specifically to carry out data processing operations
or steps. Each computer has associated with it a definite set of
executable instructions, each one of which is called upon by a specific
command. A program, of course, is no more than a list of such
commands.

A programmed device is a computer with the programming device
in place and available to direct the process. In wired computers, the
“program” is the specific arrangements of the wires. A television set,
for example, can be thought of as an analog computer with a
“wired-in” program. In a stored program digital computer, the pro-
gram is the coded sequence of instructions recorded in binary notation
in the magnetic cores of the cemputer memory. The programmed
device is a different device from the programmable (but unpro-
grammed) device. It is now useful for performing one specific data
processing job. It has become a special purpose machine, albeit
transitorily, by virtue of the program associated therewith.

It should be noted that a program, at least a symbolic or object
program, is a description of a data processing method as it will be
performed on a particular machine. That is, since the program is a
sequence of instructions, and since each computer has its own unique
set of permissible instructions, its own repertoire, so to speak, there-
fore a program is a description of a process as it is to be performed on
one particular machine. Other machines, of course, have their own
repertoire of instructions, not necessarily equivalent on a one-for-one
basis, with the first machine. To perform the same data processing
method on different machines, it is necessary to vary the details of the
individual steps in order to take into account the vagaries of the
particular machine in use. It has therefore become customary to
describe data processing methods in sufficiently broad terms to avoid
the absolute machine dependency of the program description.



Compulters, Programs and the Patent Laws 207

This broader description of a data processing method, which is
normally machine independent, or nearly so, is commonly called an
algorithm. An algorithm, then, is a description of a data processing
method which is independent of the details of any particular com-
puter, assembler or compiler, on which or with which it may be
practiced. Since the community of computer users must take into
account the large number of different machines in use today, their
dialogue with each other normally takes place by the use of algorithm
descriptions. Useful, although usually not optimal, implementations of
these algorithms on any particular machine by means of a program are
most often straightforward and obvious. However, most algorithms
can be implemented in many different ways, even on the same
machine, and it is sometimes important to choose a particular one.

In view of the above discussion, the usual questions which center on
the terms “program” and “algorithm” may be ambiguous. Much
more significant and basic are the questions concerning methods of
processing data by machine. Is the machine processing of data signals a
statutory process under our current patent laws, and should such
processes be excluded from those laws?

HISTORY IN THE PATENT OFFICE

The Patent Office, apparently, has never knowingly issued a patent
directed to a “‘computer program, per se.”' What is meant by this, it is
assumed, is that the Patent Office has never issued a patent on a data
processing method disclosed as being impleraented by a programmed
computer, and has never issued a patent on data processing apparatus
disclosed as a programmed computer. Since it is not too clear yet just
what the Patent Office means by the terms “computer” and “pro-
gram,” this allegation is highly speculative.

At any rate, the reasons originally given for the Patent Office
position were that a program consists of mathematics or that it is a
creation “in the area of thought” (mental), and hence not within the
statutory classes. These reasons will be analyzed and discussed here-
inafter.

In order to refine this line of reasoning and to insure uniform
practice among its Examiners, the Patent Office published a set of
proposed guidelines? and invited the patent profession to comment

1 Testimony of Commissioner Edward J. Brenner before the House Judiciary
Subcommittee with respect to H.R. 5924 (April 17, 1967).
2 Guidelines to Examination of Programs, 829 O.G.1 (August 2, 1966).
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thereon. Of the views expressed at the hearing® set for that purpose,
and the written comments submitted, almost all took issue with the
proposed guidelines. The Patent Office has thus far avoided any
further statements on the merits of the issue.t
A Commission established by Presidential Order® for the purpose of
considering changes in the patent laws recommended® that the law be
amended to ensure that “computer programs” would not be patenta-
ble.” The reasons given by the Presidential Commission for their
recommendation® were:
(1) Uncertainty now exists as to whether the statute permits a
valid patent to be granted on programs;
(2) The prior art cannot be searched because of the lack of a
classification technique and search files, and the large volume
of prior art;
(3) Program development has been adequate without patent pro-
tection; '
(4) Copyright protection for programs is presently available.
These reasons will be investigated in a later portion of this paper.

An administration bill® to implement this recommendation was
introduced into Congress on February 21, 1967, and hearings com-
menced on April 17 in the House and in the Senate on May 17.

THE PRESIDENTIAL COMMISSION AND SECTION 106

The Commussion Report

As previously noted, a commission established by the President of
the United States has recommended that:
A series of instructions which control or condition the operation of

a data processing machine, generally referred to as a ‘‘program,”
shall not be considered patentable regardless of whether the program

3 Hearing on October 4, 1966, Rm. 3886-B, Main Commerce Building, Washing-
ton, D. C.

41In his testimony before the House Subcommittee (supra note 1), Commissioner
Brenner stated that §106 of the proposed bill (infra note 9) would codify the
Patent Office interpretation of the law.

5 Executive Order No. 11215, April 8, 1965.

8“To Promote the Progress of . . . Useful Arts” in An Age of Exploding Tech-
nology, Report of the President’s Commission on the Patent System (Washington,
D. C.: G.P.O. 1966).

7 Ibid., Recommendation 1V-3, p. 12,

8 Ibid., p. 18.

9 §106, Senate Bill S.1042; House Bill H.R. 5924, introduced February 21, 1967.
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is claimed as : (a) an article, (b) a process described in terms of the

operations performed by a machine pursuant to a program; or (c)

one or more machine configurations established by a program.1®
In view of the above discussion, the prohibition in these terms
indicates a failure to come to grips with the ultimate question. If a
“program” is no more than a “series of instructions,” then it is clear
that it is merely a description of a process. The likelihood of anyone
attempting to secure a patent on the description of a process independ-
ent of the process itself seems rather remote. It is the process, after
all, which contributes to the art and which represents commercial
value.

The recommendation goes on, however, to the “‘regardless of wheth-
er” clause. It is clear that a program, defined as the recommendation
defines it, could not be claimed as an article, process or machine
configuration and yet remain a “series of instructions.” The intent of
the language seems to be that, if an article, a process or a machine
configuration is, or can be, or must be, described by a series of
instructions for a data processing machine, then that article, process or
machine configuration is not patentable. When it is recalled that any
process or apparatus that can be thus described can also be described
in many alternative fashions, the effect of this recommendation on
patent prosecution is not clear. What is clear, however, is that no court
would be able to find infringement of any claim, however disclosed
and prosecuted, in the programmed operation of a computer. If this is
the effect desired, a simple statement to that effect would have been
more welcome.

The Commission’s report gave four reasons for their recommenda-
tion. These will be taken up in order.

(1) ... Uncertainty now exists as to whether the statute permits a
valid patent to be granted on programs. . . .11

If diversities of opinion indicate uncertainty, then there certainly is
uncertainty in this area. The diversities, however, usually proceed
from other grounds than statutory interpretation. Computer manufac-
turers oppose the issuance of “program” patents to encourage sales of
their machines. The Patent Office opposes this kind of protection
because of the attendant increased burden on their already-strained
facilities. The small software (program) supplier is in favor of patents
to protect his product in the marketplace. If the uncertainties are to be
resolved, they are best resolved in the tribunals devised and

10 See note 7.
11 Op. cit. supra note 6, p. 13.
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maintained for just that purpose, the courts and administrative boards.
Indeed, since the statute would not be retroactive, the Patent Office
and the courts will be required to resolve these uncertainties in any
event, on the basis of already-filed cases.

In a larger sense, uncertainties in the law have historically been
resolved by the normal workings of the judicial system. This allows
the issues to be developed naturally from real situations, allows
adequate opportunity for debate, and prevents decisions on terminolo-
gy rather than substance.

(2) The Patent Office now cannot examine applications for pro-
grams because of the lack of a classification technique and the
requisite search files. . . .12

Although this is initially true of every new technology, the Patent
Office has thus far always succeeded in overcoming this problem.
Clearly, of course, the problem will never be solved if the Patent
Office refuses, as it has for the last 20 years, to address itself to the
problem. Industry, however, has had the same problem and has, by
and large, evolved classification techniques and search files. Presuma-
bly they are available to the Patent Office if the Office desires to use
them.

More fundamentally, the fact that patents are to be outlawed in the
area of computer programs does not remove this body of art from
existence. The Patent Office is charged with the responsibility of
examining applications and making searches for pertinent prior art.
The fact that a programmed computer might be unpatentable clearly
does not prevent that programmed computer from rendering a circuit
implementation obvious and hence unpatentable. Thus, if the patent
system is to continue, reliable searches in this area are essential.

On the other hand, not all “programs” have to be searched any
more than do all circuits. The inventive, the innovative, the best in the
programming art, as in any other art, does not suffer from a paucity of
publicity. Learned journals exist in this field just as well as in any
other. Moreover, technical people qualified to do such searching are
being graduated from technical schools every day. The Patent Office
already has on its staff junior Examiners with these qualifications.
There is a scarcity of qualified personnel, to be sure, but this situation
will resolve itself in time since every scientific and engineering student
today is being exposed to this field.

(8) . . . the creation of programs has undergone substantial and
satisfactory growth in the absence of patent protection. . .13

12 Op. cit. supra note 6, p. 13.
18 Op. cit. supra note 6, p. 18.
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This statement is obviously speculative, based on some assumption
regarding growth with patent protection. The growth of transistor
technology, for example, has been just as great, or greater, and that
field has been subject to the patent laws since its inception. Indeed, an
argument can be made that the growth in the transistor field has been
much healthier than the growth of the computer field and in no small
measure is responsible for the latter.

On the other hand, the computer manufacturers today are having
great difficulty supplying the programs necessary to operate their most
advanced computers. Who can say how much farther ahead the

software industry would be if competition supported by clear patent
protection had been the case?

More fundamentally, the proposition that a field, any field, can best
be advanced by relying on workers in the field giving away the best
fruits of their efforts, is, to say the least, somewhat naive. A business-
man, for example, who has, at great expense and after a protracted
period, gained a competitive advantage by reason of a computer
program, cannot realistically be expected to give it away to his
competitors. This becomes even more fanciful when that businessman
is a software supplier and the program is the very article he wishes to
market. Indeed, this same argument would seem to imply that the
entire patent system should be eliminated.

(4) . . . copyright protection for programs is presently available, . . 14

This statement is manifestly inaccurate. Although the Register of
Copyrights has agreed to accept certain programming materials for
registration, this is hardly proof that copyright protection is available.
The extent of protection, if any, available under the copyright law
will not be known until the courts rule on the matter. Difficult
questions, such as when is a program ‘copied,” what are proper
penalties, et cetera, remain and can only be decided in actual cases
before a court of law. Even the proposed copyright law!® requires this
type of interpretation.

Even more fundamentally, to what extent are the copyright laws
intended to protect such subject matter? Written, eye-readable ver-
sions of programs seem clearly to be “writings” as that term has been
broadly interpreted. Punched card and magnetic tape versions, howev-
er, while currently being accepted for registration, come rather close
to being primarily utilitarian. Furthermore, the copyright extends

14 Op. cit. supra note 6, p. 13.
15 House Bill H.R. 2512, introduced January 17, 1967.
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only to the specific expression. Any other programmer can easily
change the form of this expression and still retain much or all of the
advantages of the original. That is, the technological and economic
value of an inventive program, the only reason why anyone would
bother to copy it, does not usually even lie in the particular expression
protected. Rather, it lies in a particular way of processing data,
innumerable expressions of which are possible. The copyright laws,
therefore, seem to be of very limited usefulness for protecting the real
value in program subject matter.

Section 106

Section 106 of the proposed patent laws reads as follows:

§106 Computer programs not patentable

A plan of action or a set of operating instructions, in whatever
form presented, to cause a controllable data processor or computer
to perform selected operations shall not be patentable.16

It appears clear that this statute would render all programs, methods
and machine configurations, which processed data, unpatentable, and
thus achieve the goal of the Presidential Commission. It is not clear,
however, how much other technology would be excluded under the
statute. Analog computers, for example, have no “set of operating
instructions,” but clearly do have a “plan of action” which causes them
to “perform selected operations.” Pulse-code-modulation encoders are
digital data processors which also have a “plan of action.” Possibly
even radios and television sets process data according to a plan of
action.

More basically, the idea of removing a field of technology from the
scope of protection afforded by the patent system by special statute for
such reasons is without precedent'’. Granting the complexity of this
field, what effect will this precedent have on future decisions when
other, still more complex, technologies are devised? Is there, after all,
an absolute ceiling in technological sophistication beyond which the
patent system of the United States will no longer be operative? It is
difficult to believe that this is so.

It is even more difficult to understand the necessity for this drastic
surgery at a time when the Patent Office, presumably one of the most

16 See note 9.
17 The prohibition of patents on certain inventions relating to atomic weapons
(42 US.C. 2181) was obviously justified on a completely different basis.
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competent experts in this area, is still insisting that the subject matter
is unpatentable under existing law. Moreover, a dialogue between the
Patent Office and the patent bar on this very question has just now
been entered.’® Resolution of the issue before the clarifications which
could result from such a dialogue is certainly premature.

It is noted that the President of the United States, in his letter of
transmittal!® on the Patent Reform Act of 1967 (of which Section 106
is a part ) to the Congress, introduces the subject as follows:

This important measure is designed to aid America’s economic
growth, by strengthening the U.S. Patent System.
From the earliest days of our Republic, the patent system has

played an indispensable role in stimulating the Nation’s progress

and prosperity. It has spurred the creative work of inventors and

scientists. It has fostered the most far-reaching technological ad-

vances in the history of civilization. It has helped American business

to translate “the fire of genius” into the products and processes that

have enriched the lives of all of us.
The entire tenor of Section 106 is directly contrary to these assertions.
Removing an important field of technology is an unusual way to
“strengthen” the patent system. If patents “play an indispensable role
in stimulating the Nation’s progress and prosperity,” it is difficult to
see why these benefits should not also be extended to data processing.
Programmers, just as well as any other inventors need a “spur to their
creative work.” More significantly, in the field of data processing, just
as in other fields, patents can ““foster the most far-reaching technologi-
cal advances in the history of civilization” and “help American
business to translate ‘the fire of genius’ into the products and pro-
cesses” which will someday “enrich the lives of all of us.”

PATENTABILITY UNDER THE PRESENT LAwW

In view of the attitude of the Patent Office, large uncertainties do
remain concerning the patenting of programming subject matter
under the current law. With no judicial decisions to directly support
the Patent Office, considerable room for opinion remains. The follow-
ing is presented as one alternative approach to this subject matter, at
least as well supported in theory and in law as is the Patent Office
position. It is divided into three parts, the first part discussing the
so-called public policy aspects of the question, the second and third
taking up the principal legal objections of the Patent Office.

18 See supra notes 2 and 3.
19 Reported at 836 O.G. 403.
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Statutory Classification

At the outset it should be stated that it is this writer’s considered
opinion that the machine processing of data is a “‘useful art” within
the meaning of Article 1, Section 8, of the United States Constitution,
and a “useful process” within the meaning of Section 101 of Title 35
of the United States Code. When the thesis is stated in this way,
misleading assertions about the patentability of ‘“programs” are
avoided. At the very least, attention is directed to the reality to be
considered, and not the particular linguistic conventions used to
describe that reality. This thesis, moreover, has more than adequate
support in the history of the patent laws.

Even a cursory review of the history of the patent laws of this
country indicates a continual expansion of the meaning of the phrase
“useful arts” to include the economically useful technological activities
of each generation. Convinced, along with the framers of our Constitu-
tion, that patents do serve to “promote the progress of science and
useful arts,” the United States Supreme Court has extended the
statutory classification to a multitude of new arts never conceived of by
the framers of the statutory language. In 1843, for example, the
Supreme Court held that the patent laws extended to cover metallurg-
ical processes,2® in 1853 to chemical processes,?’ in 1877 to food
processing,?> in 1887 to mechanical processes,?® and in 1888 to
electrical processes.* Thus, as the various new technologies were
introduced, the patent laws were used to assure their growth and to
bring their benefits to the American people.

Another technological breakthrough has taken place. Data process-
ing has become a technology in its own right, and is no longer merely
an appendage to other technologies. No one today can doubt the
importance of this new technology nor the fact that it will produce
profound effects on each and every person in this country. Indeed, it
has the potential for creating a greater effect on the quality of human
life than any of the other technical advances mentioned above. It may
even occur that many of these other technologies will themselves
become so dependent upon data processing as to be considered
subsidiary arts. It would therefore be no less than catastrophic if the
patent laws failed to perform their usual function as midwife to this

20 McClurg v. Kingsland, 42 U.S. 202.
21 Corning v. Burden, 56 U.S. 252,

22 Cochrane v. Deener, 94 U.S. 780.
23 Eames v. Andrews, 122 U.S. 40.

24 The Telephone Cases, 126 U.S. 1.
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emerging art. The possibilities of suppression of innovation, secrecy
and stagnation are just as real in this technology as in any other, and
maybe even more so. The effects of such suppression, secrecy and
stagnation, however, will manifestly far exceed such effects in most
other fields.

The often-cited criterion for a statutory process under the patent
laws appears in Cochrane v. Deener,*® at page 787:

A process is a mode of treatment of certain materials to produce a
given result. It is an act, or a series of acts, performed upon the
subject matter to be transformed and reduced to a different state or
thing. If new and useful, it is just as patentable as is a piece of
machinery. In the language of the patent law, it is an art. The
machinery pointed out as suitable to perform the process may or
may not be new or patentable, whilst the process itself may be
altogether new, and produce an entirely new result. The process
requires that certain things should be done with certain substances

in a certain order, but the tools to be used in doing this may be of
secondary consequence.

\

Data processing is a “mode of treatment” of data. Data, as noted
above, is a physical manifestation of information. Indeed, it is only by
rendering information in a physical, concrete form that machine
processing becomes possible. In a modern computer, it is the physical
data (in the form of electrical signals, for example) which are
manipulated, and not the information. This bears repeating. A com-
puter is a machine, a machine for processing concrete, physical things,
and does not and cannot process abstract mental concepts.

The definition in the Cochrane case therefore seems to be eminently
satisfied. The machine processing of data truly is a “‘useful art” under
the Constitution. Indeed, if the data is in the form of analog signals,
and if the processing machine is programmed by its wiring, no one
would argue that data processing in that case was nonstatutory. It is
difficult, then, to understand the position that, if digital signals are
substituted for analog signals, and if the machine is programmed by
coded signals, the data processing becomes nonstatutory. The appara-
tus available for practicing a process, and the control mechanism
associated with that apparatus, do not change the nature of what is
being done. It is the machine processing of signals, and no more.

Mental Steps

The Patent Office has argued, and continues to argue, that a

25 See note 22,
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“program” is no more than a sequence of mental steps, long held to be
nonstatutory. Again we find the term ‘“program” used to obfuscate
rather than elucidate the basic question involved. The real question is,
should we consider the machine operations necessary to process data as
“mental steps’’?

The mental step doctrine was developed in 2 long line of cases
including the leading cases of Haliburton v. Walker et al.,*® In re
Abrams,?” and In re Shao Wen Yuan.?® In each of these cases, the fact
situation was such that the alleged “mental steps” actually took place
in the mind of a person. The courts felt that such acts were unsuitable
for patent control. As stated in the Haliburton case (supra page 821):

. . . anybody with a rudimentary knowledge of arithmetic will be
able to do what Walker claims a monopoly of doing.
Similarly, in the Abrams case (supra page 167), the court commented
that
. the sole question is whether the novelty thus assumed is the
result of a physical act or is simply a mental concept.
The Yuan case (supra page 382) quotes with approval from In re
Heritage®®: '
Such purely mental acts are not proper subject matter for
protection under the patent statutes. . . .

It therefore appears that the “mental step” doctrine is only applica-
ble in those fact situations in which the method steps actually take
place in the mind of man. That is, a method step is mental if it
requires, for its execution, the exercise of the interpretative, aesthetic
or judgment faculties of a human being. It is only under this
interpretation of the rule that the rationale for its formation remains
valid.

Arguments that the computer imitates a human being in its action
and produces the same results as a mental step serve to emphasize the
basic contribution of this technology. All technology has, for its basic
purpose, the removal of burdens from human beings. The fact that
this technology removes a most difficult burden from the minds of
some of our best-educated citizens should certainly not be an argument
against patentability. The Patent Office Board of Appeals seems to
agree. In ex parte Monroe the Board held that the step of

28 146 F.2d 817 (C.A.9 1944).
27 188 F.2d 165 (C.C.P.A. 1951).
28 188 F.2d 377 (C.C.P.A. 1951).
20 150 F.2d 854 (C.C.P.A. 1945).
30 105 USPQ 376 (BA (1955).
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“measuring,” which could be done mentally, but which was disclosed
as being done by apparatus, was not a mental step requiring condem-
nation of the claim (supra page 377).

It therefore appears that the steps of a data processing method,
disclosed as being performed in a computer, are not mental steps
within the meaning of the mental step doctrine. This conclusion is
reinforced by a consideration of the term “mental.” Once the
meaning of this word loses the import of taking place in the mind, we
are left without any real criterion of its content. If, for example, a step
can be characterized as “mental” even though the only means for
performing the step is a senseless machine, then what new meaning
are we to ascribe to the word “mental”? Are we to decide that those
things that could only be done mentally 20 years ago (at the birth of
the electronic digital computer) are forever to be considered mental
steps This is indeed a strange interpretation of ‘‘promoting the
progress of science and the useful arts.”

Mathematics

The other ground on which data processing methods are attacked is
that they are mathematical formulae or calculations. This, however, is
another attempt to extrapolate a rule of law out of the context which
gave it sense and meaning. It is easily granted that a mathematical
formula, as such, is not patentable. It is not a process, machine,
manufacture or a composition of matter (35 U.S.C. 101). To charac-
terize a process as mathematical, however, is not the same thing. A
process, as noted above, operates on certain subject matter and spe-
cifies certain types of acts to be performed thereon. The fact that
mathematical symbols, as well as linguistic symbols, can be used to
describe the process should hardly be determinative. Mathematics,
after all, is a language, a language, moreover, which large numbers of
mathematicians are attempting to extend to all of the processes which
come within their purview. All of quantitative reality, and hence all
inventions in any field, are theoretically subject to mathematical
description. Chemical equations, for example, are quantitative descrip-
tions of chemical processes, yet no one would argue that chemical
processes are thereby made nonstatutory.

It is important to distinguish between deéscriptive mathematical
cxpressions and the reality which is thereby described. If the mathe-
matics describe an otherwise patentable process, the mere fact that this
added description was devised does not render it nonstatutory. On the



218 IDEA

other hand, if the mathematics describes a “law of nature” (e.g., e =
mc?), which is nonstatutory, the mere fact that it can be so rep-
resented does not render it patentable. The patentability of a data
processing method, therefore, should be determined by its novelty and
unobviousness in view of prior art data processing methods, whether
manual, mental, analog or digital, and not on the mere fact that it can
be described mathematically.

CONCLUSIONS

Data processing is not new. Analog, and even digital, processing ot
data antedated the modern digital computer. Programming an elec-
tronic digital computer to perform data processing is merely one more
way in which the result can be achieved. Programs are merely
linguistic conventions for describing this new alternative. Algorithms
are merely more general descriptions of data processing methods.

It is believed that the significant question dealing with this field can
be best cast in the following form. Are methods and apparatus for the
machine processing of data appropriate subject matter for patents?
Questions dealing with “programs,” “series of instructions,” “plans of
action” and so forth, deal more with form than with substance.

The Patent Office has historically refused patents to program
subject matter. A Presidential Commission has recommended that
“programs” not be patentable. The Administration has sponsored a
bill in Congress intended, in part, to render “‘programs” unpatentable.

The reasoning of the Presidential Commission seems to be falla-
cious. Uncertainties in the law, such as there be, can best be resolved
in the traditional manner, by court decisions, and not by enactment of
a statute. The Patent Office not only can search this subject matter,
but must do so regardless of the patentability of “programs.” The
relative rapidity of technological growth without patent protection is
not at all apparent and, indeed, to expect free disclosure without
reward is unrealistic. Copyright protection for programs is highly
speculative at the present time and seems to provide only very limited
protection at best.

It is believed that the machine processing of data is statutory subject
matter under existing laws. The continual extension of these laws to
new technologies, the satisfaction of the technical requirements for
patentability, and the close similarities to accepted statutory classes, all
tend to support patentability. The mental step doctrine is not applica-
ble to machine operations. Mathematical descriptions of processes, as

gk
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well as apparatus, should not be used to excuse a failure to consider
the reality described. It is this reality which must fall into one of the
statutory classes.

In view of all of these considerations, it is believed that, at the very
least, no statutory exclusion should be enacted until the issues are
adequately clarified. No irremediable harm can be done if a reason-
able time is left for the determination of patentability under the
current law. Indeed, whatever the decision, the necessary debate will
clarify the real issues involved. On the other hand, a premature
statutory rejection of this field could do irreversible harm.
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niques used in the mechanized storage and retrieval of literary informa
tion constitute an infringement of copyright. The questions and issues
involved in the use of literature storage and retrieval systems are
considered under both the present copyright law and a proposal for
copyright law revision.

INTRODUCTION

THE PROBLEMS OF DOCUMENTATION AND INFORMATION RETRIEVAL are
becoming more oppressive each year. For example, in the area of
research and development each researcher must have ready access to
information on all prior work which has been done in his field,! even
though the amount of research work done in the United States each
year is staggering. In 1965 the United States government alone spent
over 15 billion dollars on research and development.? A further
complication is that the direct result of most research projects is more
literature which simply adds to the already overwhelming problems of
information storage and retrieval.

One approach to handling the “information explosion” is that of
thoroughly abstracting and indexing all publications in a given field.?
However, eventually the problem will not simply be how to locate in-
formation, but where to store the documents themselves. For example,
a few years ago Harvard, Yale and Columbia Universities tied their
medical school libraries into a common computer system to enable the
exchange of literary information.* Recently, the Wall Street Journal
reported that “two New York State libraries began telephone line
transmission of document facsimiles between themselves, a network
that will be expanded to 12 libraries. Then one original could serve all
12 libraries.”’s

It is foreseeable that, in the near future, the problems faced by
libraries and literature research services will be impossible to solve

1111 Cong. Rec. 28113 (1965) (remarks of Senator Hart).

28ee H. Meyerhoff, “‘Interests of the Researchers,” in Reprography and Copy-
right Law, Vol. 119 (1964), p: 119, p. 121.

3 See generally, L. Naturman, “Input and Output Technical Information Re-
trieval,” SPE Journal, Vol. 21 (1962), p. 17.

4 Phillips, “Computer Network to Link Three Medical Libraries,” New York
Times (March 5, 1965), p. 1.

5 Stabler, “Growing Reproduction of Books, Periodicals Is Worrying Publishers,”
Wall Street Journal (May 2, 1967), p. 12.
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using conventional storage methods. Even today there are a large
number of literature storage and retrieval systems commercially in
use.® For example, the systems available vary from a desk-top micro-
film file reader giving 4-second access to any one of 70,000 pages,’
to a mechanism for storing television images of documents on mag-
netic tape.b,

As technology advances, the use of computers and other sophisti-
cated devices is becoming more and more common for literature
storage and retrieval. The purpose of this paper is to investigate the
copyright problems raised by the use of these modern storage tech-
niques, both under the law as it now exists and under the proposals
for copyright law revision.

THE PrOBLEM UNDER THE PRESENT COPYRIGHT STATUTE

The Copyright Law secures to one who owns a copyright the
exclusive rights, among others, to: print, reprint, publish, copy and
vend the copyrighted work;? to translate the copyrighted work into
other languages or dialects, or to make other versions;!® and, to make
or procure the making of any transcription or record thereof by or
from which, in whole or in part, it may in any manner or by any
method be exhibited, delivered, presented, produced or reproduced.!

Under each one of these exclusive rights, the production of a “copy”
of a copyrighted work would constitute an infringement. Therefore,
whether the steps of (1) input, (2) search and recall, and (3) output
used in a literature storage system involve the making of a “copy”
within the meaning of the statute is a significant question.

Literary information may be stored in a variety of ways. Optical
methods of storage, e.g., microfilm, are probably the most common
with the stored material having the same general appearance as the
original, only reduced in size. In electronic storage, however, literary
information is generally converted from alphabetic characters to a
sequence of numbers by a special typewriter'? which punches combi-

6 See e.g., Current Research and Development in Scientific Documentation, Na-
tional Science Foundation, Vol. 13 (1964), p. 241.

7 H. Hoadley, “Rapid, Compact, Automatic Retrieval-Display System,” Photo-
graphic Science and Engineering, Vol. 10 (1966), pp. 358-59.

8 C. Steinberg, “Role of Videofile Filing System in Report Retrieval,” WESCON
Technical Papers, Vol. 9 (1965) .

217 US.C. § 1(a) (1964).

107d.'§ 1(b).

1171d. §1(c).

12 A great deal of work is being done toward the development of a system which
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nations of holes into a card. The information may be stored in the
form of punched cards or the holes in the card can be converted into
electronic impulses which may be stored, for example, in the form of
polarized spots on a magnetic tape or magnetically polarized ferrite
cores in a memory array. When an output from the system is desired,
the stored impulses may be reconverted into alphabetic characters by a
printer; or they may be used to create an optical display on a screen.

Input of Literature into a Storage System

The first step in literature storage is that of entering information
into the storage system. “Input” involves two major questions: (1) the
nature of the material being stored (e.g., verbatim texts of publica-
tions or conceptual abstracts) and (2) the method of storing the
material (e.g., punched cards, magnetic tape or microfilm).

Nature of the Material Stored

As to the nature of the material being introduced into the storage
system, the material must be a “textual copy” of the copyrighted work
before an “infringing copy”!® of the work can be created through the
input of information into the system. That is, unless the arrangement
of words to be stored is sufficiently alike that of the copyrighted work,
the possibility of infringement by “‘copying” during input is automati-
cally precluded, regardless of the method of input used. If the
copyrighted work is abstracted or condensed before storage, the
question arises as to whether or not the condensation is an abridge-
ment, and therefore not an infringing copy.*

In the early English case of Gyles v. Willcox,'s it was said that
“Abridgements may with great propriety be called a new book,
because . . . the invention, learning, and judgment of the author is
shown in them. . . .”1® The same principles are embodied in Folsom v.
Marsh'™ where it was held that an abridgement comprising a substan-

will optically “read” printed text and convert the characters directly into electronic
impulses. See, e.g., U. S. Patents No. 3,112,468; 3,181,120; and 3,250,172,

1317 US.C. § 1(a) (1964).

14 See generally, E. Garfield, “Abstracting and Problems of Copyright” in Reprog-
raphy and Copyright Law, 1964, p. 112; H. Roberts, “The Law on Abridgement
of Copyrighted Literary Material,” Kentucky Law Journal, Vol. 30 (1942), p. 297.

182 Atk. 141, 26 (1741), Eng. Rep. 489.

16 2 Atk. at 143, 26 (1741), Eng. Rep. 490.

179 F. Cas. 342 (No. 4901) (C.C.D. Mass. 1841).
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tial condensation of an original work was not an infringement of
copyright if the condensation was the product of intellectual labor and
judgment.

Although the law extends no protection to an idea alone,'® the
dividing line between an idea and the expression of that idea in words
is very indistinct making the requirements of an abridgement difficult
to define.'® Further, because of the difficulty of definition and the fact
that any abridgement tends to dilute an author’s protection by decreas-
ing the need for the original work, some commentators have argued
that no unauthorized ‘“versions” of a work should be legally sanc-
tioned.? This view, however, would seem to extend the scope of the
copyright law to encroach upon the public interest by allowing an
author to monopolize an idea, not a means of expression.*!

It is apparent, however, that as the form of the input material to a
storage system approaches the verbatim text of a copyrighted publica-
tion, as it would in a library situation, the possibility of copyright
infringement exists. The fact of infringement will turn on other
considerations, such as the method of storage or the techniques used in
introducing material into the system.

Assuming the storage of verbatim text in a machine to eliminate
abridgement problems, the mathematical coding of words used to
store literature presents a further question regarding the nature of the
material. The law secures to a copyright owner the right “to translate
the copyrighted works into other languages or dialects. . . .”# Could

18 Caddy-Imler Creations, Inc. v. Caddy, 299 F.2d 79, 132 USPQ 384 (9th Cir.
1962) ; Nichols v. Universal Pictures Corp., 45 F.2d 119, 121, 7 USPQ 84, 87 (2nd
Cir. 1980) (L. Hand, J.); Richards v. Columbia Broadcasting System, Inc., 161 F.
Supp. 516, 117 USPQ 174 (D.D.C. 1958); Alexander v. Irving Trust Co., 132 F.
Supp. 364, 106 USPQ 74 (S.D.N.Y. ), affirmed, 228 F.2d 221, 108 USPQ 24 (2nd
Cir. 1955) (author of article in scientific journal not entitled to monopoly of
ideas expressed therein).

19 Some criteria of a true abridgement were given in Folsom v. Marsh, 9 F. Cas.
342, 345 (No. 4901) (C.C.D. Mass. 1841), in which Justice Storey said:

It is clear that a mere selection, or different arrangement of facts
of the original work, so as to bring the work into a smaller compass,
will not be held to be such an abridgement. There must be a real,
substantial condensation of the materials, and intellectual labor and
judgment bestowed thereon; and not merely the facile use of scissors;
or extracts of the essential parts, constituting the chief value of the
original work.

20 W. Copinger, Law of Copyright, 126 Tth ed., (1936); E. Drone, The Law of
Property in Intellectual Productions 440 (1879).

2t See J. Banzhaf, 111, “Copyright Protection for Computer Programs,” 4SCAFP
Copyright Law Symposium, No. 14 (1966), pp. 118, 134-135.

2217 US.C. § 1(b) (1964).
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it be successfully argued that the machine “language” of binary elec-
tronic pulses or punched card hole combinations is a language within
the statute? Certainly most code schemes and mathematical languages
are widely used and are as familiar to those skilled in their use as con-
versational grammar. The fact that a ‘“language or dialect” is con-
structed upon ordered mathematical relationships should not make it
any less of an “expression that conveys an idea” (and hence a lan-
guage) 2 even though it is used for conveying ideas to a machine rather
than a human being.

Method of Storage

As to the method of storing literary material within a memory, the
type of storage medium and input chosen may possibly determine
whether a “copy” is made at the point of input to the system. In the
case of White-Smith Music Publishing Co. v. Apollo Co.** it was held
that a punched paper tape comprising a “piano roll” was not a “copy”
of a printed musical composition. The court felt that since a punched
tape could be read and understood only by a person with particular
skills, it was not a system of “intelligible notation”’?® and hence not a
“copy.” The piano roll did not come *so near to the original as to give
every person seeing it the idea created by the original.”?®

The court in Apollo cited two principal American cases?” and based
its decision upon a construction of the copyright statute under what it
felt to be the Congressional intent in the light of those cases.®®
Additionally, the court noted that its decision in Apollo would be in
accordance with the policy adopted by the signatories to the Berne

28 Webster's New International Dictionary 2nd ed., (1957), p. 1390.

24209 U.S. 1 (1908).

25 Id. at 17.

26 White-Smith Music Publishing Co. v. Apollo Co., 209 U.S. 1, 17 (1908), citing
with approval, West v. Francis, Barn. & Ald. Vol. 5, pp. 737, 743; English Reporter
Vol. 106, (K. B. 1822), pp. 1361, 1363.

27 Stern v. Rosey, 17 App. D.C. 562 (1901); Kennedy v. McTammany, 33 Fed.
584 (C.C.D. Mass. 1888), appeal dismissed for failure to print record, 145 U.S. 643
(1892) . See also, Boosey v. Whight [1900] 1 Ch. 122.

28 The court observed that Congress had not amended the copyright law in
response to the Stern and Kennedy cases which held, respectively, that a phono-
graph record and a punched paper roll for an organette were not copies of a printed
musical composition. Further, the court noted that Congress had known of the
methods of music reproduction used by music boxes and pipe organs at the time
they enacted the last amendment to the copyright law, and if their intent was to
provide protection from such techniques of piracy, it would have been specifically
included within the statute.
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Copyright Convention of 1886,® which was undoubtedly well known
to Congress at the time the copyright statute was enacted.

The injustice done to some copyright owners by the decision in
Apollo was recognized by Congress the following year by providing a
limited form of protection against mechanical means of reproduc-
tion.3® However, 4 pollo seems to have been followed, and it has been
subsequently held that a phonograph record is not a “copy” of a
musical composition because it cannot be “read.”3!

While some commentators have argued that computer programs3?
and videotapes® should be excepted from the rule in A4pollo, others
have concluded that the case remains as viable as ever and would
preclude systems of *“‘unintelligible notation” from being copies or
copyrightable.®* It is submitted that under the rule of Apollo the
making of punched cards,®® punched paper tapes, magnetic tapes3

29 The reproduction of music by mechanical instruments was specifically excluded
from being an infringement under the Berne Copyright Convention and, although
the United States was not a party to the Convention, to grant protection against
“piano rolls” in Apollo would be to give foreign composers rights in this country
that would be denied, under the Convention, to United States composers abroad.
White-Smith Music Publishing Co. v. Apollo Co., 209 U.S. 1, 14-15 (1908) ; see
Act of March 3, 1891, ch. 565, § 13, 26 Stat. 1110; Convention for the Protection
of Literary and Artistic Works, Final Protocol § 8, Dec. 9, 1886, translated in II
Ladas, “The International Protection of Literary and Artistic Property,” Harvard
Studies in International Law No. 11T (Cambridge: Harvard University Press, 1938),
pp- 1123, 1181-32.

80 The amended statute provides that an owner of a musical copyright may
initially prohibit mechanical reproduction, but once he has permitted his compo-
sition to be mechanically reproduced by one person, anyone may make similar use
of it upon payment of a fixed statutory fee. Act of March 4, 1909 § 1(e), 17 US.C.
§ 1(e) (1964).

31 Capitol Records, Inc. v. Mercury Records Corp., 221 F.2d 657, 105 USPQ 163
(2nd Cir. 1955) (L. Hand dissenting) .

32 Banzhaf, op. cit. supra note 21, pp. 118, 161-162.

33 B. Fritch, “Some Copyright Implications of Videotapes,” Southern California
Law Review, Vol. 87 (1964) pp. 214, 235; W. Meagher, “Copyright Problems
Presented by a New Art,” N.Y.U. Law Review, Vol. 30 (1955) pp. 1081, 1093.

3¢ W. Meagher, “Copyright Problems Presented by a New Art,” N.Y.U. Law
Review, Vol. 30 (1955) pp. 1081, 1092; A. Seidel, “Computers: Antitrust, Patent
and Copyright Law Implications,” Antitrust Bulletin, Vol. 6 (1961), pp. 549, 558.
But see, Colby, “An Historic ‘First’—Copyright Office Accepts Magnetic Video
Tape for Registration,” Bulletin of the Copyright Society of the US.A. Vol. 8
(1960), p. 205.

851t is to be noted that computer data cards may be simultaneously punched
and printed with characters corresponding to the hole combinations. In this case
the doctrine of Apollo would no longer apply and the cards would be copies of
the work being incoded.

36 According to Reed C. Lawlor, an authority in the field, it is possible that
a skilled person using the proper techniques may be able to visually “read” a
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and the like for input to a storage system probably would not
constitute the making of a “copy” so as to be a copyright infringement
of a printed text. In the light of subsequent cases®” and in the absence
of further legislation, it would be difficult indeed for a court to depart
from the doctrine set forth in White-Smith Music Publishing Co. v.
Apollo Co.38

The making of visual records, such as microfilm, for a storage system
involves different considerations from those in making a punched card
or a magnetic tape. It has been held that using a different medium of
expression to copy the substance of a copyrighted work will not avoid
infringement.®® Specifically, courts have held it an infringement to
make a leather relief** or a sketch*! of a copyrighted photograph. By
the same token, a photograph of a copyrighted piece of sculpture*?
and a photograph of an engraving*® have each been held to be’
infringements.

Clearly, a photograph of a copyrighted piece of literature would be
a “copy” within the meaning of the statute.** And even though a
microfilm of a printed work would be extremely small by its very
nature, it would probably be free of the “lack of intelligible notation”
objection upon which White-Smith Music Publishing Co. v. Apollo
Co.% is based. Moreover, it is to be noted that the Copyright Office
has chosen to grant copyrights to microfilms which cannot be used by
the unaided eye.*®

In summary with respect to inputs of literature into a storage
system, those inputs which are in intelligible systems of notation, e.g.,
microfilm and data cards which are both punched and printed, are
probably “copies” and will constitute an infringement of copyright
unless they come within the doctrine of fair use. On the other hand,

magnetic tape recording. Note, “Copyright Protection for Computer Programs,”
Columbia Law Review, Vol. 64 (1964), pp. 1274, 1277 n. 9.

37 Capitol Records, Inc. v. Mercury Records Corp., 221 F.2d 657, 105 USPQ 163
(2nd Cir. 1955); Corcoran v. Montgomery Ward & Co., Inc, 121 F.2d 572, 50
USPQ 274 (9th Cir. 1941) (dictum), cert. denied, 314 U.S. 687, 51 USPQ 546.

38209 U.S. 1 (1908).

39 Fleischer Studio, Inc. v. Ralph A. Freundlich, Inc, 78 F.2d 276, 28 USPQ
295 (2nd Cir. 1984); King Features Syndicate v. Fleischer, 299 F. 533 (2nd Cir.
1924) .

40 Falk v. T. P. Howell Co., 87 F. 202 (C.C.S.D.N.Y. 1880).

41 Lumiere v. Pathé Exch. Inc, 275 F. 428 (2nd Cir. 1921) (dictum).

42 Bracken v. Rosenthal, 151 F. 186 (C.C.N.D. 1ll. 1907); But see, Mura v.
Columbia Broadcasting System, Inc., 245 F. Supp. 587, 147 USPQ 38 (S.D.N.Y. 1964).

43 Rossiter v. Hall, 20 F. Cas. 1253 (No. 12,082) (C.C.E.D.N.Y. 1866) .

4417 US.C. § 1(a) (1964).

45209 U.S. 1, 17 (1908).

4637 C.FR. § 202.2(b) (8) (1960).
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“unintelligible inputs,” e.g., punched cards and magnetic tape, are
probably not “copies” and are not infringements unless such can be
sustained as “translations” into a language coherent to a computing
machine.*’

Search and Recall Within a Storage System

Once literary information is stored within a system, the method by
which an output is selected is that of search and recall. Searching the
memory of a computer, or other system, involves scanning the various
storage cells and comparing the index codes of stored material with
the index codes of material which it is desired to recall from the
memory. The various electronic and optical manipulations involved in
searching are clearly too transient and flighty even to consider them as
possibly being “‘copies” of a literary work.** To do so would be to
make infringement largely a question of physics rather than copyright
law, and undoubtedly such was not within the intention of Congress.1®

Output of Literature from a Storage System
Ephemeral Means of Reproduction

The output of a mechanized storage system presents the most fertile
possibilities of copyright infringement, since it is there that a visually
perceivable “copy” of the work generally must appear in order to be of
some value to the ultimate user. Assuming that the nature of the
stored material could comprise a copy, e.g., verbatim text of the
copyrighted work, a printout or a photostat of the text would clearly
constitute a copy. Problems begin to arise, however, when we consider,
as “copies,” such ephemeral means of reproduction of text as projec-
tion of a microfilm on a screen or a display of characters on a cathode
ray tube.5°

1717 US.C. § 1(b) (1964); See note 22 supra and accompanying text.

48 See the definition of *‘fixed’ in a tangible medium of expression” given
in H.R. 2512, 90th Cong., Ist Sess. § 101 and discussed in H.R. Rep. No. 83, 90th
Cong., Ist Sess. 16 (1967).

4 The argument that scanning a literary work in a computer’s memory is
analogous to a “performance” of a dramatic work is made in a Supplemental
Statement on H.R. 4347 Submitted by Bella Linden in Behalf of the American
Textbook Publishers Association, Hearings on H.R. 4347 before Subcommittee
No. 3 of the House Comm. on the Judiciary, 89th Cong., 1st Sess. 1455, 1456

1965) . '

( 50 S)ee, e.g., P. Dickson, “Latest Word in Printing Spells New Electronic Market,”
Electronics, Vol. 40 (1967), p. 187; United States Patent No. 3,313,883,
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In Tiffany Productions, Inc. v. Dewing® the Maryland District
Court adopted the rule that the projection of a motion picture
photoplay on a screen was not a “copy” of the film but was a
“performance”® of a dramatic work.®® The court seemed to reason
that since a display of a motion picture based upon a novel was a
dramatization of the novel,5 the display was therefore the per-
formance of a dramatic work. It was recognized that the holding in
Tiffany created somewhat of an anomaly in the law by bringing the
exhibition of photoplays within the statute but leaving the display of
nondramatic film unprotected; and the court commented that:

The fact that the construction here adopted excludes motion pic-
tures other than photoplays, and thereby gives the latter protection

denied to the former, may produce an undesirable or even inequi-
table result.55

The seemingly inequitable result springing from Tiffany was recog-
nized and corrected by the Second Circuit Court of Appeals six years
later in Patterson v. Century Productions, Inc.5® when it held that the
projected image of a documentary motion picture was a copy thereof.
Although the holding in Patterson has been criticized,” particularly
as it would affect the use of videotape3® its application to the
projected reproduction of printed material would seem to be sound.
In Mura v. Columbia Broadcasting System, Inc.5® a New York court
held, in the face of Patterson, that neither a kinescopic recording®

5150 F.2d 911, 9 USPQ 545 (D. Md. 1931).

52 The owner of copyright is guaranteed the right “To perform or represent
the copyrighted work publicly if it be..a dramatic work.. .” 17 US.C. § 1(d)

1964) .

( 53 There is room for argument that the court in Tiffany did not actually hold
that a projected image was not a “‘copy,” based upon the language at p. 914 of the
opinion:
[A)ssuming, without deciding, that the exhibition here complained
of was neither a ‘publication’ nor a ‘copy’ within the meaning of
section 1 (a) of the act, there would seem to be no escape from the
conclusion that the plaintiffs are nevertheless entitled to invoke the
protection of section 1(d) on the ground that a ‘motion picture
photo-play’ is a ‘dramatic work.’ (Emphasis added.)

54 Kalem Co. v. Harper Brothers, 222 U.S. 55 (1911).

8550 F.2d at 915, 9 USPQ at 548

5693 F.2d 489, 35 USPQ 471 (2nd Cir. 1937), cert. denied, 303 U.S. 655, 37
USPQ 844 (1938).

57 See e.g., Supplementary Report of the Register of Copyrights on the General
Revision of the U.S. Copyright Law: 1965 Revision Bill, 89th Cong., 1st Sess. 20
(Comm. Print 1965) ; H.R. Rep. No. 83, 90th Cong., Ist Sess. 16 (1967).

58 Fritch, op cit. supra note 33; Meagher, op. cit. supra note 34 pp. 1081, 1096-
1097.

50 245 F. Supp. 587, 147 USPQ 38 (S.D.N.Y. 1965).

60 A kinescopic recording is a type of motion picture commonly used by the
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nor a display on a television screen of a copyrighted hand puppet was a
copy of the puppet. The reasoning in Mura was that the display and
the recorded image were ‘“‘so different in nature” from the copyrighted
hand puppet that they would not “‘give to every person seeing it the
idea created by the original.”®' Aside from the fact that the basis for
the decision in Mura is questionable in the light of prior cases,®
Mura should not be extended to include the reproduction of textual
material on a display screen or a cathode ray tube. In the display of
textual matter, the “nature” of the reproduction is the same as that of
the original work; it should be immaterial that the words appear
“printed” on a screen, rather than on a sheet of paper.

As applied to literature storage and retrieval devices, the rule of
Patterson should continue to apply to ephemeral means of reproduc-
tion. An optical display of textual material is capable of serving the
identical function of “hard copy” with respect to readability and other
attributes of printed matter. Such displays should not be allowed to
freely encroach upon the rights inherent in the copyright of a textual
work. In general, any output from a storage system which is capable of
visual perception, whether it is “hard copy” or visual display, should
be a copy of the underlying work within the meaning of the statute.®

Infringement by Transcriptions or Records

A copyright owner is given the exclusive right “to make or procure
the making of any transcription or record thereof by or from which, in
whole or in part, it may in any manner or by any method be
exhibited, delivered, presented, produced or reproduced. . . .”* The
question arises as to whether any of these rights are violated by acts
involving the input, storage or output of a literature storage system. If
read literally, the section would seem to include all the acts of input
for storage within a computer. Clearly the making of a magnetic tape
or a set of punched cards would come within the “making of any
transcription or record” from which the copyrighted work might be
reproduced.

television industry, before the advent of videotape, to record transmissions.

61 Mura v. Columbia Broadcasting System, Inc., 245 F. Supp. 587, 589, 147 USPQ
88, 40 (S.D.N.Y. 1965). quoting with approval from, West v. Francis, 5 Barn. &
Ald. 7317, 743, 106 Eng. Rep. 1361, 1363 (K.B. 1822).

62 See notes 39-43 supra and accompanying text; Patterson v. Century Produc-
tions, Inc., 93 F. Supp. 489, 35 USPQ 471 (2nd Cir. 1937).

6317 US.C. § 1(a) (1964).

8417 US.C. § 1(c) (1964).
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It is to be noted that section 1(c) of the statute has been construed
by some to apply only to situations where the transcript or record is of
a “public performance” of the copyrighted work.®® However, others
have argued that the protection of copyrighted literature from storage
within a computer system was one of the intentions of Congress when
section 1(c) of the statute was enacted.®® If the public performance
concept is accepted, it would be a difficult task indeed to argue that
the use of copyrighted literature within a storage system is a ‘“‘per-
formance” in the same sense as a dramatic production.®’

Fair Use

Fair use is a nonstatutory doctrine which says that under certain
circumstances a reasonable amount of copying or reproduction of a
copyrighted work is “fair use” of the work and not an infringement of
copyright.® A determination of fair use relates basically to the nature
of the copies made (e.g., abstract, synopsis or verbatim text) and the
manner in which the copies are used (e.g., educational uses or
scholarly writing) . Assuming that one or more of the acts associated
with the computer storage of copyrighted literature constitutes a
“copying” of that literature, the next question is whether the making
of that copy is within the doctrine of ““fair use.”

65 See H.R. Rep. No. 1160, 82nd Cong., Ist. Sess. 1 (1951). The Committee
on Copyright of the Association of the Bar of the City of New York has interpreted
section 1(c) as applying only to public performance rights. B. Linden, “Law and
Computers in the Mid-Sixties,” reprinted in Hearings on H.R. 4347 before Sub-
comm. No. 3 of the House Comm. on the Judiciary, 89th Cong., lst Sess. 1421,
1422 (1965) .

88 John Schulman, one of the drafters of the 1952 amendment to the copyright
statute, is of the opinion that in 1909 Congress intended to overrule White-Smith
Music Publishing Co. v. Apollo Co. as to musical compositions because that was
all that was apparent and in 1952 the intent was to bring all other forms out from
under White-Smith, At the Philadelphia meeting of the American and Philadelphia
Patent Law Associations on April 16, 1964, Mr. Schulman said, “I worded the act
carefully to cover all these new developments.” A transcript of the meeting is
available at the A.P.L.A. office, 802 National Press Bldg., Washington, D. C. 20004.

67 But see note 49 supra.

88 Folsom v. Marsh, 9 F. Cas. 342 (No. 4901) (C.C.D. Mass. 1841); A. Latman,
Howell's Copyright Law, rev. ed. (1962) ; U.S. Copyright Office, “Fair Use of Copy-
righted Works” (Information Lit. Bull. No. 20, 1953); A. Bishop, “Fair Use of
Copyrighted Books,” Houston Law Review, Vol. 2 (1964), p. 206. For an excellent
treatment of the history and development of the doctrine of fair use see L. Yank-
wich, “What Is Fair Use?” University of Chicago Law Review, Vol. 22 (1954),
p. 203.
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Educational and Scholarly Uses

The courts seem to have been more liberal with the application of
fair use when dealing with scholarly rather than profit motives,*® and
some groups feel that any use for a scholarly or educational purpose
should fall within fair use.”® Judge Yankwich set forth the following
criteria for determining fair use:

If the amount reproduced is legitivmately necessary to review the
book, or is a part of a scientific or other exposition of the subject, in
which the theories expounded by others must be discussed, the use,
regardless of quantity, is fair. If, on the other hand, the appropria-
tion of the copyrighted product of another is motivated by the desire
to derive commercial benefit, the use, regardless of quantity, is
unfair.?1

Judge Yankwich’s thesis regarding the commercial usage of copy-
righted material seems to be supported by the decision in Henry Holt
& Co., Inc. v. Liggett & Myers Tobacco Co.™ There the court found
that the defendant’s use in an advertisement of only three sentences of
a copyrighted scientific book was an infringement. On the other hand,
it has been held that the commercial use in a magazine of eight lines
of a song’s chorus was “relatively unimportant” and hence a fair use ot
the copyrighted song.”® Despite the apparent split on the significance
of commercial usage in determining fair use, the principle remains
that copying all, or substantially all, of a copyrighted work may never
constitute fair use, even if for an educational purpose.™ Further, it
has been held that a synopsized version of a work is not within the
doctrine of fair use even if made by a teacher for purely educational
use with a limited number of his students.™ ‘

One commercial use to which literature storage and retrieval sys-
tems are particularly adaptable is that of preparing and searching
compilations and lists. The extent to which a compiler may rely on
previously copyrighted lists has been in some dispute. Some courts

69 Greenbie v. Noble, 151 F. Supp. 45, 113 USPQ 115 (S.D.N.Y. 1957) ; Thomp-
son v. Gernsback, 94 F. Supp. 453, 87 USPQ 238 (S.D.N.Y. 1950).

70 See, e.g., Statement by Harold E. Wigren for Ad Hoc Committee (of Educa-
tional Institutions and Organizations) on Copyright Law Revision, Hearings on
H.R. 4347 before Subcomm. No. 8 of the House Comm. on the Judiciary, 89th
Cong., Ist Sess. 317 (1965).

71 Yankwich, op. cit. supra note 68, p. 209.

7223 F. Supp. 302, 37 USPQ 449 (E.D. Pa. 1938).

73 Karll v. Curtis Publishing Co., 39 F. Supp. 836, 51 USPQ 50 (E.D. Wis. 1941) .

74 Wihtol v. Crow, 309 F.2d 777, 185 USPQ 385 (8th Cir. 1962), reversing, 199 F.
Supp. 682, 132 USPQ 392 (S.D. Iowa 1961); See J. Cooper, “Wihtol v. Crow: Fair
Use Revisited,” U.C.L.4. Law Review, Vol. 11 (1963), p. 56.

76 Macmillan Co. v. King, 223 F. 862 (D. Mass. 1914).
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have held that a second author may use a previous work to check his
work for accuracy’ while others have refused to allow such a use.”
At least one other court has attempted to rationalize these conflicting
decisions,™ but with little success, and the precedent in this area
remains as cloudy as ever.

Another growing field for literature storage and retrieval systems is
that of computerized legal research. Synopsized versions of cases are
stored in the memory of a machine and upon a query from an
operator, all cases having a desired set of facts or embodying a certain
principle of law are printed out. In regard to the storage of material
within a memory, it was held in 1894 that one preparing a legal digest
could not use copyrighted case headnotes in any way to “lighten his
labors” except to check his work for accuracy.” More recently, the
Attorney General of the State of New York expressed an opinion®
that the use of copyrighted statements of fact, headnotes, et cetera,
from state court opinions in a computer for legal research would be an
infringement of New York’s copyright.

Under existing copyright law, a statement made by Justice Storey
over 100 years ago is probably just as applicable to the fair usage of
copyrighted material as any that could be made today. In Folsom v.
Marsh 8t Justice Storey said that one must:

[L]ook to the nature and objects of the selections made; the quan-

tity and value of the material used and the degree in which the

use may prejudice the sale or diminish the profits or supersede the

objects, or the original work.82
There must be a balancing of interests between those who would
suffer from the free use of all copyrighted material and those who
would suffer from an absolute prohibition on copying. The fact that a
computer storage system is being used for or is doing the copying,
rather than a photocopy or mimeograph machine, should have no
effect on the application of the traditional principles of fair use.

76 E.g., List Publishing Co. v. Keller, 30 F. 772 (C.C.S.D.N.Y. 1887).

77 E.g., Sampson & Murdock v. Seaver-Radford Co., 140 F. 539 (1st. Cir. 1905).

78 Jeweler's Circular Publishing Co. v. Keystone Publishing Co., 281 F. 83 (2nd
Cir. 1922) , cert. dented, 259 U.S. 581.

70 West Publishing Co. v. Lawyer’s Co-op Publishing Co., 64 F. 360 (C.C.N.D.N.Y.
1894) , rev'd on other grounds, 79 F. 756 (2nd Cir. 1897); see notes 76-78 supra
and accompanying text.

80 Opinion of the Attorney General of the State of New York, 142 USPQ
288 (1964) .

819 F. Cas. 842 (No. 4901) (C.C.D. Mass. 1841).
82 Id. at p. 348.
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THE PROBLEM UNDER THE ProPOSED COPYRIGHT AW REVISION

Since 1955 study has been underway and directed toward a general
revision of United States Copyright Law which will reflect the sugges-
tions and needs of a wide variety of interested groups.88 Under the
latest proposed bills** for the revision of the copyright law, the
situation with respect to literature storage and retrieval systems is
much clearer than under the existing statute.

Concept of Copying

Under the proposed bill, a copyright owner is given the exclusive
right “to reproduce the copyrighted work in copies. . . ."# The term
“copies” is defined as:

[M]aterial objects . . . in which a work is fixed by any method
now known or later developed, and from which the work can be
perceived, reproduced, or otherwise communicated, either directly or
with the aid of a machine or device.8¢

[Emphasis added.]

The bill further states that ““A work is ‘fixed’ in a tangible medium of
expression when its embodiment in a copy . . . is sufficiently perma-
nent or stable to permit it to be perceived, reproduced, or otherwise
communicated for a period of more than transitory nature.”®” One of
the purposes of the committee in formulating the concept of fixation
was to exclude from being either copies or copyrightable, “purely
evanescent or transient reproductions such as those projected briefly on
a screen, shown electronically on a television or other cathode ray
tube, or captured momentarily in the ‘memory’ of a computer.”88

While the new definition of “copies” will abolish the holding of
Patterson v. Century Productions, Inc.,* that an image projected on a

83 See Report of the Register of Copyrights on the General Revision of the
U.S. Copyright Law, to the House Comm. on the Judiciary, 87th Cong., Ist Sess.
IX-XI (Comm. Print 1961).

84§, 597, H.R. 2512, 90th Cong., Ist. Sess. (1967) [hereinafter cited as Copyright
Bill]; See USPQ, Feb. 6, 1967, pp. III-1IV. H.R. 2512 passed the House of Repre-
sentatives on April 11, 1967, 113 Cong. Rec. 3888 (daily ed. April 11, 1967) .

85 Copyright Bill § 106(1).

88 Id. § 101

87]1d.

88 HR. Rep. No. 83, 90th Cong., 1st Sess. 16 (1967) [hereinafter cited as Com-
mittee Report].

8993 F. Supp. 489, 35 USPQ 471 (2nd Cir. 1937), cert. denied, 303 U.S. 655, 37
USPQ 844 (1938). See note 56 supra and accompanying text.
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screen is a copy,” it will also finally do away with the last vestiges of
White-Smith Music Publishing Co. v. Apollo Co.** which held that a
punched paper “piano roll” was not a copy of a printed musical score.
The committee appreciated that the distinctions drawn in Apollo were
largely artificial and were definitely not in keeping with the technolog-
ical progress that has been made in the last half-century.®? Specifically,
the committee noted that:

Under the bill it makes no difference what the form, manner, or

medium of fixation may be—whether it is in words, numbers, . . . or

any -other graphic or symbolic indicia, whether embodied in a

physical object in written, printed, . . . punched, magnetic, or any

other stable form, and whether it is capable of perception directly or

by means of any machine or device ‘now known or later de-

veloped.’ "93

As is apparent from the committee report, the bill is very wisely

couched in language which does not attempt to anticipate the develop-
ment of reproduction technology by providing protection against
specific kinds of copying. Instead, the provisions are “broad enough to
allow for adjustment to future changes in patterns of reproduction and
other uses of author’s works.”® Hopefully, the copying provisions of
the new statute can remain just as modern as the technology with
which they must deal and thereby avoid the future creation of another
White-Smith Music Publishing Co. v. Apollo Co.*®

Concept of Display

The proposed bill gives a copyright owner the exclusive right “in
the case of literary . . . works, to display the copyrighted work
publicly.”? The bill defines “display” as meaning “to show a copy of
it, either directly or by means of a film, slide, television image, or any
other device or process. . . .”?" The bill goes on to state that “To . . .

(1]

display a work ‘publicly’” means:

(1) to perform or display it at a place open to the public or at

90 Although projected images will no longer be copies under the bill, they may
come under the protection given to “public displays.” See note 99 infra and ac-
companying text.

91209 U.S. 1 (1908) . See note 24 supra and accompanying text.

92 Committee Report 15 (1967) .

83 I1d.

94 1d. at 24.

95209 U.S. 1 (1908).

96 Copyright Bill § 106 (5).

97 Id. § 101.
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any place where a substantial number of persons outside of a normal
circle of a family and its social acquaintances is gathered. . . .98

The committee was careful in reporting the bill to draw a distinc-
tion between the rights of reproduction and display, pointing out that
while transitory images might not be stable enough to be “fixed” as
copies of a work they may very well be displays.®® More specifically, it
is the intention of the committee that a display would:

. include the projection of an image on a screen or other surface
by any method, the transmission of an image by electronic or other
means, and the showing of an image on a cathode ray tube or similar
viewing apparatus connected with any sort of information storage
and retrieval system.100

The language of the bill, in the light of the committee’s report,
would seem technically to cover all instances of computer display of
copyrighted literary works. However, a problem that might arise is in
the fact that the bill’s coverage is limited to “public displays” and the
corresponding definition of “public.” The report points out that no
provision of the bill “would make a purely private display of a work a
copyright infringement.”*®! Further, it is pointed out “that most
routine meetings would be excluded because they do not represent the
gathering of a ‘substantial number of persons.’ ¢ Under such a
“public” display provision it seems that the most common use of a
literature display device would not be an infringement, i.e., the use of
a private display console by a single reader or a small group of
persons. While there is clearly good reason for excluding a private
display of dramatic and like works from coverage by the bill, the
exclusion as to literary works seems to be inconsistent with the other
provisions of the bill which provide a sound framework for protection
against copying by literature storage and retrieval systems.

An additional provision of the bill which may affect the display of
literary works by storage and retrieval devices is that:
.. . the owner of a particular copy : . . is entitled . . . to display that
copy publicly, either directly or by the projection of no more than

one image at a time, to viewers at the place where the copy is
located.108

Under this section, it would be an infringement for a computer to

98 Id,

99 Committee Report 24.

100 J4, at 28.

101 14, at 27.

102 Id, at 28.

103 Copyright Bill § 109 (b).
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transmit an image of a copyrighted work to a remote location and
there display it to members of the public. Also, it would be an
infringement for a copyowner to create images of a copyrighted work
at more than one display console at the same time.1%

The composite effect of the “reproduction in copies’1% and “‘public
display”1%® provisions of the proposed bill on literature storage and
retrieval systems is to grant a great deal more protection to owners of
copyrights than exists under the present law. The committee felt
generally that the bill “preserves the exclusive rights of the copyright
owner with respect to reproductions of his work for input or storage in
an information system.”1°” More specifically, the committee reported
that:

[T]he following uses could be infringements of copyright under
section 106: reproduction of a work (or a substantial part of it) in
any tangible form (paper, punch cards, magnetic tape, etc) for
input into an information storage and retrieval system; reproduction
of a work or substantial parts of it, in copies as the “print out” or
output of the computer; preparation for input of an index or
abstract of the work so complete and detailed that it would be
considered a “derivative work;” computer transmission or display of
a visual image of a work to one or more members of the public. On
the other hand, since the mere scanning or manipulation of the
contents of a work within the system would not involve a reproduc-
tion, the preparation of a derivative work, or a public distribution,
performance, or display, it would be outside the scope of the
legislation,108

Generally, it can be seen that the latest bill for the revision of the
copyright law considers and appears to settle the question of infringe-
ment by information storage and retrieval systems. Moreover, an
intent to keep the law up to date is noted in the words of the bill’s
definition of “copies,” “any method now known or later de-
veloped.”*®® Hopefully, this language, and other provisions like it,
will allow the copyright law to grow and expand with technology as
the law in other areas has so often failed to do.

Fair Use

Under the proposed bill, the judicial doctrine of fair use will be
codified. The bill provides that:

104 Committee Report 39.
105 Copyright Bill § 106(1).
106 Id. § 106 (4).

107 Committee Report 25.
108 14, -

108 Copyright Bill § 101.



Copyright Infringement by Literature Storage and Retrieval Systems 239

In determining whether the use made of a work in any particular
case is a fair use, the factors to be considered shall include:
(1) the purpose and character of the use;
(2) the nature of the copyrighted work;
(3) the amount and substantiality of the portion used in relation
to the copyrighted work as a whole; and
(4) the effect of the use upon the potential market for or value of
the copyrighted work.110
Within the framework of the four criteria, the committee intended
that the principles of fair use extend to “all stages in the operations of
information storage and retrieval systems, including input, and output
in the form of visual images or hard copies.”""* Input functions
involving the reproduction of small excerpts or key words and output
operations such as the printing of bibliographical lists and short
summaries are recited as examples of possible fair use.!!

With respect to the purposes of a particular use of a copyrighted
work: although the bill points out that teaching, scholarship and
research are particularly brought within the doctrine of fair use,!3
the comments of the committee fail to answer a question presented by
the term ‘“research.” Is “‘research” meant to be a nonprofit, university-
type activity or does it also include what will possibly be the largest
single user of literature storage and retrieval systems, organized
industrial research and development? Presumably, the profit-
orientated element of the latter activity will exclude it from the
“purpose” exemption of fair use.!'

An additional section of the bill will grant an exemption for certain
teaching activities. It is provided that a “display of a work by
instructors or pupils in the course of face-to-face teaching activities of a
nonprofit educational institution, in a classroom or similar place
devoted to instruction” is not an infringement of copyright.!'® This
would seem to exempt the use of copyrighted works in computerized
methods of instruction, a potentially large use of literature storage and
retrieval devices.}¢

Generally, the fair use provision in the proposed bill “is intended to
restate the present judicial doctrine of fair use, not to change, narrow,

110 Copyright Bill § 107.

11 Committee Report 35-36.

12 14,

113 Copyright Bill § 107.

114 Committee Report 33.

115 Copyright Bill § 110(l).

118 See, e.g. Melloan, “Selling to Schools: Big Educational Outlays, New Teach-
ing Methods Create a Vast Market,” Wall Street Journal (May 3, 1965), p. 1.
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or enlarge it in any way.”!'” Under the bill, the principles of fair use
should embody the same equitable rules of reason whether a copy or
display is made by a computer or by some much less sophisticated
technique. The same equitable principles considered by Justice Storey
in Folsom v. Marsh'*® should be applied and, through a balancing of
the interests involved, a decision rendered on the particular facts of
the case.

CONCLUSION

Under the existing copyright statute, the only input and output
functions of a literature storage and retrieval system which do not
appear to be infringements of copyright are those which are not in
“intelligible systems of notation.” This anomaly is due to a classic
example of a difficult case making bad law. The decision in White-
Smith Music Publishing Co. v. Apollo Co. appears to have frozen the
law in this particular area and disabled it from developing along with
the technology with which it must deal.

On the other hand, the latest bill for the revision of the copyright
law provides protection for the copyright owner against exploitation
by users of literature storage and retrieval devices. While it can be
appreciated that some of the provisions of the new bill may restrict the
development and application of new computer uses, the public interest
is probably best served by continuing to protect the individual author.
The small price that users of literature storage and retrieval systems
may have to pay is far outweighed by the benefit to the public at large
which results from a continued encouragement and reward of individ-
ual creativity.

117 Committee Report 32.
1189 F. Cas. 342 (No. 4901) (C.C.D. Mass. 1841); see text accompanying note
81 supra.
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First-to-File System

ROBERT M. DAVIDSON*

SUMMARY

THE CONSTITUTIONALITY OF THE FIRST-TO-FILE SYSTEM is examined
by tracing the traditional concept of “true and first inventorship”
from its inception in England to its influence on the meaning of
“inventor” in the U.S. Constitution. Although the establishment of a
first-to-file system would be contrary to Anglo-American legal con-
cepts, the author believes that the breadth of Congress’ power to
promote the useful arts is sufficient to encompass such an innovation.

INTRODUCTION

IN THE RECENT Report of the President’s Commission on the
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Patent System,! that body designated as its first and most important
recommendation, the granting of a patent to the first applicant
regardless of a prior conception or reduction to practice by another.
Their recommendation went as follows:?2

... (a) when two or more persons separately apply for a patent
on the same invention, the patent would issue to the one who is
FIRST TO FILE his application; . . .

The Commission added,

In a first-to-file system, the respective dates of ‘conception’ and
‘reduction to practice’ of the invention, presently of great impor-
tance in resolving contested priority for an invention claimed in two
or more pending applications or patents, no longer would be
considered. Instead, the earliest effective filing date would determine
the question of priority. This necessarily follows from the provision
that the disclosure in a patent or published complete application
shall constitute prior art as of its effective filing date. Interference
proceedings thus would be abolished.3

Although the covering letter transmitting the Commission’s report
to the President made reference to background material which would
take into account in depth the considerations from which the recom-
mendations flowed,* no such background material has been made
generally available to the public.

Inasmuch as the first-to-file recommendation represents a radical
departure from traditional legal concepts, it is particularly important
that the Commission’s background on this point be made public. The
need for such data was heightened as The Patent Reform Act of
1967, which adopts the first-to-file concept has already been intro-
duced into Congress. It is hoped, that, due to the paucity of adminis-
tratively developed background on first to file, thoughtful observers
will, in the near future, turn their attention to both the legal and
economic implications of this recommendation. The purpose of this
short paper is to investigate the Constitutionality of first to file, which
is an issue that merited discussion in the Commission’s report.

HisTtory oF “TRUE AND FIRST” INVENTORSHIP

Article I, Section 8 of the Constitution includes among the enu-

1U. S. Government Printing Office, Washington, D. C. (1966) .
2]1d. at p. 5.

31d. at p. 5.

41d. at p. ii.

8. 1042 and H.R. 5924.
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merated powers, the power of Congress,

To promote the Progress of Science and useful Arts, by securing
for limited Times to Authors and Inventors the exclusive Right to
their respective Writings and Discoveries;

This provision which has been and still is the basis for all laws
dealing with patents and copyrights is of central importance in this
investigation. The constitutional provision was the combined pro-
duct of Charles Pickney and James Madison® both of whom came
from states which had patent laws patterned after the English
practice.

In the colonies, as in England, patents were looked upon as an
exception to a more general policy against the granting of private
monopolies. An example of this feeling is illustrated in the response
Thomas Jefferson, often called ‘“‘the father of our patent system,”

gave to James Madison after Jefferson reviewed a draft of the
Constitution. He said,

1 sincerely rejoice at the acceptance of the new Constitution by
nine states. It is a good canvas, on which some strokes only want
retouching. What these are, I think are sufficiently manifested by the
general voice from north to south which calls for a bill of rights. It
seems pretty generally understood that this should go to ***
monopolies. *** The saying there shall be no monopolies, lessens
the incitements to ingenuity, which is spurred on by the hope of a
monopoly for a limited time, as of 14 years; but the benefit of even

limited monopolies is too doubtful to be opposed to that of their
general supression.”

The view that patents are limited monopolies with the emphasis on
limited has persisted to this day. It is not surprising then that jurists
are often found placing limitations and exceptions on the patent
grant; some of which do not appear in our Constitution. If it is
possible from Article I, Section 8 to find a “constitutional standard of
invention,”8 and apply it to limit the scope of patent grants, it would
not be surprising that a similar limitation could be found as to whom
the limited monopoly should be granted.

The Constitution uses the term “inventors’” as the person entitled to
the exclusive grant. A review of the meaning of the word at common

law will be helpful in determining its intended meaning in the
Constitution.

8 K. Fenning, “The Origin of the Patent and Copyright Clause in the Consti-
tution,” Georgetown Law Journal, Vol. 17 (February 1929); p. 109.

? The Writings of Thomas Jefferson, Vol. 5, Paul L. Ford, ed. New York: G. P.
Putnam’s Sons. 1895, p. 113.

841 JPOS 389.
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The common law of patents for inventions extends far back into the
15th and 16th centuries in England. It was explained and codified in
the Case on Monopolies® and the Statute of Monopolies.’ In the
former, the Exchequer Chamber held that the royal grant of an
exclusive privilege for the sole making and merchandizing of playing
cards within the realm and the sole importation thereof was an illegal
monopoly.

Arguing against the grant, Fuller, counsel for the defendent is
quoted as saying:

Now therefore 1 will show you how the Judges have heretofore
allowed of monopoly patents which is that where any man by his
own charge and industry or by his own wit or invention doth bring
any new trade into the Realm or any Engine tending to the
furtherance of a trade that never was used before and that for the
good of the Realm; that in such cases the King may grant to him a
monopoly patent for some reasonable time, until the subjects may
learn the same, in consideration of the good that he doth bring by
his Invention to the Commonwealth; otherwise not.

To support his position that these were the only valid monopolies at
law, Fuller cited three cases in which, after the monopoly was granted,
the invention was found not to have been novel as to the alleged
inventor. The last case cited by Fuller was a patent to Humphrey of
the Tower, in which the Court of Exchequer held that if Humphrey
was not the first and true inventor, he was not entitled to a limited
monopoly. (Emphasis added.) Though the arguments of Fuller have
been erroneously credited to the Court by some reporters'! they have
nevertheless been often repeated as basic tenets of the common law of
patents.!2

The Statute of Monopolies, like the Case of Monopolies was an
attempt to put an end to the granting of monopolies which were
illegal at common law, but which were still being granted by the
Crown. A proviso in the Statute allowed for the granting of future
letters patent for inventions. Because of its importance in the common
law that portion is reprinted in full as follows:

VL. Provided also, and be it declared and enacted: that any
declaration before mentioned shall not extend to any letters-patent
and grants of privilege, for the term of fourteen years or under,
hereafter to be made, of the sole working or making of any manner

of new manufactures, within this realm, to be the true and first
inventor and inventors of such manufactures, which others, at the

9 Darcy v. Allein, Noy 173; 11 Coke R. 84-b; Web. Pat. Cases I, (1602).

1021 Jac. 1, Ch. 3 (1624).

11 See for example, Webster's Account, Web. Pat. Cases 1.

12 Fox, Monopolies and Patents, (Toronto: University of Toronto Press, 1947).
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time of making such letters-patent and grant, shall not use, so as also

they be not contrary to the law, nor mischievous to the state, by

raising prices of commodities at home, or hurt of trade, or generally

inconvenient: The said fourteen years to be accounted from the date

of the first letters-patent or grant of such privilege, hereafter to be

made; but that the same shall be of such force as they should be, if

this act had never been made and of none other.13
These common law precedents quite clearly establish that a person
was not entitled to a monopoly unless he was the true and first
inventor.

Because the Statute of Monopolies was a codification of common
law, and because it was only concerned with activities within the
“Realm,” it is to be expected that the term “true and first inventor”
was applicable only to the “‘Realm.” The case law both before and
after the Statute of Monopolies fortifies this view. For example, in
Hasting’s Patent of 1567 for the making of frisadoes,'* the patentee
was the first importer of the skill. In Matthey’s Case,'s the patentee
was also an importer. Similarly, in the famous Cloth Workers of
Ipswich Case,'® the court regarded importers as the proper recipients
of a patent grant. Following the Statute of Monopolies in Edgebury v.
Stephens, the court declared,

. if the invention be new in England, a patent may be granted
though the thing was practiced beyond sea before; for the statute
speaks of new manufactures within this realm; so that if it be new
here, it is within the statute; for the act intended to encourage new
devices useful to the kingdom, and whether learned by travel or by
study it is the same thing.17

It is clear, however, from Minter v. Wells & Hart,'® that at common
law only the first importer was entitled to'a patent.

The inclusion of “importers” as proper holders of patents can not be
said to have reduced the dignity and force of the words “true” and
“first,” because, as the courts pointed out, those words were meant to
apply only to acts within the realm. '

A second doctrine which has a bearing upon the interpretation of
the common law requirement of a “‘true and first inventor” is illustrat-
ed in Dolland’s Case.’ In that case, Dolland was granted a patent for
the manufacture of object glass in a telescope. Dolland later sued one,

13 21 Jac. Ch. 3.

14 See Web. Pat Cases at p. 6.

15 Id. at p. 6.

18 Godbolt 252; 1 Abb. Pat. Cases 6. (1615) .
17 Web. Pat. Cases, p. 356 (1691).

18 Web. Pat. Cases, p. 127 (1834).

19 Web. Pat. Cases, p. 42 (1758).
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Cornhill, an instrument maker for infringing his patent. The defense
alleged in the suit was that Dolland was not the true and first inventor
inasmuch as one, Dr. Hall had made the discovery prior to Dolland. It
was established by the plaintiff however that Dr. Hall had not applied
for a patent grant and had kept the discovery secret. The court held
that the secret use of the discovery by Dr. Hall was not such as to
defeat the rights in Dolland.

It must be pointed out that this was not a case where rival parties
were claiming or petitioning for patent rights. Thus, the issue was not,
who, between two petitioners should be awarded the grant, but rather
whether the secret use by Dr. Hall prior to the patenting by Dolland
would act as a bar to Dolland’s patent grant. The issue is put into a
more proper prospective when it is realized that Dolland’s patent was
granted on April 19, 1758 and the suit occurred in February 1786, eight
years later and at no time during that interval did Dr. Hall apply for a
patent grant. Further, Dr. Hall was not a party to the infringement
suit.

Consequently, the most Dolland’s Case can be cited for is the
proposition that it modified the word “first” to mean that a patent
would not be invalidated in an infringement suit by the defendant’s
showing that prior to the plaintiff a third party had discovered and
abandoned the invention.

The theory that an abandoned secret use would not vitiate a grant
to a subsequent inventor was more fully explained in Jones v.
Pearce.2

The later case of Cornish & Siever v. Keene & Nickels®® seems to
imply that where there are rival inventors, he who first applies for a
patent should prevail. For in that case, the court said,

. . . because there may be many discoverers starting at the same
time, many rivals that may be running on the same road at the same
time, and the first which comes to the crown and takes out a patent,
it not being generally known to the public, is the man who has a
right to clothe himself with the authority of a patent, and enjoy its
benefits.22
But again, this was not a case between rival applicants, but rather the
issue again was whether a prior secret use would in itself vitiate a
patent grant. Hence the above language is dicta to our inquiry.
The real meaning of the Statute of Monopolies with respect to the
issue at hand is best described by Michael when, he said, discussing the

20 Web. Pat. Cases, p. 122 (1832).
21 Web. Pat. Cases, p. 501 (1835).
22 Id. at 508.
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historical background of patents,

Another important feature of the first ¥French law of 1791, is that
the law was mainly to benefit the true inventor (“veritable inven-
teur”), which is in full agreement with the English Statutes of
Monopolies. This must be emphasized particularly in view of the
fact that it has been erroneously inferred under the provisions of
some patent systems such as the German that the patent was to go
not to the “true” and “first” inventor, but to the “applicant”; this
doctrine being particularly widespread in Germany where a patent is
granted to the first applicant, and where no examination is made as
to whether or not the applicant is the actual inventor, due to the
difficulty of proof. Such an inference, however, would denote a
complete misunderstanding of the true principles of universal patent
law. Patent law was originally based upon the idea that he who
discloses the invention and claims protection for it is also the
original inventor or his legal successor. While an inventor who does
not disclose his invention is not entitled to any protection, a mere
discloser who is not the inventor is even less entitled to it, provided
always, of course, that the latter did not rightfully derive the title of
the invention from the inventor. If it were otherwise, then there
would be a premium upon the violation of secrets, upon the
intrusion into the working conditions of others, upon espionage and
fraud, which naturally cannot be the intent of the law. Patent
systems, such as the German, which grant the patent to the appli-
cant, can only arrive at this rule by assuming that the applicant is at
the same time the true inventor.23

It was within this common law background that the constitutional
provision was written. The pre-existing common law is important in
two respects; first, the common law affords a background for interpret-
ing the constitutional clause, and second, it adds to the constitutional
provision and statutes enacted thereunder whenever not inconsistent
with verbally declared law. That the former is true can be demonstrat-
ed by the statements of the drafters who made reference to common
law when describing Article I, Section 8 and by the Colonial statutes
closely patterned after the common law Statute of Monopolies.?* The
second use of the common law is exemplified by the many citations to
the Statute of Monopolies in the early American case law and in the
writings of the early Supreme Court justices. For *example, Justice
Story’s famous note on the patent laws stated,

The patent acts of the United States are, in a great degree
founded on the principles and usages which have grown out of the
English Statute (Statute of Monopolies) on the same subject.25

28 Michel, Aloys J., Introduction to the Principal National Patent Systems, Vol.
I, Brooklyn, New York: Michel 1938. p. 16.

2421 Jac. Ch. 3.
2516 U.S. (3 Wheat) 655 (1818).
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When using common law to interpret the phrasing of the Constitu-
tion a possible argument may arise contending that since the English
Statute of Monopolies uses the words “true” and “first” to modify the
word “inventor,” that the word “inventor” must have had at common
law a broad meaning, and since the Constitution does not modify the
word “inventor” the Constitutional patent clause must authorize the
granting of patents to persons other than first and true inventors. This
argument however is a naive one which fails to distinguish between
the legal concepts of common law on one hand and the meaning of
words on the other. It assumes quite correctly that the clause should be
interpreted within the common law limitations on monopoly grants. If
that is the case, it surely is unreasonable to assume, especially in view
of the well-documented and strong feeling in the Colonies against
prerogatives and in particular monopolies, that the drafters of the
Constitution meant to broaden the patent right by broadening the
class of people to whom a patent could lawfully be granted.

Further, it is important to note that from the time of the Statute of
Monopolies to the time of the Constitution, the meaning of the word
“inventor” had evolved from “one that finds or finds out,”?® to “‘one
who produces something new; a devisor of something not known
before.”#” The older meaning is not specific to a person who finds
something new, but merely describes a finder, whereas the latter
meaning is specific to a person who produces or creates something not
previously in existence. The requirement of “produce” or “create”
require originality and the requirement of “new” or “not known
before” require priority in time. The most logical explanation for the
change in meaning in the word “inventor” over the 163-year period is
that the word had been made specific in meaning by its constant
association with the modifiers “true” and “first” in the Statute of
Monopolies.

Taking the word “inventor” in its meaning at the time of the
Constitution, it was not necessary for the drafters to recite “‘true” and
“first,” to follow the common law definition of persons entitled to a
limited monopoly as the word “inventor” contained those meanings by
implication.

Further meaning can be given to the Constitution by tracing the
early post-Constitution practice. The first Patent Act, the Act of 1790,
made no provisions for interferences which would result when several
different applications from different applicants claimed the same

26 Webster’s 3rd International Dictionary, (1964), p. 1188,
2748 JPOS 13 (1966) .
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invention. Under that Act, conflicting claims were filed by John Fitch,
James Rumsey, John Stephens, and Nathan Reed. The subject matters
in dispute were steamboats and steam engines.

Hearings were held by the patent board, which included Thomas
Jefferson, to settle the conflicting applications. A suggestion was made
at the hearings that the conflict be settled by awarding patent rights to
the first applicant. This suggestion was rejected.?®

Mr. P. J. Federico, a noted authority on the U. S. patent laws, and
in particular their historical origin, commented on the steamboat
application conflict stating, “It is very unlikely that duplicate patents
were granted to the four steamboat claimants without deciding the
question of priority.”’?

Subsequent to the steamboat ‘‘interference,” Representative
Williamson collaborating with Jefferson introduced a patent bill
which provided for a jury trial for interferences. Although that bill
did not pass, a second bill introduced by Representative Williamson
on December 10, 1792 did, and became known as the Patent Act of
1793. The third section of that act required the applicant to swear or
affirm that he believed himself to be the true inventor. Section 9
provided for arbitration in interfering cases. The determination made
in such arbitration was, who was the “true” and “first” inventor.2°

Following these two acts, in Evans v. Eaton?' a case where the
plaintiff was granted a patent by a private act of Congress and
subsequently sued an infringer who defended on the grounds of prior
knowledge and use, the court said regarding the lower court’s interpre-
tation of the 1793 Act,

The court misconstrued the law in their charge in this respect,
inasmuch as the true construction of it (Section 3) is not that the
patentee shall be the first and original discoverer of a patentable
thing, but “the true inventor” of such a thing; that such a thing was
truly discovered and patented without knowledge of its prior use, or
public employment, or existence; more especially where as in the
present instance the controversy is not between conflicting patents,
but between the true patentee of a new and useful patentable thing
and a person defending himself against an infringement, on the plea
of its prior use by third persons who had no patent, and whose
discovery, even if proved was a thing never in use or public
existence, but in total disuse.32

28 18 JPOS 248.

2 1d., p. 248,

30 Robinson, The Law of Patents and Useful Invention, Vol. 11. (Boston: Little
Brown Co., 1890), p. 211. n. 2.

3116 U.S. (3 Wheat) 453 (1818).

317d. at 487.
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Two important points need to be made with respect to Evans v.
Eaton; first, that the facts are almost the duplicate of those in
Dolland’s Case, and the decision is the same, and second, that the
Supreme Court carefully distinguished the facts in the case from the
case of conflicting claimants as would be present in an interference.

It is interesting to note that Justice Cardozo, speaking for the
Supreme Court in Radio Corp. v. Radio Engineering Lab.** which
was a contest of priority where the last to file was held to be the “first”
inventor and therefore the one entitled to the patent, cited Evans v.
Eaton for the proposition that, the prize of an exclusive patent falls to
the one who had the fortune to be first.*

-Evidently Justice Cardozo took Evans v. Eaton to hold that priority
must be determined in a contest among rival claimants.

The subsequent history of interference prdceedings is well known to
every patent practioner and is summarized in Allen, Commissioner v.
United States ex rel Lowry.®

It seems clear from the above historical and evolutional interpreta-
tion the constitutional provision with respect to inventors implicitly
requires a “first” and “true” inventor.

THE Issuk IN Focus

Suppose then that the Constitution is rewritten;

The Congress shall have the power; to promote the progress of
useful arts, by securing for limited times . . . to true and first
inventors the exclusive right to their discoveries.

The question arises as to whether the first-to-file system would be
constitutional if the Constitution were interpreted as suggested. To
answer this question one must first determine the test which the courts
would apply and also the manner of their application.

When preferred constitutional rights are not involved, the test for
unconstitutionality is quite high. There is a presumption of constitu-
tionality3® and the usual test is, did the legislature have a rational
basis for enacting the particular legislation? To see what the rational
basis must be directed to, the purpose of the patent laws must be
ascertained.

33293 U.S. 1, (1934).

34293 U.S. 8, (1934).

3526 App. D.C. 8; 1905 C.D. 643; 116 OG 2253,

36 See cases collected under § 48 of Constitutional Law in Federal Digest.
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In Gill v. Wells®® the Supreme Court said,

The three ends intended to be accomplished by patent laws are
knowledge by the government of what will become public property
when the monopoly expires, instruction to licensed persons as to how
to make and use the invention, information to other inventors as to
what part of the field of invention is occupied.

Later in Bauer v. O’Donnel,® they stated,

The patent law was passed with a beneficent purpose of encourag-
ing useful invention and promoting new and useful improvements
by the protection and stimulation thereby given to inventive genius,
and was intended to secure to the public, after the lapse of the
exclusive privileges granted, the benefit of such inventions and
improvements.

In Motion Picture Patents,? the statement was,

The primary purpose of our patent laws is not the creation of
private fortunes for the owners of patents but is “to promote the
progress of science and the useful arts.”

and similarly in Sinclair & C. Co. v. Interchemical Corp.,*°

The primary purpose of the "patent system is not reward of the
individual, but the advancement of the arts and sciences.

From these pronouncements it can be seen that the overriding,
“purpose and object of the patent laws is the,” promotion of the arts
and not reward of individuals.

In recommending a first-to-file system, the President’s Conmission
on the Patent System noted,

Important considerations dictate this departure from our present
practice. A first-to-file system will: encourage prompt disclosure of
newly discovered technology; substitute for the delays and expense of
interference proceedings a fair and inexpensive means by which an
inventor can establish priority; and bring U. S. practice into
harmony with that prevailing in almost all other industrial na-
tions.41

All of these considerations relate to the promotion of the progress of
the useful arts. If Congress found from the same considerations that it
was necessary or rational to adopt a first-to-file system for the purpose
of promoting the useful arts, it would be unreasonable to assume that
the Supreme Court would thwart their goal which is also the constitu-

3789 U.S. (22 wall) 1 (1874).

38229 U.S. 1, (1912).

39 Motion Picture Patents Co. v. Universal Film Mfg. Co. et al., 243 U.S. 502,
(1917) .

40 325 U.S. 327, (1944).

41 Supra note 1, p. 6.
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tional goal by holding the legislation unconstitutional because of an
implied meaning in the portion of the Constitution which is directed
to the means of reaching the desired goal.
Especially since the Supreme Court has previously held that;
. . . The power(s) of Congress to legislate upon the subject of
patents is plenary by the terms of the Constitution, and as there are
no restraints on its exercise, there can be no limitation of their right
to modify them at their pleasure, so that they do not take away the
rights of property in existing patents.42
To conclude, although the history and background of the present
day interference proceedings whereby the law attempts to ferret out
the “true” and “first” inventor in accordance with common law
precedent establishes that the Constitution implicitly calls for a “true”
and “first” inventor, the issue of first inventorship does not have a
direct bearing upon the recognized goal of the patent laws in promot-
ing the useful arts. Thus, if Congress believes that the promotion of
the useful arts requires or even calls for the first-to-file system, it must
be presumed to be constitutional.

4242 US. (1 How.) 202 at 206 (1843).



Adequate Control or Trademark Misuse—
Trademark Licensor’s Dilemma

LAURENCE H. PRETTY*
SUMMARY

A TRADEMARK LICENSOR’s DUTY to control the quality of the product
or service provided by his licensees under the mark may conflict with
various of the antitrust laws under some circumstances. Various types
of such violation and their effect on the licensor are examined. A brief
review of the business background and legal environment in which
trademark licensing is carried on are included.

BUSINESS BACKGROUND

TRADEMARK LICENSING MAY BE DEFINED as a practice whereby the
owner of a trademark or trade name licenses the use thereof to

* This paper was submitted by the author, as a third-year law student, in partial
fulfillment of the requirements for the Seminar and Lecture Series given by The
PTC Research Institute and faculty of The National Law Center of The George
Washington University.
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another who provides the product or service and sells it under the
mark directly to purchasers.

Three common situations in which trademark licensing is common
may be observed:

(1) The situation in which the trademark owner himself provides
the product or service but is limited in his ability to meet the
demand. In this event the trademark owner may license others
to provide the product or service (the terms will now be used
interchangeably) under the trademark in return for a royalty.

(2) The situation in which the trademark owner has developed a
product which he does not himself provide (but which he may
control in some way through patents, trade secrets and the
like) but permits others to provide and sell under the trade-
mark in return for a royalty.

(3) The situation in which a group of small businesses in a given
industry, unable to compete individually with the giants in
that industry, form an association to promote a nationally
known trademark for a product which they each provide and
sell under the mark.

Although persons who have attempted to study the economic effects
of franchising have been hampered by the lack of adequate statistical
information,' there appears to be a general conclusion among such
authorities that franchising provides employment for substantial num-
bers of people? that it stimulates the development of small busi-
nesses,® and that the practice has a beneficial effect on the economy.*

1 Edwin Lewis, The Franchise System of Distribution, (University of Minnesota
Press, 1968), p. 85: “The Census of Business which provides much factual data,
does not distinguish franchise businesses, except in the case of automobile dealers,
from other classifications. Furthermore, no private source has ever attempted a
census of franchise businesses and to do so would result in only a rough approxi-
mation of the actual number of franchise holders, their sales volumes, locations,
number of employees, payrolls and the like.”

2 Ibid at p. 87—The author estimates that there were at least 31,000 independent
franchisees in 1963 excluding the much larger numbers of franchised automobile
dealers and gas station operators,

3 David Schwartz, The Franchise System for Establishing Independent Retail
Outlets, (Georgia State College, 1959) : “Franchising systems appear to be an excel-
lent means of developing and stimulating small businesses. To the extent that such
systems are carefully managed and operated for the mutual interest of the fran-
chisor and franchisee, they can be considered a definite asset to the economy.”

4 See Bernard Susser et al. v. Carvel Corporation et al. (S.D.N.Y. 1962), 206 F.
Supp. 636 at 640; 141 USPQ 609.
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LEGAL ENVIRONMENT

The historical concept of a trademark as essentially comprising an
indication of the source of origin of the goods was reflected in early
common law doctrine, that a trademark could not be licensed except
as incidental to a transfer of the business or property with which it had
been used.®* However, with the development of the “‘guaranty” theory
of trademarks, under which trademarks are considered to be primarily
an indication of goods of uniform grade and quality to the purchasers,
courts began to create exceptions to the rigid common law rules
regarding trademark licensing.® By 1946, the exceptions had become
numerous and a revised Trademark Act enacted that year, the Lan-
ham Act, made specific provision’ for use of trademarks by users other
than the owner of the mark.

Under Section 5 of the Lanham Act, a registrant’s mark may be used
by a “related company” provided such mark is not used in such
manner as to deceive the public. This proviso has been generally held
by the courts to impose a duty on a trademark licensor to control the
quality of the product produced by the licensee and sold under the
mark.8 This is obviously necessary to avoid the possibility that licen-
sees might otherwise attempt to pass off goods inferior to those
normally sold under the mark.

It also will be appreciated that in addition to his legal duty to
impose quality standards on the products sold and manufactured
under the licensed mark, the licensor is generally commercially inter-
ested in so doing in order to maintain the goodwill of the mark.

However, on occasion, this duty of control may conflict with various
requirements of the antitrust laws. Such conflict may arise because the
licensor has deliberately used his duty of quality control as an excuse
for conduct that violates the antitrust laws, or innocently in pursuance
of methods that the licensor in good faith believes are necessary to
maintain the goodwill of the mark. The sections of the antitrust laws
with which conflict most frequently arises are Section 1 of the Sherman
Act,? directed to contracts in restraint of trade, Section 2 of the same

8 See for example McMahan Pharmacal Co. v. Denver Chemical Co., 113 Fed.
468.

6 For an interesting account of the legal development of Trademark Licensing
see “'Quality Control and the Antitrust Laws in Trademark Licensing,” Yale Law
Journal, Vol. 72, (1963), pp. 1171, 1182-1193.

7 60 Stat. 429 (1946) ; 15 U.S.C. 1055 (1958).

8 See for example, U.S. v. Restonic Corp. (D.C. I1l. 1960) CCH Trade Reg. Rep.
1960 Trade Cases para. 69,739. Sce aiso Broeg v. Duchaine, 67 N.E. 2nd 466.

915 U.S.C. Section 1.
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Act!® directed to attempts to monopolize, and Section 3 of the Clayton
Act,'! directed to commercial practices likely to lessen competition or
create monopoly. Actual or potential violation of these and other
provisions of the antitrust laws may occur in a variety of trademark
licensing arrangements to be separately considered.

TyING AGREEMENTS

The first type of trademark license agreement to be considered is
that in which the licensor requires the licensee to purchase some or all
of the elements used to make the product, solely from the licensor.
While this is a form of license provision that at first sight seems to be
one closely related to the licensor’s obligation to control the quality of
the final product produced by the licensee, the licensor's real motive
may sometimes be to make an additional profit on the tied item, as
well as the royalty profit. Under certain circumstances'? tying may
constitute a per se violation both of the Sherman Act and of Section 3
of the Clayton Act, notably where a “not insubstantial”’ amount of
interstate commerce is affected or if the licensor enjoys monopolistic
power in the market for the tying product.

Court decisions in trademark licensing cases involving tying agree-
ments do hot appear to be entirely consistent. In the 1954 Anchor
Serum Company v. FTC,*® a producer of serum for hog virus who
licensed wholesalers to use “ANCHOR” as a trade name provided
they purchased their serum requirements from him, was found by the
court to have violated-Section 3 of the Clayton Act. In reaching its
decision, the court specifically discussed and declined to follow
certain dicta in an earlier Supreme Court case, Standard Oil Co. and
Standard Stations v. U.S.,13 regarding possible justifying circumstances
for tying agreements and relied upon the Commissioner’s finding that
the arrangement presented a potential impediment to a substantial
amount of competitive activity.!®

10 15 U.S.C. Section 2.

1115 U.S.C. Section 14.

12 For a discussion of such circumstances see James Eckmann, “Antitrust Prob-
lems in Trademark Franchising,” Trademark Reporter, Vol. 55, No. 10 (October,
1965), pp. 835, 838-839.

13 Anchor Serum Company v. FTC, 217 F. 2nd 867 (1954).

14 Jbid at p. 871.

15 Standard OQil Co. and Standard Station v. U.S., 337 U.S. 293.

16 Anchor supra note 13, at p. 872.
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Other dicta in Standard Stations' that tying may be possible where
the “specifications for a substitute would be so detailed that they could
not practicably be supplied”'* were examined in detail in Susser v.
Carvel Corporation et al.” The court indicated in dicta that “proof
that the specifications for products to substitute for those offered by
Carvel would be so complex and detailed as to make it impracticable
for Carvel to establish such .specifications” would justify a tying
arrangement.?

Other circumstances in which courts are more likely to look
favorably upon tying agreements are those in which the tied source is a
third party independent of the licensor, and arrangements in which
several, mutually competitive tied sources are specified.?! In such
circumstances the possibility that the licensor is motivated by a real
desire to control product quality rather than to gain a second profit by
anticompetitive means, is considerably enhanced.

Summarizing, it appears that tying agreements in a trademark
license are likely to be found illegal where substantial anticompetitive
effects are likely to result. Furthermore, in the restricted situations
where tying is likely to be justifiable, involving a product of particular-
ly complex specifications, it appears advisable to specify a plurality of
tied sources which are mutually competitive and independent of the
licensor.

TERRITORIAL RESTRICTIONS

Perhaps the most frequently litigated antitrust violation encoun-
tered in trademark licensing arises in connection with restrictions
imposed in trademark license concerning the geographical areas with-
in which the licensee may sell the trademarked product.

In considering this question it is first necessary to review certain
antitrust cases not primarily of a trademark licensing nature, which
courts have generally discussed in considering the validity of territori-
al restrictions. First in time is an old (1898) antitrust case, Addystone
Pipe and Steel v. U.S.22 which has sometimes been taken to establish

17 Standard supra note 15, at p. 306.

18 Ibid.

19 Carvel, supra note 4.

20 Carvel, supra note 4, 141 USPQ 609, at p. 615.

21. Denison Mattress Factory v. The Spring Air Company, 308 F. 2nd 403, 134

USPQ 537, 542; Engbrecht v. Dairy Queen Co. 203 F. Supp. 714, 133 USPQ 505,
508.

22 Addystone Pipe and Steel v. U.S,, 85 Fed. 271.
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that territorial restrictions constitute a per se violation of the antitrust
laws. However, as has been pointed out,?® 4ddystone also included as
dicta, the proposition that restrictions of trade ancillary to a valid
main purpose may not be illegal. Sixty-five years later the Supreme
Court in White Motor Co. v. U.S.,** involving a truck manufacturer
distributing trucks to distributors having exclusive sales areas allocated
by White, refused to find vertical territorial allocation as being per se
illegal because too little concerning the impact of such agreements
were known.?® In another case involving vertical allocation of territo-
ries, Sandura Co. v. FTC,?® a small and weak company competing
against the national giants of the floor tile industry, was able to survive
only by granting territorially exclusive areas to its dealers, who would
not otherwise provide the advertising necessary to keep Sandura in
business. In this case the court found no violation of the antitrust laws
as the essential element was the success of the manufacturer,?” not the
desire of the dealers to avoid competition.

In the specifically trademark licensing field, the first major case,
Timken Roller Bearing Co. v. U.S.2% involved an agreement between
American Timken and the British and French Timken companies to
divide up world markets. The agreement even extended to bearings
not sold under the Timken mark. The Supreme Court affirmed a
lower court decision that such an arrangement constituted a violation
of Sections 1 and 3 of the Sherman Act. In affirming, the Supreme
Court appears to have given emphasis to the lower court’s finding that
“the trademark provisions [in the agreements] were subsidiary and
secondary to the central purpose of allocating trade territories.”?

A more recent case, Gray Line Inc. v. Gray Line Sight-Seeing®®
involving an essentially horizontal division of territories among sight-

2 See Sigmund Timberg, “Territorial Exclusives,” American Bar Association
Journal, Antitrust Section, Vol. 29 (1965), p. 244.

2¢ White Motor Co. v. U.S,, 372 U.S. 253. For a commentary on White, see
Stewart, “Exclusive Franchises and Territorial Confinement of Distributors,” Amer-
ican Bar Association Journal, Antitrust Section, Vol. 29, p. 33.

25 White, supra note 24: “This is the first case involving a territorial restriction in
a vertical arrangement; and we know too little of the actual impact of both that
restriction and the one respecting customers to reach a conclusion . . .”

26 Sandura Co. v. FTC, 339 F. 2nd 847.

27 See also Snap On Tools Corp. v. FTC, 321 F. 2nd 825.

28 Timken Roller Bearing Co. v. U.S,, 341 U.S. 593, 89 USPQ 462. See also U.S. v.
Bayer, Inc., 135 F. Supp. 65.

28 Timken, supra note 28, 89 USPQ 462, at 464.

80 Gray Line, Inc. v. Gray Line Sight-Seeing, 246 F. Supp. 495, see also, Deren-
berg, “The 19th Year of the Administration of the Lanham Trademark Act of
1946,” 150 USPQ 40.
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seeing bus companies through a trademark licensor owned by an
association of the companies, produced a similar result.

Trademark licensing agreements involving a vertical division of
territories (as contrasted to the horizontal arrangements of Timken
and Gray Line) have, however, fared somewhat better in the courts,
In Spring Air*' (previously mentioned in connection with tying),
one issue related to the allocation by Spring Air of exclusive sales
territories outside which the licensee for each area could not sell
mattresses under the Spring Air brand. It is noteworthy that licensees
were, however, permitted to sell private brand mattresses as they
pleased. The court, after citing Addystone3? for support for the point
that restraints of trade ancillary to a valid main purpose, may be valid,
found that the restraint in Spring Air was justifiable in view of the
licensor’s duty to control the use of the mark. The Court distinguished
from Timken on the grounds that the purpose was not primarily to
divide territory and that no restraints were imposed upon the sale of
mattresses sold under other marks.

A somewhat similar case involving license of a trademark for
mattresses, U.S. v. Sealy Inc® (currently awaiting Supreme Court
review on a granted writ of certiorari) also upheld a vertically
imposed territorial restriction. The Court noted that the arrangement
had the valid objective of promoting intensive sales coverage.3*

Summarizing, it appears that trademark licensing provisions impos-
ing territorial limitations which are primarily horizontal agreements
between competing sellers, are illegal. However, where the arrange-
ment is primarily one imposed by a licensor upon his licensees for the
purpose of promoting interbrand competition and maintaining valid
quality control, it is likely that no violation of the antitrust laws will

be found.
ExcLUSIVE DEALING

Another licensing arrangement that may pose antitrust problems is
the provision of an exclusive dealing clause in the license in which the

31 Supra note 21.

82 Addison, supra note 22.

88 U.S. v. Sealy, Inc., 1964 Trade Cases, para. 71,258.

34 Reversed U.S. v. Sealy Inc., 87 Sup. Ct. 1847 (1967). However, this result adds
little to our knowledge concerning vertically imposed market division as the
Supreme Court’s decision was based on a finding that the market division in Sealy
was in effect, horizontal market division, in view of the fact that the licensees also
constituted the Sealy stockholders.
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licensor requires that the licensee refrain from selling certain other
products (usually, but not necessarily competing products) made by
other producers.

Such arrangements have sometimes been found to create an anti-
trust violation, such as the previously mentioned Standard Stations®®
case. In this case a requirement by Standard, who controlled about 7
percent of the relevant market, that franchised Standard Oil gas
stations refrain from selling competing gasoline products was found to
be a violation of Section 3 of the Clayton Act® as foreclosing
competition in a substantial share of the line of commerce affected. It
is noted in passing that the Standard Stations situation involves use of
the licensor’s mark primarily as a trade name rather than as a
trademark, (in view of the fact that the quality and production of the
product remained with the licensor) .

However, by contrast, a later Supreme Court decision, Tampa
Electric Co. v. Nashville Coal Co.% involving an exclusive dealing
arrangement between a coal supplier and an electric utility, (not
involving a trademark), was found to be-valid. At least one commenta-
tor®® comparing Tampa with Standard Stations has concluded that the
relative share of the total market controlled by the supplier may be a
crucial factor in determining the legality of such arrangements.

In Carvel,® previously mentioned, a private triple damage suit was
brought by certain franchisees against the franchisor on the basis of an
alleged antitrust violation. A requirement in a license that the licen-
sees sell only Carvel products or Carvel-approved products was not
found to be a violation of the antitrust laws. With regard to the
exclusion of competing products the court appears to have based its
decision upon the failure of the plaintiffs to prove any economic
anticompetitive effects (following Tampa).*® With regard to the
exclusion of products not competing directly with Carvel (which it is
noted could not therefore present any possible violation of §3 of the
Clayton Act, though possibly violative of §1 of the Sherman Act), the
court based its reasoning on the need for the franchisor to safeguard
its name by excluding products not under its control** A similar

35 Standard, supra note 15.

36 Supra note 11.

87 Tampa Electric Co. v. Nashville Coal Co., 365 U. 8. 820 (1961).

38 Supra note 12, at p. 848.

39 Carvel, supra note 4.

40 Tampa, supra note 37.

41 Carvel, supra note 4, at p. 616: “The antitrust laws certainly do not require
that the licensor of a trademark permit his licensees to associate with that
trademark other products unrelated to those customarily sold under the mark.”
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result was achieved independently in an FTC proceeding against
Carvel.#?

Another case, Engbrecht et al. v. Dairy Queen,*® also involving
restrictions on the sale of other products, used reasoning similar to
that to be used in the later Carvel case regarding the sale of
noncompeting products.

Each of the preceeding cases, Standard Stations, Carvel and Dairy
Queen involved situations primarily involving trade names. One case
that treated the provision of an exclusive dealing clause in the license
of a trademark used upon a product manufactured by a licensee
trading under his own name, was the previously mentioned Spring Air
case.®® In Spring Air the licensee had agreed not to sell competing,
nationally known brands of mattresses, although he was permitted to
sell other mattresses under various private brands of his own. The
reasoning of the portions of the Spring Air decision that dealt with the
exclusive dealing issue, is unfortunately somewhat mixed with por-
tions of the opinion that dealt with the tying issue. However, the
court found no violation apparently, because “There was no evidence
that either of these agreements inconvenienced Denison or restrained
interstate commerce in any way.”*® However, the reasoning behind
this portion of the Spring Air decision does not appear to be clearly
expressed or related to specific sections of the antitrust laws and it
appears that clarification of the law in this area must await the arrival
of further cases.*”

The previous situations have concerned licensors who impose exclu-
sive dealing provisions upon their licensees. One interesting case
dealing with an apparent converse of the usual situation is Phi Delta
Theta Fraternity v. J. A. Buchroeder Co.*® In this case, a supplier of
jewelry items, the licensee, had been granted exclusive national rights
to sell jewelry items bearing trademarked fraternity insignia to the
members of various fraternities who owned the trademarks—the li-

42 Carvel, FTC Docket 8574, 3 CCH Trade Reg. Rep., para. 17,298.

43 Dairy Queen, supra note 21.

44 Dairy Queen, supra note 21, at p. 508: “There is credible evidence that the sale
of food from Dairy Queen stores would have an adverse effect upon the sale of
Dairy Queen products.”

45 Spring Air, supra note 21.

46 Spring Air, supra note 21, 134 USPQ 537, 544.

47 “In the absence of other decisions squarely in point, it would seem premature
to enter upon any generalisations based upon the holding in the Spring Air case
with respect to this particular restraint.” Robert LeBlanc, “Antitrust Ramifications
of Trademark Licensing and Franchising,” Trademark Reporter, Vol. 53 (May
1963) , pp. 519, 540.

48 Phi Delta Theta Fraternity v. J. A. Buchroeder Co., 251 F. Supp. 968.
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censors. The court, on a stipulation of facts, found that a violation
of the antitrust laws had occurred.*® However, final disposition of this
case has still to be achieved.

Reviewing the foregoing briefly, it appears that an exclusive dealing
clause, excluding sale of competing products in a trademark license,
where the licensor controls a share of the total market in excess of 7
percent, is likely to be found a violation of Section 3 of the Clayton
Act. Similar clauses regarding the sale of noncompeting products may
present a potential Section 1 Sherman Act violation, but are likely to
be viewed more leniently by the courts, particularly where the licensee
is operating under a licensed trade name primarily. Where the
licensee is manufacturing a product for sale under a licensed trade-
mark, the status of an exclusive dealing provision is less clear, but at
least one decision, Spring Air, suggests that in certain circumstances
there may be no violation of the antitrust laws.

RESALE PRICE MAINTENANCE

License provisions in which the licensor requires that the licensee
resell the trademark product to purchasers at a uniform resale price, are
considered a per se violation of the antitrust laws® (in particular,
Section 1 of the Sherman Act), with the exception of such agreements
occurring in states having fair trade laws.’! Even in fair trade states it
is important that resale price maintenance should not be practiced as
between the licensor and licensee in a situation where they are both
competing to sell to the same customers.’?

In attempting to achieve the same result by other means, some
companies have attempted to follow the holding of U.S. v. Colgate®®
in which the Supreme Court upheld a manufacturer who unilaterally
refused to deal with a retailer who would not follow the manufactur-
er’s suggested retail price. The vitality of Colgate has been largely
drained, however, by a subsequent Supreme Court decision, U.S. v.
Parke Davis,® which in effect held that refusal to deal was not, in

49 I'bid at p. 974.

50 Sealy, supra note 33.

51 Miller-Tydings Act of 1937; McGuire Act of 1952.

52U.S. v. McKesson and Robins Inc., 351 U.S. 305; See also Snap On, supra note
27, at p. 835.

53 U.S. v. Colgate, 250 U.S. 300.

5¢ U.S. v. Parke Davis, 362 U.S. 29,
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fact, unilateral where it arose after representations were made to the
manufacturer by other complaining retailers.

About the most a trademark licensor can realistically hope to
achieve in pursuing the goal of uniform retail prices for his product, is
to suggest prices for which the product should be sold retail and then
avoid any attempt to actually enforce these prices. Suggested retail
prices in these circumstances do not apparently constitute a violation
of the antitrust laws.5

CONSEQUENCES OF ANTITRUST VIOLATION

A trademark licensor who commits an antitrust violation is likely to
find himself subjected to a number of adverse consequences.

Federal action against an antitrust violator may take the form of a
civil suit instituted by the Justice Department or by the Federal Trade
Commission, resulting in a civil judgment, cease and desist order, or
consent decree, with monetary penalties usually being imposed only
for subsequent violations. If the antitrust violation is of a particularly
blatant and obnoxious character, the Justice Department may insti-
tute a criminal action which may result in fines against the company,
as well as fines, or even prison for officers or directors of the company.

A state may also choose to proceed against a violator under state
antitrust laws, where applicable, though until recently, lax enforce-
ment of local antitrust laws in most states has reduced the significance
of this possibility.

A further incentive against antitrust violations is the possibility that
the violator will thereby expose himself to a private, treble damage
suit® by an injured party under Section 4 of the Clayton Act.5" In
this connection, it should be noted that a judgment for the govern.
ment in a prior suit, is available as prima facie evidence of violation
for the individual bringing the later treble damage suit.

Also significant to a trademark licensor is the possibility that he may
be unable to enforce his mark against an infringer by virtue of Section
88b (7)% of the Lanham Act which makes antitrust violations a
defense. Although some commentators have argued that this section
does not affect the merits of the controversy, but merely the evidenti-

55 See Spring Air, supra note 21; Carvel, supra note 4.
56 Carvel, supra note 8.

5715 U.S.C. 15, 15a, 15b, 16.

58 15 U.S.C. 1115,



264 IDEA

ary weight of registration,® the body of opinion and recent case
decisions® seem to favor the view that Section 33b (7) furnishes a
full affirmative defense against a charge of trademark infringement.

Trademark misuse also may defeat an action on the license by the
licensor for royalties owed for breech of contract, on general principals
of equity or even on state antitrust laws.s!

CONCLUSION

It becomes apparent in considering the subject of trademark misuse
that there are relatively few cases dealing squarely with this topic and
that most of them have arisen within the last 20 years. Indeed, as
recently as 1961, one commentator could declare flatly, “to date there
is no body of law with respect to trademark licensing which is
comparable to the misuse doctrine as applied to patent licensing.”¢
Perhaps one reason for this paucity is that until the comparatively
recent development of large national chains of franchise businesses,
the majority of strong trademarks were rarely made available by their
owners for licensing, while such relatively weak marks that were
available had insufficient economic leverage to enable the licensor to
effectuate misuse.

However, it is apparent that the emergence of strong marks avail-
able for licensing to franchisees has spurred an increase in the
development of case law dealing with trademark misuse. In resolving
these questions courts are presently tending to proceed on almost an
ab initio approach in each case with close attention to the economic
status of the parties and the reasonableness of the restrictions, rather
than by applying a broad body of rules. Although such rules must

inevitably emerge, it appears that the present stage is one essentially of
creative development of the law.

% For example, see “Unclean Hands in Trademark Infringement,” Columbia
Law Review, (January 1965), pp. 109, 115.

60 Buchroeder, supra note 47. See also “The Antitrust Defense in Trademark
Infringement,” Virginia Law Review, Vol. 45 (1959), p. 48.

61 Jackson Brewing Co. v. Clarke, CCH Trade Reg. Rep. 1964 Trade Cases,
para. 71,082,

62 Krayer, “Domestic Trademark Licensing,” 43 JPOS 574, 584.
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Bugbee, Bruce W., The Genesis of
American Patent and Copyright
Law, Washington, D.C.: Public
Affairs Press, 1967. 208 pp. $6.

“The Genesis of American Pat-
ent and Copyright Law” is very
readable and informative. Mr.
Bugbee adds interesting back-
ground to the bare words on
patents and copyrights in the
Constitution. He presents the
European origins of industrial
and intellectual property in
Chapter 2, the interrrelations
between the Colonial Period and
the English experience in Chap-
ter 3, the developments in pat-
ent and copyright law in the
States in Chapters 4 and 5 and
the drafting of the Constitutional
provision and early patent and
copyright laws in Chapter 6.

The book clearly evidences a
considerable amount of research.
It should prove invaluable for
scholars and students interested
in the history of the American
patent and copyright systems.
Aside from some minor errors
relating to legal terms this is a
workmanlike job. A reading of
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the book, however, leaves one
with a strongly felt need for
much more information, particu-
larly of a legal nature. A history
of the systems written by a pat-
ent or copyright lawyer, using
Mr. Bugbee's contribution as a
nucleus, would be most timely
and useful.

The author cites a sizable
body of patent and copyright lit-
erature. Curiously, a relatively
large part of this cited literature
is quoted in the text. The whole
work would have benefited had
more of these quotations been
included in.the footnotes or an
a