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The Hon Barry 0 Jones MP, 
Minister for Science and Technology, 
Parliament House, 
CANBERRA. AC.T. 2600 

Dear Minister, 

I am pleased to submit our Report entitled "Patents, Innovation and Competition 
in Australia". It is the first review of the Australian patent system from a 
predominantly economic perspective and has involved over 40 formal meetings of 
the Committee since the reference was given to us in October 1979 by the then 
Minister for Productivity, the Hon Ian Macphee MP. 

Our deliberations were assisted not only by available published material 
(including previous reports on patent systems in Australia and elsewhere), but 
also by submissions, commissioned studies, seminars, and materials prepared by 
the Patent Office. These various inputs represent a large investment of time 
and resources for which we are indebted. They add substantially to the rather 
small amount of hard data which is available concerning the operation of 
patents in the Australian economy and upon which future policy decisions will be 
made. The review has also stimulated interest and valuable discussion - 
sometimes controversial - in industry, gbvernment, legal and economic circles. 

There has for the last century been a diverse range of opinion about the 
effects and usefulness of patents. The debate will not be put to rest by this 
review; indeed, despite unanimity on a wide range of issues, the Report itself 
contains dissenting opinions on some questions. This should not preclude, 
however, the implementation of desirable improvements and reforms. 

The Report includes recommendations for practical measures to adapt patents to 
more effectively stimulate Australia's technological development, looking to a 
more technologically progressive and export-oriented future. In doing this it is 
necessary to recognise that there are both social benefits and social costs 
involved in the patent system. We propose changes with a view to achieving a 
more favourable ax t/benef it margin, emphasisi ng the particular needs of 
Australia while not lasing sight of the international context of the system. 
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TERMS OF REFERENCE 

The broad thrust of the enquiry is to study, from the viewpoint of the 
Australian national interest, whether the Australian patent system as presently 
operating sufficiently advances Australia's technological development and 
whether there are ways in  which it may be made to do so more effectively. 

Without wishing to confine the Committee in either the scope or method of its 
inquiry, the following illustrate the breadth and variety of issues which should 
be examined: 

. how the patent system can best contribute to the efficiency and 
progressiveness of the Australian economy and the adequacy of the 
system in meeting the needs of Australia with respect to the 
development and exploitation of new and existing technology. 

. any changes required to legislation and administrative procedures to 
make the patent system less complex and more responsive to needs. 

. how patent legislation can be co-ordinated with other industrial and 
economic policy measures. 

. whether there are restrictive practices in the exercise and licensing of 
patents in Australia, whether it . is desirable in the public interest to 
prohibit by law such practices and whether the present legislation is 
adequate for that purpose. 

. the conditions necessary for Australia to maxirnise benefit from 
participation in the international development of patent systems. 

. the ways to maximise access to and utilisation of patent information, 
including an assessment of how information sources can be co-ordinat ed 
with other sources of technological and business information. 



EXECUTIVE SUMMARY 

This is a review of the Australian patent system from the viewpoint of the 
national interest. The Committee's aim is to suggest ways in which the system 
might better enhance Australia's long term economic development through 
innovation. To achieve this, it is necessary to consider a number of factors, 
including - 

the- social benefits which patents are intended to confer, deriving from 
their incentive effect on investment in  innovation and from disclasure of 
invent ions; 
the social costs which may be associated with the monopoly power conferred 
by patents - higher prices, restricted outputs, and the losses, from a 
national viewpoint, when the benefits of the monopoly accrue to foreigners 
- plus the direct costs of administering the system; 
the relationship between patents and other market factors affecting 
innovation and competition; 
the effects of participation in  the international patent system, noting that 
whiie the system provides a means of protection abroad for Australian 
goods, services and investment, many patents @anted to foreigners in 
Australia frequently are utilised not to support the establishment of local 
enterprises or elrport trade but rather as non-tariff barriers to provide 
protection for imported products; 
the various interests of inventors, producers and consumers, recognising that 
they have a common interest as citizens in economic prosperity and growth; 
equity aspects in the operation of the system, where necessary valuing the 
welfare of nationals more heavily than that of foreigners; and 
Australia's economic circumstances and policies, including other and more 
direct ways in which the Australian Government is encouraging innovation. 

Generally, the history and characteristics of the Australian economy, singly and 
in combination, with heavy emphasis upon protection, foreign investment and 
technology importation, do not provide encouragement for the view that there 
are substantial benefits attributable to the operation of the Australian patent 
system, while actual and potential costs can be more easily identified. 

On the other hand, withdrawal from the international patent system would 
probably be politically impossible. It would be likely, in any event, to affect 
the supply of technology by foreign firms to Australia, and to detract from the 
ability of Australian fims to penetrate large foreign markets with innovations 
originating in  Australia. 

While the economic effects of the patent system may be modest, the transition 
costs of withdrawal from the international system might be much larger. 

We conclude that Australia should continue to operate a patent system and to 
participate in the international patent system. 

Account must be taken of aspirations for a future in which the growth of 
technology-intensive industries will lead the way toward a major growth of 
innovation-based exports. If these aspirations should be fulfilled, a more 
favourable benefit/cost margin from the operation of the patent system would 
eventuate. 

The policy approach to review and change should be to seek to optimise the net 
benefits arising from the operation of the patent system in the national interest 



to the extent possible consistent with international conventions, having regard to 
the particular circumstances of the Australian economy. We should seek to 
modify the Australian patent laws, adjusting the length, strength and breadth of 
patent rights so as to maximise the social benefits and to minimise the social 
costs to Australians. 

More specifically, this implies seeking - . to gain increased benefits for Australians by fastering indigenous 
innovation, and utilising the international patent system in developing 
export markets to improve Australia's international competitive position; . to reduce unnecessary social costs including those resulting from undesirable 
anti-competitive conduct involving patents; and 

. to improve the efficiency of the administration of the patent system with 
consequent reduction of direct costs. 

It needs also to be recognised that the patent system is a blunt instrument of 
industrial policy and cannot easily be fine-tuned to take account of particular 
cases. 

We proceed to look at the role of competition law as a means of reducing 
social costs, taking the common central economic goal of both competition law 
and patent law to be to maximise wealth by producing what consumers want at 
the lowest cost. Neither competition in itself, nor innovation in itself, is an 
absolute goal. Each law should, so far as practical, accommodate the 
legitimate operation of the other, so that they are both consistently directed to 
the same common overall economic objective. 

We see no reason why competition laws proscribing conduct which has 
substantially anti-competitive effects should not have full application in relation 
to anti-competitive conduct which involves patents, as it does in relation to 
other rivalrous conduct. What is critical, however, regardless of whether 
patents are the sole factor or one of multiple factors contributing to market 
power, is that the circumstance attracting the operation and sanctions or 
remedies of the competition law should be that the conduct in question is 
calculated substantially to lessen competition, and not merely that it involves a 
patent or the exercise of patent rights. In this regard, there is no reason for 
special treatment of patent-related conduct as such, by way of either special 
proscription or special exemption. 

We therefore recommend the removal of certain exemptions of patent-related 
conduct from the Trade Practices Act and of certain proscriptions from the 
Patents Act, and the application of certain provisions of the former Act subject 
to the lessening of competition test rather than as per se rules. 

The next matter considered is the focus of compulsory licensing provisions in 
patent law on what are permissible or desirable ways in which a patent may be 
exploited, and in particular on local manufacture or "working" as against 
importation. We conclude that the existing provisions should be retained, 
observing that they take account of both the possible desirability of local 
working and the fact that local demand may be met satisfactorily by 
importation. In addition, a compulsory licence ought to be available 
notwithstanding that the prospective licensee wishes to exercise the licence by 
importation. The court should have a discretion to order transfer of related 
know-how as part of the reasonable terms on which a compulsory licence is 
granted. Compulsory licences should be made a remedy available in actions 
under the Trade Practices Act. 

A further means of reducing social costs would be to adjust the patent term. 
We conclude that there is insufficient evidence to warrant either extending or 
shortening patent term, but that extensions of term should be abolished. 



In wnsidering what types of things should be patentable, we prefer the existing 
flexible scope for interpretation by the courts of the expression "manner of 
manufacture" to a codified approach listing inclusions andor exclusions. 

Consideration of benefits and costs and the national interest leads us to 
recommend changes to the present standards of novelty and obviousness so as to 
establish a two-tier system for standard and petty patents. We propose the 
adoption of a "relative universalv criterion for standard but not petty patents, 
Thus, standard patents should be tested against disclosures in recorded form 
publicly available anywhere in the world, but petty patents, which we see as 
being particularly slanted towards the needs of Australians, should be tested 
only against such disclosure in Australia. To make petty patents more useful, 
we recommend that the allowable number of claims be raised from 1 to 3, and 
that the provisional specification procedure be available. It would not be 
permissible to obtain petty and standard patents for the same invention. 

We recommend that the desirability of a scheme giving rights or opportunities 
to employee inventors be further studied. 

Access to the store of technical information in patent documents is an 
important benefit of the patent system, and we make a number of 
recommendations designed to widen and improve the availability and use of 
patent information. 

The objective of more efficient operation and administration of the patent 
system is reflected in a number of recommendations designed to make patents 
simple to obtain, to enforce and to challenge. In addition to a general 
redraft of the legislation to streamline procedures, our proposals include - . a requirement that applicants notify the Patent Office of certain prior 

searches; . increased access to documents on patent files; . the abolition of opposition proceedings, and the introduction of an ex parte 
re-examination procedure on limited grounds; . the introduction of contributory infringement; . the encouragement of insurance schemes offering coverage against patent 
litigation expenses; . transfer of jurisdiction in patent matters from the Supreme Courts to the 
Federal Court; . that some operating costs of the Patent Office not be recoverable, and 
that the Office be given a greater measure of independence by giving 
increased powers of an administrative nature to the Commissioner of 
Patents; and . raising educational requirements for patent attorneys, and public availability 
of the Institute of Patent Attorneys1 Recommended Scale of Changes. 

Internationally, we believe that Australia should continue to participate in the 
various treaties administered by the World Intellectual Property Organisation, 
having regard to the special needs of the Australian economy. At the same 
time, the Patent Office should continue to develop regional cooperation 
programmes, particularly in the AsidWest Pacific region. 

Finally, with a view to monitoring the operation and effects of the system, we 
propose more effective measures requiring the provision, for statistical and 
general policy assessment purposes, of full details of patent licences and other 
interests affecting proprietorship of patents. More generally, the Patent 
Office should collect more data for those purposes from applicants and 
patentees, particularly concerning the use of patents after grant. 



A REVIE WING THE AUSTRALIAN PATENT SYSTEM 

Patents in the Australian economy: we recommend - 
[I] that Australia continue to operate a patent system and to participate in  

the international patent system. (1.4) 

B EXPLOITbTION OF PATENT RIGHTS 

Patents and competition law : we recommend - 
with a view to proscribing patent-related conduct which has the purpose, 
effect or likely effect of substantially lessening competition, that the 
Trade Practices Act be amended to - 
i remove the exemptions of such conduct which are contained in section 

51(3); and 
ii alter the operation of sections 4D and 45(l)(a) (exclusionary 

provisions), 45A (horizontal price fixing) and 47(6) and (7) (third party 
tying) so that they apply in  relation to such conduct subject to the 
lessening of competition test and not as per se rules. (3.3) 

that the Trade Practices Act be amended to make the appropriate 
authorisation procedure, namely that which requires the Trade Practices 
Commission to be satisfied that the likely public benefit would outweigh 
the anti-competitive effect, available in relation to patent-relat ed 
conduct falling within any of sections 45 (exclusionary and 
anti-competitive provisions), 45A (horizontal price fixing), 46 
(monopolisation), 47 (exclusive dealing) and 50 (acquisitions). (3.3) 

subject to implementation of our recommendations in relation to the 
Trade Practices Act, that section 112 of the Patents Act, which 
proscribes certain anti-competitive conditions if attached to the sale, 
lease or licensing of patented articles and processes, be repealed, leaving 
those matters to be regulated by the Trade Practices Act. (3.4) 

Local manufacture, compulsory licensing and importation : we recommend - 
[S] subject to our other recommendations on this question, that the 

compulsory licensing and forfeiture provisions in sections 108 to 110 of 
the Patents Act be retained. (4.3) 

161 that an additional discretionary power in the court to order compulsory 
licensing, but not forfeiture or "patent mismell remedies, be introduced as 
a competition law remedy for dealing with pat ent-relat ed conduct- under 
Part IV of the Trade Practices Act. (4.4) 

[71 that in ordering the grant of a compulsory licence the court be given a 
discretionary power to order transfer of related . know-how as part of the 
reasonable terms on which the licence is granted. (4.5) 



that jurisdiction in relation to compulsory licensing and subsequent 
forfeiture matters be vested directly and exclusively in the Federal 
Court, without provision for preliminary consideration of petitions by the 
Commissioner of Patents. (4.6) 

that compulsory licences, whether ordered in proceedings under the 
Patents Act or the Trade Practices Act, be available notwithstanding that 
the prospective licensee wishes to exercise the licence by importation. 
(4.7) 

that no change be made to the existing Australian law concerning 
infringement by importation and exhaustion of rights. (4.8) 

LENGTH AND BREAM'H OF RIGHTS 

Tem of standard patents : we recommend - 
[Ill i that the present standard patent term of 16 years from the date of 

filing of the complete specification not be altered, either generally or 
in the case of particular industries; and 

ii that the procedures for granting of extensions of the terms of 
standard patents be eliminated in  toto. (5) 

Manner of manufacture : we recommend - 
1121 that the present threshold test of patentability by reference to section 6 

of the Statute of Monopolies and to the experession llmanner of new 
manufact we" be retained, without specific legislative inclusions or 
excl usi ons . (6) 

D FOSTERING NATIONAL INTERESTS 

Standard and petty patents - a two-tier system : we recommend - 
[I31 i that novelty and obviousness for standard patents be determined 

against a prior art base consisting of - . disclosures in recorded form publicly available anywhere in the 
wor14 . disclosures openly made, by oral communication, in Australia; and . what has been openly done and used in Australia; 

ii that, for these purposes (except where there is cross-referencing) it 
not be permissible to combine any two disclasures, or a disclosure and 
a use, or any two uses, save that in determining obviousness any 
single disclosure or use should be capable of being viewed in the light 
of the common general knowledge in the relevant field of art, a t  the 
relevant time; and 

iii that the common general knowledge in the art be treated as including 
disclasures in recorded form publicly available anywhere in the world 
which a skilled person working in the art at the time should 
reasonably have been expected to find, understand, and regard as 
relevant. (7.2) 

[la that prior claiming by earlier unpublished patent specifications be 
abolished as a ground of objection or invalidity for both standard and 
petty patents and replaced by a "whole of contents" approach in 
determining novelty but not obviousness. (7.3) 



i that novelty and obviousness for petty patents be determined against a 
prior art base which is the same as that which we recommend for 
standard patents, except that only those disclmures in recorded form 
which are publicly available in Australia may be considered; and 

ii that combinations of disclosures and/or uses only be permissible as for 
standard patents; except 

iii that the common general knowledge be treated as including only those 
disclosures in recorded form which are publicly available in Amtralia, 
"available in Australialt here meaning capable of being accessed or 
otherwise directly available in Australia. (7.4) 

that a petty patent be permitted to include up to 3 claims in dependent 
form. (7.4) 

that the term of a petty patent continue to be 1 year from the date of 
sealing, with provision as now for extension for an additional period 
expiring 6 years from the filing date of the petty patent specification. 
(7.4) 

i that divisional applications for petty patents not be permitted from 
standard patent applications, and vice versa; 

ii that the provisional specification procedure be available for petty as 
well as standard patent applications; and 

iii that grant of a standard patent not be permitted where there has 
previously been granted to the same applicant a petty patent for the 
same invention and having the same priority date, and vice versa. 
( 7.4) 

Provisional specifications : we recommend - 
[I91 that the provisional specification procedure be retained. (8) 

Innovation from employees1 inventions : we recommend - 
[20] that the desirability of introducing a scheme giving rights or 

opportunities to employee inventors, including the right in some 
circumstances to take out a patent, be further studied. (9) 

Patent information : we recommend - 
[211 that the Patent Office - 

i classify patent documents according to the Australian Standard 
Industrial Classification in addition to the International Patent 
Classification; 

ii upgrade storage, access and dissemination of patent information by 
computerisation of Patent 0 ffice data; 

iii continue to improve the quality of its searches under the Patent 
Cooperation Treaty and to make search results available to the 
public; 

iv continue promotional and educational programmes with a view to 
increasing public awareness of the source and value of technology 
information; 

v decentralise the patent information services as far as possible, 
including the provision of facilities for on-line access by users to the 
Patent Office data base and the international data base, in the 
Patent Sub-offices and elsewhere, and of more technical information 
officers in the State capitals; and 



continue to prepare and make available, in general and on request, on 
a fee basis where appropriate, technology evaluation studies to assist 
Aus tralian industry with industrial and t ethnological development. 
(10.6) 

that the unproclaimed amendment of section 34 of the Patents Act 
which relates to lodgment of abstracts be proclaimed and implemented, 
so as to require applicants for letters patent to provide a fair 
summary in plain English of the contents of the patent specification, 
not to affect interpretation of the specification; and 
that the Patents Act be amended to ensure that any published patent 
specification held by the Patent Office, including any drawing it 
contains, may be freely copied or reproduced without infringing any 
copyright in that specification or drawing or in any work of which it 
is a substantial reproduction. (10.6) 

E EFFICIENT OPERATION AND ADMINISTRATION 

Pmcedures generally under the legislation : we recommend - 
[231 that the patents legislation be reviewed and completely redrafted to 

streamline procedures, particularly with a view to eliminating unnecessary 
steps and procedures, avoiding special categories, and establishing 
appropriate sanctions for non-compliance. (11) 

Search and examination : we recommend - 
that the present system of examination on request and of combined 
search and examination be retained. (12.1) 

that the present system of modified examination be abandoned. (12.2) 

that applicants be obliged at the time of filing a request for examination 
to notify the Patent Office of the results of all searches carried out 
previously by patent offices, official authorities, or other prescribed 
organisations, in respect of the invention or corresponding applications in 
other countries, and subsequently to update that notification to the date 
of acceptance. (12.3) 

that both novelty and obviousness of an invention be matters for report 
by the examiner. (12.4) 

that standard and petty patent application files be confidential until the 
date on which they become open to public inspection, but that after that 
date, public access be granted to all documents contained on patent files 
consistently with the principles and subject to the exemptions contained 
in the Freedom of Information Act. (12.5) 

Challenging grant or validity : we recommend - 
[29] that the pre-grant opposition procedure be abolished. (13.1) 

1301 that jurisdiction to hear post-grant revocation proceedings not be 
transferred to the Commissioner but remain in the courts. (13.2) 



1311 that a procedure be introduced for ex parte re-examination by the Patent 
Office, with the following features: 
i to be available for 3 months after acceptance of an application and 

at any time after grant of a patent; 
ii the grounds to be limited to matters of novelty and obviousness based 

on published documents or recorded information; 
iii to be available at the instance of the applicant or patentee, a third 

party, or the Commissioner, except if infringement or revocation 
proceedings are or have been commenced in  a court, in  which case the 
court may order reexamination; 

iv the Commissioner to have power to grant, refuse, uphold, or cancel a 
patent, direct amendments, or present his findings to a court hearing 
a revocation action, as the case may be; and 

v the applicant or patentee, but not third parties, to have an express 
right of appeal from the Commissionerts decision, third parties having 
recourse to the courts only by way of revocation proceedings or as 
otherwise provided by law. (13.3) 

I Enforcement of patents : we recommend - 
[321 that patents should have territorial operation consistent with other 

Australian legislation concerning sovereignty and with relevant 
international agreements. (14.1) 

[331 that in general the supply of goods whose only use would infringe a 
patent, or which are accompanied by a positive inducement for the 
ultimate consumer to perform actions which would innocently or knowingly 
infringe a patent, should itself be an infringement of the patent. (14.2) 

1341 that the Government encourage insurance companies to offer appropriate 
schemes enabling Australian enterprises to obtain insurance coverage 
against patent litigation expenses in Australia and in other countries. 
(14.3) 

I Jurisdiction of courts and tribunals : we recommend - 
[351 i that the jurisdiction in  matters of patent law currently vested in the 

Supreme Courts be transferred exclusively to the Federal Court of 
Australia; and 

ii that consideration be given to vesting in the Federal Court exclusive 
jurisdiction in all substantive matters arising under intellectual 
property law (including trade marks, designs and copyright). (15) 

I The Patent Office : we recommend - 
[361 that the Patent Office not be required to recover its operating costs for 

those of its services which are in the nature of a service to the public 
rather than a service to direct users of the system. (16) 

[37] that the Commissioner of Patents be granted, under the Patents Act, the 
powers of a Permanent Head. (16) 

I Patent attorneys : we recommend - 
1 1381 that the minimum technical qualification for a patent attorney be a 

Bachelor's degree, pos t-graduate Diploma, or other qualification granting 
admission at the corporate level to an appropriate professional 
institution. (17.2) 



that the Institute of Patent Attorneys of Australia and the Patent 
Office, in conjunction with the Board of Examiners of Patent Attorneys, 
investigate - 
i the feasibility of the instruction and examination of the 3 subjects 

which form the intermediate part of the patent attorneyst examination 
being conducted at  a recognised tertiary institution; 

ii the inclusion of an additional subject designed to provide candidates 
with general legal skills; 

iii the removal of the present exemptions - . from the intermediate level allowed to legal practitioners, except 
where equivalent subjects have been taken; 

. from 6 months of the 12 months in-service training allowed to 
examiners from the Patent Office; and . from 2 subjects of the final examinations allowed to U K  chartered 
patent agents; and 

iv the implementation of an exchange programme between trainee patent 
attorneys and examiners, and a continuing education programme for 
those who have qualified. (17.2) 

that the Institute of Patent Attorneys be required to make its 
Recommended Scale of Charges available on request to any interested 
person. (17.3) 

that current proposals to extend the disciplinary powers of the 
Commissioner in relation to patent attorneys and to establish an 
independent disciplinary tribunal be pursued. (17.4) 

that no change k made to the present scope of patent 'attorney 
practice. (17.5) 

THE PATENT SYSTEM AT HOME AND ABROAD 

International roles and relations : we recommend - 

[431 that Australia continue to participate i n  the various treaties administered 
by WIPO, having regard to the special needs of the Australian economy. 
(18) 

[44] i that the Australian Patent Office continue to develop regional 
cooperation programmes, particularly in  the AsiaIWest Pacific region, 
in the following three main categories: . advising and training of technical staff and administrators in 

industrial property offices; 
. providing advice and training to industrial property offices to 

better access and use the technology information contained in 
patent docuiients; and 

. development and use of common services with the long range 
objective of the establishment of regional arrangements which would 
serve all the participating countries concerned; and 

ii that the Ministers for Science and Technology and Foreign Affairs 
consult with a view to ensuring suitable Government funding for these 
activities on the part of the Patent Office. (18) 

Monitoring operation and effects : we recommend - 
[45] i that fu l l  particulars of all interests affecting the proprietorship of a 

patent, including any licence, be required to be lodged with the 
Patent Office, for use for statistical and general policy assessment 
purposes; 



ii 

iii 

iv 

that only certain appropriate minimum particulars be entered on the 
Register and be open to public inspection; 
that all of the information provided and not entered on the Register 
be treated as received and held in confidence and subject to 
privilege, and to the extent necessary for this purpose, that the 
application of the Freedom of Information Act be excluded; and 
that if particulars are not lodged as required within 3 months after 
the date of the instrument, then damages for infringement will not be 
recoverable for infringing acts occurring between the date of the 
instrument and the date on which the requisite particulars are lodged. 
(19) 

[461 that the Patent Office introduce procedures to collect more data from 
applicants and patentees, particularly concerning the use of patents after 
grant, in a form which facilitates analysis for statistical and general 
policy assessment purposes, the information so collected being treated as 
received and held in confidence and subject to privilege. (19) 



PART A 

REVIEWING THE AUSTRALIAN PATENT SYSTEM 

1 PATENTS IN THE AUSTRALIAN ECONOMY 

1 Introduction 

There is a growing recognition within Australia that the nation's future 
prosperity will depend upon its ability to innovate, take advantage of 
technological change, and develop export markets in  skill-intensive goods and 
services. This implies acceptance of the need for a move away from 
inwar61ooking protection-oriented policies to outwar&looking competition and 
innovation-oriented policies. By conferring property rights in new technology, 
the patent system can serve the interests of the entrepreneur wishing to break 
into new or established markets in  Australia or abroad, but it can also further 
entrench the position of established industry. Moreover, over 90% of 
Australian patents are granted to foreigners, and many have been used to 
protect export - markets in Australia rather than for local manufacture. Our 
task in this review is to seek better to adapt the Australian patent system to 
foster innovation, at the same time bearing in  mind the need to safeguard the 
interests of the Australian consumer. 

Australia's patent law was inherited from Britain through the colonies at the 
time of federation, and Australia has always been a supporter of the 
international patent system in the creation of which Britain played an important 
part. The essence of the system is embodied in the Paris Convention for the 
Protection of Industrial Property (1883) which lays down certain principles to be . 
followed by member countries. The provisions of the Convention have come 
under increasing attack during the past decade by developing countries which 
see it as serving the purposes primarily of the technology exporting nations. 

The economic significance of patents has at times been obscured by a haze of 
assumptions about rights and rewards for inventors, special pleading by those 
directly involved, and a plethora of legal procedures and criteria in the Patents 
Act. Patents are commonly assumed to confer social benefits arising from 
greater incentive to industrial innovation and from disclosure of inventions, but 
there are social costs which may be associated with the monopoly power which 
patents confer - for example, higher prices and restricted outputs. 

A patent confers upon an inventor the right to exclude others for a limited 
period (16 years in the case of Australia) from making, using or selling the 
invention claimed. This is a property right in the sense that it can be sold, 
assigned or licensed to others by the inventor. Like other property rights, its 
use is subject to limitations designed to safeguard the public interest by, for 
example, restricting certain anti-competitive activities. Also with the public 
interest in mind, patent applications and specifications are examined in the 
Patent Office to ensure that, as far as possible, patent monopolies are only 
granted for uinventiollsv that were not known or available to others before the 
priority date of the application. In due course the application documents are 
made public. Once the application has Seen "accepted' by the Office, but 
before a patent has been granted, an opportunity is given to others to oppose 
grant on a variety of grounds set out in the Patents Act, including obviousness 
of the invention. After grant, a patent may be enforced in an infringement 

I action and the validity of a patent may be challenged in a revocation action in  



the courts. Throughout the life or "term1' of a patent, renewal fees must be 
paid annually to keep the patent in force, and, in exceptional circumstances, a 
patentee can apply to the court to extend the life of the patent beyond 16 
years. 

In  1979, a second type of patent was introduced. This is the "petty patentn 

which is distinguished from the llstandard patentv by its simple and rapid 
examination procedure, shorter term (up to 6 years) and a restricted number of 
claims. It was intended that the petty patent scheme would particularly suit 
the needs of those Australian inventors with relatively simple inventions. 

1.2 The economic perspective 

Various justifications have been claimed for national patent legislation. It 
has been viewed, for example, as giving legal effect to the natural rights of 
inventors, as rewarding inventors for their efforts, as a contract between the 
State and individuals giving limited monopoly rights in  return for the disclosure 
of information, and as a means of promoting the national interest by 
encouraging innovation. Our Terms of Reference take the last-mentioned 
perspective; we must examine ways in which the patent system might enhance 
Australia's long term economic prasperity through technological innovation; we 
must 'be concerned with the development and adoption of new products and 
techniques by business and industry (which is innovation) and not merely the 
generation of ingenious ideas (which is invention). 

This perspective is concerned both with the efficient allocation of resources and 
with attempts to gain benefits from new products and new processes that 
technological change can bestow. It is a national perspective rather than 
sectoral; long-term and broad-brush rather than short-term and case-specific. 
A similar emphasis was given by the Senate Standing Committee on Science and 
the Environment when it stated: !The primary function of patent legislation 
should be to serve as an instrument of national economic policy aimed a t  the 
stimulation of indigenous industrial innovation not as a means for giving effect 
to the 'natural rights1 of inventorsfl.(l) 

The willingness of the majority of countries to operate such a policy instrument 
as the patent system is a consequence in part of historical circumstances and in 
part of peer pressure arising from increasing internationalisation of the patent 
system. But it stems also from a belief that, from a national viewpoint, too 
little is invested i n  the generation, exchange and utilisation of new technology. 
The reasons for this underinvestment are widely held to be - . the uncertainty of payoff from R&D and innovative activity; 
. the limited ability of the inventor/innovator to appropriate profits arising 

from the use of the new knowledge generated; and 
. the advantage that imitators gain if they can use new technology without 

sharing in  its cost of production - the so-called "free ridern problem. 

Technological innovation is assumed to lead to greater economic and social 
welfare. Patents are intended to stimulate such innovation by offering the 
possibility of greater profits than could have been obtained if  open competition 
existed. But the benefits gained from innovation fostered by the existence of 
the patent system must be balanced against the costs to society caused by the 
restrictions which patents place upon the use of the inventions to which they 
relate. For while the purpose of the patent system is to provide an incentive 
to innovation, patents also create entry barriers which prevent or retard the 
diffusion of innovation by imitation; that is to say, a patent confers a degree 
of monopoly power which has inherent anti-competitive effects. It  has both 
social benefits and social costs. 



The intended benefits of the patent system arise from the incentive effects on 
investment in innovation and from disclosures of knowledge, subject to the 
qualification that social benefit cannot be attributed to a patent where the 
same development and disclosure would have taken place without patent 
protection. However, it cannot be expected that the benefits will operate 
across the board, i n  every case, or in every industry. The patent system does 
not, apart from a general selectivity for manufact uring industry, discriminate 
between industries and, as a result of international treaties, the scope for 
discrimination between nationals and foreigners is restricted. 

Although the monopoly power made available by the patent system may operate 
to induce innovation and disclosure, it must be borne in mind that society pays 
a price in terms of economic efficiency. The costs are the social costs which 
may arise from a monopoly - higher prices, restricted outputs, and the losses, 
from a national viewpoint, when the benefits of the monopoly accrue to 
foreigners - plus the "dead weightT1 direct costs of administering the system. 

Innovation and the possession of monopoly power interact in  a number of 
ways42) Existing monopoly power can be extended to new products by means 
of established reputation or distribution arrangements. Sales of new products 
may be tied to existing product lines. Many other market factors may also 
have anti-competitive effects - for example, control over raw material supplies, 
use of advertising, or the achievement of substantial economies of scale or of a 
p i  tion of technological dominance. Such conditions of imperfect competition 
may discourage innovation by others, and patent rights may further entrench the 
position of those who already enjoy a degree of monopoly power in  the market 
place. 

Only in  a competitive market economy where there are actual or potential 
innovators and imitators can rivalry take place, patent rights stimulate 
additional innovation, and disclased technology become building blocks in further 
development. While the commercial uncertainty provided by a competitive 
environment can act as a spur, i t  can also discourage the necessary investment 
in  innovation - an effect which patent rights can mitigate by providing a 
measure of protection against imitators. l3ut this depends upon the confidence 
which companies and inventors have in obtaining and enforcing patent rights. 
That depends in turn on factors such as standards of search and examination; 
the performance of the Patent Office, the courts, patent attorneys and the 
legal profession; the business expertise and financial resources possessed by or 
available to the patentee; and the commercial quality of the innovation. 

Participation in the international patent system, established and maintained 
under the Paris Convention, adds a further dimension with special importance 
for a country such as Australia. It is claimed that participation, and the 
consequent availability in  Australia of patent protection for foreign inventions 
comparable to that provided in other Convention countries, is a vital factor in  
the encouragement of foreign capital investment and in  relation to the licensing 
and other transfer of technology into Australia. But while there are benefits 
of this nature, costs are also involved which may outweigh the benefits 
depending on the circumstances. 

The costs of participation include the higher cost of patented technology 
compared to patent information which is freely available to non-participants, the 
exclusion of imports of cheaper infringing products, the inability of Australian 
enterprise to manufacture, sell and export imitations, and restrictions on the use 
of imported technology in Australia. 



The assurance of equivalent privileges in other countries party to the Paris 
Convention is a purported benefit of membership of the Convention. Possible 
advantages particularly associated with participation include the protection of 
exported goods covered by patents, of exported technology (including licences), 
and of investment abroad. But the advantages which might be gained must be 
distinguished from the advantages which are in fact gained. The degree of 
benefit depends among other things on the extent to which Australians patent 
overseas. 

1.3 The %ational interest" 

The task which is set for the Committee by the Terms of Reference is, from 
the viewpoint of the Australian national interest, to evaluate the patent system 
as it exists in the Australian context and to determine whether and in what 
ways it should be changed so as to meet economic objectives. This is a 
complex task requiring interpretation of the l'national interest", criteria of 
performance of the patent system, and facts about the operation of both the 
system and the economy. Debate about the patent system has not always 
measured up to this standard, especially the need to apply objective economic 
criteria. 

Interpretation of the national interest and development of criteria of 
performance are interwoven. Criteria that have been considered include 
economic efficiency, the promotion of invention, the promotion of innovation, 
technological advance, administrative simplicity, historical continuity, 
international conformity, national self-sufficiency, and impact on employment. 
As in any multiple criteria decision, there is a need for a means of reducing 
such a list to a manageable dimension. 

In this context, Johns has observed 

lt[Elconomists tend to employ rather simple criteria. That is to say, they 
tend to judge the result of any system by the contribution i t  will make to 
the increase in the national income or gross national product of a country ... So we judge the patent system in exactly the same way. We say: 
What possible benefits can accrue in terms of national income of 
Australian residents? Of course when you get down to specifics, that 
becomes a very complex question, one element of which is dependent on 
just what stimulus it provides to new investment in  technology, research 
and development expenditure, and so on?'(3) 

It should also be observed that the individual interests of those involved in the 
conception, development, marketing, and eventual purchase and use of inventions 
or their products, do not necessarily coincide. Inventors, producers and 
consumers have certain separate interests which might be reflected in  or 
furthered by the structure of the patent system. These were summarised in 
the recent Nicholson Report in the UK: 

'[Tlhe inventor, insofar as he is not the producer: 
. wants the highest price possible for his invention and the credit for it, 

even if he may not be aware of its ultimate commercial potential. 
The producer: . wants ready access to new inventions which he can incorporate in his 

products in order to gain market advantage; . wants to hold on to this advantage as long as possible against 
competitors capable of using the same invention; . may want to delay exploitation of an invention until a moment of his 
awn choosing (or even indefinitely). 



The collsumer on the other hand: . wants a continuing flow of improved products at the lowest possible 
prices; 

. to that end wants a wide dissemination of the state of the art on 
existing products and the potential for future ones so that continued 
product development is stimulated and comumer choice guaranteed; . may not mind if the products derive from copying otherst wor1<".(4) 

Ultimately, however, inventors, producers and consumers will have a common 
interest as citizens in economic prosperity and growth. 

These considerations suggest that we can evaluate the patent system by seeking 
to judge the effect it will have on the increase in the national income or gross 
national product of the country. Imprecise though it will be in many ways, this 
perspective does strive for the application of a legitimate basic economic 
criterion from which it is possible to develop a manageable approach to reform. 

At the same time, allowance does need to be made for equity aspects, for not 
everyone benefits uniformly from the operation of the system. One obvious 
illustration is that account must be taken of the fact that the majority of the 
participants (as applicants and patentees) in  the Amtralian patent system are 
foreigners. Where national and global interests diverge, there is a need to 
value the welfare of nationals more heavily than that of foreigners. 

L 4 Patents in Australia's economic circumstances 

In attempting to determine whether the Australian patent system adequately 
contributes to the national income by stimulating innovation, Australials national 
and international circumstances must b considered and i t  must be asked 
whether we should continue to be party to the Paris Convention or even to 
retain a domestic patent system. While the present unhealthy state of 
Australian manufacturing industry cannot be ignored, weight must also be given 
to national aspirations for a more significant role in the region, more open 
trading conditions and a greater role in technology-based exports. 

In considering what stimulus to investment in innovation is provided by the 
patent system, it must not be forgotten that the Australian Government, like 
that of most other nations, is consciously trying to promote innovation in other 
and more direct ways. These include research in government laboratories, the 
IR&D Incentives Scheme, tax concessions, the provision of venture capital, 
procurement policy, export development grants, and tariffs and bounties.(5) 
Such measures may be less important than the broader dimensions of national 
economic policy which, by affecting taxation, exchange rates, interest rates, 
employment, and demand, set the climate for investment in  innovation. 
Moreover, too much security may in  fact inhibit innovation if it removes or 
lessens international competition or weakens the pressures of significant changes 
in costs. It can be argued that the llslow progressl1 of the Australian economy 
is attributable to preoccupation, in a sheltered environment, with llrespondling to 
developments in the rest of the world, instead of trying to anticipate 
developments and to promote the production of those commodities which in the 
future we shall be able to produce in  competition with other countries11.(6) 

Given the diversity and complexity of modern industry and the array of policy 
instruments employed at any one time, it is not surprising that such economic 
assessments as have been attempted of patent systems in other countries have 
been inconclusive, and evidence for change is difficult to assess. Machlupts 
conclusion is of ten cited: 



"If we did not have a patent system, it would be irresponsible, on the 
basis of our present knowledge of its economic consequences, to  
recommend instituting one. But since we have had a patent system for a 
long time, it would be irresponsible, on the basis of our present 
knowledge, to recommend abolishing i tJ1(7) 

It is important to oberve, though, that Machlup then immediately added: 

'This last statement refers to a country such as the United States of 
America - not to a small country and not a predominantly nonindustrial 
country, where a different weight of argument might well suggest another 
conclusion11.( 7) 

The following reinarks by Penrose develop this point: 

"Any country must lose if it grants monopoly privileges in the domestic 
market which neither improve nor cheapen the goods available, develop its 
own productive capacity nor obtain for its producers at least equivalent 
privileges in other markets. No amount of talk about the 'economic unity 
of the world' can hi& the fact that some countries with little export 
trade in  industrial pock and few, if any, inventions for sale have nothing 
to gain from granting patents on inventions worked and patented [abroad] 
except the avoidance of unpleasant foreign retaliation in other 
directionsv1.( 8) 

After attempting to take account of Australia's circumstances, a research study 
by Mandeville, Lamberton and Bishop, commissioned for the Committee, 
co ncl ude d: 

"While ultimately a matter of judgment, this study leaves little room for 
doubt that the benefit/mst [margin] of the patent system in Australia is 
negative, or at the very best, in balance. However, this conclusion does 
not necessarily imply an economic justification for abolishing the patent 
system. The costs and benefits of an institution need to be distinguished 
from the costs and benefits of abolishing that institution. In the 
perspective of the national economy, the economic effects - both costs 
and benefits - of the patent system in Australia are quite modest. 
However, the costs of unilateral abolition of the patent system to 
Australia's international commercial relations could possibly be much larger ... "1 9) 

Australia is a small high-income economy with a local market of limited size and 
industries that are highly concent rated. The development of its manufact uring 
has been much dependent upon direct foreign investment for both capital and 
technology, while the conditions of technology transfer to Australia have often 
included prohibitions on export. 

The extent of structural change in manufacturing has been less than in most 
OECD countries. Low and declining private sector expenditure on R&D 
suggests failure generally both to initiate indigenous innovation and to adapt 
imported technology. There has been heavy reliance on research performed by 
government with consequential problems both in  the setting of R&D objectives 
and the later transfer of research results to the private sector. 

There is little errport of manufactured goods. In broad terms Australia's 
comparative advantage is seen to lie mainly in natural resources availability and 
geographic location. (In  the latter respect, i t  is noted that a significant 
proportion of existing exports of manufactured goods goes to New Zealand and 
the Pacific Islands). 



These various considerations are consistent with the suggestions made by 
~ a n d e d l e ,  Lamberton and Bishop that the existence of the patent system in 
Australia has contributed little to widening the range of, improving, or 
cheapening the goods available, improving productive capacity or stimulating 
export market development. Generally, the history and characteristics of the 
Australian economy, singly and in combination, with heavy emphasis upon 
protection, foreign investment and technology importation, do not provide 
encouragement for the view that there are suhtantial benefits attributable to  
the operation of the Australian patent system, while actual and potential costs 
can be more easily identified. 

As we have already observed, Australia's patent system should not be assessed 
independently of its interaction with the international patent system. 
Withdrawal from the Paris Convention would be a consequence of abandoning the 
patent system altogether. On the other hand, it would be possible to make 
major changes to the Australian law, if that were considered to be desirable, 
while continuing to remain a member of the Convention and conforming to its 
broad terms. 

The Convention has been perceived as benefiting countries with large, highly 
industrialised economies. Having both local development and export markets to 
foster and protect, such countries may certainly stand to gain, both at home 
and abroad, from retention, and indeed, wider adoption, of patent systems 
observing the principle of llnational treatment1'. Attempts by the "Group of 
7711, over the last decade or so, to secure amendments to the Paris Convention 
to bias it more towards the economic interests of developing countries, have 
been unsuccessful. More recently, a wider divergence of interests among 
member countries of the Convention has been emerging. Different countries 
have different economic needs and priorities. Australia must assess its 
interests from a position intermediate between the industrialised and less 
developed nations. 

No doubt, in Australia's case, participation in the international system provides 
a means of protection abroad for Australian pods, services and investment. 
Hwever, it also entails the obligation to treat foreign applicants on an equal 
footing with domestic applicants. Notwithstanding the compulsory licensing 
provisions of the Australian Patents Act, many patents granted to foreigners in 
Australia (for example, relating to agrochemical and pharmaceutical products) 
frequently are utilised not to support the establishment of local enterprises or 
export trade but rather as non-tariff barriers to provide protection for imported 
products. 

These considerations invite one to question Australia's continued participation in 
the international patent system which, it could be argued, should be dependent 
upon an examination of the costs and benefits arising from continued 
participation compared to those which would flaw from withdrawal. 

On the other hand, it is extremely difficult to know what effects would result 
from withdrawal from the international patent system. Clearly there would be 
much concern and no doubt threats of reprisals of one sort or another from 
foreign countries and Australian interests alike. These would carry political 
weight; indeed, withdcawal would probably be politically impossible. Whether 
or not other nations would refuse to grant patents to Australians, there would 
certainly be a psychological effect upon the willingness of foreign firms to 
supply technology to Australian firms. They would point to higher commercial 
risk as justifying greater restrictions on what technology could be made 
available and a greater price for what was made available, at  least in the short 
to medium term. Conversely, Australians would become less patent conscious 
and less able to exploit foreign patents to their own advantage. Indeed, 



strong representations were made at the Commercial Implications Seminar (see 
Appendix C) by small Australian firms who argued that patent protection was 
most important to their ability to penetrate large foreign markets with 
innovations originating in Australia. No submission received by the Committee 
proposed abolition of the patent system in Australia or withdrawal from the 
international patent system. 

As indicated in the passage quoted above from Mandeville, Lamberton and 
Bishop, the transition costs of withdrawal from the patent system by Australia 
need to be distinguished from the economic effects of the continued existence 
of the system. While it appears that the latter effects - both costs and 
benefits - are currently quite modest, the transition costs of withdrawal might 
be much larger. 

[I] WE RECOMMEND that Australia continue to operate a patent system and 
to participate in the international patent system. 

2 APPROACH TO REFORM 

2.1 Australia's aspirations i n  innovation 

While Australia has made poor use of the patent system in the past and its 
overall effects may not have been positive, we must take into account 
aspirations to become a significant exporter of skill-intensive goods and 
services. Given this situation, the most critical element may be Australia's 
potential capacity to become technologically competitive. 

Australia is experiencing markedly changing investment and trading relationships 
with other countries, more especially those of Asia and the Western Pacific 
region. Given these dynamic conditions, it must be asked seriously whether 
Australia's comparative advantage is restricted to natural resource availability 
and location. Present aspirations are for a future in which the growth of 
technology-intensive industries will lead the way toward a major growth of 
innovation-based exports. Opportunities are also seen for upgrading the value 
of Australia's present exports of raw materials by means of process and other 
innovation. If these aspirations should be fulfilled, a more favourable 
benefitlcost margin from the operation of the patent system would eventuate. 

This prospect does need to be evaluated against a stream of official reports and 
recommendations favouring expansion of innovation-based exports which as yet 
have not produced any major structural change. Moreover, alternative policy 
instruments of a more selective kind than the patent system are available. 

However, recent Australian export statistics indicate that the share of natural 
resource elrports has declined while that of technology-intensive exports has 
increased.( 10) While the change is of modest proportions and some uncertainty 
attaches to what "technology-intensive1' means in the Australian situation, an 
outward- and forward-looking policy will seek early and maximum benefit from 
this possible shifting in the basis of Australia's comparative advantage. To 
some extent it may be reinforced by locational circumstances and its future may 
well be bound up with small and medium business less dominated by foreign 
investment. It appears that success to date has come in  middle rather than 
high technology,(lO) and in adaptation in situations in  which there are links with 
past experience as in mining and agriculture. 

Public and industrial awareness of technology issues has increased dramatically 
since the time when we first undertook the task of preparing this Report, and 
positive government measures are now being taken to promote technological 
development. 



2.2 General approach to ref- 

The policy approach to review and change should be to seek to  optimise the net 
benefits arising from the operation of the patent system in the national interest 
to the extent possible consistent with international conventions, having regard to 
the particular circumstances of the Australian economy. We should seek to 
modify the Australian patent laws, adjusting the length, strength and breadth of 
patent rights so as to maxirnise the social benefits and to minirnise the social 
costs to Australians. 

More specifically, this implies seeking - . to gain increased benefits for Australians by fostering indigenous innovation, 
and utilising the international patent system in developing export markets to 
improve Australia's international competitive position; . to reduce unnecessary social costs including those resulting from undesirable 
anti-competitive conduct involving patents; and . to  improve the efficiency of the administration of the patent system with 
consequent reduction of direct costs. 

It needs also to be recognised that the patent system is a blunt instrument of 
industrial policy and cannot easily be fine-tuned to take account of particular 
cases. 

The patent system seeks to relate the patentee's extraordinary return to the 
social value of the invention only by the rudimentary approach that the greater 
the demand for the patented invention, the greater is likely to be the 
patentee's remuneration. It must then be accepted that there will be cases 
where grossly excessive monopoly profits will be made; where socially desirable 
inventions will not occur because patents are not obtainable, or, if obtainable, 
will not offer sufficient security or reward prospect to induce the innovation; 
where patents will be employed to further monopolistic or other economically 
undesirable ends; and where socially undesirable innovations will be stimulated 
and related social costs exacted. Such effects should be seen not so much as 
failures of the system but as imperfections which should be minimised as far as 
p s i  ble. 

Given this situation, the only practicable method of pursuing the approach to 
reform we have arrived at in this Part is to look at  particular proposals and 
attempt to assess overall, and partly from our own experience and intuition, 
whether the effects of change in the social costlbenefit margin resulting from 
their implementation are likely to be adverse or favourable. 

In the succeeding Parts of the Report, we set out recommendations arising out 
of the conduct of the review directed by our Terms of Reference, along with 
such discussion and reasoning as we see necessary for inclusion in  a report of 
this nature. We do not attempt to deal exhaustively with all matters which we 
have considered or to record exhaustively all the reasoning which has led us to 
the recommendations we make. 'Many issues on which we feel no 
recommendation is warranted are not mentioned at all. Others on which 
recommendations are made are nonetheless only briefly discussed. 

We have not seen i t  as our function to confine ourselves, as might a commission 
of inquiry, to consideration of evidence presented and conclusions reached from 
that evidence. On the contrary, as an expert advisory committee, we have 
seen it as appropriate to have regard to our own knowledge and experience, and 
to apply our w n  expertise, where required, whilst at the same time considering 
and taking account of all available evidence, materials and information. 

In the latter connection, we called for submissions from interested persons and 
the general public. We received and made public 90 submissions (see Appendix 
A). 



We were assisted by being able to commission or jointly commission a small 
number of studies by academic researchers. These included studies by 
Mandeville, Lamberton and Bishop on economic effects; by Carstairs and Welch 
on outward foreign licensing; by Macdonald on individual inventors; by Dufty 
on patentability, novelty and obviousness, and infringement and the rights of 
third parties; by Baxt on the interface bet ween anti-trust and intellectual 
property law; and by Campbell on jurisdiction in  patent matters. Details of 
these commissioned reports are set out i n  Appendix B, but in the remainder of 
the Report we refer to them by the authors' names only. 

We also conducted or cooperated in  conducting seminars on the eoonomic 
implications of patents, the Patent Cooperation Treaty, petty patents, and 
commercial implications of patents. Details of seminars are set out i n  
-Appendix C. 

The evidence obtained by all of these means was valuable but, of course, it fell 
far short of what would be required to provide an acceptable framework for 
judgments based strongly on empirical data. 

I 2.3 Framework of the Report 

Having arrived at the basic conclusions and resulting methodology set out in  
this Part, we turn in Part B to the two other policy areas which require 
consideration in  conjunction with the main policy thrust of the patent system. 
These involve equity considerations concerning the exploitation of patent rights 
and which, depending upon how they are assessed, may materially affect the 
approach to reform of the patent system itself. The first of these, canvassed 
in Section 3, is the matter of patents and competition law. We examine how 
competition law is to operate in relation to the patent system, looking 
particularly to possible safeguards against anti-competitive use of patent rights. 
The second is the recently much ventilated question of the policy approach to 
be taken to local manufacture or "working", on the one hand, and importation 
on the other, and the related issues of compulsory licensing and forfeiture for 
"patent misuse1'. These matters are dealt with in Section 4. 

We turn next to the features of the patent system itself and set out 
recommendations following from the conclusions reached in Parts A and B on the 
basic policy issues. We take first, i n  Part C, the two central features of 
length and breadth of rights: how long should patents last (or what should be 
the term of standard patents) (Section 5), and what things should be patentable 
(manner of manufacture), (Section 6). 

In Part D, we look at features which i n  addition to having other benefit/cost 
implications, appear to us also to have relevance from the viewpoint of 
fostering national interests by biasing the operation of the patent system in 
favour of Australians. These include the differences between standard and 
petty patents (Section 7), provisional specifications (Section 81, innovation from 
employeest inventions (Section 9), and the utilisation of patent information 
(Section 10). 

P ropa l s  for achieving direct cost savings by improved and more efficient 
operation and administration of the patent system form the subject of Part E. 
Under this heading we consider procedures generally under the legislation 
(Section ll), search and examination of patent applications (Section 12), 
procedures for challenging grant or validity currently represented by opposition 
and revocation proceedings (Section 13), the enforcement of patents in 
infringement proceedings (Section 14), the jurisdiction of courts and tribunals 



which hear infringement and revocation proceedings as well as appeals from 
Patent Office decisions (Section 15), the actninistration of the Patent Office 
(Section 16), and qualifications, fees, discipline and professional practice of 
patent attorneys (Section 17). 

Finally, Part F looks to the future of the patent system abroad and a t  home. 
In Section 18 we discuss Australia's international roles and relations in the 
international patent system and particularly in the Asia and West Pacific 
region. Section 19 looks at the need for monitoring operation and effects of 
the system with a view to collecting data on which future policy decisions may 
be made. 



PART B 

EXPLOITATION OF PATENT RI.GHTS 

3 PATENTS AND COMPETITION LAW 

3.1 Introduction 

I t  is impossible to make any meaningful evaluation of the benefits and costs 
associated with the operation of the Australian patent system without also 
taking into account the operation of competition law. In this context, 
competition law means national laws which proscribe or regulate conduct that is 
perceived to be actually or potentially anti-competitive. 

McGonigal has described the economic goal of competition law as being - 
"... to establish a competitive market place in which there will be 
pressures on participants to make the maximum we of available resources 
and to search for more efficient management, production and marketing 
processes or to develop new and better productstt.(ll) 

The best-known competition law is the US anti-trust laws, from which the 
national competition laws of most other countries largely derive (and for this 
reason sometimes described as the US% most successful export). 

Part IV of the Australian Trade Practices Act 1974 embodies most of the 
competition law which applies in Australia. Generally (so far as relevant in 
the present context) conduct is proscribed only if and where, on investigation 
and evaluation of its economic consequences, it is found - 

i to have the purpose, or be likely to have the effect, of substantially 
lessening competition (the ttlessening of competitiontt test); or 

ii to involve exercise of monopoly power by a dominant firm for the purpose 
of precluding market entry, eliminating or subs tantially damaging a 
competitor, or otherwise deterring cornpeti tive conduct. 

However, Part IV also includes some provisions under which specified 
descriptions of conduct are proscribed per se ("per se rules"). The rationale 
of per se rules was recently summarised by the US Supreme Court, thus: 

'Ter se rules ... require the Court to make broad generalizations about the 
social utility of particular commercial practices. The probability that 
anticompetitive consequences will result from a practice and the severity 
of those consequences must be balanced against its procompetitive 
consequences. Cases that do not fit the generalization may arise, but a 
per se rule reflects the judgment that such cases are not sufficiently 
common or important to justify the time and expense necessary to identify 
them. Once established, per se rules tend to provide guidance to the 
business community and to minimize the burdens on litigants and the 
judicial system of the more complex rule-of-reason trials ... but those 
advantages are not sufficient in themselves to justify the creation of per 
se rules. If it were otherwise, all of antitrust law would be reduced to 
per se rules, thus introducing an unintended and undesirable rigidity in the 
law".( 12) 



3 2  Interaction of patent law and competition law 

The inter-relation between patent law and competition law appears to be widely 
misunderstood. On the one hand, it has been suggested that competition law 
must bow wholly to patent law, because any constraints applied to the freedom 
of patentees to exploit, as they think fit, the exclusive rights which patents 
confer will detract from the fullness of the incentive to innovation which patent 
law is designed to promote. Conversely, it has been suggested that because 
patent law promotes monopoly, it is irreconcilable with competition law which 
promotes competition, and therefore that patentees must Se limited, wherever 
possible, in the exploitation of their patents. 

As Bowman wrote of the situation in the US: 

"Antitrust law and patent law are frequently viewed as standing in 
diametric opposition. ... How can there be compatibility between antitrust 
law, which promotes competition, and patent law, which promotes 
m0nopoly?~~(l3) 

Bowman concluded that this conflict was to a large extent illusory: 

"In terms of the economic goals sought, the supposed opposition between 
these laws is lacking. Both antitrust law and patent law have a common 
central economic goal: to maximbe wealth by producing what consumers 
want at the lawest cost. In serving this common goal, reconciliation 
between patent and antitrust law involves serious problems of assessing 
effects, but not conflicting purpose.".(l4) 

The problems and the issues which arise in assessing the relevant effects were 
reviewed at the Economic Implications Seminar by McGonigal (whose paper 
involves a consideration of relevant economic literature) and also in the 
commissioned report by Baxt . These work have been published and it is 
sufficient for the purposes of this Report to refer to them without recanvassing 
all that is involved, but without implying that we agree with all that they 
contain. 

It is appropriate, however, for the Committee to indicate, shortly, the views on 
its part which underlie the conclusions and recommendations in this Section. 

i While the patent and competition laws have similar overall economic goals, 
they concentrate on different aspects. Patent law stresses stimulation of 
innovation in order to generate more of what consumers want, at the cost of 
extraordinary profits. Competition law concentrates on achieving the lowest 
cost by eliminating extraordinary profits at the risk of inhibiting investment in 
innovation. There can therefore be, as Bowman indicated, serious problems of 
assessing and sorting out the effects. 

The way this should be done is by recognising that neither competition in itself, 
nor innovation in itself, is an absolute goal. Each is a valid objective only in 
so far as it contributes positively to the overall economic goal of maximising 
production of what consumers want at the lowest cost, which we equate with the 
national interest. 

This approach involves the need to avoid, so far as possible, choice of one law 
over the other. Rather, each law should, so far as practical, accommodate the 
legitimate operation of the other, so that they are both consistently directed to 
the same common overall economic objective. 



ii Patent rights are not necessarily anti-mmpetitive in natlrre. Inasmuch as 
the availability of patent rights may increase incentives to develop new 
products and processes and king them to the market place, the effect of the 
patent law may be pro-competitive. That is, patent law may foster comptition 
by encouraging invention, facilitating new entry, and publishing information, so 
increasing efficiency in the long term at the cost of some short term 
distortion. 

Moreover, patents are monopolies only in  relation to particular inventions. 
Ordinarily, patented products and processes will compete in  a market with rival 
goods and services. The patentee will have a right to try to prevent direct 
substitution of identical products and processes but there will nonetheless be 
some demand substitution. The patentee is therefore seldom able to use the 
patent rights to regulate output and determine prices free from the constraints 
of compet i tion. 

A patent creates an advantage which will give to the patentee a degree of 
competitive edge or leverage capable of being utilised in the pursuit of 
llrivalrous behaviourn in the market place, much i n  the same way as other 
conditions and factors, such as capital resources, brand reputation and 
technological skills, are capable of being so utilised. The object of all such 
rivalrous behaviour is to achieve some extraordinary profits. That is part of 
the essence of competition. It only becomes economically objectionable when 
the monopoly profits exacted are "too much for too longf, relative to the gains 
returned to consumers. 

iii I t  is not inconsistent with the purposes of patent law to subject it to the 
operation of competition law. The Australian patent law has its origins in the 
English Statute of Monopolies of 1623, a competition law which proscribed 
monopolies with the exception of monopolies for inventions. The exception of 
monopolies for inventions was on condition that they were not to be "contrary 
to the law or mischievous to the State, by raising prices of commodities at 
home or hurt of trade, or generally inconvenient". The patent law was only 
ever intended to create incentives to innovation in the form of a prospect of 
achieving some extraordinary profit. That in no way precludes giving full 
operation to laws which are directed to preventing market dominance, 
substantial lessening of competition, or other "hurt of tradev1. 

iv There are many kinds of anti-competitive wnduct in which patents may be 
involved. Commonly, patents may be used to reinforce, consolidate and 
enhance the power of entrenched firms to erect entry barriers and otherwise 
preserve market domination. This role of patents is very relevant in the 
context of Australia's highly concentrated and oligopolistic manufacturing 
industry. Where patents are involved in  the preservation and extension of such 
market power, they will usually be one of a number of factors and influences 
which coalesce to enable monopolistic exploitation. The other factors and 
influences may include capital resources, tariffs and other protectionist 
interventions, accumulated technical skills, and goodwill. Together with the 
patents, these contribute in  combination to the capacity for anti-competitive 
be ha vi our. There may even be occasions when a patent itself confers a 
market monopoly. 

We see no reason why competition laws proscribing conduct which has 
subtantially anti-competitive effects should not have full application in relation 
to anti-competitive conduct which involves patents. In those cases where the 
patent of itself creates extreme monopoly power, this will mean that the 
patentee must limit the exploitation of his exclusive right so as to avoid 
substantially lessening competition. In some circumstances, this could mean 
that he will be obliged to license others on reasonable terms. 



What is critical, however, whether patents are the sole factor or one of 
multiple factors contributing to market power, is that the circumstance 
attracting the operation and sanctions or remedies of the competition law should 
be that the conduct in question is calculated substantially to lessen 
competition, and not merely that it  involves a patent or the exercise of patent 
rights. There is no reason for special treatment of patent-related conduct as 
such, by way of either special prascription or special exemption. 

v Logically, in relation to  per se rules, the position should be no different, 
but there are greater practical difficulties. This is because per se rules are 
broad generalisations of convenience, as indicated in Section 3.1 above. They 
apply equally to conduct which is anti-competitive and conduct which is 
pr-competi tive. In particular, they apply to conduct which involves the 
exercise of patent rights in ways which are within the scope of the patent 
monopoly, and may be desirable for attaining the ends of the patent system, 
without having substantially anti-competitive effects. 

In the US there appears now to be a trend away from the use of per se rules, 
especially in relation to the exercise of patent rights, in favour of economic 
analysis of likely competitive effects.(l5) Under proposed US legislation it is 
envisaged that, in anti-trust cases involving patent and other intellectual 
property licensing, all per se rules will Se abandoned in  favour of 
&t errninat ions based on economic analysis. In our opinion, that is the 
preferable approach. It follows from what ue have said earlier concerning the 
relationship of patent law and competition law that patent licensing and other 
conduct in  the exercise of patent rights is not an appropriate subject for the 
application of per se rules. 

3.3 Patents and the Trade Practices Act 

Our consideration of the Patents Act and Part IV of the Trade Practices Act, 
from the viewpoint of how the patent system should be interfaced with the 
competition law, has led us to a number of conclusions. 

First, we consider that section 51(3) of the Trade Practices Act, so far as it 
relates to inventions covered by patents and patent applications, should be 
repealed. As  it applies in relation to patents, section 51(3) excludes from the 
operation of the provisions of the Trade Practices Act, except section 46 
(monopolisation) and section 48 and Part VIII  (resale price fixing), any 
conditions of patent licences and assignments of patents to the extent that 
those conditions relate to the invention covered by the patent or patent 
application, or (where the invention is a process) to products of that invention. 

Consistently with our views expressed above, we consider that this exemption is 
misconceived and undesirable, so far as it excludes those provisions of the 
Trade Practices Act which operate according to economic analysis of whether 
competition is or would be substantially lessened. 

On the other hand, merely removing the exemption would subject pat ent-relat ed 
conduct to the per se rules contained i n  the Trade Practices Act in  sections 4D 
and 45(l)(a) (exclusionary provisions), 45A (horizontal price fixing), and 47(6) and 
(7) (third party tying). For the reasons we have already indicated, this also 
would be undesirable. 

Our view that the patent-related provisions of section 51(3) should be repealed 
therefore carries the important rider that it  should only be repealed if, at  the 
same time, the application of sections 4D, 45(l)(a), 45A and 47(6) and (7) to 
patent-related conduct is made subject to the lessening of competition test, or 
other suitable analysis of anti-competitive effects. 



121 WE RECOMMEND, with a view to proscribing patent-related conduct which 
has the purpose, effect or likely effect of substantially lessening 
competition, that the Trade Practices Act be amended to - 

i remove the exemptions of such conduct which are contained in section 
51(3); and 

ii alter the operation of sections 4D and 45(l)(a) (exclusionary 
provisions), 45A (horizontal price fixing) and 47(6) and (7) (third party 
tying) so that they apply in relation to such conduct subject to the 
lessening of competition test and not as per se rules. 

It is outside the Terms of Reference to make any recommendation concerning 
section 51(3) so far as it relates to matters other than patent-related conduct. 
Similar arguments may well apply, however; to conduct related to registered 
trade marks and designs, and to copyright. 

Logically, the views we have expressed in  Section 3.2 lead to the vie,  that the 
application of section 48 and Part VIII (resale price fixing) of the Trade 
Practices Act should be similarly qualified, instead of operating, as at present, 
as a per se rule. Notwithstanding that some inconsistency is involved, we do 
not feel it necessary for us to recommend to this effect. It appears that the 
existence of section 48 and Part VIII has not in  fact placed undesirable 
limitations on the operation of the patent system in Australia. Our view is 
that section 48 and Part VIII need not be altered. 

Part VII of the Trade Practices Act contaim important and relevant 
qualifications to the proscriptions contained in  Part IV. Under Part VII it is 
possible to apply for authorisations permitting conduct which would otherwise be 
proscribed. In relation to conduct to which the lessening of competition test 
applies, an authorisation is only obtainable if it can be shown that the 
proscribed conduct would result, or be likely to result, in a benefit to the 
public, outweighing the detriment to the public constituted by the predicated 
lessening of competition (section 90(6)). For an authorisation to be obtainable 
i n  relation to the per se rules, on the other hand, there must be "such a 
benefit to the public" that in all the circumstances the proposed conduct should 
be allwed to take place (section 90(7)). Clearly, these tests contemplate 
economic efficiency. The authorisation procedure is not available in relation 
to section 46 (monopolisation), section 48 (resale price maintenance) or section 
49 (price discrimination). 

It is consistent with what we have said here and in Section 3.2 that the 
authorisation procedures should be available, in relation to patent-relat ed 
conduct, in respect of sections 45, 454 46, 47 and 50 of the Trade Practices 
Act. We see no need to extend them to sections 48 and 49. 

[3] WE RECOMMEND that the Trade Practices Act be amended to make the 
appropriate authorisation procedure, namely that which requires the Trade 
Practices Commission to be satisfied that the likely public benefit would 
outweigh the anti-competitive effect, available in  relation to patent-relat ed 
conduct falling within any of sections 45 (exclusionary and anti-competitive 
provisi om), 45A (horizontal price fixing), 46 (monopolisation), 47 (exclusive 
dealing) and 50 (acquisi tions). 

In addition there is a notification procedure available in respect of exclusive 
dealing, other than that covered by the per se rules contained in section 47(6) 
and (7). We see no reason why this notification procedure might not also 
apply in respect of patent-related conduct covered by section 47(6) and (7), but 
we do not consider it necessary to recommend positively that it should. 
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3.4 Section 112 of the Patents Act 

Section 112 of the Patents Act contains provisions in the nature of competition 
law. Under these provisions, certain kinds of tying conditions (third line 
forcing) in a. sale or lease of, or licence to use or work, a patented invention, 
are (except in specified alleviating circumstances) rendered void. Part IV of 
the Trade Practices Act would also apply to such conditions but for section 
51(3). 

Repeal of section 51(3) in accordance with our recommenQtions would subject 
such conditions to the full rigor of Part IV, including in particular section 47. 
Moreover, as Baxt observed,(l6) section 112 of the Patents Act has been 
consistently and narrowly interpreted and applied by the courts, and so has been 
of little practical effect. 

We consider that if section 51(3) is repealed, section 1 1 2  should also be 
repealed, leaving all relevant matters to be regulated under Part IV of the 
Trade Practices Act. 

141 WE RECOMMEND, subject to implementation of our recommendations in  
relation to the Trade Practices Act, that section 112 of the Patents Act, 
which proscribes certain anti-competitive conditions if attached to the 
sale, lease or licensing of patented articles and processes, be repealed, 
leaving those matters to be regulated by the Trade Practices Act. 

3.5 Summary 

Our recommendations in this Section proceed from the premise that there is no 
reason to exclude patent-related conduct and, in particular, restrictive practices 
in the exercising and licensing of patent rights, from the operation of a 
competition law which regulates market conduct according to whether that 
conduct has socially undesirable effects upon competition. 

If the recommendations are adopted, the relevant provisions of Part IV of the 
Trade Practices Act, except sections 46 and 48, will operate in relation to 
impugned patent-related conduct according to whether that conduct has the 
purpose, or is likely to have the effect, of substantially lessening competition, 
and subject also to the authorisation procedures. Section 46 will apply 
according to different criteria which depend on economic analysis of the 
existence and anti-competi tive use of market power, and the authorisation 
procedure will be available here too. Section 48 alone will be the only per se 
rule. 

We consider that, while still less than ideal, the provisions of Part IV of the 
Trade Practices Act would in that event sufficiently meet the requirements we 
have discussed. It is important to remark that they might not do so if 
currently mooted proposals for amendments of the Trade Practices Act were to 
result in replacement of the ltlessening of competitiontt test, in Part IV, with 
other less appropriate criteria. In that event, the recommendations we have 
made in this Section could well cease to be applicable. 

4 LOCAL MANUFACTURE, COMPULSORY LICENSING AND IMPORTATION 

4.1 Introduction 

In the continuing debate over proposals for amendment of the Paris Convention, 
one of the more prominent issues has been that of local manufacture or 
wworking" of patented inventions, as opposed to elcploitation by importation. 



The reason has been the preoccupation of the Third World countries, originally 
with import substitution, and latterly with the establishment of export 
industries, as means of achieving economic prasperity. Their concern has been 
that patents granted to foreigners will hinder the development of local 
industries, unless the patentees undertake or permit local working of the 
patented inventions. Otherwise, i t  is said, foreign patentees will employ their 
patents in the Third World countries to exploit those countries as export 
markets from which monopoly profits can be exacted. 

Concern has centred on those provisions of the Paris Convention which regulate 
the circumstances in which member countries may, l~here  there is ltinadequate 
local -mrkinglt, wholly or in part abrogate the patentee's exclusive rights by 
coinpulsory licensing to enable local working by others, or by forfeiture of the 
patent. More generally, attention has been focussed upon the whole question 
of local manufacture, importation and compulsory licensing. 

4.2 Existing provisions 

Since 1903 the Australian patent legislation has contained provisions for the 
granting of compulsory licences where pat entees fail to satisfy l1 the reasonable 
requirements of the publict1. In the present Act, these provisions are contained 
in sections 108, 109 and 110. They provide first for the granting of one or 
more compulsory licences where a patentee fails to satisfy the reasonable 
requirements of the public in Australia, and for the subsequent revocation of 
the patent if, two years after the granting of a compulsory licence, the 
reasonable requirements of the public are still not satisfied. 

Read literally, these provisions appear to offer the possibility of a compulsory 
licence being obtained in a wide range of situations, including: 

i where the patentee is not working or permitting the working of the 
patented invention in Australia (section 110(l)(c)); 

ii where an existing trade or industry, or the establishment of a new trade 
or industry, in Australia, is being prejudiced because the patentee is not 
providing adequate supply or access to the patented invention upon 
reasonable terms and conditions (section 110(l)(a) and (b)); 

iii where the patentee is not sufficiently meeting demand for the patented 
invention in Australia (section 110(l)(a)); and 

iv where imports of the patented product, produced abroad by or with the 
licence of the patentee, are hindering working of the patented invention in 
Australia on a commercial scale (section 110(l)(d)). 

It  is something of an enigma that, despite the apparent number of situations in 
which these compulsory licensing provisions could be invoked, only 2 cases of 
petitions for compulsory licences are known to have gone to court in Australia. 
One reason for this might be that in fact the provisions i n  question are 
ineffectual; that persons who would be prwpective applicants for compulsory 
licences perceive, and are advised, that the grounds are so hedged with 
qualifications, discretion on the part of the court, difficulties of proof, and 
expense, that to petition would be too onerous or useless, particularly without 
access to related know-how. Another possible explanation for the dearth of 
petitions might be the very efficacy of the provision in question; that the 
praspect of obtaining compulsory licences induces patentees to refrain from 
misusing their patents to exact excessive profits, and to agree to grant licences 
on satisfactory terms. Insufficient empirical information is available to enable 
us to assess the validity of either of these contrasting possibilities. 

Nonetheless, it is possible to consider, from the viewpoint of principle, the 
question of the purpose and role of compulsory licensing and forfeiture in 
relation to national economic objectives. 



4.3 Local manufacture and compulsory licensing 

The first point to be made is that local working should not be viewed as an 
absolute economic goal, in its own right. There will be a wide range of 
circumstances in which local working will be inefficient and unsuitable. In 
particular, there will be many situations in  which our economic needs will be 
better fulfilled by importation than by fostering and protection of inappropriate 
local working with its attendant direct and indirect costs. 

On the other hand, obviously, there will be situations in which local working 
will be desirable. For example, it may lead to enhancement of technological 
skills which may also have a wide application beyond the particular industry to 
which the patent relates. Likewise, there may be circumstances where, by 
reason of the existence of other competitive advantages, local working will lead 
to establishment of a competitive export industry. Local manufacture is also 
often perceived as a necessary condition for further indigenous development and 
invention or as a means of generating employment. 

In our view there is no economic justification in  the Australian context for 
employing compulsory licensing and forfeiture on the lines advocated by Third 
World countries as sanctions to compel local working at any price. Rather, 
compulsory licensing and forfeiture should have the purpose in Australia of 
providing a mechanism by which a patentee can be prevented from misusing a 
patent to preclude local working which is economically desirable, i n  
circumstances where, but for the patent, it could and would occur. This 
assumes, among other things, the existence of conditions necessary for efficient 
production or provision of goods or services which will be competitive. There 
must exist, for example, a firm with appropriate capacity and resources, and 
which desires to undertake such working. 

We have concluded that, in principle, compulsory licensing and forfeiture should 
be retained for the purpose just stated, and that the existing provisions appear 
to be satisfactory for that purpose. 

In this connection we note that section 110(l)(c), which is the main non-working 
provision, includes qualifications that the patented invention must be "capable 
of being worked in Australia" and that "no satisfactory reason is given for the 
non-~orking'~. Similarly, so far as section 110(l)(a) may apply to a case where 
establishment of a new trade or industry is prejudiced by the patentee's failure 
to work locally, it is only if establishment of the new trade or industry is 
"unfairly" prejudiced, that the reasonable requirements of the public will be 
deemed not to have been met. 

We read these qualifications as meaning that a compulsory licence would not be 
granted where, for example, local demand is being supplied by importation, local 
working would be less efficient, and there are no outweighing strategic 
considerations in favour of local working. Accordingly, it is important that all 
of the qualifications be retained. 

The remaining aspects of sections 108, 109 and 110 do not concern local 
working. We consider that no fundamental changes are required to these other 
grounds on which compulsory licences may be granted. 

Sections 110(l)(a) and (b) provide for compulsory licensing and, ultimately, 
forfeiture, where as a result of default of the patentee in  relation to making 
the invention available in Australia, a trade or industry in Australia is unfairly 
prejudiced or Australian consumer demand is not reasonably met. One 
reservation which we feel concerning these provisions is that it could be argued 



that they do not allow for local demand to be met by importation if that is 
more efficient than local production. We do not so interpret them, but an 
amendment to clarify that local demand may be capable of being satisfactorily 
met by importation may be desirable. 

Section 110(l)(d) is at first impression a peculiar provision. It is expressed to 
apply where the working of the patented invention in Australia is being hindered 
by parallel importation by, or with the consent of, the patentee. Having 
regard to the fact that the remedy proposed is not restriction of the imports, 
but rather the granting of a compulsory licence, the only type of situation to 
which this provision could apply would appear to be where the local working is 
by a licensee under a licence upon terms or subject to conditions which hinder 
his ability to compete with the imports. Presumably, the intention is that here 
the local licensee can apply for a compulsory licence on more favourable terms 
than that voluntarily granted to him. It is not clear that this adds to what is 
already provided in section 110(l)(a) and (b). However, we cannot disagree 
with the economic approach and, accordingly, to leave the provision in place 
can do no harm. 

[S] WE RECOMMEND, subject to our other recommendations on this question, 
that the compulsory licensing and forfeiture provisions i n  sections 108 to 
110 of the Patents Act be retained. 

4.4 Corn~sory  licensing and competition law 

The existing compulsory licensing provisions do not address the possibility that 
compulsory licensing may be an appropriate remedy for a court dealing with 
pat ent-relat ed conduct which exceeds the bounds of acceptable rivalrous 
behaviour and falls foul of the Trade Practices Act. 

We have already adverted to the possibility that, where a patent would 
otherwise give rise to extreme monopoly power, i t  may be necessary, i n  order to 
conform to the economic objectives of the competition law, for the patentee to 
grant licences on reasonable terms to competitors. We see no reason why the 
court should not have a discretion to order a compulsory licence if the patentee 
does not grant a suitable licence voluntarily.. 

In the United States, the courts do have power to order compulsory licences to 
redress anti-trust breaches, and that power on occasions has been exercised to 
great effect. Its existence and the possibility that it will be exercised also 
operate as important influences upon patentees to grant licences for the 
purposes of avoiding or settling anti-trust litigation. 

In our opinion, the vesting of a similar power in the relevant Australian court 
would be likely to assist in curbing unjustifiable, anti-competitive, patent-related 
conduct. Accordingly, we recommend the introduction of a power of this kind 
as an additional discretionary remedy in cases of contravention of Part IV of 
the Trade Practices Act. It would be more logical for the relevant provisions 
to appear in the Trade Practices Act rather than the Patents Act, but either 
would accomplish the &sired result. 

A similar question arises in relation to forfeiture. There is no provision in 
Australia (or in the US) for forfeiture of a patent as a sanction or remedy for 
contravention of the competition law. 

Hwever, in the US there is the doctrine of "patent misuseT1 which effectively 
suspends the enforceability of a patent, where there is anti-trust contravention 
(and also in certain other situations), until such time as the patentee has 
desisted from, and "purged1, his errant conduct.(l7) 



From what we know of it, the misuse doctrine in the US seems to have evolved 
from a rather evangelical approach to anti-trust laws, which worships 
competition per se and fails to take account of other welfare considerations, 
including the purposes of the patent system. The doctrine may be an 
appropriate way to deal with breaches of per se rules and, in fact, that is the 
context in which it has been mast used. However, we have already indicated 
that in our view per se rules are inappropriate where patents are involved, 
because of the need to sort out and weight the different welfare objectives 
involved. 

Consistently with those views we do not recommend introduction in Australia of 
a misuse doctrine or of the more draconian sanction of forfeiture for 
wntravention of Part IV of the Trade Practices Act. Creation of a power to 
compel mmpulsory licensing in order to redcess contravention of the competition 
law seems to us to be the sounder approach in  terms of economic objectives. 

161 WE RECOMMEND that an additional discretionary power in the court to 
order compulsory licensing, but not forfeiture or ltpatent misuset1 remedies, 
be introduced as a competition law remedy for dealing with patent-related 
conduct under Part IV of the Trade Practices Act. 

4.5 Transfer of know-how 

An interesting suggestion made in the Nicholson Report is that provision should 
be made for the courts in the U K ,  when ordering compulsory licensing, to be 
able to direct the transfer in appropriate cases and on suitable terms of related 
know-how, including trade secrets.( 18) 

In the U K ,  as in Australia, compulsory licensing provisions have been little 
used. Nicholsonts argument is that a principal reason for non-utilisation of the 
provisions is that a bare patent licence would often not permit efficient 
innovation by the licensee, whereas a patent licence coupled with access to the 
related know-how would do so. The suggestion was made in the hope that a 
provision enabling transfer of know-how when compulsory licences are granted, 
"after test cases ... will lead to a general belief that such licences are an 
effective instrument and that therefore patentees will be readier to grant 
satisfactory patent licences with the associated know-howT1.(18) 

Clearly, implementation of this proposal, whether in the U K  or Australia, would 
involve difficulties relating to the framing and enforcement of know-how 
transfer orders, particularly where the patentee resides outside the country. 
But the problems involved probably would not be of greater magnitude than 
some of those with which courts in the US commonly grapple in connection with 
the dismantling of monopolies. 

The requisite know-how may sometimes be obtainable at not significantly greater 
cost from alternative sources. In many cases this may be a preferable 
solution. 

The reasons for the proposal are basically untested in  the sense that, as we 
have already noted, there is no evidence that the low incidence of applications 
for compulsory licences is because bare licences, without related know-how, are 
perceived to be of little commercial value. Certainly, Nicholson provides no 
empirical support for this idea. 

Nonetheless, we are inclined to think that the proposal is worthy of 
implementation on a trial basis in  Australia. If lack of access to related 
technology is not in fact the reason why there is little compulsory licence 



litigation, then nothing will have been lost by the experiment. On the other 
hand, if there is substance in  the argument, then the procedure will be a useful 
one to explore. 

It would be left to the court's discretion in dealing with compulsory licence 
applications to determine whether any and what know-how should be ordered to 
be transferred in conjunction with the licence. The court would also have to 
formulate appropriate directions for arranging its transfer, for meeting the costs 
involved, and for providing suitable recompense to the patentee, all as part of 
the reasonable terms upon which the compulsory licence is granted. The 
patentee would at all times have the right to surrender the patent. 

[7] WE RECOMMEND that i n  ordering the grant of a compulsory licence the 
court be given a discretionary power to order transfer of related know-how 
as part of the reasonable terms on which the licence is granted. 

One member of the Committee dissents from this recommendation. He is of 
the opinion that it is unlikely to be effective and that there should not be 
introduced a provision for divesting know-how from patentees but not from 
others guilty of anti-competi tive behaviour. In his view, such a provision 
would act as a disincentive to patenting, so that manufacturers would resort to 
secrecy to protect innovations, rather than to the patent system. 

6 6  Jurisdiction 

An important consideration in all that we have said in this Section is that 
compulsory licence applications and subsequent forfeiture applications will be 
made to and dealt with by a court. 

Under the present provisions, the application procedure requires a petition to be 
presented to and considered by the Commissioner of Patents. The 
Commissioner may then either dismiss the petition or refer it to the court for 
determination. Of course, there is an appeal to the court from dismissal. 

In our opinion, it would be preferable for applications to be made directly to 
and dealt with by the court. 

It is an important part of our conclusions that the court with jurisdiction over 
applications under sections 108, 109 and 110 will be the Federal Court. From 
what we have said so far, i t  will be evident that the issues which arise in 
compulsory licensing and forfeiture proceedings are inextricably linked with 
competition law issues and require similar investigation and analysis of economic 
considerations. 

Cases could be expected to be decided faster and better, with lower costs, if 
all such matters were dealt with by the one court. That would permit the 
judges (or a particular division) of that caurt to develop (and perhaps in due 
course to be appointed for) expertise and experience in relation to the relevant 
subject matter and both legal and economic principles. 

We have elsewhere recommended that other relevant jurisdictions under the 
Patents Act should also be vested exclusively in  the Federal Court. 

181 WE RECOMMEND that jurisdiction in relation to compulsory licensing and 
subsequent forfeiture matters be vested directly and exclusively in the 
Federal Court, without provision for preliminary consideration of petitions 
by the Commissioner of Patents. 



4.7 Licences to import 

I t  is important to emphasise that what we have said earlier i n  this Section in 
relation to sections 108, 109 and 110, and concerning compulsory licensing as a 
competition law remedy, involves the following understandings concerning 
importation: 

i I f  by reason of default on the part of the patentee, of any of the kinds 
described in section 11O(l)(a), demand for the patented article in  Australia 
is not being reasonably met, then sections 108, 109 and 110 will, i n  
appropriate circumstances, permit a person who is in a position to import, 
to obtain a compulsory licence authorising him to do so, where that will 
result in demand i n  Australia being more reasonably met. 

ii I f  our general recommendations concerning application of the Trade 
Practices Act are implemented, then, where the exercise of patent rights to 
prevent importation has undesirable anti-competi tive effects, the Trade 
Practices Act will apply to regulate the exercise of those rights, and a 
compulsory licence may be obtainable to permit the importation. We note 
that the Trade Practices Act requires competition by imports to be taken 
into account. 

It is fundamental from an economic viewpoint that Australian patents should not 
be capable of being used to maintain excessive prices by excluding imports. 
This applies both to patentees who treat Australia as an export market and who 
wish to eliminate other imports in order then to charge excessively for their 
awn products, and also to patentees who are local producers wishing to eliminate 
imports in order that their locally produced products may then be sold at 
excessi ve pri ces . 
In determining what amounts to an excessive charge, the considerations which 
apply where the patented articles are imported may differ from those which 
apply where they are locally produced. Indeed, in every individual case, it 
will always be necessary to have regard to other relevant welfare and equity 
considerations which may be involved. However, the essential point is that 
relevant economic criteria will be examined and the case assessed accordingly. 

191 WE RECOMMEND that compulsory licences, whether ordered i n  
proceedings under the Patents Act or the Trade Practices Act, be 
available notwithstanding that the prospective licensee wishes to exercise 
the licence by importation. 

4.8 Infringement by importation 

Under the existing law, a patent is infringed by importation of the patented 
article or, in the case of a process claim, of the product of the patented 
process. It is implicit in  what appears in Section 4 7  and elsewhere in this 
Report that the principle of infringement by importation will continue to be 
part of the Australian law. 

There are arguments which have been put, on economic grounh, for abandoning 
this principle and permitting importation into and circulation within Australia of 
articles made outside Australia which, if made within Australia, would be 
infringing articles. 

The basis for such reasoning is that if ,  even with the assistance of a patent 
conferring exclusive rights to local .working, local production cannot compet e 
successfully with imports, then there is no case for encouraging or inducing 
innovation by local working; importation is economically more efficient and 
should not be restricted. Least of all, so this reasoning proceeds, where 
importation is more efficient than local production, should a patent be capable 



of being used to protect the patentee's own imports from competition from 
other imports. If there are cases where innovation by local working is desired 
to be encouraged, this can be achieved deliberately and selectively by the use 
of tariffs. 

A majority of the Committee is not prepared to accept that these arguments 
justify a recommendation that the law should be altered so that importation 
does not constitute infringement. The majority considers that, while i t  is 
recognised that there may be many situations in  which innovation by local 
working will be less efficient than importation, nonetheless it is reasonable to 
start from the premise that, prima facie, innovation by local working is to be 
encouraged, because it will tend to strengthen and hoaden the country's 
technological base and in that way contribute, i n  the longer term, to the 
dynamic development of more efficient local and export industries. 

It is consistent with this approach to view the purposes of the patent system, i n  
its role of creating added inducements for investment i n  innovation, as being 
directed, prima facie, to the inducement of innovation by local working. To 
allow importation of patented articles would reverse this approach. 

Accordingly, the majority view is that the preferable approach is to leave the 
principle of infringement by importation in place, subject however, first, to the 
operation of the Trade Practices Act, and second, to the compulsory licensing 
provisions, operating in each case, in  the ways we have already discussed and 
recommended. In particular, section 46 of the Trade Practices Act will be 
available to prevent monopolists from using patents to exclude import 
competition, and under the compulsory licensing provisions it will be possible to 
seek a compulsory licence to import where local demand is not being otherwise 
reasonably met. 

A last point that arises in relation to infringement by importation is whether 
Australia should adopt a wider "exhaustion of ri@W principle. 

The idea of exhaustion of rights has been adopted in  a number of countries in 
which the concept of infringement by importation is applied. It amounts to 
saying that whereas, ordinarily, importation of the patented article, or an 
article made by the patented process, will constitute infringement, this will not 
be so if the person by whom the imported article was first put into circulation 
somewhere else in  the world, is the person who is the patentee in the country 
of importation. 

This principle is already part of the existing Australian law, subject to a 
qualification that importation of the patented article put into circulation outside 
Australia by the Australian patentee will be an infri

nge

ment if, at  the time of 
first putting the article into circulation, that patentee attached an express 
stipulation against bringing it into Australia. 

However, in some other countries, especially those of the European Economic 
Community, a considerably expanded exhaustion of rights principle is applied. 
First, the qualification that the patentee may effectively stipulate agaist 
importation is not admitted. Second, the principle is extended to articles put 
into circulation by persons licensed by the patentee, and certain classes of 
persons connected or associated with the patentee. 

In relation to the EEC the explanation for this expansion of the principle is 
largely to be found in the fact that otherwise the patent right could frustrate 
the provisions of the Treaty of Rome relating to movement of goods between 
States. It is important in this context to understand that the EEC applies the 



principle only as between its member States. It does not apply the principle 
to  the importation into member countries of goods first put into circulation in 
countries outside the EEC. 

Given that it does not recommend eliminating in toto the principle of 
infringement by importation, the majority of the Committee does not see that 
any useful purpose would be served by widening the existing exhamtion of rights 
principle to extend its application to goods put into circulation outside Australia 
by particular types of persons who are licensed by or otherwise connected with 
the patentee. Adoption of this approach could operate to discourage licensing 
by Australians of their inventions abroad since to do so would then expose them 
to competition from their foreign licensees in  the Australian market. It would 
also introduce a p s i  tive bias against Australian manufacturers for the reason 
that in other parts of the world, including the EEC considered as a whole, the 
wider principle of exhaustion does not apply. In addition, uncertainty and 
difficulties of interpretation and application, with attendant administrative cost 
and potential for expensive litigation, would be likely to be created. 

[lo] WE RECOMMEND that no change be made to the existing Australian law 
concerning infringement by importation and e&amtion of rights. 



- ----- ----- 
PART C 

LENGTH AND BREADTH OF RIGHTS 

Our stated aim of reducing "unnecessary social costst1 recognises that some 
social costs are llnecessary". The basic concept is that social welfare is 
madmised when the net surplus of gains over losses is rnaximised. However, 
even though this may not be achieved, consumers will be advantaged if the 
gaim are sufficient to outweigh the attendant losses. 

The easiest reforms to propose for improving the benefitlcost margin resulting 
from operation of the patent system will be ones which can be predicted to 
reduce social costs without any accompanying likelihood of also lessening 
stimulus to innovation. Where a reform would potentially reduce social costs 
but also diminish the benefits produced by the systern, the assessment becomes 
much more difficult. 

The overall effects of the patent system appear to be subtle, largely 
unexplored, and imperfectly understood, and in this situation reform should be 
approached with considerable caution. Nowhere are these considerations more 
apposite than in  relation to the fundamental issues of - . how long should the patent term be? 
. for what things should patents be, and not be, obtainable? 

5 TERM OF STANDARD PATENTS 

The Patents Act provides for a standard patent to have a term of 16 years from 
the date of lodgment of the complete specification, subject to payment of 
annual renewal fees. An extension of term for up to 5 years, and in  
exceptional cases 10 years, may be obtained where the patentee is found, after 
an extensive enquiry in  the courts, to have been inadequately remunerated. 
(Extensions arising from war losses are also available but it is not necessary to 
deal with them in any detail here). There have been a number of recent 
Australian cases in which extensions of term have been granted, in some cases 
for 10 years. They have included cases where the patentee has been 
prevented from exploiting the invention during all or a substantial part of the 
term of the patent due to delays in obtaining regulatory approval from the 
Government before products can be marketed ("regulatory delays"). 

It is clear from information produced to us by the Patent Office that the 
majority of patents issued do not run their full term. Of the patents 
commencing in a given year, about 7% cease each year after the 4th year, so 
that about 50% cease by the end of the 10th year and less than 20% are 
renewed for the 16th year. Many useful patents have a short life because the 
inventions to which they relate become outmoded or replaced by other 
developments. However, there is no detailed evidence available to show how, 
and what proportion of, patents i n  force at any given stage are being elrploited. 

Patent terms in other countries range from 3 to 20 years, and there are 5 
different commencement dates which are employed. In a few cases different 
terms are given for different types of inventions (such as foodstuffs, medicines 
and pharmaceuticals). Extensions of term are available in  some countries, 
sometimes depending on local working of the invention. It has been suggested 
to us that there is internationally a trend towards a longer patent term. 



Under the European Patent Convention, and in countries subscribing to that 
Convention, a uniform term of 20 years is afforded. However, many countries 
have patent terms of less than 20 years - typically between 14 and 17 years. 

The issue of the desirable length of term of a standard patent was strongly 
canvassed in submissions made to the Committee. Submissions supporting a 
longer term, or increased availability of extensions of term, were variously 
based on arguments relating to international uniformity, to the development time 
needed to bring certain inventions to commercial fruition, and especially to 
regulatory delays applying to certain classes of chemicals (particularly 
pharmaceutical, veterinary, and agricul turd chemicals). No submission favoured 
a shorter term. 

Nor did any of the submissions advocating a longer term, or increased 
availability of extensions, involve conclusions arrived at by the use of economic 
analysis. 

On the other hand, the view has been put over a long period that economic 
analysis suggests that a term much shorter than 16 years is probably socially 
optimal. These suggestions have been mostly based on the application of 
economic theory to rather primitive models of static market conditions. 
Hawever, as Tisdell said in  discussing questions as to the optimal length of life 
of a patent, ''the social assessment of technological progress is more complex 
than assumed in the standard casef1.(19) He concluded that the evidence 
reviewed in his paper, which was evidence derived from analysis of models, 
indicated "that the socially optimal length of life for patents is likely to be 10 
years or less1'. (20) He warned, however: 

"One needs to be wary about using simple economic models as a basis for 
proposing reforms to the patent system. Much more theoretical and 
empirical work is needed on this subjectu. (20) 

It is evident that to increase the length of the term of patents for inventions 
generally, or for any class of inventions, will produce added social costs, 
because there will be the potential for a proportion of the patents concerned to 
be used to exact additional monopoly profits during all or part of the further 
period which is added. 

Accordingly, any increase of term would be warranted only if it could be shown 
that a net social gain nonetheless would result. That could only be if the 
increase in question would produce sufficient added social advantage, either by 
further stimulus to worthwhile innovation or in some other identifiable way. 

Conversely, if the term of patents for all or particular classes of inventions 
were reduced, there would be a clear potential for social cost savings, but the 
effect on incentive to innovation, and on the position of Australia's present and 
potential export industries, and the possibility of other more indirect and subtle 
negative social implications, would all require assessment. 

Perhaps inevitably in view of the complexity of the subject, and the lack of 
empirical data and of adequate theoretical work on the subject, the members of 
the Committee differ in  their conclusions as to the issues involving patent 
term. Two members believe that the term of a standard patent should be 
reduced to 10 years. A majority of the Committee considers that the existing 
term should not be altered at present, either across the board or in relation to 
particular industries or classes of patents. 



The reasoning of the majority is as follows: 

i I t  is not clear that significant social cost savings muld f d o w  from a 
reduction of the term, from 16 years to 10 years, or, a fortiori, from any 
lesser reduction. The evidence is that not many patents have an effective life 
after 10 years. Most inventions, even if commercially successful, are outmoded 
or superseded within that time. Obviously, there will be exceptional cases in 
.#hich the extraordinary profits reaped by the patentee in the latter half of the 
16 year term will be enormous, relative to any social gains contributed. It 
does not follow that the social costs of such exceptional cases are significant in 
the total picture. 

ii The losses resulting from reducing the patent term, on the other hand, could 
be mare significant. While the complexities and subtleties of the system may 
not be well understood, it is apparent that psychological effects are important. 
The positive influence of the prospect of achieving large monopoly profits for 
16 years may be altogether disproportionate to the number of instances in  which 
such profits are actually achieved. Similarly, in relation to the perception of 
prospective transferom of foreign technology, the influence of a reduction of 
term from 16 years to 10 years could be greater than cold, objective analysis 
would suggest it ought to be. 

iii The weighting which might otherwise be attributed to  the social costs of a 
16 year term, as o w e d  to a 10 year temr, is moderated by our 
recommendations concerning competition law. Where there is a competition law 
which applies to anti-competitive patent-related conduct, the social costs 
potentially associated with a patent monopoly are commensurately reduced. 
The patent system cannot legitimately be viewed as creating costs which would 
result from patent-related conduct which is effectively prevented or deterred by 
the competition law. 

iv The questions relating to  length of term cannot be looked a t  in isolation. 
Later in this Report recommendations are made concerning a "two-tier" patent 
system. These recommendations have the purpose of reducing the outflow of 
extraordinary profits resulting from the utilisation of patents owned by 
non-residents. They would be nullified by reduction of the standard patent 
term to 10 years, because petty patents, as we are recommending them to be, 
would then be more attractive than standard patents, for foreign and local 
applicants alike, in virtually all circumstances. A significant part of the 
benefits hoped to be achieved by the proposed two-tier system will be 
dependent upon foreign applicants for the most part continuing to opt for 
standard patents rather than petty patents. It is the longer term which will 
lead them to do so. 

v No case has been made out for a longer term. No empirical evidence has 
been adduced which supports the idea that to increase the standard patent term 
beyond 16 years would produce significant added social gains, and the 
theoretical evidence, such as it is, to be derived from the economic literature 
points to a shorter, rather than longer, term. 

vi Arguments that Australia should join the international trend towar& a 20 
year t&m are unconvincing. The supposed trend really is only among Western 
industrialised countries, mostly having economies with which Australia's economy 
has little i n  common. Reciprocity on term is not required under the Paris 
Convention or by other international obligatiom. 

The Committee is agreed that all existing procedures for seeking extensions on 
the grounds of inadequate remuneration, or war loss, should be eliminated. 
There is no evidence that the extension procedure contributes to social benefits 



provided by the Australian patent system. On the other hand, there are likely 
to be social costs arising from the uncertainty faced by competitors who are 
unsure when rights in patented inventions will terminate. War lars, if it should 
occur, will best be dealt with by specifically adapted measures at the time. 

Three members of the Committee note that the introduction of some products to 
the market place is subject to Australian (fedekal) Government approval. This 
is particularly true, for example, of pharmaceuticals and of some chemicals in 
the agricultural and veterinary fields. Available evidence shows that the time 
to obtain approval, usually because of a requirement to conduct tests an 
essential element of which is the passage of time, can take many years. They 
argue that because such regulatory delays are imposed by the same Government 
that grants the patent, because their duration is unpredictable, and because 
they effectively prevent the patentee from proceeding with the orderly 
development and marketing of the patent, equity demands that the patentee be 
compensated by an extension of the patent term equal to the regulatory delay. 
They note that the NZ Industrial Property Advisory Committee came to the 
same conclusion, putting a maximum of 4 years on the extension, and would 
recommend similarly. They are also of the view that, in the light of the 
Australia NZ Clmer Economic Relations - Trade Agreement, the length of the 
patent term should be the same in both countries. A majority of the 
Committee rejects these arguments. 

In the view of the majority, in the absence of contrary empirical evidence, it 
straim credulity to contemplate that research or innovation investment 
decisions, made early in the life of the invention, could ever be materially 
influenced by the prospective availability of an extension after expiration of the 
initial 16 year term to compensate for inadequate remuneration, particularly 
when allowance is made for discounting. On the other hand, such extensions 
would increase social costs. It should be noted that regulatory delay affects 
many innovations in many industries in many different ways. For example, 
automotive emission, building and sanitary systems, telecommunications, human 
medicines and agrochemicals are all subject to regulation which may significantly 
delay the marketing of new products. Delays to marketing may be caused by a 
variety of factors other than government regulations and which, irrespective of 
their source or nature, affect patenteest financial returns. In this context, 
price control may be added to delay as a further factor affecting returns. To 
single out regulatory delays caused by federal legislation ss the only ground for 
extensions of term would be illogical in the view of the majority of the 
Committee. For these reasons the majority rejects the proposal for extensions 
for regulatory delays. 

1111 WE RECOMMEND - 
i that the present standard patent term of 16 years from the date of 

filing of the complete specification not be altered, either generally or 
in the case of particular industries; and 

ii that the procedures for granting of extensions of the terms of 
standard patents be eliminated in toto. 

6 MANNER OF MANUFACI'URE 

Inventions for which patents may be obtained are defined in section 6 of the 
Patents Act as being "any manner of new manufacture the subject of letters 
patent and grant of privilege within section 6 of the Statute of Monopoliestt. 

This concept involves 3 primary tests: the invention must be new, inventive 
(not obvious), and capable of industrial application. The requirements of 
novelty and invention are the subject of express grounds of invalidity under 



section 100 of the Patents Act and are discussed below in Section 7. The 
industrial capability requirement arises from the reference to section 6 of the 
Statute of Monopolies and the words ''manner of ... manufacturen. This 
concept involves little more than that an invention must belong to the useful 
arts rather than the fine arts. 

Over the last 350 years the courts have interpreted and applied the concept of 
manner of manufacture in  an expanding and generally non-selective fashion, 
except for a tendency to focus on manufacturing industry, more or less i n  
accordance with the expansion of technology and industrial activity, and the 
needs and understanding of the times.( 21) 

From the standpoint of public interest or industrial policy objectives, however, 
the question of what sort of inventions should or should not be patentable needs 
to be asked and, indeed, has given rise to much debate throughout the history 
of the patent system. In principle, it would be possible to legislate about 
what may be patented for the purpose of seeking to implement selective 
economic policy objectives, according to Australia's perceived needs and 
circumstances. In particular, this could be done for the purpose of 
encouraging or discouraging innovation, or stimulating or precluding patenting, 
either in certain industries or technologies or in relation to particular 
descriptions of products or processes. Surgical and medical techniques for 
human therapy, and mixtures of foods and medicines are regarded in many 
countries as being unpatentable on public interest grounds. Pharmaceutical and 
therapeutic compounds are regarded as unpatentable per se in many less 
developed countries which do not have an indigenous pharmaceutical 
manufacturing industry. Some advanced countries such as the UK,  Germany, 
Switzerland and Japan, have at one time or another limited the patentability of 
chemical compounds to assist their indigenous chemical industries to compete 
against foreign-based companies. Such an approach reflects perceived negative 
or restrictive effects of patent rights, particularly when granted to foreigners. 

On the other hand, reflecting positive, pro-competitive aspects of patents, it 
would be appropriate to ask whether the concept of manner of manufacture 
should be broadened specifically to embrace modern technologies, particularly 
those which are software based (either in the narrow computing sense or in a 
more general sense which might include accounting, investment, and other 
s ys tems of doing busi ness). 

As a general view, the Committee considers that attempting to fine tune the 
patent system in this way would be unlikely to prove very useful for the 
purpose of implementing economic policies in the way postulated. There are 
other available measures of a more flexible and immediate nature, such as 
tariffs, taxation incentives, and other forms of specific selective encouragement 
or discouragement. Compared to these measures, changes to the criteria for 
patentability, and more particularly the subject matter for which patents can 
and cannot be obtained, would be likely to prove a very slow, blunt and 
inefficient instrument for influencing the economic direction of particular 
industries or fields of technological development in Australia. Not the least 
relevant consideration in this connection is that particular exclusions which 
might be proposed would take up to 16 years to work out of the system, in  so 
far as there are existing patents relating to the subject matter to be excluded. 

More specifically, with regard to chemicals and pharmaceuticals, the majority of 
the Committee considers that there was insufficient empirical evidence or other 
information to determine whether exclusion of these fields from patentability 
would positively stimulate the development of an indigenous manufacturing 
industry or what effect it would have on the availability of &ugs and other fine 
chemicals on the Australian market. 



Two members of the Committee consider that some explicit restriction of 
patentability for inventions in this field would be appropriate in view of 
Australiats stage of development in chemical manufacturing. For example, 
Australia might do well to follow the recent Chinese patent legislation which 
expressly excludes from patentability, pharmaceutical products, substances 
obtained by means of chemical process, foods, beverages and flavourings. The 
majority rejects this view, considering the public interest in this question to be 
adequately provided for, having regard to the recommendations elsewhere 
concerning competition law and compulsory licensing. It is apparent, moreover 
that, world-wide, patents are important i n  the pharmaceutical and chemical 
industries, and that this is one of the areas in which the observation that 
reform should be approached with considerable caution has application. 

Likewise, there has not been made out to the Committee any case for 
legislating specifically to bring all forms of computer software within the scope 
of patentable subject matter. We note also that hitherto the computer 
software industry in  Australia has been developing rapidly without relying on 
patent pot  ection. This, coupled with the great practical difficulty of setting 
boundaries for patentable software and of conducting systematic and thorough 
novelty searches, convinced the Committee that it should not recommend 
explicit extension of the field of patentability to cover software. 

Finally, it has often been suggested that the reference to "manner of 
manufacture" as the touchstone of patentability should be replaced by an 
explicit statement of what is and what is not patentable. For example, a 
codified definition was substituted in  the U K  Patents Act for the former 
reference to manner of manufacture to bring that legislation into line with the 
European Patent Convention. We consider that the existing concept operates 
quite satisfactorily. It has the advantage of being underpinned by an 
extensive body of decided case law which facilitates its application in particular 
circumstances. At the same time it  has, i n  the past, exhibited a capacity to 
respond to new developments. To replace it with a codification would be 
likely to produce far more problems, with attendant costs, than it would solve. 
On this point, the Committee agrees with Duftyls observations.(22) 

[I21 WE RECOMMEND that the present threshold test of patentability by 
reference to section 6 of the Statute of Monopolies and to the expression 
"manner of new manufacturett be retained, without specific legislative 
i ncl usi ons or excl usi ons . 



I PART D 

FOSTERING NATIONAL INTERESTS 

7 STANDARD AND PETTY PATENTS - A TWO-TIER SYSTEM 

7.1 The case for a t-tier system 

Australia grants both standard patents which have a 16 year term, and petty 
patents, limited to a single claim, which have a 6 year term. Some other 
countries, notably Germany and Japan, have a two-tiered system granting petty 
patents or their equivalent for inventions of a lower standard of inventiveness 
than for standard patents, but no other country has a petty patent system which 
is precisely the same as the Australian one. 

Worldwide, the practice is to grant patents only for TTinventionsn. As already 
noted, two basic requirements of an invention are that i t  must be new and 
inventive. The underlying concept is that a patent should only be granted for 
something which adds to what was known or practised previously in the field of 
art concerned. Novelty is ascertained by reference to what previously has 
been &ne and disclased. Inventiveness is usually determined by applying a 
test of obviousness, in the light of what previously has been done and disclosed. 

Within these parameters, the precise requirements and methods of application of 
these criteria vary between individual countries. Generally, those in Australia, 
which are the same for both standard and petty patents, are less rigorous, or 
wlawerw, than in most other countries. The main respects in which the 
Australian requirements are lower, are these. First, in relation both to novelty 
and to obviousness, regard is had only to what previously has been done and 
disclased in Australia, whereas the international trend is to look also to what 
has gone on in other parts of the world, at  least insofar as it is publicly 
recorded or reasonably readily ascertainable. Second, recent decisions of the 
High Court have held that obviousness is to be determined by having regard to 
the common general knowledge in the relevant art, and without regard to  
documents in existence but not part of the common general knowledge, whereas 
in most other countries all publicly available documents are treated as relevant. 

The precise requirements and application of the Australian law, and its 
differences from the approach elsewhere, and in the U K  and the EEC in 
particular, are treated at length in Chapter 2 of Dufty. The end point that is 
relevant here is that under the existing Australian law, standard patents, as 
well as petty patents, are obtainable for  inventions which would not qualify for 
patents in many other countries, including Japan, the US, and EEC countries. 
In this situation it is perhaps not surprising that Australian petty patents, which 
were introduced in 197 9, following recommendations made by the Franki 
Committee (23) and a report by this Committee (24), have not been much used. 
In submissions made to us, and at the Commercial Implications Seminar, 
Australian petty patents were criticised on the ground that they are required to 
have the same level of inventiveness as standard patents, and give in return 
only a short term of protection. 

We have reached the conclusion that Australia will be advantaged if higher 
levels of invention generally compatible with international standards are required 
to support a standard patent. On the other hand, in the process of 
innovation, much of the essential work is not at the level of a major 



breakthrough or a significant inventive advance but rather at the level of 
refining, improving or adapting existing technology. In this process there are 
made, in Australia, many inventions which may not be of such an inventive 
height as to satisfy the high international standard but which are, nevertheless, 
significant in the commercialisation of an innovation. We believe this level of 
invention and innovation to be of importance and that it should not be excluded 
from protection altogether by the raising of the level of invention required to 
support a standard patent and that petty patents should remain available for 
these inventions. 

I Our reasoning is as follows: 

i International conformity on patent validity criteria would assist Australian 
exporters. In terms of the desirability of assisting development of export 
markets for Australian manufacturers, no advantage whatever is to be derived 
from applying, in relation to the grant of Australian patents, lesser requirements 
than those which are inter nationally applied. Applicants for patents are 
psychologically conditioned by the standards prevailing in their own country, and 
if Australian requirements for validity are not generally in conformity with world 
standards Australian inventors will be misled into thinking that an invention 
which is patentable according to the Australian standards will also be patentable 
elsewhere. Clearly there can be no question that raising the criteria for 
validity in this way would affect Australia's international relations or 
obligations, since the standard would merely be raised to that of current 
international practice. 

ii Adoption of higher standaFck would reduce social costs since fewer valid 
standard patents would be granted, In particular, i t  would reduce monopoly 
profits flawing out of Australia to  the non-residents who own the bulk of all 
Australian patents. 

iii Petty patents with lesser requirements than standard patents would assist 
lesser Australian innovations. In the absence of petty patents, the risk in this 
measure would be that the value of the patent system in Australia, as an 
incentive to indigenous innovation, could be materially reduced. However, that 
risk will be satisfactorily accommodated if petty patents with lower requirements 
and standards of validity are available in relation to innovations which may be 
locally desirable, within Australia, but do not involve inventions of sufficient 
lfheightlf to be patentable outside Australia. 

I Generally speaking, petty patent protection should be adequate for the purposes 
of providing sufficient stimulus for indigenous innovations involving inventions 
which are not of llstandard patentw quality. The inventions concerned will, by 
and large, be lesser inventions that will be likely to be superseded or outmoded 
by the end of the shorter petty patent term, and will also be capable of being 
brought effectively within the narrower claiming scope of petty patents. 

iv Petty patents would still be more likely to  be used by Australians than by 
foreigners. Not many overseas countries grant petty patents or their 
equivalents. The most important ones which do are Germany and Japan. 
Experience has shown that applicants for patents do not usually seek protection 
abroad which is not available under their domestic law and foreign applicants 
are unlikely to be attracted to a system offering only 6 years protection since 
in  the majority of cases the protection will have expired by the time the 
patentee is ready to extend the exploitation of the invention to Australia. 
The limited experience which has been obtained of the operations of the petty 
patent system in Australia and the experience in Germany and Japan confirm 
the view that petty ptents and similar forms of protection are used principally 
by local industry and are not much used by foreigners. In particular, we 



understand that in Japan and West Germany, Itutility models", which in the 
present context are comparable to Australian petty patents, are mostly applied 
for by local firms, and seldom by foreigners (except, in West Germany, by 
residents of other EEC countries, for reasons which do not detract from the 
present argument). 

v The effects for standard and petty patents would be mmplementary. If the 
argument thus far proves to be correct, the stimulus to indigenous innovation 
which might be Ibst by heightening the validity requirements for standard 
patents, will be substantially offset, and replaced, by th'e stimulus provided by 
the petty patent system. Hawever, the availability of petty patents will not 
diminish the savings achieved by granting standard patents to non-residents only 
in accordance with more stringent requirements. 

vi Cost savings would be achieved even if usage of petty patents by 
nowresidents increased. At the worst, if we are proved wrong and, as a result 
of implementation of the proposal under discussion, petty patents became 
popular with non-residents, social cost savings should nonet heless still be 
achieved since non-residents are presently able to obtain standard patents for 
inventions of "lessert1 height. Petty patents obtained by non-residents for 
ttlesserw inventions of the petty patent height would last for only 6 years and be 
of much lesser breadth. 

This argument and the broad proposal which is derived from it, namely to  
increase the llheight" requirements for standard patents, while leaving petty 
patents substantially as they are now, form the basis for mast of the specific 
recommendations contained in the remainder of this Section. In our opinion, 
implementation of those recommendations would significantly curtail the costs of 
the patent system, especially those incurred by unnecessary outflow of 
extraordinary profits to non-residents, without detracting from the benefits to 
be derived from stimulation of either international or indigenous innovation. 

Our clear impression from all of the submissions made to us and from the 
proceedings at the Commercial Implications Seminar is that Australian industry 
overwhelmingly endorses the idea that the inventive height and other 
requirements for Australian standard patents should be raised in the ways we are 
proposing. 

7.2 Standard patents: novelty and obviousness 

The present Australian law requires novelty and obviousness to be determined 
against a prior art base comprising things published in Australia before the 
priority date. This is sometimes referred to as a fldomesticll or "national" 
standard of novelty. For these purposes "published1 includes things published 
in written form in books, journals, patent specifications and other documents, 
things orally communicated, and things previously done or used. 

Mast countries have now adopted, for both novelty and obviousness, a prior art 
base which is "universal", i.e. including what is known, or publicly available, 
anywhere in the world. The justification is that the transfer of information 
today is so fast, and the availability of, a n d  access to, international data banks 
is so extensive, that i t  no longer makes any sense to assess an invention solely 
against what is known or publicly available in the particular country in which 
the patent application is being made. 

In some countries (for example, under the European Patent Convention) the base 
includes anything made public by any means or used anywhere in the world. 
This is known as an nabsolutell universal prior art base. In other countries, 



notably the United States, the universal base is tlqualified' in that, while i t  
includes printed plblications available anywhere in the world, it takes account 
of prior use only where it is domestic. 

We take the view that where information exists in a recorded form, i t  should 
usually be relatively simple to establish whether i t  was publicly available prior 
to a particular date. On the other hand, where there has only been prior oral 
disclosure, or prior use, unaccompanied by any record, different considerations 
apply Proof of what was disclosed or used will depend much upon the 
testimony of witnesses and their credibility. If the facts relied upon occurred 
outside Australia, the problems of proof, and related costs, would be increased. 
Moreover, an absolute universal prior art base, taking account of prior oral 
disclosure or use anywhere in the world, greatly increases uncertainty as to the 
validity of a patent and the impact of this on the intended role of the patent 
system as a stimulus to innovation must be considered. Prior to making an 
innovation investment decision, i t  will be possible for a patentee to carry out 
searches which provide a reasonable degree of assurance as to the probable 
validity of a patent in terms of whether there is relevant prior published 
recorded information. It is virtually impossible to make any similar 
investigation of prior oral disclosure or use anywhere in the world, except as 
regards what is commonly known and used in the relevant field of art. The 
&pee  of uncertainty applying in relation to what previously has been orally 
communicated or used in Australia may be expected to be much less, and is 
embodied in the existing Australian system. 

Under section 158(l)(a) of the Patents Act, certain prior specifications are 
excluded from the prior art base under the so-called "fifty year ruletf, that is, 
specifications more than fifty years old are not taken into account. It is 
inherent in our recommendations that this exception would be removed. 

We have concluded that in Australia novelty should be examined against a prior 
art base consisting of disclosures publicly available in recorded form anywhere 
in the world, disclosures openly made, by oral communication, in Australia, and 
what has been openly done and used in Australia. 

We observe that if this were the case, the present separate ground of "prior 
publication" would be subsumed within that of lack of novelty. 

Anticipation by secret use in Australia (other than for the purpose of reasonable 
trial and experiment only) should be retained as a separate ground of invalidity. 

For the purpose of determining inventiveness, any single prior disclosure or use 
should be capable of being considered against the background of all that is 
common general knowledge in the relevant field of art. On this basis the 
requirement of inventiveness will not be fulfilled if the knowledge imparted by 
the disclosure or use, combined with what is common general knowledge in the 
art, would render the claimed invention obvious to a person reasonably skilled in 
the art. 

However, it should not be possible for this purpose to combine two disclosures, 
two uses, or a disclasure and a use, where neither is within the common general 
knowledge of the art, except where one disclosure refers to another disclosure 
or use. 

On the other hand, we see as being treated as within the common general 
knowledge of the art, not merely information which is generally known and used 
in  the art, but also information publicly available in recorded form anywhere in 
the world which a skilled person working in the art at the relevant time should 
reasonably have been expected to find, understand, and regard as relevant. 



We have spoken of disclosures which wee flpublicly available in recorded formt1, 
rather than disclosures which were llpublishedl, with the intent that the prior 
art base should extend to matters recorded in non-written form. More 
specifically, it should extend to matters recorded in computerised data banks, if 
that information is accessible in a way that makes it publicly available, similarly 
to the way that public library holdings and specifications held in patent offices 
are considered to be publicly available. Disclosures thus publicly available 
anywhere in the world, as well as all other publications in the more traditional 
understanding of that word in the patent context, should be part of the prior 
art base for the novelty and obviousness requirements of standard patents. 

1131 WE RECOMMEND - 
i that novelty and obviousness for standard patents be determined 

against a prior art base consisting of - . disclosures in recorded form publicly available anywhere in the 
~0r14 . disclosures openly made, by oral communication, in Australia; and . what has been openly done and used in Australia; 

ii that, for these purposes (except where there is crass-referencing) it 
not be permissible to combine any two disclosures, or a disclosure 
and a use, or any two uses, save that in determining obviousness 
any single disclosure or use should be capable of being viewed i n  
the light of the common general knowledge in the relevant field of 
art, at the relevant time; and 

iii that the common general knowledge in the art be treated as 
including disclosures in recorded form publicly available anywhere in 
the world which a skilled person working in the art at the time 
should reasonably have been expected to find, understand, and 
regard as relevant. 

7.3 Prior claiming 

A further particular aspect of the novelty requirements is that a claim to an 
invention may be anticipated (i.e. rendered not novel) by a patent specification 
having an earlier priority date, notwithstanding that at the priority date of the 
claim in question, the earlier specification was unpublished and its contents were 
not publicly available. At present, under Australian law, such anticipation does 
not arise except as regards a claim which is specifically prior claimed by a 
claim of the earlier specification. This prior claiming approach has proved to 
be unsatisfactory in practice and, i n  our opinion, it is too narrow. In other 
countries there is adopted a relatively simple "whole contentst1 approach, under 
which any disclosure contained in an earlier specification (not being a 
specification relating to an application which has lapsed or been withdrawn) may 
be relied upon as an anticipation for determining novelty but not obviousness. 
We are of the opinion that this approach should now be adopted in Australia, i n  
relation to both standard and petty patents. 

[I41 WE RECOMMEND that prior claiming by earlier unpublished patent 
specifications be abolished as a ground of objection or invalidity for both 
standard and petty patents and replaced by a "whole of contentst1 

approach in determining novelty but not obviousness. 

7.4 Petty patents 

In order to implement what we have said in Section 7.1, the present 
requirements and tests of novelty and obviousness for petty patents should 
remain substantially unaltered. This will  result in petty patents having lower 
criteria for validity than standard patents will have upon implementation of the 
proposals we have made in Section 7.2. In particular, we consider that the 



prim art base for examining novelty and inventiveness for petty patents should 
basically remain confined to publication and use occurring within Awtralia. 
There are, nonetheless, some changes which we think will be desirable. 

We have mentioned in Section 7.3 the change from the llprior claiming1 to a 
"whole of mntentsll approach to anticipation by a patent specification with 
earlier priority. 

We think, in  addition, that, while obviousness is to be determined by reference 
to the common general knowledge of the art in Australia, it should be made 
clear that the common general knowledge is to be understood as extending to 
any disclosure publicly available in  recorded form which a skilled worker in the 
art in Australia at the relevant time could have been expected to find, 
understand and regard as relevant. The expression llpublicly available in 
recorded formvt here is intended to have the same connotation as in Section 7.2 
except that in relation to petty patents, flavailablell would mean capable of 
being accessed or otherwise directly available in Australia (though the place 
where the information is stored may be outside Australia). 

1151 WE RECOMMEND - 
i that novelty and obviousness for petty patents be determined 

against a prior art base which is the same as that which we 
recommend for standard patents, except that only those disclasures 
in  recorded form which are publicly available in Australia may be 
considered; and 

ii that combinations of disclosures and/or mes only be permissible as 
for standard patents; except 

iii that the common general knowledge be treated as including only 
those disclosures in recorded form which are publicly available in 
Australia, llavailable in Australiat1 here meaning capable of being 
accessed or otherwise directly available in Australia. 

Both novelty and obviousness would then become matters for consideration by 
the Commissi oner before grant. 

The restriction to a single claim was imposed principally to confine petty 
patents to single embodiments of the inventions to which they relate. It was 
also expected to facilitate examination of the applications, thereby reducing the 
time and cost required to be expended upon examination by the Patent Office. 
Hawever, the Commissioner has informed the Committee that the time and cost 
required for examination will not be greatly increased by allowing more than 1 
claim if the number is limited to 3 claims in dependent form (that is, with 2 
subsidiary claims tied to and within the scope of a main claim). 

1161 WE RECOMMEND that a petty patent be permitted t o  include up to 3 
claims in  dependent form. 

It is basic to our proposal for a two-tier system of standard patents and petty 
patents that the term of petty patents should be unchanged. 

[I71 WE RECOMMEND that the term of a petty patent continue to be 1 year 
from the date of sealing, with provision as now for extension for an 
additional period expiring 6 years from the filing date of the petty 
patent specification. 

A standard patent application may take some years to proceed to grant. Petty 
patents are therefore sometimes used as a &vice to obtain protection rapidly 
for a commercial embodiment of an invention which is broadly claimed in a 
concurrent standard patent application. This sitwtion arises particularly when 



a competitor of the applicant is undertaking or seems likely to undertake 
actions which would infringe the patent if it were @anted. In these 
circumstances there are two techniques which may be adopted. First, some 
applicants simultaneously lodge standard and petty patent applications for the 
same invention. Second, there is an increasing practice whereby an applicant 
for a standard patent files a petty patent application as a divisional 
application. In either case a petty patent, if granted, may have to be 
abandoned in order to obtain acceptance of the standard patent application, 
since Patent Office practice is to object to claims in concurrent applications by 
the same applicant if those claims have the same priority date and are 
identical in scope. 

These techniques, in addition to offering quick protection, enable an applicant 
to delay a choice between standard and petty patent protection until much later 
than the application date. That choice would become more important for 
applicants if our recommendations for a two-tier system were implemented. 

From the broad economic perspective, if applicants were permitted to convert 
freely from petty to standard applications and vice versa, the social cost 
savings which we expect to arise from introduction of a two-tier system (see 
Section 7.1 above) would, in the view of a majority of the Committee, be 
considerably diminished. It has been argued in the Committee that the social 
cost implications would be non-existent, or at least would not be so significant 
as to warrant any consequential change to the present legislation and Patent 
Office practice relating to concurrent and divisional applications. The majority 
disagrees and sees a need for certain controls over these practices in order to  
ensure social cost savings. 

The majority considers, however, that applicants should not suffer excessive 
delays before they can take infringement proceedings, and that the choice 
between petty and standard patent protection ought not to be required at such 
an early stage that it would be based on inadequate information. Further, the 
mechanism for controlling concurrent applications must not be so complex or 
stringent that the attractiveness of petty patents to Australian applicants would 
be significantly reduced. 

A number of factors bear on the speed with which a patent may be granted. 
Existing provisions enable applicants to make early requests for examination (see 
Section 12.1 below) and to request expedited treatment where a request for 
examination has already been made. In such cases an examiner's report will 
normally issue within a few weeem of the request. This may be of little use at 
present since opposition proceedings can be used by a determined opponent to 
delay grant for some years. We recommend elsewhere that opposition 
proceedings be abolished in favour of a speedy ex parte reexamination 
procedure (see Sections 13.1 and 13.3 below). If that recommendation were 
implemented, the existing provisions for early request and expedited treatment 
would enable a standard patent to be granted rapidly, assuming there is no 
delay by the applicant or the patent attorney, in responding to the Examiner's 
report or otherwise. The majority of the Committee considers that there would 
then be no justification based on the need for speedy protection for permitting 
a divisional petty patent application to be made from a standard patent 
application, and would deny applicants that possibility. Divisional applications 
for a patent of the same type would be unaffected (for example, where an 
application is for more than one invention). 

The time at which an applicant is forced to choose between standard and petty 
patent protection could be postponed' for 1 2  months by permitting either a petty 
patent specification or a complete specification to be lodged upon a provisional 
specification (see Section 8 below). At present the provisional specification 



procedure is available only for standard patent applications. An applicant 
lodging an application with a provisional specification need not then be 
compelled to specify at that time whether he seeks a petty or standard patent, 
The majority would favour this change, which would allow additional time to 
carry out further development of the invention and international prior art 
searches before the choice is made. 

It remaim for us to consider what should be the appropriate method of dealing 
with concurrent applications for the same invention. The majority would 
require an applicant with concurrent applications for both a standard patent and 
a petty patent i n  relation to the same invention and having the same priority 
date to elect to proceed with one and withdraw the other. This would be 
accomplished by providing that grant of a patent on either application would 
preclude grant on the other, notwithstanding that the first granted may 
subsequently be found invalid, cease or be abandoned. In this context, the 
"same inventiont1 does not mean that the claims must be identical in scope, but 
connotes any overlap in scope. 

[I81 WE RECOMMEND - 
i that divisional applications for petty ptents not be permitted from 

standard patent applications, and vice versa; 
ii that the provisional specification procedure be available for petty 

as well as standard patent applications; and 
iii that grant of a standard patent not be permitted where there has 

previously been granted to the same applicant a petty patent for 
the same invention and having the same priority date, and vice 
versa. 

One member of the Committee, Mr. Ryan, dissents from the first and third of 
these recommendations. He considers - 

i that there is no valid objection in  law to the concurrent holding of a 
petty patent and a standard patent, and there is no basis in  policy for 
such an objection (if there is any doubt as to this, he considers that such 
doubt should be removed by legislation); 

ii that at any time during the pendency of either a petty patent or a 
standard patent application, i t  should be possible to file a divisional 
application for either a petty patent or a standard patent without 
affecting t h e  continued viability of the parent application from which it 
was divided; and 

iii that at any time within 5 years from the date of a standard patent (as 
presently defined) the owner of the standard patent should be entitled to 
surrender the standard patent and obtain a petty patent having a term 
not greater than the unexpired portion of the period of 6 years from the 
date of the original standard patent. 

His reasons are as follows: 
i The cases in  which both standard and petty patents are presently sought 

are rare, and principally confined to those cases where an inventor needs 
to take urgent action for infringement. The procedural advantage thus 
provided to inventors should not be removed. 

ii It is not true to say that the need for speedy protection is met by the 
removal of the opposition procedure and the provisions for expedited 
examination. Currently, examination delays of 3 years or more from 
filing are common, and even where the examination is expedited it is rare 
for the examination process to be completed in  less than 4 to 6 months 
from the date of the request for expedited examination. Thereafter, if 
our recommendations in  Section 13 with respect to re-examination are 
accepted, there will be a further &lay of at least 3 months before a 
patent is sealed. This will preclude speedy action for infringement. 



iii 

vii 

viii 

If our recommendations for the establishment of a two-tier system are 
accepted, there will be borderline cases where an application is made for 
a standard patent for an invention which clearly qualifies for the grant 
of a petty patent, but in respect of which there is doubt as to whether 
there is subject matter for the grant of a standard patent. In such a 
case the applicant may legitimately wish to pursue a right to obtain a 
standard patent, even to the extent of an appeal to the court. Such 
applicants should be entitled to the quick protection of a petty patent, 
whilst the standard patent application is pursued. 
An applicant for a patent or a patentee is never finally certain as to 
what prior art may be cited against him. This will be so, particularly in 
the case of a standard patent application where publications anywhere in 
the world will be citable. Such publications may be a bar to a standard 
patent but not to a petty patent. Therefore an applicant or a patentee 
should be able to convert from a standard patent application to a petty 
patent application or to substitute a petty patent for a standard patent 
when faced with such art, provided only that the normal term of a petty 
patent is not exceeded. 
There will be no increased social cost. Applicants whose inventions 
warrant only a petty patent will get only a petty patent whatever route 
is followed. Those whose inventions warrant a standard patent should 
not be forced by procedural obstacles to accept less. 
The petty patent system has been designed to benefit local inventors. 
The restrictions placed on petty patents by the recommendations of. the 
majority will seriously detract from the usefulness of the system. 
Australian applicants should not be deprived of a full benefit to the 
system merely because some use may be made of it by a foreigner. 
A requirement that any overlap in the scope of the claims of two patents 
be prohibited is obviously unworkable. If that were the case there could 
never be a patent for an improvement of an earlier patented invention. 
Because of the change of the novelty and obviousness provisions for 
standard patents, the petty patent system can now operate as a true 
"second tiervt protection. Its use should be encouraged with the minimum 
of procedural obstacles. Experience should quickly show whether the 
free convertibility of applications from standard patents to petty patent 
applications, and vice versa, is being abused, and if so, corrective action 
can then be taken. 

8 PROVISIONAL SPECIFICATIONS 

Australia, in common with certain other Commonwealth countries, provides a 
system for establishment of a priority date for an invention by the filing of a 
patent application accompanied by a "provisional specificationff. An applicant 
must, in order to maintain the application, file a complete specification, 
including claims, within twelve months. Retention of the earlier priority date 
for a claim will depend on whether it is fairly based on matter disclosed in  the 
provisional specification. 

Only about 25% of all applications filed with provisional specifications proceed 
to completion. However, almost all provisional specifications are lodged by 
Australian applicants. We believe that the provisional procedure is of value in 
providing a less complex and cheaper first step in the patenting process. The 
procedure gives Australian applicants the opportunity to revise their 
specifications within 12 months of filing. This can be important for Australian 
applicants in establishing priority over other workers in the field, since foreign 
applicants tend to file initially with a complete specification at a later stage in 
development. 



It has been submitted to us that the provisional spedfication procedure can act 
as a trap to an Australian applicant who later applies for patents abroad, in 
that the provisional specification may be drafted informally and in some 
countries may prove inadequate to provide a basis for claiming priority under 
the Paris Convention. We recognise that this danger may exist but we do not 
think it provides a sufficient reason to sacrifice the advantages discussed 
above. It may be that applicants and their advisors should be more conscioai 
of the problem but that is a matter for education and advice and does not 
warrant elimination of the procedure. It is noteworthy that several submissions 
favoured its retention. 

1191 WE RECOMMEND that the provisional specification procedure be retained. 

We note that in most countries, including Australia, there are provisions in the 
national law for a "grace period1 which renders certain disclosures of the 
invention by or emanating from the inventor not prejudicial to the grant of a 
patent. Section 158 of the Australian Patents Act renders non-prejudicial 
certain disclosures at exhibitions, in papers -presented to  learned societies, and 
to government regulatory authorities; disclosures for the purpose of necessary 
public experimentation; and disclosures in beach of confidence by a third 
party. Some other countries render non-prejudicial some, but not all of these 
disclosures, and yet others, notably the US and Canada, treat as non-prejudicial 
any disclosure emanating from the inventor for a certain period (12 months in 
the case of the US). The question of the "grace period1 is currently the 
subject of a study by the World Intellectual Property Organisation. 

Our view is that there may be certain advantages to Australian applicants if a 
general grace period were allowed in respect of any disclosures emanating from 
the inventor, but we consider that i t  would be unwise for Australia to legislate 
unilaterally to provide any extension of the existing grace period provisions. 
To do so would lead local inventors to rely on the grace period in this country 
with consequent destruction of rights in  foreign countries which do not provide 
a grace period in corresponding circumstances. The problem must therefore be 
approached internationally, and the progress of the WIPO study should be 
followed. In the meantime, the availability of the provisional specification 
procedure goes some way to meeting the problem, since if a provisional 
specification is lodged, disclosures can be made without loss of rights. 
Australian inventors should follow this procedure wherever possible, and not rely 
even on the limited grace period provisions currently available under section 158 
of the Act, since corresponding provisions are not available in every foreign 
country in which a subsequent application for protection might be ma&. 

9 INNOVATION FROM EMPLOYEES' INVENTIONS 

Where an invention made by an employee is not taken up by the employer, 
public benefit may be gained by permitting the employee to use the invention. 
New entrants to industry may be enabled, and the incentive effect of patents in 
stimulating innovation may be greater by making potential returns available to  
the individuals who actually conceive inventions. If some form of reward, by 
direct payment and/or a right to take out a patent, were given to employees, 
both workforce and management would be encouraged to be more aware of the 
commercial possibilities of innovation. Some 34 other countries including West 
Germany, France, UK,  Japan, Canada and Sweden now operate statutory systems 
giving rights or rewards to employee inventors. 

Consideration of employee inventors is of ten restricted to questions of ownership 
of and reward for inventions ma& by employees. Under the common law, an 
invention made by an employee in the course of his employment is the property 



of his employer, whereas an invention made by an employee other than in the 
course of his employment is the property of the employee. Rewards such as 
bonuses and royalties are left to the contract of employment, which may or may 
not provide for them. 

In addition to an open invitation for submissions on this question, the 
Committee made direct approaches to more than 80 employer organisations, 
professional associations and trade unions. Of about 25 submissions received 
on the question, nearly all expressed satisfaction with the common law position. 
We can see no reason based on notions of equity why the present position in 
relation to ownership should be changed. We have not seen evidence of a 
sufficient incidence of injustices or disputes about ownership to warrant any 
change to the law on that account. 

But issues broader than ownership and equity also arise here in the context of 
the public good. These concern the encouragement of invention and 
disclos ure, and more particularly of innovation and utilisation of new 
t ethnology . They are most pertinent in the case where an employee's 
patentable invention was ma& in the course of his employment, and so is owned 
by his employer, but the employer for some reason does not make use of it or 
intend to make use of it. 

If the employer in these circumstances obtains a patent, the compulsory 
licensing provisions (see Section 4 of this Report) provide an avenue for the 
employee or a third person to seek permission in some circumstances to work 
the invention. If  no patent is obtained and the invention is publicly disclosed, 
it will pass into the public domain and no special provision is required. 
Where, however, there is no patent, no publication, and no use or intention to 
use on the part of the employer, there may be an argument for the employee 
inventor to seek and obtain a patent. 

The position will vary from case to case. There will be situations in  which it 
would be entirely inappropriate to permit the employee to patent and work the 
invention. For example, non-use of a particular invention may be crucial to 
enable the employer to use other related inventions economically. On the 
other hand, there will be situations in which it may be desirable as a stimulus 
to innovation to permit the employee himself to patent the invention. For 
example, the particular invention may simply be outside the employer's economic 
interest. 

Such measures would, in  a sense, depart from the general principle that the 
owner of an invention is not obliged to make use of, publish, dispose of, or 
patent his invention. We believe that such a departure would be generally 
palatable only where the person seeking to make use of the invention is the 
actual inventor. He will already be privy to the relevant information. 

The Committee is divided over the likely value of attempting to introduce any 
measures of this kind. Some members believe that the idea would have 
significant value from the viewpoint of the national interest in promoting 
indigenous innovation, and see benefit in  the introduction i n  Australia of a 
system similar to that which operates in Germany or the UK.  Other members 
of the Committee doubt the need for and the likely value of such a scheme, 
and see it as likely to create more difficulties and costs than it would be 
worth. 

Overall, a majority of the Committee feels that there may be worthwhile 
advantages in giving employee inventors certain rights and opportunities, 
notwithstanding the difficulties which may be involved in any such scheme. 



Hawever, they also agree that the matter should first receive more 
investistion, looking particularly to the operation and effects of schemes 
existing in other countries. 

[20] WE RECOMMEND that the desirability of introducing a scheme giving 
rights or opportunities to employee inventors, including the right in some 
circumstances to take out a patent, be further studied. 

10 PATENT INFORMATION 

10.1 Characteristics 

Patent documents which are made publicly available by national patent offices 
constitute one of the largest repositories of technological information in the 
world. The accepted international patent data base comprises 16 million 
documents, averaging 16 pages per document, and has an annual growth rate of 
approximately 500,000 documents. Considered collectively, they provide a 
comprehensive history of technological development by recording almost all 
technological advances. Thus they are a source of past and current 
technological information which describes the invention and its novelty with 
reference to the existing state of the art. This is not to say that patent 
specifications would ordinarily suffice as a sole source of technological 
information. 

Patent documents provide a unique collection of bibliographic, technical and 
legal information. The bibliographic component informs users of the title of 
the invention; the names of the inventor, applicant or patentee; the prima 
facie priority date of any patent claim and the particular field of the 
invention. The technical information covers the description of the invention, 
how it may be performed and its prior art background. The statement of 
claims, defining the technical scope of the patent monopoly, provides the legal 
information (which also includes data on the status of the application or 
patent ). 

Domestic and foreign patent documents have a standardised structure and 
format. The bibliographic information is furnished according to a numerically 
coded format ensuring uniformity (INID Numbers) and the International Patent 
Classification (IPC) is applied either as a primary or subsidiary classification on 
patent documents. It is used on approximately 90% of published patent 
documents. 

Studies have found that much of the technical information in patent documents 
is not, or is only some years later, disclosed elsewhere. Indeed, one study 
found that less than 10% of the information contained in patents appears in  
other technical literature mediaX25) The reasons for this might include poor 
technical content, lack of awareness on the part of potential users, and the 
difficulty or cost of accessing or interpreting the inf ormatin. 

10.2 Recent policy reviews and user studies 

In the last decade a number of Committees of Inquiry, Reports and a White 
Paper have dealt with the issues of scientific and technological information, and 
its importance and accessibility to Australian users. 

Some of these reports revealed that there is a large potential demand for 
information in Australia among people who are unaware of their own information 
needs or unaware of the fact that these needs can be met from existing 
publicly available sources. They also suggest that there is an urgent 



requirement for a national information policy, including a pooling of information 
services and an educational programme to acquaint users with the potentials of 
various information systems. 

Such a policy needs to embrace, if not co-ordinate, major national repositories 
of technological information held by the National Library, State, CSIRO and 
University Libraries, and of course the Australian Patent Office. The 
increasing variety and number of Australian and foreign data bases accessible 
on-line (or via searching agents) also needs to be recognised and integrated into 
such a policy. These matters are beyond the scope of this Report. 

With regard to the technical element of patent information, the Senate Standing 
Committee on Science and the Environment noted that: 

"Patent information allows industry to become aware of new technology and 
innovations for possible purchase. ... . Hawever, the patent information 
must be readily available in acceptable format1'.(26) 

In 1979 the WIPO Permanent Committee on Patent Information (PCPI) decided 
that the identification of the users of patent information and their needs was a 
matter of international .importance. Accordingly, pilot studies were undertaken 
in 1980 in Australia, as a developed country, and in Brazil, as a developing 
country. 

The Australian survey concluded, in part: 

"Although a large percentage of industry has consulted patent literature 
before, there may still be some 14,000 mediumsize and small 
manufacturers who have not done so, together with about one third of 
government departments and tertiary education institutions ... The main 
reasons for mnsulting patent information are checking on potential 
infringements and considering new products or proce~ses!~(27) 

The findings of the Australian survey in respect of the nature of users and 
their uses for patent information are broadly comparable with the Brazilian pilot 
study, the Battelle Study for the EEC and other studies. 

Since 1980 a number of surveys of patent information users, both domestic and 
foreign, have been published. The domestic surveys related to this 
Committeefs inquiry, and they covered Australia's largest manufacturing 
companies, patent attorney clients, industry patent applicants, professional 
engineers and individual inventors. Foreign surveys have reported on indus trial 
enterprise. in the Newcastle region of the U K  and US engineers. The surveys 
confirm that the major reasons for using patent information in  Australia are 
directly related to patenting activities; that is, they are legal rather than 
technical. 

Besides the use of patent records to conduct novelty and infringement searches, 
another important legal use of patent information is to monitor the status of 
the patent rights granted to, or being sought by, others. For this purpose it 
is important that potential competitors be able to readily obtain accurate and 
upto-date stat= information direct from the Australian Patent Office. The 
current efforts of the Patent Office to put this data on-line to all Sub-Offices 
is therefore strongly commended by the Committee. 

In respect of technical information, the Australian surveys found, as also have 
foreign surveys before and after 1980, little awareness of the existence or value 
of patent information and how it could be used. 



The Australian surveys asked respondents to rank their main sources of 
technological information. Large and small firms in Australia ranked patent 
information l w ,  but large firms based overseas accorded it second place after 
technical and trade journals. The Australian survey of engineers found word of 
mouth communications provided an important source of information. Both this 
survey and the US survey of engineers found that engineers made very little we 
of computer data bases for information. Nevertheless, i t  is clear that 
aiiareness and use of international on-line data-bases (which include patent 
information) are increasing rapidly in Australia. 

The Committee believes that the low ranking of the patent information resource 
in Australia is, in addition to lack of awareness, also in part due to the 
unfamiliarity of the public with the format and language of patent documents. 
This difficulty would be rninimised if each patent specification was accompanied 
by a fair summary in plain English of the invention. This would be directed 
for the benefit of the public and would not affect .the interpretation given to 
the specification and its claims. This abridgement would be lodged by the 
applicant but the Patent Office would have the right to amend the abridgement 
at any time prior to grant of the patent. We recommend that the amendment 
to section 34 of the Patents Act, consistent with these objectives, which was 
included in the Statute Law (Miscellaneous Provisions) Act (No.2) of 1983, be 
proclaimed. 

A further use of patent information is the use of patent statistics for economic 
policy purposes but they are incompatible with m a t  available economic data. 
Economic data is presented in the Australian Standard Industrial Classification 
(ASIC) format, whereas patents are classified on an entirely different basis, the 
IPC. The usefulness of patent statistics would be considerably improved by 
additionally classifying patents on an SIC basis, as has been done by the 
Canadian Patent Office for some years. The classification should extend to 
both industry of origin and industry of application. 

While surveys and studies can indicate the nature and usage of patent 
information, and while the recommendations of the Committee are designed to 
enhance, its value to Australian industrial (and other) users, its potential value 
is difficult to estimate. AsStephenson observed: 

'The absence of evidence of the value of patents to industry may be 
because proof of value requires that kind of &tail which companies are 
loath to make generally available or, more likely, because there appears to 
be no universally acceptable way of measuring the cost effectiveness of 
either gathering or distributing informationtt.(28) 

143 Use of patent specificatiom 

The information contained in a published patent specification is disclosed with a 
view to its use for technological development, subject to the rights of the 
patentee. It would be inconsistent with this purpose to permit restrictions to 
be i m p e d  on the use of that information by virtue of any copyright which 
might subsist in a specification and particularly in any drawings it may contain. 
For example, the construction of an article represented in a drawing may 
constitute a three-dimensional reproduction of the &awing as an artistic work 
under the Copyright Act, and therefore infringe copyright in the &awing. 

The questions of whether copyright subsists in a specification and of who is the 
copyright owner are not well settled at law. Another question is possible 
infringement of copyright in a drawing of which a drawing in a specification is 
a subtantial reproduction. It is not necessary here to explore the law in 
detail. A majority of the Committee considers, however, that amenchent or 



clarification is necessary to ensure that the purpose of disch3ures in patent 
specifications is given its full effect, notwitManding that this may weaken any 
copyright which might suhrist under the present law. 

First, .it should be placed beyond doubt that the Patent Office is legitimately 
able to continue its present practice of reproducing, and supplying to the 
public, copies of all specifications held by the Office. Second, there should be 
no restriction arising from copyright on carrying out or producing any process 
or article described or shown in any published patent specification. This 
should be the case notwithstanding that a patent has not been or is not 
subsequently granted, that the patent or certain claims may not be valid, that 
the process or article in question is not the subject of any claim in the 
specification, or that the application or patent has lapsed, ceased, or been 
withdrawn or abandoned. Any patent rights associated with the specifi'cation 
would not, of course, be affected. 

The Patent Office is an International Searching Authority pursuant to the 
Patent Ceoperation Treaty (PCT). This function involves searching a patent 
application for novelty against a data base known under the Treaty as the 
9ninimum documentationtf. This documentation comprises all published petent 
specifications of all industrialized muntries since 1920 and some 120 technical 
journals. The results of these searches are a valuable source of technology 
information. We believe that the Patent Office should continue to improve the 
quality of its PCT searches and to make search results available to the public 
at regular intervals. 

10.5 The Awtralian Patent Information Service 

The case for patent information officers is succinctly stated by Stephenson: 

"Where there is an intermediary between the information supplier and the 
end-user a level of relevance oould be established quickly to the ultimate 
benefit of both parties. This suggests that a missing link in the chain of 
effective patent information is the dynamic influence of a lively exploiter 
being or acting as a (patent) information officer, who can position himself 
between the information and its potential users. The case for the 
creation of these links in industry and patent libraries is so clear that 
they are now more important, perhaps, than the provision of more 
information to underused oollections, which can only compound the user's 
problems of finding and using what he needs"l29) 

Domestic and foreign surveys indicate that actual and potential users of patent 
information can benefit from educational and promotional activities. In 
Australia this role has been undertaken by the Australian Patent Information 
Service (APIS), which has engaged in such activities as lectures on patents and 
p t  ent information to miversi ty students and staff and professional bodies, 
regional seminars, the development of a series of audio-visual lectures on 
patents, and attendance at field days and trade exhibitions. 

APIS was instituted in 1978, operating initially from Canberra. It now has 
officers located in the Sydney and Melbourne Suboffices to handle local 
enquiries. 

One of the objectives of APIS is to increase industry awareness of on-line 
international data bank services and APIS seminars usually include a 
demonstration of one or more of them. We consider that such awareness 
should be fostered to encourage a greater direct use by industry of technology 
information data banks. 



By virtue particularly of its role as a PCT International Searching Authority, 
the Patent Office is uniquely equipped to play a much larger role in the 
dissemination of technology informati on to the Australian community. It not 
only has one of the largest bodies of technological data in Australia, but it also 
has the necessary librarian and technical expertise to locate and interpret 
patent specifications. It has in recent years made and published evaluations 
of specific fields of technology, for example, in solar energy, genetic 
engineering, cheesemaking and ceramic clays. Major studies should be 
undertaken jointly with external technical and scientific experts and industry 
and, where appropriate, a charge should be made to users. 

The Committee considers that these activities should continue at an expanded 
level not only to disseminate technology information more broadly but also to 
&mystify the new technologies. 

10.6 Recommendations 

[211 WE RECOMMEND that the Patent Office - 
i 

ii 

iii 

iv 

v 

vi 

classify patent documents according to the Australian Standard 
Industrial Classification in addition to the International Patent 
Classification; 
upgrade storage, access and dissemination of patent information by 
computerisation of Patent Office data; 
continue to improve the quality of its searches under the Patent 
Cooperation Treaty and to make search results available to the 
public; 
continue promotional and educational programmes with a view to 
increasing public awareness of the source and value of technology 
information; 
decentralise the patent information services as far as possible, 
including the provision of facilities for on-line access by users to the 
Patent Office data base and the international data base, in the 
Patent Sub-off ices and elsewhere, and of more technical information 
officers in the  State capitals; and 
continue to prepare and make available, in general and on request, 
on a fee basis where appropriate, technology evaluation studies to 
assist Australian industry with industrial and technological 
devel oprnent . 

1221 WE RECOMMEND - 
i that the unproclaimed amendment of section 34 of the Patents Act 

which relates to lodgment of abstracts be proclaimed and 
implemented, so as to require applicants for letters patent to provide 
a fair summary in plain English of the contents of the patent 
specification, not to affect interpretation of the specification; and 

ii that the Patents Act be amended to ensure that any published patent 
specification held by the Patent Office, including any drawing it 
contaim, may be freely copied or reproduced without infringing any 
copyright in  that specification or drawing or in any work of which it 
is a substantial reproduction. 
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PART E 

EFFICIENT OPERATION AND ADMINISTRATION 

One of the economic considerations confronting the Committee is the efficiency 
of the Austqalian patent system in terms of both its operation and its 
administration. Although the administrative costs generally represent a small 
fraction of the total costs of innovation, the "front end1 costs, such as those 
associated with the making of the application and the search and examination, 
are usually incurred well before there is any certainty of a commercial return. 
Our aim in this Chapter is to eliminate unnecessary costs. This involves 
seeking to improve the certainty, simplicity and expedition of procedures for 
applicants, patentees and third parties. It is necessary, of course, that there 
be administrative procedures, but these ought to be as efficient as possible so 
that patents are simple to obtain, to enforce, and to challenge. 

11 PROCEDURES GENERALLY UNDER THE LEGISLATION 

A constant theme throughout submissions to the Committee is that the 
procedures established by the Patents Act are unduly cumbersome and complex, 
and that one of the effects of this complexity is to cause uncertainty and delay 
which is costly to all parties. The complexity is in part a product of the 
patchwork amendment of the legislation to cope with special cases which has 
taken place since the last thorough revision in 1952. 

We make specific recommendations elsewhere which are designed to simplify 
particular aspects of the legislation and to facilitate ease of access to the 
procedures for obtaining, maintaining, and challenging the validity of a patent. 
Our aim is to decrease the administrative burdens and consequent costs imposed 
by the present legislation, both on patentees and third parties. 

In addition to the changes already suggested, everything possible should be done 
to  streamline the provisions and procedures of the Patents Act. A s  a general 
aim, procedures before the Office should be sufficiently simple and free of 
exceptions for an intelligent layman to be able to understand and use them. 

An example which deserves special mention is provided by time limits and their 
extension. The number of steps involved in obtaining or challenging a patent 
is surprisingly large, although we recognise that mast are intended as checks 
and balances with a view to the interests of patentees, their competitors and 
the public, as well as the administrative convenience of the Patent Office. 

There has been an increasing awareness, internationally, of the need for 
provisions to alleviate the harsh effect of inadvertent failure to comply with 
time limits i n  the prosecution of patent applications and the World Intellectual 
Property Organization has commissioned studies on this subject. 

In the public interest and for the sake of administrative efficiency, time limits 
must be set for the performance of steps and sanctions must be imposed for 
failure to observe them. In most cases under the present Act, the sanction is 
the lapsing of the application, with consequent loss to the applicant of all 
rightsinrelationtotheinvention. Webelievethatasafetynetisnecessary 
where failure to meet a time limit is unintentional and is due to human or 
mechanical error or some external circumstance. 



Such a net is already present in the Act. In a large number of cases there 
are special provisions for extension of time limits. There is also a general 
provision contained in section 160 of the Act conferring upon the Commissioner 
a discretion to grant extensions of time where a procedural step is not taken 
due to an error or omission on the part of an officer of the Patent Office, or 
of the applicant or his attorney, or in circumstances which are beyond the 
control of the person concerned. In 1981 this Committee reported on the 
application of section 160 to the filing of applications claiming priority under 
the Paris Convention. The doubt and controversy which led to that reference 
have been removed by subsequent appeals in the courts and revised Patent 
Office practice. 

Apart from recommendations made elsewhere, we do not think it appropriate to 
suggest further specific procedural changes. Many procedures necessarily 
depend on decisions to be made by the Patent Office as to which are more 
efficient administrative procedures. However, we consider that in  determining 
the procedures and the sanctions for failure to perform them, the following 
criteria should be applied: 

i 

i i 

iii 

i v 

[231 

12 

12.1 

The number of separate steps and procedures prescribed should be as few 
as possible, and the creation of special categories should be avoided. 
Where variations in procedure are necessary to accommodate special cases, 
this should be done by conferring discretionary powers upon the 
Commissioner in relation to generally applicable procedures, rather than by 
the creation of special separate procedures. 
The nature of the sanctions imposed for failure to comply with a step or 
procedure should be critically examined. The ultimate sanction of lapsing 
of the application should apply only where there is good reason. In 
other cases, a1 ternative sanctions such as monetary penalties should be 
applied. 
Separate procedures for extension of the time for performing particular 
steps should be avoided so that so far as possible all extensions are dealt 
with under the provisions of section 160. 
Adequate provisions should be made for the compensation of any third 
parties affected by the grant of an extension of time. 

W E  .=COMMEND that the patents legislation be reviewed and completely 
redrafted to streamline procedures, particularly with a view to eliminating 
unnecessary steps and procedures, avoiding special categories, and 
establishing appropriate sanctions for non-compliance. 

SEARCH AND EXAMINATION 

Examination 

Australia has a system of examination of standard patent applications on 
request. Examination is not automatic but must be requested by the applicant 
or a third party within five years from filing, or earlier upon a direction by the 
Commissioner. Examination on request offers an advantage to an applicant 
needing additional time to further assess the commercial prospects of the 
invention before incurring expense on prosecution of the application. Early 
examination is available to an applicant who chooses it, on payment of an 
additional fee. Competitors face prolonged uncertainty as to whether a patent 
will finally be granted, but on the other hand they are also entitled to require 
examination at an earlier stage. From the viewpoint of administration of the 
system, examination on request eliminates unnecessary and- wasteful resources 
spent on examination of applications which the applicant decides at a later 
stage not to pursue further. 



The Australian system differs from that adopted in other countries in that the 
Commissioner may issue a direction to an applicant to request examination. 
This enables the rate at which examination is initiated to be controlled. (At 
present, directions are generally issued about two years after filing). There 
are: also provisions enabling earlier directions where, for reasons of conflict 
between co-pending applications or of national interest or other reasons, it 
appears to the Commissioner in a particular case to be desirable. The lack of 
international uniformity has no practical importance. Overall the system 
operates smoothly and has adequate safeguards for both the patentee and the 
public. 

There are two procedures mmmonly adopted in the world for searching and 
examining patent applications. In Australia and the US, for example, the prior 
art search and the substantive examination of the application in the light of 
that search are carried out at the same time and usually by the same person 
(the examiner). In the U K  and under the European Patent Convention, the 
prior art search is carried out before publication of the application, and 
substantive examination must be requested within 6 months of publication. 

There is no doubt that advantages accrue to both the applicant and third 
parties as a resdt of the earlier availability of search results at the time of 
publication of the application, particularly in view of the increasingly 
sophisticated facilities for gaining ready access to the international patent 
information system. 

We doubt, however, that separation of search and examination leads to the mast 
efficient use of Patent Office resources. The assessment of novelty and 
obviousness during examination requires the examiner to be intimately familiar 
with the search. With the aid of modern searching tools, direct access to 
search material by examiners, with less need for specific expertise in searching, 
is becoming easier. Published material from the U K  Patent Office and the 
European Patent Office suggests that separation of search and examination has 
not achieved significant reductions in workloads of those Offices. 

We believe that the validity of granted patents depends less on the timing of 
search and examination than on the quality of the search and the &ta base. 
On balance, we feel that search and examination functions should be performed 
concurrently. This would not interfere with the availability to the applicant of 
earlier searches, on request, as a separate facility outside the normal 
examination process (see Section 10 of this Report). Such searches could be 
used by examiners as an adjunct to searches in the normal course of 
examination. 

[241 WE RECOMMEND that the present system of examination on request and 
of combined search and examination be retained. 

12.2 Modified examination 

Within the ambit of the examination on request process, the Patents Act 
includes provisions for modified examination. Under these provisions, an 
applicant who files a Convention application in Australia, and who has been 
granted a corresponding patent for the same invention in the U K  or the US, 
may apply to have a ptent granted in Australia on the identical specification 
and claims as the earlier U K  or US patent. The rationale is that a 
corresponding application has already been subjected to examination in an 
English speaking country with examination standards comparable to Australia's. 
Accordingly, emmination of the application in the Aw tralian Patent 0 ffice is 
limited to matters of formality and conformity, and only a limited search is 
carried out. In effect, this procedure avoids duplication of earlier searches. 



The procedure has the disadvantage that the Australian application is not 
examined for ampliance with all the requirements of the Australian Patents 
Act, and the form of the specification frequently does not conform to Australian 
practice. More importantly, many matters not considered during modified 
examination may still be raised after grant in revocation proceedings. This 
leads to uncertainty both for the applicant and the public. Given our 
recommendation belaw concerning notification of earlier search results, and the 
availability now of the provisions of the Patent Cooperation Treaty, we can see 
no reason for retaining the modified examination procedure. 

1251 WE RECOMMEND that the present system of modified examination be 
abandoned. 

12.3 Notification of earlier search results 

Practical measures are needed to ensure ready access to earlier search results 
in respect of an invention or of corresponding patent applications in other 
countries. In a number of countries, applicants are required to notify the 
patent office of the results of any searches carried out in other patent offices. 
To avoid duplication of searches and to encourage stronger patents, we believe 
that it is appropriate to impose some requirement on applicants to notify 
previous search results. 

In the US, applicants are under an obligation to bring to the attention of the 
examiner all pertinent prior art known to them. This is enforced by a 
combination of two measures. First, a statement made by an applicant in the 
course of the prosecution of an application before the US Patent Office creates 
an estoppel agaimt reliance upon a contrary proposition in any proceedings 
brought in respect of the patent Ctfile wrapper estoppelw). Second, any 
deliberate misstatement, or any failure upon the part of the applicant to bring 
to the attention of the examiner any pertinent prior art material or any other 
relevant fact known to the applicant affecting the applicantts right to grant of 
a valid patent, constitutes a "fraud on the Patent Officett and will invalidate 
the patent. 

There are no precisely comparable doctrines in Australian patent law but a 
patent may be revoked on the ground that it was obtained on a false suggestion 
or misrepresentation. The false suggestion or misrepresentation must be 
material to the extent that the Crown was deceived in making the grant of the 
patent. We would prefer this to the very broad requirement in the US which 
can lead to great mcertainty and long, complicated and costly pretrial 
proceedings for discovery of documents when validity is in dispute. 

It would be practicable to restrict the requirement to notification only of 
search results carried out by official authorities and other prescribed 
organisati om. The disadvantages of a potentially partially incomplete 
disclosure would generally be outweighed by the advantage of certainty as to 
what is required. 

The time at which the requirement must be met should also be defined in the 
interests of certainty. The most practical cut-off point is the time of filing 
the request for examination. To ensure stronger patents, i t  would be possible 
to require additional natification of any subsequent search results. This might 
seem logical if different patent offices are examining at the same time, but it 
would be an additional administrative burden on applicants. We believe i t  
would be sufficient to require the notification to be updated to the date on 
which the application is accepted. 



[261 WE RECOMMEND that applicants be obliged at the , time of filing a 
request for examination to notify the Patent Office of the results of all 
searches carried out previously by patent offices, official authorities, or 
other prescribed organisations, in respect of the invention or 
corresponding applications in other countries, and subsequently to update 
that notification to the date of acceptance. 

12.4 Examination for obviourzness 

At present the question of obviousness may not be raised by the examiner 
during examination of an application, but is a ground both for opposition to 
grant and for revocation of a patent. In view of our recommendations in 
Section 7 that the standards of novelty and obviousness be changed and in 
Section 13 below that the pre-grant opposition procedure be abolished, we 
believe that both novelty and obviousness ought to be matters for report by the 
examiner during examination of an application. 

1271 WE RECOMMEND that both novelty and obvousness of an invention be 
matters for report by the examiner. 

l t 5  Publication of patent files 

When an application for a standard patent becomes open to public inspection, 
not all documents in the file are affected. The Patents Act specifically 
provides that examiners1 reports shall not be open to public inspection. 

The practice of the Patent Office is to treat correspondence in response to 
reports as also not being available, but in legal proceedings in respect of a 
patent, such reports and correspondence in the patentee's possession are 
discoverable documents. 

In the case of petty patents all documents lodged in respect of the application 
and all documents sent by the Office to the applicant become open to public 
impection. We consider it desirable in the public interest to extend access to 
all information on the file of both standard and petty patents. 

A broader right of access in more general terms is given by the Freedom of 
Information Act. We subscribe to the approach of that Act in relation to 
documents on patent files, while noting that it may not have been framed with 
a view to use by competitors wanting to obtain commercial information about 
patentees. The classes of exempt documents under the Freedom of Information 
Act are such as to adequately safeguard patentees' rights and the public 
interest, particularly those exemptions relating to national security and defence, 
and to trade secrets, business, commercial and financial affairs. 

Prior to the date on which a specification becomes open to public inspection, 
however, the applicant is entitled to expect absolute confidentiality for his 
application, examiners1 reports and any correspondence concerning it. 

1281 WE RECOMMEND that standard and petty patent application files be 
confidential until the date on which they become open to public 
impection, but that after that date, public access be granted to all 
documents contained on patent files consistently with the principles and 
subject to the exemptions contained in the Freedom of Information Act. 



13 CHALLENGING GRANT OR VALIDITY 

The complexity and expense of revocation and infringement proceedings has been 
a cause of much criticism of the operation of the patent system. Submissions 
to the Committee allege that a patentee is often unable to take adequate 
action to protect the patent because of the prohibitive cost of litigation. At 
the same time, it is said that a weak patent may be allowed to continue 
unchallenged because no prospective challenger is willing to undertake the risk 
of infringement and revocation proceedings. 

It is in the interests of applicants and patentees, their competitors and the 
public generally, that objections to grant or validity be dealt with as 
expeditiously, expertly and consistently as is possible, without unduly sacrificing 
either fairness or the effective application of the relevant criteria. In 
particular, so far as practicable, the opportunity to challenge validity should be 
available to Australian industry without fear of endless and costly legal battles. 

Interested parties, including competitors of an applicant or patentee, can make 
objections to the grant or validity of a patent. After an application has been 
laid open to public inspection and before acceptance by the Commissioner, 
written notice can be given to the Patent Office of a limited range of matters 
affecting validity. After acceptance but before grant of a patent, opposition 
proceedings on somewhat wider grounds can be undertaken in the Office. 
This involves both written evidence and an oral hearing of both parties by the 
Commissioner or his delegate. The Cornmissionerls decision is subject to 
appeal by either party to the Supreme Court of a State or Territory (as a 
prescribed court for the purpose of the Patents Act), and the appeal procedure 
is by way of complete rehearing. After grant of a patent, revocation 
proceedings can be undertaken (on wider ground again) in a Supreme Court. 
Revocation mast commonly arises by way of a counter-claim in an action for 
infringement of a patent, which must also be heard by a Supreme Court. 

We recognise that no system of adjudication meets every need, but we believe 
the balance in this area can be better struck as outlined in the following 
sections. In broad terms, we believe that revocation proceedings in  the courts 
should be retained, that inter partes opposition proceedings before grant should 
be abolished, and that an ex-parte re-examination procedure on questions only 
of novelty and obviousness should be available after acceptance of an 
application and after grant of a patent. 

The rationale usually advanced for pre-grant opposition is that it is in the 
interests of both the prospective patentee and the public that a patent, once 
granted, should be as strong as possible. Supporters of pre-grant opposition 
argue that the present system, including a hearing in the Patent Office, is an 
inexpensive and effective adjunct to examination and search in ensuring that 
weak patents are not granted. 

Hawever, a common purpose for which opwsition now seems to be used is as a 
means for a competitor to delay the grant of the patent. This &lay is 
important since infringement proceedings cannot be commenced until after 
grant, although the patentee can then sue for infringements dating back to the 
publication date of the application. Opposition proceedings lasting 5 to  8 
years are not unusual, and they have been known to extend beyond the time 
when the patent would, if granted, have expired. 

The cost implications of lengthy opposition proceedings may also be very serious 
for a small inventor who has limited resources and who may be faced at  the 



same time with the need for an expensive advertising or marketing promotion to 
create consumer awareness of a new product. The &lay reduces the 
opportunity for an inventor to gain real .benefit from a patent and is potentially 
inhibiting of innovation. 

In fact, opposition proceedings may have the effect of enabling competitors to 
pirate the invention and to compete with the inventor directly for the whole of 
the commercially useful life of the invention. Where the applicant is a large 
company it may be able to bear the costs of the opposition proceedings and 
survive to take infringement proceedings against anyone who has used the 
invention between publication and grant. That is unlikely to be true of most 
Australian applicants. 

We can see no sufficient reason for retaining the present pre-grant opposition 
procedure if other effective means of challenging patents can be made 
available. We note that most other patent systems, including those of the US 
and EEC countries, do not permit pre-grant opposition. 

[29] WE RECOMMEND that the pre-grant opposition procedure be 
abolished. 

13.2 Revocation 

I t  has been proposed to us that jurisdiction might be given to the 
Commissioner, or an administrative tribunal from within the Patent 0 ffice, 
initially to determine proceedings for revocation of a patent. The basis of the 
proposal is that it might provide a cheaper way of disposing of arguments as to 
the validity of patents. There are comparatively few appeals from Office 
decisions in opposition cases, and this no doubt reflects a degree of confidence 
of the parties in Patent Office hearing officers. 

We have not identified any reasons for thinking that this proposal, if 
introduced, would produce significant cost savings. Indeed, there is reason to 
think that the overall cost achievement might be adverse. 

First, decisions by the Commissioner or another administrative tribunal to order 
or not to order revocation would be required for constitutional reasons to be 
subject to appeal to a court. Where important patents were involved, 
therefore, the suggested procedure would be likely to lead to duplication of 
proceedings, with resulting additional costs. 

Second, questions of validity of patents usually arise in the context of 
infringement actions, and are often difficult to separate from the infringement 
issues. It would be necessary to retain in the courts trying infringement cases 
a concurrent jurisdiction to determine validity. Mast arguments concerning 
validity would therefore continue to take place and be determined as part of 
infringement proceedings in the courts. The likelihood therefore is that the 
suggested jurisdiction of the Commissioner or tribunal would have little 
application. 

As against these considerations, the proposals we make elsewhere for 
transferring all relevant court jurisdictions concerning patents to the Federal 
Court, are based on the belief that they will lead to the emergence of a 
specialist division or group of judges of that court who are in a position to 
deal expertly and expeditiously -4th all descriptions of patent matters. 

In these circumstances, we are of opinion that efficiencies are more likely to  
be achieved by including revocation proceedings among the jurisdictions 



transferred to the Federal Court, than by creating a separate jurisdiction in 
revocation proceedings by the Cornmissi oner or some other administrative 
tribunal. 

This approach also has the advantage that it will not further burden the Patent 
Office with quasi-judicial functions. In our opinion, generally speaking, the 
expertise of the Commissioner and his officers can be better utilised in other 
ways. 
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13.3 

WE RECOMMEND that jurisdiction 
proceedings not be transferred to the 
courts. 

to hear post-grant revocation 
Commissioner but remain in  the 

We have already mentioned the notification procedure in section 57 of the 
Patents Act which enables third parties to inform the Commissioner in writing, 
before acceptance of an application, of matters affecting prior publication, 
obviousness, prior claiming and novelty. The examiner must take such matters 
into account, and the applicant must be informed. The notifier has no specific 
right to a further hearing before the Office. This procedure could be 
extended to be available for 3 months after acceptance and at any time after 
grant, as a re-examination procedure. We think there is sufficient merit in  
the idea of such a procedure to warrant its implementation, subject to 
conditions to ensure that it does not create more problems than i t  solves, or 
involve more costs than it saves. 

In this connection, we consider that matters permitted to be raised in 
re-examination should be restricted to documentary or other recorded matter 
affecting novelty and obviousness of the invention. Other questions such as 
the requirements of a full  description and proper claims, manner of 
manufacture, and entitlement to apply, should be left to court proceedings to 
resolve. The procedure should be ex parte, not involving the notifier as a 
party, and at the Commissionerls discretion (so as to avoid the need to 
undertake pointless re-examinations based on notificaitions which are vexatious 
or otherwise without substance). A report should be sent to the applicant in 
the light of matters notified, giving appropriate opportunity to reply to an 
adverse report before a final decision is made. The applicant or the 
Commissioner of his own motion should also be able to instigate re-examination. 

The Commissioner should be able to decide, as a result of re-examination, to  
grant, refuse, uphold or cancel a patent, or direct amendments. The applicant 
should have a right of appeal to a court from an adverse decision, but a 
notifier should have no corresponding right of appeal or review except such as 
is available elsewhere - for example, under the Administrative Decisions 
(Judicial Review) Act. The notifier would, of course, be able to take action in 
the courts in a revocation action, and should be confined to that course as the 
only one in which he can effectively contest the Cornmissionerls determination 
on its merits. 

A procedure for reexamination after grant of a patent has been available in 
the US since 1981. Evidence as to the efficacy of that procedure is 
inconclusive, although such information as is available suggests that the 
procedure may have contributed to the avoihance or settling of litigation in  a 
sipificant proportion of the cases in which i t  was used. There seems to us to 
be merit in introducing a similar procedure in Australia so as to utilise the 
expertise in the Patent Office to decide appropriate questions in the hope that 
this may reduce the cost of, or in some cases avoid the need for, court 
proceedings . 



There would also be merit in making re-emmination available on a patent which 
is the subject of a revocation action. This would provide an additional avenue 
to encourage parties to settle disputes on the basis of a re-examination 
determination. In these circumstances, re-examination should be available by 
order and at the discretion of the court in which revocation proceedings have 
been oommenced. The Commissioner would then present his findings to the 
oourt which could take the result of that (or any earlier re-examination) into 
account. 

1311 WE RECOMMEND that a procedure be introduced for ex parte 
re-examination by the Patent 0 ff ice, with the following features: 

i to be available for 3 months after acceptance of an application and 
at any time after grant of a patent; 

ii the grounds to be limited to matters of novelty and obviousness 
based on published documents or recorded information; 

iii to be available at the instance of the applicant or patentee, a third 
party, or the Commissioner, except if infringement or revocation 
proceedings are or have been commenced in a court, in which case 
the court may order reexamination; 

iv the Commissioner to have power to grant, refuse, uphold, or cancel a 
patent, direct amendments, or present his findings to a court hearing 
a revocation action, as the case may be; and 

v the applicant or patentee, but not third parties, to have an elrpress 
right of appeal from the Commissioner's decision, third parties having 
recourse to the courts only by way of revocation proceedings or as 
otherwise provided by law. 

14 ENFORCEMENT OF PATENTS 

141 Territorial operation of the Patents Act 

A patent has effect throughout Australia, including Norfolk Island. The rapid 
increase in  offshore exploration and the use of satellites in the last 20 years, 
however, has aroused concern that the present territorial operation of the Act 
may be too restricted. 

Other Australian legislation and international conventions deal particularly wf th 
the operation of laws in Australia's territorial sea and in airspace. 
Notwithstanding that there may be some uncertainty in those provisions, 
inconsistency of the Patents Act with other legislation is undesirable. The 
Committee believes that a patent should have effect wherever there is 
technological or industrial activity in a place governed by other Australian law. 

[32] WE RECOMMEND that patents should have territorial operation 
consistent with other Australian legislation concerning sovereignty and 
with relevant international agreements. 

14.2 Contributory infringement 

A patentee may encounter serious difficulty in enforcing his patent where i t  is 
prone to infringement by an eventual consumer who is supplied by an 
mauthorised person with the means to infringe. 

For example, a process patent for using a selective herbicide which is a known 
chemical would be infringed by a farmer who bought a container and followed 
imtructions for use which, when followed, unknown to the farmer, resulted in 
infringement of the patent. Even if the patentee were prepared to bear the 



high cost of detecting infringement by the farmer and then to bring 
infringement proceedings, the result would almost certainly be unsatisfactory. 
The farmer would ordinarily be unaware of the patent and an award of damages 
would therefore be mast unlikely. The farmer would be left with a stock of 
herbicide he was forbidden to use, and the patentee would find himself with no 
damages and a dissatisfied potential customer. To complicate the matter, 
there may be hundreds or thousands of such ultimate consumers. 

It is unreasonable and wasteful of resources for a patentee to have to sue all 
of the direct infringers with so unsatisfactory a result in each case, when the 
supplier is, in  a real sense, far more responsible for the commission of the 
infringing acts. 

We believe that i t  would be more effective, realistic and just for the patentee 
to be able to take action against the supplier or middleman who facilitates the 
commission of the infringing act by the ultimate conswner.(31) The most 
common example of indirect, secondary or contributory infringement is where 
goods, materials or parts are supplied to a consumer with the intention that 
they be used, consumed or assembled in a way which constitutes an infringement 
of a patent. The intention might be evident, for example, from the provision 
of brochures containing instructions on how to make a product or use a process 
which would infringe a patent, or by advertisements soliciting the commission of 
an act which would infringe. 

In some countries there can k no indirect infringement unless a direct 
infringement has in fact taken place. This imposes unnecessary restrictions on 
the patentee. A distinction may be drawn between those cases where a 
supplier knows that goods sold will be used to infringe or takes positive action 
to induce another to infringe, and those where he makes goods available merely 
knowing that they may possibly be used for an infringing purpose. It would be 
an mwarranted interference with commercial activities if a patentee were to be 
able to prevent another person from selling a staple commodity with a wide 
variety of possible uses simply on the grounds that i t  might be used for an 
infringing purpose. This is quite distinct from the case where there is no 
possible use except as part of an infringing product or in an infringing process. 
Thus the importer of a kit of parts which is &signed to be assembled into an 
infringing article should be liable as an indirect infringer even though it  cannot 
be shown that an infringing product has in fact been assembled in  Australia. 

We believe that no action should be allowed against the supplier of a staple 
product unless it can be shown that the supply was accompanied by a positive 
inducement to perform acts which would infringe a patent, and irrespective of 
whether the product was in  fact subsequently used in a direct infringement. 
Where the goods: supplied have no reasonably conceivable use other than an 
infringing use, however, the patentee should be able to stop the supply at its 
source by suing the supplier for infringement. 

There will be other problem oases under a law providing for indirect 
infringement; for example, where there are "tie-inf1 provisions in  licensing 
agreements, and dealing with a product in the course of repair. These cases 
are discussed by Dufty and warrant further consideration, but they do not 
affect the general thrust of our recommendation. 

1331 WE RECOMMEND that in general the supply of pods whose only use 
would infringe a patent, or which are accompanied by a positive 
inducement for the ultimate consumer to perform actions which would 
innocently or knowingly infringe a patent, should itself be an infringement 
of the petent. 



14.3 Litigation insvance 

The potential cost of litigation could be a material impediment to the use of 
patents as a basis for innovation and development of export markets by 
Australian industry, particularly small to medimsized businesses seeking to use 
patents as a means of commencing new activities. The expense of a 
hard-fought infringement action can be so great (often in  excess of $100,000, 
but varying depending on the country concerned) that there may be a real 
diminution of the value of patents as an incentive to innovation. 

High litigation costs are a fact of life in most commercial disputes. There is 
no justification in our opinion for weighting the balance any more heavily in 
favour of either the patentee or an alleged infringer. Other measures we 
propose, in particular relating to concentration of jurisdiction in the Federal 
Court and to the introduction of a reexamination procedure, are designed to 
reduce unnecessary costs of legal disputes. 

There is nevertheless room for exploring further measures to mitigate the costs 
of infringement proceedings. If the importance of capacity to pay legal costs 
can be reduced, there may be a greater chance for smaller local innovators to 
assert their rights against larger established firms and achieve a more 
satisfactory result by compromise. 

Various possibilities have been mooted for providing financial support to small 
innovators, including government-administered fun&, legal aid, and insurance 
schemes. We are aware of at least one case in which legal aid has been given 
to an individual inventor and would not wish to see this avenue cut off. 
Without wishing to preempt these other possibilities, we can see some likelihood 
for success in an insurance scheme. 

The availability of a voluntary insurance scheme would be consistent with the 
notion that i t  is up to patentees to seek and take advantage of their patents. 
Schemes have existed in  Europe for a few years, although we have seen no 
evidence as to how satisfactory they have been in practice. Premiums i n  
Europe appear, according to the information available to us, to be relatively 
modest. The existence of schemes elsewhere suggests that the idea is worth 
pursuing here. We understand that access to coverage is already available to 
a limited extent in Australia. 

(34 WE RECOMMEND that the Government encourage insurance companies to 
offer appropriate schemes enabling Australian enterprises to obtain 
insurance coverage against patent litigation expenses in Australia and in 
other countries. 

15 JURISDICTION OF COURTS AND TRIBUNAIS 

Jurisdiction to hear and determine matters arising under the Patents Act 
is primarily vested in  the Supreme Courts of the States and Territories and i n  
the Administrative Appeals Tribunal. The Supreme Courts have an extensive 
original jurisdiction and as well hear appeals from decisions of the Commissioner 
of Patents, while the Tribunal reviews certain decisions of the Commissioner of 
an administrative character. There is also a general power of review in  the 
Federal Court of Australia under the Administrative Decisions (Judicial Review) 
Act. Appeals under all three jurisdictions go to a Full Court of the Federal 
Court and may then go to the High. Court of Australia. (Although under the 
Constitution there is some original jurisdiction in the High Court itself, that is 
not often likely to be exercised). 



The matters which can be heard by Supreme Courts generally involve matters of 
substantive patent law such as grant, revocation, infringement, working, and 
extension of term of patents. The type of issues which arise include the 
construction of specifications, novelty and obviousness of inventions, whether the 
reasonable requirements of the public are being met, and adequacy of 
remuneration to the patentee. 

Patent matters heard by the Administrative Appeals Tribunal are basically 
connected with administrative and procedural matters. They include restoration 
of lapsed applications or ceased patents, extensiorrs of time, disputes between 
co-owners of a patent, and registration of patent attorneys, though matters of 
substantive patent law can arise in the Tribunal as collateral issues. Both the 
Supreme Courts and the Tribunal, when reviewing Patent Office decisions, 
re-hear the cases and substitute their awn decision for the Commissionerls. 

The Federal Court under the AD(JR) Act exercises a supervisory jurisdiction. 
The question of jurisdiction under the Patents Act is extensively discussed in 
the report by Campbell commissioned for the Committee. 

A number of serious problems arise because of the concurrent jurisdiction of the 
Supreme Courts. First, the plaintiff and defendant in a case may have 
different ideas of which State is the most convenient for the hearing. The 
location, for example, of infringing acts and of sources of evidence may count 
in this, but so too may the convenience of the parties' legal advisers and their 
familiarity with the rules and procedures in their home Supreme Court. 
Second, the territorially limited jurisdiction of Supreme Courts may cause delays 
and additional costs in attempting to serve documents on a reluctant defendant. 
Third, there is a risk of inconsistency and duplication. Two Supreme Courts 
may come to different conclusions on the same point of law and give quite 
different decisions, each in complete ignorance of the other's decision. 
Different aspects of the same case may even be dealt with simultaneously in 
different courts. Fourth, there is an inevitable difference in expertise and 
attitudes among Supreme Court judges on patent matters, given the specialised 
nature of the evidence and case law involved. 

These problems are compounded by the existence of the other two routes for 
review of Patent Office decisions to the Administrative Appeals Tribunal and to 
the Federal Court m&r the AD(JR) Act. Because of the generality of 
AD(JR) Act review, and of the need for collateral matters to be decided by the 
Tribunal, it has happened that the same issue has been taken simultaneously to 
all of the three forums. The courts and tribunals themselves are able to make 
arrangements to avoid some of these difficulties, but time spent in arguing such 
matters is costly and unproductive. 

We believe that it is important that disputes over patents be resolved with as 
much convenience, comistency, expertise and expedition as can be achieved. 
llForum shoppingrt, while it may be important for the parties in a particular 
case, does not serve the interests of the public in general and i t  should be 
eliminated as far as possible. We can see no advantage in retaining 
jurisdiction in the Supreme Courts if there is a suitable single court which sits 
regularly in the main cities. 

We believe that most of these disadvantages would be removed or minimised if 
jurisdiction over patent matters were to be transferred from the Supreme Courts 
to the Federal Court. The Federal Court is likely to be better equipped to 
develop a uniform and coherent body of case law i n  its interpretation and 
application of patent law. 



A further and extremely relevant consideration is that the Federal Court is 
vested with exclusive jurisdiction in actions under the Trade Practices Act. As 
we noted earlier, the nature of the relationship between competition law and 
patent law is such that i t  is both logical and desirable that the court having 
jurisdiction over competition law matters should also be the one that has all 
relevant jurisdictions under the Patents Act. 

A number of matters of an administrative or procedural nature can be dealt 
with by the Ahinistrative Appeals Tribunal. This is consistent with the 
approach taken in other federal laws and we see no reason to disturb it. 

Although it is beyond the scope of this review to consider matters relating to 
trade mar ks, copyright, designs, and allied rights associated with intellectual 
property, the Committee believes that patent law must be seen in its proper 
mntext as part of intellectual property law. Prima facie, the arguments which 
support the vesting of exclusive jurisdiction in the Federal Court in relation to 
patent matters largely apply to other areas of intellectual property. 

[351 WE RECOMMEND - 
i that the jurisdiction in matters of patent law currently vested in  

the Supreme Courts be transferred exclusively to the Federal Court 
of Australia; and 

ii that consideration be given to vesting in the Federal Court 
exclusive jurisdiction in all substantive matters arising under 
intellectual property law (including trade marks, designs and 
copyright). 

16 THE PATENT OFFICE 

The Patent, Trade Marks and Designs Office employs approximately 500 people, 
some 60% of whom are concerned with patent matters. The Office receives 
some $17m in fees per annurn in connection with all its functions. About 
17,000 patent applications are lodged annually. 
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Suboffices are maintained in each State capital, at which can be lodged 
applications for the grant of a patent and other documentation concerned with 
an applicatfon. Limited patent searching facilities are available at these 
Sub-offices. Approximately 15,000 general telephone and counter enquiries are 
serviced by the Sub-offices each year. 

Since 1976 the Patent Office has been active in the provision of patent 
information services but the resources committed to this function are quite 
small. The Committee is aware of the fact that the Minister has recently 
given approval for the establishment of a new Technology Information Branch 
within the Office which has the objective of assisting industrial growth and 
efficiency of Australian industry by the effective transfer and diffusion to the 
private and plblic sectors of technological information contained in patent 
literature. We commend this initiative. 

The cost of operating the Office, from whatever source the cost is recovered, 
is a direct cost of the patent system. This cost, as with all others should be 
minimised consistent with the attainment of the objectives of the patent system. 
To achieve this result the Office must operate in the most efficient manner. 

More efficient operation, in  our view, can be achieved through proper strategic 
planning and the development of efficient systems to support the administrative 



functions which the Office is required to perform. This in turn involves 
forward planning over time frames which may exceed the lives of elected 
governments. 

The Patent Office is gsentially providing a commercial service and is required 
to recover its operating costs. The Office provides some services which i t  is 
neither appropriate nor practicable to regard as "user paystt services. These 
include particularly those providing information services to the public, including 
the maintenance of public libraries of patents, trade marks and designs in 
Suboffices in each State, and other functions of the Technology Information 
Branch. These services are, however, essential to the proper functioning of 
the patent system. The costs of these services should not be recovered from 
patent applicants, patentee., or other users of the system, but should be borne 
by the community. One of the objectives of this Report is to encourage new 
entrants into the system. To impose greater costs by the recovery of all 
indirect costs as well as direct costs of administering the Office would act as a 
deterrent to we of the system. 

1361 Wl3 RECOMMEND that the Patent Office not be required to recover its 
operating costs for those of its services which are in the nature of a 
service to the public rather than a service to direct wers of the system. 

The Office ought to be able to respond to user demands for improvements in its 
service which could be paid for by appropriate fees collected over a period of 
time greater than a financial year. Successful forward planning requires a fair 
degree of control over resources to be available to the planners. In these 
circumstances, the budget cycle and process which operates in government 
departments is too restrictive and uncertain to allow for most effective 
management of the Office. Further, the Office does not have adequate 
control over resources, the requisite power lying with the permanent head of the 
department to which the Office, for the time being, is attached. 

We believe that the Patent Office should have a greater amount of flexibility 
and responsibility for its own organisation. At present it functions, to a large 
degree, as a conventional division of the Department of Science and 
Technology. Thus the normal ministerial control, and the requirements of the 
Department of Finance, the Treasury and the Public Service Board are executed 
through the medium of the Department of Science and Technology. The effect 
of this is that while the Commissioner has full technical direction and control 
of the work to be carried out and the procedures to be adopted within the 
Office, he has little control over the numbers of staff and other resources t b t  
are to be deployed to meet the workload or over investment programmes in 
office technology such as computerised information handling. 

We are aware that the foregoing problems exist in relation to patent offices 
elsewhere in the world. The Nicholson Report recommended that the U K  
Patent 0 ffice should become a separate statutory body.(32) The US and 
Japanese Offices have both in recent times achieved operational independence. 
In  its submission to this Committee, the Australian Patent Office has argued for 
granting to the Commissioner of Patents the powers of a Permanent Head. On 
balance, we are inclined toward this view. The establishment of a suitable 
financial appropriation arrangement for the operation of the Office should be 
the subject of discussions between the Office and the appropriate central 
government planning authorities. 

[371 WE RECOMMEND that the Commissioner of Patents be granted, under 
the Patents Act, the powers of a Permanent Head. 



17 PATENT ATTORNEYS 

17.1 Introduction 

Patent attorneys are a body of professionals specialising in patent law and 
practice, and particularly i n  the searching, preparation, and prosecution of 
patent applications in Australia and abroad. 

While patent applicants may prosecute their own applications before the Office, 
patent attorneys have the exclusive right under the Patents Act to prepare 
specifications for a fee, so they have an effective professional monopoly to 
handle patent applications. They advise clients in relation to patent validity 
and 'infringement and also deal with trade marks, industrial designs, and 
licensing. 

The care and skill with which patent applications are prepared materially 
influence the scope and value of the protection obtained under a patent. The 
ckafting of patent specifications and claims requires special skill and knowledge 
of the applicable law and practice, as well as a capacity to understand the 
technology involved. No amount of legal skill will avail if the subject matter 
is not understood. If Australian inventors are to obtain adequate protection 
for their inventions here and abroad, the assistance of people possessing these 
attributes must be available in Australia. 

Submissions made to the Committee, including those by the Institute of Patent 
Attorneys of Australia, and the report commissioned from Macdonald on 
individual inventors, have been critical of: . training and qualifications of patent attorneys; . fees charged by patent attorneys; . discipline and regulation of the profession; and . the failure of the profession (and of the Patent Office) to provide assistance 

to applicants beyond the mere prosecution and processing of patent 
applications. 

To these issues we would add for consideration: . the extent of the monopoly of practice given to patent attorneys. 

17.2 Qualificatiorrp and examinatiorrp 

An applicant for admission to practise as a patent attorney must possess a basic 
tertiary qualification in science or engineering and must have satisfied the 
Board of Examiners of Patent Attorneys in the course of study prescribed in 
regulations made under the Patents Act. The Patent Attorneys Regulations 
presently require applicants to present themselves for examination in 7 subjects 
although legal 'practitioners and UK chartered patent agents . can obtain 
exemptions from certain of the qualifying examinations. Most applicants are 
required to work with a registered patent attorney for 1 2  months as pert of the 
qualifying requirements, though in the case of a Patent Office examiner this 
period is reduced to 6 months. 

A major deficiency in the present system is that although the curriculum posits 
a high qualifying standard, there is no institutionalised course of study and 
teaching is "in-servicet1. Not surprisingly there is a high failure rate and many 
candidates have to make more than one attempt to pass. The examinations are 
conducted by the Board of Examiners of Patent Attorneys which is comprised of 
certain members elected by the patent attorney profession and others nominated 
by the Minister. 



We believe that the patent attorney profession has an extremely important role 
to play in ensuring that the most effective possible use is made of the patent 
system. If the profession is to be able to perform that role it is clear that 
its members must be adequately trained. Qualifying standards should not be 
ma& unreasonably high, however, because of the risk that they would unduly 
limit entrance into the profession. 

We believe that a tertiary technical Diploma is no longer adequate qualification 
for a person seeking to practise as a patent attorney, notwithstanding that if 
our recommendation is accepted it will become commensurately more difficult 
for a person to qualify for admission to  practise. 

[381 WE RECOMMEND that the minimum technical qualification for a patent 
attorney be a Bachelorfs degree, post-graduate Diploma, or other 
qualification granting admission at the corporate level to an appropriate 
professional ins ti tution. 

We also recommend that the subjects which form the intermediate part of the 
patent attorneys1 examinations (i.e. the basic subjects of patent, trade marks 
and designs law) be institutionalised. Ideally, a course of study should be 
established at a recognised tertiary institution, but if that is not possible we 
suggest that the Institute of Patent Attorneys establish a formal course of 
instruction in these subjects. 

Applicants for admission to practise as patent attorneys are required to 
complete a course of study in patent, trade mark and designs law and practice 
in Australia as well as that in a number of foreign countries. Many candidates 
for the examinations experience dfficulty in dealing with the legal materials to 
which they are exposed and the Committee believes that candidates might be 
assisted if they were required to study an additional subject designed to provide 
them with a general legal skills background. 

We also a d d e r  that the present exemption from the intermediate enmination 
subjects allowed to legal practitioners be removed except in those cases where 
the candidate can show that equivalent subjects have been taken in the course 
of obtaining legal qualifications. A h ,  in view of the increasing divergence 
between Australian and U K  laws, the present limited exemptions for U K  
chartered patent attorneys should be discontinued. 

We believe that it would be desirable for all candidates to be required to 
complete at least 12  months1 training with a patent attorney, either in private 
practice or in industry. The present povision for a reduction of this period 
to 6 months for Patent Office examiners should be removed. On the other 
hand, all candidates should be required to have some knowledge of the working 
and operation of the Patent Office and the Institute and the Patent Office 
should co-operate to provide an exchange programme whereby trainee patent 
attorneys and patent examiners obtain experience in the Patent Office and in 
the profession respectively. 

One area where it is becoming increasingly important for the level of training 
to be increased is in the area of foreign patent law and practice, particularly 
that of muntries most relevant to Australian inventors seeking patents abroad. 
The Committee believes that all necessary steps should be taken to ensure that 
candidates receive adequate training in this aspect of practice and recommends 
that measures should be taken by the Institute and the Patent Office to  
investigate appropriate methods of instructing candidates. Consideration should 
likewise be given to the introduction of continuing education requirements to 
ensure that the profession is kept informed of changes as they take place. 



[391 W E  RECOMMEND that the Institute of Patent Attorneys of Australia and 
the Patent Office, in conjunction with the Board of Examiners of Patent 
Attorneys, investigate - 

i the feasibility of the instruction and examination of the 3 subjects 
which form the intermediate part of the patent attorneys1 

examination being conducted at a recognised tertiary institution; 
ii the inclusion of an additional subject designed to provide candidates 

with general legal skills; 
iii the removal of the present exemptions - . from the intermediate level allowed to legal practitioners, except 

where equivalent subjects have been taken; . from 6 months of the 12 months in-service training allowed to 
examiners from the Patent Office; and . from 2 subjects of the final examinations allowed to U K  chartered 
patent agents; and 

iv the implementation of an exchange programme between trainee patent 
attorneys and examiners, and a continuing education programme for 
those who have qualified. 

We also believe that the Board should be more representative of the various 
groups who have an interest in its functions. There is a case for diversifying 
the membership of the Board to include at least one non-professional 
representative. 

17.3 Patent attorneys fees 

The fees charged by patent attorneys for their services, like the fees charged 
by the Patent Office, are part of the costs of the operation of the patent 
system. Maximisation of the benefits to be derived from the operation of the 
system require that these costs be kept as low as practicable. On the other 
hand, reasonable fees must be charged if adequate services are to be provided. 
We have examined the Institute of Patent Attorneys1 recommended Scale of 
Fees. We are unable to say that the fees set out in that Scale are, on the 
whole, unreasonable, having regard to the requisite care and responsibility 
involved. We are in no position to know whether in particular cases 
unreasonable fees may have been charged. It is not particularly significant 
that individuals may sometimes have complained that they have been charged 
too much. 

We do consider it undesirable that information is not publicly available as to 
the fees charged by patent attorneys for their services. It has been suggested 
to us that the Institutels Recommended Scale of Charges is so lengthy and 
mmplex as to be unintelligible to persons other than those thoroughly familiar 
with its operation. While we have some sympathy for that view, we do not 
accept it as sufficient reason for failure to publish the Scale and we recommend 
it be made available on request to any interested person. 

[401 WE RECOMMEND that the Institute of Patent Attorneys be required to 
make its Recommended Scale of Charges available on request to any 
interested person. 

We would add a suggestion that those patent attorneys who & not already do 
so should, in their own interests as well as those of their clients, endeavour to 
provide in advance as much information as possible about the costs likely to be 
involved in the prosecution of a patent application, particularly a patent 
application filed abroad, or any other professional services which they may be 
engaged to undertake. 



17.4 Regulation of the profdon and discipline 

Although no submissions have been ma& to us on the point we are aware that 
both the Institute of Patent Attorneys and the Patent Office hold the view that 
the present provisions for the regulation of the profession and the discipline of 
members are inadequate. 

The profession is not self-regulating. The Institute of Patent Attorneys, being 
the professional association to which most but not all patent attorneys belong, 
has limited disciplinary powers over its members. The major responsibility for 
the regulation of the profession lies with the Commissioner. 

The Committee has considered the question of whether wider powers of 
regulation should be vested in the Institute so that i t  could operate along 
similar lines to the various State bodies which administer the legal profession, 
We have concluded that such a change would not be practical at present 
because the profession is numerically so small. 

We understand that proposals have been made, and are presently under 
consideration, under which the powers of regulation vested in the Commissioner 
would be extended, and an independent disciplinary tribunal would be established 
to deal with complaints referred to it. We consider that these initiatives 
should be pursued. 

[411 WE aECOMMEND that current proposals to extend the displinary powers 
of the Commissioner in relation to patent attorneys and to establish an 
independent disciplinary tribunal be pursued. 

17.5 Professional monop01y and scope of professional practice 

We have already commented on the important service role which patent 
attorneys play in preparing and filing patent applications in Australia and 
abroad. We believe that it is appropriate for the &afting and filing of patent 
specifications for reward to be the exclusive domain of a trained and regulated 
professional body. 

The work is highly technical and it is an integral part of the whole process of 
effective innovation. We have already made proposals for the improvement of 
the training of patent attorneys and we are of the view that only people in 
possession of the requisite skills and subject to professional regulation should be 
permitted to practise as patent attorneys. The Committee therefore accepts 
that a limited monopoly of practice by patent attorneys should be retained. 
We note, however, that practice in trade marlcs does not require technical 
qualifications. This may warrant further examination in the context of the 
Trade Marks Act. 

The Committee has also considered proposals that patent attorneys should be 
given the right to practise in  areas of legal practice which are related to 
patent practice. We do not believe that there is any justification for 
extending the patent attorneyst right to practise unless there were to be 
corresponding requirements of training, qualification and regulation of practice 
in those areas. In particular, we do not believe that i t  should be part of a 
patent attorney's role to provide legal advice beyond the narrow scope of the 
work peculiarly within the province of patent attorney practice, without full 
qualification as a legal practitioner. 

1421 WB RECOMMEND that no change be made to the present scope of 
patent attorney practice. 



PART F 

THE PATENT SYSTEM ABROAD AND AT HOME 

18 INTERNATIONAL ROLES AND RELATIONS 

The effectiveness of the patent system from a national perspective inherently 
depends upon the operation of the international patent system in which Australia 
participates and specifically the Paris Convention for the Protection of 
Industrial Property. 

Apart from economic aspects discussed earlier in the Report, a further aspect 
of Australia's participation in the international patent system is that benefits 
are derived from involvement in technical meetings, that is, those meetings 
which are part of the international programme for achieving international 
conformity in classification of patent documents, procedures for uniformity of 
patent applications, international patent searches, exchange of views on 
computerisation of patent data bases, and so on. In fact, mast of the 
international meetings attended by officers of the Patent Office are of a 
technical nature. Australia has in recent years had a material influence at 
these meetings. 

Within the political arena, there is presently current only the proposed revision 
of the Convention to provide preferential treatment to developing countries. 
These issues have been in debate for the past 10 years and no resolution is yet 
in sight. In these negotiations Australia has tended to adopt an independent 
line within the Group B countries. This independence reflects Australia's size, 
its geographical location and its perceived future trading relationship. 

1431 WE RECOMMEND that Australia continue to participate in the various 
treaties administered by WIPO, having regard to the special needs of the 
Australian economy. 

The Australian Patent Office is the largest English speaking patent office within 
the A&a/West Pacific region. As the English language is the major technology 
language and the second language in the region, the Australian Office is well 
placed to assist i n  co-operation development of industrial property systems 
within the region. We see this co-operation development as a useful, albeit 
small, part of continuing to improve Australia's political and economic 
relationships with the countries in the region. It is the region that is 
expected to be the mast dynamic, in terms of industrial and economic growth, 
during the rest of the century and beyond. The South East AsianISouth West 
Pacific countries alone carry a population comparable with that of North 
America, the EEC and South America combined. 

We note that the Australian Office has provided experts to WIPO for 
co-operation development activities in developing countries in South America and 
Africa. We do not propose that these activities should discontinue, but 
preference in allocation of expert resources should be given to countries in the 
Ada/ West Pacific region. 

We believe as a general proposition that it is in Australia's best interests to 
encourage the establishment, harmonisation and modernisation of industrial 
property legislation in developing countries in the region. Some of the existing 
industrial property administrations in such countries require modernisation, 



particularly from the point of view of streamlining procedures and operations, 
strengthening of staff resources through training, and increasing understanding 
of the functions and role of industrial property in technological, industrial and 
economic development. Further it will be useful to consider whether common 
administrative or other links could be established that would lead to more 
efficient sharing of scarce resources, including documentation and technical 
personnel, and of systems and services for the acquisition and dissemination of 
technological information. The Australian Patent Office is, through aid and 
training programmes financed through the Awtralian Development Assistance 
Bureau (ADAB), already encouraging and assisting the development of industrial 
property systems which are likely to be introduced by developing countries in 
the region during this and the next decade. 

1441 WE RECOMMEND - 
i that the A~tralian Patent Office continue to develop regional 

cooperation programmes, particularly in the Asia/ Wes t Pacific region, 
in the following three main categories: . advising and training of technical staff and administrators in  

industrial property off ices; . providing advice and training to industrial property offices to 
better access and we the technology information contained in 
patent documents; and . development and use of common services with the long range 
objective of the establishment of regional arrangements which 
would serve all the participating countries concerned; and 

ii that the Ministers for Science and Technology and Foreign Affairs 
consult with a view to ensuring suitable Government funding for these 
activities on the part of the Patent Office. 

19 MONITORING OPEqTION AND EFFEClS 

It is important for the proper functioning of the patent system that basic 
information concerning proprietorship, and the existence of licences, mortgages 
and other interests in patents, should be as readily available as possible. The 
Patents Act currently requires the licensing of a patent to be recorded in the 
Register, but the sanctions i t  provides for not doing so are largely ineffectual. 
Copies of deeds and cbcuments must also be lodged. Patent licences in 
practice are lodged and recorded only where i t  becomes in the patentee's or 
licensee's interests, usually where infringement proceedings are contemplated. 
Accordingly, the Register at present provides little information on the licensing 
of patents in Australia. The reason is not hard to locate. The Act provides 
that all such documents and information lodged and recorded on the Register be 
open to public inspection. Compliance with the requirements would therefore 
result in many cases in public disclosure of commercially sensitive details. 

We can see no justification for requiring full public disclosure of all licences, 
mortgages and other interests in patents. It would be enough that appropriate 
minimum particulars be plblicly recorded so as to provide the information which 
members of the pblic may reasonably need concerning the existence of relevant 
rights and interests. Published particulars could probably be limited to the 
names of the persons concerned, the nature of the interest, together with 
sufficient particulars to identify the instruments by which the interest is 
created or transferred, and in the case of a licence, the term for which i t  is 
granted and whether or not it is exclusive. 

On the other hand, as by now will be apparent, the Committee has been 
handicapped throughout the course of this review by lack of adequate data, 
particularly empirical evidence as to the operation and effects of the patent 



system in Australia. Such information would be useful for general economic 
policy assessment purposes, for example, in monitoring transfer of technology to 
Australia, as well as in matters more directly related to the patents legislation. 
Better statistical information on the use of patents in Australia, including their 
licensing, would add greatly to the effectiveness of future monitoring and 
assessment . The requisite information would, however, be commercially 
sensitive, and any stipulation that it be provided must therefore ensure that i t  
will be received in confidence and under privilege. It could thus neither be 
disclosed, nor compelled to be produced in legal proceedings, by the authority 
to which it is supplied. The operation of the Freedom of Information Act may 
have to be excluded accordingly. We suggest that the authority to which this 
information should be supplied should be the Patent Office. An appropriate 
sanction for non-compliance would be a restriction of the right to recover 
damages for infringement. 

[45] WE RECOMMEND - 
i that full particulars of all interests affecting the proprietorship of a 

patent, including any licence, be required to be lodged with the 
Patent Office, for use for statistical and general policy assessment 
purposes; 

ii that only certain appropriate minimum particulars be entered on the 
Register and be open to public inspection; 

iii that all of the information provided and not entered on the Register 
be treated as received and held in confidence and subject to 
privilege, and to the extent necessary for this purpose, that the 
application of the Freedom of Information Act be excluded; and 

iv that if particulars are not lodged as required within 3 months after 
the date of the instrument, then damages for infringement will not be 
recoverable for infringing acts occurring between the date of the 
instrument and the date on which the requisite particulars are 
lodged. 

We also believe that the Patent Office should develop systems and procedures 
for collecting other data from applicants and patentees to provide information 
on which to base future policy decisions. Of particular interest is information 
concerning use of a patent after it has been granted. This might be done by 
requiring infprmation to be provided at certain stages in a patent's life as a 
pre-condition to renewal, for example, upon grant and each 5 years thereafter. 

1461 WE RECOMMEND that the Patent Office introduce procedures to collect 
more data from applicants and patentees, particularly concerning the we 
of patents after grant, in a form which facilitates analysis for statistical 
and general policy assessment purposes, the information so collected being 
treated as received and held in confidence and subject to privilege. 



This Report does not live up to its daim to have adopted an economic 
perspective and to have applied economic criteria. It has not consistently 
applied economic criteria; it has not made ful l  use of available empirical 
evidence; and the concept of social cost, so frequently mentioned, has never 
really been fully grasped. The underlying idea of the process of innovation is 
little more than faith that more patent protection will ensure more innovation. 
The sensible objective is rightly declared to be *to modify the Australian patent 
laws, adjusting the length, strength and breadth of patent rightsw to maximize 
the net benefit. It is unfortunate that the Report soon strays from this path. 

No amount of talk about individual patent successes nor about a future in which 
the Australian economy has magically become progressive, innovation-oriented, 
and competitive on the world scene, can hi& the facts that Australia exports 
little in the way of manufactured goods and has few inventions for sale. Mast 
patents are granted to overseas firms. To make the most of this situation, 
Australia needs to reduce social costs to the extent possible without inhibiting 
innovation and without provoking international retaliation. As a small nation, 
there is scope for such action. The constraints of the Convention are largely 
myth. 

A policy exercise such as this Report should look to the dimensions that can 
serve as the basis of effective action. Abdication in favour of competition law 
Qes not hold good prospects in a small domestic market with highly 
concentrated industries of ten dominated by foreign investment. This approach 
is even less promising because patents operate es effective non-tariff barriers 
to import competition. In these circumstances the thrust of the Report should 
have been designed to faster and capitalize on the capability to respond 
dynamically to change, to imitate, and to innovate competitively and not to 
preserve the profits of protected stability. 

To acknowledge the circumstances of the Australian economy and to seek such a 
balancing of social cost and dynamic benefits is to reject much of this Report. 
In particular, it points to: 

reduction of standard patent term to 10 years; 

some freeing of import competi tion from the restrictions patents 
permit (If permitting import competition would be tantamount to 
abandonment of the patent system, the case for exposing the 
protection afforded to public scrutiny, as is done with tariffs, is a 
strong one.); 

implementation of a comprehensive system of employee rights in 
invent ions; 

making sure that provisions such as compulsory licensing and 
reexamination can function effectively; 

ensuring that patent legislation facilitates the monitoring and control 
of the conditions un&r which technology is acquired from overseas; 



avoiding the restrictive oo nsequences and add tional social costs that 
can arise if the scope of the patent system is extended mnecessarily 
in the development of the information economy; 

weakening the professional patent attorney monopoly of costly 
advice; 

significantly improving the educational requirements for those working 
within the patent system; and 

clarifying the extent to which Patent Office operations are to be 
subsidized. 

Some important matters have been addressed inadequately, eg.: 

(i) the nature and extent of restrictive practices; 

(ii) co-ordination with other industrial and economic policy 
measures; 

(iii) cbordination of availability of patent information with other 
sources of technological and busi ness information; and 

(iv) the administrative efficiency of the Patent 0 ffice. 

The Report is not an imaginative one. I t  is constrained by the very of 
assunptions about rights and rewards for inventors, special pleading by those 
directly involved, and a plethora of legal procedures and criteria in the Patents 
Actn that it deplores. Many of its recommendations are for no change; and 
when change is implemented it is all too often merely procedural or has little 
prospect of being effective. A good opportunity to a a w t  an andent 
institution to the current nee& of the Australian economy has been missed. 
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APPENDIX A SUBMISSIONS 

Submissions ma& by the following were ma& publicly available in the Patent 
Office and Suboffices in the State capitals. Submissions were numbered as 
shown in parentheses. 

Agricultural and Veterinary Chemicals Association of Australia (1,55,85) 

J.K.H. Allen (2) 

Amalgamated Wireless (Aus tralasia) (Limited) (47) 

Association of the British Pharmaceutical Industry (3,58) 

The Association of the Swedish Pharmaamtical Industry (4,75) 

Aus tralian Academy of Technological Sciences (5) 

Australian Consolidated I ndus tries Limited (6) 

Australian Industrial Research Group (38) 

Australian Industries Development Association (46) 

Australian Manufacturers Patents, Industrial Designs, Copyright and Tra& 
Mark Association (7,53,78) 

Australian Patent Office (49) 

Australian Pharmaceutical Manufacturers Association (8,70,86) 

Aus tralian Science and Technology Council (45) 

BP Australia Limited (9) 

Bundesverband der Pharmazeutischen I ndus trie (35) 

The Chartered Irrstitute of Patent Agents (UK) (10,72) 

C iba-Geigy Australia Limited (11) 

Cibe-Geigy Limited (12) 

C.I.K. Australia Pty. Ltd. (42,90) 

Commonwealth Scientific and Industrial Research Organisation (13) 

Confederation of Australian Industry (14,71) 

Consolidated Fertilizers Limited (57) 

Control Data Australia Pty. Limited (61) 

Dutux Australia Limited (16) 

The Dutch Study Committee on Industrial Property (34) 

Eacham Shire Council (51) 

Esso Australia Ltd. (52) 

European Federation of Pharmaceutical Industries Associatiom (17,73) 

F.H. Faulding & Co. Limited (69) 

Footscray Institute of Technology (31) 

D.A. Freckleton (89) 

ICI Australia Operations Pty. Ltd. (37,761 

Department of Industrial Development & Commerce (WA) (15) 



The I m t i t u t e  of Pa ten t  Attorneys of Australia (39,741 

The Imt i tu t ion  of Engineers, Australia (59) 

The International Federat ion of Industrial Proper ty  Attorneys (18) 

Inventors' Association of Australia Limited (19,821 

Japan Pa ten t  Association (44,64) 

Allan Richard Jones (20,54,62) 

Joe Kenyon (88) 

Law Council of Australia, Business Law Section, Trade Prac t ices  
Commit tee (21,50) 

Keith Leslie (22) 

The Licensing Executives Society Australia and New Zealand (84) 

Livestock & Grain Producers Association - N.S.W. (43) 

Hayden Llewellyn (83) 

Monsanto Australia Limited (36) 

Monsanto Company (23,79) 

Clifford E. Musto (24,63) 

National Farmers1 Federat ion (40,65) 

Nufarm Chemicals Pty,, Ltd. (87) 

Pharmaceutical Manufacturers Association, U .&A 

Professional Officers1 Association, Patent  Office Group (26) 

The Royal Australian Chemical Ins t i tu te  (27,67) 

Queensland Graingrowers Association (81) 

Scherico Ltd. (28) 

Department of Science and Technology (Commonwealth) (56) 

B.J. Simpson (29,77) 

Alan Skyring (30) 

Standard Telephones and Cables Pty. Limited (48,60) 

Swiss Society of Chemical Industries (32,66) 

University of Melbourne (33,68) 

Dr Joe Unsworth (41) 

C.H. Warman (80) 



APPENDIX B COMMISSIONED STUDIES 

The following reports were  ma& under studies commissioned in support of this 
review. 

Mr T.D. Mandeville, Professor D.M. Lamberton and M s  E.J. Blshop, (Department 
of Economics, University of Queensland), qoanomic Effects of the Australian 
Patent S y s t e  and "Supporting Papers for Economic Effects of the Australian 
Patent System1', AGPS, Canberra, April 1982. 

Mr R.T. Carstairs and Dr L.S. Welch, (School of Business Studies, Darling 
D w n s  Institute of Advanced Education), "A Study of Outward Faeign Licensing 
by Arrstralian Cunpanief ,  Patent Office, 1981 (joint1 supported with the 
Licensing Executives Sode ty  of Australia and New Zealandf. 

Dr  S. Maodonald, (Department of Economics, University of Queensland), T h e  
Individual Inventor in Arrrtralian, University of Queensland, Brisbane, February 
1982. 

M s  A. Dufty, Professor R. Baxt and Professor E. Campbell, (Monash University 
Law School), "Report t o  the Industrial Property Advisory Committee" on specific 
topics in  industrial property law and policy, Patent Office, Canberra, 1983. 

Vdume 1 by Dufty deals with Patentable Subject Matter, Invalidity on the 
Gromds of Obviwness or Lack of Novelty, and Infringement and ttre 
Rights of Third Parties. 

Vdume 2 by Baxt deals with the Interface betmen Anti-Tmt rm.d 
Intellectml Property Legilation. 

Volume 3 by Campbell deals with Juidction .in Patent Mattets. 



APPENDIX C SEMINARS 

Th E o o d c  Implicatiom of Pateats in Arrrtralia, Healesville, 7-8 November 
1980. Papers pesen ted  at the seminar have been published, together with 
those presented at a symposium on "Economic Aspects of the Australian Patent  
Systemtt held in the Economics Section of the 1981 ANZAAS Conference, 
Brisbane, in  "The Economic Implications of Patents in Australiaw, Patent Office, 
Canberra, 1981. 

The Patent Cooperation Trea ty  - Experhoes and Perspectives, Sydney, 
20 October 1981. This seminar was organised jointly with the International 
Association for the Protection of Industrial Property (AIPPI) (Australian Group). 

Pe t t y  Patent  Seminar, Melbourne, 27 November 1981. This seminar was 
organised jointly with the Victorian Chamber of Manufactures and the Australian 
Patent  Office. 

Ttre Canmeraal Implicatforrr of the Alrrtralian Patent  System, Canberra, 
11-12 August 1982. This seminar was ocganised jointly with the Confederation 
of Australian Industry and the Australian Patent  Office. The proceedings have 
been published by the Patent  Office. 


