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CURRENT INTERNATIONAL ISSUES

The Foundation has been engaged in a continuing series of studies of
international transactions concerned with the significance of industrial
property and related rights in the past development and in the current
operation and future course of the world enterprise systems. In earlier
issues we have published articles, reports and notes on this topic. At
present the Foundation is concentrating in the European Economic Com-
munity area on the affects of developments in the European Common
Market on American industrial property interests, and is engaged in a
series of exploratory studies on industrial property in Latin America.
In view of the imminence of Great Britain’s jowning the Common Market,
the first two papers in this section on Current International Issues are
devoted to Great Britain and the Commonwealth countries. We believe
our readers will find them a useful contribution to the information avail-
able in these areas. As the Foundation is alert to the nature of and changes
in the industrial and related property systems of the U.S.S.R. and other
Iron Curtain countries, the third article on “Innovator’s Payment Deter-
mination in the U.S.S.R.” is included to supplement the spectrum of
information already made available to our readers in previous issues of the
Journal.
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cluded to provide information to our readers on industrial property
transactions in another part of the world.






Industrializing Latin America: A New Frontier for
Industrial Property Transactions

L. JAMES HARRIS *

NEW OPPORTUNITIES

NUMBER OF STRIKING EVENTS TAKING PLACE IN THE WORLD point up
' A certain attractive economic opportunities unfolding in Latin America.
Historically, American entrepreneurs and investors have played a large
part in organizing the Latin American market. Since World War 11 the
United States has supplied on the average over half of their imports—
while less than a third has come from Europe, and about 2 percent from
Asia. Moreover, from 1938 on, the United States has provided more
and more people and money to carry on technical and scientific assistance
programs * there. It would seem natural, therefore, for us to want to
join more fully with Latin America in developing its new frontier. The
Patent, Trademark and Copyright Foundation has followed these emerg-
ing opportunities, and now deems it appropriate to study ? the practices
and problems of our southern neighbors with respect to industrial and
related properties ® so that sound and timely decisions can be made for
future wholesome development.
Although United States foreign trade has been increasing, our share of
world trade has been declining. Such factors as economic aid, military
spending, private investment and tourist spending have been responsible

* Executive Director of the Foundation.

1 George Wythe, “Latin America—Economic Factors,” Encyclopedia Americana, Volume
17, 1962 edition, pp. 14-19.

2“Mr. Moscoso said the biggest obstacle to the program has been that Latin American
nations do not have sufficient trained technical personnel to diagnose their troubles and
prescribe where to apply aid funds,

‘It is like coming to the rescue of a person crying for help and his not being able to tell
you immediately what he needs,” Mr. Moscoso said. ‘Planning for help is ‘the most im-
portant preliminary step there is. An aid plan can be successful only to the degree of
preparation.” “Inter-American Bank Seeks Latin Export Aid,” The Washington Evening
Star (April 27, 1962).

8 “intellectual property. Intangible creations of the mind, including inventions, useful
“know-how,” technical and ornamental designs, and literary, art and other products of
man's ingenuity.”” Patents, Research and Management edited by Howard I. Forman,
Central Book Company (1961) p. 569. The term industrial property is sometimes used
interchangeably with intellectual property. Generally, however, industrial property is
limited to intellectual property other than literary or artistic creations.

1
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for an unfavorable balance of approximately $2.5 billion in 1961.* Our
Asian trade balance is already highly favorable, our African trade rela-
tively negligible and likely to remain so for years to come. The principal
change will have to be made in our Latin American trade to offset the
inevitable matching or even reversal of our now favorable trade relation-
ship with Europe when the Common Market and associated European
countries realize their fast growing potential as their economic and political
alignment takes shape.

The outlook for accomplishing a sizeable increase of trade with Latin
America is, of course, very promising—and, with this increase, the expan-
sion of traffic in industrial property rights—despite competition from
Japan, the Communist bloc and undoubtedly increasing competition from
the Common Market. The Latin American countries, exhibiting an
extraordinary rate of economic growth, have welcomed ® foreign invest-
ment since World War II. There have been exceptions due, in part, to
the understandable hesitation of foreigners to invest in certain politically
charged sectors—and also due to the not too subtle “dissuasion” by the
nationalists. Since foreigners were reluctant to invest in these long term
growth industries, such as power and transportation, the Latin Americans
have turned to the international lending agencies for assistance.® Perhaps
even more important for expansion of our trade in this area is the timing:
these countries are now dependent on foreign markets to a far greater
extent than more developed nations. Thus, the present level of industrial
development in Latin America may allow us to exercise a more profound
effect in the long run if, with some imagination, we satisfy their fast
growing demands compatibly with our own productive capacities.

It is well known that one of the major problems of most Latin American
countries is their dependence upon a single crop for export,” and here there

4In 1961 the U. S. imported approximately $14.4 billion and exported approximately
$20.1 billion. We exported in 1961 $3.6 billion to Common Market countries and $2.8 billion
to the rest of Europe. Our exports to Latin America in 1961 were $2.2 billion and imports
$3.2 billion. Our exports to Asia during the same period were much higher ($4.2 billion)
and our imports lower ($2.6 billion). African exports ($0.8 billion) and imports ($0.6 bil-
lion) were relatively negligible. See chart entitled, “U.S. Trade-—~The Pattern and The
Two Problems,” The New York Times April 22, 1962), p. 12E.

5 “Considerable money is being spent on campaigns carried on by certain foreign coun-
tries to “sell” themselves to the American public and enhance the current regime’s image
in the U.S.” See Edmond K. Faltermayers “Propaganda Push,” The Wall Street Journal,
(May 8, 1962) p. 1.

¢ “The power industries in Latin America have expanded since World War II at an
annual rate of about ten percent, in some cases even higher, but requests for new connec-
tions, as the result of rapid urbanization and industrialization, continued to exceed capacity
for electric generation in most of the countries.” Op. cit,, supra, note 1.

7 “The fundamental difficulty is, of course, that the overwhelming majority of the
twenty Latin American nations remain to this day the slaves and victims of the system
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is a special job for patent licensing and the export of know-how. When
exports of the single crop decline or the price goes down and imports rise
in price or quantity, the ability of these countries to finance diversification ®
and industrialization is adversely ® affected. Here is an example of an
area in which the Foundation can provide much needed enlightenment by
a study of the role of industrial property in emerging industrial economies
and suggest guidelines for utilizing these channels of technical progress
to strengthen the nascent industrial sinews of these nations so that they
might hecome more competitive in foreign markets.

SETTING FOR LATIN AMERICAN STUDY

It is desirable to examine plausibie roles for industrial property, with
respect to the economic and political context of Latin America.
Irving H. Siegel, a-member of the Foundation’s staff, remarked in a
previous issue of the Journal: “As experience, ‘scientific discovery’ and
‘invention’ significantly affect and in turn are influenced by the larger
cultural environment. A common mistake is to overlook their roles in
the real world as ‘effects’ and to regard them as ‘causes’ only.” '* Another
dimension of this proposition which should be of interest to students

of monoculture of inadequate diversification of production. This means that most of
them stake their livelihood on the exports of one or two commodities.” Tad Szulc, “Latin
Need For Trade,” The New York Times (April 29, 1962) p. 4E.

8 “But perhaps the worst part of such a scheme is that it encourages people to ignore
the causes of the problem. Why have coffee prices fallen? Surely one explanation is
that producers went on a planting spree. And however unpalatable it may be, the only
remedy for a one-crop economy is not ‘stabilization’ but diversification,

“So we are inclined to agree with the Latin Americans’ complaints, though not for their
reasons. The Alliance aid may indeed be wasted if it becomes a vehicle for commodity
stabilization. The only commodity that will stabilize is stagnation.” “Confused Com-
modity Complaints,” in “Review and Qutlook,” The Wall Street Journal (May 1, 1962)
p- 10

9 “But, here again, Latin America runs into the vicious circle. The depreciation of
her exports and the rising prices of the imported equipment, needed for the industrializa-
tion and to produce import substitutes, become a major obstacle in these plans to surge
from economic colonialism to modern self-sufficiency.” Op. cit., supra, note 7.

10 See Harold E. Davis, Latin American Social Thought Since Independence, University
Press, Washington, D.C. (1961); Drucker, “A Plan for Revolution in Latin America,”
Harper's (July 1961) ; Preston E. James, Latin America, Odyssey, New York (1959);
J. J. Johnson, Political Change in Latin America, Stanford University Press (1958).
(“Argentina, Brazil, Chile, Mexico and Uruguay ... will set the pattern of tomorrow
for the present feudally held Dominican Republic, socially retarded Paraguay, the poverty
stricken Haiti, and the strife torn Venezeula.”); Charles Orlando Porter, The Struggle
for Democracy in Latin America, Macmillan Company, New York, (1961), William What-
ley Pierson and Federico Gil, Governments of Latin America, McGraw-Hill, (1957).

11 Irving H. Siegel, “Scientific Discovery, Invention, and the Cultural Environment,”
PTC J. Res. & Ed., Vol. 4, No. 3 (Fall 1960) p. 233.
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concerned with the nature and value of industrial property systems is that
studies in Latin America will afford us an opportunity to examine the
relationship between technological advances—including the systems de-
vised to encourage and protect such advances—and social, economic and
political institutions at different levels of development.** This first hand
contact with emerging industrial societies may be a relatively fleeting
opportunity as societies, in our age of rapid communication, become more
and more alike.*®

The endemic nationalistic *** uprisings of Latin America have been fused
by the communists into generally controlled ** political and economic **
disturbances. In the countries affected a sufficient supply of internal and
perhaps external, “idealists” has helped to force a change, whether or not
accompanied by an actual overthrow of the government, that is equivalent
to more nationalization. To the general problems implicit in communism
and nationalization must be added the difficult realization that American

13a

12 “If one does not know whether a system ‘as a whole’ (in contrast to certain features
of it) is good or bad, the safest ‘policy conclusion’ is to ‘muddle through’—either with it,
if one has long lived with it, or without it, if one has lived without it. If we did not have
a patent system, it would be irresponsible, on the basis of our present knowledge of its eco-
nomic consequences, to recommend instituting one. But since we have had a patent
system for a long time, it would be irresponsible, on the basis of our present knowledge,
to recommend abolishing it. This last statement refers to a country such as the United
States of America—not to a small country and not a predominantly nonindustricl country,
where a different weight of argument might well suggest another conclusion.” (italics
added) Fritz Machlup, “An Economic Review of the Patent System,” Study of the Sub-
committee on Patents, Trademarks, and Copyrights of the Committee on the Judiciary,
United States Senate, Eighty-Fifth Congress, Second Session, pursuant to S. Res. 236.

13 “Strengthening the Behavioral Sciences,” Statement by the Behavioral Sciences
Subpanel, The Life Sciences Panel, President's Science Advisory Committee, The White
House, Washington, D.C. (April 20, 1962).

13a “Latin American nationalism has been largely ‘anti-imperialism.’ During World War
I and the post World War I period, it centered on the struggle against United States inter-
ference in the internal affairs of the Latin American countries against United States
invasion of Nicaragua, Mexico, the Dominican Republic, Haiti, and other countries,
and against evidences of Latin American subservience to the United States, . . . Op. cit,,
supra, note 15.

14 “Mr, Arosemena’s accession to the presidency in November saved the country from
civil war and offered that ‘constitutional solution’ Latin Americans prize so highly when
they are deposing presidents. But the former Vice President had no organized political
support of his own. And he was deeply impressed by the capacity of the Communists and
their cohorts in organizing the street riots which brought down Mr. Velasco.” George
Sherman. “Drift to Neutralism Ended, Ecuador on Reform Course,” The Washington
Evening Star (April 27, 1962).

15 “The Latin American social revolution has had four basic components: nationalism,
economic development, change in class relationship, and political democracy. The Com-
munists have tried with greater or less success to use each and all of these factors in
their propaganda and organization.” Robert J. Alexander, Communism in Latin America,
Rutgers University Press (1957), p. 6.
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trade survival in Latin America has perpetuated—with a shift of empha-
sis **—the hostile '* attitude of large blocs of the native population toward
“those Yanquis.” The communists continue *® to be an important factor
in politics and might have been even more successful had not movements
of native Latin American origin existed in certain countries and prevented
the communists from gaining control of the leadership of revolution.*®
Perhaps another influence against communism or dictatorship in Latin
America has been the example of those countries which have installed one
of these systems and those which have accepted some part of either of
themn.'®®

With the increasing attention being paid to the technological aspects of
national defense, the efforts to introduce new products for domestic con-
sumption, the increased competition for markets,* the opportunity to study

18 “With the Good Neighbor Policy and the agreement by the U.S. to recognize the
juridical equality of all of the American nations, the emphasis shifted . . . to resisting
. intervention by U.S. private business interests in the internal affairs of their nations.”
0p. cit., supra, note 15.
17 See Note 13a.

18 “Although the Communists at the start of the 1960’s were not a major party in any
Latin American country except Cuba they were a potential force of considerable importance
in all of them. They played principally on the social and economic grievances of the
lower classes of those countries, and the nationalists anti U.S. sentiment widespread in
Latin America. Hence, the future of Latin American Communists tended to depend
largely on the ability of democratic groups to raise standards of living to overcome
social injustices and upon the United States to evolve policies to blunt the sharpness of
Latin American anti U.S. feelings.” John A. Houston, “Latin America—Communism,”
The Encyclopedia Britannica, Volume 13, 1962 edition, p. 744X.

1% The Aprista movement restrained the Communists in Peru, the Democratic Action
party checked them in Venezuela, the Liberacién Nacional held them in Costa Rica, the
Popular Democratic Party of Munoz Marin checked them in Puerto Rico, and the Peronista
contained them in Argentina. There were rival movements in Guatemala and Chile,
and by the late 1940’s a strong Communist build up existed in the latter country. Dictator
Anastasio Somoza of Nicaragua worked with the Communists in the middle 1940’s. Also,
there were official and unofficial Communist parties in Argentina, Peru, and Venezuela.
See Robert J. Alexander, Communism in Latin America, op. cit. supra, note 15.

19a These examples provide excellent material for study of the effects of such doctrines

. also they are generators of doubts among those in other countries threatening a take-
over and even more so among those already taken. In these cases the burden is placed on
the radicals to prove that they can actually accomplish all the miracles they promise.
Nothing can do greater harm to the cause of the far left or the far right (See George
Sherman, “Drift to Neutralism Ended, Ecuador on Reform Course,” The Washington
Evening Star, April 27, 1962), than their own performance, or lack thereof. The waste,
inefficiency, maladministration, lack of choice, poor production (See Allen L. Otten,
“Cuba’s Plight,” The Wall Street Journal, April 24, 1962.), the ambivalent attitude to-
ward business enterprise—utilizing the business methods they decry—and above all the
absence of the affluent life (without bankruptcy, e.g. Peron; see note 30) are well known.

Objective research can document and dramatize these conditions for those who are
interested. '

204 ., (W)e should note the insistent foreign bid for a larger share in United States
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industrial property systems in emerging industrial socictics, and our desire
to assist our Latin American trading partners, it would seem most perti-
nent to familiarize ourselves with Latin American inventiveness and the
means employed to encourage it. There is always the possibility that
Latin Americans might rise to challenge us in some of their own ! or
even eventually our own markets . . . as the Europeans already have
(e.g. compact cars).** The success and welfare of our country will, among
other factors, depend upon our intangible assets of fully utilized creative-
ness and upon our knowledge of foreign discoveries and their applications.

Many of the inventions extensively used in the United States, such as
the automobile, penicillin, the sulfa drugs, had their origin abroad ** and
were first produced on a large scale by American companies—due in part
to the orientation of our businessmen to our high consumption economy.
We cannot dismiss the possibility that potential economic gems might
become ripe for commercial development in these rapidly developing
“underdeveloped” countries. Latin America has been making progress in
mathematics, physics and medicine *—though perhaps not yet sufficiently
mature industrially to fully develop and exploit scientific advances—which
may include military inventions or their antecedents.

Our studies should also be useful to those who concern themselves with
the defense of the hemisphere. Examination of industrial property systems
might not only assist in a bid for a larger share of the Latin American
market ** but also might surface information concerning licensing or

markets as an emerging influence on our civilian technology. This challenge has already
brought back the domestic compact car, has probably speeded the domestic development
of transistorized radio and television receivers, and is hastening the adoption of steel-
making techniques that utilize large quantities of oxygen.” See note 23, p. 244.

21 “Ultimately Mexico hopes to assemble all automobiles, trucks and buses she needs
and to produce at least 65 per cent of all materials going into them, Behind this objective
is the necessity to conserve on imports.” See note 27.

22 0p. cit., supra, note 20.

28 See footnote 3, Irving H. Siegel, “Scientific Discovery, Invention, and the Cultural
Environment,” PTC J. Res. & Ed., Vol. No. 3 (Fall 1960) pp. 235-236.

24 “Unques'tionably, Latin America has renowned scientific institutions, researchers, of
outstanding merit and a growing interest in the cultivation of the sciences—this is also the
judgment of foreign scientists who have visited the region.” Cortes Pla, “Latin America—
Science,” The Encyclopedia Americana, Vol. 17, 1962 edition, pp. 59-60.

28 “Though it has been argued that licensing might not be desirable until exports fall
off, there are those who assert that licensing has inherent advantages over direct sales.
First, licensing is more flexible than exports in that the licensor’s own product facilities
are not tied up in anticipation of any given volume of sales. . .. Secondly, and as a
collateral point, the licensee can get closer to the market being an old hand in the area and
can determine its significant movements. . . . Thirdly, licensing avoids the problems
stemming from trade barriers. . . . Fourthly, proceeds from exports are often restricted
as to their convertibility, making it uncertain whether they will.yield a profit.” J. N.
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production of industrial military instruments or equipment by antagonistic
Latin Americans or their allies. It is no secret that avenues of technological
information, such as the industrial property systems, are exploited by
foreign countries to gather knowledge about the technological progress
and operations of other countries. In this period of rising dependence
on R&D for military hardware, the data gathered in Foundation studies
may have useful national defense implications.

Nationalist obstruction to investment of foreign capital in activities
related to natural resources, the reluctance of foreign capital to invest *’
in politically charged power and transportation industries when expropria-
tion ** is an ever-present possibility, combined with a constant demand
for rapid industrialization despite the relatively small amount of capital
domestic investors are able to afford,” has made it possible for the
“idealists”"—without major demands on the minds of the electorate—to
accomplish an increasing amount of state intervention *® in economic life.®!
Businessmen in the free world wonder how far such intervention will go,

Behrman, “Advantages and Disadvantages of Foreign Licensing,” PTC J. Res. & Ed,
Vol. 2 No. 1 (March 1958) p. 145.

27 “The greatest difficulty appears to be in obtaining sufficient investment of capital.
Nationalization of the light and power industry and Mexicanization of the mining industry
have been factors in causing a slowdown in foreign investment. Last year direct invest-
ments by American companies were estimated to have dropped to $50,000,000 from
$100,000,000.” "Paul F. Kennedy, “Mexico Studying Brazil Car Pact” The New York
Times (May 13, 1962) p. 44.

28 “The most notorious leakage of United States assets abroad as a result of foreign
expropriation is Cuba, where the losses ran to $1,000,000,000. More recently, Brazilian
moves to take over private property owned by United States and other non-Brazilian
corporations have raised misgivings as to the adequacy of compensation.” Paul Hefferman,
“Congress Acting on Expropriation,” The New York Times (May 13, 1962) p. F1.

Robert J. Alexander in Communism in Latin America (Op. cit., Supra, note 15) refers
to expropriation of U.S. agricultural and petroleum interests in Mexico, U.S. petroleum
interests in Bolivia, and to the repatriation of British and French investments in public
utilities and railroads of Argentina, Uruguay, and Brazil after World War 1.

“. . . there are outstanding many millions of dollars of defaulted foreign Government
bonds that in themselves represent just as much of an expropriation, because they are not
paying interest. The foreign Governments, because of their sovereign immunity, cannot
be sued.” Paul Hefferman, “Congress Acting on Foreign Aid As Expropriations Raise
Its Ire)” The New York Times (June 10, 1962).

20 “The Government’s favored formula is SI percent Mexican capital and 49 percent
foreign. This is known as Mexicanization. The difficulty is that Mexican capital de-
mands high dividend return whereas foreign capital is content with lower returns but
continued reinvestment.” Op. cit., supra, note 27.

30 See The Evolution of Latin American Government edited by Asher N, Christensen,
Henry Holt and Company, New York (1951), for discussion of the rapidly expanding
functions of Latin American governments.

31 See J. J. Johnson “Latin America—The Postwar Years,” Encyclopedia Britannica,
Vol. 13 (1962), pp. 744 R- 744 T.
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and whether and to what extent business will be permitted to function
within countries affected. Although the reasons for the hostile attitude
toward “Yanquis” may have largely disappeared, the elements of business
success are so mixed, that communists ** (or dictators) find little difficulty
in equating the term “Yanqui” in the public mind with big business,
exploitation of the native worker, foreign domination and control, and
with most of the unfortunate byproducts of industrialization.®

The problems of Latin America are not only communist provoked
(Cuba) or dictator inspired (Nicaragua) but also represent a combination
of both extremes (Argentina). These problems have been aggravated by
the necessary haste of the Government to find ways to speed the Latin
American tax,™ land * and other reforms so that we can provide, at long
last, the huge funds we have appropriated. Paradoxically, this has caused
even our friends *® in Latin America whose hopes *” had been raised by
expectations of rapid assistance *® to become somewhat disillusioned and
critical of the evidence of reform required*® before countries become
cligible for financial assistance. Although the Latin Americans are far

32 “As the 1950’s came to a close the Communists were gaining ground in Latin America.
The friendly attitude of the United States toward various Latin American dictators during
the late 1940’s and the 1950°s had aroused much bitterness, which the Communists were
exploiting with more or less success in the nations freed from dictatorial control after
1955.” Op. cit., supra, note 19, ’

33 The Communists in Latin America have cven accused the United States of deliberately
retarding the economic development of the Americas. See Robert J. Alexander, Com-
mamism in Latin America. Op cit., supra, note 15,

3¢ “She [Mrs. Elya Kybal] said local government in the Latin countries is weak be-
cause it does not have adequate tax authority ‘and unless this is remedied the Alliance will
not have the grassroots support it needs.” Testimony before the Congressional subcom-
mittee on Inter-American Economic Relationships, Richard H. Boyce, “Experts Criticize
Alliance,” The New York World-Telegram and Sun (May 11, 1962).

35 “Raymond J. Penn, agriculture economics professor at the University of Wisconsin,
spoke sharply of ‘land distribution programs conceived in haste,and directed by slogans.”
He said present U.S. aid programs ‘do not always help the Latin public express its
interest,” which he said is the most important ingredient in economic development.” Op. cit.,
supra, note 34,

36 “In relating the Government’s recent economic measures to the Alliance, Dr. Mecjia
[Finance Minister of Colombia] was clearly challenging the Alliance to make good on its
promises of aid for countries making serious efforts toward reform.” “Colombia Curbs
Deficit Spending,” The New York Times (May 20, 1962) p. 36.

37 “Industrialization was a principal obsession of the peoples of Latin America after
World War II and heavy industry became the symbol of national progress.” Op. cit.,
supra, note 31.

38 “The recommended remedy is that the Alliance for Progress provide a mechanism
for stabilizing the prices and, clearly, it would be most welcome if the Alliance could
also help to shoot them up again. Otherwise, it is said, the Alliance would be a failure.”
Op. cit., supra, note 7.

39 . (S)ome lawmakers hitherto friendly to U.S. aid efforts feel the Administration
has not yet provided sufficient evidence that South American countries are carrying out the
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ahead of Africa,*® unfortunately they are not as ready as Europe ** was
for our aid.

Clearly, there has been much progress but even greater effort needs yet
to be made. Latin America cannot hope to spring full-grown into the mid-
twentieth century. In the words of Leroy S. Wehrle, Staff Economist,
United States Council of Economic Advisors “Economic growth is not
a trick, not a slight of hand. It does not consist in the discovery of some
Northwest passage and subsequent smooth sailing to transistor radios and
automatic transmissions. Also it is not something occult which white
men have discovered with their special amulets. Mostly it is a matter of
perspiration and brainwork and skills and time. The objective is to
increase the supply of foodstuffs and goods desired by the people and to
accomplish this by increasingly efficient use of labor so that a constant
amount of labor purchases more and more goods.” *

The enormity of the adjustments required can only be appreciated by
an examination ** of the economic ** and political *° institutions of these

seli-help reforms that Congress insists on as a condition of approving the alliance money.
They say also that recent turmoil in Venezuela and Argentina point up the continuing
instability of Latin regimes. Paul Duke, “Alliance for Progress Fund Faces Slashing in
House Unit; May Fare Better in Senate,” The Wall Street Journal (May 10, 1962) p. 6.

40 “Labor legislation and trade unionism have been surprisingly advanced for the type
of economy which Latin America has possessed.” Op. cit., supra, note 15, p. 8.

“The growth of a strong middle class and working class had had profound affect on
the social, economic, and political structure of Latin America, Op. Cit., supra, note 15, p. 8.

41 “Mrs. Kybal said the 10-year Alliance plan is too short a time to expect real change.
‘ ‘Even if we assume that by 1971 several Latin American countries will have reached the
‘take-off’ stage of economic development,’ she declared, ‘it is very probable that a substan-

tial part of the area will not be able to attain or maintain unaided a steady rate of economic
growth.’

“Several decades may be necessary, she said, before land reforms and taxation reforms
‘are to be adequately implemented and not remain mainly on paper.” Op. cit., supra, note 34.

42 Leroy S. Wehrle, “The Role of the Government in Economic Development,” Federal
Bar Journal, Vol. 21 (Fall 1961) No. 4, p. 382,

43 “To clarify the problems facing the United States in Latin America, a temporary
Latin American Strategy Studies Group has been set up by Walt W. Rostow, chairman
of the Policy Planning Council in the State Department. This group is engaged in pre-
paring detailed studies of several Latin American republics.” Tad Szule, “U.S. Closes
Rifts on Latin Policy,” The New York Times (April 29, 1962).

44 “Most of the population of Latin America is still ‘out of the market’; that is to
say, they receive little, if any, money income with which to purchase the output of manu-
facturing industries native or foreign.” Op. cit., supra, note 15, p. 4.

“In Argentina credit has not been available to the man of modest means who would
own even a simple dwelling. Back in 1946 the existing savings and loan associations were
dissolved by the Peron government. The National Mortgage Bank took charge of extend-
ing credit for houses. But the results for the man of small means were disastrous. Credit
was scarce, then not available.” Edward C. Burks, “Argentina Faces Housing Trouble,”
The New York Times (June 10, 1962), p. 30.

45 Until the last generation power has centered in the Executive branch of the govern-
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countries . . . and their serious instabilities.** Although at certain times
in the history of nations, social and political instability has resulted in
rapid technological change (World War II),*" stability has generally
provided the conditions for technological and industrial development which
in turn have encouraged social and political change.*® However the recipro-
cal *° relationships have not as yet been thoroughly analyzed ** and the
Latin American countries can provide additional information in this area,
too.”* Although it may be that the Government is seeking to avoid

ment. Revolutions in Uruguay, Mexico, Argentina, Peru, Venezuela, Guatemala, Bolivia,
and Costa Rica have brought social and economic reorganization. Dictatorships fell in
the last half decade in Argentina, Colombia, Cuba, Guatemala, Panama, Peru, Venezuela,
and the Dominican Republic. The remaining dictators are perhaps Stroessner in Paraguay,
Duvalier in Haiti, and Somoza in Nicaragua (pp. 49-56) . . . and Castro in Cuba. “Deep
currents of economic, social and cultural change, out of which the web of politics must
necessarily be formed, point the way toward inevitable democratic growth in Latin
America,” (p. 57) R. H. Fitzgibbon, “Dictatorship and Democracy in Latin America,”
International Affairs, Vol. 36 No. 1 (January 1960) Royal Institute of International
Affairs, London, pp. 48-57.

46 “Competent observers believe that a steadily deteriorating economy and a harshly
repressive government are adding strength to the opposition in Haiti. . . . No public
criticism of the Government of President Francois Duvalier is permitted, . . . Although
there are no statistics on unemployment, it is generally conceded to be increasing. A
decline in the world price of coffee, Haiti’s chief export, has seriously affected the economy.
. . . Haiti's basic problem is overpopulation. . . .” R. Hart Phillips, “Discontent Rises
Swiftly in Haiti,” The New York Times (April 22, 1962) p. 24.

“Almost overnight Argentina has changed from southern kingpin of the inter-American
Alliance for Progress to the newest problem child of the hemisphere. The downfall of
President Arturo Frondizi last month was as great a shock to the Kennedy administration’s
Latin American strategists as to the people of Argentina themselves.” George Sherman,
“Upheaval in Argentina,” The Washington Evening Star (April 25, 1962).

“Even many moderates among the politicians would like to see President Betancourt
removed because numerous Venezuelans have not yet learned to have faith in their own
democracy. The tradition of overthrowing of governments persists. And there are people
who favor a coup d'etat without being quite sure what would follow.” Tad Szule,
“Venezuela: Test Case for the Alliance,” The New York Times (June 10, 1962), p. 6E.

47 Norbert Wiener, The Human Use of Human Beings Houghton Mifflin Company, 1954.
See also L. James Harris, “A Patent Guide for Inventors and Executives, and The Con-
text In Which It Appears,” PTC J. Res. & Ed., Vol. 5 No. 4 (Winter 1961-62) pp.
310-327. .

48 Quincy Wright, “Inferences of Science and Technology for International Law,” Vol. 4
J. Pub, L. (Fall, 1955). Page 358.

40 0p, cit. supra Note 11. See Harris and Siegel, “Positive Competition and the Patent
System,” PTC J. Res. & Ed. Vol. 3 No. 1 (Spring 1959) ; Harris and Siegel, “Evolving
Court Opinion on Patent Licensing: An Interaction of Positive Competition and the
Law, “PTC J. Res. & Ed., Vol. 5 No. 2 (Summer 1961).

50T, K. Derry and Trevor 1. Williams, 4 Short History of Technology, from the
Earliest times to A.D. 1900 Oxford Univ. Press, New York (1961). Includes some
illuminating discussion of these relationships.

81 Louis H. Mayo, “The New Technology and Multi-National Cooperation,” Minnesota
Law Review, Vol. 46, No. 5 (April 1962).
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another Cuban fiasco and perhaps is expressing an understandable wish to
make up for lack of attention in the past,’® the only sure way to democra-
tize while carrying on this huge salvage, is to do so after study and with
patience ®® and deliberation.”® As Jefferson sagaciously said, “. . . the
ground of liberty is to be gained by inches, that we must be contented to
secure what we can get from time to time, and eternally press forward for
what is yet to gét. It takes time to persuade men to do even what is for
their own good.*

Strong executive power and single parties ** have tended to dominate
in Latin America. However, although the tendency to concentrate power
in the executive branch of government continues, it is important to note
that the electorate is constantly expanding and the executive is backed by
an ever-growing proportion of the people.®® “Thus, if we can take ad-
vantage of the phenomenal democratic progress *® of the post World
War II era, certain countries can be saved as strong allies. Others will
be lost no matter how much we are prepared to spend to impress a corrupt

52 See Laurence Duggan, The Americas: the Search for Hemisphere Security, Henry
Holt and Company, New York (1949) for a consideration of our past neglect of new
world problems. Mr. Duggan proposes a long term policy on a permanent non-political
basis. He emphasizes the need for a clear understanding of the internal struggles of
these countries.

8 “Tom E. Davis, University of Chicago economics professor, said educational and
technical assistance programs will raise the productivity of Latin American labor ‘but
these are expensive and slowyielding investments and call for ‘much patience.”” Op. cit.,
supra, note 34.

64 “Replying to these critics, Teodoro Moscoso, United States Co-ordinator of the
Alliance for Progress, said in an interview that it is impossible to ‘wipe out 400 years
of structural imbalance—political, social and economic—in less than one year.” Op, cit.,
supra, note 2,

55 A letter to Reverend Charles Clay, written from Monticello, January 27, 1790, The
Papers of Thomas Jefferson, from 30, November, 1789 to 4, July, 1790, ed. Julian P. Boyd,
Princeton University Press (1961), p. 129. '

58 See note 30.

87 Political party patterns have realigned and the base of government, even in the
dictator countries, has broadened. See Christensen, op. cit., supra note 30 for discussion
of the emergent political forces taking shape in the reform movements and the new power
structures. Also see Government and Politics in Latin America edited by Harold Eugene
Davis, The Ronald Press Company (1958).

“Yet President Betancourt must have derived considerable encouragement from the
spectacle of peasants taking up their machetes to support the loyal forces in putting down
the recent rebellions, ’

“This support, which is shared by 70 per cent of the unionized workers, stems from the
fact that in its uphill battle for progress against the most formidable obstacles, the Betan-
court regime has given the average Venezuelan hope that he never had before and quite
a bit in terms of tangible achievements.” Szulc, op. cit., supra note 46.

58 Government and Politics in Latin America edited by Harold Eugene Davis portrays
the dynamic developments in Latin American government and politics. Also see “Dictator-
ship and Democracy in Latin America,” op. cit., supra note 45.
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or stagnant or misguided government or controlling group. It is toward
these latter Latin American countries, perhaps more than a few,*® that
we will have to look largely for our intangible exports through foreign
licensing, when no other trade alternative is permitted, to pierce the curtain.

FOUNDATION REPORT ON FOREIGN LICENSING

Many American companies obtain foreign patents and trademarks *
but they have not yet shown full appreciation of Latin American
opportunities. Although one of the reports published by the Patent,
Trademark, and Copyright Foundation in this Journal shows that most
of the licenses for American-owned patents, trademarks, and know-how
are granted in industrialized countries, Latin America has received about
two-thirds of those in the less developed areas.®* It appears that United
States licensors prefer areas “where there are (1) no language barriers
or great differences in customs, and (2) factors of geographic and market
proximity which outweigh the absence of similar language or customs.” ¢
Our researchers found that in the number of licenses received from 100
American companies by foreign countries the first fifteen countries rank
in the following order: United Kingdom, France, West Germany, Canada,
Australia, Japan, Mexico, Brazil, Italy, Argentina, Belgium, South Africa,
Netherlands, Sweden, and Switzerland—Mexico, Brazil, and Argentina in
seventh, eighth, and tenth place, respectively.

58 “The U.S. settled for a majority vote to expel Cuba from inter-American or-
ganizations. .

“The decision to give up the fight for unanimous action against Cuba in the Uruguay
meeting of the Organization of American States came after it became obvious that six
nations would not back down from their demands for a softer approach to the Cuban
problem than the U.S. had advocated. The resolution supported by the 14-nation majority
would have Cuban communism declared incompatable with the interAmerican system.”
“What's News,” The Wall Street Journal (January 31, 1962) p. 1.

Castro’s presence in the Caribbean provides the Communists with great hopes (psycho-
logically for perhaps an offensive military base) for a base for propaganda and internal
subversion. Although the Punta del Este Conference of American Nations this past
winter was primarily directed to neutralizing the propaganda and internal subversion affects
of Castro’s presence, the reluctance of a number of delegates to vote against Castro is
an indication of the continued influence of the Communists in Latin America and the
problems we face in the future.

60 J, N. Behrman, “Advantages and Disadvantages of Foreign Licensing,” PTC J.
Res. & Ed., Vol. 2 No. 1 (March 1958) pp. 139-141. Also J. N. Behrman, “Licensing
Abroad Under Patents, Trademarks, and Know-How by U.S. Companies,” PTC J. Res. &
Ed., Vol. 2 No. 2 (June 1958) pp. 186-187.

61], N. Behrman and W. E. Schmidt, “New Data on Foreign Licensing,” PTC J.
Res. & Ed., Vol. 3 No. 4 (Winter 1959) p. 371.

62 Jhid,

63 J, N. Behrman, “Licensing Abroad Under Patents, Trademarks, and Know-How by
U.S. Companies,” PTC J. Res. & Ed., Vol. 2 No. 2 (June 1958) pp. 187-189.
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The amounts -involved in foreign licensing transactions by American
companies are of considerable magnitude. According to a report of the
Department of Commerce, royalties and fees received by 650 American
licensors are estimated at 400 million dollars in 1957. The Foundation
researchers noted, before the Commerce report was made public, that
“ . . an estimate of $200 million may be close to the actual transfers—
exclusive of cross-licensing. At a capitalized rate of 5 percent, this would
mean a non financial investment valued at a minimum of $2.5 billion by
American enterprise abroad, compared with outstanding direct private
investment of $20 billion (gross). If the capitalized value of cross-
licenses and royalties retained abroad are added, it is not inconceivable
that the non-financial foreign investment of U.S. companies abroad
equals $4-$5 billion.” ®* Most of the companies queried regarded foreign
licensing as profitable.®

As was to be expected, our researchers found royalties were the most
important objective of foreign licensing.®* However, one of the major
incentives for licensing appeared to be the opportunity it provided to avoid
the restrictions established by the governments of other countries with
respect to trade and ownership by foreigners.®” Of course, there were
numerous other reasons submitted by the companies questioned for
preferring to license abroad: avoids duty and transportation costs, helps
to expand exports of component parts, avoids tying up licensor’s produc-
tion facilities, provides a protected position behind trade barriers without
a large investment of capital, offers an entre for possible expansion
later, etc.®® With respect to Latin America, it is of interest to note that
a number of the United States companies expressed a desire to assist in
the economic development of foreign countries—a private Point IV
program.®®

LOOKING TOWARD A LATIN AMERICAN STUDY

The Foundation’s studies of international transactions have concerned
the significance of industrial property and related rights in the past
-development and in the current operation and future course of the world

64J. N. Behrman, “Advantages and Disadvantages of Foreign Licensing,” PTC J.
Res. & Ed., Vol. 2 No. 1 (March 1958) p. 140,

65 'Op. cit., supra, note 63, pp. 242-244,

86 Op. cit., supra, note 64, p. 141; op, cit., supra, note 63, pp. 195-201.
87 Op, cit., supra, note 64, pp. 151-153,

68 [bid., pp. 141-148; op. cit., supra note 63, pp. 244-248.

80 Op. cit., supra, note 64, pp. 153-157; op. cit., supra note 63, pp. 190-195; and J. N.
Behrman, “Foreign Licensing and Investment in U.S. Foreign Economic Policy,” PTC J.
Res. & Ed., Vol. 4 No. 2) (Summer 1960) pp. 150-172.
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enterprise systems.”® The cachet of pioneer work in the international field
was established with our first reports on foreign licensing.” Today these
command wide attention. At present we are concentrating in the European
Economic Community area on the effects of developments in the European
Common Market on American Industrial Property interests.’® Although
the Industrial property problems of Latin America are not being resolved
as breathlessly as those of the European Economic Community, it is our
belief that they will be the focus of increasing attention. The Alliance for
Progress—soundly planned,” cooperatively ™* carried out, and attractive
to both the public and private sectors **—could be a force for genuine

70 The Foundation’s wide interests are acknowledged in the themes of the 1962 An-
nual Public Conference—“United States Industrial Property Systems in the Competitive
World Context,” “U.S.S.R.: A New Factor in International Patent Relations?’ and
“International Outlook on Industrial Property.”

71 “The best study of licensing practices which I know is one that was made about two
years ago for the Patent, Trademark, and Copyright Foundation by Dr. Jack Behrman
of the University of Delaware.” Paul R. Porter, “Common Mistakes in Licensing,”
Journal of the Patent Office Society, Vol, 42 No. 2 (February 1960) p. 97.

72 Gerard J. Weiser and J. N. Behrman, “The Convention for European Industrial
Property Rights,” PTC J. Res. & Ed., Vol. 4 No, 3 (Fall 1961) p. 233-249.

78 “Mr. Moscoso rejected the argument heard more and more frequently that this
emphasis on government planning is still stifling the private initiative which the Alliance for
Progress is supposed to bolster,

“*‘We are talking about state planning in the public sector of the economy only,’ he said.
‘After all, poor countries must not build huge hospitals they cannot staff or roads they
cannot use. Our big job is to bring private enterprise into this planning operation, so that
they will see how it can help their businesses.” George Sherman, “Alliance for Progress
Operation Plan Sought,” The Evening Star (May 7, 1962) p. A-7.

“ .. (P)eople must choose or be forced to save; people must submit to the discipline
and regularity of the machine, they must gain skills and education, and resources must
be efficiently allocated and financed. Governments can play more or less of a role in
bringing about these developments.” Op. cit., supra, note 42, p. 383.

74 “] am not afraid to say it—our aim is the economic integration of Latin America,”
said Teodoro Moscoso, chief of the Alliance for Progress program in the Agency for
International Development.

“Mr. Moscoso, a Puerto Rican and a former United States Ambassador to Venezuela,
reacted strongly to growing criticism that the Alliance for Progress has no shape and
is too much a government-to-government program centered in Washington.

“It is a very serious mistake to consider the Alliance for Progress exclusively a United
States effort,” he said in an interview. ‘It is a cooperative effort of the hemisphere
with our Government giving only marginal assistance.’

“He said the establishment of a co-ordinating body similar to the organization which
operated the Marshall Plan in Europe is being studied.” Op. cit., supra, note 73.

76 “Mrs. Elva Kybal, an economist with the Pan American Union, declared that ‘the
increase in public funds moving into Latin America as a result of the Alliance for Progress
has not offset the decline in the inflow of foreign private capital’

“She said the Alliance ‘cannot be a predominately government-to-government scheme’
because governments alone ‘will not bring forth the active participation of the population.’
Op. cit., supra, note 34.
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hemispheric progress, enhancing the possibilities of significant forward
movement in general economic as well as industrial property and allied
activities.

To assure sufficient research “lead time” the Foundation is now sched-
uling a series of exploratory studies on industrial property in Latin
America. The studies will be inter-disciplinary and empirical in nature;
the conclusions reached will be based on facts, revealing the actual opera-
tion of the industrial property and related systems.”™ The Foundation will
conduct these inquiries by going to the laboratory, to the factory, to the
business executive, to agriculture, to labor, and to the consumer. An
attempt will be made to strike a balance between authority and practice,
to develop a coverage of all phases of the systems.

In view of the great differences in the institutions, traditions, and the
social, economic, and political conditions of the Americas, it will be
necessary to acquire a working understanding of the environment, includ-
ing the educational level, the honesty and efficiency in government, and the
possibility of social justice for the people ™. . . without an appreciation
of the context in which their industrial property systems function, it would
be impossible to provide a meaningful perspective. Professor Galbraith
pungently states that, ““The best-considered forms of agricultural invest-
ment or the most sophisticated techniques of agricultural extension are
worthless if the cultivator knows out of experience of the ages that none
of the gains will accrue to him.” ™"

Although Latin America is referred to generally as a single entity, like
all communities, it is a complex of differences, To understand the nature
of this community, a working knowledge must be obtained of twenty
countries with different resources, racial composition, geography, social
history, economic and political structures.”® It is no strange paradox,

“ ... The president told Congress:

“ ‘Private enterprise’s most important role will be to assist in the development of healthy
and responsible enterprises within the Latin-American nations. And, of course, the con-
tinued inflow of private capital will continue to serve as an important stimulus to develop-
ment.’” Robert Metz, “Tax Bill Scored by Business Men,” The New York Times,
(June 10, 1962) p. F9.

“If investors are afraid to send private capital abroad in the future because of the
expropriation threat, the Alliance for Progress would soon become a dead letter.” Paul
Hefferman, “Congress Acting on Foreign Aid As Expropriations Raise Its Ire,” The
New York Times (June 10, 1962).

752 L, James Harris, “The Research Program of the Patent, Trademark, and Copy-
right Foundation,” PTC J. Res. & Ed., Vol. 1 No. 2 (December 1957) pp. 175-184.

76 John Kenneth Galbraith, Economic Development in Perspective, Harvard University
Press, 1962. :

17 Ibid.
78 See The Evolution of Latin America edited by Asher N. Christensen for a discussion
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however, that there are important common characteristics ™ such as the
civil law derived from Spain and Portugal,® single crop economies, pre-
dominance of raw materials and food stuffs in export, low level per capita
income,® the derivative character of industrial development, a reverence
for authority, and a tendency to conformity while striving for individual
liberty.®® Also the contemporaneous advances in similar types of science
and technology in Latin America may be another indication of the com-
mon potential vigor of their society. Another common characteristic ap-
pears to be their apparent lack of a strong appreciation of the democratic
principles we hold most significant—and a concomitant lack of understand-
ing on our part of their type of pluralistic societies . . . within which the
equality of the rights of many may also be respected. Their physical
political structures may be different, their levels of social, economic and
educational development may be different—and our methods of study as
well as our assistance may have to be tailored to meet the needs of different
countries.®® But the significant fact remains that in a growing number of
Latin American countries accountability to democratic principle is recog-
nized and praticed in the spirit of their historical development and in the
context of their indigenous institutions.

There are important questions the Foundation studies should attempt to
illuminate. How far would the United States have to go in joining inter-
American conventions and treaties on industrial and related properties?
What is the significance of present treaties and conventions for United
States interests? What is the significance of the present laws and practices
in the individual countries for United States interests? What is the
developing attitude and practice of these countries toward licensing
United States companies in view of the hostility toward “Yanquis” and
the competition of the communist bloc, the common market, and the Asian
countries? What is the economic, sociological and political impact of

of the ways in which geography, climate, colonial history and institutions, economic or-
ganization and problems have molded Latin American governments,

79 In Governments and Politics in Latin America, op. cit., supra, note 59, the authors
point out common characteristics of political processes and institutions, and The Evolution
of Latin American Government, op. cit., supra, note 30, considers why these governments
show common characteristics,

80 “The Constitutions of the twenty Latin American states, on the other hand all reflect
in varying degree the experience and the institutions of their three mother countries,
These modern constitutions are, it is true, influenced by alien examples at one point
or another but the core is inevitably Latin. More narrowly, the inspiration is Hispanic ; and,
still more narrowly, Spanish.” The Constitutions of the Americas edited by Russell H,
Fitzgibbon, University of Chicago Press (1948) p. 1.

81 See Footnote 44.

82 See Govermment and Politics in Latin America (Op. cit.,, supra note 57) and The
Evolution of Latin American Government (Op. cit., supra, note 30).

83 Op. cit., supra, Note 76,
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R&D and industrial property developments in Latin America on the
United States? Is there an emerging pattern of United States investment,
export, and licensing activity in Latin America? Is there a regional bloc
developing ® in Latin America, and if so, what form is it taking?

The Economic Bulletin for Latin America observes with respect to
the formation of a regional bloc: “Now that a common market has been
formed in Western Europe, that the Scandinavian peoples are making
efforts in the same direction and that the countries of Eastern Europe
are apparently engaged in a process of integration, Latin America con-
stitutes the only large population group in the world which, in a vast
territory endowed with a wealth of natural resources, is wasting for want
of economic integration (sic) the immense potential represented by mod-
ern technology.” * And in another article in the same issue: “Since exports
from EEC dependent territories, mainly from French and Belgium pos-
sessions in Africa, will have duty-free entry in the six countries, the
possibility that this preferential treatment might displace imports from
other areas, including those from Latin America, has aroused concern.
The second reason is the stimulus that the European initiative has given
to Latin America to go forward more rapidly with economic integration
which has for some years been a part of economic thinking in this
region.” ‘

The Department of State, the Department of Commerce, the Agency
for International Development, the Export-Import Bank, the International
Bank for Reconstruction and Development are only a very few of the
national and international agencies operating in this field—beside the
agencies of the Latin American countries themselves. Relating these
agencies to the opportunities available for United States and foreign
interests will be part of the unique contribution the Foundation will make.

CONCLUSION

Research on the role of industrial property should contribute toward
responsible economic development in Latin America with United States

84 “Mexico is studying ways of splitting with Brazil the market for automobiles, trucks,
and parts in the seven nations of the Latin American Zone of Free Commerce.

“Besides Mexico and Brazil, the nations of this Latin American common market are
Argentina, Chile, Peru, Paraguay, and Uruguay.

“A committee, the Mixed Group for Industrial Cooperation, is proceeding in Mexico City
and Sao Paolo to study in both countries. It is also studying the feasibility of producing
uniform models for the common market, thus reducing production costs for the assembled
units and replacement parts.” Op. cit., supra, note 27.

85 “The Latin American Regional Market, “Economic Bulletin for Latin America pub-
lished by the secretariat of the Economic Commission for Latin America of the United
Nations, Vol. 111 No. I (March 1938), Santiago, Chile, pp. 1-8, 3; “Latin America’s
Trade with the Common Market Countries of Europe,” Ibid., pp. 9-50, p. 9.
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cooperation, and should be of interest as a guide to private and public
policy making. More specifically, the studies will seek to answer questions
like the following: What is the current United States company activity
in Latin America with respect to industrial property? (Patent licensing?
Pooling with native companies? Trademarks, etc.) What United States
company projects have been undertaken or are planned involving futurc
utilization of industrial property in developing Latin America? What
United States government programs have been undertaken or planned?
(Role of patents, etc., if any) What is the outlook of “foreign” (e.g.
European) competition for Latin American markets? What is the State
of technical education ® in Latin America? (e.g. native, United States
aided, etc.)

Wehrle in discussing the human dimension says: . a society
must produce the skills of hand and mind necessary to produce the com-
modities needed, and to invent new and more efficient ways to produce
existing and improved products. There must be rewards and penalties
so that people invent, study, save, and work to produce the desired goods.
This often requires radical changes in the social fabric of a country,
especially a country that is not accustomed to change and experimenta-
tion.”  The human dimension of the technical resources of these coun-
tries is as basic to their progress as it has been to our past development.
This dimension includes the inventiveness that patent systems were
founded to encourage.®™

The answers to questions like the above should help clarify the effective-
ness of existing legal and economic arrangements with Latin America
relating to the industrial property and related systems and publicly and
privately sponsored research and development programs in promoting the
technical progress factor of our respective economies—and may point to
needed changes. Such changes might look toward strengthening the
foundations and improving the viability of our business relations with
Latin America; maintaining and invigorating the technological competi-
tiveness of our respective industries; and expanding the opportunities
for constructive technical relationships among the Americas.

Although illiteracy is high in Latin America, our credo should eventually
fire these countries if we can properly communicate with them our faith

‘"

86 “ . the tempo of change is so rapid and problems so great that research activity
and the training of scientific personnel lag far behind the changes in the social scene . . .”
Harold E. Davis, Social Science Trends in Latin America, American University Press

(1950).
87 Op. cit., supra, note 42, pp. 382-383.

87a Harris, Op. cit., supra note 47; 1.. James Harris, “Selection from a Talk on ‘The
Engincer, the Patent System and the Foundation,” PT'C J. Res. & Ed., Vol 2 No. 2
(June 1958) pp. 312-317.
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in social justice, in honesty and efficiency in public administration, in a
skillfully formulated system of education directed toward definite goals,®
if we can demonstrate—in terms they can understand—that their future
lies with soundly planned ®* industrialization and diversification rather
than export price maintenance of single crop economies . . . that aware-
ness of the educational, social, political, and economic implications of their
coming of age is most pertinent to the fulfillment of their long standing
aspirations.

The results of the Foundation's studies should provide a better under-
standing of the functions performed in the sphere of the innovator, in
the area of production and marketing, in the sectors where employment
may be affected by new products or new production methods, and in the
development of new sources of energy. The results should contribute
toward the vitalization of existing institutions such as the industrial
‘property and related systems in the Americas to fulfill most effectively
their intended roles in an age of expanding international research and
development activity.

88 Op. cit., supra, note 76.

89 “The growing feeling here is, therefore, that while the Alliance does what it can to
stabilize the coffee prices at the present levels—which is the best that can be done—it is the
responsibility of the producing countries to cut plantings and diversify the economy.

“Though the United States is willing to help Latin American exports and to finance
diversification policies, many officials feel that the hemisphere problem of trade will be
lessened if new efforts are made to increase commercial exchanges among the Latin
American countries, if better production and merchandising techniques are employed and if,
above all, Latin America takes a more realistic look at the real value of her raw materials.”
0p. cit.,, supra, note 7.



Freedom of Competition in the European Economic
Community: An Analysis of the Regulations
Implementing the Antitrust Provisions

GERARD J. WEISER, Research Associate *

SUMMARY

ON MARCH 13, 1962, the Regulations * implementing the antitrust provi-
sions of the Treaty of Rome *—Articles 85 and 86, which regulate the

* Mr. Weiser is a member of the Foundation’s Research Staff.

1 Journal Officiel des Communautés Européennes (hereinafter cited as J'L. Of.), Régle-
ments No. 17 du Conseil: Premier réglement d’application des articles 85 et 86 de Traité
204/62 (hereinafter cited as the Regulations).

For a more meaningful interpretation of the text of the Regulations, the writer has
relied on the comparative meaning that he has derived from the first two official texts
approved by the Council of Ministers of the EEC on February 6, 1962. These were the
French and German texts which, in turn, provided the basis for the official Dutch and
Italian translations. In this paper, references to the French and German texts are abbrevi-
ated as (Fr.) and (Germ.), respectively.

The Drafts antecedent to the present Regulations are used for comparison, when appro-

priate. The evolution from the prior Drafts is significant in the interpretative study of
the Regulations. Main reliance is on the Draft of October 28, 1960 submitted by the
Commission to the Council.
" The Draft of the Regulations, hereinafter cited as Draft, is found in 1961 Marché
Comsnun No. 32, 16; 10 Wull/ 856 (1960) and in GRUR Ausl. 6/1961 S. 284, Commen-
taries on the Draft were published by Plaisant, Le C.E.E. et le Projet de Réglement
relatif aux Régles de Commerce. 1961 Le Marché Commun No. 32, 13; Willemetz.
La mise en oeuvre des régles de concurrence énoncés par le Traité de Rome 1961 Revue
du Marché Commun 192 ; Seidl. Hohenveidern, J. Bus. L. 132, 1961,

For a brief and general analysis of the Draft, cf. the “Fourth General Report on the
Activities of the Community,” May 1961, hereinafter cited as 4th Report of the EEC,
at 62, and Bulletins of the EEC (1961), No. 3, 11, No. 4, 43, and Nos. 7-8, 64.

2 Treaty establishing the European Economic Community or Treaty of Rome, March 25,
1957, effective January 1958. 298 U.N.T.S. 14-94 (1958) ; 51 Am. J. Int’l. L. 865 (1957).
The European Economic Community is cited, hereinafter, as EEC,

All citations to Articles 85 and 86 are to the EEC Treaty; citations to Articles 1 to 24
are to the Regulations.

The present analysis is generally confined to the Regulations. But, they must be under-
stood and applied within the context of the articles of the Treaty regulating the freedom
of competition and in the light of the extensive literature which has been published both
in the United States and abroad.

A veritable treatise has been written on Articles 85 and 86 of the Treaty; the meaning
of each section and of each word has been explored. See generally Riesenfeld, “The
Protection of Competition, in II, American Enterprise in the European Common Market:
A Legal Profile” 197 (Stein and Nicholson—University of Michigan ed. 1960) (herein-

20
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freedom of competition—became effective. This paper attempts an
analysis of some of their provisions. The Regulations, together with the
Treaty, represent a most important legislative development in the field
of restrictive trade practices. A new era in this field may be opening in
Europe. The application of these laws is likely to have a very important
impact on American business with commercial interests abroad. The
handling of these laws may well be a true test of the maturity and sound-
ness of the European Common Market in the field of freedom of
competition.

HE BASIC PROVISION of the Regulations prohibits agreements, decisions,
Tand concerted practices designated by Article 85, section 1, and any
abuse of a dominant position on the market within the meaning of Article
86. Prohibited agreements are, therefore, those between enterprises which
are apt to affect commerce between the Member States and which have as
their object or effect the prevention, restriction, or distortion of competi-
tion within the Common Market. Also prohibited is the abusive exploita-
tion of a dominant position within the Common Market, or a significant
part thereof, by one or several enterprises to the extent to which such
abuse may affect commerce between the Member States.?

The Regulations are stated to be binding in every respect and directly
applicable to each Member State.* They are self-executory to the extent
that they state that no prior decision is necessary to prohibit the agree-
ments designated by Article 85, section 1, and abuses designated in Article
86. This provision is significant. It confirms the basic tenet of Article
85 that the Article is concerned with the prohibition of anticompetitive
practices incompatible with the Common Market rather than effectuating
some form of control of the abuse of such practices. Though the Regula-

after cited as Stein and Nicholson) ; Buxbaum, “Antitrust Regulation within the Euro-
pean Economic Community.” Col. L. Rev. 61:402 (1961) ; ABA Section Antitrust, Vol. 16,
118 (1960) ; and Hans von der Groben, La Politique de la Concurrence dans la Com-
munauté Economique Européenne. Reprinted in French by the Commission, from the
German as published in 6 Wwl¥ 376 (1961), and citations referred to therein.

3 Article 85, section 1, refers to agreements between enterprises, decisions by association
of enterprises, and any concerted practices. In this paper, the term “agreement” is used
generically to cover decisions and concerted practices. The term “practice” used without
“concerted,” herein means agreements, as defined above, and the abusive actions contem-
plated by Article 86.

. *This is pursuant to Article 189 of the Treaty that Regulations are binding in every
respect and directly applicable to each Member State. But “competence as to forms and
means is left to domestic agencies.”
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tions are directly applicable, there is left open the vexing controversy
raised by the prohibition in Article 85, section 1, and the nullity clause
of Article 85, section 2, that “‘agreements and decisions prohibited by
the article are null and void.”

Briefly, under one view, Article 85, section 1, sets forth a general prohi-
bition with the grant of exemptions possible under Article 85, section 3;
under such a view, the decision is of a constitutive nature. Under the
other view, only those practices under Article 85, section 1, are prohibited
while those coming under Article 85, section 3, were granted legal exemp-
tion, an administrative or judicial decision to that effect being unnecessary.
And if such a decision were issued, it would be declaratory in nature,
confirming the validity of the practice ab initio. Conflicting European
legal concepts are interwoven in these views.” Irom these, the writers
of the Regulations wrought out a compromise. It is now embodied in the
Regulations in their retroactivity features. These vest in the Commission
a discretionary power for special cases to make the effective date of its
decision retroactive to January 1, 1958, the effective date of the Treaty
of Rome, or to the date of the agreement.® This is a very important
power because the decision not only determines the legality of the practice

5 The first view was essentially that adopted by the German Bundestag. It took the
position that Article 85, section 1, sets forth a general and complete prohibition and
Article 85, section 3, allows for grant of exemptions. Accordingly, in accordance with
this position, until a competent authority had declared Article 85, section 1, as not applicable
and Article 85, section 3, as applicable, an agreement is, therefore, prohibited under sec-
tion 1 and null and void under section 2. Accordingly, a decision by a competent authority
would have constitutive character in that it would impart legality to the agreement.
Advocates of this position construe Article 85, section 3, to require a decision that Article
85, section 1, is not applicable, hence, to validate the agreement. So construed, Article 85
of the Treaty of Rome is essentially parallel to Article 65 of the Treaty of Paris establish-
ing the European Coal and Steel Community under which all agreements are prohibited
pursuant to Article 1, whereas under Article 2, the High Authority has the power to
legalize certain agreements by an authorization. Under the European Coal and Steel
Community Treaty, the Transitional Provisions settled the similar question arising under
its Article 65. The High Authority, by its decision No. 37/53, fixed August 31, 1953
as the date for the coming into effect of the prohibitions of Article 65 of the European
Coal and Steel Community Treaty (1953) J'I. Of. 153.

The second view was especially advocated by the countries adhering closer to the Roman
Law, such as France. Under this second view, agreements coming under Article 85,
section 1, are prohibited and, therefore, illegal, whereas agreements coming under sec-
tion 3 come under a legal exemption. No prior decision is needed under this view for
validating or invalidating an agreement. Advocates of this view point out that the writers
of the Rome Treaty had rejected the system of authorization of the Coal and Steel
Community since, unlike Article 65 thereof, they did not use the term “authorization” in
Article 85.

6 The retroactivity features are clearly apparent for the first time in the text of the
European Parliamentary Assembly, IV. Com. (60) 158. France and Italy considered
their strengthening necessary. Germany considered them adequate. A compromise was
worked out. Europe, Euratom et Marché Commun, 16 Nov. 1961,
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under scrutiny, but also-because it affects private contractual litigation.
The retroactivity features make the Regulations a highly intricate legisla-
tive instrument to handle.

In a significant extension from the Draft, the Regulations now apply
not only to agreements prohibited by Article 85, but also to practices
prohibited by Article 86 abusing a dominant position.” Thus, the Regula-
tions meet to some extent the criticism levelled at the Draft for totally
ignoring the abuse of a dominant position under Article 86.°

JURISDICTION

Under the Regulations, a party appears to be offered, basically, two
procedures for obtaining a ruling on the legality of his practice. A party
can, pursuant to Article 2, a new provision non-existent in the Draft,
request from the Commission a negative clearance® certifying that, in
the light of the prohibition of Articles 85, section 1, and 86, there are no
grounds for the Commission to take any action with respect to the practice
in question. As a second procedure, a party can apply to the Commission
for an exemption from Article 85, section 1, applying Article 85, section
3.10

In a partial erosion from the Draft which provided the Commission
with exclusive jurisdiction, the Commission’s jurisdiction is exclusive
only with respect to the applicability of the exemption of Article 85, sec-
tion 3. For decisions applying Article 85, section 1, and Article 86, the
appropriate national authorities have jurisdiction concurrently with the
Commission. A party would, therefore, appear to be able to apply for
a ruling of non-applicability of Article 85, section 1, or Article 86 both
from the Commission and from the national authorities. Indeed, it appears
that various parties to an agreement may select each one a different pro-
cedure. This maintains, essentially, the situation described by Verloren
Van Themaat that “complaints about restrictive practices can be submitted
either to the Commission of the EEC in Brussels or to the competent
administrative authorities of Member States because all of them have, or
(in the case of Belgium, Italy, and Luxemburg) will obtain powers of
investigation,”**

7 Article 1.

8 For instance, the Federation of Belgian Industries criticized the “flagrant discrimina-
tion” favoring the misuse of economic power. The European Parliamentary Assembly
also urged extension of the Draft to include regulation of abuse of dominant economic
power. Europe, Euratom and Marché Commun, Nov. 1961,

® (Fr.) Attestations négatives and (Germ.) Negativattest. A negative certification
appears a satisfactory English rendition.

10 Article 9, section 1.

11 Verloren Van Themaat, “Competition and Restrictive Business Practices in the
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It can be readily foreseen that considerable conflicts are likely to arise
in the area of overlapping jurisdiction. Such difficulties have already
been pointed out by Maitre LaGrange, the Advocate General of the
European Court of Justice, in the Bosch v. De Geus case where he stated
“that the difficulties might be considerably eased if there were a spirit of
collaboration between the national and the Community authorities.” '
Perhaps, there is a practical basis for minimizing the problems. The
Regulations require** the Commission to keep the state authorities
fully informed of applications and of the proceedings. Though there are
no similar formal provisions requiring the state authorities to advise the
Commission, an informal consultation procedure has been agreed upon
whereby the national officials consult the Commission before taking their
decisions.** However, only the German authorities, the Bundeskartellaint,
have an active record of initiating consultations in cases raising important
questions under Article 85.*° Yet, this framework for cooperation would
not preclude each party from filing his case with the forum of his choice,
be it the national authority or the Commission, or both. Nor do the
new Procedural Regulations,*® though they require that the party who
files his case with the Commission must notify the other parties to the
agreement to that effect. A most important question resulting from mul-
tiple filing of a case is the extent to which a national forum will be bound
by a decision of the Commission, and vice versa, in a case filed with both
authorities by the same or different parties. In the meantime, it is likely
that a practice might develop of filing in a forum which the party believes
is more likely to give him a favorable deciston.

European Economic Community,” 99, 116, Institute on Legal Aspects of the Economic
Community. The Federal Bar Association, 1960.

12 Case 13/61—K ledingverkoopbedrijk de Geus et Uitden bogerd v. Robert Bosh. In his
conclusions to the Court on February 27, 1962, Maitre LaGrange, in considering the
interpretation of Article 85 and seq., described their functioning as one of the nerve
centers of the Common Market. He opined that there is a central weakness in the system
brought about by the fact that the supervision system does not coincide with the actual
legislation. Whereas the actual legislation is based on an obvious material connection
between the rules defining the prohibited agreements (Article 85, section 1) and those
defining the conditions under which the bans may be lifted (Article 85, section 3), the
same authorities are not being given exclusive jurisdiction to examine the principle of
the ban and the possibility of being lifted.

13 Article 10.

14 4th Report of the EEC, 69. The Report also states: “The decision of the administra-
tive authorities and of the courts brings out once again how uecessary it is to ensure the
uniform interpretation and application of Articles 85 and 86. This is the chief aim of the
first implementing regulation pursuant to Articles 85 and 86, drawn up by the Commission.”

151960 Bundeskartellamt Report, 345. (Hereinafter cited as BK4 Rpt.) One of such
cases was the “Terrazzo” case, August 23, 1960, reported in 10 W ull” 805 (1960). For
a discussion of cases which arose under Article 85, see 1960 BKN' 4 Rpt. 345.

18 Implementing Regulations pursuant to Article 24 of the Regulations No, 17.
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Possibly, some adverse effects of overlapping jurisdiction may be
avoided since the State authorities only retain jurisdiction for the limited
time that the Commission has not initiated any proceedings towards the
issuance of a negative certification, ending any infringement or taking
a decision applying Article 85, section 3. How soon the proceedings
of the Commission are likely to divest the state authorities of jurisdiction
in any particular case remains to be seen. But, the construction and appli-
cation of this clause could well play a major role in determining the area
of residual jurisdiction left with the national authorities. And, note-
worthy is that this determination will be, to a large extent, within the
control of the Commission since it will be responsible for initiating the
proceedings. It may well be, therefore, that the difficulties due to concur-
rent jurisdiction may gradually decrease with the evolution of antitrust
Jaw in the European Common Market.

Where, alternatively, a party, rather than applying for a ruling of non-
applicability of Article 85, section 1, or Article 86, selects to request the
Commission for an exemption under Article 85, section 3, the national
authorities would have no jurisdiction, since here it is exclusive with the
Commission. However, it would then appear that the party could claim
for a negative clearance concurrently with his application for an exemp-
tion, arguing, in good faith, that if his practice is not outside of Article
85, section 1, altogether, it qualifies under the exemption of Article 85,
section 3. This procedure would promote notification of agreements and
shift to the Commission the burden of making the decision as to which
clause to apply in genuine cases of doubt.

NOTIFICATION PROVISIONS
1) The Classes of Agreements

The pivotal provisions of the Regulations revolve around its features
regulating notification of agreements and the effective date of a decision
of the Commission.

Fundamentally, the Regulations distinguish between agreements for
which notification is mandatory and a class of agreements for which it
is optional; moreover, it distinguishes between agreements existing on
March 13, 1962, or old agreements, and agreements effective after that
date, or new agreements.*®

17 Article 9, section 3—Fr. . . . Aussi longtemps que la Commission w'a engagé aucune
procédure en application des Articles 2, 3 ou 6 . . . Germ. . . . Solange die Kommission
kein Verfahren nach Artikel 2, 3 oder 6 eingeleitet hat . . .

8 Fr. . . . intervenus aprés Uentrée en vigueur du présent yéglement . . . Germ. . . .
die nach Inkraftiveten diescr Verordnmung sustande komme. Literally, agrecments which
came into effect after the effective date of the Regulations. '
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Essentially, in one of its basic provisions,'® the Regulations provide that
for old agreements of the mandatorily registrable class, a request for ex-
emption under Article 85, section 3, must be filed by August 1, 1962.*° For
new agreements of the same class, no decision granting the exemption
can be given until the agreement is registered with the Commission.** A
different type time-schedule is set up for a special class of agreements
which is recognized to present a lesser immediate threat to the development
of the Common Market.?* For such a class of agreements, regardless of
whether they are old or new, registration with the Commission is tempo-
rarily postponed, optionally.

The provisions making the distinctions between the classes of agree-
ments and their respective registration schedules are tightly interwoven
with the power granted the Commission to make its decisions retroactive
since its discretion on this matter can only be fully exercized when a
party has complied with the registration schedule. Because the effective
date of the decision of the Commission determines the legality of the
practice of the parties, the measure of the fines imposable by the Commis-
sion, and because it has such an important bearing on the private rights
between the parties inter se, the interplay between these various provi-
sions provides very strong incentives for cooperating with the Commission.
To the Commission, the Regulations provide a very powerful regulatory
device for promoting compliance.

Very noteworthy, indeed, is the evolution from the Draft to the present
Regulations of the scope of the two classes of agreements: the optionally
and the mandatorily registrable class of agreements, the latter class includ-
ing all agreements that do fit the former. During the negotiations,
essentially two positions emerged : one—that of the Commission—favored
mandatory registration for all agreements except for a special class of
vertical agreements for which it was to be optional; and the second posi-
tion—essentially that of the French—favored optional registration for
all agreements except for a class defined by the Commission.?® The Draft
provided for mandatory registration with a class of exceptions for certain
verticle type of agreements. The Regulations now embody a compromise.

In a number of ways, the optionally registrable class is broadened. The
Draft only included agreements placing restrictions on the exercise of
the rights of a party acquiring or using patents, designs or trademarks.*

19 Article 5, section 1.

20 Article 5, section 1.

21 Article 4, section 1.

22 Article 4 and Article 5, section 2. Also, see the Preamble of the Regulations, the
4th and S5th “Considerations” on which the Regulations are predicated.

23 Europe, Euratom and Marché Commun Bulletins of Nov. 16, Dec. 4, and 11, 1961.

24 Draft, Article 5, section 3(b).
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The Regulations now also include agreements between two enterprises
whose sole effect is to impose restrictions on a beneficiary of a contract
involving a conveyance or the licensing of a manufacturing process or
knowhow.?® This is another step in the direction of recognizing a special
position for agreements involving industrial property rights. This ap-
proach is consistent with recent developments towards the enactment of
a European Convention, which appears to recognize the need for sound
protection of industrial property rights* thereby acknowledging its
contribution to the promotion of technical or economic progress.”

A further broadening of the optionally registrable class includes agree-
ments whose sole object is the development or uniform application of
standards and types and joint research agreements where the results are
freely accessible to the participants. Also, optionally registrable are agree-
ments in which only two parties participate * and whose sole effect is to
restrict the freedom of a vendee to set prices or business terms in the
resale of goods which he obtained from the vendor. It is very dubious that
this clause incorporates resale price maintenance arrangements in which
more than two parties participate. The national laws vary on the treat-
ment of resale price maintenance.”® Where the arrangement extends to
involve more than two parties, even though they may be “non-signers”
of the vendor-vendee agreement, registration appears mandatory.

25 Article 4, section 2(b). Fr. . .. d’imposer des limitations dans Vexercice de ses droits
& lacquérenr ou au bénéficiaire de contrats comportant ccssion ou concession de procédés
de fabrication ou dc connaissances relatives & I'utilisation et & Uapplication de techniques
industrielles. . . . Germ. . . . oder dem Berechtigten aus einem Vertrag sur Ubertragung
oder Gebrauchsubcrlassiing von Herstellungsverfahren oder von sum Gebrauch und sur
Andwendung von Betricbstechniken dienenden Kenntnissen hinsichtlich der Ausiibung
dieser Rechte Beschrankungen auferlegen. . . .

286 Weiser, “The Conveéntion for European Industrial Property Rights”"—This Journal—
Vol. 5, Fall 1961, No. 3, 233, 241-242.

27 Treaty of Rome Art. 85, section 3, subsection 1.

28Fr. . .. w'y participent que denx entreprises . . . Germ. . . . an thnen nur swei
Unternehem betciligt sind. . . .

29 The West German Law against Restraints of Competition (West German Law
Against Restraints of Competition of July 27, 1957—(1957) 1 Bundesyesetzblatt 1081,
effective January 1, 1958), section 15, generally prohibits such arrangements whereas sec-
tion 16 makes an exemption for branded goods but requires their filing with the Bundes-
kartellamt for control of abuses. Under the French Law (Ordinance No. 45-1483, June 30,
1945, as amended by decrees No. 53-704, August 9, 1953, No. 58-545, June 24, 1958, and
No. 57-1004, August 17, 1959), Article 37, section 4, the maintenance of minimum prices
for goods is prohibited. As for exclusive dealing arrangements, they are generally legal
in France so long as the parties place definite restraints on their own economic freedom.
In Germany, exclusive dealing arrangements are allowable subject to invalidation by the
Bundeskartellamt if they unduly restrain competition and have a substantial effect on
competition.

30 Tn exempting only agreements between two parties, it would make a distinction some-
what analogous to that existing in the United States after the Miller-Tydings amendment
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But, the optionally registrable class is drastically cut down by disallow-
ing exclusive dealing arrangements, which were allowed in the Draft,®
whether for delivery or purchase and exclusive agency agreements for
goods or services of an enterprise. Clearly now, mandatory notification
applies to such arrangements. The reason underlying such change is
probably because such exclusivity arrangements may approach division of
markets or of supply when judged by their anticompetitive effect on the
market.

Both the Draft and the Regulations recognize ** that agreements must
be registered, even though concluded within one member state, when they
affect interstate commerce. Thus, the view is recognized that such agree-
ments may have anticompetitive effects incompatible with the Treaty
overflowing the national boundary.*®

It is the limitation of the optionally registrable class to agreements be-
tween “two enterprises” which, probably, underscores the importance of
the term “enterprise” most dramatically. An agreement in which more
than two enterprises participate is not within the exempt class. Moreover,
there is no agreement within the meaning of Article 85, section 1,** unless
there are two enterprises. The term has particular relevance in deciding
whether a subsidiary is an enterprise distinct from its corporate parent.
The question may arise more subtly for a partially owned subsidiary. The
term “enterprise’” has been considered by the Court of Justice in cases
arising under the Coal and Steel Community.** But these decisions must
be taken with caution in view of the different environment within which
they arose. The nature of the matters to be regulated will undoubtedly
strongly emphasize the economic concept rather than its legal form.?® It
is suggested that where the economic practice giving rise to the anti-
competitive effects under scrutiny is attributable to an independent busi-
ness decision, the business structure where it originates may be designated

to section 1 of the Sherman Act and before the McGuire Act added “non-signer” clauses
to the federal antitrust exemption.

31 Draft—Article 5, section 3(c, d, ).

32 Draft—Article 5, section 2. Regulations, Article 4, section 2, subsection 1.

43 See for a further extension of this situation to agreements outside the Common Market.
Cartel and Monopoly in Modern Law, International Conference on Restraints of Com-
petition, Frankfurt on the Main (1960) (hereinafter cited as Cartel and Monopoly). Hug,
The Applicability of the Provisions of the European Community Treaties against Re-
straints of Competition to Restraints of Competition caused in Non-Member States, but
Affecting the Common Market, Vol. 2, 639,

34 See Note 3, supra.

35 For instance, SN.U.P.A.T. v. Haute-Autorité, 5 Recueil de la Cour (hereinafter
cited as Rec.), 277 (1958-1959) and S.4.F.E. v. Haute-Autorité, 5 Rec. 383 (1958-1959).

36 Behr, The Concept of Enterprise Under the European Economic Community, Euro-
pean Regional Comununitics, Duke University (1961), 454, 462.
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as an “enterprise.” An even broader concept of this term would qualify
as an enterprise any business structure capable of independent business
decisions even though the practice under scrutiny was dictated by the
corporate parent rather than originating from an intra-subsidiary inde-
pendent decision.

The existence of a temporarily exempt class has already been criticized
as “loopholes which will no doubt be exploited to the detriment of the
millions of consumers of the Community.” * This view appears rather
premature. Rather, the incentives provided by the Regulations for timely
registration of agreements, together with the shadow of possible adverse
effects on the civil rights of the parties attendant failure of registering,
seem to provide enough inducements for registering agreements which
might appear on the borderline between the temporarily exempt and
mandatorily registrable classes.

2) The Notification Schedule for the Mandatorily Registrable Class

The general rule provides that a request for exemption under Article 85,
section 3, must be filed by August 1, 1962, for existing agreements of the
mandatorily registrable class. For new agreements, a decision of appli-
cability of the exemption can only be issued after registration; in effect,
this appears to make registration necessary by the effective date of the
agreement. It is in connection with the registration time schedule that
~ the discretionary power vested in the Commission to make retroactive the
effective date of its decision comes into play. The Draft already contained
an inchoate form of retroactivity in its system of provisional authoriza-
tion.*® The retroactivity features assumed further shape in the text adopted
by the European Parliamentary Assembly which provided the Commis-
sion with the authority to issue a favorable decision retroactively.*® Now,
the Regulations, as a first inducement for timely registration provide the
general rule that the effective date of the Commission’s decision granting
an exemption under Article 85, section 3, can be made retroactive to the
date of registration with the Commission.*® A very special “legal bonus”
is granted to existing agreements applying under Article 85, section 3,
if notice is given by August 1, 1962. For such agreements, the Commission

37 Cartel XII, No. 1, January 1962-—Commentary.

38 Draft, Article 4, section 1. This provision provided that if within six months after
filing an agreement, the Commission raised no objections, the agreement was considered
as provisionally authorized. This authorization could be effective at least to the filing date,
if not earlier.

89 Europe, Euratom and Marché Commun Bulletins, Nov. 16, 1961 and Europe “Docu-
ments” No. 110. Assembly’s Opinion. Sections 1A and 1C.

40 Article 6, sections 1 and 2,
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is vested the discretion to declare an agreement within the exemption of
Article 85, section 1, by a decision effective retroactively. Thus, the
effective date of the decision can be the date of registration or as early as
the effective date of the agreement, or January 1, 1958, the effective date
of the Treaty, whichever is earlier. Accordingly, a favorable decision of
the Commission may hold the agreement within the exemption ab initio.
As a consequence, the validity of the agreement is strengthened. Such
application of the retroactivity features is conducive to the settling of
judicial and commercial uncertainty which now may enshroud some
existing agreements.

On the other side of the coin, however, the Regulations appear to allow
the Commission to give retroactive effect, not only to a favorable decision,
but also to a decision adverse to the registrant holding Article 85, section
3, not applicable. Such application would not be needed as much under the
“null and void prohibition” doctrine but it has a place under the “legal ex-
emption” doctrine ** to hold illegal ab initio an agreement erroneously as-
sumed to be legal. Prior legislative history of the Regulations sheds very
litle light on this aspect,*® except that, because it appears to have been the
subject of so little discussion, such a retroactive application might not
have been intended. Moreover, since retroactivity is only applicable for the
timely registrant, untimely registration would appear to provide insulation
from’such an adverse decision. This would be contrary to the purpose of
the Regulations to promote registration. Perhaps, an adverse retroactive
decision may be precluded on the basis that such a decision does not “apply”
Article 85, section 3, since the practice does not come within its purview.
Yet, the possibility of the Commission giving retroactive effect to a deci-
sion adverse to the registrant must be kept in mind. It is bound to have a
deterrent effect on the practices inconsistent with Article 85, section 1.

For existing agreements that may be of such grievous type that they
are not expected to be able to qualify with Article 85, section 3, but come
under the prohibition of Article 85, section 1, the Commission is again
granted important discretion where registration is carried out by August 1,
1962 by cooperating enterprises. Registration may be carried out by
January 1, 1964 for new agreements of the optionally registrable class.
Where the enterprises agree to discontinue or to amend their practices
as to take them outside the purview of Article 85, section 1, or within
the exemption of Article 85, section 3, the Commission is granted the

41 See Note 5, supra.

42 Except, perhaps, the view of certain advocates of the “legal exemption” doctrine
which seemed to propose that an agreement can be declared illegal retroactively to its
effective date. This appeared to have been the point of view of the representatives of Italy,
Europe, Euratom and Marché Commun Bulletin No. 6, 1961.
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special authority to apply the prohibition of Article 85, section 1, for a
period which it determines.*® In effect, this gives the Commission the power
to apply the invalidity of Article 85, section 1, for only a period limited to
that preceding amendment or discontinuance of the infringing practice.
Or, the Commission may declare a moratorium retroactive to the date of
the agreement. Hence, here again there is a dual incentive: to correct the
practice and to notify timely. Similarly to parties applying for the exemp-
tion, the purpose is the promotion of commercial and legal certainty in the
relationship of parties. But, here the provisions giving effect to a favorable
decision retroactively to a date prior to the registration date, appear of
questionable legal soundness under the general prohibition view. To the
extent to which the Commission would hold Article 85, section 1, not ap-
plicable, it would profess to validate a practice previously declared pro-
hibited by that section. It is questionable that this is sound. On the other
hand, no such question arises under the legal exemption view since there,
the prohibition can be applied to prior practices for any determinable pe-
riod. Perhaps this fact, together with the language of this clause which
reads “‘apply” rather than “lift,” suggests that the Regulations lend them-
selves better to adoption of the legal exemption, rather than the general
prohibition, view,

Probably, the writers of the Regulations have recognized a delicate point
involved in the retroactivity features applicable to objectionable practices
corrected by cooperating enterprises. The Regulations appear to estop a
registrant who has amended or discontinued his practice, from using a de-
cision of the Commission as a defense in a suit by a non-registrant for
damages resulting from the breach of contract involving the condemnable
practice.** Hence, a decision by the Commission that the amended prac-
tice might have been legal after ammendment would be of no moment
in a suit for damages by any non-registrant. Therefore, the Commission
would be ruling on the legality of the practice, while, ostensibly minimiz-
ing the effects on the civil liability attendant the infraction. In this light,
the provision appears sound.

43 Article 7, section 1.

44 Article 7, section 1, last sentence. Fr. . .. Une décision de la Commission en applica-
tion de lo phrase précédente ne peut étre opposée aux entreprises et associations d’entre-
prises qui wont pas donné leur accord exprés & la notification. Germ. . . . Eine Entscheidung
der Kommission nach Sats 1 kann denjenigen Unternehmen und Unternehmensvere-
‘inigungen nicht entgegengehalten werden, die der Anmeldung nicht ausdrucklich zuges-
timmt haben. The Commission has been reported to be of the opinion that it does not have
the power to choose between the two interpretations of Article 85, with respect to the view
that agreements are either null and void since January 1, 1958 or from the moment of the
decision that it comes under the prohibition of Article 85 (see Note 11, Verloren Van
Themaat, at 112). Thus, it would appear that if the Regulations had not made the dis-
tinction proposed by the last sentence of Article 7, section 1, it would have legislated in
cffect respecting the civil rights of the parties.
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3) The Optionally Registrable Class

For this class of agreements, new Regulations to issue by March 13,
1963 will govern their practice.*® However, again incentives are provided
for applying to the Commission for an exemption under Article 85,
section 3, for existing agreements in the optionally registrable class by
August 1, 1962 and of such new ones by the time they become effective.
When filed timely, the Commission, similarly as for agreements in the
manditorily registrable class, can make its decision retroactive to the date
of the agreement or January 1, 1958. This, again, should contribute to
greater commercial certainty. It is especially laudable here in application
to a class of agreements which are recognized to have lesser antlcompetmve
evil tendencies. '

In this context, the other side of the coin appears rather ironical. There
again appears to be no express preclusion for the Commission for making
retroactive a decision adverse to the registrant, thus holding Article 85,
section 3, inapplicable and Article 85, section 1, violated. For a good faith
applicant of an agreement presumably of lesser anticompetitive character,
this appears to be a questionable result. At a minimum, a distinction should
be made between the possibility of retroactive adverse decisions for the
optionally and the mandatorily registrable classes so as to preclude its
application to the former. No such distinction appears from the face of
the Regulations to remedy this situation. It is hoped that great restraints,
prompted by sound administrative judgment, will be exercised in applying
such decisions adverse to the applicant, retroactively.

However, where parties elect not to register agreements in the optionally
registrable class, they cannot use them as a shield for anticompetitive
practices. As part of its power to make inquiries within certain economic
sections,*® the Commission can request any enterprise to disclose to it all
its agreements for which registration is optional. Such threat of exposure
is conducive to the continued proper management of such practices.

THE FINES AND PENALTIES

The Draft provided fines for failure to register agreements with the
Commission.*” Evidently as a price enacted by opponents of mandatory
registration systems, the Regulations, unlike the Draft, make no provi-
sions for fines for failure to register agreements with the Commission.*®

45 Article 22, section 2,
46 Article 12, section 2.
47 Draft, Article (a).

48 This is the reason it is possible to say that the mandatorily registrable class of agrec-
ments is filed voluntarily !
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As a counterpart, however, stiff fines are provided for violation of
Article 85, section 1, or Article 86, and for infractions of the Regulations.
These amount from one thousand dollars to the larger of one million
dollars or ten per cent of the gross business income for the preceding year
for each enterprise participating in the violation.*® Interestingly, it is the
member states and not the Commission which proposed these fines.

However, the Commission can impose fines from one hundred to five
thousand dollars for supplying false or misleading information to the
Commission and daily penalties ranging from fifty to one thousand dollars
for forcing compliance with its decisions. When compliance has been
obtained, the Commission may decrease the severity of the fine from the
amount stated in the decision.*

Interestingly, the Commission cannot impose fines indirectly for failure
to register the agreement by using its power to make a decision effective
retroactively. For existing agreements which are registered timely, no
fines can be imposed for practices which are within the scope of the
registered agreement.”> Hence, even if an adverse decision were applied
retroactively, the fines can only be applied to acts carried out subsequent
to notification. This limitation on the Commission’s power appears rather
limited since in determining the amount of the fine, the duration of the
infringement should be considered in conjunction with its gravity.** More-
over, the full impact of the Commission’s power can be felt where
registration of the existing agreement is not timely or where the practices
exceed the scope of the existing agreement : in such a case, no restrictions
are imposed on the period for which fines are imposable. While this is
another incentive for timely registration, it underscores the illusory char-
acter of any restriction on the Commission’s power to fine. Moreover,
whatever restrictions there may be on the fining power are discarded when,
upon an interlocutory examination,® it considers the conditions of Arti-
cle 85, section 1, met and an application under Article 85, section 3,
unwarranted. When this occurs, no limits on the periods for fining apply.

For new agreements, no fines can be imposed for acts subsequent to
the registration and prior to the decision.*® Accordingly, acts carried out
pursuant to an agreement entered after March 13, 1962 and before the

49 Article 15, section 2(a).
50 Articles 15 and 16.

51 Article 15, section 2.5(b).
52 Article 15, section 2,

%3 Article 15, section 6. Fr. ... qulaprés examen provisoire elle estime que les con-
ditions de larticle 85, section 1, sont remplies . . . Germ. . . . vorliufiger Priifung der
Auffassung ist, das die Voraussetzungen des Artikels 85 Absatz 1 des Verirages
vorliegen. .

5¢ Article 15, section 2.5(a).
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date of registration, are subject to fines. This clause clearly promotes
timely registration. Where the registration and decision dates are made
to coincide by the Commission exercising its discretion to make the date
of decision retroactive to the registration date, the acts vulnerable to fining
are those in the period between the agreement date and registration date,
if these two do not coincide. Where they do, no fine can be imposed.
Where the decision inflicting the fine is subsequent to the notification date
because it was not given retroactivity, again the same period from agree-
ment date to registration is subject to fines, but this time the decision may
affect the validity of the practice during the entire period from the
agreement date to the decision date and, thereby, the rights of the parties
inter se.

The interplay between the retroactivity power, that to affect the validity
of a practice and the elasticity of the power to fine, gives the Commission
a powerful instrument for the enforcement of the Regulations.

ENFORCEMENT OF THE REGULATIONS

The power of enforcement of the Commission is manyfold. Pursuant
to the provisions of Article 8 of the Treaty, very powerful investigation
powers are granted the Commission. These are probably the most exten-
sive in the Western World.*® They comprise the power to request all
necessary information from Governments, State authorities or enter- .
prises.”® They also comprise broad powers for searching the business of
the enterprises, examining business records, and taking oral depositions.*
Yet, guarantees are provided for professional secret subject matter.®® It
can be foreseen that serious difficulties may arise in what subject may be
given this label properly.

It is significant that the Commission may initiate investigations pur-
suant to its own motion and that the State authorities only need be
advised in due time.*® But, dependency by the Commission on the authori-
ties of the states appears to increase as the enterprises become more

83 For an interesting comparison of the right of information and investigation under
the ECSC Treaty, see Spaak and Jaeger, The Rules of Competition within the European
Common Market. Law and Contemporary Problems European Regional Communities,
Duke University (1961), 484, 497. The right of investigation is more extensive than that
of the Federal Trade Commission, the Department of Justice, greater than that of the
BKA. Yet, broader are the powers given in the Belgian Act on protection against abuse of
economic power of May 1960, Article 4, especially paragraph 3. Moniteur Belge, June 22,
1960.

66 Article 11.

87 Article 14, section 1.

8 Article 20,

%9 Article 14, section 2.
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recalcitrant to the investigation.®® This probably cannot be avoided since
Article 189 of the Treaty reserves to the domestic agencies competence
as to forms and means. This Article appears to preclude legislative pene-
tration into the states’ provinces. In this area, conflicts with the national
laws can be envisaged in the execution stages of the investigation powers.
Possibly, recognizing such difficulties the Regulations now seem to provide,
in a departure from the Draft, for the enactment of the necessary national
laws by October 1, 1962 to enable the Commission to rely on the assistance
of the states to carry out an investigation against an objecting enterprise.”
The Commission must be consulted for the enactment of the new measures.

A supplementary investigating weapon of the Commission is directed
against sectors of the economy as a whole. It permits the Commission to
carry out inquiries into the business of enterprises located in that sector
when there are indications, from the trend of trade between the Member
States, that competition within the Common Market is being distorted
or restricted.®” These inquiries can be carried out to investigate any
abusive exploitation of a dominant position within the Common Market
as prohibited by Article 86. However, investigations by economic sectors
against enterprises with dominant market power appear to be limited to
enterprises which are located in the economic sector in which the effects
of their anticompetitive conduct occur, such as inflexibility of prices or
price movement. Effective application of these provisions appears to
demand an elastic conception of the term “economic sector” to insure that
it will encompass both the enterprise and its effects, regardless of their
remoteness in the economic market.®

THE PROVISIONAL CHARACTER OF DECISIONS

Decisions of the Commission are granted for a specified period and may
be renewed upon application. Also, they may be issued with stipulations
and conditions.” Moreover, a decision can be revoked or modified by the
Commission on four grounds.® Three of them are directed against
improper acts performed by the parties, such as fraud. One ground is a
factual change in the situation on which the decision is predicated, such as
a significant change in the market situation. This latter fact may change

80 Article 14, sections 5 and 6.

61 Article 14, section 6,

62 Article 12.

63 For a discussion of related aspects, see Giinther, The Relevant Market in the Law of

Restriction of Competition, Schriftenreihe der Jur Stud, Ges. Heft 47. Karlsruhe,
Reviewed in 10 WulV 711 (1961).

84 Article 8, sections 1 and 2.
85 Article 8, section 3,
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quite independently from the parties, especially in a dynamic economy,
like that of the Common Market. If commercial certainty is to prevail,
it should be the hope that decisions will not be unwisely opened on this
ground. But, the provisional character of the decisions underscores the
dynamism of the Common Market.

Again, in a striking and characteristic departure from the Draft, the
Regulations provide the Commission with the power to revoke its deci-
sion with retroactive effect.®® Yet, here the Regulations draw a sound dis-
tinction. No retroactivity is applicable where the reason for amending the
decision is not attributable to improper acts of the parties, but is inde-
pendent thereof, as where there is a change in the market situation. Had
this not been the case, serious economic and legal uncertitude would have
attached to a decision that is subject to being opened up by varying eco-
nomic circumstances. Where improper acts of the parties are involved,
the Commission has the power to declare, for instance, Article 85, sec-
tion 3, inapplicable, and the practice improper under Article 85, section 1,
with retroactivity. This is a powerful “sword of Damocles” which should
have a strong, sobering influence on the parties in the accuracy of their
statements in registering and in their compliance with decisions of the
Commission.

STATE RESTRAINTS ON THE COMMISSION’S POWER OF DECISION

Possibly, this is the Achilles heel of the Regulations. The Draft pro-
vided that the Commission would only render decision after having had a
separate opinion of the competent authorities of the Member States.””
This, it seems, could have been crippling. Now, the Commission has
somewhat greater independency. But, it must work with a new body
proposed by the Economic and Social Committee: the Consultative Com-
mittee on Cartels and Monopolies.®® It is to be constituted by qualified
representatives from the States authorities and its work should concentrate
on the economic and social aspects of the agreement under scrutiny. Be-
fore issuing a decision, the Commission is to consult the Committee in a
joint session called by the Commission. And the Committee, even if in-
complete by the absence of some of its members, may write an opinion. A
consultation is thus provided; but, there appears to be nothing equivalent

66 Article 8, last paragraph. Fr. ... Dans les cas visés sous b), ¢) et d), la décision
peut aussi étre révoquée avec effet rétroactif . . . Germ, . . . Inden Fillen der Buchstaben
b), ¢), und d) kann die Erklirung auch mit riickwiekender Kroft widerrufen werden. . . .

87 Draft Articles 7, section 2, and 8, section 1. This was essentially the position of
France whereas the legal department of the European Community opposed state participa-
tion. The Commission favored a form of consultation with the State authorities,

68 Article 10, section 3.
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to a veto power. In some ways, this is akin to the role of the Advocates
General who are attached to the Court of Justice.** The Committee could
be a real impediment on the vigor of the decision-making power of the
Commission. The members of the national authorities may unite to resist
imposition of the supranational directives of the Commission; or, the
differences may arise along national lines. Also, the restraints may arise
just out of the mechanics of the existence of such a joint committee. Cer-
- tainly, it could act as an inhibitor on the independence of the Commission’s
ability to act as an impartial arbitrator in the application of Articles 85
and 86. If this is the weakest link in the Regulation, it remains to be seen,
of course, how weak it is. Notwithstanding these considerations, it would
appear that such a centralized committee would increase the influence of
the Commission. Moreover, the committee may well provide a crucible,
further remote from the influence of national bodies, where pressures can
be brought upon each other by all the members of the joint committee to
mold a European approach to the control of restrictive trade practices. It
is hoped, however, that the members appointed to the Committee will be
individuals dedicated to translating the Regulations into an effective and
dynamic competitive system in the EEC. '

THE TRANSPARENCY FEATURES OF THE REGULATIONS

Perhaps, these features will act as somewhat of a deterrent to notifica-
tion. The Regulations provide for transmission to the competent State
authorities of requests and applications together with copies of important
papers.”® But, moreover, it provides for the publication of essential con-
tents of an application or notification prior to issuing a negative clearance
or a decision.”™ The purpose is to provide third parties of interest an
opportunity to submit their views. This procedure is already subject to
criticism.” As a palliative to abuse, there is specified, however, that only
essential contents of applications or registrations shall be published and

9 Justice Donner, President of the Court, The Court of Justice of the European Com-
munities. Legal Problems of the EEC and the European Free Trade Association. Inter-
national and Comparative Law Quarterly, Supp. Pub. No. 1, 66, 68 (1961).

70 Article 10, section 1. Under the Procedural Regulations, seven copies of the docu-
ments must be filed in order to provide sufficient copies for the State authorities.

1 Article 21, section 1.

72 Verloren Van Themaat, answering this criticism directed at the publication features of
Article 2, said that it aims at giving the parties the legal guarantee that their agreement is
not forbidden; it thus promotes legal certainty. Since no negative clearance is possible
without third parties having had an opportunity to present their views, the rule requires
that the negative clearance must be published in the form of a draft. If an enterprise does
not want its agreement to be known, it may ask the Commission for “advice” ; this does
not commit the Commission. Press Conference at La Hague, February 2, 1962, Verloren
Van Themaat, Von der Groeben and Jaume. Europe and Euratom et Marché Commun.
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that the business and professional secrets of the enterprises should not be
divulged.™

Regardless, however, of the criticism, it can be seen that these publica-
tions should be of immeasurable help as harbingers to guide the manage-
ment of enterprises in a manner consistent with the policy of the European
Economic Community in the field of freedom of competition.

CONCLUSIONS

Upon analysis, the Regulations emerge as a powerful legislative instru-
ment capable of great flexibility that should well meet the requirements of
an “armory of sufficient flexibility . . . to be able to meet the varying
situations.” ™ If it is not a “rule of reason” which the European Eco-
nomic Community will develop, it may be an “equitable rule” striving at
a system of workable competition that will reserve to the public an equi-
table share of the benefits resulting from a stiffer and more dynamic
competition. Its application is likely to be in the hands of administrative
officials, both of the states and the Community, with whom differences
should be negotiated skillfully.

The antitrust provisions of the Treaty of Rome, as implemented by
the Regulations, are likely to have a significant impact on American in-
terests. The importance of these recent developments in the European
Community has been recognized on the American scene by The Honorable
Lee Loevinger when, after discussing the antitrust laws of the Treaty of
Rome, he stated :

“The laws of the countries of the Free World, and of the Communities
and organizations of these countries, are now tending toward elimination
and control of restrictive business practices and restraints of trade. Anti-
trust law is becoming a western world phenomenon, as the Free World
increasingly recognizes that the maintenance of economic freedom is in-
timately related to the achievement and maintenance of political and per-
sonal freedom.” *®

Likewise, it has been noted that the antitrust vacuum existing in
Western Europe has now been filled by the enactment of comprehensive
antitrust regulations specifically discussing those of the Common Market.™
And, in a review of the same provisions of the Regulations, it was sug-

78 Article 20 and Article 21, section 2.

7¢ Von der Groehen, “The Cartel Legislation of the European Economic Community in
the Light of Two Years’ Experience.” I Cartel and Monopoly, 63, 68.

75 The Honorable Lee Loevinger, Assistant Attorney General in charge of the Antitrust
Division, U.S. Department of Justice: Antitrust Law in the Modern World, address before
the New York State Bar Association, January 25, 1962.

76 The Honorable Herbert Brownell: American Business in World Trade, a talk before
the National Industrial Conference Board’s Special Antitrust Conference—May 16, 1962.
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gested that “presumably, this comprehensive new antitrust policy will be
enforced, and would apply to any subsidiary or other business enterprise
of U. S. origin that may be established or in existence in the Common
Market area.” " Furthermore, a modernization of our antitrust concepts
to prevent conflict or duplication of the laws in Western Europe with our
own antitrust laws, is being advocated.™

Concurrently with what a study of the antitrust provisions of the
Treaty of Rome and the Regulations reveal, it is essential to keep in mind
what is not spelled out by the Regulations: the consequences on the
private rights of the parties inter se. Two decisions related to this ques-
tion are revealing: in the first, the Court of Justice of the European Com-
munities in the De Geus v. Van Rijn and Bosch case,” deciding the question
submitted to it by the Court of Appeal of The Hague, held that Article 85
of the Treaty was immediately applicable law. Moreover, the Court
held that agreements which are not registered timely, in accordance
with the Regulations, are null and void from March 13, 1962. If
registered timely, they can only be deemed null and void if the Commis-
sion holds that the exemption of Article 85, section 3, does not apply or
that this agreement cannot be corrected to be compatible with the Treaty,
or that national authorities held the agreement invalid as violating the
Treaty.

The second decision may be even more significant because it involved a
suit for a breach of contract between its parties. In its decision of May 4,
1961, the Court of Appeal of Paris in Société de I Alimentation v. Société
de Fécamp,® held invalid and unenforceable an agreement between two
French enterprises. The initial agreement of July 1949 between the parties
provided for a merger of production facilities, a joint distribution system
and price fixing for a certain region of France. When, in 1955, the appel-
lant (Soc. de I’ Alimentation) rescinded the agreement on the ground that
it was invalid since August 1953, (Decrée 9 Aout 1953, modifying Ord.
30 June 1945) °* the appellee (Soc. de Fécamp) sued for specific perform-

7 1d.

"8 Id. The problem of the application of our antitrust laws to American commerce in
the European Common Market deserves renewed attention. For a study, see the Report of
the Attorney General's National Committee to Study the Antitrust Laws, 1955, pages 65-
109,

" See Note 17. Ewrope, Euratom and Marché Commun—Luxembourg—April 9, 1962
Bulletin.

80 Cour d'appel de Paris, 1" Chambre Supplémentaire, Juris Classeur Périodique, La
Semaine Juridique, Sec. Jurisprudence, No. 16, April 1962,

81 Guide to Legisiation on Restrictive Business Practices, Vol. 1, France, published by
the Organization for European Economic Cooperation, Paris. A report of the work of the
Commission Technique des Ententes is found in Wul¥ 61, 861, Die Jahresberichte der
fransosischen Kartellbehirde (1954-1959).
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ance and for damages. Reversing the decision of the lower court, the
Court of Appeal of Paris held the agreement invalid as a restraint on
competition, which violated section 59, bis of the Ord. June 1945 in pre-
cluding, inter alia, a lowering of sale prices. Also very significant is the
statement by the court that if :

“. . . The Société Fécamp had considered the main object of the agree-
ment as contributing to economic development and to improved distribu-
tion, it should have applied for a ruling to that effect from the Commis-
ston Technique des Ententes; requesting an exemption under 59 ter; and
this, the party failed to do.”

This decision is apparently the second decision reporting private litiga-
tion involving contractual right of the parties to an agreement dealing with
restraints on competition.®> These developments cannot be ignored as
indicia of the evolution of antitrust philosophy in the Common Market.

“In appraising what will happen in Europe . . . , once it gains impetus
and public favor, antitrust enforcement may spread like wildfire. It may
be safe to say that there will be no Thurman Arnold in Europe for awhile,
but it is only prudent to add that his European counterpart may well be
waiting in the wings.” ® Moreover, as “The dusty corners of protec-
tionism . . . are being ventilated, at least by the end of 1969, the wind of
free competition should be fairly whistling !’ 8

And, now is the time to harken for the whistling in the wings!

82 Tn the first decision of the Court of Lyon, June 13, 1960, Juris Classeur Périodique
1961 No. 68936, The Court, apparently, instructed the parties to seek first a ruling from
the Commission Technique des Ententes.

83 Kelleher, The National Antitrust Laws of Europe, 17 A.B.A., Antitrust Section 506,
518.

84 Dr. Walter Hallstein, President of the Commission of the European Economic Com-
munity, address delivered at Georgetown University, April 12, 1962.



The Developing Law of German Employee Inventions

JAMES W. BRENNAN *

SUMMARY

HE RIGHTS OF EMPLOYEE INVENTORS to share with the employer in the
Tproﬁts arising from their invention has evolved over a long period in
Germany. The first comprehensive regulation in this field came about in
the 1940’s as an attempt to promote the making of employee-inventions
to aid the war effort. These early regulations have been superseded by a
statute enacted by the German Parliament in 1957. Although certain of
the procedures to be followed by the employer and the employee under the
new statute may be criticized as unduly complex, no fundamental change
in existing substantive law has been made. German employers, especially
larger companies, have encountered no hardships in operating under the
recent statute. It is difficult to determine if inventing by employees has
‘been stimulated by the recent statute. Statistics regarding the filing of
patent applications fail to show an increase in the filing of domestic appli-
cations. Inasmuch as the statute does not represent a fundamental de-
parture from the previous regulations, a dramatic increase could not be
expected.

PART 1
INTRODUCTION

HE GERMAN EMPLOYEE INVENTION STATUTE OF 1957, is the culmina-
Ttion of a half century of evolution of legal thought in Germany. The
statute is one attempt to resolve the conflict between a fundamental prin-
ciple of labor law which awards the fruits of an employee’s labor to his
employer and the principle of the patent law which provides for a limited
monopoly to the inventor as a reward for his invention.*

* Mr. Brennan is the director of the United States Navy European Patents Program.
Information for this paper was compiled while the author was studying under a Peter
Canisius Fellowship at the Institute for Foreign and International Trade Law, Johann
Wolfgang von Goethe University, Frankfurt, Germany. The work was done under the
direction and guidance of Professor Dr. Heinrick Kronstein of The Georgetown Law
Center and the Frankfurt University. The views expressed in this paper are those of the
author and are not intended to indicate in any way the views of the United States Navy.

1 Amtliche Begriindung zum Regierungsentwurf eines Gesetzes iiber Erfindungen von

41
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The question of the right of an employee to share in the profits arising
from inventions made by him while in the employ of another is an ex-
tremely sensitive area of the law affecting the relationship between the
employer and the employee, the relationship of the employer or employee
vis-a-vis third parties and the promotion of the national economy through
the patent system. Since more than eighty percent of the inventions made
in Germany originate from employees,® this law is of particular economic
and sociological significance.

The legislature characterized the statute as social legislation intended
to protect the inventive employee;® the generous manner in which the
employee is treated is preof of this intent. Some commentators on the law
believe that an important purpose of the law, perhaps more important than
the first, is to promote and foster the economic development of Germany
by presenting to creative employees incentives to invent.*

This statute is of interest in the United States for two reasons; first,
because American companies having subsidiaries or branches in Germany
may have to operate under this statute and second, because the German law
presents a good model which may be used by those in the United States
interested in determining if such a system can be adapted to the U.S.
industrial-patent complex. In recent years, proposals have been made that
there should be Federal legislation which would equitably divide the profits
of an invention between the inventor and his employer. Some authors
have with good reason selected the German statute as an example.®

Unfortunately, most of the publications in the English language are
based solely upon a discussion of the text of the statute. It is the purpose
of this paper to discuss the law, taking into consideration the opinions of
German lawyers who have worked with the law, the German commentaries
on the law and the few decided cases which have been published. An

Arbeitnehmern und Beamten von 19 August 1955 (Drucksache des Deutschen Bundestags
Nr. 1648)—“Allgemeines” ; reprinted in “Gesetz iiber Arbeitnehmererfindungen mit Neben-
gesetzen und Materialen”—Dr. Kurt Haertel und Albrecht Krieger—Karl Heymanns
Verlag K. G. Koln/Berlin 1957, Nachtrag-Durchfuhrungsverordnungen und Vergutungs
rechtlinien 1959.

2 Haertel and Krieger, p. VII.

8 Schriftlicher Bericht des Ausschusses fiir gewerblichen Rechtsschutz und Urheber-
recht (17 Ausschus) iiber den Entwurf eines Gesetzes i{iber Erfindungen von Arbeit-
nehmern and Beamten (Drucksache 1648) “Allgemeines” reprinted in Haertel and Krieger.
cf “Gedanken zur Neuregelung des Rechts der Arbeitnehmererfindungen”—Alfred Hueck
—J. C. B. Mohr (Paul Siebeck Tiibengen).

¢ “Arbeitnehmererfindungsgesetz” commentary by Bernhard Volmer—C, H. Beck’'sche
Verlagsbuchhandlung Munich/Berlin, 1958, p. 21; Reimer's “Das Recht der Arbeitneh-
mererfindung” 3rd. Aufl. bearbeitet von Dr. Hans Schade and Dr. Helmut Schippel—
Erich Schmidt Verlag, Berlin, 1958, p. 23.

5 “Division of Rights Between the Sponsor and the Originator of an Invention”
W. R. Maltby, 21 FBJ 258 (1961). )
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attempt has been made to be as specific as possible, but a paper of this
size cannot exhaustively treat a subject of the scope and complexity of
this German law.

In order to appreciate the impact of the current statute, it is necessary to
return to the Patent Law of 7 April 1891 and to investigate to some
extent the evolution of the philosophy of both the Patent Law and the
Labor Law.

GROWTH OF THE LAW IN GERMANY

The Law Priqr to 1936

The Patent Law was based originally on the so-called application princi-
ple (Anmeldeprinzip). Inasmuch as a patent served the public interest by
making the invention known and after fifteen years (the term of the
patent in 1891) freely available to the public, it was granted not only to
the inventor but also to the first applicant who offered to the public the
fruits of the inventive activity of the inventor.® If the first applicant were
a thief then the true inventor had a remedy at law under the proper
circumstances.” Apparently, third parties could not use as a defense in
an infringement suit the fact that the patentee was not the true inventor;
the right of action could be exercised only by the inventor according to
Sections 3 and 11 of the Patent Law,

Furthermore, the courts distinguished between the right in the invention
and the patent right. With the making of an invention an absolute right
arose in the inventor when he obtained a patent, this right disappeared,
replaced by the patent right. Since this right to the invention was con-.
sidered a property right, it could be disposed of by the inventor.

Consequently an employee could enter into a contract with his employer
whereby the employer obtained title to the inventor’s right in the invention
the instant it was made.

The employer could file a patent application without naming the inventor
in the application or, indeed, without his knowledge of the filing. The
only judicially imposed requirement for validity of such a contract was
that the invention had to be specified before hand. A contract of employ-
ment identifying the field in which the employee was to work and stating
that all inventions made by him in that field became the property of the
employer was held to be sufficiently definite,®

Although most of the contracts of employment with scientific personnel

¢ “Das Patentgesetz vom 7 April 1891.” Commentary by Dr. Paul Kent, Heymanns Ver-
lag 1906, Vol. 1, p. 41.

71892 RGZ 29, 49 (Decisions of the Imperial Court in Civil Cases, vol. 29, p. 49, 1892).
81911 RGZ 75, 225,
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contained provisions granting immediate title to the invention to the
employer, this was in the nature of added protection for him, since he
had a right to inventions of his employees made during working hours
with his facilities. The contract provisions gave rights in inventions made
by the employee after working hours so that the employer had rights to
inventions regardless when they were made.®

As might be expected, the lack of recognition of the right of an em-
ployee to be noted as the inventor led to disputes, especially when the
employee had no scientific training and his duties were not that of a
scientific investigator.

The situation was first considered by the legislature at about the turn of
the century. In the stenographic report of the proceedings in the German
Parliament as reprinted in GRUR,'® Representative Potthoff described
an incident in which an employee, not a trained scientist, made an invention
which the employer patented in his own name and in the course of ten
years, saved 300,000 R.M. (German Marks). The employee received no
extra compensation for the invention nor did his name appear on the patent.
Sometime later the employee made a second invention but refused the
employer’s request to describe it in sufficient detail to permit the filing of
a patent application and refused to do any such work for the employer
which lay outside of his assigned duties.

Dr. Pottoff, concerned at this disruption of the relations between em-
ployer and employee and the loss of invention to Germany, suggested that
the patent law be amended to follow the example of the U.S.A. in pro-
viding that the patent be applied for in the name of the true inventor or,
at least, that the employee making the invention be recognized as the
inventor except where the contract of employment specified otherwise.

The first change in the law came, not from the legislature, but from the
courts,

In 1907, the Reichsgericht decided that an invention made during the
course of employment belonged to the employer only if this was specifically
agreed in the contract of employment, or if the invention was made pur-
suant to the instructions of the employer or lay in a field of duties especially
assigned to the employee. This remained the law until 19421

In 1913, a bill was submitted to the legislature providing the recognition
of the right of the inventor to his invention and guarantying the employee-
inventor some reward from the employer, with provision that, if it was

9 Volmer, 26, Arbeitnehmererfindugsgesetz C. H. Beck’sche Verlagsbuchhandlung,
Munchen und Berlin 1958.

10 Gewerblicher Rechtsschutz und Urheberrecht vol. 7; Munich (GRUR) 1905, p. 206.
(Periodical.)

11 Volmer 27.
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impossible to credit any single employee with the invention, then the
enterprise itself would be regarded as the inventor. World War I and
the opposition of certain segments of industry prevented this from
becoming law.*

After World War I, the Angestelltenverbinde entered into collective
agreements with employers governing invention rights. According to one
author, there were 4,000 such agreements in the 1920s."® Incidentally,
this subject today is governed by collective agreement in France. (It
should be borne in mind that scientists and engineers in Germany have
traditionally been more strongly unionized than their U.S. counterparts.
Interestingly, patent counsel for large German firms have indicated in
private discussions that the important inventions come from those em-
ployees who are not “union oriented”.) One of these agreements, the
“Reichstarifvertrag fir die akademische Angestellter der chemischen
Industrie” of 27 April 1920 provided principles upon which later legisla-
tion was based.™

At about this time, the courts began to segregate inventions into three
categories, Betriebserfindung, Diensterfindung and freie Erfindung, de-
fined as follows:*

Betriebserfindung : If so much of the employer’s suggestions, know-how, prior
work in the field of special tools are used that the completion of the invention
requires no more than the usual professional skill then the invention belongs to
the employer and the employee has no claim to be named as the inventor in a
patent application. The same applies if it is impossible to determine which of
several employees was the inventor,

Diensterfindung : If the inventive activity is related to the duties of the inventor
or the use or exploitation of the irivention falls within the sphere of commercial
interest or .activity of the employer, he may take title and the employee receives
compensation. It was also common for companies to name the inventor of a
Diensterfindung in the patent itself,16

Freie Erfindung: All other inventions are free, the property of the employee.

The legislature also made sporadic attempts to solve the problem. These
attempts were made more difficult by the fact that the leading scholars
could not arrive at a unified concept of invention and the ownership of
invention.

12 [bid. 30, 31.

13 Jbid. 31.

14 Decision of the Federal Labor Court of 1 November 1956; reported in “Blatt Fiir
Patent—, Muster—, Und Zeichenwesen” (Blatt) vol. 59, p. 133 (1957) (Journal of the
German Patent Office).

15 Amtliche Begriindung, “Allgemeines.”

1654 GRUR 67 (1952) “Gedanken eines Praktikers zur Regelung des Rechts der
Angestelltenerfindung,” Mediger.
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The Patent Statute of 1936

The 1936 Patent Statute brought about an innovation. According to
Section 3 of the Statute the applicant was required to be the inventor or
one deriving his rights from the jnventor (Erfinderprinzip) and the
applicant who was not the inventor had to state how he derived his rights
to the invention; failing this, the application was rejected.'”

With the change from the Anmeldeprinzip to the Erfinderprinzip, it
was no longer consonant with the principal of the patent law for the em-
ployer to acquire title to the invention the instant it was made. The
employer could however obtain title to the patent. Furthermore, it was
uncertain whether the Betriebserfindung concept could raise title in the
employer to an invention made jointly by several of his employees since
Section 3 of the Patent Law recognized a joint invention. The courts
divided on this issue, some holding that the Betriebserfindung still existed,
other holding to the contrary.*®

The Regulations of 1942

The legislative climate had gradually become more in tune with the
demands of the employee organisations and in the late 1930’s, a bill
regarding employee rights in inventions was sent to Hitler for approval.
He rejected that law as being too complicated and unclear. Upon the
outbreak of World War 11, the Oberkommando of the Wehrmacht ordered
that work on the law be suspended for the duration.'® As the war con-
tinued, it became apparent that it was to be a war of technology and that
Germany had fallen behind the Allies in many technical fields, notably
radar. Accordingly, in 1940 the Oberkommando not only withdrew the
order that the regulation be held in abeyance but urged speedy passage of
suitable regulations. '

Since the body responsible for the Four-Year Plan of 1936 was given
unlimited power under the plan for the enactment of regulations regarding
the economy, it was unnecessary for these regulations to be enacted by the
legislature to become effective.?* On 22 July 1942, a decree governing the
treatment of inventions of Gefolgschaftmitgliedern ** was published and
on 16 April 1943 implementing regulations were published.?®* ‘“Gefolg-

17 “Das Patentgesetz Commentary” by Krause, Katluhn, Lindenmaier 1958, Carl Hey-
manns Verlag p. 374, notation 21,

18 Volmer 39.
19 [bid. 40,
20 bid. 41.

21 “Verordnung iiber die Behandlung von Erfindungen von Gefolgschaftmitgtiedern vom
12 Juli 1942” (Reschsgesetz Blatt 1. S 466) ; reprinted in Haertel and Krieger.

22 Durchfithrungsverordnung zur Verordnung iiber die Behandlung von Erfindungen von
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schaftsmitglieder” is a word coined during the National Socialist period
and connotes a following of the leader by the workers. In this field of
law it is exactly coextensive in meaning with the word “Arbeitnehiner”
(employee).®

The decree of July 1942 contained only four clauses. The second clause
expressed the spirit of the regulation: “Every employee is obliged to place
at the disposal of his employer inventions made by him if they have arisen
from his work in the employew’§ enterprise. The employer shall pay
suitable compensation for theSe inventions.”

The implementing regulations provided that:

The decree applied to Government employees as well as employees in private
enterprise.

The employee was obliged to fully report all inventions made by him during his
employment whether or not the employer was entitled to rights in them,

The employer could take title to an invention which the employee made in
performance of his. assigned duties. There was no provision for taking only a
license.

If the invention was patentable and the employer took title, he must compensate
the employee. The amount of compensation was based upon (a) the utility of
the invention, (b) the degree of inventive genius involved, (c) the wages of the
employee, and (d) the duties of the employee.

The employer was entitled and obliged to apply for domestic patent protection
except where his interests required that the invention not be published, in which
case he could admit patentability to the employee and not file an application.
The rights and duties under the regulations were not affected by dissolution of
the employment relationship and the regulations could not be altered to the
detriment of the employee by previous agreement.

On 5 December 1944, further regulations governing the compensation
for employee inventions were published.”* These regulations took into
account such factors as the manner in which the problem was presented to
the employee, the manner of solution of the problem, the employee’s posi-
tion in the company and the value of the invention,

Although the regulation of 1942 had been criticized as took quickly
enacted and not well thought out,® it and its supplementary regulations
remained in force (insofar as they did not depend upon administrative
machinery peculiar to the National Socialistic State) until the Statute
of 1957 was enacted.*® The provisions of these regulations as enumerated
indicate that there has been no revolutionary change in existing law
brought about by the current statute. Thus the experience gained by

Gefolgschaftmitgliedern vom 20 Marz 1943 (Reichsgesetz Blatt 1. S. 257) ; reprinted in
‘Haertel and Krieger.

2362 GRUR 487 (1960).

24 Richtlinen fiir die Vergiitung von Gefolgsschaftmitgleidern; Fassung vom 10 Oktober
1944 (Reichsanzeiger Nr. 271 vom 5 December 1955; reprinted in Haertel and Krieger.
2554 GRUR 67; Mediger.

28 Bundesarbeitsgericht, 1 November 1956; reprinted at 59 Blatt 133 (1957).
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German corporations operating under the Regulations of 1942 affords
them advantages over foreign corporations who have set up branches in
Germany since the end of World War II.

PART II
THE STATUTE OF 1957

During the early 1950’s, the efforts were resumed to legislate in this
field. In the period preceding passage of the Statute, one point was vigor-
ously debated. This point was whether the basis of the law should be the
so-called monopoly principle or the exceptional performance principle. Ac-
cording to the monopoly principle, the basis for compensation lies in the
fact, that because of the employee’s invention, the employer is able to ex-
clude from competing with him in practising the invention.*” Under the ex-
ceptional performance principle, the employer would be required to com-
pensate an employee who makes a special achievement. This principle
would enlarge the scope of the law to include innovations not pro-
tectable under the statutes for the protection of industrial property
and would extend the law to cover such things as beneficial suggestions.
In spite of the preference expressed for the exceptional performance
principle by Dr. Reimer, the late President of the Patent Office, the legis-
lature adopted the monopoly principle.?®

The current statute was enacted on 25 July 1957 and went into effect
in August of that year and regulations concerning computation of the
compensation due to employee-inventors were issued on 20 July 1959.
The statute itself is divided into four parts and one of these is subdivided
into six parts.

SCOPE AS TO PERSONS
Employees

All employees are protected by the provisions of the statute. This in-
cludes employees of local and federal governments and soldiers as well as
employees of private firms. The term employee is not specifically defined
in statute but is determined according to the principles of Labor Law.*

“Employees” include those persons who stand in legal relation to an
employer and are required to perform services as designated by the em-
ployer at the time and place required by him. It is not necessary that the
employee be paid wages or that he work any minimum time. The concept

27 Schade/Shippe! 30.
28 Schriftlicher Bericht des Ausschusses, “Allegemeines.”
29 Amt’l Begr, to § 1 (of the law as enacted; not 6f the bill).
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embraces seasonal workers, apprentices and students who work for an
employer a few hours a week as part of their educational training.*

The legal representative of a company is not an employee ** nor are
those persons employees who, although they perform certain work for
another, have the freedom to choose their own place or times of work.
Thus, a university professor who acts as consultant to a chemical company
is not its employee nor is a free- lance engineer generally an employee of
his clients.®®

Loaned Employees

Interchange of scientists and engineers is not uncommon between
German domestic firms or foreign firms. When Firm A loans one of its
employees to Firm B for the purpose of working on a particular project
for Firm B or for broadening the employee’s background in a special
field, the employee is generally considered to remain in A’s employ if he
continues to pay his wages.*® This causes difficulties since inventions made
by the employee at Firm B invariably relate to matters of interest to that
firm. Firm A may not have the ability to realistically determine the value
of the invention to Firm B. If an invention of interest to B is inadvert-
ently released to the inventor by Firm A, it could result in considerable
embarrassment to both firms. One large company has solved this problem
by assigning its rights in any inventions by a loaned employee during
the period of loan to receiving company. This works in both ways and
has been found to be completely satisfactory.®

Application to Non-employees

Regardless of whether the putative employee is covered by the law, the
parties may agree that the statute will govern innovations made during the
“relationship,” although they cannot confer jurisdiction on the Arbitration
Board if a true employer-employee relation does not exist.*® Many em-
ployers insert a proviso into consultation contracts to the effect that all
inventions and improvements arising from the work under the contract
will be treated as though they were inventions of an employee. This
simplifies the administrative work of the employer since inventions of
the consultant can be processed in the same manner as employee inven-
tions and also benefits the consultant who has made an invention jointly

30 Schade/Schippel 59.

31 “Entscheidung der Schiedestelle of 29 October 1958,” reported at 61 Blatt 16 (1959).
32 Volmer 68, 69.

33 Volmer 67

34 Private discussions with industrial patent attorneys in Germany, May-July 1961,

35 “Entscheidung der Schiedestelle of 29 October 1958,” 61 Blatt 16, 1959,
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with one of the firm’s employees and consequently owns rights to the
invention jointly with the employee. Unless the consultant is protected
by agreement, the firm could use the portion of the invention belonging
to its employee upon payment of compensation to him only. Furthermore,
the fact that the employer has the license from its employee to practise
the invention would make it difficult for the consultant to sell or license
his portion of the invention to others.

Government Contracts

The Department Of Defense has promulgated regulations relating to
the division of rights between it and its contractors when, under an R&D
contract, an invention is made jointly by employees of the contractor and
by the Department Of Defense. The regulations provide that the con-
tractor may demand an assignment of the Government’s rights in the
joint invention upon grant of suitable compensation.

SCOPE AS TO SUBJECT MATTER

The statute concerns inventions and proposals for technical improve-
ments. The word “inventions” means innovations which may be protected
in Germany by a utility patent or a registered design (Gebrauchsmuster).?®
Innovations protectable by a design patent (Geschmackmuster) are not
included. While the inclusion of the registered design is an extension of
the Regulations of 1942, a greater extension of the previous law is the
inclusion of proposals for technical improvements (PTI).

The PTI are defined as proposals for technical innovations which are
not protectable by patent or registered design. The employer must com-
pensate the employee for “qualified” PTI's which place the employer in
a position similar to that which he would enjoy if he had a legally protected
right.

Qualified PTI’s afford the employer advantages similar to those en-
joyed by owners of patents and registered designs but for some reason,
the improvements are not susceptible to such protection. For example,
the owner of a secret non-patentable process may be able to exclude others
from practising the process by maintaining its secrecy. Furthermore, some
technical improvements may be of such a nature that they can be protected .
by a design patent or copyright giving the employer a legal monopoly.

The obligation to compensate the employer exists only if the qualified

36 “Gebrauchsmuster” has been rendered in English as “Registered Design” throughout
this paper despite the U.S. preference for “Utility Model” or “Petty Patent” in conformity
with the definition given in Worterbuch Handels —. Finansrechtssprache, vol. 11,
Robert Herbst Verlag Thali A.G. Luzerene, Switzerland, 1959.
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PTI is used by the employer and only so long as the use and the position
similar to a legally protected monopoly co-exist.®

The PTI must be technical in nature. Such things as organisational
improvements, e.g., suggestions for an improved accounting system, are
excluded. Patent counsel for some corporations feel that this is inequit-
able since some non-technical improvements are of great importance to the
employer and require a high degree of inventive genius.

The administration did not include coverage of PTIs in the proposed
legislation. It was stated that the government policy was to foster private
agreements between employers and employees regarding improvement
proposals and that to treat one type of improvement proposal differently
from others would serve no useful purpose and would adversely affect
the employee suggestion systems already in effect in many companies in
Germany.® The legislature, nonetheless, inserted the provision for com-
pensating qualified PTIs. The reason given was that the law should be
as comprehensive as possible within the framework of the monopoly
principle. Inclusion of PTIs could be accommodated within this frame-
work ; proposals for other types of improvements could not.*’

TERRITORIAL APPLICATION OF THE STATUTE

As a rule of thumb, this statute applies whenever the German Labor
Law applies. An employee of a foreign company who is sent to Germany
for a specific purpose or for a limited time has sufficient contact with
Germany for this statute to be applied.*® If a foreign firm has a branch
office or a subsidiary in Germany, a prior agreement by the firm with its
employees that the foreign law governs employee inventions rather than
the German law is ineffective as contrary to the economic purpose of the
law (stimulation of invention in Germany), the sociological purpose of
the law (protection of inventors), and forbidden by Section 21 of the
Statute.**

When a German employer hires a German employee to work for an
indefinite period in a foreign country, the foreign law will be applied
if the regular place of employment is in the foreign country. However,
the parties may agree to apply German law in the event that it is not against
the public policy of the foreign country. If the employee is in a foreign

37 Schrift’l Bericht to § 20.

38 Amt'l Begr. to §20; cf Die Vergiitung fiir Erfindungen von Arbeitnehmern im
Privaten Dienst H. G. Heine and H, Rebitzke Verlag Chemie Weinheim 1960, p. 198.

39 Schrift’l Bericht to § 20.

401956 GRUR (Ausl.), 99, “Die deutsche Arbeitnehmererfindung im Konzern tﬁit Aus-
lindischer Leitung”—H. R. Weiss.

41 Volmer 77.
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country for a limited purpose, then the German law applies. Thus, a
German construction firm building a structure in France must conform
to the principles of the statute if one of its German employees make an
invention while temporarily in France for the purpose of assisting in the
construction.*? If a German employer employs foreign workers in Ger-
many, that statute applies.*®

SERVICE INVENTIONS

A service invention is one in which the employer has certain rights as
distinguished from a free invention which can be disposed of by the
employee with but few restrictions.

In the explanation of the bill submitted to the legislature, the adminis-
tration indicated that two approaches may be taken in differentiating
between a service invention and a free invention. One approach, the one
which the statute follows, is based upon the premise that the extent to
which the employer assisted the employee in making the invention deter-
mines the character of the invention. In the other approach, the deciding
factor is not the contribution of the employer but whether the resulting
invention is useful to the employer in ‘his business. According to the
second approach, an invention which is usable by the employer is a service
invention. The administration’s reasoning, accepted by the legislature,
was: “the fact, therefore, that the company had contributed a decisive
part in making the invention without which the invention would not
have been made by the employee justifies the awarding of a legal right to
the employer to claim the invention.*

In section 4 of the Statute, a service invention is defined as an inven-
tion which is made:

1. During the duration of the employment relationship and
2. While the inventor is performing his assigned duties or is based to a con-

siderable degree upon the experiences (know-how) or work of the company.
All other inventions are free.

Ewmployment relationship

The phrase during the “duration of the employment relationship” de-
fines the time during which the inventor is an employee and does not
refer to time actually spent on the job. Therefore, an invention made
at home or on vacation may be a service invention if the other require-
ments of the statute are met.*> The burden of proof rests with the em-

42 [bid. 80.

438 [bid. 78.

44 Amt'l Begr. to §4.
45 Schade/Schippel 72,
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ployer to show that the invention was made during the existence of em-
ployment relationship.*® The legislature rejected a provision originally
included in the bill which provided that, if the employee applied for a
patent within six months after termination of employment, it would be
presumed that the invention arose during the employment relationship.
The legislative committee felt that this would appear to be discriminatory
against the employee and that the situation was amply provided for by
the decided cases.*” Under certain conditions, there arises a presumption
that the employee actually made the invention during the employment re-
lationship. This is based, not upon the statute, but upon these decided
court cases.

If the employee terminates the contract of employment just prior to
the making of an invention for the purpose of insuring that the invention
will be a free invention, the employer may assert a claim to the invention
which cannot be defeated by the sharp practise of the employee.*®* None
the less the employer must prove his case and produce evidence to show
that the employee is merely evading his duties under the statute.

Experience of the Employer

The invention not made in performance of assigned duties must utilize
the work experience of the employing enterprise to qualify as a service
invention. The experience and work of the enterprise does not have to
be that type of experience or work directed towards a specific goal to
which the invention also is directed. If the employee utilizes any experi-
ence, including information exchange within the company, so-called nega-
tive experiences (information that one process does not work or com-
plaints of customers regarding a particular defect or feature of a company
product), or any work of the company which significantly contributes to
the making of the invention, then it may be a service invention. This is
true whether or not the experience, information or work was intended
originally to aid the employee in making the invention.*

“Hint” Invention

Under the regulations of 1942, a service invention also included “hint”
inventions, i.e., inventions made by an employee after receiving some hint
from the company which aided in the making of the invention. The hint
invariably was vague. The theory behind the hint invention was that,

46 Amt’l Begr. to §4.

47 Schrift’l Bericht to § 26.
48 Volmer 113,

49 Amt’l Begr. to § 4.
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had the employees not been so employed, he would not have received the
hint and, consequently, would not have made the invention. For example
an employee working in Department A and having no knowledge of the
work done in Department B, notices a machine as he passes through De-
partment B on his way to lunch. From this observation of the machine
he invents improvement for the machine. The administration felt that,
to accord substantial rights in the invention to the employer because he
provided the mere opportunity to look at the machine, would be inequit-
able.® More is required by the present law. The invention must be based
upon the experience of the firm to a “considerable” degree. If, in the
fore-going example, someone in Department B had explained to the em-
ployee of Department A how the machine worked and what were its
shortcomings, then the invention would be more than a hint invention
and the employer might have rights to it.

REPORTING AND ACKNOWLEDGING

The employee is required to report a service invention to his employer
without undue delay. The report must contain a complete description of
the invention including drawings necessary for understanding the inven-
tion. The report must also describe the technical problem and its solution.
It must indicate the circumstances surrounding the invention and the
contributions of the employer in the form of know-how, work, experi-
ences, and it must name the co-workers who assisted. It must state what
the reporting employee regards as his contribution to the invention.

Incomplete report

If the report omits any of the foregoing, it does not have to be con-
sidered as a complete report by the employer. If, within two months, the
employer indicates to the employee that it is defective and specifies what
is necessary to complete it, the report has no legal effect and the employee
must supply the omitted details. If the employer merely states that the
report is incomplete without specifying in what respects, the employee
may disregard the objection and the employer must elect to take rights
in the invention within the four-month statutory period following receipt
of the report or forfeit his rights in the invention.

This proviso may work hardships on small employers who are unfamil-
iar with the requirements of the law. The reporting and acknowledging
have been criticized by the courts as unduly complicated.

50 [bid.
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Undue complexity

According to one criticism,” the prescribed form for reporting the
invention, for acknowledging the report of the invention and for indicat-
ing to the employee in what respects the invention report requires comple-
tion, are based-to a large degree upon the requirements and experiences of
large industrial organizations and disregard the small and middle sized
companies. The complexity of the reporting requirements has tended to
so discourage some employers that they disregard the law completely and
risk the danger of permitting valuable service inventions to be uninten-
tionally released to the employee.

The extent to which the employer may be leaving himself open to
dangerous loss of rights in an invention of his employee is indicated by
the following case. An employee submitted a report of an invention to
his employer which was incomplete in that the technical problem, its solu-
tion and the making of the invention were not described. The employer
replied in writing to the employee that the report was “not complete and,
therefore, not accepted as an invention report.” After four months, the
employee claimed that he had full title. The Arbitration Board held that
it was incumbent on the employer to specify to the employee in what
respects the report was deficient and, since he had not done this within the
two-month period provided by that statute, the employee could treat the
invention as a free invention.*?

The employee submitting a report cannot hide facts in order to influence
the employer’s decision to lay claim or not lay claim to the invention.
Only so much of the invention which is specifically reported is included
in a release obtained by the employee. The invention cannot be expanded
to include things that a man skilled in the art would infer from the dis-
closure. The employee obtaining the release of an invention, either by
the employer’s failure to respond or by a specific release, obtains title to
only the invention actually disclosed.*®

Oral Reports

The report of the employee must be in writing. If he merely discusses
an invention with his employer and indicates that he regards the invention
as a free invention and plans to exploit it and applies for a patent in his
own name, he does not thereby acquire rights in a service invention. The
employer can assert rights in such an orally reported invention, in the
Patent Office without previously having laid claim to the invention.**

5162 Blatt 279, 280 (1960) 63 GRUR March 1961,
%2 “Einigungsvorschlag der Schiedestelle,” 62 Blatt 282 (1960).

% “Urteil des Oberlandesgerichts,” Dusseldorf 8 November 1957, reported at 60 GRUR
435 (1958).

%4 “Entscheidung des Beschwerdesenats 21 January 1959,” 61 Blatt 115 (1959).
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When an invention is reported to the employer and the employer by
his actions indicates to the employee that he is taking complete title to it,
the employee may, by his silence, assent to the fact that the employer has
taken title. It appears, however, that the employer must do more than
make an oral declaration that he is taking title. If the employer files a
patent application and begins to exploit the invention then the continued
silence of the employee in these circumstances may show his assent.®

Independent Inventors in a Company

The reporting of a service invention under the statute is similar to the
filing of an application under the patent law. If two employees in a firm
independently make identical inventions, the employee who first reports
it to his employer will be accorded rights under that statute regardless of
who was the first inventor.®

Employer Acknowledgment Procedures

The patent attorneys for large companies indicate that they find little
problem in adapting their internal procedures to comply with the require-
ments of the new statute. Some of the smaller companies, in some cases
those which are “patent conscious” and have a relatively strong patent
position in the industry, have disregarded the spirit of the regulations
and have instituted simplified internal procedures for the processing of
employee inventions. Upon receipt of an invention disclosure which the
employer believes is important, a form letter is sent to the employee in-
dicating that the company takes complete title to the invention and will
file an application. Accompanying this notice is an offer to pay the em-
ployee a fixed (usually nominal) compensation. The employee is not
obliged to agree to an arrangement which does not accord him fair com-
pensation ; nonetheless, he generally does. Technically this procedure may
be permitted by the statute since the employee and employer are permitted
to enter into an agreement concerning the invention after it is reported.
The Arbitration Board does not approve of this practice and has cautioned
employers against taking away by devious means the rights which the
statute has granted to employees as the weaker party.*

5 “Aus der bisherigen Praxis der Schiedestelle fiir Arbeitnehmererfundungen in
Miinchen,” by Senatespriisident Dr. Hans Schade printed at Mitteilungen der Deutschen
Patentanwilte vol. 50, p. 253 at 256 (50 Mitt 253) (1959); cf Einigungsvorschlag der
Schiedestelle 62 Blatt 279 (1960).

56 “Aus der bisherigen Praxis” 50 Mitt 253, 256.

87 “Kinigungsvorschlag der Schiedestelle,” 62 Blatt 180 (1960).
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ASSERTING CLAIM TO A SERVICE INVENTION

The employer may claim full title in a service invention or he may
claim only a nonexclusive license. This decision must be made within
four months after receipt of a valid report of a service invention. Upon
taking title to an invention, the employer must give the employee suitable
compensation and is obliged to apply for patent protection in Germany.
If the employer does not file a patent application, the employee may set
a time limit in which he must do so. The emloyee is entitled to apply
for a patent in the name of the employer and at his costs if the employer
has not filed a patent application at the end of the time set for him by the
employee.

An exception to the duty to file patent applications arises when the
legitimate interests of the employer require that the invention remain
secret. The employer can then refrain from seeking patent protection
provided that he acknowledges that the invention is patentable. If he
does not believe that a reported invention is patentable but desires that
it remain secret, he is obliged to file the application but is entitled to
withdraw it after a determination by the Patent Office that the applica-
tion appears to be patentable and will be laid open for public inspection.
The parties are bound by decision of the Patent Office regarding patent-
ability. Questions arising as to whether a reported invention is registrable
as a registered design may be resolved by the Arbitration Board since
there is no provision in the German law for the examination of a registered
design prior to publication.

In order to protect the rights of the employee, the employer must give
him an opportunity to assume prosecution if the employer intends to
discontinue prosecution of the patent application and the employee has
not yet been fully compensated. Similarly, the employer must afford the
employee an opportunity to take over a patent if the employer intends to
allow it to lapse. Fees in arrears on the date of the offer must be paid
by the employer; fees due in the future are the responsibility of the
employee taking over the patent.®®

Foreign Applications

The employer who has taken complete title to an invention may apply
for patent protection in foreign countries but is not obliged to do so. In
those countries in which he decides that he does not desire to obtain patent
protection, he must release the service invention to the employee to permit
him to file patent applications in those foreign countries. The release
of these rights to file foreign applications should take place seasonably

58 “Aus der bisherigen Praxis” 50 Mitt 253, 257.



58 Patent, Trademark, Copyright Journal of Research, Education

so that the employee may file for foreign protection within the priority
date. However, unless the employee can show that he is actually damaged
by a tardy transfer of rights to file foreign applications, he has no claim
to compensation against his employer. The fact that a year’s time has
elapsed between the filing of the patent application in Germany and the
release of foreign rights does not, in itself, give rise to a claim for damages
on the part of the employee *® since the foreign patent rights are not
necessarily merely lost because of the loss of the international priority date.

In releasing rights to the invention in foreign countries, the employer
may retain for himself a nonexclusive right of use of the invention and
can demand that the employee take into regard obligations of the employer
which were in effect at the time of the release of the rights of the foreign
patents. These obligations of the employer may include patent interchange
contracts and contracts to deliver the patented item in a foreign country.
The employer must compensate the employee if he reserves for himself
any rights under foreign patents applied for by the employee.

Duties during Prosecution

The employee is required to assist the employer upon request in the
proceedings before the Patent Office and, conversely, the employee is
entitled to be kept informed of the progress of the patent application in
the Patent Office. This right of the employee to be kept informed and
to inspect the records of the prosecution of a case subsists after the
employment relation is ended.*®

Nonexclusive License

The Regulations of 1942 permitted the employer only the choice be-
tween full title and no rights. The current statute permits the employer
to take limited rights, if he so desires. The Administration indicated that,
in many cases, this would be more suitable for both parties.®® When the
employer takes only a license, the compensation generally is less than if
he takes title and he is not obliged to file a patent application even if in
Germany. Nonetheless, little use is made of this provision. If the inven-
tion is sufficiently valuable to the employer, he generally will claim full
title. A nonexclusive license only rarely provides the protection for
which the employer would be willing to pay compensation to the employee
or expend further funds to commercially exploit the invention.

59 “Beschluss der Schiedestelle,” 62 Blatt 315 (1960).
60 Entscheidung der Beschwerdesenats, 60 Blatt 190 (1958).
61Amt’l Begr. to § 6.
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Compensation

The employee’s right to compensation for a patentable invention arises
when the employer takes full title in the invention. The duty to compen-
sate the employee for PTIs and in the case of taking a license under a
service invention, arises when the employer uses the “invention”.

If the employer and employee cannot agree upon suitable compensation,
then the employer is entitled to fix an amount which he deems proper.
This must usually be done within three months of the granting of a patent
in the case the employer asserts unlimited title and, in the event of a
license or qualified PTI, within three months after the use commences.

After the employer has set the compensation, the employee is entitled
to submit a written protest asserting that the compensation is inadequate.
If this is not done within the two-month period then the compensation
determined by the employer is binding. The employee need specify no
grounds for his disagreement with the amount set by the employer.
Furthermore, the employer must pay the employee the fixed amount, even
though this amount is contested and may be increased in further proceed-
ings. In the event that the employer fails to set compensation within the
statutory period, the employee can request the Arbitration Board to set the
compensation and if the employer and employee do not agree with the
amount set by the Board * recourse may be had to the courts.

In the case of joint invention, the employer is obliged to set the com-
pensation for each of the coinventors separately, bearing in mind the
contribution of each to the invention and the position of each in the firm.
Thus, if a laborer and a leader of an experimental laboratory each con-
tributed one-half to the making of the invention, the laborer should
receive the higher compensation. On the other hand, two engineers of
approximately equal rank would share in the compensation in the same
ratio as their respective contributions.

Inequities of Compensation in Practise

Although, in theory, the more lowly employee receives greater com-
pensation for an invention than a highly paid scientific employee of the
company would receive, in practise the more highly paid employees tend
to be better compensated for inventions than the law requires,

In Germany, it is not uncommon for key employees to receive an annual
bonus which depends upon their contribution to the company’s success
and the profits of the company for that year. These bonuses are taxed as
ordinary income. Under the provisions of the Regulations of Taxation
of Compensation Received for Employee Inventions of June 1951, the

62 Amt’l Begr. to § 12.
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tax on compensation received for employee inventions is approximately
fifty percent of what the tax would be on a bonus.*® Accordingly, if a
key employee submits an invention to the company for which he would
ordinarily receive 1000 D.M. (German Marks) and his annual bonus
would be 5000 D.M., the company may decide to award him a 3000 D.M.
as a bonus and 3000 D.M. as an award for the invention. This costs
the company nothing additional and the employee receives more favourable
tax treatment. It is interesting to note that, although directors of a com-
pany are not considered to be employees for the purposes of this statute,
they are employees for the purposes of the tax law.®*

There are provisions in the tax law for audit of employee invention
awards made and, in the event they are excessive, the excessive amounts
are treated as ordinary income. The employer is none the less allowed
to exercise a certain amount of judgment which permits him to shift a
portion of the annual bonus to compensation for inventions. It appears
that the smaller companies tend to use this method of compensating their
employees because they must compete salarywise with the larger companies
and this presents an inexpensive method of giving productive scientific
personnel extra compensation without extra cost to the company. The
larger companies find that strict adherence to the procedures set up by
the statute is more suitable for reasons of company morale and because
of the image which the company must present to the public.®

FREE INVENTIONS

The employee is required to notify the employer of all inventions made
during the employment relationship even those which are free inventions
belonging to the employee. This provision for notification of the employer
serves two purposes, the first is to promote good relations between the
employer and the employee and the second is to protect the employee.
In some cases, it would be impossible for an employee to know with
certainty that an invention made by him is, in fact, a free invention. If
by mistake, he should treat a service invention as a free invention and
sell it to a third party, he may be liable for the damages caused to his
employer or to the third party. The notification provision enables the
employer to disagree with the employee’s view at an early stage and in
the event of disagreement, recourse may be had to the Arbitration Board.

The obligation to “notify” the employer does not require the same
amount of detail as does the “report” of a service invention. The notifica-

63 “Verordnung Uber Die Steuerliche Behandlung Der Vergiitung Fiir Arbeitnehmerer-
findungen” von 6 Juni 1951 (Bungesgesetzblatt I, S. 388).

64 Amt'l Begr. to §1.
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tion is satisfactory if it.indicates facts sufficient to enable the employer
to determine whether the invention is free. The notification must be in
writing.®® Only in the case in which the free invention obviously is not
a subject which relates to the employer’s business is the requirement for
notification omitted.

The employer is entitled to dispute the fact that the invention is free
within three months after receipt of notification. If he does not notify
the employee in writing within three months that he considers the inven-
tion to be a service invention ; the invention is treated as a free invention.

Free Inventions Relating to Employer's Business

Although the employee is allowed more latitude in dealing with a free
invention he must first offer the employer an opportunity to use the in-
vention if it is connected with the scope or prospective scope of the busi-
ness of the employer. The right of the employer to use the invention does
not necessarily include the right to license others and is closely related to
a “shop right” in the U.S, law. Of course, the employer must pay the
employee suitable compensation for a free invention which he uses and,
since the invention is free, there may be no decrease in the royalty pay-
ments because of the employment relationship.®’ :

The question of whether an invention falls within the prospective
scope of the employer’s business is at times difficult to resolve. It has
been stated that tentative probing of the market by a market analysis
would be insufficient to qualify the field investigated as lying within the
prospective scope of the employer’s business.®

Inventions Becoming Free

In addition to statutory free inventions, a service invention becomes
free if the employer releases it in writing or if he takes only a license
(subject to the right of use of the employer), or if the employer does not
assert title within four months of receipt of report of a service invention.

If the employer has taken a license in an invention and the employee
proves that his exploitation of the invention is made ‘“unreasonably”
more difficult because of the existence of the employer’s right of use then
the employee may demand that the employer either take complete title

¢ Bundesgerichtshof reported at 60 GRUR 334 (1958) ; but see Die Wechselbeziehungen
zwischen Erfindungen und Technischen Verbesserungsvorschligen unter dem Aspekt des
Gesetzes iiber Arbeitnehmererfindungen vom 25 Juli 1957, H. Danner, 51 Mitt. 171, 175
(1960).

87 Amt’'] Begr. to § 19.

68 Volmer 308.
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to the invention or release it. If the employer does not reply within two
months, then the invention becomes free.

The employee must show that his exploitation is made “unreasonably”
more difficult. It is recognized that the existence of a nonexclusive right
of use burdening a patent makes it less valuable and the fact that the
employee cannot obtain as much for his invention as he would if the non-
exclusive right of use in the employer did not exist, is not in itself such an
unreasonable burdening of the invention which would give a right to the
employee to make the demand of the employer.

Volmer suggests ® that the profits the employee enjoys from his in-
vention (revenue from the employer combined with revenue or anticipated
revenue from third parties) should be compared with the amount the
employee would receive if he were able to grant an exclusive license to
third parties; if the discrepancy is very large then the employee would
be justified in requesting that the employer take title or release the inven-
tion. The question is almost academic since most employers either take
complete title or release the invention. This is undoubtedly true where
competitors would be willing to pay substantial sums for licenses.

THE ARBITRATION BOARD
Jurisdiction

With few exceptions, all cases arising under this law must be first
presented to the Arbitration Board at the Patent Office before proceedings
may be commenced in the ordinary courts of law. A complaint asserting
rights arising out of an agreement which has already fixed compensation
must be asserted initially in the courts since it deals with a matter of
contract law over which the Board has no jurisdiction.”™ In other cases,
if six months has elapsed since the Arbitration Board has been petitioned
or, if the employee has left the service of the employer or if the parties
so agree, proceedings hefore the Board may be omitted.

Duty of the Board

The duty of the Board is to attempt to lead the parties to a peaceful
settlement of differences between the employer and the employee. The
decisions of the Board take the form of a “proposal” which is not binding
upon the parties unless both accept it. A party dissatisfied with the pro-
posal for agreement need only signify in writing to the Board that he
does not agree with it within one month after receipt of the agreement
proposal. Either party may refuse to submit to arbitration by refusing

69 P, 175.
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to answer the petition of the opponent. No costs are assessed in the pro-
ceedings before the Board and the procedures are as simple as possible
consonant with the Board’s duties. It was hoped by the framers of the
law that it would thereby be possible to create such a friendly atmosphere
in the proceedings that neither party would consider these proceedings as
adversary but as an attempt by the parties to reach an agreement aided
by an impartial advisor. It was believed that the proceedings could thus
be carried out with the least friction or disruption of company morale.
The statistics of the Arbitration Board indicate that employees are none
the less unwilling to bring the case to the Board while they are employed.
The bulk of controversies brought before the Board concern cases in
which the employee has left the services of the employer and avails him-
self of proceeding before the Board despite the fact that, according to
the Statute, he could then appeal directly to the courts.™

Composition of the Arbitration Board

The Arbitration Board has been established at the site of the Patent
Office although it may conduct hearings outside the Patent Office if it is
deemed necessary. The Chairman of the Board is selected by the President
of the Patent Office at the beginning of the calender year and for the
duration of that year. The Chairman must have the capability to be a
judge, that is to say, he should be a person who has passed both parts of
the State examinations given to qualify persons for the practise of law
in Germany (Volljurist).

In addition to the Chairman, two other members are appointed to the
Board from the members of auxiliary members of the Patent Office. These
members of the Board are appointed for a single case because of their
special capability in the field of technology to which the invention or PTI
relates. In addition to the three members, the composition of the Board
may be expanded upon request of either party by the addition of one
representative each from the ranks of the labor organizations and employer
organizations. These representatives of management and labor are selected
for the case by the President of the Patent Office from a proposed list of
candidates submitted by each of the top labor and management organiza-
tions. The President of the Patent Office generally selects as the extra
member a person on the list submitted by the same organization to which
a party belongs, if membership in the organization is brought to his
attention.

71 “Aus der bisherigen Praxis” 50 Mitt. 253 ; “Methode zur Ermittlung des Lizenzfactors
als Basis fur Bemessung der Vergiitung von Arbeitnehmererfindungen” H. Danner 50 Mitt.
23 (1959).
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Procedure

A written petition is necessary to invoke the jurisdiction of the Arbitra-
tion Board. With the petition should be included a request in writing that
the Board include extra representatives of management and labor, if this
is desired. If this is not done by the petitioner, the respondent has an
opportunity to do so within two weeks after receiving notice of the petition.

The Arbitration Board, upon receiving the petition, notifies the opposite
party and requests that he reply to the petition within a set time. If he
does not reply, the proceedings are terminated.

The Board is empowered to swear witnesses and to take testimony and
to use the testimony of expert witnesses in formulating a proposal for
agreement which it presents to the parties. The proposal for agreement
is usually in the form of an opinion giving reasons why the suggestion is
made by the Board. Although the parties do not have to accept the Board’s
suggestion, the court deciding the subsequent case respects the expert
opinion of the Board and generally tends to follow its suggestion, especially
when it favors the employee.” About two-thirds of the suggestions of the
Board are accepted by the parties (Appendix). The suggestions of the
Board are not usually published and persons not parties to the proceedings
may not inspect the records. Only because of the confusion which has
attended the determination of compensation under the statute, has the
Board published selected proposals to educate employers and employees on
the basis used by the Board in arriving at suitable compensation for an
employee invention.

Appeal

The party dissatisfied with the result of the arbitration may appeal to
the courts. Insofar as the controversy relates to inventions, the court of
jurisdiction is that court having jurisdictions for patent matters according
to Section 51 of the Patent Law. In questions regarding PTTs, the Labor
Courts have jurisdiction.™

Abrogation of Employee Rights

The statute provides that any agreement between the employer and the
employee which abrogates the rights of the employee under the statute
is null and void if entered into before an invention is reported. There
cannot be a provision in the employment contract which provides an
extension of the time during which the employer may lay claim to the

72 Private discussions,
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invention or which allows the employer to claim free inventions or to
decrease or eliminate the compensation to be paid.™* The parties are free
to enter into such an agreement only after the invention is reported to
the contractor.

Section 23 of the statute prohibits agreements, even after the invention
is reported, which are unfair to a considerable degree. The time for com-
plaining about the unfairness of such agreements expires six months
following the termination of the employment relationship. The employees
who complain invariably do so after they have left the service of their
employer; relatively few employees petition the Board while they are
employed.”™ Prior to this, the employee who anticipates promotion in the
company because of his inventions or technical ability is reluctant to make
known the fact that he feels the company’s arrangement regarding his
compensation is unfair.™

Rights and Duties Arising from the Employment Relationship

According to Section 25 of the statute, the general rights and duties of
employees and employers arising from the employment contract are not
altered by the statute. The employer remains obligated under the general
labor law statutes to provide for the welfare of his employee and the em-
ployee has a duty of loyalty to the employer. When the employee attempts
to sell his invention he must refrain from publishing the internal state of
the art within the company insofar as it is not shown by the invention
itself. He is forbidden from competing against his employer in the
exploitation of the invention or producing the subject matter of the inven-
tion and selling it in direct competition with the employer. For those
inventions to which the employer has taken complete title, the employee is
forbidden to compete in any way regardless of whether the employer has
obtained patent protection for the invention or not.

The employee cannot use a free invention to build up a competing
business while he is employed. He however is entitled to license others to
make an invention which is free or has become free. Even this right to
license others has been questioned by one authority when the license is to
a particularly strong competitor who has the power to inflict economic
damage of the employer.™

74 Amt’l Begr. to § 22
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Termination of Employment

The rights and duties under the statute are not affected by the termina-
tion of the employment relationship. The fact that an inventor quits the
employ of the company does not justify a decrease in the compensation
awarded to him on a running royalty basis.”® If the employer seeks to
decrease compensation after the employee has quit, it may be an indication
that the original compensation for the invention included an additional
portion which was salary or bonus in disguise.

University Professors

The inventions of a person employed in the capacity of a professor,
associate professor, or scientific assistant, at a university or scientific school
are treated in a different manner than those of an ordinary employee.
These inventions are considered to be free inventions and are not subject
to the requirements of the statute which provide that the inventor must
offer his employer a nonexclusive license to a free invention lying within
the scope of the employer’s business. The only duty imposed upon a
professor is that if the employer (the university) has expended monies
in purchasing or making available special equipment to the employee, then
he is obliged to notify the employer if he exploits the invention and to
inform the employer of the amount of compensation received as a result
of the exploitation. Special equipment does not include equipment that
can be found in the usual laboratory but only such equipment which was
placed at the disposal of the employee for his specific research purposes.
The employer may claim a fair share of the receipts but only up to the
amount expended for the special equipment. The special provisions apply
only to professors and teachers but not to persons that they may hire to
help them with their research work, e.g., laboratory technicians.

The provisions prohibiting employers from entering into agreements
with their employees prior to the reporting of the invention also do not
apply to professors so that they may enter into contractual obligations with
the employer provided that it is not grossly unfair to them. This provision
has been criticized by one commentator " who feels that the legislature
has removed the special position of university professors by permitting
them to enter into pre-invention agreements with their employers. The
argument that university professors do not need the protection of this
says the critic applies only to a small group who are internationally
recognized, not to the majority of professors.

78 “Aus der bisherigen” 50 Mitt. 253, 257.
7 Volmer 526.
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Civil Servarits

The second special provision of the law relates to employees in the public
service. The public administrations are permitted to claim a certain portion
of the income arising from a service invention rather than to claim rights
in the invention itself if this is agreed upon prior to the making of the
invention. The degree of participation in the receipts must also be agreed
upon beforehand. If the employee cannot agree with the employer, then
the employer may determine the amount.

Governmental agencies thus have three options; they may take complete
title, limited title, or a right to share in the profits from the exploitation
of an invention.

The governments agencies are also permitted, under the statute, to set
up their own procedure for arbitration and are entitled to publish regula-
tions in the public interest which may restrict the manner in which an
employee can exploit the invention. The Defense Department has promul-
gated such regulations governing persons to whom the employee may
license his invention to assure that there will be no conflict of interest.

PART III
REGULATIONS GOVERNING COMPENSATION

The regulations for the Compensation of Employee Inventions of
20 July 1959 were established by the Federal Minister of Labor and Social
Welfare (Bundesanzeiger No. 146 of 18 August 1959). They applied
initially only to employees in private service. On 1 December 1960, the
regulations were also adopted for compensation of employees in the public
service (Bundesanzeiger No. 237 of 8 December 1960). These regula-
tions are not binding rules but serve as a guide in determining the appro-
priate compensation for service inventions and qualified PTIs. If the
employer has a private system for determining compensation which would
result in a higher award to the employee, the regulations should not be
seized upon by the employer in order to decrease the employee’s
compensation.

There may be instances in which the employer arrives at a compensa-
tion figure which is less than that, according to the regulations. In itself,
this does not mean that the compensation is unsuitable but the employer
must show that the circumstances justify a departure from the regula-
tions.®* The employer may also be called upon to prove that compensation
determined without regard to the regulations is suitable if it is so high
that a suspicion exists that the employee is being paid a portion of his
wages or bonus disguised as compensation for invention,

80 Heine and Rebitzki 45, 46.
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In determining compensation suitable under the circumstances, the regu-
lation provides that the value of the invention (economic utilizability)
shall be first determined then an appropriate deduction made because the
inventor is not a free inventor but an employee. The deduction takes into
consideration the factors set forth in the statute: the contribution of the
employer to the invention, the position of the employee in the enterprise,
and the duties of the employee. The deduction is provided for generally
by a percentage which, when multiplied by the value of the invention, yields
a net value. The regulations are divided into three parts. The first part
relates to computation of the value of the invention, that is, the amount
the employer would have had to pay for the invention if he were dealing
with a free inventor.®* The second part is concerned with the deduction
to be made from the value of the invention because it is a service invention
and the third part deals with the computation of the compensation.

VALUE OF INVENTION

The regulations have been written to cover almost every conceivable
situation. In determining the value of the invention, different rules are
applied according to whether it is patentable, registrable, or a PTI. In
dealing with a patentable invention, separate provisions are made to handle
the case in which the invention is exploited by the employer and the case
in which it is not exploited. Exploitation may be by actual production or
use of the subject matter of the invention, licensing, sale, patent exchange,
or its use as a blocking patent.

The value of the invention may be determined by a license analogy, by
the ascertainable profit to the employer, or failing these two methods, the
value of the invention may be estimated.

Which of the three methods is to be used is decided by the facts of the
individual case. In industries in which many firms are accustomed to
license or sell inventions and the employer is acquainted with the cus-
tomary royalty rates paid in similar circumstances, the license analogy
is preferred.

In those cases in which the invention is of particular type which results
in material savings for the employer or is an improvement invention and
the improvement is not of a type which would increase the production of
one of the employer’s products, or the invention is used as a production
aid by the employer and no basis for the compensation can be found in the
sales turnover, the determination of the value of the invention according
to the ascertainable profit method is used.

The value of the invention should be estimated only when it is im-

81 Schade/Schippel 117.
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possible, without excessive expenditures, to determine the value according
to the other two methods.®* This may be the case for example where the
inventions relate to a safety device used in the employer’s factory but not
suitable for industry-wide use. '

The employer is not bound to employ a particular method of computa-
tion; if the customary license rate and the sales turnover figures are easily
available, he may use the license method despite protests of the employee.®
Schade/Schippel recommend * that, when possible, the license method
should be used because the production and turnover may be more easily
extracted from the company books and given to the employee or his
accountant to audit.

License Analogy

In the license analogy, an attempt is made to ascertain the usual royalty
that would be paid by the employer to a third party for a license to practise
a similar invention. The amount of this license is taken as the value of
the invention. The license rate may be expressed as a percent of the value
of the sales turnover or as a set amount per unit sold. An analogy to a
lump sum price that would be paid for the invention may also be used if
the employer is to pay the employee a lump sum instead of a running
royalty.

In applying the license analogy method, the changes brought about by
using the invention in the following factors are usually considered: ease
of operation or construction, weight, space requirements, production,
precision, and safety. The affect upon pre-production costs and production
costs are other factors. The scope of the patent protection granted for the
invention may also be considered along with the employer’s costs in obtain-
ing patent protection insofar as these costs are generally borne by the free
inventor in exploiting his patent. The regulations state that the higher
royalty is usually agreed upon with a small licensee than with a larger firm
because greater production and turnover may be expected from the larger
firm. In other words, all factors are considered which in practice affect
the royalty rate between an inventor and his licensee.

In determining the value of the invention, the same royalty base must
be used for the service invention and the comparable free invention. The
most customary method in Germany of computing license fees is by a

32 “Richtlinien fiir die Vergiiting von Arbeitnehmererfindungen im Privaten bienst of
20 July 1959 (Bundesanzeiger Nr. 156 vom 18 August 1959) paragraph 5, reprinted in
Heine and Rebitzki.”
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percentage of the sales turnover, that is generally the ex-works value of
the equipment produced and delivered under the license.

A special problem is cncountered when the invention relates to a part of
a machine. The determination of the value of the invention may be based
upon the value of the entire machine or upon the part which is influenced
by the invention, depending upon the customary practise in the industry
concerned. The choice is usually dependent upon whether the use of the
invention results in a perceptible change in the value of the entire machine
or merely to the part affected. If the employer generally computes the costs
of the part of the equipment separately, then it should be used as the
royalty base.*® When the entire equipment is used as the basis of computa-
tion, the value of the hypothetical royalty is of course proportionately less.

The sales turnover forming the basis of computation must be caused
by the invention and not other conditions. When dealing with an entirely
new product made possible by the invention, the problem is not difficult
since it can be assumed that the entire sales turnover is due to the inven-
tion. When the invention relates to an improvement in an existing device,
it is difficult to determine what portion of the increase in sales of the
device is attributable to the invention.®® If the sales, in fact, decrease or
remain the same, it is difficult to determine to what extent sales would
have decreased save for the invention. Generally, however, the employer
must show that a portion of an increase in sales turnover of his product
was probably due to causes other than the invention. Otherwise, he should
attribute the entire increase in sales turnover to the invention. Where
there is no increase in sales, the burden is presumably on the employee to
show that, had it not been for his invention, the sales would have been
decreased.

The regulations specify certain starting points for the determination of
a license fee in particular branches of industry. The following general
percentage of sales turnover are indicated by the regulations as the usual
license rates in the respective industries.

Electrical Industry ............cccoevvnu.n.. Y- 5%
Machine and Too! Industry................. 14-10%
Chemical Industry ........ocovvenenennn... 2- 59
Pharmaceutical Field ....................... 2-10%

Since these rates are influenced by various special circumstances, the
inclusion of these typical rates as guideposts has been criticized as leading
to misunderstanding on the part of employers and employees. Liidecke

85 Ibid. 447,
86 I'bid. 457, 458.
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characterizes them as mere theories and schoolbook wisdom foreign to
the facts of life.’’

Additional provisions are made in the regulations to decrease the royalty
rate as sales turnover increases. As a sales turnover of 20-40 million
D.M. (5-10 million dollars), the license rate (the value of the invention)
is decreased by seventy percent for the amount exceeding 20,000,000 D.M.

Ascertainable Profit

The determination of the value of the invention according to this
method is preferred when the invention is such that it provides internal
savings to the employer, or in the case of improvement inventions, if the
improvement is of the type that sales turnover of the improved product
cannot serve as a basis for computation. It can also be used when the
invention concerns machines, apparatus, or processes used only within
the company and for which the sales turnover does not present a sufficient
basis for computation. Determining the value of the invention according
to the ascertainable profit is difficult. The difference in profit made possible
by the use of the invention is the primary base. “Profit” as used in the
regulation does not relate only to the profits of the undertaking, deter-
mined by an audit of the books, but also to decrease in losses. The deter-
mination of the value of the invention is made according to customary
industrial accounting procedures which allow deductions for the costs
incurred in putting the invention into practise, for calculated risks and,
if necessary, a calculated payment to the entrepreneur. Costs incurred prior
to the completion of the invention are not deductible since they are taken
care of in that portion of the regulations relating to the deduction made
because of the contribution of the employer to the invention.

Estimation

If it is impossible to determine the value of the invention according to
the preferred methods, then the value of the invention may be estimated.
This occurs chiefly in those areas relating to safety devices and measuring
and testing devices where similar improvements would generally be pur-
chased from a supplier. This is especially true where the cost of the equip-
ment is not great and invention is a rather small improvement. Only in rare
cases would an employer take a license on an improved thermometer used
by him in this production process and manufacture it himself ; he would
generally buy the thermometer from an instrument firm. Generally, the
price paid for such inventions that cannot be evaluated according to the

87 Heine and Rebitzki 100 citing Liidecke, Lisenzgebiihren fiir Erfindungen (Fachverlag
Dr. N. Sloytscheff, Darmstadt, 1955).
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first two methods will be rather low. Experience has shown that these
inventions are generally superseded by other improvements in a few years.®®

License, Sale and Exchange Contracts

If an invention is licensed to a third party, then the value of the inven-
tion is equal to the net royalty rate, that is, the gross royalty rate minus
the cost of developing the invention. Costs prior to the reporting of the
invention are treated in that section of the regulations dealing with the
contributions of the employer to the making of the invention and are not
deducted from the gross rate. Deductible costs include all costs incurred
in reducing the invention to practise or refining the invention provided that
these costs are incurred after the invention is reported to the employer.
Costs which the employer has incurred in selling the invention (including
costs of unsuccessful attempts to sell), as well as reasonable estimated
future costs which may arise under the license contract, are also
deductible.®®

Since such costs are difficult to determine, the regulations provide that
they may be estimated and that, generally, the net income from a license
is equal to twenty to fifty per cent of the gross income and, in exceptional
cases, may be seventy-five per cent or higher.

Often, more especially in Europe than in the United States, the licensing
of a patent also includes the necessary know-how of the licensor which will
enable the licensee to most effectively practise the invention. The portion
of the gross value of the license attributable to the know-how of the
employer may also be deducted from the price if this know-how cannot be
regarded as a qualified PTI of the employee.”® The regulations specifically
provide that in the case of the grant of know-how, along with the license,
the actual facts shall govern the relative worth of the know-how and it
shall not be left to a mere declaration between the licensee and the employer.

Blocking Patent

If the invention relates to a device or process, the subject matter of
which is covered by an existing patent, the employer may wish to obtain
patent coverage for the second invention although he does not intend to
exploit it by production. A blocking patent (Sperrpatent) is one which
is maintained only to prevent competitors from using the invention and
thereby competing with the patent owner’s existing or anticipated produc-
tion. When an invention is already being used by an enterprise and a

88 Ibid. 122.
89 Schade/Schippel 456-457.
80 Jhid. 457, 458.
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second invention is made by means of which the patent for the first inven-
tion may be circumvented, the value of the first invention forms the basis
for computing the value of the second. The regulations provide that in
some cases the value of the first invention and the second invention may
be greater than the value of the first invention alone. At least one com-
mentator feels that this is not possible.”

Since the second invention indicates that the scope of the first is not as
broad as previously thought, the total value of both inventions is generally
equated to the originally computed value of the first invention. A deduc-
tion is made from this originally computed value to reflect the fact that
the scope of its patent protection is not sufficiently broad to exclude those
who would have rights to practise the second invention. The second in-
ventor receives the compensation deducted from that of the first inventor.
(The statute allows changes in compensation when the circumstances
controlling for the original determination of the compensation materially
change. Discovery of an unknown defect in the scope of the patent for
the first invention justifies such a decrease in compensation.)

Even when it is decided that both inventions are of equal value, it is
equitable to pay the second inventor less than the first if the first inven-
tion is being exploited commercially.

Patent Complex

In the case that several inventions form a patent complex directed to a
single process or product, the value of the entire patent complex is first
ascertained and a portion of this value assigned to each invention of the
complex.

Inventions not Exploited

The blocking patent is considered as an exploited patent since it provides
additional protection for the manufacturer’s product. In other cases, the
invention is not exploited. Reserve patents (Vorrats-patent) and develop-
ment patents (Ausbaupatent) are not presently exploited but will
probably be exploited in the future. These patents are held in reserve,
as it were, until such time as the circumstances become favorable for their
commercial exploitation. Their value must be estimated. However, when
these inventions are later exploited by production or licensing, the previous
estimates of the value may have to be revised by employing the license
analogy or the ascertainable profit method.

The regulations also provide for those inventions which are not ex-
ploited and have no future possibilities of exploitation. The mere fact

1 Heine and Rebitzki 142,
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that the employer has obtained patent protection does not indicate that
such inventions are commercially practicable. The test for patentability
involves novelty and inventiveness but not the commercial potential of the
invention or its practical usefulness in industry.

The regulations state that the employer who does not use an invention
“should” release the invention to the employee. This is merely a sugges-
tion and not an absolute requirement.”” The employer is nonetheless re-
quired periodically to review the invention to determine whether its value
has increased in the interim. This duty to constantly recheck provides a
stimulus to release worthless inventions. As a practical matter, the em-
ployer will not pay the progressively increasing fees to maintain a patent
which is valueless.

It should be pointed out that if the employer does not use an invention
it does not release him from the duty to compensate the employee if it is
commercially exploitable, as shown by expert testimony.”® However,
when the invention is not fully used even though it could be, there may be
certain conditions which excuse the employer from using the invention.
It cannot be demanded that the employer exploit the invention in foreign
countries or that he expend large sums to increase production when the
investment conditions are unfavorable. It cannot be expected that a small
firm give a license to a larger competitive firm which could exclude the
smaller firm from the market.*

So long as the economic utilizability is not determined and the employer
is still investigating, compensation need not be paid. The regulations
specify that this period of evaluation generally should not exceed three
to five years following the grant of the patent despite Section 12(3) of
the Statute. After this time, a presumption arises that the employer is
maintaining the patent although he does not use it, because it has some
value to him, either as a blocking patent or a development patent. If the
employee is satisfied, however, that the employer is making a bona fide
attempt to evaluate the invention, he may agree to the non-payment of
compensation for an extended time by an agreement as permitted by
Section 22 of the Statute.

Limited Title in the Employer

The foregoing discussion of the method of evaluating the invention
relates to the case in which the employer takes title. The same rules of

92 Schade/Schippel 467.

93 Urteil des Landes Arbeitsgericht Frankfurt, 9 May 1960 reported at 63 GRUR 131
(1961).

94 Schade/Schippel 469-470, cf. Heine and Rebitzke 160-162.
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compensation apply when the employer takes a nonexclusive right of use
for the invention except that he must use the invention before he is
required to compensate the employee. Generally, the value of a nonexclu-
sive license is less than that of an exclusive license so that the compensa-
tion may be lower to reflect this difference in value. An invention to which
an employer has only a nonexclusive right of use cannot be considered a
development patent or a blocking patent and the employee has no claim to
compensation merely because of the naked right to use of the employer.

Moreover, the employee, in many instances, may have taken advantage
of the knowledge and techniques known to him by virtue of his employ-
ment. If this knowledge or technique is embodied in the invention and the
employee licenses others to use the invention, then the employer may, in
certain circumstances, make suitable deductions from his payments to the
employee. Some commentators feel that the mere right in the employee to
grant licenses to third parties, which embody contributions of the em-
ployer to the invention, gives the employer the right to make such a deduc-
tion. Dr. Schade, states that the employee must exercise the right before
this deduction may be made.*

Deliveries in Foreign Countries

The fact that a product made in Germany is shipped to a foreign country
does not relieve the employer from compensating the employee.®® For a
device produced in a foreign country by the employer, he must compensate
the employee only if his production in the foreign country is protected
under the laws of that country.®” This is in accord with the monopoly
principle upon which the statute is based. If the invention is practised
in a foreign country and no legally protected rights have been secured in’
that country, the employer need not compensate the employee for the
foreign use.

Company Secret

Inventions for which patent applications are not filed because the em-
ployer wishes to maintain company secrecy are compensated according to
the rules for inventions for which applications have been filed, taking into
regard the disadvantages occurring to the employee because of the fact that
the invention must remain secret. A specific disadvantage stated in the
regulations is that the employee does not enjoy the professional prestige
of being named as the inventor. If the invention is patentable, the claim

95 Schade/Shippel 471.
96 Heine and Rebitzki 177; ¢f Schade/Schippel 472,
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of the employee generally extends eighteen years from the time that the
-employer has laid claim to the invention. If it is only registrable as a
registered design, the duration of compensation is only six years—corre-
sponding to the duration of that protection in Germany. (See also “Mode
of Payment” infra).

Registered Designs

Compensation for inventions which are registrable are determined in
much the same manner as compensation for patentable inventions with
the exception that license fees for such inventions are generally lower.
However, if a patentable invention is made the subject of an application
for a registered design, then the value of the invention must be determined
in the same manner as a patentable invention considering only the shorter
duration of legal protection.®®

Proposals for Technical Improvements

PTIs, which afford the employer a position similar to that he would
have if the proposal were legally protected, are compensated when the
employer uses these proposals. The value is computed in much the same
way as an invention. One interesting point, specifically provided for by
the regulations, is that the PTI, as such, must be the reason for the “mo-
nopoly” position. If a PTI is related to a device which is patented, com-
pensation is due only for that portion of the monopoly protection which
is brought about by the TPI. Thus, if an employee suggests a rear-
rangement of parts in a patented device which leads to savings in the em-
ployer’s production costs, he is not entitled to compensation since competi-
tors of the employer would be able to copy the new arrangement save for
the patent.

If, however, the employee suggests a different process for making the
patented device, which is of such a nature that it cannot be discovered by
inspection of the finished product, then the employee would be entitled
to compensation provided the employer used the process and maintained its
secrecy.”®

The usual compensation for a PTI is a lump sum payment generally
equal to about ten percent of yearly savings.'® In some cases this sum
may be so great that the employer may wish to compensate the employee
periodically to protect himself in the event his competitors discover the
improvement and it loses its unique value. The right of the employee to
compensation ceases as soon as the proposal becomes generally known.

98 Heine and Rebitzki 187-188.
99 [bid. 199.
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COMPUTATION OF COMPENSATION

The value of the invention (economic utilizability) computed according
to the regulations is that value which the employer would be obliged to
pay a free inventor. The compensation due to an employee-inventor is
generally a fraction of that value, determined by considering the following
three factors;

1. The manner in which the task was presented to the employee,
2. The mode of solution of the task and,
3. The duties and position of the employee in the concern.

Each of these factors is treated separately and a certain number of points
is awarded for each factor. A composite factor, arrived at by adding the
value of each factor and employing a conversion table, results in percentage
of the value of a free invention to which the employee is entitled.

The Asstgnment of the Task

The greater the initiative of the employee in setting for himself the
task which ultimately led to the invention, the greater is his contribution
to the making of the invention. Conversely the more specifically and cir-
cumscribed are his duties and the more specific the directions for perform-
ing these duties, the less is his contribution and the less is the degree to
which he is entitled to share in the profits from the invention. The mode
of assignment of the task which led to the invention is grouped as follows:

1. The company gave the employee a particular problem to solve and indicated
its method of solution.

2. The employee was assigned a specific problem but the mode of solution was
not given,

3. The company did not assign the problem to the employee but, as a consequence
of his employment, he acquired knowledge of deficiencies or requirements
which he himself had not ascertained.

4. The enterprise did not assign the specific problem to him but, as a consequence
of his employment, he gained knowledge of deficiencies or requirements which
he himself noted based on his personal observance,

5. The employee set a problem for himself within the general sphere of his
duties.

6. The employee set a problem for himself outside the general sphere of his
duties.

If the facts correspond to the factors stated in the first group, then the
employee receives one point. If they correspond to those of the second
group, he receives two points and so on. The employee receives a maximum
of six points if the facts correspond to those set forth in the sixth group.

Where the employer set the task for the employee and subsequently
indicated the mode of solution after the employee had started work on
the task, the employee should be awarded two points if he had already
started on the same mode of solution suggested by the employer prior to
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receiving the suggestion. If he had not yet decided upon this mode of
solution, he receives only one point.

If the task lies outside the employee’s general duties, then an invention
in groups 3 and 4 may be awarded more points.

If the problem is narrowly presented, the mere assigning of the task
to the employee can indicate the mode of solution. On the other hand,
a very general suggestion of the employer (e.g. to be on the look out for
areas in which inventions could be made), is not regarded as an assign-
ment of a problem.

If a machine delivered to a customer has a particular defect and an
engineer receives a complaint from the customer, this would be considered
as an assignment of the task to cure the defect and would not involve
recognition of the defect by the engineer himself. Therefore, he would
receive a value of one or two points depending upon the circumstances.*®*

If an engineer having charge of a production line decides that the pro-
duction could be doubled by improving a certain machine and does so, he
should be awarded five points if there existed no known deficiency in the
machine since the engineer displayed a commendable desire to improve
equipment thought to be satisfactory.'**

The “1” value is the boundary between a service invention and no in-
vention at all while a “6” value is the boundary between a service inven-
tion and a free invention. If the invention results from a task which is
so narrowly defined that the employee is merely carrying out the instruc-
tions of the employer, it may be that he exercises no inventive skill and
need not be compensated. If the task is foreign to his sphere of activity
and he takes up the task for himself, it may be that it is a free invention.

Solution of the Task

The following three factors are considered in arriving at a value to be
accorded for the solution of the task:
1. The solution was arrived at by employing the acquired knowledge and experi-
ence of the employee necessary for the completion of his duties.
2. The invention arose from the work or knowledge of the enterprise.
3. The enterprise supported the inventor with technical help; special equipment
(not general laboratory equipment or other technical equipment usually pro-
vided by the employer) and the aid of other employees.
If all three of these factors are present, the employee is awarded a
value of one; if none of these is present, he receives a value of six. Value
between one and six are awarded according to the circumstances of the

case.

101 [hid. 204,
102 I'bid. 205,



Law of German Employee Inventions 79

When a chemist working in a chemical laboratory employing a spectrom-
eter invents and improves the mechanical or electrical construction of
the spectrometer, it could not be said that this stemmed from the profes-
sional and educational abilities which qualify him for his job.

In some cases, a scientist employed in one section of a firm and dealing
with one sub-branch of his scientific speciality may not reasonably be
expected to make an invention relating to another specific sub-branch of
his scientific speciality.'®®

The work or knowledge is the inner company experience, knowledge,
suggestions, and know-how which led the employee to the solution of the
task or made it easier for him to reach its solution.®*

The support referred to in this portion of the regulations must have
preceded the reporting of the invention to the employer. Expenditures
for refining, improving and testing an invention after it is reported are
considered in determining the value of the invention, they may not be
again considered as support given to the employee in making the invention.

Duties and Position of the Employee in the Company

The greater the opportunity the employee has to inspect the production
techniques and technical developments within the company, the higher
his position in the company, or the greater his salary, the more it can be
expected that he will participate in the technical developments of the com-
pany and the less will be his claim for compensation. The position in the
company does not mean the nominal position of the employee but his
actual position in carrying out his duties.

The regulations divide employees into eight groups:

1. Leaders of the résearch effort of the corporation and technical heads of large
corporations.

2. The leaders of the development divisions and the group leaders in the research
divisions.

3. The leaders of an entire production group, for example, technical division
leaders and factory heads; the group leaders of development laboratories and
engineers and chemists involved in research. '

4, The leading persons active in the production group; group leaders (engineers
and chemists who supervise other engineers or chemists); engineers and
chemists involved in development.

5. Employees who have a higher technical education either in a university or a
special technical college who are active in production. From these employees,
an enthusiastic technical interest combined with technical ability, is expected
so that they may solve problems of construction or process.

6. Persons who have some supervisory authority in the company, for example
mastercraftsmen and mastercraftsmen supervisory or those who have a basic
technical education, for example, technicians or chemical technicians. From

108 Heine and Rebitzki 208.
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these employees it is expected that they will make suggestions for improve-
ments in the sphere of their duties and will be on guard for technical improve-
ments of a simple nature.

7. Employees who have received a “manual” technical education, for example,
special workers, laboratoriants, installers and draftsmen even if they have a
slight supervisory capacity, for example, lead nien, assistant masters, and
foremen. It is expected that these persons will generally be able to complete
their assigned tasks with a certain amount of technical competence. On the
other hand, it must be considered that the employees in this group cannot be
expected to solve technical problems of construction or processes.

8. Employees who have essentially no previous education which suits them for
their duties on the enterprise, for example, laborers and apprentices.

Points equal to the group number are awarded to employees of each
group.

Some of these designated jobs may have no exact counterpart in U.S.
indystry, nonetheless, the principle behind the method of separating em-
ployees into various categories is clear.

The table provides a basis for computation; individual factors of each
case must be considered. In small companies it may often happen that
the leader of the research department should not be considered in group 1
but in groups 2, 3 or 4, according to the circumstances.

The division as to whether the employee is active in production develop-
ment or research is not alway correct. In many companies the workers
engaged in development work are closer to inventions made within the
company than those in research.

If an employee is in one of the above groups, the point value of his
position may be increased or decreased according to his wages. An older
employee having more experience in the company generally receives a
higher wage than a younger employee who nominally carries out the
same duties since higher achievement is expected from the older man
because of his experience. In some corporations it is not expected that
leading employees will delve into the details of technical problems. Espe-
cially in the larger firms, it is not uncommon that the leaders are further
removed from details of the technical development than the development
engineers.

A specific provision is included in the regulations to the effect that em-
ployees engaged in the business or administrative side of the company’s
activities and who have no technical education generally will be put in the
lowest group since no technical improvement can be expected from them.
However, those engineers and scientists who become technical sales people
and the personnel in higher sales positions (leader of the sales department,
administration and sales directors) may be inserted in one of the other
groups to be determined on a case by case basis.
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COMPUTATION

In computing “contribution factor” (contribution of the employee to
the value of the invention), the regulations prescribe the following table:

atbt+c=3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 (20)
A =2 4 710 13 15 18 21 25 32 39 47 55 63 72 81 90 (100)

Where:

a == the value assigned for the manner in which the problem was presented to
the employee.

b = the value assigned for the solution of the problem.

¢ = the value assigned for the duty and position of the employee in the company.

A = the contribution factor.

“The sum of a, b and c does not necessarily have to be a whole number
but may be a fraction such as 3.5, in which case “A” would equal 3. The
numbers 20 and 100 are set in parentheses because, in this case, the inven-
tion is a free invention.

If the contribution factor “A” is very low and at the same time the
value of the invention is small, then the regulations permit the employer
to refrain from compensating the employee, in other words reasonable
- compensation is nil. Both factors must be simultaneously low for this
to occur.

In a proposal of the Arbitration Board in October 1958, it was suggested
that the employee should receive an award of 50 D.M. ($12.50). In that
case, the license value for a free invention was considered to be about
3-5 percent of the turnover and the value of the contribution factor “A”
was 14%. The turnover was 1300 marks. The Arbitration Board said
that the small amount should be paid because this amount resulted neither
from low inventive achievement nor from a high contribution of the em-
ployer to the making of the invention but from the small turnover.**®

One author has said, “It frightens the uninitiated when he hears for
the first time that one can fit an inventive achievement into a formula
and compute the value of the compensation according to this formula.” *°¢
Frightening as this may be, the formulation of the compensation is found
by employing the following formula:

E=BXL
V= BXLXA

Where:

V = compensation to be paid.
E = the value of the invention.
A = contribution factor (in percent).

105 Eingungsvorschlag der Schiedestelle 16 October 1958, 61 Blatt 16.
106 Heine and Rebitzki 232.
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B = basis upon which compensation is computed, that is to say, it may be a money
value if the compensation is based upon sales turnover or if the compensa-
tion is based upon the number or amount of items produced, it is the units
produced.

L = the license rate.

The compensation can be a lump sum or for a certain periodically recur-
ring time, e.g., one year.

Assuming a yearly turnover of 400,000 D.M. for which a license rate
of 3% would be charged by a free inventor and a contribution factor of
(a+b+c=8=) 15%, the following is to be paid:

15
100

If the license was based upon the quantity of the items produced, the
following computation might be made. Production of 1000 items covered
by the invention at a rate of 20 D.M. per item and a contribution factor

of (a+b+c=6=) 10%, the compensation is:

V= 400,000ng3>< = 1800 D.M.

V= 1000xzo><% = 2000 D.M.

Based upon the results of the cases heard by the Arbitration Board, the
general value of the contribution factor lies in the neighborhood of about
15 percent.’ Coincidentally, the example included in the regulations is
15 percent. The Ministry for Labor did not indicate that it felt that the
average employee’s invention should be evaluated at 15 percent but the
regulations were made after hearing the important labor and management
groups and using the experience gained under the regulations of 1942.
Assuming that most of the inventions which are reported under this law
are made by engineers and scientists working in the development phase of
activity, it would not be surprising if the 15 percent was initially taken as
a good average compensation and the formula worked out from that.
There is little question that 15 percent treats the inventor-employee
generously as compared to the practise in the U.S.A. yet it seems to allow
the employer to profitably maintain a staff of engineers and scientists for
the purpose of research and development.

Proposals of the Board

The following are the results of some actual compromise suggestions
made by the Arbitration Board:

1. A development engineer was given the task of improving a product but the
method of solution was not indicated to him., He used his technical back-
ground and education and the technical assistance of the employer in making
the invention. The Board held that the employee should receive 13 percent
of that compensation which a free inventor would receive.108

107 Schade/Schippel 487,
108 6] Blatt 15 (1959).
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. A technical draftsman was directly assigned to work on a problem but was
not told what path he should take in pursuing its solution. The Board sug-
gested an award of 17 percent of what a free inventor would receive.108

A production engineer set himself the task of improving a device based upon
a requirement which he himself recognised. He was given the technical
support of the employer and used his technical and educational background
to solve the problem. The contribution was set at 20 percent.110

A production engineer, having no assignment to investigate a problem, inde-
pendently noted the need for improvement as a consequence of his employment.
The employer supported him with technical assistance and the invention made
was based upon the employee’s previous technical education and experience
and his work in the firm. A compensation of 20-25 percent of what a free
inventor would receive was suggested.11%

A production engineer received an assignment to investigate a certain prob-
lem. The mode of solution of the problem was not given, With knowledge
and education not required for his position in the department in which he
was working and with the aid of technical support of the employer, he made
an invention. The Board proposed that he receive 20 percent of what a free
inventor would receive.112

A technical draftsman detérmined that a need existed; using the technical
support of his employer he proposed a significant improvement, It was sug-
gested that he be awarded 25 percent of what a free inventor would receive
for the invention.113

MODE OF PAYMENT

compensation is dependent upon the turnover of items produced

or by the ascertainable company profit, then the compensation should be
paid periodically. The regulations recommend a yearly computation. This’
is the period generally employed by the larger firms since it is compatible

with thei
ants and

r book-keeping system and enables the patent attorneys, account-
technical supervisors to get together at one time and dispose of

all the awards for the preceeding year.
The regulations recommend a single lump sum payment under the fol-
lowing circumstances :

1.

2.

When the yearly accounting for the invention would not be possible without
the expenditure of a great deal of extra effort and money by the employer.
When the service invention is exploited as a blocking patent or a development
patent.

If the inventor is in such a position that he can influence the use of the inven-
tion or the development of further related inventions in the company. It is
preferable to accord him a single lump sum payment and avoid the possibility
of conflict between his personal interests with the duties which he owes the
company.

109 “A g
110 [hig,

der bisherigen Praxis” 50 Mitt, 253, 257.
257.

111 Thid. 258.

112 [bid.

259.

118 [bid, 257.
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As a practical matter, the case in which the employee has already left
the company is a fourth instance in which he 1s paid a lump sum.***

In computing a lump sum payment, the employer is permitted by the
regulations to take into consideration the fact that in Germany patents are
usually maintained for about six years and then allowed to lapse for
non-payment of fees.''® He may, therefore, base his one time lump sum
payment on the assumption that the patent will be allowed to lapse after
six years. This does not apply if there exist well-founded reasons to be-
lieve that the patent will run more than six years. If, in retrospect it is
found that the patent ran more than six years the employee will not gen-
erally be entitled to additional compensation since he enjoyed the benefits
of an initial lump sum payment and the employer took the risk, that the
patent would be allowed to lapse or be declared invalid prior to expiration
of the six year period. Conversely the employer cannot request repayment
of a portion of the lump sum if the patent is allowed to lapse or is invali-
dated before the sixth year ends.

Duration of Compensation

In the case of a running royalty, the compensation determines when the
legal protection ceases. The regulations have provided that compensation
may extend beyond the life of the patent when the invention is exploited
only in the last years of the life of the patent and the patentee has
attained a preeminent position in the market during the life of the patent
which endured after the expiration of the patent (e.g. when secret know-
how is required to practise the invention).

This provision in the law is striking since, if the employer were to pay
a free inventor royalties on a patent after its expiration, it would probably
be against the anti-trust laws of Germany and forbidden by Section 20
of the Law Against Restrictive Trade Practises. The provision was
nonetheless inserted in this statute for the benefit of the employee.'*

If the patent is declared invalid, then the employer’s obligation to pay
royalties to his employer ceases. This obligation remains in effect until
the patent has actually been declared invalid or the invalidity of the patent
is so notorious that others may freely infringe the patent.

PART IV
CONCLUSION

The legislation of 1957 represents no bold experiment in social legisla-
tion and effects no changes in the philosophy embodied in the regulations

114 Schade/Schippel 493.
115 Richtlinien of 1959, par. 41.
116 Heine and Rebitzki 247,
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of 1942. Experiences under the prior regulations form relevant guides
for those expected to comply with the statute as well as those required to
administer it. Doubtless, this experience is one reason why the transition
to operation under the new legislation has been unspectacular, even dull.
Since no basic changes in the rights of the employee or of the employer
have been brought about by the statute, it is not surprising that no serious
objections or bona fide cries of anguish have been raised against the
statute by employer groups. The important effect of the statute is not
the degree to which it provides greater rights to the employee than he
previously enjoyed but the extent to which these legal rights given to
creative employees under the statute or, indeed, under the regulations of
1942, are capable of translation into concrete benefits. - Petitions to the
Arbitration Board (Appendix) have been disappointingly few. Of these,
a large portion, estimated at 75-85%,"'" have been filed by former em-
ployees who have quit their employer. Based on this estimate, only 15 of
the 62 cases submitted to the Board in 1960, involved cases in which the
complaining employee was still employed. It would be a remarkable testi-
mony to the generosity of the employers if it could be believed that of an
estimated 27,600 patent applications filed on behalf of German employees
in 1960 (80% of the applications originating in Germany, Appendix),
in only 15 cases was the employee not fully satisfied with the compensation
granted by the employer. If the registered design applications are included
in this estimate, the testimony becomes even more remarkable, and less
believable. _

To the extent that the employee is unwilling to assert rights granted by
the statute, these rights have no real value to him, but this is not a failing
of the statute. An employee is reluctant to jeopardize his position or pros-
pects for future advancement in the company by petitioning the Board
for redress of every inadequacy of compensation. The hope that employees
would do this because the proceedings are inexpensive and informal was
destined to be disappointed.

When the prospective rewards are sufficiently high, the employee may
be more ready to assert his rights before the Board. The law in Germany
thus provides the employee the right to participate in benefits arising from
~ at least those inventions which ultimately prove to be of substantial com-
mercial value. Compensation for the average invention will probably
always remain low, in some cases nominal, but some inventors have
already been accorded large awards under the statute,

The stimulation of invention provided by this right of the employee to
participate in the fruits of the exploitation of his invention is difficult to

117 Private discussions.
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evaluate. During the period 1957-1960, the total number of German patent
applications originating in Germany has remained virtually static and the
percentage of cases filed at the German Patent Office which were of
domestic origin has decreased somewhat (Appendix). It would however
be unrealistic to expect an explosive increase in filing after the enactment
of the statute since similar incentives have been presented to the inventor
under the regulations of 1942,

To the American company contemplating establishment of operations
within Germany, the additional costs incurred by the employee compensa-
tion provisions of the law should not be so great as to make research
unprofitable or lead to substantial curtailment of R&D operations.

However the results of the German statute are assessed, the German
experiences provide a valid guide for those in the U.S. interested in the
problem of equitable division of rights between the inventor and his
employee.

APPENDIX

Selected Statistics of the German Patent
Office and Arbitration Board *
% of total filed

Patent applns pat. appins

originating Design originating in
Year in W, Germany applns Germany
1957 34786 39226 68.89
1958 35442 30811 68.13
1959 35236 39984 65.28
1960 34577 37907 63.83

Cases submitted to Compromise pro- Proposals Proceedings

Year Arbitration Bd. posals made accepted terminated
1957 17 0 0 3
1958 41 12 12 23
1959 42 19 12 39
1960 62 22 14 49

* Compiled from statistics of Patent Office as printed in
61 Blatt 97 (1959)
62 Blatt 117 (1960)
63 Blatt 92,101, 111 (1961)



Speedy Entry of Patented Inventions into
- Commercial Use

BARKEY S. SANDERS, Co-Principal Investigator *
SUMMARY

THIS INTERIM REPORT analyzes the time when patented inventions are
first put to commercial use in relation to the date when application
was filed for a patent and when the patent was issued. This analysis is
confined to assigned patents only, since information on the date when
the sampled patent was first put to commercial use was obtained from
the assignee only.

The analysis of our sample for patents issued in 1938, 1948 and 1952
indicates that in all probability the assignees were far too generous in their
estimation of patented invention, not in commercial use at the time, that
would come into use in the near future. Perhaps no more than ten per cent
of the patented inventions, reported as to be used in the future, will be
used commercially.

Our best estimate is that of assigned patents issued in the forties and
put into commercial use, about forty per cent were put to use for the first
time before an application was filed. About fifty per cent were put to
use for the first time while the patent was pending. Only about ten per cent
of assigned patented inventions put to commercial use come into such
use for the first time after the patent has been issued. There is some
suggestion that the tendency for early use is becoming accentuated in most
recent years.

Even though the proportion of mechanical, electrical, and chemical
patents shows some variation in percentages used before application, after
application and after issue from one another, these differences are not
statistically significant and, therefore, they may not be real. :

When companies are arrayed according to their size, it would seem the
largest corporations have a greater propensity to put a higher proportion
of their patented inventions into use before patent application, forty-nine
per cent, in contrast to companies of intermediate size, which show the
minimum, thirty-one per cent. Conversely the largest companies report
the smallest proportion of patented inventions put to use for the first time
while the patent was pending and after issue. These percentages for
largest companies are forty-four and seven, respectively. Companies of

* Dr. Sanders is a member of the Foundation’s Research Staff.
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intermediate size show the highest proportion of patents put to use for the
first time after issue, fifteen per cent. Some of these differences are found
to be statistically significant.

The proportion of patented inventions put to use after two or three
years subsequent to issuance is extremely small. For 1938 patents, the
only group in our sample for which enough time had elapsed for patents
to expire, only two patents, less than three per cent, of all patented inven-
tions put to use came into use for the first time after the third year
after issue.

The rate of first utilization of patented inventions per unit of time is
highest in the period prior to the patent application. It declines during
the years when the patent is pending and drops very sharply after the
year of issue, There is a sharp decline in probability of first use of
patented inventions from the moment that the inventive act is completed,
so much so, that if the incidence of first use is given a rate of 100 in the
year immediately prior to filing, the comparable rate for the first year
after application would be sixty-six to eighty-six, second year after appli-
cation one to five, and third year after .4 to 1.8.

No association was found between use before application, after applica-
tion but before issue, and after issue and the number of years that the
patent remained pending, thus giving no indication of pressure by assignees
to extend the period of enforcement for patented inventions that are in
commercial use, compared to other patents.

The preapplication use of patented inventions is limited to corporations,
and one of its consequences would be a drastic reduction of patent appli-
cations filed by corporations. Many potentially patentable inventions will
not be patented if their preapplication use proves economically disap-
pointing. This phenomenon alone could account for the marked decline
in the number of patents per unit of population. This relationship gives
an additional reason why the number of patent applications or patents
issued is not a useful index of inventive effort of a nation.

INTRODUCTION

NALYSIS OF THE TIME LAPSE from conception of the idea for an
A invention to the stage of development at which a patent application
can be filed showed marked differences in the time reported by inventors
of assigned patents and those of unassigned patents. Such differences
were anticipated. But we did not anticipate the significant difference
between the time lapse reported by inventors and assignees with respect to
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a specific sampled patent which we discovered. At this stage we are not
prepared to say how much of this latter difference is real and how much
spurious, due to possible errors in reporting. In this interim report we
shall not consider inventive time, we shall concern ourselves with the
dispatch with which patented inventions are put to commercial use for
the first time.* V

Our measurement of time of use will be with respect to two pivotal
dates: (a) the date when a patent was applied for, and (b) the date
when the sampled patent was issued.

It is apparent that in this analysis, we are restricting ourselves to
patented inventions that were used sometime or other, and in some measure
also those patented inventions which were reported would be used in the
future. Information regarding the time when use began, and the duration
of such use were sought from assignees only. Therefore, the analysis is
restricted to assigned patents. We assumed the information sought was
such that it could not have been obtained from inventors, especially
inventors of assigned patents.

WHEN ARE PATENTED INVENTIONS PUT TO USE FOR THE FIRST TIME?

Question 10 ? in the assignee questionnaire asks for the date (year and
month) on which the sampled patented invention was put to commercial
use for the first time. We have related the date thus provided to the date
of application and the date of issue both of which are given on the face
of the patent letter.

Table 1 shows this relationship for all of the assigned sampled patents
and sampled patents issued in each of the three years studied. The patented
inventions for all the three years and for each year are divided into groups
as follows:

a. Patented inventions the commercial use of which commenced prior
to the filing of a patent application. These patents shall be referred to
hereafter as before application.

b. Patented inventions the commercial use of which commenced after
the date of filing of application but prior to the date of issue. These patents
shall be referred to hereafter as after application.

1 We lack information as to the actual time lapse, if any, between the date when a
patented invention was far enough developed so that it could have been put to commercial
use, and the date when it actually was used. We assume the first of these dates, when the
patented invention was ready for use, even though conceptually simple, may nevertheless
be difficult to ascertain, even if we had sought such information.

2 Question 10 reads: “If the sampled invention is or was ever used in production, what
is the date when it was first used? (month and year).” PTC. J. Res. & Ed., Vol. 1, No. 1,
June 1957, p. 110.
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TABLE 1

Number and percentage distribution of patented inventions according to
the time when their commercial use began as reported by assignees,
including and excluding inventions reported about to be used,
by years of issue and for all three years combined.®

PRELIMINARY
Ymngg Issue
Time when use began and Al three yrs. 1938 1948 1952
inclusion or exclusion of - A ~ K < ~ A ~ - A \
“future use’’ inventions. No. Per cent No. Percent No. Percent No. Percent
1) 2) (3) “ (5) 6) @) (8) 9
Total ......cccvvevvnnn. .. 292 1000 78 100.0 75 100.0 139 1600
Before filing patent appli-
cation .........00ue... 96 32.8 27 34.6 25 33.3 44 31.7
After application but be-
fore issue ............ 120 41.2 38 48.7 29 38.7 53 38.1
After issue ............. 76 26.0 13 16.7 21 28.0 42 30.2
Excluding “future use” in-
ventions
Total .....covivviinnnnnn. 245  100.0 76 100.0 60 100.0 109  100.0
Before filing patent appli-
cation ..........vinenn 96 39.2 27 35.5 25 41.7 44 40.4
After application but be-
fore issue ............ 120 49.0 38 50.0 29 48.3 53 48.6
After issue ............. 29 11.8 11 14.5 6 100 12 11.0

1 For 47 patented inventions in current use or used in the past the date when the use began was not
reported.

c. Patented inventions the commercial use of which commenced (or
may commence in the future) after the issuance of the patent. These
patents shall be referred to as after issue.

The percentage distribution of all assigned used and to be used patented
inventions in terms of the preceding three groups are (a) thirty-three for
before application, (b) forty-one after application, and (c) twenty-six
after issue. In this last group we have included patented inventions that
had been put to actual use, and those for which the assignee indicated
anticipated future use. We have no subsequent information whether any
or all of these patented inventions which were reported about to be used
were actually put to commercial use or not.*

It is also conceivable that a few of the “never used” patented inventions
might also have come into use during the years that the patent will remain
in force.*

8 We are in the process of recircularizing the assignees of these “about to be used”
patented inventions to determine how many of them did actually come into use. Of the
32 patented inventions for which follow-up questionnaires have been received, that were
reported initially “future use,” only 5 were actually put to use.

4+ We are also recircularizing assignees with regard to “never used” group of patented
inventions to ascertain if any of these came into use in the intervening years despite the
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Theoretically, at least, it is conceivable that the proportion of patented
inventions which are put to commercial use after issue may become higher
ultimately than twenty-six per cent shown in the upper portion of Table 1.
If this were to occur, the percentages put to use before application and
after application would be reduced correspondingly. Our analysis leads us
to believe, however, that, in all probability, the assignees who reported
patented inventions that were about to be used were being overoptimistic,
that very few of the patented inventions that were believed would be put
to use would actually be used (see footnote 3). This inference is based
on the pattern of use for patented inventions issued in 1938 as compared
with those issued in 1948 and 1952. For instance, Table 1 shows that
even including the “future” used patents we get less than seventeen per cent
of the patented inventions issued in 1938 put to use for the first time after
issue. The corresponding percentages for 1948 and 1952 patents arc
twenty-eight and thirty respectively. It should be observed that at the
time when our questionnaires were returned all of the patents issued in
1938 had expired. Of the seventeen per cent only a small fraction are
patented inventions not used that are expected to be used in the future.
But this is not true of patented inventions issued in 1948 and 1952. Of
these, well over two-thirds (seventy-one per cent) of those considered
used after issue are anticipated use. Thus, of the twenty-eight per cent
of patented inventions issued in 1948 ‘“‘used after issue,” seventy-one
per cent are anticipated use. Similarly of the thirty per cent of 1952 patents
“used after issue” seventy-one per cent represents anticipated use. We
have as of now (see footnote 3) no information on the extent to which
these anticipations were realistic. On the basis of our analysis of 1938 ex-
perience we are led to believe the percentage of patented inventions in
groups, (a) before application, (b) after application, and (c) after issuc
can be more closely approximated by ignoring all “future use” patents.
These are shown in the lower band of Table 1. These percentages for the
three years combined are:

a. Before application 39
b. After application 49
c. After issue 12

TIME OF USE ACCORDING TO CLASS OF PATENT

Our data indicate strongly that in the forties and fifties between thirty-
five and forty per cent of patented inventions that were put to commercial

earlier assumption that they would not be used. Of the 168 patented inventions for which
follow-up questionnaires have been received which were initially reported never used or
no information was given regarding use 23 are reported used in the follow-up questionnaire.
In all but one of these 23 the date of first use precedes the date when the initial question-
naire was filled out.
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TABLE 2

Number and percentage distribution of assigned patents in broad classes
according to the time when their commercial use first began in
relation to the application date and date of issue by year of issue.

PRELIMINARY
YEAR Ei]ssuz
" All years 1938 1948 1952
Class of patent and time when et e,
first used No. % No. % No. % No. %
N 1 (2) 3) “4) (6] (6) 7) (8) 9
Mechanical Total .......... 164 100.0 46 100.0 37 1000 81 100.0
Before filing ............. 62 37.8 16 34.8 15 40.5 31 38.3
After filing .............. 82 50.0 24 52.2 17 459 41 50.6
After issue .............. 20 12.2 6 13.0 5 13.6 9 11.1
Electrical—Total .......... 39 100.0 14 1000 11 1000 14 1000
Before filing ............. 15 38.5 5 357 4 36.4 6 428
After filing .............. 17 43.6 5 35.7 6 54.5 6 428
After issue .............. 7 17.9 4 28.6 1 9.1 2 144
Chemical—Total ........... 42 1000 16 1000 12 100.0 14 1000
Before filing ............. 19 45.2 6 37.5 6 50.0 7 50.0
After filing ............. 21 50.0 9 562 6 500 6 428
After issue .............. 2 48 1 6.3 0 0.0 1 7.2

1 For 47 used patents the date when the use began was not reported.

use were put to such use for the first time even before a patent application
had been filed, that almost fifty per cent were put to use while the patent
was pending, and only about ten per cent of patented inventions, not
already put to use before the date of issue, came into use subsequently.®
Our finding that thirty-five to forty per cent of assigned patented inven-
tions are put to commercial use for the first time before even the patent
application is filed has been questioned by some. It is conceivable that in
this respect different companies pursue markedly different policies. The
analysis of our returns by class of patents, however, gives no indication
that in this respect there is appreciable difference between mechanical,
electrical and chemical patents as such. These comparisons are shown
by Table 2. .
In Table 2 we have restricted our analysis only to those patents which
had been used for which the date of first use was reported. Inspection
of column 3 indicates that for electrical patents the proportion put to use
after issue is the highest, eighteen per cent, and for chemical patents the
lowest, less than five. These differences, however, are not statistically
significant ; therefore, not much reliance can be placed on these differences,
but they do seem to strengthen our confidence in the general pattern that
almost forty per cent of patented inventions are put to use before applica-

5 This pattern would be distinctly different for unassigned patents. Our information here
is restricted to assigned patents issued in 1938, 48, and 52.
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tion for a patent is filed, close to fifty per cent while the patent is pending,
and only about ten per cent after the patent has been issued.®

TIME OF USE ACCORDING TO COMPANY SIZE

We also have analyzed the time pattern of first use by companies
grouped according to their net sales. These relationships are shown in
Table 3.7

Table 3 shows that, on the average, the largest corporations are more
apt to use a high proportion of their patented inventions before a patent
has been applied for. This difference, in comparison to smaller companies
that are listed in Moody, is statistically significant.® The largest com-
panies also tend to have the smallest proportion of patented inventions
put to commercial use for the first time after issue.

The companies with smallest recorded sales (companies of inter-
mediate size) have the smallest proportion of their patented inventions
put to commercial use before a patent application has been filed, compared
with the largest or the smallest companies (those companies not listed
with respect to net sales). On the other hand, companies of intermediate
size show the highest proportion of patented inventions put to use while
the patent is pending, fifty-six per cent, compared to forty-four for
largest and forty-seven for the smallest companies. This latter difference,
however, is not statistically significant.

The largest companies have the smallest proportion of their patented
inventions put to use for the first time after issue, while the smallest
companies have the highest percentage, 7.5 and 14.6, respectively. But
this difference too is not statistically significant.

8 We are inclined to feel a figure perhaps less than twelve is more likely than more than
twelve. This despite the fact that unquestionably a few more patents (perhaps three or
four) from those issued in 1948 and 1952 will come into use before the expiration date.
We believe though this would be more than offset by the fact that the time of use was not
reported for forty-seven patented inventions, We are inclined to believe that a larger
proportion of these are patented inventions first put to use before application or before
issue date. Therefore our best estimate of these percentages is, in round numbers, forty,
fifty and ten for before application, after application, and after issue, respectively.

7In Table 3 we have divided corporations with sampled patents on which returns were
made and with one or more used patents into three groups. The first two groups are com-
panies listed in Moody or similar publications giving net sales for 1949. These companies
were arrayed according to their net sales and divided into two groups so as to yield about
an equivalent number of patents in each group. The first group with largest sales is the
largest companies.  Those in the second group are considered companies of intermediate
size. The third group, which we regard as the smallest companies, is those in our sample
for which no sales information was reported in Moody or other similar publications to
which we referred.

8 The standard deviation of the difference between these two percentages, 48.8 and 31.1
for the largest and intermediate companies, is 2.35 times the observed differences, which
means the observed difference could have occurred by chance less than twice in 100 trials.
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TABLE 3

Number and percentage distribution of assigned patents by size of assignee
company in terms of net sales according to the time when the com-
mercial use of the invention first began in relation to the date
of application, and date of issue by year of issue.!

PRELIMINARY
Al years 1938 1948 1952
Size of company 2 and time when —A——
invention first used No. % No. % No. % No. %
(1) ) (3) (4) (5) 6) @) (8) (€2]
Upper half of listed com-
panies—Total ........... 80 100.0 27 1000 20 1000 23 1000
Before filing ........... 39 488 13 48.1 1 55.0 15 45.5
After filing ............ 35 43.7 1 40.8 9 45.0 15 45.5
After issue ............ 6 7.5 3 11.1 0 0.0 3 9.0
Lower half of listed com- :
panies—Total ........... 90 1000 35  100.0 18 1000 37 1000
Before filing .......... 28 311 10 28.6 7 389 11 29.7
After filing ............ 50 55.6 19 54.3 9 50.0 22 59.4
After issue ............ 12 13.3 6 171 2 11.1 4 109
All listed companies—Total. 170  100.0 62 100.0 38 1000 70  100.0
Before filing ........... 67 394 23 37.1 18 474 26 37.2
After filing ............ 85 50.0 30 48.4 18 47.4 37 52.8
After issue ............ 18 10.6 9 14.5 2 52 7 10.0
Non-listed companies—Total. 75 100.0 14 1000 22 1000 39 100.0
Before filing ........... 29 38.7 4 286 7 31.8 18 46.2
After filing ............ 35 46.7 8 57.2 11 50.0 16 410
After issue ............ 11 14.6 2 142 4 18.2 S 128

1 For 47 used patents the date when use first began was not reported. . i
3 Data on sales are for 1949 taken from Moody. No sales were recorded for non-listed companies.

The differences are again such that they give no indication of incorrect
reporting, despite the doubts that some companies have expressed in the
validity of our findings, with respect to the time when patented inventions
are put to use for the first time. It should be stressed that these findings
are obtained by relating the date supplied by the assignee as to when the
sampled patented invention was first put to use with the date shown on
the face of the letter patent, giving the date of application and the date
of issue. It is difficult for us to conceive that large numbers of assignees
purposely or otherwise would give us incorrect dates; we do not know
any other way that such error could occur if our findings do not accord
with the facts—which, incidentally, no one knows at this time except for
individual companies, which could differ widely from the general pattern.

-THE PROPENSITY OF PATENTED INVENTIONS TO BE PUT TO USE SPEEDILY

The rapid decline of the probability of a patented invention, which has
not been put to use, shortly after its completion is emphasized by Table 4.
Table 4 shows the time when the 149 patented inventions that were used
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TABLE 4

Distribution of commercially used assigned patented inventions, the use
of which began after the filing of application in relation to the year
in which the application was filed as reported by assignees.

PRELIMINARY

Percentage
of patented

Number of inventions Comparative

Year in which use began in patented put to use rate of use

relation to the year in which inventions - — per year, with

application was filed put to use Annual Cumulative 100 for O year
1) 2 3) (4) (s)
0 Year of application.......... 50 33.6 336 100.0
1 Year after application....... 48 322 65.8 479
2 Years . 20 134 79.2 19.9
3 Years “ RN 14 9.4 88.6 140
4 Years *“ C 4 27 91.3 4.0
5 Years * C . 3 20 93.2 3.0
6 Years *“ L 4 27 95.9 40
7 Years * . 3 2.0 97.9 3.0
8 Years * “ Ll 0 0.0 97.9 0.0
9 Years e 1 0.7 98.6 1.0
10 Years *“ . 0 0.0 98.6 0.0
11 Years * L. 1 0.7 99.3 1.0
12 Years “ S 0 0.0 99.3 0.0
13 Years “ o 0 0.0 99.3 ) 0.0
14 Years “ . 0 0.0 99.3 0.0
15 Years “ . 1 0.7 100.0 1.0
Total .....ovvivviinnnnnn. 149 100.0 — —

after application or after issue were put to use for the first time in relation
to the year in which the patent application was filed. Thus zero year
represents the year in which each particular patent application was filed.
Of the 149 patented inventions put to use for the first time after the
patent was applied for fifty, or over one-third, were put to use in the year
of application. Since applications were being filed throughout the year it
follows that the average interval of time separating the date of applica-
tion and the date of first use of these patents was about three months.
Almost another third were put to use for the first time in the year
immediately following the year of application, then the percentages drop
off quite rapidly. By the end of the third year after the year of application
almost ninety per cent of all the patented inventions put to use after
application have been put to use (see column 4).

Column 5 depicts the rate with which the chance of first use diminishes
for each year in comparison to the rate prevailing in the year of application
for patents put to use after application. In the year of application the
average time left for a patent to be put to use is assumed as six months.®

9 If we assume the probability of a patent filed on any day is about the same, then the
average time exposure of patents after filing in the year of filing would be six months.
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TABLE 5

Distribution of commercially used assigned patented inventions, the use
of which began after the issuance of patent in relation to the year of issue.

PRELIMINARY
Percentage
of patented
Number of inventions Comparative
Year in which the use began patented put to use rate of use
in relation to the year patent inventions — —A —_ per year, with
was issued put to use ? Annual Cumulative 100 for 0 year
(1) (2) (&} (4)

0 Year of issue............... 18 56.3 56.3 100.0
1 Year after issue............ 3 9.4 65.7 8.3
2 Years *“ i 3 9.4 75.1 8.3
3 Years “ % ..., 1 3.1 78.2 28
4 Years *“ G 1 31 81.3 28
5 Years “ e 1 3.1 84.4 2.8
6 Years [N 2 6.3 90.7 5.6
7 Years “ % ... 1 3.1 93.8 28
8 Years “ e 0 0.0 93.8 0.0
9 Years “ e 1 3.1 96.9 28
10 Years “ [ 1 3.1 100.0 28
Total ......ovviiviinnennnn 32 100.0 — —

! Three patented inventions are added as the estimated number of patented inventions issued in 1948
and 1952 that were not in commercial use when the questionnaires were being answered, that would have
come into use by 1962.

Therefore, the average propensity of use, in uniform units of time, is at
least twice that shown in column 3 for an annual rate. If we set this rate
as 100, the propensity of use in the year following the year of application
drops to less than half. In the second year after the year of application
this rate is reduced to one-fifth, in the third year to one-seventh and in
the fourth year, to one twenty-fifth, etc.

In Table 5 we show the time of first use in relation to the year of issue
for patented inventions which were put to use after issue—including the
estimated number of 1948 and 1952 inventions that would be put to use.

The Table again emphasizes the pressure for patented inventions to be
put to commercial use as speedily as possible. Of the total which we
estimate will be used after issiie, more than half are put to commercial
use for the first ’{ e in the same year in which the patent is issued.
Six years after the-year of issue over ninety per cent of the patented
inventions that are put to use after issue have been put to first use. And,
on the basis of our information, no inventions in our sample were put to
commercial use after the Yenth year after issue (this observation is based,
at this time, entirely on the patents issued in 1938).

Since we are dealing with patented inventions put to use after filing, but within the year of
filing, their average exposure would have to be less than six months, in fact if we assumed
complete independence, it should approximate three months. Therefore six months tends to
understate the rate in the year of issue in terms of a uniform time interval of one year.
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The total of thirty-two was obtained by estimating on the basis of 1938
experience that only three patented inventions not put to commercial use
before 1956, when most of our questionnaires were filled out and returned,
would be put to use by 1962.*° Twenty-nine of the thirty-two were pat-
ented inventions that had been put to use already, when the questionnaires
were filled out by assignees.

Still another way to indicate the high propensity of inventions to be put
to commercial use as speedily as possible is shown by Table 6, where we
show the time of first use for all patented inventions actually put to use
in relation to the year of issue. This is shown for the entire sample as
well as for each year’s patented inventions taken separately.

In Table 6 the first year of use of patented inventions are related fo the
year of issue. For the entire sample, irrespective of the year of issue, one
invention was reported to have been put to use twelve years before the
year of issue, two, eleven years before issue and so on. Seven per cent
of all the patented inventions (column 4) put to use, were put to use seven
or more years before the year of issue; twenty-three per cent five or more
years before issue; nearly fifty-six per cent three or more years before
issue, etc. Of all the patented inventions nearly ninety-six per cent were
put to use in the year of issue or in prior years, actually twelve per cent
(column 3) were put to use for the first time in the year of issue and over
eighty-three per cent before the year of issue. Of all the patented inven-
tions put to use less than 2 per cent were put to use three or more years
after the year of issue.

Without knowing the time when a patented invention is technically
ready for commercial use it is not possible to determine precisely the
probability of use in the first year of such readiness, and in each subsequent
year. Nevertheless, indications are, from Table 6, that the propensity of
use is greatest at the very beginning, i.e. as soon as the invention can be
made ready for use, and this probability tends to decline progressively and
rapidly with the passage of time. This is suggested by column 5, and the
corresponding columns 9, 13, and 17 of Table 6.

These columns give in index form the proportion of all patented inven-
tions used that were used in a specific year before or after the year of
issue. The proportion used in the year of issue is taken to be 100, and
the relative frequency of use for other years is adjusted to this base. The
composite index is very low for the eighth through twelfth year before the
year of issue. We presume very few patented inventions have been
developed so far ahead of the year of issue to be put to commercial use.
But, starting with the seventh year the index climbs rapidly and attains its

10 Qur present recircularization of the assignees will enable us to check this shortly (see
footnote 3).
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summit at three years before the year of issuc. IFor most patented inven-
tions three years before issue would coincide with the year of application,
when it might be assumed most inventions are far enough developed so
that they could be available for commercial use. After the third year, the
index tends to decline and after the year of issue it declines precipitously
to one-tenth of what it was in the year of issue. By the third year after
issue the index has dropped to what it was eight to twelve years before the
year of issue, and it is about one-fiftieth of what-it was at its peak.

Considering the pattern of use for patented inventions issued in each
specific year, the 1938 figures are of special interest in view of the fact
that these are the only group of patented inventions which has had time
to expire. Of the patents issued in 1938 the earliest one put to commercial
use was reported for 1926, the second in 1928 and the third in 1931. Then
the number put to use in each subsequent year begins to increase reaching
a peak in 1936. About twenty-nine per cent of the patents issued in 1938
had the application filed in 1935. For 1937 and 38 the number put to
use for the first time declines somewhat and then drops very sharply
after the year of issue. Percentagewise, over twenty-two per cent of the
1938 patented inventions put to use were put to use for the first time in
1936, the peak year, less than sixteen per cent in the year of issue and only
about one per cent in the 1st year after issue, 1939. In terms of cumulative
totals, about twenty-five per-cent of the 1938 patents had been put to use
by 1934 or sooner, close to eighty per cent had been put to use by the end of
1937 or sooner, and about ninety-five per cent had been put to use for the
first time in the year of issue or sooner. Thus only five per cent were put
to use after the year of issue, i.e. after 1938. None were put to use after
1948. The index in column 9 indicates the comparative propensity of use,
in relation to the proportion used in the year of issue, which we have
taken to be 100. The index for 1936, the peak year, is 142, and for
1939 only eight.

The pattern for patented inventions issued in 1948 is somewhat differ-
ent. It appears clipped at both ends. World War I may account for this
as a result of economic dislocations that took place before and during
World War II, and also the effect that the War had on the operations of
the Patent Office. The earliest first use for these patented inventions was
in 1941, when five of the sixty for which we have information were put
to use, another five for 1942, then the pace quickens, reaching a peak of
seventeen in 1945, and declining after that. For the 1948 inventions over
twenty-eight per cent were put to use in the peak year of 1945, and again
this is the year in which the application for many of these patents was
filed, twenty-seven per cent of all. Only thirteen per cent of 1948 issued
patents were put to use for the first time in that year. Over two-thirds,
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sixty-eight percent, of the 1948 patented inventions were put to use for
the first time in 1945, the peak year, or earlier ; eighty-five per cent before
the year of issue or earlier, and over ninety-eight per cent in the year of
issue or earlier. Thus, in the eight years intervening between 1948 and
1956, when our information was compiled, only one patented invention
was put to use for the first time. That was in 1950. In light of this, it
appears extremely unlikely that in the subsequent years anything like
fifteen patented inventions would be put to use. These are the numbers
reported by assignees to be used in the future. The utilization pattern for
1948 patented inventions appears to be truncated. This would suggest
that the year of first commercial use might turn out to be a sensitive index
of economic forces exerting influence on the effective exploitation of pat-
ented inventions. It is perhaps noteworthy that the percentage of patented
inventions put to use is lowest for 1948 compared with the other two years.
This relationship would suggest that major economic dislocations close
to the time when an invention is completed or is almost to be completed
could delay or destroy completely the prospects that the invention would
be exploited commercially.

The time of first use for patented inventions issued in 1952 appears
more like the pattern found for those issued in 1938. In fact, there is
some apparent trend toward even earlier use. Thus, of the 1952 patents,
over twenty-seven per cent were put to use for the first time five years
or more before the year of issue. The corresponding percentage for 1938
patents is only fourteen. This stretching out perhaps indicates the effect
of longer patent-pending time in the Patent Office. The peak year of
first use for 1952 patents is 1948, four years before the year of issue. This
peak for 1938 patents was only two years before. For all three years, the
peak year of first use coincides with the year in which most of the*
applications for these used patented inventions were filed. The 1952
distribution of initial use is more flat-topped, that is, less peaked than the
1938 or the 1948.

The characteristic pattern of distribution of the year of initial use in
relation to the year of issue may be seen more easily in Charts I, II,
and III.

It should be observed that in the four to five years of observation,
following 1952, about five per cent of the patented inventions issued in
that year were put to use for the first time after the year of issue. It is
probable that a few more may come into use in years following 1956 but
not anything like thirty, as reported to us by assignees. As I have indicated,
we are now getting information that will test the validity of this
assumption.
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CuArt 1. Percentage distribution and cumulative percentage of patents by year when the
invention was first put to commercial use in relation to the year of issue—
Composite for three years.
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* One patented invention, 0.4 per cent of the total, was put to use for the first time the
tenth year after the year of issue;
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CHuArT II. Percentage distribution of patents issued in different years by year when
the invention was first put to commercial use in relation to the year of issue.
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Cuart III. Cumulative percentage of patents issued in different years by year when
the invention was first put to commercial use in relation to the year of issue
for each year and for the three years combined.
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* One patented invention issued in 1938 of which the first use did not begin until the
tenth year after the year of issue,
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INTERRELATIONS BETWEEN YEAR OF APPLICATION, YEAR OF FIRST USE AND
YEAR OF ISSUE

As would be expected, there is a very close relationship between year of
application and year of first use of patented inventions, since by law an
invention which has been in commercial use for more than a year is not
patentable. Therefore, the pattern of time of first use for inventions put
to use long before the date of issue coincides closely with the date of
application preceding the date of issue. This is demonstrated by Table 7
showing the date of application for commercially used inventions in
relation to the year of issue. ‘

The close parallelism between these distributions and those shown by
Table 6 should be apparent. For the entire sample, irrespective of the year
of issue, this close parallelism is illustrated by Chart IV.

The base line of Chart IV shows years before issue and those after the
year of issue. The zero year is the year of issue. The solid line represents
the number of patented inventions put to use for the first time in specified
years before the year of issue, during the year of issue and after the year
of issue. The broken line shows the number of used inventions by years
before the year of issue in which the application was filed. It is seen that
in the earliest years the two curves either coincide or the date of initial

TABLE 7

Number and percentage distribution of assigned patented inventions used
commercially by year of application related to the year of issue for the
three years combined, and for each year.

PRELIMINARY
YEear OF Issue
Three years i 1938 1948 1952

Year r A N r —A— ™ r A — s A Al

preceding Per cent Per cent Per cent Per cent

the year — e

of issue No. Annu. Cumu, No. Annu. Cumu, No. Annu. Cumu. No. Annu. Cumu.

01(1) fi) (3)_ (4)_ (_5_). (GL () ® (@ Qo) (1) 12y 13)
1..... 32 131 1000 21 276 1000 4 6.7 100.0 7 6.4 1000
2 ... 42 171 869 12 158 724 12 200 933 18 165 93.6
3..... 68 278 698 22 290 566 16 267 733 30 275 771
4 ..... 42 172 420 9 119 276 12 200 467 21 193 495
5..... 30 122 249 6 79 158 12 200 267 12 110 303
6 ..... 16 65 127 2 26 79 3 5.0 6.7 11 101 193
7 ..... 9 3.7 6.1 1 1.3 5.3 1 1.7 17 7 6.4 9.2
8 ..... 2 08 24 1 13 39 - — — 1 09 28
9 ..... 1 0.4 16 — — 2.6 — — — 1 09 09
10 ..... 2 08 12 1 13 26 — — — 1 0.9 0.9
11 ..... — —_ 04 — — 1.3 — — — —_ — —_
12 ..... 1 04 04 1 1.3 13 — — — —_ - —_
Total ... 245 1000 — 76 1000 — 60 — — 109 100.0 -

1 Year of issue.



CraArr IV. Number of assigned patents and number of those put to commercial use

relating the year of application to the year of issue and, for used inventions, the

year of first commercial use to the year of issue, composite for three years.
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use precedes the date of application. However, after the sixth year before
the year of issue, the number of inventions applied for in each year
exceeds the number put to use for the first time in that year. The peak
for both distributions occurs in the third year before the year of issue
(the inflection point of the curves). By definition an application must
precede the date of issue. In our series of 245 assigned patents put to
commercial use, none was filed in the same year in which the patent was
issued. They were all filed before the year of issue. The close parallelism
between the date of application before the year of issue and the date of
initial use for the earliest used inventions is demonstrated by Tables 6
and 7 and Charts I through IV.

These relationships suggest that the specific pattern of year of first use

is influenced materially by the operation of the Patent Office in handling
applications.
" From our data it appeared that patent applications which remained
pending the longest were more apt to be for inventions that had come
into early use. Even if this were to prove true, one could not be certain
whether these inventions presented special circumstances, or whether the
prolongation was brought about by the assignees desiring to extend the
period of protection. With this latter ‘possibility in mind, the relationships
between the mean pending period of patented inventions used before issue,
those used after issue, and those that are not used were compared. Table 8
shows the mean pending periods, in months, for assigned patents in these
different categories.

The mean pending time for all the used patented inventions is about
the same as for the unused patents: about forty-two months for the three
years combined. For individual years the comparative duration of pending
time is also not significantly different for used and unused inventions.
With respect to time of use for the three years combined, the inventions
put to use while the patents were still pending show the highest mean
duration, not those for which the use began before issue. Besides,
other things being equal, one would expect that with longer exposure time
a higher proportion of the inventions would be put to use. Most important
of all, the differences are not large enough to be statistically significant.
Therefore, there is no indication, whatsoever, of any bias in favor of
inventions put to use early to be kept in pending status longer, so as to
prolong unduly the life of the patent protection period. This conclusion
is borne out by the experience of individual years. Just as prolongation of
pending time will tend to increase the proportion of patented inventions
that are put to use while still pending, the contraction of this time for
any reason whatsoever, other things being equal, would tend to shift the
time of first use in the post issue period. Therefore, even if there were some
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excess of patents with short pending periods which were put to use after
issue, the mechanism would be the result of expediting by the Patent Office
rather than the reverse, a procrastination on the part of assignees to pro-
long the life of the patent by trying to delay the date of issue. The
absence of any significant bias is all the more impressive, indicating that
assignees, at least in this respect, do not appear to be self-seeking.

DIMINISHING PROBABILITY OF COMMERCIAL USE OF PATENTED
INVENTIONS WITH PASSAGE OF TIME

Earlier in this report we have stressed the evidence of there being a
marked tendency for patented inventions that are to be put to commercial
use to come into use early in the life cycle of the invention,

In Chart IT we showed that for each year the peak of the number of
patented inventions put to use for the first time coincides with the year
before issue in which most of the applications for patents were filed.
Chart IV shows that for the longest pending patented inventions—the
years preceding the year of issue—the proportion of inventions put to
use in these early years actually exceeds the number of applications filed.
This is not unreasonable, since we have shown that for almost forty
per cent of patented inventions that are put to commercial use, such use
begins before the patent application has been filed. We find, therefore,
that among the longest pending patents those in commercial use actually
exceed the total number of applications filed. However, on the average,
by about the ninth year before the year of issue, the application curve
overtakes the first-use curve (see Chart IV). This early use of inventions
often before even a patent application is filed and the sharp gradient of
decline in the probability of first use with passage of time after application,
appears totally incompatible with some of the criticisms of the patent
system regarding the purposive shelving of patents by companies to delay
their use or prevent it entirely. On the contrary, the evidence would
seem toindicate great pressure to develop the invention for the earliest
possible use before it becomes eclipsed by newer developments and becomes
worthless. We have demonstrated this in several ways.

One might hypothesize four or five types of patentable or potentially
patentable inventions. Type A are the commercially usable inventions that
are put to use without delay, many of them before a patent application is
filed. The use demonstrates the worthwhileness of these inventions and
they are patented. Type B represent also promising inventions which are
put to use before filing of a patent application. The commercial value of
these prove disappointing, so no application is filed and the invention does
not become recorded. Type C may represent promising inventions that
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becomes obsolete aborning. Early commercial use of the invention would
accelerate and enhance the chances for such obsolescence. Thus, B and C
types of inventions, which at one time would have given rise to patent
applications, and many of them are eliminated today as a result of pre-
application use of many inventions. Then there may be a D type of
inventions which at the time of patent application is potentially of
commercial value but because of untoward circumstances their use is
delayed, with progressive delay their potentiality for commercial use decays
through obsolescence and otherwise. If there are such inventions, their
identification and relative number, if assessable, may give some clue to
the economic, organizational and other factors which may account for the
complete or partial loss of these potentially valuable inventions to the
economy. Finally, there may be the E type of patented inventions which
were failures from the start. If there is merit to this speculation, the
relative efficiency of a patent system might be measured in terms of the
comparative size of these five categories of inventions. Possibly a close
delineation of the probability of inventions, completed in a given year,
being put to use within f: time, where ¢ represents units of time such as the
Ist, 2nd, 3rd. . . n th month after the time of invention, may prove a
criterion of the relative effectiveness of a patent system. This possibility
gives additional rationale for a study of this probability function over
time not only in the United States but under other patent systems as well.
Since we do not know the year of invention, we may use the year of
application as an approximation of it. This substitution should not cause
too serious a distortion, since by law the use of a patentable invention can-
not predate a patent application by more than one year.

On this basis, I have developed an approximate measure of the prob-
ability function of patentable inventions being put to commercial use for
the first time preceding or following the time of patent application. It
would seem such a function, based on properly selected and validated
samples of inventions issued in different years, should help us better to
understand the dynamics of the patent system, and its reciprocal interaction
with other forces shaping the American economy.

The crude probability measure was derived from our data for the three
years combined, with uniform weights for a composite function and also
for each of the three sampled years.*

11 The procedure used was as follows: for each year our sample of inventions was dis-
tributed by month in relation to date of application and the date on which the invention was
put to commercial use for the first time (eliminating, of course, those inventions put to use
prior to the patent application). The expected propensity of use for the first month was
obtained by dividing the number of patented inventions used in that month by the total num-
ber of those not used by the date of application, assuming an average exposure for %,
month, For the second month, the inventions put to use were divided by those not used at
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The proportion of patented inventions put to use in each specific year
was divided into two components, those put to use before application and
those after. The latter were prorated over the years by the functions the
derivation of which is explained in footnote 11. These results are sum-
marized in Table 9. '

Table 9 shows the probability rates of a patentable or patented invention
being put to use within a specified time interval before or after application
and also certain related functions.

The first entry (entering the Table at the top) is the probability p of
a patented invention being put to commercial use (future use is excluded).
The second entry is the p value for those put to use before application.
Thus the overall average probability of an assigned patented invention
being put to commercial use for the three years is .45102.*

The probability of use before application is .17680 or, as we have seen
earlier, thirty-nine per cent of the total put to use (shown in column (2)).
Of the less than sixty-one per cent of patented inventions for which the
use began after application, fifty-seven per cent, or ninety-four per cent of
this total occurs within the first twelve months after the application is
filed. Following the year of issue the probability of first use approaches
the zero limit most rapidly, it is only .00336 or less than one per cent of
the total in the third year following the date of application. If one could
assume that patented inventions which are put to commercial use before
the date of application have a maximum period of one year, as required
by law, then the average exposure time for use before application may be
considered as half a year for these inventions. On this basis, the pro-
pensity for use in the year before application is somewhat higher than in
the first twelve months after the application date. This is shown by
column (4) of Table 9, the average for the three years. The general
pattern of the sharp decline in this propensity holds true for each of the
three years studied. The sharpness of this decline in the approximate
value of p is demonstrated by the logarithmic Chart V.

the end of first month, assuming a time exposure of 1.5 months and so on. When this
process was completed, the months were grouped into twelve monthly units. The functions
thus obtained for each of the three sampled years were averaged to obtain a composite
index, :

12 This value of p is restricted to those patented inventions for which the date of first
commercial use was reported. Of course, a more precise approximation of p of com-
mercial use of patented inventions issued in 1938, 1948 and 1952 owned by American Cor-
porations that had been put to commerical use by 1956 or earlier is .495—292 used patented
inventions out of a total of 590 on which questionnaires were received from assignees.
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CHART V. Comparative annual rate of initial use of patented inventions before and
after the time of patent application.
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IMPLICATIONS OF THESE FINDINGS

If these findings can be confirmed, they would have wide implications
in many spheres. First of all, they give a death blow to the temptation
to regard a patent as a uniform quantum of inventiveness.*®

Machlup ** reproduces the evidence, which Shmookler has compiled to
prove association between technological workers and inventive activity
prior to 1940, to demonstrate a lack of association between the increase
of technological workers, as potential inventors, and patent applications.
In addition, Machlup proceeds to show an absence of parallelism between
the rate of increase in the number of scientists and patented inventions,
in general population and patented inventions, and finally in research and
development expenditures and patented inventions. Apparently, neither
author appreciates what may seem obvious, that some patents may repre-
sent one quantum of inventiveness, while other patents may represent mil-
lions of quantums. Therefore, there is no logical necessity that the number
of patents or patent applications should parallel these various series. An
increase or decrease in inventiveness as such cannot be assessed from the
number of patents. There is no reason to assume that the inventive content
of a sample of patents or patent applications today is equivalent to that of
another sample of patents issued twenty or thirty years ago. Thus, a
sample of 1,000 United States patents today may be no more equivalent to
a sample of 1,000 United States patents in 1923 than 1,000 German Marks
today are equivalent to 1,000 German Marks in 1923. Consequently, a
decline in the number of patent applications per se is no evidence of a
decline in inventiveness.*®

13 Shmookler, J., “The Level of Inventive Activity,” Rev. Economics and Statistics 36,
186 (May 1954). In this and in a large number of other articles, Shmookler has advanced
the idea that the number of patent applications prior to 1940 might be regarded a reliable
index of inventive activity in the United States. About the only evidence which he offers
in defense of this idea is the general parallelism between American patent applications
between 1870 and 1940 and the number of technological workers in the United States. At
best the association is very general, as one is apt to find in many time series data, and if
one took the time, I am sure by trial and error one could find many economic series which
may appear to be correlated with number of patents as well as and better than the number
of technological workers. Such a correlation in time series is no indication of any causal
relationship ; especially when it is appreciated that, of the millions of technological workers,
those with patented inventions probably at no time have represented more than one percent.
It should also be appreciated that the fit between the two series is at eight points since data
on technological workers are obtainable only from the decennial censuses of the United
States. And patent applications are averaged for ten years centering on the census year.

14 Machlup, Fritz; “Patents and Inventive Effort. The evidence is insufficient to prove
or disprove the claim that patent protection promotes inventive effort,” Science, Vol. 133,
No. 3463, May 12, 1961, pp. 1463-1466.

15 Sanders, B. S.; “Some Difficulties in Measuring Inventive Activity,” The Rate and
Direction of Inventive Activity, Economic and Social Factors, A Conference of the Uni-
versities—National Bureau Committee for Fconomic Research, 1962, pp. 53-77.
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If, as our evidence indicates, a large proportion of inventions are put
to commercial use before a patent application is filed, it becomes inevitable
that many potential patent applications are not being filed for today. Since
this phenomenon is restricted to assigned patents owned by corporations,
which in 1900 accounted for only seventeen per cent of our patents,*® while
today they account for over seventy '’ per cent, the apparent decline in
the number of patent applications could perhaps be accounted for by this
single practice which had not been known or suspected until it became
apparent by the Foundation’s study of Patent Utilization.

There is no way one could calculate what proportion of patent applica-
tions are lost today as a result of this widespread practice by corporations.
Nor is there definitive evidence to what extent this practice of preapplica-
tion use has become more widespread in recent decades without more
extensive studies.

But’in view of the fact that today over seventy per cent of the patents
granted are assigned to corporations, and if we assume a comparable pro-
portion of the applications are filed by corporations, one can surmise that
well over 50,000 potential applications per year could be lost as a result of
the current practice of preapplication use of inventions leading to their
abandonment if they become obsolete or prove commercially disappointing.
Therefore, the apparent decline in patent application may have no signifi-
cance whatsoever.'®

In an earlier interim report the present author expressed a surprise why
the decline in the proportion of individually filed patents had not been
more drastic in view of the progressive dominance of corporations in our
economy.' The preapplication use of patents could explain this; that is,
corporations may be filing today only for one-half or even lesser fraction
of patentable inventions developed by their employees, while individual
inventors, as far as we know, continue to file whatever they deem might
be new and possibly profitable.

18 Historical Statistics of the United States, A Statistical Abstract Supplement, Colonial
Times to 1957, Series No. 66-76, p. 607.

17 Communication from the United States Patent Office for 1960, 59 and 58.

18 The Impact of the Patent System on Rescarch, Study No. 11 of the Subcommittee on
Patents, Trademarks, and Copyrights of the Committeec on the Judiciary, U.S. Senate,
85th Congress and Session, 1958.

1 PTC J. Res. & Ed. Vol. 3, 1959, Conference Number, p. 57 “What is most surprising
is that within this time the total self employed diminished from 11 million to less than
8 million, while the total corporate employment increased from some 25 million employees
to something over 36 million. What our research really does is reverse the question from
how much ground have individual inventors lost to what is keeping the springs of invention
high among individual inventors despite their progressive diminution in the labor force.
And I think finding the answer to this may prove highly significant.” The growing practice
of preapplication commercial use of potentially patentable invention might be the desired
answer,
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Other things being equal, the preapplication use of invention might
mean a loss to the nation, in that the patent, among other things, serves as
a conduit of information which could stimulate other inventors toward
new achievements. Therefore, in the long run the practice which reduces
the number of patents may have a depressant effect on overall inventive-
ness. This is a matter that deserves further study and appraisal.

Increasing commercial use of inventions prior to application would tend
to raise the proportion of patented inventions in commercial use, since
many of the inventions which prove commercially a flop are eliminated
from the universe of patents completely. Our evidence on utilization tends
to validate this inference.?

The inventors in our sample were asked to indicate what number of all
the patented inventions issued to them had been put to commercial use.
Of the more than 10,000 inventions made by responding inventors of
assigned patents the proportion reported put to use was less than 4,400,
giving the percentage of patented inventions put to use less than forty-two,
appreciably below the percentage of patents utilized in the 1938, 1948 and
1952 sample of patented inventions.*

There appears to be evidence, therefore, as far as assigned patents are
concerned, that there has been a progressive up-grading of such inventions.
This inference is in accord with some letters that the Foundation has
received from the patent departments of large corporations commenting
on Mr. Frank Howard’s paper.?” These communications state that while
the number of disclosures per engineer employed has not diminished ma-
terially, the number of patent applications has declined very sharply.
Therefore, there is little doubt that there has been progressive up-grading
of inventions which are patented today in comparison to the recent past,
and the practice of preapplication use of such inventions provides the
acid test for selecting the most promising inventions for patenting.

Table A in the appendix shows the utilization rates of patented inven-
tions assigned to private corporations based on replies received from
inventors, and utilization for unassigned patents as well. The cumulative

20 There is some evidence of upgrading of inventions that are patented by individual
inventors as well. The patent utilization rate for unassigned sampled patents is about 43.
The corresponding percentage of all the patents issued to the inventors who returned our
questionnaires is 30 per cent only. This difference suggests a progressive upgrading of
inventions that are patented by independent inventors.

21 The percentage of patents in current use and those used in the past reported by
inventors of assigned patent for the sampled patents was 57 for the 3 years combined. The
percentage of patents used in 1938 was 55 while the corresponding figure for 1952 is 62
and this percentage may still be increasing.

22 Frank H. Howard; “Patents and Technical Progress,” PTC J. Res. & Ed. Vol. 4,
1960 Conference Number, pp. 57-66, and 109-110.
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TABLE A

Percentage of assigned and unassigned patents by utilization status at the time of response by year of
issue and assignment status. Information one use based on inventor’s replies.

PreLIMINARY
All three years 1938 1948 1952
——
Utilization status No. % No. %o No. % 0. %
(03] (2) Q) (4) (5) (6) @) (8) 9)
Assigned patented inventions
Total used ............... 385 56.9 85 55.2 87 51.5 213 619
In current use.......... 260 38.4 42 273 56 331 162 47.1
Past use .............. 125 18.5 43 27.9 31 18.3 51 14.8
All others® .............. 282 417 69 448 82 48.5 131 38.1
Grand total .............. 677  100.0 154 1000 169 100.0 344 1000
Unassigned patented inventions
Total used ............... 103 42,7 19 442 27 458 57 41.0
In current use.......... 76 315 11 25.6 2 373 43 309
Past use .............. 27 11.2 8 18.6 5 8.5 14 10.1
Allothers? .............. 138 57.3 24 55.8 32 542 82 59.0
Grand total .............. 241 100.0 43  100.0 59 1000 139 100.0

1 Includes any reported “future use,” the “never used,” the don’t know, and those who returned the
questionnaire but failed to answer this guestion on use.

inventions of nonassigned patents issued to inventors in our sample who
responded indicate a utilization level of 30.4, as compared with forty-three
per cent for sampled unassigned patents.
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Small Composer Representation and

Remedies in ASCAP

RICHARD HARRIS *

All the brave doctrines of our day cannot veil the fact that
the composer of the modern era lives in exceptional servi-
tude to two strong agents, the means and the market.

Lazare Saminsky, Music of Our Day

I

Founding and Early History of ASCAP.—Those whose lot it is to
chronicle the happenings of that American institution known as “show
business” seem fond of describing the more signal events of that realm
by way of anecdotes and stories, many of them probably apocryphal.
There seems to be no reason to depart from that tradition now, and so
the story goes that Victor Herbert was dining one evening in 1913 at
Shanley’s restaurant, just off Times Square and around the corner from
the theatre where his latest musical “Sweethearts” was playing. Herbert
had suffered five straight flops* and he was, perhaps, contemplating his
chances for success with his latest effort when the band began a rendition
of a song from the show. Despite his recent theatrical casualties, the

* Third year student, The University of Chicago Law School; Associate Editor, The
University of Chicago Law Review. The author gratefully acknowledges the assistance of
Philip B. Kurland, Professor of Law, The University of Chicago Law School, and John M.
Junker, Managing Editor, The University of Chicago Law Review. Their comments and
criticisms of this paper were most helpful,

1 Spaeth, A History of Popular Music in America, (1948), p. 328.
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composer was less than pleased at this evidence of public acceptance of his
work, for he had not been paid for the right to perform the song. Con-
fronting the proprietor, Herbert was told that since the restaurant charged
no admission the performance was not for profit and so was not protected
by the copyright law.? Herbert filed suit for infringement and when an
association of hotel and restaurant owners supported Shanley’s defense .
he realized that music writers too needed the strength of unity to protect
and enforce their copyrights. In 1914 Herbert, his attorney Nathan
Burkan, and a group of composers including John Phillip Sousa and Gus
Kahn founded The American Society of Composers, Authors and Pub-
lishers. Thus ASCAP was born.® Herbert's suit came up in the district
court before Learned Hand. Judge Hand, later lauded for his perspicacity
in copyright matters,* turned out to be wrong this time. He held that the
performance of music in the manner at issue was not within the protec-
tion of the copyright act.® The court of appeals affirmed,® but the Supreme
Court reversed. Mr. Justice Holmes wrote:

If the rights under the copyright are infringed only by a performance where
money is taken at the door they are very imperfectly protected. ... If music
did not pay it would be given up. If it pays it pays out of the public’s pocket.
Whether it pays or not the purpose of employing it is profit and that is enough.”

This was the most significant legal victory in ASCAP’s history. In subse-
quent years it was followed by decisions holding that public per formance
for profit under the copyright act took place when music was performed on
the radio,® in dance halls,® and in motion picture theatres.'°

One further episode worthy of note in this brief early history of ASCAP

2 The copyright act of 1909, 35 Stat. 1075, 17 U.S.C. § 1 (e) (1958), had granted the copy-
right holder the right of public performance for profit of a musical composition,

8 This account of the founding of ASCAP is borne out by many authorities. See e.g.,
Allen, “The Battle of Tin Pan Alley,” Harper’s Magazine, CLXXXI (1940) 514, 516;
White, “Musical Copyright v. The Antitrust Laws,” 30 Neb. L. Rev. 50, 51 (1950). Oddly
enough there seems to be some confusion about just who the founders of ASCAP were.
Some authorities do not include Sousa or Kahn. See e.g., Goldberg, Tin Pan Alley,
(1930), p. 312,

4 See Caracs, “Judge Learned Hand and the Law of Copyright,” 7th ASCAP Copyright
Low Symposium' 55 (1956) ; “Judge Learned Hand and the Law of Patents and Copy-
rights,” 60 Harv. L. Rev. 394 (1947).

& Herbert v. Shanley Co., 222 Fed. 344 (S.D.N.Y. 1915).

S Herbert v. Shanley Co., 279 Fed. 340 (2d Cir. 1916).

7 Herbert v. Shanley Co., 242 U.S. 591, 594-95 (1917).

" 8 Witmark v. Bamberger, 291 Fed. 776 (D. N.J. 1923) ; Remick & Co. v. American
Automobile Accessories Co., 5 F. 2d 411 (6th Cir. 1925) ; Buck v. Jewell-LaSalle Realty
Co., 238 U.S. 191 (1931).

® Dreamnland Ballroom. v. Shapiro, Bernstein Co., 36 F. 2d 354 (7th Cir. 1929).

10 Witmark & Sons v. Pastime Amusement Co., 298 Fed. 470 (E.D.S.C. 1924), aff’d
2 F. 2d 1020 (4th Cir. 1924).
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is the 1940 dispute between ASCAP and the radio broadcasting industry.
When radio appeared in the early twenties and was struggling for financial
stability, ASCAP gave fledgling stations free music licenses. But when
the broadcasting industry began to show a profit, ASCAP demanded its
members’ share for music performed on the air. The station owners were
incensed at the idea that after having purchased sheet music they would
have to pay the composer again in order to perform it. The dispute
crystallized during negotiations for a new contract with the broadcasters
in 1940. The negotiations deadlocked and on midnight December 31,
1940, radio ceased playing ASCAP music.”* For ten months the stations
broadcast public domain music almost exclusively and it is reported that
“Jeanie With the Light Brown Hair” almost died of overexposure. The
dispute became so bitter that at one point the president of ASCAP was
arrested, at the instigation of the broadcasters it was charged, and held
overnight in a Phoenix, Arizona jail.'* After ten months of boycott,
ASCAP capitulated, lowered its demands, and a contract was signed.
Two developments which resulted from this dispute continue to affect the
music industry. To compete with ASCAP, Broadcast Music Incorporated
(BMI) was formed. It is still in operation and while smaller than ASCAP
does provide substantial competition.*® Also during this period the broad-
casters lobbied extensively for state legislation curbing ASCAP’s activities.
Such legislation was enacted in many states,™ but has since been repealed in
all but two, and ASCAP has complied with the laws in those jurisdictions.*
Having seen ASCAP through its precarious youth, its present structure,
magnitude and mode of operation will be examined.

What is ASCAP and How Does It Work?—ASCAP is an unincorpo-
rated association of lyricists and composers (generally referred to collec-
tively as writers) and music publishers.'® Membership in the Society has

11 ASCAP apparently misjudged its adversary on this occasion. The chairman of the
administrative committee of ASCAP wrote in October of 1940, “[The] networks have
publicly announced a boycott of ASCAP music. . . . It will, of course, never be put into
effect. It is merely one more ‘bluff,’ and it will be called.” Mills, “The ASCAP-NAB
Controversy, The ASCAP View,” 11 Air L. Rev. 394, 397 (1940).

12 Allen, supra note 3, at 520. This article contains an interesting account of the
ASCAP-radio “war.” And see White supra note 3, at 53-5; Comment, “Music Copyright
Associations and the Anti Trust Laws,” 25 Ind. L. J. 168, 171-2 (1960).

18 See discussion in text mfra at note 22,

14 For a discussion of this legislation see Warner, Radio and Television Rights, (1953),
p. 375; Cohn, “Music, Radio and the Sherman Act,” 29 Geo. L. J. 407, 416 (1941) ; Note,
53 Harv. L. Rev. 458 (1940).

15 Finkelstein, “Public Performance Rights in Music and Performance Rights Societies,”
CCH, Seven Copyright Problems Analysed 69, 85 (1951).

16 There are two other such organizations operating in the United States. BMI has
already been mentioned. The Society of Europcan Stage Authors and Composers
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grown from 116 writers and 18 publishers in 1914 7 to a present member-
ship of approximately 5,300 writers and 1,100 publishers.’® In addition,
ASCAP has agreements with 29 foreign societies to license their music
in the United States ** adding 45,000 foreign writers to ASCAP’s roster.*
" The influence and control exercised by ASCAP in the American music
industry is no doubt great, although the extent of this influence is some-
what difficult to estimate. In 1958 ASCAP’s general counsel testified
before a subcommittee of the House Committee on Small Business that
the Society’s repertoire contains eighty per cent of all copyrighted popular
and classical music in America.? However it appears that recently much,
perhaps most, commercially successful music is from the BMI catalogue.
On the Billboard-Music Week “Hot 100” list of the most successful
popular recordings in the United States for the week ending December 31,
1961, nine of the top ten records are licensed by BMI and only forty of
the 100 records listed are in the ASCAP cataogue.”” In considering these
figures it should be noted that the success of a piece of popular music is
today largely determined and reflected by its performance on the broad-
cast media, and that BMI is owned by broadcasting interests,

The commodity ASCAP deals in is the so-called “minor” or perform-
ing right in copyrighted music first granted by the copyright act of 1897.%
This right is, of course, far from minor in commercial importance. It is

(SESAQ) is a privately owned corporation and licenses music of foreign and American
writers, primarily what is known as “country and western” music from the latter group.
Finkelstein supra note 15, at 75. These organizations are not to be confused with general
authors’ and artists’ protective societies which do not license performance rights of any
kind. For a discussion of these organizatinns see Klein, “Protective Societies for Authors
and Creators,” CCH, Copyright Problems, Analyzed 19 (1953).

17 The Story of ASCAP An American Institution, 10 (pamphlet issued by ASCAP,
1945).

18 Brief for Appellants, p. 6, Sam Fox Publishing Co. v. United States, 366 U.S. 683
(1961).

19 Howard & Bellows, A Short History of Music in America, (1957), p. 399.
20 Allen supra note 3, at 514. Note that this is a 1940 figure.

21 Testimony of Herman Finkelstein, Hearings Before Sub Committee No. 5, of the
Select Committee on Small Business, House of Representatives, 85th Cong., 2d Sess., 16
(1958) hereinafter cited as ASCAP hearings. Writing in 1954, Timberg estimated this
figure to be 85 to 90%. Timberg, “The Anti Trust Aspccts of Merchandising Modern
Music; The ASCAP Consent Judgment of 1950,” 19 Law & Contemp, Prob. 294, 297
(1954).

22 See Billboard-Music Week, Dec. 25, 1961, p. 2. On the “Honor Roll of Hits,” id. at
p. 8, BMI again has nine of the top ten records and 17 of the top 30 on that list. Both
these charts are based on record sales at retail, disc jockey plays, juke box plays, and
volume of business done through record distributors. The “Hot 100” is apparently a cur-
rent rating while the “Honor Roll” refliects a more sustained commercial success.

2329 Stat 481, The source of the present statutory language is the Copyright Act of
1909, supra note 2.
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to be distinguished from the “major” right of dramatic performance of a
composition,* the right to print sheet music,® and the right to produce
phonograph records.?® These rights are all severablee. ASCAP members
assign their performance rights to ASCAP who in turn licenses its entire
repertoire to music users for a fee calculated either on the basis of the
gross receipts of the user, or on the basis of receipts from the individual
program on which ASCAP music was used.”” For reasons of convenience
the former “blanket” license is the more common. By far the biggest of
ASCAP’s customers is the broadcasting industry which accounted for
88.41 per cent of ASCAP’s revenue in 1957.2* ASCAP maintains a
force of “song policemen” to detect infringements. If an infringing music
user refuses to purchase a license the Society will sue.®® ASCAP’s success
is attested by the fact that in its early days as many as 600 suits would be
pending at one time while recently there have rarely been over twenty in
progress.®® ASCAP is a non-profit organization and distributes all its
income after expenses to its members. The Society did not break into
the black until 1921 ** but has been quite successful since then. Its financial
statement for 1960 shows gross receipts of $32,344,135 and distributions
to members of $26,212,689 after deduction of $6,131,445 expenses and
$850,716 due to foreign societies.® In addition to its principal marketing
function, ASCAP also provides charitable relief for indigent writer
members,® licenses its music free of charge to non-profit, non-commercial
organizations,* and sponsors the Nathan Burkan Memorial Competition
for law student papers on copyrighted law.*® A general idea of ASCAP's
structure having been gained, it is now time to examine the principal
internal problems which plague the Sotiety.

24 Timberg, supra note 21, at 296.

26 Interstate Hotel Co. v. Remick Music Corp., 157 F. 2d 744 (8th Cir. 1946), cert
denied, 329 U.S. 808 (1946).

26 I'rving Berlin v. Diagle, 31 F. 2d 832 (5th Cir. 1929).

27 Finkelstein, supra note 14, at 76.

28 ASCAP hearings 542.

20 “ASCAP: Collecting for the Pipers Tune,” Business Weck, Oct 10, 1953, p. 136.
30 Ibid.

81 I hid.,

32 Variety, Mar. 8, 1961, p. 57, col. 4.

38 Ind. L. J., supra note 12, at 169 n. 8.

34 “The Story of ASCAP,” supra note 17, at 6.

35 See pamphlet issued by ASCAP describing the Nathan Burkan competition. See
Carpenter, Music an Art and A Business, (1950), p. 116, where the author takes a rather
skeptical view of ASCAP’s eleemosynary activities. Chapter VI of the Carpenter book,
devoted to ASCAP, contains the most vitriolic attack on ASCAP’s aims and operations
appearing in print, -
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ASCAP’s internal problems.—ASCAP has been aptly described as
“an emotionally precarious alliance between the creators and the promoters
of popular and classical music, cemented together by the hard realities
of business self-interest.” *® The bones of contention may be divided into
three classes: (1) eligibility for membership in ASCAP and rights on
resigning; (2) standards and formulae for distribution to the members
of ASCAP’s profits. This is the thorniest problem that faces the Society.
It is easy to see why when it is recalled that ASCAP licenses its entire
repertoire to music users for a flat fee which does not in any way depend
upon which or how many songs are actually performed, nor the occasion
or mode of performance. Yet the net proceeds must be distributed among
a diverse group of writers and publishers, some of whom have been in
ASCAP since its inception and have added many famous and profitable
hits to the ASCAP catalogue, while others are newcomers with only one
commercial song to their credit. Distribution must be made to classical
and rock-and-roll writers alike; to writers of standard ballads, background
and hillbilly music. Some standard must be used to evaluate each mem-
ber’s relative contribution to ASCAP’s repertoire. The devices which
have been evolved to meet this problem will be examined in more detail
below. A dispute over .revenue distribution caused the first schism within
ASCAP in 1936. A group of publisher members walked out taking about
twenty per cent of ASCAP’s music with them. They returned to the fold
after seven months of independent licensing.*” The third internal problem
concerns allocation of votes to members for purposes of election of ASCAP
directors. This difficulty arises from the threat of clique control by a
few of the larger publishers and most successful writers who might then
act to the detriment of less influential members. Balanced against this
consideration is the right of those members who have contributed the
most to ASCAP’s success to have a proportionately larger voice in the
management of the Society.

Timberg has called non-discrimination and impartiality the “sine qua
non of ASCAP’s existence.” *® Although it has been stated that “no one
close to the Society can remember an open attack on its honesty” * serious
charges have been made concerning abuse of power by the managers of
ASCAP.*® This paper will explore some of the methods of preserving
internal equality in ASCAP.

36 Timberg, supra note 21, at 311.
37 Shafter, Musical Copyright, (2d ed. 1939), p. 317.

38 Timberg, supra note 21, at 297. Finkelstein has written that “as a matter of policy,
the Society must remain neutral between all members” CCH, Seven Copyright Problems
Analyzed supra note 15 at 83.

39 Busincss Week, supra note 27, at 144,
40 See generally ASCAP hearings especially testimony of Hans J. Lengsfelder at p. 55
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ASCAP Organization Prior to the Consent Decrees.—Originally, and
song writer who had commercially published five or more works with a
substantial number of performances was eligible for ASCAP member-
ship.** Charges were made that young composers were unable to gain
admission to the Society,** and it will be seen that the entrance requirements
were subsequently relaxed. The original articles of association provided
that royalties were to be distributed one-third each to composers, authors
and publishers.*®* In 1921 this was changed to a fifty-fifty distribution
between writers (authors and composers) and publishers. ** This formula
still obtains and it is the one aspect of revenue distribution about which
there has been little dispute.*® Initially, distribution to individual members
was based upon the number of times each composition was played. But the
high cost of survey and tabulation was draining away ASCAP's profits.*®
In 1921 a new method was adopted. A committee of twelve writers and
twelve publishers rated the works of publishers and writers on the basis
of popularity and prestige, merit, seniority, and number of performances.
A dissatisfied member was given the right to appeal a rating of his work.*
The original articles of association established an eighteen-member board
of directors to govern the Society.*®* The number was increased to twenty-
one in 1919 and to the present twenty-four members in 1920.*° Provisions
were and are still made for representation of the different factions, i.e.,
publishers and writers, on the board. The board was self-perpetuating
electing its own successors after initial election by the membership.* Until
1941 the articles of association limited members to no more than one vote.

et seq.; Appellants Brief supra note 18; Letter addressed to “American Music Lovers”
from the National Association of Broadcasters published January 17, 1941.

41 Comment, “ASCAP and the Anti Trust Laws, The Story of a Reasonable Compro-
mise,” 1959 Duke L. J. 258, 261.

42 Allen, supra note 3, at 518; and see ASCAP hearings, testimony of Hans J. Lengs-
felder at p. 55 et seq.; Arnstein v. ASCAP, 29 F. Supp. 388 (S.D.N.Y. 1939), plaintiff
sued ASCAP alleging infer alia that ASCAP wrongfully refused him membership though
he met the entrance requirements, The court decided against him, holding that ASCAP
was a private association with “sole power to say who shall belong and who shall not.”
Id. at 393. ’

43 Finkelstein, “The Composer and the Public Interest: Regulation of Performing Rights
Societies,” 19 Law & Contemp. Prob. 275, 287 (1954).

44 [d. at 288.

45 Timberg, supra note 21, at 261.

46 Ind. L. J., supra note 12, at 169,

47 Ibid,

48 ASCAP hearings at 230.

49 Jhid.,

50 [bid.; Duke L. J., supra note 41, at 261,
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In 1941 a weighted voting system was adopted whereby a member’s votes
were proportional to the amount of his payments.*

The Three Consent Decrees.—1934 saw the first government action
against ASCAP for violations of the antitrust laws. The government
wanted to break up the license fee arrangements and to set aside all agree-
ments between ASCAP and its members,** which would have meant the
virtual destruction of the Society. The case went to trial in June of 1935,
but at the request of the government was adjourned after ten days to allow
the parties to stipulate facts. It was never resumed.®® Since 1941 ASCAP’s
internal and external affairs have been regulated by three successive consent
decrees entered into in settlement of government antitrust actions against
ASCAP. At this point it is fair to inquire by what means the government
derives power from the antitrust laws to regulate the internal affairs of
the Society. The original consent decree enjoined ASCAP “from combin-

ing to restrain interstate trade. . . .”" and went on to list a number of
restraining activities including: “electing its [ASCAP’s] directors by
other than a membership vote . . . distributing license income on [a]

basis other than the number, character and popularity of members’ com-
positions, and the time during which such have been a part of defendant’s
catalogue . . . requiring the regular publication of more than one com-
position as a condition of membership by a professional.” ®* These pro-
nouncements provide no indication of the specific rationale for govern-
ment interference in ASCAP’s internal affairs under the rubric of anti-
trust action. Likewise the original complaint filed in the action gives
little help on this problem.*®

In fact government regulation under the antitrust laws is susceptible
of two explanations. First, it should be recalled that internal regulation
has been effected through the medium of consent decrees. The provisions
of such decrees are formulated through negotiations between the depart-
ment of justice and the antitrust defendant, here ASCAP. Therefore
the ambit of regulation under a consent decree can be as wide as the regu-
lated party is willing to agree to. In the situation at hand ASCAP has
been willing to submit to regulation of its internal affairs as part of the
price for freedom from formal, and vastly more expensive, suits under

51 ASCAP hearings at 230.

52 N.Y. Times, Aug. 31, 1934, p. 15, col. 3. The government charged that ASCAP
forced music users to enter into agreements with it by threatening to prosecute under the
copyright law.

58 Allen, supra note 3, at 516.

54 United States v. American Socicty of Composers, Authors and Publishers, 1940-43
Trade Cases { 56, 104 (S.D.N.Y. 1940). The 1941 consent decree will be cited hereinafter
only by section. )

55 See Note, “ASCAP and the Sherman Act,” 12 Adir Law Rev, 173 n. 5 (1941).
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the antitrust laws. That is, the Society has chosen to accept internal
regulation rather than to suffer the expense involved in litigating the
proper scope of governmental regulation. In this regard, it is appropriate
to consider whether, should ASCAP or a similar organization choose to
controvert the government’s assertion of power, the government could
sustain its exercise of internal regulation under the antitrust laws.

In United States v. Paramount Pictures, Inc.®® it was held that the
practice of “block booking,” whereby one feature movie or a group of
them are licensed to an exhibitor on the condition that another feature
or group of features also be licensed, violated the antitrust laws in that
it enlarged the monopoly granted by the copyright law.*” The analogy to
ASCAP, which licenses its entire bundle of performing rights to each
music user, is obvious., Yet while the Paramount decision furnishes
authority for regulation of ASCAP vis-a-vis its customers, it does not
suggest the legal basis for internal regulation. Associated Press v. United
States °® furnishes the required rationale. The Supreme Court there held
that the by-laws of Associated Press, which imposed restrictions on mem-
bership in the association, were violative of the antitrust laws. The Court
found that the- pre-eminence of Associated Press in the news collection
and distribution field coupled with its restrictions on membership resulted
in the suppression of competition among newspapers. Associated Press’s
position was such that newspapers who were not allowed to become mem-
bers were seriously disadvantaged.”® The Court also held that the fact
that there were other news associations was no defense to the Sherman Act
charges.® Since the decision in Associated Press, other courts have found
Sherman Act violations when associations in control of important market-
ing facilities have unreasonably denied membership to certain applicants.®
This line of cases is definite and direct precedent for those provisions of
the ASCAP consent decrees which assure fair and equal membership re-
quirements. ASCAP is, in effect, a marketing facility which occupies a
prominent position in the music industry. To preserve competition in this
field it is imperative that access to the Society’s services and facilities be
available to all music purveyors on an equal basis. Moreover, as pointed

56 344 U.S. 131 (1948).
87334 U.S. at 156-59.
58326 U.S. 1 (1945).
58326 U.S. at 14-23.
60326 U.S. at 17,

81 See Gamco Inc. v. Providence Fruit and Produce Building, Inc., 194 F, 2d 484 (st
Cir. 1952) (defendant required to lease plaintiff space in a fruit and vegetable marketing
terminal) ; American Federation of Tobacco Growers v. Neal, 183 F. 2d 869 (4th Cir.
1950) (marketing association required to admit plaintiff to membership and allow him to
hold sanctioned auctions).
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out by the Court in Associated Press, this requirement is not mitigated
by the existence of other similar facilities when the organization in question
occupies an important position in an industry. It would seem only a corol-
lary from the foregoing that associations such as ASCAP must not only
admit members on a reasonable basis but must afford them fair use of
the association’s facilities after admission. It would serve no purpose
to assure free and equal access to a dominant marketing facility while allow-
ing unfair discrimination among the members in their use of the facility.
In the area of trade association and marketing facility cases, decrees which
go beyond mere assurance of access to membership are not hard to find.*

It can thus be seen that regulation of ASCAP’s internal organization
is essential to preserve free competition in the music industry, to assure
all music producers fair and equal access to a most important means of
marketing their product. It may be added that regardless of one’s opinion
of internal regulation of ASCAP under the antitrust laws, such regulation
is, at this date, a fait accompli, has seldom been questioned in the literature
and could not now be profitably or persuasively attacked.

At the threshold of an examination of the substance of the decrees,
one significant fact should be noted. While the first dealt mainly with
ASCAP’s relationships with music users and only in small part with in-
ternal problems, the latest decree deals solely with matters of internal
organization. Internal problems are now apparently the most serious
facing the Society.

The 1941 Decree.—On February 5, 1941, the government filed a
criminal antitrust suit against ASCAP, its board members and some of
the larger publisher members.®® It will be recalled that this was at the
height of the ASCAP-radio dispute. The defendants pleaded nolo con-
tendere to the criminal charges.®* A civil action, filed three weeks later,
was terminated in a consent decree entered on March 4, 1941.%5 The decree
touched all three aspects of ASCAP’s internal organization. The member-
ship requirement was reduced from five published songs to one.®® Revenue
could not be distributed on any other basis than the “number, nature,
character and prestige [of a member’s works] . . . length of time in

62 See, e.g., United States v. R. L. Polk & Co. 1955 Trade Cases {67, 993 (E.D. Mich.
1955) ; United States v. National Electric Sign Assn., 1954 Trade Cases 67,724 (N.D. I11.
1954) ; United States v. Providence Fruit & Produce Building, Inc. 1954 Trade Cases
§67, 872 (D. R.1. 1954) ; United States v. Boston Market Terminal Co. 1950-51 Trade
Cases 169, 927 (D.C. Mass. 1951) modified 1952-53 Trade Cases 67, 611.

83 Broadcasting Magazine, Feb. 10, 1941, p. 9.

8¢ Duke L. J., supra note 40, at 263. Fines totalling $32,250 were levied against ASCAP
and 45 members. Wash. Post, Mar. 14, 1941, p. 3.

85 Warner, op. cit. supra note 13, at 383.

661941 decree §II.
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which the works of a member have been a part of the catalogue of the
Society and popularity and vogue of such works, all to be determined in
a fair and non-discriminatory manner.” ® One need not be hypercritical
to conclude that this formula was far from a solution to the revenue distri-
bution problem, and indeed did not represent any real change from the
method ASCAP purported to use prior to the issuance of the decree, The
self-perpetuating board of directors was replaced with a board elected by
the membership. The number of votes afforded each member could be
keyed to his classification for revenue distribution purposes, planting the
seeds of further internal strife. At least one-twelfth of the board was to
be elected annually.®® Scholarly comment on this first consent decree ranged
from “significant internal changes” * to “the decree cannot be said to have
much force as a judicial determination of the problem.”

The 1950 Decree.—In 1950 the government reopened the antitrust
action and ASCAP consented to the entering of a new decree on March
14" The “one published song” membership requirement was retained
and a new clause added to ease publisher admission to the Society. “Any
publisher whose publications have been used or distributed on a commercial
scale for at least one year” could gain admission.”™ In addition to entrance
rights, the 1950 decree established important rights relating to exit from
the Society. Under the first decree objection had been registered because
a resigning member could not withdraw rights assigned to ASCAP. Most
assignments ran for a period of twenty-five years. The 1950 decree al-
lowed any member to withdraw from the Society at the end of a fiscal
year on giving three months advance written notice. His resignation
was subject only to existing licenses with music users.”® Licenses were
limited to five-year terms,™ allowing a resigning member to regain com-
plete control of his rights at the expiration of that period.

Regarding the revenue distribution problem, the decree required distri-
bution to be made giving “primary consideration to the performance of
the compositions of the members as indicated by objective surveys of
performances.” " This was a return to the test originally used and

671941 decree § I1(10).

68 1941 decree § I1(9).

89 Duke L. J., supra note 14, at 263.

70 Note, ASCAP and the Sherman Act, 12 Air L. Rev. 173, 174 (1941).

71 The 1950 decree is printed in 1950-51 Trade Cases {62,595 and will be cited herein-
after only by section.

721950 decree § XV.
731950 decree § IV(G).
74 1950 decree § IV (D).
751950 decree § XI.
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abandoned because of cost. It was probably asumed, no doubt correctly,
that ASCAP could now afford the cost of music surveys. Thus objective
factors rather than subjective evaluation became the primary factors
determining revenue distribution. The general basis of classification for
revenue distribution purposes was required to be set out in writing for the
members’ examination.”” Members were given the right to appeal a
revenue classification to an ASCAP committee as impartial arbiter,”” and
the basis of the decision on appeal had to be published.”™ Timberg reports
that these provisions worked rather well.”

The 1950 decree also contained significant new rules pertaining to
voting procedure. Directors were to be elected by the members and weight
could be given to a member’s revenue classification in determining his
alloted number of votes. The entire board was to be elected annually or
every two years, and the board “shall as far as practicable, give representa-
tion to writer members and publisher members with different participa-
tions in ASCAP revenue distribution.” ¥ This last provision was designed
to meet the threat of clique control of ASCAP by a few publishers and
writers. Timberg considered it effective.® However it will be seen that
charges of control and its abuse by a minority of powerful members con-
tinue to be leveled at the Society even after the 1960 decree. Finally the
1950 decree gave members the right individually to grant non-exclusive
licenses to perform their works while remaining ASCAP members.®*
Timberg observed that this right is of little commercial importance for
the main purpose of ASCAP is to allow the music user to obtain perform-
ance rights without dealing with the individual composer.®® The decree
also gave the court the right to determine and set a reasonable license fee
at the request of any music user.®* In summary, the 1950 decree repre-
sented a more pervasive attack on ASCAP’s internal problems based on
nine years’ experience operating under the first decree.

The 1960 Decree.—Recently, the latest modification of the ASCAP
consent decree has been effected because “the antitrust purposes of the 1950
amended consent judgment were not being served.” ® The 1960 decree

76 1950 decree § XIII(B).

771950 decree § XIII(C).

781950 decree § XIII(D).

79 Timberg, supra note 21, at 319.

80 1950 decree § XIII(A).

81 Timberg, supra note 21, at 315-16.

821950 decree § IV(B).

83 Timberg, supra note 21, at 320.

841950 decree § IX.

851960 Trade Cases 69,612, The 1960 decree will be cited hereinafter only by section.
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deals entirely with ASCAP’s relationship with its members. The decree
requires ASCAP to reconsider any application rejected after March 14,
1950, at the request of a rejected applicant. If the applicant meets the
membership requirements and it is found that he met the requirements at
the time of his original application he is to be admitted retroactively.®
Just how retroactive membership is granted is not made clear by the
decree. If retroactive payments are to be made there would be obvious
difficulty in classifying the new member for a past period when ASCAP
did not license his work, which consequently could not have appeared on
music surveys of ASCAP performances. Retroactive payments would
result in a writer being paid for rights not licensed by ASCAP and not
used by ASCAP’s licensees. Double payments would not result because
an individual non-ASCAP member could not license his own music with
any commercial success except through another performing rights Society
and the retroactive membership provision is inoperative in such cases
by the terms of the decree.®” Perhaps a member is to be granted retro-
active membership only for the purpose of seniority determination. The
new decree requires ASCAP to publish invitations to join ASCAP twice
a year in Variety and Billboard.®® Where an applicant otherwise meets
the requirements for membership he is not to be excluded because the
ASCAP survey has failed to record a performance of any of his works.
a rejected applicant must be informed of the reasons for his rejection.®
The government charged that under the 1950 decree resigning members
received little revenue from their works remaining in ASCAP’s catalogue.
The 1960 decree contains provisions to remedy this.®

By far the most significant feature of the 1960 decree is the detailed
provisions for performance surveys and revenue distribution. A complex
survey system is detailed to meet the charge that the surveys under the
1950 decree were unbalanced, giving undue weight to broadcasting net-
work performances. Independent impartial advisors are provided for.
The government is given express permission to seek additional relief
with respect to the survey method within eighteen months.”* The heart
of the new decree is the distribution formula. The formula is complex
and all-inclusive, and will not be set out in detail here. Generally, it tends
to diminish seniority as a factor in distribution. It had been charged
that the controlling group of older members was giving seniority too much

86 1960 decree § VI(A).
87 I'bid,

88 1960 decree § VI(B).
891960 decree § VI(C).
90 1960 decree §1.
911960 decree § II.
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weight to the detriment and discouragement of younger writers. Under the
1960 decree, a member is given the option to receive his payments on a
basis disregarding seniority as a factor. Also covered are formulae for
distribution of revenue for foreign performances and some other less
important matters.

Detailed provisions concerning voting rights are also set out. Most
significantly, no member is allowed more than one hundred votes.®® Under
existing practice the publisher member with the most votes had 1,469 and
the writer member with the most, 5,116.°* Any group of publishers or
writers who can muster a twelfth of the publisher or writer votes may
elect a board member by petition.”® Provision is also made for members
to appeal their revenue classification.” The decree was made conditional
on the members consent by majority vote.”” The results of this vote,
which approved the decree, will be discussed later, for they form, in part,
the basis for the contention by some members that the decree is inadequate.

It is obvious that the latest consent decree is a pervasive, thoughtful
response to ASCAP’s internal problems. It is not the purpose of this
article to suggest substantive solutions nor to examine the merits of
ASCAP’s internal disputes. The purpose is rather to demonstrate the ex-
istence of the problems and to propose and discuss possible legal remedies
for their solution available to ASCAP members and the federal govern-
ment. To this end the alleged inadequacies of the latest consent decree will
be briefly discussed.”® Objection is made to the survey procedure estab-
lished by the decree in that it prescribes detailed statistical formulae for
computing distributive shares from the raw survey figures but establishes
no controls over the initial collection of data. This process, it is charged,
is still under the control of the dominant board members and may not be
carried out fairly. The other main criticism of the 1960 decree relates to
voting procedure. The dissenters marshall a complex argument based
on mathematics and the realities of the Society’s internal politics to prove
that the dominant members will still be able to control fifty per cent of
the publisher vote in board elections. It is further claimed that the pro-
vision for one-twelfth of the votes electing a board member by petition

92 See 1960 decree §III.

931960 decree § IV(A).

%4 Department of Justice news release, June 29, 1959, p. 3.
95 1960 decree § IV(E).

98 1960 decree § V.

97 1960 decree § VII.

98 These are abstracted entirely from the Supreme Court brief of the small publishers
who attempted to intervene in the proceedings. Intervention itself as a method of vindica-
tion of ASCAP minority rights will be discussed below.
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will be ineffectual to assure minority representation. Here again the in-
ternal political atmosphere of ASCAP is cited. While two directors have
been elected by the petition method, it is charged that their sympathies lie
with the larger publishers and that it is extremely unlikely that a sufficient
number of small publishers will ally to aggregate the requisite one-twelfth
of the votes to elect a board member truly representing the small publisher
position. The dissenters also argue that while the decree was approved
by a majority of ASCAP members, forty per cent of the publishers who
cast ballots were opposed to it as were thirty per cent of the writers.
In evaluating these vote tallies it should be borne in mind that the per-
centage of members voting against the decree is by no means the same
as the percentage of the ASCAP catalogue they have contributed. And,
of course, some of those voting against the decree may have wanted less,
not more, governmental regulation. Nevertheless the figures are impres-
sive. It appears that a considerable number of ASCAP members are not
happy with the 1960 decree. The objections raised by the small publisher
members who attempted to intervene in the consent decree proceedings
are serious ones. The interveners retained eminent and no doubt expensive
counsel to represent their cause.”® A glance back over the results under
the previous consent decrees discloses that in the day-to-day operation of
the Society they have often proved inadequate to achieve their intended
ends. It can thus be concluded that, internally, real difficulties still face
ASCAP if substantial equality is to be maintained within the organization.

II

The following discussion of possible means to assure internal equality
in ASCAP will first deal with the means available to the individual ag-
grieved ASCAP member to better his lot within the framework of the
1960 consent decree and recent court decisions. Secondly, governmental
action of a more expansive nature will be suggested as an alternative to
regulation through successive consent decrees.

Justice Department Action at the Insistence of ASCAP Members.—
As has already been noted, in 1958 a subcommittee of the House Select
Committee on Small Business held extensive hearings on the policies of
ASCAP especially as they affect the rank-and-file membership. The
hearings comprise 732 pages of testimony and exhibits and amount to the
most revealing exposé in print of an organization which has at times been
accused of secrecy.’®® The report of the subcommittee indicates that the
hearings were held in response to complaints of smaller ASCAP mem-

90 The Washington law firm of Covington & Burling represented the intervenors in the
person of well-known Washington attorney, Charles A. Horsky.

100 See, e.g., Carpenter, Music an Art and a Business, (1950), p. 120-21.



132 Patent, Trademark, Copyright Journal of Research, Education

bers.?* The report concludes by recommending Justice Department ac-
tion.?> Justice Department action at the insistence of ASCAP members
is thus one way of combating inequality within ASCAP. It has serious
defects, however. For those who are still dissatisfied with the 1960 decree
this method of attack will not again be available for some time. Certainly
the Justice Department will not be persuaded to seek an amendment to the
1960 decree for at least a few years. It is significant, though, that in one
key feature of the new procedures under the 1960 decree—the perform-
ance surveys—the Justice Department is given express permission to seek
additional relief within eighteen months.’*® Of course delay is a disadvan-
tage. The Justice Department has been criticized for not moving sooner
to seek a new decree.’® Two years elapsed between the House hearings
and the 1960 decree. The main drawback to the device of successive con-
sent decrees sought by the Justice Department, at least from the viewpoint
of the dissenting members, is that consent decrees are formulated through
a process of negotiation and compromise—in this case between the De-
partment and ASCAP, represented by the very board of directors claimed
by the smaller members to be treating them unfairly. These members feel
that the ASCAP board certainly will not adequately represent them in
these negotiations and that the government has not adequately represented
them. In proof of this last allegation they argue the inadequacy of the
1960 decree. This position of the dissenting small ASCAP members under
consent decree regulation of the Society has led to their earnest but un-
successful attempt to intervene as parties in the antitrust action, seeking
greater influence in the drawing of consent decrees. Intervention is, then,
the second possible weapon available to the small ASCAP member.
Intervention.—During the 1960 decree proceedings, four small music
publishers petitioned the district court to intervene as parties to the pro-
ceeding. The petition was denied by the district court judge on the grounds
that the petitioners had been adequately represented by the government
in the proceedings and because they were members of the Society and
had consented to be represented by the Society.'® An appeal was taken

101 H, R. Rep. No. 1701, 85th Cong., 2d Sess. 1 (1958).

102 ]d at 9.

108 1960 decree § II(B).

104 Taubman, Copyright and Anti Trust, (1960), p. 3.

105 United States v. American Society of Composers, Authors and Publishers, 1960
Trade Cases 169,657 (1959). There had been two previous attempts to intervene in the
antitrust proceedings. In 1951 an individual, non-ASCAP member petitioned to intervene
charging ASCAP with song piracy. The district court denied the petition on the “easy”
ground that it was not timely. United States v. American Society of Composers, Authors
and Publishers, 11 F.R.D. 511 (S.D.N.Y. 1951). Again in 1956 an attempt was made to
intervene in the proceeding this time by ASCAP members. The petition was denied by
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to the Supreme Court which upheld the district court and denied inter-
vention.’®® This decision forecloses, for all practical purposes, the right of
individual ASCAP members to become parties to the antitrust action and
thereby have a more direct hand in shaping the consent decrees. Hence-
forth they will be relegated to an amicus curiae position, one with which
they are not all happy.’ While a discussion of the right to intervene is
now largely academic, it will nonetheless be dealt with briefly here, espe-
cially since it presents the question of third party intervention in an
interesting context. Rule 24(a)(2) of the Federal Rules of Civil Pro-
cedure provides: “Upon timely application anyone shall be permitted to
intervene in an action . . . (2) when the representation of the applicant’s
interest by existing parties is or may be inadequate and the applicant is or
may be bound by a judgment in the action. . . . . 7198 The ASCAP mem-
bers seeking to intervene alleged that they would be bound by the consent
decree as members of ASCAP and thereafter would be unable to object to
any ASCAP procedures sanctioned by the consent decree.’® The members
claimed that they were certainly not adequately represented by the Society’s
board of directors since the sole purpose of the proceedings was to curb
practices by the board oppressive to petitioners and those similarly situ-
ated.*® To support the claim that they were inadequately represented by
the government, the members urged the inadequacy of the 1960 decree.'**
In dismissing the members’ appeal from the district court ruling, the Court,
speaking through Mr. Justice Harlan, held that they had a right to appeal
for if they were entitled to intervene as of right the order denying inter-
vention was appealable.’** The Court then proceeded to the merits of their
claim, considering first whether the government had adequately represented
petitioners, and then whether the ASCAP board had. It is a bit strange
that though there is much discussion throughout the briefs and opinions
concerning petitioners’ representation by the government and the ASCAP

the district court on the ground that the petitioners were adequately represented by the
government., United States v. American Society of Composers, Authors and Publishers,
1956 Trade Cases {68,524 (1956).

108 Sam Fox Pub. Co. v. United States, 366 U.S. 683 (1961).

107 dppelliant’s Brief, Sam Fox Pub. Co. v. United States, supra note 106. On the limita-
tions of the amicus curiae position see Denver v. Denver Tramway Corp., 23 F. 2d 287
(8th Cir. 1927) ; Winterhaven v. Gillespi, 84 F. 2d 285 (5th Cir. 1936) ; Note, 63 Harv. L.
Rev. 319, 327 (1951). Amici curiae may not present evidence, take exceptions to the
judge’s rulings, take the case from one court to another by appeal or writ of certiorari or
petition for rehearing. . :

108 F. R, Civ. P. 24(a) (2) (1958).

109 Appellant’s brief, supra note 106 at 58-62,

110 J¢. at 28.

111 See discussion in text supra at notes 98, 99,

12 Citing Southphen Estates v. United States, 342 U.S. 19 (1951).
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Board, no one seemed willing to meet the issue of just who should be
representing the small ASCAP members in the proceedings. Yet the
answer seems obvious. The new consent decree was sought at the insist-
ence of the small members because of alleged abusive practices by the
Board. The decree forced a fairer standard of management on the Board.
Clearly the government, not the Board, was the party representing the
petitioners, and any discussion of adequacy of representation by the board
seems superfluous. Indeed the Court quickly admitted that the petitioners
were not adequately represented by the ASCAP board.’® Yet the Court
held that this proved too much; for if the petitioners were not adequately
represented they would not be bound and if they were bound they were
adequately represented thus presenting them with a dilemma under rule 24.
One is tempted to conclude that the Supreme Court’s argument proves too
much. If adequacy of representation under Rule 24 were the same as
adequacy of representation for res judicata purposes, as the Court thought,
then the inadequacy of representation clause in Rule 24 is surplusage for
the requirement that an intervener be “bound” would encompass inade-
quacy of representation.** The requirement of inadequacy of representa-
tion under Rule 24 must be less stringent, calling for a realistic evaluation
of the representative’s performance.

In considering whether the members were adequately represented by
the government, the Court, while expressing skepticism, declined to con-
sider the merits of petitioners’ claim that the decree was inadequate. It
held instead that since the government is not bound by private antitrust
litigation to which it is not a party, private parties are not bound by
government litigation. This argument raises the issue of the meaning of
the word “bound” in Rule 24. True, the petitioners weren’t bound in the
res judicata sense,’™ and if this is the meaning of the word then their
petition to intervene was properly denied. There is persuasive authority
for the res judicata view,""* and it has seemingly been adopted by the
Supreme Court in the instant case. Yet there is substantial authority for
a more liberal construction of “bound.” ***

113 366 U.S. at 691.

114 See Note, 71 Harv. L. Rev. 874, 900 (1958) ; “The Supreme Court, 1960 Term,”
75 Harv. L, Rev. 40, 162 (1961).

115 But see Sovereign Camp v. Bolin, 305 U.S. 66 (1938), where what the Court referred
to as a class suit was held to bind a party though the representative was asserting an
interest contrary to that of the party bound.

116 Southphen Estates v. United States, 342 U.S. 19 (1951) ; Innis, Speiden Co. v. Food
Machinery Corp., 2 F.R.D. 261 (D.S. Del. 1942) ; Owen v. Paramount Productions, 41
F, Supp. 557 (S.L. Cal. 1941) ; 7 Cyclopedia of Federal Procedure 24.16 (3rd ed. 1951) ;
4 Moore’s Federal Practice 24.08 (2d ed. 1948).

17 See Kaufman v. Societé Internationale, 343 U.S. 156 (1952) ; Missouri-Kansas Pipe
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Indulging in more academic discussion, even if the petitioning members
were over the “bound” hurdle, they would still have to show inadequacy
of representation of their interests by the government. As already noted
the Supreme Court declined to consider this question. That the allegations
of inadequacy of the 1960 decree are at least plausible on their face has al-
ready been concluded. Yet it seems doubtful that any court would be will-
ing to “second-guess” the Department of Justice in the absence of gross
disregard of petitioners’ interests or collusion between the parties to the
consent decree.'*® Other factors which the courts have felt indicate in-
adequacy of representation include situations where the representative’s
interest is adverse to petitioner,® where representative’s attorney is on
unfriendly terms with petitioner,'*® or where the representative fails to
take an appeal from an adverse judgment.*** It is clear that the last ground
is totally inapplicable to the consent decree situation and the other grounds
would seem rarely, if ever, applicable to a proceeding where the govern-
ment negotiates a consent decree. Petitioners would be hard pressed to
show inadequacy of representation and so intervention would not be possi-
ble. The Sam Fox case drives the nail home. So long as consent decrees
remain the mode of governmental regulation of ASCAP, the individual
members will have to be content to assert their views as amics curiae.

Private Civil Suits.—In the light of the 1960 decree, it would appear
that while ASCAP members are not foreclosed from seeking additional
relief by way of private antitrust suits for injunction or damages, such
suits would hardly seem promising.’** Even if the 1960 decree were vio-
lated by ASCAP, the individual members, not being parties to the suit,
would be limited to complaining to the Justice Department.

The New York Court of Appeals has already held that ASCAP’s
articles of association are the law of ASCAP and binding upon all its mem-
bers.'*® This rule was applied in Lombardo v. Adams.*** Plaintiff Car-
men Lombardo, composer of “Seems Like Old Times,” was dissatisfied

Line Co, v. United States, 312 U. S. 502 (1941) ; Kozak v. Wells, 287 F. 2d 104 (8th Cir.
1960) ; Textile Workers v. Allendale, 226 F. 2d 765 (D.C. Cir. 1955) ; Clark v. Sandusky,
205 F. 2d 991 (6th Cir. 1950) ; United States v. C. F. Lane Life Boat Co., 25 F. Supp. 401
(E.D.N.Y. 1938) ; supra note 114, at 162-63, (75 Harv. L. Rev.).

118 See Twentieth Century Fox Film Corp. v. Jenkins, 2 FR.D, 197 (S.D.N.Y. 1947),
where the court found an “atmosphere of collusion.” Id. at 198.

119 See, e.g., Teamsters v. Keystone Freight Lines Inc., 123 F. 2d 326 (10th Cir. 1941).
120 See, e.g., United States v. Lane Life Boat Co., 25 F. Supp. 410 (E.D.N.Y. 1938).

121 See, e.g., Wolpe v. Poretsky, 144 F. 2d 505 (D.C. Cir. 1944), cert. denied, 323 U.S.
777.

122 See Sam Fox Pub, Co. v. United States, 366 U.S. 683, 694 (1961).
123 Gem Music v. Taylor, 294 N.Y,. 34, 60 N.E. 2d 196 (1945).
124 NY. Law J., Mar. 10, 1958, S. Ct. Nassau Cty.
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with the number of performance credits allotted for the use of the song as
Arthur Godfrey’s theme. The court held that by virtue of plaintiff’s mem-
bership agreement and the ASCAP articles of association, plaintiff was
bound by the decision of the ASCAP appeal board in the absence of bad
faith or fraud. While some of ASCAP’s more vocal smaller members
have not hesitated to accuse ASCAP’s management of bad faith and
fraud,'® such charges, even if valid, are notoriously difficult to prove.
Suffice it to say that private civil suits do not appear to be a very promis-
ing weapon for the smaller ASCAP member.

Administrative Regulation of ASCAP.—~ASCAP’s position in the
American music industry allows it to wield great power over those who
create and purvey music and those who use it. And the Society provides
an indispensable means for enforcing the individual member’s copyright
while allowing the music user to obtain performance rights from one source
without dealing with many individual copyright holders.**® It seems to be
the policy of the government to tolerate ASCAP while keeping a watchful
eye on it. ASCAP thus resembles the utility whose monopoly is tolerated
because of its efficiency in bringing needed services to consumers, Ultilities
are regulated by governmental agencies, and such a mode of regulation
has definite advantages over regulation by successive consent decrees.
While in the past twenty-two years there have been three consent decrees

126 See e.g., ASCAP Hearings, testimony of Hans J. Lengsfelder. This witness charged,
inter alia, that revenues were distributed “according to an inaccurate and distorted logging
system” (Id. at 25); benefiting the larger, dominant members to the detriment of the
smaller members (Ibid.) ; that the small dominant group had subverted ASCAP “into a
device for acquiring dictatorial power over the economic life of competitors” (Ibid.);
that the classification committee applied formulas most beneficial to themselves (Id. at 26) ;
that the grievance machinery was operated to the financial gain of board members who
served their own interests by deciding against appellants (Id. at 27); that the Society’s
proceedings were conducted secretly (Ibid.) ; that transcripts and documents were doctored
(Id. at 28) ; that the distribution formulas were designed to “nullify the provisions of the
consent decree of 1950” (/d. at 31); that the music surveys gave more weight to board
member’s songs than those of non-board members (/d. at 35) ; that “the board insures the
rank and file shall not profit” (/d. at 38). Another witness, Guy Friedman, charged that
his company had been forced out of business by the ASCAP “powerhouse” (Id. at 200) ;
that the Society purposefully ignored performances of his songs (Id. at 201); that an
“iron curtain” lies between a member and the records of ASCAP (Id. at 203); that the
board was guilty of “arbitrary and calculated injustice” (Id. at 204) ; that the Society
discriminates against serious music because the “powerhouse” owns very little of it (/d. at
207). Witness Ralph S. Peer testified that small publishers are not allowed to grow to
importance (Id. at 322) ;.that the survey system “satisfies the needs of the board” (Id. at
328). Frederick Fox alleged that he was removed from ASCAP board membership
because he disagreed with the classification committee (Id. at 343) ; that his own publish-
ing company’s revenues from ASCAP were decreased in retaliation for his efforts on
behalf of other publishers to obtain their rightful share (Id. at 348).

126 Byt see the discussion supra in text at note 22 indicating the growing prominence of
BMI as a licensing organization.
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governing ASCAP’s operations, abuses and unfair practices have built up
in the periods between decree revisions, no doubt to the damage of music
users and creators. Administrative regulation on a day-to-day basis can
deal with complaints as they arise without resort to formal judicial pro-
cedure. The latest consent decree was preceded by long and costly congres-
sional investigation into the operation of ASCAP. An administrative
agency would have the power to require the periodic production of evidence
of compliance with the law.*” An agency could thus keep a closer watch
on ASCAP and do it more cheaply and efficiently than the Justice Depart-
ment,

In many foreign countries, performing rights societies are treated as
utilities and regulated by governmental agencies, particularly as to rates.'*®
This has been suggested in the United States; significantly, by ASCAP’s
general counsel.’® Finkelstein has flatly stated, “The American Society
of Composers, Authors and Publishers is willing to submit to regulation
of rates by either the judicial or administrative branch of the Govern-
ment. . . .” '* In another article he suggests that such regulation might
control internal affairs as well.*!

Of course to shift to an administrative scheme of regulation would
require the creation of a new agency or the assumption of new functions
by a presently existing one such as the FTC *** or the copyright office.
Legitimate doubts can be cast on the advisability of this in the light of
recent disclosures, especially by Landis,*®® that the agencies are presently
understaffed, underfinanced, overworked and plagued with a variety of
other ills. Students of government who are taking a close second look at
the “headless fourth branch” might well advise against adding another
arm now.

Writers on ASCAP, even the most critical, usually conclude by giving
the devil his due, by admitting the necessity for ASCAP. Since this
discussion began in a theatrico-literary tradition of sorts, it may as well

127 See United States v. Morton Salt Co., 338 U.S. 632 (1950).

128 See Shafter, Musical Copyright, (2d ed. 1939), pp. 324-25.

129 See Finkelstein, “Anti Trust Laws and the Arts,” University of Chicago Conference
on The Arts, Publishing and the Law 55, 63 (1953) ; Finkelstein, “The Composer and the
Public Interest—Regulation of Performing Right Societies,” 19 Law & Contemp. Prob.
275, 289-91 (1954).

130 Finkelstein, “Public Performance Rights in Music and Performance Right Societies,”
CCH, Seven Copyright Problems Analyzed 69, 85 (1951).

131 Finkelstein, supra note 128 at 291.

132 As to the desirability of resort to the FTC rather than the Justice Department, see
Bok, The Tampa Electric Case and the Problem of Exclusive Arrangements Under the
Clayton Act, 1961 Sup. Ct. Rev. 267.

138 [ andis, Report on Regulatory Agencies to the President-Elect (1960).
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conclude that way. ASCAP is necessary to the music creator, publisher
and user. Without ASCAP or some organization like it, the former two
would be unable to enforce their copyrights effectively and reap financial
benefit from their work. Without ASCAP, the latter would have to seek
out each copyright holder individually in order to obtain a license to per-
form his work. ASCAP’s existence is justified, but to quote Timberg
again, “[ T ]he non-discrimination among its members is a sine qua non
of ASCAP’s existence.” ** If periodic consent decrees and conventional
judicial remedies are insufficient to assure internal fairness the govern-
ment must take a more active role in the regulation of ASCAP.

134 Timberg, “The Anti Trust Aspects of Merchandising Modern Music: The ASCAP
Consent Judgment of 1950,” 19 Law & Contemp. Prob, 294, 297 (1954).
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Although the primary purpose of this Journal is to communicate the research work
of the Foundation, it also serves as a vehicle for educational activities designed to
exchange informed opinion and stimulate additional study. This section provides a medium
for the presentation of papers and notes which do not necessarily rest as yet on a firm
basis of empirical research. It is hoped that the material published in this section will
stimulate researchers to undertake factual study of the issues.

*
Innovators and Patents

JOHN T. CONNOR **

INTRODUCTION

FIRST AND FOREMOST, let me express appreciation to the New Jersey
Patent Law Association for my selection as the 1962 recipient of the
Jefferson Medal. I am deeply honored to have my name linked with those
who have received this important award in past years.

As I reviewed that list, I noted that the Association has not previously
awarded the Medal to one whose chief responsibility for many years has
been on the general management side of corporate activities.

PATENT RESPONSIBILITIES OF MANAGEMENT

I firmly and deeply believe that people in the top management of cor-
porations which aim to grow and make progress through research and
development activities must include patents among their more important
responsibilities. IFor one thing, we now realize that a successful research
project is not complete until the appropriate patent protection both here
and abroad has been applied for, obtained, and enforced against potential
industrial pirates—those fellows who are always around looking for a
free ride on somebody else’s effort and risks. In addition, top management
people must have a full realization that the technical knowhow and patents

* This address was delivered to the New Jersey Patent Law Association by Mr. John T.
Connor, recipient of the 1962 Jefferson Medal.

** President, Merck & Co., Inc.
139
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of a growth company constitute a most important form of industrial
property, and must be managed and safeguarded in a manner which
properly reflects that importance. I'm sure the members of this Associa-
tion will understand if I make the observation that patents have become
too important to remain in the exclusive domain of research scientists and
patent lawyers,

In saying this, I have no intention of minimizing the contribution made
by patent lawyers to a research-minded company. On the contrary, their
work is so vital that they deserve attention and support and guidance from
top management on a frequent and regular basis. At Merck, for example,
we have a staff of eighteen patent attorneys and agents, working under the
direction of our chief patent counsel, Mr. Louis Wolk. Last year they
obtained eighty-two U.S. patents on new Merck compounds or processes

. and I would like to take this occasion to salute them on behalf
of our Company for their effectiveness in protecting the break-throughs
made by our scientists.

PRESENT PATENT SYSTEM IDEALLY SUITED TO CHANGING CONDITIONS

The growing recognition by corporate management of the fundamental
importance of patents to industrial growth is just one of the significant
changes taking place today in the field of patents. Another is that the
individual unaffiliated inventor is no longer the primary source of inven-
tion. Individual genius and inventiveness continue to be of vital im-
portance, of course; but the traditional role of the individual inventor is
being and must be filled by large research organizations wholly or partially
supported by industrial, institutional, or government funds.

This necessary transition in how research must be conducted, as it grows
ever more complex, has been a primary reason for renewed appreciation
of patent laws and of patent rights stemming from these laws. Charges
that the present patent system is inadequate or inequitable have come from
‘scattered quarters, and it may be fruitful to examine those charges to
see how valid they may be—and whether changes in our fundamental
concepts about patents and patent rights are required.

It is my view that the patent system is showing itself to be ideally
adapted to serve as the proper incentive for the large research organization
as well as for the individual inventor. I further believe that because this
is so, and can eventually be proved to be so, the patent system will be
reinforced and supported, rather than weakened, by the changes which
have taken place in the organization and financing of research. I say this
in spite of many vociferous attacks to the effect that patents encourage
monopolies and high prices, and that, consequently, all patent rights should
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be “dedicated to the public.” As a slogan for those who don’t understand
the nature of patents and their important functions in the public interest,
“dedicated to the public” may have great political appeal. As a matter of
economics, whether for the corporation or the individual, it’s sheer
nonsense.

In this increasingly technological age, we have seen the corporation
provide a sound climate for research and invention by assuming the grow-
ing financial cost of the more complex technology. Business management
has taken over the job of organizing the search, of allocating funds, and
of providing the tools which invention requires. The incentive for making
these investments of time, money, and effort is the reward given to those
who make significant contributions to progress. In addition to responsi-
bility for the efficient fusion of the elements of invention, management
must see to it that the stockholders, who provide the necessary capital,
receive an equitable return on their investment.

FALLACIES OF “PUBLIC DEDICATION” OF PATENTS

I think it is safe to say that a very large percentage of the research
work now being supported by private corporate funds would be discon-
tinued if the resulting patent rights on newly developed products were to
be “dedicated to the public.” In practice and in fact, “dedicated to the
competition” would be a far more accurate slogan. Obviously, the average
member of the public could not take advantage of any new invention—but
the competitors of the innovating firm could certainly move in to make or
sell the new product, unless prevented from doing so by the patent rights
of the innovator. _

And if competitors were free to move in on all important new develop-
ments, the number of such inventions would shrink rapidly. It would be
foolish to support a research program for the benefit of your competitors—
who could, indeed, render you non-competitive because you, not they,
would have shouldered the extra burden of financing the research. It
would be a curious incentive to progress were the people who go to the
trouble and expense of making discoveries and inventions not able to get
some tangible benefit from them.

It is obvious that the result of any “public dedication” or “compulsory
licensing”” would be harmful to research-minded firms and their employees,
particularly scientists, technical people, members of the patent staff, and
management, as well as stockholders. But the general public, to whom
the invention would theoretically be “dedicated,” would be harmed most
of all—because they would not henefit from the continuing development
of new products at anything like the present rate. And it’s not too much
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to predict that our national economy—and our very way of life—could
not continue the kind of progress we need to meet the challenge of
foreign competition and to survive in the cold war with the Communists.

PATENTS—INCENTIVE FOR RESEARCH ORGANIZATIONS

Rather than get bogged down with political, social and economic theories,
_however, let’s take a look at the simple fundamentals. Assume that you
own or manage a business. Naturally, you want to make it grow. How
do you go about achieving that? One of the best ways is to support a
research organization dedicated to uncovering new knowledge which
sooner or later can result in new products for the firm to make and sell
at a profit. Under the present patent and trademark laws in the United
States, there is great incentive for owners and managers of businesses
to support research scientists, just as the copyright laws make it possible
for publishers and editors to support composers and authors while they
are struggling with what they hope will be their masterpieces. The results
of the research of scientists, in the form of inventions and discoveries,
may be patent and trademark rights that substantially help the firm to pay
salaries, wages, and attractive compensation benefits to the scientists,
technicians, and the production, marketing and other employees who work
with them; to pay for the many research failures; and to provide the
profits which reward stockholders and make available the necessary funds
to build new facilities for the growing business.

Now, would the same thing happen if the inventing firm could not ward
off its competitors while a costly and hard-earned new product is getting
a reasonable start in the market against the competitive products which
had been sharing the business? Emphatically not. It just doesn’t make
good sense for business managers to spend the time, effort and money
to develop a new product, only to see the market captured by imitator
firms which can easily undersell the inventor because they don’t have to
recapture his heavy research and introductory expenses.

Some people seem to think, however, that the communization of research
results is desirable. They even suggest that if private industry should no
longer have the incentive to conduct extensive research programs at
corporate expense, then the Federal Government should provide the
necessary support. Of course, then there would be no further need for
private patent rights, they say.

SHOULD THE FEDERAL GOVERNMENT SUPPORT ALL RESEARCH ?

Let us examine this proposal that the federal government support all
of the research work in this country, rather than “only” the two-thirds,



Forum 143

more or less, of the total research and development effort it now supports.
Those who have been directly responsible for various phases of the federal
government’s research programs—and I am included in this category—
are the first to point out the limitations, as well as the advantages, of
federal support of research. Certainly the programs tend to become
stereotyped ; they are slow to shift direction in response to changes in
science and in scientific objectives; and it is quite difficult—often
impossible—to obtain timely and sensible decisions with respect to specific
projects.

I think it is fair to say that there have been serious failures in federal
management of research programs, and the potential for failure increases
as the programs grow in magnitude, in scope, and in mechanisms for the
support of research. Characteristically, federal activity in this field can
be quite effective for short-term, emergency projects. But it remains to
be proved that the government can efficiently manage a large and diverse
research program for an extended period of time.

If support of research on an emergency basis is illustrated by our current
space and missiles program, the issues in long-term federal support of
research are nowhere better illustrated than in the burgeoning programs
of the National Institutes of Health. They have grown from a- few
millions of dollars in the mid-1940’s to more than three-quarters of a
billion dollars today. Starting with the straightforward support of basic
research, new programs have been added and new Institutes created, until
today it is the dominating force in medical research in the United States

. in the volume of such research, in the direction of such research, and
in the development of research manpower and research facilities to carry
out tomorrow’s research effort in the government and university worlds.

I shall not here yield to the temptation to challenge the soundness of
certain of these programs and the degree to which they represent the best
way for the nation’s taxpayers to reach for the twin goals of better health
and longer life. I cannot refrain from noting, however, that the proponents
of rapid growth and proliferation of these programs justify them on the
grounds of the public interest . . . as if everything done by the govern-
ment is automatically in the public interest. Those who promote and those
who finance and those who manage these programs know they have
‘troubles. Ultimately, the troubles will be aired and the issues resolved by
those processes that, I am happy to say, continue to characterize our society
despite attacks and encroachments from without and within.

NEED FOR BALANCE BETWEEN PUBLIC AND PRIVATE RESEARCH

I am concerned here tonight with developing one general and one specific
point in connection with federal support of research.
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The general point has to do with the balance between public and private
support of research. I know “balance” is an ambiguous word. But it does
suggest that there is a large component of weight on both sides of the
scale. I'm afraid, however, that the net effect of rapid federal research
expansion is progressive imbalance of the kind that threatens the very
strength and vitality of research that is supported by private funds. Using
medical research again as an example, it is perfectly evident that the
proportion of the total national effort derived from private sources is
diminishing . . . and this despite the fact that industry support has
increased steadily in recent years. What this means, in cold, hard terms,
is that federal funds are drying up private funds other than those invested
by industry.

And where does this lead? Is government support of research going to
continue to expand until it in fact represents the country’s total research
and development effort? If this were to happen, a very fundamental
question would be posed. Can our form of government survive if U.S.
industry no longer has the inducement to develop new products which
enable it to pay corporate income taxes to keep the federal government
in operation—and to pay good salaries on which federal personal income
taxes are paid—and dividends to stockholders on which federal personal
income taxes are also paid—and to be able to use the rest of that profit to
support necessary expansions in facilities and personnel? If all that is no
longer possible, how can our form of government survive?

Frankly, I don’t think it could. Those in our midst who question the
whole system whenever some sort of abuse shows up had better look long
and hard at the alternatives. Russia has adopted one kind of alternative:
the one they call “socialism on the way to pure communism,” but which
looks suspiciously like the older forms of state capitalism that were used
to suppress individual liberties in the past. India is experimenting with
another alternative: one in which Prime Minister Nehru contends that
all important business and industrial activity should be conducted in the
“public sector,” meaning under complete government ownership and
control.

I must say that after looking at such alternatives, I'm quite happy with
our system. And I'm going to work as hard as I can to help preserve it,
particularly by seeking ways to improve it when the need for improvement
appears.

It is somewhat ironic that certain countries with systems diametrically
opposed to ours have been taking long, hard looks at the alternative we
have to offer them. A team of Russian patent experts recently visited our
“country to observe our patent procedures and to discuss patent problems—
certainly that's an acknowledgement by the Russians that patents are
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valuable property to be protected. Also, I read not long ago of Soviet
concern over the fact that a substantial number of Russian patent applica-
tions are for previous inventions, already patented, because Soviet planning
had made inadequate allowance for dissemination of scientific information.
Apparently, however, the planners recognize their shortcomings and are
looking our way to correct them. These and other events provide a good
indication that Soviet scientific knowhow can no longer be dismissed
lightly. There is real scientific and technological progress taking place
behind the Iron Curtain—to the point where the Russians are willing to
ignore or revise Marxist dogma so that the improvements necessary to
continue their progress can be made by strengthening their patent system
and scientific information practices.

PATENT RIGHTS IN GOVERNMENT-SUPPORTED RESEARCH

This leads me to my specific point about our federal government’s
involvement in research. I am referring to the impact of such research,
and the policies that govern its support, on the patent system itself. The
simple fact is that in certain federal agencies, and to an increasing degree
in all federal agencies, patents in effect are ruled out or destroyed by the
policy of vesting title to them in the government, or by granting the gov-
ernment power to take title, which usually has the same result.

It is axiomatic that the public interest must be protected when federal
tax money is used. It should be axiomatic that the rights and equities of
those who carry out the research under federal subsidy should also be
protected. But they aren’t. By adopting and extending policies that effec-
tively destroy private rights in inventions and patents, the federal govern-
ment, more and more, is communizing the accumulated research back-
grounds and accomplishments of these individuals and organizations who
engage in research activities for the federal government and are supported
financially, in any degree, whether wholly or in part, in that effort.

Let’s look behind that statement, looking first at research contracts
per se.

First of all, in selecting a contractor, the government takes advantage
of an already existing situation in most cases by turning to a contractor
with accumulated experience, knowledge, and knowhow in a specific field
—gained at the contractor’s expense. Consequently, it can hardly be said
that the government has borne the full cost of developing the invention,
if one should emerge. And of what value to the government is the owner-
ship of that invention—unless the government wishes to go into business
in competition with private enterprise? The royalty-free, irrevocable
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_ license the government used to be content with permits it to use the
invention without further cost and through any private firm it chooses.

Then, as I have mentioned, not every member of the general public
can make proper use of a new, patentable government-owned invention.
Ordinarily only competitors of the innovating person or organization can
do so. Now, should all foreign and domestic competitors be free to use
his results, even if federal government tax money is used to finance his
work? For example, should a Russian government agency competitor be
free to use them, even in the United States? Should a citizen of Switzer-
land who has paid no U.S. taxes? Should a U.S. citizen who pays nominal
federal taxes be entitled to the use of millions of dollars worth of research
results? I don’t have all the answers to these questions, but I haven't
even heard the questions stated before. It seems to me that they deserve
extended public debate and consideration, especially in view of the rising
level of federal research expenditures, both quantitatively and relatively.

There must be a better answer than the destruction of patent rights by
compulsory licensing or public dedication, which would destroy the in-
centive of any organization to invest substantial sums of money in pro-
duction facilities and marketing programs that probably wouldn’t be
profitable. The paramount consideration, I should think, is the assurance
that any invention resulting from a government contract be available for
the public benefit. Unless national security considerations intervene, I
suggest that this objective can best be served generally by leaving owner-
ship with the contractor—with provision for the government to have the
powers necessary to assure use of the invention in case the contractor
neglects commercial development on a responsible basis.

NEED FOR FLEXIBLE APPROACH TO PATENTS

What is needed is a flexible approach which takes into account the
various factors involved in any given situation, with particular emphasis
on the contributions made to the invention by the contractor—without
whose knowledge and experience it would probably not have been possible
—and the willingness and ability of the contractor to produce and dis-
tribute the new product for the public benefit. In most cases, I am sure,
ownership would remain with the inventor under these criteria. And if
it did, a real incentive would exist for effective commercial development
of the invention. This is the heart of the matter, of course. In some cases,
it is heartening to note, agencies have made provision for a flexible ap-
proach which takes into consideration both public interest and the equities
of the contractor. The National Science Foundation Act leaves the
matter of title entirely to the discretion of the Director, to work out with
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the contractor after considering the facts of the individual case, under
the statutory provision that says:
“Each contract or other arrangement . . . shall contain provisions governing
the disposition of inventions produced thereunder in a manner calculated to
protect the public interest and the equities of the individual or organization with
which the contract or other arrangement is executed.”

The patent policy adopted several years ago by the Department of
Health, Education and Welfare with respect to cancer chemotherapy
industrial research contracts offers some degree of flexibility to govern-
ment officials. To quote the reason:

“Because of the peculiar exigencies of this program and in order that the
resources of pharmaceutical and chemical firms may be brought to bear with a
minimum of delay, certain exceptions to general Department policy will be per-
mitted in the negotiations of industrial contracts for this purpose.”

Thus, here we have recognition of the value of incentive in a crash
program where effective results are of overriding importance. The de-
partment has liberalized its overall policy, which requires the Secretary
of HEW to control the disposition of patent rights, by permitting cancer
chemotherapy contracts to contain ‘“standard alternative clauses leaving
the right to patent and exploit such inventions with the contractor, sub-
ject to certain limitations deemed necessary to protect the public’s interest
in the results of the contracted research.” 1 can visualize this special
approach as a blueprint for normal government policy across the board.

Such a system would provide some real incentives to go ahead and push
a new product into the market, rather than sit on it with the realization
that whatever progress is made must be shared with all U.S. and foreign
competitors who have contributed nothing to the advancement of the art
or science—and in many cases haven’t even paid enough taxes to the
federal government to entitle them to a voice in the determination of how
the invention should be used.

PATENTS UNDER RESEARCH GRANTS

Let me add one final note on the patent aspects of federal support of
research. Again I refer to the National Institutes of Health for illustra-
tion, but this time to their support of studies in medical schools and uni-
versities via the research grant mechanism,

All of us here know that a research grant is a contract of a sort. But
the concept and philosophy of the research grant is quite different from
the research contract. In the latter, the initiative is with the government.
It wants a piece of work done, seeks out a contractor, and when the con-
tract is signed—buys research. In a research grant, the scientist has some
work he and his institution want to do. They seek support; and if the
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reviewing authorities feel the scientist and his project have merit, it is
financed. Implicit in the grant is the freedom of the scientist and his
research team to pursue any and all leads, to depart from the originally
defined project, to publish when and where they please.

There were some 14,000 research projects that were grant-supported
by NIH alone last year, for a total amount of $273 million . . . about
thirty per cent of the total spent for medical research in the entire nation
in 1961,

Until very recently, the research grant policies under which this thirty
per cent of the national medical research effort is administered have been
quite general, emphasizing voluntary reporting of patentable discoveries
or inventions. But the situation is changing. The Public Health Service
now requires an “annual invention statement” from each grantee, listing
inventions made in whole or in part with grant support or stating that
none was made. I understand that there are some fifty such invention
reports now before the Surgeon General, who must first decide whether
the discovery is patentable and whether it is of substantial interest to the
government. If the answers to these questions are yes, he must then
decide whether the discovery should be patented and then licensed by the
government or simply made broadly available by publication.

In making these decisions, the Surgeon General has a primary respon-
sibility to act on behalf of the government and therefore the people he
serves. There can be no quarrel on this score, nor can there be any dispute
concerning his right and indeed his obligation to know what discoveries
and inventions result from the expenditure of public funds through the
agency he heads.

What is of deep concern to me and to all pharmaceutical companies, and
to all of industry . . . and, indeed, to the entire scientific world and to
the people who are the ultimate beneficiaries of scientific discovery . . . is
how these and all other patent matters involving the government are
handled. In a very real sense, in my opinion, the answer to the “public
interest” in these matters will be found in a way of handling these matters
that will strengthen incentive, increase competition, build industry,
broaden instead of further restrict the interplay between industry and the
other components of the society of which it is an essential, dynamic part.

SUPPORTING THE PATENT SYSTEM

On the one side, there are those around us in all walks of life who fail
to understand that weakening our patent system can weaken us as a nation
and a leader among nations. Unfortunately, there are some in the federal
government who either from ignorance or by design are seeking to tamper
with a system that is proving as sound for today’s complex issues as it was
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for yesterday’s relatively simple ones. The patent system has helped make
us strong. It should be supported, not undermined and maligned. And
when we see the erosive processes at work, it is our responsibility—yours,
and mine, and that of everyone who has faith in the system—to speak up,
and to fight back, before it is too late.

There are hopeful signs that this is beginning to take place.

The move in the Senate Judiciary Committee to reduce exclusive patent
protection on drugs from seventeen to three years has temporarily abated.

The Deputy Surgeon General, speaking a few weeks ago to a Congres-
sional committee, acknowledged that each invention report presents a
different problem and that “a decision has to be made as to the best dispo-
sition . . . whether by publication or the filing of patents, or by permis-
sion for the inventor to file some kind of a limited patent so we can induce
more development on the part of the inventor or commercial interest.”

Congressman Daddario, reporting last month on the work of a House
Subcommittee on Patents and Scientific inventions, said that “the sub-
committee’s studies have shown beyond argument that virtually all of the
National Aeronautics and Space Administration contractors and subcon-
tractors could do their work in an atmosphere more conducive to creative
effort, efficiency and dependability, if their relationship with NASA
were not distorted by existing patent restrictions.”

Furthermore, a very recent report by a National Research Council—
National Academy of Sciences committee on the Role of Patents in Re-
search, addressing itself to the White House, is most eloquent on the
point of devoting efforts to the development of additional means of pro-
viding incentives, not to the limiting of existing incentives.

And President Kennedy at his press conference of May 9, 1962 indi-
cated that any uniform government patent policy will take account of—
and I quote him word for word—‘the incentives to companies to spend
their own funds in order to develop patents which will give them a return
in other years.”

These are, as I say, hopeful signs. But the war is barely begun. It will
be a continuous one, with battles and skirmishes on many fronts. We
will win it, because we must.

I leave you with a question, Shouldn’t our system continue to reward
the innovators who contribute to our literary, artistic, scientific, economic
and social progress, rather than force them to turn over the benefits of
their accomplishments to undeserving non-creative competitors?



Protection and Promotion of Products of the Mind
Resulting from Research in a Technological Institute”
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INTRODUCTION

HE SO-CALLED COLD WAR is a grim race for survival, survival of
Tnations, survival of a way of life, survival of human freedom. The
race is being run in the arenas of economics and technology. Although
the greater emphasis in the popular mind is upon technology, one cannot
lose sight of the fact that the race is equally grim in the arena of economics
and that economic strength determines the ability to compete in the arena
of technology.

Our universities and scientific schools are in the forefront of the tech-
nological race. To keep ahead requires ever increasing effectiveness and
efficiency in scientific and technological research. Under the grim circum-
stances, it demands also adequate attention to economics, or financial
support.

Arrangements have been employed for tending to the economics and
providing financial support for general or unsponsored scientific research
conducted at engineering schools and scientific divisions of universities.
One of them has been obtaining grants from an outside organization
which supplies sufficient funds to get new research projects started and
counts on recouping its advances and acquiring funds. for future grants
by the earnings of the research discoveries and patents resulting from
those research projects. Such support can come, of course, only from the
projects which have proved to have some commercial or financial value.
Such an outside granting organization may be unable to foresee technical
or commercial value in the products of research at any particular techno-

* Although the primary purpose of the Journal is to communicate the research work of
the Foundation, it also serves as a vehicle for papers and notes by individuals to exchange
information and stimulate additional study. Before publication in the Journal papers are
reviewed and suggestions made by members of the Editorial Committce and others
intimately concerned and competent in the aspects of the subject matter discussed therein.
The author may include or reject their suggestions. If these suggestions are not accepted
by the author, in whole or in part, the reviewer may, if he so desires, publish a comment on
the paper or present his views in a subsequent article. As questions were raised concerning
this paper by certain reviewers, an article presenting their position will be published in the
Forum Section of a subsequent Journal.

** Of the law firm Schramm, Kramer and Sturges, Cleveland, Ohio.
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logical institute and therefore be reluctant or unable to support patenting
and industrial promotion.

When grants from an outside organization are not available, some
technological institutions may find it to their advantage or may find it
desirable to attempt to develop a more direct and closely affiliated mecha-
nism for evaluating, protecting, and promoting the products of unspon-
sored research and development. The term “unsponsored research” is
used to apply to research other than applied research sponsored or paid
for by an industry or manufacturing company to solve a specific problem
or develop a particular product which becomes the property of the sponsor.
Where a technological institution utilizes an outside granting organization
for obtaining commercial outlets for developments which can advan-
tageously be handled by such an outside organization, there may still be
advantages in retaining the right to handle some of its developments
individually and being relieved of exclusivity in the arrangement with the
outside organization. ,

The major technological institutes have sufficient human and material
assets available to carry the recommended concept of direct and closely
affiliated control forward to an optimum degree which will prove mutually
advantageous and beneficial to the institute, to the institute’s alumni and
to the community. This can be accomplished in a variety of ways, some
of which have proved highly successful for similar institutions.

It is hoped that this paper will provoke sufficient interest in the prob-
lems involved to support additional analysis of existing procedures fol-
lowed by our technical schools and their advantages and disadvantages
and the possibilities in trying new procedures. It would be worthwhile to
investigate to what extent possibilities of supporting teaching and research
financially from the by-products of research have been lost by lack of
suitable procedures, and to find out what percentage of ideas developed
technological university laboratories could become real income producers.

Research and Patent Plan

In order to obtain full benefits from the research work done at an
institute consideration must be given to the matter of processing the
results of research work done at the institute’s laboratories by members
of the institute’s faculty and graduate student body and employees, includ-
ing the extent to which patents should enter into the program.

The matter may be considered under three heads. First, a brief summary
of what has been done or considered by various institutions; second,
desired objectives of the institute with regard to research and the utiliza-
tion of the results of the research; and third, the extent to which the man-
ner of operation of an outside research commercializing organization fits
these objectives.



152 Patent, Trademark, Copyright Journal of Research, Education

I. What Some Institutions Have Done

It has been said that patentable discoveries and inventions are usually
fortuitous by-products of research, particularly with regard to research
conducted on the university campus. Moreover, whether seeking a better
understanding of the laws of nature or endeavoring to develop new prod-
ucts or improve old products or processes, many scientists working in
university laboratories are content to pursue their investigations without
giving much, if any, thought to the patentability of the results and often
take the attitude that wide dissemination of the results through publication
is preferable.

Nonetheless, very often new ideas, discoveries and inventions growing
out of experiments and investigations undertaken with quite a different
purpose in view may have valuable commercial application and require
patent protection and control in the public interest. They may not only be
essential to scientific and technological progress and to cultural and social
advancement, but also contribute to industrial developments and expansion.

Jt has also been said that where the protection and control provided
under the patent laws may have to be invoked to obtain the maximum
public benefit and usefulness from these products of non-profit research,
the universities and other non-profit research organizations have the
responsibility to the public and to the inventors, to see that the discoveries
and inventions are patented and are so administered and controlled that
they will produce the greatest benefit to all concerned.

Universities, colleges, and technological institutes are primarily teaching
institutions, but research is and always has been an integral part of the
overall education program. However, there is much variety in the manner
in which research results are handled in different educational institutions.
Some eighty-five universities, colleges, technological institutions and
professional schools have adopted general research and patent policies as
a definite course of action formulated and expressed in systematic state-
ments by the boards of control, state legislatures and other governing
bodies of the institution. It is understood that Harvard University and
Western Reserve University have formal research and patent policies with
respect to inventions and discoveries primarily concerned with therapeutics
or public health.

UNIVERSITY-AFFILIATED RESEARCH ORGANIZATIONS®

There are thirty-five or more special research institutions, foundations,
corporations, departments and divisions established as units or affiliates

1 See p. 27, Patents and Nonprofit Research, Study of the Subcommittee on Patents,
Trademarks, & Copyrights of the Committce on the Judiciary, U.S. Senate, pursuant to
S. Res. 55, Study No. 6, U.S. Gov’t Printing Office 1957,
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of educational institutions to handle for the respective institutions the
administration and/or conduct of sponsored research under contract or
grant and in some instances the co-ordination of all research activities of
the institutions as well as the management of the patentable results of such
research. An example is the Ohio State University Research Foundation.

UNINCORPORATED INSTITUTIONAL UNITS

In some cases sponsored research is conducted and/or administered
under contractual arrangements made by unincorporated institutional
units such as the Institute for Co-operative Research of Johns Hopkins
University.

UNIVERSITY-AFFILIATED FOUNDATIONS

Where the educational institution has a substantial investment in the
discoveries of inventions and in the patents obtained thereon and promo-
tional effort is necessary to exploit the patents, there is the problem of
additional investment in money and services being required to place the
inventions, or the finished products based upon the inventions, in com-
mercial production, introducing them to the public and gaining their
acceptance. Very often these functions are performed on behalf of an
educational institution by a separately incorporated non-profit patent
management foundation affiliated with the institution. The oldest is the
Wisconsin Alumni Research Foundation. This was established in 1925
and acts as the patent-management agent for the University of Wisconsin
and for the faculty and staff of the University. The Purdue Research
Foundation was created in 1930 and the Cornell Research Foundation
in 1932.

At the present time there are more than- 50 of these separately incor-
porated organizations with authority to perform patent management
functions. )

Although it is primarily a special rescarch organization offering research
and experimental engincering services to industry and government, the
Armour Research Foundation is authorized to handle the management of
patents for the Illinois Institute of Technology, with which it is affiliated,
as well as patents on discoveries and inventions growing out of its own
research activities and which the Foundation holds in its own name.

There are about sixty-nine colleges and universities which directly or
through affiliated patent-management organizations enter into patent
development agreements with research corporations.
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LITIGATION AND OTHER EXPERIENCES

Educational institutions and other non-profit research organizations
have kept relatively free of litigation and other controversial experiences
relating to patents and inventions. Prior to 1945 the Wisconsin Alumni
Research Foundation was involved in extensive infringement litigation
over the Steenbock Vitamin D patents and the copper-iron patent. Al-
though the Vitamin D patents were finally held invalid, a decision in the
copper-iron patent favorable to the Foundation was accepted by industry.

The Rutgers Research and Endowment Foundation has been involved
in two instances of litigation with respect to its streptomycin patent.

ROYALTY INCOME

The Wisconsin Alumni Research Foundation obtained a gross royalty
income of $14,000,000 through 1946 from its Vitamin D patents and
$1,734,000 from Warfarin through 1955. The expired copper-iron patent
yielded $652,000 through 1952 and the stabilized iodine patent $450,000
through 1955. In some instances some other patents in the Foundation’s
portfolio brought in less than the expenses incurred.

The Rutgers Research and Endowment Foundation has received
approximately $7,000,000 in royalties under the streptomycin licenses and
$150,000 under those on neomycin, including both the domestic and
foreign patents. Other university affiliated research foundations or the
universities themselves have also received royalty income but in smaller
amounts than the Wisconsin Research Foundation and the Rutgers
Research and Endowment Foundation.?

Dr. Robert E. Wilson, winner of the Perkin medal, asserted :

“A generation ago most research workers in the medical field and
many of those in our universities felt that it was not quite ethical
to patent their discoveries, particularly in matters relating to public
health. During the past twenty years, however, there has been a
growing recognition of three facts: (1) Failure to patent is more
likely to delay than to encourage the development and marketing
of new products especially if any substantial investment or adver-
tising is required to get them started. (2) Failure to patent leaves
new remedies open to widespread abuse by unethical manufacturers
and promoters, whereas patenting permits a control of quality and
marketing practices which is highly desirable in the case of many
new drugs. (3) Failure to patent simply throws away a large poten-
tial income from those who benefit from new discoveries, which

2 Patents and Nonprofit Research, supra, p. 59.
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income might better be collected and used to promote further research
in related fields. . . . This is a sound and socially desirable method
of financing research work which would be lost if the value of patents
were to be greatly reduced.” ® '

II. The Research Objectives of a Technological Institute

Technological institutes and professional schools are primarily teaching
institutions. Their principal objective, therefore is effective teaching of
engineering and science.

However, research is an essential adjunct of effective teaching. The
research activities of the faculty and staff of the institute enable the
institute to fulfill its function of extending the boundaries of human
knowledge, of encouraging attitudes of scientific inquiry, of training stu-
dents for scientific and technical pursuits, and disseminating scientific and
technological information. Well organized research may, therefore, be
considered another important objective of the institute, second only to its
primary teaching function.

Another aspect of university research relates to providing experience in
the actual carrying on of research techniques and procedures that can be
obtained only through actual participation in experimental research.

However, carrying on research on the requisite scale to supplement
the theoretical teaching function and to provide the training obtained in
the actual research experience involves substantial expenditures both for
equipment and for salaries of personnel. Sponsored research provides
income for that portion of the research program, specifically directed in
the fields authorized by the sponsors or relating to the solution of specific
problems of the sponsors. However, to fulfill its function of extending
the boundaries of human knowledge in every area relating to technology
and physical sciences, the specific areas of sponsored research are inade-
quate to cover the field. The teaching budget cannot be depended upon
to complete the areas in which research should be carried on.

A third objective of the institute’s program should be to find ways and
means of adequately supporting the research program. This should
encompass making full use of all the assets available to the institute includ-
ing its teaching faculty, members of its research staff, its superior under-
graduate students, its graduate student body, the members of the corporate
body, trustees or the like constituting and governing the institute, the
entire alumni body in addition to the sponsors of specific research projects
and the other organizations which are directly or indirectly supporting the
institute in research programs, such as alumni organizations and com-
munity groups of manufacturers and local organizations.

3 Industrial and Engineering Chemistry 35, 177 (1943).
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Any program is no better than the personnel which carries it out.
Adequate support of the program of the technological institute, therefore,
involves proper support of the personnel engaged in executing the program.

Wherever possible opportunities should not be neglected for deriving
financial income from the research program through royalties and other-
wise to provide funds for the requisite salaries and the equipment. With
adequate equipment, the results may be accomplished from which personal
gratification may come. Recognition to the personnel engaged in research
will come in part from the publication of scientific articles and treatises.

Even from the standpoint of the general public the greatest benefit to
the general welfare and the maximum improvement of the national
economy may come, not alone from making public research findings and
rendering them freely available in widely known publications and other
media of dissemination, but from patent protection.

Karl T. Compton said in one of his annual reports while President of
Massachusetts Institute of Technology:

“Responsibility does not always end with the mere publication of
a patentable scientific discovery or invention: the public benefits
derivable from patent laws and contemplated by the framers of those
laws should not be lost through a failure to solicit patent protection.” *

Elihu Thompson declared:

“Publish an invention freely, and it will almost surely die from
lack of interest in its development. It will not be developed, and the
world will not be benefited. Patent it and, if valuable, it will be
taken up into a business.” ®

The patent system serves a dual purpose in supporting research activi-
ties. First, insofar as research work conducted at the institute may relate
to or lead to discoveries of industrial value, the results of research may
enable the institute directly, or through a research foundation, to augment
the institute’s income required for financial support of equipment and
personnel and in providing financial incentives to personnel. Secondly, the
issuance of a patent may provide a very meaningful stimulus in the form
of official recognition following critical examination that the inventor
has contributed to advance the sum of human knowledge.

It has been suggested that the academic person should not seek com-
mercial gain from products of original research ostensibly undertaken to
enhance knowledge in his academic field. The contradictions which are
inherent in this view have heen pointed out. Moreover, this view is not

435 Technology Review (Dec. 1932), p. 101,
575 Electrical World (1920), p. 1505.
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shared by many persons who have exhibited outstanding success in
enhancing knowledge in their academic fields. While an exhaustive
documentation could be prepared, the following tabulation of academic
persons who have recognized the desirability of creating valuable rights
in the products of their research is significant.

PROFESSORS, EDUCATORS, TEACHERS, WHO HAVE OBTAINED U. 8. PATENTS

BARNES, John Landes, professor of engineering, UCLA, b. Oct. 16,
1906. Granted U.S. patent on Modulation system.—IWVIWE, 1959.
cALLAN, John Gurney, university professor, b. Apr. 7, 1875, d. Dec. 30,
1940. Univ. of Wisconsin 1915-20; Harvard 1920—. Has taken
out about seventy patents, principally in connection with steam turbines.

—WWWA, Vol. L.

cARNELL, Paul Herbert, chemistry professor, b. May 7, 1917. Marietta
College 1948-49; Albion College 1948-52; Chairman chemistry depart-
ment, Albion College, 1952 to date. Nineteen U.S. patents. Chemical
Who's Who, 1956.

cookg, Hereward Lester (deceased), professor of physics, Princeton
Univ., received patents on toothbrushes.

copg, Arthur C., Bryn Mawr, Pa., professor of organic chemistry and
head of the Department of Chemistry of Massachusetts Institute of
Technology in 1945, holder of nine patents on barbiturics.

p'aLELIO, Gaetano F., professor and head, Department of Chemistry,
Univ. of Notre Dame. b. Dec. 26, 1909. 315 patents, synthetic fibers,
molding and laminating compositions, radar insulations, rocket launch-
ers, etc.—Who's Who in Engrg., 1954 ; Chem. Who's Who, 1956.

EINSTEIN, Albert, physicist and former patent examiner, Institute of Ad-
vanced Studies, Princeton Univ., Patent No. 1,781,541 on refrigeration
system.

ERICKSON, J(ulius) L(yman) E(dward), prof. of organic chemistry,
La. State U. b. Lake Charles, La. Oct. 8, 1901. Holds patents on
macrocyclic musk compounds.—Chemical Who's Who, 1956.

FErRMI, Enrico, b. Italy, Sept. 29, 1901, d. Nov. 28, 1954. Taught
Univ. of Florence 1924-26; Univ. of Rome 1927-38; professor at
Columbia Univ. 1939; Univ. of Chicago 1945. Ten or more patents
in field of atomic energy—2,206,634, July 2, 1940—Process for produc-
tion of radioactive substances, etc.

FISHER, Harry Linn, research chemist, b. Jan. 19, 1885. Professor
of chemical engineering, Univ. of S. Calif. 1953-56. Holds fifty patents
in organic chemistry and rubber technology.—IWIWE, 1959.

FULLER, Richard Buckminister, S. 1ll. Univ., research professor,
Geodesic Dome Patents—structures used in the Air Force’s DEW and
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in commercial structures and factories. Geodesic Domes use only
1% of the material utilized by conventional buildings to shelter the
same number of square feet of ground.

GODDARD, rockets, Guggenheim Foundation, paid million to widow.

HAAS, Dr., head of chemistry department, Purdue University. (See
McBee).

KARRER, Paul, professor of chemistry, Univ. of Zurich, Zurich,
Switzerland, winner of the Nobel Prize in 1937 for sympathetic vitamin
structure, granted ten U.S. patents for synthesis of vitamins B. and E.

LAWRENCE, Ernest O., professor of physics, Univ. of Calif., 1930 —.
b. Aug. 8, 1901, d. Aug. 27, 1958. Invented cyclotron. Obtained U.S.
patent No. 1,948,384, Feb. 20, 1934 for method and apparatus for
acceleration of ions.—WWE, 1959.

LoF, George O. G., consulting engineer, b. Dec. 13, 1913, professor,
Univ. of Colorado, 1940-47; Univ. of Denver 1948-52. U.S. patents
No. 2,680,565, June 8, 1954 for Solar Heating Apparatus and Method ;
No. 2,909,171, Oct. 10, 1959—for Solar Cooker.

MCBEE, Dr., professor of chemistry, Purdue University. Has taken out
large number of patents in the field of organic chemistry jointly with
Dr. Haas.

PAULING, Linus Carl, professor of chemistry, Calif. Inst. of Tech.
b. Feb. 28, 1901. U.S. patent No. 2,416,344, Feb. 25, 1947 for Appara-
tus for Determining the Partial Pressure of Oxygen in a Mixture of
Gases. —Chemical Who's Who, 1956

PEARL, Irwin Albert, research chemist and professor, b. Dec. 25, 1913.
Univ. of Wash. teaching fellow in organic chemistry, 1934-37; research
assoc. 1938-40. Approx. 150 scientific papers and patents in the fields
of synthetic organic chem., wood chem., etc.—Chem. Who's Who,
1956.

PINES, Herman, professor of organic chemistry, Northwestern Univ.
b. Jan. 17, 1902. Over 125 patents in field of hydrocarbons, hydro-
genation, alkylation, etc. —Chemical Who’s Who, 1956.

ramBo, William Ralph, professor electrical engineering, Stanford Univ.
b. Sept. 3, 1916. Fifteen patents in electronics field —WIWE, 1959.

rRUGE, Arthur C., Cambridge, Mass., research associate, professor of
engineering seismology. Patents included twenty on strain gages and
torque, fluid pressure and weight measuring and recording devices.

saLATI, Octavio M., asst. professor electrical engineering, 1948 to
date, Univ. of Pennsylvania. Five U.S. patents. Microwave connectors,
—WWE, 1959.
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SZENT-GYORGYI, Albert, 1937 Nobel Laureate in the field of medicine
and physiology, Woods Hole, Massachusetts, research biologist—Patent
No. 2,834,541.

VAN ALLEN, James A., physicist, educator, b. Sept. 7, 1914. professor,
Towa State Univ. 1952 to date. U.S. patent No. 2,945,002, July 12,
1960, for 2.2” -dihydroxy -4.4’ -dimethoxybenzil as an ultraviolet
stabilizer.—W W A, 1960-61.

Moreover, if the research results are patented, knowledge thereof may
spread far more rapidly to industry, the engineering profession, and other
research scientists because the issued patents are classified with a high
degree of subdivision so that information in specific narrow areas may
readily be found when sought.®

In summary it is believed that the immediate objectives of a technological
institute in support of its research program should be both to cause the
research program to help to pay its way through royalties and other income
under patent rights utilizing the various facilities and contacts which the
institute has for bringing its inventions to industrial use, and to provide
the institute’s research workers with the maximum possible recognition
including that represented by the issuance of patents.

ITI. An Individualized Research Promotion Program for a
Technological Institute

An individualized research promotion program may prove advantageous
because it may well be that some of the discoveries and inventions of the
personnel of a technological institute which would have to be rejected by
an outside organization might have been made the subject matter of
patent applications to the advantage of the institute as a possible source
of revenue or as an incentive to the personnel involved, enhancing the
reputation of the institute in the scientific and industrial world or even
among its own alumni.

Since various institutions have employed several different plans, differ-
ent possibilities may be mentioned for the selection of a suitable plan.
Such possibilities include (1) the establishment of a non-profit patent
holding corporation, (2) the holding of patents by the technological
institute, (3) an alumni-sponsored foundation to raise funds for research
not covered by specific sponsors, (4) the establishment of a separate but
affiliated research and development company, (5) the organization of an

6 Simon M. Newman, “Classified Patent Search Files, a Proposed Base for Technical
Information Centers” 43 Journal of the Patent Office Society 418 (June, 1961) ; Nathan
Reingold, “U.S. Patent Office Records as Sources for the History of Invention and
Technological Property,” Technology & Culture, Vol. 1. No. 2 (Spring, 1960) pp. 156-157,
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actual profit-type manufacturing and marketing corporation to acquire
developments from the institute and other sources and carry them through
the pilot plant and market research stages before resale or spin off of
newly developed industries and (6) various combinations of these plans.

A PRESENT AND IMMEDIATE BASIC PLAN

In order to progress as rapidly as possible to what may ultimately be
considered the ideal plan without losing momentum while developing
future plans, a technological institute commencing the evaluation of its
research results will obviously utilize as much of the mechanism of its
present practice as feasible in an immediate plan which will increase the
incentive for the research workers of the institute to submit their ideas
for legal evaluation and lift the status of the research of the institute
and improve the results thereof.

Initially, the institute may hold the patents resulting from the insti-
tute's research in which sponsorship contracts do not require assignment
to the sponsor. It is desirable to have an individual on the staff of the
institute or connected with its faculty who can act as a research correlator
and maintain close co-operation with the members of the faculty who have
been authorized to direct the channels of the research activity of the
institute. If the institute already has some funds available for research
not limited to the work of specific sponsors the committee in charge of
such funds can co-ordinate the research activities of the institute.

This committee should in effect serve those engaged in research at the
institute by relieving the originator of research products from the business
aspects of arranging for developments and exploitation of the research
products. Thus, the committee should insure prompt and fair distribution
of royalties or other monies received from sales of licenses of the products
of research. It should also arrange for prompt publication of research
results as soon as permissible including a systematic arrangement for
publicizing these results, including patents and other forms of recognition
in the alumni publication of the institute.

The committee should serve as a channel through which the faculty
of the institute would be assured of recognition and enhancement of
professional status for research work by the issuance and utilization of
patents, by publication of results, by organization of new industries based
upon research results, and otherwise, thus acting as a Promotion
Committee.

While preserving to faculty and graduate students freedom in the
selection of subjects for doctoral dissertations, the Promotion Committee
should actively counsel and inform the administration of the institute of
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open areas where research work could be fruitful, unexplored fields of
science, unsolved problems of engineering and industry and industrial
fields open for development. In some cases patent state of art searches
and scientific litcrature searches should be made to find these open areas
or the areas where problems exist in which research work could profitably -
be done by those associated with the institute.

In order to start the program, an institute research fund should be
established. In the final analysis, the initial operation could take the
optimum form illustrated in Chart I, where alumni contributions would
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be solicited for the institute or university research fund and in return the
alumni would have access to the promotion and marketing facilities of
the Promotion Committee for their own inventions. Suitable service or
commission charges could be levied against the alumni using the facilities
or other contractual arrangements made to enable the institute to share
the value in any such alumni originated inventions. If the promotion effort
were little more than publicity in the alumni publication of the institute,
it would still provide a promotion facility not otherwise available to many
alumni.

FUTURE RESEARCH PROGRAM

The foregoing expedient program is designed to accommodate the
situation at an institute where no independent research staff and facilities
are available. The research activity at technological institutes is often
limited to that which can be accomplished by the faculty and the graduate
students. There is often no other research staff or facility at the institute.

However, this interferes unduly with the teaching responsibilities of
the faculty and it does not appear that the research objectives of the
technological institute are being fulfilled to their optimum degree by this
type of practice of limited utilization of research results, nor are the
assets of such an institute being marshalled to their fullest extent in the
aid of such fulfillment. Ideally, sufficient, unfettered funds and assets
should be made available to support a full-fledged research program, the
products of which can be utilized to support the primary educational
objectives of a technological institute by providing the requisite funds or
facilities to promote the institute and those associated with the institute
and its program. Such a program should be an adjunct to the original
research objectives for the faculty and graduate students at the institute
in that it can carry forward and develop the products of original results in
a manner most beneficial to the progress of science and the useful arts. Tt
is within this frame and with this ultimate objective that the following
general proposals may be considered.

As soon as practicable it is desirable to establish a non-profit patent-
holding corporation with an administrator and a board of directors headed
by the president of the institute, including representatives from the board
of trustees of the institute or like governing body, the faculty of the
institute and the alumni association of the institute. Such a holding cor-
poration should take over the function of the temporary proposed promo- -
tion committee and provide management and marketing facilities for the
products of research of the institute. Patents and other legal rights
acquired and royalties earned should be held for the use and benefit of
the institute and net earnings employed for supplementing funds available
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for research and educational facilities and faculty salaries. Ultimate
decentralization of the management and promotion function to the holding
corporation is believed desirable for achieving greater efficiency and
flexibility of operation.

Supplementing the holding corporation it would be desirable to establish
a foundation to raise funds for enabling scope of the institute’s research
work to be expanded and its quality increased. To this end there may be
an alumni sponsored foundation in which the alumni would assume the
responsibility for raising funds for the sponsoring of research generally
to cover those areas not included in research supported by specific sponsors.
Such a research supporting foundation would work closely with the
holding corporation, with actual administration conducted by a director
with the co-operation of the president of the institute.

In consideration of the funds raised, the alumni who sponsored the
foundation would receive the right of first refusal to utilize any patents
or inventions resulting from such research.

Operation under this first step in an augmented research program is
illustrated diagrammatically in Chart II and includes the concept of con-
sideration to the alumni in return for their contributions in the form of a
right of first refusal to acquire and utilize the products of the research
of the institute. Availability of such rights to the alumni could be pub-
licized by means of the institute’s alumni publication and, bidding, if any,
would be limited to the alumni contributors to the foundation. The
alumni would also retain the privilege of utilizing the management and
marketing facilities of the patent holding corporation to promote their
own development on a cost or other basis.

The next step in the program could be the formation of a non-profit
research and development, incorporated organization, separate from the
institute but affiliated with it, to complement and develop the research done
by its faculty and graduate students. Whereas the original research con-
ducted in the laboratories of the institute would be largely for scientific
interest and teaching value, the separate but affiliated research company
would intentionally look for profitable fields of research and direct its
staff into those fields. As impending commercial development of a faculty
member’s research discovery placed too great demands upon his time and
limitations upon his independence, the affiliated research company would
take up the faculty member’s discovery and carry it through to engineering
and commercial completion to enable maximum possible revenues becom-
ing available to the institute. The formation of such a research company
would be a major undertaking involving the acquisition of land, labora-
tories and working capital, but would be a logical forward step.
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Operation under this new step in a future research program is diagram-
matically illustrated in Chart III where the research and development
corporation is shown as an adjunct to the institute’s staff in developing
original research. The incentives in the form of compensation return for
new ideas developed by either staff should be substantially the same in
each case and may take the form of a percentage of royalties.

Finally, as an ultimate goal, one may envisage the alumni becoming so
interested in the possibilities of the institute’s research program and the
profits to be derived from it as to form an actual profit-type corporation
to acquire the products of research of the institute’s staff, its research
and development company, other alumni and their companies and em-
ployees. In view of the mutually preferential relationship between such a
profit corporation on the one hand and the institute and its affiliated
organizations on the other hand and the speed and flexibility of operation
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made possible, it is reasonable to anticipate generous royalty income by
the institute and an abundance of profitable developments acquired by the
profit corporation. Such a corporation need not be limited in its activities.
They would include acquisition of research discoveries, manufacturing,
marketing, carrying discoveries through the pilot plant stage or further,
market research and even the resale of patents, knowhow, trade secrets,
or a subsidiary company to alumni or others, sale of services to alumni
and others, and everything relating to science, engineering, and research
that could be done in co-operation with the institute and publicized in the
institute’s alumni periodical.

Operation under this final phase is illustrated in Chart IV which shows
that the right of first refusal is transferred to the profit corporation which
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was capitalized by the alumni, each of whom received warrants to purchase
stock in such corporation in proportion to their contributions to the
foundation. It is contemplated that the profit corporation would develop
manufacturing and marketing divisions or subsidiaries in connection with
acquired products of research and development. These divisions and
subsidiary companies could ultimately be integrated into an apprentice-
educational program which would supplement the educational program
at the institute,
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Throughout all phases of the research programs there are opportunities
for the institute and its alumni to be mutually helpful and to improve the
alumni relations. Every research development by the institute, its affili-
ated organizations and by alummni reported in the alummi periodical
represents an opportunity by other alumni to participate in the program,
to acquire rights in new developments or to obtain an outlet for their own
developments.

MARSHALLING THE ASSETS OF A TECHNOLOGICAL INSTITUTE
IN SUPPORT OF RESEARCH

A technological institute or university science division has many assets
and facilities which might be tapped for the support of an enlarged
research program in the geographical area of the institute and employing
the physical plant of the institute. Better established technological insti-
tutes and scientific schools are fortunate in already having alumni who
have distinguished themselves in science and industry and in being the
suppliers of scientific and technical personnel to many of the great and
outstanding manufacturing and research laboratories. All these facilities
and in addition the general body of alumni, the entire faculty, the staff,
the graduate students, the subscribers to the institute’s industry-sponsored
funds and various other supporting funds, and the alumni magazine
itself should be utilized in supporting and promoting the institute’s
research program.

Whatever type of organization is employed for administering the
program, all of these facilities and assets should be employed in carrying
on the research projects, in finding specific sponsors where sponsorship
is still required, in disseminating knowledge of the availability of research
results, in finding licensees where the research results are patentable, in
supplying information as to patent recognition where patents have been
issued and in increasing recognition by publication otherwise where the
nature of the research is such that patent protection cannot be obtained.

A technological institute’s alumni magazine usually reaches many of
the outstanding industrialists and engineers of the nation and particularly
of the industrial centers of the nation. Such a magazine could well be
utilized in supporting the program by carrying a bimonthly or quarterly
list of patents issued to the institute’s faculty, students and staff, also
alumni, and a column listing the outstanding research results or scientific
discoveries for the period subsequent to the previous issue of the maga-
zine, whether patented or unpatentable. This recognition in the alumni
magazine would be concerned primarily with the unsponsored research,
although the results of sponsored research could be included where ap-
proved by the sponsors.
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Results of some of the institute’'s research projects such as those in
astronomy and mathematics, for example, may not lend themselves to
patent protection or to commercial utilization. On the other hand, in
other departments such as mechanical engineering, electrical engineering,
metallurgy and chemistry, and chemical engineering, a substantial propor-
tion of the projects may have sufficient relation to industrial and commer-
cial end uses to make valuable, even those patents applied for originally
in large part to provide recognition to the inventor.

Even in the pure science research fields of astronomy, mathematics and
physics there may be patentable by-products having valuable use also in
industry. Apparatus and methods devised for research purposes may
frequently be adaptable for use in industry to accomplish industrial pro-
duction and control. Similarly, the “knowhow” involved in abstract con-
cepts and techniques of pure science may be converted to material value
by contractual arrangements even though the usual forms of statutory
protection are not readily available.

It is quite possible that only one idea or less for each ten submitted will
be patentable. Some may be susceptible of protection by other legal means
such as contract, copyright, common law rights against misappropriation
of intellectual property, etc.

In the relationship between the alumni and the research and patent
development program of the institute, the scientific school or technological
institute has the opportunity of pioneering an entirely new concept. Using
the alumni to promote research and exploitation of patentable results of
research—using the research and the patentable results to help the alumni
—a unique plan for improving relations between a technology educational
institution and its alumni. Many educational institutions have placement
programs for employment of young alumni and older ones who need a
change of employment, but none is known which has a continuous place-
ment program for ideas of institute staff and alumni and development
and manufacturing plant dollars of alumni and their companies.

Can an institute and relations with its alumni fail to benefit if the
institute pioneers and brings together on a continuous basis the alumni
money which the institute needs and the ideas and inventions and informa-
tion as to manufacturing outlet which alumni and their companies need?

INITIATING A PATENTING PROGRAM

The professors of the institute and its research staff should be acquainted
with the value of the patent system in advancing human progress by
bringing knowledge of innovations to possible users, to other interested
parties and to those who may be inspired to make improvements and
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radically different substitutes, establishing new industries and opening
up new avenues of research. It should be pointed out, furthermore, that
patenting is not only entirely professional but fully in accord with the
dignity of a scientist because patented ideas are more likely to become
widely disseminated, to be developed and to go into use than those which
are merely described in publications. Patents are read widely and by many
who seldom see a scientific publication, because patents are well classified.
Patented inventions are more likely to be extensively used than those
described in publications but with no one having any financial or industrial
incentive for undertaking the expensive investment for economical pro-
duction and adequate commercial acceptance, and with no one having the
right to exercise sufficient control to avoid having the idea employed by
charlatans or contrary to the good reputation of the inventor.

CONCLUSION

The circumstances under which research work is done at a well organized
technological institute give good prospects of original creative processes
and apparatus developing which will include those that can go into com-
mercial or industrial use and help support the program financially, possi-
bly with good fortune, yielding enough revenue from some developments
to build up the endowment for teaching salaries.

Moreover, in any event a consistent program of patenting even the
more modest achievements will add to the recognition of faculty and re-
search staff and bring knowledge of the institute’s patentable developments
before a widened circle of engineers and leaders in science and industry
as well as enabling the institute to provide service to alumni which will
bring to even higher levels the loyalty and support of the institute’s alumni.

One may envision a new approach to the college research problem by
welding together effective teaching, research integrated into the teaching
program while contributing to advancement of science and the scientific
method, and financial support for the research program. A technological
institute’s special facilities and industrial-connection assets enable the
institute to marshal the power of its trustees, faculty, industrial sponsors
and alumni in a program which will both provide incentive and recogni-
tion to its discoverers in research and insurance of retention of financial
values of research to further the objectives of the institute.
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Recently Published or Reported Material
Relating to the Foundation's Work

BOOKS AND PAMPHLETS

Casey, William J. Forms of Busi-
ness Agreements with Tax Ideas.
New York: Institute for Business
Planning, Inc. 718 pp.

Includes business agreements on a
large number of subjects and
checklists of legal requirements
and negotiating points. The au-
thor, particularly interested in tax
planning, also lists tax considera-
tions involved in the business
agreements. The book contains
patent, trademark, and copyright
forms.

Jones, Stacy V. You Ought to Pat-
ent That. The Dial Press, Inc.,
New York, 1962.

Addressed primarily to the “pros-
pective inventor and patentee,” the
author tells in lay language what
may be expected “not only as an
independent but also as an em-
ployee of industry or government.”
Mr. Jones has published a patent
column in the New York Times
since 1952, and prepared pamphlet
material for certain educational
activities of The Patent, Trade-
mark and Copyright Foundation
directed to the lay public. The
book is divided into three parts:
The Inventor and the Process of
Invention, The Inventor and the
Patent System, The Inventor and
the Market. The ten chapters and
the numerous sections carry in-
formative and colorful titles. An
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NASA-Industry  Program

appendix of Practical Hints for
Independent Inventors is also in-
cluded. Simple newspaper prose
and interesting anecdote make this
book an unusually good choice for
the general reader.

Knorv, K., and Baumol, W. J., eds.

What Price Economic Growth?,
Prentice-Hall, Englewood Cliffs,
1961.

A collection of papers by Prince-
ton professors, including one by

*J. Markham, a member of the

Foundation’s research staff, on
“Growth Incentives and Antitrust
Policy,” pp. 92-111.

Plans
Conference, July 28-29, 1960

A series of papers presented at the
First NASA-Industry Program
Plans Conference, covering ad-
ministration, advanced research,
launch vehicles, flight and life sci-
ences. One paper, by G. D.
O’Brien, refers to “NASA Patent
Poslicy and Procedure,” pp. 100-
105.

The Rate and Direction of Inventive

Activity:  Economic and Social
Factors, Princeton University
Press, Princeton, 1962.

A volume comprising papers
presented at a conference held in
1960 under the joint sponsorship
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of the National Bureau of Eco-
nomic Research and the Social
Science Research Council. The
papers are grouped under 6 head-
ings: Problems of definition and
measurement ; theory and macro-
quantitative analysis ; case studies;
nonmarket factors; efficiency in
research and development; and
welfare economies and inventive
activity. The Foundation’s re-
search staff is well represented
among the contributors: B. S,
Sanders, I. H. Siegel, and J. W.
Markham.

Strengthening The Behavioral Sci-
ences, Statement by the Behavioral
Sciences Subpanel, The Life Sci-
ences Panel, President’s Science
Advisory Committee (The White
House, Washington, D. C,, 1962).
U. S. Government Printing Office.

The Statement consists of three
parts: Introduction, Development
and Present State of Behavioral
Scienc¢e, and Recommendations.
The Introduction refers to the
federal government’s obligation to
support and use “modern science
in the national interest,” and
briefly touches on certain aspects
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of the behavioral sciences such as
its “relatively recent develop-
ment,” its fundamental and ap-
plied aspects, the “enormous scope
and variety of its problems and
niethods,” the “impact of the be-
havioral sciences on our society,”
and the need to apply “the same
policy guidelines that promote
growth in any science.”

To provide a background for more
general discussion and for the
recommendations the report (the
second part) presents ‘‘a sequence
of strategically located examples,
illustrating, in active areas of be-
havioral-science research, both
successes already attained and
challenging problems that can be
attacked now or in the near fu-

“ture.”” Recommendations include

General Education on Behavioral
Sciences, Specific Training of Be-
havioral Scientists, Systematic
Collection of Basic Behavioral
Data for the United States, Collec-
tion and Processing of Data on
Other Societies and Cultures,
Larger Units of Support for Basic
Research. The subpanel consists
of nine representatives from
American universities, three Con-
sultants and one Technical As-
sistant.

PERIODICALS

American Patent Law Association

Bulletin (January-February 1962).

Includes an address by Commis-
sioner Ladd on the “Proposed
New Building for Patent. Office”
and a panel discussion “on the
aspects of a trial in a patent case
from the plaintiff’s and defend-
ant’s point of view.” Mr. Henry
R. Ashton spoke for the plaintiff
and Mr. John W, Malley for the
defendant on “Pre-trial Discovery
Under the Federal Rules.” Mr.
Carlton Hill spoke on “Selection
and Effective Use of an Expert
Witness for the Plaintiff”’ and Mr.
Melvin R. Jenney considered the

same topic from the point of view
of the defendant. The final speak-
ers were Mr. James M. Naylor
and Mr. Arthur W. Dickey who
were assigned “Briefing and Oral
Argument.” Mr. Naylor discussed
the subject from the standpoint of
the plaintiff and Mr. Dickey from
that of the defendant. Also in this
issue are notes on Local and Re-
gional Patent Law Associations,
Patent Office Affairs, Copyrights,
and Foreign Practice.

American Patent Law Association

Bulletin (March 1962).

Includes Association Committee
reports and notes on Association



activities. The Bulletin also de-
votes separate sections to Local
and Regional Patent Law Associa-
tions, Patent Office Affairs, Copy-
rights, Foreign Practice Notes,
Editorial Notes, Legislation, and
Positions Available. The Presi-
dent’s Page is written by President
John Rex Allen on the subject of
amending APLA Canon 27, which
permits the listing of APLA
“members in classified telephone
directories under the heading ‘Pat-
ent Lawyers’. . . ."”

Bamberger, Fred H., “The New
German Patent Court and Its
Functions,” Journal of the Patent
Office Society, Vol. 44, No. 3
(March 1962) pp. 176-183.

Six purposes and the legal means
to be used in patent, utility patent
and trademark matters are out-
lined by the author, particularly
with respect to the new Federal
Patent Court established in West
Germany. This court has taken
“over the functions of the Boards
(or ‘Senates’) of Appeals and the
Boards (or ‘Senates’) of Nullity
of the Patent Office.” A glossary
is included.

Baum, Daniel Jay, “Truthful Dis-
paragement under the Federal
Trade Commission Act,” The
Trademark Reporter, Vol. 51, No.
11 (November 1961) pp. 1081-
1096.

“Indeed, in accordance with the
intent of Congress, the Act [Fed-
eral Trade Commission Act] has
been broad enough to strike at
those who have retreated under its
initial onslaught to more subtle
forms of deception: the ad homi-
nem argument ; the technical truth ;
the irrelevant comparison.” The
author discusses the “salient con-
ditions that an advertiser must
consider before he speaks to others
of his competitors.”
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Beran, Martin J., “The ‘In Com-

merce’ Requirement in the Regis-
tration of Service Marks,” The
Trademark Reporter, Vol. 52, No.
1 (January 1962) pp. 1-12.

Points “out the scope of the re-
quirement that services he ren-
dered ‘in commerce’ under the
present Patent Office practice.”
The author suggests “legislation
defining use ‘in commerce’ as in-
cluding the rendering of services
solely within a local area, where
services are advertised in inter-
state or foreign commerce, and
where the recipients of the serv-
ices are citizens and domiciliaries
of other jurisdictions who travel,
in interstate or foreign commerce
for the purpose of receiving the
benefits of the performance or
rendering of the service.”

Daedalus (Spring) 1962.

This issue of the quarterly journal
of the American Academy of Arts
and Sciences is devoted entirely to
“Science and Technology in Con-
temporary Society.” Among the
major papers is one by L. S. Kubie
on “The Fostering of Creative
Scientific Productivity.”

Davis, A. S., Jr. “The Patent Brou-

haha,” International Science and
Technology (May 1962) pp. 60-65.

Discusses patent problems and
proposed solutions.

Forman, Howard I, “Forgive My

Enemies for They Know Not
What They Do,” by I. M. N.
Invention, Journal of the Patent
Office Society, Vol. 44, No. 4,
pp. 274-282.

Argument in support of the patent
system presented in the form of
an allegory. The author writes the
paper from the point of view of
the invention . . . as though it
were telling the story itself. The
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paper includes a statement in sup-
port of two bills relating to inven-
tions introduced (H.R. 6548 and
6532) in the 87th Congress in
April 1961 that would “leave a
defeasible title to the inventions

in the contractors subject to the.

condition that the title-holders
work the inventions within five
years after patents thereon are
issued, or within ten years after
the inventions are actually reduced
to practice, whichever comes first.
Failure to acceptably work the in-
ventions will cause the title to
revert to the government, and then
interested applicants will be given
a chance to get the exclusive right
to practice the inventions if they
agree to work the new ideas.”

Frayne, Gabriel M., “Report of the
Meeting of the Executive Com-
mittee of the International Asso-
ciation for the Protection of In-
dustrial Property (A.ILP.P.L) in
Ottawa, September 1961,” The
Trademark Reporter, Vol. 51, No.
11 (November 1961) pp. 1097-
1102.

“The Executive Committee con-
sidered two broad categories of
subjects: (I) the general direc-
tion and nature of the future work
of the ALPPI., and (II) the
specific questions which had been
put by the London Congress on
the Agenda of the Executive Com-
mittee meeting in Ottawa.” Al-
though the work of the AILP.P.I
has in the past been devoted to the
evolution of the International
Convention, the “Executive Com-
mittee . . . adopted a resolution
affirming its interest in industrial
property developments whether
within or outside of the Interna-
tional Convention, and . . . drew
up a ten-item Agenda for the next
Congress, to be held in Berlin in
May 1963.”
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Frishauf, Stephen H., “Facts and

Fiction about Maintenance Fees,”
Journal of the Patent Office So-
ciety, Vol. 44, No. 4 (April 1962)
pp. 219-226.

The author favors maintenance
fees and offers suggestions ‘“to
overcome some of the difficulties
inherent in a periodic maintenance
fee system and to dispel some of
the doubts and misconceptions
which may arise as to the attor-
ney’s function under such a sys-
tem.” The author concludes:
“Given the choice whether to
spend more money at the time of
filing (and possibly making a
wrong decision not to file at that
time) or spending money for
maintenance fees after the patent
had a possibility to prove itself,
it is felt that the latter is of a
greater advantage. The mechanics
of periodic payments are simple—
a card index is sufficient. . . . The
decision as to whether to maintain
or drop a patent can be made on
the basis of inquiries reduced to
routine questions circulated from
time to time among appropriate
personnel within the organization
of the patentee, if the patentee or
the patent attorney does not have
sufficient personal knowledge to
make, or recommend a decision
himself.”

“The Investigation into Adminis-

tered Prices in the Nation’s Drug
Industry—Pro & Con,” Congres-
sional Digest (February 1962)
pp- 35-64.

A discussion of the background,
issues and positions hased pri-
marily on excerpts from state-
ments made before the Senate
Subcommittee on Antitrust and
Monopoly and on majority and
minority Subcommittee reports.



Jacobs, Morton C., “Abandoned
Applications As  References,”
Journal of the Patent Office So-
ciety, Vol. 44, No. 3 (March 1962)
pp. 184-190.

The author states that Ex parte
Lipkin 129 USPQ 427 “expands
the use of an abandoned patent
application as a reference for mat-
ters of public knowledge. The
decision is especially significant in
that it runs contrary to a Supreme
Court decision, a C.P.A. decision,
a previous Board decision, and a
ruling in a Commissioner’s Circu-
lar.” Mr. Jacobs is of the opinion
that the following from an Official
Circular (Manual of Patent Ex-
amining Procedure Sec. 711.06)
is the correct interpretation :

“If [the abstract is] properly
prepared, it should not be neces-
sary to refer to the complete ap-
plication file, but in any case in
which material in the application
file is used as a reference, 1t should
only be used as evidence of matters
of public knowledge on the date of
publication of the abstract.”

The author distinguishes “evi-
dence of matters of public knowl-
edge” from the “absolute bar of
‘public knowledge’ itself.”

“I.aboratory Tests As a Reduction
to Practice—Elmore v. Schmitt
125 USPQ 653, Journal of the
Patent Office Society, Vol. 44,
No. 2 (February 1962) pp. 91-95.

“Where laboratory tests are to he
relied upon to show reduction to
practice, this case seems to impose
more stringent requirements than
before.”

McAuliffe, Jeremiah D., “Considera-
tion of Inter-American Conven-
tions,” The Trademark Reporter,
Vol. 52, No. 1 (January 1962)
pp. 25-34,

Brief Historical examination of
international industrial property
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laws, particularly those relating to
trademarks. The provisions of the
Inter-American Convention for
Trademarks and Commercial Pro-
tection of 1929 are considered.
The author states that the “terms
of the 1929 Convention have been
the most satisfactory for interna-
tional trademark protection among
the Americas to date.” He believes
that Dr. Ladas’s suggestion “that
national groups of the A.ILP.P.I,
.. . formed in the Latin Ameri-
can countries . .. to ... influ-
ence the respective Governments
toward the adherence to the Paris
Convention” is a good one and
“more practical perhaps than many
others.”

Mann, John M., “Capital Gains

Treatment of Patent Transfers,”
Journal of the Patent Office So-
ciety, Vol. 44, No. 2 (February
1962) pp. 97-115.

This paper was adopted from a
more comprehensive paper pre-
sented at a Conference . . . at
The John Marshall Law School in
February 1959. The author con-
siders the Law prior to and after
1954, particularly the effect of Sec-
tion 1235 of the 1954 Code. He
concludes that “the courts and
Congress have to date favored the
inventor and his ‘buyer’ with re-
gard to the tax aspects of patent
transfers. But the high costs of
Government will make it increas-
ingly necessary to restrict as much
as possible exemptions from full
taxation; . . .”

Mayo, Louis H., “The New Tech-

nology and Multi-National Co-
operation,” Minnesota Low Re-
view, Vol. 46, No. 5 (April 1962),
pp. 869-912.

Dean Mayo considers the effects
of the advances in technology and
science on international coopera-
tion, the implications of such ad-
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vances for world peace. He con-
cludes: “This paper has focused
upon modern technological innova-
tions, requiring some degree of
multi-national  cooperation for
their effective use, which might be
employed to a fuller extent in fur-
thering regional and international
cooperation. Constructs of future
developments have been empha-
sized as a means for defining those
conditions under which the techno-
logical factor might act as a co-
hesive element in multi-national
affairs, or contrarily, those situa-
tions wherein the technological
factor may tend to produce tension
and conflict. In the contemporary
world, uncontrolled or misunder-
stood scientific and technological
developments can invite chaos by
encouraging arbitrary, uninformed
decisions on complex matters of
crucial importance. Hence, prog-
ress toward a peaceful world order
requires that we condition our
thinking to the major social move-
ments and trends, including scien-
tific and technological advance, if
we are to formulate useful con-
structs of impending events and
adopt appropriate future-oriented
programs. A systematic model-
projection approach should also
lead to a more intelligent and crea-
tive application of the norms and
principles of international law to
the over-all strategy for advancing
multi-national cooperative efforts.

Meller, Michael N., “Toward a
Multinational Patent System,”
Journal of the Patent Office So-
ciety, Vol. 44, No. 4 (April 1962)
pp. 227-273.

Paper presented in a seminar
course on International Regional
Organizations at The George
Washington University. The au-
thor discusses the Common Mar-
ket Plan, its problems, the prob-
lems of U. S. participation, includ-
ing the Constitutional question.
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He concludes: “The Comnion
Market planners consider their im-
pending industrial property legis-
lation necessary in order to ad-
vance the goals of the European
Economic Community. Messrs.
Herter and Clayton suggest that
the United States must form a
trade partnership with the Euro-
pean Common Market and take
the leadership in further expand-
ing a free world economic com-
munity. President Kennedy seems
to agree, but appears to be willing
to do so only gradually. If this is
the trend of policy, then adjusting
our industrial property legislation
so that we may participate in a
European patent may be an impor-
tant step forward in our gradual
economic participation in a wide-
ranging Atlantic Alliance. This
would be but one step, however, a
very important one, in assuring.
the economic supremacy of the
Western nations.”

Miller, Alfred L., “The Patent:

Chemical Literature,” Journal of
the Patent Office Society, Vol. 44,
No. 2 (February 1962) pp. 133-
141.

The author charges that patent
claims are often “uncommunica-
tive” and suggests a review of the
style of writing them. Two ex-
amples of rewriting claims (as
used in the Chemicals Research
Division of FEsso Research and
Engineering Company) to im-
prove communication are provided
by the author.

Nelson. R. R., “Uncertainty Learn-

ing, and Economics of Parallel
Research and Development Ef-
forts,” The Review of Economics
& Statistics, Vol. 43, No. 4, (No-
vember 1961) pp. 351-364.

A discussion of advantages of pur-
suing multiple paths by different
inventors in R&D eflort. Also
economics of scale in R&D.



Panel Discussion of the Institute of

Trade Mark Agents, London
“Brains Trust Meeting,” The
Trademark Reporter, Vol. 51, No.
11 (November 1961) pp. 1103-
1128

[

. a verbatim transcript of a
panel discussion before The Insti-
tute of Trade Marks Agents . . .
a few of the remarks may have
reference to matters not entirely
familiar to all of our American
and foreign readers. The Editors
believe that the entire discussion is
of sufficient general interest to
warrant full reproduction.”

Prager, Frank D., “An Award and
a Law Obtained by Caron de
Beaumarchais,” Journal of the
Patent Office Society, Vol. 44,
No. 3 (March 1962) pp. 147-174.

Primarily concerned with the pri-
ority action and award to Caron,
a young watchmaker, by the
French Academy of Science in
1753-54. An edited text of the
Commissioners’ Report, subse-
quently adopted by the Academy,
is included in this paper. The
success of Caron as inventor, au-
thor, merchant, and “fighter for
intellectual property” is recounted.
“By an act of 1793 it [the Na-
tional Assembly] recognized the
intellectual property of authors
more broadly. . . .They [the acts]
marked the end of the period when
each kingdom and republic had
successfully asserted a power to
grant or withhold the various
privileges as a matter of sovereign
grace. . . . It is of course known
that at substantially the same time
a similar claim began to be recog-
nized also in America, although
the statutes of the Anglo-Saxon
world continued for more than a
century to imitate the former
formulas about an applicant *pray-
ing’ that a patent be ‘granted’ and
about an administration for which
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it is merely ‘lawful’ to make such
‘grant’.”

Schramm, Frederic B., “Bases for

Protection of Intellectual Property
Other Than Patents, Trademarks
and Copyrights,” Journal of the
Patent Office Society, Vol. 44,
No. 2 (February 1962) pp. 75-90.

“These other bases of protection
for intellectual property include
the areas of trade secrets generally,
the protection of ideas by agree-
ment by confidential relationship,
and unfair competition protection
more broadly.” The author sug-
gests that these other bases of pro-
tection may be significant in the
case of joined counts and in coun-
terclaims.

Seavey, Warren A., “The Restate-

ment, Second, and Stare Decisis,”
Awmerican Bar Journal, Vol. 48,
No. 4 (April 1962) pp. 317-320.

Professor Seavey discusses the
objectives and history of the first
and second Restatements. The
first Restatement, according to the
author, “was intended as a code,
in the old form, a set of rules
stated with little explanation. . . .
But it [the second Restatement]
was not to be a code—it was to be
written, as are the best treatises—
with the rules stated, but also with
background, reasons, criticisms,
and some references to current
statutory material. In addition,
the by-products were to be made
available.”

“Service Mark Registration and

Anti-Dilution Protection in New
York,” The Trademark Reporter,
Vol. 52, No. 1 (January 1962)
pp. 13-24.

This paper, reprinted from the
St. Johnw’s Law Review, Vol. 36,
No. 1, (December 1961), discusses
“Recent amendments to Article 24



Bibliography

of the New York General Busi-
ness Law, cffective September 1,
1961, [which] have incorporated
two basic and important changes
in New York’s system of trade-
mark registration. First, provision
is made for the registration of
service marks which previously
were not registrable. Secondly,
state registration has been defini-
tively eliminated as a sine qua non
for relief under New York’s anti-
dilution statute.”

Westerman, Lt. Col. G. F., “An In-
troduction to the Law of Patents,”
Military Law Review, (January
1962) pp. 103-120.

A “rather brief summary of the
main aspects of patent law” as-
signed to provide “sufficient un-
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derstanding . . . to kindle an in-
terest in patents.”

Westerman, Lt. Col. G. F., “Patent

Knowledge Viewed as Useful
Tool for R&D Personnel,” Army
Research and Development, (De-
cember 1961) pp. 14-16; (January
1962) pp. 16-18; and (February
1962) pp. 16-18.

Similar in scope and largely simi-
lar in language to preceding item
by the same author.

“Who Owns Inventions ?” Industrial

Research, (March 1962) pp. 38-
40.

A brief survey of the Congres-
sional debate on revision of Fed-
eral patent policy.



NOTES

Journal’s New Format

We are pleased to bring the new
Journal format to the attention of our
readers. We are continually alert to
improvements in the different elements
of Journal make-up and content and
have incorporated various changes since
the first number was issued in 1957, To
enhance readability, beginning with the
last issue the type size was augmented

from ten to eleven point. We are also
introducing a new cover design with
this issue. The glossy cover stock, an-
other change, will increase durability.
An abbreviated reference to major
articles will continue to be carried on
the cover. We hope you will find the
changes add to the convenience and at-
tractiveness of the Journal.

Foundation’s Film HigHy Acclaimed

A movie on the nation’s patent sys-
tem, “Fuel to the Fire,” has been highly
acclaimed by its users, recent surveys
by an independent distributing organ-
ization reveal.

The film, which was produced by The
Patent, Trademark, and Copyright
Foundation of George Washington
Univerisity in Washington, D. C,, is
available to educational institutions,
television stations, businesses and other
interested organizations.

In a two-month pilot survey, the in-
dependent distributor reported that “as
an average the film gained higher ac-
ceptance from non-theatrical groups
such as Lions, Kiwanis, Rotary, etc.,”
than over 1000 other films which the
company distributes. The firm also re-
ported an “almost 1009, usage” for

the film on television by program di-
rectors, while the normal average is a
33% turndown of such films.

The film was produced by the
Foundation as a part of its public edu-
cational program. Previous research by
the Foundation had revealed that the
general public knows very little about
the nation’s patent system.,

Lasting approximately a half hour,
the film is designed to provide a clear
and memorable impression of what our
patent system is, how it came to be, why
it is important, and what it means to the
individual citizen.

Interested parties can obtain copies
of the movie at a nominal rental by
writing to The Patent, Trademark, and
Copyright Foundation, The George
Washington University, Washington,
D. C.
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New Advisory Council Members Appointed

W. Houston Kenyon, Jr. and Theo-
dore O. Yntema have been appointed to
serve on the Advisory Council of The
Patent, Trademark, and Copyright
Foundation. Mr. Kenyon is a partner
in the firm of Kenyon and Kenyon, and
Mr. Yntema is Vice President and
Chairman of the Finance Committee of

the Ford Motor Company. The Coun-
cil consists of representatives from the
fields of commerce, education, science,
manufacturing, finance, labor and the
professions for the purpose of insuring
sound and effective advice based upon
broad information and wide experience.

Advisory Council Members Appointed to Serve on
Executive Committee

J. King Harness and David C. Min-
ton, members of the Advisory Council,
have been appointed to the Executive
Committee of the Council. Mr. Harness
is with the firm of Harness, Dickey,
and Pierce, and Mr. Minton is Vice

President of Battelle Memorial Insti-
tute. During the intervals between
meetings, the Executive Committee
performs the duties and exercises the
powers of the Advisory Council.

English Edition of La Propriete Industrielle Introduced

Industrial Property, an English edi-
tion of La Propriete Industrielle, is
being published monthly by the Inter-
national Bureau for the Protection of
Industrial Property, Geneva, Switzer-
land. This edition, begun in January

1962, will include texts of treaties,
translations of laws, notices of inter-
national meetings and literature relating
to industrial property. The subscrip-
tion rate is 33 Swiss francs.
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1962
ANNUAL PUBLIC CONFERENCE

To provide our readers who are interested with a copy of the agenda and names
of participants, the following is a copy of the program of the sixth Annual Public
Conference held June 14th and 15th, 1962, at the Mayflower Hotel in Wash-
ington, D, C,

Objectives of the Conference

The Conference is an occasion for the presentation and discussion of the
research findings of the Foundation, and discussion of current issues important in
the fields of the. Foundation’s interest from which the Foundation itself may
derive guidance on the planning of its future work. The Conference also provides
an opportunity for people from different branches of learning and fields of
endeavor who have.a common interest in the patent and related systems to meet
and enlarge their perspectives by participating in the stimulating and productive
exchanges and contacts of the Conference.

The research work of the Foundation represents the first university attempt at
a comprehensive study of the patent, trademark, copyright and related systems in
the United States. This study is systematically planned and coordinated, inter-
disciplinary in nature and utilizes a combination of specialties such as economics,
statistics, psychology, sociology, and law ; and empirical, that is, based on the facts
gathered by the staff on the actual operation of the systems.

In attendance at this sixth Annual Public Conference devoted to the Inter-
national Implications of Industrial Property will be key representatives from the
different fields of activity throughout the nation: commerce, education, science,
manufacturing, labor, finance, and the professions.

In keeping with the educational purposes of the Foundation, arrangements
have been made for recording the Conference and for subsequent radio broadcast.

THURSDAY, JUNE 14
10: 00 am.—1:30 p.m.

REGISTRATION
1:30 pm.—5:30 p.m.

FOUNDATION RESEARCH REPORTS: UNITED STATES INDUS.
TRIAL PROPERTY SYSTEMS IN THE COMPETITIVE
WORLD CONTEXT

Foundation Officers and Representatives

O. S. CoLcroucH, Director, Moderator

L. James Harris, Executive Director

RoBerT C. WaTsoN, Chairman Advisory Council

Davip L. Lapp, Commissioner of Patents, Ex Officio Member Advisory
Council
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KEYNOTE ADDRESS: S. CursTERFIELD OppPENHEIM, Adviser on
Research
PRESENTATION OF FINDINGS:

Research Staff Participants Areas of Interest

JosEpH RossMan

DonaLp S. WATSON
Mary A. HoLMAN

BARKEV S. SANDERS
GERrRARrD J. WEISER

P. J. Feberico
Irving H. SIEGEL

RoserT B. BaNGs
Joun F. CreeD

GeorGE E. FrosT

JESSE W. MARKHAM

Patent Policies for Employees
Government Patent Policies

Trends in Invention Here and Abroad

European Common Market: Patent and Anti-
trust Aspects

Comparative International Patenting Statistics

Competitiveness of Small Business in Foreign
Markets

Taxation of U. S. Income from Foreign
Sources

Competitive Research Activity: U. S. and
Abroad

Executive Decisions and Policies

U. S. S. R.: A NEW FACTOR IN
RELATIONS?

H. J. Ranp, President, Rand Development Corporation

HerscHeEL F. CLESNER, Assistant Counsel, Subcommittee on Patents,
Trademarks, and Copyrights, U. S. Senate Committee on the
Judiciary ,

LeoNn M. Hermanw, Senior Specialist, Soviet Economics, Legislative
Reference Service, Library of Congress

INTERNATIONAL PATENT

7:30 p.m,
RECEPTION

8:30 p.m.

DINNER, HONORING VANNEVAR BUSH, noted Scientist, Inventor and
Public Servant the recipient for 1961 of “The Charles F. Kettering Award
for Meritorious Work in Patent, Trademark, and Copyright Research
and Education.”

Presentation of the Award and Acceptance

FRIDAY, JUNE 15
9:30 a.m.—1:00 p.m.

CURRENT ISSUES PANEL: INTERNATIONAL OUTLOOK ON IN.
DUSTRIAL PROPERTY

Joun C. GreEN, Consultant to the Foundation, moderator
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SPEAKERS:
Implications of the Common Market

Leo~narp J. RoBBiNs, Langner, Parry, Card and
Langner, New York, New York

GEorGE NEBOLSINE, Coudert Brothers, New York,
New York

EUROPEAN ECONOMIC COMMUNITY : Norsert KocH, Member of
Directorate-Générale de la
Concurrence, Commission of
the European Economic
Community

FOREIGN GOVERNMENT : H. vaAN BLANKENSTEIN, Economic Minister,
Netherlands Embassy

PRIVATE PRACTICE:

Implications of the Alliance for Progress

PRIVATE PRACTICE: WaLTer A. SrLowinski, Baker, McKenzie and
Hightower, Chicago and Washington, D. C.

U. S. GOVERNMENT: Joun M. CatEs, Jr., Deputy Director for Inter-
American Regional Political Affairs, U. S. Depart-
ment of State; Alternate U. S. Representative on
the Council of the Organization of American
States '

INTERNATIONAL AGENCY : Pepro IRANETA, Secretary, Inter-American
Development Bank, Washington, D. C.

Implications of Programs to Expand United States Foreign Trade

U. S. GOVERNMENT: WiLLiam B. Darg, Deputy Assistant Secretary
for International Affairs, U. S. Department of
Commerce

FOREIGN ORGANIZATION: Hajime WiLLiam TANAKA, Special Coun-
sel, United States-Japan Trade Council

1:00 p.m. _
ADJOURNMENT OF CONFERENCE



Price Fixing in Great Britain with Some
American Parallels

MICHAEL BURNSIDE *

SUMMARY

THE LEGAL TREATMENT OF PRICE fixing both by individual suppliers
and by groups of suppliers has evolved in a substantially different manner
in Great Britain as compared with the United States. The development
and present state of this branch of British law is explained in the present
article as part of the general development of Anti-Trust law in Great
Britain. Price fixing with respect to patented goods is considered sepa-
rately and their special treatment in British law is explained. Parallels
and contrasts are drawn with American law to emphasize the distinctions.

HE FOLLOWING TWO QUOTATIONS will provide an apt illustration of a
fundamental difference between the development of British and United
States law on the subject of price fixing.

“We recommend that no action should be taken which would deprive
an individual producer of the power to prescribe and enforce resale prices
for goods bearing his brand. . . . We therefore recommend that steps
be taken to render illegal the application of sanctions which extend beyond
the remedies open to an individual producer for any breach of resale
price maintenance conditions.” ?

“It has been held too often to require elaboration that price fixing is
contrary to the policy of competition underlying the Sherman Act and
that its illegality does not depend on a showing of its unreasonableness,
since it is conclusively presumed to be unreasonable.” 2

The first quotation is taken from the report of an official inquiry in
Great Britain in 1949. The second is from a Supreme Court decision in
1956 and refers to a U. S. Statute of 1890. Both countries have con-
sidered the two broad propositions of horizontal or collective price fixing,
that is agreements between suppliers as to the prices at which their goods
are to be sold and vertical price fixing, that is the power of an individual
supplier to control the prices at which his goods are eventually sold to the
public. In the United States it has been held that as long ago as 1890

* Mr. Burnside is an associate of Langner, Parry, Card and Langner, New York, N. Y.
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the Sherman Act?® in Section 1 decided that horizontal agreements to
prescribe and enforce prices were per se illegal.? Vertical price fixing was
made most difficult by a series of Supreme Court decisions. Thus in 1911 *
it was held that a supplier could not contractually engage his dealers as
to the prices at which these dealers would sell to retailers. In the Colgate
case ® it was held that it was not objectionable for a supplier to announce,
in advance, prices at which he wished retailers to sell his goods and to
refuse to deal with dealers and retailers who did not conform to these
prices. The effectiveness of this ruling was cut down by later decisions.
Thus one held that if the supplier systematically policed his retailers by
placing trap orders and using information from non-price cutting retailers
this was not permissible.® Lately it has been said that a supplier may not
cut off retailers by supplying to wholesalers the names of price cutters
who should no longer receive the supplier’s goods. This was an unallowable
conspiracy with the wholesalers.®

" Only statutory changes saved vertical price fixing in the form in which
we know it today. Thus in 1937 Congress passed the Miller-Tydings
Act ® as an amendment to the Sherman Act. Broadly this held that if a
State law permitted vertical price fixing in intra-state trade, this would
also be permissible in inter-state trade.

The development of this branch of the Law in Great Britain has been
quite different. Before 1956 sellers were free to arrange both horizontal
and vertical price fixing schemes. There was no broad power to enforce
such schemes through the Courts, but there was substantial freedom for
private enforcement means. Such a big dissimiliarity in the development
of the laws of two countries with a common legal tradition is quite sur-
prising. This paper will survey the development of British law and
compare and contrast it with the development of American law. Dif-
ferences in basic thinking between the two countries will be pointed out.
Provisions which give a patentee special rights will also be explained. As
of the present time, there are still significant differences in the law of the
two countries and it is open to debate as to which country is nearer to
the ideal solution, if there be one.

It will be seen that in both countries the rights of a patentee are afforded
special treatment. In which country a patentee has been better treated by
the law is a question which might be answered differently depending on
the time the question is asked. However, at the present time, a British
patentee probably enjoys a more favoured legal position than his American
counterpart.

The development of British law may conveniently be segregated into
three periods of time—prior to 1948, 1948-1956 and 1956 down to the
present day.
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THE PERIOD PRIOR TO 1948

From the sellet’s point of view this was the period of freedom. Indi-
vidual resale price maintenance agreements were valid as between the
original parties to the sale of goods ° although they were not generally en-
forceable, patented goods excepted, against anyone not a party to the
agreement.®

In respect to patented goods it has been held as long ago as 1899 ** that
patented goods were a special class of chattels. In the normal sale of
chattels any restrictions contractually agreed between a manufacturer and
his immediate vendee, e.g. a wholesaler, are not binding on a purchaser
from this vendee, e.g. a retailer, However, if the chattel were patented, a
patentee might sell it with a license limited in the sense that he had fixed
the price at which it could be offered to the public. Any intermediate
vendee who sold it in breach of this condition was an infringer of the
patent provided that he had notice of this limited license. This decision
has been followed in subsequent cases.*® In a very recent case*® plaintiff
tire company sold their tires to dealers. These dealers in turn sold tires to
retailers. The defendant retailer bought tires from a dealer and then sold
them to the public at a price below that fixed by the patentee who was the
plaintiff tire company. The plaintiff had issued price lists setting forth
prices at which his tires should be sold to the public and stating that the
tires were manufactured in accordance with certain British patents. The
price lists contained the warning that any sale below the list price was
unauthorized and was an infringement of the patents. It was shown that
the defendant was aware of the provisions of this price list. Accordingly
the Court held that his sales at below list price were an infringement of
the patent. _

However, the fact that only a patentee could fix the price at which a
remote vendee might sell his goods was not a significant disadvantage in
many industries because there were few limitations on collective private
enforcement means. Thus one seller could engage in joint action with
other sellers of similar goods so that they could mutually agree on prices
to be charged and on concerted action against a retailer who did not
follow their command.'* In other words, they were free to engage in
horizontal price fixing schemes. These were broad freedoms. Thus a
trade association could place a person on a stop list if he sold goods above
or below a published list price and no other member of the trade association
could thereafter supply goods to him.** Exclusive dealing, collective boy-
cotts and aggregated rebates were not illegal. Official inquiries in 1920
and 1930 had both concluded that these types of practice were in the
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public interest. Thus in 1920 an official inquiry ** expressed its general
conclusion :

The system of fixing retail prices . . . is . . . to the advantage of the (public)
in that (1) in times of scarcity it does in fact check the undue inflation of
prices (2) in times of plenty it tends to ensure to all classes, including labor
employed in manufacture and distribution, a fair rate of remuneration for the
services respectively performed by them.

In 1930 ** another official inquiry on the same subject stated among its
general conclusions that they “did not regard the price maintenance system
as free from disadvantages from the public point of view, but are not
satisfied that if a change in the law were made there is any reason to think
the interests of the public would be better served.” '

To American ears accustomed to such pronouncements as “Congress
has not left with us the determination of whether or not particular price
fixing schemes are wise or unwise. . . . The Sherman Act . . . estab-
lishes one uniform rule” ** this may seem strange but the official inquiry
of 1930 *® had specifically noted as one of their general conclusions that
they were not authorized to consider the wider problem of monopolistic
combinations and trusts. Perhaps this was a pity. The type of trade prac-
tice that developed may be vividly illustrated by a short account of the
activities of the British Motor Trade Manufacturers Association.*® This
trade association undertook to enforce prices laid down individually by its
member motor vehicle manufacturers. A veritable Star Chamber proce-
dure was provided. On notification to the Association that a retailer had
departed from a fixed price, he was summoned before a Price Protection
Committee. Proper notice was given and the offender could be represented
by Counsel. If he were found guilty he could be fined or placed on a
stop-list. The latter penalty was a very drastic one as no manufacturing
member of the B.M.T.M.A. could thereafter supply goods to such a re-
tailer. There was a right of appeal but this was only to another Committee
of the Association. Great care was taken to see that the procedure was
fair and as judicial as possible but there was thus provided a private Court
regulating trade practices of an entire industry.

Various forms of tendering agreements were also legal. It is perhaps
unnecessary to set out the different techniques used, but to give one ex-
ample, members of a trade association might submit their bids for a job
to the secretary of the association. This officer would then decide on an
identical tendering price for all members or which member should submit
the lowest bid.*

This was too good, or too bad, to last. Self-evidently the period prior
to 1948 was a period of inquiry only. 1948-1956 was also basically limited
to inquiries but the conclusions drawn were more radical and the wind of
change was obviously rising.
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1948-1956

This period commences with one Statute and one official report. The
latter was entitled ‘“Report of the Committee on Resale Price Mainte-
nance” * and significantly for the first time in the British development of
this subject drew a distinction between horizontal price fixing and vertical
price fixing. In discussing the former the Report concluded that some
trade associations “have turned price . . . maintenance . . . into a com-
prehensive scheme for regulating and policing entire industries” (para.
14). It recognized the interest of a producer in the final disposition of
his branded products but could not see that this gave him any cause to
complain of the way in which a distributor disposed of the products of
another manufacturer (para. 143). Not surprisingly the Report concluded
by recommending that no action should be taken to deprive an individual
- producer of his rights to fix prices vertically but that collective sanctions
should be made illegal (paras. 163 and 167).

The Statute bore the title “Monopolies & Restrictive Practices (Inquiry
and Control) Act, 1948.” " This was the first British statute to deal
generally with the problems of monopolistic control. As compared with
American statutes it was a very weak one. The Statute authorized the ap-
pointment of a Commission which was purely an investigatory body hav-
ing the power only to investigate whether monopolistic practices existed
in an industry, what effect these had on the public interest (Secs. 3-5),
and, if these practices were harmful, it had the power to make recom-
mendations as to what remedy should be adopted. The Commission could
only recommend, it could not order any one to desist from any course of
action and it could not prosecute in the Courts. Between 1948 and 1955
numerous investigations were made and reports published.*®

A discussion of many aspects of the work of the Monopolies Commis-
sion is beyond the scope of this paper. For our purposes the most signifi-
cant report was the one entitled “Collective Discrimination: A Report on
Exclusive Dealing, Collective Boycotts, Aggregated Rebates and other
Discriminatory Trade Practices.”*® This showed that practices that
American Courts had on many an occasion condemned, were widespread
in British industry. Thus, in the words of the Report: “Smith and Jones
agree to enforce collectively each other’s resale prices. If Robinson now
cuts Smith’s prices, both Smith and Jones must refuse to sell to him.”
Compare this freedom to engage in a collective discriminatory trade prac-
tice with the U. S. viewpoint. Speaking in 1959, and reviewing established
authority, the Supreme Court said “Group boycotts or concerted refusals
by traders to deal with other traders have long been held to be in the
forbidden category.” *** The first case cited by the Court in support of
this proposition was decided in 1913.*™
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Detailed consideration of the conclusions of this last official inquiry
is pointless in view of legislation that immediately followed. However, it
is significant to record that only six members of the Monopolies Commis-
sion were against collective arrangements for the enforcement of resale
prices and four were in favour of it. Certainly there was no overwhelming
opinion that such arrangements were bad. After this Report was made
public, the Government acted quickly. The Report was published in June
1955 and on August 2, 1956 the Restrictive Trade Practices Act 1956 *
had become law. By this Act, collective enforcement of resale prices was
made per se illegal in Great Britain. A comparison of dates may cause
an American reader some surprise. There is a difference of sixty-six years
between the Sherman Act in the United States and the first British Statute
to correspond to it in any way.

RESTRICTIVE TRADE PRACTICES ACT, 1956

On certain issues the Act attempted to be clear, sweeping and succinct.
By Section 24, collective agreements or arrangements to enforce resale
prices were made illegal. By Section 25 an individual supplier was given
power to fix resale prices for his goods and, for the first time, to institute
proceedings in a Court for relief against any breach or threatened breach
of such a fixed resale price by a retailer or other reseller who was not in
contractual privity with him but merely had notice of the fixed or Fair-
Trade price.

There is a shadowy ground between Sections 24 and 25. Thus it is
still permissible for a trade association to notify retailers that individual
members of the association sell their goods with restrictions as to the
price at which they may be retailed and that details of these prices may be
obtained from the member (manufacturer) concerned. An investigator
of the trade association may then place a trap order with a retailer who
is suspected of price cutting. The subsequent action can then be brought
by the individual supplier *® who can obtain relief in spite of the fact that
the price cutter has received no communication from the individual sup-
plier but is solely on notice because of the circular from the trade associa-
tion. There is no requirement in Section 25 for privity of contract between
the supplier and the retailer. As long as the retailer acquires the goods -
“with notice of the conditions” he is required to observe them.

There is an interesting parallel here with American law. The Miller-
Tydings Amendment ® to Section 1 of the Sherman Act became law in
1937. It had been thought this validated a supplier’s attempt at vertical
price-fixing, both when he had an actual signed contract with a retailer
and when there was no contract but merely notice of the fixed prices.
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However, in 1951 it was held that the non-signer clause of a Fair Trade
law was unconstitutional.®* To overcome this decision the McGuire Act
was passed in 1952, This validated the non-signer clauses of Fair Trade
Acts, that is, it restored the legality of vertical price fixing where the
retailer merely had notice of the fixed price.

The most significant distinction drawn by the Act was between collective
(horizontal) agreements as to prices to be charged and collective agree-
ments to enforce those prices. As just noted, the latter were declared
illegal but the former were only presumed to be against the public interest.
To explain the treatment of such collective agreements as to prices to be
charged, it is necessary to discuss briefly some of the principal provisions
of the Act. ,

This provided that certain defined types of agreements (Section 6)
should be subject to public registration. Among these were agreements
between two or more companies in respect of the prices to be charged,
quoted or paid for goods. An obvious loophole was closed by treating
agreements or recommendations by a trade association in the same category
as agreements between the companies who were members of the trade
association. Any such agreement was deemed to be contrary to the public
interest ** unless a Court could be satisfied of one of seven circumstances
spelled out in Section 21, sub-section (1) of the Statute. In the cases
that have arisen under the Act, the circumstance which defendants have
most relied on is in Section 21 (1) para. (b): “that the removal of the
restriction would deny to the public as purchasers, consumers or users of
any goods other specific and substantial benefits or advantages enjoyed or
likely to be enjoyed by them as such, whether by virtue of the restriction
itself or of any arrangements or operations resulting therefrom.” Other
grounds set out in Section 21 were the need to protect the public against
defective installation of articles (para. (1)a.); to protect the parties
against the activities of a larger competitor who was hindering competition
(para. (1)c.) ; to protect the parties against the dominant effect of a large
buyer or seller (para.(1)d.); to protect against unemployment in the
trade concerned (para. (1)e.); or to protect the export trade of Great
Britain (para.(1)f.).

1If the Court could not be satisfied on one of these grounds the Agree-
ment was declared void and the Court could make an order restraining the
parties to the agreement from giving effect thereto.

The favoured position of a patentee arises from an exception as to the
type of agreement which had to be subject to public registration. Séction
8, sub-section 4 reads as follows:

This Part of this Act does not apply to any license granted by the proprietor
or any licensee of a patent or registered design, or by a person who has applied
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for a patent or for the registration of a design, or to any agreement for such
a license or assignment, being a license, assignment or agreement under which
no such restrictions as are described in subsection (1) of section six of this
Act are accepted except in respect of—
(a) the invention to which the patent or application for a patent relates, or
articles made by the use of that invention; or
(b) articles in respect of which the design is or is proposed to be registered
and to which it is applied, as the case may be,

In terms it will be noted that the quoted passage applies also to registered
designs (design patents). There were similar exceptions in respect of
know-how agreements, certification trademarks and registered user (li-
cense) agreements concerning trademarks (Section 8, subsections 5, 6
and 7).

The quoted statutory language is not the simplest to follow. However,
as far as price fixing is concerned it means that an agreement between a
patentee and his licensee as to, among other things, at what prices the li-
censee might sell patented goods was not subject to registration. It was
not presumed to be against the public interest and the parties did not have
to defend its validity before the Court. This favored position has limita-
tions as will appear later.

Procedurally the Act provided for the appointment of a Registrar of
Restrictive Trading Agreements. It was his duty to see that the defined
types of agreement were registered and then to bring them before a newly
constituted Court called the Restrictive Practices Court for consideration
of their validity. The Registrar was given powers to cause compulsory
registration of an agreement if registration was not carried out voluntarily
(Sections 14-18). Thus his functions have some similarity to those of
the Department of Justice under the Sherman Act and the Federal Trade
Commission under the Federal Trade Commission Act.

It is self-evident that when a Statute explicitly declares that something
is to be presumed to be against the public interest until the contrary is
shown, the composition of the Court which has to construe the Statute is
important. The point becomes even more significant when the Statute is
the first in its field in a jurisdiction and there are no guiding precedents.
In providing for the formation of a new Court there was a clear recogni-
tion that its decisions would involve matters of social and economic policy
and that the lawyer would need assistance from the non-lawyer. Thus,
although the Court is a judicial tribunal, it consists for any hearing of a
presiding judge and at least two other members (Schedule, Rule 4).
These other members are persons qualified by virtue of their knowledge
and experience of industry, commerce and public affairs (Section 4). It
is only on points of law that the opinion of the presiding judge prevails,
otherwise any decision is a simple majority one (Schedule, Rule 5).
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British corporations are thus more fortunate than their American coun-
terparts. They can make collective agreements to fix prices and can then
attempt to prove that these are in the public interest. Admittedly they are
presumed to be guilty of an offense against the public interest unless they
show the contrary, but contrast this with the position of a U.S. corporation
as evidenced by the Supreme Court view on the subject of conscious paral-
lelism, that is the practice by which one corporation copies the prices of
another. Colloquially it may be called “follow-my-leader” pricing. The
Supreme Court has said ** that, as yet, conscious parallelism is not action-
able under the Sherman Act. The crucial question is whether the identical
conduct stems from independent decision, which is not objectionable, or
from an agreement, tacit or express, which is objectionable.

Finally, although it can be argued that this is not an advantage, the
Court that sits in judgment on them has deliberately been chosen in such
a way that their arguments are considered by persons with experience of
industry.

Six years is a very short time in the development of any field of law.
The Restrictive Practices Court has summoned a number of trade associa-
tions before it to hear them defend their restrictive trade agreements, In
nearly every case, restrictions dealing with prices to be charged have been
found to be against the public interest and the parties ordered to desist.
This in itself is not conclusive of the effect of the Act. The law reports
show that some trade associations abandoned agreements before the cases,
went to trial.?® There are no reliable figures of how many agreements
were abandoned without even reaching registration. Only five years after
the Act was passed, the Court could observe *: “If a restrictive agreement
is such that it could be shown to have produced unduly high profits or
high prices consequent on inefficiency, it is, perhaps, unlikely at this stage
in the history of the statute and of this court that it would reach a full
hearing.”

It is interesting to analyze some of the cases to see the arguments ad-
vanced by the various Trade Associations and their treatment by the
Court. As noted above, Section 21 (1) (b) has been most relied upon by
defendants but all the other grounds detailed in this Section have also
been brought into the picture.

CASES UNDER THE 1956 AcT

The Linoleum Manufacturers’ Association * included among its mem-
bers all the principal manufacturers of linoleum in Great Britain. These
were parties to an agreement providing for, among other things, a system
of common minimum prices. They defended this agreement on the
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grounds that the public benefited because (1) removal of the price restric-
tions would create instability in the market and would lead to debasement
of quality; (2) in times of high demand, the common minimum prices
restrained an increase in prices; (3) manufacturers concentrated on qual-
ity and service because of the common minimum prices; (4) big fluctua-
tions in price would discourage retailers from holding large stocks; and
(5) this would restrict the customer’s freedom of choice. They also
alleged that removal of the restrictions would cause a drop in export
earnings. None of these arguments satisfied the Court, although the
opinion stated that there was no evidence that unreasonable profits had
been made. Similar arguments have been advanced by similar trade as-
sociations with a general lack of success.

The Associated Transformer Manufacturers ?* had an agreement fixing
minimum prices. One of the points made in its defense was that they
needed protection against any unfair tactics in respect of competitive
tendering of the predominant buyer of one class of goods—the nation-
alized Central Electricity Generating Board. The argument did not im-
press the Court. A similar point was raised in another case *® and was
also unpersuasive.

Two Associations of Master Bakers were equally unfortunate. In one
instance * the Court found that a system of recommended maximum prices
in effect operated as fixed prices as various manufacturers could sell at
lower prices but did not. In another instance ** the Court found that a
system of recommended minimum prices was against the public interest
and emphasized the affirmative burden on the trade association to prove its
case. “It must always be kept firmly in view that it is to be presumed that
freedom from the restrictions struck at by the statute is in the public
interest.”

Benefit to the public has been argued generally from the presence of
price stability. However, this has been decisively rejected. The Court has
clearly said that as a general rule price stabilization is not a benefit to the
public when weighed against the advantages of a free market.** Thus
attempts to argue that a system of recommended fixed prices for phenol **
were in the public interest because there was a present excess capacity of
production over demand were not successful. The Court was unim-
pressed with the proposition that if price control were removed there
would be a drop in price, then a drop in capacity and then a rise in price
when demand outstripped supply.

The possibility of serious unemployment in that part of the country
where an industry is located is also not sufficient to find that a system of
agreed minimum prices is in the public interest.** Vague arguments about
a price war in an industry whose productive capacity was being fully
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utilized, and where the demand was expanding, were rejected with little
difficulty.®® The Wholesale Confectioners’ Alliance of Great Britain
argued that their price recommendations benefited that portion of the
population living in sparsely populated areas because otherwise prices in
retailers’ shops in such areas would be higher than in densely populated
areas. The Court thought that there were too many wholesalers and that
the more efficient ones would drive the less efficient out of business in
competing for the trade of these retailers. Hence it was not shown that
prices charged to them would rise. A comprehensive scheme by the British
Motor Trade Association specifically designed to modify the industry’s
policy as described previously to conform with the provisions of the new
Act was decisively rejected.®® '

The cases just discussed deal with industries representing a cross-section
of the country’s economy, automobiles, confectionery, bakery products,
water-tube boilers, wire-nails, linoleum, transformers and phenol. In all
instances it was concluded that the stimulus of competition was a benefit
to the public. Strenuous arguments that competition would bring some
disadvantages were unsuccessful.

While it is apparent that the British Courts have struck down price-
fixing agreements with very few exceptions, these exceptions are very
significant. Contrary to the American Courts, who at this day and age
have no real say in the matter, the British Courts are still free to say that
a particular horizontal price-fixing agreement is in the public interest,
So far they have done this twice: the first time when considering nuts
and bolts and the second time when they were considering cement.

The nut and bolt industry is a peculiar industry in the sense that nearly
all its products are used industrially in other products. Very little reaches
the public through retailers. A price-fixing scheme has been in operation
among its members for many years. The Court * found that profits had
not been excessive and “Although sheltered for twenty-seven years from
the stimulating breeze of price competition, its plant has been modernized
and kept up to date.” Among other conclusions, they noted that there was
little room for price reductions if there were free competition in price.
There was an excellent degree of technical cooperation among different
manufacturers and there was profitable sharing of know-how. Therefore
the Court concluded the agreement on price-fixing could continue. Prin-
cipally they appear to have been impressed by the absence of evidence of
excessive profits, the modernity of the plant of the manufacturers and
lack of evidence that price competition would bring any reduction in prices.

Mere mention of the phrase “basing points” may remind the lawyer
working in this field, of cement. It has the same significance in the British
cases. The Cement Makers’ Federation defended their price-fixing scheme
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before the British Courts and with complete success.*” The members of
the trade association consulted each other as to what prices to charge. On
top of such base price a freight charge was added for a customer de-
pending on his distance from the nearest basing point and this fixed the
price.

Specifically the Court found that taking the trade as a whole, prices on
balance would be substantially higher in the absence of a common price
agreement. They also found that while some purchasers of cement might
benefit from lower prices if the basing point system were removed, this
was outweighed by the benefit to all purchasers looked at as a collective
whole. The interesting point here was the procedure the Court adopted
to set up a judicial watchdog to check if the cement manufacturers did not
abuse the freedom thus given them. The Court obtained an undertaking
from the trade that if, at any time, the Registrar of Restrictive Practices
represented to them that he had reason to believe that there had been a
material change in the relevant circumstances, they would supply such
information as he requested to enable him to decide whether the trade
agreement should be brought before the Court again,

A short note on the comparable American case, decided in 1947, is
interesting for comparative purposes.®® Here the Supreme Court consid-
ered and rejected a similar price-fixing scheme. They noted “The belief
is prevalent in the industry that because of the standardized nature of
cement, among other reasons, price competition is wholly unsuited to it.
The belief is historic.” They concluded that the basing point scheme was
an attempt to promote uniform prices and they rejected the industry’s con-
tention that active competition was bound to produce uniform cement
prices. This was not a Sherman Act prosecution but a suit alleging an
unfair method of competition under Section 5 of the Federal Trade Com-
mission Act. What the Court could not do was to examine the same argu-
ments as the British Court did fourteen years later because the doctrine
that horizontal price-fixing is only presumed to be against the public in-
terest is not now part of U.S. law.

These cases under the Restrictive Trade Practices Act of 1956 have been
discussed at some length. They illustrate the somewhat different approach
of British law, as compared with U.S. law, to certain monopolistic prac-
tices and show how the new Statute has worked in practice. The discus-
sion also provides a basis for explaining the limitations on the favoured
position of a British patentee and what courses of action are legally
permissible to him.

THE RIGHTS OF A BRITISH PATENTEE

As pointed out above in discussing the law prior to 1948, it has long
been clear that he may fix the prices at which his goods are resold by a
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remote vendee.** In other words he could impose restrictions on resale.
Clearly there was no question that he could not fix the price at which his
licensee sold. In the United States the position is different. It is clear
that a patentee cannot fix the resale price of his remote vendee.** Whether
he may fix the prices at which his licensee sells is debatable. The Supreme
Court said he might in 1902.*° This was approved in 1926.*" However
in 1948 the Supreme Court split four to four on the question *® and sub-
sequent decisions have hedged this privilege of the patentee with very
many restrictions. '

It is not within the scope of this paper to discuss the tying-in techniques
by which a patentee requires a licensee to purchase from him non-patented
goods for use in conjunction with the patented goods. However as failure
to mention may mislead, it is briefly noted that this is illegal in both coun-
tries. In Great Britain this was forbidden by the Patent Statute as long
ago as 1907, now Section 57 of the British Patents Act 1949.*° In the
United States the Supreme Court first approved the practice but later made
it clear that it is not permissible.*

These rights of a British patentee are well established and quite clear.
They existed before the Restrictive Trade Practices Act of 1956 and that
Statute by virtue of the exception of Section 8 as quoted in full above did
not affect them. What is more difficult to comment on is the present British
law where a patentee has multiple licensees or a combination of patentees
collectively grant licenses, such licenses being concerned with price fixing
arrangements.

Where a party has multiple licensees the American cases find this ob-
jectionable when it leads to price fixing throughout a substantial part of
an industry.** The British attitude to this practice can only be gathered
by inference. Nothing in the Act of 1956 deals directly with the issue and
there are no reported cases under the Act which are of any real assistance
in deciding the point. The exception of Section 8 talks of an agreement
between a patentee and his licensee. Thus if a patentee enters into a series
of identical bilateral agreements with numerous licensees, by itself, each
such agreement does not have to be registered. Will the Registrar of the
Act, who is charged with deciding what agreements should be registered,
look behind form to substance? The writer sees no reason why he should.
As the Act gives any supplier a legally enforceable power of vertical price
fixing, a patentee has the right, irrespective of his patent, to fix the prices
at which sub-vendees sell the patentee-supplier’s goods. Merely because
he has defined these rights in a series of identical licenses should not make
those licenses subject to special treatment,

Where several patentees combine and mutually cross-license each other
this is a combination between patentees. The American cases hold the
practice generally impermissible. Once again the exception of Section 8 of
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the Restrictive Trade Practices Act does not specifically deal with it. Much
may depend on the actual form of any agreement but it is fairly easy to
see that the statutory language could be interpreted as not applying to an
agreement which is between two patentees rather than between a patentee
and a licensee. In such circumstances an agreement of this nature could
be held registrable and hence presumed to be against the public interest
unless the parties proved the contrary.

Any comment on multiple licensing or acts by combinations of patentees
is incomplete without some discussion of background material. Earlier
in this paper, in describing events in the period 1948 to 1956, mention was
made of the work of the Monopolies and Restrictive Practices (Inquiry
and Control) Act, 1948.*" A number of the reports of the Commission
made reference to the effect of patent pools or patent licensing. Thus in
investigating the Electric Lamp industry,** there was an extensive descrip-
tion of a comprehensive patent pool with the possibility that members of
the pool might use it to restrict production of patented goods and to
prevent non-members of the pool from manufacturing patented items. The
Report on Collective Discrimination ** did not specifically mention patents.
This report was followed by the Act of 1956 which, as we have seen, men-
tions patents but only in the sense that it exempts a simple patent license
agreement from its operation. It can be concluded that these uses of
patents are not thought to be so harmful, and possibly so widespread, as
to call for special legislative mention.

CONCLUSION

Summarizing the comparative state of the law in the two countries it
may be said that both permit, although through very different legal means,
resale price maintenance, otherwise known as fair trade or vertical price
fixing by an individual supplier. In Britain there seems little chance that
this will be made illegal. In the United States, the U. S. Attorney Gen-
eral’s National Committee to study the Anti-Trust Laws in 1955 recom-
mended repeal of the Miller-Tydings and McGuire Acts, the basis of fair
trade in this country, While no action has been taken on these recom-
mendations, it seems clear that the legality of vertical price fixing in this
country may one day be changed.

Both countries say, categorically, that horizontal or collective agree-
ments among suppliers to enforce agreed prices are per se illegal. The only
difference is with respect to horizontal agreements to prescribe or recom-
mend prices. In Britain these are presumed to be against the public in-
terest until the contrary is shown. In the United States the Sherman Act
and subsequent judicial decisions have settled the law in a position where
similar agreements are per se illegal.
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In considering patented goods both countries have developed special
rules because of the peculiar right given to the patentee from his patent
monopoly. The British patentee can clearly fix the price at which his
licensee can sell and can go beyond the licensee to the remote vendee. His
American counterpart cannot reach the remote vendee and his price fixing
power in respect of his immediate licensee is weak. Court decisions on the
legality of patent pools or multiple licensing are conspicuous by their
absence in Great Britain. The Statute law affords no real guidance. Ameri-
can patentees are by now accustomed to attacks on their monopoly because
of alleged abuses on these grounds. It appears unlikely, at least for many
years, that there will be similar attacks in the British Courts.
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The First Modern Common Market: A Reinterpretation
of the [British] Commonwealth Experience in
Industrial Property

L. JAMES HARRIS*

A USEFUL PERSPECTIVE

IN THE LAST ISSUE OF THE Journal we reviewed the emerging economic
opportunities in Latin America and looked toward a series of studies
by the Foundation concerning the practices and problems of our southern
neighbors with respect to industrial and related properties.® This paper,
dealing with different parts of the world already rich in technological
experience, provides a valuable perspective for our undertaking. In the
course of this examination, this paper reconsiders certain aspects of
British Commonwealth economic, legal, and political history in an un-
familiar light—for example, the concept of a Common Market for
knowledge that Commonwealth history so well illustrates is introduced
and developed.

The imminence of Great Britain’s joining the Common Market ?
makes this an appropriate time to review the background and
status of the industrial property provisions and arrangements of the
other members of the Commonwealth. Other considerations which prompt
this writing are the growing world interest in and dependence upon inven-
tion, and the fact that the Commonwealth itself is the first modern
Common Market.

This discussion will be limited to the more industrially advanced coun-
tries of the Commonwealth, namely, Australia, New Zealand, Canada,
South Africa, and India.® Although South Africa has established an
independent republic, this action is so recent *—and there have been vir-

* Executive Director of the Foundation.

11, James Harris, “Industrializing Latin America: A New Frontier for Industrial
Property Transactions,” PTC J. Res. & Ed., Vol. 6, No. 1 (Spring 1962) p. 1.

2 For a discussion of the current status of Britain’s application to join the European
Common Market and the world implications should the present negotiations be success-
fully concluded, see Edwin L. Dale, Jr., “Common Market Drastically Changing World
Trade Patterns,” The New York Times (August 5, 1962), p. E 3. See also Ray Vicker,
“Selling the Plan at Home,” The Wall Street Journal (August 6, 1962) p. 20.

3 See chart, Appendix, p. 224,

4 Union of South Africa disassociated herself as a member of the Commonwealth as of
the 31st of May, 1961.
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tually no changes in fixed ties with the Commonwealth nations and South
Africa—that we may safely include this country in our consideration.

The Commonwealth System

The unique system of international relationships among the members
of the Commonwealth has developed out of the British Empire. Four of
the five countries we are presently concerned with developed from colonies
originally settled by the British and other Europeans. India, already
heavily populated, came under British control in the middle of the 18th
century and remained a part of the Empire until the late 1940’s.

Legally, there is no head nation in the Commonwealth. In fact, the
equal status of the members has been stressed by leading statesmen in the
member countries who meet periodically to discuss questions of common
interest. Political, financial, and economic ties do exist but they vary
among the members. All the members, except for Canada, belong to
the sterling bloc, in which Great Britain serves as banker. The Common-
wealth receives a large part of British exports *—Australia, United States,
South Africa, Canada, New Zealand, and India receive the largest share—
and Britain receives in return a large part of the Commonwealth’s exports.®

Additionally, Britain has invested enormous sums in her former colo-
nies and, perhaps even more meaningful for the long run, she has learned
toleration and consideration—albeit sometimes slowly—and as a result
of this conditioning has been able to provide a profound understanding of
the needs of people in international relations. So much of historical
literature has been devoted to the negative views of the “British experience
in colonialism” and the “white man’s burden” that the positive aspects ’

5In 1960, exports from Britain to Australia amounted to 31 per cent of Australia’s
total imports of £A 1,037,040,000; to Canada, 11 per cent of Canada’s total imports of
$5,495,800,000; to India, 21 per cent of India’s total imports of Rs 10,113,000,000; to
New Zealand, 45 per cent of New Zealand’s total imports of £NZ 2,278,900,000; and to
South Africa, 28.3 per cent of South Africa’s total imports of Rs 1,111,600,000. Encyclo-
pedia Britannica 1962 Year Book. In 1961, exports from Britain to Australia amounted
to 27% ($568 million) ; to Canada 12% (3790 million) ; to India 20% ($426 million) ;
to New Zealand 29% ($347 million). From chart on “Britain and Leading Common-
wealth Traders,” The New York Times, (September 16, 1962) p. 4 E.

6 In 1960 imports by Britain from Australia amounted to 26 per cent of Australia’s
total exports of £A876,151,000; from Canada, 17 per cent of Canada’s total exports
of $5,266,400,000; from India, 26 per cent of India’s total exports of Rs 6,482,000,000;
from New Zealand, 54 per cent of New Zealand’s total exports of £NZ 302,200,000; and
from South Africa, 30.8 per cent of South Africa’s total exports of Rs 876,000,000
Encyclopedia Britannica 1962 Year Book. In 1961 imports by Britain from Australia
amounted to 22% ($490 million) ; from Canada, 18% ($980 million) ; from India, 29%
($406 million) ; “Britain and Leading Commonwealth Traders,” The New York Times,
(September 16, 1962) p. 4 E.

7See Jenkin Lloyd Jones, “The Colonist Wasn't Half-Bad,” The Evening Star
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which many may claim for this period of history, such as the export of
domestic ® British liberality, reason and responsibility in the conduct of
civil affairs tends to be diminished. Curiously, however, the high order
of British justice and sense of fair play have not suffered in the literature—
these are well known and readily acknowledged.

Britain evolved the common law and contributed Magna Charta and,
in an international sense, she has over the years acquired considerable skill
in getting on with peoples. Because of her long involvement in the affairs
of nations she has helped to bring political order and economic progress
to large areas of the world, such as India, which had previously been
plagued and oppressed by corrupt government officials, barbaric customs
(e.g. suttee) and endless warfare among constituent ° states. Many instru-
ments ** of both official and private institutions have also spread, in
intangible ways, the concept of Commonwealth advantage, particularly in

(August 6, 1962). “His Good Works are Found Undone and His Bad Exceeded in
Some Lands,” :

8 The reader is referred to the great Reform Era of which some of the highlights at
the beginning were: movement for a system of national education begun by Lord
Brougham (1820); movement for reform in the Criminal Laws begun by Romilly
(1808-18) ; Foreign Secretary Canning’s policy (1822-27) to support the cause of nation-
alities against despotic government (e.g, his actions regarding Spain, Portugal and
Greece, and his strong approval of the Monroe Doctrine); Huskesson's commercial
reforms (1823-26) ; Peel’s reforms in the Criminal Laws (1823-24) ; the Treaty of London
(1827) to promote Greek independence; repeal of the Corporation and Test Acts (1828);
the Catholic Emancipation Act (1829). In internal affairs the great Reform Era resulted
in the effort to ameliorate suffering and the abolition of religious disqualifications for
Parliament; in foreign affairs it began ‘“Britain’s active sympathy with the aspirations
of smaller states and oppressed nationalities towards freedom and popular government.”
During the reign of William IV (1830-37) the middle class rose to political power due
to the Reform Act of 1832 and began the era of social reform. The spread of education
to all classes (The Education Acts) began in earnest under Victoria (1837-1901). In
Victoria’s reign self-government was granted to the larger colonies. The development of
measures for the common interest of the colonies was also inaugurated. See W. E. Haigh,
An Analytical Outline of English History, Oxford University Press, London (1924)
pp. 276-332; see also Arthur Lyon Cross, A Shorter History of England and Great
Britain, The Macmillan Company, N. Y, (1927) pp. 645-831; and George Macaulay
Trevelyan, History of England, Longmans Green and Company, London (1926), pp. 615-
677.

® The present Republic of India is made up of 15 states, 6 union territories, and 2 agen-
cies. Encyclopedia Britannica 1962 Year Book.

Miss Barbara Ward in The Rich Nations and the Poor Nations, Norton Co., New
York (1962) eloquently states that the British gave India “modern commercial law, the
notion of contract, a new sense of security for property, a new belief that if the merchant
sets to work to develop, accumulate, and invest, his wealth should be secure.”

10 “The League of Empire has been active throughout the British Dominions for the
furtherance of education in Imperial concerns. . .. Another active organization is the
Royal Colonial Institute, founded in 1868, to promote the cause of ‘United Empire’. The
Imperial Federation League, started in 1884, was dissolved ten years later . . . it achieved
much in educating people to think imperially.” A. L. Cross, Op. cit.,, note 8, p. 796.
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the arts and sports where a common language is an important binding
force.® However, this first modern Common Market—of which the
American colonies were early a part—has not sparked the imagination as
has the European Common Market . . . nor has it achieved a common
patent. Also, it has not taken advantage of the range of alternatives in
negotiations with the E.E.C. that the Commonwealth’s position might
suggest. We propose to examine the role of industrial property with
respect to this context.

SETTING

The experiences of the Commonwealth market are of course illustrative
only, and have been selected to point up the possible advantages to be
gained from a fuller examination of the Commonwealth’s economic and
technological arrangements. For conceptual completeness, it should also
be noted that many of the observations made with respect to patents
obtain in general for other forms of industrial property, such as trade-
marks. We have limited most of our discussion to patents so as to confine
our area of examination as much as possible because of the broad context
of the discussion that follows.

To understand the opportunities and problems with respect to industrial
property of the five Commonwealth members, the concept of a common
market for knowledge is introduced and its history traced from ancient
times, as well as the history of the instrument devised by society, the patent
system, to shelter the creators and encourage the progress of knowledge.
It is shown how, to meet the needs of the society into which it was intro-
duced, the first forms of the patent system were entirely national in
nature. As the international needs and opportunities for the utilization
of knowledge reemerged, the systems were revised and subtly integrated
to meet the changing needs. One of these international opportunities
grew out of the needs of the British Commonwealth of nations—which
symbolize in microcosm the relations of the nations of the earth. In this
context it is believed that the nature and role of the industrial property
systems of the Commonwealth can be better understood.

The British Empire was evolving into a commonwealth coincident with
the maturation of the Patent System concept, and when machinery was
being devised by the countries of the world to deal with the international
problems of industrial property—upon rediscovery of the common market
for knowledge—the Commonwealth market was already great . . . and
indeed British law provided the prototype for many of the early inter-

11 Drew Middleton, These Are the British, Alfred A. Knopf, New York (1957).
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national industrial property provisions.** The commonalities in the patent
laws of empire nations (in conjunction with some intra-family registra-
tions and certain bilateral patent arrangements) might be considered an
early pre-formulation of the concept of a common international patent—
and perhaps a very distant relation of the common European patent too!
If so, why has no Commonwealth patent been accomplished and why have
the popular trumpets been relatively silent with respect to the wide market
of the Commonwealth and its contributions? . . . and also why have
Britain and the Commonwealth rejected their own historical continuity ?

Some of the reasons seem clear. The Commonwealth, made up of
nations of different needs and creeds, of different languages and color,
represented as weak a conglomeration of relationships as the relations
between nations were in general. Moreover, during the period of empire,
the means of transportation and communication had not reached their
present efficiency, and geographic distances were a separating element,
encouraging misunderstanding and prejudice.’®* Most important, however,
was the type of tie that bound the empire. The relations between the
mother country and the others were those imposed by the mother country—
as though the other nations were not competent to care for their own
affairs . . . this did not make for real unity, politically or economically,
and although this relationship has completely changed, the future of the
Commonwealth is still in doubt!

With the machinery and techniques of the British becoming outmoded
and the inventive leadership diffusing to other European countries and the
U. S., after Britain had expanded the know-how of the Industrial Revolu-
tion to the countries of the world and began to depend on the reverse flow,
British stimulus with respect to Empire technological progress declined.
Moreover, its capital was tied up in its past achievements** and the
Dominions did not yet have the capital or sufficient know-how to assume
Empire technological leadership. The Dominions were a growing popula-
tion and had tremendous potential, but they were still in many ways
dependent on the mother country. The freedom that characterized the
British way of life was compatible with a high level of inventiveness but

12 Compare, for example, the compulsory licensing provisions in the British “Patent
and Designs Act” of 1949 and the International Convention for the Protection of Indus-
trial Property as revised at London in 1934,

18 Even the introduction of better communications was sometimes misunderstood. “The
introduction of railways, telegraphs, etc., into India, and the consequent fear among the
Brahmins of a British scheme for forcibly altering native customs and religion” was
considered one of the general causes of the Indian Mutiny of 1857-58. See W. E. Haigh,
op. cit.,, note 8, pp. 304-305.

14 See T. K. Derry and Trevor 1. Williams, A Short History of Technology from
Earliest Times to A. D. 1900, Oxford University Press (1961).



204  Patent, Trademark, Copyright Journal of Research, Education

the Dominions were not in a position to make dramatic contributions.
They were only able to participate, though energetically, in the steady
unspectacular technological growth of Empire as it advanced to Common-
wealth status.

THE COMMON MARKET FOR KNOWLEDGE

The British Empire and the concept of Commonwealth into which it
has evolved have been, in effect, the world in miniature. To understand
the problems, accomplishments and failures of the Commonwealth, it is,
therefore, necessary to examine it from the world point of view. The
relations, competitive and cooperative, of Commonwealth nations—includ-
ing their industrial property systems—must be studied as part of the larger
problem of the relations among the nations of the globe. Therefore, we
propose to review briefly the history of the international common market
for technological knowledge and the systems developed to encourage this
knowledge, as the most pertinent context for a consideration of the
industrial property aspects of the Commonwealth market.

Greek Contributions

The first and perhaps the most important common market throughout
history has been the common market for knowledge. Those countries that
learned to improve their common market in these goods prospered: by
means of invention and innovation they improved their culture, welfare
and power. Those that clung to outmoded concepts were left behind, or
even perished. The Greeks made contributions to the common market
for knowledge in the drama, architecture, sculpture, politics, and philoso-
phy.*® Although from a technological standpoint the glories of Greece and
Rome can easily be overestimated—when they overthrew earlier civiliza-
tions they appropriated or destroyed a great deal from the ancient Near
East,—“by 600 B.C. Greek technicians had in some respects reached, and
in matters of taste surpassed, the level of their Oriental teachers.” *** The
Greeks abandoned the stage of history to the Romans, after a brief and
a brilliant hegemony, but the desire to understand man and his environ-
ment ** and to progress creatively they left embodied in the enduring
world memory.

15 See W. A. Dunning, A History of Political Theories, Ancient and Mediaeval, The
Macmillan Co., New York (1927) pp. 1-98.

158 See footnote 14.

16 See Charles M. Bakewell, Introduction to Plato the Republic, Charles Scribner’s Sons,
New York (1928).
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Roman Common Market

The Romans accumulated much more land and many more slaves than
their predecessors. Nevertheless, the Roman genius for accumulation and
organization made Rome the master of the known world only after “The
Licinian laws were carried.” ** These laws removed the disabilities of the
plebeians to share in the public lands and participate equally in pecuniary
contracts. “Two centuries of prosperity, harmony, and victory followed
the reconciliation of the orders.” ** With this weakening of caste and the
consequent dissemination of information and diffusion of opportunity in
Rome, the city grew to a mighty empire—and to an empire-wide common
market. The land supplied the Romans with their agricultural and natural
resource requirements, the slaves provided the manpower to drive their
galleys and erect fine buildings. Technical development was thoroughly
exploited by the Romans: their legal *° system, their methods of warfare
and military colonization, their roads and aqueducts are admired and
exist to this day.

However, there were marked limitations to the achievements of the
Romans themselves. They had carved an empire on the backs of the
peasantry. The intellectual leaders of Rome did not take an interest in
the technological developments going on around them. It was the freed-
men and immigrants who supplied the inventive genius of their day.?
When Ancient Rome again divided itself into caste and framed laws that
set group against group, its great empire gradually disintegrated and its
common market disappeared. Large accumulations of people were as
necessary to exploit the technologies of the Romans as they are today **

. and there is strong evidence that malaria epidemics decimated a
number of these population centers.?” Thus, it may be that their com-

17 Thomas B. Macaulay, Lays of Ancient Rome and Other Poems, ed. W. P. Atkinson,
American Book Company (1913). Notes, p. 113.

18 Refer to note 17.
19 Dunning, op cit., note 15, pp. 99-130.
20 Refer to note 14.

21 Some writers foresee that the advances in atomic energy and automation will make
large cities unnecessary in the future. For an interesting and optimistic discussion of our
technical progress by a scientist, see J. Bronowski, “ ‘1984’ Could be a Good Year,” The
New York Times Magasine (July 15, 1962), p. 12. But see: Vannevar Bush, “Automa-
tion's Awkward Age,” Saturday Review (August 11, 1962) p. 10. “There is nothing
new about automation, except the term itself. It has been going on for generations.
The automatic loom, power feeds on lathes, even the early scheme of making a pumping
engine operate its own valves, were all forms of automation. In recent years the process
has simply accelerated, for two reasons: One is the great increase in wages, which has
put a premium on saving labor. The other is the advent of new devices, which lend
themselves to be used in complex automatic machinery, and which are reliable.

22 Refer to note 14.
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parative lack of progress in certain fields, such as biology, also played a
major role in the decline of the Roman Empire.

A SHELTER FOR KNOWLEDGE: THE PATENT SYSTEM
Medieval Europe

In medieval Europe people worked in guilds and under guild control,
lacking the broad representation and the cross fertilization of ideas pro-
vided by a wide free market, invention and innovation grew sluggish.
During the middle ages new knowledge could not readily spread: ideas,
restricted to the needs of individual guilds, were kept secret and were lost
with the demise of the membe