THE WHITE HOUSE
WASHINGTON
October 16, 1979

- MEMORANDUM rOR: THE SECRETARY OF STATE
THE ATTORNEY GEMERAL
THE SECRETARY OF DEFENSE . .
THE SECRETARY OF THE IHTERIOR S,
THE SECRETARY OF AGRICULTURE
THE SECRETARY OF COMMERCE
THE SECRETARY OF HEALTH, EDUCATICN, AnD WELFARE
THE SECRETARY OF HOUSING AMD URBAN DeVELOPHENT -
THE SECRETARY OF TRANSPCRTATION
THE SECRETARY OF EMERGY
THE DIRECTOR,. MATIONAL SCIENCE FOURDATION
THE ADMINISTRATOR, NATIONAL AEROHAUTICS ARD
SPACE ADMINISTRATION
THE ADY IIISFPATO“, EMVIRONMENTAL PROTECTION ﬁq CY
THE ARMINISTRATOR, GENERAL SERVICES ADMINISTRATIOHN
THE CHATRMANM, RUCLEAR REGULATORY COMHISSION

FROM ¢ STU EIZENSTAT v

1 © SUBJECT: Federal Patent Policy

On Thursday, October 18, 1979, at 5:00 p.m., Room 330, 01d Executive
Office Building, there will be a special meeting on the subject of
Federal patent policy in connecltion with the Domestic Policy Review of
Industrial Innovation. During White House staff consideration of the
DPR, three strategies that would serve as a basis for a iegislative
proposal have been developed. These sirategies vary in their allocation
of righis in patentabie inventions vresulting from Fedevally-supported
research and develonment work by government grantees and contractors

The strategies, together with a fourth -- the status quo -- are described
in the accompanying background memorandun.

Please designate a policy-level official to represent your ﬂt“qu at the
Thursday mzeting. He or she should be prepared to reflect your policy
position for the decision memorandum to the President. The namz of your
representative should be phoned to Al Stern, 456-6250,

Attachrent



emony the agencies to establish a clear and consistent policy.

ISSUE PAPER OR FEDERAL

PATENT POLICY

Issue: This issue concerns the allocation of patent vighis arising from

Tederal sponsorship of R&D.

Background: There is a strong argument that the general public should
have an unrestricted right Lo use patents arising froﬁ Fedaral sponsorship.
These patents were derived Trom public funds and all the public have an
equitable claim to the fruits of their lax dollars. lMoreover, exclusive
rights establish a monopoly -- albeit one limited in time -- and this is
a disfTavored outcome in our economy. :

Several competing considerations, howaver, urge that exclusive
rights to such patents should be aveilable. First, government ownership
with an offer of Tree public use has resulted in an CACEPLTOH&]1Y low
commercial application of Federal inventions. Without exclusive vights,
investors are ,”1!11nJ to take the risk of developing @ Federal invention
and creating a market for it. Thus the irony that the free public right
to use the patent results, in practical terms, is a denial of tha opportunity
to use the invention. Second, many contractors, particulerly those with
strong background patents end expzrience, ave unwilling te undertzke
work leading to Treely available patents because this palicy would
compromise theiy pronrietary position. Thus, some of the most capable
pervormers will not wndertake the govermrent work for which they arve
best suited. .

Because of the d{“r1cu]Ly oT balancing these COmp“L}I considerations,
this issuz has beenr unsettled for over 20 years. Various agencies
operate under different and conurdd1ctory statutory guwccncc The
uncprbalnLy nd tack of umiTormity in policy has itself had its negative
effect upon th° commarcialization of Lcchnologieb ”“veiopﬂd with Federal

support. As a result, there is an active interest in the Congress and
As a result of intensive discussion among the Depariments and

agencies, there is general agreement on the Tollowing issues:

. The treatirent of inventions made by government emp?oyeeg

. The active marketing by the agencies {or by the Hational.

Technical Information Service) of government-owned inventions
at home and abroad.

. The need to protect public rights in specialized areas, such
as health, safety, or national defense;
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) . The Government right to recapture control ¢f & patent to which
exclusive rights have been extended (so-called maych-in vights)
in appropriate cases in order to prvnntr comazrcialization, to
protect the public intevest, or to cnforce antitrust laws.

. The retention of patent ovmership in all cases by cducational
institutions or smell businesses, in acknowledgement of their
favored role and the importance of patents Lo them.

The above would be features of any legistative proposul forwuldtﬂ! by
.the Administration. i '

Alternative Strategies Concerning Assigmmrents of Title
Several different strategies have been suggested:

Option A. Title iu the Contractor. The perforier of Govermnent-

spoﬁfored R&D would be entitled To chtain to paLents arising fros nis
viork if he agrees to commercialize the invention.

Option B. Allccation According to Purpose. The a11ocation of
title between the Covermment and the contracier would be allocatsd
according to the Government purpose in sunporting the RZD. Uhere thz
principal purpose is to create or improve technology by L}» general
public {as in DoT), title would, in the usual case, be yetained by the
Government., On the other hand, where the primary purpose is o create
or improve techno]ogy intended For use by the Government {as in Dob),
Litie would go to the contractor.

Cption C.  Exclusive Licenses in Field o:_yhg‘ Title to the patent
would be retainad by the Government, but contractor would obtain exclusive
?1c2n>25 in fields of use that the contractor chooses to sgﬁcsfv and in
which he agrees to commercialize the invention. 'There would be an
exception where the agency determines that such a license would be
eithzr inconsistent with the agency mission or the public interest. The
Governmant would license in 111 other Tields of use.

Option D.  Maintain the Status Quo.

Discussion

Davelopment of a new legislative proposal that would presunably
bring greater uniformity to Federal patent policy requives a delicate
balancing of many competing considerations. Obviously, ecach of these
factors is not of equal importance. '

1. Uniformity. The agencies are cu::ent1y goverrned eithei by an
array of differcnt statutes ar, in the absence of statute, by Presidential
guidance. Indeed, some agencies have different stalutory guidance on
patents governing different programs.  This lack of uniformitly does not
reflect the tailoring of a consistent philosphy to different situations,




Bul rather (he chanying views of Congress over time. In Tight of thig
Tact, thove ju substantial confusion for contractors who perfor@ Ry in
which dificvent statutes apply. Options A thru € bring uniformity to
the current disarray.

2. Impact on Innovation. Exclusive rights to a patenl may be necessary
to ensure that a firm will make the often risky invesiment that is
required tu bring an invention into production and to develop a mark?t
for 1t. lxclusive rights provide protection from other firms that might
skim the profit from the market by copying the inventicn after the risk
and cost ol introduction is reduced by the first firm's cfforts. Options
A and C provide the strongest encouragement for innovation among the )
options bivause they allow the contractor to obtain rights in areas of 7
commercial interest to him. Selection between the two on this basis
would hinge on the judgment whether the Government will be a more effective
marxeter ih fields that are not of interest to the contractor {Option C)
than the private firm (Option.A). | '

3. Adwinistrative Burden. Any policy that requives an agency to
make decisiong jmposes some administrative costs. Options A and C
inposes Youahly similar administrative burdens. and Option B probably
imposes U greatest burden.

4. Wuiertainty. Obviously, a clear and easy-to-apply rule is
preverable 1o an ambiguous rule for the guidance it offers both to
industry anil Government officials. Both Options A and C, which in most
cases wolld a1low the contractor to obtain exclusive righis would be far
casier to opply in practice than the somszwhal more vague rule of Cption
B. One cun oxpect considerable haggling and uncevtainty to surround an
allocation wystem based on whether the Government's intent is to support
work Tor 11+ own use,. or for use by the public.

5. Divvuption of Existing Agency Practice. The ease of applying a
nev strategy wilT turn, in part, on the extent the new approach differs
from exicling agency practice. fs it happens, Option B results in an
allocation of {i{le among the major R&D agencies that is similar to the
ex15Ting ~latutory pattern.

6. Lomtyractor Participation in Government Programs. As noted
above, Tirw. With strong proprictary posiiions are umwilling to accept
governienl contracts that would result in Treely available patents.
Option A piovides stronger protection than Option €, although both
protect conlyactor interests. Optidn B would encourage such firims to
perform Trederally sponsored work for government use (e.q,, defensed, but
not for the yse of the public (e.g., energy).

7. Lowmpetition. Exclusive vights by definition foreclose competition
in the wideling of the invention covered by the patent and might serve
to enhante (he vrecipient's mavkel power. Option A, and in sane instances
Option B, hoae a more extensive adverse tapact on compelition than Option
G, since The exclusive rights provided by Option € are limited to particular
fie?d& ol el 1t should be noted, however, that the government in all
mstances sould retain march-in righls to recaplure control of the
patent i Lppropriaste cases.




