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645 F. 2nd 1195 at p. 1206 {1981).

648 F. 2nd 642 (1981).

648 F. 2nd 642 at 648 (1981).

298 U.S. 131 (1936).

332 U.S. 392 (1947).

392 U.S. 481 (1968}).

448 U.S. 176 (1980}.

345 U.S. 59,

394 U.S. 495 (1969).

292 F. 2d 653 (1961).

187 F. Supp 545 (affirmed per curiam 365 U.S. 567 {1971).
U.S. v. Arnold, Schwinn & Co. 388 U.S. 365 (1967).

1433 U.S. 36 (1977).

356 U.S. 1 (1962).

246 U.S. 231 (1918).

433 U.S. 36 at p. 50 (1977).
356 U.S. 1 at p. 5 (1962).

It snould be noted tnat this was a majority decision of tne court with

Mr. Justice white, although concurring in the judgment, choosing not to
aoverrule the Schwinn decision and other memoers of the court dissenting.
The court cited a significant amount of economic literature in reaching

lits decision - ana sets most of this out in footnote 13. Apart from the
article by Posner in 75 Columbia Law Review 282 a number of other notes

and articles were referred to. See R.H. Bork, 'The Rule of Reason and
the Per Se Concept: Price Fixing and Market Division', 74 Yale Law
Journal 775 and 75 Yale Law Journal 373. Tneir main critique was that
there snould be no gistinction made by the court between price fixing and
market divisions - tne per se approach to price fixing should not be
extended to market divisions; accordingly they argued that a reasonable
apaproach should pe adopted across the board.

Posner, Anti-Trust Cases, Economic Notes and Other materials (1974) p.
617.

See Posner, op., cit. p. 618.
97 Supreme Court 861 (1977).

See the International Salt case and on copyright see U.S. v. Loews Inc.

371 U.S. 11 (1962).
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333 U.SL 287 (1948)

227 F. Supp 791 (1964) - affirmed by an equally divided Supreme Court 382
U.S. 197 (1965).

Areeda, Anti-Trust Analysis: Problems, Texts, cases (1967) para. 412.

Morton Salt Co. v. G.S. Suppiger 314 U.S. 488, 429 (1942) quoted in

Areeda op. cit. p. 337.
245 F. Supp. 1019 (1965).

See e.g. Ansul Co. v. Uniroyal Inc. 448 F, 2d 872 (1971) see also Areeda,
Antitrust Analysis 2nd edn. pp. 448-449.

Bender, 'Patent Misuse in Practising Patents', Law Institufe, 1982, pp
115-116.

Zenitn Radio Corp. v. Hazeltine Researcn, Inc., 395 U.S. 100, 140 (1969);

Berlenbach v. Anderson & Thompson Ski Co., 329 F.2d 782, 141 U.S5.P.Q. 84

(9th Cir. 1964); Jack Winter, Inc. v. Koratron Co., Inc., 375 F. Supp. 1,
71 (N.D. Cal. 1973).

323 U.S. 386 (1945) at 417.
63 F. Supp. 513 (1945).
61 F. Supp. 656 (1945).

See Trade Practices Act ss. 87, 89
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0J 24 Decemoer, 1962 139(2911).

~ See e.g. A.0.I.P. v. Beyrard {1976] 0.J. L6/8 (13 January, 1976); [1976]

1 C.M.L.RT D14, 24-25.

E.E. Council Regulation 19/65.

(1966] E.C.R. 299 [1966] Common M.L.R. 418. .
[1974] E.C.R. 1147 {1974] 2 Common M.L.R. 480.

See Koran, The Limitation of Copyright and Patents by the Rules for the
Free sMovement of Goods in the E.E.C.". (1982) 14 Case Western Journal of
International Law, 7. '

{19817 2 Common M.L.R. 44.

11981] Common M.L.R. 44, 66-7. See V. Korah, op. cit. pp. 26-27 c.f.

D. Reimer, "Copyright Law and the Free Movement of Goods", 12 Intern. R.
Ind. Prop. & Copyright Law, 493 (1982). The decision has been strongly
criticised by academic and other writers, not so much in terms of the
interaction of the law but an appreciation of the operation of patent law
and the need to encourage investment.

See V. Koran, Exclusive Licences of Patent and Plant Breeder's Rights
under EEC Law", unpublished paper.

See regulation 67-67 of the Commission 0.J. 25.3.1967 re exemptions from
article 85. ~
316 U.S. 241 (1941).
316 U.S. at p. 250.

See for example, Hopbie v. Jennison 149 U.S. 355 (1893).

(1911) A.C. 336.
(1977) 15 A.L.R. 353.
15 A.L.R. at 366.

A
.E.C. Competition Law"

See N.J. 3yrne, "Exnaustion of Patent Rignhts in E
150.

£ 19771 European Intellectual Property Review,
See Part 3 fn. 21.

See Part C fn. &.
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Appendix A

Selected Provisions from Legislation

Trade Practices Act, 1965

Section 33. Exemptions in respect of agreements.

$.38 In detarmining whether an agreement is an examinable agreement,
regard shall not be had - ...

(f) in the case of an agreement for or in respect of -
(i) a licence granted or to be granted by the proprietor, licensee
or owner of a patent, ... or by a person who has applied for a
patent ... or
(ii) an assignment of a patent, ... or of the right to apply for a
patent ...

to any condition of the licence or assignment relating exclusively to-
(i1i) the invention to which the patent or application for a
patent relates or articles made by the use of that invention; ...

Trade Practices Act 1974 {as amended)

Section 45 Monopolization

s.46.{1) A corporation that is in a position substantially to control a

market for goods or services shall not take advantage of the power in

relation to that market that it has by virtue of being in that position

for the purpose of -

(a) eliminating or substantially damaging a person, being a competitor
in that market or in any other market of the corporation or of a
body corporate related to the corporation; d

{b) praventing the entry of a person into that market or into any
other market; or

{c) deterring or preventing a person from engaging in competitive
conduct in that market or in any other market.
(2) If -
{a) a1 body corporate that is related to a corporation is, or two or

more nodies corporate each of wnich is related to the ane
corporation togetner are, in a position substantially to control a
market for goods or services; or

{b) a corporation, and a body corporate that is, or two or more dodies
corporate each of which is, related to that corporation, together
are in a position substantially to control a market for goods or
services, '

the corporation shall be deemed for the purposes of this section to be in

a position substantially to control that market.

{3) A reference in this section to a corporation or other body
corporate b2ing in a position substantially to control a market for goods
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or services includes a reference to a corporation or other body
corporate, as the case may be, having, by reason of its share of the
market, or its share of the market combined with the availability to it
of technical knowledge, raw materials or capital, the power to determine
the prices, or control the production or distribution, of a substantial
part of tne goods or services in that market.

{4) A reference in this section to substantially contro]11ng a market for
goods or services shall be construed as a reference to substantially
controlling such a market either as a supplier or as an acquirer of goods
ar services in that market.

(5) Without extending by implication the meaning of sub-section (1), a
corporation shall not be taken to contravene that sub-section by reason
only tnat it acquires plant or equioment.

{5) This section does not prevent a corporation from engaging in conduct
that does not constitute a contravention of any of the following
sections, namely, sections 45, 45B, 47 and 50, by reason that an
authorization is in force or by reason of the operation of section 93.

Section 51 Exceptions

$.51{1) In determining whetner a contravention of a provision of this

Part has been committed, regard shall not be had -

i {a) to any act or thing that is, or is of a kind, specifically
authorized or approved by, or by regulations under, an Act otner
than an Act relating to patents ...

s.51(3) A contravention of a provision of this Part other than section 46
or 48 shall not be taken to have been committed by reason of -
' (a) the imposing of, or giving effect to, a condition of -
{i) a licence granted by the proprietor, licensee or owner
of a patent, ... or by a person who has applied for a
patent ...
‘ {ii) an assignment of a patent ... or of the right to apply
‘ for a patent ...
‘ to the extent that the condition relates to -
‘ (iii) the invention to which the patent or application for
i _ a patent relates or articles made by the use of that
‘ invention ...

Patents Act 1952

s.112. {1} 1t is not lawful, in a contract in relation to the sale or

lease of, or 2 licence to use or work, a natented article or patented

nrocess, to insert a condition the effect of which would be -

{a) to pronibit or restrict the purchaser, lessee or licensee from
using an article or class of articles or process, whether patentad

| or not, supplied or owned by a person other than the seller,
lessor or licensor, or his nominee; or

{b) to require the purchaser, lessee or licensee to acquire from the
seller, lessor or licensor, or his nominee, an article or class of
articles not protected by the patent,

and any such condition is void.

(2) Sub-section (1) does not apply if -

(a) . - tne seller, lessor, or licensor proves tnat, at the time the
contract was entered into, the purchaser, lessee or licensee nad
the option of purchasing the article or obtaining a lease or
licence on reasonadle terms without the condition; and
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{(b) the contract entitles the purchaser, lessee or licensee to
relieve nimself of nis liability to observe the condition of
giving the other party 3 months' notice in writing, and on
payment in compensation for that relief -

(i) 1in the case of a purchase - of such sum; or

(ii) 1in the case of a lease or licence - of such rent or

royalty for the residue of the term of the contract,

as is fixed by an arbitrator appointed by tne Minister.

(3) In an action, application or proceeding under this Act, a person
is not estopped from applying for or obtaining relief by reason only
of an admission made by nim as to the reasonableness of the terms
offered to him under paragraph (2){a).

(4) A contract relating to the lease of, or licence to use or work,
a patented article or patented process may at any time after the
patent, or all the patents, by which the article or process was
protected at tne time of the making of the contract has, or have,
ceased to be in force, and notwithstanding anytnhing in the same or in
any other contract to the contrary, be determined by 2ither party on
giving 3 months' notice in writing to the other party.

(5) The insertion by the patentee in a contract of a condition
which, by virtue of this section, is void is available as a defence
to an action for infringement of the patent to whch the contract
relates, brought while that contract is in force.

(5) If the patentee offers to the other parties to a contract in
wnich any such condition is inserted a anew contract from which the
condition is omitted but under which the rights of the parties are
otherwisa identical, then, whether the other parties accept the new
contract in lieu of the existing contract or not, the defence ceases
to be availaonle in respect of the contract, but the patentee is not
entitled to recover damages, or to an account of profits, in respect
of an infringement of the patent committed befora the new contract
nas been so offered.

(7) Wothing in this section -

(a) affects a condition in a contract by which a person is
pronibited fromn salling goods other than those of a particular
person;

{b) validates a contract which, but for this section, would be
invalid;

{c) affects a right »f determining a contract, or a condition in a
contract, exercisadle independently of this section; or

{d) affects a condition in a contract for the lease of, or licence
to use, a patented article, by which the lessor or licensor
reserves the right to supply such new parts of the patanted
article as are required to put or keep it in repair.

J.K. Restrictive Practices Act 1956

Agreements to which Part [ applies

6. - (1) Subject to tne provisions of the two next following
sections, this Part of this Act applies to any agreement detween two
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or more persons carrying on business within tne United Kingdom in the
production or supply of goods, or in the application to goods of any
process of manufacture, whether with or without other parties, being
an agreement under which restrictions are accepted by two or more
parties in respect of the following matters, that is to say:-

{a) the prices to be charged, quoted or paid for goods supplied,

offered or acquired, or for the application of any process of

manufacture to goods;

[(aa) the prices to be recommended or suggested as the prices to

be charged or quoted in respect of the resale of goods supplied]

(added by Fair Trading Act 1973, section 35)

{b) the terms or conditions on or subject to which goods are to

be supplied or acquired or any such process is to be applied to

oods;

%c) the quantities or descriptions of gJoods to be produced,

supplied or acquired;

(d) the processes of manufacture to be applied to any goods, or
- the quantities or descriptions of goods to which any such

process is to be applied; or

(e) tne persons or classes of persons to, for or from whom, or

the areas or places in or from which, goods are to be supplied

or acquired, or any such process applied.

Restrictions to be disregarded

Excepted agreements

8. - (4) This Part of this Act does not apply to any licence
granted Dy the proprietor or any licensee of a natent or registered
design, or by a person who has applied for a patent or for tne
registration of a design, to any assignment of a patent or registered
design, or of the right to apply for a patent or for the registration
of a design, or to any agreement for such a licence or assignment,
being a licence, assignment or agreement under which no such
restrictions as are described in sudsection (1) of section six of
this Act are acceptad excent in respect of -

(a) the invention to which the patent or application for a patent
relates, or articles made by the use of that invention; or

(b) articles in respect of which the design is or is proposed to de
registered and to which it is applied,

as the case may be.

European £conomic Community

Treaty of Rome
Article 35

1. The following shall be pronibited as incompatible with the common
market: all agreements between undertakings, decisions by
associations of undertakings and concertad practices which may affect

trade between Member States and which have as their object or effect
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the prevention, restriction or distortion of competition within the

common market, and in particular those which:

{a) directly or indirectly fix purchase or selling prices or any
other trading conditions;

(b) 1imit or control production, markets, technical development,
or investment;

(c) share markets or sources of supply;

(d) apply dissimilar conditions to equivalent transactions with
other trading parties, thereby placing them at a competitive
disadvantage;

(e) make the conclusion of contracts subject to acceptance by
the other parties of supplementary obligations which, by their
nature or according to commercial usage, have no connection with
the subject of such contracts.

2. Any agreements or decisions pronibited pursuant to this Article
shall be automatically void.

3. The provisions of paragraph 1 may, however, be declared
inapplicable in the case of:

- any agreement or category of agreements between undertakings;
- any decision or category of decisions by associations of
undertakings;

- any concerted practice or category of concerted practices;
which contributed to improving the production or distribution of
goods or to promoting technical or economic progress, while
allowing consumers a2 fair snare of the resulting benefit, and
whicn does not:

(a) impose on the undertakings concerned restrictions which are
not indispensable to the attainment of these objectives;

(b) afford such undertakings tne possibility of eliminating
competition in respect of a substantial part of the products in
question. .

Article 85

Any abuse by one or more undertakings of 1 dominant position witnin
the common markat or in a substantial part of it shall be prohibited
as incompatible with the common market in so far as it may affect
trade petween Member States. Such abusa may, in particular, consist

in:

(a) directly or indirectly imposing unfair purchase or selling
prices or other unfair trading conditions;

{b) Timiting production, markets or tachnical development to the
prejudice of consumers;

{c) applying dissimilar conditions to equivalent transactions
#1th other trading parties, thereby placing them at a
competitive disadvantage;

t (d) making the conclusion of contracts subject to acceptance by

the other parties of supplementary obligations which, by tneir
nature or according to commercial usage, have no connection with
the subject of such contracts.
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U.S.A,

The Snerman Act 1890 (as amended)

Section 1. Every contract, combination in the form of trust or
otherwise, or conspiracy, in restraint of trade or commerce among tne
several States, or with foreign nations, is declared to be illegal:
... Every person who shall make any contract or engage in any
combination or conspiracy nereby declared to be illegal, shall bde
deemed guilty of a misdemeanor, and, on conviction thereof, shall be
punished by fine not excezeding fifty thousand dollars, or by
imprisonment not exceeding one year, or by both said punishments, in
the discretion of the court.

Section 2. Every person who shall monopolize, or attempt to
monopolize, or combine or conspire with any other person or persons,
to monopolize any part of the trade or commerce among the several
States, or with foreign nations, shall be deemed quilty of a
misdemeanour, and, on conviction thereof, shall be punished by fine
not exceeding fifty thousand dollars, or by imprisonment not
exceeding one year, or by both said punishments, in the discretion of
the court.

The Clayton Act 1914 (as amended)

Section 3. That it shall be unla«ful for any person engaged in
commerce, in the course of such commerce, to lease or make a sale or
contract for sale of goods, wares, merchandise, machinery, supplies
or other commodities, whether patentad or unpatented, for use,
consumption ar resale within the United States ... , or fix a price
charged tnerefor, or discount from or rebate upon, such price, on the
condition, agreement or understanding that the lessee or purchaser
therof shall not use or deal in the goods, wares, merchandise,
machinery, supplies, or other commodities of a competitor or
competitors of tihe lessor or seller, whare the effect of such lease,
sale, or contract for sale or such condition, agreement or
understanding may be to substantially lessen competition or tend to
create a monopoly in any line of commerce.
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Appendix B

Proposals and Developments on the Antitrust/Patent Interface

1. Tne "Decline of the Nine No-Nos" - New U.S. Government Policy Initiatives

The U.S. developments were contained in a speech presented by Mr. R.B.
Anagewelt of tne U.S. Department of Justice. The speech has been presented and

reviewed in a number of seminars etc. in both the U.S. and Europe:

PATENT LICENSING AND THE ANTITRUST.LAWS --

THE VIEW FROM THE DEPARTMENT OF JUSTICE

Tnere are rio short cuts to assessing the lawfulness of any partﬁcular
patent license under the antitrust laws. The per se legal and the per se
ilTegal approaches that nave been proposed each misinterpret the proper
interface between the patent laws and the antitrust laws. A patent license
should pe evaluated under the antitrust laws in mucn the same way as any
license or agreement in a nonpatent context, its lawfulness will depend upon

its likely competitive effects.
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I. The Per Se Illegal Approach -- The Nine No No's of Patent Licensing
Enunciated by Representatives of tne Antitrust Division During the
Mid-1970's

r A. The No No's

} 1. Requiring a Ticensee to purchase unpatented materials

from the licensor (tying). See, e.g., International Sait Co. v. United

States, 332 U.S. 392 (1947).

| 2. Requiring a licensee to-assign to the patentee patents

issued to the licensee after the licensing arrangement is executed. See,

2.9., Transparent-Wrap Machine Corp. v. Stokes & Smith Co., 329 U.S. 637, 648
(1947).
3. Restricting a purchaser of the patent product in the

resale of that product. See, e.g., United States v. Glaxo Group Ltd. 410 U.S.

52 (1973).

i 4, Restricting the licensee's freedom to deal in products

or ervices not within the scope of the patent.

5. Agreeing with the licensee that the patentee will not
grant furtner Ticenses without tne Ticensee’s consent. 'See, .g., United

States v. Kresnov, 143 F. Supp. 184 (E.D. Pa. 1956), aff'd per curiam, 355

U.S. 5 (1957).

{ 6. Licensing a group of patents as a single package. See,

e.g. Zenith Raaio Corp. v. Hazeltine Research, Inc., 395 U.S. 100 (1969).
J 7. Obligating the licensees to pay royalties in an amount
not reasonably related to the licensee's sales of products covered by the

patents, See, e.g., Automatic Radio Mfg. Co. v. Hazeltine Research Inc., 399

U.S. 827 (1950).
|
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8. Placing restrictions on the licensee's sales of products

made by use of a patented process. See, e.g., United States v,

Studiengesellschaft Konle m.b.H., 426 F. Supp. 143 (D.D.C. 1976).

9. Specifying a minimum price with respect to the -

Ticensee's sale of the licensed products.  See, e.g. United States v. General

Electric Co.J 272 U.S. 476 (1926); United States v. Line Material Co., 333

U.S. 287 (1947).

B. Possible Rationales for the Nine No No's

1.° The patent laws are irreconcilable with the procompetitive
policies behind the antitrust laws and, therefore, the patentee must be
limited wnerever possiple in its exploitation of tne patent.

2. Licenses that contain any of the nine restrictions are
necessarily anticompetitive and, therefore, the licenses should be classified

as per se illegal.

C. Fallacies in the Nine No No Approach

1. Tnere is no inherent irreconcilability between the antitrust

and.patent Taws. The patent grant does not necessarily restrict any
competition. - The patent grant increases existing incentives to develop new
products and processes and thereby brings products to the marketplace that
would not otnerwise have reached the marketplace as quickly. It thereby has

the procompetitive effect of producing new choices for consumers.

2. A per se illegal approach is adopted only after the courts have

seen a sufficient number of cases to determine that the particular
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restraint involved has a pernicious effect on competition and lacks any

redeeming virtue. See Northern Pacific Railway Co. v. United States, 356 U.S.

1 (1958). No such determination can be made here. A patent license restraint
that contains one or more of the Nine No No restrictions is not necessarily
anticompetitive in all factug] settings and, in fact, can possib]ybbe
procompetitive in certain situations. Therefore, patent license restraints as
otner alleged restraints of trade must be analyzed under the rule of reason.

See, e.g., National Society of Professional Engineers v. United States 435

U.S. 679 (1978). There is a similarity between the Division's change in its
position on the Nine No No's and the Supreme Court's reversal in Continental

T.V. Inc. v. GTE Sylvania Inc., 433 U.S. 36 (1977) of its prior decision in

United States v. Arnold Scnwinn & Co., 388 U.S. 365 (1967). In GTE Sylvania

the Supreme Court noted “Per se rules of illegality are appropriate only when

they relate to conauct that is manifestly anticompetitive."

\

D. Case Law Resulting from Government Suits in the 1970's

1. United States v. Glaxo, supra. Relying upon Schwinn, supora,

the Court found per se illegal post sale bulk resale restraints contained in a
license under a patent covering a pharmaceutical.

2. United States v. Ciba-Geigy, 508 F. Supp. 1118 (D.N.J. 1976).

The Court founa the post-sale resale restraints per se illegal but tne
restraints on bulk sales in manufacturing licenses to be lawful because such a
restraint on competition "inneres in the patent monopoly".

3. United States v. Westinghouse, 471 F. Supp. 532 (1978) 648 F.2d

642 (9th Cir. 1981). The offending patentee must seek to do more than enjoy
the limited monopoly granted by the patent laws. "The right to license that

patent exclusively or otherwise, or to refuse to license at all js the

untrammelled right of the patentee."
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United States v. Studiengesellschaft Konhle m.b.H., 426 F. Supp.

143 (D.D.C. 1976); 1981-2 Trade Cas. Y64, 394 CADC 1981. The Court of Appeal

overruled the district court's finding of an antitrust violation. The patent

license in question granted an exclusive right to sell the unpatented product

produced by the patented process. The court of appeals found the restraint

unlawful because it was less anticompetitive than the grant to the licensee of

an exclusive license, which the court suggested that the patentee could have

1
lawfully been granted.

II.

A.

The p

The Per Se Legal Approach -- the Concept
that So Long as the License Directly
Relates Only to Rights under tne Patent,
that it is Necessarily Lawful under the
Antitrust Laws.

Possible Rationale for the Per Se Legal
Approacn

atent laws permit the licensing of rights under patents and

tnerefore a license which by its terms relates only to tne patented subject

matter must be permitted.

Fallacy in tne Per Se Lawful Approacn --
the Patent Laws Do Not Create an Express or
Implied Immunity from Traditional Antitrust
Analysis.

1. The Patent Laws Contain No Express
Immunity from the Antitrust Law.

"A nistorical ana literal reading of the statute points o the

conclusion that section {261] does not really apply at all to patent

licenses". Moraine Products v. ICI America Inc., 538 F.2d 134 (7th Cir.

1976).

2. Patent Licenses Should Not Be Impliedly
Immune From Antitrust Scrutiny.

|
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a. Immunity from the antitrust laws is implied only if
necessary to make the act work and then only to the minimum

extent possible, Silver v. United States, 373 U.S. 341, 357

(1963); United States v. Borden 308 U.S. 188, 199 (1939).

D. Immunity is not necessary to make the patent
statutes work.
(1) Subjecting patent licenses to antitrust scrutiny would
further the policies of the patent statutes described in

Kewanee 0il Co. v. Bicron Corp., 416 U.S. 470 (1974).

(i) Application of the antitrust laws would in
certain circumstances create an incentive for
inventors to allocate funds towards discovery and

development of inventions. See United States v.

Line Material Co., 333 U.S. 287, 311, 319 (1947).

(ii) Application of the antitrust laws would not
adversely affect disclosure of inventions and would
assure that the public can exploit the invention

after the patent expires. See Brulotte v. Thys

Co., 379 U.S. 29, 32-33 (1964).

(ii1) Application of tne antitrust laws will in
certain circumstances encourage contesting patent
validity and thereby help assure that subject

matter in the public domain. See Lear v. Adkins,

395 U.S. 653, 656, 665-74, United States v. Line

Material Co., supra, 333 U.S. at 319

3. Immunity could Frustrate the Policies
of the Antitrust Laws
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Patent licenses potentially can nave far greater
anticompetitive effects than the grant of the right to exclude

itself. Licenses can create a lack of competition among firms that
would otherwise be competitors or potential competitors. Patent
licenses can (a) promote concentration or inhibit deconcentration; (b)
discourage sale of goods that compete with patent goods; (c)
discburage R & D aimed at competitive products; (d) discourage attacks

on patent validity.

c. Case law Supports the Argument that the Patent
Laws Provide No Broad Immunity from Antitrust
Scrutiny for Patent Licences

1. Tne General Electric and General Talking
Pictures Decisions

a. United States v. General Electric Co., 272 U.S. 476

(1926). Price fixing restraint is lawful because it is reasonably
adapted to "secure pecuniary reward for the patentee®.

| 0. General Talking Pictures Corp. v. Western Electric

Co., 304 U.S. 127 (1938) did not involve an antitrust claim. However,

in evaluating infringement the Court states:

Unquestionably, the owner of a patent may grant
licenses to manufacture, use, or sell upon
conditions not inconsistent with the scope of
the monopoly. [Citing United States v. General
Zlectric Co., supra.]

2. Post General Talking Pictures Supreme Court decisions

demonstrate that GE and GTP do not create any broad immunity from
scruiiny under the antitrust laws. Rather, courts have looked to the
competitive effects of the patent license.

a. United States v. Masonite, 316 U.S. 265, 280 (1942).

Since patents are privileges restrictive of a
free economy, the rights which Congress has

attached to them must be strictly construed so
as not to derogate from the general law beyond




-119-

the necessary requirements of the patent statute

. So far as the Sherman Act is concerned, the
result must turn ... on the significance of the
business practices in terms of restraint of
trade.

{ In Masonite the Court distinguishes GE because "the purpose and effect
of the {GE] marketing plan was to secure to the patentee only a reward for his
invention". Id. at 280, emphasis added. In Masonite the effect of thé
agreement was also to create a "powerful inducement to abandon competition®.
Id. at 281. A patentee can secure a reward for its invention but cannot at
the same time “"secure protection from competition which the patent law unaided
by restrictive agreement does not afford". Id. at 278-9. Pecuniary reward to
the patentee is only a "secondary" policy of the patent statute; the progress
of science and the useful arts is its "main object". Id. at 278. The Court
rejected the notion that the patentee has an "inherent" right to license é
patent’ in an anticompetitive manner, noting "it will not do to say that since V
the patentee has the power to refuse a license, he has the lesser power to

license on his own conditions." Id at 277.

b. United States v. U.S. Gypsum, 333 U.S. 364 (1948).

The GE decision provides "no cloak" for patent licenses which “collide
with the Snerman Act's protection of the punlic from evil
consequences”.

¢. United States v. Line Material Co., 333 U.S. 287

(1943). The Court faced the price restraint in the patent cross
license violative of the antitrust laws. Four concurring Justices
would overrule GE:

The patent statutes do not sanction price-fixing
combinations. Tney are indeed wholly silent
about combinations. So far as relevant here,
all they grant, as already noted, is the
‘exclusive right to make, use, and vend the
invention or discovery.' Rev. Stat. §4884, 35
U.S.C. $40, 35 U.S.C.A, §40. There is no grant
of power to combine with others to fix the price
of patented products. Since the patent statutes

! are silent on the subject, it would seem that
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the validity of price-fixing compinations in
this field would be governed by general law. .
. The patentee creates [by including a price
fix provision in the patent license] a powerful
inducement for the abandonment of competition,
for the cessation of litigation concerning the
validity of patents, for the acceptance of
patent no matter how dubious, for the
abandonment of research in the development of
competing patents. '

Id. at 319.

2. European Initiatives

Proposal for a Commission Regulation on the application of Article 85(3) of
the Treaty to certain categories of patent licensing agreements. [Published in
0.J. €58/12)

Tne Commission of The European Communities

Having regard to the Treaty establishing the European Economic Community, and
in particular Articles 87 and 155 thereof,

Having regard to Council Regulation No. 19/65/EEC of 2 March, 1965 on the
application of Article 85(3) of the Treaty to certain categories of agreements

and concerted practices,]

After consulting the Advisory Committee on Restrictive Practices and Dominant

Positions in accordance with Article 6 of Regulation No. 19/65/EEC,

Whereas:
Under Regulation No. 19/65/EEC the Commission has the power to apply Article
85(3) of the Treaty by Regulation to certain categories of bilateral

agreements and concerted practices falling within the scope of Article 85(1)

which includé restrictions imposed in relation to the acquisition or use of
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industrial property rignts, in particular patents, utility models, designs or
trade marks, or to the rignts arising out of contracts for assignment of, or
the right to use, a method of manufacture or knowledge relating to the use or

application of industrial processes.

From tne experience so far gained on the basis of individual
decisions, it is possible to define a category of agreements which can be
accepted as generally satisfying the tests of Article 85(3).

|

J Since such a Regu]ation is without prejudice to the‘application of
Council Regulation No. 17,2 undertakings will still have the right to apb]y
in individual cases for negative clearance under Article 2 of Regulation No.
17 or a declaration under Article 85(3) of the Treaty.

\

Patent Ticensing agreements of the category defined in Articles 1, 2
and 3 of this Regulation may fall within the scope of the prohibition in
Article 85(1). Patent licensing agreements to wnich undertakings in a single
“demper State only are party and which cdncern patents in that State only are
also covered by this Regulation to tne extent tﬁat they may affect trade

petw~een Memper >tates.

| It is not necessary expressly to exclude from the category as defined
those agreements that do not fall within the circumstances envisaged in
Article 85(1) of tne Treaty. Certainty as to the law for the parties
concerned is better served if Articles 1 and 2 of the Regulation list all
those obligations whose anti-competitive effect may be disputed. This is true
in particular for exclusivity and export prohibitions, definitive appraisal of

wnich by tne Court of Justice of the European Communities under Article 85(1)

is not prejudged by this Regulation. The Commission considers that since the
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end of the transitional period at the latest, export bans in intra-Community
trade have been incompatible with the removal of barriers to trade, the free

movement of goods and tne unity of the common market.

Patent licensing agreements of the category defined in Articles 1 and
2 of this Regulation contribute in general to improving the production of
goods and to‘promoting tecnnical progress, since they usually increase the
numper of préduction facilities and the quantity of goods in gquestion produced
in the common market and make it possible for undertakings other than the
patentee to manufacture goods using the latest techniques‘and to develop thesé
techniques further; the availability of such licences makes patentees more

willing to grant them and makes it easier for other undertakings to decide to

run thne risks involved in investing capital in the manufacture, use or

distribution of a new product or tne use of a new process.v
This expansion of production at an improved level of technology
represents a benefit in which consumers share as a rule, given the increase in

the quantity and quality of goods available.

It must also be ensured that patent licensing agreements contain no

restrictions that are not indispensable to the attainment of these objectives
ana do not afford the possibility of eliminating competition in respect of a

substantial part of the products in gquestion.

These conditions are satisfied as a rule even in the case of exclusive
licences for the whole common market, since cases are rare in which a dominant
position is founded on the legal monopoly arising from a patent, and in such

cases it is exceptional for a patentee to grant exclusive licences. Where
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such a case arises, and it is found that the patent licensing agreement nas
led to the elimination of competition in respect of a substantial part of the
products in gquestion, the Commission will apply Article 7 of Regulation No.

19/65/EEC.

} Tne territorial protection that arises from exclusive sales rights and
related export bans can only be allowed if it is requisite for ensuring the
expansion of technical progress. Tne Commission accepts that this protection
is necessary for the majority of undertakings as a determining factor to
facilitate decisions on investments relating to the development and marketing
of new technologies. For undertakings with very high turnovers, this
protection would not, on the other hand, seem appropriate having regard to
their extensive financial resources {(Articles 1(2)(a)). The turnover limit
set in the Regulation will ensure that most independent undertakings in the
Community that grant or take lTicences will be able to qualify for the
exemption. But the exemption will not De available for a number of firms
which have particularly large financial resources and which, moreover, hold
the bulk of the patents in force in the common market. Subject to this
restriction, territorial protection may be allowed for the full duration of
all patents extant at tne time of the licensing agreement (Article 1(2)(b)).
Further, the protection can be conceded only for products in which
intermediate trade is possiole (Article 1(2)(c)). Lastly, the Regulation
assumes that the licensee nimself undertakes investment for the manufacture of

‘the Tlicensed product {Article 1(2)(d)).

It, therefore, does not apply to mere sales licences, which are
subject to the provisions of Commission Regulation No. 67/67/EEC on the

application of Article 85(3) of the Treaty to certain categories of exclusive

dealing agreements.
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The obligations Tisted in Article 2 are as a rule unobjectionable from
the competition law aspect. So far as they fall within the scope of Article
85(1), they should be exempted even where they are undertaken otherwise than

in conjunction with one or more of the restrictions exempted by Article 1.

The Regulation must specify what obligations in restraint of
competition may be contained in a patent licensing agreement. It may be left
to the contracting parties to decide which of these obligations they
specifically include in the patent licensing agreements so as best to achieve

the desired advantages.

It if appropriate to extend tnis Regulation to patent licensing
agreements cbntaining‘ancillary provisions concerning the assignment or the
rignt of use of secret manufacturing processes or know-how relating to tne use
or application of industrial technoleYs as in practice patent licensing
agreements witn such ancillary provisions are very frequent. Similarly, it is
desirable to include ancillary provisions on trade marks in the scope of the
Regulation. It snould, in tnis case, 2e ensured that trade mark licenses
cannot be used £0 extena the sffects of the patent licence beyond the life of
tne patent.)

Tne Legulation must also determine the restrictions or clauses which
may not be included in patent licensing agreements to which it applies. The
restrictions, clauses or measures listed in Article 3 of tnis Regulation, to
the extent that they apply to, or nave effects within, the common market, do

not, as a rule, lead to the benefits required by Article 85(3) of the Treaty.

They cannot therefore be exempted from the prohibition in Article 85(1) by

means of a Regulation. These clauses include firstly obligations which allow
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-

the patent to be formally upheld even when tnere is uncertainty as to whether
the invention is patentable (Article 3(1) and (4)(b)). The same applies to
agreements to extend tne effects of the patent either beyond its expiry
(Artﬁcle 3{2), (4)(c) and (5)), if necessary by using trade marks or similar
rights (Article 3{9)), or to cover matters beyond its scope in the product
field (Article 3(4)(a), (7), (8) and (14)) or geographically (Article 3(13)).
An obligation on the part of the licensee to assign to the licensor all rights
to or arising from his own inventions (Article 3(12)) is also an unjustified
extension of tne patent to matters beyond its scope. These clauses must also
include obligations on the part of the licensee designed to give the licensor
the same protection for secret «now-how as for a patent, even though it is the
objective of patent law only to grant such protection if the relevant
invention has been made public in the patent application and. the state of the
art has thus been advanced (Article 3(10) and (11)). The same applies to an
obligation on the part of the licensee to pay licence fees for secret know-how
even after it nas entered into the public domain (Article 3(4)(d))}, since the
licensee is thereby placed at a disadvanfage in relation to competitors. The
list of unjustified restrictions must also include the ban on competition
(Article 3(3)), since this makes research by either or both parties,
particularily in fields parallel to the licensed patent, unilawful or
economically unattractive and thus frustrates possible contributions to

tecnnical progress.

i Since the Commission considers that control over the marketing of a
licensed product within the common mafket is not a matter that reiates to the
existence of the patent, and since such control can be exercised indirectly by
setting a maximum to the guantity of products the licensee may manufacture or

market or to the number of operations for which he may employ the patent, the

benefit of this Regulation is for this reason alone not available for such an

obligation (Article 3(8)).
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the obligation not to exploit the patent after expiry of the
agreement, where the patent is still in force;

the obligation to refrain from granting sub-licences or assigning the
licence to a third party;

the obligation to mark the patented product or product manufactured
using a patented process with an indication of the patentee's name,
the patent or the licensing agreement;

the obligation not to divulge secret manufacturing processes or secret
know-how relating to the use or application of industrial technology; |
the licensee may also be bound by’this obligation after the agreement
has expired;

fhe obligation:

(a) to inform the licensor of infringements of the patent;

(b) to take legal action against an infringer;

(c) to assist the licensor in any action against an infringer,
provided that this obligation is without prejudice to the licensee's
right to challenge the validity of the licensed patent;

the obligation to respect the licensor's specifications concerning the
minimum quality of the patented product or of the product manufactured
using a patented process and to ailow the licensor to carry out
appropriate checks.

the obligation to pass on to the licensor any experience gained in
working the invention and to grant pack licences in respect of
inventions relating to improvements and new applications of the
original invention provided that this obligation is non-exclusive and
the licensor is bound by a like obligation;

the obligation on the part of the licensor to grant the licensee any

more favourable terms that may be granted to another licensee during

the life of the agreement.
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2. The exemption granted in Article 1(1) shall apply also to the
obligations listed in paragraph 1 of this Article, so far as they fall within
the scope of Articie 85(1) of the Treaty, even if they are undertaken
otherwise than in conjunction with one or more of the restrictions of

competition exempted by Article 1.
|
‘ Article 3
|

| Article 1 shall not apply if the agreement contains one or more of the

following provisions or if one or both of the parties thereto take one or more

of the following measures:

|
(1) { the obligation on the part of the licensee to refrain from challienging
‘ the validity of the licensed patent or other exclusive rights of the
licensor or of any undertaking that has economic connections with the
| licensor; impeding such a cnallenge shall be treated as equivalent to
|  pronipiting it. This is without prejudice to any right of tne
J licensor to terminate the licensing agreement in the event of such a

challenge;

(2) without prejudice to the second sentence of subparagraph 10 of this
} Article, an agreement that the duration of the licensing agreement
1 should extend beyona the expiry of the most recent patent existing at
[ the time when the agreement is entered into, unless each party has at

least the yearly right after such expiry to terminate the agreement.

(3) ¢ without prejudice to Article 1(1) to (4), a restriction on the

licensor or the licensee against competing with the other party, with

undertakings that have economic connections with the other party or
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with other licensees in respect of research and development,

manufacture, use or sales;

the obligation on the part of the licensee to pay royalties:

(a)

(b)

(c)
(d)

on products covered neither wholly nor partly by the patent, or

manuf actured neither wholly nor partly by the patented process

or by means of manufacturing processes or other know-how

communicated under the licence;

despite the fact that the licensed patent has ceased to be in
force;

after expiry of the last licensed patent;

after manufacturing processes or other know-how communicated
under the licence have entered into the public domain, unless
entry into the public domain is attributable to some default on
the part of the licensee, or of an undertaking that has

economic connections with nim,

without prejudice to any right of the licensor to receive

appropriately reduced royalties wnere the licensing agreement

continues in respect of patents or parts of patents that remain in

force or of manufacturing processes or other know-how that nave not

entered into the public domain;

the obligation on the part of the licensee to continue after tne

patent has expired or ceased to be in force to pay the full royalties

stipulated by the licence for the use of a patent and a trade mark;

restrictions on the maximum guantity of products to be manufactured or

marketed by the licensee or on the maximum number of operations

employing the patent;

|
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restrictions on one or both parties concerning prices, price
components or rebates, or recommendations from one party to the other

concerning any of such matters.

without préjudice to Article 1 (1) to (4), restrictions on one or both
parties. as to uses of the licensed products going beyond the patent
claims, particularly as regards the way in which and the customers to

whom the products are to be sold;

a clause pronibiting the licensee from using his own trade mark or
business name or a specified get-up; this is without prejudice to
Article 2(1)(4) and to any obligation on the part of the licensee to
make such use of the licensor's trade mark as is necessary to preserve

its validity;

a clause pronisiting the licensee from using after the expiry of the
agreement secret manufacturing processes or other secret know-how

communicated by the licensor; this is without prejudice to any right
of the licensor to require payments for the use of such processes or

Know-now for an appropriate period, even after the expiry of the

agreement, but subject to paragraph 4(d) of this Article;

a.restriction on the licensee against using secret manufacturing

processes or other secret know-how communicated by the licensor except
for specified purposes; without prejudice to any right of the licensor
to require payments at an appropriately higher rate for any use by the
licensee not covered by the agreement and not protected by patents of

the licensor;
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(12) the obligation on the part of the licensee to assign to the licensor
rights in or rights to patents for improvements'or new applications of

the licensed patent;

(13) any impediment in the way of manufacture, use, or sale of the licensed
products in areas of the common market wnere neither the licensor nor -
an undertaking naving economic connections with him holds a

corresponding patent;

(14) the Ticensor makes the granting of a licence for one or more patents
dependent on the licensee's acceptance of other licences unwanted by

tne latter.

Article 4

Where disputes as to the interpretation or operation of one of tne
provisions or measures listed in Articles 1 and 3 are settled by arbitration,
"the contracting parties are required to communicate the terms of tne award

forthwith to the.Commission, together with the licensing agreement.

Article 5

Tnis Regulation shall not apply to:

1. patent pools;

2. patent licensing agreements between competing firms that hold
interests in a joint venture or between one of them and the joint
venture, if theé licensing agreement relates to the activities of the

joint venture;
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3. ( without prejudice to Article 2(1)(8), agreements under which the
parties grant each other rights on a reciprocal basis in relation to
patents, trade marks or the communication of secret manufacturing
processes or other secret know-how, even where separate agreements are
involved; this shall also apply where one party is granted

distridbution rights over unprotected products.

4. licensing agreements relating to plant breeding.
r
‘ Article 6
1. As regards agreements existing on 13 March, 1962 and notified before 1

February, 1963, the declaration of inapplicability of Article 85(1) of the
Treaty contained in this Regulation shall apply retrospectively from the time

at whicn the conditions for application of this Regulation were fulfilled.

2. As regards all other agreements notified before this Regulation
éntered into Force, the declaration of inapplicapnility of Article 85 (1) of
the Treaty contained in this Regulation snall apply retrospectively from tne
time at which the conditions for application of this Regulation were

fulfilled, or from the date of notification, whicnever is the later.
Article 7
| As regards agreements which were in existence on 13 March, 1962

notified before 1 February, 1963 and amended before [ 1 April, 1980] so as to

fulfill the conditions for application of this Regulation, the prohibition in
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Article 85(1) of the Treaty shall not apply in respect of the period priorvto
the amendment where such amendment is communicated to the Commission before [1
May, 1980]. The communication shall take effect from the time of its receipt
kby'the Commission. Where the communication is sent by registered post, it
sﬁa]] take effect from the date on the postmark of the place of dispatch.
C

Article 8

As rLgards agreements to which Article 85 of the Treaty applies as a
result of the accession of the United Kingdom, Ireland and Denmark, Articles 6
and 7 shall apply subject to the proviso that the relevant dates shall be 1
January, 1973 instead of 13 March, 1962 and 1 July, 1973 instead of 1

February, 1963.

Am‘kle 9

The Commission shall examine whether Article 7 of Regulation No.

19/65/EEC is applicable in any individual case, in particular where:

1. it appears likely that the patented products or products manufactured
by the patented process nave no competition within the licensed
territory Trom products considered by consumers to be similar by
reason of théir characteristics, use and price.

| :

2. " the licensor does not have the right to terminate exclusivity of
manufacture or use (Article 1(1)(1) within five years from tne date
when the agreéement was entered into and at least yearly thereafter,

should the licensee have failed to exploit a patent or have done so

inadequately;
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the licensee does not have the right to terminate his obligation to-
pay a minimum royalty, or to produce a minimum quantity‘of products or
to carry out a minimum number of operations {Article 1 (1) (6)) within
five years from the date when the agreement was entered into and at
least yearly thereafter, subject to his giving up any exclusivity he

may have;

without prejudice to Article 1{1)(5), either the licensor or the
licensee is hindered from procuring supplies of certain products or
services for the exploitation of the.invention from anywhere in the

common market;

Article 4 is infringed or an arbitration award communicated under that

Article does not state the reasons on wnhich it is based.
Article 10.

This Regulation sna]lAapply to:

patent applications;

utility models;

applications for registration of utility models;

‘certificats d'utilité and certificats d'addition' under French law;

and
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(e) applications for ‘certificats d'utilité and certificats d'addition®

under french law;

in the same way as it applies to patents,

2. This Regulation shall also apply to patent licensing agreements where

|
. . N » . L

the licensor is not the patentee but is authorized by the patentee to

grant licences.
Article 11

For Lhe purposes of this Regulation, two undertakings shall be deemed
to have economic connections where one of them is in a position to exert a
decisive influence on the other, directly or indirectly, with regard to the
exploitation of a patent, or where a third undertaking is in a position to

exercise such an influence on both of them.

Article 12

|

This Regulation snall apply to assignments of a patent or of a right

to a patent wnere the sum payaole in consideration of the assignment is
dependent upon the turnover attained by the assignee in respect of the
patented products or on the quantity of such products manufactured or on the

number of operations carried out employing the patented invention.

ArtiL]e 13

|

This Regulation shall enter into force on {1 January, 1980].
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Thié Regulation shall be binding in its entirety'and directly

applicable in all Member States.

Notes

0J No 36, 6. 3. 1965, p. 533/65.

0J No 13, 21. 2. 1962, p. 204/62.

0J No 57, 25. 3. 1967, p. 849/67

Convention for the European Patent for the common market
(Community Patent Convention) of 15 December, 1975 (0J No L 17,
26. 1. 1976).

Convention on the Grant of European Patents of 5 October, 1973.
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