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• THE WHITE HOUSE 

.WASHINGTON 

July 27, 1983 

MEMORA.!.~DUM FOR EDWIN L. HARPER 
ROGER B. PORTU 

FROM: LEHMANN K. L I(S(J 

SUBJECT: Agency Comments on Justice Draft Bill: 
National · Innovation and P~oductivity Act 

0MB Legislative Reference has received agency comments 
on the Justice/Commerce antitrust reform bill. The comments 
are attached for your information. In general, their 
comments fall into . two major categories: 

1. Irnmuni ty from all private suits. CEA ·. and NSF have 
serious reservations about the lack of private actions 
against those joint R&D ventures that are disclosed 
to the Attorney General and FTC. The immunity provision 
denies private parties any means of redress if the 
government did not take· an action . 

. 
2. Treble damages. Treasury argues that while treble 

damages may be excessive, actual damages alone 
eliminates virtually all of the deterrents against 
antitrust violations. "The situation would be roughly 
analogous to informing bank robbers they would only 
have to return the money if they were caught." 

The Small Business Administration unequivocally opposes 
the bill because the suggested changes would adversely affect 
the interests of small business and further the image that 
the Administration is pro-big business. SBA argues that 
the antitrust laws have not really served as a deterrent 
to joint R&D ventures, the threat of treble damages is not 
substantial given the decline in treble damage awards, and 
changing the standard of violating intellectual pro~erty 
licensing from per se to a "rule of reason" analysis would 
discourage small . businesses from bringing legitimate suits. 

Justice is supposed to respond to these changes to 
0MB by the end of today. If Justice incorporates these 
changes, the entire legislative package can be ready by 
next week. If not, it may take much longer to negotiate 
the differences. 

Attachments 
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TO: 

EXECUTIVE OFFICE OF THE PRESIDENT . , . . . 

OFFICE OF MANAGEMENT AND BUDGET 

WAStllNGTON, D.C. 2.0503 

July 22, 1983 

LEGISLATIVE REFERRAL MEMORANDUM 

Legislative Liaison Officer 

Department of Justice 

SUBJECT:NSF, DOT, CEA, SBA, and Treasury comments on Justice 
draft bill/National Innovation and Productivity Act 
of 1983 

The Office of Management ano Buoget requests the views of your 
agency on the above subject before advising on its relationship 
to the program of the ?resident, in accordance with 0MB Circular 
J..-19. 

A re~ponse to this request for your views is needed no later than 
C.O.B. WEDNESDAY, JULY 27, 1983. 

QuestioDs should b~ referred to 
the legislative analyst in this 

Enclosures 
cc: Adrian Curtis 

John Cooney 

/ 
Karen Wilson 

l,L"ehrnan Li 
Kate Newman 
Mike Uhlmann 

Mike Horowitz 
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~r. Ja~es M. Frey 
Assistant Director for Legislative Reference 
Office of Management and Budget 
Roo::: 7202, KEOE 
Washin;ton, DC 20503 

· J_u l y l 8 , l 9 8 3 

Subject: Revised Justice draft bill/A~ends Antitrust Law -- Legislative 
Referral Memorandum dated July 8, 1983 

Dear Mr. Frey: 

l~s .,:e told you in our June 15, 1983, com::ents on S. 737 and H.R. 1952, the 
"Jcint Research and Development Ve:itur-es Act of 1983", the 1·:atio:ial Science 
Foundation supports prompt enactment of a measure that would reduce the 
inhibition of joint research and development ventures by the antitrust laws 
and b~lieves that the Department . of Justice's proposal (titles II, III, and 
I"\' of this draft bill) should be the Adoinistratio:i's first choice. l·le 
reco:;.□ enc., the.re::ore, that Jus ti-ce' s c.lraf t bill be quickly for~arded to 
C~n£ress and assigned a high priority by the Adninistration. 

Rather than repeat our earlier eAplanation of the need for an antitrust-R&D 
ceasure, ~e arc attaching a copy of our June. 15, 1983, letter. 

~e have one concern about the treatment of joint research and de✓elopment 
ventures in the draft.bill: it might be too favorable. Title II removes all 
private rights of action under the antitrust laws for disclosed ventures. 
Leaving private parties no recourse for their co2plaints of anticompetitive 
behavior by a joint research and developnent venture except petitioni~g 
Justice or the Federal Trade Com~ission might engender political opposition 
both fro=i portions of the antitrust bar and fro:n. Heo.bers of Congress. Also, 
if enact E:d, such co::iple te imrauni ty could well encour~se courts to narrowly 
con~true the exeoptioa. We note that other proposals en this topic -- H.R. 
103, R.R. 1952, R.R. 3393, S. 568, S. 737, and S. 1383 -- are all more rigor­
ous in granting protec~ion, requiring joint research and development ventures 
to obtain approval from Justice, adhere t~ strict venture formats, or both. 

j ~e sug~est tha~ private suits to enjoin should be allowed in some forl!l. A 

I 
good appro~ch would be that taken by Sen. Glenn in S. 1333, where courts are 
allo.;ed to grant equitable relief in private antitcust suits ~here anticoD­
petitive effects are sho.;n, but cannot enjoin a joint research and develop-
cent venture because of ''threatened loss or damage". This approach is con­
sistent '-':!.th t·he general determination that joint research and development 
ve~tures are procompetitive and should bE: encouraged, but leaves private 
parties s6~c ~eans of protect~nc thems~lves where that general rule proves 

, i n~ppl.icable. 
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July 18, 1953 

~e support en3ctment of titles V and VI, dealing ~ith patent and copyright 
~~suse and infringement of process patents. We believe that these are nee~ed 
refor~s, ~orthy of Ac~inistration support. 

:-:c ~pprcciate the opportunity to comment on this bill. Plecse cell (357-
9435) if ~e can help further. 

Yours truly, ~ / / · 

,/"' /! ,~,,_ ffA ·~~y (___,_I;.._~~ ,.~_,,r~t., . 

Charles H. Herz t.,-
Gene.::-al Counsel 



1"~:\TIO:-.;,C\L SCI [r,:tE FOU~•-J_:,'.,.T/0:\! 

V/,\~;Hlt-!_GTqN. DC. 20:,::;::1 

June 15, 1983 

1··1r. Jn1~es I\1. FJ:-CJ' 
~ssistant Director for 

Legisl[ltivc Reference 
Office of ~~n~seraent and Budget 
Roo:r. 7202, l\E0i3 
1lc1shin9ton, D.C. 20503 

Subject: s. 737 a::-id H. IL 1952, the "Joint Research 
Development Ventures ]'~ct of 1933" 

. 
'.L'hE! l~c1tional Science Founc12..tion supports pror~pt enactr..ent of 
so:-:-t-2 r::e2.sure th2t would reduce the inhibitio::1 of joint re­
se2.rc11. c.!r':.~ develo;,:n-2:nt ventures by the antitrust l2.\•1s. ,-:e ­
bcliev.::: thut the unti trust reform initi2.ti ve bi::ing de\-~eloped 
by the Dei)artr;;ent 0£ Justice ;;houlu be the 7'..dministrutio:n' s 
first choice in this 2.rca, ,vi th a ri1odified versiol! of · the 
.,_T\.:sticB initii:.tive affecting only joint Rf,:D ventures t11e pre­
fcr:ce<1 "fall bc::.c}:". Hmv2V8r, we think the Ac.mi?1istr2.tion · 
Sf!Crnld reo2rc1 th..:: "Joint Research and Develo:.nrien-::. Ventures 

J ... 

A.ct 0£ 1983" as an acc8pt2ble third choice anc., while TT!a1::.ing 
cleur its preference for the Justice initiitive, should not 
oooose thes~ bills . . ... 

T1H:! extent_ to \·1hic'h the ar~titrust lc.',lS inhibit joint R&U is 
u:iclear. t-:.esearc:-i not p2rformec1 cc1nnot be neasurec. anc. state­
ments by businessmen that fear of c1ntitrust l.iability prevented 
ther:-1 fro:~ unc12rtcl-:.~ing this or that R&D project could be merely 
selfserving or convenient excuses. The Foundation, however, be­
lieves that possible c1ntitrust lic1bility does pose an obstacle 
to joint R&D ve:ntures, if only by increasing the uncertainty 
surrounding suc11 ventures. Moreover, eit11E::r the Justice proposal 
or these bills could serve a useful psychological role as well, 
reinforcing corporute perceptions thu.t research, including basic 
research, is _important for the firr:1. as well us for the nation. 

l·~SF is concerned thnt the inhibiting effect of the c:i.nti trust 
l,1\•;s on joint H&D may be particulu.rly ssver.e -- 2.nd pc1rticu­
larlv unrreces5arv -- at the basic end of the Rr',D soectru:n. If 
the -:'thrE'~ctt of a.ni:i.trust l:i.c::.b.ility prcvC:!nts ·fir~s i; c:.n industry 
.frc:i1 jc;i!ltly p,~r.fonnitt•J ;:1pplicd r.c:::~ ;u:-c":-1 or dcvclo:-,::ie::1t w:,cn 

. t"1:,1t •,,;ou"!.d L-:! r;,:,:.:L cf 21clc!nt, su.Eficic::t:·. econo•n.i.c .i.nc~nLiv-2~~ 
r:;! ;/ exi.st t11,1l .i nt1iv.i. 1"i .. : .- ,l fir:ns \•:.i.ll r.LU.l pcrfc.,r,,. the: :1pi:ilicl1 
r('~'.~,~1~ f :°!: or r.3 :'a ; \/ (:LOpi~!.:.:~; : ~ . .. 'l'!1c f.i.r1 ;1 ::; ..:1j1 ,'!, l.1!E.! tJut.ic,11 \•:ill s~t 

1-, ,.~l,~:: L~; l )r t.11(--~ ,- ~~ :: .1 ! .i. c(l 1··es("!,"~=-c~,1 ( ;, ·:~ ,:!~\'"=l ()~_,7·~71~, ,-!1::·-.. lt: 



.::t ;:~ h:i.~;h c:r co:.;t. ('L .. Li:.:.c(: 1,·::..1y be:.! ti ::t2~;, of co~.:."'sc~, C:.!·vcn her~ 
\,.~.-,.en th(:.! co~;ts or ri•--;1•r.: ,»·c c;u· (Jr 1-•~1t ·tl•c'tt · ·1.·l·::-, ;1.,-·:~-..,-;,-:., ... , ~1.·r-~;.. 

_ .. • •·- • .L. •- •· .• - • • - •·- .L .~ .... - __ '.,.A. ~.c .. _ .1... _ :~.-s 

,-.-.i ll not. pursu::.., tl:c: rc~.;~c.1rch alorl<.!.) l3~sic rcs~,!.:cch, 0:1 the 
, " -, • +,-., • I • 1 II "' , • ,.. It 

ot.:1cr l1~l!l~\, is '-11c qu1.11~esf.:;ent1t~-- pt..1:) ..... ;Lc sc>O::.!. Gi-e~.:.-t t.1:tOt'!r;11 
· ' ~· • . • • · - 1 f. · 1 :Lt.!--~ u~? ,~ :r~:Ltr; i..:.o f..iOC~L 1~ 1-l' Ht[!}' ,)c, ·c11~~::;~ )e11~_i·c:s tl!.~1,~ l}' c: i lr:l-!CJt 

1·; :': ~~i-> i-'l-t) ~)~- i .: t ·t ( ?:1 1.i:l ~l !lj" :L : i.:! i ·-;,.:-i !:~. :_::.\ ·!. .E ·L 7: ~-:; !.: 0 ·t ~: \.! ;_· ;:• .i. :~ l !. -::. :: ·!. i'.! 
cccmo.:1ic.: i:1ccnt.i. v.::: to IJ2:C f0!:'m ba~ic r.;::r..;c.:rd1. ,~!3 ~1 result, 
b2. s .i.c rcse<J.rci.1 mu.y b~ particu lc1r ly :i.n:·1 ibi tcc1 b_:{ the an tit::-u ~;t 
l:.1\·,' S. ~.t1tl1 since basic re.sc<.1.rc!-1 is !"!:O.:;t urll.i.;;_12J.Jr to }!~'le c::1 

. ...... r£ " . h''... . . ,~ntico:'.' pe:tJ..L.:Lvc e.r.: ect, t.1e in .1.01.--cion 1~; pc:i.rt:Lcul~rly u~n2:::c:s-
sf!.rJ''. 

The b~st solution to t·!"1is problem is tha-:. proposed · B~, th~ 
Justice Department: chc1n9ing · t11c unti t:1:ust la• .. .-s to clim.i n.:i.tc 
.... .,, ~ ,- II II •1•• d.1 .... ,. ~reo~e anmagcs Lor non- per sc vio a~ions an· ~o proviae tn~t 
1:i:<D ve:i ·tu~es c1re not "p2r se" violc1tions. The Ju£it.ice initi2.­
tivc \,C~lu, of COL1rse, ~£feet many ncti,:it:i..cs other th2.:1 R,cD c:.nc1 
,-:o-.~16. c~lso r8forr:1 t11e intellectuul p:::-operty "r:,isuse" cio(:trine. 
'I··n i s broac} re.Eo:c~ of the antitrust 2.::1.:l intellcct'\.!ctl. orc-::>ertv ,._ ,_ .. 
"misuse" la-.·ts cay prove too ra<.1:i.cc1l n change to be enacted in 
this s:3s:;ion of Congresr.: and so \•le s1..19gcs t that ~n l:.d!ninistra-. 
tio:1 altE:.::cnZlti vc be clra.F.ted that woulcl l:i.1;:iit "de-trebling" to 
f:KD ,,,cn-t.ures.. Such a b.i.J.l \•,'ould pr0\.7 i<lc irn~r:ec!.iate relj_£f for 
rC:!Se<.!rc:-: un<l c1evclop:n8nt·; it \•:ould ulso be consistent with 
later e:-:p2ns ion to al 1 activities 2.s Justice o::-i0inal ly proposed. 

J.s \•:~ saicJ., \·le b~lieve th2.t the Ad !-:-;.i.!·1istr2.tion positio:1 tO,·iaru 
th~ bi.l ls introJuccd by Sen. r-lathiu~; u:1.:1 P.cp. Syriur snoulci be: 
co:;:::iliat.o:::-y. Despite this, we think :i.t ,,;o:..1ld c~lso be appro­
priate to express especially serious reservations ~bout two 
<!sp2ct.s c£ t:.i1e fJiJ.l. 

First, the::' ;.._aministrat.i.on might b(;! \•;ell advised to go on r0corc1 
~s being opposed to, or at least ·tmenthusiastic about, o.ny pro­
p:::>sal to give total imr::uni ty from c:tntitrust lic~'oili ty. Beyo.:1d 
the fact that cJ.c-treblin9 may well be u.i.1 <l.(1~q'..late incentive . to 
ebcourcge gre~ter coo2ert1tive r.::.scarch, comple t.c inr..unity night 
·,•:<..:11 encour2.g2 t.1F= Fe<lZ:!ral judicic:ry, \•::-iich has lo;1g £2.vored. 
t:,e c::.ntitru st L.::. \;s an::l na:rrowly constru8d . cny exer::ptio;-i, to 
b29in to limit the scope of the irnmuni ty_ anu thus restore uncer­
t2.inty. Total tmmunity would also seem to increase the political 
difficulties of p2.ssa92, pertly because Chair:7'la.n Rodino of the 
House Judiciary Committee is on record as opposing elinination 
0£ single d.am~ges crnc1 p::1:rtly bccc1usc it mi~fnt incre::2.se the 
li}~elihood cf opp:::isition from small b:..1si:iesses \•;hich are less 
likely than b:i.9 business to pctrticip?tlc in such consortic:i.. 
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:~: J .l. !l t.. 1~.~, ! , t."1-1 .:·i "L c ,,.,.<}:·1 J~ \.~c!.1..! c C:!t1 C!rl t ~Lt. riJ ~:; t. 1 i ,! r )_;_ ..l i. t. }. .. •.. ~ill r1 o·~-- rart~-":. c 
i ~: c-:::c,:-;~::,:i c<-tl 1.y a L tr,1 ct i vc. l:'lir tL,::rr:,o rt'.!, i::2 n:.i' of tri<::s (; re-
,-•- ·1- i c'- .1.~ r)•1c· C.:'O"l·"' hc.·•:t.-1"" ''0'•'0:-~·c.1·tion or i1~·-i-,•,,-,tJ.°C''' l·'o·.1.- c····,,--.1c, ~•\... _ .. "- ._ •• J '-"-•"'·'-'· •• ....... '- ··\ ... - ,L,. .. ..,1 v,.._., .,,.. • /.<.. ..... J..'- ., 

the-:~ re:1uirc::1ent th~t ventures be o_pen to c:111 \·:o-...1ld forccl8:~8 ,1 
~; !.- (l·.1 _:_·, <)£ r; ! ;~~1 l l CJ-:~ 1:1,:;~ c1j_ L1 :.~ -s i :~:. E~ c.: f :L 1~ :~:s f 1~ c~r~·: I'C) ~ li n s t. !"! e i :,:- ·r-f~ ~ -~i.t i-: c:;~t 

t h c.: p,::?r ioJ 0£ c;-:c; lus :i.. vi ty in rcsc2~rcr1 rest : lts co:.: ld ::~ev~:re 1 y 
r~c1 uc0 co::1:-:·:c rc:i2.l:i.zation .ince::iti ve s, c~pc:::i2.l ly f.o~::- the fruits 
or l>tl s i.c 01· W-I)l.)li.Gc.1 rc~s8c1:rci-1, v.:11ic!#1 ofter! ·tc.i}:.~ ~1 ec.:rs to 1:,:r.irig to 
tl1c j:1:-:.r}:<2t. 

'l'o :repe2t our 1:1ain points, the Foundation b-alic•Jes t11at the 
A(.r:1inistr'1tio:n ~;houlcl. see}-: passage in this session of Co:ns=css 
of sorac r=-.,~.J.surc rec1uc.:ing the inhibition 0£ joint resec.rc1"1 ~nd. 
00·,elop::~~.-:t. \'e:iturcs by the antitrust laws. The ;;.ntitr0.st !"c­
fo:rr:>. initiative bein0 developed by the Dep~!rtrner!t of Justice 
r:.~t.urc..:lly sho'.llc3. be t'h.:.: first choice. 1-. r:-.0di£ie::i. ve:::-sio:1 cz 
·t i1 c~ ~1 t! st. ic 0 i r1i t:~ 2:t i \!(!, 1 i1i1i tcfl- to j oi r1 t P .. :.:D "\:'c;;1 ·t ti "r'..! ~:;., s!'"lo·..: lc1 
b8 ori::marcd v.s a "fall bu.c1~" position. The "Joi:nt Research ... ... 
2..1'!~ D2•.~clcp;;'.2r1t Ventures Act of 1933" ( S. 737 2nd H. R. 1952) 
is .:-:n c1ccept2.bl12 third c11oice. Al tho1..19h so~2 of its provision::; 
s1-:o;.1ld bE:: resisted, it is a.s good as and perh~ps better_ th~n 
the 0Ll1er alternatives presently before Congress. 

Th~~~ you for prpviding us an opportunity to co2me::1t on these 
bills. If t11crc ;J.:::-e ,tny questions, Ruth Greenstein, Associc;te 
G.:: r!e r~l Co:..:.:1se:l, 357-91}38, ancJ. John Chester, 357-9447, arc 1:1ost 
f~ r .. i li~r \-:ith thes::: issues. 

... 
I,., 
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U.S. Department of 
Transportation 

General Counsel 

:. --:. C ,'~~ ..:~ !_ .. f ~,.. 
400 se:;r,th s:., S.V✓ • 
Wasr1ing10:i , D.C. 2059C 

The Honorable David A. Stockman 
Di rector, Office of Management 

and Budget 
Washington, D.C. 20503 

Dear Mr. Stockman: 

This is in response to your request for the views of the Departm~nt of 
Transportation on a Department of Justice draft bill 

"To promote research and development, encourage innovation, 
stimulate trade, and make necessary and appropriate amendments 
to the antitrust laws." 

The proposed legislation contains six titles, the first of which entitles the 
bill as the "National Innovation and Productivity Act of 1983." Title 11 of 
the bill is designed to promote research and develop0;ent (R&D) by 
pr .)Viding that no joint R&D program will be regarded as unlawful ~ ~ 
under the antitrust laws, and by giving participants in joint R&D programs 
immunity from private antitrust action_s (including injunction actions) 
provided they disclose their conduct to the Attorney General ·and the FTC. 
Title 111 would amend the requirement under the Clayton Act that private 
damages be trebled by providing that only those damages · attributable to · 
~ ~ unlawful conduct be trebled and by providing for the recovery of 
prejudgment interest . on actual d2mages in all cases. Title IV would 
provide that agreements pertaining to the licensing of intellectual property 
shall not be deemed unlawful ~ ~ under the antitrust laws. Title V 
would limit .the "patent misuse doctrine and Title VI would extend the 
exclusive rights of the holder of a process patent to products made with 
the patented process. · 

The transportation sector of the economy is an important beneficiary of 
innovation in the industrial sector. Vigorous R&D in the areas of energy 
efficiency, safety and environmental compatibility is essential to future 
developments in transportation and the competitiveness in international 
markets of U.S. transportation equipment manufacturers. From this 
perspective, the Department of Transportation supports this legislation, 
with one recommended clarification to Title 11 of the proposal. 

Title 11 would promote joint R&D programs by shielding such conduct from 
private antitrust action where the nature of that conduct has been 
disclosed to the Attorney General and the FTC. We support this change. 
We foresee no significant harm to competition from allowing companies to 
combine their resources in the R&D area provided private plaintiffs have 
an adequate opportunity for the redress of damages arising from 
anticompetitive conduct in the marketing of the products of the R&D. We 
believe there are significant benefits to be derived from joint R&D 
programs, and the Department took such a position in the context of its 
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review of the consent decree e_ntered in United States v. Motor Vehicle 
Manufacturers Association (the so-called smog decree). Nevertheless, we 
strongly recommend that the legislation not shelter from private antitrust 
action any agreement which would prohibit or otherwise restrain the ability 
of any of the participants in any such R&D program from marketing 

1 products which reflect the benefits of the research. Any agreement to not 
market the results of joint R&D programs, including R&D directed .towards 
compliance with Federal and state health and safety regulations, would be 
unacceptably anticompetitive and inconsistent with the purposes of this 

I legislation. · _ 

It also may be appropriate to propose at this. time that the policy 
enunciated in the President's "Memorandum to the Heads of Executive 
Departments and Agencies" (Subject: Government Patent Policy), : dated 
February 18, 1983, be enacted into law. This action would extend .. to all 
recipients of federal funds for R&D the same treatment in the allocation of 
rights in inventions now accorded to small businesses and non-profit 
organizations by Chapter 18, Title 35, United States Code (Section 6 of 
Public Law 96-517). The effect of this policy has been to enhance the 
commercial exploitation of such R&D. 

We appreciate the opportunity to comment on this proposed legislation. 

Sincerely, 

~ne 

C 



:-V'..:..i=:-:-:~ FE'-:S7EIN, CH-"ti:.M-"N 

\t,.·; ,.\... i~r..-1 J..... NI SKANEN 

COUNCI _L OF ECONOMIC ADVISERS 
WASHINGTON, _O. C. 20500 

July 20, 1983 

MEMORANDUM FOR JAMES MURR FOR ASSISTANT DIRECTOR 
FOR LEGISLATIVE REFERENCE, 0MB 

FROM: William A. Niskanen ~ 

SUBJECT: CEA Comments on the . Draft Antitrust Bill 

On net, the draft bill would lead to desirable economic 
effects -- by facilitating joint R&D by eliminating treble 
damages except for per se violations, and by strengthen-
ing rights in intellectual property and process patents. 

We have serious reservations, however, about two 
sections of Title II: 

a) Section 203(a) . w6uld 

restrict any action for injunctive relief 
to the Attorney General or the FTC, and 

eliminate any action for damages, 

both restrictions (presumably) limited to conduct of an R&D 
program that has been disclosed to the Attorney General and 
the Commission. (The language of the section, by itself, is 
not clear whether the restriction on injunctive relief 
applies to all antitrust laws or only to the joint R&D 
activities that are disclosed; this should be clarified, 
either in the bill or the supporting material.) 

Given other sections of this bill, specifically the 
exemption of joint R&D activities from a per~ ruling and 
the elimination of treble damages except for per se 
violations, we see no overriding reason to eliminate private 
suits for either injunctive relief or damages. In general, 
competition in the enforcement of civil law is desirable. In 
the specific case, the proposed restrictions would deny any 
redress to a private party if the government did not take an 
action. For example, a clear violation of Sherman I would be 
immune from private actions if it was reported to the 
government. Given the elimination of treble damages except 
for per se violations, we see no reason for there to be any 
bias in private behavior in initiating such actions. 



-2-

For these reasons, we recommend that Section 203(a) be 
rewritten to permit private actions for both injunctive 
relief and for damages; including that conduct disclosed to 
the government. 

b) Section 204(d) states that 

"No action by the Attorney General or the 
Commission under this title shall be subject ~o 
judicial review." 

The explanatory material (p. s·) states that 

'' ... as a practical matter (this restriction 
would) be limited to discretionary determinations 
regarding confidentiality." 

If this is the intent of the bill, the language of this 
section should be clarified and narrowed. The present 
language suggests an interpretation that a broader range of 
actions by the government would be exempt from judicial 
review. 



JUL 1 9 1983 

U.S. SMALL BUSINESS ADMINISTRATION 
WASHINGTON, D.C. 20416 

Honorable David A. Stockman 
Director 
Office of Management and Budget 
Washington, D.C. 20503 

, I 

Attention: Assistant Director for Legisla~ive Reference 

Dear Mr. Stockman: 

This letter is in response to your request for our views on the 
Justice Department's legislative proposal entitlea •National 
Innovation and Productivity Act of 1983• (•Justice proposal• or 
"proposalw ) . The Small Business Administration and the Office 
of Advocacy strongly recommend that the Administration not 
support this legislative proposal. · 

The underlying premise of the Justice proposal is that the 
antitrust laws serve as a major disincentive to the 
technological innovation that will assure growth in U.S. 
international trade opportunities. This assumption is highly 
questionable. The Justice proposal seeks to remeay the 
perceived antitrust problem by advancing legislation which 
would: 

(1 ) immunize joint research and development 
ventures from private antitrust actions; 

(2) create a quasi-regulatory mechanism within 
the Department of Justice and the Federal 
Trade Commission to review and monitor joint 
research and development ventures which seek 
immunity from the antitrust laws; 

(3) eliminate the recovery of treble damages for 
private actions in all antitrust cases 
except those in which the~ se standard of 
liability has been adopted; 

(4) eliminate the~~ liability standard for 
antitrust offenses arising out of 
intellectual property licensing arrangements; 



(5) limit the patent misuse defense; and 

(6) extend the protection of the patent laws to 
products that are manufactured as a result 
of a patented process. 

An analysis of the Justice proposal indicates that, with the 
possible exception of the process patent provision contained in 
Title VI, the suggested changes would, in most circumstances, 
be adverse to the interests of this nationls small businesses 
and inconsistent with the previously articulated goals of . this 
Administration. Additionally, certain provisions of th~ ~­
Justice proposal ·present major problems of political perception 
that should be actively avoided at this time. The problems 
with the Justice proposal and the attendant adverse impact of 
this proposal on the interests of small business are discussed 
below in greater detail. 

-
~ITLE II - Joint Research and Development ventures 

Title II of the Justice prop~sal would grant almost unlimited 
antitrust immunity to research and development joint ventures 
submitted to the Justice Department or the Federal Trade 
Commiss i on ( "FTC"). The proposal would allow the joint 
venturers to, among other things, establish research 
facilities, prosecute patent applications and engage in "any 
other conduct reasonably necessary and appropriate to such 
program," while being totally immune from private antitrust 
suits. 

The provision has the potential of being adverse to the 
interests of small business for a number of reasons. The most 
important of these is that large firms with their attendant 
economic leverage could join with other large firms and develop 
insurmountable entry barriers to small businesses by virtue of 
patent accumulations. Small firms, under the Justice proposal, 
could be excluded from a number of markets that were heavily 
research dependent and be left without the ability t9 challenge 
such anticompetitive exercises of economic power under the 
antitrust laws. Moreover, the broad language of the proposal 
embodied in Title II, and quoted above, could permit members of 
the joint venture to engage in activity beyond the research and 
development stage and get into marketing activity which, 
depending on the . level of concentration in the industry and 
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the remaining competition outside the venture, .could facilitate 
the exchange of price and other sensitive business information 
which could lead to cartel-like activity by the joint 
venturers. Surely the Antitrust Division and the FTC cannot 
assure against the opportunity for this kind of activity under 
this present proposal. And, by .eliminating the private -right 
of action, there is no counterbalancing force that can be 
implemented by the private sector to assure against such 
activity. 

Another concern we have with Title II of the Justice proposal 
is that it creates additional regulatory mechanisms in an area 
of concern - competition policy - where this nation has; ;_ 
historically, actively avoided regulatory intervention and its 
attendant aspects of economic planning. However, the current 
proposal would set up such mechanisms within the Justice 
Department and the FTC. Such a model of regulatory 
intervention and economic planning in this area presents a 
dangerous proposition which could _be utilized in future years 
as a model for more substantial undertakings which are 
practiced in economically planned economies (e.g., industrial 
policy) and preached by nay sayers to certain aspects of our 
own free enterprise system (e.g., Ralph Nader's proposal for 
the Federal chartering of corporations). 

While we can appreciate the need for some changes in our 
innovation and productivity policies, the relevance of 
antitrust law to these issues is quite clearly overstated. 
And, as Assistant Attorney General Baxter himself has recently 
stated in proposed testimony to the Senate Judiciary Committee 
on S.73j, this 9verstatement has at times been to a very 
significant degree. 

While our antitrust laws may on their face appear to be 
restrictive in the area of joint research ventures, the fact is 
that the actual enforcement and practice in this area is, for 
the most part, quite consistent with our major trading 
partners. Any differences that do exist are, in fact, more a 
ffiatter of form than of substance. 

The reason that it may appear that certain of our trading 
partners have a fre~r hand in t~e area of joint research and 
development is that the economies in which they operate are, 
for the most part, subject to economic planning. We, as a 
nation, have steadfastly avoided drifting into centrally 
planned economies such as those of Japan, France and others. 
In fact, Antitrust has often been described as our own, 
American form of economic E,££-planning by Government action. 



In order to meet any valid concerns surrounding the application 
of the antitrust laws to joint research and development 
ventures, any legislation that might be suggested should assure 
that both the procompetitive benefits and potential 
anticompetitive aspects are always considered when such 
ventures are evaluated under the antitrust laws. The present 
proposal does not allow for this balancing. Furthermore, it 
establishes no standards for Justice Department or FTC approval 
of such joint ventures. 

We believe that the present proposal is also totally _ _ 
unnecessary as a practical matter. An examination of the ·­
record in the area of joint research and development ventures 
clearly indicates that neither relevant case law nor government 
enforcement policy has been unduly harsh towards joint R&D 
efforts. Historically, government antitrust suits challenging 
joint research activities are extremely rare, and private 
antitrust suits are even rarer. In fact, private treble damage 
actions in this area have been nonexistent for years. 

Even if a particular antitrust plaintiff were to challenge a 
legitimate joint research and development venture in the 
courts, it would be nearly impossible for such a plaintiff to 
prove antitrust injury, as required by the Supreme Court's 
opinion in Brunswick v. Pueblo Bowl-0-Mat, 429 U.S. 477 
(1977). Therefore, such a case would most likely be dismissed 
at an early stage of any such litigation. Only truly 
anticompetitive activity would remain exposed to private 
antitrust actions. 

To the extent that the possibility of private suits may impair 
legitimate joint R&D activity where there is nevertheless 
little danger of anticompetitive effects Congress has already 
~cted. 

In 1958, the Small Business Act was amended by P.L. 85-536. 
Among other things, this amendment added a new subsection (d) 
to Section 9 of the original Small Business Act. Section 9(d), 
15 U.S.C. §638(d), authorizes the Small Business Administration 
to facilitate agreements and to help establish joint programs 
involving •representatives of small business concerns with a 
view to assisting and encoµraging such firms to undertake joint 
programs for research and development carried out through 



such corporate or other mechanism as may be most appropriate 
for the purpose." 15 U.S.C. §638{d)(l). The Act authorizes 
the Administrator of the Small Business Administration to 
"approve any agreement between small-business firms providing 
for a joint program of research and development, if the 
Administrator finds that the joint program proposed will · 
maintain and strengthen the free enterprise system and the 
economy of the Nation." 15 u.s.c. §638(d)(2). Such approval 
may be granted, however, only after the Attorney General has 
given his own written approval (which may be withdrawn 
subsequently if the Administrator or . the Attorney General finds 
that the joint program is no longer in the interests of t~e 
free enterprise system). Id. 

The express antitrust exemption provided by Section 9{d) of the 
Small Business Act to such joint research and development 
activity reads as follows: 

No act or omission to act p~rsuant to and 
within the scope of any joint program for 
research and development, under an agreement 
approved by the Administrator under this 
subsection, shall be construed to be within the 
prohibitions of the antitrust laws or the 
Federal Trade Commission Act. 15 U.S.C. 
§638(d)(3). · 

Pursuant to Section 9(d)(l), such joint programs may, among 
other things, include the following purposes and ielated 
activities: 

(1) to construct, acquire, or establish laboratories and 
other facilities for the conduct of research; 

(2) to undertake and utilize applied research; 

(3) to collect research information related to a 
particular industry and disseminate it to 
participating members; 

(4) to conduct applied research on a protected, 
proprietary, and contractual basis with member or 
nonmember firms, Government agencies, and others; 

(5) to prosecute applications for patents and render 
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patent services for participating members; and 

(6) to negotiate and grant licenses under patents held 
under the joint program, and establish corporations 
designed to exploit particular patents obtained by it. 

In sum, present substantive antitrust analysis is quite 
adequate to assure that procompetitive joint ventures are 
fostered, while those that are anticompetitive are proscribed. 
To quote Mr. Baxter from his . recent proposed testimony before 
the Senate Judiciary Committee on this topic •the case simply 
has not been made that current antitrust analysis must be ~­
supplanted in the area of · joint R&D ventures in order to · 
promote economic progress •••.•• The antitrust statutes proscribe 
business conduct only when it results in the accumulation or 
exercise of market power without offsetting procompetitive 
benefits. To the extent that judicial interpretations of the 
antitrust statutes are true to that principle, antitrust will 
be compat i ble with and indeed conducive to JRDV's and other 
forms of business conduct that increase productivity and 
business efficiency. Although there are some judicially 
created antitrust doctrines that can and should be refined and 
imoroved in this regard, the underlying statutes themselves 
pose no obstacle to such refinemencs.n 

TITLE III - Treble Damages in Antitrust Cases 

The case cannot be made that the threat of treble damages 
serves as a major disincentive to possibly procompetitive 
conduct that would be analyzed under the nrule of reasonn in an 
antitrust case. 

The antitrust revolution which began approximately 10 years ago 
-is now in its later stages of development. Few antitrust 
nuisance suits are being brought these days, and in all, the 
actual number of private treble damages actions being filed is 
rapidly declining. Between 1977 and 1982 the number of private 
antitrust suits filed in U.S. District Courts dropped 36%, 
going from 1,611 in 1977 to 1,037 in 1982. See 1982 Annual 
Report of the Director of the Administrative Office of the u.s. 
Courts, p. 105. Arguments that the burgeoning number of 
private antitrust cases and the threat of treble damage 
liability are suppressing legitimate business activities are 
not borne out by these figures. This is particularly true when 
one considers that relatively few of the cases filed actually 
result in a treble damage award • . For example, in a study of 
more than 200 . private antitrust cases filed in the U.S. 
District court for the Southern District of New York between 
1973 and 1978 mqre than 80% were either voluntarily 
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dismissed or settled out of court. Of the 33 ciases that went 
to trial or were decided on the basis of litigant motions, 27 
resulted in summary judgment for the defendant, while only 5 
were actually tried to a conclusion. See National Economic 
Research Associates, Inc., A Statistical Anal sis of Private 
Antitrust Litigation: Fina Report ( NERA Scuay ~ see 
also The Treble Damaoe Case : Fact and Fiction, 49 Antitrusr-­
L.J. 981 (Summer 1981). 

Nationally, the number of actual treble damage actions has been 
reduced by the consistent and coherent development of judicial 
standards which have made it more difficult for antitrust; : 
plaintiffs to obtain standing and recover damages. To 
establish standing, a plaintiff must prove that he has suffered 
an injury to his business or property as the direct result of 
conduct that violates the antitrust laws. In addition, the 
injury must be of the type the antitrust laws were designed to 
prevent. Brunswick Corp. v. Pueblo Bowl-0-Mat, Inc., 429 U.S. 
~77 (1977). The frequency of excessive damage awards is also 
reduced by judges, who have the authority to reduce or 
eliminate excessive or highly speculative damages. 

Finally, elimination of the treble damage remedy from all •rule 
of reason• cases would serve ·as a major impediment for small 
businesses that seek to challenge anticompetitive activity 
under our antitrust laws. Antitrust enforcement by "private 
attorneys general• is a cornerstone of our antitrust 
experience. Moreover, the legislative history of the Sherman 
Act indicates that it was the intention of Congress to 
incorporate in ihe Sherman Act the English common law 
principles that ~ealt with monopolies and unfair competition. 
See The Remarks of Senators Hoar and Sherman at 21 Cong. Rec. 
245"6, 2459, 2460, 3146 and 3152 (1890). Part of that English 
common law tradition derived from the English Statute of 
Monopolies of 1623, which declared certain monopolies as void, 
and, in Section IV, extended the right to sue for treble 
damag~s to any person or persons aggrieved by such restraints 
of trade. 21 Jae. 1, c. 3 (1623). 

In the vast majority of antitrust cases in which small 
businesses are involved, they are the plaintiffs. Without the 
incentive of treble <lamages these small businesses could not 
retain antitrust counsel, and therefore would not be able to 
stand up for their competitive rights under the antitrust 
laws. When one considers that the government antitrust 
enforcement agencies have, historically, filed less that 100 
cases per year, it is clear that modifications to incentives 
for private enforcement should be undertaken carefully, and 



only after extensive analysis. We do not believe that these 
small business concerns have been adequately reflected in the 
current Justice proposal. 

As the previously referenced NERA Study revealed, 73% of the 
antitrust allegations in a sample of 352 private antitrust 
cases filed in the Southern District of New York during the 
1973 to 1978 period were based on claims which grew out of 
vertical relationships. The largest number of these cases 
(more than 25%) involved alleaations of dealer terminations and 
refusals to deal. Both deal~; termination ~nd refusal to deal 
cases are evaluated under wrule of reasonw analysis. 
Therefore, limiting treble damage ~vailability only to~~ 
offenses would virtually eliminate the major weapon available 
to small businesses to address two common issues which relate 
to distribution practices. The present proposal, in 
conjunction with current efforts to reclassify offenses such as 
resale price maintenance from oer se to wrule of reason,w would 
leave very few violations thataffect small businesses subject 
to treble damage liability. The small business community would 
lose much of the deterrence of anticompetitive practices now 
provided by the antitrust laws. 

TITLES IV and V - Intellectual Property Licensing under the 
Antitrust Laws and Patent and Cooyright 
Misuse. 

Title IV of the Justice proposal would change the standard for 
evaluating price restrictions and tie-ins ancillary to patent 
licensing and other intellectual property agreements from a~ 
se to a wrule of reasonw analysis. This would increase the 
burden of proof a small business plaintiff would have to meet 
in order to maintain an action against an intellectual 

_property-holding defendant. If implemented, this proposal 
would cause an increase in the amount of evidence necessary to 
prove allegations presently analyzed under the~~ 
stanqard. This would include price-fixing, tie-in claims and, 
possibly, resale price maintenance, at least if some quality of 
intellectual property existed in the product in issue. The end 
result would be lengthy litigation which would tend to 
discourage the bringing of legitimate cases by small 
businesses. As the number of challenges declined, such 
practices would probably become more prevalent, thereby 
adversely affecting the ability of small businesses to compete 
in the marketing of products that are dependent on intellectual 
property. 



Price-fixing has traditionally been regarded as a practice 
which in itself has such a pernicious impact on competition 
that a demonstration of anticompetitive effect in the 
particular circumstances is unnecessary. Price-fixing in the 
context of a patented product would involve a situation in 
which the patent owner is acting in concert with another · 
patentee or his licensees to restrict the price at which a 
patented product could be sold by a manufacturing licensee. 
U~der the Justice proposal, if a small business licensee were 
to sue the patent owner the small business would, under the 
•rule of reason,• have to prove that the p~actice has an 
adverse effect on competition as a whole. This can entai~ , 
considerable difficulty since many courts have held that the 
elimination of, or harm to, a single competitor is not 
anticompetitive if competition in the market remains vigorous 
despite the violation. This would establish a major departure 
from long standing antitrust policy which has consistently held 
that price-fixing of any sort is illegal on its face. 

This is perhaps even more true for . tie-ins, which like 
price-fixing, are usually treated as~ se violations. In 
tie-in arrangements, a seller with sufficient economic power 
conditions his selling one product to the purchase of a second 
product (the tied product). In patent tie-in cases, the patent 
owner, economically powerful by virtue of the patent; typically 
conditions his selling the _patented produc~ on the buyer 
purchasing a non-patented product. In so doing, the patent 
owner is attempting to extend his monopoly power based on the 
patent into a second market. The result is that the licensee 
has to pay non-competitive prices for products necessary to 
exploit the patent. Under the •rule of reason• approach of 
Title IV of the Justice proposal, this would not be considered 
illegal on its face, even though such conduct is clearly 
anticompetitive. 

While the patent laws do allow the patentee to place some 
restrictions on the price at which the licensee can sell the 
patented article, attempts by the patentee to control the 
subsequent reselling of the product have been struck down as 
~~illegal, constituting resale price maintenance. A 
slackening of the legal standard for resale price maintenance 
as it applies to intellectual property could ultimately result 
in a decline in the number of small business owners willing to 
compete in the selling or use of the resale price maintained 
item. Small businesses that would likely be in the market as 
discount sellers of the patented item could be excluded since 
distribution would be limited to those willing to sell only at 
the fixed price. 



10 -

-
7itle V of the Justice proposal is designed . to weaken the value 
of the patent misuse doctrine as a defense to a patent 
infringement allegation. Under the misuse doctrine, a patent 
holder is unable to enforce his patent monopoly against an 
infringer if the infringer can demonstrate misconduct on the 
part of the patent holder. An example would be a licensee who 
refused to adhere to the prices fixed by the patent holder ·. If 
the patent holder were to sue for infringement, the licensee 
could, under present law, defend on the grounds of misuse as a 
result of the patent holder's price- fixing policy. 

Under the Justice proposal, ·misuse could nbt be used as a 
defense in cases involving tie-ins, resale restrictions, . · 
discriminatory royalty payments, or any other situation wbere a 
patent is used in such a manner that "allegedly suppresses 
competition," unless such "conduct, in view of the circumstances 
in which it is employed, violates the antitrust laws." In other 
words, the practices would apparently be allowed unless the 
overall competitive structure of the market were adversely 
affected. This would require plaintiffs to litigate market 
structure issues in case after case involving practices which 
clearly restrict competition. · 

In sum, the Small Business Administration and the Office of 
Advocacy strongly recommend agairst adoption of Titles II 
through V of the Justice proposal. The case simply cannot be 
made that current antitrust law must be supplanted in order to 
promote eccnomic progress. Given the tremendous effect the 
current proposal would have on the private enforcement of the 
antitrust laws by small businesses, any reform should be 
thoroughly documented and its impact carefully considered before 
any actions are taken by this Administration. For all these 
reasons, we recommend that the Administration not support the 
Justice Department's proposal. 

Sincerely, 

·ffed~ 
/.. James c. Sanders r Administrator 

::?~./✓~ 
F.r an k s . s w a i n 
Chief Counsel for Advocacy 



DEPAR"'i:-..1E~n _OF _ THE TREASURY 
OFF ICE OF" 7HE .. GENERAL COL.::--SEL 

W.:.SHINGTON. D .C. :ZOZ:!0 

JUL 2 2 1983 

Director, Office of Management and Budget 
Executive Office of the President 
Washington, D.C. 20503 

Attention: Assistant Director for Legislative Reference 

Dear Sir: 

This is in response to your request for the views of 
the Department of the Treasury on the revised Justice draft 
bill, entitled the "National Innovation and Productivity Act 
of 1983." 

The purpose of the revised bill is to prOIDote research 
and development, encourage innovation, stimulate trade, and 
~ake necessary and appropriate amendments to the antitrust 
laws. 

wnile the Department of the Treasury supports the 
revised Justice draft bill amending the antitrust laws, the 
Department has several specific suggestions. These comments 
and suggestions are substantially similar to the informal 
comments submitted on July 13, 1983~ to Bill Maxwell, of 
your office, in response . to the Justice Department's initial 
draft bill. -While there are some differences between the 
Justice Department's initial and revised draft, the bulk of 
Treasury's comments on the initial draft addressed 
provisions which remain unchanged by the revision. 

The revised bill contains a number of proposed 
amendments involving the following areas of antitrust law: 
treble dQ~ages; prejudg~ment interest; joint research and 
development programs; and intellectual property licensing; 
patent and copyright misuse; and process patents. 

Treble Damages 

Under section 4 of the Clayton Act, anyone injured by 
an antitrust violation and possessing adequate standing may 
recover damages, which are automatically trebled. Premised 
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on a distinction between~ se antitrust violations and 
rule of reason antitrust violations, the proposed revised 
bill would amend this provision of the Clayton Act and only 
allow compensatory d~~ages in rule of reason antitrust 
violations. Treble damages would still be available for~ 
se antitrust violations. 

Preiudoement Interest 

The proposed revised bill would amend present law .and 
provide for the awarding of prejudgement interest for :-all 
antitrust violations. Prejudgement interest is interest on 
any damages awarded to a successful plaintiff that would 
accrue before entry of the judgement -- normally the period 
from the date on which the litigation was commenced to the 
date on wh i ch the judg~~ent is entered. Prejudgement 
interest is currently availabl~ to a limited extent in 
antitrust cases (only upon a showing that defendant's 
conduct curing litigation demonstrated intentional delay, 
bad faith, or dilatory tactics). The proposed a'ltlendrnents 
would g i ve the courts power to adjust prejudgement interest 
awards according to the circurn?tances of the individual 
cases. 

Joint Research and Develooment Ventures 

Section 202 of the revised bill clearly states that 
joint research and ! development programs are not to be 
considered illegal "~ se" under the antitrust laws. This 
amendment clarifies existing legal standards. 

Subsection 203(a) of the bill eliminates the 
possibility of damage liability and private injunctive 
suits, provided adequate disclosure of the joint research 
a~d development program is made to the antitrust enforc~~ent 
agencies (Department of Justice and the Federal Trade 
Commission ) prior to its inception. However, sec-tion 204 (a) 
clearly states that only conduct specified in such 
disclosure is entitled to protection. 

Subsection 204(b) of the bill also directs the Federal 
Trade Commission to publish a general notice of any program 
that is disclosed within 30 days. Together with subsection 
204 (c) (1), which provides that information and documentary 
materials submitted as part of a disclosure shall be 
publicly available, such notice is intended to guarantee 
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private parties the opportunity to inform the enforcement 
agencies of any interests they may have in the matter. 
Subsection 204 (c) (2) also provides for confidential 
treatment of information or documentary materials submitted 
in connection with these disclosures if the particulars of 
such a program may be competitively or corrunercially 
sensitive. 

Process Patents 

P=ocess patents would be reinforced with additional 
provisions to protect owners from the importatio~ of 
unpatented goods made overseas by utilizing the patented 
processes. Under existing law, a patent is infringed only 
if the patent invention is made, used, or sold in the United 
States. In the case of a process patent, there is often no 
effective means by which a patentee can prevent a firm from 
using the process overseas and then selling the product made 
by that process back in the United States. In such a case, 
there is technically no infringement because no one has 
made, usec, or sold the patented process in the U.S. The 
proposed amendments would ·make the sale of a . product in the 
United States produced overseas by an unlicensed patented 
process an infringement of the U.S. patent. The amendments 
also contain safeguards designed to minimize use of the new 
Provisions for frivolous or unsound suits undertaken to 
interfere with legal import competition. 

Intellectual ·Property Licensing 

The proposed bill would also add a new section to the 
Clayton Act providing that "[a]greements to convey rights to 
use, practice, or sublicense patented inventions, 
copyrights, trade secrets, know-how, or other intellectual 
property shall not be deemed unlawful~~ in actions 
under the antitrust laws." This assures that intellectual 
property licensing arrangements will be evaluated under the 
"rule of reason" which requires an economic analysis of the 
actual competitive effects of a challenged practice. 

Patent and Copyright Misuse 

Currently, patent or copyright owners may bring an 
infringement action against those who make, use, or sell 
their inventions without permission, or disregard the terms 
of agreements for utilizing their patents or copyrights. 
However, some courts have refused to enforce the patent or 
copyright owners' exclusive rights when their behavior is 
determined to be a "misuse" of the patent or copyright. 
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Two types of cases have been defined to constitute 
misuse. One involves patent licensing arrangements outside 
the scope of the patent claims, such as tie-ins which 
require the licensee to purchase an unpatented product from 
a particular source. The other type of case involves 
decisions concerning whether to license a particular 
business, and if so, at what royalty. Offenses in the 
second category have involved such acti~ns as charging 
discriminatory royalty rates or refusing to license a patent 
that has been licensed to others. 

Justice believes that both types of cases are based 
upon an erroneous ass~~ption that the practices classified 
as misuse are necessarily anti-competitive. Accordingly, 
Justice believes each case should be analyzed to determine 
whether the conduct in question is in fact anti-competitive, 
and proposes amendments which would limit the patent and 
copyright misuse doctrine. The amendments would require the 
courts to utilize specific economic analyses before 
condemning patent licensing practices previously classified 
as a misuse. However, the proposed arnen~~ents would not 
prohibit courts from exer~ising jurisdiction and refusing to 
enforce valid patents in circumstances involving fraud or 
other inequitable conduct. 

Treasurv Comments 

Overall, the antitrust amendments proposed by Justice 
appear to be thoughtful and well done, with potentially 
beneficial consequences for both competition and the welfare 
of consQmers. However, the Department of the Treasury 
believes that the proposed amendments may be improved and 
has the following comments. 

Elimination of the mandatory awarding of treble damages 
for all antitrust violations appears to be sound, _and the 
basis for differentiation suggested by the amendments appear 
to be acc·eptable. However, whether the award of damages 
should be limited only to compensation of damages in the 
case of rule of reason offenses is another matter. While 

,treble damages in such cases may indeed be excessive, a 
1darnage amount in excess of mere compensation for the 
!plaintiff's injury appears to be in the public interest. 
\compensation alone, even with prejudgement interest, 
jeliminates . virtually all of the deterrents involved for this 
jclass of antitrust violations. The situation would be 
iroughly analogous to informing bank robbers they would only 
\~ave to return the money if they were caught. 

0 
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The application of such a light penalty to rule of 
reason violations erroneously presumes that such violations 
would tend to be inadvertent rather than deliberate. 
However, the lack of any effective deterrent would invite 
businesses to crowd the edge of prohibited anti-competitive 
behavior while covering themselves with some claim to pro­
competitive motivations. The potential economic damage 
which could result from such anti-competitive behavior could 
easily exceed the economic damage currently being endured, 
because existing deterrents make businessmen reluctant ~- to 
engage in borderline business arrangements and practices. 

The Department believes that Justice's justification 
for the amendments concerning patent and copyright misuse is 
not fully convincing. While it is difficult to argue with 
the proposition that the competitive consequences of many 
economic practices are so complex that case-by-case analyses 
are necessary to determine which ones are truly anti­
competitive, the particular case given by Justice, however, 
is less than persuasive. The use of tie-ins would appear to 
be particularly difficult to justify on procompetitive 
grounds. 

The success of the amendments reinforcing process 
oatents would seem to depend heavily upon the ability of the 
;afeguards provided to minimize the use of the new provi­
sions for frivolous or unsound suits undertaken to impede 
legal import ~ompetition. However, it is difficult to judge 
a priori whether the safeguards will prove adequate, and 
whether monitoring the developments in this area during the 
first few years after enactment would appear to be 
worthwhile. Accordingly, designation of a specific office 
within an agency for the responsibility for such monitoring 
would be appropriate. 

Thank you for the opportunity to provide our comments 
on the above matter. We would appreciate being kept advised 
of anv further action taken by your office . with regard to .. 
this matter. 

Counsel 



DRAFT 

THE PRESIDENT'S STATEMENT ON THE NATIONAL INNOVATION 

AND PRODUCTIVITY ACT OF 1983 

The United States is the greatest industrial power in 

history. The inventive genius of the American people and our 

reliance on a free-market principles have combined to create an 

economy that is envied throughout the world. This country's 

economic success serves as the model that the rest of world 

seeks to emulate. 

While the American economy remains second to none, we are 

facing ever increasing competition both at home and abroad. 

Once the dominant force virtually every where that we were 

permitted to compete, our predominant position is now 

challenged in market after market. And in a small, but 

growing, number of important industries, other countries are 

setting the standard of excellence, to which we now aspire. 

The National Innovation and Productivity Act of 1983 represents 

a very important step in reversing this trend so as to enable 

United States industry to regain the momentum in world 

competition. 

The revitalization of United States industry will depend in 

large measure on its ability to create and develop new 

technologies. Advances in technology are crucial to a vibrant 

economy. Technology provides the economy with the 

where-with-all to produce new or improved goods and services 



and to produce more efficiently the goods and services that 

already exist. Technology thus serves as the engine driving 

future increases in our standard of living. Just think of all 

the products that today we view as commonplace but that, as 

little as fifty years ago, existed only in our dreams. 

Computers, the jet engine, and the polio vaccine are only a few 

of the dramatic technological breakthroughs from which we all 

now benefit. The technologies that will be as common place to 

our children and our children's children will make our present 

day wonders appear as antiquated as the horse and buggy seem 

today. 

It is difficult to overstate the importance of 

technological advance to this country's economic welfare. 

Technological advance has a direct and positive effect on the 

competitiveness of American industry, on the productivity of 

American labor, and on the well-being of American workers and 

consumers. For the last eighty years, technological progress 

has accounted for almost one-half of the growth in real per 

capita income. More generally, companies that invest heavily 

in the research and development of new technologies have about 

three times the growth rate, twice the productivity rate, 

one-sixth the price increases, and nine times the employment 

growth as companies with relatively low investments in such 

R&D. In addition, development of new technology can 

significantly improve our balance of trade. Since the 1960s 

our balance of trade in technology-intensive products has been 

far more favorable than the trade balance for other products. 
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Advances in technology are therefore a key element in finding a 

solution to some of the most vexing problems of the last 

decade: unemployment, inflation, declining real income, and a 

deteriorating balance of trade. 

The benefits of improved technology do not end with an 

increase in the standard of living. Technology also is crucial 

to improving our quality of life. New technology has provided 

the weapons with which to wage successful campaigns against 

disease, famine and pollution. Lastly, technological progress 

is extremely important to the national security. Not only does 

technology strengthen our economy, but it also has permitted 

this country to develop extremely advanced, effective weapons 

of war which have enabled us to keep the peace and to maintain 

our freedom. 

While the United States has been, and no doubt continues to 

be, the leader in the creation and development of new 

technologies, we have witnessed in the last ten to twenty years 

increasingly intense competition in this area. Since the end 

of the 1960s, the rate of growth of this country's investment 

in R&D (excluding national defense) as a percentage of GNP, has 

declined, at the same time that the trends in R&D investment of 

other important economic rivals such as Japan and Germany have 

steadily risen. Japan and Germany now invest a larger 

percentage of their GNP in R&D than the United States. Healthy 

increases in R&D expenditures have become ever more important 

because the sophisticated R&D necessary today has become 

increasingly expensive and risky. 
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The reduction in the growth of this country's investment in 

R&D has had a direct role in our declining rate of growth of 

productivity. While labor productivity in this country rose at 

an average of almost three percent annually between 1945 and 

1965, from 1974 until the end of last year, labor productivity 

increased at an average annual rate of only 0.8 percent. 

Although the cut in tax rates has spurred recent increases in 

productivity, we still have a long way to go before we can 

equal the growth rates of Germany and Japan. While our average 

annual rate of growth in labor productivity between 1960 and 

1978 was 2.8 percent, during the same period, Japan enjoyed a 

rate of 8.2 percent and Germany experienced an average rate of 

5.4 percent. 

If United States industry is to grow and prosper and to 

compete with the industries of other countries, our economic 

climate must foster investment in R&D. That climate must 

provide adequate incentives and protection for those that 

create and develop new technologies. 

Research and development of new technology is a very risky 

business. Although we often hear or read of the spectacular 

R&D successes that earn their inventors great fortunes, it is 

far more commonplace for any particular R&D effort to achieve 

little, if any, commercial success. It is virtually 

impossible, when beginning a research project, to know 

precisely what will be discovered and developed, whether it 

will be economical to produce, or even whether there will be 

some demand for it. Moreover, because the essence of 
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technology is ideas that often can be easily duplicated, it may 

be very difficult for the inventor to obtain compensation for 

his efforts, even when they are successful. 

To off-set these risks, instead of relying on government 

control and direction of R&D, the United States relies 

primarily on the potential of private economic rewards. The 

market rewards successful R&D by providing those who have 

risked their time, effort and capital with returns that reflect 

the value of the new technology. In fact, our free market 

system does an efficient job of assuring that R&D efforts are 

directed toward the most promising technologies and are made 

available to consumers at the lowest cost. 

Although our free market system has the virtue of 

eliminating the need for inefficient government bureaucracies 

to direct R&D investment, even in a free market system the 

government must establish and maintain a legal framework--the 

"rules of the game"--within which the market operates. The way 

this framework is structured has a crucial impact on the 

ability of the market to induce R&D efforts. 

This Administration has already done a great deal to assure 

that the legal framework is structured in such a way as to 

promote technological and economic growth. Most importantly, 

we now have in place the full reduction in tax rates that was 

enacted in 1981. Combined with the reforms in the system for 

the recovery of capital costs, the tax cut has begun to spur 

productivity and innovation and holds the promise of a long and 

sustained period of economic growth. 
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The Administration also continues to examine federal rules 

and regulations that govern the conduct of United States 

business. Where those regulations serve no useful purpose, we 

have sought to eliminate them. Where regulations serve the 

overriding goals of protecting our health and safety, we are 

endeavoring to insure that they operate in the most efficient 

and effective way. 

The National Innovation and Productivity Act of 1983 

represents the Administration's effort to deal with two other 

aspects of that legal framework--the federal antitrust and 

intellectual property laws, each of which plays a pivotal role 

in assuring technological progress. Both laws help to promote 

competition and the creation of innovations that enhance the 

efficiency and productivity of our economy. 

The antitrust laws have been called the "Magna Carta" of 

our free mqrket economy. As the Supreme Court has recently 

noted, those laws are a "consumer welfare prescription." They 

seek to enhance the well-being of consumers by prohibiting 

truly anticompetitive behavior. Although the antitrust laws 

are premised on the notion that our economy is best served by 

vigorous competition among independent commercial entities, 

those laws nevertheless are sensitive to the fact that in some 

areas cooperation among independent entities, even competitors, 

may be necessary to maximize the well-being of consumers. The 

creation and development of technology is one very important 

area where such cooperation frequently may be beneficial. 
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The various systems of legal protection of intellectual 

property, most prominently the patent laws, also work to 

improve the productivity of labor and the welfare of 

consumers. The intellectual property laws are designed to 

stimulate technological innovation. They do so by providing 

inventors and innovators with exclusive rights to the products 

of their creative genius. By preventing others from copying 

those inventions and innovations, the intellectual property 

laws permit the creators to reap financial rewards from the 

benefits they provide to the rest of society. 

The antitrust and intellectual property laws generally have 

served their objectives well for many years. Nevertheless, 

after a review of the effect of those laws on innovation, the 

various federal agencies that administer and enforce these 

laws, and those that are most familiar with their effects and 

purposes, have jointly arrived at the conclusion that a few, 

relatively minor modifications could greatly enhance the 

ability of those laws to foster increased growth in 

technology. The National Innovation and Productivity Act of 

1983 embodies these modifications. 

The National Innovation and Productivity Act of 1983 has 

two parts: the first would amend the antitrust laws and the 

second would amend the patent and copyright laws. The 

amendments of the antitrust laws relate respectively to the 

treatment of joint R&D ventures, to the amount of damages 

available in private antitrust suits and to the antitrust rules 

applied to the protection and use of new technology. The 
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amendments of the patent and copyright laws would clarify 

patent and copyright protection and would assure that process 

patent holders are protected from infringement by unauthorized 

foreign imports. 

Title II of the Act would modify the existing treatment of 

joint R&D ventures under the antitrust laws. The increasing 

complexity and sophistication of research and development has 

made R&D increasingly expensive. In addition, advances in 

technology have increased the advantages of large scale R&D 

efforts. As a result, cooperation has become an important 

avenue for efficiently conducting R&D, and so for enhancing our 

productivity and competitive strength. Properly interpreted, 

the antitrust laws act only to prohibit anticompetitive joint 

R&D; they do not proscribe those ventures, no matter how large, 

that are necessary to technical progress. 

There is a misperception, however, that the antitrust laws 

discourage joint R&D effort, regardless of its benefits. 

Although the courts and the Justice Department now are 

sensitive to these concerns, American industry has indicated 

that because of uncertainty as to future legal interpretations, 

the antitrust laws serve as a serious obstacle to 

procompetitive joint R&D ventures. Even though the risk of an 

incorrect legal decision may be small, that risk is exacerbated 

by the length, complexity and cost of antitrust suits and the 

fact that a successful claimant under the antitrust laws is 

automatically entitled to three times the damages actually 

suffered. Industry fears that after investing large amounts of 
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capital in a venture, they may be faced with the threat of a 

treble damage suit from a disgruntled competitor who has been 

excluded from the venture. And of course the risk of such a 

suit increases in direct proportion to the economic success of 

the joint venture. 

There has been a variety of legislative proposals 

introduced during the current Congressional term that seek to 

address this general problem. Several of these proposals seek 

to alleviate the antitrust risk faced by joint R&D ventures by 

replacing the current antitrust standard with a different 

standard for scrutinizing the legality of joint R&D. However, 

none of the various standards that have been proposed would be 

as effective as the current antitrust standard in 

distinguishing procompetitive ventures from anticompetitive 

ones. In fact, the proposed substitute standards could 

encourage anticompetitive joint R&D ventures and could inhibit 

many desirable ones. In addition, some of the proposals are 

unattractive because they would transform the Justice 

Department from its traditional role as an enforcer of the law 

to that of a bureaucracy regulating the structure and conduct 

of all joint R&D ventures, regardless of their anticompetitive 

potential. 

After thorough consideration of the alternatives, the 

Administration has determined that the approach represented by 

Title II of the National Innovation and Productivity Act is the 

best solution to this difficult problem. Title II would first 

clarify that joint R&D ventures may not be deemed per se 
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illegal. This would prohibit the courts from condemning any 

joint R&D venture under the antitrust laws without first 

considering its potential benefits. Second, those joint R&D 

ventures that have been fully disclosed to the Justice 

Department and the Federal Trade Commission pursuant to 

procedures established by that title would be immune from any 

antitrust suit brought by private parties and from damage suits 

brought by the government. Compliance with the provisions of 

Title II would not result in a certification that the venture 

was legal under the antitrust laws, and if the venture, despite 

compliance, was anticompetitive, the government could still 

challenge it. Title II thereby would eliminate the deterrent 

effect that any legal uncertainty may now have on joint R&D 

efforts, and at the same time it would retain adequate 

antitrust safeguards against anticompetitive activity occurring 

under the guise of joint R&D. 

Title III similarly deals with an undesired deterrent 

effect that the antitrust remedy of mandatory treble damages 

has on procompetitive behavior. The threat of treble damage 

liability is a strong deterrent to firms engaging in conduct 

that potentially violates the antitrust laws. Where the 

conduct is clearly anticompetitive and is carried out in 

secret, as in the case of price fixing among competitors, such 

deterrence is appropriate and indeed necessary. However, where 

the conduct may very well be procompetitive and is carried out 

in the open, the availability of punitive damage remedies is 

unfair and counterproductive. 
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The adverse deterrent effect of mandatory treble damages in 

antitrust suits is not limited to joint R&D ventures. The 

antitrust legality of a panoply of business practices that are 

not clearly anticompetitive frequently may be uncertain at the 

time the practice is conceived and employed. The legality of 

these practices will generally turn on the specific 

circumstances that may never before have been dealt with by the 

courts. By greatly increasing the cost associated with the 

risk that a court may find conduct illegal that in fact is 

procompetitive, the threat of treble damage liability surely 

inhibits at least some innovative business practices that could 

increase efficiency and productivity. For example, _the threat 

of treble damage liability may deter a manufacturer of products 

that uses advanced technology, such as computers, from 

restructuring its system of manufacturing and distribution in a 

way that would lower its cost and enable it to disseminate its 

technology to a greater number of consumers. It is even 

possible that the overdeterrence of the treble damage remedy is 

partially responsible for the seeming reluctance of American 

management to take vigorous steps to meet the challenge of 

foreign competition. 

With the exception of joint R&D activity, the most obvious 

and potentially devastating effect that the availability of 

treble damages can have on innovation and productivity appears 

in the area of intellectual property licensing. Such licensing 

can have significant procompetitive benefits. It enables 

businesses to combine their relative strengths and thus bring 
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products into the marketplace more quickly and at lower cost 

than would otherwise be possible. However, businesses may 

hesitate to enter into such arrangements for fear that some 

court might someday condemn the arrangement as anticompetitive 

and require the patentee to pay treble damages. This risk may 

discourage the transfer of technology and so reduce the rewards 

to the successful inventor. As a result, the overall incentive 

to invest in R&D is likely to be reduced. 

Title III of the National Innovation and Productivity Act 

would eliminate the potential of treble damage liability under 

the antitrust laws for all practices except for those that are 

plainly and inherently anticompetitive. With this one 

exception, firms that are found to have violated the antitrust 

laws would be liable for , actual damages caused by their conduct 

plus prejudgment interest calculated from the date the suit is 

filed. By amending the law to include prejudgment interest for 

the first time, Title III would assure that those who suffer 

injury as a result of an antitrust violation will be made 

whole. At the same time by eliminating treble damage liability 

for conduct that is not clearly wrong under the law, the 

deterrence that the antitrust laws may have on potentially 

beneficial practices would be minimized. 

Title IV of the Act also is designed to encourage 

innovation by assuring that intellectual property licensing is 

treated reasonably under the antitrust laws. An economic and 

legal climate that is conducive to the creation and use of 

intellectual property is essential to the stimulation of 
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innovation and productivity. To secure such an environment, it 

is crucial that the courts carefully consider procompetitive 

benefits when evaluating the lawfulness of intellectual 

property licensing under the antitrust laws. While many courts 

appreciate the competitive benefits of intellectual property, 

others have taken the spurious view that a system of exclusive 

rights that enables the inventor or innovator to enjoy the 

fruits of his labor is somehow inconsistent with the antitrust 

laws. 

Title IV would alleviate the occasional judicial hostility 

shown toward intellectual property in the context of antitrust 

suits by expressly prohibiting the courts from condemning 

transactions involving intellectual property as per se 

illegal. That is, Title IV would require that before a court 

could find that a particular transaction involving intellectual 

property violates the antitrust laws, the court must consider 

the transaction's procompetitive benefits. In combination with 

Title III, Title IV would also confirm that such transactions 

are not subject to treble damage liability. Title IV would 

thus send a clear message that intellectual property enhances, 

rather than impedes, innovation and productivity and that the 

antitrust laws must be appropriately sensitive to this fact. 

Title V of the Act also concerns the exploitation of 

intellectual property, but it involves amendments to the patent 

and copyright laws rather than the antitrust laws. Courts have 

occasionally employed the judicially created doctrines of 

patent and copyright misuse to justify a refusal to enforce a 
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valid patent or copyright against an infringer. The equitable 

doctrine of misuse was originally developed by the courts in 

order to deny legal protection to intellectual property until 

that property was purged of any taint that resulted from its 

use by the owner in an anticompetitive manner. The notion was 

that by using the property anticompetitively the intellectual 

property owner was able to extend his exclusive rights beyond 

what the law allowed and so was able to earn more from his 

property than that to which he was entitled under the law. 

Over time the doctrine of misuse began to drift away from 

its original intent. Judges began to use the doctrine to 

invalidate valid patents on the basis of vague notions of what 

seemed "unfair" to them. Conduct was deemed to be misuse 

without subjecting that conduct to the rigorous economic 

analysis that should be employed under the antitrust laws to 

determine whether particular conduct is harmful. As a 

consequence, the courts have condemned beneficial conduct that 

maximizes the rewards to which the patentee or copyright holder 

is legitimately entitled. 

Title V of the National Innovation and Productivity Act is 

designed to eliminate the divergence between the misuse 

doctrine and the economic analysis utilized by the antitrust 

laws. Title Vin effect would preclude courts from classifying 

conduct as patent or copyright misuse on the ground that the 

conduct in some way suppressed competition unless, after 

meaningful analysis, it was determined that the conduct 

constituted a violation of the antitrust law. 
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Title VI of the Act is directed at closing a loophole in 

the United States patent laws that has impaired the ability of 

process patent holders to earn their rightful reward and so has 

artificially reduced the incentive to create and develop 

process inventions and innovations. In addition, this loophole 

has created a perverse incentive for United States firms to 

manufacture products outside this country using foreign labor. 

Process patents are of particular importance in our 

nation's effort to increase the productivity of labor and the 

ability of our industry to compete in transnational markets. 

Those patents generally are granted for new uses of existing 

goods or for new ways to produce existing goods. They are 

therefore particularly important in increasing the efficiency 

of industry and thereby in enabling United States firms to 

manufacture products at minimum cost. 

Under current law the owner of a patent covering a process 

has significantly less protection against the unauthorized use 

of his invention than the owner of a patent covering a 

product. Where a product patent is involved, a firm cannot 

avoid infringement by manufacturing the product overseas and 

then importing it into the United States because the use or 

sale of the product in the United States would infringe the 

United States product patent. Where a process patent is 

involved, however, there is often no effective means by which a 

patentee can prevent a firm from practicing the process patent 

overseas and then selling the product made by that process in 

the United States. Under United States patent law, this 
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conduct does not constitute infringement of the process 

patent. This loophole not only discourages firms from 

investing in R&D aimed at discovering new and better processes, 

but it also encourages firms to perform the manufacturing 

overseas with foreign labor when a United States process patent 

is involved. 

Title VI is directed at eliminating both of these undesired 

effects by classifying the sale in the United States of a 

product made by a process covered by a United States patent as 

an infringement of the process patent, regardless of where in 

the world the patent is practiced. 

In conclusion, the National Innovation and Productivity Act 

of 1983 is important, timely, and economically necessary 

legislation. The five substantive titles have been carefully 

drafted to amend the antitrust and intellectual property laws 

in ways that respond to specific problems. The changes 

envisioned by the Act will remove impediments to, and add 

incentives for the creation and exploitation of new 

technology. By assuring a higher level of innovation in this 

age of high technology, the Act not only will enhance the 

competitive position of United States firms in international 

markets, but it should also materially improve the standard and 

quality of life for all the citizens of this country. The 

National Innovation and Productivity Act of 1983 furthers the 

interests of all Americans and deserves bipartisan support. I 

urge that this crucial legislation be enacted as quickly as 

possible. 
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MEMORANDUM FOR 

FROM: 

SUBJECT: 

THE WHITE HOUSE 

WASHINGTON 

October 6, 1983 

ROGER B. PORTER 
WENDELL W. GUNN 
MARY JO JACOB ~ _p 

LEHMANN K. Lid \J 
Status of Administration Contacts with Business 
Groups on Innovation Legislation 

Following is a status report of the business groups with which 
the Administration has met to discuss the "National Productivity 
and Innovation Act of 1983." 

General Business Groups: 

National Association of Manufacturers 

Jim Carty and Howard Vine (Rule, Li on 9/28) 
Jim Carty (Baxter on 9/30) 

Business Roundtable 

Samuel Maury and Tom Leary (Rule, Li on 9/28) 

Chamber of Commerce 

Hank Cox (Rule, Li on 9/28) 

High Tech Business Groups: 

Microelectronics Computer Company (Inman) 

(No one) 

Semiconductor Research Corporation 

Erich Bloch and Larry Sumney (Merrifield on 9/21) 

Electronics Industries Association 

(No one) 

Semiconductor Industry Association 

(No one) 

Computer and Business Equipment Manufacturers Association 

(No one) 
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American Business Conference 

(No one) 

American Electronics Association 

(No one) 

National Electric Manufacturers Association 

(No one) 

Pharmaceutical Manufacturers Association 

(No one) 

Health Industry Manufacturers Association 

(No one) 

Proprietary Association (Over-the-counter drugs) 

(No one) 

Coalition of High Tech Groups 

Emory Sneeden and Frank Polk (Rule on 9/29) 

Traditional Industry Business Groups: 

American Iron and Steel Institute 

(No one) 

Motor Vehicles Manufacturers Association 

(No one) 

Chemical Manufacturers Association 

(No one) 

National Machine Tool Builders Association 

(No one) 

Other Groups: 

Small Business Legislative Council 

Jerold Nagy, Donald Randall, Jered Blum, Tom Mauro, Eric 
Schellin, A. Everette MacIntyre (Baxter on 9/28) 

The Office of Public Liaison (Mary Jo) is arranging a briefing in 
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the EOB on October 13th for most of the groups listed above. 
Bill Baxter and Jerry Mossinghoff will be conducting the 
briefing. 
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THE WHITE HOUSE 

WASHINGTON 

October 13, 1983 

MEMORANDUM FOR ROGER B. PORTER 
WENDELL W. GUNN 

FROM: 

SUBJECT: 

MARY JO JACOBI 

LEHMANN K. L 

Differences Between Administration and Other 
Innovation Legislation 

The Administration's National Productivity and Innovation Act 
is different from competing joint R&D venture bills on the Hill 
in several important respects. Our proposed bill: 

o Includes greater incentives for intellectual property licensing 
that other bills do not have. 

o Avoids setting standards for joint R&D ventures. 

o Avoids requiring joint R&D ventures to allow all firms access 
to the venture. 

o Avoids requiring mandatory licensing of discoveries resulting 
from the venture. 

o Avoids Justice Department regulation of ventures. 

Attached is a concise Justice Department paper describing the 
differences in greater detail. I would strongly urge that you 
read the entire paper (only four pages long) since we will have 
to explain the differences in the bill to various groups over the 
next few weeks. 

Attachment 
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THE NATIONAL PRODUCTIVITY AND INNOVATION ACT 
OF 1983 IS THE BEST APPROACH TO ENCOURAGING 

INNOVATION AND ENABLING AMERICAN INDUSTRY 
TO KEEP PACE WITH OVERSEAS COMPETITORS 

The National Productivity and Innovation Act ("NPIA") 
represents a comprehensive approach to improving the incentives 
for private sector R&D. All other proposals currently before 
Congress are narrowly focused on the relationship between the 
antitrust laws and joint R&D. Although the NPIA (H.R. 3878 and 
S. 1841) also eliminates the adverse deterrent effect the 
antitrust laws may be having on the formation of joint R&D 
ventures. the NPIA goes much further. 

Certain types of R&D can be performed more effectively and 
at lower cost by firms acting jointly rather than 
individually. Nevertheless. businesses perform individually 
rather than jointly a very large percentage of R&D. More than 
a solution for joint R&D. therefore. is required if we hope to 
increase the incentives for R&D. By increasing the protection 
afforded to the fruits of R&D and by enhancing the efficiency 
with which those fruits can be developed and marketed. the NPIA 
will have a long-lasting. broad-scale effect on the private 
sector's willingness and ability to create. develop and market 
new technologies. The bill consequently promises a more 
profound improvement in productivity and competitiveness than 
the other bills before Congress. To increase such incentives. 
the NPIA makes several other key improvements in antitrust and 
intellectual property law: 

0 Title III of the NPIA eliminates inappropriate "per se 
illegal" antitrust rules that adversely affect the 
licensing of patents. technical know-how. and other 
intellectual property. Courts occasionally have applied 
such rules in the mistaken belief that the exclusive rights 
to which an inventor is entitled are somehow inconsistent 
with the antitrust laws. Judicial hostility has inhibited 
licensing conduct that enables inventors to obtain adequate 
rewards for their investment in R&D and that brings new 
technology to the marketplace in the most efficient 
manner . Title III assures that courts will not condemn 
intellectual property licensing under the antitrust laws 
unless it is truly anticompetitive. 

Title III also limits damages in antitrust cases based on 
intellectual property licensing to actual. rather than 
treb le damages. Punitive treble damages are appropriate in 
many antitrust contexts. but can overdeter conduct such as 
intellectual property licensing that has significant 
potential societal benefits. Title III preserves an 
appropriate compensatory antitrust remedy against licensing 
practices that are. on balance. anticompetitive. 
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0 Title IV of the NPIA modifies in a modest but important way 
the misuse defense as applied to patent and copyright 
licensing practices. Originally the courts crafted the 
defense to counter anticompetitive overreaching by patent 
holders. Over time. however . judges began to use the 
misuse defense to deny patentees protection without the 
careful economic analysis required to distinguish 
procompetitive from anticompetitive behavior. Title IV 
makes clear that courts may not condemn certain licensing 
practices as misuse on competitive grounds unless the 
practices violate the antitrust laws . 

0 Title V of the NPIA closes a serious loophole in the patent 
laws. Currently. a U.S. process patent is not infringed 
when . without the patentee's authorization. the patent is 
practiced outside this country and the products made by the 
process are imported for sale or use into this country. 
Present trade law remedies do not provide adequate 
protection. Under Title v. the use or sale in the United 
States of products made by an infringing process would 
constitute an infringement of a process patent. Title V 
thus enables U.S. process patentees to obtain their 
rightful return on investment in R&D. 

Taken together. these reforms complement the NPIA 1 s 
elimination of the perceived antitrust deterrent to joint R&D. 
and will provide an important addition to this nation's effort 
to improve its productivity in an increasingly competitive 
world environment. 

The NPIA approach to the application of the antitrust laws 
to joint R&D does not replace sound antitrust principles with 
new standards that may discourage R&D and in some circumstances 
be anticompetitive. Existing antitrust standards do not 
actually condemn procompetitive joint R&D; the "antitrust 
deterrent" to joint R&D is a matter of perception. or rather 
misperception. largely based on old cases that did not involve 
R&D. In fact. under existing antitrust standards. joint R&D 
generally presents no antitrust problem at all. The NPIA 
preserves these liberal standards. as well as a necessary 
safeguarding of competitive inc entives to innovate. 

Other bills propose a wide variety of new federal standards 
and strictures that would govern joint R&D ventures. These 
standards cover such detail as the eligibility of firms to 
participate. admission and withdrawal rules. basic 
organization. management. the scope of permissible activities. 
duration. various and varying f inancial obligations of 
participants. use of any information that is developed by the 
venture. and a wide variety of other particulars. Taken as a 
whole. these proposed standards would constitute significant 
new federal regulation of key innovat i ve efforts . Moreov er . 
many of these standards are irrelevant to any attempt to 
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distinguish procompetitive joint R&D ventures from 
anticompetitive ones. While a very few joint research ventures 
might find such conditions acceptable. the new standards 
clearly have the potential for discouraging an unknown and 
unknowable number of others. All joint R&D ventures need not 
fit the same mold to be in the public interest. 

Many of the proposed new standards apparently were designed 
with competitive goals in mind. None. however. possesses the 
flexibility and accuracy of existing antitrust standards in 
distinguishing between procompetitive and anticompetitive 
ventures. Some are inherently anticompetitive. and directly at 
odds with the patent and other intellectual property laws that 
we rely on to encourage innovation in the first place. For 
example: 

0 Many of the bills attempt to provide a safe-harbor for 
joint R&D ventures. in part. on the basis of the market 
share represented by the particular venture. The 
percentage of the market that the venture represents is 
certainly relevant to a determination of the competitive 
merits of a joint venture; however. it is very difficult to 
translate the concern about market-share into workable 
statutory criteria. Regardless of the specificity of the 
statutory language used to define what is meant by ''market" 
and "market share." the outcome of any market share test 
will largely depend on who is performing the test. 
Consequently. it is difficult to conceive of an effective 
statutory market-share test that can provide any more 
certainty than the current antitrust standard. 

The solution. however. is not to develop a statutory 
safe-harbor that ignores market share. Because market 
share is the single most important factor affecting whether 
a joint R&D venture is in the public interest. it must be 
considered. The problems with a market share test simply 
serve to point out the inherent difficulty in trying to 
draft a statutory safe-harbor. 

0 several of the bills contain proposals that would require a 
joint R&D venture to provide all firms (or all American 
firms) with access to the venture. The effect of such a 
standar d would be to force a joint venture to include a 
greater percentage of the market than otherwise would be 
the case. First. forcing a joint R&D venture to accept all 
interested firms into the venture may make the 
collaborative endeavor so unattractive that the venture is 
never formed. Second. mandatory access can be 
anticompetitive. Rivalry or competition spurs most R&D; 
guaranteeing that all of a firm's competitors will be able 
to share in its discoveries effectively destroys this 
competitive incentive. 
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0 Similarly. many of the bills require joint R&D ventures to 
license the technology they develop to all ~pplicants at 
reasonable royalties~ Generally. the bills would require 
joint R&D ventures compulsorily to license their technology 
three years after the technology is first commercially 
exploited. Such compulsory licensing standards effectively 
repeal the 17-year period of exclusivity normally provided 
to patents. Because the rewards of exclusive intellectual 
property rights provide much of the incentive for 
investment in R&D. cutting back the duration of those 
rights is likely to result in far less R&D. 

Moreover. the three-year compulsory licensing provision 
will reduce the attractiveness of joint R&D to all 
industries except those in which technology generally 
.becomes obsolete within three years. Consequently. 
protection will be denied to a large number of industries. 
Moreover. the precedent of statutorily mandated licensing 
will severely undercut the stand against compulsory 
licensing that the United States has consistently taken in 
international fora. For example. the President has 
indicated that one reason the United States refused to sign 
the Law of the Sea Treaty was the Treaty 1 s compulsory 
licensing provisions. Our condemnation of such licensing 
would ring hollow if compulsory licensing appeared in our 
own statutes. 

Titles III and IV of the NPIA provide a means which is far 
superior to compulsory licensing. of assuring rapid. 
economy-wide dissemination of new technologies. Those 
titles greatly increases the willingness and ability of 
intellectual property owners to license their technology 
voluntarily. Moreover. unlike compulsory licensing. those 
titles increase rather than erode the incentives to invest 
in R&D in the first place. 

The NPIA involves no new pervasive intervention in the R&D 
activities of industry through an initial certification or 
continuing regulatory scheme. Some of the other bills 
essentially require would-be participants in procompetitive 
joint R&D to obtain the blessing of the Attorney General in 
order to obtain the benefits of the legislation. The initial 
certification. reporting. and continuing review requirements of 
such proposals would in a very real sense inject the Department 
of Justice into the planning. implementation. and operation of 
joint R&D to an unprecedented and wholly unnecessary extent. 
Because joint R&D is procompetitive. and existing antitrust 
standards are appropriate, there is no need for a potentially 
expensive and delay-engendering new regulatory scheme. The 
Justice Department is best suited to enforce the law; it is not 
a suitable partner in the planning and carrying out of joint 
R&D across the full spectrum of American industry. 
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