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STU EIZENSTAT Stv.

On Thursday, October 18, 1979, at 5:00 p_m., Room 330, Ol~ Executive
Office Suilding, there \fin be a special meet"ing on the subject of
Fed2ral p,ltent policy 'in connection with the Domcsti c Pelicy Revi cw of
Industrial Innovation. During White [louse staff considel"ation of the
DPR, -Chi"ee stTiltegies that woul d serve as a bas i s '101' a leg'islative
proposal have been developed. These stl"at(:~ries vary 'in thc i r e llocation
of j"-ights in patentable 'invent-ions resuHing from ICecierally--suppod,ed
r-esear-ch and development \'lOrk by qoverrunent grantc:es and contractors.
Tile strategies, together with a fourth -- the status quo -- ilre described
in the accompanying background memorandum.

Pleilse designate it poli cy-Ievct ofHciid to represent your a~Jc'rlCY at tile
Thursday meet inq. He or she should be prepared to reflect your policy
pos -j t i on f'or the dcci si on memo)"andwn to the Presi dent. The' name of YOUI"
representative should be phoned to fll Stem, 4;;6-5250.

f\ttach,,:ent



ISSUE PN)ER ON FEDEI(J\L

Pf\TENT POLI CY

Issue: This issue concerns the allocat-ion of patent rights in'"ising horn
Federal sponsorship of Ri,D.

Background: There "is a s tronq a rqurnent; that the general publ-ic should
1Jave anllJi-restricted right to use patents ari s i nr; f'rom Fec!c:ral sponsorship.
These patents wer'e derived from pub1i c funds and it l l the pubI'i c have an
equitable claim to the fruits of their tax dollilrs. Moreover, exclusive
rights establish a monopoly -- albeit one limited in time -- and tllis is
a di s favored outcome in our economy.

Several competing considerations, hovever , urge that exclusive
rights to such patents should be available. First, government ovmers lrip
with an offer of free public use has resulted "in an cxcept i onally Iow
commercial appl-ication of Federal "invent-ions. l-lithout excIus ive ri qht.s ,
investors are utl\";nling to take the r is k of dcve l opi nq a Federal 'i nventi on
and creat-ing a market for it. Thus the irony that the free publ] c r-ight
to use the patent results , in practi cal terms, is a deni al of the opportunity
to use the invention. Second, many cont rectors , part i cu l ar ly those \'rith
strong background patents and exped cnce , are unwi l li ng to lInd'_'fti'ke
work leacl"ing to f reeIy available patents because this poli cy v.ould
compromise the i r pr opr-ict.ary positi on. Thus) 50m2 of the n.os t capz~ble

perforn.ers Hi 11 not under-take the government work for" ~,/hi ch they are
best sui ted.

Because of the dif f i culty of ba1anc i ng these competi ng cons -i derati ons ,
this issue has been unsettled for over 30 years. Various agencies
operate under di fIerent and contradi ctory statutory gui dance. The
uncertainty and l ack of uniformity "in pol-icy has itself had its negative
effect upon the conmerci ill-j zat.i on of techno109i es deve l opcd \'Ii th Fedor-a1
support. As a reSlllt, there is ~n active interest in the Congress and
among the agencies to estabfi sh a clear and cons-istent pol i cy.

As a result of intensive discussion aloong the Depar-tments and
agenci es > there "js general agrl'ellient on the fo11 o'!ri ng issues:

•
The tr-eatment of i nvcnti ons made by qovernment emil1oyees ;

The active marketing by the agencies (or by the lIational.
Techni ca1 Inf'ormati all Servi ce ) of government-O\"lIled i nvcnt i ens
at home and abroad.

The need to protect public rights in specialized areas, such
as hea 1Lh , safety, or nati ona1 defense;



The Covr-rnn.crrl. ri ~Jht to recapture control of il patcnt to \Ihi ell
exclus-ive I'i~lhts hilVC iJ:'c;n extr.,nl!"cI (so-c"ned liun:h---in ri~hts)
in ilppl'opl'iate cases -in or-der to prwlOte com:iE'-rTia-lildt-iofl, to
protcc t the public -intel'est, or to cnfort.c ant.i trust 'lit;-15.

The retention of patent ovmershi p in al l CilSI;S hy r.ducati oneI
institutions 0)' sma l l bus-inesses, 'i n ackno'!llc~dg2;L('nt of t.hei r
favored ro l e and the Impor-tance of patents to them.

The above I-lOu-lei be features of any leg-islotive propos al f orrnul ated by
_the Administration.

Several different strategies hilve been suggested:

Qpti.QilJ\: Ti.JJ e _i II t1J~_lo!lt)~a.~__tOI'. The peY'form(~r of Government­
sponsored f(&Q wou Id be entitled to obtain to patents ar i si nq fHiCil his
work if he agl'ees to comnerci al i z e the mvent i on.

Q2t'LoJ]._J': !lll2..cil.:tl.s>~!_..fI:.c_c_~cl.it:JLt:Q __Pl!l:P_o.?~. The all ocati 0:1 of
title b(~t\':een the Government and the cont ractor would be al·locatr~d

accordi nj to the Government purpose in suppnrtl nq the E&D. \-!hen: th2
pri nci pal purpos e is to creat.e o-r 'improve technolnqy by the g2fv;ral
publi c (ns i r. DoT), title wou ld , 'in the usual case, be n;ti~-ined by the
GOV2rrn~cnt. On the other' hand) whe re the pr l ma ry pUY'pOS C -j s to C(l:i:I.{C
or improve technology int2ndecj for use l~ the Government (as in 000),
title would go to the COlltrilctor.

Qp_i:.LO]'l....f.. _t!.flr:Lsi.\'t'__J;LS:-'~I1." 8'~.illLi..c'JcLQX.JJs.C'c· Ti tl 8 to th e p2. t ,2 nt
v.ou Id be rettlined by the Gov2rnrr:::nt, but contractor wou l d obtain exc lusi ve
li cens es in fields of use that the cont ructor chooses to specify and 'in
wh i ch he agrees to ccmil1erciid-ize the invention. There woul d be an
cxcept i on \-Ihere the ag,:ncy determines that such a l i cens e 1'lOuld be
cl t.hcr i ncons i 0,tent wit.h the agency nri ss i on or the publ i c -j ntcrest. The
Government would license in all other fields of use.

Dis cuss i on

Development of a new legislativ~ proposal that woul d presumably
brin~J greiiter uniformity to Fcde ra'l patent pol-icy requires a del i catc
bill anci ng of many competi ng cons -i d2rilt-j ons. OIHi ous Iy , each of these
filctors is not of equal importance.

1. __U}1..i..f0rJ<!j~t.z.. The agencies are currently qovcrr.cd eithe!' by an
arr-ay of different s tatutes 01', 'in tile absence of statute, by Pi'esicl('nt'i'.~l

guidance. Indeed, some agencies have different statutory ~Juiclance on
patents govenlinrJ diffel'ent prO'jl"ilms. Thi s l ack of uni t ornrity docs not
reflect the tai l or i nq of a cons istent philosphy to c1iffC'l'('rrt si tuat i ons ,



.' !,HtL rtith"1 i I", challSJinSJ vi ews of Congress over time, In light of th'i s
fact, th,T,' i~, subs l.anti al confusi on for contrnctors who pl,rfom W;[) 'in
which difl"I('lIt statutcs apply. Opti ons A thru C bri nq uniformity to
the ClllTC'11 t d i sarray.

2. Irn[Jilct Pil Innovation. Exclusive rights to a patent may be necessary
to C'nslj-l::;' 111"F~1TIi:m-\iTil make the of tcn r-isky t nvcst.ment that 'is
requi rr-d l u Iwing an invention into production and to develop a market
for it. l s., l us i ve riqhts provide pr-ot cctl on from other firms that might
skim the i'l'pl"it from the market by copying the invention after the risk
and cost oIi ntroducti on is reduced by the fi rs t fi rru' s efforts. Opti ens
A and C pl'"V i de the s tronges t encoureqemsnt for i nnovati on among the
opti ens bi" -iuse they all 0'.1 the contr-actor to obtai n ri SJhts in areas of'
conmerct ali II teres t to him. Selecti on between the two on tlri s basi s
wou Id hinu,· on the judgment I'Ihethel' the Government wi l l be a more effective
ma rketer 'j II fi e1ds that are not of i ntcres t to the contr-actor (Opti on C)
than the I'l'ivilte finn (Option .1'.).

3. j\,lillinistrative Burden. Any policy that rcqiri res an agency to
make deci: i PllS i mposes'some-adrlli ni st rat i ve cos ts. Opti ens f\ and C
imposes l'l<lliihly slnri l ar admi mstr-ative burdens. and Opti on B probably
imposes 1.1,,· ~:n"atcs t burden.

4. ,tiJ"l'rtGinty. Obviously, a c'lcar and easy-to-apply rule -is
preferabl,' 1~-)-il11 itm'rJiguous rule for the gu'idilnce it offers both to
'industry oI',,! Covernn.eut offi ci a Is , Both Opti ons A and C, I,thich in most
cases woul.t d11o','/ the contractor to obtai n exclusive ri qhr.s would be fill'
easier to "I'ply 'in pract i cc than the som,"\·t!1at more vague rule of Opti on
B. Oil2 (::IJ expect consi derablc huggl-ing and uncertainty to surround on
all GC2.ti ellt '·ys tern bused on whethe r the Government's intent is to SUPPOi~t
vork 10l'; I ': own usc ; or for usc by the publi c.

5.11 i', 1'1~p..:~tQ_n_ofL.xJs t.:i.!~9..l\.geJ.~Y...J'E..a..C.t.:Lc:.~. The case of apply i nQ a
nel-J stnh"Iv \'Ii 11 turn, in part, on the extent the ne\'1 approach di f fcrs
from ey.~';li"~1 agency practice. {Is 'it happcns , Optl on B results in an
a l l ocat.i ou PI' tl t le among the ma jor RW agencies that is sirni l ar to the
exi sti nq ~.Idttltory pattern.

6. .r.'" I tractor Par-t i ci nati on in Govcrnnent Pr-ourams . As noted, f" .... ...__.L....._._ -.---------...-.--...- ...- .....
aUOVC,'IlIII'. \·ri t h strong proprl ctary posi t'i ons are lIm'li I li ng to accept
~Jov~rnm;:nl rontr-acts that woul d result in freely available patents.
Opti on f\ I" »v i des s tronqar protccti on tban Option C, although both
pr-otect u'"I"i\ctor 'interests. Optidn B v.oul d encourage such f i rms to
perform I (. ii,'I'd11 Y s pons orcd work f'or government use (e. g" defense), but
not for' tI", lise of tile publi c (c. g., enerqy},

7. ("'"j1etition. Exclusivc ri qhts by definition foreclose compcti ti on
'in trw m:" i! ·1.i'o·SJ ~o-(-the i nvent i on covered by tile patent and mi ght serve
to enhaw,' Ik: l"ccipienL's ITklrkr:t power, Option A, and in so.ne t ns tanccs
~pti:JrI B, 11,1': a II1C)'f~C cxtcnsi ve adverse 'iii1puCt on COi;lpclition than Opt-ion
C, SHICI", Ii,,· cxc lusi ve r'igllts pr ovi ded by Opti on C iln~ l itnitr:d to pill't'iculill'
fH:ld', 01 "',I'. It should be noted, hG'.-:C'VCT, that the CjDI'errli:icnl: in all
'in', tililer" ,Ii'tlld n'L:i1in Iililrch..i n r i qht.s t.o \·rCitpl.ure co:',l.nJl of the
p:Il.l'nt II, "!'!>i'ojJl'iille cases,


