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Report on· 1976 Act.ivi·ties of ;·PIPA

Takashi:Aoki

Wililamsburg, October' 12, 1977 •

Mr. Presiderit~Distil1g1.1ished'Guestsi:--.ladie's and gentleme'l1,

It is -a great honour and- z-e'a'L p l.ees ur-e for me'tos'ee "my'

friends here again in Williamsburg' uponOIie year'interV'aT.

It-i.s my further pleasure to weLcomerbor.h the AInericari and

Japanese members t'o' the opening of the 8th Int~rriatibnai Congress

of·PIPA in this' historical'locatibn~ I am sure that the

WilliamsburgCongresswiiiproceed-smo6thly wlth' its'weli-prepared

program andresuif'in' al1ot:he'i Su.ccess"with 'fruitful exchange of

the views as usual between the Araerican and Japanese participants

here. I wish to express my sincere thanks for each of my Japanese

qolleaguesto all the efforts 'and the very time-consuming arrangements

carefully made' by oui' American friends for this Williamsburg

Conq.ress ,

Now, I was given an opportunity to report you, accurding to

the established tradition of PIPA, some of the 1976 main activities

ofPIPA. 1976 was an important year for the international patent
':,<: C

law movement~ There were several important international ¢onferences.

One of them will no doubt be the WIPO rneetingsfor the Paris

Convention. As you might know well, two congresses were held in

1976. First, in June f 1976 ::t+..:. r.eue.cnne when the Third .Sos s Lon of

Ad Hoc Group of Gover:W""'.1entaJ. Expel:i:.S 011 tile Revision of the Paris
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Convention was held, where Mr. Adams and Mr. Matsui attended as

the representativesofPIPA. Due to the decision made by the

Paris Un~on Assembly thereafter" Preparatory Intergovernmental/

Comrnittee .foz. the. .Rev.LsLon of .Ehe. Paris Convention was established

instead of .tihe ~xperts,¥1~~:!=ing,'alld its first conference was held in

November, 1976 at Geneva when Mr. Adams and myself, Aoki attended

the meet.Lnq as the. PIP,A , .repzeeerrtat.Lves, The :Second Session of

Preparatory Int.ergovernmen,t.al, commi.ttee ~9;r::,:the -Rev.i s Lon .of-the

Paris Convention was held 'in,June,j::~ulyi 1,97-7 all<;lthe,Third

Session t.he.reo f Will start, soon" LncGene'va from Novemberr.ZL ,'; 1977:.

The strong .demand from the third world .count.ri.es f:qrnl:W cr-eetion

of non-reciproca~ and,Pfeferenti.al.t~eatmentin the :Paris
;6,

Convention for the first 't.Lme in t:!ie llistorywil;L not so:eas~JY

be removed and PIPA~~ould .oorrt.Lnue 1::0.,seI14 d:elega;t:,iont~ the

Conference.

International tension in relation tq~h~,~nvestigat+9I'lof

ail possible measures for facilitating :tec~nology,transfer to

developing countries can not be loosened without 'serious an~

patient talks on modification of the present international patent

system in various aspects.

I am certain .t.hat. you have a chance to know more.. and aot.LveLy

discuss about these important international movemellt at thi~ Congress.

proceeding through intensive preparations for enforcement of per

iri parallel with those of European Convention. The latter caused

revision of ~ational patent awws in many European countries.



We expect we may gather some actual experience of filing European

Patent applications before the next PIPA international conference.

May 'I recall you that your Board of Governors expressed

several times in the past the view that PIPA should develop actions

to be taken by its various committees and attach greater importance

Japanese groups.

It is with my great pleasure now to refer to the Seventh

to

changing
I~

we e::fflsetThis is still a subject

to the daily activities to cope with dramatically

international situation.
~~t
aekie~e through the efforts and cooperation of the American and

International Congress of PIPA which was held in Hakone in

NoveIT~er, 1976 where a lot of interes~ing and impressive discussions

had been so frankly exchanged by both the u.s. and Japanese members

based upon many fine papers of outstanding quality. I clearly

remember that we had some difficulty to allocate our limited time

properly to a panel discussion and each of the interesting topics,

while we never wanted to miss the splendid opportunity tq enjoy

a view of so glorious and colourful leaves of maple in the famous

National Park, Hakone. We were really pleased to have many

American friends there in such good season of the year and wish

to say again IIthank you" for your coming.

International cooperation in the field of industrial property

right is now steadily moving into a new phase and PIPA activities

in 1976 was a reflection of such steady movement. I would like

to close my speech by saying that a greater expectation is given

to the PIPA activities for this year and for these coming years

-3-



which are certainly making influential and meaningful contri

"b'~{ions to the drarnatic~'.iiy changing patent system in the world.

Thank you for your help for the 1976 activities of PIPA.

Thank you

------~----------------------------------------------------------
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IBM

IT IS A GREAT PLEASURE Ai1D OPPORTUllITY FOR f1E TO fUT

InTH YOU TODAY AND DISCUSS SQf1EOF THU1AljYPROBLEf·1SHEFACE

111 T E IiHELLECTUAL PROPERTY ARENA TODAY, I REl1Ef1BER HELL

HHt:.iJ THIS ORGAiHZATlOlJ viAS BEIf1G FORNEDSEVERAL YEARS AGO

AIJJJ I Ai'] PLEASED TO SE THE VITALITY THAT HAS BEEiJ BUILT
irro YOUR GATHER!ljGS,

11EETIiJG HITH YOU .HERE TODAY ATHILLIAI'1SBURG GRAPHICALLY

RECA.LLS TO..·.·.f1IfJ.D...: THE.!. ORI.. G.I.ii.S.. OF. OURC.OUihRY, .HHAT.: YOU SEE..' ..........•. ..:., ' ,.. .. .. " '," .. ,' "

HERE ATVlILLIAf-1SBURG ISAIJ AllH1PTTO RECOIJSTRUCT, Ajm

THUS TO RECAPTURE, THE PIOIJEERIiJG FEEL Aim SPIRIT OF OUR

iJATlOil IiJ1TS EARLIEST DAYS, DAYS IIJ HHICH,BY AllY STAI1DARD,

viE HERE OijE ·.OF T.. HE.rl0.ST. BACK.ljil.R.D.. OF C.O.UIHR.I.ES,. T.ODAY HE
.. ", ": '. .. ',', ,', -r : :: : .., :"" -. .. :<.;, " :.... ':"'" ,'; .

vJOULD BE CALLED A "DEVELOPING jJATlOlj", OR "A l'lEI'1BER OF THE

Til IPJ) vIORLD,"

I3UTOUR·FOUiJDIIJdFATHERSIIERE vllSE EIWUGH !iJTHOSE

DAYS TO SEE THE VALUEDFJ-\PAmTSYST~f1A,Jj)THAT SYSTEfol

DECArilE Aij IrnEGRAL PART OF OUR DEVELOPHEjJTPROCE:SS ,THE

KI iJJJS OF TECHIWLOGI ~S .Aim THE KIfms OF I iNEIHIeus IiI THOSE
DAYS HERE, liJDEED,RUDIT-1EIHARY CONPARED vlITH TODAY'S, YOU

SEE S0i1EOF·THEf·1h1 THE ExHIBITSIIJ THE VILLAGE, THCf1AIIJ
THRusrWAS INPROVEDTOOLS OR folETHODS!OF FARf11iJG,OF SPIIJiHiJG

-5-



AiJDlvEAVHlG,A,JD Uj TRANSPORTATION OF GOODS TO THH1ARKETPLACE,

BUT FROf1 THOSE SH1PLE BEGIi1NINGS CAHE THEINDUSTRIAL ·DEVELOP
HEiHS THAT CHANGED THE WORLD.

YET,' I~EFliW OURSELVES TODAY1iJCQiJFLICT lVITHSCORES
OF OTHER, NOW-DEVELOPlijG COU,HRIESWHO SES. IN THE PATEiH

SYSTEM JUST THE OPPOSITE OF WHAT OUR IJATIONS SAW AiJDWHO
san BEiH OiJ ITS DESTRUCTIOiL IVRY THESE TWO GREAT EXM1PLES

OF THEPATENTSYSTEW.S UTILITY HAVE BEEN. LOST OilOUR.FRIEIJDS
IS ASUBJECTTHAT .URGEIHi:.Y NEEDSEXPLOf\AT.lOitAiJD IT IS THAT
WHICH I WISH TO DISCUSS WITH YOU TODAY.

-6-

IIJ THE BRIEF TIf-1EAVAILABLETONE

OilLY SET A TOf'IE Aim A DIRECTION, LET I1EALSO<

TO
· TODAY,

· . I TH IijK IT<ISFASCHlATI ijG TO NOTE THE 11UtH l10RE: RECEiiT,

· BUT HIGHLY STmLAR, PHILOSOPHICALDEcrSIOi~OFTHENAnON OF
JAPAil lOEr'1BRACE AilD UTIL!Z[THE PATEiHSYSTEf'l TaTHE

· FULLEST EXTEljT,AS A MEANS OF EiJCOURAGING THE· HlFLOvlOF

TECfiiWLOGY SO URGEimy NEEDED AFTER THE DEVASTATlOij OF

THE 1940'S, m DIFFEREiHTIf1E FRAf1ES',AiJD IN DIFfEREiH
CI RCUf1STANCES,EACH OF OUR GREAT C9UNTRIESHAS PROVIDED A
STRIKING EXAf-1PLEOF TflEVALUESArm VIRTUES OF THI$SYSTEfc1
IiJ PROI'1DTIiJG MDACHIEVIiJG PROGRESS,
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THEDAiJGER OF GEI~ERALIZING Oi~ ISSUES

STARTIiJG POINT.

OVERJHE PAST YEARS, .WE.HAVESEEilJIRCU11STAiJCES ARISE

THAT HERE UNHEARD OF TElt OR>TWEiHYYEARS AGO ,PERHAPSA
CLASS IC.Af>lONG. THESE .IS.THE FORf'JATI Oil OF· THE. DEVELOP Ii~Gi~ATIOi~
BLOC, IT HAS REALLY BEEi{ONLYDURli~G THE PASTTEif YEARS THAT
TH IS DEVELOPIHG COUIHRY<SYI~DRor1LASL CALL. IT, HAS BECOf1E

A VISIBLE. AIJD.SIGIHFICAiHISSUE IN THEWORLDiTH IS IS NATURAL
I SUPPOSE, EECAUSESO J1AlJYOF THE NATIOi~S·IVHI Cf! FOR[1 THIS BLOC
HAVE Gm1E INJoEXISTEiiCEONLYS Ii1CETHELATE·J.9LJO!S.· THAT
BLOC IS, OF COURSL ['lORE POLITICAL THAN HO~lOGEI~EOUS ll~ TERr'1S

,OFTfjE PROBLEf'1S AiJDNEEDS OF EACH OF THECOUIHRIES, BUT ITS
POLITI CALlf1PACT HAS BECONESIGiHF ICANT III ITS ABI LI TY TO

.Cor,1f1AIJD UPWARDS OF 110 VOTES llf THEUlmEDr~l\rioNSOi{THOSE

ISSUESJ1HERE THE BLOC TAKES AUIHFOR11 POSITIONAGAII~STTHE

mDUSTRIALIZED NATI Oi~S.

IiKREAsI i~GLV THE FOCUS OF DEVELOP nmCOUrHRY PROPOSALS
HAS BEEi~··ONTHE FREE· ErmRPRISE NATIOi~S,"'fHE IrmRliATIOI~AL

TRADERS,TYPIFIEDBYJAPAi~ AHD THE UlmEDSTATES,ALOi~G

WITH OTHER nWUSTRIALIZED IlATIOi~S. AiJD THE BATTLE mE

THAT liAS BEEN DRAHr~ BETHEEii THE DEVELOPED AIJD DEVELOPII~G

NATIONS, INCREASIiJGLYSm1S TO INVOLVE THE TREATr'1EIH OF



IUTELLECTUAL PROPERTY RIGHTS, THE DEVELOPWG COUNTRIES

V]EWSOFTHEIiHELLECTUAL PROPERTY ISSUE ARE SUCH THAT ONLY

ACOi~FROIHATI 01'1 OR !i']PASSE COULD RESULT FRoN THEPROPOSALS

THEY HAVE PUT PORTH,

UimORTUNATELn .,. AND PERHAPS Ui~H ITTI i1GLYrTHEIiKREASIiJG

POLARIZATI Oil OF THE DEVELOPED 'ANDDEVELOPI IJG 'COUiHRI ES,Ol1

ISSUES COilCERIHI1G IlHELLECTUAL"PROPERTY RIGHTS HAs CAUSED

REPRESENTATlVESOF BOTH SIDES TO TAKE PQSITI0i1S WITHOUT '

HAV] I1GA FULL, UiJDERSTAiJD lim <OF THE VERY DIFFEREiJT PERCEPT! 0i1S

OF THE JSSUESBEnvEEN INDUSTRIALIZED COUNTRIES Aim THOSE OF

NAT.IOi1S FORfJIIJG THE GROUP OF 77, THATUNDERSTAiJDINGIS

,i1ECESSARY IF\IEARETORESOLVE, THE DlFFERENCES,

THUS" THEREyIS AiJ URGEiHi1EEDFlJRALLOFJ.!S. TO STEP

BACK Ai1iJ TO ASSESS THE CAUSES OF THEREACTlONMONG THE.
DEVELOPIUGCQUIHRIES: '< WHY DO THEY FEELASTHEYDO;\VHERE

ARE THEY ,RIGHTAiJD YlHERE .ARE THEY, ~IROHG; y/HY DO THEY NOT

SEE THE SAI"IE VALUES 111 THE PATENT SYSTEr1THATWEHAVE

TRAD ITIlh1ALLY SEEN, 0i1LY THEil, Ii1 A 1·1AiU1ER BOTH PRAGI'1AT!C

AimpIPLOHATIC,CAIJ ViE, TURil TO THE TASK OF TRyING TO·
RATIQi1ALIZE THESE VASTLY DIFFERENTPOIlHs OFVIEHjN,ORDER .

TO HEAD OFF A,BREAKDOYlNIi1 THEY/ORLDVIIDE INTELLECTOAl,.,PROPERTY

-8-



. THE SEEDSOF THEPROBLEI:1 APPEAR Iii LARGEPART TO REST.
WITH,THE DEVELOPIiJG COUiHRIES' PERCEPTION OFTHETREfilEiWOUS .

AND THE I1mUSTRiAUZED i~ATI ONS. TH IS GAP DOES, OF COURSL
EXIST. WE CAWT DEIN THAT. Iij SONE AREAS IT APPEARS TO

BE GETTING MORSE..

t'!AiiY OF THE DEVELOPING .COUIHRIESSEEf1 TO HAVE COiN ItJCED

THEHSELVES THAT THE PATEIJLSYSTEr'1ISA HUJDRAI1CE RATHER THAIJ
AHELP TO THEIR ASP\RATlOljS, . THEYBELIEVETHAT CONSIDERABLY

nORE .FREEDOf>jTO..USEAim ADAPT TECHNOLOGY QWNED BY ORGAiJ!ZATI LJIJS
OFTHEIIWUSTRIAUZED HORLD\iILL SOLVE f>lAilY OFTHEIRPROBLHlS

. AiWCLOSETHE PROSPERITY GAP ,RATHER QUI CKLY ,.YOU Aim I SEE

THIS VIHJ AS TERRIBLY liAIVL BUT IT IS TOTALLY LOGICAL IF
YOU· LOOK AT IT FRONTHE 6imOFTHEPIPEHHERE THE DEVELOPIiJG
COUIHRI ESHNDTHEI'lSELVES,

HHAT PERSOll HHClI S A "HAVE NOT"DClES ImT HfIVE A CERTAW
RESEim181H TOHARlJTHE"HAVES"Ai~DA FEELING THAT SDr1EHOIHHE .

SYSIEn HH ICH BROUGHT IT ABOUT r'1USTBEHRONG AijD NEEDS TO BE
CHANGEDiHEiVE SEEiJ Tf IiI OUROHiHOUiHRIES Ilj VARIOUS
SEGHEiHS OF SOCIETY,

114 THE IHTELLECTUAL PROPERTY ISSUE, THE f1ULTI-IJATIOiiAL
COI'1PAiHES HAVE COME TO<BE VIEYlEDAS THECULPRITS, AS THOSE

WHO If'lPOSETH6YoKE. OF IIJtELLECTUAL PROPERTYRIGflTS OiJ THE

-9-



DEVELoPliiG CDUiHRIES, Aim AS THOSE WHO WITHHOLD OR DISPENSE

THEIRTECHiiOLOGY Iil TERMS OF THEPROFlT THAT WILL BE YIELDED.
THIS IS IjATURALSINCFIT ISTHES[ COI'lPAIHES WHOOlm THEBULK

OF THE TECHNoLO'GYWHI cilTilE DEVELOPIi1GCoUiJTRI ESSEEI(,

THE PAWH SYSTEf'l IS REGARDED AS THE ALLY OF THE f11lC'S
BECAUSE OF THE PERCEIVED MONOPOLY EFFECT OF THE SYSTEM COMBINED
IHTHTHE FACTTHATYHE&REATNAJORITY OF THE PAfEiHSiARE oWilED

BY PRIVATE C0I1PAi1TES OF THE IimUSTRIALizED liORLD, THEVERY
f1EilTIOii OF THEWORD"f10iWPOLY" IS ENOUGH TO RAISE THE HACKLES,
LIKEAPooR CIIILD, l.:.oOKTIlG AT CAijDIES IiUSToREFRoi1T, THE·

DEVELDPIiiG CoUiHRIES .SEEfr TO WAiHToSfiIASHTHEvlIfmow, 11HICH
IS THEPATEfH SYSTEf~,AimGRAB THE CANDIESW THEIRFHUSTRATIOI1.

THE DEVELOPIiiGCoUiHRIESSEEN. GENERALLY TO FEEUHAT THE
IiiDUSTRIALIZED iiATIONS MD THE 1'1I1C'S LACKUNDERSTAlmINGOF

THEIR PROBLEi'lS AND MAiHFEST VERY LITTLE IiHEREST m THEIR

IjEl.:.FARE. . 0Ii THE OTHERSInLTHE DEVELOPED COUNTRIES, Aim
PERHAPS A NUf1BER OF THEIR CORPORATIONS, PERCEIVE THE. nEfiJAlm
FOR FREE ACCESS TO .TECHNOLOGY AS AN ATTH1PTTo BREAK DOIjij
THE SYSml WITHOUT A RESUl.:.TANTBEijEFiT ToTHERECEIVIHG..
liATIOiL f'1OST OF WHoN LACK THE TECHIWLoGICALWFRASTRUC.TURE
TO UTI LIZE IT,

ILlS THEREFORE OF THE FIRST ORDER OF il'1PORTAi1CE THAT
HE, AS REPRESEIHATIVES OF THE INTELLECTUAL PROPERTY. HOLDIiiGS

-10-



OFI·1AJOR U.S. AimJAPAi~ESE Cor'IPAiHESSTEPBACK AND COiiSIDER

AGAIiHHEPUtJDA11EiHALS·OF THE PATEiH SYSTENIIl ORDER THAT

HOii!:ST PI CTUREioOURFRIENDS Iii THE DEVELOP HiGHATIONS.

THEKEYPOIiH TdREI1Ef'1BER IS THAT THEPRINARY013JECTlVE
OF THE SYSTE1'1 IS TOPROI'10TE THEADVAi~(;E OF TECHNOLOGY THROUGH

'PUBLI CATI ON. WITH THAT CONES THE RIGHT OF THE HNENTOR TO
COiJTROL THE USE I"lADE OF HIS INVEliTlON Iii ORDER TO 11AXH1IZE
HISBEijEFIT. THE PUBLIC INTEREST CO!'lES FIRST. THE PRIVATE
INTEREST FOLLOVIS.

HAVE WE LOST SIGHT OF THIS7 Sor·1Ej"lAY HAVE. WHAUIE iiEED
TO DO IS TO EXAf1INE CLOSELY THUIAY IH.)IHICH EACH. OF OUR
COfo1PAiHES IS. UTILIZING THE.pATENT SYSTEI~S .OFTHE WORLD, .BOTH
IiJ TERi"lS OFPATEIH PORTFOLIOS Aim LICENSIiJGPRACTICES.DOWE
AUiAYSGIVE ADEQUATECOiiSIDERATIOIUO· THE PUBLIC GOOD OR IS

OURPRIVATE.INTEREST THEOIiLY COIJSIDERATlOrn AREHECLOGGIliG
THE SYSTEr1 WITHmCONSEQUEilTIAL IIWEiiTIONSWIPLY TO TRY TO
BETTER C.oIHROL THEf.1I\RKET? ARE. WE folAKIiiG FULL DISCLOSURES
Aim USIi1G ALL I'1EANSATOUR DISPOSAL TODISSENINATE THE
KiW\iLEDGE WE HAVE GAINED FRON OURB .& D? W OUR LICEiiSIHG

PRACTICES,AREWE GUIDED BY THEPRIiKIPLE OF ENHANClriG'.-, . -', ,-:.. c..... ":",' -,- - : _'_,( ..

COI'1PETITIOIl Aim PR0I10TING TECHIHCAL PROGRESS,OR.ARE HE
PERHAPS IiiADVERTEfHLY, ALLOVIING OUR LICENSING PRACTICES TO
UNIJECESSARILY PROTECT f'lARKETS BY f1AKIiiG IT INPOSSIBLE, OR
ECONOI'liCALLY !f'1PRACTICAL FOR HEW COf1PETITORS TO ENTER?
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BEFOREWECAljGAINCREDI.B.ILITY IN.THE EYES OF THE GROUP

OFSEVEIHySEVElkWE nUSTSEE THAT OUR HOUSESAREREASOIJABLY

WORDER, WE r'1USTBE SURE THAT, WHEI1REASOiiABLE PROVISION

HAS .BEEI1f'lADE fOR IHE REH1BURSEf1EifCOFRESEARCHMU DEVELOP
i'1EIH ACTIVITY, OUR IHTELLECTUAL PROPERTY RIGHTS, OUR PATENTS,

ARE NOT USED HlAjiAY AS TO INHIBITTHE PEOPLES OF DEVELOPII~G

NATlOllS fROf'lUS IHGTHAT TECHtlOLOGYTO EimANCE THE! R ABI ~ITY

. TO:PARHCIPATEIiHHE HORLD ECOHOf1Y Aim TO EiiRICHTHEIRLIVES.

AS WE DO THIS, AiiDAS WE FHmPRACTICES THAT WE NIGHT .

BE ABLE TO CHANGL viE SHOULD MAKE IT TERRIBLY CLEAR TO THE

DEVELOPING COUiHRIES THAT WE ARE IiWEED f1AKmG THOSE CHAljGES

Aim EXPLAW ViHY\jEARE DOIi~Gn,f.10REIf1PORTAimYWE I~EED

TO FI1WWAYSTOEDUCATE THEf'1lii THE VALUE OF THEPATEIH. .

SYSTEfilH ISTOR ICALLY TO iJAn or~s WHICH LIKE THEMSELVES, \jERE

OIiCE UlmER-DEVELOPED AND NEEDED II~CElmVESTO PULL IHEI%ELVES

UP, THEPATEiJTSYSTEf1 IS JUST THAT -- AMECHAIHSN TO BRING

OUT THE BEST Jij PEOPLE, IT IS THAT-RATHER THAWAHAiiDOUL
THAT ADVANCES ANAnON,THEU ,S,USED· IT EARLY Iii ITS

DEVELOPHEiH, JAPAN TOOK ADVAiJTAGE OF THE'SYSmniJ Oi~E OF THE

DARKEST PERIODS Iii ITS HISTORY,BOTH r10WARE TECHNOLOGICAL

LEADERS\1HOCl\i~GUIDE OnJERS TO THE SANE GOAL, HOPEFULLY

THE DEVELOPIdG liAnONSOFTODAY CM SEE I1fOURREFLECTIOiJ



][j Ei1ABLIi'JG THE TRANSFER TO THOSE COUiHRI ESJ OF NEEDED MD

USEFUL TECHIWLOGY J Aim IiJ CREATIlJG AiJ IiJCENTIVE TO ItNEST IiJ

THIS IS A GREAT CHALLENGE TO YOU WHO EARN YOUR LIVELIHOOD
THROUGHTHEADNIi~ISTRATI'OtToF· Ii'frELl.EcTUAL PROPERTY. THE

SYSml YOIJHAVr: 13EEliA PART(lF FOR so UlNG
c

IS IN JEOPARDY OF

BECOf1ING A VICT!f'l OF A NEW SOCIAL ORDER. THE WORK YOU DO

HERE ![J WILLIAr~SBURG f1AY HAVE A GREAT EFFECT OIJ ITS ULTH1ATE
FATE. GOOD LUCK!
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DEVELOPMENTS IN THE FORMULATION OF AN INTERNATIONAL

CODE OF CONDUCT FOR THE TRANSFER OF TECHNOLOGY

H. Dieter Hoinkes
Office of Legislation and

International Affairs

October 6, 1977



,.

IJEVEWPMENTS IN TilE FORMULATION OF AN INTERNATIONAL

CODE 'OF CONDUcT FOR THE 'TRANSFER OF TECHNOLOGY

Ic:erta:inlY appreciate the opportllnity<to share ",ith yoJ

sOIl1eof the highlights of the bngc>ing 'negotia1:iohS' of the

UNCTADCbde of Conduct for the Tra.nsfer Of TechnOlogy. I

do not want to botheryou'tOOIl1uchwitha detailedaccOllht

-Ofanci'en't,-·: hisbjry'; ,'t:ha t'> Ls :to :. say, how the:' developed >:dountries I

cornmonLy known' as, C;'r'Oup': B in U:;N~ par1.;incEf, acttially>got

themselves'·lnto the po'sd tLon Of havingto·:rtegotia.te-,:a code

whOse'aiIl1 it'is to guidethe'conduc:tOf tec:hriOlogysuppliers

when dealing with technology recipients, rthink'.it might

be easiest to pick up at the UNCTAD Conference, held in

Nairobi in May of 1976, which was generally known as UNCTAD IV.

Among the many resolutions passed by UNCTAD IV, one also

dealt with the International Code of Conduct.

Thinking apparehtly that technology .'suppliers j usc-.could. not

await the conclusion of an internatiOnal,code which; could possibly

put-~hem:ata d.l.s'advarrt.aqe Vi's:T:a;...vis' technology::,recipiEmt~:;

especially .i.n developing countries, t.he. drafters ..of theUNCTAD

resolution recommended a time table for the completion of the
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draftcodeby.themiddl~oflQ77. Theresolut;ion also

establi,?he<'i> an Intergovernmental <;roup of Experts within

UNCTAD in order to elaborate a draft during meetings in

lQ76 and .lQn,. to ".formulatetp..~ dra f t .pcovLsLons ranging

from mandatory to "ptional,withoutprejudic!3 to the .fLna L

decision of the.legalcharacterof the Code of Conduct."

Lastly, the resolution recommended that.the United Nations,

;at:it;s ,,:tl)ixty~t:iI:'st seEisio:n,cp~veI1e,a,U.R. conference under

the auspices of UNC'J!i\D by the end of lQ Tl ,.. in or<'ier to

negotiate the final version of the, C.od." and .to take all

:-decis,ions neoes s axy for its (idoP:'l;Jon,'.:lIlGlud.:ing, the decision

on· its :Legalcharact"r,

And so, the Intergovernmental Group of·Experts met in

November of lQ76 and established three working groups which

met simultaneously for about ten days. The mandate of

Working Group I was to consider the Code's preamble, its

principles and. obj ectives., a ..chapteron .d"finitions ..and

scope of ., application,internationalcollaboration and

speciaL treatment for developing countries. Working Group II

wei's assigned' ,the- s:ubject'Of',restricti:ve,-busines'spractices
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-17-

a text blessed 'wi,th this':: characterization;~-itis at

side by side to make up·acomposite text.

of 'sOur-'be and r'ecipient
-\..,.'q-

guaran t.ee s ~ responsibtlfti~~
/'

and

along a draft proposal of a code shaped essentially in its

Group r:a>chapter ondefinitionsand::scope :0£' applications

and since at:::the'.first. go, around n.o. countrrycqroup .Ls

enterprises. Working Group III was assigned the task of

emerged:' in a f'orm,: generally .knownjaa .ra ~l,teritative:::composite

draft t.ext., II UsuaTly,there>,is onLy.rone thing ,clear ,about

transactions 1 Appl{'C'ab'fe' :fa.wsahd :'settl.ements 6£"< disputes;.

are represented at the negotiations. And every group brought

quite ,:often al1:thre,e ;versions are:' Lnc Luded.iwdthin-brackets

wilTing xto. accept 'a compxomi.se oni t.he wo:r:ding "o.fthe other, ... ~wo,

own image. 'Thus, after eleven meetings in the Working

As you <3.11 k;npw"thr~~qourltroY s,roupsf,that is Group B~

the Fre,E7 Mar]{~t, ,Ec0rlo:my, Countries t, q:roul? 0 the Socialist

countries, and the Group of 77, that is, the developing countries

best unintelligible. Since each group basically wants.to

stick to the draft it has proposed for a specific section



Of course .one has to realize that it is often very hard to

compromise or to accept another group's philosophical

appro~Gh~ ~Qr instance, in Wor~~ng G~9Up~disc~s~ions

surrounded suchlofty.qoncepts.as "tec!)nology.i,. ,a. part

of the universal human heritage" and countries have an

undeniable "right of access t.o technology. fiB you can

see, such discussions would make any technology supplier

less than comfortable, especially if at the same time,

technology recipient countries are insisting that a code

should become mandatory and legally binding.

Working Group II did not engage in any drafting exercise

at the November 1976 meeting. Group.B had proposed eight

restrictivebus'iness prac t Lces , whi Le ,the Group of- 77

had generously of.fered 40. After most of the proposed

restrictivebusinesspiactices had been subjected to gentle

and cal..ltious analysis for several days>, the .Group of Socialist

countries il1trbdiiced"-a:;docUInEmt'en'titTed IIExclusion, of Political

Discriin.'rnation 'and'Restrictive BU'slneS'g::Practi:ces":· and ,under...

lined.that:thisdocinnentreflected the main views of GroupD

and Mongolia, although it: recognized ·thatthe area of· restric

tive business practices was not completely covered. On this
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note of upbeat and encouragement, Working Group II drew to a

close and postponed its drafting activities to the next

Working Group,-III-met_b,~,tonc_e;Ln Novemb.er I dd scussed. its

mandate and decided: to commencewqrk at the next session

also.

In preparation for the second meeting of the Intergovernmental

Group of Experts which was held from March 28 to April 5, 1977,

Group B countries held two meetings under the auspices of

DEeD to coordinate its position. One point emerged clearer

than ever at those meetings and that was the unacceptability

of the legally binding code. It was also agreed that the

code should remain universal in scope, that is to say,

applicable to all countries and with a mutual benefit accruing

both. to technology suppliers and recipients, rather than

tilting unilaterally in favor of developing countries. Also,

at t.hese two Group B meetings the original list of eight

pl:."0posed, restrictive business practices was expanded to twelve

~anc:1_aomewhat; _,refo:r:n;nlli3.ted in 9:rd~f,-. ;to.,,cl.~:ri~y their meani nq •

. -19-



The o~tlin~ .of the Code of Conduct, as proposed by the

Group B countries for discussion at the March/April meet~ng

of the Intergovernmental Group of Experts, is rather voluminous.

Neverthel@ss/rwouldlikti:! to sha'lee-with'ybu its:rnost important

points. In its preamble,'the Code of Conduct, as proposed by

the Group B countries, recognizes the fundamental role of·',

science and technology played in the economic and social

d~velopment of all countries, and in particular, in the pro

motion of" the development of the developing countries. The

preamble is further cognizant of the benefits which can be

derived from a universally acceptable Code of Conduct which

sets forth general and equitable principles based on mutual

respect for the legitimate interests of all parties' to the

transfer of technology. The preamble also states the belief

that a Code of Conduct can create an environment whlchwll:l.

assist developing countries in their selection, acquisition

and effective use of technology appropriate to their needs,

in order to develop improved economic standards and livIng

conditions. Lastly, it reco~nizes that a codemay'help create

cond'itionsconduci~eto in'creased trade i\.:hd'" ih:~;es ffu~rii;' thereby

promoting the international transfer of technology.
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The first chapter of' the draft .coder.asip.ropoaed by Group B

deals with Befiriitions arid the scope of application. In

is defined, as are terms like "recipient and supplying

parties ll and other terms. This specific chapter also refers

to the universal character of the Code covering all specified

acts or agreements comprising international transfer of

technology on a commercial basis and the fact that the code

addresses itself to all parties engaged in the transfer re

gardless of the type of economic and political system of

the countries involved, or the level of development of the

countries concerned.

The secoridchapter deals with objectives and principles.

It recognizes>that the objectives of ,the Code of Conduct

are-fo eIlcQurageand'facilitate\access·,.t6 an- international

flow of technology under fair;' reasonable and mutually agreed

t.e rmaiand'<condLtLona and also recognizes that the code should

cont:r:ibuteto the establishment of a just. and mutually satis

factory basis for negotiations between parties to the techno~

logy transfer transactions. It also states as an object

the'ldentifi'ci:i'tibn-6£· anvappxopxd.a'te sec. of responsibiliti'es
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for supplying and recipient parties and the identification

of restrictive: business :practices which should be:-avoid.ed

where they adversely affect transfer of technology.

Among the stated principles upon which a code of conduct

is to be based, the most important is that the code must

be general and voluntary in nature and, therefore, does

not derogate from the obligations of States under customary

international law, or as set forth in treaties and other

international agreements. Another expressed principle of

the draft proposed by Group B recognizes the right of each

government to employ all appropriate means of facilitating

and regulating the transfer of technology with full and com

plete freedom'of decision, including the right to legislate

on the subject, within the framework 'ofinternational-+Ci.-w

and with due recognition .of existing rights. and obligations.

Flexibility in,th", technology transfer process is recognized

as-necessary and the freedom of parties tonegoi:ia,te, con-v.

clude and. perform agreements on mutually acceptable terms

is asserted. The fact that mutual benefits must accrue to

technology suppliers and recipients alike, i:nordeI.":tomaintain

and increase the internationaL flow of. technology, is. also
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specifically mentioned in the draft code proposed by

Group B.

At the insistence of mainly the Nordi" countriesi who are

alsortlemberSof GrmipB;a chaptrexrhaa beertincilided in the

Group Bdraftwhich dealswithinternaHonal collaboration

and special measures for developing countries; The chapter

is too long for detailed cOnsideration here. Suffice it

to say that governments of developed > countries are exhorted

to facilitate and encourage the growth of scientific and

technological capahilities ofdev"lopfng countries in order.

to assist them in their efforts tOfulffll th"il:" "conoroic

and social objectives.

And then there is a chapter dealing withre~t~ictive business

practices, a subject dear to my heart and one that is

particularly important in light of its effect on patent,

trademark and know.-how licensing practices. One of the

.crucial aspects of this chapter is its introductory para~

graph which, according to the Group B draft and in line

with a strong recommendation by the United States, essentially

notes that· restriCtive business praCtices can only apply to
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n,Pa.:rt~~~ to-a,t~c:hn()lqgy, ,t:raIl;3~er; ,t:c~:ns?cF:tJ9n ;,Sl1ou;LQ

refrain from the following restrictive business prac-

indep'endJrit en'te;rpris~~;,' ~hat "is' fh6'se 'whicha're ilotiri

a controlling relationship with each other. I should say at

this.":po i.nt; th".t this p a r t.Lcu.Lar notion, although strongly

p.roposedcwd t.hLn G'!'"O\lP Bbyth",united s t ate s, the Uni t"d

Ki.nqdom and Switzerland, .d i.d notll\eet with concentrated

enthusiasm "fTom ,c:ountries ,1ik~,SwedenI, "Finland 1 Norway 1 Aus t ra Ld a 1

France,;~anada an~oth~rs. Because ~his s~bj~ct h~~ not

yeLbeenresolyed wit.hin Group B it was not fo:.;mally raised

during the seqqnd meeting ,of the Int~~goy~r~~ent:~+ Gro~pin

Ap~il. Because _,quite aJ:eYl ,Group Bcountl:'~es concLnued 1:0

d i.spLay a s t r onq case of nervousness whon t.hi.s iIlt:roductory

paragraph was rediscussed at regional group ll\"etings during

the third session of the Intergovernmental Group in July of

1977, the proposalhasrem"iIled untabled. However, during

a recent Group B meeting held in Paris fr6mSeptember 27 to 29,

a new introductory paragraph waS tentatively accepted for

governmental' cons i.derat Lon and pos s i.b Le 'off i.c i.a L proposal

by Group B at·tl1'" upcoming fourth session of the IIltergovern

mental Group in November. It reads as follows:

tices in or or trademarks
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abuse a, dom.in ant.v.pos Lt.Lori o f _market ,power"of the

Such restric-a'sso"CI~'{ed\Ji'tfr' '-pat:~n't s' "0l'kn6~~how.

t.Loris "should be deemed obj ectionable, hbwever, bnly"

and effect to .i.njuze s ubs t.arrti.a l Ly the competition

of anet:l,~~rpr:~se:,;outs,id,e,thec.lf~~li,at,E?dgr()up,rp,r

r~'asoriably 'res''trafn' i:nfern~'t'i:6"~i~f:' tra'de':tii:/ a'd\ifA·J'~lY

affect the transfer"of technology. Such practices

should be "deemea unlikely to produce undue restraints

or'--adverseeff@;~t~'wl1ek'£h~:y 66'cur-i'n'tr'ari'~acti6hs

betwe~A':'ari.: '~:rl'tk'rp'£is(;iarid. and'th~;:l eri'i:~f.~i:·i'~e it 'owns
it;i' ddntr6i~::6'i:~hi¢h£re::tiri'de:t'cbifuTtbn" bwnersh:rp or

control r unless such restiicE.:Ldns"''haV€:' the:irii:~nt

,,:technol()gy,;,s,1.:lpplJer, Ln a,r~levant ,maL:ket '",

Group of 77 and Group D will be made just prior to the

It is inte:':-estin9 teo note that at the Group B meeting

Par:l's ';-6nl§' F'i'rii~nd~;";caii~'dci'cirid ':Ali!:i:t'ra.iia 6\:m€iri'li-~d t.o

voice6'PP6'li,t:'f'6n. -Ffatic~.irid"'HapEii1:r~~-~'~V'ed' '>th'tkit posIt.f6rts 1

wanting to hold b';'ck the paragraph {,ntil it was clear that

the Code as a whole would remain volunt";ry in nature. At

any rate, the decision to propose this paragraph to" the



November m~eting. Suffice it to say~ we will continue to

press the issue within Group B with a view toward its

adoption in some acceptable fashion. Of course, in light

of the fact that the majority of transfer of technology

transacti.ons are undertaken between I?,ilr~n,t_cOITlpan~~s"and

the,ir fo..r~_ign,,su1:;>sig:i.~,~iesI,yoll "c:,an '~.PP:r~.c::,i~:te._,;t~_~~".~~, and

when this subject will be raised in a full intergovernmental

mee:tiIlg inJTovernper
"

~,t\',1i_,+l, be "r~9~~y~q)::E?~s,,t~ap·,,~Ili:husi-·

astically by the Group of developing countries. At any rate,

that problem is yet to come.

I think the easiest way to discuss tlle sUbjec£ ()f'restric

tive business practices wouid be within the, c()ntext of'

what transpire,d· during' the sel:lsioris()f 'W6l:-kihg Group II at

the last two meetings of the,'Inte,rgoV>ernment"i GrOup of

Exp"rt", frolll March 28 to April 5, and ffomJuly 25 to

August 2, 1~77. At .the Marchsessio,:" the Group of 77 pre

sented its fortYPfact-ic"s, Group Bh"il its i:.welve, and

GJ':oup 1)I,;,the, SC?cta,lis,t:,coqn,:t:ri~fjI had an undetermined

amount which ran somewhat paza Lke L. in number to that .of

the developing countrie", 0



In this context • ,G"oup.B proposed ,that those practi",es .be

first discussed on which all three groups could have some

only ;'dil"o'::a.teCi by thedroup o:f 77. :rt~houlCibe noted that

the Sociaiis·F:countries, 'Group D'~ in many Lnst.arices actually

joined Group Band acti"ely <l.d"oC:<l.1:ed:i.ts:i.hti>ntto continue to

preserve the industrial propertYsy~t~~.. Thus', 'ten restric

tive business practices were"-dr~ft~'d. ~tth~ M3f.6hmeeting,

they are of course inthe"nature"6f"teritiit'ive'-'cbciposite

draft texts", that is to say, to the'casua.16bserver each

practice consists mainly 6f- b:t:'acJ(ete'd 'c'iau'sess:i..de by' side

which in effecf<::<:>h1::a:i.n idealoglc;'llY arid ofteil conceptually

opposed statements. In order to identify which group pro-
", ,-:'. ,':, C"" ,::

posed what, the clausesa're 'sometimes underlined; sometimes

in capIt':~i-:ieffers',som'~-tirnesin-'io~kr :'ba;s'~ iett'~:~sl ~l1d

sometimes double bracketed. The result is a stunning

exerci~~e;:L~ non's'eq\JIfrir's.. 'i3~t, a't' ie'h:~t''-th~k;ubj~6-t,jmcitte'r

oi:' :ten res't'~-.tbt'ive b\J:~':i.n~:ss" 'p~kdti'6e$:'~.is:;d'i~cuss::edand ,

.however u:~iht'~ili'glbi:~, '±-ed~be:d':tb -'.w~itli.{'g;. 'Thus,
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at the March meeting the following ten 'areas were'dealt

with:

1. Restrictions ~fter_ex~irati9nqf a~r?ngements.

Restrictions o~ ob+ig~ttQns after ~~pir~tion

of industrial property rights.

Grant-back proyi~i~~~

4. Challenges to validity.

5, Sales arrangements related to competing

t~9pn91og~~s,orpro9uct?

6 B,~stri,c,1:,~()n_E) on research.

Restrictions on the use of p e r aorineL,

8. Price fixing.

9. Restrictions on adapt?ti~n.

10. ,~:?C~lusive sales or repr~sentation a~:re~m~nt~_.

A,t the third session of the"Intergovermne!?,tal Group in

July -,?,f,19}},:t)1:r;ee more ,res.tric::tiv~ business _PFaf:tice,~ were

identified,discussed and reduced to writing:i.ntentative

composite text form. They are:

1. Tying arrangements.

2. Export restrictions.
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To say that agreement on many of thes,e restrictive business

fl.Fa9,~i_C;;_~,,:S _i!59,:t:-ill,,}_ar::,:Cf~ay_,,_Ls ,a,t·bes,.t,; ar"unC1er:;:;tat:~men_t.

thirteen, practices identified at ,the,la"t, twp, meetings but,

let, me, illus,trate to, ypu",hat a ,tentative composite draft

text looks like. Taking the restrictive business pra~tice

dealing with challenges to validity, I quote:

[un"easonably] [unconditionally] requiring the ac

quiring party [IN ANY FORM] to refrain [DIRECTLY

OR INDIRECTLY] from challenging the validity of

patents [OR OTHER INDUSTRIAL PROPERTY RIGHTS] in

volved in the transfer, or the validity of other

patents [OR INDUSTRIAL, PROPERTY' RIGHTS] [owned]

[CLAIMED OR OBTAINED] by the supplying party,

;[SUCH CHALLENGE BY THE ACQUIRING PARTY NOTCON'

STITUTING A BASIS FOR TllE'tJNILATER1-I.L TERMINATION

nizing that the licensor may retain the right to

terminate the agreement upon the initiation of

challenge to the licensed patent's validity].

OF THE AGI<EEMENTBY 'l'HESllP:HYING:PARTY) [recog-
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Other differences of opinion may not be quite as'obvibus,

although in actuality Group B and the Group of 77 are miles

apart. Take for instance the clause dealing with restric'

tions after the expiration of a transfer of technology

arrangement. The tentative cOInpositedraft'text'reads as

follows

Restrictions [OR OBLIGATIONS] on the use of the

technology after the expira'tionOr t"rmination

of thE( arrangement, [[unless the technolbgy is

legally protected or has not enteredthe'public

domain independently of the licensee]] [AFTER'

THE KNOW-HOW HAS LOST ITS SECRET CHARACTER

INDEPENDENTLY OF THE ACQUIRING PARTY],.

The real bone of contentionintbis clause, is the op:tnion

Of Group B that afte~,alicensiIlg,arrangernent,,;,.~or, instance,

has expir,ed the former l.icens,ee, is not ,free to continue to

use the formerly licensed technology if it is still legally

protected. The developing countries, 0':' the other hand,

have seriously contended that technology which is protected

by a patent with a term of, say, fifteen years and which
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is licensed at the beginning of the patent term for a

period of. five years, may for the remainder of the ten

To do otherwise, . flay t.hey, would make the license term a

aham, The fact that their proposaLwould effec.tively

reduce any patenj::termtqth" length of a licensing agree...

merrt; , t.hez'eby moving patEmtprotection into the realm

of .fi ct.Lon is none of their, concern. -1leedlesl?to,say:,.there

can,notbE3 .any compxomi.se in areas such ,as,these'.

I think .that these examples provide at least some flavor

of the discussions andneg()tiations which took place within

all. WorJ<:ing Groups of. the ,. Inj::ergQve:r;nmental Group. of Experts

SOL,:'SJ Working Group I did not ,make, any .great headway

either•. Itestab).ished a .tentativ;ec()mpositedraft text of

a preamble consis tri.nq of some 14clauses, ..eLeven .of.. which

are either totally b.J:",acketed or corrt.a.i.n bracke.ted language.

The only clallsesof the ,draft preaml:>le",hich were generally

agr~ed;_ ,to r-, i,ncl1l98;<ref,er;e.TI<::8s _to,th~;, :I:"91e' of science and

technology in develop~entwithparticularreference.to devel-

oping cc>\lntr,ies", a re,ferenceto _re~eY~f.lt <i~.9isJ.ons~:of

-31-



United-Natfohs' bbdies"', :::a.ndfq:p:tOino:tibn:'of: cooper-atldri fh

the field of transfer of technology. The bracketed clauses

which are the result of the most difficult and serious

di:fferencesof op.i.ndcn,': are thos'e(,'which :re'fleCi:'t.h.e' irtsistence

by developi'ng countries of the right of access to technology

based on their belief that technology is a universal human

heritage, that there must be unrestricted flow of technoio-

'igicalinfbrmatiohahd, 'of ' cOllrse,'that.::' th.ecI1aracter; of

any code of conduct must be one of a legally binding nature.

AcO'mpositetext:'on tl:Principles' 'and: 'Obj ectives U is

simHa:dytruncatedfor,thetimebeing. 'One of the more

boning momerrtsvduz-Lnq the delibeiaticms of Working Group I

was',"'whe'h the"s'pokesrria'il"fo'r 'Gr'ohp Bstr'flss:e'd that it"was;'a

:rriat:terO"f fundamental-" impOrtancethat"inut'u'ill be'n't=f it,s' !accrue

to,techhology suppHersand recipients alike, Yin , order' to

mai.rrtai,n 'and increa.se",the' i11.t:ei.;natioIlEll f Lowvof techhology.

The Grollpof 77,' did not agree witlJ.this conCept, since

acco'rdi.nq ;to its 'spokesman:' aforrriulationibf i this nature

'udld::ndt:,','sllfficiently,'ta'ke i'nto' accourit; 'the: obvLous 'drs'p'a.rity

in the bargaining pdsTtioIl of tlJ.edevelopedahdYtlJ.e

developing countries." As this point illustrates, in many
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vi talarcas:t:he.' different' country>:groupsare' :Ii'terally worlds

apart".. ': ~,

Group III did not fare much better its de libera-

tions regarding a' code chapter on "national regulation of

transfer of technology transactions. II The tentative com-

posite draft text of six and one-half lines contains five

lines of bracketed language.

It is ,within these tentative composite texts that the real

problem is buried. So far, the Group of 77 has been completely

unw.i.Ll.Lnq ::1:0 .ec-rLve Cit ,Ciny, s ubs t anti veLy Lmpoz-t.ant; :lqnguag~

that could be agreed upon by ,all three country groups. As,

" matter of fact,. ,to our total disbelief, it was flatly

stated by the Group of 7.7.)that time at these meetings was

too valuable to negotiate because it should be used only'.:';',:: .:- -'."-,. __ ..;u,'.".,' -.,' .:..::.:.::': .. , ',',-.', ." .:- " -,',' ,..'-: ) -', " ':.- ,:';

forarr.ivipg, at:._,coITIpo,s,;i<t:e:teX:,t::;..• , sLnce the:i~".9~vi9,qs,ploy

appe'tF.~:_,,:tq,P,E7-_,.,Cl~;r;gp1=ed to.waF,cl,. acJ?-i~y:j.Ilg gil, a, poLi,tic:~J,

levela:tthe y. N'.Conferencethat j"hi"::r tp",y could not obtain

du rLnq n~(Jq.1::~a1;:+pp~ pn_,_?ub_~~,at;-tq,~I..,,1:~e ye!7Y, success of a

. N., conr.ecence has been seriously p l.aced in doubt. Scheduled
_""_'.' :·0.··"'·,···,.'··.·. C _',-,''', __ c" .... , "." ;',-.," .• :c' . ..,.,.... " ... , .:..... .,,".- .__;.
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for the fall of 1978, a U.N. Conferencewould.,follow on

the heels of two more negotiating sessions of the Inter~

governmental Group of Experts. As one can presently see,

these two sessions cannot possibly bring together the

diverse philosophies as expressed by the Group of 77,

Group B, and Group D. The obvious consequence then would

be that negotiations at the U. N. Conference would fail to

arrive at a Code of Conduct. While this result may have been

applauded by sOme couritdes, it could have rather disastrous

effects. There<has been talk that· in case aU.··N'Corifererice

. should ifailtoreacli agreement,thematter would 'betaken

up either by the next UNCTAD ConferenCe·OrbytlieUI1itedNations

General Assembly itself•. As yoU dah well:i.magihe,were<tliis

to happen,·substahce<wouldproba:blyhavet'.Oyleldto pOlitical

considerations viith· for"seea:biYllnhappy r"sll1ts. As a

consequence, GrollpB is pr"sel1tly studyihg the possibility

of postpOning theconvel1.ingof th"U. N.COhferencefrom

its presently scheduled date of fa.lJ.ofJ.978;to a tiIlle

at which negOtiations at the Expert lev"l have led to
..
draft texts of a code which are nOt a 1..ui1.t of philosOphically

opposing clauses. Whether this will be possible will

become apparent at the upcoming meeting of the Inter-
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What the outcome will be in terms of the actual text of

the Code as well as its legal character is yet too early to

'c'6ifsd:i.;fion~-::lJef~e~riunder ~utuallY satisfactory terms
.' .: ,',"',_'," "',:,',, " ...• .' '_', ,_\ ",.", ,., .....':'. n",_, ,",.' .".' •

that the Code be voluntary in nature and that its basic

prov.£s.£ohSi.:tnsurelhalJa.ny£iansfer:of f,,¢hri6logy j:'al<:eplace

represents technology suppliers will continue to insist

supplier and r,,,,cipi,ent~Wh,,,nyouimaginethatabasLca l.l.y

self evident and reasbnal>le¢bn.di tibn.offechnolbgy transfer

such as this has to be fought for tooth and nails, ybU··will

under s t and how.f.ru"trat~IlCJ,mdofteIldi,scoUl,agi,ng these

negotiations are. Nevertheless, they will be continued,

hopefully to a satisfactoryc6I1clusion.



ADDRESS B'r BERrJARD Af%AiW, ~SS ISTANT COf1fHSSIONERFOR
TRADEf'lARK§,.. PREPA.RED JORDELIVERY BEFOR~ THEJ1EgING Of
THE EIGHTH IrHERNATIONALCONGRESS OF THE PACIFIC INDUSTRIAL

·PROPERTY i\ssoCIAnONJFRIDAY,OCTOBER14~ ··1977;· AT 12:30··
P, M. J HILLIAf1SBU RGLODGE CONFERE['JCE CENTER; HILL L4f1SBU RG; .
VIRGINIA.

TRADH1ARKSACROSS THE INTERNAlIoNALDlHELINE

INTRODUCTI ON

KOHN-NI-CHI-WAH, LADIES AND GENTLEMEN. I HAVE HEARD

MUCH OF THE PACIFIC INDUSTRIAL PROPERTY ASSOCIATION OVER

THE YEARS AND KNOW WELL THE CONTRIBUTIONS THAT YOUR ORGAN

IZATION MAKES IN IMPROVING THE CLIMATE OF INTELLECTUAL

PROPERTY BETWEEN OUR COUNTRY AND YOURS. ALLOW ME TO USE

THE TERM "INTELLECTUAL" RATHER THAN "INDUSTRIAL," BECAUSE

MY REMARKS ENCOMPASS PATENTS, TRADEMARKS, COPYRIGHTS, TRADE

SECRETS AND KNOW-HOW, .1 HAVE ENJOYED BEING WITH YOU HERE

IN COLONIAL HILLIAMSBURG n AN INSPIRATION I AM SURE TO



PEOPLE OF ALL COUNTRIES -- AND I LOOK FORWARD TO YOUR

PEPPERING ME WITH OBSERVATIONS AND QUESTIONS UPON CONCLUD

ING THIS TALK.

OR BE INGJjNVOLVED INj ··BUS INtSSRELATI oNSH IPS WITHYbUR

AREA. Hy LAST poshIbN AT 113M AS PROGRAM DIfZECTOR OF

CONTRACTS AND LICENSING PRIOR TO THIS APPOINTMENT WAS ONE

THAT BROUGHT ME INTO INTIMATE INVOLVEMENT WITH THE RELATION

SHIPS BETWEEN THE IBM COMPANY, IBM JAPAN AND MAJOR GOVERN

MENTAL AND INDUSTRIAL ENTITIES IN YOUR HOMELAND. I WAS ALSO

FORTUNATE IN WORKING DURING THAT PERIOD FOR JIM BIRKENSTOCK,

WHO WAS A PIONEER IN ESTABLISHING SOUND BUSINESS AND TECH

NOLOGICAL PRACTICES BETWEEN AMERICAN AND JAPANESE INDUSTRY.

I HOPE TO COME TO KNOW ALL OF YOU AS WELL AS I KNOW JIM.

THE IMPORTANCE OF YOUR COUNTRY TO THE VIABILITY OF

THE WORLD ECONOMY CANNOT BE OVERSTATED. IT IS A MATTER OF

COMMON KNOWLEDGE. THE GREAT STRIDES IN TRADE TAKEN BY

JAPAN AND OTHER COUNTRIES OF THE ORIENT HAVE BEEN REPORTED

MANY TIMES OVER IN THE PRESS. SURPRISINGLY TO SOME, THE

COUNTRIES ARE A MIXTURE OF WHAT THE UNITED NATIONS REFERS

TO AS DEVELOPED AND DEVELOPING COUNTRIES. YET YOUR COUNTRY

IS THE CLEAR LEADER!
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TODAY) I WANT TO TALK TO YOU ABOUT SOME OF MY EXPERI

ENCES INVOLVING YOUR AREA OF THE WORlD.AND THEN·TEll YOU

HOW WE PLAN TO MAKE THE OBTAINING OF A TRApEMARK·REGISTRA

TION.SOMEWHAT EASIER FORNON~U. S.NATIONAlS. I WANT TO

DOTHIS·FOR·A SPECIAL REASON,-,-.ANDITDOES INVOLVE THAT

I NTERNATI ONAl DATE LI NE •. LET'S BEG IN• .
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MISSION TO TAIWAN

PERHAPS THE FIRST pART OF rw TALK SHOULD BE ENTITLED

ANE)(TRgMgLY INh~gS'fI NG SPEC! AL ASSIGf~MENIOVE~AND ABOVE

MY REGULARLY SCHEDULED ACTIVITIES -~iONE 'fHATCAl..LED UP6N

'MY PRI ()RExPER I ENCEASANEGQ'f!l\'f6RRATHER THAN AS THE

ADMINiSTRATOR OF OUR TRADEMARK SYSTEM L·THAIIS,T SERVED

ASHEADOFA COMB INEDINDUSTRV"GOVERNMENtDELEGATiON TO tHE

REPUBLIC OF CHINA (TAIWAN) TO DISCUSS AND RESOLVE PROBLEMS

OFCHEr,iIcAL I'ATENT PRACrICE THAT wERg SER JOUSLY AFFECTING

THE POTENTIAL FOR FUTURE HJVESHlgNTI3Y U,S , INDUSTRY IN

THAT COUNTRY • NEALHILLtS, FROM 11oNSANTO, TOUCHED UPON

THIS SUBJECT IN ONE OF YOUR EARLIER PRESENTATIONS,

lAM SlJREYOU RECOGNiZE THAT THE UNITED STATI::S CHEMICAL

iNtiUSTRYHASA LARGE INVESTMENT IN TAIWAN , TAIWAN 'SECONO~IY

HAS BEEN SUCH AS TO ALLOW AMERICAN COMPANIES (AND COMPANIES

OF OTHER NATIONS) TO ESTABLISH MANUFACTURING FACILITIES THERE

AND THEN to MARKETTHEI R PRODUCTS THROUGHOUITHEWORLD, IT

WAS>OFMORE THAN A LlITLECONCERN TO OUR COMPAN I I::S AND OUR

GOVERNMENT WHEN THE III NI SIRY OF ECONOM ICAFFAIRS PROMULGATED

NEW REGULATIONS HOLDING IN ESSENCE THAT, NE~I USES FOR CHEmCAL

COMPOUNDS~IOULD' BE UNPATENTABLE,
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A SERIES OF DISClJSSI()NS<ENSUEDBETWEEN ROC GOVERNMENT

AND IND.USTRY, BUT IT BECAME APPARENT. THAT THE TAIWANESE WERE

GOING TO BE ADMANT ON THE QUESTION OF NOT ALLOWING PATENT

ABILITy FOR THOSE ITEMS, WHILE THE A~lERICAN PEOPLE COULD

CO.ME AWAY.\~ITH NO .REAL UNDERSTANDING AS TO THE .REASONBEHIND

THE ROC ACTION. I WAS ASKED TO PARTICIPATE. IN THIS AND.TO

REACH AN ACCOMMODATION ~IITH THE CHINESE OFFICIALS -~ONE .

.. THAT WOULD B.E BENEFICIAL TO OUR. INDUSTRY, BUTMQRE I/1POR7"

TANTLy, FAIR TO THE ROC.

I NON'I BOREYOiJWITi-lALL.THE IlETAILS OF PRELIMINARY

ME.ETINGS NITH THE,INDUSTRIAL REPRESENTATlVESAND so. FORTH

BUT THERE NASA NEED FOR AN IN-DEPTHREyIEW OF WHAl WAS .

GO I NG ON. I DO.WANT TOMAKECL.EAR THAT OUR DI FFICiJLTI ES

IHTH. THE .,4HINESE OFFICIALSSEEMEIlTO.BEBASEIl ON.A LACK OF

UNDERSTANDING ON OUR SIDE AS. TO JUST WHAT THE PROBLEM WAS

AND ALACK OF COW1UNICAlION ON THEIR PART AS TO JUSTWHAT

THE PROBLEM WAS.•

. AFTER OUR FIRST SERIES pF MEETINGS WUH (iOVEORNMENT

(lFFICJALS IN TAIPEI,IT j3ECA/1EAPPARENTTi-lAT. THEY~IEREIN

NO. NAYDISCRIMINATINGA(iAINST THE CHEMICAL INDUSlRY,THE

A~1.EIUCAN CHEOMICAL IN[)USTRY~ OR ANYTIiINGOFTHAT/NATURE.

RATHER, THEY SIMPLY HAD A REAL CONCERN FOR THE FURlHER

DEVELOPMENT OF THEIR PATENT SYSTEM AND FELT THAT NEW NAYS
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OF. USING CERTAI N CHEMICAL (:OMPOUNDS .JUST. WER.~N 'T ENTITLED,

OR SHOULDN'T BE ENTITLED, TO PATENT PROTECTION, IN OTHER
,'" .. '-,', ,,- ',' , : , -, " .. ", ',' '- ,', -' .. ',- ",

CLAR I F I ED, WE WERE ABLE

SUGGESTION THAT THE UNITED STATES HAD FACED THE VERY SAME

.PROBLEM IN THE DEVELOPMENT OF OUR PATENT SYSTEM AND HAD

OPTED TO USE THE CONCEPT OF OBVIOUSNESS AS A r1EANS OF

AV.oIDING THIS PROBLEM, THIS IS FAMILIAR TO YOU -- IT'S THE

SAME (IF ANYTHING IN PATENT LAW IS TRULY THE SAME) CONCEPT

YOU HAVE IN JAPAN,

\'IE RETURNED. TO TAl PEI A YEAR LAT.ER AFTER MUCH SUB

GROUP .WORKING AND .SPENT SEVERAL DAYS WORKING WITH CHINESE

. BUSINESS AND LEGAL OFFICIALS DEVEL0I')NG THE CONCEPT OF

OBVIOUSNESS FURTHER AND PROVIDING ADDITIONAL BACKGROUND

·ON THE Ar1ERICAN PATENT SYSTEM. I AM PLEASED TO SAY THAT- ,.' ".' " - ',',',-' , ....• , " ," " ,'''... .. ." .. ,- - -'." - " ..•.

THE U '. S. PATENT AND TRADEMARK OFFICE JUST HAD A DELEGATION

. OF TAIWANESE OFFICIALS HERE WITHIN THE PAST MONTH AS A

FOLLOW-ON TO OUR ACTIVITIES AND THEY ARE INTI1E PROCESS NOW

OF REWRITING THEI.R ENTIRE PATENT AND TRADEMARK LAW TO REFLECT

MANY OF THE PROVISIONS THAT WE NOW FEEL SO COMFORTABLE WITH

HERE IN OUR LAW IN THE UNITED STATES, AND THEIR CHEMICAL

PRACTICE APPEARS HARMONIOUS,. TOO



I MIGHT ADD ALSOTHATWHI LE IN TAIPEI, I UNDERTOOK

ADDITIONAL DUTIES AT THE REQUEST OF THE U. S. STATE DEPART

MENT AND TALKED WITH RESPONSIBLE OFFICIALS OF THEIR GOVERN

MENT ABOUT THE EVER:"'INCREASING PROBLEM OF TRADEMARK At-m COpy-

RIGHT PIRACY. TAIWAft lAM SURE, R~COGNIlES THATITS~UTU~E

ECONOMIC DEVELOPMENTi/ILL DEPEND tJPONITS CONDUCTING ITSELF

IN A cFO~THRIGHT ANJ)ETHICAl:'FASHIONINTHE\~ORLDBUsINESS

COMMUNITY • THE RESPONSE TO MCONCERNSAllOUTTRAIlEMARK

AND COPYRIGHT PI RAC'{WERE~iOSTGRATI FYIN~ANDSor1E OFTHEIR

PEOPLE HAVE SPENT TIME HERE IN THE UNITEil STATES WORKiNG

WIfH THEiJUS-rICE DEPART~1ENTANDTHE FEDERAl:T~ADE' (OMM I SS I ON

TO BETTER UND'ERSTAND SOME OF OU~ COMMERCIAL PRAcTicES AND

WE ARE ALSO PROV IDiNdINFbRMATION TO THEM ON .bUR NEW COPY

RIGHT LAW.

THERE ARE MANY (JPPORTUNlTIES FOR GOVERNMENT TO GOVERN

HENT DEALINGS OF THIS SORT .THEF'RESENCE<OFA GOVERNMENT

FIGURE CAN FREQUENTLY HELP TO CLARIFY AND RESOLVE MATTERS

WHEN INDUSTRYREPRESEr>lTIITIVESHAVE BE~N DEALING ALONE WITH

OTHER GOVERNf1ENTAL FIGURES. ITINT~(JDUi:ES ATHIRD PARTY,

ONE WHO CAN LOok ATEOTH SIDES OF APROBl..EM, AND :...:':' If/THE

COUNTRIES TRULY RESPECT EACH OTHER ONE WHO CAN WORK OUT

-,

A SOLUTI ON TO THE MUTUALllENE~ IT d~ ALL.

ISN'T THAT WHAT MAKES A "GOOD" DEAL?



TRANSITION

. THE SITUATION THAT I JUST DESCRIBED IS SOMEWHAT OF

':'ON-ONE SITUATION IN THE~WORLii ARENA: I ~~- cd

RECOGNIZE THAT THERE IS MUCH CONTINUING ACTIVITY IN THAT

c ARENA WHERE SIGNIFICANTLY MORE THAN TWO COUNTRIES GET

INVOLVED AT ONE PARTICULAR HME; WITNESS THE CO~1MENTS THAT

DIETER HOINKES HAD RELATIVE TO THE UflCTAD CODE OF TECHNOLOGY,

LET ME TELL YOU A LITTLE BIT ABOUT SOMETHING ELSE THAT MAY

BE OF INTEREST TO YOU WHILE YOU DEAL WITH YOUR LESS DEVELOPED

NEIGHBORS IN THE PACIFIC,
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1. THI.NK YOUALLKNON HO.\'!, VI.TALLY INTERESTED I HAVE

BEEN I.N THE.CONCEPTOF pATENT ,UC!iNSINGQVERTHEYEARS. IT

I.SAN.EXTREMELYCHALLEN~I.N~FI.ELD<AND ONE. THATREQUI.RES THE

FULL UHUZATl. ONOFA PERSON' STALENTS TO RESOLYESATl. S"

FA.CTORI.LY OUTSTAND I.NG PROBLEMS. ,HO~IEYER) LRECO~NIZETHAT,

.ON CERTAIN. OCCASIONS:,THER!i IS A.DI ~PARITX· IN.Il!\R~AINI.NG

POSHION BETNEENTHEPARTl.ES INVOLVED. \1HEN THAI'S THE Y.SE,

THE BIGGER PARTY liAS TO BE SURE THAT HE DOES NOLTI\I<EUNDUE

ADVANTAGE OF THE SMALLER PARTY AND,"T,EyENMoRE IMPORTANTLY

-- ON OCCASION HELPS THE SMALLER PARTY.

THE UNITED NATIONS, THROUGH ITS WORLD INTELLECTUAL

PROPERTY ORGANIZATION AFFILIATE, HAS TAKEN STEPS TO SEE

THAT THE DEVELOPING NATIONS OF THE NORLD GET A FAIR SHAKE

IN THE FIELD OF TECHNOLOGY TRANSFER. SOME OF THESE STEPS

ARE AGREEABLE; SOME OF THEM ARE NOT. I NAS INVOLVED IN

THE LAST TNO YEARS IN A SERIES OF STEPS THAT I FOUND MOST

AGREEABLE AND NONPARTISAN IN NATURE. SOMETHING OF A "PRO

BONO" ACTION ON A NORLD-WIDE SCALE.

I REFER SPECIFICALLY TO MY ROLE AS THE U. S. REPRE

SENTATIVE TO THE WIPO SPONSORED CONFERENCES ON LICENSING

. GUIDELINES FOR DEVELOPING COUNTRIES. THIS WAS ONE OF THE



..

MOST IN"j"[:RESTlNG.E~WERIENCEStlf'l M'(LlfE;, SINCErf ENABLEp

ME TO SHARE SOME OIiMY PRIOR EXPERIENQES '1'1 TESJTHOSE

PRIOR EX~ERIENCES ilC?AlNSJ SlM.I.LARLY i:X~ERIENQED PEOPLE
"~-'-"-'-'-, ,',,·_· __~.',,·_,'m·,

AND. THi:N }PARTlc:I. PAJE INGENE:RATINGiI\~ORKPRODUq.THilr

SHOULD BE OF VALUE. JO MANYPEO~LEOFLESSER CIRCUMSJANCES

AND MEANS THilN WE.

IT WAS AMAZING TO SEE iHE COUNTRIES OF THE WORLD -

BOTH LARGE AND SMALL -- GATHER TOGETHER ON SEVERAL OCCA

SIONS IN GENEVA, SWITZERLAND TO ARGUE SO STRONGLY FOR THEIR

RESPECTIVE INTERESTS. IT WAS EVEN HUMOROUS TO SEE HOW WE

COULD GET SIDE-TRACKED ON ISSUES LIKE ANTI-TRUST CONCERNS

FOR A VERY SMALL DEVELOPING COUNTRY.

My OPENING STATEMENTS AT THESE CONFERENCES ALWAYS

EMPHASIZED THE NECESSITY WITHIN OUR SYSTEM OF BEING REWARDED

FOR ANY TECHNOLOGY THAT WAS TO BE TRANSFERRED. IJOWEVER,

DURING THE COURSE OF OUR DISCUSSIONS AND NEGOTIATIONS, I

NEVER FAILED TO RECOGNIZE THE OBVIOUS NECESSITY OF SOMETIMES

HELPING SOMEONE UNTIL THEY ARE IN A POSITION TO BE ABLE TO

REWARD YOU FOR WHAT YOU HAVE TRANSFERRED.

THE WIPO GROUP GENERATED AN EXTENSIVE BOOK CONTAINING

EXPLICIT DIRECTIONS ON HOW TO HANDLE ALL TYPES OF LICENSING

TRANSACTIONS, FROM PATENTS TO TRADEMARKS TO COPYRIGHTS. WE

ADDRESSED IT FROM BOTH PARTIES VIEWPOINT. THE BOOK CONTAINS
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A HOST OF SAMPLE PROVISIONS AND MODIFICATIONS, ALONG WITH

A DISCUSSION OF THE PRINCIPAL LEGAL SYSTEMS 11IPO HAS

DONE AREAL SERVICE AND THE VALUE OF THIS SERVICE CAN BE

MEASURED AS WE SEE LICENSING BECOMING MORE AND MOREOFA

~1EANSOFESTAB'-ISfii NGMORE MEAN I NGFUL cOMMuNI CAT IONBClNDS

BETWEEN DEVELOPING NATIONS AND DEVELOPED NATIONS;
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TRANSITION

I SUPPOSE IF PEOPLE WERE ASKED TO DESCRIBE WHAT I

ALONG TWO LINES:

1) SOME PATENT PROBLEMS BEn~EEN THE UNITED STATES

AND A MAJOR PACIFI ENTITY, AND

2) SOME WORK BEING DONE BY THE UNITED NATIONS TO

MAKE PATENT LICENSING EASIER BETWEEN DEVELOPING

AND DEVELOPED NATIONS,

RECALL, THOUGH, THAT IN TALKING ABOUT THE SITUATION IN

TAIWAN, I MADE REFERENCE TO OUR CONCERNS ABOUT TRADEMARK

AND COPYRIGHT PIRACY AND TO THEIR VERY RESPONSIVE ATTITUDE

IN PROPOSING A REVISION OF THEIR PATENT AND TRADEMARK LAWS,

NOTE ALSO THAT IN MAKING REFERENCE TO THE I'1IPO \'IORK, THE OUT

PUT OF THAT WORK WAS DESCRIBED AS CONTAINING REFERENCE TO

MOST EVERYTHING YOU WANT TO KNOW ABOUT LICENSING TRADEMARKS

AS WELL AS TRADE SECRETS; IN OTHER NORDS, LICENSING INTELLEC

TUAL PROPERTY,
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U, S, TRADEMARK PROCEDURES

ANYONE ACTIVE IN THIS FIELD HAS TO RECOGNIZE THE

EVER INCREASING AND BURGEONING ROLE THAT TRADEMARKS PLAY IN

COMMERCIAL DEVELOPMENT THOSE OF YOU WHO HAVE HEARD ME

SPEAK ON OTHER OCCASIONS PERHAPS RECALL MY REFERENCE TO

ACKNOWLEDGING THE COMMERCIAL· IMPORTANCE OF PATENTS,.BUT

MAKING ALLUSION TO THE FACT THAT THE WIND HAS BEEN BLOWING

IN A SLIGHTLY DIFFERENT DIRECTION OF LATE, THAT SHIFT IN

DIRECTION HAS BEEN ONE OF EMPHASIZING THIS TRADEMARK EXPLO

SION AS IT WERE

CERTAINLY WITHIN OUR OWN COUNTRY,. THE NUMBEROFAPPLI

CATIONS FILED FOR REGISTRATION HAS SHOWN A MARKED INCREASE

OF LATE -- APPR.oXIr1ATlNG TWENTY PERCENTANNUALLY -- TWICE

THE INCREASE WE HAD PROJECTED. HOWEVER,. WE HAVE NOT SEEN

THE SAME TYPE OF INCREASE IN THOSE APPLICATIONSCOMING FROM

OUTSIDE THE UNITED STATES -- AND PARTICULARLY FROM THE

ORIENT. IN 1971, AS AN EXAMPLE, APPLICATIONS FOR REGISTRA

TION FROM JAPANESE NATIONALS AND COMPANIES ACCOUNTED FOR

ONLY ABOUT ONE PERCENT OF OUR TOTAL AND IN 1976, THE NUMBER

IS ABOUT THE SAME.

ONE REASON FOR THIS MAY WELL BE THE FACT THAT THE

UNITED STATES TRADEMARK REGISTRATION SYSTEM IS BASED ON A ..
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BEFORE~NY FEDERAL. HI GHTSACQRUE.TO TI:iAT.USE, .HO\~EVER,

OUR ,LAW SINCE1946H~SPROVIDEQ THAT ,\;IE ,CANALLO.W A NON-:U .S.
NAT ION~LTO ,REGISTER, HIS.MAI5K ,W ITHOUTASSERJING ,THAJHE.HAS

USED WE MARK SQ, LONG AS HIS COUfHRYPROVIDES.JHESAMETYPE"

OF TREATMENT FQR"OURNATI ONALS. TH~LPROVISION. OF OUR LA\;I

HAS BE.E,NrHE pUBJE,QJ Of:MUC.H CONrROVERSYSINQE.19H6,. J~E~.ULT~

ING IN CONFLICTING DECISIONS -FROMVA.RIOUS ADMIN! SJRATIV.E

TRIBUNALS AND EVEN -- ACCORDING TO SOME, BUT NOT ALL LEGAL

SCHOLARS -- FEDERAL COURTS (FOR EXAMPLE, THE MUCH TALKED

ABOUT LEMON TREE CASE).

I. HAVE PROPOSED TO BLOW THE CLOUDS AWAY ONCE AND FOR

ALL BY AMENDING OUR RULES TO ADDRESS THIS SITUATION SIMPLY

AND CLEARLY. THE CHANGE IN OUR U. S. PRACTICE NOW BEFORE

THE PUBLIC IS SIMPLY THAT A NON-U. S. APPLICANT NEED NO

LONGER PROVIDE SPECIMENS OF USE NOR NEED THERE BE ANY ASSER

TION OF USE IN ORDER TO OBTAIN REGISTRATION HERE IN THE UNITED

STATES. HOWEVER, SO AS TO ASSURE CONSISTENCY WITH THE UNDER

LYING CONCEPT OF USE PRESENT IN OUR LAW, THE RULES WILL PRO

VIDE THAT THE APPLICANT MAKE A SHOWING OF INTENT TO USE THAT

MARK FOR WHICH REGISTRATION IS SOUGHT.

WHAT WILL THIS MEAN? I DOUBT THAT IT WILL MEAN A

DRAMATIC INCREASE IN THE NUMBER OF FOREIGN APPLICATIONS TO

BE FILED HERE IN THE UNITED STATES TRADEf1ARK OFFICE, BUT
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IT \'IILl. BE FURTHER DEMONSTRATION OF ClNEMORESTEP 'TH)\TWE

ARE~lA"KING TO PARTICIPATE FULLY IN A \'IORLD TRADEMARK. SYSTEM;

A STEP IN ADDITION TClTHATOF HAVING SIGNED THE TRADEMARK

REGISTRATION TREATY; AND A STEP CONSISTENT\'IITHIILL THE
EFFORTS THAT \'IE SEE AROlJND us TODAY IN THE BUSINESS

COMMUNITY OF HARMONIL':INGcoMPEmlG, AND EVEN CONFLICTING,

INTERESTS 1'/1-1 ERE .id Al.LPClSS ISl.E.



CONCL.IJS ION

•. L..TRU~T. THE; TITLE "TRADEMARKS >ACROSSTHE INTERNATI.ONAL

RHVlRKS.

SOME MAY HAVE.THQUG;JT THAT I WAS; qOING TO DESCRIBE

TRADEMARK ACTIVlTYIN.THEASIA~P,l\.CIFIC AREA. WOULDN'T THAT

BE,. SOM.SI'IHAT PAROCHIALPF ME,TH0I.lGH? IT PRESUPPOSES THAT

THE OTHER SIDE OF THE INTERNATIONAL DATE LINE IS YOUR

SIDE. No ~- I PREFERRED TO SHARE WITH YOU SOME RECENT

EXPERIENCES WHEREIN THE INTERNATIONAL DATE LINE BECAME SIMPLY

A MATTER OF ADJUSTING MY WATCH AND ACCOMMODATING MY AIRLINE

TRAVEL SCHEDULE. THE PROBLEMS ARE THE SAME IN WASHINGTON,

TOKYO, GENEVA AND TAIPEI.

THE POINT I WANT TO LEAVE WITH YOU IS THAT THE

INTELLECTUAL PROPERTY OF THE WORLD IS A MAJOR RESOURCE AND

ASSET. IT MUST BE TREATED AND DEVELOPED CAREFULLY BY ALL OF

US WHO HAVE AN INTEREST IN IT.

TRADEMARKS ARE BECOMING A BIGGER PART OF THAT INTELLEC

TUAL PROPERTY. WE IN THE UNITED STATES PATENT AND TRADEMARK

OFFICE ARE TRYING TO FIT INTO THE WORLD-WIDE SCHEME OF

TRADEMARK AFFAIRS.
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THE POINT THAT WE ALL$HOULD REMEMBER IS THAT AS PARTI

CIPANTS AND DIRECTORS OF INTELLECTUAL PROPERTY SYSTEMS, WE

MANAGE A RESOlJRCE 'OF MORE' VALlJE' TO MANKINIJ THAN .THE OFT

MENTIONEDENERG'f RESOURCE .: OlJRRESOlJRCEJINTELLECrUAL(

PROPERTY, IS THE WAY OF GETTING AT THAT ENERGY RESOURCE;

ITiALSO ENABLES US' TO TAP ALL THE OTHER RESOURCES OF SIGNI-

F ICANTViIl.UE TO THEPHYS ICAL·NEws OF US ALI.,.

TilANKiYOIJVERV MUCH; AH-RI-GAH-TdHGOH-'-lATiMAK-'sur



Message of Director General, Japanese Patent Office

Zenji Kumagai

It gives me a great pleasure to say a few words on

I believ~it;veryl!leaningful for nl,~people concern

edwit,hi.ndustrial..property rights in both countries

which enjoyfri~ndly\relationllacross the Pacific to

meettogethertohav~a fr~e~~change of .. views andopi-·

nions and to enhance. mutual communication and friend

ship. I sincerely wish that this me.eting will be a very

successfu'l one.

Let. me avail myselfoLthis opp0'I'ttmity of briefly

Lnt.roducdng.. to.. you some of the. important problems which

our industrial property right system is facing.

FirstlY,hWOl,l14like .t;o t.alk abl?1.lt.the positive

meastl.rellt~ken,by our count;ry in the face of various

intern~t;iOn~l d~vel0p.l!leTlts~J'he indullt'I'ia1 prOperty

right,syst.~m is in,terTlation~lly oriented by its nature.

;Dueto,greater.ecoTlomi.c .andt~~I:1Tlologic~l exchanges ac

ross the border in r~seTlt.y~~rS, .th~ trend for interna

ti()nal,iz!ition,ofindustrialprop~rt;yr i.ght; sys t em has

become i.ncr'.~M:ingly marked.

I hada<pl~allure of participating in WIPO Coordina

tion Committee and Execu t Lve Committee of Paris Union

which were held in Geneva rep~nt;ly representiTlg the

Japan.ese,goyermenl:;. Through these meetings, I became

Keenly awar~.oft.he f~ct that II th~ . industrial property
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right system is internationalized II and felt·itnecess

aryfor our country to be responsive to the changing

international environment thuspromot.ing otiriIlterIlati

onal cooperation.

Since t.he accession to PCT (Patent cooperation Tre

aty ) is the matter of urgent :ill'\portance for our count

ry, we are activelyrnaking necessary preparatioIls for

it. More specLfLcal l.y, they are revl!lioriofrelated

laws in Japan, selection<>f the iove;:tnent. office to<be.;..

come in change of pet, establishment oi: adlllinistrative

procedure as an international examination()ffi'c~,aIld

preparation of n~b~ssafy.<i()cumelltahonforexafuination.

I hope we will be able to>acce<let.()PCT in the falFnext

year.

Secondly. talki.rigabout: thk Japanese domestic prob-
..

lems, we notetJiat Japan ranks high in the world iII

terms of the number of p'atentappli.caHonsubfuitted

annually. We still have a vast backlog of applications

outstanding, alld th.e~<:>rk to clear and grant.iIldustrial

patent right is lagging farbehi.l1d.

The Patent Office has been trying very hard to raise

the efficiency of examination through expanding the iIl

stitutional and staffing·· capabn:i.t:iesand through auto-

Patent Office has request.ed since last year the buSine

ss Circles and other parties concerned t.o cooperate in

submitting only just and fair applications, because we
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feel that a considerable portion of applications out

standing include those without sufficient prior study

and those aiming at excessive protection.

dy and efficient clearance procedure by increasing the

e~amination capability of the Patent Office on one hand

and by decreasing the number of applications on the

other.

The reduction of the duration of examination is vi

tal so that Japan can respond to peT and other interna

tional developments in a meaningful way.

I have very briefly outlined the major problems Ja

pan is facing both domestically and internationally.

In conclusion, I would like to wish you a big succe

ss in this meeting.

Thank you very much.
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~xaminatio~ St~ndard .~o~

"Division of Application"

The background facts that prompted the

formul~ation cif the Standard

Th~'"ti"ivi:~i6il'~{i\a:p'ij;i,:th a t:i.otl':, 'h;i:{s~' be:~'nut iliz:e'd"a's 'a'ri

i~':por:t:~tif:: 'ii'eItitiay 'io~;: "the""kp:pfici'artt::sin :.fii'pari', as:' ''W'eil'iis

the' ':"d'o'nv'J~;t;{bh~PIffib21tfori,\.wheri' the::tr orig:incri'ap:pl::t~£:a-

t i ODS'for' ';::pa'-t:~"rtts'c;r- uti.l it'y :"'hi~:~l~ l:::'~'e:g'isfi':f~i i'cins:-:w'ere

:f'6\ili.d tb b'~; :tt~fect:-ivf/. The n.h~b~r:s:':'o:f tot:.i:li cippl.J.:ck..:-.t"itins'

divisional applications arid 'c::o'ri~~::ri:t'i:orf applica.-tions'are

shown respectively in Tables 1, 2 and j.

In ~contrast to the fact that the total nU~be":~of

convertion applications hcn~;'~~riia:{ri~'d::' almo~'tl.uich'anged

ci1ir':fIig<t'hJ l?~fst:; ":t~'h yeil:~s, :tlfe-nu~ber'-'-bf:d:i:Vis fo'ri'~l app1 i

caff(jti's \h:as ,c~1:ni;~hi't';~f6ttbl'e'd dli:ti'hk 'the~~:';-Yea:r"s'. 'i'hJ:'s'e

fact~s ~ seem to 'show the gre';ter utility value of the

"~·;d'i'v-i;si'6:tuf{ '~~p~Yi'6'at{bri' 'a;~'-: corrtp'ai-ed' 't6 the', ~':JriV'e~s:{6h

application.

In addition, it is supposed ,that the divisional

application has been uiIIfzecf, "at least in some extent,
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to attempt " I11argingthescope of the application and

achi~ving the,'sirnilar effect as those of the continuation

applic"tion, G,I.P. or .rei"slle application of the Unit"ed

S'ta tiee., It hasbeeri. considered, however-, that unexpected

utilization of the divisional application in this way

should be avoided" ,·top'~6~rit:e? t'li.~:: :~'::X:a:~:i.riii'tion of the other

normal appLd.c e t Lorra ,

a110wa1i1ity of the division, mainly because there had

been _,~wocO~f'1.i,ptip,g;"i~~,~1"P:I'"ei:,atipr!J__ o,fj;l:1~",,~ea:A,~_pg,.,~t:

Jli,nvention":i;n;, Art~:c:Le,:, 4:4 8,1' ~p,e: ,;~.ElIl~.~~!1,~ ;r~,tell~, Law ,

One ,_of~he~Fec:ogll;L7;.~;dit .a s "the .invention de-,

it as "the claimed , ,iIl.ve~_tion I!.,

Thus,it had been a ......itedamong. the.peo.p:J,ec~,?,c.~.:r::.nedto

of the. diyisioll of Clpp:J,ication.

Thus ,tile. new Standard has i>e"n pI1b1.i"lledr"celltly

which unifi"d th",sec!iv"rgellt int,,:rpret,!~.ions '!>y pro.,

clailll:in,gthat the "t,erm "inventAo,n" a.s ~~,~~_in JU:'t,i~le ~4:

the nclaimed invention"!

According to the Paragraph (1), Article 44 (cf.
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time

(As a ,u1e. the inventor

be made when or within

As to the Requirement (2), the existing Patent Law

must also be the same)

as of the time of division.

amendments to the ~pecific~tion or dra~~ng ,are al1.owable.

3) The applicant of a divisional application must

(2) The division of application must be made at the

(1) The original application must be pending before

The formal requirements which the divisional appli-

2.1 Requirements for the divisional a~pli~ation

if this new applicatiiOD fulfils all of the r~qui~ements,

the specification or drawing can be amended. And

-59-

prescribed time or within the prescribed te~m when the

the
Attached sheet (a» ofAJapanese Patent Law, an appli-

cant for paten~ whoes application comprises two or more

be the same as the applicant of the original application

cation must ful-fils are as follows;,

Convention; Article 4 G(l) (2)]

the Patent Office at the time of division.

the applicant is entitled to the filing date of the

inventions may divide his application and file a new

application comprising a portion of said' inventions. The

[cf. The provisions. for, divisional applic~tion in Paris

'origin~l application also for this new application.

"division



of Japan has somewhat stringent provisions (Article 17,

Article 17-2 and Article 17-3; refer the Attached sheets

b); therefore, the applicant should be careful in

prosecution of the division of application in this

respect.

In addition to the above formal requirements,

several substantive requirements must, also be met in

order that a divisional application is considered to

be lawful. In this connection, the Standard sets forth

the following three requirements;

(4j TWo or more inventions were des'cribed in the

original application before the divison:

(5) The invention of the divisional application

should be a portion of the two or more inventions

described in the original application before the

division:

(6) The invention of the divisional application
".".;.:/ c: :"",',:.:;.,

should not be the same or should not contain the same

part as the '''fnvention of',-'the parent application after

the div:Lsion •

• 2 Examination of the divisional application.

Any divisional application failing to fulfil any

of the ~bo~~:six requirements is considered to be
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)the

~he same inventions as, thos~:de~cribe~ in ~h~orig~nal

inyentions c1es~ribed in the"" ,9rig~:n,al,:,aPP~~,?a-t,iotl,~

the different applications, it is only sufficient, for

the finding "s to the Requiremen:ts (5), to f'illd 01.1t

interpretation between the cla~me~i~ve~t~9~~~~O~~

The Standard provides that, unlike the ~dentity

made as to t~e Requirements (5) and (6).

date of the

whether the inventions claimed in the divisipnal

and (6) alwap ~atisf'Y the Requirement (4) a~ well, it

is sufficient that substantive examinations be only

to find out whe:ther thedivisiondapplication claims

th" diyisionwas.made. before. the ruling to publish .the

de ecr-Lbe d Ln.. t~e, or,;L.,gi,na!, ,applica:tion.•

tion. The Standard sets forth that, since the

applic"tion "re sUbstanti"lly identical with the

original ': "pp+icatipnora:fte.r.t~e. r1.1ting.

CoIlseqt1"ntly, in. order. to .. find out whether the

Requirement (5) is fUlfilled, it seems to be sufficient

application or.whether the divisional.application

claims at. least the. identical part with the inventions

divisional application shall .be th" actual
filing date of the

filing datE! of itself instead of tlie/loriginal applica-

,!"s:ides, :this:rinding ahowLd not be af.fected byw;hether



~ontrary to the case for the. Requirement (5),

the identity under the Requirement (6). namely the

identity betwe~n the claimed inventions'in the

div15i~~ai-~~-plicat;ionand in tile parent::appi!cafion

'a:r~~r t'h:e divis'i~:~'-~}~oh:rdb'~ jh-~:geif'-':in-accordance with

the general Examination Standard for the Identity of

Inventions under .Article 39 (First-to-file rule),

(Th:{sE'~a-hi'in~t-ion:Stan'~~rclh~s aiready:'b;~en p~omulgated

by the Patent Office.)

~_.) Additi'~'riai---requi:r~m'erits for the-di~isiorihl'

application filed after the ruling tQ. p'ublish' the

original applicatiori-~

One c'f' th'emo's'timpOr'tant 'p'o"in'i ·l~h'i.ch -'bas -det~f.

min'cd'in presentSt'andard is"'" thit.i~i':f' the division was

made after the ruling to publish' the oris;inal 'apPlica

~'ti:(in,'the'tla-iri{-hi a.":div'isio:n~l:'appl'i.b-~tiori· ~hohlci also

be subject to the. limitations stipulated for the

amendment under Article 64 of the Japanese Patent Law.

[Cf. Attached sheets (cl]

be:fore the 'ruling to publish the original application,

the dj,visional applicati'onis foun~ to be lawfu.l-as
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the original application even if it wa~not claimed in

the original application. Nothing dubious in this

cpnnectio~, for,thi~ p~~c~iceis;q~ite the .same as the

to for m~~y vears

In, c~~t!;a.st"..,.i~,~.:,di:V:i.,siqn~l:. apP,l_ica~ion. Ji£l,.~filed

after the rUling to publish the original application,

the invention which can, 11:.~claime,d. in ,:'thfi:s,divisional

8:ppl.i_c;.a;:t~~~. is limited to, those, extent., which were.

appeared in the claims of the parent. application at

the time of division. Any unclaimed matter that has

'been ,!D:eFe,ly disclosed i.n ,1:;118 sp8,cif:ic.atioIl, "or dX'"Ci,!ing

cannot be a subject matter of the divisional applica

tion

This is proclaimed in the Standard and, because of

its practical importance, must be particularly.heeded

to by the'.applicants.

2 4 Amendment and withdrawal after the division

of application.

The st.andard also. set forth the effect of ..the

amendment which is made to the parent application after

filing a diyisionalapplication.

NamelY,_,even if' the situat.ion was defective be,cause

the claimed invention of a divisional applicat~o~ w~s

not sufficiently different from those claimed .in the
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pare'~'t'--appiicat.i'onatth~';"timeof 'divl.sJ.on " 'it can be

remedied by'a'lIle:n<1in.gthe'parerit 'ap'pi:'ic;-~tioh so properly

that' the - diif~rell;6'~\." b~twe:e-h:the::' ~i:a:i~~dinV:e"~t':L:~'n.-~ in

b'<fth':" applicil:tions'be'coDles ;'appar:e:nt:~-:'tor example by

deleting the duplicated part :from the' claim ot: the

:p~:r:~rit-;appi:ic'ati'ori'a::ft:~r; the 'division.

lio,.,~~er;'~you ~h:6uld r~iriemb~r-'the;~xisten~e of

anoth£!fip~d:Visi;(in:-<iIi' this';,:;st'~~dard'~h'ich provides -that ~

it: the whole ot: the parent application was cancelled

by withdrawal, abandonment or nullit:ication ot: the

'parent application at:ter the t:iling ot: a divisional

applicat'ion, the det:ect ot: the divisional application

on the ground ot: the identity with its parent applica-

tioD ri~~'ririt'be Overcome.

It is apparent that, it: the duplication ot: subject

matters between the parent appl.1c'~tion'~rid';{t~

diVisional application can be deleteclbythe amendment

of the divisional application, the only 'amendment' of

the divfsi'on.'al' application 'wi'li'be' sti:f£i~'r-~ht;:~emedY.

2.5 Miscellaneous

In addition, to the,t:oreg()ingstheStandardin~

eludes some other provisions as well., The _speaker will

"

.'



One'Ot: them:-"is'the"p'rov:Csion<re'latfng to the:

s;:{t,Ia'ti'on-iri ;'whfclli'a mat'te'r "d.elEd~;e'd "()Il<;:"e;from ,th'e: ;clt~,im

of theBr'igi:[).aia;ppi'fca~iorlhe;fore";div'i"siori~:'h:a;s' b'een

later. Here, differEirit·· practices "'illbe· appli·edin

this sft'tl'at-iondepe'ndi.ng ;:upori whether ";the -ai",isi'on has

been made1:>ef"re "r a:fter the ruling to pl.lhlishthe

t:H·igiri.ai::;~pplication. If's divisional 'appl'icatiori"':was

fil.edbefdre the ruling!· topuhlish the origi.nal iippli"

c~tioii<, thEf"'divisional' application is safe~ But"when

the filing of the divisional application occurred

afi;,,:r i;h~ :ruling t()pllblish the ot"iginal application,
:'. ;"'. ," :-

'the divisi.onal application can no'tbe awarded the

benefit of the filing! date ()f the ()riginal appli!ciiti()n.

Wha. t-' happens'- when' a" divisional 'applica'tion'i's" 'fi'led

at the sall1e date· a~th"date of withdrawal ()rahandonment

of the ()riginal appllcat:3.()n? The standard sets forth

that such a case shai.l be tiIliforntl:y dealt with "asi:f

the divisiOTlhaii j,,,,,nmade during the·pende:ncy of the

originaTapplic'ation ll •

As to·1:hepermissible period for the "111eIldnterit ()f

the 'stfe'cificat'i-on'or d:r:awing of the divisional "a.ppli-

cation, the Standiirddecided t() treat ill:li:forlDly th"t·

the filing date of the original application shall be

-65-



-66-



3. RElprElsElntativEl dElcisionsofthElPatElnt OfficEl

Trial, Board

3.1 nElcisions'rEllating, tothEllimitation,to ',thEl

(Trial CasEl No. 4435/1967 & Trial CasEl No. 4842/1971)

The Trial,Board'sdictumisthat, except the filing

of a new separate ',_application'-~' a ,'divisi~n"of' appl~ca:tion

sbouLd.rbe considered to bea'kind ,01" amendment, of the

ape cLfLca t Lori ; It,;is,' therefore, ;.reasonable,:·to::

construe that'>any divisional application to .be . filed

after the rUling to '. pUblish "the original, applica:t'ion,

shouldd.lso' be sUbject"to, the same limitations as

'thoae applicable to thEl amElndmElnts undElr,Paragraph" 1"

Article 64' of Japanese Patent Law. Thus", the" invention

not' claimd inthEl p'arent application at" the, time, of,

division cannot be a subject matter of the divisional

. application.

J.a Decis:ionrela-ting,::t() ,the ,division' ,of: once

deLeted subjec,t matter (Trial Cas,e No. ,8083/1965)

In this case,the original application has·

included two invent.:i.ons but"the Claim 1 'for one 0,1" them

was 'later ce.nce L'l.e d by, .an 'amendment.'.in -the procedure.

AfterthEl rUling to publishthElapplicat.ion,a divisional

applicat.ionwas filEldclaiming. thEl ,above once. de Le t e d
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Ln'ven t Lon, -rl1~: :'13()'ard"found,that· iit-_ .. DO' longer be ,.:able

to be a subject matter of a divis~g~~.:! .~"ppJ.ication,

since 'the Subject 'matter of the 'deleted "C,laim 1 was not
of the

a cla'imed 'i·nventioD"parerit application.-as:".of .the:t~m:e
/\

of c:l:Lvisiori.
the

3.3 Decision relating tOl\effect ot:,withdrawal ot:

the parent application (TriaLCase.No. 534/1972)

'Since the c LaLme d invention in-,-the:divisional

application was found to be ,substantially identical

with the inven-tion,remai:nirig .. dn. the: claims; of the;

parent'application; the parent application was ,withdrawn

after the division. The Board ruled that the later

act ot:<withdrawalwouldnothaveCany. retroac,tive effect

q. Recommendations to applicant

The characteristic point ot:,this,standard'is that,

according to this Standard,' the substantially di'ffe,rent

practice's will be employed respectively t:or:.the

'exam'ination of adivisiollal''- ,:appl:icati'on depending upon

whether the divis'ion'is made ,before':'o:r.::after.the ruling

to publish the original application. Theret:ore, it

b'evadvd aabLe for the 'applicant to heed the' 'foll!,wing.
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for'-';the 'routine examiii'atidn and, bh'er-e f'oz-e ,should:'the

the filing ofAt an early time

i t''is; n~,ec1:1E;:ss:'tp say'- tlla;t', he,'9an ~ig:ttt in:: the prc:i,ceed-

irigs -'"be'fore ,:'Jh'ij' Trfal Briard--and <the, TOkyo-Hig~ c'h~rt.

-We hope this short- review will he of some' value

to adequately Cover the respective

't,i') In: f-i.l-ing- an -appliccs;,tion:,- claims should .be

In concluding my speech, I should like to poing

out; that- t.hLs Sta'ftdard;, is 'nothing mdre than a g:J.'1de'line

appli.cat::ion,/_within t.he pe r-Lo dod.n which .t.he ameIldDi:fl!!nt. is

, th~ specification and drawing should be

examined carefully again to find if there is re~airiihg

a~Y:',:~,subJ~ct ~att~r wh:ich 'S:~~Ul(l be;i;nc~~pora:t;'ed: into

add~tiorial claimi~or ~divisiori~l applitatiori.

applicant has a different opinion from this ~tandard,

to you.



~ablel. Number of Applications in Japan

~:;( Fore igner)
Tot.al
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11'1,060
. (2,()34)
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(29\072)

"130,400
(29 ;59:l'>

144,81,4
(27 ;810)

.'.149',319
(24;,703):
'159,82i

(.25;254')

161,016

Paten:ts
Year ·1 Priyate Juridical . Govern-

~;'?epson Person ment

19~ 17;220 61;938 1,206

1968 I 17,:702 77 ,598 1,410

1969 18,939 85,908 1,639'

I

" 1970 20,b45 108,583 1,9030
I

1971 16,'893 87,518 1,374

1972 I 18,:722' 110,100 1,578

1973 I 17,1793 125,176 1,845

1974 I 17.b5 130,:1-311. 1,973

1975 18,;743 138,41Ti 2,661

1976 16,i312 142,023 2,681
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Table 3. Number of Convertion Applications in Japan

Patents Utili'cy Models

Year I Private) Juridical Gove~n- (Foreigner) Private Juridical Govern- (Foreigner)

Person Person ment ,Total Person Person merit Total

(5) (1,138)
1967 I 106 151, 1 ) 261 1,01,6 3.709 26 1,,781

(11) (1.201,)
1968 I 121, 203 0 327 1,682 4;025 1,2 5,11,9

(11) .(1,1,51,)
1969 I 117 231, 0 351 1,051 1,,151 59 5,261

~ \1970 I
( ill) (1,332)

102 288 1 391 872 3.914 32 4,818

(9) (1,145)
1971 I 120 282 2 404 877 j,622 . 36 4,535

(:?2) )(1,162)
1972 I 147 381 2 53P

842 3,787 49 4,678

(29) \(l,0311
1973 I 143 401 0 544 635 3,309 75 4,019

I 167
(13) • (893)

1974 1,12 . 1 5110 705 ··3 795 57 4,557
( 29)

113
(791 )

1975 I 153 477 3 633 527 .3,I,qq 1,;086

1976 I
(35) (583)

132 579 0 711 545 3,61,3 98 4,286
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Attached Sheets

(Exclpt of the Japanese Patent Law)
"

(a) (Division of patent applications)
Aifde.44.i---(IjAnapplic~~tforapatentmaydivide a patent application comprisingtwo cr more
"'''~kr)l\>~e,~po'~s-_'int~i:~'?n:~'-''~~<"I11o!f~~~>P~~te~t_""a:~P~C'tltton~"'cml~~:a,t-'the~time~when~or'-:withinthe,time,;,

, lifuit by'whith the specifi2ationor'drawings attached 'to' the request maybe: amended.

(2},Insuch a:,c~se~t1le:~ewpatent,,~p~1icaponsl1<l11R~,.de~~ed:'t:oh~_v~:~,eehTJ.1edat.the time'
o_r_miIlg~f_the original application. However, this provisi,()~sli~~},n9t:~ppl~._~hTr~:~:~ new patent
application- is either.z'ancther-apphcaticn fQl')l,pat~_l1t'~"as,;!~r~ne:d:t9,i~ ,S'ectJorl, 29bis or an
"applicatIon~or,a-~,~te~t".-::asreferredtojn Section3b is

, oftl:J.e:YtilitY;}'<l()~e(i..~*:·(Lar' No. 123 of
19~9) for the purposes of those sections and of Sections 30(4)and43(I)and(2).

(b ) (Amendment) .• ...• •.• .: .' ..•.•..• ••.•.•.. .. •.. ..••.• ....' ..'. ."
}lv",c[e 17. - (I)' A person who is proceeding before the Office maym~k,e arne~dplk~lfonly during

. the pendency 'of the case before the Office. However, subject to Section 17b 1S• 17ter or 64
[inc1udingits application under.Section 159(2).and (3) (including its application under Section
174(1))andunderBectionI61~,,(2)and(3)],hemay not. mate •amendments after the
explrationcf oneyearandthree months from.the.Illingdateof a patent appllcatlon jor -- in the
case- of-apatent application 'claiming priority by virtue-of Section 43(1) -c-c.fromtheflling date of
the first application' or' the application consideredtobe. the 'first-application .in.accordance with
Article 4C(4) of the Paris Convention {rriearitng'rthe-Paris C6hve'rttion for the Protection of
Industrial Properly of March 20,1883, as revised aiBnissels on December 14, 1900, at
'Y~~l1i!l~to~: 011: J~pe, .~,,1 ~1, 1,~' _~t,~he H~~~e o~"Novemb:: 6,"1925,at'London on.June 2, 1934, at
Lis\1:0~?n.·qcto1J~r.31,.-I95:~:·~h~:at ,St,.oc1ilio1m:-o~?uly}4,,1967',-,'''-·~er~inafter referred to as
"the Paris Convention") or from the flling date of an applicatiolnecognized as the first application'
in accordance with A(2) of said Article -- hereinafter referred to as "the-filing date of an
application" in Sections 17bis and 6Sbis(i )] . after the transmittal of the ruling that the
application is to be pubiished or after the transmittal of the ruling that a demand for a trial for

corr~C_~i??- ~::toh:e.yu~sl,ied~ . - .

ci)"ihe,~r~si~,~'~t,:_~r,t1l~ .PatentDfflce '~.~ ,the:-:tfik1eia!Ui~ei-in·~lliefD1aYinviteamendment,
!desimatinganade,qu.ateJime Ilmit.fnthe following cases: .: '" :.

,(i) •. when the requirements 0(Sectlon7(1), (2)or(3) or 9 have not beencompli~d with;
:'(ii) when 'the formalrequlrementsspecifled in this Law or.in aorder.orordlnence thereunder

have not been complied with;

(iii) when the fees to be paid under Section 195(1) or (2)have not been'paid with respect to a
procedure.

(3) Any amendment under tlu;twoprececiings~bsedions(exceptfuthe case of the payment
of fees) shall be submitted in writing.
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A)-~'ite:' ..17bi$~;. -An applicant for a patentmay. after the .expiration.of.one year. and three ~~!1t1lS

from the; filing date ofa patent, application, butbefore,the,Jra1?sIl1:ittal,,,o~AleIlllft~gt1lat, the'
application is -to .'. be published. .amendthespeciflcation .orthe..qra.~gs ,a,ttache4, to the request

C)Illy in,:thr ,f?II()'Yin~~ases:
(i). '~h~re, .. , the: .. ~pli~aIlt'rn.ilces ,or r~quest' n f or ;:'~xcUniriaiiori: arid; aritendrilent' is made

~,ultanFo\lsIY With;such re~uest,;

',.;,' (iil"fhT~~. the applicant' 'has',;~ec'eiveda-I1otificati~n'un~~n'SectiOn,'-'48q1,1in.q~es (2): and
amendment is made within three months from thereceiptofsuch notification;" _,:,,;':,',', .,.:;_,

(tii).where the applicant has received it notificationunder Se.ctij)t;lSO: [itlcll:ldil1g:it~ application
under Section 159(2) {including its application under Section 174(1») and under Section 161ter(2)
- referred to in this paragraph as "Section 50"] arid amendment is made within the time limit
designated in accordance with Section 50; ,

(iv) Vlh~retlle;,~pplicant demands a trial under Section 121(1) and amendm'eri'tlsmadewithiiJ.
:'3b,"days of suchdem-and.

Ar1lil,e.17tu• -: (1) ,:~eri;;demandinga'<,t~ial'under;,Sec~o'n'121(1),an applicant fora.patent who
hasreceive~after,pUblicationof.theapplication the examiner's decision that the.application is to
be refused may amend the specification, or the drawings attached to the request with.respect to the
rnatters.mentioned in the.' reasons -for the 'examiner's ..declslon.but '()WY"Vv'it:h~Il30;days ,of-.such
demand. provided however that the-amendmentIs limited to.the following:

(i) the restriction of t1:J.~__claim or claims;
(ii).~ thecorrecttoncferrors inthe,descripti(jn;

"(iii) the.clanflcatlon-of.an.ambfguous ~~s~ription, . ",: "'.~
0) 'Section,126(2) and (3).shall·applY.J1mtatis rllut,alldi,s•.respectivelyc to ,ihe.caSe.~~derthe

proviso, to .the preceding .subsection ~1l4, to . tIle caseu,flder pa,ragraph, (i) ,of the: preceding

subsection.

(cl (Amendment after ruling for the publication of applicati'W1),' .: "i' " i

A.-t,·c.1e ,~4." -OJ Where .~ ,~~plicantf()~a ~atenth~s fecei~~d a,n9tificllti~n u~~r,,~ecti(m so after
the transmittal of the ruling tha,ttlle ~pplica~i~~~~:tobepu~l~hedor_afteroppositiori.to the grant
~f a patent hasbe~~ filed',he'may' amend the, specification ordrawings,attached:to'the"request
with respect to -the matters' mentioned in the reasons for' the: refusalrorInthe' 'grounds for the
opposition 'but-only -within . the time limit .designated-In-accordance with-Sectlon so or 57,
provided however that the amendment is limited to-the following:

(i):therestriction ofithe clalm or-claims;
(ii) the correction of errors in the description,;
(iii) the clarification of an ambiguous description.
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Alan D. Lourie

PIPA - Oct. 1.97'7 Wi:L1.iani~b\lrgMeeting

1973 U.S. PATENT AND TRADEMARK OFFICE RULES
RELATING TO PATENT EXAMINATION

For a number of years:thetLs'. pa:femt systeIrt"h-~~

been subjected to serious cri't'ic'i'sri-t. Apprdxlmately:SO%Of",

th'~"'paten1:.S"li'tig~t~(r':iri"'th~':di~·ErIct·cburts'in :recent years

have" "bee'il"'hJtd: "'i'Ilvalldand':'one 'Of,: ,the reasohs": ,fot: this

resultis :sa.i'cf t6:be',the';,dispar;ity:::between:"t!J.e limited; amount

of p'rior>:art ava'i.Lab'Le to":the patentexamirl,erW:hen:t'le "examines

an. applicatibn-,andthe·larger, amount .avei.Lab'l.e to" a we.ll-

financed chall~ngeZ~9,thepatent in.court. The U.S. courts

have,:t:herefo,r~ Lmpoaed ,a ,du,!:y,.?n pate,n,t,applicants and their

attorneys to be completely can~id with the patent office

and to disclose al~ prior art and other facts relevant to

patentability. Failure to do so has led to judicial findings

of inequitable conduct, or fraud, resulting in invalidity

or unenforceability of the patent withthe'addftl.onal

possibilities oi: an£rfi~st!dafuaq~~ ~hd 'ulfimateiy-disbar~ent

of any at.torrieyor agentf()Und gUiit.yofhaud.

Drafts'OfprOpbsedClegislatJ.on have attempted to

deal with>the pzobLem o f v ddscLoauzevtio. the patent .office~

most'of t.hern xiorrt.aLnd.nq -consLder-abLe ':"ove,r:kil,l n • Thus far

no such proposal has been enacted into statutory law. However,

the U.S. Patent and Trademark Office (PTO) , under the leadership

of recently 'retired Commissioner Dann, has now acted, within
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existing law, to promulgate rules governing the duty of

disclosure. In addition, a new reissue procedure has been

in.stitutecl l:>Y the PTO. which permits the citation of prior art

after issuance of a patent and provides an opportunity for

the examiner .to consider t.hetelevanceof.tnispreviously

unci ted prioFart. Most American attorneys consider this

administrat;i'\l'e definition of the duty of disclosure and the

reissue pr'ocedure to be. important developments in. U. S. patent

practice; I .shaLk therefore discuss them in g'r"ateF .det;"il~

Rule·56 imposes a "duty.afcandor. and gO()d faith"

on t.he" inventor and orr each attorney or agent who prepar.es

or prosecuces the application and on every other individual

who is substantively invoived in the preparation or

prosecution of the application and who is associated with

the inventor or assignee. This duty is to 'disclose t61:he

PTO information they are. aware of which is "ma t e r i al "---t 6 "t he

examination Of.the .application. Information is defined as

"material" if there is a substantial likelihood that a

reasonable examiner would consider it i~portant in deciding

whether to allow the application. .Thepenalt.Y imposed by

the PTO (Rule 56 (d ) . for fra.udulent conduct; ot: for a

violation of the duty of disclosure through bad faith or

gross negligence is that the applicatioIl,bestricken.from the

-76-



One of the benefits of this definition is that it

obligates onTy ":lndividua.'1s'wh6 "aie:iri~olV~d:''i.7ith the patent

di~'~i~:~e reieva~t iri:f6rIriiitigri'~'" ~hel:eas ~6m~":~'ta.t.tit.dr~'

proposals 'imp~~~d adu£y ofdisgiosur~ 6n"t.he'dorpo'f~tion,

Wh1.cl1 "can Lnc hide' many individuals at many locations, ,', some df

whom are not ~t:. ~'11':-"iI1v61Vedwith:th~patentapplrd£tioh.

The new rule will therefore be more workable than the

othe;'propbsals ~hd~t::Lil:be'--ijs~fUl in protecting the public

interest in issuing only valid'patents~

Some changes in the rules respecting oaths 'have been made.

Rule 65 (a){i), which' 'states the 'requirements for"anoath br

declaration, noW' includ'e'sa'statement'-- that the Lnventio.r

acknowledges a dtty::t.<.J:dis'6ibs~ .{h~:E6rm'§'iion' he is:"a.wiire 6f

which is materi~f'1:o"ti~~~:X'a.min:a>t.i6riof-the appLfcat.Lon, Rlile 69

provides' that'i"if' an .i.'ri.divid~al makLnq ran <.Jathor declaration cannot

understand" Eng1ish~ the oath or declaratio'il'inu'st: be in' a Lanquaqe

he understands and must state that he understands the'documents

to which the oath relates', e.g. the' patent application. A foreign

language oath' mu'stbe in a :fOrm appr-oved bythe'PTOor else

be accompanied by a verified translatiori~ The PTO has stated

its int~~tionto"'pri'l1tsamprer oaths" ina '~ariety Of fb:reign

languages.

rl"\f\Nt\Ul~~tl::HCE
LAW GENTER L1BRARV

CONCORD, N.H.
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Thes~ ~ule~ ~re obViously intended to ensure that

fore~gQ inve~torsknow~hatit is they are signing. Statements

signed by ... inYe:Iltqrs.?lnd others are.not just "formal u documents

to be sigIled ullconsc~qus~y, but are serious representations on

the basis of Wh~ch app~icqnt~wish the PTO to grant exclusive

right~. They ~ust, therefore, be believed to be true and

accurate.

A volunta~y, but, in,~y opinion"highly desirable,

method of complying with the duty of disclosure is provided

for in Rule 97 in the form of a lI p r i o r art, statemel:lt".

Such a sta~~ment, to be filed at the time of filing the

patent ~ppli9at!9Il qr wit~in. three months the!e~fter, either

incorppra,tedwitl1i:n.the.,bpdy of.th,e applicaticm or in a

Separatepaper,isintellded to_seF~~ as a representation that

t.he prior. art listed therein includes t.he closest prior art

of whicPcthe pe~~oIlfiliIlg it is a,ware. This.presumably

means both the ~nventor and the attorney. The statement is

not, nowever , to be construed as a z-ep.r e aent.a t.Lon t~at a

search has been made or that no better art exists.

The statement should include a listing of each

piece ofcprio~ art and a brief explanation of its relevance.

A copy of each piece of art should also be included

accompanied by a translation of pertinent portions of foreign
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art statement should be updated prior to issuance of the

patent if the applicant believes that additional patents or

PTO•

In my judgment, the PTO has taken a constructive

step forward with the promulgation of these rules. The

courts have in the past used widely varying language to

define the duty of disclosure;this has made it difficult

for patent applicants and attorneys to know by what standard

they will be judged. In contrast, the new definition of

the duty by the PTO is a single fair and reasonable standard

which patent applicants and their attorneys should find

understandable and capable ~f being met. Hopefully the courts

will adopt it, thereby eliminating the multiplicity of standards

which now exist.

Problems of judging II ma t e r i a l i t yll and of determining

who is "substantively involved II in the preparation and

prosecution of an. application will exist, but we cannot avoid

the need to make discretionary professional judgments. What

the new rules do, however, is to limit the duty to those who

are involved in the preparation and prosecution of the application,

in contrast to the earlier broader legislative proposals,

and to impose penalties only on those who commit fraud, bad faith,

or gross negligence. By implication, it should be clear that

mere errors of judgment, inadvertent failures of disclosure,

or even ordinary negligence do not constitute fraud, at least

in the opinion of the agency to' whom the disclosure is to be
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made. Many courts have held similarly, but not all; the

new rules should help to establish this as a general and

reliable rule of law.

The other important rule change relates to the

requirement for filing reissue applications. In the past,

it has been possible for patent owners to file reissue

applications in order to reissue patents which they believe

are Wholly or partly inoperative or invalid. However, if

the patent owner did not believe his patent was inoperative

or invalid, he could not file the required reissue o~th.

ThUS, there was no way for him to have his patent reexamined

in the light of newly-discovered prior art.

Under the new rule, an applicant can file a reissue

application when he knows of relevant prior art not

previously considered by the PTO which might affect the

validity of the' claims. This procedure can be utilized by an

applicant when he discove~s.or learns of relevant art by

himself, when he hears of it from an opponent in a negotiation,

or even when it is asserted against the patent in litigation.

The new procedure will provide a record of the PTO's views

concerning the relevance of this prior art. If the art

is such as to render any of the claimed subject matter

unpatentable, the appropriate claims will be rejected and
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the examiner.

it will be totally rejected over the art.amended claims

patent, the validity of which will be highly dubious in view

to be valid over the reference or will retain his original

The patentee will then have either a new patent more likely

\.- .,'-' ;":::
of the record which will now show that the PTOconsideis

the sub j eo t, matter unpat.'entable Qver:the""new'}eferemce.-Th'.is

viz .. 'Bhat-'the"patent be deemed:inoperative"_or;-invalid-,,wi,:L~

notiJbe Imet ,'. btltthe original 'patent: wi-ll· r-ema.inj having, .. been

t.hevcLadms vof the"'patent}--the reissue 'application will he

reJecte'd.:':he'caus'e" the:sfa.ttitory':requirement::for .a.. reiss,tle'i

: ::.:' -.,.,:_,,<:
procedure is a lot si.mpLer , 'fas'ter, and '-tes's expensive than

having to find out in litig'atidn :th~t. olle' s patent" is LnvaLi.d ,

'If'the PTO'beTfeve:s;'the': refereNce does: no t affect

It should be noted that the reissue procedure will

considered the reference and found it harmless.

be made known to the public and anyone will be able to

present comments and citations which will be considered by

a t.r-enqt.haned-cby the, PTO:,oj udqment; tha~.:th(;!-,sub j eCt:: :.m~tter,: ,i,~

patentable.over the reference. pi :_COl,l_:rs(3,:eve~lif the ,PT.9

'finCis"the,.subject matte~ to"J?_e p,at-~_n't:~,})le over the newly cited

refer!=~ce" -a qo~rt"can disagree ,~nd,,:L_9-,1::~r invalidate the patent.

However, the chances- of the patent later being invalidated

over the reference are much diminished if the PTO has



The usefulness of this new rule should be obvious

and, in fact, a large number of reissue applications has

already been filed. It will now not be necessary to expend

large sums of money and wait severp..l years fdra determination

of the effect of uncited prior art on the validity of an issued

patent.

The new rules do not, however, solve all problems

which serious students of the patent system feel exist. For

example, they do not permit third parties on their own

initiative to. instittite :r~ex~m:i.I'I.a.t.io:rl,,by citation of new

prior ,arL New Rule 291 does permit protests and citations

of prior art by the p~blic; if they are ,timely filed

relating to a pending application, the ,examiner isexpec,ted

to consider them. However, once-the .patient; has issued, t.he

public 'cannot; provoke, a reexamination by the reis~ue: procedure,

and many people consider that this constitutes .a gap in the

present system. In addition:,theprior-,'art statement Ls c.Les s

than many serious observersfelt'was required. Itis

voluntary rather than mandatdry~nd it does not reqUire a

detailed argument for patentabili.ty (a so-"called "patEiritability

brief") which was originally proposed.

In my judgment, however, these new ruies relatihg

to the duty of disclosure and reissue are constructive attempts

to improve our patent system. I believe applicants

would be well advised to utilize the new prior art statement

to satisfy the duty of disclosure. It is especially important
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If such

.i(~~:t~"~~~ ,attorneys ,
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that applicants from foreign countr

seriousness wi£h?lhich American

,

disclosure requirement as u.s. appliC::'Cl;!l~':S'~ I,'also believe

that if patent owners, either domestic or foreign, discover

uncited prior art relevant to the validity of an important

issued patent, they should seriously consider the possibility

">:,,:i?
inventions, either for marketing by themselves in the U.S.

or for outifce~~i~g, they must meet the:, saIrie:;-exacting

applicants are. to' obtain valid patents to prote" t their

oftitiifzf:ng procedureves a':relatively fast

and inexpensive method of determining the effect of that
....., .... ',',' ','-- ..

prior art on the validity of the patent.

consider the problem of citation of
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RULES AND REGULATIONS

~_If' recnar~; 622 1".2cl623; 181 tisPQ ~09
(OCPAl9'l5). at tootncto 4, where the court

=eecl~~=~~e:
See -aIao '" 1'lt Altmpo.\l. 600 P'.2cl lIG], 18S
11SPQ 3D (CCPA 1D7fO). -

·BeeJ1Ire04G.M3P'.2cll200.170USPQ2OI
<09!"A 1911).

ntle 37-Pat.ent5. Trademarks and othei'w1se would' be kept as trade' ~e- ~n of the reissue w:llJ. indicate that the
, Copyrights . creta. It is believed tha.t the rules being pnor art ha.s been' cons1deted 'by the

CHAPTER l~ATENT AND TRADEMARK adopted wm help to J:na1nta.tn strong ,~~t1n1 majority of the cora
~'''D'OFFICErDEPARTMEHT"OF~CO~MERCE,-,,pe.~~~~'paterit'OWiiers-lili'~'ment:if'receivecrraWlteifamendi!a"fT:l'1!r"

PART l-RULES OF PRACTICE IN PATENT' partunlty, through the 1lllDg of a reissue as a mea.ns for 1Inprov1Dg, therel1abllitr
CASES appllcatiOn. to obtaJn a rullng from an cit patents and avoiding uonecessar:Y,

PatentExamining 8ndAppeal ProcecIures exam1ner on the pert1nenee of add1t1onal lltigatlon ecets..The negat1ve comments
prior art a.:ttera patent has been-Issued, generally queatiODed, the statutory-- eu-

on- OCtober 4,. 1m aceee was ,given The- rnles also'broaden the pub11c's os- thority of the Comm1s&lonerto adopt this' .
in the Fnlmw. REOISUR (41 m 43'129) portunity for ps.rt1clpat1on in the patent section, ,Authority for § 1.175 18 believed
of a proposal to amend s1%teen sectkina examining process., cons1Btent with the to exist:in 36 U.s.C. 6, :svf11ch 1s the Com..
of Title 37 of the COdeOf Federal Reguia- llmitat10IJs 'of ,statute. the protect1on of' m1ssioner'.s ,rulemak1Dg' a.uthOl1ty, and
tiona re1at1D.g to patent exam1n1ng an~ trade secrets and the-need tD aVOid in 35 U.B.C. 251. The latter secnca Of the
appeal procedures. Interested- persons making it-unduly e:xpeIlS1ve to obteJD,- a. -statute reQU1restbat_, the patent 'be
were lnvited to comment on the proposal patent.' ." "',, deemed wholly or pa,rtly-mopera.t1veor
byDeeember 7,' 1976. One hundred . The rules set forththe duty of candor 1nval1d'~orea reissue may be granted,

. seventy-five written lettera, and 8ta.te-- and good ta.1tb:Wblcb applicants have to - but does'not require suc:h a bellet by the
ments were, submitted. A hea11ng, was the Pa.tent and Trademark Dmce and.. patentee before a reissue appllcatlon may
held In Arllngton. Vlrg1n!a on Decem~ encoutage them to provide 1ntormat1oD. be:flled.. Tbecase law does, not suggest
ber 7, 1976 at wh1ch :n persons test1fI.ed about the pr.\orartIn a way that ,wm that the approach o!new'_§1.1'l5<aU4)
oralJ3'. earetul cons1der8.tlon baS.been make ,it mOre 'useful to e:mtn1Ders. A Js Incons1stent with 35 0'.8.C.-251.' raes
atven to aJ1 comments rece1Ved. and the pri::i'vfsloi::lltJr torCigIi.,lo.ngwi.ge oaths bY muob as 35 U.s.C.25111J-a.remtltUlll p1'Ooo
proP068115 be1ng adopted wlth,certa1n individuals who do not understand Eag~ :V1slon."lt 1s bel1eved that aliberallnter
changes. Usb. Ls Intended to in&ke'-them more pretatlOID Is -justtOed and' that adequate

The regulatioIlS adopted involve aD. aware of their represema.t1ons 'and of' authorityenstatortheamendedsect19-D.
see!-10D8't;hatwere proposed to be rev1aed. their obllgatlons. . Amended § Lll(1) opens all reissue
amended or added-namelY, U 1.11. 1.14, Under the rules more Patent and - appl1catloI1ll to 1nspeet1on by the"reneral
1,52,1.56.1.65,1·69,1.9'1.1.98, 1.99,1.109. Trademark omce declslonsthat could pubUc. 5eet1oD,l.ll<b) also provides tor
1.1'15, .1.194, 1.196, P91, l.29:1...and 1.348. . -have .1IDpartant precedent valuewm ba_ amlormcement of ,th'e fI.l1nga of reissue
Amendments ease are be1ng D1ade,mtwo avs.1lab1e to the public, and "SOIIie,add!- ' appllcatlOll81D the Ofllclal.Qazette.Th1s
eecacee which· were not inclu~ed:ln_the, + t1ima1 1l1es w1ll be s.w1lable for 1nspe(:" annOuncement wUl give. interested mem
pub11shed proposa.l-§I 1.51 iDLY, U'l6.0 -' tlon.' Proceer.Ungs before' the Board. of beraof the public an opPOrttm1ty to sub
SInce amendments. to' these sections are '.APPe8ls are mod1fied_to help avoid' the _ mtt to the·. examIner' 1ntonnatlon .pert{_ •
c~·related to the substance of mat- 16sua.DC:e 0( tnvaUd_Pat.entB.- 'Ibe rules nemtopatentabD1Q'oftherelssuenppll~
ten! wb1ch were contained lD. ,the:PUb- encDUl'aIie exam1D-en;. to .see . that· per"" cation.· -The. a.mumncemeDt will ..lnClUde
Usb.ed proPOSal.' separa.te. .nonee. and sowr!Ilspel:t;tn£' the fileh1story of 1ssued at least,.:the 1i1JJ:Igdate, reissue aPpllea-
publlc comment on these amendments patents will be,able to te1lwhy the case tlonand 'or1ginal,patent numbers, title,
are deemed unnecesBlU'Y. . was alloWed. " cieee and subcl8ss. name·.of the Inventor.

in ' addition.; amendments are '-being,. . . _ _ name of the owner. of record. name of
adopted wbkh. were publlshed tor cem-. RE1sstrE Al'Pr.ICAttOllS the attorney. or agent of record, and ex-
ment .In two earlier,. much less exten-· Amended,. § 1.1'75. permits a pa.tei:lt. am1ning group to whicb the .reissue~
swe propcisaJs that COI::lCerned avanablU- - owner to have ..new"'prlor art considered..'-lIl1catlOD. is assigned. 8ect1on 1.11(1) !a
ty of certain 1l1es for pUblic 1nspectIon. by the omce by W&y of & re1ssue-app.Uca,;., amended from the. proposal to 60 indi

'A notice of a proposed amendment to tlOn .Wlthou.t--maldng an:y cbanges 1n the ea.te. Re1sUe' applications alreadY on.file.
I 1.14(b) was publJshed.on June 4,; 19'14.:., cla1ms or speelflcatlon.;'n is adOPted with . on the effeetlve. da.te .. of. the: sectton '-WIll
(ag·FR·19'78S). A. not1ce.ot a·proposed no change trom,the proposal. The_ re- not be.atttoma.t1caIlY open to b:lspeCtion'
nrnendment to §·l.ll(a} waa""'PUb11shed' qu1remen1 tor'BD oath or.declaratlon al_ ~.!and WIllnot be announced 1Dthe 0f!lc1aJ.
on 8eptember 17.19'14 (39 FR '333'16). legtng that tbe-Teissue ,a;ppllC8ntbelieves aszet;ta: Rowever~ a IJbeml POUcrWUl
No negative commenta :were subm1tted ""the-OrIglnalpatent to· be wholly or '_be,followed In grantmg Petitions for ac'"'
WIth respect to eitherot these propos~ pa;rtly 1Doperat1ve or mvaUd.. • ." !a clJs.,; cess to Jnd1v1dual appllcat1om;aJready
a1s and both are betng adopted Without; pensed-wtth··.In f 1.175(a) (l) ·unleea the on me.
change. . _. applieantbe1leves that to be the ease. In order thM·memhersotthe pubUc

The tex;. of the rules '-wm be rePrO- Section 1.175(a.) (4) .n!eOgn1zes 1;1lM- re- :IJ:lB,y', have time to review the re15sUe &P-_
duced·Jn-the Patent and_Trademark:.ot~ 1ssUes may be,1l1ed to have the patent.. pl1catlon and subm1t pertInent :lntOl"%D&-:'
fiCe omctalGazette, In aboUt; a month 'Sb1I1ty Of the ol'1g:l:na1 potent cons1det'ett tton to·the omcebe!ore the exam1ner'lJ
WIth adcUt10DlJ Ind1cated. by arrows and m view Of prtor art or oth~r lnfo~t1oD act1on, t l.1'l6fs amended to pro'V1de that
deletlcma .in.d1e&ted.bT brackets to.b.e.!l) relevant; to pe.tentabUlty which· was .n~ re1s8'ile npp11cattona will not ·00' &cted on
readers. Jdent1fJr the. changes.. A tran- previously conaIdered· by the Omce. ' sooner tbs.n'two months atter theOmclal
script· of .the hear1nS', t.hB lettenl, and. .'1'hnS, a patentee Dia,y 111e a re1ssUe t! Gazette announcement of 1U1ng;
written statementl!l. rece1ved, and ~ S\U!1- he believes b1lJ pg.tEalt isvaUd over prior :.A substantial majority at the com
mal"7 and ana1ys1sof the comments are -art not previously consfdered by the ments received favored adoption ot § 1.11
ava.Uable forpubUc inspectIaD m Room OfIlce but would-'Uke to have a reexami~ _<b) • The onlYopposItion wasbased upon
llElO. of C'rYStal Plaza Bu11d1ng 3,.2021 nation. 'nle prOcedure may be used at. a suggestion~ no statutory authority
Je:II'er.ron. Da.Vb Blghway•• , Arllngton, any time d~ the ll!e of a patent.. exists. However, s1nce msstle appuen...
V1rgb:lJ8.. ..,.... During Utlgatlon, a fedem1 court~, 1f tions, con;a1n'no new clisclosure, and

PlnlPOS:I: .01'R'trLSS' _It chooses, stay proceed1ngs toJ)e:rm1t-new therefore no 'trade secrets or con1lden-
The pUrpose.Of:the.TU1es that are be- artto·be considered by t.beomce. . t1al1nf~t1on. they am eo~ered to

1Dg ·.n.dopted is to-Improve··the quality , l1·a rets.me appUcs.tiOn Is filed as a re- presep.t ~ .S-Pl!e1al clreumstance within.
.and relIabJl1ty of _. IssUed pa$enf,& by suIt of -new prior art with no cl:umges m the nieati1ng of 35 U .s.C. 122,
iltrengthening·. patem. enm'Nng and the .• eta.tms ,or specification o.m1.·.the
appe81 procedures.n js desIrable t.ba.t exam1net fIDd$ the cla.1ms patentable
patents be as depeadable a8 possible, so ._over the new art, the appllca.t1on w1ll be

,as:to enhance the 1nceDtlves.proVided 1»'" rejected as 1sc1dQg statutory b8s1s tora.
the l)Sten't. S1Bteni.to :m8.ke lnvent1ons, Te1ssue,s1nce'3S USC 251 does not au
tomvestmresearclland.developmenl.,t;o thorf2e reissue of a_patent unless tt·1IJ
put' neworfmJ)rovedprodum,OD. the deemed wholly or partly jnoperatlve or
'IIlarket., -aDcI·ttid1sclose fnventionathBii- mvalld.Bowever. the record of~

•
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couiinents on proPosedl1.56~ The court Crttlc1zed for lealrlDg it open to the Offtce .eWJrY .a.llegD.t1on .of 'muutiPei' conduct
noted,:j;ha.~::thll .stand&rd. of mater1aUtt to~ a dmerenti stiB.nd8Z'd of materlal~ made by a teg1stered. practit10ner .in any
shouldno~,besolow,that pe1'SODS' would it7 trom the oneM forth in 11.56.T sec- Omceproceeding. _The langUap,that
be,,~subjected to llabUitiV for 1nS11P11fl- tlon 1.56(d) 88 adoptedstatesthati an was proposed lsclarifledJnthe,section
cant ondsslons or misStatements," or so appUcatlon "shall"·be str1cken when the as adopted. Although n.346,ial1mlted
·_low,,,thaUhe,fear,·o!Jlabmb':/would.,Ca.U.se_~,,_crlter1a_ae1;.f:or:tb,,~_m¢."'1'11US.1J.~6~d,) .~"J):t\~JIJ~ jp.__Qmce",p,roc~., the
management "sf!Dp)y to bUl7 Uleshare- 88 adopted' establishes a ~le standllrlf 'iU:rieiidirielit' 'to 11.3~-'iS-not;'.liiteDa:iiC"
holder1n·.a,n avalanche oftrlV1aJ.,l:n!or- for $trlldng appUca.tlo-ns;· to imply that·discipUnary action-never
mat1on-a.resulti·tha,t·js h.ardlycondu~ The term "inequitable conduct" is w1ll be taken agalnst a registered prac~
cive:tolDfonned declsion makiIig:'. dropped from 11.56(d) as coverlng too tltloner under 11.348 for, a groundless
"Although; the .thJrd,sentence of 11.58 great a sPeCtrum: of conduct to be'Subject ', allegation of lmproper conduct in a court

(a) .rerers to declstons oL an examiner. 'to manc1atory striking. Inequitable con- proceeding.
it 1sfntended. that the duty of disclosure duct tha-t 15 equivalent· to fmud. is in- PRIok' ART STATElaNTS
woUldapp}y.ln the ,same manner in the tended.to come within thedefln1tlon of . .-
less commoninstanees"where the 'omcla1 tra.ud. The Court of Customs and Patent New U 1.97,1.98, and' 1.99 deal with
making, a .eeeeee- on a patentappl1eaM·. AppealS alreadYb:s:S .interpreted "fmuel" prior art $tatements and provide.a mech.
tion Is someone other than an ~~ In exlstinS 11.56 to enco-mpass conduct an15m by which patent app~tamay
1ner~.g,.,a"memberof .the Boanl Of Of this sort" Moreover. Il.58(d} .as co-mply with the duty of disclosure pro-
t'atent Interferences or.:the :Board Of adopted calls for st11k.1ng an appllcaUon v1ded in ·f 1.56. The sections have been
Appeals. This a·impliclt .in the duty "of either for fraild -')rtora~V101atton of the substBntia.1ly changed !rom the proposal,
cand.orand good faith" toward the omce duty or d1sc1OBI:re. hi response to comments received.
that isspec1fl.ed.in the fin:t sentence o! In § 1.58(d) "bad falth"1S substituted Unllke. the correspond1ne' part ot the
! 1.56(80)' . for the term "deUbera.te" that was used proposal, the sections as adopte(l are .

Comments and questions werereceived in the proposaJ. 'r.l1s change is to make not mandatory, though appUcants are
conceri:ling the term. "Information" used clear that an intent to deceive (or gross' strongly encouraged to follow the· pro
m the .seccnd ,and third sentenc8Sof negligence equivalent to suchan intent) cedures described hi them. Applleattons
§ 1.56{a)andelseWbere. It meana all of 4 must be shown before anappllcation wlll will be exa.tn1ned whether or not a prior
the kinds of,lnformation required to be . be str1clten. Bad. faltJ:1._.t.s..not present U' art statement:is med and whether it
d1sclosed undercurrent case law. Inaddi- info-nnation is wttbhclda:s a result of complles with the rules or is defective.
tion toprior art patents and puhlieatlons, an error in judgment or 1na.dvertence. It is nevertheless believed ,that, appU~
It fncl11des1nformatlon on prior public several comment.s concerned whether cants will flnd that the use of prior art
uses; sales, and,; the 11ke. It is not be- attorneys andagenta could represent - statements comply1ng fully with there
Ueved practfeableto define Information their clients' interests and at the same qutrements of n 1.91 through 1.99 WD1
inthetextoftheruIeatthfstlme.How~ time·comp'-7 with 11.56. Slni1la.r com- ,beth'S best way to satisfy the duty o!
ever; .·the.rule. is not intended· to require. tDentiS were cUrected to §I 1.97 to 1.99; ·disclosure. The' Patent and Trademark
disclosure. of .lnfonnation favorable to It is of course in the interest of the c11ent ames cannot assure that prior art· dis-·
pateD.tabU1ty-e.g., evidence of commer- to, have & valld patent and this cannot e1osed. in other ways will be ecnsrcered
cia! success of the invention. Neither Is be obtained without disclosure of known by the examiner.
it meant to:require",disclO5Ul'e of teroe- materia.1 facts. It is not inconsistent for sections 1.97 through 1.99 do not pre
mation concerning the level' of.skill In an attorney or agent to fulfill his duty scribe the content of what materials
the art for purposes 9f determ:1nJni·.of candor and good faith to the Omce shoUld be submitted in the prior. art
obviousness~ . and to act--as an advocate for his cllent. statement; this is for the appl1eant and

several comments were received eon- The sub1nission of Information under the attorney or agent to decide in the
eernfngtheduty to disclose 1nformatJon § 1.56 does not preclude the submission light of the duty of d1sc1osure expressed
the patent-appUcant regards as eeea- of arguments thatsuch 1n!ormationdoeS. In 11.56. The 0l11y criterion contained
dent1a1;'fncluding1nformation the appl1- not render the subject matter of the in If 1.97 through 1.99 as to content
cant has: received·:Crom another· '.party app11cation unpatentable. . . of the- art cited is in § 1.97{b). ThiS sub-
under' an .injunction o! .eeerecs. Thfs- In 11.65 a new third sentence is atldec1. sect1ol11nd1eates that the statementwi11~

problem. has· existed prior to amendJ:nent to require the· patent. applicam to ee- be construed as': a representation. that
.of H.56.. 'l'he Patent and Trademark knowledge the duty of d1sc105u1'e. The the prior art llstecl 1ncludes what the·
Omes. o! COUrse; keeps information d1s~ language:ls changecCtrO!!1 the proposal submitter considers to be the Closest art
e10sed by appUcants confidentlal1DltD a to be conalstentwith changes made in of - whfch he is aware. The submitter
patent '15," :IssUed. It ··has been 'suUested 11.56. To allow time for the Omce and need. not deejQe which particular items
that:theOJ!lce should develoP a'meCha,.. app11canta to. revise printed oath. and Of prior art are the closest or identify
nismfor continUing to hold information declaration forms now in use, the man~ any 1tetna.as such; the representation
lncon:tldence aftertssuance Of a patent datory acknowledgem.ent of the duty of .Js simply, that he 15 not Withho1dJI:lg
1!inthejudgment Of tbe examiner the d1sclosure in amended §1.65 does not known .prior . art which he' 'cm:iS1ders
Informatinn.lll tint mAtaT1Al tol) the-~XAm.. become' etrect1vo Wltll JMuarY 1. 19'1'8, closer than that which 15submitted. 8ec~
tnatlonofthe'app11catlon.ThefeasibWty Applicants at their option may 1nelUde. tlon 1.97(b) makes clear that thelU'ior
of oifering a rule for pUb1iecomment on. the new language in oaths and declara';' art· statement is not a representation
thlstt,ptc ata later date wfl1 be con~·tions· flIed prior to the eifecttve date. that a se8rch has been made or that no
sldered-, . '.' ,The Omee wm publ1sh:asepamte notice better. art exists

New § 1.58(b) is added to make -clear in the F'EDZlWo RzGISTD:addIng a sen~ ·.In § l.97(a.) . the time for :fWng the
that information· may be disclo8ed to tence acknowledging the duty of cUsc1O- prior art statement Is extended from the
the Ofll.ce throUih an a.ttorney or agent .sure to· appropriate forms in 37 CF& two months of ·theorlginal'proposal to
of' recordorthmugh a pro se Inventor, Part 3, "Forms for Patent Cases." three months. In most cases prior art
and that othetindlv1d.uals :may satisfy The word ..statement" is deleted from. submitted within three months wfl1 be

, thetrduty of dJscl08U1'e to the omee by the title of I 1.85 to avoid confusion' with aVallable to the examiner before he takes
disclostnglnformatfon to such an a.ttorM. the prior art statement of§! 1.97 through up the ease for action, ·though it will be
ney; agent,or inventor. I:ntormatitfn tha:t 1.99. . ' helpfultl citations &re made as promptlY
fsnotmaterfal.need not" be passed along' Amended' 1.346emphasizes that there as JXl6Sib1e: _
to tlie Qmce. . must be a reasonable basis to support 5eet1on1.98.lists·the elements of tbe

Proposed sections 1.56 (b) and (c) have . '. prior art statement: a Usting at the art.
been revised and shortened and~ T a concise explanation of the relevance
at If 1.56 (c) and (d). The proposal waa rul:"1zi=~~IID~~::=: ot each listed Item. and COpies 0' the art

. page t3731. ftmC MIl.teace. • or the pertinent. portions thereof.
"4Q011.B.-'at-;48 L. Ed. 211 at 785,96 S. ·NortorJ 't'. CurtiN. 4-S3P. 2d. 7'19.792, 167 The prior art statement resembles

,ct. at 2132, 4411.8L.W. a-t 4856. 11S!Q 632.M3 (CCPA 1970). somewhat the "patentability statement"
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ilULESAND'REGULATIONS

AnieIuied 'l'l"l~(~):, ~Ws·public.' m- ,tOrthe'edl.tCatll)I]A1'l\nd'~',~_ Uoo 'to· the'SeCtion~eretbat'lI{)Pummt3
spectionq1',a.~anedsppncatiODll,re- efltsto'the: eXam1net21 themselves. " ' wouIdbe" fnhJbited:from'a,ppeslli)g 'by
rerred to bi· de:feDsin, pubUeations. ~e' "I'he,only I)ppoidtlon to the'section W8:J the ,risk ' ,o!'·haV:inS:' 8Jlowed'cl.BJ.l:ris~
,commenta ree,?-ved on the propolled"'bal;ed on: the feel1ng ~t'o~ hearlngajeeted and. that the pf'OposalwOuld ere-

, ""e.mendment"'on=t.b1s",tople-,,,m,,,J.i''',;,ex-.,n,,,_WciUld,,,be,,d1scouraged,; ,;;,'1be __.,r'ule.-j.s,~1n.. ,,:ate," a. higll,erJl!~tll:)J1,'Of' VIiJidltr' in
pressed JiO,opp061tlonand thl!' proposal is - tended'tO, d1sconrage ori1Jhe8ringS onlY cii.iiis"reVll!Wecs.'bY'th,fBmu't'C:t\"ijfgDu,;;"
adoPte-eL,w1thOUt,chiLnge.,' :', '''' to the same extent8:Jtlie' Office's 1975 cant number-commented"th&t It· wcutd

The amendment is, Intended to en- QfHcIal GaZette nottceon, t-b;eBUbject.K be more sPProPrlate ft)l' the Board to re
cousese: use' o!the, detens1ve publ1eatlcm ,SectIOn, 1.194(a) "bldJca-teS.tha-t: oral mand ene ceee to the 'primary examtner
program provided under § 1.139. The ob- 'he8:rlJ:igii'should, ~be, requested. 'as S ;for 'consideratitmOf the 'grounda'~ra1sed
ject1veci!tbJl,tprogramlstomake'avaU- matter of course :in 'evert appea],but by·the,Boa.n1;;ThiswouIda1Iordtheap-·
able to-the' imblie' the teclmical,dis- onb'1n'those c1reumstaneeswhere the pues.ntan opportunity to demonStrate
closUre"ot'&PpUcat1onsin' Which,. the appellant feels that'such abear1ng wUl the patentabw.ty oUhe clatinS and would
owner prefers to publish an abstraCt in be ot·ma.terlal'"asststance.io,theproper remove any ques.t1on as to ·statutory
UeuofQbts1n1ng an examination. Exist- presentatiOn of-theappeaL The sectIon authoqt;y. •... .'
1ng U 1.11(b) and 1.139 open the com- expres8lyprovides..,;h8.t equal consldera-, In ,view of thecomments.recelved, ex..
pletil'. defenSive publication app11catlon tIonwlll be aceordedlli-declding -allap.. lsting, 11.196(b)'w1l1'not bemod1fl.ed. but
to inspectlon'bythe general.pub1lc UPOn peaJ.s,~ .er not an ofalhea.r1ng is a_newJ 1.196(d) jsadded..prov1d1ng ex"
publication' of the'abstrBct.WItb. the he1cL;<,. ..... '.' "" ," '...,, . press authority: for the Board of Appeals
amendm~'.'an',abandoned ·appUcat1on In appeaIswherethe1Lppellant hairre- to include. :In Its dee1s1ono asta.tementof
re1erredto Ina: de:fenslve publication ap.. quested an oral liesr1ng;:§ 1.194<b).pro- any grounds· for rejecting· any .. alioWed.

I 'pUcationw1llllkew1se be apen to: pubUcv1desfor Oral argument by, oronbehalt clail:Iv that It. be11eves;should ,be COD-.
m.spectlon. avoldJnS:.'g,ny need to ~pea' O!.the Prtma.17 examiner.,U such arsu· sldered b.ythe PrimarY examiner. aectton
Its-contents in the defenslve,pubUcatiOD mentta, -eonskle:red.to· -be, ,helpful.· by U96(d) ProVIdes that the. Boa.rd Dia;,
eppUeation. Thus. pubUca-vallabilltyof eltber_thepnmar:remm!Der: or::the remand the case to the exam1lier for
the' app1lcations involved should be ot Board.,Th1s' prov1sion ihcorPorate8' the such consideration, and. that the appu
benefit both to 11le.BPPUcant and the presentpractice':ofpenn1tt1ngexam1ners cant shaIIhave an opP01'tUn1ty' to reo
'pu~c;, ..... ".", .. ,' .. "'" to J>resent an.oralargument belote ,the spond1O the groundS Betf0rihby,:thii

ASU£geSt1onwasmadethatthesectton :Bo8nl.- It 11'1ta the ,Board additional Bow prior'to consldel'atton: by the ex-'
b~.e:x:tend.ed still tUrtherto include aban- discretlonarYauthortty' to, requestpres-am,Iner· U the prev1oWllY'allovied:c1a1ms
dOnedappUcatlonS,referred to in foreign entation of an' Oral argw:nent. by; 'or on ' arere~ectedby~e.~ex&Dl1I1er.. tb,e'~ec';'
patents.· Th1s 'suggestion;. ho-W8ver. goes beha.lf. of. theexamtner to ensure that; - tlon may be apPealed wthe.~'
to:o far beyond: the.Prop()sal::th.at was. all. issues are fUll7 and acaurately pre.' ...The new section further pi'mides·tliat
p,UbUshed. and liSStoo uneerta!n anlm- sentecL .......' ..'. a d~n'ofthe Boal'dWh1ch-1De1Udesa.

'pact to be adopted att1:lJ8t1me. .... '. 5ecttonl.194(c);provtdes. 8:J does ex- renlllIUl w1l1 notbeconslliered as. & ftDal
Amended § 1·1Ho.> ,.provides earUer isting :§'l.194. that; appeaIs'willc be as- decls10Din the~but that the'Board.

Recess,to tl1e me'ofan interfere!lce WhIch E!gned· for'cons1derattonand de$lon following COD:clusion: of,' the 'proceed1ngli:
involVeda,patent' oran:appUeation on without an Oral,h.ear:1Dgwhere,none has before the pnmary examJI1er. will'either
wh1cha patent-haS,issUed'. AllcoIllllients been requested. by.'.the',appellant.. 'Where adopt Its earUer decialonas:fiDal' or will
that were submitted on the 1974 proposal . .an oraIh~·: balhbeen' requested,. a render a new dec1s1onbased on all ap
on, th1a topic were favorable, and. two day Ofheartng will.be set, and both ap.. pealed claims; as It· considers· apPl'O"
commentators felt the propooal should·be pellant ancl the PrimarY examiner· will pr1ate. In either case,' flnal action by the
extendedfurtber. The propOsal ls being be notified. A provision for. notice,to.~ Board. willliive rise to~e exlstingalter..
adopted w1tbl:lUt chlinge. ...,,',', ' exammer js added to the proPQ6f!d Ve!'- natlvesavallable to an: appellant. follow
~Under; present practice, 'acceSs to the s1OD. Addlt1onal1y. § U94(C).reflects the blg a.deets:lonby the Board;

file of an interference-Is not permitted present;pra.ct1Ce ofllm1t1ng oral,argu.. In B1tuat1ons where the pr1ma.ry ex-·
until judiClal'review of the d.edS1on·of ment on behalf~oftbe, appellant '.'to am1ner concludesafter·consideratlon of
the Board of Patent InterferenceS·has twenty minutes.'"The time permitted for an the ;ev1dence and. argument that the
been,exhaousteci.' The amended sect10n argument by the ,exa.m1ner has been remanded. cla1ms should be~ the
allows aecess to the file~ 1lna1 decl- shortened from twenty mmutes. as .pro.. new rule de&11ng.With·reasons for alloW,;. ,
.lion of the. Board of Patent l:D.terfer- posed, to ftfteen ttl1n tttea. The emminer, ance (f 1.109) :provides an appropriate
enceS..·.1f.tbat dee1slOll,Jsana-ward.. of unllke the:8oPJ)e1latLt. w1l1not ordiIiar:IlY mechan1sm forhlm to explain,on"tb;e
pt1Or1tyastoallPart1eS. It,1s belJeo\red need ttme,to present the facts of the record. his ressoniIig·for coming ,to"U11s
that'Such:ea-.rUeraccesa'wDlbe ofberietltca.se,or,for rebuttaL ..... ..', ... concluslononotw1th5tanding theg;r(lUJl$
to 'membenl~ of the pubUC..by maJdii.g . In,any appea1 where oral azgument; fa set forth by the Board 1n Its stat:.eme:l.t;.
avall&tile Inf0rmatlon relevant to, the Is- to be.~ted by, or on. behalf of, the PromulgatloD of new 11.198(d) does
suance of the patent whether or not, the PriInaI?" ~(m]jner, theaPPE'llt\tltw1U be nQ; affec; the BoMd'S ex1st1n, authQrity
interference d.ec1sion..is 3tI1l beh1gad~ .given due .n?tlce of thatfact. ~ .., to, remand, a case, to the pr1nia.r,-, ex-'
judiCateci.. "~,,I 1.1.98(1') viouldhave au- am1ner-. without rendering & d.eciaiOJ1in

PA'rEI'iT APPzWi. thor1zed,the Board of.AppealS to reject: approprJate cl:retunstances. Section
aJIowed c1a1ms;·in cases'before,lt,whenM 1.198(4) is not tntendedas·an.:lnstruc_

section .1.194' ..cIa:i1:f1ee; the' clreuni- I!'ver the·.· Board had knowledge. of t-1on to the Board "to. reeuttl1Ue~ every
·stances in. which oral heartngs shc:iuld grounds for so doing. ., ' . allowed cla1m in every appealed appll~
be .requested".provldes for oral argu- . WhUe & maJority of thoSe commenting t1on. It Is, rather. mt-ended to. give. the
mentsby or on bebalf of examiners in on·this section favored In 'Pr1nc1Ple the Board express authority to act when it;
certain. appeals, and ·reduces the· time concept of allowing the Boa.n1· to have becomes apParent; during the'considers
~.for .oral a.rgament8. . _ . t.hJs 11ght. significant coneemwas 'VOiced tlon of rejected claims..th&t one or more

CommentS' relattng·· to· this· section that there W88 no ·statutorr 'sutbortty aJIowed cl1LIms.may be subject to rejec
were· f8ovorable· by a. very SUbstant18J. for the Board to actua.U:yreject allowed ·tlon onelther the same, or ondtiferent
majorlty,although there were several c1.a1m&'Further, the questIon of proper grounds from those a plied gaJnst
reservations to thee1rect- that I 1.194(&) autbortty tor judlc1al review of sIich 00_ rejected claims., .. p ....,a .. the
tended to discourage ordowngradeoraJ. tion bY,the Board·was a.mailm' of con.. . ..... ';;:...
arguments. Patt1cJPa,t1On:. by .~ (I8I'Il. .Oth.er.rea.sons advanced. in apPCl$.i- 'REAsoNs:ro1l. ALLOwscz
was,~d.~ t.o)~desfra,ltle ~onIy _.' ,;,'SM:I1Otlce,Ot :MardI. 20 1975. 9SS O:(l New '. 1.109.1sintended to.emPhasize:l'rom'.the:'8tm:l.dJ)C);lDi: :Qf 1DiprOVJng- the ' 1010.,,,:). .•....• '..' and-formalize the exam1ner',a a-utllorIQ:
overanpresentat101l,o!.t.he."'t. ,:III:M:PJ!lP.t1JOe.. .. . ..... -. to state his rea:JOD1n&" tor 8Jlowing a-
~:lDcompiexcasesat~, !_ 1078ee'~ of. March.20,.1975,9?3'0~G. elaiJnorcIa1m& The authorlt7ls dIiJcre.;.

, .. o. ., .. '.. . tIonary with the eDmJner'amf1S orilt to.
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1n.ventarshaIlsatJatf:thedutr. witb're- prescribed fn 11.68. .see § 1.153 for de- § 1.99 Updatiutr o!"pri~ UUtalemeat.
spec; to: the mtoimat1on' disclosed. 01' s!In cases and § 1.162 tor plant cases. . It 'prior' to 1s8Uance·of apatt!lntan
any other tndlv1duaL.StiCh au. &ttome7. • • • • • . appllcant, pursuant to his duty of d1Sclo-
agent or inventor baa no,dut.1 totrans.. 8 o~t1cin 1.69Js add~ to read as sure under 'U6;'\riahes,to,~~;t~~J~;!'L.."w'm1t--1ntormat1on-wh1cb~JsoJlDl.·matA=rial,to "f' !"~'::::.~"'i~" .~_",_'A"" '"" ~"'" -,,,.,,;,,,,,-,,,,,,,,,,,#m~'-atte:titJ(ijCo1"'the-OfI!iit"add1tt:imi1: 'Pa~

the examinat10n of thesPP1ica~, ,OlloWB. '.' . ." .enm, ..pUbl1ca.t1on.s or otherlDtonna.tlm
(c) AirY. apPlleat10Il :ma-y be strickeD. § 1.69 Fo~ language oaths and dee~., not prev1OUSl1 SUbrnttted. tlllnddlUOnal

from the IDes U: (1) S1gned or sworn larationa. information shoUld be tlUbmitted to the
to in'blank,'or,Wltbout actual tnspect10n (s)· Wbent!veran lndiv1duaJ:m8Jdngan '. O:lflc8 w1th:re8sotlable promptness. It
by the appllcant; or ' '., .. .'. . oa.th or dEic1arat1on cannot understand may be 1ncluded in S'aupplem.entalprlor

<2>', Altered or, part,ly, fUled in a!ter English, the oa-th or deelar8-tioomust be art statement or may be inCQl'POrated.
being signed or sworn·to. ., .'. 111 a language that such fndiv1(lual can lnto other COD:lmtm1cationsto])e con-

(d),·Anappllcation sball,.·be· stticken understand and·shall·state.thai 5UCh In- sldered·b;vthe en.ttdner. AD:vr-tr8n8mi~
from· the files·11 it is established. by clear div1dual UD£lerstands the contem of an;,. tal. of add1t1onal 1ntormatlon, sb&U, be
and conv1Dc1ng.ev1dence. tha.1;.&nY fraOO documents towh1ch tbe oe.tb ord.ecJara.- BCCOD1P8D1ed.•..b:r, .exp]anat1onl .Of .rete
was Pl'&Ctlced or at1:emPtedon the 9tI!ce . tloD. relates. ., . . . . vance and by caples' m,accordance With·
:In,connectlon,with ;1t 01' that, there was . (b) Unless the text' of"any oath ,or the~ents(~fJ U8.
sn:r violation- of the ' dut7 of d1sc1osure declamtlon In'., language other,' thaD 13 section 1:109' b' added to read.'as
throughbad faith or &rOSSl3egllgence. Engllsh 18 a fonn prov1ded.·or aPProved toll· . ,

6. In tlie head!ng preeecung '1.65 bY the Patent aDd Trade:m&rJr:,.Of!lce; it .OWB. ".' . '.
HSTATEMENT:'11sdeleted. must beaceompa.tl1ed by a vertIled EDg_ . 11.109 B_fOrdoWllDee.

'1. In '1-.65 the head1Dg and~ 11ShtraIlslatton.'ezcept thai lnUle case , If'the eXam1neZ" believes that the rec..
craph (a) are rev1sed to read as follows. '01' an oath ee declarat1oD1lled' tuUler ordo1' theJ)1"l'JISeCUt1on lJ,Sa whole~no;

.§ 1.65 Oalb or declan.ti011O § 1.85.-,thetmmlat10111DaY be 1UedIn tQa. make clear hIa reasOns for' a1loWtnB -&
, . .. " . .' '.' ,': Ofllce no 1&tertban two months a!ter the clamJ. .01' cla1ms ttle euml11er tilay -'

"CsHl)'Theappueant. tt ,-t1le lnventor. 1Wna data."' ...' . . . . forth sach reasOnJng. '1'h1s sbanbe m
must ~te tbat be~bel1eves himself '.9. The heading "PRIOR IJB.T STATE- corpOrated!oto an omceactlon reject;
to be the .or1i1n1\l &nd 11m; tnvemor or :MENT"" 111 added: toDowtng § 1.95, aDd me other clata1aotthe app11caf;1on'ar'
~oftbeproeess,J:i1a.eb1DeomaD- precedJng J 1.91. ", .. '. .... .. 'be'the subjeci otasePar6tecomDUW-
utaeture. COD:lPcs1t1a1i 0[ matter. 01' 2m- 1<1: Bect10n 1.97 18 added to read as cstloD. to the a.ppllcani;. 'TbeaPPllc8D.•l)rOVeniem'the:reiof,. forwb1ch be,BOlld.ts f .. . . . , '. :'". .
.-' patent:'"th:a,t' be d6efJ;net"kno1v<8Dd oIlows... ' ma'f~ a stiatem.ent commentJng~tJ;1e
does 'not.,beI1~ that thfname, was ,ever § 1.91 F"illncor pnorarUlalenaent. reasoDS for allowance vrl.~,=-:

_.known,~ ~JntheUnttedBtate8 be- Clio) & a ,iDea11s ofCOlDP111nllwUb :.n::::=~St&temeni ahBIi
fore, hiS, 1D:v:en~or dlscover)'"thereof. the dut7-o! d1sclosure seUorUl. m J 1.56. not giver1se. to aDy,'tmpucatli:m. that
and shall.~te'!#.. what.'coanti7·l!e·js a app11cants·-anl encouraged~k» file _'Prior with acqWesceo,
cit1Zen8Iid,YJ:~etellereshiesal1dWhet.her art; statemer1tat the t1me of twnat;he :eth&P:::=the'~ .
he is ~ sole,-~,jo1Jii mventoi, 0If .tl:ie1n~ aPP1lcattoIi or.'. W1thm:three Diontba e. '. . . . '....' .•
venUon --c1a.tm~__ m:hts appl1eat1l::l:1.::' In thereafter. The statement m&7 either'be 1'-: In § 1.175 paragraph (a) is reViSed.
evetS,or1i11IiBl,~ppl1Catlon, the app1lCan.t sepa.rate from t.h8 sped1lcatton or ma::r to read as f~nows:. .". .' '. ,
must~,st.atethati:tothe: best of be lnco!Por&ted. there1n. g1.1'15 >ReiMaeOaIhOrdeeWa~
his knowIe4P"sndbellef tJ:le.1Dventlcm (b)· '1'lie statement abaIl-serve·as '..
baa not been' fn 'pUf)l1o' use or 00 sale to. iepresentatlon -that: the prior an llsted (s) Applicants tor retssu.~m '8dllitlon
tbeO'm:ted.',States more thaD. one year tbere!D :tnc11ides m tl18 oPm1aD of ttle -to compbiDr With the requ1rementD. of.
Prior, to: hIS appl1cat1on·or. patented·or pe:tBon tlllng ~. th& dosesi prior art the first sentence of l.l~85.must alao1Ue
descr1bed. 10 a,ny' printed publlcaUon.ln '01 wh1eh that Pll'1'8OD' Js awam;!beata,te.:. .with their app]1cat1ons .. st;a.~ent umler
aI17, country before hts lovent1on or more ment shall not be construed as.a repre- oatb. or dec1arat;lon as foDon•.
than one rear prior tobJs' 8-PPl1catlon.or aentatloD. 'that .. sesri::4 haa been: made (1) Wl;J.eD., tbe app1lcant verUybel1evea
patented or Ji:J.ade the. SUbjecl; of an:ID.- or thAna better art; ex!ate. the or1I11UIl pateDt to be wb0D7 or partly
ventor"s cerW1cate In any forel8D· coun- lL 8ecUcm l' 98 Js -added. to read as lnoperative or1ovaItd, statJna' such be11ef
try Pr10r to the date Of b1a appI1cat1ca: • . .• . ..' . and the re8SODS why.
onan,aJ)pll~onmed.byb1mseltorh15foDon" -'-' (2) When'1t tscIakiied,t.h8i:'sucb.
lep,1:,:reP~~tl~,,:or, ass1gns mant§ 1.98 Conteill of prior art &tatement. patent is so moperst1ve or 1nvalld. "'by
tl;1&n ',~ve ~ontblj prior tohls appI1- (a), Mq statement filed under'J 1.97. ,reason of a defective ,.spec1OcatloD. 01'
cation fn t1Uscotm:try. Hemust acknowl- or' 1.99 shall .inClude:' (l) Allstfng of dl'aWing:'part1cular1:Y..spec1f,)1Dg~ucb.
edge a duty to d1sc1ose lDtommtlon he.fa PateBw. PUbUcatkmaorotber 1Dfonna- defects... .' , " ' .
MI"&re of Wh1ch,15 ma.ter1&l to thffeum1·, 't1onand (2) a conciseexplanation of the ' (3) When it lscWDied., that. stich.
nation of, the appllCat1on;.Re. shsJ1 state ,relevauce of each listed 1tem. The atate- patent 18~va or 1rmill.d "by rea
whetherorIlCltaIlT&PpllCat1ontorpatent 'ment shall be accompanied by a COP.v son.of the'patenteec1a1m1ng more or less
or fnventor:"~ cert1:flcateoIl theosa.r:na in-of eacll11sted patent or publication or than he bad a r1ght to c1aJm In the
ventionhaSbeim. 1i!ed,inanyforelgn otber1tern ot1nlonnatioD. tnwrttteD: patent,.. d1stlnctl:r specJ:fyingthe excess
countr:Y, either b:Y himself,·or hts 1egg.1 torm. or of at least; the po:rl;I.onS thereof' or tnsumctener1n the cla1rDs.
representatives-or assigns., U &n1' such cons1deredb,-thepersonfWngthestate- (4) Wbe:n the applleant 15 a.ware of
appl1catton baa been 4lad. the appl1c:sm ment to be pe:tinent. -. lU10r art or other mfonnatl9n relevant
shan name the country !o which tbe (b) When two or more patents or to patentabi11t:v, not.:: prevtOU8ly con..
earliest. such appl1cst1on was :fUed. ,and. publlCat.lona: cons.1dered mater1s1 are s1dered by the Omce. which might cause
shall give the day. month, and year of its substantialb" 1dent1cal. a copy olio reP- the e:mm1ner to deetl1 the O1'1g1DaJ.patent

. ming; he shall also ident1f7 by country resentative one may be included 1D. the whoU:r or partJy Inoperative or 1nval1d.
and by da7. month, and :rearof fUb:l.g, statement; and others merel7 l1sted. A particularly speclty1ng such prior art or'
ever, such toreign appl1catlon filed. more trsnalat10n of the pertment portions of other iDtorma.t1on and request1n3 thea
than twelve months before the fU1Dg of f. _f.... language patents or p"bltcatkma U the examiner 80 deerris, the app11can.'
theappllca.t1onlnthiscountrJ'. o~_, '. be pennttted. to amencl the pa.tent and

(2) '1'h1s statemen.t (1) must be sub- consldered·mater1al should be ti'aIl.sm1t- be srant.ed a reissue patent.
scr1bed to b)' the appl1cant, and. (ill must; ted It a.n ex1st1Dg translation is read1l.:r Hi) Partlcularly SPeCU:vtnI' the erfON
e1ther (G) be sworn to (or a1!lrmed) as svallable to the ~11cant. or what :tzdPt be deeD:led k» be~
Pt'OV1de:dtn I 1.68, or (1;) Jnc1ude the 12. section 1.99 is added to read as reUed. upon. and. ho.. the)' s.t"l:l5e Ql'

persona], declamtioa. of the- applicant as follows: occurred.
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RULES AND REGULATIONS

the.omce:in duplicate. in the event serf
1ee,tsllOt ,possible.

19: In l1.292 pararraph(b) 13rev1sed
to read as follows:
§ 1.292 Publill we proceed1np.

(tn statinW tbJ* said errors. if imr. review of :reiectlons made by the primary
aroae,"'w1tboUt,aD7deceptl,ve intention" examiner, should it have knowledgeo!
on~epartof. theapplica.nt.. aD1 grounci3 for rejecting any allowed

• • claim that it believeS should be _COIl-

15;Sect1On 1.176 .is revtsed to--tead as sidered,.1t may 1ncludein its dec!sion a.
follows: statement'to that effect and rematU1the

case to the pr1ma.l7 exammertor con-
§.1.1'16:EniniuationoEreissue. sideratlon thereof. _In such event,' the_ _ _ _ _ (b)'I'hepetit1on and -aecomp8.nyfng'

An-or1gIna1claJm. u_~PreSented in Board shall set a per1od.Iiot less than papers should either (l) re1lect thai;.
the reIs8Ile appUc8.tlon, ill subject to re- one month. witb1n whiehthe·s,ppllca.nt cOPY' of thes~ baa been served upon
eum1n&t1on.' and _tb.eent1ie applleatlon may submit to th& priI1la.r1 examiner an the appl1cantor upon his attorne1 or
w111 be exam1ned fnthesame manner sa &ppropr1a.te amendment,. or a: show1ng of arent of moord.; or (2) be:llled with.-tbe
original appI1ell.t1oDB; subjeCt to the rules facta or reasons, or both. -in order to Oftlcs:ln -dupllcatetn1he event service
telatins: tbereto.excepting'that dlV1lI1on avoid the grounds set forth In the state- 1s~t_posslble.The pet1t1oD. and eeecm
will not berequ1red.; .APPliCAtions for re- ment of the Board of APPeals. If t:b.e panying papers. or & not1ce that such &
issue Will be acted on by the examiner in prlmary examiner rejects the previouslY pet1tlon has been 'filed,. shall be entered.
:e~~moa:C:C~~DSan:~ ~W:=tO~=c~~t~~:~:i,in"tbo"a~p~t1cm'iile;". " ," -
ment of the filing of the reissue applies... to the Board of APpeals from the refee- 20. sectton 1.3411 Is rev1sed to read all

tion has a,ppeazed 1n the Omc!al Gazette. tlon. Whenever a dedalon 'i:d'theBoard follows:
otAppeala 1llclU~~ a iemand. that dec!" § 1 346 Sipllture and eerti6:eate of at~

18. sectlon 1.194 Is rev1sed to· read as slon shall not ,be con&clered as a final " torney. " .
follows: dec1s1cninthe, case. bUt the Board of
§ 1.194OralhearinK~.Appea1S'sbaIl.Uponconclus1on of the _ Every paper medbr an attomer or

proceiidJnllS before the pr1ma.17 examiner agent representing an appllcant or partr
fa> ,An,' oral· hearing" should bere- on ,remand., either, adopt ltadec1s1on as to & proeeed1Il.g in the Patent and~

queSted' onlr in 'those ctrcumstanees 'm~' final or render a new decls10n on all of m,ark,0fDce must bear, the atsriature of
wh1ehthe appellant oonsi4ers such a the ela1ms on appea!"as, It may deem such attomer or agent. except papers
beBriDr" necessar7 'or des1tab1e for a ap~pr1ate. '- which, are required to be s1sned bY the
proper presentat10n 'of .b1a appeal. AD. ' ,- appllcan.t or party mperson (such as the
,aPPeal decided.' without an om! heBr1n8' 18. section 1.291 Is revised to .read as appl1ca.t1on Itself'" aDd amdaVits or dec..
wW.-recei.ve the' same consideration by folloW's: , ,laratlons reqUited, of appllcants).' '1't1e
the ':Board' of Appea.1sas appea1sdecided § 1.291, . Proteets and p~iOa- art citations stgnatureot an attorDor_'or agent to a
atteroralhear1ng. "bypablic._, _' "-.' ·pa,perflled.b,.him.orthetll1Dgorprea-

(b) If appeDant requests an oral hear.. - ',' entat10u of 8DY'paper b,.-h1m,::con.st1tutes
.tng; an oral argument may be presented (a) Protests aplnst pending':appllca- a •. certUles.te -that' the paper has been

by. Q%"onbebal!'ol;-theP11mal'Y exam- :'~~~~e~~ ~; .tha.• Ita, "11llWr:l8autho
r1Zed

: that;
. .tnerif cQDS1dered d,es1rablebr either the suJ)ject matter, tnvolvecLA protest totbe esto hJs knowledt@.informauon.
~ examiner or the,Board. .......: - speoo aridbel1ef ; there IsSood-groundto sup.

(c) If no request'for oral :bearing-has cUleaD7 ident1f1inC theapp11catlon to llOrtlt. 1nclud1na' an;y&llesatlons of:lD1~,_ • _"on the _wh1chth&Prot;est1adirectedwillbeen- ·_A_ ·· ..A:...:...."th • d~ made Y the ai'_t;- appea.J. tered in the applJcat1oD. me and,!! t1riJ.eIy proper~ ~con..........,.. .. erem: an
~8U'~:aa~~~:~~submitted. and accompanied by a copyof that it is not interposed .for de1ar.

. . eaeb.prior art dooument reI1ecl u~ Efrective date:,_Th~ amendments be-.
an oral hearing. a cilQ' ofhearlng will be_ will becons1dered bY the examiner. . . CGD18 efrective on March 1,1977, excepll
~~td~:o~th~~v.:.:n~ <b) cttattonaol l'rlor .. art and ..any : for -nUl. 1.97.·1.98, and 1.99 which
Heartng,willbe he1das,stated in the papers related tb.ereto-ma.y be entered become- effectlVe-_on Jul:y :1, 1977 U1li
notiCe. and oral argumeritwiU be llmited. in the patent 1Deafter & patent baa been U1.85'and.1.li9· whichbecGmee:tr~tive
to twenty' minutes for the appeUani and granted, att1le requestot &- member of oDJanuar1 I 1978 '

-mteen minutes_for.the~eum- tbepUb1Jc or the patentee. SUchc1ta.. . - .' •
:lnerUD1ess"otherw1se ordered belore the tloDSand papers wm be entered. w:1:tb.out Da~:-Ja.nuary 18,1977.
henrin&'begiDa. comment by tl1e patent and Trademad:: C, MA1WW.LDAKlf.

17. seetlon 1.196 is amended. br add.iIlg.omce . commi8rioftet' oj. PcUentt
newpa.ra.graph. (d) to read'aa·foIlow8: (c) •Protests and prior art cltatioDs bY' I and7'rudemCtkf.
§ 1.196 pedsion. by Ihe BoaNof Apo th"epUb1lc and.-a117 accompanying papers Approved:. Janua:r ·19, 19'1'l.
. poaIs.;.' ~uId e1ther (1) .re1lE:et tb.at a'GOPJ' 0: 1JftST A1ro1alt-JOBlfSOll'.

the same has beeD,&e1"Ved uPlJl1·the,'ap- .Anfatant; Sec1'ettJrr far'
(d)- Althoulh' the- i10ard of Appeals pUcant or patentee or upon hJs a.ttorney S~ lind TechnoloVl/.

normallrW1ll eoI'1fll1e Its decision toll or agent ot leCO:rd: or (2) befiled'tttl1 [J'B~"rI'-2&2I~l~...,";I:"'aml .



TechnicalSt6pe Determination ofJapanese Patent

"Considering itsc~i~~,His~orY

GrPllP .2
Chairman:
Speaker:

Ni:t'ol<i KyOJilil til
Yuk i h i.r.o Yamada

L Lnt.roduc t icn

As the speaker of our nine-member study group, it

is ~y gr.eat pleasure to pxese]lt; this. report; .onits study.

Our 'study. subj ect is de.t.ermm at i on 0.£ the technical
, ~.- -,,' .. . _'.' ..'. " , .--e'_ ,,". ,,' " ", ',' '. c'" ',' ': - :.',.:. - . '.. . '. ,- . _. .',- .. .

scope of a }apanes~patenL<:onsi.flering its f i.Le history.

Under this theme, our group studied court decisions in

r e Levarrt ..cases in, .Japan,.the op i n i ons of courts of

j ustice on:s.uch <:\,ses and rrecent trends in .collrt

decisions., .We attempted to compare them with the

doctrine, of file wrapper estoppel in the United States.

2 • Relationship betw~~n,tp.e, .Interpretation of Arti<:le

70 of the Japanese Patent Law and the Consideration

Ri.Le His tp.ry,

-93-.



We understand that the ,United States ,is a country

of case law and interpretation of claims by a court

of justice is regulated by legal doctrines established

through the accunutation ofmany cases in the past.

We are aware that, the do'ctnlleof "file wrapper estop

pel" irithe United States, together with "the doctrine

of equivalents," is an important doctrine concerning

the interpretation of claims which i.s almost completely

estab lished in the United States.

However, Japan is a<country of written law and,

although there have emerged views identical with or

similar to filew:rappe:r estoppe Lvi.n the United States,

they are yet to beestablfshe,las a legal doctrine.

Article 70 oft:heJapariese'Patent Law' provides

for the Lnterp re t.a t Ion rof c rarms . The article reads

that "The t echn'icaLvscope of a patented iriventionsha1.l

beuetermine'd on. the basis of the description ill the

scope of demand for patent in the specification

a t t ached to'the appl.Lcation 'document."

When a Japanese court tries a case of irifringement
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technical scope or a patented invention, it needs to

determine the technical scope of the patented invention

as an important part of th~ examination b~fore gi~ing

Determination of the technical scope of a patent

edinverition can be regaI"deda'sd~termiri.atiori.)o.£t11e

scope ofilrotection otthe pa'tented imrent1on. Since

such determination is made on the basis of the descrip

tion of"th~ scope o'fdemand tor patent, n namely ,the

claim, the claim language is the first cons Lde r-at i on in

determining the technical scope of a patented in

vention. There is hardly any divergence of opinion on

this po:il1t.

However, in determ:ining the technical scOpe of a

patented invention, what else should or can be con

sidered in addition to tile descrfption of th.e clilim :is

a matter of interpretation of Article 70 of the Patent

Law-- a problem that requires the assistance of ·theories

and cases.

Consideration of "the detailed description of an
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invention" and "necessary drawings attached," as data

t o understand the cLai m .cLear Ly , in addition to the des

cri~!io~ of the claim, is an es!a?li~hed ~Iinciple

adopted by the Japanese court of justice as a way to

determine the technical scope of the patented invention.

However, concerning determination of the technical

scope of a patented invention, t here are various views,

including nega t Ive o~es, .as to whether t be prior art at

the time of filing should also be considered as a

mlltt"I ()f "ourse, ()r supp LementaLl.y,

Similarly, there are various opinions, iQcluding

negative ones, as to whether recorded proceedings in

the Japanese Patent Office during the prosecution of

a pat"ntapplication should be considered as a matter

of cours", or supplementally, in determining the tech

ni"al scope of a patented invention. This. is a diffi

cult question.

Recorded proceedings in the Japanese Patent Office

during the prosecution of a patent application general

ly include (a) sp"cification a~filed, (b) amendments



(amended specification and drawings), notice of. rejecc.

tion, remarks, opposition and reply to the opposition,

andvI'c ) documents of the first. app Ldca t i.on in a.Conven-

However, our study group has decided to introduce

cases that consideredthecon.tents. of amendments,

remarks and replies to the opposition made. by appLican t s

tb obtaHI' the allowance, fr.om the; standpoint of consid

ering' them in comparison with f i-Le, wr appe r.ve s t oppe l, in

the United States.

3. File Wrapper .E'stoppe L in theUni;tedStates

Before introducing cases in J(ipan ; that .cons i de.re d

recbrded'proceedingsin rhes.Japane s e Pa.t.en t Office

during; the prosecutionoLpatent ;applicaticm~, I .. wou l d

like to touch briefly; on the doc t r i.ne of file wrapper:

estbppelin the United States as understogd by our

(Note 1) .Asfor::thequestion 'whether t he foreign appli
cation which forms the basis of priority,
should be considered in case the claim of an
applic"tign ~n Japan. is not clear, there are
many cases that reject it for reasons of the
principle gfmutual independence of patents.
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study group.

If we understand it correctly, file' wrapper estop",

pel in the United States has the following two types'

of applications.

One can be called file<wrappere.stoppel· in a nar.

row sense. Thisis,thetypical'filewrapper .e.stoppeL,

The oiherisfilewrapper e.st.oppe I. other than, the first

one. Fi:1e'wrallperes t oppe I broadly: includes b o.th types.

(A) Typical file wrapper estoppel

This is t.he type of file wrapper estoppel that

comes into play when a patentee attempts to prove an

infringement of his patent by relying on .thevdoct.nne of

equivalents, when the accused product is outside the

coverage oFthe Claim language ,butthe·file history

shows that the original claim was narrowed to avoid the

prior art cited by the examiner; Our study group calls

it t.yp i caL. file wrapper .estoppel for' convenience' sake. -,

(B) Other type of file wrapper estoppel

T....his is the type of file wrapper estoppel other
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than the typical one and our study group calls it the

other type of file wrapper estoppel for convenience'

sake •

An example of this type oLfile wrapper estoppel is

that the. patentee.'? arguments p re s en.ted to the Patent

Office to avoid the prior art create material limita

tions. Namely, the patentee is estopped to accuse

others of infringement... in.te.rms of. tllec:laimlangllage

when. the definition, affecting such claim language is

found in the file wrapper.

We, therefore, understand that file wrapper estop

pel in a broad sense, which includes both the typical

file wrapper estoppel, and the other file wrapper estop

pe I, is in fact a doctril1e that \"orks to prohibit a

patentee from making a narrow interpretation o f his

invention before the Patent Office and a. broad Irrte rp'r'e

tation before the courts.

4. Introduction of Cases in Japan

Now, let me introduce some Japanese decisions on
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cases o f iLn f r i ng emen t that cons i de re d file h is t ory i.

4.1 29th Civil Affairs Division, Tokyo.District Coutt"

Case No. (Wa)1536 of 1968

Dec i s ion g i ven on January 31, 1972

Insecticide Comp?und Case

This: case concerned vavdi spute over a carr i e r us e d..

by the defendant that allegedly was the equivalent Of

one of the five carriers for a pa.tent'ed-d.ns ec'td cd de

compound.

The c Laim as filed .read "solid retardative insec

ti.cidecolI)pounds that contain dimethYl-Z, 2- di ch Lor o

vinylphosphate (DDVP) in a state of mixture in solid

state organic macromolecules." It was found that the

solid-state organic macromolecules mentioned above had

been definitely limited by amendment to "solid as well

as nonwater-soluble plastic macromolecules with a mole

cular weight of more than 1,000 that are selected from

among polyvinyl chloride, polymethacrylate, polystyrene,

stY.ren~- c
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-- Onion Net Case

Case No. (Wa)488 80f 1975

Dec i sLcn given Oil Marchi, 1977

res in" and that s ubst ance s o ther than the five had been

de Libe ra.t ely excluded from the claim although a broader

expression could have been used during the prosecution

4.2 21st Civil Affairs Division, Osaka District Court

chlo:r;inated polyethylene uS,ed by the defendant could

not,berec;ognized as the equivalent of the patented

carriers.

In short , this case ,is an example in which the

claim as f i Led was .n a r r-owed too much in order to obtain

the allolllall!i'e,anq tllepatente.:: 's s ub s equen t attempt

to interpr,et it in broad sense by claiming equi.val.ence

\'las, rejected in the light of file history. We consider

it a-!ap1l,n.::;s.:: cas e ~h\'t corresponds to typical file

wrappere~toppel i~ ~h,::, United States.

This was a case of knit onion nets made of poly

ethylene filaments in which the dispute concerned the



claim language of a utility model right that recited

"polyethylene monofilaments having a thickness in the

neighborhood of 400 deniers (400 denier "CHUSHIN" in

Japanese)." The claim as filed reci ted "synthetic resin

monofilaments of suitable thickness." hitheamendment

made after receiving a notice of rejection,th~cntim

was" amended to limit the filaments to "polyethylellb

monofilaments having a thickness in the neighborhood

of 400 deniers. "Fu'rtller, in his remarks ,·tll~applicant

argued that "the point o(t:hisutiiityniod·~lisin<tile

selection of the most sui fable firinieni:~frOrii among

p~~liclyknown pOlyetllylere mon()f:llaments at the time of

filing ,by considering four :ltemg, niIllelY, tJi~thic:kness

of filaments ,the width of mathil'lefy ,tJi~ Il.tiIllb~Tof

needles and texture." It was noted thatt:h",titility

mod~ had thus been registered.

It was judged that the meaning of the expression

"in the ne i ghborhood 01; ".beinterpreted in a narrow

sense and, although the thickness of the filaments

was not required to be exactly 400 d~lliers, the toler-

ance limits .wer e about. 10 per cent more or Les s and,

therefore" accused filaments of 300-350 deniers

not included.
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Ill. this case, the Claim as filed was Lat.er amended

to limit its scope to avoid, prior art and the dispute

concerned whether the'accused'product infringed, the

equ.i.val.ence, but all. instance in which the scope of the

amended claim was determined narrowly in the light of

file history. we regard it as all. instance similar to

the .o-ther type of file wrapper e.s toppe L: ill. the United

States.

4. '3 29th'Civil: Affairs Division,T6kyo>Distric:tCourt

Case No. (Wa)3746 of 1964

Decision given on March 25, 1970

Vinyl Cloth Case

The dispute concerned the top coat stage described

in the plaintiff's claim whereby "specific cloth is

laid on one side of a plastic resin film just produced

by the calender method" The defendant used readymade

polyvinyl chloride resin films in the top coat stage.

Thep'laintiffarguedthat the'twO'methods< mentioned

ab ove were'equivaHm t ; However yvt.he j udg erg ave rthe
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following, decision. The use. of just, p roduced plastic

resin films in the top coat stage wasa. mai n-eIemenr of

composi tion of his inventio.n. as argued by him in,his

reply to the oppos i.t.Lon- t o. the p atentiand r.ep.Ly to

the triaLfor invalidation, andut .exclude.dlaminati.ng

and splitting me-thods using r eady-made films. It was

c Lear vt.he r efo rej. that the top coat. stage'. of. the

patented:Limren·tion,cwasLiirilited,tothe stage of us.ing

just produced films by the calender method.

In this.vcas e.jvthe re-was no amendment' tOithetc.1aim

and the patentee tried to interpret his claim broadly

by insisting on equivalence. However, the decision

did not allow an expanded interpretation in the light

of its file history which showed that, in order to

avoid the prior art cited, the patentee had argued

the exclusion of. the part for which he was now claiming

equivalence was a feature of his invention. This case

can be regarded as corresponding to file wrapper estop

pel in a broad sense in the United States.

The above-mentioned cases Nos .. 4.1 ~ 4.3 are all
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directly affected the interpretation of claims

The following two cases are different from the above

mentioned three cases in that the consideration of file

history p d a supplementary and not a decisive role.

4.4 29th Civil Affairs Division, Tokyo District Court

Cas e NcL (Wa)9786 of 1971

Decision given on February 15, 1974

Cigarette Lighter Case

Thedisputecbncernedtheportion"of the claim'b£

the plaintiff' s utility model right that "the container

of the flint is supported on the supporting axis ("SHIJIKU

NI JIKUSETSU i, in JApanese) of t he . CiTcularflint

fi tted in the upper part of the lighter." The plaintiff

argued that ingenuity was not required of one of ordinary

skill in the art to choose either a rotatable or non

rotatable container r'eLa t i.ve to the supporting axis and,

therefore, the two contai~ers were equivalent. On the

expr!"ssion "supported on the axis," the judge hold

that an axis" "generally implied the revolution of a

rotating body and ,~herefore, it suggested that the

container could turn on the supporting axis of the
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circular flint. He also said that the detailed de

scription of the invention contained an expression to

prove it and that there was no expresston to include

a non-rotatable container. Moreover, the judge noted

the plaintiff's assertion in his remarks submitted in

reply to the notice of rejection that "the container in

the invention is .rot a t.abLe and the f;l.int can be replaced

with ease by simply removing ~tis~de",ays,whereas the

product cited is non-rotatable and its flint cannot

be changed easily" and judged that the non-rotatable

product of the defendant was notin<:luded in the.claim

ofthe"plaintiff.

4.5 29.th Civil Affairs D'iv i sion, Tokyo Dist~ict Court

Case No. (Wa)1457 of 1972

Decision given on June 23, 1975

Expandable Wig Case

The claim of the plaintiff's utility model right

covered "the structure of the expandable wig made of

hair planted in a netlike wig base of expandable

threads knitted or woven." On the other hand, the wig

of the defendant.......................................................
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made up partly of expandable threads and panly of non

expandable threads both knitted or woven. The plaintiff

arguedthathis.right )Vas not limited to wig bases made

However., the judge said tha.tthe plaintiff's.

argument was not sustainable in the light of the. dec

tailed description in the specification.

Moreover, the judge concluded that, in the light

of the plaintiff's ar-gumen.t.ri.nvh i s remarks. on the

notice, of. rej ec.t.ion, t.hevnetl i.ke wig.base,was made

highly expandable by using freely expandable threads

like r ubb.er .tbr eads So thatdt,could, fit the size and

shape of the user's head and stick. .East to i,t. He

thus rejected the plaintiff's demand for damages.

The above-mentioned two cases -- Nos. 4.4 and 4.5

are examples which show that~hile the claim can

be interpreted from the claim Language and the de t a i Led

description in the specification, the propriety of the

interpretation can be confirmed by considering its

file ih f s t ory , : They care .rtypica.;
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examples of consideration of file history in Japan.

It is a very interesting and noteworthy' factrtha t

views identical with or s i.mi Lar-ct.orfi.Le wrapper e stop

pel in the United States were reflected in some cases

in Japan, as lsevidentfTom'the'examples already

mentioned.

5. Our Study Group's Comments

Japanese cour-ts tend to' 'consider file, history in:

determining: t.hevtechndcat s cope-of p'a-t en.t.e diLnven'ti.crrs;

Our study group, 'therefore',wotil'd' like to make '

the followingcolnments;'

5.1 Matters to be noted by applicants

In Japan, as it may be the case in the United

States too, an applicant tends to limit his claim more

than is needed to make a clear distinction between his

invention and the prior art cited by the examiner in

the notice of rejection, or the art cited

-107-



the oppo~~r, Ln his;~a,gernes,sto obtai!,a,pa,tent.

Also, he~"n<is,to.oVf'T\,mPilas,~~,ethe featur.e s of his

i.nventi on ;todJ~t i.ngu i p,»: \,ye:r:tile PTiQT:art; in h is.

the LnventiQn orin hi

or reply,to the 0IlPosition. All this has the: dang er o f

providing a ground for narrowing his invention,by

interpretation, to cover only the embodiments described

in thf' ,sP"Fifica;ti9n.

I,n ~nfring\,went<:asf's,. til,f'.Ie is much fea,rinJapan,

as in the Unite d States, that the defendant's argument
", ,,-'... ..... ,','"., ',,' " .... '... -_..... . , " .. - .... _.

r e lyiIlg,c)TI Jile»istQry,may lead ro a court de c i s ion

unfavorab Le to thepat(jnt,.,e.

5. 2 Matters t,o,be noted by part~es conce rne d

In case, of an infringement case in Japan, H will

be helpful .Eor the .defendant to study thoroughly the

file history of the patent involved in order to find

out estoppel on the part of the applicant, and cite it

positively in court as a defense.

We ,also think that it is worth considering for
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parties concerned, including competitors of t.h'eiapp L'i.>

cant for a patent, to take preventive or offensive

steps in advance so that a court will consider file
. . -,

his t.ory and will not allow the patentee to interpret

his Claim in aselfi~h m~nneT in case olk possible

dispute.

As you know, in Japan, there is a'sy~telli"for'

publication of applications and opposition, and it

is possible to take "s t eps in aclvante by taking full

advantage ofthiSs)'stem so thafthe cikilli of

competitor's pa t errt wiilbe :illterpretedill. a narrow

and limited sense. In the cJJlpclSit:iOIl. p rocedur'es ,the

applicant usually attempts to impress the examiner

with the features ofhis:inventioll.bY sUbmitting an

amendment or reply to the opposition in order to over

come the prior art c:i ted b)'the oppos'er , Therefore,

it wiUserve to prevent kpatentee' s possiblea,ttempts

in the future to stopthel'rodlltdoll.a.ndsale'bf

product ofia compe t Ltoriby interpreting his right in

a broad sense,if the competitor tlluscallses estoppel

to occur during the prosecution of the patent appli

cation by means of fair but skillfl1ltactic~by taking
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ation;

As I have reported, the view that an attempt to

this kind of psychology of-.an applicant into consider-

of
1970
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29th Civil Affairs Division, Tokyo District
Court, Case No. (Wa)10375 of 1971. Decision
given on September 18, 1972
-- Golf Glove Case

Toyama District Court, Case No. (Wa)30
1966. Decision given on September 7,
-- Melamine Resin Case --

I would like to repeat that, in Japan, there is

no established legal doctrine for consideration of

file history. There are cases that show a negative

view on consideration of file history. (Note 2)

(Note 2)

. interpret;·the c Lai.mio f . a patent. narrowly before the

Patent Office and broadly ·beforethecourts is an

insincere and intolerable attitude has been gaining

support gradually in Japan. There is now a tendency

to consider file history when a court determines the

technical scope of a patented invention, that is. in

the interpretation of its claim.



It is expected t ha t a doctrine of considering file

history will become established in Japan in the future

through the accumulation of cases that considered file

history. Therefore, our study group willcontinlle

to watch the trends.

I hope ,that our r epo r tcw.iLl 'be .of . s omerus eitoryou .

Thank .you for your kind a t t en t i on;
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AS FORTUNE IS VARIABLE AND MEN
FIXED IN THEIR WAYS, MEN WILL
PROSPER SO LONG AS THEY ARE IN
TUNE WITH THE TIMES AND WILL
FAIL WHEN THEY ARE NOT.

Machiavelli
"The Prince"

The serene years immediately following World War II,

when the practice of patent law in a corporate setting was a

relatively tranquil exercise, have long since 'passed. The

corporations which we serve"haye;E;!:?ffi~nded their interests

and their influence thrt;tighb4t"th~::,~ci:n;cQmrnunistworld to a

point where their pat~Il~::;i~*_"_'-sta.~f{--_~r~"::a$,,4eeplyinvolved in'

the conduct of affairs outside their native countries as they

are locally and in many cases, more so.

The:ecanornic success of the multinational corporations

has brought with :it t;tl.~,ch~J,.,~¢ng~.q~man~gArig:-industrial pro

perty rights 'on an·'i:hbern.ition'~l b<isis~-a task'whic::h is intima-

tely interwoven with research and product development. With·

the increase i~ the number of fa~~fl~g s~psidiaries and the

growth of their auto~omy.have ~~me P~9~~~~spf logistics in

transfer of technology between parent and subsidiary and from

subsidiary to subsidiary.

-.

SUf'e"ilnpos,ecl on the difficultiess ,of' ,"ol~itc,rj~n(,ad,e'lu,.t,e ,):,~,

coverage of corporate innovation worldwide have been the

-113-



increasinqly'strident'calls.'fromspokesmen for the .underdeveloped

coiuitries::demahding;the. abol.f, tiOD 'of, :'all ,int,erIlational ;;parriers

'that;·hil'l'de;i:' thei'r- access'to:' the fruits',of.sciel'ltific:an9..techno

:;iogicar 'prcJgre'ss.;

Thus, the corpqrate patent lawyer has been in a state of

transition during the.past decade. He has moved from the paro

chialism of his domestic habitat to the complexities of the

'iriteiiia,t'i'ona:l sceIie-'-'::fronl the' peaqeful pa:s,ture,s:"o~ his own

d6untryand a legal systemwith'whichhe is comfortable and

':famil£cJ.:r.-'into' ali uncertain ,:a.rena ,where he_'.mustnot only gu~ge

the technology of his own company into safe legal ha.rbor s r rbut;

a.I'so ;';dope ';';with 0:a ":belligeretit ,::adversarywhose .uncompxomis Lnq ';"ob

jective is to destroy the-very system which has done so much to

aid world economy.

Times ·,'-have:' changed ,'.and with, .,' thiS'. change haye,come:: i 11

:creasedresponsibilities and-moxe demand.inq challenges'..' The

.; a,wa:reness '::'0£ . chanqe, ,its articulation to corporate:. management,

its,;"irttegration<into :company::research. and,<development,. and its

:'veritilation'in-suita.bleforums_:',~->theseare, ox- shou.Ld be, the

tasks of., the corporate "patent laWyer today;

Privately financed research and development spending in

the three most highly industrialized nations of the world--Japan,

Germany, and the United States--is increasing year to year. In

the United States, for example, a recent BUSINESS WEEK survey of

600 companies shows spending at the $16 Billion level in 1976, an
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increase of: 11.,6% over"the previous, year.' ,(1'):. Tot,a:!. United

St.a'tE:!s "R&Dispe'ridirig', indtistrial: .p.Lus. government,:.'amo:tln,:!:.€;cl.,tp $38

':Bi·l'liOh fOr';the'same period. .Of that., '.,indus,t'ry1s ',$:lpIl:il1'~9n ac

counted for 43%, while government sources suppli.~,d,52%__" C)}:,".c$;23. 6

Billion.' Since 52% of government R&D is done by contractors',

private industry performs about 70% of all R&D in the United

States, equal to $26.7 Billion last year.

lri1977· ~·'::accordingto the: National Scie.ncne,:FQWlda,.l.:;';on, 13.g

gfeigateU.S;<spending <for R&D wilLcometo $40. 8 Ilillion,~%

"bovethe 1976 level<of $37 . 3 Billion (2). Lf One applies the

'70%figurei 6f1976 to 1977 ,thi.smeans private industry in the

'Uriited<Stateswill account for<$28 ;5.BillioninR&Dthis ,year.

Are these increased appropriations correspondingly re-

flected in the number o£ patents issued to S. residents? Ap-

"pez-eriti.Ly. not. "Recent :figures from the":United,;:,States;-:'Patent and

Ti'ademark,'Office show'that patents obtained:::by,"AmE;!rican;,:i;ny~ntors

dropped from 54,960 in 1973 to 47i92l in 1976 ••. a.d"creaseof

12.8%. On the otherhand;cthe number,of patents obtained by non

6itizens, in. the same period"'has::increased from::23,-344.,,: to"2,6'.,789 ...

a rise ofl4. 7% (3)~-mostlybycitizens of.Japan andC;ermany.

The accelerated ~ace of patent acquisitions by the Japanese and

Germans in the past decade has been nothing short of spectacular.

In 1950, Japanese residents received fewer than 100 U.s. patents;

in 1976 one out of 10 U.S. patents issued was granted

to residents of Japan. Germany's resurgence has been
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d~~~~~c--its c~~izens ~o~dthe highest percentage of u~s.

p~t~~t§,issued to~ny single foreign country. Taken together,

t~~,residen~s o-f Germany and Japan received almost one-fifth of

It is being argued in some quarters (3) .•. that. the· slide in

the number of U.S. patents being,: issued; to U:';,-S~,:citizens shows

tpat American research and development effort is moving downward~

Aspro?Ff the example is given of five industries representing

81% of American industrial investment in technological informa

tion--electrical,'equipment and communications, aircraft· and

missiles, professional and scientific instruments, machinery and

chemicals--which purportedly reflect drops in R&D intensiveness.

Private investment in these five industries is drying up, the

argument goes, and a way must be found to provide investment

Ca-p"itaT- ,'-,to -s'upport; promising 'inventions:' :andinnovati.ons'and to

ao.Lve vtihe.r'exceedd.nqLy dif f icult't'echnicaL' problems,,',we,:are' .facad

with today.

But other data (1 appear to show that the present rate of

capital spending on R&D s adequate. American businesses in the

above five industrie3 3pent, on the ~ver~gc, .10.3% more on R&D in

1976 than in 1975. The electrical and electronics industry alone

accounted for a 13.1% upward change ~rom 1975.

'As:for,'productinnovatioIi i- 'it. "is :wellknown'C5); ,:that ,',:orga

nizationaLfactors and -cut-cur-eL ,traits-:h,avegiven United 'States

mUltinatioQals, the lead,in the:delivery_of higher "techno19gyfrotn
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the labora~ory to the marketplace in such' industries as pharma

ceuticals, machinery, and office-equipment. This is especially

true with respect to overseas markets, where close ties between

researchers and local managers have allowed scientists to follow

,their;, Lnvent.Lons.. from the'- ben.ch'",through the pi,loi:.'"st,age to market

'testing and, ultimate;' commer-cLaj.Laar.Lon.

Assuming that funding is adequate and that intracorporate

transfer of technology is functionally effective, what then ac

counts for the drop in u.s , patent productiv~ty bYli'.S. citizens?

Are there any lessonsto,be learned from our Japanese ,and German

colleagues who have consistently demonstrated the ability to pro

duce an output of patents commensurate with rising R&D appro

priations?

I suggest that the 'corporate,pat.entlawy,er,>'.thrqugh front

line involvement; in,the"research:and', ,development;'functioll"can

contribute substantially to industrial patent output., By,parti~

cipating in the research program from its inception when it 'is

first postulated and before effort is directed to its implementa

tion he can, and should, make'valuable suggestions on alternate

courses of action, on variations to approaching the solut~on of

problems, and on improvements to basic research proposals. In

the usual case, several alternative routes are available to the

researcher ',to 'attain his Objective .: Since it is 'impractical to

test all; conceivable approaches, ,a ',choice :must be made (6). In
"','" ""1'0""" "7""

making:theselectlon several'factors are'taken into considera~

tion -- for example, time, cost, and probability of success. An
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added element is, 'ofcourse, patentability' and'the·collateral

issue of infringement. It is far less rewarding to go forward

with a research program which 'w6uld 'lead-to resultsthatc'ahh6t"

be protected
." .., " ~

Worse, it is calamitous to engage in costly research which when
concluded yields products or 'p~ocesses~'hic'h c6~fli~t with the

patents of others.

o.n9'e:: aresear.ch prograI1'l-:is" ,l:lecte¢l:,::t:he,-; ,pre~,encta"of.: ,:the,;

patent: lawyer ;t.hr,oughou:t, i'1:s cO,ur,~e:,is, ,13.11,'. a}.)sol~te:, de,s;i~er~t:,~.<

His participation is essential- in' the decision-making proc,l:s,:S,re-

. garding the solution of unexpected problems, shifts in research

direction, expansion or reduction in the scope of projects, time~

liness of filing patent applications, coverage of patentable

subject matter, selection of countries for international filing,

evaluation of coverage obtainable ,in countries outside his own,

and adaptation of products and processes to ·the idiosyncracies

and,limitations of the foreign marketplace and'local manufacture.

During theco.urs~ of,:'(i given 're,searc:h'program,the:re

searcher,', has "severalalternativea ,available' to. him••• some of

which he pursues, others he. tends to' discard· (6). The skilled

patent: lawy,er will' foresee"thedangerOf:'abandoning alternates

Which. could. be. used by cornpeti tors· and ",ill place patent obsta-

cles on all collateral paths which<maybe,appeallng. He cannot

do so, nor can he himself suggest viable patentable alternatives,

unless he follows the research program from the beginning step by

step.
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,TJ.1US the",pa,tent lawyer must be at the core of corporate

R~D ?:c;:~i.vity,,', ,not" a:t:: i,ts periphery. He must be, part of tj:le re

seap:h,__ pxocess , not a distant adjunct to He must share with

:re§~~r~p p~r§opnel the, resppnsib~l~ty for timely research direc

tio~, ,not .me,:r~ly,,,~,~~pon<:1 to mys~,e:rious isolated questions posed

to him, in a vacu~. Id~ally, if well informed and continuously

involved, the corporate patent lawyer should anticipate problems;

guard against imprudent courses of action, and obtain effective

'patent cove.t:ag'e.,on corporate Invetitfohs. His role in the re

search tean1" .shouLd bee,that' ,of::'a::"ineInbe:t:' rather'than an invited,

guest.

Let us view the question' of the significance of increasing

numbers of U.S., patents being issued,to non-residents from another

attitude and assume that the trend is a measure of the increased

technological confidence of foreign countries and is evidence of

the conviction of other nations that a considerable market exists

in the United States for foreign technology (7). It. is signifi

cant that the two countries which are building such strong patent

port'folios in the United, Btates,';":;"Japan,' an:dGerniany-~have'developed

corisLder.abLe sk-ill,,:in'integra'ting ,their:, own technological

stre'ngths with 'imported', :technoldgy',and: in: ,coupling':thErse'techno~

logies:'to their ,national-economic syecems, In', effect/,U. S:.'indi.ls

try:'hasfueledtechnological'developmen't in f,ore'ign<countries:with

little' return:flowbeinqevident~

realizing benefits from the importation of foreign technology.
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Forexa~plel their success in consumer electronics is predicated

on' ,their"-:fIrip-drt'a,-eion':f,rorri:'the ;'·United;:·~tates:;'over;:'aperiod of many

yearS the 'bas'icbuilding,blocks'of'these' products'+viz ., solid

objective was not the duplication of U.S. technology, but im

p'ibvemeritS::,upClri it:,td realize'sllccessful>'in'no'Vatibrtse Further;';

more, Japan has had, and still has today, the highest portion of

its R&D funded by private industry of any industrial country of

the world (8). Recent figures show that nearly 25% of Japanese

R&D em b'B:s:Cc"'t'e:search:-'fs::'related to impo:r'ted:"technolo'gYl 'compared

to 15% in the United States (7)

Are there any lessons to be learned from the Japanese ex

perIence' ':which'has ·:;io'nea.tly· transferrE'!d' foreign t"echnol'ogy into

c'oIIlI11ercficilly succe:ssful >'iIit16vat'i6ris', and can the' corb'orate'patent

lawyer participate in this' equation? I suggest to you that there

are, "and he can e

l,t,has be~n:argued that most: '(Ls. multinationals are o,rga

nized in .auch a.,~ay ,as to reflect anope,:r:.:l.~ionalpl1ilosophybased

on min;im,izil1:g, ri~k ,and, increa;sing pr()fi;'t,s:, (9)"and:that"r~alisti

cally ",t:heperfqrIl1anc::e qf ::tllE!:,iI1d,u-?:tr:i~:l:,:manage..r is-,:me'asured

against the return on Lnvestment. achieved by his division. The

typical u.s. manager, it is said,tends to shun risky ventures

which do not offer the opportunity for a pay back within the

reasonably near term because of his preoccupation with short-term

gains. This dichotomy between short-term profits and long-term

risks purportedly discourages technological innovation in the

United States (10).
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It may be timely, andindeed,necessary, 'for-·:AmE:!.z:icanin

dus t.zy to strike a balance; between short-term ,pI'ofi,ts and long

term' potential; to make investments. in the , fu;t,ure;: to,in,dulgein

visionary manaqemerrc, The strategie~'9f,.,'l:,he'Jap~nesewho- skill

fully ,and ingeniously bui.Ld. upon ..basLc ·technqlqgies.clerivt=Cl-_:f.rom

countries foreign: t.o.their;: 9~: aze 9la~s~~ casE:!:booJc t.E:!.aching.s~,

to be Learned from . and followed. Just as'. the.outward, ,flow· of

U.• 5•• j:echnology has improv",d and sha"r>e"ed>J"ap."nese indus.trial

.compet Ltiveness"the deY~~Qpmel1t of,'9-:,teqhnology" fe,edback, link

into the United States would stimulate,indust~y:intoupgrad~ng

its technologic~l competitiveness and innovative skills (7).

En __ .es ..t:.a,blisl'ling" sU~h.in:ternation~~,linkEj,.it would behoove

re.s~arcll.'rn,an,agers" as well, as qener-a.Lds t.a , .,to.(3,yail themse,lves of

the s~i,lls 9fthe,.cPFPoFate Piit:el1r, .,J9-wy~~.wtlosE:!:f:iJ:"s,t:-:h.andaC:C::,ess

to a vast array of international patent literature in ~he.~pe

cialty assigned to him makes him peculiarly suited to advise

';management,olf'early publish'ed'fO'reign teChn'olog}< In his role as

amenmer of the researchteami heioan readily 'became' part ef'a

delivery sy'stem which t'ran'slates; interI1atienalscien.'t.lfiC arid

technological'know';"'how';' into, competitive goods "arid' 'se'rvices.

Finally, I should address the issue of abrogatioll of in

dustrial property rights, especially in the pha~aceutical field.

For nearly two decades the drug industry has suffered an, un-

ists seeking to remove classic~l barriers to technology transfer
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which are thefr.uit of "cos t Ly and risk-bur'dened research. In"

doing so, they"have succeeded in'abolishingor- 'drastical1:Y

weakeni'~g the leg:i.tirnate "exc1us'ivit§o'f pa,tents' 'aridtradema.rks

nations (11). For example, Brazil abolished drtigpatentsin

1971. In Colombia the general term of patents has been reduced

to B years from grant, renewable on~e fqr 4 years if the inven-

tion is locally exploited.. Italy has not had drug patents for

humans since 1939, although this may change upon ratification of

the European Patent Convention. In February, 1976 Mexico re-

duced the patent term to 10 years from·grant and completely

abolished patehts on drugs, alloys, foodstuffs, herbicides, and

nuclear energy devices. Canada has recently decried its patent

law, and a proposal which would severely restrict patent pro-

tec,tion" in"..,~hat: country emerged ,,,from ",the:, De.partInent· ,of: .consumez

and, "Corpora:te','Affairs;. A, .spiri.ted.xesponse ;from,. Canadian,:indus-

.trY': andl;>,ar gJ':o1J..ps ,promptE!d go.vernment -p roponen t s to ,reassess

the mat.ter,-'.CiIlt.l::::tg,back.awa.y fr,ommallY:<Clf ::the,rnore contentious

issUe9t. btlt:sorne fOJ:I1l of new patent.le,g,is,lationis ,expected,to

be.t?nacted withiIi.:two yea,rs.

OIl the internatiO'nal 'le'vet, serious attempts are beIng

made"toemasc.l.llate'the w6rlatlci.'te'nt convention by granting more

favorable treatment to developing countries. These proposed

revisions of the Paris Convention would grant citizens \:;f 'de-

veloping count.rLes pI'E!;ferentialtreatrnent oyerci:tizens of de

veloped countries, W9uld.~ase,restrictionson. freedom in the
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na't i.ona L. -la:"r~:, 0.£ :-tll~,,:,tiJ7VE;!leBing,_,c:o~nt:~+e,s ",£rgffi" _tho§e" r~q]Jired py

the Par,is, -,c9ny,eJ1tipn ,~oHl;d,'i3.ccord-i,~Y~Il:1::,?l.='s _~:_,;:,9~r:i:.i,£icat~s",~

st,atu,::;,:9o.mparaple to, .p.atent.s., arid :~C>tl~d._~rnl?,o_137:9n q~vetP:P:~q.

natioI1s"a c.ode,,pf conduc,tfor,~r~I1Sl~~r:"O',~t.echno Loqy _~P,-;H:nc:1.~r'7,..

deve.19poE:4: c:qll,ntJ:'i,~s ~'"

Attacks on national pat~nt systems and'international patent.

treaties are but part of a larger. assault on multinationals by de

veloping countries. No .longer -is the answer accepted-'tha'-t the

power of industrial and commercial enterprises is producing a vast

national benefit (12). Although multinationals have been extra

ordinarily successful inmeeting.the needs of people throughout

the world, they have failed to articulate their contributions to

national economies (13).

-In t'ellectuals,.<:distinguished -'members-'of the: patent, bar,

academic'i'ans"and:corpo,rate -:paterit' Lawye.rs:-:- aze. trying-::: despera'tely

to defuse"the explosive-ness a:ttached,to,the:issues-'~' 'and -to irij'ect

some' 'bhjectivi tyinto,,:a:c'ori-trove,rsy whi.ch:'at..times:appears to'-be

somewhac Lops i.ded in>,fav6'i'of 'radical:change'~ It La esseri.'tla'l···· to

convince national and international ··b6diesthat,2i. 'v'iaf'lle'Iia'ten-t

system is the ideal framework u~~~,wh~c.~ ~o?u~~d ~dy~?mic and

orderly.. 'p'rocedur~ _~or a.c::cess-,t~int~rI'l:8:ti()l'~al1:ecl1n()lc:>gy, but

movement in this,,¢l.irect~ClP,hasb,een ::q_E;!,~th~r i.lTl~;-_E:!??iye_ nor_E;!n::,",

couraging.

whom' we as -c'orporate pa·teIit:'i~'WY~'r~'·;:a.re -,.Lnvo Lved in the p.rac t Lce
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of our profession--namely, the scientists whose work product it

is our duty.toprotect,andthemanagerswhoare responsible J;or

profitably..exploiting:technological innovations. It is. our task

basis so that they can readily appreciate the dif!iculties of

dealing in thesernatters and.to enable. them to join the debate

on their own level. and in their own assemblies~

We have an obligation to apprise those who employ us of

the dangers inherent in the destruction of ., the. patent system.

Corporate 'scientists should 'be; encouraged- to,-become more active

in public forums, laying out the facts, and helping toforrnulate

and clarify issues. Industrial managers should have an aggres

sive and clear-headed'-atti"j:ude :to,war.d .patent legislation.

Assuming ·that-; management does, .t.ake a" positive attitude

toward the patent system, it should follow developments not only

of domestic laws but also of international agreements (6) to

strengthen the patent system, to modernize it l to eliminate'prob

lems of procedure, and--most importantly--to moderate the exces

sive polemics of technocrats in underdeveloped countries aimed at

an international convention which, on balance, has been economi

cally beneficial to all.

A genuine effort must be made to attenuate extremist and

discriminatory legislation. The corporate patent lawyer, to

gether with his scientific and management colleagues, can make a

meaningful contribution to the preservation of a system which has
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been extraordinarily-effective in creating a worldwide. techno-

logical base, from which future inventions and innovations. can

be -derived,

We bear witness to difficult times in the field of indus-

trial property rights. MOre than that, we are participant~,in a

struggle for their survival. The task is not ahead of us, it is

upon us. We can accomplish it:by working together; by enl~$ting

the aid of all who would pay attention to our warnings 1 and by

engagiiigin fair 'and :objective dialogue with. those who woti'ld

destroy-this valuable international asset~

liThe time is'out of joint;
o cursed api,te,
That ever I was born to set it right!
Nay, come,let'sgo together."

HAMLET
Act I, Scene 5.
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CHANGE OF GIST OF INVENTION IN AMENIMENT OF

SPECIFICATION

Japanese GrollP, .Commi ttee 1, Group 3

Chairman: Yoshihiko Kachu

Speaker: Toshiharu Kawase

I. In Japan, the prior apP1:i.cation prlIlciPle is

adopted. Accordingly, an e.pplicant often is too hasty

in filing a patent appht cata on, and a cqmp1ete sPeci

fication is not always prepared at the time of filing

the application. Therefore, inJapan, the applicant

often has to amend the specificati on voluntarily or

under instructions from thepa.tent Office.

Amendments concerning the content of an invention

will havegI'ee.t influences on third perspns9cc:g~ding

to the time when the amendments are effected or to the

natures of the. amendments. Therefore, the .Patent Law

imposes restrictions on the time and content of such

amendment.

Restricti ons imposed on amendments differ

gI'eat1y depending on whether the amendments are

decision of publication ( amendments before decision

of publication) or after despatch of such certified
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copy ( amendments after decision of publication).

More specifically, before decision of publica-

mentswHhinthe scope' of the as"'filed specification

and drawing, and an amendment to expand, reel.uce or

change the scope of thedlaim is r.~g~rdedas riot

changing the gist of the specification ( deemed to

the eqtiivalentto the gist of theill"ention ,.

On the other hand; after decision of publication,

'anapplicarit is ailow-eel. to make ameridrnerits·Only when

the matter as mentioned in the folloWing is an

objectl

(1) Reetucti6nofthe scoPe of the patent claim;

(2) Correction· of amistak~;· ~rid

(3) Clariii.cation of a.hciinbiguoussta.tement.

Boreover, such amendments should not bet to substantial

ly expand or change the scope of the Patent cl8.im.

In case of aniamendmerrt (1); itisstirulated that an

invention defined by the amended claim should be such

as may be Patented independently at the time offlling

the patent application; This restriction. is similarly

imposed in an amendment trial insti ttited .after a patent

has been granted.
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Similar restrictions are imposed on amendments of

a utility model application according to the utility

Nodel Law, and expl.ana'tLons given hereinaf.ter with

respect to an invention will similarly apply to a

utili ty mod e'I ,

II. As the si;andard foI' judging. whei;he:r' OI' not

an amendm~nt made beforedeqisipn of publiqati0n

comes under the change oi: thegisi;ofthespecifica,.

ti on, an examination standard entitled. "CHANGE.OF

GIST OF SPECIFICATION " has. been. prepared and published

by the Patent Office.

According to this examination standard, it .is

stipulated that in the caaewhene an .amendment of.

the specification .or' drawing exceeds the scope of

the technical matter di scLosed .i n the specj,fication

or drawing lodged at .the time of filing theaPP:I.ica

tion (the as-filed,specification OI'. dr'awf.ng ), the

amendment is regarded as changing i;hegist e .

The above examination standard clarifies that

the fpllowing matters ar-e taken. into qonsideration in

change of the gist.

(1) The judgement is made only based on th~
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as-filed specifica"l;ion.or drawing.

(2) Not only thematterliter~llydescribedpu"l;

from. the description of. the .as-.fil~sl?ecification

is regarded as the mat"l;er deacr'Lb ed in the specifica,.

tion. Even when tl1e description of. the patent claim

is notal-tl:!red, if the technical matter set fqrth in

the claim is substantially changed by an amendment

made on the text .of the specifica"l;ion, the amendment

is regardl:!d as changing tl1l:!. gist.

(3) AlpO wi th rl:!SPl:!ctto .anamendment of add.lng

or changingtl1e()bject, effect or. uSl:!()ftheclaiml:!d

Lnvanta on, whether or not the amendment comes under

the change of. "j;hl:! gist of..the specificatipnis judged

based .on whether or not the "l;echnical ma"l;"l;er set forth

in thl:!patent claim .issubstantiallychangl:!dbythe

amendment.

A third.person canno.t knova speci fi.c judgement

base relied on by th.e Examiner in judgingwhetl1eror

not an amendment effected before decision of publica

tion comes under tl1e. change of the gist,unlessthe

file history of the application is inspec"l;ed. More

over, if an amendment made before decision of
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applicant is allowed to file a patent application for

the· amended invention, and in this case, the date on

which the amendment was effected is regarded as the

filing date of the new application. Accordingly,

the number of 11tigations instituted on amendments

made before decision of p.1bllcation is relatively
.

small. .

III. Severe restrictions as mentioned hereinbefore

are imposed on amendmen.ts made after decision of

p.1bl:i.catlon. The term "Ch~Il.geOf the gist ill is not

used in. the Patent Law as regards amendmentiamade

after'>d etisionof pjblica.tiori, but thecorJ.ceptof

"ch~ng~oFthegist" ad<:rpted iIl.cortif~ctionWit;h

amendments made befOre deciSion ofp.1bliCa.tion is

similarly adopted also 'withr~speet 1::0ameIl.dm~nt.s

effected after decision of p.1blication. Of do~se,

amendments alJ.owedafterdecision of pLlblication are

11mited to those reducing the scOpe of the patent

claim.

amendment.smade after decision· of Publicati on

typically appear in decislonsrenderedin amendment
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trials and trials for revocation of rejection of'

amendmerrts.,

ofaDlendmell,ttr;iaJ;s are .,as follows I

(I) In order to cope wi til a demand for revoca

tion' of a;patent, an) applicant deletes orcorreci;s

defects appearing in the Patentspecif,ic:ation or the'

drawingorclarifi es i;heg,ist of the patented..inven

t10n '. and eliDlinai;esinvalidati on gr;ounds.byrec1ucing

the scope of tile Patent claim.

(2) In order fora Pateni;eetoclarify the

technical'scope of.i;ilepatented invent:Lonandinhibi t

a thir;dperson :f'r'om)in:f'r'ing,ing) the Patent r;ight,

mistakes or. ambiguous descriptions appearing.in the

specifi cation or drawing arecorr;E!ci;ed or r;eyised.

I havejexamrned: decisions rendered in these ten

yea!'s)inconnection,wi-t;iJ.aDlendment trials, and.I will

now explain COntE!nts of some,j.nteresting and typical

instances of these decisions.

[ Case I ] ApPeal No. 2373/65

Amen.dmentsof. "a manganous compound containing

a reducing ani on " and "a synthetic linear polymer "

to -- manganoushypophosphii;e.,.-»)and -.,.a polyamide .,.-,

respeci;ively.in the title of the invention, the claim
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and the detailed description of the invention in the

specification of Patent No. 241,388 entitIed'! LIGHT;..

RESISTANT MOLDED STRUCTUREOFiSYNTHETICLlNEAR·;;

POLYMER;lI werea.l1bwed a.sredu.ctibn ofYthescope of

the patent -c la.i Ill, c orrectibn ..;bf;mi 13 takes' andvexp'l.ana

tibn bf aIllbigUous statements.

Thecombiria.tibn of apolyaIllidewithmariganous.

hypophosphite Hlspecifical1ydisclosediniExample· 2

of the patent specification; Accordingly; i tlsdeEimed

that this deciSion isreasonable~

The decisioriIllade nb particular cOIllIllentsori

differEinces bf; the effects:b etweenrnanga.nOi.lsihypophos

phitEia.nd;bther ..• de1etedIllariganouscomp6undsCatld

betweenthEi pblyaIllideand other deleted pOlymers.

As is seehfrbfu this case, in general; an

amEindmeritof·redl..lCihgthe scope of theipatent;claim

by deletiohCis allowed if the specificationMs a

support therefor.

[ Case 2 ] Appeal No. 1962/69

In the speclficatibnofPatent. ;No.492,007

to; restrict the scope of a compOi.lndrepresented by

the general formu.la in the claim by inserting a.
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limi tationconcerIling the combination of groups

represented by alphabetic sY'mbols,andi;hisamendment

In the original patent 'claim; .t n connec tdon with

the generta'l. formula; the.folloWing limitation was

specified I

II wherein RI and RZ 13i;!'lIlcl for~<Jll~Jllger selected

'from hydrogen. aIld'methyland : propenyl groups,

R3 and R4standCfor ,a member selected from

hydrogen, saturated alkylgrOUpshaviIlgl<to···

3 carbon' atoms and <unsaturated alkyl groups

having 3< carbon atoms, X is a.imemben selected

···from'o'xygen.and. sulfur, and YI,and.Y2,which

may be the same or different, stand for a

member selected fpom<hydrogeIli·amethyl group

andchlorine .•"

:Intheamendment'trial, the scope of the compound

represented bythe.general formulads·reduced by

adding,thefollowlng description'after·.,.the above

quoted descri pti.on:

II with the proviso that when one Of<R3a.ndR,t,'is
hydr.ogen artdthe other ·isamethylgr6upand

when X is . oxygen and both ofYI and YZstaIld
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for ..••. hydrogen,.·.bothof.Rland··RZ stand for

hydr.cgen.vor' one 'ofRiandRZisa propenyl

group and the other stands for hydrogenLora

methyl or propenyl group•• " .

It is deemed thattheded1sion allowing.th,i:s .

amendment is reasonable.

r Case 3 JAppeal No; 3265/71

In the specification ofLPaten't; No~469,304

entitled" HEAD. FEED FRAME FOR CASTING MOLD FOR

PREPARATIONOF.INGQTS )'..the patentee wi shed to amend

" magne§ite"to ....,magnesia ...-in·the·· claim and the

detailed description of the invention; and this

arrtendmentwasallowed as.eXplanationqf'·an ambiguous

statement.

Scientifically speaking; there Is a .c Lear'

distinction between the term "magnesite"indicating

magnesium. carbonate arid the. term"·magnesia"indicat

ing magnesium oxide. One literature reference lodged

by the];iatenteein the amendment trial teaches that

magnesi te includ eS 11 ghtly burnt magnesite L.andheavi ly

composed mainly of magnesia. Another Ii terature

reference teaches that·. a calcination produc f of
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magnesf teis. tl0'tcaUed " magnesia " but. ca'Ll.ed

It magnesite ".inthe. c;reat Britainand the .Unf ted

term Itmagnes~te ."dge:> nQtalwaysltldic;ate magnasf.um

carbonate but. it often indicates magne sd.um oxide.

In the specific;ationof' 'this pa'tent, it is

dl sc'Loaed thatmagl1esiteasw~llasQ'ther rElfractory

mater1als Ls used for formation of.qn inner mo'Ld of

a head feed frame and it has such an excellent· thermal

stability that it does not cause any chemic.al change

even.whetlexposed to high .'temperatures. Ther.efqre,

it isapparentthatgenera'tionof"gases is not intended

at all. Further, calci.ned dolQIllitEl, which is recited

as well. asmagn.?site,i:>.a substance obtained by

burning dolomite and .. i t is e.xcellent in the thermal

st!ibility and d oe s not. callseany chemical change even

at high temlieratur.e,:>. !JIoreover , it 15 taught that

the 1ntended .effe.cts 0f.thepaten'tedinyention cannot

be attained unless a particle size s maintained

wi thinaspedfic range in the respective refractory

materials. Accordingly,i t is reasonable to under

stand .that It magnesite It is not deteriorated by the

pouring operation. and therefore. it is unwarrantable
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to judge that the term" magnesite" indicates mag..

nesium carbonate. In view ofapossibilitytha:t

" magnesite" is used idiomatically as the term

indicating "magnesia ", it is reasonalbeto interpr'et

that the term "·lllagnesite " used in the specitfbatfori
., ,", .

of this patent means "-magriesia -- . Accordingly,

the above amendme!ltis to cH.rlfy the sigri!fica.rtce

of "magriesite" and does not""f olate th.e ati PdlatfoIl

of the PatentLa.w at aiI~

r Case 4 ]APPeal No. 792ilTi

In the claim of thes:Peci:ridati on OlPatentNo.

'609, 761 eriti tl ed"PROCESS FORDESuLF'URI ZATI6NOF

FLlJE GASES",the paterttee wished to a.meM" molt:Jrt

sodi um :for-ID'ate or moitenpota.ss.fum.:fofrnate" to':',;.'
. :." ,'.

sodium formate or potassium formatEffn 'the llquid

sta.te .;,.;,~. However,thisCamendmerttiwasdi~lllissednB-E

as correct1ortofa lIlista.kebtitas stJ.bHa.ritla.:I:
. , "

eXIJa,nsionofthe scOpe o:fthe patentclafm.

Irtthe detailed del3cr'iptiono:f the invention

in thespeciti2atf()n of this patent, it isd.lsclosed

potassium formate that is used should not necessariiy

be·:a pUre compound but· it maybe used in the form of
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a liquid atatemperaturelower.than the melting

point/of the pure compound; whi'chisformedbymiXing

Accordingly,i t i$construedthat.the.patentee

intentionally resigned apart of'the matter. to.be

covered by the patent claim. Accordingly,it is

apparent that" molten sodium formate· or molten

potassiumfbrlllate " is not. a mistake and it is

admi ttedthat' the amendmentpf.including an aqueous

solution: or other solution of sodium formate or

potassium·forlllate in the scopeofthe.patent claim

is to expand substantially/the scope of. the<patent

claim. In! view of thefact,thatinthe detailed

description of.. the inventioninthespecifiCati. on,

itistaught/th'atit'·,ls /hotpreferred .. to use a solvent

insuchalargeallloullt that a solutionof·sbdi.um

formate orpot;assium formate is f'ormed, it is

apparent that even the feature that has not.b.een

intended or has beenexclllded bythe.pa1;entee.will

beitiCluded in the scope of the patent claimi!' the

above amendment be allowed.

[ Case 5J Appeal No. 1791/62 (AppealNo. Gyo..:Ke

159/64; Appeal No. Gyo-Tu46/66)
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is a mistake for .·"'3'to 5°C..", and thE!I'efore, he

lodged anamendmenttriaL.foI'.thepurposeof correcting

tl1e patentee

II.thro\lgl1out

patent,

°to 5 F.

again. "

A:fterregistration of .the

found that the description" 3

In the clailll ofc'Patent .No•. 299,66gel'ltitled

" PROCESS·FORrPREPARATIONOFRICE,CAKE .CUBE$·" it}}e

patentee wishedto·amend"3.to 5°F. "..tp~~ 3.tp

5°C. --,. but this . amendmentwasI'ejected aa-changdng-..

substantially the scope of the patel'ltclaim. ··This

d ecd sf.on made by thePatent.Qffice,was, suppor,tedQY

the Tokyo HighCourt·and the Supreme Court.,

The claim of this patent reads as fOllows I

Apr'ocessforthepr'eparatipn qf rice cake

cubes which c ompr'Laea fteezinga.rice cake at

3 to 50F.forabout 3 days, cutting the cake

into cubes, once drying the cubes, then

irradiatingthe'cubes>w.ithiinftared nays f.or·

a short time, .roastingthe. cubes,spr'aying

thereto salad, oil whichhasr .pr'eliminarilybeen

boiled for a short. t.ime,spt'inkl:ingta.ble salt

and condiments to thecubes,al'ld ·drying t.!;lem .



11 of.'' to .... °C. _-. H6wever, the Patent Office

judged that the specification has no description

" 11

and this hmi ted temperature has significant ini"luences

on functional effects on rice cake,and the Patent

Office rendered adecisiori to the eUectthat thealllend

ment should be dismissed.

The patentee lodged an appeal for revocation of

this decisiOn wi ththe TokyO. High C'ourti,. but the Tokyo

High Court suppOrted the deCision rendered by the

Patent Office on the ground· that the demanded amendment

drastically changes apecdf'Lc numer'Lca.L'va'Iues ,

The patentee further lOdged an appeal wi th the

Supreme Court,but the appeal was dismissed on the

following grounds:

(l)Thejtidgement as to whether or not analllend'"

lllent comes under" substantial expansion or changebf

the scope of the patent claim" stipulated in Paragraph

2, Article 126 of the Patent Law should be made based

on the description of the claim in the specification;

(2) The description" 3to 50F.
11 appearing in

the claim is quite clear by itself and is not a

description such as can be understood only in the
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f'or chemical reaction. More specif'ically, it was

reqUested to amend " branched alkylene group "i.nthe

light of' other descriptions appearing in thespecifi

cation.

(3) The amendment of' II 3to SOF •.u to -- 3 to

SoC. --in .the claim is prejudicial toprof'its of'

third persons who rut coni'idence on the matter set

f'orth in the. claim of' thespecif'ication, and is deemed

to expand substantially the scope of'the patent claim

and hence, should..bedi.smissed.

r Case 6 .]Appeal No. 492/64. (Appeal No. Gyo-Ke

11/6S; AppealNp •. Gyo...Tu 1/66 )

An amendment of'the description of'the claim in

the specHication of' Patent No -. 270,224 entitled

" PROCESS FOR PREBARATION OF PHENOTHIAZlNE.DERIVATIVES "

was not a~lowed as substantially expanding .the soppe

of' the patent claim though it was admi tted that the

amendment is to correct a mistake. This decision was

suppprted by both the.'l'okyo High Court and the Supreme

Court.

The· clemandedamendment is one relating to.the

def'initionof' a symbol appearing in the gener'aL
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claim so as to read --alkylene group which may be

branched --, which description appears in the beginning

in the specification. Among 52 Examples gi.ven in the

detailed description of the invention in the specifica

tion, 46 Examples disclose compounds which are. not
,',. :'...: ','.. '..... .. .'. .... .,

branched •.

In the decision rendered by the Patent Office,

it was admitted that the description of the claim

involves a mistake, but in both the Toky.o High Court

and the .Supr'eme Court, it was decided that the

requested amendment should be dismissed under. Par-a

graph. 2, Article. 126 .of the Pat;ent Law as substantially

expanding the scope of the patent c Lai.m.. Grounds of

this decision rendered by the Supreme Court are.jas

follows I

In view ofthel)tipulations of Paragraph 5,

Article 36 and Article700f.the Patent Law, the

importance of the description of the claim cannot be

regarded as being identical wi ththe importance of

the statement set forth in the detailed description

of the invention or of the disclosure of the drawing,

and therefore, whether or not an. amendment comes
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under ". substantial expansion of the SCOpe of the

patentcla:l.m " stipUlated. in Paragraph 2, Article 1'2.6

of the Patent Law should be judged ba.sed "on the

description of the claim. In the present case, the

state of affairs is as follows:

(1) The description II branched alkylene group II

defines a matter indispensable for the structure of

the invention;

(2) Although it is admitted by boththeplai.ntiff

and the defendant that the above descripti on is a

mi stake for II alkylene group which may be branched ",

the description per se is qUite definite and clear and

the meaning can be understood even without reference

to disclosures given in the detailed description Of

the invention.

(3) The intended object can be attained by the

invention defined by the unamended claim.

(4) In view of the facts«2) and (3) above, it

cannot be deemed that those skilled in the art will

easily understand that the above description is a

which may be branched ".

In view of the foregoing, itis deemed that
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either formally. or sUbstantially, the requested

amendment is prejudicaltoprofits 6fthird persons

who put condifenceonthe matter set forth in the
I····················

claim and expands substantially the scope of the

patent claim.

It is construed that the :foregoing grounds (2)

and (3) are main grounds for rejection of the demanded

amendment, and it can be said that ev'encorrection Of

an apparent mistake is not allowed if the structure

of the invention·defined in thetinamendedcla'im is

defihite and clear •.

. Aswill beapparerit from the foregoing cases,

in general, an arnelld.ment expandf.ng or changing the

scope of the patent claim is not allowed even if the

amendment is corredionofa mistake. Case 3 where'

the amendment changfng-rthe escOpe of the patent61aim'

was a.llow'ed inthelfghtofdis6losures 9fthe rela-

tion between the technical effect and the idiomatic

usage of the term, which are given in known literature

references, can be said tobea rare Case.

Incidentally, eveh theab6ve"mentiOned amendments

which were dismissed would have been allowed if they

had been effected before decision of publication.
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ri. The posi td on of the Patent Office of Courts

seen in the foregoing decisions I'endered in connec

tion .with the amendment trials is substantially the

same as the. position taken On amendments effected

before decision of publication, but an amendment

expanding or changf.ng the sc ope of the Pitent claim is

allowed if the amendment is effected be;f'ore decision

of publication and is. supported by, the description of

the. text of the specification. Accqrdingly,it is

construed that in each pf the foregoing Cases if to 6,

the amendment should naturally have been allowed if

correction of an, erroneous description had been. made

before dect ston of publication. Therefore, .in drafting

a patent apecLf'Lcatd on, it is neceasarty to take

sufficient precautions, and if defects .are found in

the;already filed specification,.it alsO is necessary

to .remove them by maki ng amendments during a' peri od

where voluntary amendments are allowed ( within 1

year and three montihsTr-om the filing, date or the

Convention priority date incase ofa Convention

on,

is lodged. ).
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THE REACH OF THE U.S. STATE LONG-ARM STATUTES
AS TO ALIEN DEFENDANTS IN PATENT LITIGATION

The simple meaning of "venue" is the proper place to bring a

legal action. The Federal Court system in the United States is divided

into ten circuits and the District of Columbia. Each has Federal District

Courts and each has a Court of Appeals to which decisions of the Federal

District Courts are appealed.

There are two sections of the U. S s :law applying to venue (or the

place) where a legal actionbasedona U.S. 'patent can be brought. The

first section states where an infringement action brought by the patent

owner can be brought. This is Section l400(b) of Title 28 of the Federal

Code, enacted in 1897. It is simply called the "Patent Venue Statute".

This statute clearly states where a legal action can be filed for infringe-

ment of aU. S. patent.

Any civil action for patent infringement maybe brought
in the judicial district where the defendant resides, or
where the defendant has committed acts of infringement
and has a regular and established place of business.

Another party can bring under appropriate circumstance·s a legal

action to have "declared" bya FederaLDistrictCourt (1) that a U. S.

or (2) that the U. S. patent be declared.invalid.
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simply as follows:

referred 'toa's' torhe"Gene"ral' Venue Statute ,·'whichwasenacted 1n

The'ae'tion' of course, tn ucco rdance

Theiqueatdon of long-arm s-tatute 'comes upIn connection wifh

An alien may be sued"'ina.llydistrict~

(enacted relatively rec:ently;in 1948) is Section 1391(d) and it reads

VenueBtatute applies to legal' actions 'againstalie:'ilcO'rporatibns, such as

The' courts have found that yet another section of the General

'A, :corpO'ration·maY"be"'suedinanY judicial 'district in.
w~ich i~ is~corpo~ated or licensed to d,o .busines ~ or
is doing bli'sin.ess and such judicial district shall be
regarded as the residence of such corporation for
venue purpose a,

Propervenue for such legal action comes under another section

1789 (somewhat modifi<'din.1875). Section 1391(c) reads asfolldWs:

can brfug deClaratory judgment'actfonIri the state in which the patent

Japane se , English,' German andCanadian -cozpor-afions ~ This s e etten

of Title 28 of the Federal Gode - Section 139I{c); I Section 1391 is

Court in the State of Delaware.

are Incozpoz-ated under the Law of the State of Delaware and therefore

I. Also, Section 139I{b) can apply.

ovioer'o'rde£endantcorporatio'n is incorporated. Marry U .-S.corporations

Sections 1391(c) and 139I{d). With regard to Section' 1391(c) a party

frequently declaratory judgmentac:tions are brought in the Federal



with the law, .can be brought in a state in which the defendant patent

ownexLs Hcensed todobuaine as or is doing>btls,iness.

The10ng-armstatuteof.the state. can be. used where. a party wishes

tobz-ing all. action .for declaratory judgmentofllon~inj'ringement,or

invalidity, or both; ina"state'Yhere the,patent._ 0W11er .i.s ned.the r organized

under the law a! that state nor is licensed to do buatnee aunde r the law of

that state.

Also, the Iong-urrn statutecanbeused':Yher,e the: party against

whom a Iegal acttcn based.ona U . S, patelltis an ali~nc..orp()l"~tio,n_.

I will discuss the meaning of long-arm statute shortly.

The -question then is whethe r.there isprope:r service of process.

This simply means that the party being sued must be properly eez-ved

with the complaint, stating the basis for the Iegal.accicn, and notice of

the .acttonas requiredllng.er, American law. If t~ere,is such proper

servtce , the Court has the power to hear and to decide the lega1.action.

The re must be sllchpowe;ror jurisdiction of the court oyer such party,

The. U ..S, Federal Rule of Civil Procedure which applies to service of

process is Rule 4. The particular portion thereofapplying to legal

action agafnst.an alie!-L coepoxs.tion Ls Federal .Rul,e .of .Civfl, Procedure

2
4{e). Rule 4{e) reads as follows:

Whenever a statute of the United States or an order of court

notice, or of an order in lieu of summons upon 'a 'party not

2. Also, Rule 4{i) can be used under appropriate circumstances.
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.'

an inhabitant of or found within the state in which the
'district court is heId , service maybe made unde r the
circumstances and in the manner prescribed by the
st~tute or. orc1.,e:r;: ar,ifth_~r: is noproyi~~on.t:h.~rein

prescribing the manner of service, in a manner stated
tn this ;rule. Whenever a statute or, rule of court of
thA""~ci:t:::if'i"';";n''mhich",the-'district-'cQurt'is -held-nr-ovide 6

(1) for aez-vice of a summons , or of a notice, or of
an order in lieu of summons upon a party not an inhab
itant of .orfound within the state, or (2) for service
upon or notice to him to appear andu-eapond Or defend
in an actton.by.z-ea.son of the attachment o,rga.rnishment
or similar seizure of his property located within the
state,sEu:v~cemay in either ca.aabe made under the.
circumstances and in the manner prescribed in the
statute or rule.

Federal Rules. of Civil Procedure are simply rules which the

u.s. -Supr-errie Court: says our Federal,District,Courts:are required to

follovrrin a trial ()f,a:legal,aqtion, such aa e legal acrion.baeed en a

U. S. patent.

Now what is meant by the term "long-arm statute?" It simply

has to do with the necessity of service of process in order to obtain

power .oz jurisdiction over a defendant in a Legak act'icn, Ifa defendant

company has a regular established placfe of business Inthe place where

the legal, action is filed, the:n service ofprocess can be made at that

place. If the company is llcensedto do business under the state law,

then the agent appointed by the company as required by law can be

served. However, if the company is dcdrig business or has the

necessary mmimum bus ine s e contacts within the state where the court

is located but the company is neither licensed under the law of that

state nor has a regular established place of business within the state

where the legal action has been brought , then it is necessary to " reach
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out" beyond the bormdariesof the state with a "Iong-arm" ilJ.' ~rder to

make the necessary service of process. Thus, the name - "Iong-a.rm

statute". The law of the state where the action is started (called the

"forum state") applies to how the service of process can be-made under

the state long-arm statute. In' some instances, 'proper service of

proce s s can be made on the official of the form state called the

Secretary of State and he in turn notifies the foreign or alien corporation.

Other $3tate statutes permit service of process by registered mail.

In 'order for such !lIong-arm'statute'" service: of process 'to be

legal and effective, it must comply with the "due pzoce s s" provisions

of our U. S. constitution. The U'. S. Supreme Court has clearly spoken

on' when service of process by way of the long-arm statute, complies with

due process requirements ofthe Us S, Constitution.

In the case of International Shoe Co. v , State of Washington (1945),

326 U. S. 310, the Supreme Court stated at page 316 the following test

for proper long-arm statute service':

••• due process requires only that in order to subject
a defendant to a judgment in personam, if he be not
present within the territory -of the forun1.~hehave

ce rtain minimum. contacts within it such that the
matnrenance -of the' suifdoes riot offend: traditiOnal
notions of fair play and substantial iustic~ (Emphasis
added).

activities by defendant were suffi~ient "mdnirnum-contacta" 'to satisfy
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the due process test of the U. S. Supreme Court: . the regular and

systematic solicitation of orde.rs inthe .State of Washington by the

product into the State.

Two additionaLU•.S. SupreIl1.e Cotlrt decisions relating to. the

minimum contacts to satisfy the constitutional due, process requireme~t

are McGee v. International Life Ins1l1'ance Co. (1947), 355 U. S. 220,

and Hanson. v. Denekla (1958) 357 U. S. 235.

The .tendency .ofthe case 5 Jsthatthe, fa,reign: or alien corporations

can be given proper service of process where they have ,som,erortof

reg)l1ar or.~ys,teIl1.aticcontact,.,j.thin the state even though the activity

be of some special o;r, restricted chazactez-,

Under the Iong-urm statute the service is frequently made on the

foreign corporation by way of the. Secretary of State in that particular

state. Rather than the service to be made by the ,Secretary of State

0,£thefor~ state, some; .states p rovideunderehed.r; long-arm statutes

that the service be made simply by mail to the party residing outside

the state. The courts use a good amount of care in applying the test

of "sufficient contacts" by such foreign or alien corporations within a

state in order to permit the service bedng znadeunde'rfhe lang..arm

statute.

Longvar-mntatutes vary a great deal within the. fifty states,
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3 4
although they are the same in principle.' Whether or not a long-

arm statute service is proper depends upon the' particular 'reading and

the interpretation of the language of the partiCUlar long-'arm statute

by the courts. First of aU the contact within the state upon which

Iong-axm service'is based must be one in 'which the state statute

pr6Vi.des as abasis£orsuch'serviC:e.

Next, the non.-residentforeigncorporatlon Inust'have'thecertcLin

minimum contacts within the state to take such service outside:'the possibility

or holding that the state does not violate due prdcess under the United

States Constitution.

The long-arm statutes normaUy provide that the contacts within

the state which can be sufficient basis for application of the long-arm

'statute of that state Include'certain contract or tor-eioua ucte; Courts

have held that where a product had been manufactuz-ed outside the state

and has been shipped into the state, if such pzoductz-e sultaIn certain

damage to the declaratory judgment plaintiff it can. be proper to provide

service to that out of state producer under the foreign state's long-

arm statute.

3. A listing of the long-arm statutes appears as an Appendix to an
article on the subject, I1Declaration of Dependence, on Long Arm
1976," by Edward HaUe, APLA Quarterly Journal, Vol. N,

4. Title 35, Section 293, is beyond the subject of this paper; a
paper on that subject entitled "Section 293: THE PATENT LONG
ARM STATUTE", appears in Journal of the Patent Office
Society, Vol. 53 (1971), at page 5.04, by RobemM, Rathbun.
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Now, referring specifically to cases based on U. S. patents

against-:alien', cczpor-atdons ,': the-Ieadfng .and. 'controlling: .ca'se is' -th~

KockurnIndustries, 406 U.S. 706(1972), .174 U.S. P.,Q. 1., Here

the defendant Brunette was an alien corporation of Canada. Plaintiff

Kockurn alleged Brunette infringed. its U.S. patent on a machine for

rem.ovingbark from logs.. Kockurnbrought action in the State of

Oregon and service of process was made on defendant Bz-unerte-under

the Oregon long~armstatute. Kockum alleged that general venue

statute Section 1391(d} applied (which is the alien general venue

subsection). The alleged infringement by defendant Brunette was

by way of assisting two U.S. companies to make and sell infringing

machines. Court held that Section 1391(d)was.the appropriate venue

sectionIn an infringement suit~gainstana:.lien_:corporation. Court

held that the general venue statute Section 1391(d) was an exception to

the patent venue statute SectionT400 (b);
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1972
Virginia

The long-arm statute of the State of Virginia - where we are

having this meeting today, was involved in a 1972 patent infringement

case: Marston v. L.E. Grant, Ltd. et a.L, 351 F. Supp, 1122 (E. D.

Va., 1972), 176 U.S.P.Q. 180. One of the defendants, Okabe , a

Japanese corporation, sought to have -the. action dismissed against it..

Okabe made furniture in Japan which plaintiff Marston felt infringed

its .paeent;

Okabemanufactured and sold in Japan to an independent Japanese

exporter, who sold it to various distributors throughout the world, including

some to the U.S. Okabe had no control over sales or methods of sales,

no ownership interest in the exporters or distribu~ozs , Therefore, they

were not agents of Okabe, Okabe.didnot ship goods into Virginia and did

not direct- shipment into Virginia. It had no contracts to supply goods

and services into Virginia. The court said that there were no affirm-

ative acts alleged or established which would amount to}tactive

inducement" under 35 U. S. C. 271(b). However, it said if the record

would show Okabe had knowledge that goods sold to exporters would be

sold in the United States, that that would be enough for jurisdiction,

if sales in Virginia could be shown to be sufficient to amount to

perfect the record on- such sales in Virginia.
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The long-arm statute of the State of Ilfinois.was involved in a

operations with respect to the subject matter of the action to permit

(N. D. ill.. 1973). Plaintiff,Corp. v. Yazaki Corp., 179 U. S. P. Q.

court noted that Yazaki sufficiently controlled American Yazaki's

1973 case against a Japanese corporation - Yazaki, in Stewart-Warner

1973
illinois

Stewarf;"Warner, sued Yazaki .Corp. , .'a Japanese' corporatio'n;arid" .A.m.ei:'ican

Yazaki's whqlly owned U. S. subsidiary and sales agent, constituted

Northern District of illinois. Yazaki claimed that there was not proper

Yazaki Corp. 1 annlinois corporation, for patentin:fririgement in the

proper service of process on American Yazaki as agent for Yazaki,

proper service on Yazaki under FRCP 4 and the illinois statute, the

determining that service of process on American Yazaki Corp; ,

an alien may be sued for patent infringement in any district. In

venue nor service of process. The court 'followed. Bru.ii~tte'Machine

the Japanese corporation.

Works in holding that venue was proper under 28 U. S. C. 1391(d)



1973
Utah

The long-arm statute of the State of Utah was used in an action

fo,rpa~el1tinf:riIlgement, Engineering Sports Products at al v. Brunswick

Corp., et aI, 362 F.Supp. 722 (D. Utah, 1973), 179 U.S.P.Q. 486.

T,~epatelltwa.a dtz-ected to an inner boot for ski boots , which became a

eucces sfu'l pz-cduct, Well known European ski boot ,manufacturers such

as Raichle,Nordica, ere; transferred title to their boots including the

inner boots in Europe to their agents. The boot manufacturers

advertised extensrvely In the United Sta.te s , sent officers to Utah for

dis cus sions with Plaintiff, etc. None of the defendants maintained

offices or eIl)-ployed persons in Utah. The court found that there were

sufficient contacts for proper service of process.
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acts of inducement to, infl'ingeunder, the patent, infringement statute

Machine Co. ("Molins U. S. A. ") for patent infringement of Hauni' s

aninfJ:in,gementcase,Hauni Werke Koerber &:

in this country. Molins U. ,K. moved to dismiss the .complatnt filed

Aga.in, in 1974, tl1eVirgini"long~arInstatutewas used to serve

Brunette Machine Works Supxeme-Couxfcaee, It then went on to discuss

Co. v, Molins, Ltd, etal, 183 U.S.P.O. ,168 (E.p, Va.., 1974). The

action was by HauniagainstMolins Ltd. ("Molins, U., K. "j and Molins

corporation. Mo~insU.S. A. is a wholly owned marketing subsidiary

of Molins U. K. engaged in the distribution of the products of Molins U. K.

1974
Virginia

several theories under whfchMofine-U; K. might be .joundihabl.e, It noted

CourUirst dete rrnmed that venue was proper under 1391(d) based on

patenron toba,c:coprocessingl1'lachiIles. Hauni is aWest German

against it which ailegedacts of infringement within the g.S. The

Section 271(b); It also noted that it would be open to proof whether the

sole purpose in founding the subsidiary was to distribute the parent's

and; maintaining the, machines, in,: que sti,on ,which ,.a.rggably ,could constitute

infringing products were controlled by the parent.

products and whether decisions to, import and distribute the allegedly

that MolinsU.K,<gavetechni"al assistance .to its subsidiary in installing



1975
illinois

, In a 1975 patent infi-ing,"nent case, the illinois Iong-sarrn-atatute

was used to serve a West German corporation, Honeywell,; Inc. v.Metz

Apparatewerke, 509F 2d 1137 (7th Cir., 1975),,184 U. S.P. Q. 387.

Honeywell had its principal place of busfnes s in illinois and sued Metz

and three 'others there'for'infringement of Its pa.~eri.tscoveringelectronic

flash units. Metz produced the flash units in West Germany and shipped

them to its defendant distributors EPOI, who sold them to defendant

Bass Camera Company.

Metz moved to dismiss the complaint agairiat Lt fc r Lack-of

personal jurisdiction and the District Court agreed thatthere were

insufficient minimtun contact's' with-the 'State of illinois to-warrant

the exercise' of personal- jurisdiction.

The 7th' Circuitreversed",finding-Metz amenable to process -under

the illinois long-arm statute. It determined that induced infringement,

such as that alleged by Honeywell, is a tortious act committed within

the State of illinois even though Metz may not have performed any

specific act Inthe state. The court was persuaded by the facts that

shipments were made to EPOI with knowledge ofU,So distribution,

that instruction booklets were provided to EPOI in English,that Metz

"had the right to inspect and obtain information about EPO'lI~',s, tm'"I,e"s

affairs, that Metz agreed to indemnify EPOI for patent infringement

claims, etc. The court determined that Metz met the "rninirnurn
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contacts" requirements of International Shoe and thus was amenable

. to personal jurisdiction. The court found that Metz purposely

promoted American sales and ensured -that infringement would take

place., causing injury t,o Honeywell in illinois. Further. Metz availed

itseli .of the privilege of conducting activities in the state and enjoyed

the benefits and protection of the laws of the state by injecting its

products into the llliuois marketplace. In the courts view. it is not'

within the contemplation of due proces s to allow a wrongdoer to

insulate himself from the long-arm of the courts by using an intermediary.
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1975
Pennsylvania

The Pennsylvania long-arm statute was used ill. a 1975 patent

infringement case , Crucible,. Inc. v. Stora Kopparbergs Bergslags,

403 Fc Supp, 9 rw.n, Penn., 1975), 188 U.S. P.Q. 182. The defendant,

a Swedish corporation,. moved to dismiss based on improper service

of process under the Pennsylvania long-arm statute. Stora-Sweden

sells its steel products to Stora-U. S., a subsidiary, who sells the

products in the U. S., including Pennsylvania.

The court found jurisdiction under the "dir e ct and indirect

shipment!' provision of the long-arm statute. The court noted that

defendant had full knowledge that the products entered and were sold

in Pennsylvania and clearly profited from the sale.

The Court also found that defendant did business and enjoyed

the benefits and protection of the local law by entering into various

license agreements under which it paid and received royalties, thus

bringing it within the statute.
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1975
Connecticut

In a 1975 case, a Connecticut corporation used the long-arm

statute of that state to sue an English company

of its paterifahd16se-e;Kadeclaration of invalidity and ncn-cnri-Ingement

of defendant's patent, Cryomedics, Inc. v. Spembly, Ltd., 397 F. Supp,

287 (D. Conn; , 1975), 188 U. S. P. Q. 255. Tile companies manufactur-e

and sell surgical instruments and the patents are directed to Burgie"al

instruments. Spembly moved to dismiss for lack ofjuris"dicHon. In

.determining that the court had proper jurisdiction, the court did not

concern itself with Spembly's contacts with Connecticut alone. The

court determined that since the alien defendant is being sued on claiIns

arising out of federal law , jurisdiction may be determined on the basis

of the alien's aggregated contacts with the United States as a whol.e ,

regardless of whether the contacts with the forum state would be

sufficient if considered alone. The court held that if the defendant's

contacts with the United States are sufficient to satisfy the fairness

standard of the Fifth Amendment, then the only limitation on the place

of trial would be forum non conveniens. It further held that Spembly

has no reason based on fairness to prefer anyone particular district

to any other.
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1976
Pennsylvania

In a 1976 patent action, an Italian alien corporation was served

under the Pennsylvania long-arm statute, Knoll International v.

Continental Imports et al., 192 U. S. P.Q. 644 (E. D. Fa., 1976).

Two U. S. patents were involved,. which wel"e directed to executive

office chairs. The alien corporation, Talin, manufactured the chair

in Italy and sold it to the defendant Continental for resale in the

United States. The court concluded that Talin indirectly pursued its

business interests in Pennsylvania in the indirect shipment of its

merchandise, thus falling within the intent and purpose of the long-arm

statute. The court also found that active inducement of patent

infringement may be found in events outside this country if they result

in direct infringement within this country. The court found sufficient

contacts for proper service although Talin h~d no officers, employees,

bank accounts, telephone listings or other such business appearances

in Pennsylvania.
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1977
nlinois

serve a Taiwan coz-pozatdcn in an action for infringement of' a U.S.

Patent ana foot exerciser sandal, SchoU, Inc. v. Glory Products

Trading Co. , 193 U. S. P. Q. 705 (N. D. m., 1977). The court found

defendant within its long-arm jurisdiction by way of defendant's

active inducement of patent infringement. It found that defendant,

either by itself or with others, placed its infringing sandal products

in the stream of commerce in the United States and within the forum.

state and that under such circurnstancescould anticipate injury

through patent infringement within the forum. Therefore, the court

held there was sufficient contacts by defendant corporation in the

forum state for proper service of process under the illinois ~ong-arm

statute.
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Insmnmary, service involving an ,alien' corporation involving

validity and infringement of U. S. patents is determined under Title 28,

Section 1391(d). Federal Rules of Civil Procedure, Rule 4(e), permits

service of process of such alien corporation defendant under the forum

state long-arm statute. The courts require certain minimum contacts

by the alien corporation defendant to fulfill "traditionalllotions of fair

play and substantial justice". The -courts do not require direct contact

with the forum state or any great amount of contact with the forum

state to find jurisdiction if the alien corporation has enjoyed the

benefits and protection of the laws of the forum state.

Leroy G. Sinn
October, 1977
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I. Introduction

Prior to the amendment, the provisions were inter

preted and actually practiced so that in case a

trial hearing for the cancellation of a trademark

registration on the ground of non-use was demanded,

the demandant should bear the burden to prove that

the registered trademark had not been used for

more than three consecu~ive years before the

registration of the demand. of. the trial hearing

with respect to any d~signated goods. Therefore,

there were quite few cases where registered trade

marks were actually cancelled. It was also a usual

practice that in case of filing of an application

tra<'llemal~k r:ight,

was allowed without any examination of the state
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of use unless the subject trademark found to be

liable to disturb publfcinterest.sor good IUoraTs.

mark right owner has becomemores1.lsceptible to

receive a demand for a trfal·hearing for the can

cellation of the trademark registration on the

ground of non'"-iise because the party who bears the

burden of proof was chanced from ° a demandant; to a

resl?oildent;and further, under the rules ofoprac~

ticetb beenfbrcedas :from June 25, 1978ial1

examf.natIori Of the state of use of a registered·

trademark will be made at the time of the renewa1.

As the result, atbidemark registration will be

cancelledooran application for renewal of the term

ofatrademark r:Lghtwill not be allowed, unlesk

the identity ° in t.he: form is recognized between the

registered trademark and the trademark in a.ctual

use, and ° the gbods·on which the registered trade

mark is ac::tuallyused fall within the scope of the

designated goods.

The reason Why the subject matter is so much dis

cussed in Japan is attributable to the fact that
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Under such a system, each Japanese enterprise used

to file applic:ations for registrations of. trade..,.

marks. with respect to the. classes Of goods related

to its business, in anticipation of n~ming a new

product, before actually applying an appropriate.

registered trademark to the product. Accordingly,

the form of the registered trademark (lettering,

design, etc.• ) to be indicated on the product is.not

decided yet at the time of filing of theapplica

tion, but later decided at the .time of actually

naming the new product, taking into consideration

its use, quality, selling point, manner of adver

tising, etc. This may possibly lead to inconsis..,.

tencies between the registered trademark and the
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changes in the trend of the times and the tastes

of dealers and consumers, etc.

Further, it might some t.Lmes. be necessary. to change

the form of a trademark applied on a product,

which has· been marketed under the same trademark

to various situations. such asmany years,for

Thus, a Japanese trademark right is effected only

by its registration, and the scope ofcthe regis

tered trademark which the owner can enjoy based on

the trademark right is limited to the scope of its

identity and he can merely prohibit other person

Also, when a product is improved or attached with

some additionaL parts or accessories or when it is

planned to promote the sale of anew product by

using an existing trademark, which has long been

Used, in order to make us.ecof.thegoodwill of the

trademark,itwould be desired to change the ex

:i..sting trademark to some extent with some additions

thereto. In such cases, if the change is remarka

ble, a problem would be caused. as to the identity

between the existing registered trademark and the

new trademark in actual use.



from using a trademark which falls within the scope

of similarity to the registered trademark. Under

such circumstances, the problem of identity between

the registered trademark and the trademark in

actual use is deemed quite important in Japan.

II. Effect of ~apanese Registered Trademark

As to the effect of a trademark right, it is

specified in the Trademark Law, Article 25 that

"A trademark right owner exclusively holds aright

to use a registered trademark on designated gOOdS."

The scope of the registered trademark shall be

decided on the basis of the trademark indicated in

a paper attached to an application and the scope of

the designated goods shall be decided on the basis

of the statement of the application (Article 27).

Namely, to "exclusively hold a right to use" means

that the use right of a trademark.right owner is

only warranted with respect to a trademark .within

mark but that the trademark right owner merely

holds a right to prohibit other person from using
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trademark within the scope of similarity to the

registered.trademark.

if a trademark which is identical with or similar

to a registered trademark happened to be owned by

other perspn, the registered trademark right

owner would not be demanded an injunctipnor a

claim for damages by the person, in sofar.as he

uses a trademark within the scope of identity with

his own registered trademark on its designated

goods.

On the other hand, the right to prohibit other's

Ul,emay be excercised to a, person who makes an

unauthorized use.of.a trademark which is identical

with or similar to the registered trademark with

respect to. its designated goods and similar goods.

This is based on the Trademark Law, Article 25

from the standpoint of preventing an infringement

of the exclusive right to use a registered.trade

mark and based on the Trademark Law, Article 37

from the standpoint of preventing a confusion of

the origin of goods.
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The reasoh why the right to use a trademark,hot

having the identity, within the scope of similarity

to a registered trademark is not admitted as the

effect of the trademark right under the Trademark

Law, is considered that, if the trademark use right

were extended to such. a scope,therewould be

created a confusion of the origin of goods and much

more complicated provisions would be required to

make adjustments among the rights. In the event

that other person intentionally used trademarks

within the scope of similarity to a registered

trademark, thereby causing a misleading on the

quality of goods or a confusion with goods relevant

to the -business 'of' others, he would be demanded a

trial hearing for cancellation of his" registered

trademark and he could not obtain a trademark

registration again unless after.' the lapse of five

years as from the fihaldecision'of the cancel

lation. The foregoing also applies to the case

where the same situation as stated above is caused

because the trademark right owner neglected an
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III. In what cases does the ProbLem-of :rdeIl.tity between

Registered Trademark and. Trademark in Actual Use

arise?

." 1) Trademarkwhiph has come to be distinctive by

usage (Trademark Law, Article 3, Item 2):

A trademark indicated in the document for

proving it to.be.atrademark which has come

to ., be distinctive as the· resul t .of its usage

should be within. the scope .of. identity with

a trademark applied for registration om the

ground of its distinctiveness by the usage.

2) Citation of Registered Defensive Mark

(Article 4,. Item 1 ,.l-jo. 12):

An application for registration of a trade

mark which is ,identical with other person's

registered defensive mark with respect to

the same designated goods will be rejected.

3) Double Registration of Tr.ademark

(Artie Le 1):
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A trademark which is similar to a registered

trademark and which is to be used on goods

identical or similar to the designated goods

relevant to said registered trademark or a

trademark which is identical with a registered

trademark and which is to be used on goods

similar to the designated goods relevant to

said registered trademark will be registered

as an associated trademark:. However, a trade

mark which is identical with a registered

trademark and which is to be used on goods

identical with the designated goods relevant

to said registered trademark will be rejected

as a double registration of trademark.

4) Supplement to Trademark Applied for

Registration (Article 13):

A supplement which is recognized as preventing

identity with a trademark applied for regis

tration will be deemed to be a change of

supplement shall be dismissed.
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5) Explanation of Use of Registered Trademark at

the Time of Renewal of Term of Trademark Right

(Article 20, Ttem· 2) :

In accordance with this provision to be en

forced as from Juhe,1978,·anapplication'for

renewal of the term ofa registered trademark

shall be rejected unless the trademark in

actual use is identical with the registered

trademark.

6) Scope of Trademark Use Right (Article 25):

A trademark right owner has a use .right only

with·respect toa trademark identical· with a

registered trademark, but not with respect to

a trademark similar thereto. Similarly, he

has the' use right only with respect to goods

identical to designated.goods but not with

respect to goods similar to designated goods.

7) Infringement of Trademark Right

(Article 25):
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An.unauthorizequse byothers.of a trademark

identical with a registered trademark on

designated goods will constitute an infringe

ment of a trademark right. Under Article 70,

the "registered trademark II in Article 25

incluqesa trademark which is identical with

t.he registered trademark but differs there

from only·in·colour.

8) Trademark Use Right by Prior Use

(Article 32 and 33):

A use right based on prior use is warranted

with respect toa trademark which is identical

with a registered trademark of other person,

if it has been used and come.to be well-known

prior to the filing of the application of said

registered trademark and also warranted with

respect to an invalidated trademark identical

with a registered trademark, if it has been

used and come to be well-known prior to the

a trial hearing.



.•

9)

10)

Trial Hearing as to Cancellation of Trademark

Registration on the Ground of Non-Use

(Article 50)"

A registered trademark will not be subject to

cancellation if a trademark in actual use is

so identical as to fall within the scope of

the registered trademark but will be cancelled

on the ground. of non~use i£ a trademark in

actual use contains such an additional indica

tion or alteration that the ideIl,titywith the

registered trademark is not admitted.

Trial Hearing a svt.o Cancellation .o f Trademark

Registration on. the Ground of Improper Use

(Article 51):

While, in case an intentional use of a trade

mark which is similar to a registered trade

mark causes a confusion with goods relevant to

the business of other person, the registered

trademark will be subject to cancellation on

the ground of improper use, it will not be

sUbject to cancellation so long as· a trademark
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identical with the registered trademark is

used, even if such use is to cause a confu

sion with goods relevant to the business of

other person.

11) Registration of Defensive •• Mark

(Article 64):

In case a registered trademark has been widely

recognized as indicating the designated goods,

the trademark right owner may obtain a defen

sive mark registration on a trademark identi

cal with the registered trademark with respect

to goods other than the designated goods if

certain other conditions are satisfied.

12) Trademark Infringement on the Ground of Use

of Registered Defensive Mark by other person

(Article 67):

An unauthorized use of a trademark identical

person with respect to the designated goods

is deemed to constitute an infringement of
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the registered trademark which is the. base of

the defensive mark.•

Tlle.refore, in determining. the scope of identity

betw.eentrademarks , it. would be. desirable to be

inte:rpreted in line with the purpose of the

Tradema.rk Law and the purposeofleg;islation of

the provisions.

As .stated above, the pr'ob Lem of identity between

a registered trademark and a.trademark in actual

use has significClnt influenCElsupon a trademark

right. Itis ..also wan:'antedunder. the Paris

Convention, Article 5, Item C(2) to use .a trade

mark in.a f9rm differillgin elements which do not

alter the distinctive character of the trademark.

The provisions under which the forms of. trademarks

should be strictly con.strued to be geometrically

identical· or similar involve theprovisions.such

as (2) Citation of Registered Defensive Mark, (3)

" • .i\ppUpatJ.9n with Sufficient E'lexibility at the

examination ofidentit~

1;-



Double Registrationo:fTradema.:rk,(4) Supplement

to Trademark App'lied for RegistratiOh, (7)

Infringement of Trademark Right, (12) Trademark

Infringement on tl1eGround o:fUseof Registered

Defensive Mark by other person, ... and so forth.

Meanwhile, as the Industrial Property Council

stated, in its report to the inquiry Of the

Minister of International Trade and Industry as to

the interpretation of identity between trademarks

in connection with the remaining ones of the

above-mentioned'provisions, that "Whether or not

a trademark in actual use is so identical as to

fall within the scope of a registered trademark

should·bedetermihed not bnlyba.sed on a physical

identity butalsb based on the idea generally

accepted in the trading society, in view of the

natureofa trademark which has its essential

function in distinguishing trademarkS from each

other", it is desired that the Trademark Law

provisions and enforcement rules would be'applied

generallyacc:epted idea in the trading society.
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Especially, the judgement concerning the identity

between a registered trademark. and a·. trademark in

actual use in connection with the examination of

an application for renewal of the term of a regis-

tered trademark would have quite a

inf1\lencE:! upon t.llE:!COmmercial enterprises. Under

the present situation where a large quantity of

examinations are uniformly handled by each examiner

with an authority given, it is desired that ..the

TrademaikLaw would be applied with sufficient

flexibility so that examination criteria would be

standardized and the goodwill of a trademark which

has been used fqrmany years would be fully pro

tected.

V. Judgement with due regard to generally accepted

views in Trading Society

1) The following are some of the cases which are

considered as use of registered trademarks,

as stated in the report of the Industrial

Property Council to the inquiry from the

Minister of International Trade and Industry.
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(Trademarks in use)

..........

,... ..~
~":!"~

-182....

L ion

(Cases considered with sufficient flexibility

(Registered trademarks)

as use of registered trademarks.)

(Scope considered as use.of registered trade-

marks)

[ya-shi-ka]

1." ±
b t.

[fu-ji]

2.

1.
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characters or letters.

Y-etdIItvt.~P£AT"~?-' ~

j %. ""' ...

square style, between Gothic style

and Italic style, and between script

style andpdht style of the same

which consists of characters or letters

i) Conversion between running style and

only.

Conversion between styles of characters

6r·letters of a registered trademark

following cases are considered as use of

registered trademarks.

2) In amplification of the above report, the

~,~'.• •
P~4TH£.~

3.



[i-ro-ta-e]

2.

ii) Conversion between normal style and

simplified style of kanji characters

and between capital letters and

small letters of alphabets.

1.

[sa-ku-ral

2.
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or

.. W
7>lf)

.1k 0
hI--
13

-(i'L:eD

185-

and figures.

hor~zontally written characters or

o f, a\ registered trademark consisting

6bmbined .charaC:fersor letters

BLUTOSE

iii) Conversion between vertically

written charadt.~rs6r.leffersand

registered trademark.

i) Separation of a distinctive portion

b) Separation of a distinctive portion of a



saluna

respectively.

two lines.

trademark shown in one line into

mark shown in t.wo lines comprising

-186-

katakana characters and alphabets,

?' .... ? ...
COUCOU

iii) Replacement of an inseparable

ii) Separation of one line of a trade-

SOLUNA

===~====~j

G~r~[?8n@®@~~
~7\:J~r.;0~;5)-;0

t.......,..--'==:=:::;~==c::::::t..-..J:::=;,-:-J



i)I!J?J:;:'
Cef~l11ezin.

J~~itz:ie~

a registered trademark.

-187-

letters, figures and/or symbols to

letters, figupesand/()rsymbo1s to

a registered trademark.

ii) Addition of indistinctive characters,

i) Addition of other characters,

and/or simbo1s.

with other characters,

c) Combination of a regisJ:ered .t.rademark

}V 7""·::L.· -=' A

1. LUNAACE

2.



TIOCTAN-S

~.". 'It.1t .ltrn.L..~..Jt.:::J

"-·188 -

. [bi-be-rul

d) Remarkable changesofa.trafiemarkcom-

SPIENE

1

1.

2.



ii} Conversion between indications in

t>~? t>~?

.*.:Q"~~ t

189-

and hiragana .characters.

""( ",S,

thereof.

ters and

the traditional use.of kanaCharac-

i) Conversion between katakana charac-

characters or letters which compose a

[cho - cho]

""( ",S,

[ e-ru-bit-to ]

I)\I e' 'Y I--

registered trademarks.

a) Convers

3) Cases which are not considered as use of



it»,

Y:I.:I

$hinJuh

phonetically identical with the

-190-

hiragana or katakana characters

alphabets.

characters or alphabets phonetically

and hiragana characters, katakana

identical with the kanji characters.

iii) Conversion between alphabets and

iv) Conversion between kanji characters

Soaton2.



ing the same idea.

MYNIE

SnaKe

certain idea and. different charac-

ters,letters; or figures represent-

of a registered trademark.

~ .. 7? =,.-"V "'0 c-_:J-...

rv11r~Jll

-191-

i) Conversion between characters.

ii) Other remarkable changes in the form

b) Others:



PIPA EIGHTH CONGRESS
Williamsburg, Va.
October 12, 1977
US Group Committee #1
Karl F. Jorda

NEW DEVELOPMENTS

IN THE LAW OF IMPORTATION

OF FOREIGN INVENTIONS INTO THE U.S.

Introduction

As many of you know, I have been a prophet of importation

for some years now. I have preached the gospel of importation
"( ," .-.- .

of foreign inventions into the U.S. to neutralize Section 104 of

the U.S. Patent Code in many a country (and in three languages) ,

e.g., in Basle in 1970, in Stuttgart in 1971,iriToronto in 1972,

in Mexico City in 1973, in Tokyo in 1974 and in London in 1975.

And I have the impression that my missionary efforts are paying

off and are bearing fruit;

To wit, in 'recent interferences ~ and-only in recent

interferences - in which we got embroiled and which also involved

foreign applicants, notably, German al?pl~c~t.s ; acts of importation

are being relie,d on by them in the Preliminflry Stfltements. This

hardly ever happened, in my experience~ ~n;~~rl~~F interferences.

In such earlier interferences it was only we who often alleged

importation of foreign inventions into the U.S. AlSO, in very

_recent times there has been an increase in interference cases

and the momentum appears to be gaining. Therefore, it is very

appropriate to revisit this subject and discuss new developments.
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'irivention :;irLa;d:e:,:Aproad,'.of the!: ,physIcaT:'''-obj'ect,'orembbdimeht 'or

accompanied' ,by,'full"- 'and clear disclosure:, of :Its'nature' -,an.d:'identi ty

>. ,.. ::.. ::'::':.",':,. :"','",".'.<'-
The' Law-of I~ortation

Before. I ;'~inb:~:~k on sU'ell',' ':a-' "dis6ussI6i1:': 'howe~kr':,'lkt:"fuk

re]:'reshyour 'recoIi~'c't{6ri in 'g~'~eii~i::'t~ririS i~dirisrimm'a.-iY:fciritt'

;f~:r~ii'gri :LnJ~hti:~~)Os Iril:'~ th~:::tiri:ft'~:<:-f:St~fes':~{ :"ik f~ ired"b,s1t::':

~ktt6ns( ~h~re k.h6~:i~dg~'6i;~: 'iri:,;eritlcih\n;3.deabroad' is'~:~~t":

or brought he~ie by foreigners and divulged to somebody in this
, . .,' - .

coUrit.iyor 'is""comniUhI'6'ated 'to' a':J.S:>'riit:i~eh ab~Fb~d""who'-':therii

bi'i~gs .:i{;:~ith:h::lm ·:t.o:::ih~ Unrt.~d s't:cite'ft Thik: i~: ~:.taht~burit;

£~;' cigh~~WtiJh In ':thi~ co'rmt~y:on thk:da~i :it 'is i~~d'aria. ;'iind~r:

st'o()ci':hkie" by s:onk6ne'O'i:'brc)'ught in by' sorried~~' ~kp'abYe of urid~~

standing it. Additionally and importantl~?, '-:I':re:f~r'r~:d'"to ~itua

tioh's"~h~iei'l:~o....th'e phy~'ic~1'6bjec't:""oi ··embo'a.'rrnei'Iltt"'6f such an

1n:v~htton":i'~":i;f~nt"1ie£~:6i :brcj~gh't' 'h'er~: '::ahJ-";{s";:i.n :s:o~b6:dy.'s"

'passe's:s'IJn' 'liei~: '~;.h'i'c)":':':fJliy:iliide rs'tarids'-:::it~ d:~t:'~ie,,/:,i,~:s production

and its, use which may, be"or is ,tantamount, .~ reduction to practice

in this country.

while the law is,:w~~,r':'~~~'~l:>{i:~l:le4:,£ha~:,importationof a

disclosure of a foreign invention is t'aritamount"to conception

in the U.S. (in fac't, Rule 217 and Form 45 of the Rules of Practice

sanction pre:ti'mirik'i'ystat~lrie~ts",~cl.'~~,eg~,~g"{nip,~rta1:X~~\of 'foreign

_disclosures,},, __ ,it isn<::>t"neC3,r:ly: ,as ,welL .appr,ec,ia,tedthat importation

of an embodiment of a"f6'r
iel gri""i~verihr6n i~::'ta'nta:lllo'hrit to reduction'

to practice-,-"especial'ly,:":with're-spect to: "chemic'al"'coIIlpormds 'and

ccmjrkex :machirie'ry~.' "Thave' a:lway~;:'mai,nta:ined th2ftit Shbi.J.ld,:be, as

it was simply and manifestly clear even'£rom the£ew cases which

are on the books t.hat; inpr~per cases, properly. proven, 'importation



and its mode of proclucti9I1Cltldust::~is"ti:IDt;amount·to reduction to

p~ap~ice in "the U.S. N9 separate and indepenclent reconstruction,

reiq~~~~~~ca~ion and ~~~sting ~hould be ~ecessary in th~ p.S.

~o~~er gen~ra~ comment or two about importation

Importation~s.~means to neutralize Sect~on~04* in a p~rF~~~1y

legitimate way. In .amaI1neI',o:Fsp,e.aking~,.impo:rt;,at~on,is .,~p_!:her

ex.~ption to Section 104. The best known~.x~epti.o.:tl.~51,,~ll:.~. one

expre~~ly ~ov~~~q in section, 104 is, of, ~o~I'~~~reliance on a

foreig~· c:pnvent,ion, .-appl~~at:i:onrmderSection 119. .Under this

Section the ~9reign app~ican~, howev~r"ca~go·back only uE to one

year,. With ~mport,C1tiqn he can gofllr:tl'!~r })ac,k in time much like

a domes.tic invento.r can.

There are a number of situations and cdrcumstances where

import~ti()Il isinde:ed advisable and can be of concrete,va1lle., e.g.:

1. When there is delayi:tl,fili~~ a fo~~i~ priority
application.

2'.Wheri :thepriority· appli'cat'i'-ori> is , abandoned -and
refiled and a new priority year is started.

3. When, a tJ. S. appl~c,~~i~n Le not filed un:d~;r: the
Convention but a' non-convent·ionapplicat'io·n
is filed later" .

4. When Convention ,filingi5, mi~sed.

5.· When the foreign application hp.s generally
insufficientdi5closure. .

6. When:' 't.he requlredcerticfied forEdgn- priori'ty"
application is not timely filed.

-,

In my .,;talksand papers on "importation, the last 'of which

dates back to the Spr~ng of 1975,1 concluded,after an analysis

In proceedings in Patent Office and in the courts, an
applJcant f9r.,a, PCi:t:ent,or a pa,tentee "may not. establish, a.date
of invention by reference to knOWledge or use thereof, or other
activity with,respectthereto, in .a foreign country" : except as
provided in section 119 of this title •.••
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b:Fat lea:St·themore, significant oi impbrtati6ri: 11 '<'c::ase-s (g--ee; Appendi~

for;' a c a8Il1prEih~ri.~iv~ l1s:tingbf i'±fuportati.6n ",:cbs-s'es) ''- 'cLth an" outline

of a suggested procedure for legally aricfprot:ediirally:·adeqiiate and

';t'ake's i:&ad;!' 'ofte'Ilas' 'a": subs t'ailt i ve: matt'er,'i"~ e . "r de" f act:b, In";this

, :"'da:'y'):arid'" 'a.ge 'of,' 'multiri:ation'iil' 'or Lnte rneeIone'l iridustri'al activity,

-',i't"Ts:- n-otprovabl€i'; 'ae .:an 'adj -ective:matte'r';: L,e;"de: jure:.

:;; Mi'- 'sug'g'ested procedurewa'-s :the':;'fol'lbwil1~g:

A: 'flill' di'sclosU:'re' as ear-Ly" 'as" pos's'i.b.l.e" of the ",'
f()reign, inlJent~.on ill. the united Sta"l:~s, p.:r:e~e,~ab,~y
in__ wri.ting, 'incl:uding.' det'<3.iledinformation 'on- "
the mode of preparation, the nature and consti

:,tutiort','bf::the':'inventibn::and':itEf'uti1ity': end
accompanied, where feasible, by a model or
s ample:',.pr':'.other,; emboddment;'..;bf'the:::iri'veritio'i1'.

2~ Protrtpt,'and'darefuls,tudy 'and' insp'ebti'dri"-:df
these materials upon receipt, preferably by
twocper-sonsiwhc: .are. capa:61e·'oEvunde r st.andf-nq
the invention and who mas~er the languag~ if
a;foreigri'lariguage'\:is:',etrtployed~ Each" 'pe'raon
dates; and signs and annotates each page as
having beenvre'ad 'and: 'Understood by'him~

.3'. Pres'erving -theee materi'etl's/ inclUding -any
sample or sub-sample or other embodiment
caze fuLj.y <and-keepLnq. .qood ,rec'ords;cdsd' abroad
pertaining to the production and testing and
,importation',·'of: the LnverrtLon ,

4. Independen:texploratioIl. ofi. the: nacuze' , cfiany.
embodiment of the invention, e.g., analytical
s t.xuo-cure coz-robor-aef.on-dn ..case of,., a :chemical
substance, as a desirable backstop. Immediate
tes,ting or; -us e: .. ifpossible :to,,:further:::strengthen
the case for priority.

New Developments

A. Clevenger v~ Kooi

A~far as new developments and recent "importation"

decisions are concerned, I refer of course in particular to

Clevenger v. Kooi, 190 USPQ 188 (Bd. Pat. Intf. 1974) and

Breuer'et al v. 'DeMarinis, 194 USPQ 308 (CCPA 1977) and I want to

examine primarily the question of whether these cases, or the
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rather ~ovel<and0; a:lmost 13,~~rtli~g.,principles,enuncic~:~~c1,i!l." tl1,'¥l'

:4ict.a-t~ any chanqe , .. end in p,~rti9Blar allY <s~mpJ,i:Eiqa~ipIl'" iIlc'the

pr9ctad:g:I:'e outlined, 'above.

InCleveh'g'e'r" V.' Eooi,: <Lnvo.l,v:i.~g" 'reJ{~13 'tnatrrumerrt.av and

u.S. Philips, it.was held that the, introduction into ' the United States

pf a cPPY>O:E;anor~gin~l in~ention pisclo~ure which ,was prep~:I:'ed

by an i:rl1:.~rf~,renge•... pa:r1:Y ina:E9r~ign ,90untry endwhdch contained

an enabling: discJ.osure.oftheinventionof:the.,;coun1;:s constituted

a conception of:tha-t,inv:en~i9n ill th~).Jni,te.Ci" St.ates.- by ,that inter

_ference,;paX'tY,ClllCl,-t1:lat;i-t',~~f?hbt' hecefs's'ary ·that: ·the· dis'closure in

country in· .. order to :constitute:;s'll"ch';~oncePt.i~~~

~9,Cor<1i!lg to tll;s "qe,cisi()n,,:,'impo:rt:at;ion,of a d.i.ac Loaure

of a ~orE!ign',.i,nyention which is tantanpunt',to, conception in the

US is established when a disclosure .Ls received-here and filed. away

without having been,' read by.i.anybody /- the .onLy :requirement being that

it contains an enabling disclosure~Thi;s,raises· immediately the

ques,ti9D-.qf whe,ther··it:-was,ne,cessa:I:'Y to':conttilue to, "-import II foreign

invention disclosures by re.ading themand:,:annotating them' as havLnq

been read and understood by. at Le'ase one person: and preferably two

persons capable :of reading :andunderstanding them.

'My: :,first reaction: :when>'I .read ,this decision by Mr. Modance,

the Board's Chairman, was that·the Board had really gone out on a

'limb. I thought that this 'deCisdi::m"put'foreign inventors in a

better. position than us inventors because a us ~nve~tor 'could not

simply prepare a disclosure and have it filed away_: wit:hc:>,u.~:~ybody

practice of witnessi~g or even notarizi~g co~ception records or

invention disclosures? I also tho~ght that, Mortsell v. Laurila, 133 USPQ
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380 (CCPA 1962), did not support the position -taken by the Board

foreign invention disclosure wasunn~cessary:.*

onseptel11l:>er 25, 1975 by stating:

~-i.f, .- foiex~pi~:-; you are dealing
with .a compound s. ,let,·,s ,~(3Y'aI1,cl someone
weire' 'to send a 'letter, from abroad to
.,:thi::~C:(Jun:~ry,,de.sC:l:i-piIl9' ;;Ci- .oornpound., ,th~
method of making it and the utility of
i~.,: ,in.:,"'th~l: wqrds a.qompl~:te',.c.oncepbion,.
and if this letter were received by a '
sten.Q9,rapher" or-qlerk. in -the<,United
States, there is case law by. our Board
and al,!3,p.bythe:court that ib·wouldn It
be necessary, to constitute proper
9Cll1c:epti9,nr:,for:the, ",party. receiving <it
to have understood it. See Mortsell v.
Lauri1a,.133 USPQ380,at,page-384 (CCPA 1962);"
(Transcript of the Proceedings, p. 44)

In my 'discus'sian with Mr. Moq,ance he stated that

Moitseii v. Lauriiad1d support the proposition in question if the

language in the Mortsell decision is taken literally which he does.

in Cl~'\r~n9e;'~ -~/)'-:'KOoi:,-because 'In the ;Mort~E!iJ. case a'dIs'closure

from abrdaci.," n:aine:iy,'--'-;a'd~~-ft 'pat~rrt: appffcatiol"l;w~~ i)~ing-ti~i~::L~t~d

in th'isco1Jrit~y~re-Vis~dari.ci worked "tip :int-o~ finai; b~text';-'~h:ict(:

where a di:~:di:b-s'iii'~ :~ds; t:fifuplY' put;ii~;iY:·-£~:'c6i1eE{-;d~-'St.

B~'~atlse()f 'n¥bewiideI:'riierit, i p~:i.d a':vi~it;t~ Mr~ Modance

aftei'th~ d~dision dame otitla~t;yeai t6'dlscussthis matt~r ~ii~

him:~ i:~didehtkity:, Mi. Modkhce h~d 'alre'ady hinted that th':L~: was his

positibhIn -:the'M'od~:iti':InterfeI:'~l1ce P'i~dtId~ ~'anel held frt; cf~cfr1Ilati

* In -Scpite of:,.this"'holding,-'Syntex lo'S1=. the' interference however for
". lack of II attorney I s dd Li.qence" ,,~

Besides, Mr. Modance handed me an earlier (1967) but unpublished

Board decision, Scheerv~'kiricl(u.s.Pat. No. 3,390 157; Inter

ference No. 92,644 involving Syntex and Johnson & Johnson). Here too,.
a Mexican~invention disclosure was simply filed away after it ,was

US and here too the Board held that reading and under-received in the

standing of the



the,Board. rely, on

However, in ?pi~e.pf all, this I am stillveryskep~ical

althou~? I would like nothi~g bett~r than that Clevenger' v. Kooi

reflected the state of the law. Then we' would not hCiVe to:,9(),

thrO:1l911; our standard "dmpor-tiat.Lon IIproc:edure or ,at, any, rate if ":d,te

wanted to continue to read the f()re~gn disclosures for info~~ati9ral

purposes we couLd r reLy .onClevengeras a fall-back posi.t.Lon:

O~ further ref~ection, lam con~ince~, ~h~t,Mortsell v. Laurila

is being extended by the 130ard in a, way un",?a,rrCl.I1t:ed.by it;s, .t:~.9,:tS".",

Besides the Board relies 'too heavily. on!3pecifi,cl~guage.of the ~PP_A

which is dictum and not decision. Also, ,the.cases..I'elieci on Ln

Scheer v. Kincl do not support the Board i:rl tihe pos.Lt.Lon ,~;h,~y,;,t:1:f~e-.

This is especially true of the Levy' v. Gould p.2, USPQ 397) decision

in which there was so much frantic' ->a,ci::i\Ti~y,'~y ,th.e',''i!i'yentor involving

disclosures to elicit ihterest',·'witriessing,'a.nd notarizing and whatnot

so that the fact's in that <case are a',:far cry ,,'Erom' the facts in

Scheer v. Kincl- wherea::Mexi'can disclosure was'~siinpl'y filed away in

Palo Alto. Also,'· I am':not sure: thatit:Ts $uffi'cierit for a US

inventor to simply hand .rri s d,isclosure'overto-a -'thi:id person who

puts it 'away with6uteven,::looking:a.t :it.:,.At bes't',::;,~is is still an

open unsettled question; at worst, the case law would seem to militate

against such a rule. If pro cases exist, Why didn '

them; Mortsell is no authority, as explained above.

Needless to say, we have continued our established

II importation II practice in spite of Clevenger v. Kooi and

Scheer v. Kincl and, interestingly enough, 'Mr'~""Mo~a:n'ce indicated

in a more recent conversation with him that the precedent value

of th~se:;:ca'~es''is in do'l.lht: bec~use if another case with this fact

himself' "is::'ilo't s6 sure anymore 'that Mort"sell v. Laurila lends

support. I would e l eo. like to think·"that ,tl1e::GCPA, might not':":'see'

eye to eye with the Board on this issue.
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B. 'B:teu.er'et' al.'v. DeMari'n'is
"'.

The other very sigh'i'ficant"lmp6itation II case is

Breuer 'et at.' ;; ~,: :;DeM~'riri':i.s ;"supra,"tnw-hidh'Sciuibb ana. "SIl1i.thKiine

w~i:d::'th~: p'r:ot~'gdn:ts't~'~: In "this' ''Cas'e;, the""CCPA"dv~~:hil~d"the ':i£ciiL:rd

-~ 199-
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This case,';involved:derivaedon Lssues and an:' Ol:iginality' correesti,

in mOdem::,','da§' ;re':s~arcli":l~hcrratori'es'" an.:cj' "h:~nc~':':t£klrtg "a':,'i:ful~'

reasd~:I1':':apl?'toabh: as':·=th'ey' eire ~Bh't 'to(iO;rtb~'~:ci'aY"~;:::irtdet~nfiin:big ;t.h~

type ai-l'd':ambu.ri:t. ot::e'vid~hce 'ri'eC'ess'd:ry'ihi c'dr:Mbb'ratibri~" ;'::Sp~:cff;{d'giIY,

the Court held, albeit in a Rule 204 (c) context, that it would. b':'

l'unreJsolhiliie:II;::tct:'''fequ:ir~ a sedt>rtd.:,::dbmeEit'id the'me'at '~ii'iysis of

a ~ompotirtci:':·ini:i::odhdid.':ii1t6 the/'uhff~d 'states by'the j'\fui6r";:'p~ity

when /'- base'd"':6h':"a prkv:to1i:s:~aly:~fs i~'e'if6rm~:dabi:6'ad (iR::·r'sp~ct'iiliri'

which the' court; boris£dered""tb b~"a'llfiii~kr'ptr:nf'''J,':r}i:ci':f~:~:~'i':6'ri'~i

.rese·arch~i~'$:<~ire able' 'tcVsta.t~ that th~:' :'coh¥6hnc1' :co~'i~~pcihd~:' "t6"'flle

sUbject matter of the' interfereI;ce counc , The Court stated (at p'- ~313) :

"Clearly, 35 USC 104 does not
preclu?~,:,}lSin~;:~~idence,-p~, ,,~h~:;~Il,ven,torIs.
knowledge from a foreign' country for all
P~,:ry()s~s, ,but,.o~lY",:WheJ:'E!;:it,;:i.s,us;ed:to

"I establish 'a date of invention. I See
Hedgewick v. Akers, 182 USPQ 167 (CCPA 1974)."

"Here,' the knowledge of the inventors,-' ,
~mpoAiedJp, "th,?' .,T~~s:~ s"l;~,on, .-RE!,9(),:rd s.. i ~
admissible evidence to prove the: chemical
s~rp~ture o~.the:fo~~()und;intfodufe~tnto
this country. Cf. Rebuffat v. Crawford.
20 USPQ 321, 324 «CCPA) 1934)."

out. a ~!ima. facie case

"

The Board had fp~Cl that II,np :.:pe;i~,?n ,~.f:lI.¥:~~.ti::,tJle".co~p,9~nd

in the United S,tates:t.o ,det.ermine., or .confLrm it13"s~ructur~.'1 as, the"

subject ,C:::,?~P.?~ci,.,;~d"c:::itingRochling, et al. v ..Burtonet ale ':;'

178 VSPQ300 (Bd, P"t, Intf. 1971),heldthat ",(ill1asl1lu",h as

apPlicaI1~s have fail~d to prp,ve", knowledge ,of.:;the, structure. in,· ,the

United States prior to patentee Is filing date, they, have. noc. made



It is Lnce rest.Lnq .tR"rec,al,1 "in"thi~, concext; that in the

Roehling ease Shell had syntiheaf.aed compounds ill ~z:rn@Y,Cil1d had

sent; ,.th~~ ,:to,_,Ca,]Jfc>rn~Ci_for t~sting but; inCil1 inte,rfer~nee fa;iled,;

to ",p,:r::9ye priq,l:'ity ,V'is-a~vis an earlier .fLLed appli;ca:t;;ioD,,·of. B:r,it~~~,

origin. While they were able to establish herbicidal utility by

virtue of the Califqrnia tests, they nf.ail~d .,to.es,taplish "the

Ldenti,t:yof, any ...oftbe,eqmpoun,ds "testep.;l1?~ r,a;tbe~ "II tlte, },d~:rlti~~~

~~t:iqD:.,9~,the.c.ompo.uIHi,s"in question (was) ,¢lep~l1d,E?nt"entirelyon

info.rrn~~iqI)., allegf:!dly,obtai,ned from the, ,,(Germanl:i.nventors," -i

,Noo,nein ,C.alifqrnia"who handled,t~~. :impprt.~,d .cOI~pp.Il4~

knew the chemical nature of tll,e ,.C::OmpOUDc1.S other than __the .code

numbezs ,.;'~oanalyticC!:l data hav:ing ,be~nsuppl~ed by. GerrnanY/,.~d

the compounda weze no,t_ana:Ly~eci,b,efore tileY,were IJ~aced.,JJl: th~

screens bY,anyboClY and there was, no di,scu13s:i0n,of ~y .f3~~e~f,~c

compoundewf.eh one of the inventors ~h:i.le visitil1g in, California."

A deplorable de facto but not de jure,case:,Qf" importation! The

Roehling case 'is:Oye'ra:l)' ,l:'6~~i:lY,',4is,ti,ncNi~h~bi.~__•

Here too, the ::ques:tJ6;r;"cbrrie~:up:astb"Whe1:ller or not

we can now 'dispense with the'~t':ructtire b6r'ro~6,:r~tion;:work carried

out in the U.S. iIl:imp0rt~ti'qri;"c;:a.ses:aIlc:lllere,I,a.m'.almost 100%

sure, in my own mi.nd , that ~hi.g',,¢.~bedone. -'Ttre~ily should be

possible to eliminate this cost.ly dupllcation on the 'authority
. .

of;'the'CCPA' even though 'only Rule 204 Lasues were involve'd~

I should thihk, >however, that::':6n faets :like"those' at' bar't:hfi

foreign applicaIltshould be awarded·.. priorityii: i,'~d~ed;'h~:~'Ka:'s

the earlier date "vis;"a-vis· his:· opponent' s invention d atie rather

than merely his filing. date. Such a result would'be exnin~ntly

* Incidentally, Mr. Modance does not think the'B~~uer case 'carl be
considered as a landmark case as he fee Le .. thiii"t ,tA.~,C:oqrtwenttoo,._far,
the SmithKline attorneys conceded too mU~h, theCour~,was ~rong as

"reqaz-ds . the fingerprint holding: inasmuch as '~o)- .. even'NMR-~,is a'
fingerprint {?!} and the Court was confused ~n ~ts reference
to Secti"on lQ4.
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Conclusion'

None of these decisi6ri:~':)a~'~i~";~ifi~'--~J'" d~ciaes

namely, whether introduction:' Trit6"'; 'thei
: 'tis" of. all-''~efubodi~~t';':'br:'::'Eii'~;::,

phYSi"~lOb:feA, e,g),:Cbyw~y of .•~ sil!nple6J:"Iil6deli"r~r"f6't:yp~,

of an: invention made abroad, espedi~lly::: e .g. ':'-;'alec.f~bkib,·app~'f~£ri'~

or chemical compounds, is tantatnouht' 'to '~~duct,±'6~:·:,:t6:::p:raC;t:i'6~':;in

the u.s. ,where accompa.n::i:~d b:~::"~:>';fuYf'"a.nd:~:cl~~r d.-is'c'i6sure::~f''i:Is':
nature and identitY"~d:', it::s'mode 'of 'pre'parati6n arid.':use':'but

where no reLdbn:st'rt.:6tiori', ':':r~'Lhjen:tlfidktt()n::'~~fre,;;..i:es:t:':i.ng

other work tiook ..pi~d~::;,'ih',:thk':,',ti~:S:.:!: ':Th:~s""deb'i!~fibri'::-ls':' ,'~t1tf'".re~:~f:V~-a.

for the future. It w,ill::,coIl1e::. .- NOIletl},e_~ess, tl1:.e, Br,euer "."ca;s.~

represents a most s:ig:nif;ic:~.-;:.:adv;ap.c,~",:"as:eit clearly; enuncf.aces.

the principle th,,:t no additional analytical work in the us is

required if the foreign analytical dataa.readequa.:te t:.0" ide'i1.tify

the:{'rtVe'rt t'ion: 'arid" "t6: appt::is';~" 'i&D:::~:kr~bhnel ,', ,:i:h-,-lhe':::U''-~'s,V::''of:·,t'h~'~'

ideritity 'i:ff:; (the" 'inv~nt:t'bh. ":r:fi-link: 'the Br~tJ.ef:'·dak;~,::,;,b·:tih:gs;:>,t:~:::'·

very clds:~:·'tb 'thklt:'·tiltimht~tdkc':i~'idii~'::~i~be"e ~:rii~£,:,jb'a:~~~,,~ir~'~dy

decided that> 'h6: s'eparate'f~dud£ibni" 16p'E~lctibk nee'tr':'be::'car±-:i:ed

out in·the u.s. The biggest of the remaining issues was the matter

of proof of identity of the invention, especially of complex

inventions that defy visual identification. And this 'the
Breuer case has settled - autho;t,itative Ly ,
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SPEJ,CH ro 8TH INTERNATIONAL CONGRESS 0'"
PACIFIC INDUSTRIAL PTIOPEHTY l\SSOCIl\.TION

BY
ROY H. MASSENGILL

ALLIEOCIIEMICAL COIlPbRIlTION

Di~bt'~S;sio'rl;ot :6 .s , De'parbn'i'h't,J:>~",'>~St;{c~'
Antit,ru~.t. Tr~,s:t, D'i.vLsLon t s /~n:t it_~lH~t'- Guide for
, , . 'rnte:rnatibna:l ~ op-e'r.at'ion,~s _

In this. talk, T~hall discuss,

I~ The p rov i sIons of. U.S.e Antitrust Laws t,J:1at<3re

likely tp be applicable .tointerl1:aliqnal t eohno Loqy i t r ans fe r j

He- ,The (Iegree to which the ,deve1opedlaw.based on

u.s:. court decisions LnvoLvLnq domes.t Lc Li.cens Lnq may 1:Je"apPli

cable ·to international1i<:ensing 'and ~,e:chnoI0,9ytr:an,s~er;

III~ ConsideratioD:under,the U.s. Antitrust laws of

exampkes ,q~,t_~rl:'itqrial;.ref:jtricti0l"ls:,:,eJth~r:statedin .a PQ~i

tive or, naqa.t Lve.imanner.; .Ln :·inte,r:.na:tio:rl:al, .aq r e emen t s r ",and

IV. ... : The ,types; of jot.n t. .vent.ur-eaion. t e chno Loqy:

t.r.arrs f e r s tha.tmay:be;subjee,t to a ttack ,under the ",U.S •.,Ant::it:rust

Lawa-even in: tl1.e;a,b,sence, of a sp,ee:i,::fic.,uI"l:l.awful:~:l.gus<;l.,

I will be making. reference to, the January 26, 19}7

"AntitrustGUide ,For,: ::Interna,t:iona-l'Qper:at:iQI1p" 1{ '~ the Guides,n) ,

and-rto e xamp.le s. dis,eussed:(therei,n :,af:;:IICase" A",:, "case Btl, etc.

'For<your conven tence '-1. have a t t.ached .t.he s e Gui,des so, t ha t.iyou

may make,ref.e.rencetothern.

I. Host aspe ct.s of, Lnt e rna t Lone I technology trans-

fer will"' be:tested .under the >,Uni-tedStates, Antitrust laws under

Section'loi the Sherman Act~, dealing with mu.lt Lc-par t.y agreements,
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a paren t company and
. cdo no\: usua17

~htity ~hicll\- '

par t.Lcu LarLy p'8inted" out in Case B

'. .... 3 .... '
of the Clayton Act regarding asset

In addition, as

and is unlikely to apply to most techn'61ogy"trans',fers.

In passing, Section 3 of the;':Clayfon':Act 8 would apply

Sherman Act'.A'joirit vent.ure , suchas's'et'up:in'Brlta'in in

elusive dealing requirements and tie-ins in connection with a

to excLus Lve dealingarrangement-s, requirements: .cont.ractrs and

Lt aacdon , attempt's to monopolize, andc6nspiraeiesto monopoLdze

Case D,might' also be "sub'j ec t to 'scruti ny under' -sec t Lon '7 of the

Cla'yton'Act, as ars trockiacquLs I t Lon or' the like', "eapec LaLl.y if

the'ventur.e is 'to berope r a t.ed v'i n the'Unit'edStates o r' to 'have

aubs t an t LaL a'sse'ts';intheUnited Sta'tes~ Case'iE concerns a

jointmanl1facturingv-'eritl1re'a:rid sui ts"'brought by "the Justice

Departmerit"that comeito "mind ill this regard are the MohaY~ and

Hercules·.l;)'COrlserit'Decrees:refer'ence:d; in 'foot'rlote 52 cif,the Gudde s

andvtihe Penn~Olin6'case,ci-t~ed"in'fo6thote 53 or the Guides, all

involving joint' manu f act.ur-Lriq r,and'notmerely joint resea:rch:.

Section:'2:ofthe Sherman ''Act? deals wi,th the> monopo»

as illustrated in Case nAil .of the Guides
controlled

its sllbsidfa'ries", ~t'e, trea.tedasa sJwJle

violate Section 1.

combinations and c9nspi~acies in restraint. of trade. However,

of the Gui.de s jtS'ec t Lon 7

. .

'ge'neralIY the"importan't"'test''{s'st.iiX:lil1der:-:Sec'Eibn 1 of the
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be unenforceable as

II. In the second part of my talk, I will consider

be considered a per ~ violation if found in a domestic U.S.

The first group of restrictive clauses will normally

Proba~ly, the broadest but least used antitru?t en~

under Section I of the Sherman Act as unreasonable restraints

may be applicable to international licensing and technology

transfers. Initially, I will briefly summarize cert~in types

of restrictive clauses which have been inserted in a technolo9Y

and patent transfer agreement and which were subject to attack

on trade.

patent license, causing the u.s. patent

being misused and setting up a possible anti~rust violation.

In-'tl-lis,c'iirst group are tie-ins of unpatent'ed products ,'9'~estric

tions preventing licensees from dealing in competitive products,lO

mandatory 'p~'ckage li"censing-,_ll:"n ma-n:cia t bry tbt'aTs'ales royalty com-
'12 ..• . 13

putations, restrictio~s on resale {at least where the parties

are In faci::"i'n a competit'f've or vertical position relative to

forcement law is Section 5 of the Federal Trade Act [15 U.S.C.

45 (1970)] prohibiting unfair methods of competition. Section

5 had been invoked in the Xerox case which was set~led recently

by a consent decree.

how developed u.s. law relating to domestic licensing practices

Sherman Act, but par t.Lcu Lar fact patterns may cause ,Sect}9,n3

tb be invoked as well.



each other1 4} and, post patent expiration royalties. I S These are

the~okt :comm~:~>::'r:k~:tri~':ti~~:pract:ices :':th~:t:';'hav~':'be:en'held't:o

violate the'tJ.'g'. 'Ant i trust ''la\ols and' th'ere rrla.~y bee others as~~ll.·

There are other types of s Lmf Lar Ly restrictive clauses

that sho~'id "be avoided' even though:' some case law supports their

use under' proper circumstances . They are considered l-ikely to

'be- challenged' and the benefits may nc t usLify litigation.

Examples of these types of clauses include price fixing restric

tions I 6 by the licensor and a licensee veto power over further

lr~enses (but see the M:~rraine-icI case) ,'17 provisions which the

u.s. Justice Department has indicated would be attacked if the

chance arises. To a lesser degree, requirements of grant-backs

of an exclusive license or assignment 18 and quantity restrictions

'in licensing arrangementst 9' are not frequently used because few

business organizations would go to trial on the argument that

such clause.s are permitted under preva I.Ldnq U.S. antitrust law.

Other kinds of license provisions less restrictive

in nature are subject to a "Rule of Reason" test which is some

times applied more vigorously to certain types of restrictions,

depending upon the suspected impact such restrictions have

. on competition. The most widely used restrictions and condi-

tions of this type are as follows:'

Field of use restrictions - a non-exclusive license

immune' from attack under the antitrust laws so long as it is
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within the scope of a patent monopoly such as found in the

be'~~nd; a !{{~'~'t s~ie"o{.\~e g~'~:Js ;"';':'fhen th'e patent monopoly is

said to be exhausted and either there is a presumption of

m'ill~'g~'.f{'f:~ or some per'~' rlH'~TIlaY'apPTy.2l lrith'e case where

there has been no sale of goods, but the restriction is none-

theless outside the scope of the paten.t 'claims, such as a re-

striction on the sale of a product made by a patented process,

then the rule appears to be one of no patent immunity.22 The

Hercules and Stauffer aluminum trialkyls case that may have

decided this point is apparently going. to be settled by a

consent d~cree,23 although one defendant may go to trial.

As to exclusive field of use restrictions that give

one or more licensees an excl~sive field, the restriction is

probably suspect as an illegal division of markets, but should

be justified when an exclusive field is reasonably necessary

for one licensee to create a market for the technology in a

new field and the term of the exclusive field is reasonably

related to the costs and risk involved. 24

Territoria~ restrictions - there is a great deal of

controversy regarding territorial restrictions, but probably

such restrictions are acceptable if the only exclusive terri-

tory is the one retained by the licensor, and probably the

arrangement is suspect if more than one licensee obtains an

exclusive territory.25
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Non-excl_usive grantback clauses - are ,subj~ct to a

very generous rule of reason ~nd are proba~ly lawful in the

absence of exceptional circumstances. 26

Cross licensing arrangements and particularly patent

pools may sometimes be justified, b~t are likely tobesusp~ct

in the absence of a showing of blocking patents or that· ~ license

is available to all in the industry. 27

The above is only a summary of the more frequently

questioned clauses, as you will realize of course that hundreds

of domestic cases can be found on various issues of license

clauses.

Now I shall discuss whether the above rules are

enforced any differently in an international context than they

would be in a purely domestic United States con t ext , The Guides,

especially in .the introduction say 9,enerally not. But if the

only commerce restrained does not substantially 'affect U.S.

imports or exports, then there is no subject matter jurisdiction

for application of the u.s. Antitrust laws. Looking at the intro

duction to the Guides and also the last paragraph of Case F, one

must be careful to recognizeth~t'commerce in goods which are

later resold to the united states~ or which foreclose United States

export opportunities can be said to have a "foreseeable effect

" ,o,n" the United States commerce" and in~lt:.ih1<oossee c,a"estrle Justi,c"

Department may well attempt to enforce.United States law.
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The' ·,'GuIdes":1'nd fcci-tE{ tha-t':the 'Justi,Ce: Dep ar-t.men t.. recogni ze s

only relatively narrow exceptions for acts of state, acts under

c'c>mpurS:'ion::oE ,fb're:tgn .qcvernment;s and other'claims .ba'sed on

COJrii'ty withfbt~igri laws'. One,mu:st:'al'so:recognize howeve r that

ff:;this <is' :the:only defense: .youvh.aver undertUnLte d :S,tate's.' law

for the Use .of. Be par.tLcufertr e s tr.i c c Ion;' .the n: 'you-would be well

adv'Lsed toclook. very: ca're fu Ll.y. at any other national: 'or. inter,,,""',

'national lavlt,hatrnay .be vIo.Lat.ed.•

.There: may. be :'a fe.w~,pe·r:, ~ violations in; the: .domest i c

context that .couLd .poss Lo.Iy .be jus'tifled in the interna.tio'nal

conrex t ,,?,~ espe'cially .when.icne. considers why-: .t.he.. r.est r Lctions

were.made::per rae v LoLat.d'one. in ".the,:domestic .context. For

example ,:tie;..,lns "and :compulsorypackage::li'cen'sesare. said not

necessarily t.o.rbe ':pe,r'~ .v i olat i.ons Ln. Case,s_,',F': .and, ,G-,':.and l:ik,e,\-'l'ise

the -e xoLus.Lvecdf-s.trr.Lbu t.orsbLp.rdd.s cuasdon of:,'Cas:e:G, but,·the:·xa-:

tionale.fbr "these;:exceptions .appear s. :td,betha-t.' .t.he trade re-

s t r a i ned has .no "s.ubs;tant,i,al:ef:fecb on, u.s. comme r ce,

"Nevertheless:experienceha's shovnEhac .the -justLce De

partment and the courts have not enforced the antitrust laws as

vigorously: in e xt r at.e r.ri tor.ialsi-tuati-ons. qne:,mi-g_ht expect a

Government prosecution mainly in ·,t-h.c>s,e ·.:c:a:ses:w:her,e,a :.real· e~fec·t

on';"the, u .. s • consumer~,9 rneri ts t he exp,~[ldit;.u,r,~, ()f>:Gc>y~t::nrnept

r caources , Pr i vane p:I,ai.n,tif;~:f);)i:ho,/.~re,inj~l:'~,q :)?Y suchrrestri c-;

t Lona. may, however , a t t ackvt.hese .cLause.s: i.J;l,:,a.,va,~ietY,pf ,.1::y:pe,s,
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damages.

Another differenc'e",cou:ld be that r:the;qoct:ril}E;!.)of,'immuni ty

from attack .ba s ed on"the,;:existence of patents. .. may, have.e different

application in ·th.e' .in t e rnat i ona I context. I':give little 'weight to

t.hLs.: ground -,"howeyer,'s i.nceicomi ty\voulo::c'ause a U.:S.: -court. to

recognize-rights:'under:foreign .pa t.e n'ts: .che. same way,i t r-ecoqnd.ae s

rights under U. s. patents. 30 Furthermore:, .t.er rLto r La L r e s.tr fc t i on

clauses:'for:';geographfcaT .par t.s of;. the: U.S.' have. been 'arguably

expressly ,-approved in- Secbion261 'of --the: U'.-S'. -':Patent :L'aw",but

then' again"in; an' .Ln.te r nat i onalicon t e x tv each pa.tent; LawiLs

expressly territorial a sv t o-s cope ,« Loq.LcaI'Ly, tire:grant of

exclusive pa t e n tlice,n's'es"or: 'ass ignme'nts:·in:one:::country " but

not dnranot.he rivcm Lqhtv.be. upheld ,in-,:an, ',intet::',11:?1:tiona-l con t ex tcunde r

c:ircurnstances, ::,'that-:.may be more .suspocc in "the'':'dof.lestic ::context" ~

II!'.' The;'third area whrch vt wouLd like <to discuss is

cons idera t.Lon. 'bE-t'e'rr i tori aI re s fr:i'ction's'fn in ternational agree-

manner-,

The:'onTYrealdis-t'ihCtiort ;'ma'yi be":tha tr- wou I drp.lace more

vatue in e xpr-e s s'Lnq ::TiIriitatTons'as"lIpositive"lirtdtations, that is,

granti'rig "Tf'cel1.SeS' under :some pa t ents but not others i as compared
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scru t Lny , If- t.he conduct is not immune i thon many rest:iic't:'ions

· . 31 .
the distinction may be largely meaningless. -trhevuse of positive

any, conduct; beyond- exclusively uS~,ng theinveritfon"'wi thin its',

LawfuL<pa te-nt monopoLy asvcomp.l e't e Ly Immune vt rorn antitrust

domesticor'ihternati6nal.

The Justide nepar t merrt nas Tn th'eGu'idestaken' the posi

ti6ri<f:hat territorial re~'tii-ct'i6'ns, ii'ke··f feid 'of 'useres:tri'c't'ioI1S

which have 'the effect 6fsett'ing-'Llp ariex61uslJe fie'I'd' or Ear r Lcor y ,

eveh"thbugh'sJbject to th~ tufeof'r)~::as6A-:test'; ,are in: fac/t sl.ib5~ct

to th~;': £;6-called d6dtririe 6f.iianc il:lar§",re:strci.rriTs:• Thisdo:c;ti:ine:

requires (1) that the main purp6se:oftheagreement 1s legitimate

(usually to e xp Lo i. t .,the,'-:paten:ted' 'or-,se'c're-t techn'oi'69Y'forconlm'e'r'c'ial

purposes in a new. terri tory or field),· and (2f-that:tli~'-'s'c:ope'and'· the

term cif'the ii.cehse;r~stric:t:'idIl~"sho'uTd'ho't be "sub'st:arit':i~llY greater

than necessary to acb feverch fsvpurpose , bY-which is"usually meen't to

put the t.e chnoLoqy Cdr product (6n-thellla'tket '{ri a "new vco'uri t.zy

or ri~ld . Thi{'Justice Depaffme:'ht f:sllkely :,tb r~sfs:'t in "th~

interriat1onal:-context( asthey:have s ome t Lmes "u nsucces s f u'j Ly'

resisted in the domestic context -",;;.: 'se'e' t:heCi.ha,';"Geigy "case )32

a cla'im of Immund ty"':fiom' arititiu'st a'ttack based 'Cln:the'existence

efa lawful patent mcnopo Ly , That is not to say :'t:l1e:j'us't'ice De'-'

partment give's ho'::deferente to the e xi s t.ence 'of a pa t e'nc ,' merely

tiha t-t t.he Justice'bepartment 'Ls unwtLl i riqvt.o r e coqn Lzelmuch , 'if



are viewed as per se illegal under Section 1 ,if "boc i aon t aL"

(between competitors ~s i~TOPCo)330r subject to~:rule of

reason test if "ver t i ce L" (cases typified by Whi1:e Mote>rs).34

The U.8. Supreme Court 1S xecent deviation from this rule in

Schwinn toimppse a per~rule in vert~cqlly imposeq ~estfqi~ts

after an a r t icl.e is sold hea cs Ince been. overrllled by the,

Sylvania Case. 35 ThIs dues no t .meau ,Q patent monopo Lyvcan now

jusi:Lfy a restraint after .a firstf?ale, b,utonly th.ata l:'est:t).c~

tiori.mpoGedby anon-competing seJ,.ler is subject. to a "Ru Le .of

Rees on" app.roach and such restraint maybe justified under

prqper circumstances.

The ,question that then arises is whe t.he r one can 00

any be tt e r than .the "rule of ancillary, r-e st r adnt s " for terri-

t.o r i a L r-e s t r Lct Lona I,hqweverworded I .Ln an international

context.. wi thor without n9n-U.S • paten t s .a nd I if, one. can It do

better,. howitihe rule of ancillary .r-es t-r-a i.n t s is likely to be

applied. Let mepresentsomeex,amples:

1. First assume that the licensor has a pa t ent on. a

product or- procees .andv.p.lacesva restriction on his licensee on

the.location 0.£ marlUfac,turEl:of goqds, but no, r estrLc t Lon on the

sale of such goods,in a:di~~erel)t.cour; t ry , .~, \IlpuJ,Ci:15ay f Lrs t

that in the .con t.ext; .of ,aunil,atera1 license ,a grant under,

patents in some countries, but not in, others, wou Ld be. immune

36
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under the facts with certain caveats, but I think that the

The rule is pcobabj.y ',fifferent' 'b'owever where either (1)

patents are initially exchanged two ways, (2) the initialrecipi

ent of a patent license grants back any exclusive rights to the

original licensor, or (3) the scope qr time of the agreement is

broader than anyone patent or distinct group of patents. In

this context, you are going to have to make some showing of justi

fication or show that because of a dominating patent or blocking

patent, there is no anticompetitive effect. Non-exclusive grant

backs are much safer. Where the division is made by formation of

~ joint research venture an in Case D with.no substantial input

of secret technology or patent.licenses from either party, then

the licenses from the joint venture to the participants for their

horne territories are likely to be also immune or virtually im

mune. Where, however, the joint venture receives substantial

expertise or background patents involving an entire industry from

one and e epe c l a Ll.y from both of -the parties, the arrangement is

much more subject to attack by the Justice Department as a type

of patent pool.38 There could be fact patterns where both parties

are already ~n very competitive markets, that would justi

exclusive grants from such a pooled resource joint venture to

the participants, but the Justice Department may well attempt

to attack such an arrangement as a per ~ violation.
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In each of these contexts, I believe you are,mucp safer

with a Il'p<?sitive" limitation, that is granting only some 'patent

rights a~d .notother,s rather than a "re s t r i c t Lve covenant." whereby

ope party, undertakes not to practice the tech~ology or infringe

patents in another country. Another P!~blem with a restrictive

covenant is that violation of the restri.ctive covenant subjects a

party to remedies for breach of the ag~eement which may be more

drastic than available under ·the patent law that is violated.

2. Suppose that patents are transferred from A to B

and a reciprocal restriction is placed on export to the other

party I s home countr y of products pr-od uced by the process covered

by the patents. If the only patents involved are U.S. process

patents, then under U.S. law it would not be an infringement to

import .Lnt;c the United States a product of the process. Hence,

as strongly suggested in the discussion of Case D in th~ Guides,

the Justice Department would be likely to attack any license

restraint on the import of the product into the u.s. A different

rule may app·ly as to the enforcement of a non-U.S. process patent

to exclude products made by the patented proce~s in the United

States. This point is not set out in the Guides, but it is

probably lawful and immune from attack if within the rights

granted by the foreign patent and not licensed to the U.S.

manufacturer. I would think, however, that the imposition of

a··restri
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(1) theapply-aruTe .of, , "anc i L'l.ar-y restraints" ,as" J,c>11,ows::

to.re xpo r t, produc t s. of ,the"process,: to any, coun.try is more

Lyi nqvccntracti , Ree.trLct i nq Lmpo r t svt.o vthe Q.,S:.:,-isa,lways f·rCi:ught

with risk ;unles;s"underal,l>the:: _c,-ircumstances,: .the .conduct would

violate a val Ld.,U. S:.: -pa t ent., Tpe J,us,tice-DepartmeIl,t,ind.i-cates

in Case 'E that:-one .measure -t,o ach i eve th,i;ssecond'-point.·.·is

to limit th,e:dqra,tion .o f therestraint',t,othe .time. it wou Ld

take the li-ce,nsee,:tq Lndependen.t.LyvdeveLop the;sallle:"orequiva

lent technology itself (called reverse engineering time).

In .many -s.Ltiuationo r;th-is t.Lme.vmay be hard t.o e vaLuate and

even .t.hen ; a,:Coul:":t: would probabLy be more flexible than: the

Guides indicate.

more" dras t tc r-erned Les of breach-of ag;J::"e~ment"in,ste:p.,d"o.f:m~xe;ly--,

pat.en.tvinf rLnqemen t j. and (2) t.he r e is"the: pos s Ibil Lty ,.tha:t.: t.he.,

r-es t r LctLon-, .even inadvertently" may someday ,restr-i,ct· exports

to a coun try where ,no: patent' v.aLd d.Ly covers: such: produc t s,

3. The nex.t. sLtuation i,swhere_only, kn9~-:-howis Li cens «

ed (wh.i.ch- usually' .r-eLat.es. to "the manUfacturing process and, not;

to, the product; ),and the .re s t.rainc. is,ag,ainst: expor.t; of product to

the .Ldcensort s horne mar-ke,t-.3~ Her-e the .rus t Lce [)epartrnent'would

know-he .....: must,be,-.o.f s,llpstant-ial. value and. t,]),epu:t:pose, of, the

license must:' 'be to,,_~xploit.the,..know-how-end not; ,to supprE!s~:

it, and Co2} 'the territorial: r e at r a Lnt is,,-no g:t:'eaterin scope

or dura t-Lon: than: necesaary .to pr.even.t f rue t r et.i.on of: t.he iunde r-.



At the 'very least , the following would appear reason-:

abl e, First" letl S say dt . wou Ld take five :years to .deveLop the

technology: and three more for thel-icensee to: Quilda' plant,

gaIn'; know-how' and experience Lnih Ls own country and ach.i e ve

product reliability 'to the point where he; would export the

product in,'quai1tTt'y to the licensor 1 svcount.ry d.n compe t i t-i on

with the 'licensor. It rssubmitted that an eight-year restric

tion on export to 'the licensor I s country in this conte xt. would be

upheldsin'ce no-pot.entLal rcompetI tlon between 'the 1,ic€'nsee< 'and

the licensor is res t r-ai.ned , The: Li.ce n s ee is un.te t t er-ed aft.e r

e i qb t.tye a.r s with 'substantial pr-od uc t; experience and an esta'blish

ed facility:,whibh .is how, long i t.r wou Ld Eake him to be in the' same

posi t Lon-wi ttiout; the 'Li cense Cllrever'se engineering,II r:.
Le tvu s say, howeve r-, ,that in the negotiations' the

parties decided', end perh apstthe "aq r e ementi rebi ted, tiha t.i-be ri

year's was 'determined to be the time "fo':t'r.e'verse 'engineering

and building 'up 'sufficient expexdence Yox export'. This:would

probably>: be vaccep t abfe 'ff the ten:"'year:figure:were arrived

at in :good fa'i t.h r -t.he vke y' is -trha.t . the "time' not '1subs:t'antiallyll

exceed the reverse engineering perLod, If On:'the:otherhand,

. a2S~yea'rTirriitation werese:t,ftcould be veryrdi.f fd'cu Lt.

to justify.

Now let'usassume :that the': licensed technology included



pr-oduct.a cand. say, one .pf 1:h~IIl,.was, subj e ct; t o _r~~~,rse enginee:ring

a p l ant; , Then 'a ,ten~year .cjause could :b~: in t roubl.e .even if

the other orv.o the r s of the.,)icen~ed procease s.vcou l d justify

a ten~Y,~a:l?:term. .r'f .t.bevone. Lt.em was too mLnor vt.o j us t Lfy

commercial Lza t ion without: . the. .o t hers , you, should be: ::alLr,igt1t.

It sl1,ould"be.notedthat,i t1., t.he' Gui~,es, the Justice

Department leaves open the possibility of "ne ce s s i t y thatmi,ght

justify longer rElstraints-" in the discussion of Case Dafter

fO(;i::'-~-ote 58; but it, is: hard to conce ive what circumstances that

would 'be for a major comp,any\vi:th a.sig,rli~ie,ant.por t i on .of the

market for-the product"in"Jts own coun t.ry ,

4. Now, .anot.herve.xempl e., A U.S. manufacturer licenses

a pe t e n t e d i pr-oces s tOCl:Japane~.e -manu f.a c.t.ur-ez' .pe rfnl tting pre c-.

tice ,:of ,the:processonly,in J,apan and inno,othe:ro: coun t r yiLn

which a .pate n t exis~s,2.nq p Lacesva r~,E;tt."ic:t:ion aga~nst e'xpor t, of

the product:,()f the patent to .e,i,ther-,::Nol;th America"m::"Europe, and

similcq:)y~,the.)ic:ef)?or,:unclE:l:'t~k~sno t, t.? :exportp:roquc~~of

t heipa t en t; i ts~;tf,:t:R cer t a i.n ccunt;r I e s Ln t.he.iPar- East, inc~uding

Japan. So far t. theagl:"eement. is sub j e c t to Justice Department;

attack, par t Lcu Larl y \'i'it11:regard to the foreclosure( of e xpor ts

both ways bet\Ve~nJapan:,and, the Un.i t e d s t ete s. But now suppose

that t he. parc i e s.i can establish t ha t. af? aifa c t , goods. made.iby

the process in .rapan could not econonuceLjy. be ah Lppedcto the
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'UriifetlSfates':be'cause' ot'e it.he r': 't.ransportatdon ccost s.ro'r some

'pr6~i:s'i'bn; df:,'ujS~"la'w'. In' effect 'then',>'the 'on l.y a'ctlfareffEfct

of t.he irestri.c tfon on Ehe 'Japcihese manu'rac.tu re r ci scto pr-event;

j ur i s dd'ct.Lon. rule, it wouj d appear that 'the 'U.S.- <A'ritift\isl

laws have vno t'<bee n violated ;'-btitvcirfou's"Eb'iopeah:l'a\'l:3'·w6uTd'

have to be exam i ne d and oomparcd 't'oth'e'·sc'6pegiven'any· Bur opean

patents, if any.

The restriction -oniexpor t" from ;lhe U.:-8. ':to'Sapiin

would aLs'o vbe subject to "J'ustice nepar-tment at.ta'dk unje s s it could

be 'shown that in fcidt'; the "pot.eri t ia I. fOr such t rede vi s illu-

sory. 1'~ case in wh i ch 'eCo'nOmiCaI- or otihe r'<d mped.i.nierit s to U~S.

export or import may have been ,the decTs:ivefac'tor is the Blohm

ariel Vo-sscase 40 -in:t.he"DistriCtof Haryland; r ever aed on -ot.he z

grounds by t'h'e:Fourth:Ci'J:cllit. The' pa t en t e e in tha:t>case had

separately licensed 'natiori,il pa tieri t s vof loading equipment to

be Lris t.a Lj edioncsb rps • A IIBuyAmeri'cari Act " exc l udedtsuch

gear manuf a c t u red ou t s i de t.he u.S~"'for installation Lni.a Ll,

i.r~:S~-built-ships quaiifyingfoi avsubs i dy , substantially the

entire u.s. market. And because'of'-costs;' such gear

manufactured in the u.s. could n6tcompete in:price for
Lns t a'Ll et Lon in Europe br':Japan. You"ri1ight note that if

t.he<prac t i caI'Lti.e s preven tvce r t a i niexpor t s , you 'are safer
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5. Now take the hypothetical that a u.s. manufacturer

European block country with a restriction f~rblddlng export

of products to Western Europe where he presently sells products

manufactured in the U.S., and also a restriction against export

to the u.s. The discussion of Case H in the Guides indicates

that the restriction on export to Western Europe is probably

O.K. since there is no adverse effect on.U.S. commerce, but

again you would want to check European Economic Community and

national European laws. Regarding the restriction on export

back to the U.S., which would almost certainly be unlawful if

the licensee were a totally private concern, the discussion

of the Guides questi~ns whether the restr'ict'ion \vould· be 'j'ust

ified. The argument would be that, since the state-owned enter

prise is not subject to the same priding considerations as a

tot.ally private enterprise would be sUbj'ectto, -then it might

export to Western Europe or the U.S. at a predatory low price.

The Justice Department suggests that less anti-competitive means

exist, such as insuring a royalty return to the licensor or

invoking of a countervailing duty provision under the u.S.

Tariff'Act or under the U.S. Anti-dumping Act, or some other

provision rather than a territorial limitation. The Justice

Department does, however, recognize that there may be extenuating

circumstances here and hints that approval of such a clause
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in such circumstances might be given under the Justice Depart

ment's business review procedure. I am not _aware of any license

agreement submitted under this procedure, but do have knowl edqe

of pr9posed acquisitions that received favorable action.

IV. The fourth area I wish to address is whether from

the Guides one can ascertain those circumstances under which

a joint venture or technology transfer wou l d be sub j ect, to

attack even though no specific restrictive provision were used.

None of the hypotheticols set forth in the Guides is said to

be such an extreme case, but the Justice Department clearly

hints th~t such cases may exist. First, where a u.s. party

·to a technology transfer is already at or near a monopoly -posi

tion dn b., pr-oduc t line, then any arrangement he makes to receive

technology that would enhance his monopoly position (and not

be available to actual or potential competitors) might be sUbject·

to attack. Here, Section 7 of the Clayt.on Act dealing with

asset acquisition and Section 2 of the Sherman Act dealing with

monopolization and Section 5 of the E'I'C Act dec Li nq wi t.h unfair

competition are likely to be invoked. The same might be true

where there are enough parties involved in the technology trans

fer to suggest a cartel, which, in the Justice Department's view

should not be created at all. The Justice Department also

looks for spillovers from exchanges of technology, information

price fixing or restrains trade. In Case C, the Justice Depart-
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terms.

t

t.heijo Ln t-vven t ur-e is a. "bottleneck

monopoly" which is so important to those

merit; also .Looks

Department are not bound by such illustrated examples.

Finally, if the':scope oJ,the joiri,t"activityw~re::so'

broad as to be beyond a recognizably dis~inct group of patents

or area of technology i:or coi.lid'·'be'::~ar(f"tic;'invoive':fbint~'l3'cti vi t y

broader, in .scope ''-thal1.'tl:l.e. p.~t·e,l!J-s'oi techpQJogY.:'t:r:a.risferred, 41"

then the discussion of several cases makes it clear-the Justic(t

Department would feel free to attack such arr anqement.s ,

Eve n Lfren ag;r.eernenf, ,td,ej{(;1)ange. ,tt?Cl1nologybr to

par t.Lc i pa t e jbiri~JY "in re'::;;e'arch w~re_ j,u'stJfie(:ta.s ...tothe .scope

set forth, the4B 'is no question that the Justice Departmeht

wou Ld feel free'" tO,a,t ta.c,k:,the' ,','(jpe;:',CiJ: ion,.,.9,t the"jlentUi'G_if",i:t

it must be opened' to all on reasonable andinon-ed i s c r LmLne tio r y

were expanded to an unreasonable scope.

>In" s~nuri~rY';:'tl:re ::u .~,~':¢.ase __ :'law·r,e_ve.a.rs't,hai:: the ':tt·~s ..

Government seldom attacks extra.te'tri't.'orfal '1 Lcens i riq arrange

ments .except; in c Lass i.ca L "c.a'ft~,l ..qa:s~.s",wh~re 'p~t~ri(s, and

'know-how of the' p~.r.ti,~s' c0l1.t'r:i911t'E:~','t6:th~: divis ion of', inter

national markets in violati6rY,of,the;:U~S~· antitrust TawS. • The

Guides can be useful in: ':developiri'g:·your,po.+"icies qove r-n iriq

"JJie tr'(l,~sX~,~,.9JiI"l,qus.t:r~aX.Pt.9p~):J:y'rigbtsi'nvolyihg'U.S,~,and

f ore Lqn.t cornmer ce, A'realitic :v'iewthatshoiildbe 'remembe::ted is

the limited factual scope of the hypothetical situations illu

strated, and moreover, that future actions of the Justice
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E .- 1(No. 314)

2/ 15 U.S. C. 1. The Department also has brought
acti-ons under the Wilson Tariff Act for conspiracies in
restraint of United States import trade. IS U;S.C. 8-11.
However, this statute almost totally parallels Section 1
of the Shennan Act which Is the primary law against
restraints of import or export trade or commerce with
foreign nations, and therefore it need not be separately
discussed here.

3/ 1SU.S.C. 2.
E Northern Pacific Railway Co. v, United States.

3S6 U.s. 1. 5 (19;:)8). The list of restraints sUbject to
per. se rules Inaddition-lnclud~s"coUective- refusals "to
deal and tie-Ins, both of which tend to restrict the
abillty of the disfavored businesses to compete effec
n sety,

5/ See Brewster, Antitrust and American Ibsi.ness
AbFoad";/9-84 (1958).

";,;('.::, ,;;:." :' ;.:,.'
Department,maY Issue a statE!~ent of~n~or;cement intention
with',respect to a spec1f!c pending transaction. Use of the
Business Revle~procedureIsnecessary if a firm expres
sion of Antltrust Division vtewste desired in regard to
parttculer tran~a.:ct"lon.s whlc;h pose clcse cr difficult anti
trust questions.
'AppUcable'Antl1:i1l'st Laws

TheU.s.antltrust laws are th~}0tmdatlonof our
broad nanonal commlrmentto cornpetinonbased on effi
ciency .w,. to provi<ling consumer's wIth geode at the
iowest price that etncterir. businesa-operarlon can justify.
and to a.Uowlngenter~ises.to.:~p,rp."petE!:on the basis of
tfleirown merit. ·The mostrelevant:provislons are
still Sections '1 and 2 of the Sherman Act. enacted in
1890. Section 1 bars "every contract, combination
• c•• " .or coneptre cy, innt5tr,~int ofc.radEl or ~olllJ.Il.crcc"

among the severalStates., or. with .rceetgn nations •••• "
2/' -secucn'z makes-te a' violation of law't~ "monopolize.
or,atwmptto monopolize. ,ol':coJTIblne',or ccnspj ra with
any other person or persons. to monopolize any part of
~e, trade ,orcomlU~r~.~IJ]0ngthe severe! States. or
y.rith.forelgnnatlons~.'.·-.' • "3/ .Certalntypes ofagree
ments areregarQed ,as lUl'lgaTper,se:--inc1uding. most
notably. agreements among competitors to fix prices at
which their offerings are sold, or to allocate territories
or customers in order to avoid competing with each
other. This Is done because experience generally bas
established that such agreements' "perniciOUS effect on
competition and lack of any redeeming virtue" makes an
"elaborate inqulryasto the precise harm [that individual
restraints] have caused or the business excuse for their
use" generally not worth the effort. 4/

Most other restraints are tested by a full factual
inquiry as to whether they will have any significantly ad- .
verse effect on competition. what the justification for
them is, and whether that justification could be achieved
in a less anticompetltlve way. This test is the so-called
"rule of reason" first enunciated by the Supreme Court
in 1911. The rule of reason may have a somewhat
broader application to international transactions where
it is found that (1) experience with adver-se effects on
competition is much more limited than In the domestic
market. or (2) there are some special justifications not
normally found in the domestic market•. Y .Either ctr
cumstance could justify a fuller factua l Inquir-y, We
amphaafze, however, that the normal.per se rules will
be applied fully to basic borizontal restraints designed
to affect U.S. market prices or conditions or to divide
the U.S. market from other markets.

TEXT

INTRODUCTION
lLLUSIRATIVECASES:
A,M~ltlnationa:loperati?n .••••••••••
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Bxclualve Grantback Licensing- '.'.; •. ;
Exclusive Dtsti-Ibutcrahlp .••••••• - •••
Price StabiUzation •.•••••••••••••-••
Dealing \yUh A Cartel •••••••..••••••
Polltlcal Risk Insurance ••••.••••••••
Gcvernmenr-jmpceed Restraint .•••••

(PTC))

Case F:
Case G:
Case H:

Case I:
Case J:
Case K:
Case L:
Case M:
Case N:

PartI.•.
Part!l;
Case A:
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ANTITRUST GUIDE FOR INTERNATIONAL OPERATIONS

Part I. INTRODUCTION
Every year, American businesses enter into

thousands of international transactions which raise possIble
antitrust issues. These include overseas distribution
arrangements; overseas joint ventures for research,
manufacturing, construction and dlatrtbuttoru patent,
trademark and know-how Ucenses; distributorship con
tracts; mergers with foreign firms; and raw material pro
curement agreements and concessions. Lnewtee.Amerr
can businesses frequently operate as foreign firms' drs
tributors. Hceneees and joint venture partners in the
United States.

Many of these tranaacttcnsv-Indeed probably most
of them-o-de not raise serious antitrust enforcement is
sues. Yet uncertainty on this score may sometimes
cause businesses to abandon or Umlt unobjectionable
transactions, or to embark upon unaeceasarfly restrictive
transactions which would not be undertaken if the antitrust
rIsk were more clearly perceived. 1/ Therefore. we try
here to provide a working statement-of government en
forcement policy, Illustrated by hypothetical case examples
In several significant areas of business activity. This is
intended to help businesses plan transactions which the
Department of Justice is not likely to challenge. and to
see which transactions are likely to require detailed rae
tualinquiry by the enforcement agencies.

This paper is intended to be of asststance.tcv-end
not a substitute for--experienced private antitrust counsel.
Nor Is it a substitute for the Department of Justice Busi
ness Review Procedure (28 C.F.R. §S06), under which the

1.
II;
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Ito, AtJea§tt:wp, ,1:0l11pliq1tlllg,,fa,ctors>may.be.present.i,.,
n_"Ilc'i'e::"Flrst:~there 'is a relative lack of litigated anttrmst

cases in the area of foreign commerce as compared with
the decisional law In domestic commerce. Secondly, pure
ly domestic dcctetcns may not he readily generalized to
the international context.
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10/ See,e. f' Pacific seafarers. rncv.v, Pacific Far
EaSF'Lines;' 40 F; 2d8M (D.C. cir~ '1968). e.case
whiCh involved a conspiracy among the members of the
conference of American flag·steamshiP,llnes·to drive

-another U.S. llne (which was not a-conference member)
off e parttectar international route by the use of pred-"
atoryprice cuts and other ccerctve tactics. "The trade
involved was reserved by U. S• .law.for U. S.carriers~

11/ Restatement (Second ofConflict, of Laws'§ 9.
Comment 7: a me cond 0 orei
Relations Law':§§20. 30 (1965).

12(seeW. Fugate. Forei~COInmere:ealld ,the
Ant1trusrLaws. 29 et~9' (1 73).

'13/ SCeSteele'v. l3ulova:WatchCo. '.344U.8. 280
(195!): United'Statesv. Aluminum company of America,
1048,F.:2d.:4!~.'4:4:4: {2dGir.· J?4S);continental Ore Co.
v, Union Carbide and Carbon Corp•• 370 O.S. 690.
704~U5 (1962).

mesne 'market raises most serious antitrust conccmsc :
Antitrust enforce-ment can be expectcdagainst:domestic
firms and foreign firms, subject to nur.jurfsdlction.Inr:
parrfctpatton {nsuch agrccmonta.. Moroovcz-, the form
of agreement Is not .. controlling; ,an ~nformU1 ,~ndeItaking

embodied in a, single ~,()llyer.satiof;l,maYbe)~st ,3;s". :.:::
punishable as the, same, mide'ri:akirig,c'ciiifairica: ir-l'a'comt
plcteccrrtractcv Any rypeof restraint wllich limits dIe','
compcnrton offered by ,significant fOreign c()I11pctitors

.und products in our domestfc.marketwfll be examined
with great care by enforcement officials.

The second major antitrust enforcement purpose
is to protect American export and investment opportunt
ties against privately imposed restrictions•. 'The concern
is that each U. S.-based firm engaged In the export of
goods. services. or capital should be allowed to compete
on the merits and not be shut OUtby some restriction
imposed by a bigger or less principled competitor.
Often; the most objectionable private restrictions involve
collective :efforts by one group of competitors to' exclude
another from a particular market, 10/

The Department of Justice isand wttlconttnue
to be strongly committed to theae.two.pchclea, Their
status as the.ccmerstcnee of our enforcement policy
leads to the general conclusion that a very large, pro
portion of. internatIonal business transactions Involving
Americanf1rms and/or Amertcan markets usually will not
involve violations of U.S. antitrust law because such
transactions will not adversely affect U.S. consumers
cr.ccmpetncrs,'. This .ia.especlally.true.of those trans
actions which Involve the development or expansion of
export markets. whether this be through.the-formatlcn.;
offoreign, subsidiaries. ,.joint ventures, :licensing
arrangements or distributorships.

Questions of Jurisdiction
'hie apphcatlon of U.S. antit:tustlaw to overseas

activities raises some difficult questions of jurisdicti0Il' .
F:l,rst. thez:e lsth,equestion;of 51lbject matter jurisdiction:
whetherUnited,Statesaatftrust Iaw applies to certain
overseas. acts which affect U. S",commerce. 'lli'e, acts' Of
U~-S.citizens illafo:reign nation normally, are subject
to the law or.the country where they take place. 11/
Yet U.S. law in general, end the U, S. antitrust1i'ws in'
particular, are not Hmlted tc transactions which take
place within our borders. i2/ When fcrefgnfransacttcris
have 'a 'substantial and foreseeable effect on U. S. com
merce. they are subject to U.8. law regardless of where
they take·pIace.13/AnalyslsOf whether there is suffi-=-
cient impact onJJ."S. commerce to confer jurisdiction
generalfy Involvesthe same practical analysis of pur"
pose and effect discussed in the preceding section on
enfcrcement.pcltcy..Accordingly. collsiderations of ,
jurisdiction, enforcement policy • and comity Often, bu~'
not always; lead to the same conc!lislOn:theU;S. anrr
trusttaws.should be applfed.to an overseas transaction

(No. 314)s .. 2

6/ see the discussion, in Case E belcw.. pp.28~32~
-1/ This type of formulation has been frequently

useo by the Department, Sec, e;g. Assistant Attorney
General Richard·W. McLaren,Licensing,Patents and'
Technolosr; Under the United States Antitrust'Laws. 40
Antitrust .J. 931,'936 (1971). '. '. ' .: .. ..

8/ 15 U.S.C. 61-65.
!/ 15 U.S.C. 61.

The antiturst.laws are verydHferent in focus and
technlquefrommany of the other legal rules with'which,
besf nassmenhave to.deal.In.International transactions.
The United States antitrust statutes do not provide a
che.c~Ustof specific" detat led statutory requIrements,
but il\steadsetfort!l,p;r:inclples of almost constitution,a;l

, breadth.~.:This broad .rnanda,te'frequentlyreqw res"prt:",':::
vate parties; prosecutors and the courtstc considerthe'
overall purpose and effect of business ar-rangements In '
order to evaluate them under the antitrust laws. ,TeI1llsof an agreementm<lY be. permitted, desptre the fact.that
they restrict some competition~ provided. that the, r~":,

stricnon is clearly alidllteft tosome legitimate purpo~.e
and is appropri~telY, ,',rmt " .in scope,
" ',' " Stated more broadly, t~e antitru~tconcern Is

very often not so much wtth rhe particular form ora
transaction, but .tts surrounding circumst,ansc=s." 'rbis,
point is frequently illustrated in' the .suhsequent case
dtseuastons; l"or,cxample, a limited,nonco:mpetitiOli,
restriction In a single know-how license maybe justi":"
fied by a showing that it is reasonably ancillary to-a
legitimate technology transfer agreement; 6/ On the
other hand., ebroadpattern of such restric~ons. cover
ing a widevariety,of different products and kn0w":,h~~of

wldelydiffering worth, may be quite objectionahlebe
cause the overall effect is to create a broad territorial
allocation between the partfea," TIlis suggestst~e:key
inquiries in regard to an. international trade restraint6,~

the rule, of reason variety. First, is It an an,ticomIJ<"ti~,

tive restraint which Is anclllary toalawfulmain pur
pose 1.. secondly, .te its scope cr-duraricn greater tha tl
necessary to achieve tIlat Ilurpose?,~y"is it,opiE!~::
wise reasonable, either alone or in conjunction with Oth-
er circumstances? 7/,... .'" >,',' __ . ,':

A.spe,cIalarifitnJstexemp~ionis p:roVide~·under
the Werm~Pomerene Actfor.act~,:of a collectiveexpo,rt
association of American producers ,provided that the
eeeoctatton does not (i) artificially of intentionally.
restrain U.s.. domestic trade or affect, U.f)., domestic
price~. or (li)restrainthe export trade,ofany .U, S~
competitor of me.essoctencn.ca/ The,Webb :Pome-re~~,<
ActappJ,ies,sole1y to the export-:-of "gccds, wares:'or .... ',.
merchan~se"91 and. therefore. .does no~explicitly,,:-,
extend to servfce. and licensing t ransactions ••.. An assc
clation must be limited to domestic firms. In fact,.thE!

.general policies discussed above .. are broadly consistent
'with the webb-Pomerene Act,•. given .its specific limits:
tions•. Therefore. we do not anticipate that trans<l,ctiOlls
outside the coverage of the webb-Pomerene Act will l::Ie '
sUbject to substantially different rules under the.sner-
man Act. '

Enforcement Policy
Antitrustenrorcement by the United States

Government has. two major purposes with respect to
international commerce. The first is to protect the
American consuming public by assuring it ,the benefit of
competitive: products andIdeas produced by foreign
competitors as well as domestic. competitors-. Ccmpe-"

" tition by foreign producers Isparticularly important
when imports are or could be a majorecurce of a
particular product. or where the domestic Indusrry Is
dominated by a single firm ora few firms~ ··An agrE!e"'

.mentor setof private agreements designed to,raise ,the
-prrce of Such imports or to exclude them from the' do-
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when there Is a substantial and foreseeable effeCt on the
United States commerce; and. consistent with these
ends. it should avoid unnecessary interference with the
sovereign interests of foreign nations. !if

For 'example. to use the Sherman Act to restrain
or punish an overseas conspiracy whose clear purpose
and effect is to restrain significant commerce in the U.S.
market is both appropriatclind necessary to effective
U.S. enforcement. 15/ By contrast; to apply the Sherfllan
Act to a combinationor United States firms for foreign
activities which have Rodirect or Intended effect onUnited
States consumers or export opportunities would, we be
lieve. extend the Act beyond the point Congress must have

, -intended, This could encroach upon the sovereignty of a
Uorelgn state without any overriding justification based on

legitimate United States interests. In fact. 'antitrust laws
and enforcement programs various foreign nations .have
adopted (or could adopt) may-offer a more direct means
for redressing unreasonable trade restraints which have
tbeirprirnary impact on the residents of those jurisdic
tlorts.OOt have no significant tmpece.ce United States con
sumer interests and export.cpportunttles, 16/

Subject matter jurisdiction. may sometimes be
challenged through affirmative defenses such as (i) the-act
of state doctrine; lll(ii) the doctrine of foreign govern
mental compulsion; 18/ and.(iii) other claims based on
consideration of comity. 19/ These defenses often .are

,claimed much more broadlY than seems appropriate Uthe,
Department is to carry· out tee essential. function of pro-:
tectingthecompetitiveness of U.S.' markets and export
opportunities. Therefore. We seek to explain theirappIi
cation in the factual settings which will be found 'in the
cese merertel wfuch follows.

Second. there is the question ofpersonaljurlsdic
tion over those who would be charged with a violation of
our law. The general trend of modern history has been
to expand the personal jurisdiction of our courts to reach
those who transact business in a certain place. even if

14/ Restatement (Second) of Forel Relations Law
Ucrp-9 : see a so nit ates v. ie '" •
(5th Ctr, 1976); cert, denied, 45, U.S:-r::w. 3345 (Nov•.
8, '1976): Ttmbertane Lumber co..v, Bank:of America.
797A.T.R.R. G-l(9thCir. 1976).

15/ United Statesv. Aluminum Company of America,
14!fF. 2d 416 (2d Cir. 1945).

16/ The U.S. Government isa party to voluntary .
guiaelines which discourage participation by internati~nal
businesses (includingU. S. businesses) in anticompetitive
trade practices Wherever they occur. See Code of Conduct
Ior:Multinational Enterprises adopted by the Council of:
the. Committee of .Internattcnal 'Investment and Multt
national Enterprises of. the Organization for Economic
ccoperencn and Development (June 1976). The United
States is committed to a program of cooperation wtth
foreign antitrust agencies. .iachrding jotnt efforts toIm
prove the enforcement efforts of each participating nation
under.rrs cwn nationallaw.See~•• Agre.ernent between
the Government of the United States of America and the
Government of the Federal Republtc of Germany Relating
to Mutual Cooperation Regarding Restrictive Business
Practices, signed June 23. 1976. In addition. the Depart,
ment of Justice has been, and will continue to be, quite
active in urging governmental bodies to be less restrictive
in regulating international trade where public goels een be
.served-by-less-resertertve-mcesu rcS-;:'h~m",~w",~~~",:"

17/American Banana v , United Fruit Com anv,'213
U.~347 1909); see United States v. Sisal Sales . olJl ••
274 U. S.26S.(1927);Continentai OTe v , Union Carbide
& Carbon Co•• 370 U;S.690 (1962).

IS/. InteramCTican·Refining Corporation v. Texaco
Maracaiho, Inc., 307 F. Supp. 1291 (D. Del. 1970)~

19!Restatement(Scc'ond)of Foreign Relations Law
§4Q."

they are not "found" there tn a traditional jurisdictional
sense. 20/ The Department will utilize these principles
to seekto exercise the ruttesepermissible jurisdiction
over those who ilIegally cartettae our markets,

Finally. the doctrine of sovereign Immunity pro~

vides a defense to the personal jurisdiction!)f the l!,.S.
courts. but we beUeve only for conduct of the sovereign
acting in Its "soveretgn'Lcapactty rather than .In a""pro:,,
prietary" capacity.~

COnclusion .. '. • . . ., '. . '., .' ,
The Departmc:mt's most Important concern is to

protect the U. S. demesne market agalnst restzalnts on
competition -- restraints on entry, pricing a~ te rms of
sale. Incarrying out this effort•. no essential distinction
is made, between domestic lind foreign f1rin~. ,.,In:general.
foreign firms. Includtng state-cwned or f?nt;r()lle~firrps.

will be expected tc observe the prohibitions or our ailtl,
trust laws, and to benefit from the, eeforcement pf til0se
laws in the same Illanner as domeetlcally Inccrporared
enterprtses, ' . ,

Part II. ILLUSTRATIVE: CASES .
These'seIected cases illustrate hOwU~S: antitrust

enforcement is likely to apply in some representative f~ct

sitwltions. ,Some cases involve quite cleaJ:~nd'easyan- .
swers.Inothers, the analys!SIs comple.:X:,lUld.tlle"aI1S;,,!ers
depend heavily on surrounding circumstances. ,1}1e case
dfecuealcns make clear that antitrust analysis US.ua11y.-:
turns hea"ily .on facts. We constantly ask the,l:lUsine,ss'
reason why something is being done; what,benefits.are
being prcducedjand whether less antlcompetltlve ways
extet to achieve the same benefits.

Case A: AMultlnatlonal ~ration, , ..
International ActiOilorporatlon', (lAertS a}arge,

welf-kncwn 'multinational, corporation headquartered In
New York City. IACmanufactureS J)rinting machines
In New. jersey, 'but it doe:; not export, them except to'
Latin America. It relie:; -on ovezseas aubstdtar-les to..
manufacture end sell its' products thrOughout the, rest of
the western world., Alth0\Igh IAC's patentson,i.tspriI;l,t~
ing machines expired yearsagc. 'theIAC grouph.as ',re::
tained a dominant postttcn in 'most markets ,belcause of
eupertcr sales and service organlZations.,ac~umu1ated'

know-how, and low manufacturing costs. , ,,'
The lAC system of management involve~ a strong

"profit center" conceptj and individual s,ubsidlaries are
measured in terms of their ability to de"velop~alesiJl

their own asafgned terrttcrtes, Normally when an?~e::r

COmes in to one subsidiary from the 'asatgned ter-r.1t0ry:
of another. the reci.pient will send it on, or suggestthat
the consumer contact directly the subsidiary assigned
to the territory.

One lAC subsidiary is Intern~tloilalAcid?n (U.K:.)
Limited, which manufactures lAC p~ducts and sells

20/ See ~., CofineoInc.''''. Angola Coffee Co.,
A.C•• 1975=-2'trade Cas. Par. 60.456 (S.D.N.Y. 1975).
ll/ Dunhill v, Renubltc of Cuba. 425 U.S. 682 (1976):
Victory Transport, Inc. v. Comisaria General, 336 F.2d
354,,(4d., Ctr, 1964): United States v. Deursches Kaltsvndlcar
Gesellschaft, 31 F.2dI99(S.D.N. Y.1929).' Thisdoc~,
trine has been codified in the Foreign ,Sovereign Immunt
ties Act of 1976, '28 U.S. C. 1602 et seq •. PubsL-: 94-583,

,.Oct.·21, 1976, ..9O.Stat•.·2891.,Compare lnreInvestiga":...
tIon of World Oil Arrangements. 13 F.R.D~ 280 (D. o,c.
1952). -Slnce World Oil seems tnconststent with -the later
Dunhill case and the sovereign immunity statute; we do
not rely on dt in our enrorcemenr.ecttons, .We recognIze
that drawing the line betweenwhat is "soveretgn "and
what is "commercial" may provedUflcultin particular.
cases~whichmay turn in part on questionsof.foreign
law, custom and practice.
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them, throughout the ,British Commonwealth,except Canada,
This was a wholly-owned subsidiary when formed in 1954.
but as 8. result of ,8 19(}4 public,stock, offering" 40 per
cent cfthe stock is now owned by' the -British public. LAC.
also has a whollY~l)wn~dCanadian subsidiary. Action.
Ltd•• which,sells~Jt1Y,ln canada.
- - :,-~ Intcrrmtlona!·,Acliort"G.~m•.b~k ." inca rporatcd;iii"t1ul,

Federal Republic cj.rje rmany, manufactures-and sellj;,IAC'
products in the Common Market countries (other than
Britain and Ircland):;md it sells the machines in, all other
ccuntrtesexcept members of the British,Commonwealth,
the UnitedSmtcs.und Lattn America. ThisGerman,sub::
sidiary was acquiredin:1951 from four large.indiyidual
investors. IACnowholds 56 percent of the stock in the
German company and the remaining 44 percent is evenly
divided..among the four original organizers.

lAC has received an offer for seven percent ofthe '
stock in theGerrnan subsidiary, which would.Ieave.Ir with;
a:49Jler~entstockownership, but effective working con
trol. Also fACis negotiatIng to sell a 50 percent Interest
in its Canadian subsidiary toa Canadian government
corporation which buys the stock of Canadian. companies
for Inveatmenr,

DisCussion'
This. case involves .the.enutrusr statue of terrtrcrt

al alloc~tionsand otherpractlcesbyafairlytyp'ical mUlti:
national corporation. It appears lobe a worldwide leader
in Ite fleld, Ithae structuredIts ope rationsIn auch away
that each overseas subsidiary in effect has an exclusive
sphere ofoperation.

'.This case Involves some' obvious factualparallels
to 'the Supreme COUrt's important.1951 Timken Roller
Bearing Co. decision. W: 'Yet,in the end,. thesituaticiri '
here appears to differin purpose, and effect, Tirnken was
a,S~erma11-l\,cL§_lcaeecbargtng a whole seriesof agree~

menta, ,going 1:>.1I:;kto:I909,between AmeriCan Tfmkenand
a majcr foreign competitor (originally, part ofthe Vickers' .
group) tl?~mit their competition In the American and
worldwide markets for antifriction bearings. British
Tfrnken had evolved between 1909 and 1928 as an enter
prisejoin,tly controlled by American Timkenandcertain
Briti~hintcre!;'lts,whicha:cquiredthe rights Irorn Vickers.
French.Tfmken was, then organized by American Timken
alld the British Inreresrs behlnd British., TImken.By 1945.
AlIl.ericau'!'imken ~ed 30, percent of the. etock of British
Tl1ll};:en,and SOp{:rcent of the stock of French Timken..
The District ,Co:urt found that the parties maintained tight
exctuetve .t,er:rltories~ .nxec pricee, combined together to
eliminate outstde competition from each other's markets,
anl:l !>8,rticipated in foreign cartels which resrrfcted ex
ports 1;lY,other U~S.proc!ucers., W The Supreme Court
sustained the finding ofviola,d:0nwith the statement, that
"common ownershIp or control of ,the contracting corpC!ra
tions does not liberate them from the impact of the and
trust laws, .. 24/ but It reversed the Distriet Court's order
of dIvestiture:-

The lAC arrangement is qUite diStinguishable [rom
the Timken situation•." lAC has unllatera.lly organized, its
worldwide activities by setting up.vartoue subsidiaries;
TImken involved a leading American firm eliminating
competition in the United States and elsewhere from its
leading foreign compettror through an agreement, and
ultlmarelyblnding up rhfs.agreernenr ina more permanent
form through stock ownership. As Mr. Justice geedsaid

-In his opinion, .
••• it may seem strange to have a conspiracy for the
division of territory for marketing be'tweenone
corporation and another in which it has a large or

m Timken Rotler Bearingco~v.Ul1.itedStates;.s:41
U. 8.593 ·(l95I).

23l 83F~Supp~'294 {N.D.' Ohio 1949)~

W 841 U.S. at 598.

even major Interest, hut any other conclusion would
open wide the doors for violation of the Sherman Act'
at home and.In foreign, nctce; .~/

That is precisely the point. The preexisting territorial
agreement between the Timken and vtckers Intcresrs was
clearly subject to antitrust challenge, for It eliminated
potent tel Vickers -tmpcrts-fnto.thc.United States.,.whtle.,
cuttfng down Tlinken'spotentialoverseas markets. The,
agreement could not be saved by a. subsequent stock affn-:
Iattcn,

The Department. of Justice: has' consiatently accepted
the view stated in the 1955 Report of the Attorney Gen
eral'sNlltIona!Committee to Study the Antitrust Laws:
a parent corporation may allocate .rermrories or set
prices for the subsidiaries that itfuUy controls. 26/
TIle Department's test has generally been formula-ted in
terms of whether the parent ccnrrcje a majority of the
voting stock of the subsidiary. However, the same rea
soning may apply to amlnority position where the U. S.
firm maintains effective working control •. 27/

Where majority stock ccnrrol ts.nor present, the
Department may make a careful inquiry into the facts of
tbe particular Case.

Llkewiae, if the German aubsidiary had been a
major preexistingfirminthe:same field or, a similar
field,then the. situation would require suchfactual in
quiry. Such an.acquisition could-be challenged· under
Clayton Act §7 or under ShermanAct § I· if it eliminated

'the foreign firm asan important competitor in the domes
ticmarket,/?r, if the.Icretgn rtrm.were a.Ilkely one among
a small group of potential-entrants into the concentrated
U.S. market where LACwas a leader• This does not
seem to be the case here.' :Potential competiton issues
are discussed' below In CaseB, pp.15-:-l8.

The members of-the LACgroup do allocate terri
tcrtea.and reinforce that allocation with a "profitcenter'-'
concept designed tc.encourage each to develcp.fuljy its
own territory.: For the majority~contIolledsubsidiaries:
no objection arises under U.S. antitrust laws. LACand
its.' majority-controlled subsidiaries .are treated .asa
single enterprtse.rer antitrust purposes, and the. enter- ,
prise -Is left to carry on trs pricing and marketing srrate
gies based on its jUdgment ofitsown interests..,

H ,LAC's position wea reduced.tc.rhat of a minority
shareholder. then the, Department would-have to look
carefully at the relationship between LAG and the other
sbarebolders- ..especially if the other shareholders con
stituted some sorto! independent competitlve interest"
The test is esaenttajly, one ,of continued control: does

cIAC in fact still controlthe company cr.te.me arrange
raent.some insUtutionalized market-sharing arreage-..:
ment? Onthe facrs given, it would not appear that a sale
of an additional seven percent. in the.German .subaidlary
to.an Independent investor,ora sale of 50 percent-in
-terest in the Canadian subsidiary to a Canadian govern
mentholdingcompany,; would in fact change the essential---_.-

25/ 341 U.S~ at 602~

26/ Report of the Attorne General's National Com
mittee to tu y t e nnrrusr Laws. at. 1S wou
still allow use of the Sherman Act to reach coercive
attemptsby membersofa corporate group to drtve'thtrd
parties outof business or out of markets.

27/ Cf. United, States v. Citizens & Southern Natiorial
Ban"'F,"4ffU~s. 86(1975), which· involved only a rtve-pee
t:ent holding by defendant bank in each er-e number of
affiliated banks. The Court was influenced by the fact
that the defendant bad been instrumental in organizing
aubuecne ot the affiliated, banks, that partfee.frtendlyto
defendant controlled much of the rest of tile stock of the
affiliated banksj: that the affiliated· banks: had operated .in
close cocrdtnattcn wtth defendant. and that the defendant
had been preveritedby state law from controlling a larger
interest in those banks. 422 U.S. at 111-116.
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30/ See" e.g., British Oxygen Co." Limited; Trade
Reg. Rep., 1973-1976FICComplaimsand Orders Par.
21,063 (F. T .C.1975).
. 31/.-This subject is more fully explained in Cases.E
andF below, pp, 28-36.

32/BecauseRi has about 50% of the relevant U.S.
blade market, it might well be subject to. acharge of
monopolization under Section20f.[he Sherman Act. The
§uPFl:!rneQoUrt hassraredthat "The..offen~c.,.of,monopoly_
'under-§20ftheSherman Act has tWO elemenre: (I) the
possession of monopoly, power in the relevant market and
(2) the wtlljul acqulstnon or maintenance of that power
••• " United States v, Grinnell Corp., 384 U.S. 563,
571'72(1966). .Mcnopoly powcrmay be inferred from
Rl'e markcr shnrc;andthe requisite willfulncaaorjntont
may be fuund If it has bought up the offeror of a new
competitive product for the apparent purpcse.cr c reanng
?r maintaining that monopoly power,

California brewer that competed directly and 'substantially
with Schlfta, ' "

Acquis.itioriOfa,forelgri ftrm that ts d majcrpo
tentlal entranrIn a U. S. market, can be challenged uru:le;'~

the U.S. annrrusr Jaws If the foreign firm js otherwise :,':
engaged In U.S. commerce. 30/ Here the Inquiry will" be
whether (l)'thc U.S. 'marker(Or relevant local market) Is
highly concentrated: (2) the foreign firm Is by virtue of it's
capability of entering the marker one ofa xelartvely
small group of potential entrants; (3) the foreign firm
has-the Incentives to enter the U.S. market; and'(4) the
foreign rtrm has the capability of entering the market or
threatening to enter. If all these factors are presents-a
merger between such a firm and a leading American firlll
may well violate Section 7 of the Clayton:Act--regardless
of, whether in form the Amertcan firm is ecqutrtng the
foreign firm (as in Schlitz) or the foreign firm is acqulr
lug the American nrm (as In British Oxygen).

In the Instant case, we shall assume the relevant
amertcan rasor market 10 indeed concenrrated eml pn
tential competition might well bean important tactor tn
present and future market structure and behavior. Ho..... ::',
ever, the acquired finn (Glint) does not appear-to bea 
significant potential entrant tntc the U.S. market under
our normal standards. It is not an, industry leader abroad.
and has Hmlred alze and, resources. Even in its home
market it has not engaged ln-the extensive product pro-:
mctlon sc Important tcconsumer products , 'All·these
factors 'weaken any seggestton that it has the capability"
to enter the U.S. market.

. Glint's new product Is the key factor which might
separate this from the normal case, If Glint's new type
of blade Is shown, to be clearly superior to blades now
sold In the U.S.,' this raises some inference that Glint
might earer rhe U.S. market to exploit the blade and that
Irs ,entrance'mighthave ,a.signiflcant procompetltive im~
pact In the U.S. market. Absent such a untque-asser or
product, the acquisition-of such a small foreign compe~"

ntor wculd probably not be or ccncem rc antitru:?t en,·
rorcement agencies.

This 'suggests one final vartatton. If Glint in,fact'
holds U.S; patent rights to, Its new product, the patent';
might be considered an'J'aaser'l subjecr to Clayton 'Act §7,
and business transacttons dealing wirhGltnrts U.S. patent
might cause it to be regardedas"'engaged in commerce. "
'If this were so, RI1S acqulstttcn of Gltnt orGllnt'a 'patent
could be subject to Clayton Act §7.However,itl.s more
probable thar, tf Glint's only U.S:. .Involvement were with
its patent, the Situation would be approached under
Sherman Act §l, 'and the case treated as if Glint had
assigned or granted an exclusive U.S, Itcense 'to Rl.~
Such a Hcense or asalgnmenr would net be per se illegal,
u~ess it were a partofa. larger territorial allocatton
<lm~ng;significant,competltor,s~,That.do~s not seem to be
tb.e~afle here. E/ . '
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28/422 U.S. 271(1975). The Department of justice
's'upports legislation to xe,verse American Building Mainte
nance by making Section 7 applicable to the acquisition of
a.corpora ticn whose activities affect the interstate or,
foreign' commerce of, ~le •Unite~,Stf t~~ ',.,:T~:,Sherm~n,Ac.~:

"~Hl)'norlimitedto firms: "engaged in.commerce;"'. out a~j)lie:s"
to aU activities which suhamntially affect Interstate com
merce. 422U. S. at 278. Puthermore, a corporation

'which does not engage in transactions with. parties. in
another state or country may nevertheless be "engaged in:
.ccmmercc't tt it regularly participates" through Intcr-;
medtar'Ics in such transactions. , 422U. S.at286(White,

" I;, concurring).
'1:2./ 253 F. Supp. 129 (N. o.cet. 1966).

Discussiori
1he baetc UcS, antitrust merger provision ts con

tamed in Section zcr me cteytcn Act (15 U.S; C.l8). .Sec
tion 7 bars corporate acquisitions which foreclose or eli:
rriinate'substaritialcornpetition:til any relevant market•.

"Ihe sectfon appljes .to mergers between direct competitors.
<between potential competitors,and between customers
and suppliers, among others;

It seems unlikely that.Secrlon 7 would apply here
because there is no suggestion that 'Glint is engaged in
making sales Irr the Umred.States, A recent, Supreme
Court decision held that Section 7 requires that the ac
qutred .Itrm be "engaged in commerce"; it is not enough
that the acquisition 'merely affects commerce; United
States v.. American Building Maintenance lndustnes:-:'~

10 be "engaged tn commerce''.a corporation must be en
gaged dn the 'p~oduction;,distribution; or acquisition' of
goods or' services in commerce among the U; S;statesor

"between-the unttec States and a foreign, country..The~'en-;
gaged in commerce'vltmtranon will prevent the application'
ofSection 7tothoseinternational'acquisitioris where. as
here; the foreign party is, small and not.dtrectly operating
in the United States.

Section ,7,contains another geographic limitation;
The section' bars any merger whose "effect in any Ime of
commerce Inany section of thecouritrymay be suhstanttally
to lessen competition or to create a monopoly." (Emphasis
added. )'The focus under gection z is on the effect ofa
merger on United States markets.; .where an American
Hrm.seeka.to buy a foreign company that already competes
directly in theU.S. market, .secncn 7 applies and bars
any merger which has any prohibited effect in any relevant
U. S. market.' For example, "In United States v, JOieph '
Schlitz Brewing Co., 29/ the Departmenr succes sfu ly ,
challenged an <lcqulsitlOn by Schlitz, a 'leading American
brewer, 'of a Canadian brewer whfchtn turn controlled a

CaseD: AU~S; Firm's Fore! -Ac uisitlon
Razor-s', Inc. 'Rl • an Arnertcan company, is

the largest rnanufa cturer of razor blades both in the
United States and internationally, accounting for about
half of-all U.5. and world sales.' .Rl propcsea to buy
Glint, a small German specialtymanufacturer.-which has
developed a cadmium steel razor- blade arguably superior
to the traditional steel blades offered by RI and the other
major.ccmpanles here and abroad. Glint has started;
selling these blades in -Germany (but on a low advertising
budget) and still accounts for less than 1% or.alt razor
blade sales in Germany. Its export sales to the United
States are insignificant. 'RI Independently posseases. the
technical capability tc.manutacture caomtum blades , but
it has decided against doing so either in the United States
or abroad.

competitive situation. But such sales 'would cause the
rer-rtrortal arrangement to be ~ore closely scructnlzed
by U.S. authorities, .espectatly if it eebsequenrly appeared
that independent foreign, expcrts-Inrc rhe United States
were somehow being restrained.
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The fact that Glint Is of foreign nationality Is of no
special stgnlflcance under U.S. antitrust law and enforce
ment pottey, 33/ The Department's antitrust enforce":'
ment programdocs not discriminate against or In favor of
buetnces enntteson the basts of their citizenship In this
or any other antttruer situation. in U. S. antitrust en
forcement. It Is a firm's role in or effect on U.S. com-

that is of con~oel11'

Discussion
The. "joint venture" ts a particularly common form

of business organization in the international field, fora
variety of entirely legitimate reasons'. Some joint ven
tures are, as In this case,. essentially "one shot" con
scrtfa engaged ina single venture limited In time and
scope; .Oth(!rs may involve what are essentially perma
nent combinations for the production or distribution of prod

. ucts . and services. Joint ventures may be designed for
a variety of business reasonS--e.g;. to take advantage
of complementary skills or large economies of scale,tO
spread large risks. or to give an international enterprise
a "local" flavor. 34/ Giving a particular undertaking a
"joint venture" label Is not controlling for antitrust pur
poses; 35/ Rather, antltnrst enforcers will be concerned

(FTC» 2-~-77

with the reasons for a joint venture-eand the availability
of less antlcompetttlve atternattves-vtr the joint ventl1:re
is among competitors or Important potential competttcra,

Any joint venture among competitors Involves some
antitrust risk that the cooperation may spill over into
other areas. 36/ Accordingly the parties should use
special, care Tnpolicing the operations of a joint vent\,l:J::e
Involvlng actua1 or potential .competttors, 'to tnsure-thee-»
the parties stick strictly to the joint venture's legitimate
business. In some circumstances. such as an ongoing,
long-term venture, it may, be desirable that the venture
have separate personnel of its own. to reduce day-to-day
contact among officials of the competitor-members. '

The antitrust inquiry into the legality of a
particular joint venture generally involves ,three major
issues. The first is whether the creation ofthe joint
venture itself unreasonably restrains competition. ., The
second is whether the 'joint venture has any unreasonable
collateral restraints that must be struck down even if the
venture is allnweds The third is whether the joint
venture is In essence a "bottleneck monopoly" which Is so
important to those in the business that it must be opened
to all on reasonable and nondiscriminatory terms.

The creation of a joint venture of the more
permanent variety' will in essence be looked at as 'If It
were a merger between parties in the field covered by the
venture. Where an overseas joint venture is involved.
Section 70f the Clayton Act frequently does not apply 371
and the joint venture must be examined under Section T"
of the Sherman Act.

Normally. the Department would not challenge
a merger or joint venture whose only effect was to
reduce competition among the parties in a foreign
market. even where goods or s~rvices were being
exported from the UnitedStates. The rules are eVen
less stringent where a limited "one shot" type of venture
is involved creating a spectal Hmlted competitor for a
speclal Hmlted purpose. SUch ehcrt-term consortia
are useful where large risks or dollar amounts are
involved (as with a multiple bank loan or securities
underwriting) or where complementary skills are re
quired (as with the typical construction joint venture)'- 38/

The present joint venture seems typicai and -
legitimate. Complementary sldlls are involved; the
project is large; the rtrms lack capital to do it individually;
and thereappear' to be some political risks. These con
siderations do not necessarily make the joint venture
legal-e-but they tend to justify it to the degree thatthey
are truly significant.

In this case•. there is no reason to suspect that
the joint venture either would eliminate competition in
the domestic U. S. market or foreclose export opportunt
ties for U.S. rtrms, The venture is creating a Iarger-,
and presumably stronger joint competitive effort. Its
creattonappears unobjectionable. and no impermissible
~o:l~t~~l_restraints are shown. ~/

36/ Judge Wyzanski alluded to this problem in his
disCUssion of a foreign joint venture in United States
Vo" Minnesota Mining-and Mfg. Co. , 92·P. Supp. 947i
963 (V.Mass. 1950): "the intimate association of the
prtnctpal American producers in day-to-daymanufactur
ing operations•. their exchange of patent licenses and
industrial know-how, and their common experience
in marketing and fixing prices may inevitably reduce
their zeal for competition inter sese In the American
market." Such spilloverettects are lessUkely in e.cne
shot joint venture than in an ongoing arrangement.

37/See the discussion in Case B, pp, 15-18 above,
38/E. 'i5 United States v. Morgan. 118 F.'Su~p.

621~.D•• Y. 1953) (securitIes underwriting).
39/ The venture is in fact somewhat similar to' one

recently approved by the Depa'rtmentv jnvolvtng-nn
American engineering firm (Bums & Roc) and three
major U.S. Industrfal firms (General Electric Co...
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33/ Under an arrangement with member nations of the
Organization ror.gconomtc Cooperation and Development.
the U.S. Government will give notice to member govern
ments of the commencement of en antltruat investlgatl"on
involving important interests of the member government.
Investigations involving foreign firms such as Glint txe-

oquently lead to. such notification. See Recommendation of
the OECD· Council Concerning Cooperation Before Mem
ber Countrtes on Restrictive Business Practices Affecting
International Trade. October 5, 1967; reprinted In Fugate,
Forel n Commerce and the Antltnlst Laws, Appendix D.

omettmea joint ventures seem to ave been used
slmPl~rbecausethat was the custom of the business (e.g••
bank loan syndication, underwriting syndicates) even
where one firm could have handled the task. This type of
motlvatlon.ls not entitled to any speclai antttruat consider-
ation. .

351 TimkcnRoller Bearing Co. v. United States. 341
U.5:-593. 598 (1951).

Case C: Joint Bidding
Several V.B. electrical equipment manufacturers

and englneerfng firms have established a consortium for
the purpose of submitting a bid on an extremely large
hydroelectric project in a LatinAmerlcan country. The
eoneoruum consists of the second, third. and sixth
Iargest U; S; equipment manufacturers (the second largest
being the smaller of the two U. S. hydroelectric generator
manufacturera), The consortium also includes the United
States' first. fifth,' andelghtb largest engineering firms.

The partteshave formed the consortium because
the project ts.tcc large'for a smaller group to finance,
and e smener group woutd nor have the technlcal cepabtlt
tica necessary to carry out the project. Most of the
manufacturers and engineers have tight capital sttuattons
and are already reasonably busy due to domestic demand
and contracts made for sales and construction work In
other countrtea. Since the project will take almost ten
years to 'complete. the parties also are concerned with
the long-run political situation in the host country.

The parties believe thatthey will be competing
against slmllar consortia euppcrted by the Japanese arid
British governments. Because they are anxious that U.S.
firms 'DOt "cut each others' throats, " several senior U. S.
Gov~rnmentoff[cialshave been strong' supporters of the
proposed consortium.

The parties have not invited any other American
or foreign firms tojoin the group; and they do not know
whether other American engineering orequipment manu
facturingflrms know about it.
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Allis Chalmers Corp., and Westinghouse Electric
Corp.) to provide turbine generators on a major Latin
American project. See Department of Justice Press
Release, May 10. 1976.

40/United States v, Terminal R.R. essn., 224 U.S.
383(1912); Associated Press v. United States, 326 U.S. I
(1945); suvcr v. New York Srock Exchange, 373 U.S. 341
(1963).

41/ See Worthen National Bank & Trust com!ffine: v,
National Bank Americard, loc •• 485 F.2d 119 (/Sf ir.

--),973 ),;".",,,,-,,,".,.,,~,,--.,.,,,,,,.~,",,,,--,,,,,-- ":"',-,"'--"',"'--'."""""'--"'-"--""'--""'-- '.-',."''"'':'''''''''--,-,.-.,'';''''.-';''''-'.-.-,'''''''--....,:,--,,,
42/ See Unitcd States v.Socony Vacuum Oil Co•• 310

U.S:-150;2:25 (1940):
As to knowledge or acquiescence of officers of the
Federal government!itde need be said •••• Though
employees of the gcvcrnmenr m<lyhave known of those
programs and winked tit them or tacitly approved thorn,
no immunity would have thereby been obrufned,
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any significant existing competition between the parties;
(2) arc there any unreasonable collateral rcstremts; and
(3) is the joint venture an essential facility that must be
open to all on reasonable and nondiscriminatory tcrms?
On the facts of this case, the third issue does not appear
to present any problems.

Competition clearly is important to the develop
ment and delivery of new products. While most antitrust
cases concern existing product markets. antitrust-enforce.
menr also is concerned with competitive incentives to de
velop new products. The creation of this joint venture
would in essence eliminate competition "between the two
partners in the development of a process for producing
X..metal from sources other than x-cre. This is clearly
significant•.. Moreover, there is no per se rule applied
to joint research agreements. One questionls whether
the parties would have undertaken the research on their
own or whether the costs and risks are so large that the
alternative to the joint venture is no research at all -- in
other words, less competition'. If the latter could be
shown, there would be no antitrust objection .to the .rorma
tion of the venture. Nor would there be any antitrust ob
jection in a case where two nondominant fctnesenecrers
were but two of a considerable number of firms with.the
incentive and capability to do the type of researchinvolv.,.
ed, for then the elimination of competition between the
two in research would not be substantial in zefarlon to the
total market.

The present case involves a ccmbtnartcn between
two of a relatively small group of Xeproduceza, That
being so, a factual inquiry wiIl be neceseary to determine
whether the venture is likely to restrict long-runcompe
titian in the X-inc!l:stry, focusing on the costs, scope and
risks of the proposed venture. The narrowerthe scope of
the venture, in both time and subject matter, the less
likely it is to limit long-run competition in the X.,industry.
If the capital costs and risks were shown to be so high
thattheproject could not be cazrfed out without theca.
operation of substantial competitors. then such a research
type venture might not raise antitrust objections even
though it involves the second)argestU.S. producer and
one of the largest foreign fh;ms. That would be especially
true if there were evidence that, but for the joint venture,
neither of the parties could or would have undertaken the
development. The additional fact that other leading U.S.
and foreign firms wiIl continue to parallel the-efforts of
the joint venture seems to assure a competitive 13Pur on
the partners' research efforts and tends to reduce any in
ference that the venture is in reality a device for reetratn
ing competitive research. 43/

Based on the facts gwen in the problem, webelteve
it likely that the Department would not objecr tc the crea
tion of the RXl-British Metals joint venture. 'This 'would
depend on a showing that(l) development costa and risks
were high enough to make joint actiVity appropriate; (it)
the venture was not unduly broad in time and scope; and
(iii) the venturers had continuIng competitive incend:"fes
from others in the industry to develop an Xemetal pro
cess on an independent basis.

Even where the creation of a 'joint venmre'is,legi:'
tlmate, collateral restrictions may be challenged under
the Sherman Act if they unreasonably restrain competition
among the parties to the joint venture. 'Thus" for .example,
while it may be legitimate for smal1-to-medium-sized

43/ "This case is thus quite different from those
br~oi:l&h~.!'Y.,~he."~p~a_~_'!!!;~ti!!,~!l,!.c;::.I:U,~~l,l,!!rry"Y!d~e.);:es$?',1'<rch
'and.patent-poolingjoint ventures have beenchaljenged es
sentially on the ground that their industrywfde ccmpoattfon
reduced the normal competitive tncennve tcr Innovarton,
See United States v. AutomohileMfrs.A!'isn•• ' Civil No;
M=75 ). w.C.·(D.C.Cai.· 1969>' consent decree.' 1969
Trade Cas. Par. 72,907; United State:'! v. M3.nutacturers
Aircraft Assn., 5 CCH Trade Reg. Rep. j'ar. 45,012 at
53.464 (S.D.N.Y. 1972) (complaint).
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Case D: Joint Research
RXl~ the second largest of five producers of X

metal in the United States, has entered into preliminary
discussions with British Metals Ltd, , one of the largest
x-metej producers in the Cammon Market. about a re
search and development joint venture for the development
of a process for producing X -metal from materials other
than x-cre. X is evenetae ina variety of domestic
shales, but nobody has found an economic way to recover
it. Several Xvmeraf producers, including RXI and
British Metals Ltd., are tryIng some research at the lab
oratory stage, but so far none has been able to develop 
any workable process.

The parties will form a British company, in which
each Would own half of the shares and appoint half the
directors. The parties agree that all their research
operations in this area will be conducted through the [olnr
company. The parties have agreed that if the joint
venture's research is successful, the joint company will
seek to obtain patents covering its processes.' RXI would
be given an exctustve license to all patent rights and use
of know-how in North America, while British Metals Ltd.
would be given similar rights to patents In the United King-t
dam, otherEEC countries, and all former Brfriah colon
Ies and, dominions except Canada.

DiScUssion
A joint research venture, as with any joint venture,

raises three questions: (I) does its creation eliminate

Nor does this venture appear to be an "essential
facility, " exclusion from whlch would impose a serious
handicap on other members of the industry. In general
the "essential facUlty" or "bottleneck monopoly" doctrine
has been applied only to more or less permanent joLnt
ventures -- such as those controlling a terminal rail
road, a dominant national news gathering service, or a
dominant stock exchange. 40/

We have not found a-;;y. application of the doctrine to
short-term consortia. It is unlikely that any particular
short-term consortium is an "essential facility" necessary
to continued competition in the business.
. The present consortium. although important, does
not appear [0 be essential for either the non-participating
engineers or equipment suppliers. Indeed it appears
possible that the remaining U. S. engineers and equipment
suppliers could form -anorber consortium, either alone or
with a foreIgn interest, to bid on the particular project.
This would argue strongly against applying the essential
facility doctrine to require compulsory access. :!!I

The informal encouragement Irom rhe senior
governmentofficials might assist the parties where their
good faith is at issue, but it clearly is not controlling as
a matter of antitrust analysis and would not convey any
sort of antitrust exemption. ~
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grocers to rorm an association to obtain certain joint par
chasing and marketing advantages. joint venture provt
stons which give each grocer-member an exclusive terri
tory violate the Sherman Act. '44/ A restriction that is
not oer se illegal will be examIiled under the so-called

restraints" doctrlne to see whether such re
; .r:{:,ll1;().n~~l,~, ~11. ~S,()p~,_~!1,d,~~.lY _J;1~.C::,el:!l>_aIY t(lul
purpose oCthe joint venture. 45/ If such a I

not pass this test. it would violate the Shern

2-3-77(pTen

49/19 U.S.C. 1337a. 54 Stat. 724 (l940).
~/ 19 U.S.C. 1337.

51/ See United States v; National Lead Co., 63 F.
SupP; Scr;-SZ3wS24 (S.b.N. Y. 1945), aft'd 332 U.S. 319
(1947); United States v, Tlmken ROller"13e'ilri*Co., S3F.
Supp. 184 (N. b. duo 1949), au'd. 341u.s. ::i ;;s'(I9S1).

Discussion
lEe mere creation of thIs joint venture doesnet

appear to violate U.S. antitrust law. The joint venture
does not appear to eliminate any direct competition. Hot
Chip and JM are not direct competitors in the relevant

patent. 49/ Section 337a provides only an administrative
remedy:however. The Item may be embargoed only after
the International Trade Commission, subject to Presiden
tial approval. makes a number of findings, Including find·
logs that lmportatlon of the article would be ari unratr
method of competition or an unfair act "the effect or ten
dcncy of which .~!'~ ~,o, d.~~t~y~:r;:s1.!~St~llti~IYJnj1Jr,t:l';~,i1,':I.,,"
efficient U.S. industry. SOl However, Section 337a Is
limited to Imports and wOUld not apply to exports of X~
metal from the United States to Britain. Even in situations
where Section 337a arguably may be applicable. it does
not confer antitrust immunity upon the private agreement
between RXJand British Metals Ltd.

An additional caveat should be noted as to the
application of U.S. antitrust law in this general area,
While a patentee can maintain territorial exclusivity for
a patent through exercise of its legal rights under patent
law, it is not necessarily protected when it agrees to .
allocate or exchange patents (or other industrial property)
with an actual or potential competitor to achieve the same
result on a breeder- scale. Such cases will turn on their
facts, . The general rule is that aggregations of patents
cannot be used to create broad territorial allocations
gOing beyond any single patent or discrete group of '
patents. 51/

FIii"ally, there is the problem inherent any time
competitors collaborate: . the spillover effect noted in
Case C above. The Department obviously cannot pollee
each research joint venture to ensure that production and
marketing are not also discussed. Of, course. in apprc-;
prtate cases the Department may wish to make subsequent
inquiries to confirm that the research collaboration has
not extended into ethel:' areas.

Case E: Manufacturing Joint Venture
arid KnOW-how Ucense

Hot Cmp, IDe. is the third largest U.S. manufac
turer ofcertain key transistor parts. It has about 22
percent of the domestic market•. It has been unsuccessful
in its attempts to market its tranSistor parts in Japan,
one ofthe world's most Important markets for the pro
duct. In order to surmount this difficulty, it has entered
into a joint venture with Japan Manufacturing OM), one
of Japan'l? largest industrial combines. They will form
a manufactur1ng jo1nt ventura, JZC. using Hot ChIp
know-how to produce completed transistors. Hop Chip
wIll have 49 percent of the stock and half of the Board of
Directors. JM will be responsible for theday(·to-day
operation of JZC.: JM has not been in this particular
fielcl~butdoes manufacture a great deal of electronic
equipment. Accordingly, the joint venture company will
be operating on knew-new licensed by Hot Olip.

Hot Otip Is very concerned because JZC will have
lower manufacturing costs than It has in the United States.
and 1M and JZC may be sources of disruption to Hot
Chip's existing marketing arrangements in Australia, New'
Zealand, the- Philippines, Europe, and theUnlted States.
Accordingly, Hot Chip has inserted into the agreement
with JM a condition that neither JZC nor JM will export
the transistors to the United States or other designated
markets.

(No, 314)E - 8

Act, §l.

In this case. the Department would focus care
fully on the patent features of the joint venture, the over
all effect of which is to, give each party an exclusive
"home" territory with respect to patents developed by the
joint venture, A patent. being a grant ofrightB from a
sovereign state•. is necessarily territorial in scope. and,
therefore, a territorial division created explicitly by such
rtghts js not now regarded by the Department as being
illegal In itself under the antitrust laws.

For example. ifthe holder of both U.S. and
British patents on a particular product grants exclusIve
rights under its British patents to another company and
retains its U.S., patent rights during the life of the patent,
It legallymaybeableto protect the U.S. market from
salesby itsBritish licensee. If the licensee exports. to
the Untzcd Srares, the Hcensor can me a patent infringe
ment action against the licensee or Initiate proceedings
before the International Trade Commission under the
Tariff Actj§1 seeking exclusion of the patented article.
Conversely, the British licensee can initiate legal pro
ceedings in Great .Brtraln to exclude, articles manufactured
under the United States patent whose Imporrarlcn into the
UnltedKingdom would infringe on tre.rtghts under the
Brltish'pateius.

In the present case, if the product developed by
the joint. venture were itself patentable (which may be.un
likely with a metal) the exclusive license grants from the
joint venture to each [olnr venture partner would have the
effect of creating exclusive territories for the sale of X
me"tal.ynder,thegeneral rule noted above, thledces ncr
necessarily reslilt In antitrust l labfljty, However. inas
much as the U.S. and foreign x-mecer patentswould be
the consequence of joint. collaboration among leading
firms, there may' be some circumstances when an exchu
eive license barring U.S. sales by the non-Us S; party
wouldraiS~antitrustproblems. The larger the period of
exclusivity. the more serious these problems would
become. 47/

In"tiie present problem, the joint venturers hope to
: produce a process patent relating to the production of X

Dletal •. not a product patent relatIng to invention of the
product. itself. Therefore. unlike holders of product
patents. the [olnr venturers would not be able to effect a
terrttortal dtvtston in the x-metel market solely by en
forcement of their patent rights. It was establtehed four
decades ago that a process patent conferred no rights to
'rcstdct.sales of the unpatented. product produced by the
patented process. 48/ Congress later enacted Section
337a,of the Tariff Act. which explicitly allows exclusion
from,the p.S. of materials covered by a U.S. process
patent on the same basta as a product subject to a U.S.
------441 United States v. Topeo Associates. Inc -», 405 U.S.
596(1972}. .. , .

45/ SeeUnitedStates v. Addyston Pipe and Steel Co••
85 F: 21TT6th cie, 1898). alf'd. 175 U.S. 211 (1899) ..

46/19 U.S.C. "1337, 54 Stat.. 724 (1940).
"11/ Many of the same ccnstderattcas discussed in

Case Eare relevant here.
48/10 rc Amtorg Trading Corp•• 75 F.2d 826

(C.C.p.An. cert. 'denied, 296 u:s. 576 (1935); see also
Gummer-Grnhamco. v. Straight Side Basket Corp••
142F.2d 646(5thCLr. ), cert, denied. 323 U.S. 726
(l944).
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a
must
cent.

58/ See Assistant Attorney General Richard W.
McLaren:-Licensing Pat~.!lts and TechnologL Under the
United States Antitrust Liiws. 40 Antitrust .J. 931, 936
(1971).

~/ See United States v. Addyston Pi~e and Steel
(SmgtnO' 85 F. 211 {6th cu. 1893), aff d•. 175 U.S. 211
1 9 ; nited States v. duPont & Co., 118 F. Supp.41,

219 (D.ue!. L953), aH'd. 351 u.s. 377 (1956). The case
Iaw Is-revlewed in M. Adelman and E.: Brooks, .Terri
teirial Restraints in International Technolo A -:eements
A ter Topco, 17 Antitrust Bull. 7 19

56). The Supreme Court; dealing with a similar bal
ancing process Ina merger case; potuted out that defend
ants not only must prove that pertain identified public
interest factors outweigh the anricompetfdve effects of
thefr transaction, but also that other" less endcomperi
nve actions would not achieve the same pubfi.c benefits.
The Court .Indtcared that without such a ehowtng, ."the
benefits of competition ••• would be sacrificed need
lesaly, " United States v. Third Nat'l Bank, 390 U.S. 171,
189 (1968).

main purpose-vthat Is, the restraint Is reasonably neces
sary U the main purpose is to be achieved. 55/ This in
volves a balancing of the anrtcornpcrtuvc efrects of the
restraint (to be proved hy the government or other anti
trust plaimiff) against the tcstness considerations which
are alleged tOj'Ustify the arrangement (to be proved by the
defendant). 56

In thiS case, the Department would be likely to
challenge the open-ended rcsrratne on eetnng transistors
into the United States.

The agreement permanently precludes JZC and
JM from exporting the relevant products to the United
States. This exclusion probably is of substantial com
petitive Significance because Hot Chip is a leading firm
in the concentrated domestic market for the products as
socfated with the license, 57/ and it Is predicated on the
fact that JZC will have lower manufacturing costs than
Hot Chip. Such potential "dleruptton" from coat-cutttng
entrants Is eomemug which the antitrust laws are de
Signed to preserve;

On. the other hand;, the anettrusr laws ~.lllllut:".!:Iun
able eecnlery restraints, as noted above. In order to
establish that their. territorial resrratnr Is reasonably an
cillary to their joint venture and Ilcensfng agreement,
Hot Chip and 1M must prove that-the know-how being
transferred is of substantial value. and that the terrfrort
al restraint is no greater in scope or duration than is
necessary to prevent frustration of the underlying con
tract.~ One measure-for insuring that the restraint
is truly no longer in duration than necessary, is to limit
an' ancillary territorial restraint of thla type to no longer
than the time it would take for 1M to develop equivalent
know-how itself (the "reverse engIneering" period).
Where the restraint exceeds the reverse engineering
period, a defendant must be prepared to bear the burden
of proving the necessity of the restraint. The permanent
restraint in this case would' seem Virtually impassible
to justify. Where technology is changing as rapidly as it
is in Hot ChiP'S field,· Only a short-term restrtcnon
would seem appropriate. JM's status as a very substantial
firm .which manufactures products technologit::ally similar
to thOse affected by the know-how license would be highly
relevant to the determination of how much time it would
require to develop equivalentknew-how itself.

The fact that this is a joint venture is important
to the foregoing analysis. As indicated above at pp.: 10
14 in connection with Case A, there might be ·dIfferent

U.S. market because JM was not producing the product.

EY
. The joint venture by Itself does not appear to be

any part of a broader arrangement to divide world mer
kets between JM and Hot Chip, nor does it. seem in any
way to prevent JM from selling adler- products in the United
States. It is, on its face, supported by a legitimate fact
ual basis. established by Hot Chip's dlfffcufty in exporting
to Japan.

However. JM might be a potential entrant into the
U.S. market byvirrue of its size and experience in closely
,rc.lated electronic products. Thus, the joint venture might
eliminate potential competition, which stems from the
possibility that JM would develop the relevant transistor
and then directly compete with Hot Chip in the Uriited
States. If Hot Chip's leading position in the concentrated
1].8. market gives it a substantial degree of market
powerv--the ability to control competitive parameters such
a~pricing in its market-~fearof entry by a firm in the
'WIngs of the market may be a significant constraint on its
abuse of that pnwer, 53/ Therefore, elimination of one of
a small group .ot potential entrants could possibly give rise
to an antitrust violation under Clayton Act § 7 if the jurfa
dic[J:onal requirements of Section 7 are satisfied. This,
however, is not clear from these facts, and further in
quiry would be necessary along the lines suggested above
in connection with Case B. Whether JM was capable of de
veloping the product and entering the U.S. market would
be 'significant in deterrntnfrrg whether the joint venture
would substantially lessen competition. The fact that JM
does nor now make the product anywhere does reduce its
significance as ?- potential entrant vis-a-vis any capable
foreign firms that do make it, for it Introduces another
level of uncertainty into the possibility that it would enter.

The more manifest problem is with the collateral
restraints imposed by the venture. The limitations on
export by JZC and JM constitute a territorial allocation
agreement, and this would be a matter of antitrust con
cern, at least as to exports back to the U.S. market.

The mere existence of a technology-sharjng agree
ment between two firms is not by itself an antitrust de
fense to a charge that the firms have entered into a Larger
agreement with tile purpose or effect of restraining coin
petition. ~/, The courts generally wilLpermit a moderate
competitive restraint if the defendants can show that the
main purpose of tile agreement between the parties in .
some legitimate btisinessobjective (such as the transfer
~f_t1.:c~~ol_ogy), and the restraint is "ancillary" to that

52/ The situation is in contrast to that involved in
twOTnternational joint venture situations in which the De
partment has brought suit under Sherman Act §l and Clay
ton Act §7•. In Uni ted States v, Monsanto Company_ Far
benfabriken Bayel" A. G., et al. C. A. No. 6F7f24 (SoD.
N. Y. 19M),. the parties to the U. S. -based joint venture
had both been engaged in eelting the relevant chemical
prior to the joint venture. The case was settled by can;'
sent decree requiring one party to divest its interest.
1967 Trade Cas. Par. 72,201;. In United States v, Hercules
Inc. _'Mitsui PetrocheinicaJ Industries. Ltd •• et al., C. A.
4667-73 (D. Der. 1973), d1e rcrergn party had been
licensing U.S. licensees to produce a product closety re
Ieted to tile one dominated by the U.S. party. and this
form of competition was eliminated by the joint venture.
ThIs ,action was also terminated by a consent decree re
qul rfng dlvesttrure, 1973 Trade Cas. Par. 74,530.

_A,·,"53t~. UnitedStates~v." penn..Olin Chemical" CO,"" 378U~·S.'i:

15B;"174 (1964).
54/ United States v. 1m erial Chemical Industries,

Ltd:"; 1 F. S\1PP. 504 (S.D.N. Y. 195i); United States v,
Timkcn Ruller n~J.ri(Jg COl\lpunv, ..83.F•.Su~
Ohio 19·t9),u!f'J, 341 U.S. 593 (1951): United StutCsv.

..National Lcu"li"CU., 63 F. Supp. 5J3.(S.D.N. Y. 1945), afi'd,
j~2 U,S.31Y (1947).
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59/','Cf., United States,\,; ,National Lead ,Co.~:63':f~
SupP: 513 (S.D.N. Y. 1945), Drf'd. 3320.8.'319'(1947);

2~3';'77(FTC))

§9} ~,:United States v, lm~rial CheiTiiCal Inw ,
dtistries, Ltd •• 100 F. supp. 504 E.b.N. Y. 1951);,,~:
United States v. Timken Roller Bearing Co., 8S F. Supp.
284 (N.D.Ohio 1949), aff'd, 341U.S. 593 (1951); United

'States v. General Electric Co~, 82, "F. Supp. 753 (D. N.J.
1949); United States v. National Lead Co. , 63 F. Supp,
513 (S.D.N. Y. 1945). aU'd, 332 u.s. 319 (i947).

Eli seee•.f" internaaonal~altCo. v, United States.
332 U.s. 392 1947). , , '

62/ '1fe e. g. Federal Republic of Germany, Law
Agamst estrutncs of Competttlon §§ 20, 21; Unitedkirig·
dom Patent Act § 57. .

§1jColllpare DtJhydratingPrUCl:tlB Co. v. A. O.
Smith' Corp.,' 292 F.,2d 653 (1st Cir.' i96i). with Advance
Business Systcmsand Supply Co.' v. SCM Corp.• 4i5
F~2d55 (4th Gir. 1969);,," '

64/ Cf. UnIted States v. jerrold Electronics Cor
187-:--P; upp. ~ .D.Pa. • a! d per curiam,
U.S. 567 (1961).

65!- 19 'U; s.C. 1526.- '46 Stat. ,741~
00/ See also '19 C; F. R~ § 133.21 (c) (2); ThiSCllS~

toms regulation adopts the reasoning of United Stares v;

necessary; "Experfehce has-shewn that redprocalr~;'
stral~ts. ,bundling or know-bow ttcenscs and con,tinui:tg
exchangeo! know-how 'development often encourage "
cartettzattcn and perm~ncntmarkct division; 60/

, " 'The above cliscUssi?n dealt only with the~eiIItof

ial,rf!s1::r'aint. ",Thc",l,icens,e:also l:0~ta¥Js,a :req,u,~remj:::nt\that" the Ge"irriiul":'li'ce"ri"see use':P''tI'::'nlanuf';:c''turc''d"com':'":-:'
P.ori~nts.'A5suinlng uas license IS sufflcic,ntly 'valuable'
to confer monopoly power,lt,Isa tle~inandwould ~e

Illegal-per-se und<:r the Sherman Actand Clayton Act i~
practiced in the domestic market. 6i/lIi the inter-:
national contextv the presumpti(ln against'tI1f!legali,iy'(),t
a tiea,in may not necessarily be as absolutejand the
Departmentmay,' in any event,': lJe, reluctant to, expend
resources on Irirernauona! tic-ins which do not have 'the
type,s ofeffectson U.S. comITlerl:e discussed below;
However, such tie-ins may be illegal, especially in the,
patent licensing context, 'under the laws, oimany foreign
jurisdictions., 62/ oFrom thE! standpoint of U; S', antltrusf
law. such a tyiiig provisionwo~ld})e'of concern U It
foreclosed other s~llersengagedlnU. S; commercc,f:rom
competing for t~etied iteIlls••• The exclusion of overs,e,a:s
supplier's oftheded itelTlsfrom overseas 'sales norm,ally
does not constitute' U;S'",forE!lgncommerce, and hence.
thetr exclusion is not prohibited byU~S; antitrust law,
Therefore, FTI ordinarili's~ouldincur no U~ S.antitrust
liability if it required the German ttcensee to procure
components from U. S. sources (as opposed to any par~:"

ncutar U. S. firm). A~ a practIcal,matter,this would en
able FTI to c,ompet~on its merits wIth other U. S. firms
having similar labor, costs.

It Is {tlso possilJle th~tF']""Icouldjustify, a coIl1,~,
plete'tying restril:tion on the, ground that It.was necessa'iy
to protect its interest in the goodwill of the licensed tech
nology; ,Howeve,r~ such claims are DOt allowed except on
the basts of very 'c'lea r factual proof that technical sp~~,

ctncanons alone will not sumce to protect goodwill-. 63/
Itianyevent, such a tying proylslon might be,chanen~if
i~ exte,nded beyond, an equivalent of the "reverse~engtIjcer

ing" period. ,64/ A longer pe,dod might be justlfiableif
smaller .coI?pentors were involved or part1cularly heavy
Investment were: present.

The requirement in the license tbat.the.Germen
rtrm uee the FTl trademark might be part of an attempt to
exclude go~dsfrom the United States market that are pro
ducedabroadunder aforeigIt license of the mark. Sec~

tfon 526 of the Tariff Act of 1930 65/ provides such a
right of exclusion even as to identiCal products where the
U. S. trademark registrant: and the foreign registrant of
the same mark abroad are not in a parent/subsidiary or
common control relationship. §2/ While the law in this
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Discussion
This casetrivolves threerypes of know-how.lt-.

cense.restrtcttcns.. .texrttortat allocation, product-de-In,
and trademark use. Similar restrictions occur .tn con
nectton with patent liCensing; "Because: knOw~~o\V.ltcensing
lacks the protections and legislative mandate ofthe ,,'"
patent-system however,- know-how licenses' will -In general
he subject to antitrust standards which,' if anything," are
stricter then-these applied to patent licenses.

The license in the fn~taiit case issubje,ct toa
number of-tnrormtues: <The first is the long-term teid-:
torialrestriction preventtnga major European manurac-:
turercapab1e,of entering the United States marketfro~

dctng.so, ,The fact that FTl isa small firm,and smaller
than Its Hcensee, may have made this particular pro- "

, vision slfghtlyless cbjectionable than ijthe ucehsor were
an Industry leader, 59/ but this fact alone cannot save
such an 'agreement;' """'fhe' territorial restriction here
wculd lfkely becliallenged Ifthelength ofthe resrrtcbcn
(20 years) exceeded the time necessaryJor reverse
engineering of the technology, unless the partie's could
justify It as-necessaryto.the technology sharing agree
ment.

If tlie time period were reasonable; this restraint
itseUWou1d'appear.reasonable;, •It, invoives(i) Ii, unilateral
territorial restraint Imposed-by the lfcenscr upon the
licensee, (Ii) a product that substantially depends upon
the licensed know-bow, and (iii) a ,singteticense ora
.specific pieceofknow~hO\'1., By,contraSit',whe.r,e :re
cierocal rerritOrialrestraintsareexchangcd, where the
Hcensingagre:emen,tispart ora cOntinuing~e!::lofU~"
~e:ns~s,and restrictions, between.,the parties,o,-:where ~he

:know-how is an Insubstantial part of the product:subjt::ct
to,th~ restrictioI)"then th(l,partieswould havcto,bear.a
,hf!,a,vYlJurden, of,p:r:oo! to, show why sucll. r~straints w~,e.

ccnstderattons if JZC""cre'lnfad a majortty-ecntrokled
eubaldla ry of Hot ChIp.

Case F:' Know~How'Llcense
'Fast 'Technology;': Inc. (FTI) is a small Massa;' , ,

',chust:;tts ,c?r,po~a,~,i?~:~v~~,chJJOssesses ,: v,a111,a.1J1~' ,unf?a~eI1ied ,
technOlOgy. "It entcrsliiro-a 20:':Y-ear'know:'hdw license': '-;" 'f
wlth.Iadische Maschlnenwerke'A.G;,: amajor manufac
turer located in the Federal Republlcof'Geimany;,pur
suent rc which-F'Tf.r-ecejvea-a .rcyalty,'. P'I'Lls-a-smalf
but growingfactor In 'the domestic, marker and heretofcre
has not been particularly successful In the export trade.
One of the presumed advantages to FTI is that it willbc
able for the fir-st.tjrrie.economlcally to export its' dcmestt
cally produced components and equipment by sellIng them
to the' German Hcensee.for. incorporation into. the latter's i
product or for use' in the latter's manufacturtng.prcceas,
The licensee: is a large, well-financed Inrernatlonal com
pany fully capable of invading the United Stares market , :
once It acquires the technology. Therefore,FTI requires
that the following three provisions be included In.the
license:

(a) the licensee will not compete with F1:'I in the
United States for 20 years in any product for which
FTltechrioIogy is used;

(b): the Hcensee wlll purchase -and use onlyFTI;.
prcvfded components-In executing the 'process; and

(c) the licensee wllltise the F'I'Ltraderriark on
eflgoodsrnanufacrured under the Hcenseywlth appro
priate qualjty controfeupervtsfon byFTl~

, FTJ Is' also negotfattng a almjlar agreement with
a large Jal>aJie.s~,manUfacture,r~.'.,Thepro<lpe~tlve'Jap~se
licensee insists thatthe"Germanllcensee be barred from
sell~g licensed products in' Japan, Auatrajja and East
Asia.
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area Is very much unsetrledcfhe Department would look
wtth.constdc'rablc 'suspicion upontheuscoCSectlon,52p to
exclude Identical GCTI118n trademarked goods.in,t~isetr
uatlon•. ',FH hilSnot assfgned the German t.ra(lcl11.uk" .re
Iinquishingllllcpntro,lovcr It., Presumably, after the 20
y~a!s.;thcGermatlfirm loses anY,properly,rIght In,the
trademark, and the Ge rmant r-arlerna rk reverts to JOTI.,
(T~isassu01cs.of, course, that FTI has, preservedIrs
propcrtyrlght Inrhemark by mafnralningadequarequalt
t:( 1?up.cryislon.), Accordingly~:there l~:averyrea~;elEl~
ment. of,,colltinuIngcomT(j,Lby.F'fIover,the .t rademark
rf,ghts. in the U. S. "and GEl!rn811Y.' ,'N~ne thf~. ,lypeo,f
trademark Ifcenstng Is ,1'10;, Inhe~ntIYIllegal"as \V.itb
otber:p.ncillary, restraints Itmay become an anrftrust vic
Iatdcn .where it has .rhe purpose or; effect, of t,erritoriaIlll
10eatlon.67/

, , The:-finarpa'ragraph',oft~e cJri:lTIillle.:~~.ise~,tbe': Is
slle of forelgnm~rkc:t'anoellti,()n~n t,rc:,forI1'1-pfa,te:r::r~'7
torial restraint, uponJhe (jeirp.an}leens(:e ae.rbe, request
of the: Japanese Hcensee, ,,$ueh a, r(:st:riceion,,;,wllich only
bars ,the ,CermanHcel1sec:,fr()~ Jap,an, :AustraUaan(
E:ll~t..Asla. Wcm1d not seem to,cpmew1t?ln the ,sllbje(;t
m:~tterju,rl,sdlct.ione~plaine,d i~t~,e Intrcductfcn, ",The
result might beAiffc:r~nt.if,thc:,restrlcti?nba.l::red a ~ii~,
nificant amount ()f itriport,s,~int()thc: LJn1tedSta,tes', ,'or;11'
the overseas- market, al1()catio ll,vvl;l.repart ,of;abroader
scheme affecti~g,tllelJ.;s.;::'Ill~rM~. '

Case G:' Tyi~Ofl~kcnsci::l'Technology ..: "
,,'BIg W>el~.C()rpOratiofl;a ,maj()r)J.S,~ ,'manuf,~c~

uirer, 'desires to do business in Country, )(1;ll)ess
developedcountry.1:Iut beca,lIse,of; restztctlve Iccal Iaws
andn:;gulati?ns,: finds)t In'll?:racticalto,e;xP()rt.t,o that
country; ',' In lIeuther~,();f,'-I3Jg"Vhee~S:,9-!,!.c.ides:to Hceuse
a Iocal company ill,c()unt:ry:X;Xo lllaI1Ufi1(;!Ul:e.1ts PFod'7
ucr under Its X Counrry pni,E!nt~,al}c1'~~Ing ~~~'tai,tl,o,fj~s
know-how. •. In' ~ountry)C. ,h()we~~r~ ;r9yaltY:,r:i'!~~s ,l!:r!=, ,,
subject m governmenr approv8J, "f:nd i;lr€!lt9t0J:".i0ll,sly .Icw,
Central ,bank cur-rency' n:~stt,'i,c~~o,ns ,,?fteIlJuItJ:WJ:' }~mit'
the basis 011 whichroyaltfes fl1~y,i?,e;calcjllated,~olC,PU~:~

poses ()f ,~~ittatlCE:'! al?~P~(t;, :'I"l,lU,,S, ,Big ,.\Vl1Cl)!I.s C?lt-:
eludes that to achieve an accept¥:>I~"r(ltllrfl,9n,~h,c, t.e,91,l:.
n;ology,.ltwlll rcquire~()thin~;f!OIl) tN'!,Jif~risee:'

, . :, (I). A separate.c,o,np·aftmust require; theHceneee
to buy exclusivelyJrom,p~8: Wll~clsalll:(),rnponpnts,

supplies and equipment necessary;'t(jumn¥a,ctul'E:'!
~nder tlte,liCelll:le:<th€!compol1eri~s:,suP:j)l~esand
equiprncrit are un~tetltedaIl.d,a,rc:s()ld})rRthe;r manu
facturers in the United States .end other cQulltries);a.nd'" ." '.' '":,, "'"

(2)'The 11cens'e ,'mu~t, c?v.e:r"c,ei~il}patell~S, :"
~whiCh the licensee Itas no desire to have or intentiori
(If ,using.

DiscussIon
This'case'.lU\;olv'f's'.t\vo;Qlffe;~jlttypes· of .tying':

tying Big Wheels' unpatE!Ute;d go?d~}" tlle.p<lt.entHc711~l:'!'
andt}'ing ?ther patc;nts; tq:theprlm.a!Y'f:latel}t •.,Big:,,'
Wheels is; sill:\plyt:ryingtoin,c~asei~s effective rll,te ,of
return on ,tIte:patent 1icellse::'7-:~n~~Ilp,rcby.,re,clucetJ;IC
impact o'nIt of tJreexchange :control system)n Country
X.In,ourview ,su~h,a,~l1oti:-,e.d(lcs"not jU!:1tify,tJre~or~

poration in.doing what)v()ul.d .. otliel."\vise,1>e.illegalunde~
U.S. antitrust laws. ' ,

GuerlnlII, ... .Inc;"••·j5,$';f~~'j;;~RP •.,Liz;,(s.,ii.J.j.;.:Y~"::i957);;,jll.dg.~"i,
"F'~a'i'C'Q: a~d~remandcd'<I:ngoverI1ment's'mOti?I}'slib' ::

nom. Cuerlafn, Inc. v. United States.Parfums Corday,
.InC:'"":v. United Stntes, ,and Lanvin Parrum:;,' Inc. v.'
'lJi'iIted States,A~gU.S.' :915 (1958),:'complaInt":dlsmlss ~

ed. 172 F• .supp. 107 (5. D. N. Y. 1959).;:,(,;'""
!£!..! See e. g•. UnIted SUites ,v.,,•.Timken Roller l3eaTJng

Co••. 83F. SUPP. 2~H (N.D. Ohl019,19),aff'd. 341,';O.s.
W(1951). ,--

The first aspect ofthc tyfng.arr:mt-.>cmcnt is
exactly the same one discussed in connection with Cuso
Fat pp, 35-36. As noted there, such a tic-in would be
illegal per sc if practiced in the domestic market, but.
in the overseas market, it dsonly objectionable under-
U. S. law "to thc exrcnt that it unreasonably Iorccloscs.oth
e r- U.S. -basod sellers from making sales, or affects
goods reexported to the unuca.scatcs. Of courscvrc
quirfng purchase of the tied products from U. S.: sources
(the suggested solution ill Case F) might not crtocttvcty
serve BigWheds' purpose here In.Incrcasfng us effec
tive rate of return. Itcan do so only through its own
sales.

Yet, regardless of Dig wheclevmortvcs, the
effect of its action may be to exclude other Am:eriean
competitors. from competing for sales of the tied prod
uct in Country X.' The focus of the antitrust Inqufry, .
therefore, must be on whether U. S. exports arc pes
sible•. If they are not, no effective exclusion exists.
If r:ompr.ting U, S, expcres.arcanccuvely notl unrceacn
ably excluded, the tie-in would apppear to violate U.S.'
antitrust Iaw,

DIg Wheels'second proposal is, in effect, paekage
licensing of a much larger package o! patents tha n-Its
licensee In x deetresro bave, agaln.Ia the.hopethar the
government of X wlllallow more tctal xcyalttea. (even at
low rates) rhan.would.otherwrse.be the case. The normal
domeetlc.rule.Ia rhat.suoh package Hcenstng of .thebroad
package of unwanted, parents.Is a, per se illegal tie-In, be
cause it forecloses ,U. S.customers' effective choice in
selecting tbepackage.· l~United States v. ,Loew's Inc.,

.68/ the Supreme Court prohtbltedan.analogous package:
scheme for copyrighted movle. fi.l,ms under Sherman Act
~1. Lower courts have found. mandatory package licensing
of patents to be illegal in a variety of different cases. 69/
Package licensing whIch Is limited to valid blocking 
patents,none of which can be used.alonejjuay be more
approprfately subject tc ecmetbtng less, than a perse pro
hibition. 70/

Because Big Wheels'.package Itceestng requirement
is Imposed upona foreign customer. the Department.would
be. unlikely .to seek to lnvokeU, 5.· anrltrusr enforcemenr
[urfsdlctlcn ebsent a.beltef.In the case that It had some
significant effect on overseas:licepsingopportunltiesfor
other U.S. firms or some impact on sales in the United
States. The requrremeutInvclvea the use of X Country
patents inX's territory, wlrhln.whlch they prcvlde mono
poly privileges. It is not apparent th,at the,package,ll(;ens
lug requIrement will have any' material effect on,U~S.

exportsorImports, or U.S.,customers'choices.:" The
conclusion might be differentlf,for instanee,:U.S•.-:co\Upe
titors of Big Wheels found their eXport markets, foreclosed
by BigWheels' package licensing reqllirement, .orif,the
package I1censing requirE!mentwereto raise the pr~(;e,

quality or availabIlity of goods.exportedrro,mXto,the
United States.

l~should.be .noted· thatevE!1) ifBig Wheels, ' lIc'enslng
arrangement passes muster under U. S. laws,.lt m~y
vl(llate tb.elaws of-X because. many countries. particularly
developIng countries, ,impose. more,stringent,re,qulrements
uP.C1n.licensors:9fteehnologythan does the UnIted States.

68/ 3?fU. S~ ,38(1962)~
:§'V See American SecuritY-Co. v; 'ShatterproofGlass

'~1:~:5~1~':J'6~1~t~·:b~~~?t~;x:f~~f;·~3t~~1%:;~3~~'~~~;~~..,
Wall; Inc., '367 F., 2d 678 (tlth Clr.:1966); H,lzeItine Re
search Inc. v.ZenIth Corp. ',239F. Supp. 51, 77 {N.D•
II}; 1965), aU'd inrrtanrl'rev'd In part; 3S8F~2d:25
(7th Clr. 1967). :If 'd in Pilrt;rev'd in part andremnnded,
395 U.S. 100, 133 -134 (1969).

70/ See·Standarrl.OU Co~ (IncHann)v. United States,
283"""'0. S.· i63'(IQ3,1).
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Case H: L1ccnsln~ a Non-Market
(Srote~(jl''''n(:dTffiltcrprlsc- _',_'

An American,company, _F:XIncorporatcd. has
negctlatcd.a license agreement providing for transfer. of
unpatented technology to an agency or X, a non-market;,
economy country, for an extremely handsome price pay
able in dollars._,Th~liccnscco ...crsk~?,!~_hown~{;c:5~~ry

- to manufacbJrC',lfspcclal cht:mlcalcompound. Astate': ,,',,
enterprise In CountryX has exported. to Western; Europe
automcbnes.manutectured under license from a Western
European company which hadcxpccted (but not required):
sales to be confined t() CcuntryX, Purthermnre; the
automobiles are rumored to have been sold at a ncncorn
peneatory price. Accord[ngly.FX wrtres fnto.tbe license
a prohibition against export-to the United States or other
Western Hemisphere countrtes of products produced un
der the license.

Discussion
ihe,question presented by tnts case ts.the effect,

Ifany,theJact that the licensee Is a non-market, state
owned enterprise, has upon ,the: analysis otherwise used
In connection with restraints,ancfllary,to,know-how
licenses. In some Instances, such atate-runenterprtsea
may not include the true C01;lt of capital or other produc
non inputs in their pricing decisions. ' In others, pricing
decisions may be entirely, divorced rromtrue-costs; .Fur
thermure, with sIgnl.ficant state resources at their corn
mand, state-ownedenterprises may be able to-engage.tn
predatory prtctngprecttces in selling the fruits of licensed
technology back in the licensor's home market. though
evidence of this actually occurring Is rare.

The rocus or concern here ts me prohibition,
reexportbeck eo the-United States of licensed products
manufactured In.Country ,X. .Thts prohibition does, affect
U.S. Import competition. Theprohibitiononreexport
to other Western Hemisphere countries does not directly
affect, U. S. commerce and therefore probebly ratsca no
objection under U. S. ,antitrust:law.

The absence of patentrights makes this problem
more difficult. Were FX Incorporated Itcenstng under
product patents, It mlght have no need for this type or.re
strtctton as far as the U. S. market Ia concernedcr Ij, S.
'sales by a Country X mariufacturerof patented products
rnightlnfrlnge the Itcenecx's.u. S. patent rights and,
therefore,the:CountryJ{ goodscould be excluded by
means o£an infringement action or use ofSection 337,0£
the Tariff Act. 711

Becauseonly know-how.Is tnvolved.vwe muet'jace
the same issues here as those discussedtn connection
with 'cases E and F. PP.28-36above. A know-how
license may contain a llmlted territorial restriction
whfchis ancillary and limited in duz-atlon. to. the _reverse:
engineering period, or some, other specific periodwhlch
the parties canestablish Is justified by the facts of their
stmattoa.

We question, however, the permanent prohibition
on sales into the United States. We believe the licensor
may have 'alternatlve means avatlable to protect it from
the ''Unfair'' adva l1tage, enjoyed, by Its stste-()wn,ed, non
market licensee. Fer-example, It might sometimes be,
able 'to'structure a licensing arrangement which provides
for an increase in roy~lties based on Increased production,
and sales, thereby compensatingF){ Incorporated evell if
its products were to face competition in the United States;
from its licensee's products •. Furthermore•.under the"
countervaiHng duty provision of the Tariff Act?J..1 and
under the 'Anti-Dumping Act, 'B! as amended by the
Trade Act on974, ?Jl FX Incorporated will have avatl-:

711 sec Case Dnbove,.pp.· 25':'26.
"121 19U.S~C~ 1303.
'nl 19U.S.C. 160,,:171.
!!I Pub. L. 93-618. Jan. 3. 1975. 88 Stat. 1978.

able rcmcdtcs If the licensee In fact Is cxportlng its pro
ducts Into the Unltcd States atan unreasonably .substdtaed
or di.scrimlnatory price, thereby InjuringFX Incorpor
ated's industry.

The avallabiIity or lack cf cffectlvcalterriatlve
remcdlca and the.degree to which a U.S. enterprise Is In
f~l;:,t~,t_a'l1_lI,r:tf~I~ ~Isad"',arJ~ge In",dc:iling yor1th ,f!, 11091T1~lJ.,:£,t,

'~c,iit~rPrlsctma'y "bcinlpamnt' ici'd'ctc'rmlnlng the 'legality ot'
any c,ompctitlve .rcstrotnt Included .In an agreement be
tvicen a U. S. firm and a; nonmarket enterprise•• These
considerations may of course bebrought to the attention
of the Department af Justice,pursuant to 'the Business Re
view procedure.

Case I:·· ExclusIve Grantback Licensini
A,merican Company X has licensedasubsidiary

In which it has 85 percent ohbe voting stock to practice
certain patents and know-how In Iorefgn Country A•....· X
requfrea rhe foreign subsidiary to grant back title or an
exclusive license on a~y new patents or, know-how the
forefgn subsidiary. may obtain or develop related to the
licensed technology rights.

ttIeanwhileCompany X granta asfmjlar license
(including the: grantback) ill CountryB to a licensee in
whic:h X has a. 3~ percent voting stock interest. and the
remaining stock Is held by the public.

Finally, in, CountryC,. X grants a similar license
(mcluding the grantback) toaIeadlag local firm, which'
sgrees to pay X a royalty.

DiscUssion
In the "TianSWrap''' dectston cf 1947, ~I. a nar

rowly 'divIded Supre~~,C()urth:ld .that exctustve grant
backs of improvements made by Ifcensees were net lUe-.
gal per se«, The SupremeCourrmade clear nevertheless
that all exclusIve granrback device could raise antitrust
problems:

Conceivably tbc device could be employed with the.pur..
pose and effect, of violatIng the, antitrust Jaws •.. He who
acquires two patents acquires a double Djonopoly.As
parentsare added to patents, a whole ,In?ustry might
be regimemed.' The owner ,of a.basic patent might
thus perpetuate his COntrol over an industry long after
the-baste patent expired•.. Competitors might be elimi
nated and an industrial monopoly perfected and main
tamed, Throughthe use of patent pools and multIple
licensing agreements the fruits of lriventl()n cran en
tire Industry might be systematically funneled into the
bands of the origInal patentee-. 761

In short, even under Tranmap,' th,:fuseofex~
elusive granrback provisions can violate the antitrust laws
if such use is part of a larger rncncpolfetfc.ar'rangemenr,

The DepartmE:nt has made clear. for.a. number of
years: that it questions the, need for, and. appropriateness of
exclusive grantback provisions; and it may, in an appro-

. prfate case wish to assert that an excIusivegrantback re
q~irementinvolving independent partfesIs per se illegal.
An· exclusive grantback tends to perpetuate a monopoly of
thl!;.licensor and may discourage Innovadcn.byrhe Itcen-

,~e:•.: 9! :.ourse the licensor, has a .legttimare interest In

751 Transparent~Wrap Machine Corp::·.•y.,Stokes &
Smith Co". 329 O.s.: 637(1947). The Court'ofApp,eals
had held, 'in an opinion written byJudge Learned Hand,

. that this practice enabled a patentee to extend itspatetit:
rights beyond the,scope of itsoriKlnal granJ: and wouJ~,

therefore be illegal per se by analogy to thetylng cases
involving patents.156F.2dI98 (2nd cie. 1946). The
Supreme Court rejected this analogy in Transwrap, 329
U.,S. at 640~646, but the force oUts reasoningwas some
what weakened by Its subsequent decision In Brulcrre v,
ThyS Co., 379 U. S. 29 (I964), which reemphasized the
importance of not extendlng a patent monopoly beyond the
eerm of the grant.

?!:.I 329 u,S. at 646-647~
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assuring that It, has ncccss tc Improvements.on Its patent,
but this fmc rcstv.we bel teve, can nor-mal ly be sattsrlcdby
'a nonexclusive g rantback, at least in the case of a non
blocking patent. -72/

Two factors will probably Influence the Depart
mont's decision whether to challenge any such exclusive

'\:grantback tn a particular case. The, first concerns, the ,
scope of the licensee 'sobligation to grant back; and the
second concerns the competitive relartonshlp between
licensor and Itcensee ,

Where the grarithack obllgattonIs rianowly~e~
fined, an exclusive grantback is in fact less likely to be
aettcompcuuve.. For example, an obligation to grant
back an exclusive license on an Improvemenr patenr dur
ing theterm of an original patent,' where the. improv~::
menc patent could not hi used alone wrthoutInfringing on
the original patent,' is unlikely to change the state of com
petition substantially during any period the.originalpatent
remains valid and in force•.Thisfs so because ,by dr,;:finl
non the holder' 01' the original patent .has. the. right' to block
the use of the improvement, :Hth~ original patent Is valid
'and fully blocking in scope•. The other. extrem~, an,obli
gation of the 'licensee to grant back to the licensor any
new patent remotely related to the field of theor~ginal

patent, Would impose a broad restraint Oil. competition
between themvvThfs restraint would be doubly broad.tr
the obligation to grant back went beyond the term of the
original patent. 78/ Such broad granthack obligations
are likely to be diiIlenged if the parties to the licenses
could in any way be regarded as actual or significant
potenrlal competitors in the United States ma~ket.

The relationship of the parties ;may.be important
tor enrorcement decisions on international grantback ob
ligations; . A main thrust of U.S. antitrust enforcement
in the international' field is to make sure that leading
firms do not carve our for themselves broad spheres of
te~ritorialand market exclusivity affecting U.S. 'com- .
merce,An obligation togrant back a U. S. patent or give
an exclusive U.S. Hcense to the U.S: licensee may Isc-"
late the U.S,, market from significant.import.competition
from a leading foreign firm., A.nar-rowly drawn exclu
stve granthack in the only license between an American
Ircensor and a foreign single Iicensee.Is Iese sertous in

'competitive effect than the same granrback clause which
is one of many involvil?g the two parties. Jt rs elso tess
serious than where similar clauses are involved in a
multiplicity of other licenses from the licensor to other
licensees in other countries, covering a variety of relet-
ed areas. . : .

As pointed out above; it is the Department's
pcsttton that the. foregoing problems and uncertainties
could be resolved by having the grantback obligations
nonexclusive. ':

The 'Instant case involves three dijferent grant- :
back license arrangements between Americancompany:
X and licensees in three different countries•. In the
case of Country A, "the licensee Is a majority-controll~d

subaldlary, In these circumstances, the Department
would treat the two parties as a single enterprise (for
'reasons expla ined above in connection wttlr Case A)~

The Inclusion of an.exclualve grantback to the American
company is therefore entirely a matter of internal orga
niaatton ba sed (In tax ,(lrother bu sines s reasons. The
two jtrme .are not substantial real. competitors and

.,,,,u,the,re,,v,ould:·be ~n,o:()tljcction:~o.r,h~-scheme;"

77/ See.C.Kaysen and D. Turner, Antitrust PoHcy
16~173l(959)., , .' "

78/-ThebepartTIlcnt of justice bas challenged cxclu
sivcgnmtbacks in at Icnsr one domestic licensing case.
United States v. Wisconsin Alunlll! RcseZireh Foundation,
C.A. No. 69-C-310 (W.O.wtsc.), filed nee. 30,1909.

(No. 314) E ~ 13

Although X only owns 30 percent of-the Hcensee
in Country B,the balance of the stock Is publtcly held.
and in these circumstances' It may be tha,t X effeettvely
controls this HcenseervThtaIs 'a: question oJl whtcha
very careful factual inquiry wnt have to be made (see
Case A).; If in fact x.doee have: working control of this
licensee. then again the exclusive grantback ar-range
ment is not objectionable as a rnatter of U. S. antitrust
law. In other words;' because of X'.g control, the
licensee is not a present or, ltkely IX?tential comP7tito(:-
directly or througn Hccnsfng-vtn the United States
market. '

The situation lnConntry C Is quite different.;
Here the licensee tsz'a leading local firm" In which X
has no preexl sttng stock interest. The situation is
broadly analogous to 'I'tmken, If, as may well be the
case; the licensee in C is capable of competing in the
United States--directly or through Itcensfnge-then a
broad exclualve.grantback of "any new patents or know~
how; ••• related to the licensed technologyrights'~is

likely to be per se illegal for the reason stated above;
If the exclusive grantbaekwere lintited only to newly,
developed blockingpatents, and the exclusivity. did not
extend beyond the initial patent•. it would be Ieas Hkely
to be challenged.' The safer course here would be a
nonexcluslve grantback which would permit the licensee
in C to compete In the United States domestic and export
markets aner. the expiration 'of the orig!nallicensed
patent,

Case J: Exclusive Distributorship
USC and GAG are substantial, but not dominant,

manufacturers of machine tools in. the United States and
the Federal Republica! Germany respectively•. Neither
now makes any substantial volume of sales in the home
country of me other. .. 'Thefr proposal is that USC wlJI
appoint:GAG as its exclusive distributor in theComm?n
Market, while GAG will appoint USC as its exclusive
distributor in Norttr America';' Both appointments will be
for a period of five years. A few of their products are
directly. interchangeable in use. but most are comple
mentary in the sense that they can be used in conjunctIon
with.each other or havesigniflcant special features.

The parties' recognize that neither distributor is
likely to "push" those impOrts:which are directly Inter
changeable with .hie: own products,but each believes that
the total exports promoted by use of such well-established
distributors will be greater than if independent dtstrfbu
tors are used. Under the proposed plan each distributor
will pay-a predetermfned price (based on factory costs)
and wf'llthenbe free to.reeen the imported products
at .whetever level n sees.m, ·.Additionally,USC and
GAG agree that each.wtllprohthtt the other 4-0dtstrfbu
tors of its products. worldwide, from .reexportlng their
products into either the EEC or United States markets.

Discussion
The appclntmem of an.exclusfvc foreign distribu,:,

tor by arlAnlerkan firm doesncr by.itself raise U. S.
all.titrustconcerns.79/ TII.at. is essentially-a customer
supplier relationshipwhich does not necessarily have a
d,irect ,impac,t on. eith~r the U. S.domestic ,market or the

Tharcasc was actrlcd byaconsent decree containing- a
ten-yearfnjuncnon against exclustvegrnntbacks in the
,fi;~1~·<".:}2l9",IJ::.~q5~q~~;<"R~~~.28!gJ,1L(~..np).,,~,;, ':"c"'"""";,

79/· However, .. terminating a -domcauc.distrlbutor who
resens to customers in the foreign dfstrtburcrtsje rrjrory
may adversely affect the distributor's export opportunities
and thus violate the U. S•. antitrust laws under the rule in
United States v. Arnold, Schwinn &.Co., 388 U.S. 365
(1967). The Schwinn doctrine may be reconstdereo !,his
term by the Supreme Court in Contlnental T. V. lnc.v.
GTE Sylvania; No. 76-15, cert, granted, 45 U. S. L. w.
3299 (U.S. Oct. 18. 1976).
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84/388 U. S. 365 (1967); see fn. 79 at:p;'46;abo,ve~'

5eeOls6'United States::v~':Noimari',M;: Morris.Corporation,
m~radeCas.Para... 60. 894, (S. D; N.Y: '1976};';

85/E:v~n:ln'the:absence:of an'explicit contractprohlb
ltirig""or,Umitlngresalc,: Sher:mall,Ac:t-:§ •1 prohibits joint
collaborative action by distributors or by a ,manufacturer
andits'distributors,to limit the: customers ,to whom:or the
areas in whicb the :distributorsselL ... United ,statcs:'v,
General 'Motors Corp•• 384 u.sa.i7d4o-143 (1966)'.

'86{~.'t.in'lied'Stai:es,y•.,. Colgate' '&:Co;.,'}i,~ri,U. '.8.3.0..•~.
(1919)', •..•.. •.••• •••••.••••...•..•..••.

87r:l<lors. Inc.: v. Broadway-Hale stores,ini:;:;35~U.S.
201{1959).· ,

Discussion "C,;';",;,":' :-,,';,' :""'"" ":',:;,,,,':: ',":,',,',,:,,,"," ',"','" ",;;"

.....the;go,ver.iJrnentofA.has,;colTllIlllJlc1ed0 to takeac
tton which will have a direct sntlcompetltive effect within
the United States. • " ..:' .:;:, "':'"

A truly" unIlateral declsion,byO,llotlo,deal with
Sharp would not, violate the: antitrust -tews. because, there
would be rio agreement In reatra int .or.rradebetween Orand
another person; ,and .0 .le.not e.mcecpcuet.«: 86/ -But-tr 0
had entered, Into.an-agreement with its;competltors,' .In
response to the pressure of goverm~entAY': Dot to provide
ctl tc Sharp, () would be' party.to aO'E!"pllclthorlzontal
gIouPJ>oycottwhi~,·Is,:il~e'gal per-~e. 87/ The'facts here
sug'gl':st:an U~~galbciyc::ott 1n~hlch:ea.<::Ii"{Hstributor'only
de;al,s directly as,abo?,cottparticIpant, wlth,A;':'Dependlllg
upon"the totaUtyof the 'circumstances.' this may'n'onethe
less constItute an Illegal conspiracy among the distrlbu
t~rs•• WhI~~ I::0ve~~e?tAmay,be)lUl.l'lllll:lfrom antltru'st
lia~ilitya,sa, sovere,ign,· 'its IJ!l1l:lUllio/,doesnot' shield ,the

the. impact: on U;:S;', com mercer ···;·It:is.es pectaltyumpor-.
tanr that significant foreign products.whichcould.compete
inU~S;mifrkcts not-be: confined .. to exclusive :channels for
dtstrtbuifon. dominated by .a-dfrcctly.ccmpctfng-U, S.
mahtifactti'rcr ~rcady'wellestabUshcd'~n':thcfield;

Anothcr)ssue 'is .rafsedby the:agrcemenr.tc.re- :,.:
-stti~.fexj:iOi1'i'f ,~Y"~t~ier'~ist~i15~'~ors"'of"~:ii<:li')]j:fl.'ty':s-'p'r&l;;;-"

uc:t,~_r:;~'~1p,t: n?, 4,Jl1e:~ic~n: pr:~llcts ~ill~(?r,ee::cpo'~ed rrcm
t~~ '~o~t~ics .. to Ellropc(ill~.no,Gerrn:in p~oducts.\Vil,~'be

ie,e,xP:O:r:tcd; t(j,t~ Uhit~c1, Sta~e~; ,T~isv'.l)uldconnict"\Vith
thc:,rul~'iri'Unitcd:Statcs v;'Arnold, "Schwinn'&Co';; 84/:
v.:h,~ch)l~Id~gell~ra~ly:t!1D;t ,th~'fIrs~.arrns,:,l~ngth: sal,<"?l a
prod~ct ~Xha.u~ts"t~~sel1cr·s rigl1tto rt:!s~ri1in'thoseto,
Whorn,;it;rnliy',be .:r,E!s:()ld,~.~l: ~cr;E;f?~~ ~~i~ .·prov,isi(j~,
wol.l1d,V;iolate ,tre, U".,s,:,,;a.:n,tit1}l:st~a~s; If slgriific(int 're
expo,r:t.s to thcU;S-,\Vere therebyresfrafned,

C'~'S'~;K:,'~~ice,st1:6hii~ticiri.,
:: t. Sh~rp,,()il,c:o~ >,.a,n, ~nd¢p~iide~tU~S:.:,"refl'rier. pur-

chases,c,rtId~'.oH,pr.oduc~d;iJl,,qouiltry ,A,. f,i0rl:" ~ev~r3:1, U. s.
oU compani,es :..vh,fcho~r~te:,ln.A~ ,;ThE'!' govE'!,rnmeIltp(.\
believesth~t,Sh~,rp~s ~a,le~ ,?(vll,ri()':lsol1.produ~ts hltlJC
U. S,'. and ,ea,~,tE£rn Canllda:~,re:~lsruPt~v,(lbec.allsethey,eee
t>elo\V ~,e,)t~lJJ,iprl~,E!;··.: ~c~i:lrdlngIY> 'cth~ .. ,g()'!:E!rnmflnt has
issued a decree pr()hi,b;itip.g, ,8:ny, o.il cOfilPllllY ()pe"ra.,t,in~:,1n
A fr()m;seIAipg'llny,,~crtldeoilto,this partic,ular,:lndepend-

"ent,reflne,r.,.,: ,,,,,.:<',', ',,"' ..'> 'c" '" ,:"" ,:,.<... ," :',. '....., .. ";', ',-c',',
().:all. S', pll c::ompany. feaFIllg, the, penaltlesA,:,

maY,'1riip()se.;ic()mplies,wi~out co.ll!>u~tirig,allyofthe,other
oll"corripanies,~::,:The: c,ompany's}a~'O';~r In:A:,':~dvIsed.tpat
he"w,as,",a.~;leas~,75 ,percE!n~ certa,iIl", that the decree in
question+s JllvaHdJlJ~rl~,~;.~e,la\,/';0(11.., ',: .... ,' '::"::

::. ,.:,4dci(ti()~ily,:.:,go,veinfil~ni:.A ,rElquil:es,O ll,tidits
other distributors to'United States' marb~ts,t(l,r,esell',A~s
011 In.thosemarkets.at.a p:t'ic:e,:estab1i~~edbyA.''A insists
that each ctif,tributoJ;p()lice tfllsrequiremen~bYIIlonlt()r:lng
the priciIlgcondllc~:l)fjtsccimpetlt<;lr:;lln~l:(lporting,price
cutter.~,back:to4.

TeXTE • "14 ' {No.' 314}

cxporfO!'P0rtimitlcs of other, U;S;,' Itrma,' "'80/' .Howevcr-,
the sttualton Is quite different where thetwopartics'to
th~,'agi:cel1lentareboth sulistanrlel manufacturers. for In
these circumstances the exclusive'territorlal distribution
agreement creates a. territorial' ajjocattcn between.them;
Each controls the local sales-of its 'foreign competitor..
This issue was Involved In the'Timken'case;'Whei'e;0~""""/

among ,either things. exclusive distributorship arrange
mentswcre used to create market allocations between
AmerkariTimkeri. ntitis~Timkeil;,ardFrench Tlmken;"
811 Th~SupremeCourt held such general territorial at
IOcations nmong competitors to be perseSherman Act
il violationsinTimken,and has reemphasized that-hold
ing sinc,e,then;, 82/ ""," ",'" ,'" "

We believe ,that such a-rule would be applied to the
present facts" smce each party is a substantial manufac
turer who can (or could) compete in the territory of the
other. The Department may recognize a limited exception
for a short-term exclusive distrlbutorship for a new
manufacturer who could not otherwise distrlbuteits prod
ucts In a newmarket. 83/This issue could be raised
through use of the BUs~ss Review Procedure; The USC:"
GAG case. however, does not qualify for enysucht'tn
fant fndusrry't exceptfon, Therefore" the fact thatthe
USC-GAG arrangementts for only five years (in contra~t

to the Icng-term ar-rangements In Ttmkenjj would not
protect it from the general per se prohibition.

This arrangement might be .treated differently .if.~
the exclusive distrlbutorship previsions were confined to,
those product asto which USC and GAG do not compete,
and there were no express or implied agreements not to'
use or allow independent distrmutian.arrange,mcnts for
the competfrive.productez v'Tben the scheme would look
very much less liken territorial allocatton.echeme
among competitors•. A fUllfactualinquirywouldPr<lbably
be required under the rule of reasonto determine whether.
the effect of the. arrangement was signiiicantly to. promote
or limit (i) market competition in the United States-or "
(ii) U.S. firms' ability to competeahroad. ,:,':'

Asafer course would be for the. parties to appoint
someone other than aC<;lmpetingmanufactu~ras an ex-: ,
elusive foreign distributor. Where a foreign manufacturer
,~s ;..u~e~,::.t~eDepartIIlel1t:will look wlth partfcular- care at

801 If the exclusive arrangement means not only that
theAmerican exporter will not appoint any other dts
trtburor-tn the territory,' but.thatthe.fcrefgn distributor
will not import goods for any-other American macurac
turer, then a different case would be presented, It would
be relevant whether the' foreign distributor were ,such 'an
important outlet in its own .country that the product ex
clusivity featureo! the agreement necessarily restricted
in' aniimportant.way ,the' ability, of other American firms'
to export to that market•. The inquiry would cover (i)

'whether it was illegal under foreign law or was. c(lmmer
dally impossible for the distributor to handle competing
lJ.8. products, or (ii) whether any less restrictive al
ternative was·available.

81{ A rriinoraspect.of the case arose in Canada,
whfcli was a territory assigned to American Timken.At
one stage, 'it was suggested that American Timken act
as an'exclusive distributor for·British Timkenrather
than sellthere directly. in order to take advantage of
duty.,free imports to Canada from Englaud•. The District
Court found that the partieS had "cooperated to,protect :
each other's lllurkets..",a finding specificnll,ynoted by:the;
Supreme. Court in its affirmance; . Timken Roller Bearing
Co; v.·United States; 341 U;S. 593.596 (1951).

82/ United Stntes v.TopcoAsso'cintes; lnc;~405

U.S:-:-5~:6 (1?7?h.,,:.:, ... , .... " .. :
83!Com are Unitc'd States v. errold'Elcc'tronics

Corp., F •. upp. 4- .D. a. ,aI!, •S.'
567 {l961). ... -
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non-Immunedlatrtbutcr- ce-ccnsptretcre for their acttvt
ties in the United States. ;88/

Nor-may the distribUtors,avail -themselves of the
act of state or sovereign ccmputetcn defenses._:The
government-directed .conduct here .Is wlthln United States
territory.notwltl;tin, the. territory ,ofA:.,~/

, :;,TheAistrlt>utpr's,'ass,ets in A:ar~ putat,:rIsk.bY
'Vlol,ating A'~,comIlla_nd ,as toaproduc:twhlchIsexp?rtc.d
f,rom:A's territory to _the tJnHI:!~: Stat~s~ 90/, &.l~~~s.itua
non, where.twosoveretgna' ,dlrectlv.ea,.toy ,pr,iyate::party
lire in dtrecr conflict~" frequen~l)'_leadsthec()urt;~,.to
balance the Interests ,of .the two, .!l0Yi:!reigns in, accordance
wlt,h .the prfnclplea of:e;!?Illity., GeneJ:'ally., whenan un
resolvable ',and,(lirect ~cmfl.ict bet\v"een theJawEl?f rwc
countries bnPP.se,g,substalltial,h:ar~,sl1ip:upon the.,affe.c~ed
party. comity mayIndtcate tliat the laws of the nation '
with the more important natioIl~,I,il1t~~sta~ st~ke.based

upon its 0'N1l Iawsand,poUci~s.:.s~ould'pr{lvaiL':91/
We'believe: the'United'States;, ~ntitr,ust,laYi$ r,ep

'resep.t"tl flmd~,lllentalandimp(j.rta,n(nation:a1 policy; 'In
tllLs'ca~e; J~e Purll~s,~alld,~n,E!c~sElI,l:rY'E!ffE!ct, of A's,"com
mand~~,":-to crea,te"a,p~r,se,,antitru:st,v:iolll~ionill' U.S.
markets- ,~,is, ,con~a:rY:'to,'t~a~,'p,01icy. '-,Accordingly., VIe:do
not ~l1eye',.c?o,lllitY:'N()Uld 'r~quiJ:~ that:t1le United States

;tr,el,lt.~ 'scl:}Il1lDan,d as, contr,()lli,ni,:Jiere~',
, '. The fact that the'''command''is'!':Irobi!bIY,'lll,e,gal
under t~e la,\\, of ,Aalso may, be l';ignif1.~an!., be,ca,u,se'U
reduce,S ,thtl,:"command',': to: what :amouIlts~C1 "Informal
enc,ou:ra~ew~nt",by,the foreign goyer~Ij1ental'o~ici,als,~
WhUethe,~egalitYl1nderf~~iS'll'law' Ill11Y n,?fbe. cont:r0lling
for U.S. 'antitrust purposes,.it:Is ~[l'iS,s~e,\Vhich can bear
on the geed fait~C1f,thede~enda'Ilts~"andthe,''Neigh-tto
which the "t:0IIu'nand~' is 'enrttled ~n';adjudic,a~~ng,~ivat~,
a~tivity underit;:, '"" , __ ', ,,', ,,'

','rhis prob1em:is'silTl,ll~rIn manr,respectsto
Intera-mericanRefining Corp. v ; 'Texaco'Mara'caibo.
Inc •• -92/ 'and much of the analySiS here:'is:iIlconsist-eIit
with toodecision in that case. The Department believes
the case to have been wrongly decided to the extent that
it dictates ,a_cQntrary,:result., andwi.l1: pursue tli,ejioSition
stated In this Case-In making 'enforcement decisions.

Q1s~ L:' Deai[~gl,\itih'A'C~rtei
Offshore. 'Inc.'.' a large multinational- corporation,

incorporated in Delaware; .mtnes X-cre abroad and-pro
cessestt rutc X -product.whtch it sells .In .the ,U. S. and a
number ofothercountries.:Offshore owns 75 percent of
a subsidiary which It nrganlaed.In C,to,opeI:a~,a-Iarge X-
ore.mtne there; :""'" ".-c,.';:,'," ,',':",_,:', '._c', :,.-

.ihupurt-Metala Cumpany, mines, :X,-oreJn),1ve,'
countries and it 'sensX",or~;.lI:J:ld';X:,prod1,lctin a.number.of
countr[es.';includingthe,JJ.S.:; IrnPO:z:t,¥e~.l~ is:7.5"pEl,r;:
cent owned by .the NaturalResources Group,; a diversified
Investment.cOlllpanYY':hichapp~ars::tobemeetly:avlned:

881.cr, 'Farris:WortliY;,:,:Zerbs't~, ?~:F.2dS4,1; (5th Fir.
19m. See also United States v. Bechtel Co'rPoraUon. '
Civil No. C7G~99 DNAAntitrust & Trade Reg. Rep. No.
747. p, D-l (fan. 20.1976) (N.D. Cal•• complaint filed
1an.16.:1976);""··" ...' .. ,

89/ See generally Fo~eigt\:S?vereign ~m~ities:Act
of ID6. "'28 u.s. C•. 1602etseq.:.:Pub.: L.' 94-:;:,83, _Oct.
21.1976.: 90 Stat.' 2891; ,DunhUlv.,RepublicofCuba. 425
U.S.682{1976); :BancoN"'iiCIOiiiirdeCuba v. 'Sabbatino. ;376

...kU.S,"39a,{1964).;,~...~"~"""""",;.""",., .•,,.,.";""""'"
90/:U 'A·sncommand"is lllegarunderlts:law~:legal

reriii~le,s:,aga lnsfexproprIation'or'other penalty,under
A's law maybe available.

·91/ See Restatement (Second) ofFore,~8:#~clli:.tlorisLaw

o40C" 'ffiFRestatement also gives some weight ta,the,. ;
nationalIty" of,thc:affc!=te9,p,cr,s:ons. al19, ,the ,~ep"itorY with·
in which the affected conduct takcs place.
~/ 307 F: Supp. 1291 (D. Del. 1970).

and controlled by the government of, C, the Asian country
where Import Metals and its parent are headquartered,

Vltamlna Is a European-based fruIt company which
sells large quantities of fruit juices in tte.cwn stores In
the U; S. -It recently discovered a very tergc Xccre de
posit on one of its fruit plantations and, has ,b/i:eI\ aelling
X -ore abroad.

Import Metals" Vltamina and the four cr. five
other foreign X -ore producers recently met In country C
to form a cartel. and agreed on.quotas endprtces jor a,u
X -ore production. ImportMetals Is the .ouly one ?f these
foreign producers which sells X -ore orX-prcdact tIl the
United States.· but the others all sell substantial amounts
of x-cre to foreign brokers. who resell about 25 percent
of world producttcn In the U. S. The government of C has
given notice that it wants Offshore to pledge to the cartel
members that Itwill abide by the agreed-upon quotas and
prices.

I)ISC1,lllsion
'Ihis cartel agreement would be a clear violation

under the U: S;· antttruat laws unless defenses peculiar; to
the international' situatlon al'pIy to particular ,defendants.
In view of the large portion of 'the world Xvore market
which is imported into the U~ S•• lt Ie reasonably clear
that the foreseeable effect of the B:greement .ls to re
strict U; S. imports;' Therefore. mere.te subject matter
jurtsdtctton cver thetransactlon under the Sherman Act;
Offshore and its subsidIary are the most vulnerable of
the above partles if they agree to partlcfpate In the cartel.
They clearly are subject to personal jurisdiction because
Offshore is doing buslness. in the Ur S,

dffshore may have a defense toa U.S, antitrust
action under the act of state or foreigp. compulsion doc
trines•. 'Thesedefenses are~ubjectto ImpcrtantIlmita
-ncne, however.93/A major Hmltatlon Is territorial.
Although the U; S:-C'ourts will recognize an antitrust de
ferise foractlons taken or compelled by a foreign sever
eign wl.thln its territory. 94/such recognttlonwtll not be
afforded with respect to aiilact inside the United States;'
~'~e situation in third countries is less clear. 22!

A secondlimltationis that the act upon which the
defense Ie based must be the set of a truly.soverelgn en
tity acting within the scope of its powers under the law of
its nationality. The valid decree of a foreign government
usually meets this requirement; the action ofa nongovern
mental agent of a foreign government does not, at least
when it is not proved that such agent clearly was author
ized to perform the alleged acts of state as a delegated
soveretgn runcnon, 97/Third.the act of sraee.aerenee
does not apply to the"commercial" actions ofa:foreign
government or instrumentality., but only-to its public. po
litical actions.~/Andu~derlyingtheforeign compul-

93/ See generally. Foreign Sov€!r~Ign Immunities Act
of m6. 28 U.S.C.· 1602et seq••. Pub. L .. '94~,583., Oct.
21. 1976. 90 Stat. 2891.

94/ See Continental Ore Co. v. Union Carbide & Car
~. :370 O.S. 690. (1962)., Ul).itedStates v•. Wateh
makers ofSwitzerland Information Center. Inc •• ,1,963
Tradecas. Para 70,600 (s.D.N. Y.196Z).

95/ .,Sec the indictment in United States v. A11AX. Inc.
76 CIU83 (E. D.Ill. 1976). BNA Antitrust &, "lr~de Reg.
Rep. No. :771.p. A~6 ,Ouly 6. ,1976);.sce also RepUblic of
Ir'69 )' ,First National ,Cito: Bank•. 353 J? 2d47 (2d Cir.

-'i,I.9 5 ".'cert.""dcmedw3H2~~..s.",1021;.(1966).·" ";" ",":~"':'; ,,,:
96/ ,See Banco Naclonal de Cuba v;, Sabbatino, .376'

U'-5;398;439. 445~450 (19M) (White. ] •• d-issenting)~
97/ Dunhill,v.· Republic. ofCuba; 425 U.S~< 682.. ,693·

69S"TJ,976).
98/ Foreign SovereignlmmunItiE!s ActoCl976, ..28

U.rC. 1605(a)(2) •..Werecognize tluit.scparatl~what is
"commercial" {rom what is "political" may bC' difficult
unless the two sovereigns diStinguish the two concepts In

,i'::;;

~.•'.."...".•...'•.....".'...'
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Discussion
One of the regularly accepted justifications fora

joint venture is the sharing of large and unuslial risks.
106/. The formation of Oil Guarantee Ltd. for this pur
pose ,seems withInthis traditio~al justification: ends-as
Icng as the joint venture atlckstc its assigned role, it
does not threaten unreasonably to restrain U.S; foreign
commerce•. Nor~oesIt appear to involve any Irripermte
stble. coll.at~,ral re,straints. on any individual member's,
ability to compete on an entirely Individual basis'". Neve'r.,
the1ess, since it is a limited purpose joint venture,
prudence would dictate that it be given a set termination
date-o-r-ather' than having it remain as a forum. for co
operation among its competitor-members after Its ortgt
~~ ~!1:~e has passed. ,107(

105/ Foreign Sovereign Immontuce Act Ot'1976,'28
U. S:C. 1602 ct,seq., PUb.L~ 94,.,583,. Oct. 21,,1976. 90.
Stat. 2891. The statute defines "commercial activity" as
"either a regular course of comItlercial condu~t or a
particular commercial transaction or actsr'The commer
cial character of an acttvtty sball be determined by,rcf~
crence to the nature of the course of conductor,Panlcul"'
ar transaction. or act, rather than by reference to. its
purpose." 2B U.S.C. 1603(d).See the discueston of rhls .
point above at p, B.

106/ See C. Kaysen andD, Turner•. Antitrust,Policy
136{f9S9).

107/ Cf. United States v. MorgQ.n; llB·F.Supp.:6iL
689-::091 (S.D. N.y. 1953) (emphasiZing the limited nature
of underwriting syndicates).

The fact that Import Metals apparently Is control
led by the government of C would not provide It with a
sovereign immunity defense to an Amcrtcan antitrust
ecttonsThe sovereign Immunity defense does not extend
tot'cornmcrctcl" activity of a foreign state cr.or a bust-,
ness corporation partially or wholly owned by a Joreign
state. ,105/

C;~;'~ M~~iiticai'Ri'~k'Insurance· .
~lX major oil companies(lourbas~d'in,the,Un1ted

States .and·two in Western Europe) operate'oil, concessions
in an African country, The four American·companles ..
also operate major concessionsin:a Latin American coun
trr;. ·'Ibecompanies. areconcerned about the long-term
stability of their. operations in both countries; The com':
panics are especially concerned about continued 'access
to Iow-sulpbur oil from the African country,' because
low ~s1!lphur'oil is required to comply with environmental
standards tn several Iarge American cities; -and subsrt
tutes are scarce,

The companies feel 'that'theirbargaining'positions
vts -a-vfs iKJthgovernmentswouldbe str-engthened if the~
could assure some alternative sources of supply. 'There
for:e, :they propose a joint venture to deal wtthrhe situa-'
tion. Three of the American members; however. are
adamant about excluding the fou,rthAmerican company,
Mavertck Oil Co. ,.which has been. an unpredictable factor
in,theindu~tryand~nimportan,tsourceof supply to In- ,
dependent refiners in theynited States.

Ultimately•. the three American companies (A,'B
and G) and the two European companies (D and E)· agree
to form a joint ,venture company, incorporated in the
Bahamas and called Oil Guarantee' Ltd. The-three AIrier':'
Icancompanies eacb 0~n:2,5'percentof the stock," whtle
D:,"andE each oWn'12; 5 percent, On-Guarantee Ltd.
operates only with respect to the two concession coun';, ....
tries. Its purpose is toarrange for back-Up c:ommitments
of oUfrom its members and ,from outside sources •. The
agreement provides for a "{KIol':.for producer-Member,s,
in each counrry.. ,and guarantees each producer-member,
a pro-rata,share of that ''pool'' based upon prior pr-cduc>
tion percentages.

The British GovernrnEmtowns,'50 percent of the
stock of D and 16 percent of the. stock ef E,

TEXT(No. 314)E -16

a-sfmllar way, Cf; United States v.Deutsches Kalisyndi·
kat Gesellschaft, 31 F, 2d ,199 (KD.N;Y., J929).

99/·Restatement (Second)'ofForei nRelations Law.
Seethe discussion in Case K, pp, 1-5 a eve,

100/For example, if the·government ofC In.Its ca
pacny.ae majority shareholder in the Natural Resources
Group .requtred -that. company's management to organize
a-commerctal cartel, this may be. regarded as a "non
sovereign" act.

10.1/15 U.S.C. ·22. Fora recent statement of the
breadth'ofpersonal jurisdiction under the antitrust laws,
see~e~g.'; CoHnco Inc.v~AngolaCoffeeCo. A;C.;
1975-2 Trade Cas, §60, 456 (S;D~N;Y; 1975)~

102/ vuamtne may also be subject to service-abroad
unde rthe terms ofRule 4(e) of the Federal Rules of
Civil·Procedure,· whtch allows service of, process outside
the United Stares under theprovlslonso(.varlous state
"longarm" statutes.: See W•.· Fugarev Foreign Commerce
and the Antitrust Laws, § 3.7 (1973). In one recent in
etence, the JUStice Depa rrmeut obtalncd an order; ,in re
sponse to an un~ontested motion, 'authorlfing appotntment
of a .forelgn person to serve a' sullimonsand, In_dlctlTie_h~
upon a foreign overseas corporate defendant In a' erbI\lnal
matrer.' ,United States v, De Bcers Industrial Diamond
Dtv, 'Ltd., 74 Cr. 1I5l RJW (S.D.N;Y. 1974)~

103/See 15 U~S.C~6. n,
w4fUitit("d States'y. Ncderlandsche Combinatle

veer Chemlschc Indusrrtc, .JJNAAntitrust· & Trade,Reg.
Rep,-'No. 690. p, A-6 (Nov. 26~ 1974).

slon defense L" a balancing of the comity interests of Re
statement § 40 99/ as well as the questIon whether the
company IsbCiiig reasonable in doing what it fclrIt had to
do.

, Offshore, may have a sovereign' compulsion defense
In conformity with its own Iawr.requtees.Ort
erve.the terms of thc cartcj for Its.acta sole

C's territory. --QfCilhorcWouldnot have' such-a
lC purported to require such conduct In the Umr

ed States, .oi:'if the-requlrcmenr is-not imposed by the gov
ernment or C acting as a' soverefgri, :100/

1JIIs example clearly, Involves the posstbthry of '
conflict between the sovereign governments of the U.S.
and C. In these circumstances, Offshore may find It ad
vantageous to seek a buslnasarevicw, Even if a business
review letter is not sought or issued" full and candid dis
closure by Offshore of its activities in connection with the
cartel may serve' as evidence of its intent to comply with
the Iaw, and would substantially-reduce the risk that it
would be charged with criminal liability.

The' above discuss ion ofsubject 'matter jurtedtc
tion, the act of state defense and sovereign compulsion
is equally'appllcable to vttamtna and Impnrr Metajsy.bur
the personal jurisdiction requirements,C)f the Sherman,
Act place the\Tl.in slightly different situations. Ylramlna,
because of its juice business In the U~S., is subject to.

. the personal jurisdiction of theU~S.' courts even in con-'
necclon wlth matters, such as the Xcore agreemenr,
which are totally unrelated' toItsjulce business.:101/
Thus Vitamina can be served-lmniediately,througilIts
U.S~,agentwith asubpoena;'complaint·or:indictment~

102/linport Metals; which, has no business activities at
81lln the U.S~ ,'maybe more difficult to reach under the
U. S.atltltrustIaws, but the Department will try to In-r :
elude alt appropriate defendants In every casec.It Import
Metals has propcrtytn.tbe United States,lt may be
seized undcr certatn ctrcumetances to induce consent to
the-ju.rtsdlctlon of a U~S. antitrust court.~ Even If

_personal jurisdiction and venue requirements are .lack
lng, the Untred States may file indictments or other
process against an absent defendant. and hold thel:Ilollt
standing indefinitely, or until such requfrementa are
met. In at least' one.Instance, such an Indictment has
been.sezved-vyears later. 104/
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115/ Eastern R. R. PresidentsConf. v. Nocrr Motor
Frcight,.lnc." 365 u.s. 12.7.136 (1961); accord, United
MiriCWorkcrs,v.Pcnnington.;381 U.S. 6~5)~

116/ California Motor Transport Co. v. Trucking
Unllmlted,404 U.S. 5,08 (1972).

subject to U;S; personal jurfsdlctlon.rhrough presence
in the United States. Even if they are not, appropriate
action could.strll be taken against-the American parties
-,,'whlch,in ract socm to be responsible lor excluding
Maverick 'Oil -., 'for they have agreed among themselves
on this policy of exclusion, Finally; the so-called
"restrictive theory of sovereign Irnmunity't.employcd
the United States would allow application of.U.S.
amnrusc law to Dand E's t'commcrctalvecrtvlttes
despite .the fact that aIorelgn scvereign.Is a-major- or
controlling stockholder. ,!!if

Case··N: Government-ImposedRestralnt
A. a corporation organized under the laws of

Country X, 'is a wholfy-owned subsidiary of AUSA, a
U.S; company. A manufactures and sells 25 percent of
the wfdget-market In CountryX, Two of the other wtd
get suppliers, B and C;· are entirely, locally owned and
rcgerheracccunr.for- about 20 percent cf the market in
X.,,· The fourth .suppfier-, :D,. is a.majcrtty-owned
suhsidiary.of a. manufacturer Iccated In the Pederal v..
RepublicofGermany;and,accounts for ebcur.Su.percenr
of the market. The remaining,25 percent of tbe X
market is accounted for by imports from U. S; •
Japanese and Swtss menuracturers,

Band C find the widget market in X unprofitable.
The government of X asks A, B, CandD to form an
advtsory.councifto advise it on bow rc srrengrhen the
local widget manufacturing industry. A joins B,· C·and
D in advising the X government that the market In X
not large. enough -ro sustain four local manufacrurers
plua.aubsrantial -Importar and A, B,C andD suggest
either a tariff increase,or an embargo fer a specified
period•. TIJis action; if taken. would affect exportsby a
secondU. S•. manufacturer presently accounting for about
six percent of the market in X. Officers of AUSA are
advised .of tllis -acucn cr A.

Discussion
lhekey restraint on U, S. export competition has

been'Jmposed'by the government of X," A-gov.ernmenthn
position of protectionist tariffs -and quotas is normally
considered a sovereign function of the state within its own
ter-rlrcry and .rheretcre.exernpr from U. S. .antirrust en"
forcement under. the act of state doctrine. discussed
above in the Introduction; pp, '7-8. and Case L at pp, 54
55.

In:1961 the Supreme Court enunciated another
exemption to antttruet prohibitions, holding that "the
Shc:nnanAct does not prohibit two or more persons from
associating together-In an attempt to persuade the Iegts
!ature or the executive to take particular. action with re
spect to a law that would produce arestraint or monopoly...
lIS/This has, become, known as the Noerr-Pennlilgton· ,
doctrinc=~Thl:!rtO! isan exception to this rule when the col
lective activity, ostensibIyintended to get th!'l government
to impos~;a'.restrail1t;,is in.facta."sham','.which·conceals
a direct restraint by the parties, such as a misuse of ad
mlnistrativeprocedures.J16/There is another excep
tionwhere private'parties •...-arleastin the regulatory'c.on
text. collectively lie to the governmentall(.~thereby cause

TEXT(I'J"CJ)

However, as noted in C3seC. pp.19.,.22 above,
there Is.a.thlrd anurrust-ccocem which applies whim a
joint-venture is Iound.robe an, "essennat.Iacltltyv-or-a
"bottleneck.monopoly.Yi.The bask rute.ts that where a
group of cnmpetrtors form a joint venture whichJi):is tm
portant competitively to the)lle,t1lber":Fomre:,dt(n;~ a;nci ~ii)

cann9tbe,reasonably ()uplicated,i:,then tJ,l_eY,IJl~~t'gt:"_ant "
access .to;such-.afl··es:;;~ntlalr~cility':'_toal'Jirrns,iIlt!'tl;!
buslness.,:While¢is,[llle orlgil1ute<!,withJoi,nt,~nt1lIe-s
controllJng a.key.phystca l. fa~Uty.such "a,s}!;raJI,w'ar" _.:. _,,'"
termi nal :108!:Q[ a"fishlllarket 109/ the .ccncepr h3:s' beell
much. moreoroadly .applied as {rae\,el()ped~;',,!?erhap,s, tlie
most userei.ittusrrancn istheAssodated,Press.,wh1clI '
was fcrmedas a.centra l.news ga,thering service bY"a,
group of major newspaper's inmpst,leadiflg ,ci.th~s~ /I1le
Supreme" Courtapplled,the "essential faci1ity~',doct'r{n~
to this service. requiring fair access be ell:~ell;ded,t()'all

newspapers," IIO/il.lthough :recognizing~~+,s;:lIp~,wire
s:~r:vicf: ahf:rnatrVf'R. w~r(':,'~ vll,i1,1l,1)I€"tl1m~,c;~ ~e~sW(:!ers•.
the, ,c:o,urt he~~: that theInabi IIty .to "'lIY,ney/~, fr'{)Ill)h 7 ""
largest, '<lIld,what ,rna;ny regardedaa the,~st.,I1ev;~,,:ser:~

vice,n~ce~:sarilyrestril:l:~;the,pu"'lic,atlonOf cilrn~titi,ye
newspaper-s, 1111.,,"""" __ " :',,",""<," :•. :

, The questlcn w~eth~ ~:par:ticularjoin~,,:,ell~u~~,.J,s.
an~~e,s:3entialfacility .. Ia.a. fa,ctquesti/m.,· :'Ihe :qu~,sti~n ."
may be phrased in te~s:of .wil.ether exclu:si'o/lpla,ce,stlie'
excluded !inn au serfcus clisa9va:ntag'e 112,1 or, \Vhether
a .reasonably Interchangeable alteFlllitly"7~Bts~ 1131

In the instant,case. ,,' the key i~:Stl'¥ 1:5 til~ exCIilsioh
of Mil verick Ol lCo•. ,fromOi:IGuarantele:,Ltd~ "If the
joint venture, company.Is ~ncIeedan,~'essE!tl,tl<ll-faciU,ty;"
and exclusionof Maverick Oil places .~·Iayerick.at,a :s~l:'~.
Icus dksadvantage.In its efforts tolmportoil all;d corrlpet<;i

,iILth!'lUIl1l:ec:lStates, .then thi,sexc1usi,:,n,of Mayeri,ck from
memberehfp would cClllstitUte a ,\'iolati':'l1,of, Sh,e~an Aqt
a, ....11le questionwhe~er,OiI Guaralltee,4t~.is,a,!,1~'es;"
sentialf1J.cility~'will depend on hoW:muph, It,~d,ct:s,to,tl1e
m~ll1bers',abilityt() bargain with th~,for,ei&ll:;g~lV~rrun€!nts
and to enter into firm '(or relatively firm),c..o,~tractf),fo:r·

deU.v~ry of oil to lJ.S~cust01ne;l:S.,There~ppelll'~to be'
no immediate1yaVililab,le a.Iternatl ve to ,the ~e,ntUIe be
cause the dominant oil companies in both' concession
countries appear to have joined u.

: Moreover',ifMaverick Oil »,ere ,~xdudedas"'" .
punishment, for. i~s i,~deJ>endentc;omP'=tlt!,ve: tactlc~ if-,th~

past. JiJifl .excluslba would be~~additi:o,lfi.trelr'l~ntfac~cir
argui ngIn. f~VOl'of giving¥a veri ck: c()mJJuIs,ory.ac:~el?S ,t?
the.jointvennrre•. ~rtainl)':J;hI,~ fact,tencIs,t? negatE: t1c11}'
"good faith"defense,on tilepart()~the:taxl:stingj?i~t·v~p:;,,'
.tlll:es •. If M,averrck on must beinc1ucl~,itshould. be
includedory equitable terms ~s~oinpl,lrE!d'to'th~ other
Illembers,.and, a,ccordingly, ,Jttoo wo:ul~.ha:v,etoputup

a fair sha,r~of capital for the enterprise•.

The'mere ownership'by tbeBritisll'govemment of
a stock interest -- evena:controlling'stock,interest --:-:of
tWoOiJ GuarailteeriJembcrsdoesnot in any. wayimmun::
ize the total venture ftom apPl::0prlateU.S.,antltrust
liability., ..... It Is not clear ,frol11 t~e f(lct~, giY,en\\,'b~tI1eF; D
8lld 1::,' .or fo:r that matter:'pn '.ouarante~·Ltd.-,~ree~"

~agedip:U.S. forei&J:1,or:intj;!!stat(! ,co~m.erceQr,are
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thc:'.grtiurid'that,thc prfvatc-party.was dircctly,·restralnlng
comm~rce.its(llf.121(.,:"':,'.' c. -: :.c'

_,~.,Ac~ox:dInSIY•._,we,~c,Qnc.l~d'~:iliaLt.:.~,,,a,c.t.i-,,,l.ty•.,jQ.I~,i"g,.. ,
B. C. and D rn the making of a recommendation that the
government of X exclude another U. S. competitor. docs
not' violate U. S. antitrust law. The fact that this activity
tic,curred in the context of an advisory council appointed
bY, the government of X relnforccs this conclusion, bat
the result would be the same even if A. 13. C and D had
jointly initiated the idea in an informal way. Under Nocrr
Pennington, the collective exercise of the right of political
expression is protected, even where its. gcal Is highly
an,tico~petiti~e.

119/ 8Jt see OCcidental Petroleum Corp. 'v. 9Jtt£!S
GaS"&"OilCo;,'331F. Supp,: 92,··107':"8:(C;D.:Cal. 1971}.

120/ 370 U. S. 690 (1962).

EY,37,0 U. S.a~:?07-08.

(No. 314)B -18

118/ California Motor Transport Co. v, Trucking
Unlimited., 404 O. S. at 513.

it to impose a re'strairii;·':!0:A;'sfml1af ex2epticiiimfght
exist for conspiracy with a licensing authority. or bribery.
118/ None of these poss lble exceptions seems applt..c...a... b...l.c...-·Jii:i"e;·...-..~ ..·--, ..,_·..··""··.-,.. ,·.'--·,·,·,,·--,·"·;"-.· ..·.... ,,.;',-~,-,--., ...,.'",,,,.-..,, ... '.--.-,...,,.-,.----.,.;,-,.,,",,,,.,.',',,";--'"'--...''','''''''''''''',''' . "

The only question here, therefore, Iswherherrhe
Noerr-PcmJingtondCK:trin7 ~ppll,e:5to.'d{9:r.ts to callsc a
foreign government to' impose restraintS on U;S;'coin
mcrce. Whilc the ~,case turns in.part on UoS.:do,- ....
mesne constitutional considerations, the Department do~s
not consider it to be limitCxl,'~o the domestic area•.' 119/
111C Supreme Court'a'dtscusston in, Continental Ore Co. v,
Union Carbide & Carbon Co:r:~, 120/ implies as much.
The Court there distingulsllcONoerr u not on the ground
that a foreign government was involved - - wt rather on

- -~- Woods Ex:;loration &'Productlng Co~ v. Aluminum
Co. a America. 48 ,F. 2d I286.J296~i298(5tbCir. ': ':
1971), cer~denied, 404 U.S. 1047 (1972);



Comments on theE.C. Commission's Draft Regulation on
Patent Licensing Agreements

developed countries is higher ,than that of export of

Japan, the number of introduction of technology from

The international transfer of technology d.a becoming a

So far in

October 16, 1977
PIPA Japanese Committee No.2
Chairman: Mr. K. Takayanagi
Reporter: Mr. F. Uchimaru,

Mr. 1. Shimada

Summary

subject of great' importance to all countries.

technology to these countries, which, however, is g~adually

increasing. Therefore, any new development about regula-

tion regarding technology transfe~ is our serious concern.

The present draft regulation should be welcomed for the

which seemed to have been somewhat 'comfused and also it

wdLL simplify the procedure of exemption since agr-eemerrt.s.

will be automatically exempted if certain conditions are

When we review this block exemption rules carefull.y,met.

'reason that it will offer an unified view of E.C~ Commission

however, we have found some inappropriate points.

We would like to present a summary report of comments with

respect to·the· items considered to be particularly important.
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Comments

Under the draft regulation, block exemption is granted to

an exclusive manufacturing license only if:

1) the licensed territory has population not exceeding

100,000,000; and

2) the licensor has the contractual. right to terminate

the agreement after no more than five years from

the con~ract date in the event that the licensee

has failed to exploite the patent or has done so

inadequately.

The proposed draft EEC patent licensing regulation is not

consistent with E.C. cOmmiss10nfs prior thinking. Firstly;

.... , .,. . ' .. ' ... 1)
acc-ording to' the Christmas Message,grant6fan-exclusive

·licen's'ei's l~gai without- anyvco'ndj.t.Lon, Secondly, 'K. G~

Coifurl.ts'sidr{'iri its decision: in 1972 for Davidson Rubber-t.s

ca;l':has held exclusive license-fo.rmanufacture 'and ueevas

legaL
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The limitation of population of 100,000,000 for area of

exclusive manufacturing license is. fairly low when we

consider the approximate populations of the member States;

e. g. West Germapy 62 m.i.Ll.Lo n

France 52.9

Italy 55.6

U. K. 55;9

Netherlands 13.6

Belgium 9.8

Denmark 5.1

This means that we cannot enjoy the privilege of group

exemption for any exclusive manufacturing license for

two or more of tbe major countries. We believe that any

geographical rest~iction abo4t ex~lusive right to manu

facture. will serve no p r-act.Lc a L. purpose because. t!l"re is

no geographical restriction about; e.xcLueLve sa],esrigbt

under theccdraft regulation.

Nowadays, it takes a long time and enormous cost to com

mercialize a new product in most of the developed countries.

Many licensees would probably not

and money for development under a situation that their



patent licensing agreement may be'iter'm:Lriat'edby'thil'

'''e under-s'tiandt tbaf ·:this ,o'p :&6v'f'E:fidh ~f' terindriat'io'n>0 f

a greJme:n~: -"wiTl:::beh'e:lpf'til etc)" "el in1i:n~:te :the "_-c~is:~:::\~her-e one

obtains the < patent 't01e'£ nobody pr-a6'tfce the' patent to

produce a product wh Lch is in comp et.Ltif.on -witW:}i'is product

but not :fbT hfniself topract±6ethepat'<int.14ibhou-t vdoubt.,

this 'case :his'to'·' he' ·a:.vbld.ed:'~ Never'th'efess", we"should not

ri-sk dikccltir'agemerit' o'f-"'-:s6:::ni'any" '--hori:e'st'- I:iceh'see:s~-to go into

exclusive license'-':'~fi!r:;~h-g~fue;ri-t~:'b'nl'Y,;,t6':::avO::id >sii'ch: isolated

c~ises;.

--Ex't;l:J~;'i~t-ihess: i.'s'd'rie 6£ "-th:e: mosti'mpbftalltelemehts of

patent right and, we are afraid that to require these

l'-iffiTt,at:.±oil's: on 'exclusive IfceIis:'e' nFight' imparr'-'thev-alue

and:ben~fit '-t'o '-both l£Cehsee,:,>a:'nd i'ice:ris;6"~: 'o'f'excllisive

1 icehs'e "arid 'hem.-c'ethe' "d~;iving:' 'f'orce"-'fdr-dbh:ai'riihg "'pat'ent'

ah;d:gi:dtii~("'irit-o:exCIiis'ive'lic'ensing arrahgehient,' thus'

inducing -the- sta"gna>t±ori ;iri:'the":'lrivent.'iv:e',actlvities' a.hd

technology transfer.
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For purposes of this requirement, the gross ,~~Y~P¥es

not only of the enterprise applying for exemption

preceding fis.cal year did not exceed, 100,000,000,', . , ..',.. .. ....' '..' ."., , . ".- ' ',.-..- , , .... ...... ,.. : .... . .....-- ".,,'>-", .. '." -- ..."., .,.

units of account (US. $100,000,000).,

pa:te!1:ts; arid

-250-

1) for.ape;r:iop' of. 10 ye;axs ,from. the date; of

"PPlicationp.f j:;h,e; basic patent. This period

2. Exclusive: Sales,License·

is block exempted only:

now in question.

is that~"the;,.d~f,init:ioll".of basic :--patent Ls. ;~mb;i,gup;Us,;.", ..._.It, .Ls

not; :pl;,e,ar.:frC?m, ,tl1.:i~.~xPr',~s,,~;ip~, ;~l1~;:th.~r:, basic ,:p~:t:;,~n;t:.~~fir:s.

most b~.I:>:i:c.: p'a:i?~nj:"" .. ~:r?-opg, tll~; ..pat~,nts;._l::i.C:::Y.n,~,,~fl 9r,mQst,b9-.s i c

pat~Il:t;; aJn9ng",t~e, pa:t,~!lt::;:~:x;is;t~ng;.;iI]. ,:t;~,~; ..~~ph.nipfll ,,~r;ea .:



r-

-.

If the- latter is the- case, there will be a lot of argument

-about what is the basic patent -since it is very difficult

to dr-aw 'a<iin'e"b'e'twe'eri-:b'a.sic' ~.irid~ridn~ba:s':fc, ·p'a.:r'ticular'lY

in Case wher-e te"chiiiC:"al a r-e'a i's:"ridt "we'LL def'Lned.

Coneequerrt.Ly, 'ther'e'may' :hS·"'a po-ssibility thate:x:clusi've

Ld c'errse ':agre~rii:en'€ ~h'ich' "should' ':be: '·grb'tfp:exemjited:'is : Ii'cSt

exempted depending upon the interpretation by individual

of the nature of the patent.

Even if ba.sic':!piIterit'is; 'ele'arTy defiri'e'd} this pr-ovds Lo.n

has "ano-oher- ;::prahlem~' '·'ReL:it:Lv'e:"::,ll.l.1.lTlbex\,<:Of ::bas':i:c.,:::p:~:t'telj.:t,:,':'a.;s-,_ ..

against'--i'mpf'6v'erne'rit -'::('df ,':n6-ri';:"'basi'd Jo:p'ateIit ,'-·fs na.·turai'.lY f

've r-y-JemaI-L;« cThEfl';efo.r:e;\ )if"..',,',the -groti:p:~xenip_ti;'o.it:>df;e:iCliis:i:ve'

s,,;H,s<right: is Tilllited only to' bastcp'atent, bhe.vnumbe r- -of

agrecm<>ntswhichcanbegroup exemptedis'nothirig)but'smaTl

fraction of total. agreements, and th£s ·:provisi'on cwilI:-' be

of 'no substantial help to'r'educe Jthework of-E;C"'Cbllllllission.

If the"f6rm'er is the case, we will not'-'have'this' 'kiii'd -o f

,problem. However, there seetris'tO":be>'ldoph6'1e-:t6' thi'e(

provisi'On. . One could have separate:,,'pa.:t€hit:Ti'c'€diser''i~i-gr'ee

ments fdr<:-~ach"of;:,:the "p'a'€e'nt.s -:that; one' ~cirits:'t'ri':TicenJe

to the same com.pany'ratliertharl he Ticens';smdlt:fjJTicity'-
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1. 0 year

o f -<ga.t~,~t,f? undy.,r;;oI1e:l.,ic.ense::.agre,e~,e!lt.,.> on.Ly ,;~o p:ep:t:i,.t~le:

himi;og,..oup exemption for each of,i;,he patents that.h('l

wants .t.o :l:i,ce,ns.e.· Thi.s,,_wi,~leyen:i:rlcre,a,se,the number- ,of

agreements ttl,at, E..;G. .CornmLss i.o n h.a;~;-to r;~y.t,e;w,,; in,qtlit,<?

co rrt.r-ar-y vtoit.he objective of the. draft ,,..egulation.

In co ncLus.Lo njcwe believe it is' :b.e,tter I10,t. tiovd'i e.cr-Lmf n a t.e

basic,:pa,tent,:~rom.non-ibesd cvpaberrt-,

The second point we would like to mention is that it is

more' app r-op r-Lat.e 'to have ,:the excLusLve :p~riod:;:be."f,0r'

ten years "from . the :date of-execution ,pf 1{1l,f:!: :,:l:~,cense;:tagJ;":~;e~

ment or;life.of (basic) patent,whicheyer ,i;h,e,Ejhorter

r-a't.her, 'than:ten year-sfr-om, ,the ,date :of',appl.ication .o f the

(basic)"pateni;. Consideringth.e most. probable time schedule

f r-om ::.a.ppl,::ic:ca.t:i;onof ;,pat.e:J1t. :to "co.~,encement;,of;,.;sales.of .tihe

licens,ed,pr'o duc t-, ,·that1:E>,

from application to publication 1. 57Z' ..yea.ns

from publication to execution of

l~~e~se:;agreyment

f r-om ;.~xe;cut;~{)rl;,o.f: .agr-eement, -to

ccmmen cementi ':of saLe.s ,-3-5yeqrs

exclusive period will be at the longest 4 years after

commencemerrt.. ~f-::s~.l::,¢,~,,_:::l1;:gde.r~h.e,,__P I}();Pq. ~.e:d "e:JC,9:J,l:':,s,iy'~;,:pe~,i,(). d, ,;
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regulations introduces severer conditions than those of

The present

years, ,,'fr-om exocu.tdon. ofirL icens'ec'aigrekrtientj

e xcLu s i.ve. ,~ales-::per-Lo dwill:" bec:,'S ~'0';'i7"'year~~ "wh'i :~h': ~ii i ,':

exc'l.usive.. libensee:.-.If:'"the,CeXClue;:1Ve;"p'e-fi6d :fs f6 F'teil':'

be mor-etnea eo n abLe. fd g'uee;

to group, exemption from, app l.'i.ca'tri.o'n 'of 85(1};

,corpo-ra,tior1::.o:nly ibecause :,o.:f·-i tis e-i-ae•

This seems to be like reverse discrimination of large

r-egu'lat.Lon .is:qui-te· dif:fer:ent', from "an:d much;' s'e\re-r'er tha:'il

this notice of E.C. Commission and a:l£othe pfe~~1t'd~aft

small .s i nce this.':'fi,gureTis', no ti i.o n Ly<foi- the:'ii.2erl~~e ,':ttL

self but also includes the gross revenues of its:;af'fiiiat'~s.

AOIP/Beyrard decision, E.C. Commission decision of

December 2. 19751)

We believe ,that 100; 000JOOO'urtit,,6f account is ""'hiti;J.nf

,;E,E;G -hae. a-Lr-ea dy ::issued ::.·the noti'C'ei :':::re'gcir'di'rig~ thi J;l';s\ibJ~'ct-'

on May ,'1,7. ;1970~) ,According totli'is' ri6'ti'cej' :'ag"e,"'lTJert't,s

are clp.,ssi,·fi-e:d -d.n -ner-ms. .o f mar-kef s har-e' of: :thJ ~ 'p'roHl1C;'t

as weLL ,a,s::,gr'P.ss :,·turn:ove:r. of ;:,the :'eriterpri:se";':ih:'qo?es'f;:f6rt

and :agreements:",fal1fing:' 'wf.thin ce:;r'taTh "range liT"th'ese

r-espectis' .ar-e i.c.Las sti.f'Le'd as" ::mi:riO r 1 :''imp~:rr'tahcE:t 'and'arec'::~h:eItibd

· which is much too short to be d:f:"".~h-yL:.p'j:..'ac'ii"ea:i,,~':tral':Ue':,:,.f'b



3. Field, of Use Res,triction

is not tepJ,n;ipal:tY equ i ped :to ,expoitthe, pabenti.ipr-oper-t.y

in the excluded fields of application. If'cthe ':licensee

.is C011.5i de:r,e.clt9pe

applies the patent in field other than those specified

in toJ,e agl"",elllent",the Ldccnaor- shallUstill' be entitled

According to the gu.i de.l.Lnee of:Japanese "Fa:ir::Trade::Com'mi'ssi'on,

to grant license only for a limited area within the w101e

area_cJ~v;y,~e4::1:>X p:a,tent",:,rights)is: r-egar-ded -as pr-oper- exee-c-i'se

of rigJ,to'llnder the, P<i,tentJ\ct. further, the "Christmas'"

license" "did not fallcwithin Article 85' (},,)category.

Such reEl"P;~.;i~tions,-}1.?-Y~(S9:.fpP,· been; de~med(l:e'gal: .Ln.. o r-dd.nar-y

:,l_:i.F~r-~:i,l1g,.I=!r~~,~ic_y,J+J~;v:i.Appn"Rubber- d'ecision,i:supra}'~ In:

fiel,cl,J)ft",c,~()Jo,gy;c and, not aiming a.t,' restric,tion o f ima r-ke t;.
5)

legal.



B)/:th.'es~::rEb 'a'so n~',:>(~e'actual: l';ay"-'(J-f p'f;Qdf-- bY'TicEhis'Dr:'.'

conditionally be legal.

-255-

are afraid that proposed 'draft regUlation will not be

wor-leabj e' aii(f,-,pra'(::'ti'c~:l;.

It is linde~stai:idaBfg;'tHat;!-{ise "rE;s'ti-ibilc)fl"'shduld::'hdt Jri;:";

Howevef~':' 'd~±te:f.ia~'C; f -, d~tJrihiriIiig

subject ,to declaration to E.C. Commission by licensee and

It is:, hO'w~ver', "'agai'nst;"a'htl)Jtrus:t?'r-egliia-t-ihh; "~Cf ';f~L~rd

use 0 f 'phterit' :i:-fi'~ r'efft~i;ctE;hiig~in'st':tV'iti';"bf:'iiberi~~:~!.

to group exemption shall not be limited only tot&8hrii81il

cap~h~11'ty,'-hili ':'sl1:ait i'iicIUd~ -'d'thE3'r"'f~Btb:f.'~udli ii~';ilic:i-fkefingj'

capabiTftY.;:', "f±'i1:~ndi'af:"da'iiablt:Lfy,:drg~'n-i:2.itidri'iil.:f'a8t~'iJ~-

and mor-e -impo"'ff'cii1:f't'y ':'li2Jn~-~-e Fi{"i:h~li'de<f6:"'I:firii t' Jtli:~: fi~-'e'ri'f5"~d

field to ce'r-tiad'n 'i:cifea.:fn' o"rid~r::'t6 rnIn:l:mi':b:fk' t:6y~ft:y. :Th~"~~

\",ill' be ma'ny"ca's'e's 'l.,her'e 'l:f"deti's'e'e" './cirit'~'t'o :h:'~.:~~' iic~ri'i~'

In addition to this deficiency, the draft 'regulation has

anoth'er"drchib.ick;'th~t"there"'r'elri;ilns 'rri'anf qh~'stih:ri·':·;ab6ti.t

It might, therefore,' be' one idea t6"ntitit!p,it~ritTi~i>risiri~

agreement having fie'ld'b~'-'u:sk-:'re'b;'t~'fhtld'h,'tb-:g~;bHp-'~!x~p~i.on

for only limited area although licensee has technical

C'apability t6":x'p16:tt the 'patJh1:; Ln the J:x'clud.J'ci ,irea':



4. Grant-back

The~1:>l.i,ga~i()n to p a aevo n . e:x;p~ri)eIlc~: j~flc;l "tf0"gtaI1t:"lic:~I}~~s

in r-eepe c t. ,of epp.l.d ca t.Lo n 9r Lmpr-ovemerrt.a :,of",tl:t~ori,ginCl:*

obligation on the part ,of licensee to grant-back its irn-

in substance.

bring an undesirable effects for oompet.Lt.Lon; ,lVh~n"gran~1'""

back is utilized for the purpose of getting control of market,

the v Lo Lat.Lon of Sherman Act.

he~c;l,~r,.p.lft7ba9~,t,~gql,0ncondd.tif.on th9 t -:i. t Ls. no tr-excLuedve

and i:;he licensor bears simi.:;Lar_ob.li_ga-tions,~:'::'_ - ','-"'"'. ,:"', ::.'...,.." .... :.. ,",_";' :,"" <-, :. _,;- : -":" ", _..' :-"",::..." .,j-,-:..,_, c. _..' ".,,- ':" ..' ,
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Ther~,:f:or,M"'!.conddt~.ons

Likewise, it makes no sense for licensor

grant...backvbe non...exclusivec, " ,:_.} "I C'_,._ ",<'" '." ','- i; > , : ,,' i ".:, i'" : ,,_: :'
:),)

grant-back shall be "If the licensor is bound by the like

non-exclusive.

that grant-back shall be non-exclus:Lye:i,f,;the,::liceIlse is

wit~ ,';.I':r,~:W~,(;-P fR', ~_~:m~ _;- ~e?:~E,'":lI?,hiY,'7t-,_: 'f:,r~i~";,i3.1 i;-h9.P:~l:1 ,~~;"a~_~:.t:_

to ·i;-hi~: co 1)di, tian,."

2) is in line with conditions of Japanese and EEets

Of the triple conditions that draft regulathm sets:

3L... Ld.c enso r- ,.:L-(5 a.t;l:t?h-9:t:'i:l;,~d, U?'-~f~rlF,:: ,~~.i~':":I.;~c~~se~f

to other licensees

obligation and obligations of both parties are equally

In essence, the proper condition for group exemption of

balanced. 1l

,.;rh~J;l__ ,the"li<::~n.se:"~tse:lf,, Ls .exokusLve.,

We b~~.~~Y~,:,<h?weye;,:> t-r~,-t(; e-Y;l:;??· ,~f,c~,~:;;~ye_:g:~~pt ...b ack :~l'19,1J.ld

be 'l1elql,~gi!l, if; tl1!';(oricgin;>l)l:L<::""."sy, is excLusLve

.t.o have right to sub-license the impr,ovement granted-back

1)cand,3J sh;>:),l ge s"bj",c:t. t() Iw;t",e9f' o,iginalcUc;en"l"

i,a,t;l,cl .shoul d n9.1:; be absoLut.e, p(),n,4:i~i9P§3_,_-f,9Pi: g:"f'()1J,p:';_-e:x~mpt:i(),n..

, regulations (Christmas Message) and we have no obj ection
, ',_". _", , :_. , :': , __ : _, -,' - ..... ,,:.: -,:- 'f"·, ::_: ':', .. ~ "",:., ; .. :- _ : ,- >_: "':.",,'., :",' -:_ : ::.'. >, : "'-','" '. : ... ....._ 'C',: ."',:



5. ConClusion

To our regret, we have'-'no"su.ffic"i'ent::'<tiIDe:':t6" ~efer to

other items' 'in qu~sti6:n- stich a:~ -it1'~~-Y~test-<ibilitY';;miriimum

royaTty'-'o:r.,- arbit'f.atIoiJ. ciku~~;s ··6th~:r<than fblir--'item~

mentioned above.

Sinc~] 'E'~ :·C. Cdmnlis:sio'rt-' h.:i:g'" sbl:i.ci tEhi 'C<)Jiirtt~ntki:: front 'iriteres'ted

parties concerning the new draft BEe r-e gu.Lat.Lone , if-'~il1

undergo further revisions before a final text is adopted,

'refle'ctiiJ.'g: -va-i-~ious-6ortun'ents:anc:fopinions' of'-'- i.htei>ekt~d'

parties. The final di-aft, f.:e'completkhl,' .will become- c>t:ir

Lmpo r-t.ant; gUid~'-'f()r ;dra"fting i:r.it'e'nt::iic;en~irig ~greements

withEtlropean:"c()untr-i'es'~

Today; 'kriow£.how' ts'"a's'; v'aiuable"'as'set ! as' 'patent~ ~ii.d "l±ceri~'ing

o fvknow-chow-on'Lyvo r- maLnd y ' know-how is'becC>Iilirig: of 'great

Lmpor-t.anceiLnCt.he t'e'chn616;gy tfarisfer~' We hope; therefore,

that the'Coil1lTl'i's'si'on'::: wiTlseparately': offer'S. cleai"arid're'a:S:on

able policy on the treatment of know-how licensing agreements.
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did"' not believe' that

detail I should p",int a cast

aspect' of,"licen'sing"; I, told' Bill that

this topic ",ould be of interest and ~"o I aJ!lh%f' to ~!:lare my

of interest, had been my inv'?:tvf'memt ~n.the i l1tell"c,t1l",lproperty

problems related to a business divestiture. Bill felt,that

I had been"involved in any unusual licensing experiences" that

would hoid the interest of a PIPA' meeting. The only activity

in which I had"been involved,' in the past year, which might be

if I would present a" talk at this mee"ting on "some intere"sting

INTELLECTUAL PROPERTY PROBLEMS

RELATED TO A DIVESTITURE

-'"261 ~

experience with you.

Japanese translation, thel1 I will say it some ,other way. A

business divestiture, to which I just referred, is thE\ act of

selling all of a business activity or a part of a business.-)~.. " ., , - ;.. .- ', --. ",'-; ~'- " ,- ,-, <

activity. Hence the intellectual property problems which I

am going to discuss with you are intellectual property problems

relating to selling off a part of a business activity •
., .....,.',., .... ,-.. ,-'.-,_. ,', ""', ':-.-.,.'".' ..,.....".,.,..-. .' ';":" --'-, .'

Now let me pause f6i"a moment. '"f'hopg'our Jap<lnE!!;e friilrid1l

willforigvemy school teacher \tihidendes, •bi:ltH :t. re&b9ni.~e

that I have<used'anEriglishW'ord which.'mi<;jh.t'flbt havE! a g60d

of characters and a sce~ario of,the_c~n4~~~q~,w~~~h,wer~

peculiar to our particulaF d:ivesti;tjlr.e.:all.dwpicj1prCipaply gaye
'." "....."', ,_ .." e".': .' ;.:, _.< il .. ", ... '," -', .' -../ ; -',',", >_ .,.' ",' "_. .' '. - _.,' co·, .'.'.'.'.': ._, _ .',_,

rise to many of our problems. I want to make it clear, at the



outset, that this talk is not a general treatise on how to

deal. ~ith intellectual p~operty problemsi~v01ved in a.business

divestiture. Indeed I have. not had sufficient e~perienceto be

an. el<p.er.t. Rather I am.going.tot.ell you h",~wedealtwith

our probleIl\s., Som~ of911r probleIl\s and solutions maybe

sllfficiently.general t", a business divestiture to be helpful

t", you,.if YOll ahouLd get involved in. such a Program,

Sill Keating told me tha.t I had 20 minutes to be "on stage"

and when I undertook the preparation of this talk, I realized

that lcohld t<ike all 20 minutes just describing the background.

This of course would give me an excuse to go to Japan next

year to finish .thepresen.tation. I ,sincerely c.o~sidered

that possibility.but relucta.Iltly abandonedtlle schemeata

later .time .Ln response to the str",ng.urging ,9f IllY boss.

Let me tell yoh· th.at .ill the background· scenario we find a

multi"'oati.oniH company which I shall refer to as Company SR.

Company SR had a first business acti.vity-wh.ich we shall .call

the AAA business activity. I chose to use letter designations
,.-.- ... , ....

throughout this talk instead of the real trademarks and trade

names in order to protect the innocent.

identify as the BBB business activity, the

and the DDD business activity. The AAA business
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located worldwide as are the. others.. Fpr .l;easQns, which.were

redundancy costsare.v.ery. }ligh. In. addition, .. the

decision, Company SR had at least 3 possible courses of action.

It could shut down all of the AAA business. activity worldwide;

or it could find an ongoing company, possibly one of its

competitors in the AAA business, and persuade that ongoing

company to buy the AAA business worldwide; or it could work

out a plan to sell the AAA business to the employees who were

at that time working in the AAA business of Company SR. There

were of course other options but we need not consider any. others.

no longer engage in the AAA business .activity. Havingmadethat
'-"", .' _.- . . . -,.. ., '" .. ',' ., .. ' -. ', ..... ,'." ", ,<.-:. C--,':.' ." .• :. :.• ,'.. ,

the AAA business worldwide, it would not have been a simple

solution but woulCi ,;hav.€!:,gi\Ten ~Js~.._:_t.9,:m~lfY ,_man~,PFobl,.em~.•

For instance in many countries there is a redundancy payment,

required under the law, for each emplpyee who is terminated
.' .:. " ",,- ,-'," ,'-,' " ", I •

and such

If Company SR followed the first course, .i. e , , shutti.rigdo,;iri

such as COIl\pany SR, had commitments t9.manydistribut,ors.and
,'-,'.J,'.' "',,.,- "_.' ,', -' ,,',.: ", -," "",'- "-, ,.': .' ,-..:.".' .' '",.'.' .. ' _:.' , ~

trade unions of the AAA, BBB, CCC, and DDD activities, in

manyconntries were interrelated. Amq~~ ~~~i~~t~on, or ,a.

large· employee layoff would not only have resulted in high.

redundancy costs but would have .created a .general .strike of,

the AAA through DDD activities. Further in addition a company
,', >~;o;.' ,- " .... _. ",'" -" '" '-,' " .. ,,, ," ". .. ... "', '--', .' ..:- .' ':. ' '" ", .' ,L',_' , ,'.': ,'" .' , .... ' c:c- ,'"".' -:, 'C._ .' ',_, _.,._ '." _'. -·'0



would "have been subject to li"tigation ~der one or more

theories of ""tort, co~tract or statutory "prohibition, if the

AM business activity had beei, shut down. Even '"further, in

addition, there" were the 'problems of legal obligations to

supply parts' for AM products; the m;ral ;bllgation 'to supply

such parts and the likelihood ot" a taii,ted image in the

L"espective natic:",:a"f" communities for having" terminated" a large

number of employees. Now a~tually: Company SR never consid~r"ed

the first course of action. B{;t I feel quite certain that if

anybody had eve!n so much" as run the ide;' up the" flagpole,

~:pe!rhaps;'in ''''a 0 hra:insfdnriirig: §~s~i.bn, it-:":-~6uig:'-':fiave'-"1~~k-ed'

fri..!'i::ening.

The':::'sE3"Cond :"cBU':r'se d"f "adf'iotf;" ;·:.f~e., fi;rid.t~g :·'an ongoing company

is a nice idea, but "the" facts of life "are that there is not

a long' "line of possible purcha~ers. However, if Company SR

had "found a possible purchaser by way of another mUlti-natlon~1

problem. For instance

the multi-national" company, which might h;'ve purchased the AM

business, would have become the local hero in the respe'ctive

nationa"r communiti"es, having saved the jobso'f th~" local employees.

otherIt follows'that if Company SR were" doi~g

business area, " iir those "local natiohal "C(lmouni
", " c.",";

new purchasing company would have been looked upon with favour.



.'

If company·SR everseriou"ly:. con,sidere':l th~se.c:0nd ..c:9urse. of'

action, it was aoon abandoned,

Company SR', decided to fonow the third· course of ··a:c'tion and

attempt to sell· the AM busi.nes's' ·to the employees. Such a

pzoqxam' "ha,~:a,:; g:re-~t- 'ritiinbe;r>'bf ri{~'ritoridus';:'-:a's;pbC't'~·i', ~ubh as

giving the employees an opportunity to continue -their current

jobs, such as giving a national c(Jmp~ny an--o-pportunity to keep

the profits at horne, such as preserving Company·SR's image

in- a foreign country where other SR businesse-s were being

conducted. It also- had a great number of trying aspects that

Company SR-·did not contemplate as it launched on this endeavor.

AS I relay my experiences, I am going- to ~gnore many of the

troublesome aspects of su.c:h a divestiture such "S those related

to taxes, labor, real.estat~, transfer of cap~t"l goods,

inventory, prohib.. i tion against nonresidents invest.ing "..:l.n, a", local
~. ,.... _.. -,','; " ,- ".., ,..; :..; ,"<:, ;""'-'. . ",

company, etc. I am only going to deal withthe intenectual

property problems.

After· -sorite analysiS of the situation, it wa:s decided that the

Euiop'e<in portion of the worldwide AM business activity could

be carved out and sold t.o ' the SR employees in Europe. The SR

employees were ·advised of this opportunity and ind·{cated a

strong interest; in acquiring the European AM business of

Company SR.
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The corit~rnplat~dsalewas to be to the employees ofth~ SR

subsidiaries engaged in the AAA business activity located

respectively in the countries, of .Ireland, England ,BelgiuII\'

Holland,.Germany,··France, Switzerlan<I,andItilly., In, e.ilqh.of

these countries there .was anSIl. subsidiary ,for at least .....

Marketing purposes, and in Germ,mythere was a Manufacturing,

company ",hich I1\anufactured AAA products. Each Of·. the SR

subs.idiaries. operated under an AAAtrade name as, wella.sun(j&r

a second .tradename.theBBB trade name. ,Each subsi(j.i.ary, soLd

AAA products beilring the .AA.Atrademark, and in additiOn the",e

MA produce.s "'electiv",.l" borepthe,?tradeIllarks., whichwe ..shall

identify as the H through p trademarks. The AAA trademark

and the H through Ptradel11~rks were registered in all of the
..

'foregoing European countries. In addition of course there was

a BBB t:ta.a.emarkt" ·accompikyfhe Bl'l1j'trade name related to the

aforementionedB13B business activity. The BIl~t~~dernark wa",

registered·in all of the'f6regOiIl.gfuropean countrie", as

well. As will be ddacuaaed later the BBB tradE!Il\';rk'i:,ecE!Il\e

involved . although the. busin",,~si3.stivitYbeingsol.d",a"'·the

AAA business aqti"ity. Some of the SR subsidiarie.ssold.FFF,

and GGG products. Both FEF.and GGG produqts. wereprovide(j.

from OEI1 .souxces . (notmanufacturedby.Compi3.nY.$R). and.the

products were sold under the BBB trademark.
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When I refer throughout this talk to a local company I will be

making reference to a new II employee owned 11 company in -.one of

the particular European countries mentioned earlier. For

iIlstan.ce.whend· make r.eference to" a (French'loca'l company·" :t

am talking about a new.company i owned by.the former SR French'

,employees.•,Bear in -md.nd,furthertha.t .Company ·SR pers'e'dld

not have many of the problems resulting from,its'part in the

-267-

go further let me point out that had th.. employeesBefo,;e

mentfor that portion of Company SR's business, many of the

concerns which I will discuss today may have been nonexistent.

However, the employees from the various subsidiaries in the

vario.us,countriesdidnotknoworieanother(tbdloiel(l; . thegfeat

m()ney concern up,until·thetillle of the divestiture had beeri

the ,rcesponsibility'of Company SR and'Ilotthe"great nesporra

ibil·ityofthe local employees ;,and'f'iriallyltc::ari 'be said

that· each national group, knew its . own' territOry 'and knew

that. they could makeoa. success of sellin9"AAA"products/<lff

assllrceda. supply of, such. products. HOwever, eac::hnatiOrial"

gr"llp had some concern ,that the •other national' grOups might:)

not.- be" able. to carry ,their '.fair share (of the load,if '. there," ".

we"e. an', integrated 'single, company. 'Accordlngly the" AAAblislri'ess

of',Company·SR,was,separated into apllirality'of ·smalJJ·local

comp anIes Lnrche varLousvoount.rLaa;:



divestiture. However Company SR wanted the fomer em~loyees,

to b~'~~C;6~~'si~1 so we undertook to prepare the contracts

betJ~~ri~hel.~caiC:ompani~s,work oU~~h~ best approaches to
, ',- ., ;'-'.<'

the 'probl'em~ created by the particular roles of l~cal companies

or 'the particular national laws related thereto, as well as

prepare contracts between Company SR and the lqcal companies.

,Gompany SR.initi,ally proposed,transferringeachMlAactivity

in each count"ytqthe local employees' with ,solflearrangement'"

to b§'d§'fined,W'herebyeach,localcolflpanY,Mollld: be,as8ured of

gett:ing,. a"sha",e ofthe,l).AA products from the'manufacturihg

plant., ,Further Company SR initially, proposed,atransfer of

the l).AAt",ade!lame',,. the, AM trademark, andvt.he HthrOugh P

tradeIllarJ<s, ,to the, respective 10caL'companies; .ccmpany SR.' did

not propos§,j:r,3.nsferring the BBB.itrademarki'ortrade n'amefbr

reaso!ls,.that will be:explained hereinafter'. In addition ,it

"w,3.sproposed that the patents and ,patent.iapplications ' related"

to th§' l).AAprqductswhich had been issued/'or hadi'been filed;

in the various countries would be.itransferred to the local:

companies thereof. Finally it was decided that the know-how

gi the man~i~c~~~ing plant in Gemany would be transferred to

a new separate manufacturing company in Germany.

Certa:i,nly the foregoing 'did not seem like a momilnental problem.
, " ,-'" '" "j, '

However as we go,t into effecting agreements related thereto

we started ,encountering concerns which .made . the proj ect an '
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Although these concerns may not have occurred chronologically,

as

by European tax 'experts·thatwhile'the'funds, needed, for the

research and development which would be helpful to, all colllp"nies.

cornmon acquisition of OEM products, and a cornmon funding of

acquisition of OEM products had been under the auspices of

Company SR. Accordingly, an administrative company was created

which was owned by the local companies. The administrative

company was chartered to own the Geman manufacturing company,

and was charter~d to provide a cornmon advertising effort, a

employee buyez s wisely decicled that there should be, common

adminj.stration, c:ornmondiF"c:tioIlaIld :Eunding 8£" Research and

DevelpPllleIlt "ffprt, coI1lI1lpn,apq\l:i.si tionaf .()];:!<I>prod\lpts,,,nq

cornmon>o;mership of the GerIll"nmanufacturing,company. Hereto

fore the advertising, direction' and ,funding of),R&D and

The foregoing philosophy having been decided, we undertook

to discus's with European .tax .experts in what way the adminis

trative company funding might best,be effected. It was decided

administrative company, could be. raised through the transfer

prices charged by the manufacturing company to the local companies

such an arrangement would riot be as good, from a'tax standpoint,

as having local companies pay royalties on patents, or trade

marks, or trade names to the administrative company which could

then fund its activities, including the research and development

of the manufacturing company.



ROyalties from patents did not seem to be attractive because of

their "limited time, and because of the ;i'faiioff problem" (L, e. ,

the prohibition 'against cOllecting royaltlesCon pat~rits~hi~h:

are no "l()ngervIabl~'), andrbecause the"'art related to the "MA""

'busine'ss did,not<lend itself to readily building up a patent

portfolio ~ Tradenames'we:re 'ini tially':,difficult to dear· wi·th

becaueecver-y :l;ewatto,rneys in Europe under s t.ood-vt.he concept of

trade, names, as·we understand it,· or theirl~censability

except in, the.sense of a franchise. A,c~ord~~gly, it: was

decided that trademark royaltieswou~~b~,th~v~9~9~e by whi9~

money would be transferred from local companies to the admin

istrative company to pay for the activities of the adminis

trative company including the research and development effort

of the manufacturing orga~izati~n.

As r' suggested earlier the initial plan had been to have' each

local company own the trademarks' registered in":tliecountry in

which it'was located. However if s1.lch:tradeinarks had 'been owned

by.'the-·local companies then there would .no'e have, been any- bae.Ls

for:P?lyiIl.9 royal,tles-eto ,the administrative 'company because, the

a~il'l.istr:t3.,:tive,:company.:wpu:l:-d,not 11.aY~:()\\7l)ed tllEt t:I;'Ei:d~~~r,J:es;.~ As

a result it was decided. that the administrative S9~panywpuld

have to own the trademarks and thereafter license the local com-

to provide a means for paying trademark royalties to the administ~ative
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company. ,That,' 'decisiqn.presented:,twD p~c>bl~ms.· If: :the,;a4minis-;,

and dil;'~ct:~Cl,:the:,m~l}u:f,ac:tu~,in:g companyvbo p.Lace tihe AAl\," :tf~e;t.emar~

on the AAA .pr,od_uct~, ,;C Ci,~,,~l1~y :WE:!J::e manuf_a<::tu~~~_, then the. trade

mark "use" of the ~,trademarkwould not be a "uae" by the

French company but would be a "use ll by the administrative company.

Such an arrangement would not provide a basis for the French

company to pay royalties to the administrative company. To over

come'this problem' the-AM {rademark and. the a through-'p' 'trad'emarks',

which" hadbe:em ;-ti:-ari~f~rJ:ed:to' 'thi;: admfriistrative :compiiny \4er~

lic'en~e'd:o'ri:'-a non-~xcl\l~'ive basis frornthe adllliri:Lstr'ative: company

.to' 'ea'ch'of ,the: -Tocal':compa'rties':' 'andas-·w'i'lT· be:' apparent'IDonentarl1y','

the license enables the local companies to "use" the trademarks

and provides a basis for paying trademark royalties to the

administrative company_ Let me interject atthis'polntthat we

had'-btii' contractua1 solti.tfdnsrev:i.ew~d'd'ori;stahtly by'Tocal'6buris'el

to becert"in that wec'l.:i.d not vioiiitE,\a.ny o1"1::I1e Lews of the EEC.

Under th~ license, by way of example, if .the French local

company ordered AAA products from the manufacturing company,

it ordered those products by number and directed the manufact

uring company to place the AAA trademark (as weii as some

.of the H through Ptradernarks) on the pro(lucts sOOl:"dered.~ The.

act of thE!: __ Fr,eIlch,comp.:3.Ily,?rdering the trademarks to be ,pl:aced

on the products constituted "use" by th~ French company of the

AAA trademark in France. The "use" by the French Company gives

rise to a basis for royalties and the royalties can be paid to
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license to the local companies. Actually it· was' not that simple.

license provision in response to adviee of European counsel,

the administrative company. Actually an AAA trade name was

alsoli.censed'to the French compartY"{as"well asthe,others)·i

from the ',' a:dritinisfrative "company; .'. and ·theroYaltY paid to' the

adni.iIJ.{~t:r"t:iZ,;'; cC;inpa.rty·· ;'sba:""don produ.ct""old under ·t.he

license ";hile employing fb'ththeAAA t:~"d~iliark,t:h"cHfhr8ughp

trademarks, and the AAA trade name. wea.Jd~d the trade name

who were never very certain that royalties on trademarks of the

magnitude needed by the administrative company would always

be permissible but felt that licensing of a trade name (which

they understood after we laboriously explained it) would lend

weight to the property'interest for which royalties were being

paid;

I suggested that Company SR transferred the title to the trade'-

marks and the t~ade names 'to the in
...-. .._.-... --..

order

Now let me digress for a minute. The description of my

divestr!l13nt 13XPeri13l)cE? i.~ s011lewhat similar to wrijoing a patent

applisatic:m 9nacompujoer ~y"t"m~. ThE? storz can be.started

almost anywhere and there are a great number of pieces of the

puzzle, all juggled simultaneously at the same time. that must

be fitted into the narration in order to fully appreciate the

overall arrangement.



of local counsel, that there was a

trative company was not very difficult. However it was

Company SR owned title to the trademarks in each of the

so transferring the same to the adminis-

" 273~

likelihood that the SR subsidiaries owned the property rights

(or some of the property rights) to the trade names in each

of their respective countries because the SR subsidiaries

provided the "use" of the trade names which had established

ownership an,d it was questionable whether such use had been

provided by the parent company. Accordingly, we had to have
" ..." ;"', '(\ ',. ,: " "': ,'" " .. ':'".-,. -., '.' :", ": ".'. ','". -:. " , ..-"', . "" -" ," ! . ': ','" ': .. ',

the respective SR subsidiaries join with Company SR to transfer
......... " . .... -, ,',',,' '.... -,",' '.'. '. ,- ',.' " '"".'; ',,_ .. "'" ,. ",.-

ownership of the j:rade names to the administrative company so

that the administrative company could license both the trade

names and the trademarks to the local compan~es.

business activity 'associated therewith. It was clear that the

AAAbusinessactivity in Italy':'as being <transferred <to the

Ttalian<lodal "ccmpany. and therefore the<',law would'seemtb have

dictated that the trademark' cbuld <hbt'besimtiltaneously

trans'ferredtdthe adminiStratiVe cbrnPany;we "wrestled, ,:,ith"

I mentioned earlier that there'were two concerns which arose

when it was de.gidecI th~I ~:r~d..,;narks wouldb~£ran~f~rr~dto

the admillistrative company. I have discussed th~first. The

second was that in many countries (as is true in the United

'States) it, is necessary to <transfer a trademark with ,the



this problem, not recognizing that the Company SR activity in

Italy, as related to the AAA and the H through P trademarks,

was an activity of selling the AAA products, with trademarks

thereon, to the Italian subsidiary and not to the Italian

public. In other words, Company SR owned the manufacturing

company in Germany. The sa Italian sUb~ic:ii.ary ;"c:iered~h~

AAA products, by trademark description, but did not order

that trademarks be applied thereto. The manufactu~ing company

pu1::fhefra<l.~mal:"J<:~ thereon as part of its us~ alldshippedfl1~

gc:>ods to i:h~ sF. Ita:L:i"''';s\l!:lsidiariandth~l:~after invo:iC~d

the·· Italiansllbsid:iary for the AAA goods. Hence ifCompariy

'SR' sbtii:dnes's, f~:~':-, :'S'({{Ling'to 'the Italia.n' subsidiary

(subsequently the local company) , a.nd obt to t.heItaHan

public, was transferreil to the administratJ.ve·compaIly<then the

Italian .trademark related to that selling activity could also

be legally transferred to the administrative company. This is

the philosophy under which we transferred the AAA trademarks

to the administrative company.

We had to provide in the license agreements that there would be

quality control by:the ,administrative company,:-or:'.licensor,

with respect to products sold by each of the local companies.

The foregoing was- arequire:mfi;'!nt,'" of,': law:inmos-t .':0£ ,:'the,cQuntI'ies
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You."':Ul·I"ecallthat.Imentioned .th.at. some of

sold .FFFproduc::tswhich",eI"eOEM pr.odjlcts;:i.e., not manuf"ctu.red

by COIllP,,~yS.llbut sold.bytJ:1.e SR subsidi"ries.under the.AAA

trademark to acccmmoda ee, or fin put tlJE> .:A.M ];'.r0ductline.•

The IlE>",lo"al com];'anieswanted. to corrti.nue, that OEM .a,ctivity

and possibly expa,Ildit. A·p.rovisioIl.wasma,deiIl the license

·agreements, to the effect that permission could be obtained

byth.i,iClcalc"nii:>"riyfr"ni th.i,adIl.irii§tr"fi;"~dbnipariytdS~ii

OEM J;iroa.,,'dt§; under th~:AAA·tri1i:l.em;;;rk;;;nd' b,adtiriamEi pro"idtid

.'such >products weJ:'~:'-"pt-e's'~hte:d to: 'tlie':"administr~i't:tvEr;company for
evaluad:ohahdprovidtid th;;;f such OEM products came up to

thestahdardof thebther AAAl'roducts. This "added "rie",

duty tbtheadniiriistr"tivec::oInpariy bl.lttheprovisionseems to

make everyone happy.

I also mentioned earlier that some of the SR subsidiaries sold

GGG products as ",ell as AAA products and said GGG products were

sold under a BBB trademark. Some of the local companies wanted

to be able to continue to sell the GGG products under the BBB

trademark. Company SR ",as reluctant to grant permission to

the local companies to use the BBB trademark because, among

o~her reasons l~th:~;~BB business activity\)f companYSR<~a~
~" " ,- .--

an ongoing activitY~f Company SR. It wa~the intention of'

Company SR to continue to sell BBB p;6dllct:~,~~de~ th.e BBB

trademark, ahd the GGG products were unrelated products although
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they were sold under the BBB trademark. When I talk about

'unrel'a.ted products I meanthatCompany'SR sold both 'electric

'shavers 'and, OEM typewriters'unde'i thecBBBtia.deniark:and

tradeniime; It 'would 'appear that therei'fuight oe"confusion

in the niinds Cof 'the pllbli6 if' both the l'oci,(F'ciofupanY'andc

Company 'SRwere sel1:i.ng prodiicts undeitheBBB tt'ademark arid

Compariy SR didi'not waBt' to creiite1::his confusIon;

toward seeing that local companies did,not fail, Company SR

agreed to a limited BBB trademark license, along with a definite

phase out program. Under this program, Company SR agreed

let a requesting local company use the BBB trademark for two

years for use on GGG products, without a requirement that the

local company use its own trademark inconjunc,~~9n:~~tva:r:E?~-~tn.~Lc:::-

In the second step of the phase out program covering the third

and fourth years, the local company would have to use its

own trademark and have its own trademark placed in a more
/7J..e:e»

prominent position on the product than BBB trademark. In the

third step of the phase out program, taking place in the fifth

year, the BBB trademark would no longer be used butthe local

company co~ld use an expression such as "formerly manufactured

by BBB,u. At the end of the, fifth year it was agreed that no

"""<:1r"!,,.was a<;,c.."t"b~etoal1 parties and

equitable.

appears to be . '
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Inasmuch as the· German local compailywan:tedto be able to use
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to th."Germ.a~ local~o~pany; . Bear in mindthat·there.w.asa

In Germany we had a peculiar problem in that under German law,

accprdin9 to G.,rmancQllnseil, thetrade.namehadto be li.cE,!,sed

to the ~anllfa~t\lrin9. cP~Pa~y

local German. company. ·aswell as. a .German .manufacturing company.

. .

other local companies. With respect to patents and patent

applications we simply made a straight forward assignment of

company and no license provision was made to any of the local

companies.

the patents and patent applications to the administrative

There'remain at least two other considerations worthwhile

discus"rllg; Company 81< had to t:rallstertlie knS';;.iliow related

to the AMprodtibtS(wh1.ch. kno';;0liSw resid;"d {j, tJi';SR Sl:lbs:Ldi"ry

in Germany) to the German manufacturing COmpallY:. Sinbe1::h.ese

contracts would.. be..carefully, revie;;-edb.ythe p",opergovernm.,~t

the AM trade name (as all of the other local companies had 'b'een

able to do) we had to prepare, with the help of German counsel,

a franchise agreement whereby the German manufacturing company

which had a license trom the administrative company would

franchise th'e trade name to the German local company so that

it cou1d sell its AM products under the 'AM trade name. This

",as n':'t a' strai'ght' forward license arrangement with the admin

istrative company as we had been able to provide to the various



agencies in Germany weweie cc>nvinced'that we:must be able "to

properly define the know-'howwhich was being transferred:

Accordingly, we made a trip to· the German. company and·physically

reviewed all of the documentation related to the know~how'stich

as the prints for the products, the progress. reports with

respect to the products, ·.process sheets .with respect to the

p"oducts, >the tooling code numbers, as. described in the proce"s

sheets, the vendorlists,the customer list,etc, Act.ual~ythe

Germa~13!<s)lbsiiliarY.hadvery good ilqcU1llentation and in response

to, s0Ine,. ,fur:1;he,t:'requE!sts from us we were able to compile a
complete documentation of the.know..how that I'lasbeingtransferred.

Finally, and I am only stopping because. lam zunnLnq out of time

we. had to consider from the standpoint of company SR some

indemnification against liability that might .arise becau,,~ a

local company, and/or the administrative company, would be

using the trademarks, which the public heretofore had associated

with Company SR. We simply undertook to provide in the transfer

of the title of the trademarks, a provision Whereby the

administrative company would hold Company SR harmless to claims

of a third.,artyarisingout of any alleged infirmities, actual.

or impli.ed"warr,anties or g'liCl,rantees of, any of, ..:th:~"pr0<:lu;c1:s,

marketed under the AAA trade name .or the AAA trademark or

Now if T Can slip inonembreitem before I close this tail"l
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wouldpoin,t out that actually thaagreements were drawn and

before we ever transferred our

right,Hi;le and in,1C",,;,,,st,to the administrative company. Again,

On advice, o,f Europ'e'an counsel, we provided in each of the

licenses "an agr",ement by",the licensee that it would not obj ect

to an a~~ignrnent, to a third party, of the license agreement

in ':f~~.C:~ ... such provision was made:.'" 'oUr: -European counsel

pointed Out' to us tha.t even though the license agreements

were made aSSicJnablethat there had been daseswherein'the

licensee was permitted to object, but if in the licens:~'<a

recitation is provided to the" effect that the liceilsee does

not obJect to <3.p.topClseCiassrcfiiment, therithiSiS'good assurance

that the licell~ecia.ribeassJ.\l'hedl'ihhoutp.tdbierils.

Now if you have any questions ,I will, be,hapP¥,1Cq',answer',the

same.
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OUTLINE OF THE NEWLY AMENDED JAPANESE
ANTIMONOPOLY ACT

Jl1:I?,¥"e~e Group ......•.... ,;"
Committee 2 (Licenses)

.Rep()l"~d by
'. KQUKUNIEDA'

Mitsui Petrochemical
Industries ,Ltd.

Su m m ar y

The Antimonopoly Act of Jl1:pan was substantially amended for the

fir st;:9,t:Jle:~~g;,?~<y~ar§;-1,<:l,~t'1:MJ)~ 9~ _,the:3.9th a,Ill1i-ve~s,a,r,¥P( ;~t,s;,.

enactment, ,

Within .severa1:ye:8.!'s -after .i ts enac tment, theAct..:wasaznended,. twice

, :tQ. -reJ~}:C controlasfncepr.iortty ~J:i§;,;~i~c;J:_Q~v~P::-~'Y::,tl1~,: Gpv;~:rnIIl~rl

to industrial de¥t=;~9HW_~x:t IIle:as,u:p~s.instead 9f~pti~~st,pc>~ifY

administration. However, the harmful effects of such measures

r-eached "theexteiit where they could no Ionqer-be ignored.•

To rectify the situation, tightening of controls, regulatory controls

over market structure, and especially measures for elimination of

monopoly situations, were introduced in the 1977 amendment in

contrast to the earHer amendments.

At present, work to adjust the previous regulations and guidelines

is underway.

Development of consumer remedy measures and guidelines for

control of corporate mergers which were not covered in the present
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Ref: The, threepo ints iI)'wllich, the.Tap"n.,§ei\..nt\rnoI)9P9~X.Actwas
considered more stringent than the above-mentioned American
legislatibri were 'thE!"fSllowing:

a) Tot",lPrPllipitioI)pf/Fart.,l, aFts; .,xceptf~:>r,sasE>,s.'1her.E\the
impact is insignificant (prohibition of unreasonable restraint of
trade); and
b) Stipulation of the elimination of unreasonable disparity in
business capacity (prevention of excessive concentration of economic
power -- prevention of private monopoly); and .
t)Stipuliition '6fd:tastic restrictiorisoncorribination ofenter-
prise~;(preveriiiotfiofipriv;"temonbpoIiiation ); .especialty., ;:;;eyere
lim(i:ittioHs'6n inter'companyatock holdings-and concurrent ·servi<::E>
~an~~. •

Mr. Chairman and distinguished guests and' members:

I. Background of, the Present Amendm.ent

I. Background of the present amendment

n. Main pdirits of the amended Act

III. Conclusfon

I am Koir Kunieda';' and'I thank the Cllairman for his kind Introduc->

tion, It is my great honor to speak today at this PIPA Congress;

The subject of my presentation is the outline of the newly amended

The Antimonopoly Act of Japan was enacted' 30 years ago in 1947.

The Sherman, Clayton and FTC Acts - U.S. antitrust legislation

served as the principal legal source. Initially, the AntimonopOly

Act was enacted to serve as an economic constitution to ensure

free competition, and thus measures exercising 'control over private

monopoly and unreasonable restraint of trade and unfair business

practices were' the objectives ~



Ref: Main points of the 1949amendmentoL~eAntimonopoly Act-

of material
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banned only in
Inter-company competition.

However, influenced by a shittIn American policy toward Japan,

amendments of the Act in 1949 and 1953 resulted .in a. r elaxation of

controls, with the result that the Government I s antitrust policy

retreated and industrial development'poltcy tookp..ecedence ,

As a result before long, the Japeneseeconomy .. enter-ed uPOIl aper Iod

of highg..owth, A .numberiof abuses hindering freecompeti~iqn-,

however became eviderrtand could not be digegarded•.Such abuses

included formation .ofrnonopolies through .atockacqui.sftionand the

like,proplems over control of ente.rpr.iaes ,and.the contributqrs

to sptnalf.inqprices such as administered prices, prtce.cartets,

coordinated price increases, etc. Theeconomy of Japan has. now

undergone a structural change from a state of high to low growth

ahd isplaguedwithstagflatiol1~imila.-to the u.s: and Europe.

The antitrust policy is now being looked tq as a.meansof cUl'bing

consumer priceil1creases. (will now -talkaboutther-easoris for

the present amendment.

ThesE!ve.. Ityofthe r equlatory controls of the AntimonopofyAct

initially is dernonstr-ated by the fact tha~.20 .cases of Iorefqn tech

nological induction aqreernents ",erebrough~ to judgmen~.T!li~.is.

in sharp contr-astto only one case of judgment from 1952 until the

present.



b) Easing of company mergers from the existing system of
Fair Trade Commission (FTC) approval to a notification system.

Ref: Main points of the 1953 amendment of the Ad .;
a)-1 Relaxation of controls oncar-tefsresultlnq in approval of
recession cartels and business rationalization cartels.

deletion of general prqhibitive provis ions coveting specifiedjoint
acts (cartel acts).
a)-3 Creation of a resale price maintenance. system •

b)-2 Relaxation of controls .on monopolizationand corporate
combinations and a further easi!1g of restrictions on stock08ner
ship, concurrent serv~c"" as an officer ,etc. with theae not subjected
to regulatory cpntroll.\nlesstherewas.amaterial r-estraintof
competition. .. . .
b)-2 Deletion of provisions coverinqeltmination of unreasonabW
disparity in busmess capacity (orders to monopolistic enterprises
for a business transfer ).

1) Advanceofoligopolization

Entering into the 1970's concentration and oligopolization of

production developed as shown in Table 1.

2) Rampancy of administered prices

WiUl oltqopoltzation, in a highly oligopolistic industry, pricing

.."Y.as established by administered prices determined..independ-

""ntly ofthe market by theindu~tryprice lead~r, and the
'.'...: .....•.. :.".' '::.': ';'. ,'.. ..': :.•

phenomenon of a so-called coordinated pri~eincreasebecame

rampant wher'eby other enterprises fctlowedthe price leader

and raised their prices in s imflar amounts at at the same

ratios at generally the same time.
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"I'able 1. Change in No. of Oligopoly Items (1965- 1974)

163163163

i69

163

'68

163

'1l7'66

163 I 163163

'65

66 I 64 I 61 I 651 70 I 73 I 79 75 76

10.5% 39.2 37.4 39.9 42.944.848;5 46.0 46.. 61 46.6

44 45 49 45 49 51 53 49 52

27.6% 27.0 27.6 30,1 27.6 30.1 .31.·3 32.5 30.1 31.9

FTC -Sutvey>of degr~e ofproductfon concentr-ation

The 163 items surveyed accounted for approx, 30%.oftlie total valueofshipments
intlie:m8IlufactufinglI\dustryin 19.72. .

, '," '

No. of items slrrve'yed
(A)

Deqree ;~f concentr'ation
9f top 3compooies
?O';!. or more otno , of
items (B)

Ratio (B/A)

begI'ee iof sonc';nu-atiqn
cj>f top 3cornpaflies
?O%~r more of no ; of
items (C)

~ati() (C/A)

I

'"00....
I



a noticeable

~ 67 :'68 '69 "70'71 '72 '73'74'75

12 31 32 44 37 34 69: 603<1

7 20 21 42 35 25 67 )f1 :20

FTC Secretariat
Virtua:lly all oftheca'rtel casestnvolved price
cartels.

Source:
Note

carrying outoar.tel.actrons ,

In particular, from 1970 on successive price cartel violations

occurred. The FTC had a problem in that even though it caused

the relevant cartel ·agreements· to be annulled, a price once

raised could not be restored to the price level formed in

the competitive market, so that it was previously impossible

to prevent repeated violators of the Antimonopoly Act from

No. of
judgm",nts

.tnend. toward the formation of cartels
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:cartel C1lSE,S

4) Increase in stock holdings by companies

3) Rapid increase in cartels"

Ref: In Februa"y 1974 ,120il distributingc<mipanies and the
Japanese Petroleum Association which had beerrrrivolved in price
rai"ing.of. petroleum products. and: imposition of restr.ictiohson
crude oil-wer-e-indicred together with their officers on a charge of
cartel actions.
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when an abnormal sur-ge of prices occurred.

1) the above~mentionedcompaniesbecameins titutional

stockholders solicited for the purpose of securinq stable stock

holders as a measure against capital liberalizati"l1 and ,2) stock

Table 3 Change in Stock Holding Ratios by Owner

(Unit- %)

Please refer to Table 3 which shows the increase .in stock

holdings of financial <:0IllP<3.nies. andbusiness fi rrns , This

indicates the group alignment of ent",rp!'ises<3.nd .formation of

company groupings through stock acquisitions. ThE! main causes

for these were as follows:

Source: Ministry ofFinance ' s national survey ofstock
exchanges

Note ,1•. Survey covered nation-wide stock listed companies.
2 • Finance companies include securities firms.

. -
Owner 1950 1955 1960 1965 1970 1971 1972 1973 1974 1975

Individuals 61.3 53.4 46.6 45.0 40.1 37.4 32.9 32.8 33;5 33.5

Corporations 35.5 ,>6.2 53.2 54.8 59.6 62.4 6;9 66.9 66'.2 66.2

Breakdown . .... .'

. ! . .

Financial ....

i companies
24.5 31.5 34.3 34.8 33.5 35.4 6.9 36.6 36.7 37.4

. I· . ..... .

:.Business ftrms 11.0 13;2 17.8 18.4 23.1 23.6 6.6 27.5 27.1 26.3
: 1 . ... .... ..

: foreign 10 1.5 .: 1.1 1.6 3.0 3,4 3..4 2.8 2.4 2.5
: .corporations I ... .. ..

Governmental 1 • ..... '.....
& localpublfc

3.1 0.4 0.2 0.2 0.3 0.2 0 •. 2 0.2 0,2 0.2.:

entities
....



These were problems which could not be neglected in terms of

antitrust policy.

5)tibh.t~ning(If antitrust policies of the major overseas countries

the U.K., West Germany,etF~,iI1cludingtheU.S.,were

striving to strengthen their r especuveantttrust. policies.

The principaliteIlls riotedintheselegislativeexamplek'are:

i. Strengthening of controls over concentration and monopoly

in enterprises.

ii • Abolition Of .exemptions.concerning the. maintenance of

r;esaleprices pnd tightening.of controls.

iii. Creation of provisions for consumer remedy and

expansion of scope of control;

iv. ExtensfonofIe'qa'l applfcatlorrto th~ servicetracte;

incllidirig'·iridividual·eriierprises,

v : Tightening of penalties.

vi , Revampingo!at;ttitrustlawenforcernent agencies and.

strengthening of their authority,

Prior to the foregoing, in December197.Ithe OECI)Cormcil

adopted the "Counsel's Recommendation Measures Against

Inflation in the Field of Competition Policy." This led to.a

tightening of the respective countries' antitrust laws
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II. Main Points of the Amended Act

The present amendment of the Antimonopoly Act covers the f9~low

ing 10 items:

1) Surcharqeon unreasonable restrilints oftrade (illegalcartels) •

2) Measures aqatnstpast-Hleqalacts,

3) Measures aqainetamcnopoly' situation.

4) Collectionof r eports.on .coondinatedprice increases,

5) Restrictions on total amount of stock holdings of business firms.

6) Restrictions on stock holdings of financial companies.

7) Measures for elimination of unfair trade practices.

8) Notfffc ation toInrormer-sconcerninq factsofvtolatton ,

9) .Adjustment of provisions coverinq judqrnentpr'ocedur-es and

suits •.

10) Tightening of penalties,

Because of·timeconsi(ierations, awqng theabove .1 will explain

mainly about the cartel andoliqopol iz.ation me"surEi~.

1. Cartel Measures

A surcharge system and measures aqain'stpast .viol'ations were

established as cartel measures.

1) Surcharge on ilJegal cartels'

Aid"ciby loopholos in the elimination measures, there was

no end'toiIlegaicart&{s centering on price cartels. Accordingly,

on profits acquired by any illegal cartel for payment into the



National Tr-easur-y ,

1)-1 Nature of the surcharge

The surcharge is.a penalty.Imposed.on an, enterpr-Iser by the

nature of administrative dispositions, the FTC has no dis

cretionary power to decide whether to cause a surcharge

to be paid or-to determine its amount.

1)-2 Cartels subject to surcharge payment'

CartEd acts related to .the raising andmainterianceofpr-Ices

.or any.car.tel act which influences prices,bymaterially

r;istfi2tihgiill~ ~rri{)Unt oisupplYOIrn~rchandis(ar e dll!:>.i~ct
to a surcharge. However, cartels other than those involving

prices are not subject to any. surcharge because Illeqal acts

can be dealt with by elimination measures.,

1)-3 Surcharge calculation method

The amount obtained by multiplying the turnover dUring the

period a cClrtel is in effect bya fixed rate is taken as the

profit reali~ed through the sale of the merchandise involved

in the cartel. Fifty percent of such amount is considered as

the profit resulting from such a cartel and set as the sur

charge amount. The fixed rate multiplied by the tur'nover' is

3/100, although it is 4/100 for manufacturing, 2/100 for a

retail trade and 1/100 for a wholesale trade. The multipliers

are based on the average rate of ordinary profit to sales.
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In general, this surcharge has a conaider-abledeter-rent

power. Also, since the surcharge is not recognized as a

deductible expense in terms ofthe tax law, any payment

thereof is subject to corporationtax..

1 ) ...4 Business associati~n~;J.tel

Member enterprises of a business association who have

gained economic profits are made to pay a surcharge.

Ref: Foreign exampl(3~?r.~lir<;l>aI'9"sxstem. ..>, ...
a) U.S. A.: No sur-char-qa system but extremely strict control
exercised over cartels.
b) West GeilYl~ri)': A non-penal fineofIl6t II10ie than 100,000
DM on.an: amountthr-ee times that of the' profit. gained by the illegal
caI'~"I'JYhichey"r.isgreater,is imposed on such cartetby
admtntstrattve disposition. . ..

2) Measur-es.aqainstpast violations·

The second cartel measure provides 'for elimination action

against past violations. Previously,. where no violation actually.

existed at the time of an elimination action, no action could be

taken even though free competition had not been completely

restored. Under the present amendment, the FTC, ,;"hen considered

particularly necessary, even in the above instance c~ order an

enterpriser who is the violator to make it fully known to his cu·s

tamers that the violation no longer exists within one year after the

said violation has ceased.
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ion and second ofa mo_n,~~~'~~ ~lt~"ti~n,~d.C'.::~f~~ of

2. Measuresagainstoligopolization

a system to colIeft reports on coordinated I1rke incre~s,e"•.

The FTC may take elimination measures only when the

. following three positive requirements have been all met and

1)-1 Requtr'ementsfor' invoking 'elimin"tionmeasures

l),Me"stlI"es.against a monopoly situation.

As mentionedear'lier , industrial61i:go~()liidtii>nlI<is

advanced ,ahclif lett llIlI"estrained ,thereis 'th~ C()Iicefnih<itfair

ahil freecbrnpetftiohwillnot be. cohcltl2ted;With the pr-evi<:>tls

AntirnonbpolYAd;'h.bwe\Ter, action to restore; free' competition

could notbe taken evenIfnormal business activities resulted in

anIncreased market shar-e and created a monopoly situ.,,!ipnwitll

anunfavorabletmpact blithe market.

Under the current amendment, in addition to control previously

in ",xiSterit~b~~r1Jt'i,,<it~monopolization;i t-has become. possible

to ord",f~tlCl1fue"suTes'.is partialtr.ansferof business to restore

competition where a monopoly situationofrestraintofcompe'tition

with adverse impact on the mar-ket actually exists"

Further, this provision also intends ittol::>eaprJv~riti"efueasure

in expecting any monoplistk enterpH.iet(} "'lid",,,voF' t<:> <i~gid the

abuses of monopolization,

lishment of measures agamst
i',,:,~,j..;~,'i,;',;U:,i);;,,"~,,~:';~_ >~".,,"

'I'lle second major aspect oftheamendmen,tis a tightenin,gof

measures against oligopolization. This consists firstofthe estab-



provided there is no con!lict"'ith.t",o negative conditions ,

Positivesubstantive reguirements

1. The market share of a single

company is more than 50%,

and the share of 2 compa

nies is in excess of 75% in

market where domestic

sales totalled 50 billion yen

over the past I-year period.

2. Anynew.entryts extremely

difficult.

3. Existence of the abuses of

monopolization is seen in the

:marketsuch as prices Te""

.matntnq. at high levels,

acquisition of exceptionally

large excess profits or

disbursements of extremely

llil'QeaIIlounts of ~E>lling,

general and administrative

expenses.

Negative substantive ,conditions
. .

When it is recognized that

the elimination measures

will lead to the business

concerned being curtailed

. to such an extent that sup-

ply' expenses for the

merchandise involved will

increase substantially,

accounting will become

unsound and maintenance of

international competitive-
.... _ " .. ,,·· ..... c,' .. ',:C-::.,::, ....•...

ness will be difficult.

2. Existence of alternative

measures to restore

competition,

-.
, .

The FTC is now~HJ:'ryinQth.epr;E>Para~ion()fguidelinescover

inQ the ill terpretation of term inology concerning the said
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l}:':'Z .'Procedures for-measur-es against a monopoly situation

For the FTC tortake the above measures, it must conduct

an examination ex officio and go through judgment. The

the competent Minister must be notified in advance to hear

his opinion or seek his consultation on each such occasion

and also to hold a public hearing. Therefore, for the FTC

to actually invoke the said measures, prior consultation and

the like constitute 'considerable obstacles and invocation is

considered extremely difficult.

1)-3' Measures to restore competition

The FTC after going through judgment procedures can order

the monopolistic enterprise involved to transfer a part of

its businessor assets, dispose of its stock holdings, open

up its distribution system, grant patent licenses; etc. for

the purpose of restoring competition.

Action .can be instituted in the Tokyo Court of Appeal to set

aside a decision' within thirty days after rendering of Same.

Incidentally, an enterprise which has been ordered to

transfer a part of its business is not relieved of its respon

sibility to comply with the decision even if anafftr-rnattva
, ,

resolution ofthe general meeting of shareholders cannot be

obtained. On the contrary, it can be charged with a penal

responsibility for violation of the decision.
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Ref: Foreign examples of measures against a monopoly situation
a)U.5. A.: Although there is no express provision stipulating
an order for breakup of an enterprise, judicial precedents have
been established which permit issuance of orders to anY enterprise
that ll"s violated.Sectio!'. 2( Monopolizing Trade; Penalty) (jf the
Sherman Act for dissolution of a holding company, dtvesttture of
stock ; transfer of assets , .etc,.: Since theenactrnent of this Act,
there have been 27 c"sfs. up to now.
b) U.K.: A monopoly situation is cOIlsidEO'redtoEO'xist if a
single enterprise or a group of enterprises holdamar-ket share of
25% or: more, and mE!. applicable Actprovides for breakup to be
ordered of the enterprise concerned if its sales activities are
·againstthepublicinterests.So far, however, there has been no
actual instance. of such an ordeJ:'.
c) Canada: A monopoly can be6rclerectdissolvedshollid there
exist an actual state of business control.

Ref: Business areas wheremarket share of a single corporatiofl
exceeds 500/0 or that of two cClI'poratfc,Ils 75% (annuafshiprnent Value
irlexcess of 50IJiliion yen) are a.s fol.lows

Business Area

Beer brewing

Whisky distilling

Production Item

Beer

Whisky

ShiprnentV'alue
(in billions of en)

637.2

259.5

Production of
~l1emical seasoninqs

Plete glass
manufacture

Tinplate manufacture

Production of cans
forcanned provisions

Piano rnanufac tur'e:

g~:~"!"L"3'6
Tempered glass

'Tinplate 196.3

Cans for canned provisions 185.4

66

Watchmaking Wristwatches/watches

. -294-
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2),..1 Requir-ements for collection of reports

1) The market shares of thefhreeJeadinq companies

exceed 70'){,iria. tradewher-e the annual sales of the same

kind of merchandise are more than 30 billionX'fIl.

Survey by FTC Secretariat- Journal of Fair Trade, Page
36, June '77 issue

*Ind.icatesrnarkefshare of onecompany alone is less
than .50'){" butthatpftwpcomPani.es ~xse~<is 75'){,.
Shipment values based on 1973 industr-Ial statistics table.2.

Note:!;

Source:

Under the following situations the FTC may require reports

to be submitted giving the reasons for any price increases

irrespective of the existence or nonexistence of any muttial

understanding among the companies concerned.

prke increases:

Inahighlypligopolistic type .o~ industry, there is no aggres

stve pricecompetition, The situation there is such that price hikes

in g~l.terillly the same amounts or at similar ratios can easily be

effected in a short period of time. Similar to a priee cartel this

cannot be neglected.

Under the present amendment, in case of a coor'dinatedprice

insr;~as'f,theFTC Will hay", the enterpr-Ise concerned submit a

r.e.port.09.•. the r.e.ClSCln.. for.• tile.:hik.e, and. by pres.e.m.ing an an.nual.. ',........... '... .." '. .' .. ,' -.'.. ...'.... .,' " ,'.. ..... .>," - .' .. " .. .. .. .. .... ........ ..

r epor-t.tothe Diet outlining the. same, disclose it tothe pub. ..lie •
. "., .. "._ - .. ,' '" .' .. ··0.·.' .• '_,' : :_,.,'.:':' .' ._•. :.;......• _ ," .."'. _.it ., .. " ' -: ,-: -,., " ..

The obj~ctiyeheI'~ is. ~ohavetil~P'f0pleull.derstanq.pricing.decfsions

by monopolistic enterpr-Ises ('is,w.ell as tocausethe enterpr-ises to

be prudent in their pricing actions.



ii) Two or more major companies, includinq the top firm,

have rqis"d,,!ithina. thr-ee monthper iod.the.standard

transa.ctionpr'ice(marketpr'icidfor tJt~sarhe type of

merchandise the same or a very similar amount.

2)-2 Investigations for the collection of reports

In principle, the FiC ascertains facts of coordinated price

. hikes by discretionary checks oinewspapers, trade journals,

published documents of the companies concerned and other

sources.

2)~3 Outline report to the Diet

In its annual report to the Diet, the FTC will give an outline

of the reasons for coordinated price increases. 'This outline

report will not refer to each individual case but the FTC does

plan to cover the subject to the extent that the actual price

increase conditions will be known.

Meanwhile, since trade secrets of the enterprises concerned

will be excluded from the itemsto be published,t1leextentof

open publtcationwil.lpose .a.problern in the future, "

Ref: >F()i~igh~x13.ITlplesof2o()fdinatkdpric~ihCre13.Ses
a) We$tGermany: .rh"C"rteIOffic:e can or-der. thewithdr.awal
of a price incre"se. in ~asefIlonopolyent~~p~ises. (where.tileir
market shares 0 are single company, I/30rmor

oe;'

3 companies,
1/2 or more, and 5 companies, 2/3 or more) have raised prices
not justified Inrelatton to cost.
bl. .!L::.!f..: !,ric:"reductiolls can be ordered ifqfljncrease by



Ref: Actual instances of price raises in oligopolistic industries

Beer (Ordinary large bottle,
Standard retail price per
bottle)

Piano (Upright type U 3 BL61
Standard retail price)

Photo film ( General color
roll, 20 exposures, 35 mm ,
Standard retail price )

Jan. ¥480(l4. 30/0)
Aug. (A) ¥490":
Oct. (B) ¥490**
( .. New product:introduced)

Apr e , ¥550(12.

Mar.(A) ¥350,OOO (18.60/0)
Apr. (B) ¥350,OOO (16.70/0)
Dec. (A) ¥430,000 (22.90/0)

" (B) ¥400,000 (14.30/0)

July (B) ¥450,000 (12.50/0)
Auq. <M ¥470,OOO (9.3%)

Jan. (D)
¥160 (14.30/0)

Oct. (Co's A,B,C)
¥160( 14030/0)1973

1974

M~f (A)¥t8() (12.50/0)
Apr (B) ¥180 (12,50/0)

1975 IJuly (C) ¥180 (12.50/0)
JUly (D) ¥13L8* (8.2%)
Aug. (B) ¥13L8*
S,:Pt,(A ,C) ¥131.8*
( *Producer ~ s price )

1976 I Ja.n.<¥146 ,8*
( * Producer "s price)

1972

I

~:

1:



I
lii
cc
I

. ... '. . . .................................. ... ... . . .... .. " .... ... .. .. . ... .

· Plate. glass (Ordinary plate Cheese . Butter •

i
glass, 7 plates, 3-mm each (Processed, 225g, Standard (Carton, 225 g, Standard
J.VIanWacturer IS'shipment retail price) retail price)
ptice .

•

Apr. (A) ¥200 (11.1%)

1972 · • July (B) ¥200 (17.7%)

· . . • . ..... . Aug. (C) ¥200 (17.7%)

· Apr, ¥4,200 (5%)
.

Aug. ¥220 (10%)
1973\ • Nov. ¥5,250( 25%) ..... ' .

• Aug. ¥6,050 (15.2%) J.VIay (B) ¥270 (35%) Oct. ¥290(31.8%)
1974 i • June (A,C) ¥270 (35%).. .

i Nov. (A,B) ¥7,200*(28.6%) Sept. (A)¥315 (8.6%)

1975" Dec, (C) ¥7,200*(28.6')i,) . Oct. (B,C) ¥315 (8.6%)
• •: . (* Shipment price based on
!, 1</. . i' lot package) . . .

~976.1···
Aug. (A) ¥330 (4.8%)

. Sept. (B,C )¥330 (4.8%). '. .



Powdered milk Monosodium glutamate
(Powdered milkpreparation, (For business use, 20 kg
Standard retail price) Standard retail price)

Mayonnaise
(In polyethylene container,
1 ko: Standard retail mice

I..,
<0
<0
I

1972

JUly fA, t, 350g)n, 100
(14.6%)

Aug. (B, 1, 200g)¥I, 000
( 13.6%)

Aug. (C, 1,550g)n,250
(13.6%)

May(A, 1,350gU1,430
.. .·(39%)

May (B, 1,200g) n,300I, .,(30%)
l,550g}¥I,630·

( 300/0)

July (A) ¥8,000 (2.6%)
July (B) ¥8,000 (9.6%)
July (C) ¥7,400 (-1.3%)·

Apr. (A) ¥8,800 (100/0) (Nov. ¥420
May (B) ¥8,400 (5%)
May (C) ¥8,400 (13.5%)
Oct. (A) ¥9,800 (11.4%)
Oct. (B,C)¥9,400 (11.9%)
Dec. (A) nl,600 (18.4%)
Dec.(B,C)nl,600 (23.4%)

Apr. ¥520 (25.8%)
Sept. ¥620 (19.'2%)



I

'"oo
I

1974

1975

¥1,100 (22.2%)

Source: Survey by FTC Secretariat: Journal of
Fair Trade, June 1977 issue, Page 36 - 37



3. Tightening of controls over stock holdings

1) Restrictions on the total amount ofstcck holdings of business

firms

In recent years, large corporations have increased their
• >~ ••• ".~.- • --, ,. '·_·~";'~"~"·'d",_·__~',":· ,"",",.~""~.""""_'".," ..~""".~._.,.,,. "'•.W"'-'

stock holdings, and trends are evident in the formation of business

groups and strengthening of controls over other companies.

In the past stock holdings of business companies were allowed as

long as no restraint of competition occurred. Under the current

amendment, to prevent the concentration of business control power

beyond the present level, a maximum limit was established to

preclude the possibility of any large enterprise (a potential nucleus

~fa business group) increasinq its stock holdings with borrowed

.money.

1)-1 Conditions applicable to control of holdings

In principle, a corporation (excludinq a financial company)

with a capital of 10 billion yen or more, or net assets totall

ing 30 billion yen or over is not allowed to hold stock in

excess of its capitalization or net assets value, whichever

is greater in amount. EXcluded, however are stocks of a

state policy corporation, resources development company

and overseas business concern.

1)-2 Interim measures

Stock holdings exceeding the above limit will be permitted

up to a period of ten years only from the date of enforcement
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of the amendment. Presumably, this is to seek a smooth

introduction of the stock holding limitation system while

avoiding any confusion in the stock market, etc.

2) Tightening of restrictions on stock holdings of financial

companies

Since 1960, the stock holding ratio of financ ial companies

has shown gradually increasing trend to a level of more than 30%

(refer to Table 3). Pursuant to the present amendment, the upper

limit of the holding ratio of another company's butstanding stocks

was reduced from 10% to 5%, which meaIls that this Itmrthas been

restored to the initially regulated ratio of 5% in the Antimonopoly

Act. Incidentally, financial compaIliesalso have been allowed the

. ten-year period mentioned previously, within the limit of the

number of stocksactually held.
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III. Conclusion

I regret very much that I have been unable to give you the full

picture of the amendment because of time limitations.

regulations and guidelines" but at.any rate the JapaneseAnti

monopoly Act as amended has materialized after two and a half

years.

In enforcing the amended Act, as indicated by the Diet's passage

of an' additional resolution, har-mony between the, antitrust and

industrial policies and strict observance of corporate trade secrets

with regard for the social position of enterprises, are hoped for.

Next, what are the main points aimed at by the amendment?

They are measures for elimination of a monopoly situation, tighter

controls over stock holding restrictions, collection, of reports

covering coordinated price increases, namely, strengthening of

so-called market structure controls in parallel with regulation of

market actions as seen in the surcharge system against cartel acts.

Hereafter, amidst a world-wide tendency of a stronger antitrust

policy, tighter guidelines will be adjusted concerning merger

controls as a part of business structural controls. Also, it is

believed that consumer remedy measures which are not covered by

the amendment will also be developed.

Incidentally, in viewing the amended Act from the viewpoint of

licensing which is the theme of the Second Committee, there is

no direct effect on licensing activities per se ,
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However, should any stipulation be made aimed at a price cartel,

coordinated price increases and concentration ofeconomic power

on a specific enterprise attendant upon a licensing agreement,

such stipulation .will naturally be urilawful ,

I would add that the guideline covering agreements on introduction

of foreign technology enacted in 1968 was not revised in conjunction

with the present amendment, and that it apparently will not be

revised in the future, either.

I would like to conclude my presentation by thanking my audience

sincerely for listening patiently to my poor English over. such

a lengthy period of time.

Thank you very much.

***.**

-304-



--- R.C.Winter------359

Committee Presentations
(Committee 1f3)

Meetings for Revision of the Paris Convention.
--- E.W.Adams,Jr.---305

o The Status of the Trademark Registration Treaty.
. --- E.H.Valance-----311

o Report on the Recent Paris Union Revision and
Model Law Meeting at Geneva.

--- B.J.Kish--------316

o Japanese Patent Law Revision for Implementing
the Patent Cooperation Treaty.

--- H.Ono-----------333

o Experiences of a U.S. Corporation with the
Industrial Property System of Taiwan.

--- N.E.Willis------354

o Two Vies on Preparing for Operations under the
Patent Cooperation Treaty and the European
Convention.

o One View of the Patent Cooperation Treaty in
the Light of the European Patent.

--- E.H.Valance ----366

o Problems on Industrial Property System in South
East Asian Countries.

---H.Ozawa----------374

o The Role of Patent Protection in Transfer of
Technology to Developing Countries.
(Paper Presentation) M.Suzuki--------390



".



-305-

PIPA'sparticipation in this area.

tofocus,_ expert opinion regarding treaties, laws,

w. Adams, Jr.E.

and in the way of background for our discussions at this

delegated to the Committee on International Law and Practice

PlpA's self~imposed obligation has been largely

regulations and practices and proposals for such measures

that one of the -purposes of :the Association was "to bring

When PIPA was formed, its Cons'titution emphasized

conference and: ,filed ob.servations whi~:f1, app"~_ar in the

conference record. These observations were the result of

PHA Participation al'ld Positions
Taken at,WIPO Meetings for Revision

of the Paris Convention

represen~ativesduring the conference.

Congress I should like to present .'1 brief outline of

observations to n~tional and international bodies and

also formed the basis for intervention by PIPA's

relating to industrial property and to present resulting

positions agreed to before the conference, wh-ich posi tions

participat:8, in discus,sions and meetings and ocherwd se

cooperate with such bodies".

Washington for the final ne9otia,ti;:)n of",t:he Patent Cooperation

Treaty. PIPA was, represented throughout the month-long

Some of yOll will, recall that PIPA was founded

'in 1970, the.year of the Diplomatic Conference held in



Fo11owi~g negotiation of the Patent Cooperation

Treaty, the Secretariat,· as required by ...the ,Treaty, convened

Interim Committees to plan implementation of the Treaty.

PIPA representatives attended the first meetings of these

committees in 1971. Also, in connection with the negotiation

of the Patent Cooperation Treaty, the U.S. Department of State

created an Advisory Conunittee On I:nternati'onar-lridustrial

Property. PIPA has been and continues"to berepres'ented

on this committee.

PIPA from the outset favored negotiation 6f the

Patent Cooperation Treaty and urgedU.S~ ratificatiori6f

the negotiated Treaty in a communication to the U.S. Patent

and Trademark Office.

In 1973, a Diplomatic Conference was convened

in Vienna to consider a draft trademark registration

treaty (TRT). Here too, PIPA was represented although,

because of wide differences of opinion-in the United states

concerning the draft trea'ty I no PIPA,,'posi tion was advanced.

Also, in 1973 additional meetings of the Interim

Committeefo'r planning 'the' implementation of the Patent

Cooperation Treaty wereheld'in-Tokyoi'where PIPA'was

ably represented by members of the Japanese group.

Other activities intheinterhational- 'field

included:
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--conimunicatioll' to, the, ·-President 'of the' Phillipines

requesting time for hearings'inconnectionwith a:-:p.ropqsed:;

--respons'e 't'o;:a::'ques:t-ionaire,,:from the, Word .LrrteLkect.uaL

Property brganization:concerning.,::sp~,cifictyp~s .of

. industrial propertyforfacili tating the trans·ferof

technology;

"~;;;"a~ coinmun.icatdon t.o: the' :,appropria-t:e, aut.hor-L ty in xexicc

commenting on the proposed drastic revision of the Mexican

law to exclude from patentability a.wide range of

subject-matter; and

--a:letter.toDavid Bond concerning the proposed revision

of the Canadian patent law.

More recently,::: ,the program of. the developing

countries:for revision of the World Intell¢ctual Property

System's has resulted_ina great nUmlJe3:',of, mee t i.nqs wh i ch

may"be qz-ouped into three major- categories.

The firstef these involves revision of the

Paris Un~onfor, the protection of intellectual property

and has so far been d i.s cussed at WIPO, in three Ad Hoc )!eetings

of Experts and two meetings of a PrepCirator,y, I!lt'e:rgover~mental

Committee for Revision of the Paris Convention. With the

except.don of ,·the first of these .m,eetir'lgs" which was largely
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in the natureof'an organization,mee;ting, ?IPA :ha,sbeen

represented- by oneor:more obaerve r s,

The second category involves the revision o~,the

WIPO Model. Law by a group of experts appointed by \'IIPO

and PIPA has been represented at substantially all

the meetings of this group 'which have extended over ayper i.od

of several years. Incidentally i Mr. George Clarki",a member

of PIPA, serves as the expert on behalf--cf-the' United ,-States

in these meetings.

The final category involves the'negotiations.

for an International Code of Conduct relating to licensing

practices for intellectual property. These meetings,were

held under the sponsorship of UNCTAD and non-governmental

organizations are'I1otinvited as'observers. PTPAhas,

however, through it's" participation in' ,the State:Department

Advisory Panel'-mentioned'pre'Viotls1y and Ln response 'to

wri tten inquiries from the U.S.' Patent' and Trademark Off,ice,

cmmnented upon various proposals in this-cate:gory.

Additional meetings in all three of these

categories are' scheduled and it Lsvexpaot.ad that FIPAI S

participation will corit~nue.

I should like to emphasize the value of such

participation by particular reference'to'theParisUriion:-
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RevisiOn meetings. At these Il1eetIn:gs, PIPA represehta~:i.ves

have:'ernphas'i'zed'that" Revision "of ,',the Pari s:Convention· -as

incentives, ':heeded"toobtain traris-ferofpriv'ate·lY owned

technology. Further., PIPA has po Ln.t.ed out' that incentives

rather ,:than disincen:tives'are·offund:arnental Lmpor t.anoe ,

Our;:representative5,have;met'with,other,,'non~goyernrnental

obsezvera in an-effort·.to:,insurecontinuation of, the

right'of:observers:,to·be ;heard:,an,d,:have ,jqined, :i~ a

statement by a spokesman for all observer groups which

pointed out. that exclusion of the obse]:"ver .:reprE;!sen:tatives

from discussion woul.dvdeny the delegates accessit.o those

having, the most f2!,xperiE!nce Ln . ~he :fie~d ,of technology

trans~er.

Two interventions, bY,.PIP,A des e rve ,s,pe,cial men t i.on .

One of the major .Lssues has been,.the que s t i on of\"hethe.~

revision of national patent sysceras , usually in the

direction of reducing the rights of the patentees from

other nations, can succeed in forcing the transfer of

technology to developing countries. At the request of

various delegates from several governments to the Ad Hoc

Committee meetings, PIPA prepared a statement outlining

the Japanese experience following World War II in

attracting new technology to Japan. The first of these
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efforts involved a statement by Mr. Matsui which could

not be delivered at the meeting because of lack of time

but which appears in full in the records of WIPO. The

second, covering essentially the same ,question"was

presented from the floor by Mr. Aoki and was well.received

by the market economy delegations and,atthe same time,

clearly understood by delegations from the emerging countries.

It is obvious that PIPA has become a respected

internatibnal·-non-govern.mental,9rganizationwhich~is

regularly invited to international meetings where its

comments are'welcomed.

I have outlined only the highlights, of PIPA

participation in international treaty and :convention

matters and have done so to emphasize the importance of
, ,

the sUbjects which are to be presented by members of

Committee No. 3 during the next two' days.
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THE STATUS OF THE TRADEMARK

REGISTRATION TREATY

All of you are no doubt familiar with the development of the Trademark

Registration Treaty (taT). It 1s the result of an effort begun almost a

decade ago to simplify and save costs in the process of filing many trademark

applications for registration overseas.

~ you know t the Madrid Union is the present most widely used convention

for the international registration of trademarks. That treaty is closed to

the United States principally because adherence to this treaty woUld require

a most fundamental change in present U. S., 'law,_n_am~ly<,tl1e requirement that a

trademark be actually used:.befo.re~::f:.t can,b,e-,:reg.~ster~ti.~:anti;:pr()t:ected.

Now we in the U.S. have within our grasp the opportunity to simplify our

international trademark filings and enjoy,substantial savings as well. TRT

is a special Agreement under Article 19 of the Paris Union Convention. It

is a filing system which will use the 'World InteilectualProperty Organization

to file both domestic and foreign trademark applications.

This paper is not intended_'-to"bli!<:a-n ;e.JtPK~i'tiono'r analysis of the

provisions of TRT. The purpose of these brief remarks is to bring you up to

date on where TRT stands in the U.S.

As you are aware, the 1973 Diplomatic Conference in which the United

States was represented unanimously adopted TRT. However, TRT 1s not a self

executing treaty and enabling legislation must be passed by the U.S. Congress

before the U.S. can ratify the treaty.
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En 'orderto' give,you' an unofficial; but def-initivep1c~ureof-:,the'

nationalAffairsoftheUnitedStatesPatentahd Trademark Office'wi~hin

the past three weeks. The following,w~s-learnedfrom this office:

'1. The>Treatywas; signed byPresident'Ford:±n1975 and forwarded

to the, Senate with the' notation that ,there , was ,aneedfor.:-theenactment

enabling legislation~

2. Enabling: 'legislation has <been' prepared' and is presently under

consideration by,'the, Office of, Management and- Budget; (OMB).

3. >:<'lhe',DepartIDent, of Commence..of the State-Department has, approved

the treaty;:, but :the:'JuStice, Departmenthastakeri. an-edveeserposdtdon,

Pre:se:ntly,,",no one is: "pusbdng this Treaty.":

'4:. No"countryhas':asof,.yet ratifi.ed the:signed"treaty'".btit':the:

off1ce:',has 'just:'heard 'unofficially from Da:vid Allen, ~he::United States' Patent

Office':r'epr.esentative 'to. theWarld IndustrialProp,er.ty Organization::(WIPO},

'that,the Congo has :recently-deposited the:appropriateratificationdocuments.

Thatds'-the:present:statusof,TRTin the ::Uut,ted States,. Beyond;this

summary, whatelse'is,~there cc say,? Well, .you may be interested to.;,know,what

'is>:the;attitude,of'Mobil toward'TRT. Frankly, ::1 voted agalnstTRT:in'the

poll: -caken-by. the -U.:S. T·rademark,Association.; MY ..·,IIlain ;r'7ason,~asm:y,.,re

'luctance·tci'tamper, with 'the userrequt.remenn of -pzreaent; :,U .5,. -Lav, r".am.s,ure

our Japanese colleagues can apprecia~e that lack of this u~~:requi~~ment can

open. the ..flood; gates; of trademark·.. applicants which can engulf thaPaeent

and ';Trademark Office,~th an enormous,'backlog,:which,will:,slow down :,the process

of granting registrations and increase th.e:,e.ost.-o,£ examination as well as

-313-



force the , fil1ng of many more opposit1onsto ,the registration of other's

trademarks.
,

Nevertheless, if the U.S. ratifiesTRT and if there are saV!ngsto be

realized by using TRT I am sure HobilOil Corporation will make use of TRT.

However,the European Trademark Law appears co. be close:to .becoming a reality

and·.if it is adopted by' the Europ~n;EconomicCommunity, the direct filing and

renewal of trademark registrations in Europe would seem, to offer advantages

over indirect filing throughTRT,. if indeed that were,practical'.

One other recent development should be discussed,before coneluding this

paper. I am 'sure you are 'aIr faDiillar with, the famow.",LemonTree" ease.

The final decision in LemoD',Tree has resulted ,in a proposed ruling: by the

u.s. Patent and Trademark Office. Brie.fly,·thispropose'd rule would give to

foreigners seeking to-register trad'emarks under the:ParisUnion,a privilege

whiChis,notavailab1etoU. S. citizens. Tha'tis:,such foreign trademark

applicants -need not' allege use. of their trademark nor fUrnishs~ecimens,of

use when, they apply for registration based-upon foreign ,priority applications

under the International Convention of the Paris Union. Of course, this is

clearly .baaed uponsection:44 of the ,Lanham Act, but it basrceken .cvar thirty

years for the courts to bring about :acceptance ofthisby:the U.S. Patent

and Trademark·Office. 'For ,reference I am'attaching'pages 2-4-of vol. 962 of

the Trademark Official Gazette wherein the proposed' rules are set forth.

There-will be a hearing at:tbe PatentOf~ice on October 26, 1977 to_consider

these:ri;w· rules.............................•
'It 'is my 'belief that ,iftbesenew-rules .axeradopted, I.t will strengthen

the: position of those-who supportiTRT'and'the enab-ling 'legislation which is

required to ratify·TRT.;. After all, why should·U.S.···citizens·be··treated less

-314-



favorably Fhan foreigners? If a U.S. citizen wishes to register a

use.

can do so un~er the rule of the Lemon Tree case?

If the U. S. adopts -TRT·· and--ehanges·i.-ts-law~t-G-pem!-t--regist-rat1on-of

trademarkstdthou:t actual use it,w111no doubt ·i.ncrease,the burden on the

Patent and Trademark Office but I expect we will all survive nevertheless.

Thank you.
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This is the second time that I have the honor of

you and reporting on the current status of the revision of the

Paris Convention. Some of you may recall that two years ago at

the 1975 Boston meeting I sounded the alarm that the Paris

Convention -- which is J after all J the "Cbnst'itution" for·decent

international behavior in the field of industrial property pro

tection -- was in grave danger. The tone of my presentation at

that time, when I commented on the WIPO analysis with respect to

the 14 demands presented by the developing countries, might have

seemed to some of you unduly alarmist, and the future I traced

unduly pessimistic.

I regret'to report to you now, two years and several WIPO meetings

later, that it does seem that my pessimism was justified. My

report this time will be brief. It will be limited to only the

last of the Preparatory Paris Conventionrevisionm"etings which

took p1ac;e in Geneva, June 29 - July 8 of this year. I shall try

to avoid tOO many details, but I will try to give you a little

of the ,flavor of the meeting as seen by an observer from industry.

I recommend, however, that you obtaLnjmd read the Report of the

meeting prepared by the WIPO secretariat, Document PR/PIC/II/13.

The atmosphere and the modus operandLat this ,meeting were markedly

different from previous meetings,. The plenary ses sd.cns were,

frequently interrupted or postponecl by special ,meetings of,the

three ,major country groups -~ Group B, Group I) and ,the Group of 77 -

asw,e11 as the Working and Drafting Groups setup to consider
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Article SA and the Inventors' Certificate issues. These special

meetings were closed and the observers were not permitted to

participate.

Let me at this point briefly outline to you how the first, and

one of the most important agenda items -- namely, the Revision of

Article SA of the Convention (see attached Annex II of the WIPO

Report) was handled. The Working Group, consisting of repre-

sentatives from 16 countries of which only 6 could be considered

to belong to Group B (the industrialized market economy countries)

prepared the draft, which was distributed to the attendees at

the plenary session just minutes before it convened. After a

brief introduction by the chairman of the drafting group (Brazil)

the Working Group spokesmen for Group B (U.K.); Group of 77 (Cuba);

and' Group D (USSR) expressed general ,satisfaction with the t.ext;,

Thereafter, the chairman of the plenaryme..ting,.Mr.Ekani of

Cameroon, asked the observer delegations to state very briefly

and in general terms their views on the draft ..Due to lack of time to
study the text, our comments were indeed brief and limited to only a
few points.
It was expected that' the proposal thereafter would be discussed

intensively and in detail during the plenary session. Therewas

no such further discussion and after a'fewminutes of adjoirrrnnerrt

the chairmen of the three country groups indicated their approval

of the draft for consideration by the Diplomatic ConferenC:e.

While the WIPO Report, in paragraph 32 labelled "Conclusions",

seems to offer the opportunity for reconsideration of certain of

the most controversialdraft'provisions, lam convinced unless

interested circles in industry and' industrial and professional

organizations are able to impress upon their.Government representatives
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the dire·consequences of some of the most radical provisions of

the draft, the debate will not be reopened and the draft will form

.. + cne 1:>;;l~is 1:91' dd.scus sf.on at. the Diplomatic Conference.

Most controversial is the proposal in paragraph (6) of the draft

concerning the possibility of the grant of exclusive compulsory

(or, using the newly-adopted term, "non-voluntary") licenses in

special cases for a period of years to.be determined -- 6 years

being proposed.by the developing countries •• and 3 by Group B.

Dispossession of the patentee by virtue of an exclusive non-voluntary

license" is an anathema,sin,ce it is widely rel:.':0gnized that non-working

by. the patentee is not an abus~per seand consequently compulsory
always - .

licenses,were/regarded as an auxiliary measure giving an,opportunity

to a· third party to work the patent locally if the patentee was

unwilling or unable to do so and no voluntary agreement between

the two parties could be concluded.

The purpose of providing for exclusive compulsory licenses is

clearly to put the licensee in the shoes of the:patentee and to

shield him from any competition --.which would. mean that the patentee

would be excluded from marketing the product of his own invention

in the country. All this amounts to a virtual expropriation. The

most elementary fairness dictates that such licenses be non

exclusive and the patentee not be precluded from marketing his

patented product nor from working the invention himself (or through

a voluntary licensee) should he at any time desire .to do so. Some

recognition, after all, must be given to the fact that it was he,

the patentee, who created the invention.
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Admittedly, the text refers to "special cases where exclusive

licenses are necesaary to ensure local working"whicll, ie;", ,of course ,

meaningless and not a limitation of significance, particularly

when the Report also states that such ,'''special cases" could, for

example, include cases in which the non-voluntary licensee is

required to make a particularly substantive investment for working

the patented invention.

It is important to keep in mind that the right to grant exclusive

non-voluntary licenses under national law is available to any

member country of: the <Paris Union according to the proposal,

whether industrially developed or not. The proposal of the Federal

Republic of Germany to limit this right to developing countries only

(see footnote to Annex II) received no support in the Working Group

nor in the brief discussion at the plenary meeting. Such a limitation

would have at least blunted the impact on industry of this radical

proposal. I must add that according' to most recent information,

Germany intends to again raise this issue ,andt.ime will tell if

it will get. better support from th" developed . countries .

You will perhaps recall that two years ago, when stating my deep

concern about conceding or compromising on the issues demanded by
the developing countries in connection with the Convention, I

expressed my fear that we might see the relationships amo~g the

industrialized countries deteriorate or be affected by such

concessions. I now see such a danger looming on the horizon with

respect to proposed new Article 5A. Even if most of the developed

countries refrain from granting compulsory licenses J

some of them might, and the larger developing countries certainly
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would. Since a compulsory license is only attractive when the

invention has been fully developed by the patentee, who has also.

compulsory licensee would move in at the most opportune moment,

take over the market, exclude the patentee, and establish itself

as the~ supplier of the patented goods. By taking over all of

the fruits of the patentee's endeavor for the price of some

royal ty, the licensee would reap a windfall. . The· chances .. for the

patentee to recapture at least a portion of the market after the

expiration of the exclusive license are"remote indeed.

One should also consider that such a licensee would not only

obtain a monopolistic position in the country which granted the

licerise, but would have an additional advantage over the patentee

in that it would not be subj ected to absorbing the considerable

research, development and, in mostcases~ also the market intrci~

duction expenses incurred by the creator of the invention.

. Operating out of a "safe patent havan'tvsuch ,a licensee would have

a competitive advantage over the patentee also in such foreign

markets.where the invention is not patentable or the patentee had

not secured a patent or where. the judicial system is such that the

enforcement of the patent rights is highly questionable.

Keeping these possibilities in mind, one must wonder whether the

obtaining of exclusive non-voluntary licenses would not also become

attractive to multinational and/or State-controlled enterprises.

If the practice became sufficiently widespread, the international

patent system based on mutual respect for industrial property rights

by the patentees might come to an end, signalling also the demise
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of the Paris' Convention whose raison d t~tre 'is, after all, to

assure equitable treatment of patentees in the member countries and

to secUre their proprietary rights with respect to their creations ..

Additional paragraphs in new Article SA which are particularly

objectionable will only be mentioned briefly due to time

limitations. Thus:

Paragraph S gives the right to any count.ry to provide for the

lIexploitation" of the patented invention (~hich presumably also

includes the right to import) in the public interest by the

government or a third party authorized by it.

Paragraph 7 does not provide for judicial review with respect tp

the various sanctions to which a patentee can be subjected but calls

for a,l:'eview "at a distinct higher level according to national law."

This "distinct higher level" could be no more than Ju:st a~,!JJ)~ry~sor

of the government authority which made .the decision.

Paragraph 8 provides for special provisions with respect to

lIdeveloping countries" in the area of 'compulsory licenses and

forfeiture. Subparagraph (b) is particularly objectionable since

it provides for forfeiture or revocationwithotita prior<grant of

a compulsory license· as provided in ArticleSA(3) .

The French "introduced ,a proposal providirtg.forthe "auspensd'on"

(i.e .• non-enforceability) of the patent rights during the period

when the patentee commences working -- pointing out that forfeiture

is an unjust and ill-adapted penalty for non-working since the
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destructiori of the exclusive right would limit the possibility of

later working when economic conditions justified it. Unfortunately,

this sensible proposal received only little support and it is

as an alternative instead of as a replacement for the harsh

forfeiture provisions of Paragraph 8(b). (See attached Annex III

of the WIPO Report.)

With respect to amending Article I of the Convention in order to

accomplish the Assimilation of Inyentors' Certificates to Patents,

a complete impasse occurred on rhe two 'main issues': (a) the "free,

choice"principle with regard to subject matter, and (b) the issue

of duration, i.e., that Inventors' Certificates have a limited

duration preferably the same as patents. In view of this impasse,

the proposed text which appears in Annex IV of the WIPO Report is

subject to the reservation by the Group B countries that their

agreement to any part of the text was. conditional upon a satisfactory

solution of the whole question of Inventors' Certificates.

Additional items of the agenda, such as Preferential Treatment

Without Reciprocity with respect to fees and priority period; the

que"ed on o{whether Article Squater should be retained, and the

issues"'reiating to Article4bis Ciindependence of patrents") were,

after some discussion, referred toa new working group called the

"Working Group Entrusted with Questions of Special Interest to the

Developing Countries" which is essentially the same workirig group

that drafted the new text for Article SA.

Whether the time-honored rule of unanimity with respect to amending

the Convention should prevail at the Diplomatic Conference or be

replaced by a qualified majority rule, was also unresolved.
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The industrializedGroupB countries generally fayored unanimity

or a highly-qualified 1"ajority rule, for. example, 9/10; while

the developing countries and the Socialist Bloc preferred a

majority rule of 2/3 or 3/4. It seems that this vital point will

probably only be resolved at the Diplomatic Conference.

Further Procedures and the agenda items to be discussed at the

November 1977 meeting of the Preparatory Intergovernmental Committee

are lengthy and somewhat complicated. In order to save time I

have reproduced and attached· to the written text of this speech

pages 20 and 21 of the WIPO Report.

With respect to the Diplomatic Conference, the official position

is still to have it held, probably in Bucharest, the latter part

of 1978. This time-table does not seem to be realistic and it is

probable that it might not take place earlier than 1979.

I believe that few of you would disagree that we are rapidly

approaching a stage where we, who are the creators of: technology,

are being maneuvered or forced into accepting compromises which

would shake the fundamentals of the international system of

industrial property protection and might easily throw us back to

where we were 100 years ago when an inventor was only protected

in his own country, by his own government, unless some bilateral

agreement with another government wa~ in existence ,with respect tpJ

his rights. Should this happen, we would end up asking ourselves --

.... how.w.could we have let ..~o'u~'r~:..~s, :e~;l~v~~.e'~s~ :r~. :~..~.f:·~ ~..~:::' ..J~.~.~:':."w':.0'1 ..,.~'L.:.~.. ri0..
vocal group of countrles whose citizens, as far as one can ascertain,

have contributed virtually nothing to the technological advancement

of mankind?



I am convinced that it is essential that this trend be halted

and reversed. Industry must be able to convince its government

repr~sent~tives that the granting of concession after concession

firmer stanc~in.these neg~tiations ?y the representatives of

our governments is sorely needed. Should it prove impossible to

change .the minds of the developing country bloc, I see lesser

harm in limiting the member countries of the Paris Convention to

those who are willing to accept its time-honored rules -- instead

of diluting the Convention just to make it appetizing to every

nation worldwide.

I was also asked to report on the status of the revision of the

Model Patent Law. I can do that in just a few words, The

preparatory meetings, at which PIPA has always been represented

in an observer capacity, have come to an end and a consolidated

draft is expected to be presented before the end of 1977 to

governments for c?mments. One must remember that this Model Law

is an in-house project, and the WIPO secretariat reserved to itself

the right to draft it. There is little doubt that this Model Law

will contain many provisions which have been objected to very

seriously by committee members from the industrialized countries

and by observers representing private industrial organizations.

Considerable restrictions will be placed upon the patentee's

rights, including length of protection, working, compulsory

licensing, licenses in the public interest, forfeiture, etc.

Specifically, it will also contain a section with respect to

State control of license agreements and a list of clauses in such

agreements which would be considered prohibited unless there were

good reasons for their retention.
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Restrictive business practices, which is a hotly debated issue

in many international organizations, particularly within the

framework of the U.N., is thus being introduced for the first time

into a patent law, labelled as the "Model Law for Developing

Countries." When the text becomes available, it should'be studied

by all of us carefully so that our views, criticisms and advice can

be made available to our governments.
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Article S"A

PR/PIC/II/13

ANNEX II

PROPOSAL FOR A NEW 'l'EXT oF

,ARTICLE· SA OF THE·" PARIS CONVENTION*
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The Delegation of Canada, speaking also on behalf of 80me Group B countries
not represented in the working Group, expressed reservations concerning para
graphs (3) and (4), in relation with their intention to.ee the scope of
paragraph (8) generalized.

The Delegation of India expressed reservations concerning paragraphs (6) and
(7) •

The Delegation of the Federal Republic of Germany expressed the opinion ~at

only developing countries should have the right to grant exclusive non
voluntary licenses.

The text hereln reprinted was proposed by the Working Group on Article SA
of the Paris Convention. It appeared, together with the footnotes herein
reprinted, in document PR/PIC/II/2.Rev.2.

•

(b) Importattonof- articles lncorporatingthe patented lnvention or IIl&de bl'
the patented process does not~constitute ~ork1ng of the patented inventlon.
However, any country of the onion has the right _to regard the importation of
articles incorporating the patented invention or made by the patented ,process
as fulfilling the requirements of working the patented invention.

(;,).fa),., ~Y,-countrY,of-the _On1onhilB -the right to, require- by- ita nat.lonall••' that
t:he: inv'entionaforwhich that count.ry has granted. patent,. or in .the ca•• of ooun
tries providing for a deferred examination when a provisional protection ba. been
granted, be worked in its territ.ory by the owner of the patent or under hi.auth
orization.

(2) Ca) For the purposes of t:hbArticl., -fton~l1mtary license- .ems a U.oen••
to work .• pat.anted invention without t;he authorization of the cnmer of the patent.,
it also .eansa license to work a ,patented invention given, by the OWDe~ of the
patent where the ,national lawobl1ges,him,t.o'live ,.uch a liCen.e.

Cb) Any country of, the Union ,has the right,to adopt legislatiye,measures
to prevent abuses resulting from.the exercising, of the rights granted by the
patent. BO¥ever, importation into, thec()untry' where· the, patent, has been qrante4
of articles manufactured in any of, th"ecountries, of 'the Union .hall Dot, in the,
absence of circumstances constituting abuse of the patent rights, entail for-
fei ture of the patent. .

(3) Forfeiture of the patent aball not be provided. for: ~cept,,1J'l e•••• where 'the
grant of non-voluntary licenses would not have been sufficient to prevent the ••14
abuses. No,proceedings for the forfeiture or reY'ocation of the patent ..y1\.e
instituted before the expiration of .:blo years from 'the grant of the first Dbn-
voluntary license. .

(4) A non~olunta;:ylicen.e, may, not, be:, applied {Cron 'the ground of failure 'to
work or1Jisufficierlt,workin9:,~orethe.~1rationof aperioCl,of four, years'!rca
the da~e of filing of the patent applicatlonor three, years fran the cta" of the
grant of the patent, whichev-er period; ,expires last, .it. shall berefUlled. 1£ 'the
patentee. justifies ~sinactionbylegitfmater..aOft••

(5) Any, coun1:.ryof the Union bas the right to, prov1d.e, 10, i,ts national law, 'whee
the exploitatlon of the' patented inventlon is required.' by reason of pUblic, inter.at.,
1n particular national aecurity, nutrition, health or the development of other



(9)'1'he foregoing prOVisions shall be· applicable,'JliUtatis ,mutandis,t:o u:ti11~y

models.

PR/PIc/n/13
ANNEX II

page 2

vital sectors of the national econOmy, for the possibility of exploitation, at
any time, of the pate~~ediny~~tlonby the governmentaf that country or by
third persons authorized by it.

(Annex III follows]
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Certain delegations in Group B reserve the right to explain the significance
of suspension as an alternative to forfeiture or revocation•.

Proposal by the Group of developing countries'•

Proposal by Group B countries •

•

...

..

(7) Any decision relating to the grant of a non-voluntary license or to exploit
ation in the public interest, including the amount of the just payment to which
the patentee is entitled, or any decision relating to the revocation9r forfeiture
of a patent Qhall besuhject to review at a distinct higher level 1n accordanoe
with the applicable national law~

(6) Any non-voluntary license shall generally be non~exclusive and ahall not be
transferable, even in the form ofa grant of a Bub-license, except with that part
of the enterprise or goodwill whieh exploits such license. However, in special
cases where exclusive licenses 'are necessary to ensure local vorking, such exclusive
11censesmay be granted,for a period ofupt~ [siX}· [three)**, years Bubjectto the
condition that the patent may not, be forfe1tedor revoked for,insufficlentvorklng
for:A-further-perlodof[one]* [two]*. years after the expira~ion of the exclusive
license•.

(8) NotWithstanding anything contained in paragraphs (3) and (4), developing
countries have, the right to apply the following provisions:

(a) Any developing country has the right t.o·grant'z.on-voluntarj licenses
where thepatentedinventionl~n~tworked,orls'not:.ufficientlY

worked'ihy"the owner of the patentor under his authorizatiOn 1n the
territory of that country within [two] * (three]** years from the grant
of th'e patent in' that ,co~ntry.1unless 'the patentee can satisfy' the national
author~ties,competent to grantnon-voluntar~licensesthat·thereare clr
c~stancesw~ich justify'the,non-working of the patent. Where the ,national
law provides for deferred,examination,for patentability and the procedure
for such examination has not'been 1nitiatedwithin:three years' from the
filing of the patent application, the time limit referred to in the'pre
ceding sentence shall be [four]* [five]**·years from the filing of the
said application.

(b) Any' developing country has tht!righttoprovidli:! in'its: national law
that the patent: may be forfeited or may'berevoked*.* where the pat
ented invention is not worked, or is not sufficiently,Yorked,1n'the
country before the expiration ~f [threeJ* (flve]:**year~h·om,,~egrant
of the patent .1n that' country, provided·that thellational '~aw' of the .
country prOVides for a .ystem0f'non-volun~ary·lieen.es, applicable
t.o that.pa,tent,unless the patentee has been8ble toconvlnc,e 'the
natiOnal authorities compet~nt for forfeiture or revocation ~t cir
cumstances exist which justify t.heno~-vorkingof~epatent.



PR/PIC/II/13

ANNEX 'ill

. ARTICLE- SA(S)--(new)·

Proposal by the Delegation of France

1. Alternativet? paragrap~S(bt_oft~eproposal, by the Workirig Groupori Arti
ele SA of the Paris Convention (documentPR/PIC/II/2.Rev.2):

(8) (b) - Any developing country has the rig-htto provide lnita national law
that~~epatentmaybe.uspendedwhere the patented invention is
not'W9~kea,or isnot8ufficient~yworked,inth~country before
the expiration of [three) [five] years from theqrant of the-patent
in that country, provided that the national lawof,the-countrypro
videsfor a system of ~on-voluntarylicensesapplicable to that pat
ent,unlessthe patentee has been able to convince thenati~nal

authoritie~competenttoorder8uspensionthat circumstances'exist
which justify the non-worktng of the, patent. .

- Once suspension has been ordered, the 'patentee may no loriqer claim
his _righ~s .in infringement proceedings.

- !l'h~, patentee shall recover his rig-hts',subject to the acquired
rlg-ht~of third parties deriving- fromwor~ingduringthe period of
8u:~pension,when he is able to produce evidence that he 18 working
the invention in the country o~'is tak~ng:genulneandeffective

measures to that end.

2. Adoption of this wording- would require the words -and to the suspension- to
be added after -to the revocation and forfeiture- in paragraph (7) of the proposal.

Observations

The Delegation of France has already set out to the Preparatory Interg-overn
mental Committee the economic reasons for its opposition to forfeiture in cases
other than those where non-voluntary licenses are not sufficient to put a stop to
possible abuses, 'arising ,from the exercise of the rights under the patent (Arti
cle SA{3». The Delegation will therefore reiterate them very briefly.

The Deleg-at1on of France considers that failure to work a patent cannot in
i~self-and 1n the ~sence of other circumstances be assimilated to an abuse.
Therefore, where failure to work is not harmful to the economy of the country which
has issued the patent, for example when, failing the possibility of working on the
spot, the patentee supplies ~e market in a normal faShion, forfeiture would appear
to be an unjust penalty.

Forfeiture also appears to be an ill-adapted penalty, since, by destroying
the exclusive right, it considerably limits the posSibilities for future working
of the patent when economic conditions change.

It was probably felt-that the threat of forfeiture would constitute an incen
tive for patentees to put in hand working that they would not otherwise have en
Visaged, with the resultant growth in the volume of technology effectively trana
ferred to the countries in question. The Delegation of France doubts atrongly
whether the institution of forfeiture can have any other effect than to dissuade
potential patentees from filing applications 1n those countries when they are' not
certain of being able to work on the spot. It 1s not possible to say for sure
what the effect will be on the volume of technology transferred but it will cer-
tainly not grow. .

• The. text herein reprintedorig1nally appeared in document PR/PIC/II/8.
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The Delegation of France therefore proposes that, apart from forfeiture ••
currently set out in'Article SA(3), no penalty .hould be applied to. patentee who
fails to work other than the -suspension· of the excluslve right.

Such -suspension- would replace forfeiture and revocation as Provided for in
paragraph 8(b) of the ~orkin9 Group's proposal and would be .ubject to the condi
tions required by that paragreph. ,Th~ effect would be ,to prevent thep,tentee,
fr,om the time his right. vas ~uspel\ded \Jh:t:i1tlletiIlle' h~,·re,coverf:!c3. It,,_f~tml,enter
ing into infringement proceedings against third partiesworklnq his 'invention.

This measure would therefore fulfill the basic obj~ctive of ,forfeiture, that
1s to say to ~ein~tate a country'~,freedo~ of,aetion~srega~ds~nventions protected
by pateJ1ts by ~nabl1n9 any interested party to work them without the risk of in
fringement proceedings.

It,woul~alsohave the advantag~ of not, definitively depriving the country .
ofpos~ible wQrkin9 of the iJ1ventionby,thepatente~orhis:licen8eewhen economic
conditions permitted a~atime\betweencthesuspensionoftperight and ~e expir
ing of the patent since the patentee would fully recover his exclusive right in the
~vent of effective working of the invention.

The recovery of his rights by thepa£entee presents'hoproblems in ca.es where
there ,has been,'no ,worki,Dg, ,by ,third, pa~tie:s _dut"~ng the period of, ,suspension. In
other cases, it will ,he neces~ary~o,~kea~lowancefo~the~equ~red rights of
such third parties ar'1dto, ,re,g-ula,te the ,future, situation ~n:resp'ect of t.he patentee.
This type of problem a~ready:f~ces'fl:ational laws and various leg+81ations have
found solutions to it. There·would be no difficulty in adapting,these solutions
to the case in point. '

[Annex IV follows}
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IV~ ·FURTHER PROCEDURE

_"""."~""'" ~"J.S4, ..""S8cond".,S88s1on,.,of,_ ..the",.workinR",Gr,oup...Entr:.\lsted:,W!,::hQuestior:Il.·.of" Special,.,..
,Interest to Developing Countries.. The Canmit:te~, d,eci :;ed., that the Di,re:ctor
·General should convene this session for November 14 to 18, 1977, at Geneva.
For the same period, the Director General ahould convene all couritriea be~

... ".1qng!ngto :the,Gr0l,lpof ,Developing Countries to allow them, iftheyao
--desire, to ;hold meetings. The Working Group will have the following it.tIm_

on,itsagend.a:

(i) Preferential Treatment WlthoutReclprocityLnCOnnection'withPeea
and ,Length of the priority Period

(on'the basis of documents "PR/PIC/I/2and PR/PIC/II/4. ,the 418
cussions of the 'second. session of the Preparatory Intergovernmental
Committee (see document PR/PIC/II/l3; paragraphs 41 to 71) and the
(unrecorded) discussions of the first aesaion of the working Group)

(li) 'Article Sguater of the Paris (Stockholm) Convention

(on the basisofdocwnent, PR/PIC/II/5, the discussions of the
8econd. sessiQn of the Preparatory Intergovernmental Commltee (aee
document PR/PIC/II/13, paragraphs 72 to 84), the (unrecorded)
discussions of the first seasion,of the Working Group and a
working paper to be prepared DY the Director General (aee docu
ment PR/PIC/II/13, paragraph 84»

(lii) New Provision on Furnishing Patent Information

(on'the Duis·.of.li working. paper> to be prepared by .. the.Dire<;:tor
General (see document PR/PIC/II/13,paragraph 107»

(iv) PossiDleNew Provisions on Development Cooperation Matters

(on the basis of a' working paper to be prepared by the Director
General which, in turn, will be based on, the discussions of the
secondsessioncof the Ad Hoc Group of Governmental Experts (see
document PR/GE/II/13, paragraphs 133 to 148»

tv) Time-Limit 1n Article Se(1). of the Paris '(Stockholm) Convention

(on the> basis of a working paper to be prepared 'by,,'the Director
General which, in turn, will be baaed on the conclusions of, the
third .ession,cif the Ad-xcc Group Qf Governmenta1Experts (••e
document PR/GE/III/14.. paragraph 27»

(vi) COnflict .Bet,ween an Appeltatiori of ,origin arid a'rrademark

(on :thebasisof .aworkingpaper to be prepared .bythe Director
General which, in turn, wi-ll be :based on the conclusion. of the
third session of the,Ad Hoc Group of ~ernmental Experta (aee
document PR/GE/III/14,paragraph 45)

(vii) Independence of Marks

(on the basis of a.working paper to be ,prepared by the Director
General which; in turn, will be based on the conclusions of the
third session of the Ad Hoc Group,ofGQvernmental Experts (see
document PR/GE/III/14, paragraph 67».

155~ speaking on behalf of Group B, the Delegation.of the UNITED,KINGDOM said
that, since items (iv) to (vii) referred to in the, preceding paragraph were to
be considered Dy the Working Group Entrusted With Questions of Special Interest
to DevelOPing Countries before all groups of countries had met, the conclusions
that the Working Group might reach would be particularly tentative, sinee the
members of'the latter might have to reconsider their position after the dis
cussions in the groups of countries.
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PR/PIC/II/13
page 21

156. Third Session of the WorkinqGroup on Inventors' Certificates. !he
Committee decided that the Director General should convene this session for
November 14 'to 18. 1977, at Geneva, if, by October 1, 1977, at the latest,
the Spokesman of. any of the three groups of countries requested h1Jl'l to do ec
and presented at the same time a written proposal on the provisions concerning
inventors' certificates.

157. Speaking on behalf ofG~oup D, the Delegation of the SOVIET 'UNION expressly
confirmed the support of that Gro:up for the·· procedure descr1bedinthe preceding
parag.raph.

1~8.." Speaking 'on behalf of GroupB, the Delegatlonof the UNITED KINGDOM exPressly
confirmed the support of that Group for the procedure described 'in paragraph 156
and added that Group B assumed that any proposal presented under such procedure
would be of substance and would not be a proposal on a merely formal matter.

IS~. Third Session of the Preparatory Intergovernmental Cammittee. The
Committee decided that the Director General should convene this session for
Nov,em~er ~rto2S, 1977, at Geneva. The said session will have the follow
ing items on its agenda:

(i) Items (i) to (vii) referred to in paragraph 154 above (on the basis
of the conclusions ofcthe second session of the Working Group
Entrusted With Questions of Special Interest to Developing Countries
or, where no such' conclusions are reached. on the basis of the IlI&terial
referred to,in respect of each item, intheaaid paragraph)

(iil Inventors' Certificates

(iii) Consideration of the question whether, at a later stage, the
proposals of Canada contained in document PR/GE/III/7 should be
studied.

ltiO; Speaking on behalf of Group B.,the Delegation of the UNITED KINGDOM said,
with respect to item (ii),.referred to inthe·preceding paragraph, that Group B
considered that any discussion of substance on inventors' certificates at the
third"sessiqnof the, Preparatory Intergovernmental Committee would be dependent
UFO? some positive recommendation from the working Group on Inventors' Certificates
but 'that, in the unhappy event that no such recommendation were made, INch c!rcum
'stance would not prevent any discussion at the third. session of the Committee
about£uture procedure'concerning inventors' certificates.

161. Speaking on behalf of Group D, the Delegation of the SOVIET UNION stated
that ·the:question of . inventors·' certificates.' should be. considered' ·in any case
at the third session of the Preparatory Intergovernmental Committee. the dis~

cussions s?ouldbebased on the conclusions' of the third ,session of the Working
Group on Inventors' Certificates or on either the relevant material of all
previous sessions or proposals by the Director GeneraL

162. Program and Date of the Diplomatic Conference. The Committee decided
that the substantive items to be considered by,:the DiplomaticConf,erence
should consist of Article SA (on the basis of the text contained in Annex II
to doeumentPR/PIC/II/13) and the eight itemsreferriedto in paragraph 159 (i)
and:(ii) (to the extent:resulting from the conclusions of the Preparatory
Intergovernmental Comm~tteeyet to be reached) and possibly, depending upon
the decisiOn taken at the third session of that Committee, the proposals of
Canada referred to in paragraph l59(ii1) (to the extent resulting fram the
conclusions that would be reached ata later stage). Unless same important
new question emerges in the future, no further items should be considered
by the said Committee as far as the revision·of the substantive provisions is
concerl1ed~ The ,said cceenaeeee. may still:'havetodeaLwith the administrative
clau,ses._.and",w i.ll"h.aX~...;~,9,.,~~,~1, .W.J,:ti:l Iil~ __ ,l~a,~t ,!,OI:lI~,.J?t. !h~,~ ~n,Ol ~ __.c::.~a.~.s~,~. 7 .:Fina.l~}".
it will deal, in its last session, with,the Rules o£,°prOc-edure of the'-D:fplo;''''' ,.
matie Conference, particularly the question of unanimity or qualified
majorities. The Executive Committee of the Paris Union, when it meets
in September 1977, should deal with the question of the date of:. the. Diplo
matic:Conferenee.

163. This report was· unanimously adopted. by the
Committee in its meetinq on July 8;1977.

[Annexes follow]
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Japanese·Group Committee No: 3
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(IBM Japan)

Takashi·Okabe
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Abstract:

Among Japane'se patent -taw revisions d i.scu'ss'ed 'and

proposed by the Law Revision Committee ullderthe Industrial

Property Council fOr implementing Patent <::Ooperation'l'reaty,

the issues concerning the treatrrlentoftranslations to be

submitted to the Japanese Patent Offid~ under Article 22 of

PCT and their amendments, both of which have been intensively

studied and seem to be most important, ·are summarized and

discussed in this report. Some of other important issues

are·also briefly touched upon.
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1. Introduction

As to various activities for implementingPCT in Japan,

Japanese Group Committee No. 3 made a report at Hakone

Meeting last fall. Passing one yearaftertl)",t, th", outline

of the patent law revisions is becoming clearer based on the

studies and discussions at the PCT Sub-Committee of the Law

Revision Committee attached to,the Patent Office. During

the period of June last year ;thorugh July this year, the PCT

Sub-Committee has met fifteen,times and the Law Revision

, Committee published its iterim report on July 27 this year.

As mentioned in the report at Hakone Meeting, the PCT

delegation inc;luding some members of the Sub-Committee

visited to the ,U.S.A. and European countries and completed

its study report on PCT matters on May 1977.

It is scheduled that the interim report is open for

opinions or comments from the p~blic ",specially from associ

ations and groups concerned unt.i.L late this fall and will be

submitted to the next Diet commencing in D,ecember 1977 after

drafting the law revisions at the Legislative Office. ,After

the legislation .Ls completed, Japanwill ratify the Patent

Cooperation Treaty sometime in ,1978.

Among the revisions sugg",sted in the interim report of

the L",w Revision Committee, discussions ,in this report will,

submitted to the Japan Patent Office under Article 22 of

-334-



-335-

on the incorrectin case a patent is granted

translation and other related problems will be discussed in

detail.. Andd.iscussions in relation to the amendment of

claims permitted under Article 19 of pCTwill be also

includ.ed.

Problems due to the incorrect translation arise when

Japan is named as one of the designated states in an inter

national application originated from" a foreign country. In

this sense, American group members in PIPA will have direct

interests in this issue when they make an international

application designating Japan, and it is hoped, therefore,

this report will be of some help to American group members.

2. Legal Status of Translation

In Article 3 (1) of PCT, it is clearly stated that

"Applications for the protection of inventions in any of the

contracting State may be filed as international applications

under this Treaty." And it is also clear under Article

11 (3) that any international application fulfilling the

certain requirements under the Treaty and accorded an

international filing date shall have the effect of a regular

PCT. Especially, treatment of the incorrect translation

which is different from the original international appli

.cation, amendments to such incorrect translation, the scope
" ",,,,,,,:,,,,,,,,,, """": """""



na t LonaL application in each designated State as of the

international filing date, which date shall be .considered to

be the actual filing date in each designated State; It goes

without saying that it is one of the most important aims of

th~ Treaty that a single international application desi9

nating several countries has an effect "s a regular national

applicatipn in each designated country. According to the

provisions of the Treaty mentioned above, it must be a

ratiopale that apational application in a designated

country is considered to be made based on the contents in

the original language not in the translation required under

Article 22 of the Treaty.

However, the actual examination in a designated, country

is naturally to be carried out according to the translation

submitted to the designated Office and the resulted patent

is, of course, in the translated language.

Problems arise out of the contradiction between the

rationale and the practise. This contradiction is common to

all the contracting states of the Treaty, But, it seems to

us that serious troubles may not arise from inyorrect tra~s

lations among the countries where the language used has

certain similarity with each other. In Japan, this should

be carefully considered and proper measures should be
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is quite different. from western languages. It is supposed

most of international· applications designating Japan,:,illbe

French is. used.

To oope with t.ransLatri.on problems, "Noteson brticle 46"

was adopted at the diplomatic conference held in Washington

in 1970. In the notes, it is clarified that no national

office will ~e.obligated, duri.ng.the national examination

procedure, to. refer to the international application in its

original language and the national office may base it~

examination on the translation only. It is also stated that

if the translation is incorrect and narrows the disclosure

as it ..appears in .theinte);national application, the trans

lation may be considered by the designated office as consti

tuting an. irrevocable renunciatioIl of ,anypaJ;t of the

disclo,sure not contained.,in the tr.anslat..i,on. Howe'ver , it

doe" not aeern proper to ..cons t r ue that the .notes intend to

change the fundamental.rationale of Article 11 (3) of the

Treaty. It. may be proper to consider. the sole purpose of

the notes is to merely provide conyenience in practise.

From this view. point, notwithstanding. the notes of. Article

46, difficulties will arise if the translation is directly .

regarded as a formal application in a.designated country.

That is, it may not be proper for a designated national
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office not to accept any amendment broadening the disclosure

in the translation when such an amendment intends .to recover

the portion ·of the disclosure in the international appli

cation in the original language which has been missed because

of inadvertently made incorrect translation and such inad

vertenceis reasonably explained by the applicant during the

examination procedure. It is reasonable, however, that the

portion of disclosure narrowed by an incorrect translation

is regarded as'i'irevQcable renuncia.tion,in case the'incbr

rectness is found after the patent has been granted or such

incorrect translation is made intentionally.

When the rationale of the Treaty is emphasized, the

content of the natiOnal application in a designated country

should be regarded as the same as those of the international

application in its original language. On the other hand,

from practical viewpoints it is convenient to consider the

translation submitted under Article 22 as the formal national

application in the designated country.

The interim report of July 27 aforementioned proposes

to treat the translations and their amendments as follows:

The examination in Japan will be made based on the trans

latiol1 submitted to the p<itel1t 6ffiee by the expiration of
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application. If the translation narrows the disclosure in

the original language, recovery will not be permitted in any

case. If the translation broadens the original disclosure,

rejected by the public opposition procedure. And, the

translation submitted to the Office may be substituted by an

entirely new set of the translation until the expiration of

20 months from the priority date, insofar as a request for

. earlier examination has not been made. Fundamental concept

of the interim report seems to be a compromise between the

rationale of the Treaty and practise, judging from the fact

that the translation is regarded as a formal national

application in certain situations while the international

application in the original language has an effect as the

national application in other situations.

3. Incorrect Translation

It is a widely accepted theory and a background of

patent systems that an applicant has to make his best efforts

and be diligent in preparing an application as well as in

its prosecution. It is true, therefore, that an applicant

of an international application has an obligation to prepare

a good and correct translation as far as he can when he

seeks a patent protection in a designated country. If he

broadens the original disclosure by its translation or
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makes an incorrect translation with deceptive intention, no

remedy to recover the original disclosure is necessary,

instead, legal sanction may be imposed. On the other hand,

a diligently made translation can be incorrect without any

deceptive intention. The treatment of such incorrect

translations will be discussed below in both situations

where the translation broadens and narrows the original

disclosure a

3-1 Translation broader than Original disclosure

According to the interim report, Japanese Patent Office

will examine the application designating Japan based upon

the translation submitted to the Office without referring to

the international application in the original language. In

this stage of examination, the fact that the translation

includes broader disclosure than the original, if it is the

case, will not be usually found by the examiner. After the

application is published for opposition, no grounds of

rejection having been found by the examiner, any person may

file an opposition on the ground that the published appli

cation contains broader disclosure than the international

application in the original language. Upon receiving a copy

of the , the has a chance to file an...........................: .
amendment, narrowing down the disclosure and/or claims to
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the scope of the original (Japan Patent Law, Ar.ticle64).

If sucha.n amendment is not made by the applicant within the

ground of the opposition. 'Insofar as these: procedures are

concerned; there will be no difficulties because the contents

of the original inteinationalapplication is regarded as

those of formal national application. Whathashappened

here is merely that the examiner has not referred to the

original at the first examination stage because of con~

venience in practise. In order to implement·these procedures,

it is suf'ficientif a. new·giound Of rejection for rejecting

an application which broadens the scope·of the original

internationa.lappliCation is added in the Patent Law Revisions.

Next,the s i.Euat.Lon where a patent is granted based on

the incorrect translation which broadens the original scope,·

without having been screened by the opposition procedure,

has to be considered. The provision of Article 46 of the

Treaty allows the national authorities·to retroactively

limit the scope of such a patent to the scope of the inter

national application in Lts :original language. This is so

called partial invalidity provision.

The present .Japanese Patent Law providesnothingabollt

so called partial invalidity, Lns t.e a d ;" it r'equLre s to

invalidate a whole claim·(including dependent claimS thereon)

-341-



which includes a cause of invalidity. If SU9h a whole claim

is invalidated, there exists a clear .violation of Article 46

of the Treaty. To cope with this. problem, the interim

report proposes to apply the presently existing two systems

in combination without providing a new system in theRe~

visions. The one is the Invalidity AppeaL (Japan .Patent

Law Art. 123) and the other is the Amendment Appeal (Art.

126). According to this proposal, in case it is .found after

a patent has has been gra·ntedthat the scope of the patent

exceeds. the disclosure of the Lnt.er na t LoneL appLd.ca t.Lonvi.n

its original language, the InvaliditY Appeal.willbe .filed

by a third party and then the Patentee will file .theAmend

ment Appeal to eliminate the pOrtion broadened by the

incorrect translation from the issued patent. This is

called the Linkage System. One of the. difficulties in this

Linkage System resides in that no third party is permitted

to file the Amendmel).t Appeal and the whole claim in question

may be invalidated if the patentee does not file the Amend

ment Appeal after the Invalidity Appeal has been filed.by a

third party. The interim report, however, takes the position

that there exists no problem since it, is construed; as an

abandonment of a patentee's right tha.t he does not; file the

position of theil).terim report,emphasizing inadequacies
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both in theory and practise. Those who take this position

propose to provide a provision in Article 69. of the Patent

Law which an authority to courts to declare partial
M •• ' ••••.••.••••••..

invalidity on the claims (a kind of unenforceable).granted

baSed on the broadened translation. This measure is similar

to the one provided. in Artic·le 375 (b) of the U.S. revised

Law, (P.L. 94-131)of the U.S. revised Law •. (P.L. 94-131)

If the so·called Linkage System proposed in thE! interim

report is adopted, it is necessary to add a new ground that

takes care of the broadened translation to the .listof

invalidity grounds as well as rejection grounds in the

Patent Law.

3-2 Translation narrower than Original disclosure

In case the translation submitted to the designated

o ffLce under Article 22· of . the.. Treaty narrows the scope or

disclosure of the international application in its original

language, whether recovery is permitted to the applicant or

not is the very important issue since this. directly relates

to the scope of protection to be given to the applicant of

the international application. According to the interim

report, as mentioned before, it is proposed to conduct the

examination based on the translation and t.o regard the

portion narr()wedbythe translation as irrevocable renun

ciation and accordingly not to permit any amendment aiming
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recovery of the original disclosllreAfter the expiration of

20 months period from the priority date. It is· free for an

applicant to amend the 'narrOw translation sublllittedby means

of substitution of an entire set, if this is done before the

expiratfonOf the 20 months period and a request for earlier

examination has not been made yet. After the 20 months

period, it is by no means possible to recover the original

disclosure. According to the procedure of the interim

report,'the translation itself·seems to be regarded as a

formal national application. The interim report takes the

position that this procedure is permissible in view of the

notes on Article 46 of the Treaty.

It is true that the procedure proposed by the interim

report offers a greatdectl of convenience to 'the practise of

patent granting. That is, examination will be carried out

strictly based on the translation without referring to the

original language and judgement as to whether the amendments

filed,in the national stage present question of new matter

or not will be made based upon the translation only. It is

planned that the translation is published in Japan even
, '

though the international application has already been

published by International Bureau in its original language.

amendments of the translittion to broaden the scope, there is
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no such danger to thirdparties.that the scope of .the

published application is broadened later.

On the other hand, there is a possibility for an
............................•.

applicant to lose important portions of his right due to the

incorrect translation which narrows the scope of the.original

even.thbugh it has been made diligently and without any

deceptive intention.

Those who oppose the position of the interim report

insist that contents of an ihternat.ional application in its

original language should be regarded as that of a na.tional

application and the translation. therefrom submitted to a

national office should. have a .st.at.us of an amendment of the

original, emphasizing disadvantages to the applicant when

recovery of the original disclosure is not permitted and

stressing the fundamental rationale of the Treaty. From

this view point, they take the position that amendments of

the translation aiming recovery of the broader original

disclosure should be permitted at least in case where the

applicant sufficiently and reasonably explains his inadvertence

in making suchan -incorrect translation and the reason -to

amend the same, while recognizing the practical necessity to

carry out the examination on the basis of the translation.

However" they fully support the position that the amendments

enlarging the scope of the protection should not be allowed
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after publication for opposition purpose, since, under the

current patent law, any amendment after said publication is

very limited. More particularly, such amendments as en

larging scope of the protection after publication is com

pletely prohibited.

Practically speaking, however,it would be very diffi"

cult to determine if an applicant diligently made the

translation without any deceptive intention. Furthermore,

it is understandable to take a position that the revision of

the Patent Law or prac t i se.: should be minimized. Because of

these concerns f we- do not hear; at present, substantial:,

arguments against the principle described in· the interim.

report.

4. Amendments at National stage and· under Article 19 of the

Treaty

The national stage of an international application

designating Japan will commence after the translation under

Article 22 of the Treaty has been submitted to the Patent

Office tOgether with a national fee and a copy of inter

national application when required and upon expiration of 2Q

months period from the priority date. According to the

interim examination will be carried out based on the

translation, and amendments at national stage will I:>e
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allowed, again based on the translation, to the extent that

the Pat:~nt·Law allows to a conventional· national appli

cation. In other words, amendrnents before the notice to..............

publi"itt:he application may be filed at the times provided

in Article 17-2 of the Patent Law-and amendments are entered

insOfar as nonew·matter· is introduced to the translation

originally submitted. If such·arnendments present new matter

problern, Article 530:1: 40 of the Patent Law is applied.

Ammendments after the notice to pUblish the application are

perniit:tedwithin the fra.me of Article 17-3 or 64 of the

Patent La.w, and are treated under Article 42 or 54 if they

do not meet the requirements of Article 17-3 or 64.

These procedures proposed by the interim report set up

the amendment based upon the translation and, therefore,

present the- same controversies as mentio'I1ed above ..

Next, the treatment of the amendment under Article 19

of the Treaty will be mentioned. This amendment has a

status different from that of national stage since it is to

be filed to the International Bureau during international

stage and directed only to·thearnendrnent of claims. Ac

cording to the interim report, the amendment under Article 19

of the Treaty has no effect; ··as far as Japan is concerned,

unless the translation of such an amendment is submitted to

the Patent Office before expiration of 20 months period from
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the ,priorty date. The translation of.the Article 19 amend

ment may not reac;hthe Patent Office within the 20 months

period in :,case. the internatioIlaLsearch report is belatedly

sent to the applicant because the period of two months .for

filing the amendment is counted from the date of transmittal

of the sear.ch report. In this case, if the applicant still

wishes to file such an amendment with Japanese Patent

Office,he .has to file anew amendment in Japanese language

after national stage in Japan for that application has

commenced, Insofar as he has a chance to file a new:amend-

ment in lieu of the translation of the Article 19 amendment,

no difficulties or problems are expected.

Whether the Article 19 amendment is entered or not will

be decided on the basis of the translation submitted under

Article 22 of the Treaty. If the.amendment includes new

matter relative to the translation, its entry will be

denied. On the contrary to the case of an amendment at

national stage where a new application may be filed under

Article 53 of Japanese Patent Law if the amendment has not

been entered because of new matter, a new application under

Article 53 is. not permitted in case the enj:ry of the amend

ment of Article 19 of the Treaty is denied. However, the

appLd.can t . may file an appeal from such denial the"'~'t:::~,.

under Article 122 of the Patent Law. In addition, if a new
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matter issue is raised as to the amendment of Article 19 of

the Treaty after the patent has been granted, such patent is

subject to the treatment under the Linkage System mentioned

in item 3-1 above.

5. Other Topics on Interim Report

Three other topics on the interim report will be

briefly discussed.

Firstly, the issue with respect to so called "Self

Designation" has to be mentioned. The so called Self

Designation denotes the situation where an international

application for which the priority of one or more earlier

applications filed in a country is claimed includes the

designation of that country or where a later international

application for which the priority of an earlier inter

national application designating only one country is claimed

includes the designation of that country. In case,of Self

Designation, it is stated in Article 8 (2) (b) of the Treaty

that the condition for and effect of the priority claim in

the self-designated country shall be governed by the national

law of that country. The interim report proposes that it

would be proper to give no effect to the priority claim in

case of Self-Designation because there is no provisi~n to

give the priority right of earlier national applications in
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the present Japanese Patent Law. On the contrary, in the

united States, there is a provision to accord the priority

right of earlier national applications in 35 usc 120, and

the priority claim in case of self-Designation of an inter

national application is also permitted under Article 365 (c)

of the Revised Patent Law. (P.L. 94-131) In this case, the

period for claiming the priority of national applications is

different from that of Paris Convention and such priority

claim may be made during the term of pendency of earlier

applications.

If the proposal of the interim report giving no priority

in case of Self~Designation is realized, one of the advan

tages of PCT will be lost for Japanese applicants. In many

cases, after one basic national application is filed,

improvement or related applications which can be grouped in

a later international application together with the basic

application will come out. If, subject to withdrawal of

earlier national applications, the priority of Self-Desig

nation is permitted, all contents of these earlier national

applications will be put in an international application

designating Japan among other foreign countries and a single

national prosecution based on the international application

can be conducted in stead of prosecuting several individual

only to applicants and the Patent Office but also even to

third parties.
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However, it may be difficult to in~roduce a new system

such as permission .o f the priority of .. eazLi.e.r national

has been intended to minimize the revisions of the present

Law. .But; , it is certainly hoped that proper measures will

be ,taken to maximize the advantages of .peT in .the near

future.

Secondly, the idea presented in the. interim report

relative to international publications will be introduced.

An international application originated in a fOreign country

and.. designating Japan will be published in t.he Japanese

language based on the translation after the translation

under Article 22 of .the Treaty has. been submitted to the

Patent Office though its international publication in its

original language has already been made. In other words,

re-publication in Japan will take place. The.. right to

request compensation under Article 65-3 of the Patent Law

will be effective upon the date of the publication of the

translation in Japan and based on the disclosure in it. And

the scope of the right of prior applications under Article

29-2 of the Patent Law will be determined by the common

disclosure both in the original language and the published

translation.

Thirdly, the treatment of Abstract of an international
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application will be reported. According to the interim

report, the translation of the abstract is not required to

be submitted to the Japanese Patent Office because there is

~o provision in the Patent Law to require the abstract for

national applications. Since Article 3(3) of the Treaty

states that the abstract merely serves the purpose of

technical information and cannot be taken into account for

any other purpose, there is no problem if the translilt.ion of

the abstract is not required. For the benefit of the

public~ however, the abstract will be very helpful if

published in Japanese. It is again hoped, therefore, the

proper measures will' be t.aken in the near future to realize

the publication of the abstract in Japanese as well as to

require the abstract iridofuestic applications.

6. Summary

Proposals for Japanese Patent Law Revisions, offered by

the interim report prepared by the Law Revision Committee,

for implementing Patent Cooperation Treaty were reviewed and

discussed with a stress on the issues relating to the

incorrect tra-nslation and its amendment. OpLnLons opposing

the proposals were also introduced. Since it seems to us

that the U.S. members are interested in considering problems

be caused by the incorrect translation
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international application d~signatincjJapa.n,wehope t.he

U.S. members will give us their thoughts or commE!nts in this
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EXPERIENCES OF A U.S. CORPORATION WITH
THE INDUSTRIAL PROPERTY SYSTEM

OF TAIWAN

A Patent Counsel for Monsanto Company was in Taipei when
the communication from the Ministry of Economic Affairs
(MORA) to the National Bureau of Standards and dated 18 March
1976 was officially published with the directive that
effective 1 May 1976:

..... all patent applications, the purpose
of which is to obtain.protection for
the specific use of a chemical compound
irrespective of its expression in any
form of mixture, preparation, composition,
process or method, will not be considered
as new inventions."

This directive caused concern within Monsanto Company
because this company spends large sums of money on research
to discover chemical compounds having unique herbicidal
activity and the company must rely heavily upon herbicidal
use claims to protect its inventions, particularly in
those countries where compounds per ~ are by law expressly
excluded from patentability. Prior to the 18 March 1976
directive of the MORA an increasing number of patent appli
cations of Monsanto Company directed to herbicide inventions
had been refused by the Patent Office (I use the term
"Patent Office" for convenience, however, the examination
of patent applications is actually carried out within
the National Bureau of Standards) for the reason that
"chemicals" were not patentable by express provision of
the Taiwanese law and therefore, claims to any use of
a "chemical" were also unpatentable regardless as to whether
the uSe claim was directed to a process or a composition
and also, regardless as to whether the chemical compound
was known in the prior art or was described for the first
time in the patent application. Prior to the 18 March
1976 directive, appeals to the MOFA from such refusals
by the Patent Office usually resulted in a reversal by
the MOEA of the refusal by the Patent Office and a patent
was granted in Taiwan with herbicidal use claims directed
to a process or to a composition. The 18 March 1976 directive
of the MOEA indicated that future appeals would be futile
because in the directive the MOEA apparently had officially

":~:':C':'~~~P'p~:~'iit~h~:e:b't~i~yS~i:~~of the Patent Office in refus
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The U.S. Industry Delegation presented a prepared paper
entitled "Possible Impact of Patent Practices on Agricul
tural Developrnentin Taiwan'\ the principle thesis being
that over the long term the maintenance of a strong patent
system will hasten the further economic development of
Taiwan by providing the necessary basis upon which foreip,n
technology can be imported and developed and by providing

the directive asa hard literal interoretati
appear to be realistic nor in the best interests of Taiwan.
Furthermore, there was felt to bea need to discuss with
appropriate governmental officials of the Republic of
China the benefits to be derived by Taiwan from having
a patent system that was comparable to the patent systems
of the industrialized countries such as the United States,
Japan and West Germany. As result of this effort, commu
nications were established with the Ministry of Economic
Affairs who expressed a preference for an initial conference
with a qualified patent expert from the United States
Government. An invitation to visit Taiwan and to confer
with officials of the MOEAwas accepted on behalf of
the U.S. Patent Office by Mr. Bernard A. Meany, Assistant
Commissioner. Mr. Meany suggested that on his visit to
Taipei that he be accompanied by a small group of people
representing U.S. industry and therefore the officials
of the Republic of China could have the simultaneous benefit
of expressions of opinions by representatives of the
U.S. Government and also of U.S. industry. The Republic
of China officials were gracious and agreed to Mr. Meany's
suggestion. It also appeared that the MOEA delayed the
implementation of the 18 March 1976 directive pending
the visit by the patent expert from the U.S. Government.

Mr. Meany made the trip to Taiwan in June of 1976 accompanied
by a U.S. Industry Delegation which consisted of three
people representing the chemical and petroleum industries.
The Hon. Y. S. Sun, Minister of Economic Affairs received
Mr. Meany and the U.S. Industry Delegation and conferences
were held over a period of three days during which the
Republic of China participants included the Minister and
Vice Minister of Economic Affairs, the Director and Deputy
Director of the National Bureau of Standards; the Superin
tendent of Technology within the Ministry of Economic
Affairs. Other participants in the conferences included
representatives of the U.S. Embassy and the American Chamber
of Commerce in Taiwan.

During the latter part of March and the early part of
April 1976, meetings were held with the U.S. Chamber of
Commerce and the United States Embassy in Taipei for
assistance in arranging a conference with governmental
,officials of the Republic of China and in particular,
officials of the level of the Minister of Economic Affairs.
Thereappelired·'to'·]je'ii""tieed'for··the· int"efpretat'i:ofC o£" ..••.....

on did not
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Taiwanese inventors with the incentive to develop indigenous
technology. The MOEA directive of 18.March 1976 would
have a particularly adverse impact on patent protection
for the agricultural use of chemicals. Therefore, agricultural
technology was used as the contemporary example of the
high level of technology in Taiwan which has been brought
about primarily by the introduction of foreign technology
involving the use of agricultural chemicals, which are
broadly classed as pesticides and include insecticides,
herbicides, fungicides and plant growth regulators; and
that the proposed elimination of patent coverage .i.n this
field could well bring an end to the development of new
agricultural technology in Taiwan using chemicals. It
was emphasized that Taiwan's agricultural yields are now
among the highest in the world and that Taiwan is now
able to maintain a positive ba Lance of payments for ·the
agricultural sector despite a decrease in farm population.

Considerable effort was eXPended to try to be certain
that the officials of MOEA under s t ood that while a particular
chemical may be demonstrated to have herbicidal activity
when applied to plants within the. Un i.t ed States, a great
deal of work and technical expertise is required to determine
the local adaptability and practical use of the same chemical
compound for agricultural use in Taiwan. This work can
require as much as three to four years and the expenditure
considerable sums of money before a positive decision
can be made that the agricultural use is indeed adaptable
to the conditions in Taiwan. Taiwan may be chosen or
rejected for such development work depending upon whether
the country offers a patent system which would justify
and protect the investment required to establish the
adaptability of a particular use.

Any change in the patent law which abolishes or diminishes
the patent protection available lowers the incentive to
commercialize the development of an agricultural chemical
and this would be especially true in Taiwan. Many countries
of the world do offer substantial patent protection for
the development of the agricultural use.of chemicals
so that it is unnecessary to spend time and money in a
country which does not offer that type of protection.

Excerpts from authoritative sources were prefientcd Lo
demonstrate that the estimated cost for the ~liscov(!ry

and development of a single tici(lc is ()f the order
of 7.6 llion t [

no
about 7,000 chemical compounds being tested for
which became a commercial success. Furthermore, that
the lapsed time from the discovery of the pes tieidal .activity
of a chemical to actual commercial marketing varies within
a period of from five years to as long as ten years with
a reasonable expectation of about 80 months.
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It appeared that as a result of these conferences, the
MOEA officials accepted "non-obviousness" as a requirement
for the patentability of inventions along with novelty
and utility, and stated specifically that a "new use for

,a new substance, if non-obvious, will be patentable in
Taiwan. "

Procedurally, the 18 March 1976 directive of the MOEA
will not be rescinded, but the allowability of claims
to the uses of chemicals may be established by interpre
tation of that directive where the use meets the tests
that the use is novel, useful and non-obvious.

The dialogue continued over the fol~owing months between
Mr. Meany in Washington, D.C. and Vice Minister Chang
of the MOEA in Taiwan, during which time Mr. Meany sent
to the MOEA officials other papers prepared by the U.S.
Industry Delegation, for example; a paper entitled "Patent
Practice Relative to Economic Development in the Republic
of China" which highlighted the role of patents in economic
development; the importance of technology transfer to
economic development; the responsibilities of private
companies engaged in transferring technology; and, finally,
specific patent issues relative to the Republic of China.

Assistant Commissioner Meany madeva second trip to Taiwan
in June of 1977, again accompanied by a U.S; Industry
Delegation still representing the chemical and petroleum
industries but with some changes in the personalities
making up the U.S. Industry Delegation.

The continuing dialogue between Vice Minister Chang of
the MOEA and Assistant Commission~r Meany of the United
States Patent & Trademark Office (USPTO) had revealed
that there was continued work in the MOEA on an overall
revision of the patent law for Taiwan. At the invitation
of Vice Minister Chang, the U.S. Industry Delegation
presented prepared papers entitled "Comments on Patent
Law Revision - Republic of China" and this led to a dis
cussion of many aspects of patent law such as the reason
ableness of pricing of patented products, exhaustion of
patent rights, conformity between the Chinese specification,
and the original filed specification and compulsory licensing
VB revocation , as a remedy for the failure of adequate
working of patents. The officials of the MOEA reaffirmed
positions which had been -arrived at during the conferences
a year earlier, namely that uses of chemicals could be
patentable subject matter and that non-obviousness woulu
be one of the bases for patentability in Taiwan Including
inventions dealing with the usc of chemj.cnls. St"anllnrds
of patent examination may he developed too provi do n baH Lx
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for the patentability of uses of chemicals and such standards
could well require that the use be of "industrial value"
as well asnon-obvious~

It also appeared that the MOEA was favorably inclined
to moderate its earlier position that a granted patent
in Taiwan could be revoked if the invention had not been
put into commercial practice within three years of grant.
Each instance of a proposed revocation by the National
Bureau of Standards would require specific approval by
the MOEA before such revocation action is taken. The
U.S. Industry Delegation felt that the proposed revision
of the patent law in Taiwan will indeed favorably reflect
the discussions that were participated in by the officials
of the MOEAand Assist.antCo1l)Illissioner Meany and the U.S.
Industry Delegation.

Following the June .1977 meeting,.the MOEA appointed a
delegation composed ofvupper level officials. headed by
Mr. Horng-Tairr Jiang •• Counsel and Executive Secretary
of the Committee of Law and Regulations oftheMOEA to
conduct a research tour to the United States as well
as to certain European countries. This delegation from.
the MOEA will study the patent laws of the U.S ..and certain
European countries in connection with its efforts to revise
the patent and trademark laws of Taiwan. The desirability
of such a research tour was brought about as a result
of the conferences held in Taipei in June of 1976 and
again in ·Juneof 1977. The delegation of the MOEA visited
the USPTO in September of 1977.

Mr. Meany and members of the U.S. Industry Delegation
feel that the MOEAwill now Proceed very carefully in
any revision of the patent laws.of Taiwan and will take
into consideration the discusa.ions that have taken place
which are continuing to take place in Taipei, Washington.
D.C. and other parts of the world. It Ls expected that
Taiwan wilLhave a patent law which is very compatible
to the patent laws of industrialized countries such as
the U.S. and the member countries of the EUropean Patent
Convention.
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PACIFIC···INDUSTRIAt.·PROPERTY.i-\SSOtIATrON

EIGHTH INTERNATIONAL CONGRESS

OCTOBER 11 - 14, 1977

COMMITIEE#3

TWO VIEWS ON PREPARING FOR OPERATIONS UNDER THE PATEIH

COOPERATI@IREAIVANDTHE ElJROPEAN·PATENT· CONVE~TIotJ

THE BELL SYSTEM' SVIEW OF OPERATION UNDER THE PATENT

COOPERATION TREATY AND THE EUROPATENT CONVENTION

R. G. WINTER

WESTERN ELECTRIC COMPANY, INC.
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.THE BELL SYSTEM'S VIEW OF OPERATION UNDER THE PATENT

COOPERATION IREATY AND THLEUROPATE~I CONVENIIOl'J

OVER THE PAST FEW YEARS, THERE HAS BEEN A GREAT

ABUNDANCE OF ADVICE AND COMMENTARY CONCERNING INTER

NATIONAL PATENT PROCUREMENT IF AND WHEN VARIOUS TREATIES

AND CONVENTIONS ARE ADOPTED. AT THIS DATE IT APPEARS

THAT ONLY TWO OF THEM WILL BE OF INTEREST TO US IN THE

NEAR TERM, NAMELY, THE PATENT COOPERATION TREATY (PCTL

AND THE EUROPEAN PATENT CONVENTION (EPC).

PATENT ATTORNEYS IN THE BELL SYSTEM ARE FOLLOWING

THESE DEVELOPMENTS CLOSELY. IN FACT, MANY OF THEM HAVE

BEEN ACTIVELY PURSUING THE ADOPTION OF PCT SINCE IT WAS

FIRST SUGGESTED MORE THAN TEN YEARS AGO. WE WOULD HAVE

WEI..COMED IT THEM; AND tODAY, IN COMBINATION WITH EPC,

WE WELCOME IT EVEN MORE. TOGETHERTHEYOFFE~ ADVANTAGES

WE HAVE LONG DESIRED FOR OUR EXTENSIVE FOREIGN PATENT

PROCUREMENT PROGRAM; NAMELY, FI..EXIBILITY, UNIFORMITY AND

ECONOMY •• , FLEXIBILITY IN THE FOREIGN FILING DECISION

MAKING PROCESS; WORLDWIDE UNIFORMITY IN THE FORM AND

CONTENT OF THE PATENT APPLICATION; AND ECONOMY THROUGH

DEFERRAL OF PRIMARY EXPENSES AND CONSOLIDATION OF SEARCH
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AN UNDERSTANDING'OF WHY FLEXIBILITY IS AN IMPORTANT

.. ADVANTAGE TO THE .BELL SYSTEM REQUIRES SOME INSIGHT INTO

FAMILY COMPRISES THE AMERICAN TELEPHONE AND TELEGRAPH

COMPANY WHICH.1.S RESPONSIBLE FOR. TELEPHONE OPERATIONS'

THROUGHOUT THE UNITED STATES; THE WESTERN ELECTRIC COMPANY

WHICH MANUFACTURES TELEPHONE EQUIPMENT FOR THE BELL SyS

TEM; AND BELL TELEPHONE. LABORATORIES WHICH CONDUCTS RE

SEARCH AND DEVELOPMENT IN TELECOMMUNICATIONS.

A NUMBER OF PEOPLE IN EACH OF THESE BELL SYSTEM

COMPANIES CONTRIBUTE THEIR LEGAL TECHNICAL AND BUSINESS

JUDGMENTS TO THE DETERMINATION OF WHETHER OR NOT TO SEEK

PROTECTION ABROAD FOR A BELL SYSTEM INVENTION, AND IF SO,

IN WHICH FOREIGN COUNTRIES.. THIS FOREIGN FILING REVIEW

PROCESS IS COMPLICATED BY THE FACT. THAT THE COMPOSITION

OF THE REVIEWING GROUP IS DIFFERENT FOR EACH INVENTION

CONSIDERED, AND THAT THE INDIVlD.UAL REVIEWERS WHO COMPRISE

EACH GROUP ARE AT LOCATIONS SCATTERED THROUGHOUT THE

COUNTRY, IN ADDITION, PATENT APPLICATIONS ON BELL SYSTEM

INVENTIONS ARE ALWAYS FILED FIRST IN THE UNITED STATES,

THUS OUR FOREIGN FI LI NG REV I EW PROCESS MUST. I N EVERY CASE

BE COMPLETED SOON AFTER THE U, S, F I LI NG I NORDER TO PRO

VIDE AMPLE TIME FOR TRANSLATION AND ACTUAL FILING IN THE

DESI GNATED FORE IGN COUNTR I ES BEFORE THE SO-CALLED

CONVENTION YEAR EXPIRES.
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IT IS APPARENT/THEREFORE,THATIMPLEMENTATION OF

THE COMPLEX BELLsYSTEM REVIEW PROCEDURE PRIOR TO

FOREIGN FILING REQUIRES PRECISE TIMING AND COMPLETE

COOPERATION OF THE REVIEWING PARTIES. DESPITE OUR BEST

EFFORTS, HOWEVER, THERE I S A PRESENTLY UNFULFILLED NEED

FOR REFLECTION ON THE MANY DIVERSE OPINIONs AND CHANGES

IN STATUS OCCURRING DURING THE CONVENTION YEAR. ALso,
. .;. ",'. . ,

OVERSHADOWING ALLOTHERCONSJOERATIONS IS THE NEED TO

IRRETRIEVABLY COMMIT THE PREDOMINANT EXPENSE OF FOREIGN

PROCUREMENT, NAMELY, THE COST..OF TRANSLATION, AT OR BEFORE

THE EXPIRATION OF THE CONVENTION YEAR.

THUS, FOR THE BELL SYSTEM AT LEAST, THE FLEXIBILITY

OFFERED BY PCT AND EPC.IS WELCOME INDEED. WITH PCTWE

CAN EXTEND THE TIME LIMIT FOR TRANSLATIONS BY EIGHT

MONTHS, AT THE NOMINAL COST OF A DESIGNATION FEE IN EACH

SELECTED COUNTRY, WHENEVER SUCH ACTION TSDEEMED TO BE

NECESSARY FOR A THOROUGH FOREIGN FILING REVIEW. DURING

THIS EXTENDED PERIOD, WE WILL HAVE AS A BONUS THE BENEFIT

OF AN I NTERNATI ONAL SEARCH AND ANOPPORTUN ITY TO AMEND THE

CLAJr1S BEFORE THE ACTUAL FOREIGN FILING. AT THE LEAST,

THIS WILL PERMIT REFINEMENT OF THE SPECIFICATION AND

CURRENTLY IS AVAILABLE TO AMEND AFTER FILING. OF EVEN

GREATER IMPORT, HOWEVER, IS THE OPPORTUNITY THIS ADDITIONAL
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INTERVAL AFFORDS TO,.DETERMINE WHETHER FOREIGN FILING

SHOULD INDEEDEE PURSUEDATALLj AND TO DO SO BEFORE ANY

F ICANT EXPENDITURE OF FUNDS, IS REQUIRED TO COVER

TRANSLATION AND FILING COSTS.

EPe ADDS ANOTHER DIMENSION.TO .THIS BENEFICIAL RESULT.

THE TIME FOR REFLECTlON, AT LEAST WITH RESPECT TO DESIG

NATED EUROPEAN COUNTRIES, IS EXTENDED TO THE TIME OF

PATENT GRANT. THUS... THE REVIEWER WILL BE ABLE TO CONSIDER

FACTS WHICH COME TO LIGHLOVER A .MUCH LONGER PERIOD OF

TIME. THESE MIGHT INCLUDE, FOR EXAMPLE, .CHANGES IN THE

COMMERCJAL OUTLOOK AND THE DIRECTION; INWHI CHTHE

TECHNOLOGY INVOLVING THE INVENTION IS MOVING.

WE IN THE IlELL SYSTEM EXPECT TO TAKE FULL ADVANTAGE

OF THESE OPPORTUN ITIES FOR INCREASED Fl.EXIBI ~ITY • WE WILL

MODIFY OUR FOREIGN FILING REVIEW PROCEDURE SO AS TO PRO

VIDE AN OPPORTUNITY FOR RECONSIDERATION OF THE DECISION

TO PROCEED WITH A PARTICULAR FOREIGN FILING PATTERN WITHIN

TEN MONTHS OF THE DOMESTIC FILING. THIS WILL ASSURE THAT

EVENTS OCCURRING IN THE INTERIM WHICHMIGHl"JlFFECT THE FOREIGN

FILING DECISION ARE NoTOVERLoOKED. IF SUCH RECONSIDERATION

IS INCONCLUSIVE, THEPCT APPROACH MAY BE ADOPTED TO PROVIDE.

AN ADDI TI ONAL EIGHT MONTHS FOR REASSES.SMENT OF THE '. INITIALLy

APPROVED FILING PLAN. I F NECESSARY, OF COURSE, THiS TIME

FOR REASSESSMENT MAY BE FURTHER EXTENDED WITH RESPECT TO

EUROPEAN COUNTRIES BY DESIGNATING EPe • SUCH FLEXIBILITY
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IN EXTENDING THE TIME AVAILABLE FOR COMPLETION OF THE

FOREIGN FILING REVIEW SHOULD PROVE TO BE MOST BENEFICIAL

IN OUR OPERATION, AND 1' M SURE IN YOURS AS WELL.

UNIFORMITY IN PATENT SPECIFICATION AND CLAIMS WILL

PROVIDE FURTHER ADVANTAGES. AT PRESENT, CONSIDERABLE

TIME AND EFFORT ARE EXPENIlEDI N MODI FYINlJDOMEST IC PATENT

APPLICATIONS TO SATJ SFYTHE MANY PI FFERENTREQUIREMENTS

OF FOREIGN PATENT OFFICES. COUNTRIES ADHERING ToPCT AND

EPC ARE IN THE PROCESS OF CONFORMING THEIR REQUIREMENTS

CONCERNING SPECIFICATIONS AND CLAIMS TO THE STANDARDS

. PROPOSED IN THE STRASBOURG CONVENTION ON SUBSTANTIVE LAW

OF 1963, THEREBY MINIMIZING THE NEED TO MODIFY DOMESTIC

APPLICATIONS IN THE FUTURE. OUR IMMEDIATE GOAL IN THIS

REGARD IS TO ASSURE THAT ALL OF THE BELL SYSTEM PATENT

ATTORNEYS ADOPT AND UTILIZE THESE STANDARDS WHEN PREPARING

THEIR DOMESTIC PATENT APPLICATIONS,· SUCH UNIFORMITY ALSO

WILL IMPROVE THE QUALITY OF OUR FOREIGN FILING REVIEW,

PARTICULARLY IN VIEW OF THE GREATER EASE IN PERCEIVING

THE INVENTION FROM THE ACCEPTED UNIVERSAL CLAIM FORMAT.

THE ADVANTAGE OF ECONOMY RESULTI NG FROM THE DEFERRAL

OF TRANSLATION COSTS WAs MENTJONEIl EARCIER. ALSO

SAVINGS FROM THE USE OF THE LANGUAGE OF THE PRIORITY

APPLICATION, BOTH IN THE PCT PHASE ANDTHROUGHOUTPROSECUnON

BEFORETHEEPC OFFICE.
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SINCE THE DISAD.vANTAGES OF THESE APPROACHES CANNOT

BE ASSESSEDWlTHOUT EXPERIENCE THROUGH USE, IrIS OUR

INTENTION IN THE BELL SYSTEM TO TAKE FULL ADVANTAGE OF..................................
ALL OF THE AVAILABLE OPTIONS, TAILORING OUR CHOICE OF THE

ROUTE TO BE FOLLOWED IN OBTAINING FOREIGN PATENTS TO THE

REQUIREMENTS OF EACH CASE. WE WILL TRY'TO MAXIMIZE THE

INVOLVEMENT OF ALL PARTICIPANTS IN OUR FOREIGN FILING

REVIEW IN THIS RESPECT.WnHTHESEAIJVANTAGES OF FLEXI

BILITY, UNIFORMITY AND ECONOMY, WE ARE CONFIDENT THAT

SIGNIFICANT IMPROVEMENTS IN THE ACCURACY OF OUR CHOICES

AND IN THE QUALITY OF THE ULTIMATE PRODUCT WILL BE REALIZED.
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ONE VIEW OF THE PATENT COOPERATION TREATY

IN THE LIGHT ,OF THE>fUROPEAN PATENT

BY

EDWARD H. VALANCE

PAPER TO, BE PRESENTED :FEFORE THE PACIFIC .
-

INDUSTRIAL PROPERTY AS80CIATION MEETING

OCTOBER 12-14, 1977

WILLIAMSBURG, VJRGINIA

COpyright@1977 E.H. Valance
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One View of PCT In The Light Of The European Patent

In the. short time available it would be impossible to give

wish to give you some, points for discussion and explain my initial

reaction to whether PCT will be used to any great extent

by Mobil Oil Corporation in our International Patent program.

The Pate~t Coqperation Treaty represents an.enormous amount

of effort by. many dedicated p r'of'e as Lcna Ls ' and undoubtedly will be

useful to a number of U.S. and Japan' se citizens. and firms in

obtaining foreign patents. However, in administering the for3ign

patent program of a large multinational corporation such as Mobil

Oil Corporation, Ife~l constrained to go cautiously and weigh the

consequences ofa new route. to foreign patents which will re.sult

insubstanttal added costs with no added .protection. Also, with

the new EUNpeanPatent Convention U'lderway each one has to yiew

his own pa t t.erno r foreign filing to tletermine whether the PC~'

route t.othe European Patent Office llhouldbe taken.

The Patent Cooperation Treaty certainly affords an opportunity

to file a single international application Which may include' a

European patent application under the Paris. Union to. be filed in

the European Paterit Office for the various countries designated

·therein.

For the patent attorney representing. a· multinational ent.erprise

such as Mobil whose home base is the United States, there is a

superficial'attraction in the PCT route to filing
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in the Europe&n Patent Office. 1. By filing his European

patent applicLtion through PCT, it would appear that yet

another s&ving in time as well as a deferral of decisions and

expenses" could be achieved. However, it is my present feelinl;

that such attn-act ton is illusory and t'lat upon careful con

sideration of what we know at this time the patent attorney· -_.

representing Mobil would probably not wish to file his European

patent application through PCT. As fo~ other countries such as

Japan and the Soviet Union, to name only two, it may be that

the peT route would offer some advantages , However; I 'do not gee

that those adzantages would outweigh the disadvantages for mo :t

cases. 2; Irl this paper, I have been speaking of the· "European

Patent": Of course, I fully reaUze"tha.ttheEuropeanpatent

when granted ~esults in a bundle of national patents whose validity

and scope rema1nto be tested in the rl.atfonaT'courts~ However"

I believe thai; most of my reDla.rksinconnectioll with the PCT

throughout this paper would apply pretty generally to the

Community Patent Convention which is expected to come into· force

within some years after inception of the European Patent Convention.

Certainly the peT could be used as a route toward flUng a Community

Patent Application when the Community Patent Convention. is in

operation, just as the PCT can be used as an alternate route to

filing a patent application under the European Patent ·Convention.

As presently advised, I would hesitate to recommend that
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patent applications be filed for a Community l'atent using the

PCT;;;;;;;;: My rea;;;;:;; for going very slowly in reconunending

the useo·f PCT for Mobil will how bed Ls'cussed,

First and foremost, I would obser-ve that at least half of the

Mobil foreign applications are now fi·ledlri Western Europe. S:mce

such a great proportion of the Mobil patent applications will be

filiM:eventually in the European Patent ·;Office Lri a single

ap:plicatioh,' it: would see~ to::be reall:runnecessary and a needless

multiplication of paperwork to usePCT with the possibility. of

bureaucratic bungling or. other clerica~.errors. The PCT. ~ppILoa

tiOh woUld seem to be only interposing a further step and an

unnecessary. one in the process of. filing an application in the

European Patent Office. Furthermore, it is hard for me .t o justify

the additional costs which would be inoidental to thefilingofa

PCT application in order. to achieve fiUng in the European .Patent

Office. Although we would be spared reproduction and mailing

costs: Since getting copies of documents to the. designated fore:ign

patent offices is taken care of. under PCT by the Receiving Patent

Office. this saving is more than outweighed by the Internatioral

filingfeeplus the additional fee for each country: designated under

the PCT route. Since the PCT does not. do the whole job Of ex

aminingand processing the. application, and merely. defers the

expense of retaining a foreign associate to prosecute the

applicati~n it is really hard to see how any expense is saved
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in the area Df associate fees. For an assoc~ate to do hi~

job properly, he must study the case. An. associate who woule

prosecute ar, application either ina .national patent. office of

Europe or. in the European Patent Office will probably charge a

representation fee for taking uP the app.l i.cat.Lon just as, he

would. have . charged the same fee or a~ similar. fee if the case had

beeninitally filed with him in the firstplace,Translation

charges are. only deferred and a re nct saved by filingthrougllPQT.•

As-far .aa tbesear~h isconcerned,,~'1hile it is t.rue that thej'e

may be some reduction in the cost of the international sea rch when

doneat;The Hague' as a supplement to the' initial international·

search done in the U,S. PatentOffi<:e as the Receiving and

Searching· Office, I think it is highly unlikely that those

national patent offices with searcrr.ng facilities will· be satisfied

even with tile international search 1<hichis done by the U.•S.

Patent Offii;e and will want to do their own searches' or at least

'have a further. search done at The E,\gue. Certainly. the·European

Patent Convention provides for the geJ;leration of asuppleinentary

. search repo:,tonPCT applications flled in the European. . .~

Patent Office. 1. The PCT seems tome to introduce afu.rther

complication into an already. complicated picture and far from

simplifying matters would Seem to increase the costs

and iritrodu~e the possibility" of Dli"takes at an early stage. when

""1;"".,cla iIlled. .•... !' .
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4. Accerding to the PCT no less tha:l 3 copies of the 'applic,ation

..... .-

to the r ecec.vdng office" then copies are sent to the searchfr.g

authority' and to the Il'iternational Bureau. Now, it is the

responsibi.l:Ltyof thereceiv111g bffi'ie,and this will be the U.S. '

Patent and ~~rademark Office, to tramimiFtlleseal'chcopy to the

Internation"lsearchingauthbr'ityah,ithe record copy to the

International Bureau. A third copy ,.S reta.ined in th.erecei'ing

office. The u.s; Patent and Trademark. Office has done much to
improve its clerical prbcedllres,butIam not sure wh.ether it woUld

be wise to file applications at tile outset under PCT when this

is not neceesary , You may have heard of instances where papers

have been lost orfil,es misplaced, and the burden is on the

applicant to prove th.at thoS" papers .were received in the u.s,

l'atent and Trademark Office. It seems to me that in the present

circumstances it would be'far more prudent to avoid having to

assume that ~JUrden simply by filing our own applications directly

in the Europ~an Patent Office and bypassing any possibility of

"lost applications" or misplaced files. Likewise, if I were

filing an application in Japan I would feel more comfortable

sending it to my trusted Japanese patent attorney who has never

failed to properly file our applications in The Japanese Patent

Office. And if the Japanese Patent Office somehow were to misplace.
an application file I believe that it would be easier to remedy this

situation with the aid of our Japanese Patent attorney, 'Should

there be a clerical ~rror or loss of file on this side in the
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U.S. Patent office r fear it would pe much more difficult to

avoid los s c,f rights.

The conclusion drawn from this discussionis that little use

of PCT is likely except in special situa:tions, especially in

filing outside of the European.Paterit. Office.

r know Hat not allof.you will share my views on PCTor

indeed on tte likely scope of use of the European Patent Office •

. However, r tope that this paper will bring about greater. dis·-

cuss ion and thoughtful.consideration of. these exciting deveLop-.

ments in the international patent la~s with which we are concerned.

Thanl,< .yOIl,
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Problernson Ind~~trialPr~~~r~y~~stem
in: South:' Eas.t:Asian Cout.ri.e,s ,;

JAPANESE GROUP
COMMITTEE #3
REPORTER HIDEO OZAWA
FUJITSU LIMITED

Introduction:

Gentlemen,

I amyeryhappy to have a chance this time.tomake

a sp~echponcerning problem~ on industrial prop~~tyip

South East Asian countries. PCTJ~~~entCooperatipn

Treaty) will be soon cbming into effect and we are now

in ,such a<stage as theinternationalindustrial~prop~

erty system should be .functioned effectively.

Moreover, the developing countries have: already
proposed various amendments of international industrial

,", . ',", ,,"'. ,
l?rop'ertysystem,a5~ing' for 'much c6nb~ib~t.lqn: o+:.~~ch,_

system to industrial development in these countries.

T,ide ... 9f ... emend i.nq the P.aris .conventdons .-is one .of:' such

propo:~e's·.

In such a tide, each country has also individual

intention to the industrial property system and I think

there are problems to be noted in such intention of

each country.

Here, I am going to think about the problems on

the industrial property system and tide of it in the
South East Asian countries, particularly in China,

Korea Taiwan and Thailand, where the developed coun

tries are showing considerable degree of advancement in
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the commercial market.

outlook and problems on Japan-China Trademark Registra

tion Agreement:

threeWe have informed that _
ha\ie contra"eted a mutual

,.

'.

agreement with China about trademark protection•.

As for Japan, five years have passed since restoration

of diplomatic relation between Japan and China in

Sept. 1972, we do not yet sign any ,agreement of indus-

trial property, exceptionally in various developed

countries. With,drastic.improvementsincerestroration

of diplomatic relation between two countries, demand on

agreement for protection of industrial property has
been increaseqalsoin the industrial circle in Japan.

Recently, .negotiation for mutual protection of trade

mark has come to.an ..end in its outline and agreement

will be signed in near future.

Since China is not a member nation of Paris Con
vention, we must make an agreement in the form of

individual treaty. However, industrial circle in Japan

high evaluates this trademark agreement as a trigger of

mutual protection fortohliridustrial property.

But, there are many legal differences due to the
difference in the sOcial system and it is a very impor

tant problem to know what kind of protection is ensured

for Japanese under·the.condition·of Chinese Preferen

tial policy.
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Such problem will be introduced hereunder.

1) Relation with Paris Convention

Perfect protection based on the Paris Convention is
certainly the most desirable for Japan. But, men

tioned above China is not a member nation as of the

Paris Convention. Therefore, we must make an

individual agreement for a while.

When considering participation of China into the

Par.is Convention, in such a current situa.tionthat

the developing countries are making severe push,

saying that "provision for limitation of patent

cancellation, articleS of Paris Convention" is a

large obstacle for industrialization in the devel

cping countries, from the viewpoint of supporting

the developing countries, China seems·to be very

critical to this Convention. China's attitude is

much expected in future.

2) ROle of trademark

Concerning the law of trademark in China, there is
a regulation for trademark control set forth in

April, 1963.
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quality of product.

In Japan, quality indication function of trademark
means that the product given the same trademark
always has the same quality, and any addition is no

positively improve the quality of product and if

quality is degraded, registration of trademark will

be cancelled by the Government. In addition,

although concerning the domestic products, quality

o,f product is supervised and controlled by the
industrial and commerce governmental offices.

For this purpose, products are checked by the Prod
uct Inspection Division, on the .basis of the Prod

uct Quality Standard.

Where, this cancellation system is not adopted to

the foreign manufacturers.

3) Trademark and property

In China, trademark is. used for securing quality of

product and is not established. as the property.

Therefore, exchange with money is not admitted and

admitted is only the transfer without charge.

But, a registrant of the trademark has the right of

possession. Thereby, it i~ prohibitted that the

other person imitate the such trademark. In other

words, it is admitted to reject infringement and
. .

claim compensation for damage. But, exchange with

money between foreigners is admitted.
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4) Problems on Procedure

(a) When using th~ t~ademark, it is required to
make application for registration. There is
no duty for foreigner, but it i"recommended

to register the ~rademark in question before

the use

(b) When making application from Japan, it is
necessary that such trademark is already reg

istered in Japan. Therefore, registration in

Japan should be made in such a form as suit

able for the application in China.

(c) In'China, use of foreign letters is not admit
ted for the trademark; Therefore, trademark

in question seems to be required to devise
with expression using Chinese" letters.

(d) Products are classified into 78 items and the
application should include description' of the

kind of product, name of product, application
andprlricipal material; This means vneoess i.t.y

of practically specifying the particular

product. Therefore, it is forecasted that we
may 'encounter unexpected difficulty at the

time ofapplicatiori to China, unless the

trademark in question is registered in Japan

by practically specifying the particular

product.
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Recent Tide in Korean Patent Office in Relation with
its Expansion

In Korea, the KoreaPateht Bureau was promoted to
the Patent Office in March 1977 with increase of staff

up to ,about 300.

With such expansion of organization, distinctive
improvement in examination and judgement services can
be expected. Reported here is the recent situation in

the Korean Patent Office.

1) Examination condition in Korean Patent Office

In 1972, five years ago, number of patent applica
tions in Korea was 1995 and 618 applications among
those were made by foreigners. In the last year,

1976, it was changed up to 3,261 and 1,825 applica
tions were by foreigners. Therefore, increase of

patent applications in Korea,seems to be almost

equal to the, increase of applications by foreigners.

On the other hand, in the past, number of patent
registrations by foreigners was abnormally small as

compared with the number of applications and number

of applicationsIregistrations by Korea people.

This fact may prove that examination for patent

applications by foreigners is particularly delayed.
As the reasons why examination for patent applica

tions by, foreigners is delayed, following can be.
considered. The patent applications by for
eigners have generally large volume and high
grade contents but the Patent Office is
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insufficient in the examination references, and
examiners are also insufficient in number and

capability. Thereby, examination of such patent

application is delayed. Moreover, for the patent
application by Korean people, examination must be
performed after nine (9) months (seven (7) months

in case of the utility model application) from the

filing date as in the case of application submitted
to the ordinary governmental .orgallizations, in

accordance with the instructions. Therefore, the
patent applications by Korean people is likely to

be examined preferentially. In addition to this,

f9r the examination of patent applications by. for

eigners, extra time is required beca\lseapprov"l by

the direc.tor is necessary.

By the renewal of organization in this time, number
of staff members above the officer is increased up

to 78 and thereby delay of examination will be

gradually compensated. But such delay may not be

compensated easily because examination of paent

applications by foreigners requires capability oJ

languages and such application has large volume of
specification. According. to the news we have ob

tained the patent applications by foreigners until

the year 1973 seem to be examined during this year.

Patent application by Japanese to Korea has become
possible s i.nce ' 1974 oiltheb"sis of the Mutual
protection Treaty for Industrial·property.

Therefore, the patent application by Japanese will
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2) Korea's participation in Paris Convention

Korea's patent law aqmits the prio~ity claim in the
inqustrial treaties. But, the priority claim is
not aqmitteq between Japan anq Korea.

On. the other hand, Japan's patent
priority claim only between the countries partic
ipating in the Paris Convention. Therefore, amend

mentis required for Japan's patent law if an

individual agreement as to the priority claim is
signeq between Japan anq Korea, who is not a member

{"
nation of Par.is Convention. Thus ,·we thin~ it is
after Korea has. part~cipated·in the Paris Conven

tion that she aqmitsthe claim between Japan.

Certainly, there is a view that Korea.will become a

member nation of Paris Convention within the.next
year, but we think Korea will not become a member
of· Paris Convention immeqiately when consiqering

present backgrounq. Namely, Korea and. USA have

signed the mutual protection agreement covering

entire field of the industrial property, but she
does not still have a mutual protection agreement

for design with many other countries including

Japan. In other words, if Korea becomes a member

nation of the Paris Convention, she~ust inevitably
. "-droit d'esign application froiriJapan and other coun

tries.

3) Revision of official fee schedule for patent ap
plications and registrations

Moreover, the Korea's Patent Office.hasrevised

-381-



variously the official fee schedule for patent ap
plications and registration etc. since May this

year. According to this revision, in case of the

patent application, additional official fees are

required when the specification exceeds the spec

ified pages (20 pages), or in the case of trademark

application, additional official fees increase

according to the number of specified products when

these exceeds a certain number. Such official fee

schedule cannot be seen in any other countries.

Therefore, with such revision of the fee SChedule,
it is necessary to omit unnecessary specified prod

ucts particularly in the new trademark registration
application and registration application for"renew

al. Moreover, we also think that since the trade-
mark application submitted before May, 1977 spec

ifies all products as the "products·specified in

this application", unnecessary products must be
abandoned before registration.

Problems on trademark in Taiwan

The Taiwan trademark law was amended on July 4, 1972
(herein~after referred to as the amended law, while the

law before amendment, to be the old law). In this

amended law, substantiv~ ~nactment of approval condi
tion for licensed use (article 26, article 27) is con

sidered as the item to be noted particularly.

This amendment is considered to be based on the
philosophy of protective policy such as promotion of
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condition

foreign. markets. When having thoughtoLadvancement in
the market in Taiwan,. we present you a trend of trade

mark problems in .Taiwan. we.are very happy if this
paper will much contribute to you.

Regarding the point thatthelicenseduse.of
trademark must stLtisfy the.. demand of ·economicaldevel
opment in Taiwan, approval examinations are executed in

accordance with the following standard specified by the
Economy Division.

namely, as can be understood from the articles 26 and

27 in the amended law given in the attached sheet, in

the. old 1a", , (1) guarantee of the same quality and (2)

approval of the Trademark Authority are the approval

conditions. Howev~r, inthe amended law, it is re
quired to satisfy the condition specified by the ~con

omy Division on the basis of the demand of economical

development in addition to the above conditions.

(1) Product quality is certainly excellent.

(2) Relevant product should be necessary in the domes
tic and foreign market.

(3) Such license may promote inCiustrial development in
Taiwan or develope· foreign markets.

The Central Standard Division examines applica
tions for approval of licensed. use based on the above

approval standards, sufficiently considering. the views

of related governmental offices and the industrial



~ircles. In the both the ,trademark possessors (li
censor) and licensee have the nationality of foreign

countries, the license of use is generally approved.

However, if the licensor has the nationality of a for
eign country and the use of this trademark is granted
to the licensee having the nationality of Taiwan,

examination is very severe and appr~val has not been
given in many cases.' Namely, in case of licensing the

use of trademark to the company established under the

laws of Taiwan, it is difficult to obtain the approval,

unless the use of trademark in question can contribute
to the industrial development in'Taiwan; on the basis

of the abovementioned standards.

Some practical approval standards are as follows.

1) Licensed use of trademark concerning investment by
foreigner and technical cooperation

A person who has obtained approval of investment by
foreigner 'or technical cooperatiQnis nQtalways

approved for the licensed use of relevant trademar~

But in such a case,followingapprovalst<l:ndards

are adopted.

a) 'When a foreign company has established under
the law of ip.vestmentby foreigner a company in

Taiwan with the capital investment Qnly by such
relevant company, it is admitted that the com

pany establishediri Taiwan useswith,authoriza

tion the trademarks which the relevant f6reign

company has';
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b) In case several foreign companies have estab
lished under the law of investment by foreigner

ca company in Taiwan by the joint capital in~

vestment, it is admitted the company estab~

lished in Taiwan can use with authorization the

largest amount of capital and having the con
tract of technical cooperati.on approved by the

Government with the company e~tablished in

Taiwan. Where, limitation is given to the term

and products of approved technical cooperation.

c) Above two provisions are adopted even where the
Government designated capital investment o£ the

people in Taiwan from the,political reasOn to

the company described, in item a) or b).

d) Concerning the trademark of the foreign company
having,obtained,approval of technical coopera

tion although not participating in the capital

investment, the usecof such trademark by li

cense in theccooperated company in Taiwan is

admitted SO long as"cspecified in Article l,

,iteml,No. 1 of the technical cooperationiaw

as "a new product can be manufactured or pro
duced". The term is limited withintheterIll of

technical cooperation.

2) Ordinal licensed use of the trademark not related

to investment by foreigner or technical cooperation

Treatment is performed in accordance with the
abovementioned provisions of the Economy Division.
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Incase the products having the trademark related
to the licensed use are entirely or partly exported

the licensed use of the· trademark is admitted as a
rule for the portion to be exported.

3) . Re~application for approval of licensed use

When a renewal application for a trademark right is
filed use of which has been licensed to the other

person, a re-application for approval of the li

censed use of the trademark for said person is also
required.

This is based on thefollo~ings reasons. In the
amended law, as a rule the owner of the.trademark

right shall not authorize the other person .to use

the trademark unless the owner shall transfer the

trademark to him. Exceptionally, the licensed use

is approved only on condition that excellent tech

niques shall be .introduced" into Taiwan' under the
necessity of economical development in Taiwan.

Therefore, the licensed use must satisfy the condi

tionsregulated in Articles 26 and 27 of the amend

ed law, so that the technical improvement 'and the
economical development in Taiwan shall be promoted.

4) Others

(a) Application for obtaining approval of licensed
use is unnecessary when the branches use the
trademark of headpffice.

(b) Conce>rning 'ti),e>.licensed .use of "service. mark":

'rhe> se>rvi~e marksymbo],izes ." not
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"manufacturing 0<: product" and it is contrary

to the provision of Article 26 of the Trade

mark Law. Therefore, the licensed· use of

service mark is not approved.

the. effective term of the approved licensed

use, such change does not mean that the li

censed use by the licensee shall be invalid.

New Thailand Trademark Rule

According to APAA (Asian Patent Atorneys Associa
tion) News, the Thai Trademark Office introduced new

r llles.of practice begining October28,l976.

The introducti.on is to speed-up trademark registration

(it used to take· an year or more to register a mark)

and protec::t the public.

Of the charges oneWhichl'ie think problem is now
explained. For the past 45 years, if .. a previously

registered mark l'ias cited against a. pending applicatio~

the applicant could overcome the .citation by Obtaining

a letter of consent from the. registered owner,

However, letters of consent will. no longer be accepted

whether already on file with the Trademark, Office but

not yet considered or offered in the future, and the

Trademark Office will not consider such consent even as

evidence that the, cited mark is not confusingly

similar.

Thank you
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Reference 1

Countries having Trademark Registration Agreements
with China:

Great Britain, Italy, Iran, Australia, Canada,
Greece, Switzerland, Sweden, Czechoslovakia,
Denmark, West~GermanyO, New Zealand, Norway,

Hungary, East"Germany, Finland, France,

Belgium, Luxembourg, Thailand, Austria, Spain,
Holland

Reference 2

Article 26: (License of use and its indication)

The proprietor of trademark cannot approve the
use of this trademark to the others, •except

for the case of transferring this trademark.
However, such licensed use is admitted 00 pro

vided that manufacture of product of other
person is subject to the supervision of the

trademark proprietor, the product can maintain

the same quality as the product of the propri
etor, and condition specified by the Economy

Divisionbased on the demand for economical

deve16prn:entis satisfied, thereby the 'l:rade
mark Authority has approved.

(2) The licensee of this trademark must give
the indication of lisenseduse on the

relevant·product.
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Article 27: (Cancellation of, approval of licensed

use)

When the licensee infringes the provision of
the previous article in use concerning the

the Trademark Authority'can'cancell the

approval of licensed use upon ex officio or

the reque~t of the interestegpersons.
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THE ROLE OF PATENT PROTECTION IN TRANSFER

OF, TECHNOLOGY TO DEVELOPING COUNTRIES

-Report on WIPO World Symposium in Colombo-

Committee #3

Masaaki Suzuki

INTRODUCTION

World Intellectllal Property Organization (WIPO)

held a meeting in Colombo, Sri Lanka, from February 21

to 24, 1977, under the title "WI PO World Symposium on

the Importance of the Patent System to Developing

Countries."

Approximately 200 persons from about 40 coun

tries attended the Symposium and heard 22 lectures

given by ten lecturers from industrialized countries

and twelve from developing countries. Each lecture

was followed by an earnest and helpful discussion.

It was a great honor and pleasure for me to be

able to attend the Symposium as a lecturer representing

the Japanese industries at the request of WIPO through

the Japan Patent Association.

The Symposium had first been schpduled to deal

with various problems concerning the importance of
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patents in developing countries such as for promoting

the establishment of new industries, for the aquisition

of up-to-date technology and know-how, and for the

petrochemical, pharmaceutical, textile, mechanical and

Actually, however, participants from both

industrialized and developing countries concentrated

their discussion on the attitude to the transfer of

technology and the relevancy of the patent system to

the transfer of technology.

This could somewhat be expected prior to the

Symposium from the recent world trend of reviewing

national and international patent systems.

BACKGROUND FOR ORGANIZING THE SYMPOSIUM

In recent years, the usefulness of the legal

protection of inventions, i.e . the patent .s'ys t em , fore

the economic and industrial development of developing

countries has often been questioned in various circles.

The WIPO Symposium was organized in order to examine

and discuss such doubts.

FOr .exampl e , at the General Assembly of. the..
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United Nations held in 1961, Brazil.andColumbia

.submt tted their draft resolution concerning the role of

patents in the transfer of technology to developing

countries. In this resolution, they pointed out that

the patent systems should be reviewed one the internac

tional level to promote the effective transfer of tech

nology to developing countries, and emphasized that the

existing patent systems prevented the technological

and scientific progress in developing countries and

the payment of royalties to foreign patentees imposed

a heavy burden on their poor foreign currency.

Then, at the General Assembly of the United

Nations held in 1965, a resolution was adopted based

on the report of the Secretary-General of the United

Nations that suudies should be continued to examine

the propriety of the existing national and internation

a Lvp'r'ac t ices inthefransfer of patented and nonpatent

ed' t echno Logy' 'to' developing countries.

Further, on the basis of the resolutions adopt

ed by the 1973 Conference of Heads of States or Govern

ments of Non-Aligned Countries and by the Inter-Parlia

mentary Council held in 1973, the Working Group of the
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ed in 1974adra.ft Code of Conduct on Transfer of Tech-

model patent

laws f'?;r developing countries.

industr,ial property, and for drafting

strengt:hening.the technical ability of developing

countries t hrough the transfer o f it.e chnoIogy,

in the agreements for the transfer. of t.echno l.ogyrand

no Logy . This Code provides the guidEilines for gen er a I

andfai r condllctin the intern.ationaltechriology market

with a view to promoting the interria.tidnal trade

The General Assemhlyofthe {In.ited. Natibns

Conference on Trade and Development (UNCTAD) held in

1975 resolved to expedite the transfer of technology

to developirig·C:ountrieitlnder fair 11rid reasonahle

conditions and to promote the improvement of technology

andrdeveLopmerrt Of na't i ona L't'echrio Logy in developing

countries through the tfaining oftechriical personnel

andTmprove d a2cess to technicald6cuments. -They also

resolved tbassume the responsihility, with WIPO, for

revising the Paris Convention in consideration of

assistance 'to developing countries in the field of

As you are well aware, revisions bfArtic:le SA,

Article Squar t e r' and Article 4his of tile Paris Conven-



tion, Preferential Treatment without Reciprocity in

Respect of Fees and the Term of Priority, Inventors'

Certificate, Unanimity Or Qualified Majorities and

others have been Proposed.

These proposed revisions were discussed at

WIPO's three meetings by the Group of Governmental

Experts, followed by sessions of the Preparatory Inter

governmental Committee, of which the second session was

held in Geneva on June 29 to july 8 this year, and the,

third session ,will .be held in November 21to 25, 1977.

SUMMARY ,OF COLOMBO SYMPOSIUM

The Co l omb o Symposium was opened by an address'

by Mr. T. B, Ll.angar atn e , Minister .of Trade of Sri Lanka ,

and closed by an, addres s tby Mr. Felix .Bandar ana i ke ,

Minister of Finance and Justice of Sri Lanka.

At the Symposium, lectures were given by persbns

represeriting the industries from' industrialize'dcouri-'

tries such as West Germany, Switzerland, 'Sweden, United

States of America, Soviet Union, United Kingdom, Nether

lands, France, Denma,rk and Japan. Other lectures were
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minister, a governmerit official and a. central bank maIl.

from developing countries such as Sri Lanka, Bangladesh,

India, Indonesia, the philippines and Malaysia.

"

-,

hour and a half and it was followed by a hot discussion

and questions-and-answers for about the same period of

time.

The lectures given by persons from industrial

ized .coun t r i es maybe classified into three g.r oups .

The lectures belonging to the first group

stress that the patent system stimulates iridustrial

development and capital investment; that a strong patent

functi6ns as asa:f'eguard. for enterprises; that patent

protectiCln guarantees Lmpor t a t i on and exportation as

well as trims fer of excellent technology and related

technical kriow-how; and further that the restriction

of importation will not reduce the cost of paterited

products arid the grant of compulsory licenses will not

necessarily promote the working of patented technology

in the country where it is granted, contrary to the

opinion that such restricUon of importation. and grant

of compulsory licenses can promote the working of
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patented technology within the country c on ce r ne d , The

speakers of these lectures are of the opi.n ion that

patent p ro t.e c t i on under the traditional patent system

which has been effectively utilized for many years is

mOst effec:tive for the proll1otionof the tra.nsfer of

tec:hnology to developiIlgcOuntries.

The speaker of the second group lecture who is

from the socialist bloc reported the examples of

a s s istance to developing countries in the fileds such

as petrOchemistry, chemistry and metals. His lecture

stresses that technology , )mow-how and .facilities

should be supplied to those countries, and that tech

nical experts and skilled. men shouLd be sent for t rai.n

ing technical people there to such extent that the

operation by.themselves becomes possible. According

to this speaker, the patent policy of his country

toward developing countries aims to give c:qoperati()n

in their attaining economic indepepdence and establish

ing the basic foundation for their own industries, and

the patents granted in those countries serve to en

courage their national industries as well as to pr()tect

the right of the licensees from beingipfringed by

third
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The lectures classified into the third group

stress that, in the course.of tec:hnologicaldevelopment

and commercialization, . the policies should be determined

in consideration of the utilization of the effects of

the patent system; and the case where one

has insufficient technology, the purchase of existing

technology will enable earlier and cheaper commercial

ization with less efforts as compared with developing

such technology by oneself. They further stress that

in setting up a manufacturing facility for new products,

the cycle of investment in research - deVelopment of

technology - patent protection - investment in manu"

facture - production - sales - profits - investment in

research again should always he kept in mind and

reflected on the policies in business decisions;' and'

that the technology suited to one's technica1ability

should be selected and transferred from others to be

combined with one's own technology, a.nd :for this'purpose

proper evaluation of the technology and patents is

required.

My lecture ,. which, belongs to the third group of

lectures will be summarized below.
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Japan decided to give up its national

isolation policy in 1868, and then adopted various

new policies such as. establishment of the new

legal system, reformation of the economic system

and promotion of industries.

In 1885, our first patent law called "Patent

Monopoly Act" was enforced.

Also, Japan was eager to introduce over

seas technology, which contributed much to the

Jap an , srapid industrialization. For example,

production of steel and synthesis of ammonia

s t ar t edj in 1901 and 1923, respectively, based on

patented technology and facilities introduced

from ..ab r oad , thus providing the basic foundation

for such industries. Recently, the level of the

national te~hnology has been so raised that, for

example, a method of collecting unburnt components

in exhaust gases using the LD process for steel

making and a method of synthesizing urea which

combines an ammonia synthesizing process and a

urea synthesizing process are even exported

-398-



received from abroad in 1974 was only 35.7% (i.e.

about 200 million dollars) of the amount paid.

Of the last on'e hundredYears,Japan spen't

t.echnoLo gy from abroad and its industrialization.

The subsequent 30 years were used for the intro

duction of overseas technology, improvement of

introduced technology and industrialization of

improved technology. The progress of the Japanese

industries attained during these 70 years owes

much to overseas technology introduced under the

protection of the patent system, as>le1l as to

inventions and research andtdeveLopmen't stimtiiated

by the patent system.

Fortunately, the Japanese patent system

has been, since its birth, a system that guarantees

the patentee to exet'ciseexclusive rights conferred

by the pa t errt which enabled the introduction of

overseas technology Ihcistadva.nced at the respective

periods together with th.ere1a.ted know-how. A

great deal of money had to be paid fortheintTo

duc t i on Of such techno Lo'gy and iknow-how , However,

evaluating the t echn i ca L'Eounda t i on established
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in the industries and increased abilities in

research and development,Japan has achieved

a great, deal of benefit, indeed.

During the last 25 years, the}apid

progress of Japan's industrialization has been

attained by combining new technology developed in

Japan with most advanced technology introduced

from ahroad on the hasi 5 of the technical f oun da 

t i on then established in the .Iapane'se' industries.

Although , in Japan,the amount of license

fees to be paid ab r oad exceeds the amount to .b e

r eceived ,excepent technolqgy ,and high production

efficiency have enabled us to maintai~ tliehigh

gross national product and to gain confidence in

products made in Japan.

Thus, the Japan's industrialization has

been promoted with the aid of the patent system

during these one hundred years. Nowadays, re

markableprogress has been made both ,in communi

cations .and transportation and desired technical

information and .Eac i.Li,ties are easily and rapidly
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"

.start edmow would be able to be .accomplishedonly

within 30 to 50 years rather than 100 years, by

positively encouraging inventions and effectively

utilizing transferred technology. For this purpose,

This was the content of my spe.e.ch , which .re

ceived various comments. Many participants comment.e.d

that 'my, speech presented the analysis of the process

of Japan 'sindustrializat'ion by raising many facts which

helped them understand ,the contribution of the patent

'system to the development of 'industries. On the other

hand, some were of the opinion that the Japan's case

would not always be applicable to other countries in

view of the education which had already prevailed

to Some extent in Japan, a certain level of technical

abilities already attained and the diligence of the

Japanese people.

The lectures given by persons from developing

countries related to their governmental policies

regarding transfer of technology rather than the

opinions representing their industries.

The lectures by persons from developing coun-
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tries may be classified into the following two groups .

The speakers of the first group lectures came

from the countries such as India and the Philippines

already having the industrial foundation in the fields

of, for example, a typewriter and certain kinds of

machine tools which have been developed in their own

countries. This group is different from the second

group in that, while they recognize the importance of

the transfer of technology, they take much precaution

against matters which would be against the interests

of their technical foundation now existing.

The second group lecturers have the opinions

almost common to developing countries that the patent

system is useful because the patented inventions by

foreign applicants serve to encourage their own re

search and development and to promote their industries.

However, as to the relevance of the patent system to

the transfer of technology, they point out that the

technology granted in their country to foreign patentees

only serves to guarantee the import of products from

foreign countries. So, they desire to have the patent

system which guarantees the working of patented tech-

-402-



the same purpose to revise the Paris Convention.

GENERAL ATTITUDE OF,DEVELOPING COUNTRIES

have been stressing before the public the importance

of the transfer of technology and appealing the heavy

burden of patent protection imposed on them in connec

tion with such transfer of technology, on the occasions

of the General Assembly of the United Nations and

meetings of the organizations of the United Nations.

Theprob lems common to developing coun t.r i es

are well expressed in the opening addre.s s by Mr. T. B.

Ilangaratne, Minister of Trade of Sri Lanka, made at

the Colombo Symposium, which will be cited here

rather in detail.

Developing coun tries can be persuaded to

accept the usefulness of the patent system only if

massive transfer of technology on adequate terms

is assured to accelerate the development of devel

oping countries.

The current exercise in revising the Paris
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Convention will lead to positive results on these

lines and during the discussions will emerge a

series of general principles t6govern the revi

sion of the existing patent system.

The patent system has traditionally been

reg,rded as playing a positive role in the fulfil

ment. of a number of functions connected wi th

social and economic growth. Also, the patent

sys tem , together with other legal sys.t.ems , would

promote the technological progr es s; transfer of

technology and industrial development. However,

the fact is ' that these: objectives have hardly

been achi eved , '

Foreign predominance in national patent

systems cast serious doubt on the basic justifi

cation for regarding them as instruments to stimu

late the development of local innovative ability.

The unequal share of the benefits of the

patent system enjoyed by foreign enterprises

reflects in part an inequality in basic technolog

ical strength.
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national activity of developing countries owing

to various effects of its legal structure. However,

of even greater concern is that the contribution

being made by the patent system to the industrial

de veLopment. of. cieyelopingcountriesIsr;;;;;iT;;ihi

because of failure to wo rk patents there.

Almost all of the patents in foreign hands

are essentially part of the strategy of multi

national corporations which apply for th,em chiefly

in order to protect local markets from domestic

and foreign competition.

The present situation.·calls for a revision

of the patent laws and administrative practices

in developing countries so that these are com

patible with other policy instruments for national

development and also calls fora revision of the

international patent system with the object thit

such reform should stryngthen the sovereignty of

developing countries in regulating the transfer

of technology in accordance with their own laws.
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TRANSFER OF TECHNOLOGY IN DEVELOPING COUNTRIES

As is apparent from above, developing countries

wish the patented invention to be actually' worked

in the country where it is granted. In other words,

they do not wish the patent right granted there to be

exercised on Ly .Eor the ben ef i t of importation of patent

ed pr oduct s unde r the protection. of the. patent.

Developing countries also criticize that in local

working by subsidiaries of multinational corporations

and joint enterprises, dscisions as to the purchase of

materials and facilities, loan of Inoney, personnel

affairs and so on are usually le:!:t to instructions from

their head offices and the opinions of developing coun-

tries are. not r-ef Lec t ed , which Prevents the pa t en te d

technology froIn being locally worked in developing

countries.
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As to the transfer of technology, developing

countries strongly desire the transfer of know-how

along with patented technology for the effective work c

ing of such technology, and the adoption of the Code of

Also, they adopt various national policies for protect

ing the interests of their own.

For example, in developing countries, regis

'tration is required in investment and licensing by

foreignors; the investment for the purchase of existing

companies or stocks in an amount exceeding the prescrib

ed value is prohibited; licensing in a certain fields

of technology is not allowed; different taxes are placed

on royalties of not more than and not less than a cer

tainproportion(e.g.Z%); the remittance of royalties to

foreign countries is restricted; and the employment of

a native person as a manager is obligated;

There is no doubt that developing countries

have, in common, an earnest desire for the transfer of

technology for the purpose of their industrial develop

ment, although their policies are different in various

countries. They say that the transfer of technology

is important to them for the promotion of employment
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(ha1fof the educated people have no proper jobs),

training of technical personnel and gaining of profits.
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OUTLINE OF PRESENTATION

TO

PACIFIC INDUSTRIAL PR.OPERTY ASSOCIATION

EIGHTH INTERNATIONAL CONGRESS

OCTOBER 14, 1977

EAST-WEST' ARBITRATION AND CONCILIATION 'PROCEDURES

I. ' ARBITRATION

Clauses are standard pr~ctice

Institutions in place
FTAC, ICC, AAA

U.S.-USSR Trade Agreement .0£1972

U.S.-Polish Trad~ Agreement of 1972

Treaties - 1958 Convention oI.Recognition and Enforcement
of Foreign Arbitral Awards

AvailableCholces

- FTAC

- country of defendant

- Neutral country

- Third country underins't£-tatiion'al 'rules,' tag. ICC ,A:AA

- No rules

- UNCITRAL Rules

Choosing arbitrators

- number

- nationalitg

- txi-partite

- by appoi4tingauthoiities

- expertise v. legally trained
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Use of Rules

- Institution v."hotelroom~

- Rules

- Time :frames

- Administration

- Ex parte

- Substitute arbitrators

Governing Law

- Laws of a country

- Principles of conflict of laws

- Customs of world trade

- "Material law"

- Substantive contract law

- Federal code or obligations

- Ex aequo et bono

- Equity and justice

Technical or Engineering Dispu~es

- Speed

- Need for qualified exp~rts

- Splitting issues

II. INTERNATIONAL CONCILIATION

Reasons for use

- New trade with eastern bloc ,countries

- Lack of familiarity with customs and usage

decis:!

- Language problems

- Differ~nce in sophisticated technology

Lack of competent, technical ,arbitrators - particularly
in high technology SUbject matter:
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conciliation procedures in place

- Romania

Poland

- Hungary

Role of U.S. 9hamber of Commerce

Joint Economic Councils

- Need for impartial conciliation

Naming neueral administrator

Optional Conciliation Rules

- Creating Conciliation Commission

Panel of joint conciliators

:l'erm of service

Per'sons 'of Ju.dicial temperament

Naming administrators

Procedures for conciliation

- filing papers, fees, number of copies, responses,
extensions of time, location of meetings, -oral
hearings, representation, expert advice.

Proposed Solutions

In writing, time limits to accept or decline

Draft protocol, fees for conciliators

Failure to Conciliate

- Parties arbitrate or litigate

- Secrecy of conciliation procedures

Conciliator cannot serve as arbitrator

Costs

$100 per party registration fee

- Conciliator per diem

Deposit
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- Optional Conciliation Clause

"If a dispute arises out of or in conneCtion with,

or results from this contract, its application or

interpretations, and if said dispute'cannot be

settled thro~gh direct discu;sion's, th'epa'r1:ies

will address themselves to the 'Concilia't,{on

Cdmmisbi.on establish~d byth~ Bulgarian"-U.S.

Economic Council, lnorder to settletffe dispute

in an amicable mannerundertheOptioria~Conciliation

Rules adopted by' theCoun<;:il, be'fore 'liaving recourse

to an arbi tral or judicial pr();ri,~dure.,,'

When drawing up a, pontract ,:1:h<e,:.J?artietf ; to. the contract:
may, on mutual a'greement, insert into said'contr-act a
clause reading as abov'e .'" .
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BULGARIAN-U.S. ECONOMIC COUNCIL OPTIONAL CONCILIATION RULES

Cone i liB t ion': Comb s iori

1. Any business dispute: .of an irtternationalcharacter 'may be the' eubjec t

of a request for settlement by conciliatio~ under the auspices of the Bulgarian-U.S.

Economic Council (the "Council") in accordance with these rules, if the parties

have so provided in their contract or if they subsequently agree to such procedures.

'2. A Conciliation Cornmis.sionshalLbe established in accordance with

these rules from wase membership conciliators may be selected for the settlement

of disputes.

3. The Gonciliation Commission shall consist of six members, .three

Bulgst:'ianandthree American, appointed for, a period-of three years by, the p Lenary

session of the Council. The American members shall be,nominated by the Chairman

of the American section of the Council and the Bulgarianmember~ shall be

J:\0minatedby the. "Chairman of the, Bulgarian section of the Council

'I1te,membe~~ of the ,Concilia~ion"ccnmrss ton shall be, "persons.' of

judic~al tempe~ament havinga,thorpugh ~~ow~edg~. of foreign trade and ,commerc~al

matters. Members of the Conciliation Commission may be'reappointed for additional

three-year periods at the expiration of the~r periods of servic~.

S. The organization administering the conciliation will be--in the

Unit.~d ,states", the hnerican Arbitrat~on,Associa~ion,and,}n Bulgari~, the

. Arbitration' Court at the Bulgarian Chamber at' Commerce and Industry-- he re Inefcer

referred to as the Administrators. The two secretariats of the Council will

communicate to these Administrators the names. professions and addresses of the

members of the Conciliation Commission.
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II

Conciliation Panel

For each dispute, a Conciliation' Panel shall be established, consisting

afone conciliator chosen by each party from among the members of the Conciliation

Coumission. ~ an alternaeiveprocedure',·both,'parties may, by mutual agreement,

select one conciliator from among the members of the Conciliation Commission to

serve as the,' scjejrember of the Conciliation Pane L,

III

Request for,Co.nciliation

1. The party making a request for conciliation shall apply to the

Administrator of his choice (the "Competent Administrator"). The application

shall include the name -and address of the parties, the 'object ofrthe dispute, the

factual-and, legal grounds governing the dispute~ the evidence upon which the

party -relies,and the name of its 'chosen 'conciliator. All 'relevantc.onttact's"'i'h<J.

other documents shall be annexed to the application. Applications 'shall be

submitted in four copies. The Competent Administrator will register the application,

collect the conciliation fee in accordance with the schedule attached hereto, and

submit to the applicant the information contained in Section II with respect to

the-members of the Conciliation Commission and the method of selecting conciliators.

2. After registration of a request for conciliation, the Competent

Administrator will send a copy of the application to the other party, inviting

it to pe'r t Lcdpatie -and setting forth the applicable fee. The Competent Administrator

will likewise submit to the other party the pertinent information with respect t,o the

Conc.iliation Panel and conciliators.
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IV

Response

The other party shall have thirty days from its receipt of the

invita,~~pg from the Ccmpetent; Administrator to file, a response.

2. Such Response shall be submitted. in four copies, shall list the

name Brntaddress of the party, its view of.the.- 'case, any 'evidence upon which

it relies, and the name of its chosen conciliator. The Responseshall,be

accompanied by the appropriate fee. Upon receipt of the Response, it will be

registered by the Competent Administrator and B copy thereof shall be sent to

the other party.

3. Any requests for extensions of time in filing the Response shall

be directed to the secretary of the Competent Administrator.

4. If the request for conciliation is rejected, or if the other party

fails to reply within thirty'days, as that"periodmay be extended, the

Competent Administrator shall close the file'and make the neces sary arrangements

for the" return of, the fee and any docume nts to the app Lfcane ,

v

Actions of Conciliation Panel

l~ Upon registration of the Response, th~ Compete~tAdministratorshall

transmit all relevant documents to each conciliator appointed by, th~ p13.,rties.

2. The, Panel, after sonsultat ion with theparti~s,shal1 fix the time

and place of Panel meetings. If, BuLga r'La is chosen, "the location will be the

headquar~ers of the Arbitration Court in Sofia.
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the parties may

The parties may

3. The Panel .members shall acquaint themselves with the details of the

case and shall request any additiorla{'inf'ormation required from the parties.

4. "IhevPane I i3hallhear the'pari::'ies, if possible, and

appear in person or berepresentedby'duly'authorized'agents~

also be assisted by counselors, solicitors, or other advisors.

-5. 'nlePanel may obtain' any necessary expert edvtce-concernfng ;'t~cl1'nlca1

aspects of the "dispute, .provdded the parties "agree 'to share equally" the 'expenses

of such advice.

VI

Proposed solution

1. Af~erhavingex~minedthecase,the,~anelshall propose to the parties,

in writing, a solution to the disPU:te~ The parties "are free to accept or, decline

the proposed solution. Within thirJ:Y c:l~ys,of receipt of the. proposed, solution-,

each party will communicate, in writing, to the Conciliation Panel, whether or not

it accepts the proposed solution.

2. If the solution is accepted, the Panel shall draft a protocol, to be

dated and signed by each Panel member and the parties, stating that the dispute

has been' settled in accordance with 'the "s61ut:i6h.' If the solution has been

rejected, this fact shall be noted and a protocol shall be signed only, by the

Panel 'members'. The protocol shall be ' draf ted in three copies, one for each party

arid oDe-for the Competent lIdministrator.

3. Upon 'receipt of the protocol, the Ccmpetent AdminiStrator shall

de t.e'rm Lne the fees due' to the rrembaz-s or' the: Concil:1.ation'Parie'i.
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Rights of Parties if Settlement ~Qt Reached

";;1. <: Shoukd . the.iconcLl.Lat Lon solutioI1,b.edeclil1ed"the parties,~hal1",be

free: to. refe~:t:1:l~ir d:isp~te, .t;o ,aFbil:ra~ic:ll:'l:"or"to:anBc"t_i_on at law, unles~ they

are' bound ~):",aI?-arbitration,proyis:i91l,'fll;;I:~eiI." cpnt:r:a,ct:;

z, Nothing;~hat"ha~" ,t:r:aBl:Ipi~ed in connec t Lonwi.t.h -the c:onci~iatton

proceedings is intended in any way to affect the legal rights of any of the parties

to the dispute, whether in arbitration or in a court of law, and each party shall

agree that no statement made by or on behalf of a party to the conciliation

proceedings shall be utilized in any other proceedings without the consent of the

party making the statement.

3. Any person agreeing to sit as a ~mber of the Conciliation Panel for

the settlement of a dispute shall agree that he will not accept appointment as

an arbitrator for the same dlspute.

VIII

Schedule.ofConciliationFees

1. Registration Fee

Each party to a dispute submitted to the Competent Administrator shall

be liable for a registration fee of $100 and no application will be entertained

unless accompanied by this deposit.

The registration fee is not recoverable and becomes the property of the

Administrator with which it is filed.
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2." Costs of Conciliation

a) The Competent Administrator will negotiate with the conciliator

or conciliators and the parties a reasonable fee to be paid to the former by the

parties. In the event no agreement can be reached, then the Competent Administrator

shall fix a reasonable per diem for each corte iliator between a minimum of US $100

and a maximum of US $300;

b) Before a disposition of the 'conciliation, the parties shall each

additional Al.imsthe Administrator:deems necessary 'to defray 'the exp:enses':yf :the

conciliation. When the conciliation is concluded by settlement or terminates

because the conciliation was" unsuccessful," the Administrator shall render an

accounting and divide any urexpended"balance betwee"nthe parties~

IX

Optional Contract Clause

When drawing up a contract, the parties to the contract may, on mutual

agreement, insert into said contract a clause reading as follows:

"I£ a dispute arises out of or in connection with, .o'r results

from this contract, its application or interpretations, and if

said dispute cannot be settled through direct discussions,the

parties will address ,themselves to the Conciliation Commission·

established by the Bulgarian-U.S. Economic Council, in order to

settle the dispute in an amicable marine'r under the Optional

Conciliation Rules adopted by the Council, before having recourse

to an arbitral or judicial procedure. II
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CONCILIATORS

BULGARIA

Profe~sor in·theLaw-Faculty of
the'Sofia Uriivers'ity

Jordan 'BorlsovLasko,v
Chief,ofthe Legal Department

o,f" T'~El Bulgarian: Chamber 'of
Commerce and .Iridustry

'BoianIsteriev Ivano~

i~'w':"df:E;i"der with theCourtcil of
Ministers

UNITED STATES

David Morse
Partner
Surrey, Karasik and Morse
~OO Fifth Aven~e

New York, New.York 10036

'RIchardJ. Farrell
Vice President',' Law & Public Affairs
Standard Oil ,{Indiana)
200 East Randolph prive
Chicago, Illinois 60601

Edward-Ben'ilett.
President
EBway Corporaciort
95:7 :,BallAvenue
Union, ·New Jersey 07083
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be United States
courts in accordance with this
chapter.'

"The goal of the Convention, and
the princIpal purpose underlying
American adoption and tmptementa
tlon of It, was to encourage the
recognition and enforcement of com"·
mercial arbitration agreements in in
ternational contracts and to unify the

High Court Ruling
Take, for example, the well ea

tabllshed demesne-nne that .. some
questions are not arbitrable. In Wilko
v. Swan,' the Supreme courrot the'
United States decided that, a'
customer could sue his broker In
court for damages under the 1933 "
Securities Act despite an arbitration
clause in the margfnagt-eernentvIn
so deciding, the Supreme Cotirthad
to balance two policies that' were
"not easily reconcilable." On the one
hand. the Federal Arbitration Act
stresses the need for avoiding the
delay and expense of litigation and
directs that such agreements be
specifically enforced. On the: otl1er
hand, the aecurtttee Act was
"designed to protect investors," arid
to require "issuers, underwrlters,
and dealers to make full and fair dis
closure of the character of securities
sold in interstate and foreign com.
merce and to prevent fraud in their
sale" bycreatlng- a "special right to
recover for misrepresentation."
Since the SecurIties Act also con

ltained a "non-waiver" provision, the
Court struk the balance in favor of
litigation and held the advance

aubse-

In theory, the U.N. Convention' et
tempts, to' provide transnational ar
bitrAtion:clauses,; with the same
presumption of validity ~s is found in
domestic contract law: . American
lawyers are quite famIliar with the
concept that pre-dispute arbitration
clauses -In uonrracts are "valid, Ir
revocable and enentorceabte", That
language has been In the Federal Ar
bit-ration Act since 1926, when it was
first enacted. In practice, however,
the courts are moving toward es
tablishing a standard even more
favorable to arbitration when faced
with construing arbitration clauses
and enforcing awards that fall under
the Convention.

More recently, In, 1974, the
Supreme Court departed from this
nonarbItrabllity rule where an inter
national transaction was involved.
Scherk v. Alberto-Outver~ Involved a
foreign business purchase by an
American firm. The sale took the
form of a stock transaction at the reo
quest ,fo,the buyer. Alberto-Culver.

'---IBy Gerald Aksen-_--'

International Arbitration
Received Favorably in U.S.

Arbitration

This column is written by
~ember8 of the American Arbitra
tIon Association as a regular feature
of the Law Journal. Mr. AkBen i8
general counsel of the AAA.

The single most Important event in
the development of tntemettonaj ar
bitration in this country was acces
sion by the United States in 1970to
the United Nattona Convention on the

Recognition .and
Bnfcrcement of
Foreign Arbitral
Awards. In a
"sense, it was a
"double bar-r-el
led" declaration
of executive and
legislative
recognition of the
enforceabmty of
bOth agreements
to arbitrate and of

arbitration awards In the field of in
ternational commerce. Not only did
the Government, through its treaty
making authority and procedures,
declare such recognition to be 8: mat
ter of United,States public policy, but
further CongressIonal support was
afforded this country's adherence to
the U.N. Convention by a new amend
ment to the United States Arbitration
Act which added a separate chapter
to deal expressly with arbitrations
between nationals of the United

NEW YORK. FRIDAY, NOVEMBER e.1976

are parties to the Oonvennon.'
It Is not surprising, therefore, that

recent federal decisions have
fashioned a special place for Inter
national arbitration agreements and
any resultant foreign awards. A brief
review of some decisions will
demonstrate the emerging United
States attitude toward nondomest1c
arbitral law.
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red by a statute of limitations. The
dispute concerned the assignment by
French citizens to an American cor
poration of a patent for weaving
hosiery..The patent expired in 1969,
and in 1973 a question arose over
royalty payments. The contract cal
led fo:r.. "atl disputes. Jobe ar
bitrated.v-when one party sougbt-ar-«
bltration, the othe.r' sought
declaratory relief in court: The
Federal District Court held that any
claim arising from the patent assign
ment was barred by the District of'
Columbia statute ofllmitations.

Upon appeal, the D.C. Court of Ap
peals reversed; citing Scherk, it
found that Federal courts have
recognized a strong Federal polley in
favor, of voluntary commercial, ar
bitration. It also cited a previous
Supreme Court decision leaving the
question of laches to arbitration! and
found no basis for treating a statute
of limitations question differently. It
concluded that "the strong policy in
facor of arbitration, especially in in
ternational commerce" gave "legal
force to the parties' arbitration
agreement as it eocompasses the
statute of limitations question."

Favorable Attitude
The cases treated so far' indicate

the current favorable attitude of
United States courts in enforcing
agreements to arbttrate Tnter
national disputes since the adoption
ofthe U.N. Convention. Equally com
pelling are recent Federal court rul
ings .enforcing' foreign arbitral
awards. Although none has reached
the Supreme Court, several Circuit
Courts of Appeal have liberally In
terpreted the Convention to accord
full recognition of international

,.awards sent here for enforcement.
One.of the most interesting cases

involved construction by an
American corporation of a paper
board mill in Egypt.9 Work was inter
rupted by the Arab-Israeli War in
1967. The Egyptian government
broke diplomatic ties with the United
States and ordered all Americans ex
pelled except those who would apply
and qualify for a special visa. The
American firm abandoned the pro
ject temporarily,regardingits action
as excused by the "force majeure"
clause in the. contract. The Egyptian
company. disagreed and, following
arbitration of the dispute, obtained
an award from the International
Chamber of Commerce. The award
essentially granted damages for
delay .tn performance beyond the
period recognized as justified in the
"force majeure" clause of the con-

, -structfon contract.
, The' District Court confirmed the

award under Chapter 2of the U.S. Ar·
bltration Act. An appeal was taken on

Validity of Agreement
The court also faced the question of

whether arbitration should be denied
because the agreement was "Il
legal." Under the U.N. Convention a
court must refuse to compel arbitra
tion, if it "finds that the said agree
ment is null' and void, Inoperative or
incapable of being performed (Art.
II, 3). While the phrase "null and
void" opens the door to an argument
for nonenforcement based .on il
legality, the court construed this to
mean that the "essence of the obliga
tion or remedy is prohibited by a per
tinent statute or other declaration of
public policy." It found no such show
ing in the case at bar. Even "assum
Ing arguendo that the exclusion (of.
Israeli porta) in some manner con
travenes public policy as expressed
in the Export Regulation Act, it stili
falls far short of entirely forbidding

. . performance under this con~

tract."
Another example of favoring inter

national arbitration over court
proceeding was. found in a recent
case from the District of Columbia
Court of Appealst involving the deter
mination of whether a claim arising
from assignment of a patent was bar-

standards by which agreements to language in the contract did not of-
arbitrate are observed and arbitral fend the public policy of the United
awards are enforced in the signatory States for a number of reasons. Since
countries. the affreightment contract was

"Without reaching the issue of between an Italian shipowner and a
whether the Convention, apart from Bahamian charterer, it did not "in
the considerations expressed in this, any meaningful sense" involve

would require of its own United States exports or exporters. .
ltheagreement to'arbitpate~~., .""But"hgoing.. ,beyond,,,this::poliit, 'n,the:::::

be enforced in the present case, we court paid significant attention to the
lhinkthat this country's adoption and public polley attitude fostered by the
ratification of the Convention and the U.N. Convention and recognized by
passage of Chapter 2 of the United the U,S. Supreme Court in Scherk v.
S\ates, Arbitration Act provide Alberto-Culver.
strongly persuasive evidence Ofcon- In balancing that policy against
greestcnalpoltoy consistent with the this country's disapproval of Israeli
decision we reach today. "I boycotts, the court looked at the

language of the Export -Admfnlatra
tion Act which states that: ..It is the

, policy of the United States (A) to op-
pose restrictive trade practices or
boycotts fostered .or Imposed by
foreign countries against other
countries briendly to the United
States ... "

In a bit of judicial philosophizing,
the court stated: "The nation speaks
in different tongues and at different
times; cases arise where the deter
mination of public policy must be a
distillation of several government ut
terances." Judge Haight then found
the policy favoring arbitration to
hold sway under these circum
stances. The U.N. Convention provi
sion (Art. V, 2 (b),which permits a
court to refuse enforcement of an ar
bitral award if to do so "would be
contrary to the public polley of the
(forum) court," he declared was to
be conetruec "narrowly."

In fashioning a different rule for ln
ternational arbitration the Court has
elevated international clauses above
domestic agreements and
de-monstrated the "good faith" of the
United States in honoring its treaty
commitments under the U.N.
Convention.

Subsequent Federal court deci
sions have followed the Scherk v.
Alberto-Culver lead in favoring en
forcement of international arbitra
tion agreements. Thus, the Second
Circuit refused to permit a Penn:
sylvania company to renege on its ar

"bltrationagreement with an Italian
corporation. The American sought to
attach the toretgner'e property in
Pennsylvania as part 'of a court ac~

tlon seeking damages for alleged;
breach of an international dis
tributorship agreement.. Viewing the
lawsuit as a violation of the arbitra
tion agreement and as inconsistent
with the purpose of the U.N, Conven
tion and. Chapter 2 of the' U.S. Ar
bitration Act Implementing it, the
court ordered the attachment dis
charged and referred the disputed
claims to arbttratton.s

Boycott Case
Recently a Federal court had to

balance the U.N. Convention against
a possible "Arab boycott" charge. In

'Anteo Shipping Co., Ltd., v. Sidermar
S.,'.A., 4 one party sought to avoid ar
bitration where a contract of ar

,freightment excluded Israel from
Mediterranean loading ports. Thus,
the argument ran, the entire con
tract, including the arbitration
clause, was illegal and unenforceable
because it contravenes the. "public
policy" of the United States, as em
bodied in. its Export ........ Ad
ministration Act of 1969, which op
posed dtscrfmlnatcey trade practices
and boycotts against friendly
countries. The other party denied
any illegality and appeaied to the
"publle policy" of the United States
that encourages and enforces inter
national arbitration agreements. In a
well-reasoned opinion, Judge Haight
found that the "excluding Israel"
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into prior to accession. This result
would not be possible underdomestlc
law. The U.S. Arbitration Act ex
plicitly states that "This Title shall
not apply to contracts made prior to
Jan. 1, 1926" _ the effective date of
the Federal Act.

Adherence to .C()ficept
In ccncluston," United ..States

uuurta have clearly demonstr-ated to
the world. their fu l l-Ll edge d
adherence to the concept and use of
arbitration in the settlement of inter
national disputes. Decisions. have
demonstrated the utmost "good
faith" on the part of (jut courts in con
struing the terms of theU.N. Conven
tion. Indeed, the courts will enforce
arbitration clauses in International
trade in circumstances. where the
same agreements would have been
denied enforcement between purely
domestic parties''l'he U,N. Conven
tion's public policy-grounds for refus
ing enforcement. to, toretgn awards
must be narrowly construed by the
courts of" this. country, If Americans
are to be accorded similar treatment
In .foreign courts. Finally, the
Convention's retroactive effect is
eonskatent-i.wfth the negotiating
history of the Convantien.

The U.N. Convention and Chapter
2 of the Federal Arbitration Act do
not remove all obstacles to enforce
ment af foreign arbitral agreements
and awards. The courts still reserve
certain legal. issues, for legal in
terpretation and decision. IS On
jiatance. ho\Vever, our. Federal
courts jiave afforded the U.N.
Convention a healthy, start. More
than. ever before, we are seeing the
groundwork of a truly international
regime of arbitration based more
broadly on the autonomous will of in
ternational contracting. parties than
on national statute or. public policy.
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arbitrators nevertheless continued
with the arbitration and rendered an
award in favor of the Japanese party.
The latter then filed the' award as
proof; of claim in the bankruptcy
proceedings. The referee held,
however, that the bankruptcy court
would have to reconsider the merits
oftheunderlying dispute.

On appeal, the Federal district
.jLidgereversedthe referee's order,
ruling. that the restraining order of
the .,' bankruptcy court had. no ex
traterritorial effect· as such;:.that the
award, rendered in Japan' after the
stay of .an proceedings. was a final
judgment under Japanese laws; and
th~ttheU.N- Conventionentit.led the
Japanese party to seek confirmation
of its award all' a [udgment fn the .
United States. The district, judge
further observed that an American
corporation, facing unfavorable er
bitratlons abroad, may not. file for
bankruptcy arrangemente. in the
United States to avoid final and
binding arbitrable judgments abroad
(which it could have doneif the order
staying all proceedings had had ex
traterritorial effect) .

On appeal, the Second Circuit af
firmed the District Court's decision.
Neither the Convention nor the U.S.
Arbitration Act, said the 'court, in
dicateswhat should be done in the
event 'of the bankruptcy of one of the
parties to an arbttrattcn. The "public
policy" limitation of the convention
is to be construed narrowly and to be
applied only when enforcement
would violate the forum state's
"most basic notions of morality and
justlce."Thus, the Japanese party
was permitted to seek. confirmation
of its arbitration award by judgment
in the United States courts and, if
auccessrulv coutd -tberearter. file .a
proof of claim in the bankruptcy
proceedings based upon the judg-
ment so obtained. 201!Jo~.llb.L. 91 368M July 31, 1970 9 usosee.

There Is also aside issue in the m 346 us 427 (1953)
Fotochrome case that re-emphasizes m:n'8~:to:p~~~1~b.n.15. 9~ S Ctat pp.
different standards for international 24nj2:8t~F2dJ032 (3rd Clr UHl.
agreements. The award was made on ~~l U:n'!s'tUt~.2~\m~l JilVid 585 (DC
Sept. 18,1970. The United States did Clr 1976).

not accede to the conventton unttt a; En~~~e:::.tt~~:ltl~o~: Jl:I~o~u~~e~~f~~~~~f
few months later. The question that UIH87.,(l972/.
immediately surfaces is whether the de\:)d~~~~Wat~~'5V;F~~'91~ci2"d ~l~liJ-~<&
U.N. Convention has a retroactive et- ml·~n ~ mm:
feet on contracts and awards entered ml'~~~~ml~l:

into prior to the accession date. This ml·tfitrer(~t Fotochrome, 377 FSupp 25
question now appears resolved both (EDNY 19U).ll-ffd 517 F2d 512 (i97S}.

by this case and Alberto·Culver. In, arat~a~i'lt~ef;n~~rl\~~~~~a':ia~~a:e~~~nttln!.

Fof-ochrnm,p, ,rfltroa.ctive.,applicati9p.. :~:~~I\..~I~t~fJP&' ~~'fmS~~f,0V.e'PlI.~~~~M
was given the award and in Alberto- 530F2d 679 (5th err 19f6).For anexamrleot
Culver retroactive effect was given ,e~n~ff~tr~~~~Y8e~r &.a~:~\:lllm~~d~~~ n~nt
the arbitration agreement. entered supra.

five separate grounds, four of them
derived from the express language of
the U.N.. Convention. The fifth was
arguably implicit in the Convention.
These were: 1) enforcement would
violate United States public policy;IC
2) award represents an arbitration of
matters not appropriately decided by
arbltrattonj " 3) arbitrators denied
the 'party' adequate opportunity to
present its ceee.v 4) award is beyond
the,scl,lpe of the arbitration
agi-eement;13·and5l'award is in
manifest disregard of the law.
.' Award Upheld
The court, upheld the award

against all these defenses, indicating
that the U.N. Convention's "basic
thrust was tcHberallae procedure for
enforcing foreign arbitral "awards."
Whatmay prove most helpful to win
nfng parties in international arbitra
tions is the court's, indication that the
U.N. Convention, unlike. the 1927
Geneva COnvention, clearly puts the
burden of proofan the-party seeking
to upset the award.

The case' should' 'be read for its
many' ramifications' concerning
United States' enforcement of foreign
awards. However, the "standout"
feature of the case is its statement
that.-fhe U,N. Convention's public
pcltcy ground for refusingtoenforce
ewardev "should be construed nar
rowly .." Thus, the court stated that,
the appellant plainly. missed the
mark in equating national policy with
United States public policy ~ A "cir
cumscribed public polley doctrine
was contemplated by the Conven
tion's framers and every indication is
that the United States, in acceding to
the convention, meant to subscribe
to this' eupz'anattcnal emphasta."

Still another .r e c ent case
demonstrates that. international

. ,awards, covered by the Convention
. are also treated differently from

dcmeatlc awards when one of the
'parties' beecmea'bankrupt."

Japanese Arbitration
In a: dispute over allegedly defec

tive cameras, a Japanese corpora
tion, started arbltratlcn proceedings
under therrulea.ofthe Japan Com
mcrctat: Arbitration Association
against an American purchaser.
Both 'parties pa r ttct pated in
numerous bearlngs-held in Japan.
Before the final arbttratton session
took place, the, American firm filed
for bankruptcy before a bankruptcy
court <in the United.,States. 'I'hr,
bankruptcy' judge issued' the" usual
order staying all proceedings by
creditors, including arbitrations. The




