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CHAPTER I

ABSTRACT

THE ALLOCATION OF INTELLECTUAL PROPERTY RIGHTS
BETWEEN EMPLOYERS AND EMPLOYEES IN THE UNITED KINGDOM

The subject of this thesis is the allocation of

intellectual property rights between employers and employees:

a legal, a social, a psychological and an economic phenomenon.

Chapter 4 sets out the basic methodological framework

adopted in this thesis and explains what is intellectual property.

Chapter 5 examines the economic problems attached to the

creation and exploitation of intellectual prdperty rights.

Chapter 6 examines the subject of industrial relations
and explains why employee creators do not obtain adequate

protection for themselves through the medium of collective

bargaining.

Chapter 7 examines the psychological nature of inventing.

Chapter 8 looks at the nature of awards given to employee

creators by their employers; the theoretical and practical



basis for the making of awards to inventors is also
discussed, and objections to the establishment of a

statutory award scheme evaluated.

Chapter 9 introduces the layman to the law of contract,

the doctrine of restraint of trade, and the employee's

difficulty in altering the terms of a standard employment

contract.

Chapter 10 is a study of the allocation of patent rights
between inventors and their employers. British law is
contrasted with the American law, which provides an alternative

measure for protecting patent rights.

Chapter 1l looks at the laws relating to confidential

information.

Chapter 14 explains the different problems faced by
English and American Courts when allocating rights in

industrial designs.

Chapter 16 explores the allocation of moral rights to
employers and employees, contrasting the Anglo-American

tradition with that of the European civil law.

Chapter 17 seeks to evaluate the remedies provided by

equity as a potential means of rewarding or compensating an

employee for work done outside his contract of employment.

Chapter 18 examines current proposals for law reform.



CHAPTEHR I 1

AUTHOR'S PREFACE

The groundwork for this thesis was commenced in late
October, 1973, at the University of Kent at Canterbury, and
was concluded at the University of California, Los Angeles, in
the late spring of 1976. The period during which my original
research was conducted was one of intense activity on both
sides of the Atlantic directed towards the reform of patent,
copyright and trade secret law in general, and towards the
problems of employee inventors specifically; thus it was my
privilege to work in a field of legal science which savoured
of topical interest, and my own interest in the subject enabled
me to participate, to some small extent, in the formulating of
proposals leading to what may ultimately be a constructive
reform of the law relating to creative employees. It is thus
with some little regret that this thesis is submitted, for it
is probable that in the near future there may occur events
which will throw at least a proportion of this thesis into the
realm of history rather than let it rest in the arena of
current interest. Nonetheless, it is for the legislatures of

the United Kingdom and the United States to render this work

out-dated, and I have no control over them. And so the



decision to submit at this time has been duly taken.

It is customary, and indeed quite proper, to express one's
gratitude for the help which has been received in the course
of the study and ultimate realisation of a vast and

complicated subject which abounds in issues social, legal,

economic, psychological and industrial, and I have indeed been
fortunate to receive much help. The invaluable financial
support of the Social Science Research Council, the University

of Kent at Canterbury and the United States-United Kingdom

Educational Commission kept the wolves from the door; but
more invaluable still were the contributions of my friends,
mentors and colleagues during my period of research and
writing-up. To my supervisors Harry Bloom and Melville Nimmer
is due my great gratitude, for their stimulating arguments and
patient expositions; the same also to John Stedman for his
meticulous examination of the drafts of chapters 9 to 16.
Leonard Cotterell, M.B.E. provided me with much of the
unpublished material to which I had access, and spent many
hours of his time in discussing with me the practical
implications of my work. Finally my thanks to the many
friends who have lent their ear to my hypotheses, especially
the staff of the unit for Legal Research in Computers and
Communications at the University of Kent at Canterbury, for

their unfailing wit and good humour. All that is left to

say is, feci quod potui; faciant meliora potentes.
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CHAPTER iv

SUBJECT-MATTER AND METHODOLOGY OF THE THESIS

4.1 What is Intellectual Property?

Simply put, intellectual property is that which pertains to
oneself (proprius being the Latin for 'one's own') and which
originates from the exercise of one's intelligence or intellect.
Thus any legal interest which one may have in one's ideas,
writings, sculﬁtings, choreography, inventions or designs may be

construed as an interest in one's intellectual property.

Like real property, the intellectual variety may be
purchased, sold, used and licensed to the use of others; unlike

real property it may be reproduced an indefinite number of times

without diminution of the original estate. Some forms of
intellectual property (e.g. plays, songs) can be performed;
others can be put to industrial application, such as registered

designs., Some can be stolen (trade secrets and confidential

information), but others are incapable of being so (e.g. copy-

rights, patents). It is perhaps curious to imagine that a



copyright, which can be sold, leased or even given away

cannot under any circumstances be stolen; for it is strange

property indeed.

One's rights in real property are usually infringed by
appropriation or by physical interference (trespass, nuisance,
the tort of Rylands v. Fletcher), but this is not so of
intellectual property. If one burns a book one does not
thereby extinguish the copyright therein; but should one
make a duplicate copy of that book, then the estate of the
copyright owner has been perturbed. Likewise does one
interfere with a patent, merely by carrying out the actions
prescribed therein as leading to an inventive end. But
intellectual property, in all its different guises, is not
limitless in its application. One does not infringe a recipe
by cooking a meal. And over the course of years one's patent
and copyright are yielded over into the hands of the public at
large; the same is not true of a trade secret, which mayv
thrive perpetual if no-one else can discover it, but which will

perish instantly if so much as divulged to the general mass.

This thesis presumes upon the reader to have at least some
little familiarity with the nature of the major ‘'systems' of
intellectual property: the laws of copyright, patent,
registered design and confidential information. Yet no depth
of knowledge is needed. The chapter on the law of contracts

will offer little to the lawyer, and may be omitted ad libitum;

10



but it should be read by scientists and others coming to this

subject for the first time.

4.2 What is so Important about the Allocation of Intellectual
Property Rights?

Like all other rights, those vested in intellectual
property do not exist in a vacuum. They are attached to people,
and it is people who use intellectual property as the bricks and
mortar of their businesses or careers. If an invention has
been made, and two people both claim that they have invented it
first, each will endeavour to sway a court of law that their
claim is the just one, and one, or even both of them will be

enjoined from using that invention until the issue is resolved.
This is what happens, actually or potentially, whenever two
parties both claim to have the rights in the identical

invention which the one has made while working with, for, or in
the presence of the other. Where the rules are clearly
defined, resolution of such disputes is made easier, and may be
resolved by examination only of questions of fact; but where
the law is not clear, it too must be examined, at the expense

of the litigating parties, before one or the other can enjoy his

rights in peace.

This author has traced the evolution of the current laws

governing the ownership of intellectual property both in the

United Kingdom and in the United States, and is convinced that

the state of the law at present is not wholly clear, and that it

11



has not so been for very many yvears for the reason that the

law evolves in order to meet the social and industrial needs
of its litigants, yet a forum for expounding of the law the
Courts have not been able to step back and conduct a full and

true enquiry into the social and industrial implications of

their decisions. Consequently the law has been examined in the
light of those bodies of learning, once ascribed to common sense
or to the frailties of human nature, now known as economics,
psychology and industrial relations, and it has been

criticised wherever it has not met up to the needs, either of

industry or of employee creators, which motivate them in their

work and speed them in their prosperity.

It is the hope of this author that the following thesis will

help to provide a valuable stage in the examination of the

tribulations of employee creators - and their employers - which
- —n

will lead ultimately to the treatment of those tribulations as

a multidisciplinary subject, and which eventually too will lead

to a just and practical reform of the current laws.

4,3 How has the Author approached this Subject?

With some training in the field of law, but with little or
no skill in economics, psychology or industrial relations, the

author has naturally proceeded from a careful study of the law

itself, and has ventured but cautiously into the alien

12



disciplines. For this reason, great reliance has been

placed upon secondary sources such as the writings of those
skilled in those disciplines; the author has exercised his own
judgement as to the strength of the reliance which he has

chosen to place upon those sources.

Additionally, the author received the benefits of
interviewing representatives of nine divergent industrial
concerns as to their employment policies for inventors and
creators generally, their current industrial relations problems
pertaining to the allocation of intellectual property rights,
and their hopes, aspirations and opinions relating to possible
future developments. While those concerns were, on the whole,
most co-operative in answering my questions, several of them
were loath for the names of their companies to appear in the
text of the thesis; I have therefore referred to these concerns
only at the end of the thesis, in an Appendix of advisors and

suppliers of materials.

Information from the employees' side of industry was
harder to come by, and letters to some thirty-five trade unions
resulted in some useful information but only one actual
interview, which was rather disappointing. However, the author
had some more direct access to the problems of inventors, both
in his private correspondence with two disaffected employees,
and also through his contact with the Institute of Patentees,

which provided him with a useful source of press cuttings,

13



current inventor-problems and unpublished materials.

The arrangement of the thesis is tri-partite; chapters 5
to 9 discuss the current practical and theoretical problems in
the field of the employee creator, chapters 10 to 16 look at
the substantive law on the subject, and chapters 17 and 18 offer
a degree of speculation in relation to (i) the prospect of the
greater development of equity in compensating creators for the
use of their creations, and (ii) actual reform proposals which
have recently been put forward. Cross—-references have been
supplied where it has been thought that they might be an aid to
the reader, but it is not mandatory to take up such cross-

references.

The author has striven to keep his footnotes short and
concise, and not to use them as a spill-over for excessive
quotations or segments of text. They are not integral to the
comprehension of the thesis, and so have been relegated to the
end of each chapter, where they may be consulted if desired.
The author has cited only the actual volume in which reported
cases were consulted by him, which may be slightly irritating
to those who adhere only to the All England Reports, or to the
Weekly Law Reports; but in view of the occasional textual
differences which may occur in different reports of the same
case, it was decided to leave the reader clear evidence of the

source from which quotes and arguments have been gleaned.

14



This is not a thesis on American law; I have consulted
the practice of that vast country, and have also made use of

its own legal solutions to problems faced in common by American

and British jurisdictions. The American law has been
analysed and discussed in great depth where it has thrown some
interesting light upon the English practices, but no attempt
has been made to provide a profound comparison of the laws in
their legal systems. I have not cited the full circuit
reference to American cases in the footnotes, but the same may

be found in the full list of cited cases (British and American)

at the end of this tome.

In the interests of avoiding continuous repetition, I have
used the terms ‘'England', 'Britain', 'Great Britain' and
'United Kingdom' interchangeably (but 'Scottish' excludes
'English'), and I have on occasion used the words 'master' and
'servant' for 'employer' and 'employee' -~ to which I apologise
to all employees. I have also used 'America' for the 'United
States'. Out of deference to the International Federation of
Inventors' Associations I use the term 'employee inventor', and

not 'employed inventor'.

15



CHAPTER vV

ECONOMIC AND STATISTICAL ASPECTS
OF INTELLECTUAL PROPER.TY1

5.0 Introduction

The legal rules which go to make up the patent and copy-
right systems are not of themselves adequate criteria by which
to judge those systems. This is because patents and copyright
exist in the reality of an ever-changing world in which
inventions and books are created and exploited, and are
measured in terms of their commercial worth rather than by
legal status. The rules of ownership of intellectual property
affect the initial disposition of monopoly rights, determine who
must pay whom for the right to exploit, and protect that party
from market encroachments. It is the function of this chapter

to examine intellectual property rights as means whereby

commercial exploitation - and thus public accessibility - is

achieved, and to look at the effect of economic considerata upon

the patent and copyright monopoly systems, and vice versa.

16



5.1 Patent and Copyright Monopolies Explained

In reality neither patents nor copyrights are true
monopolies upon the use 0of intellectual property; a true
monopoly is an unfettered right to satisfy all the demands
which a given market may make upon a particular commodity;
both copyright and patents enjoy only a limited span of years,

which means that (i) after their expiry the monopoly is lost,

since anyone can use the contents of the right, and that (ii)

even before the right expires the holder faces competition

from prospective post-monopoly users; thus where A seeks
commodity X which has been made solely by B at a constant price
bearing no reference to competition, A may be advised to wait
until the patent expires and the purchase price will take into
account the market balance between B and new manufacturers C, D
and E. Additionally the copyright is not protection against
the independent creation of a work identical to that copyrighted;
the independent creator may do whatever he pleases with his own

creation without reference to the rights of the copyright
owner.2 The holder of a copyright monopoly, too, cannot prevent
'fair use' of his precious commodity by another without payment,
which may diminish seriously his literary estate, and both
patents and copyrights in the United Kingdom are subject to some
measure of compulsory licensing, which leaves the would-be

monopolist helpless against even commercial exploitation of his

commodity, and with the value of his market privilege translated

17



into a fair sum by way of com.pensation.4 Even when the

holder of a patent or copyright is untrammelled by 'fair use'’

provisions and compulsory licences, the very use of his right
may be restricted by agencies of the government which gave him
that right in the first place, agencies such as the Federal
Trade Commission in the United States, or the Monopolies

Commission in the United Kingdom.

The following chapters will deal mainly with patent rights,
but much which is said of them will equally apply to copyrights;

copyrights will be discussed specifically in 5.7, inf.

5.2 Patents: the theory of the Monopoly

The technical legal justification for the patent monopoly
is that it is an award made to the person who discloses a
patentable invention, and is as such a form of ‘'consideration’
moving from the Patent Office in exchange for that disclosure.
This is all very well, but why give to the discloser of an
invention a monopoly right rather than a cash award, a life

peerage, tax relief or some other privilege?

Each generation has sought to justify the monopoly grant in
terms §f the economic conditions then prevalent; this in the
fifteenth and sixteenth centuries an inventor would usually seek
a licence to practice his art without being harried by local

trade or quild rivals who might otherwise claim his invention to

18



fall within the scope of their own royal charters which gave
them exclusively the right to operate in certain areas. The
form which this licence would take was that of a personalised
charter to the inventor to practice his art for a term of

years long enough to train two sets of apprentices, so that

any new skill introduced into the land - and most 'inventions'
were bodiiy imported, most inventors foreign - would have a
chance to take root as new industries. From the seventeenth

to the mid-nineteenth centuries the patent was awarded as an
encouragement to the inventor to manufacture and sell his

novel wares; the patent ideally reflected the morality of the
time, in that the patentee who by his own industry exploited his
patent and put it to good use would receive his just reward, if
the invention were meritorious. Patents were given to all,

irrespective of the merit of the invention, and the market

decided which were the good inventions. From the nineteenth
century onwards, the patent has served to protect the
considerable outlay in plant, manpower, research and
development of new inventions. From this time, inventions
tended to be more specialised, complex and expensive to put
into full working operation, and the enterprising individual or
firm could borrow from others, or risk his own money, in
relative safety where he was assured of a market free from
direct physical competition. Thus it can be seen from this

generalisation that the device of the patent of monopoly has

19



been employed to serve different functions in the evolution of

different economic conditions in society.

Having briefly justified the use of the monopoly as an
award in return for disclosure of an invention, it is
necessary also to ask whether that award in fact encourages or
stimulates further invention, and, indeed, whether any system -
based upon monopolies, compulsory licences, laisser-faire or
whatever - will achieve that end.6 Arquably, no system is

equipped to stimulate further invention; a free market will not

encourage exploitation of an invention if the cost of research
and development is paid by the first inventor and is then used
freely by all his rivals who have only manufacturing expenses to
recoup; the monopoly will not encourage further enterprise,
because once an inventor has gone Eo the trouble of obtaining it
his best interests are served by exploiting it until its

expiry; and to grant a monopoly subject to compulsory licences
obtainable by trade rivals is to destroy the incentive of those

rivals to invent around a patent which would otherwise be an

obstacle to their own development.7

There is of course a fallacy in each of these arguments:
the advantage of being 'first on the market' is considerable -

though there may be instances in which there is no such

8

advantage” - and may often be as valuable as the monopoly

9

itself in practice; the patent system does encourage

invention around a dominant patent in any industry10 both by

20



M T LT ALY :FEFW SR IR T e R

competitors in the same fields, competitors in different fields

which serve the same basic markets (e.g. the gas and electrical
industries), and by the patent-holders who seek to extend the
life of their dominant patent by surrounding it with improve-
ment patents, without which its commercial value to the user in
the public domain will be seriously impaired; and the
compulsory licence-based system combines the income-earning
aspects of the patent system with the open competition of the

free market, which competition is as much reflected in the
marketing of innovative goods as it is by the marketing of

identical produce at lower prices.

On a more cynical, though no less tenable note, adopting

11 that a copyright monopoly is just a

the argument of Macaulay
necessary evil preceding a greater attendant benefit, one can
claim that the function of the patent system is to increase the
sum of public knowledge in the public domain as rapidly as
possible; the monopoly is the carrot which lures manufacturing
and inventive interests to disclosure of their secrets into the
public domain. If this is so, the system is certainly efficient,
for it encourages the exposure of many inventions which, while
being of certain value, are for technical reasons incapable of
being patented, or are so capable, but are 'weak' and are not
renewed after five years. Only 18% of patents are renewed

after this period, 8.2% after ten years and 2% only are still in

force after sixteen,12

even though renewal fees are modest.
Just how powerful a carrot the monopoly is, is a matter of

dispute, for some have said that inventors will only seek to

21



patent those inventions which they are unable to protect in any
other way, e.g. by contract or by secrecy, and that these

inventions will remain undisclosed and lost to the public;13

but this counter-argqument is weak in view of the fact that
modern science is so advanced that the chemical composition of
formulae, and other 'mysteries', can often be ascertained by

close examination of the product and of relevant scientific

information.

5.3 Importance of the Profit Motive

In order to illustrate the importance of profit and cost in

4

the patent system, Professor Fritz Machlup1 constructs a model

which brings together the factors of (i) private cost - the

cost involved in achieving a given end, (ii) social cost -
the detriment to society at large which is achieved by this end,

(iii) private value - the profit or gain resulting from that end,
and (iv) social value - the benefit which society derives from
that end; 1in the case of inventions, this is often perceived

in advance, in the form of 'demand’.

The capitalist assumption behind the model is that where
private cost exceeds private value, production stops; the
socialist assumption is that if social value exceeds social
cost, production continues. In a controlled social democracy
it may be surmised that production will stop if social cost

exceeds private value, irrespective of social value. Machlup's
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basic model

Social value

¢———INVENTOR ;——— ———-—v"socn::'nf———}s":"’11;al
Private value “O8S

Private
cost

assumes that the inventor's private cost is his outlay of
labour and materials, and his private value to be the patent
right, for what it is worth. A more common and realistic

model might, however, look like this:

: p———Social value
o V3t INVENTORc—-Private valu\EMPLOYERG—EE—i'XZt—e——SOCIETY
_Private cost-l. J
social

cost

In this model, the patent is held by the employer, or for
his benefit, and it is the employer's private value and private
cost which will determine whether a patent will be exploited, or
even applied for. Note how the employee is 'frozen out'; he
may often receive nothing in excess of his salary if he makes an
invention, so that his private value will not be increased if
he does not invent, and his private cost is entirely under-
written by the emplover for hire. Thus the inventor's basic

property in his invention, and its cost to the employer, are

'internalised'.15

Having explained how profit fits into the employment
situation in regard to the creation of inventions and their
exploitation, it 1s necessary to say a few words about the more

general effects of profit upon the practical reality of the

industrial application of inventions.
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1. The expectation of profit effectively channels effort and
resources into particular areas of expertise; once an
investment is made in a given area of science, those scientists
who work in that area and are the beneficiaries of that invest-
ment will be able to dedicate their time, resources and
expertise into that area. By implication such investment will
also diminish the volume of research in other areas from which
those scientists may have been drawn. Of the investment areas

themselves, it is usually safe to generalise that they will be

of practical rather than purely theoretical interest, and
research capabilities therein will be geared rather towards the
solution of specific problems than towards the study of mere
generalities;16 investment from private enterprise will also
be predominéntly 'patent-~oriented’, that is, it will direct the
minds of the scientists and researchers so employed towards
formulating the solution of whichever problem they work upon in

such a way, 1f possible, as to result in the patenting of their

17

solution, and any resulting patent is more likely to be

"intensive" - 1i.e. built around an area of expertise which is

already covered by patents, owned by the investor or by his

rivals - than "originative", i.e. providing the basis for a new

discipline or area of commercial exPloitation.l8

2. The profit motive will decide what is the best mode of
protection for an invention. For example, if (i) the cost of
obtaining a patent will be high in relation to its likely
income, or (ii) the invention lies in a field of abrupt and

volatile technological change, and would thus have only a very
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short predictable utility span in commercial terms, or (iii)
if the patent, once granted, would probably be 'weak' and
easily evaded, would be unlikely to stand up in court, or
would encourage infringement by others, or (iv) if the

invention covered just one of many processes whereby the

same end be reached, and infringement would be difficult to
detect, then in such circumstances it would be the
considerations of profitability which would dictate that the
legal monopoly be eschewed and that the invention remain un-
patented. Such inventions are, like unreported crimes, an
'hidden' quantity, and are no less a product of the patent

system than are their patented counterparts.

3. Profit will decide when, or even whether, a granﬁed
patent will be worked at all. For example, a company
invests £45,000 in plant which manufactures a certain type of
television valve, on the assumption that by manufacturing
3,000 valves a year it will make a net trading profit of
£10,000 per annum and will be able to recoup its initial out-
lay in six years (including the payment of interest and other
sundries); after one year a new valve manufacturing process is
invented whereby the same valves can be made for a profit of
£12,000 per annum, but the necessary new plant would cost
£75,000 to install. The company - especially if it were in a

monopoly position - would certainly think in terms of recouping

most if not all of its earlier outlay before investing in the
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13 On an industry-wide basis it is

more expensive plant.
probably not dissimilar considerations which have stayed the
introduction of such devices as light-bulbs which do not need

replacing, genuinely run-free and ladderless ladies' tights,

and relightable matches.

4. Economic considerations will determine whether or not a

patent monopoly will be abused by pooling agreements or by

other unfair trading practices. The pooling agreement can

result in a shift of industrial power of a considerable scale;

for example, small companies A, B and C are technologically
advanced but hold only a small share of D's market. If A, B
and C pool their patents, know-how and resources, producing a
superior or cheaper product, and if they refuse to license D to

use them likewise, they may effectively remove D's market in

time. Such abuses have forced legislative action both in the

United States20 and in the United Kingdom.21

5. Profit decides, on an indirect basis, the future trends in

corporate research and development spending; it has been

pointed out22 that the funds allocated to research and

development in the United Kingdom are usually taken as a

proportion of the net trading profits of the previous year.

It should be borne in mind that any changes made in the
current patent system would, mutatis mutandis, effect a change

of some sort in the assessment of the five points described

above; the smaller the change, in the distribution and in the
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influence of patent rights, the less are likely to be the

consequent changes in industrial practice.

5.4 Who pays the Price of the Patent and its Rewards?

When a patent 1is granted, the public 1s not deprived of a
right to do anything which it had a claim to do before, except
the liberty to conceive the patented invention anew and to apply
for a patent on it; thus the patent grant can be described as
a reward to an inventor which costs the public nothing, or at

23

any rate very little. However, at the time of grant the

patentee has already met the private costs of working upon and
developing the invention, and of giving that invention some
market-potential. This cost is borne by the patentee at first
instance, though it may be alleviated in part as being an
expense which offsets the tax liability upon his trading profit,
which means that some part of the cost is borne by the taxpaver.
The rest of the cost to the patentee is recovered (in theory)

by the sale, use, production of the patented invention, or by
the sale or licensing of the patent itself, or by both; this
means that the rest of the cost to the patentee is met by the
consuming public either directly, when they purchase the
invention or its benefits, or indirectly, when the consuming
public purchases from an assigneeor licensee of the patent.
When the public purchases the invention in the form of a new

product or service, the taxpayer then recoups his notional

contribution (described above) in the form of sales or Value



Added Tax,24 where appropriate.

The larger the potential market within the consuming public,

the lower will be the break-even price at which the exploiter

of the patent can sell the goods or services; thus if the

market consists of N consumers, and patenting, manufacturing
and marketing costs are P, Q and R respectively, the break-even
cost of the end produce 'Eﬂim%—i—g- will drop as N rises. The
degree of profit taken in excess of this price is a factor of

variables such as the degree of competition and the maturity of

the market, which do not concern us here.

When a new factor such as the purchase of another patent

must be accounted for, the formula above is adjusted, giving us

the following formula, E_i_Q_ﬁ_E_i_ﬁ , where S is the cost of

the new patent. In practice this should be a minor element

only in the total price, for, 1f S is an high figure, there is

proportionally less likelihood of our company adopting the new

P+Q+ R+ S
N
increases. However, the adoption of the new patent at cost S

patent, especially where N diminishes as

is to some extent stimulated by the fact that the real cost to
the company is less than S, once he has set off his manufacturing

expenses against his sales returns.25

What if a product, for instance a new colour television set,
involves the use of a large number of patented inventions? Then

the cost of the end product would have to be at least

N L , where n 1s the number of patents.
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Although the final cost may be appreciable where N is small,
and the cost of the patents is high, the proportional

increase in break-even price rises more slowly than the

proportional increase in our company's expenses, since the
ultimate source of finance, the general public, spreads the

load across 1it. Where the cost of sl + 82 + e Sn

represents the payment of compensation to an employee inventor
under a statutory award scheme,26 the quantum of payment in each
case is almost certain to be far lower than the cost of

purchasing a licence or the patent itself at a fair industrial

market price because the sum payable by way of compensation is
settled so as to take into account the employer's "contribution"
to the invention through provision of plant, materials and

resources, fixing of the employee's employment duties, and other

sundry factors.27

In West Germany the cost of rewarding employee inventors is
shared by the employer (and thus, through sales profits, by the
consuming or manufacturing public) and the taxpayer, since under
the provisions of its award scheme law inventors are taxed upon
their invention compensation at only half the normal rate of

28 29

income tax. According to Professor Schippel this

encourages employers to give more generous awards, though it is
difficult to see how the opposite is not the more likely

consequence. Apparently the half-taxation provisions have
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been open to some degree of abuse,30 the better (and better-

off) inventors managing to get more than just their invention
awards paid as such, thus reducing their normal income tax
liability. Nonetheless there would appear to be no movement

towards the reform of this law, which presumably satisfies

employers and employees, if not the West German taxpaver.

5.5 Economic Requirements that Patents be Employer Controlled

A simple ideal model of the economic considerations of
patent exploitation in a manufacturing company might look as

follows:

STAGE 1 Potential public Amplification Company
demand for ~ of demand "_>perception of
produce (through market

consumer
groups etc.

STAGE 2 Corporate balancing of income, assets and
predictable expenditure

Credit Debit
Existence of patent Patent fees
monopoly Market research and
Current profits marketing costs
Shares and loans raised Interest payable;
Assets and plant dividends
New plant; training costs;
salaries
STAGE 3 Company manuf- Amplification Compliance
acture and ~—> of supply ———with legal
supply of new (advertising, checks (e.g.
product etc.) Fair Trading,

Monopoly law)

Actual public
demand and
consumption
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This is indeed a far cry from the simpler still model which we
may surmise to have existed before the industrial revolution,

along these lines:

PUBLIc2—ﬁ§ef?g§g;ﬁ:NVENTOR/MANUFACTURER~—ﬂ§E§%%E:*—9PATENT OFFICE
ation l Grant ]

Yet the current patent system was conceived with the pre-

industrial model in mind. As it can be seen, the employee

inventor has no real role to play in the current 3=-stage model

since - although it is his invention which the company exploits -

he is economically insignificant. It is the exception rather

than the rule that he will hold a position of decision-making
influence within his organisation; his capital will as a rule
be infinitesimal in comparison with that of his employer, and
the ability of any one single man to attract full-scale or even
partial industrial investment money is far less than that of the
employer with assets to mortgage. In probability the employee
inventor will have no experience or expertise in any field of
industry outside his own - and the research worker, the
manufacturing engineer, the production-line labourer and the
sales executive deploy thoroughly different, often specialist
skills in their line of employment; the corporate entity will
be more likely to have that spread and depth of experience which

the individual lacks.>*

To complete the overall black picture
for thie employee inventor who may wish to exploit his own

inventions, it is fair to point out that there is a tendency
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towards inventions today being far more technical or

specialised in their application and content, a fact which is
apparent to anyone who peruses patent specifications of today

and compares them with those of times bygone. This means

that, on the whole, more sophisticated machinery, techniques

and training are reguired to put into successful commercial
practice the sound theories contained in the patent specifications;
a further obstacle is that so many inventions today are valueless
unless employed in conjunction with other recent inventions (as

in the computer hardware and aerospace industries), and the same

may be said of inventors - who are often employed to the best

effect when harnessed to their fellow-employees in the form of

research teams;:; while invention 1is itself an individual act,

the importance of team work has been reflected by its rapid

growth in current industrial practice.32

In short, the transfer of ownership and exploitation rights

in a patent

falls little short of a transfer of the invention
from one culture to another. It 1lifts the patent
out of the province in which it is supposed to
operate, separates it from the objectives it is
supposed to serve, strips away the world of idea
and custom which impinges upon it. It sets the
grant down in a universe of business, makes it a
counter in the acquisitive game, subjects it to
the discipline of money-making.33

Thus without prejudice to the employee's right to secure fair

and just compensation for any invention he makes and which is
taken from him and is used by his employer, it would seem that
the exploitation of patents is more effectively and efficiently

performed with the resources of the corporate enterprise; and

this, 1f true, will be equally true whether the enterprise is
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that which employs the inventor, or 1s an outside concern,
and whether the enterprise falls within the private or the

public sectors of industry.

5.6 Patent Statistics as a Monitor of Patent Trends

The analysis of the patent system by économists has often
involved the examination of Patent Office statistics and the

extraction of conclusions therefrom. Jacob Schmookler34

warned against the use of such statistics other than as an
indication of contemporary areas of and trends in invention
which correlate approximately to the degree of investment
activity of industry; the basis of this warning was that there
are factors which the patent figures do not themselves reflect.
Such factors include (i) non-patenting of inventions which are
more valuable if unpatented, e.g. where there 1s no competition
to protect, or where the invention lies in a field of rapid
technological obsolescence, (ii) the fact that inventivity may
be channelled into largely non=patent areas such as
physiotherapy, computer software development, etc., (iil) the
number of weak 'defensive' patents, which are not actually
intended to be exploited, but which fend off competition where
the patentee 'embroiders' a non-patentable process or one which
is covered by a patent now expired, (iv) the fact that the
interminable march of science from areas of simplicity to those
of academic erudition causes more time and trouble to be spent

on expanding the frontiers of knowledge, and probably means



that a good deal of research 1s spent in difficult areas where

failure to come up with any attempt to correlate the patent
statistics with the inventive activity of employee-~inventors,

whether remunerated or otherwise, without first taking into

35

account all of these hidden factors: to do otherwise would be

analogous to examining current patent-ownership practice on the

basis of decisions in recent litigated cases only.36

5.7 Economic Considerations of Copyright

As explained in 5.1, supra, the economic impact of
copyright is less significant than that of patents because the
monopoly nature of that right 1is far less complete and its
protection is accordingly less. If I invent a machine and
patent it, I know that no-one else may make, use or sell such a
machine at all, but 1f I spend time and capital in the
compilation of a dictionary I have no legal recourse against
anyone who goes to the same lexicographical sources as I, and
compiles a work identical or nearly so to mine, which that com-
piler has never seen, and has thus not copied. However, 1in
practice it would seem that copyright protection usually does
give publishers sufficient confidence to produce dictionaries and
other labour-intensive works, for the cost and trouble of the

necessary independent research by would-be non-infringers is

usually high.37

Perhaps because of its lesser economic significance copy-

right has enjoyed but little economic analysis in comparison

33



with the patent. We do know, however, that whereas some
ventures, for example in the theatrical, filming and

recording industries, must rely heavily upon the laws of copy-
right for the protection of their capital, the commercial
requirement of the journalist or of the photographer is far
less, especially where his market is a fairly 'instant' one,
where the chief value of any work produced lies 1in its

topicality or 'newsworthiness' rather than upon its continued

marketing and exploitation. We also know that relatively few
producers of copyright materials (as opposed to the publishers
of such) manage to derive thelr income solely from their

production unless they are salaried to do so. In an analysis

38 it

of freelance authors' incomes between the years 1953 =-1957
was revealed that 51.4% of writers derived more income from non-
writing than from writing sources, and that only 7.8% of those
polled derived all their income from commissioned writings;

of playwrights over 60% relied on 'acting and teaching' for

their support.39

Unlike the field of patent law, where man's knowledge,
expertise and future endeavours are shaped by the decision made
by the inventor - now largely supplanted by the employer = as
to which areas of prospective research should be cultivated,

copyright law would appear to influence no such profound
matters. Yet in certain areas of the publishing industry the

legal incidents of ownership of copyright are of some
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considerable economic significance; for example, in an high-

risk area like that of publishing children's books - where the

supply of ready materials far outstrips demand for it - it has

40

been suggested that

Publishers could contract with authors before the
manuscript is completed or even before it is
started. This would reduce the risk to the
author of putting time and effort into a product
which is not marketable. It 1s a small step
from this procedure for the publisher to hire

the potential author, putting him on the
publisher's pay-roll while he 1is working on the
book. In fact, in the very high risk (from the

author's point of view) field of elementary school
texts, many publishers do th:l.s.41

In the entertainment and book=publishing industries, the
employer will be concerned to exert an element of control over
the right of others to compete with him, either by taking a
full assignment or an exclusive licence from the copyright
producer.42 But the news media - and especially the national
press - place more value upon the privilege of publishing the
news before anyone else, and often do not care what the author-

employee does with his contribution once the work has been

published. 43
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11.

FOOTNOTES

Chapter V

This thesis assumes the existence o0f a free market of the
Anglo-American type; it is to such a model that the case-

law discussed below at chapters X and XIII is directly
referable. The relative merits of capitalist and Marxist

economic theories fall outside the scope of this thesis,
though some of the works of economists cited in this

chapter were to some extent devoted to this issue.

Copyright with an extended ambit of monopoly such as patent
law enjoys would be a powerful right indeed; see Plant,
"Economic Aspects of Copyright in Books" (1934) Econ. N,S.
167,170.

See, e.g., Williams & Wilkins Co. v. United States,

487 F.2d 1345 (1973), aff'd sub nom.

See, e.g., Patents Act, 1249, section 46.

On the 'contract' theory of patents see chapter 10.0, inf.

On this subject generally see F. Machlup, An Economic Review
of the Patent System (1958).

M. Polanyi in Machlup op.cit. n.6, sup.; "Plans for Reforms
and Alternatives".

In one old case the subject-matter of the patent was an
irrigation system, which even after the patent expired
would still be regarded as something of a novelty.

See Breyer, "The Uneasy Case for Copyright" (1970) 84
Harv. L.R. 281,

See Schmookler, op.cit. n.34 inf.

Macaulay: The Works of Lord Macaulay: Speeches, Poems and
Miscellaneous Writings, volume II (Albany edition, 1898):
speeches of 5th April 1841, 6th April 1842, in the House of
Commons.
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14,
15.

l6.

17,

18.
19.

20.
21.
22.

23,

24,
25.
26,

27.

28.

29,

30.

Boehm and Silberston, The British Patent system: Part 1
(1967), chapter 1.5.

See Machlup, n.6, sup.: most economists reject the
‘contract' theory of the patent lawyers.

ibiCl' at 57-8I

See Demsetz,"Toward a Theory of Property Rights" (1967)

Am- ECOII- RGV. 347' 347-81

Lontai, "Research Contracts in the East and in the West"
(1972) A.J.S.H. 104.

Plant, "Economic Theory Concerning Patents for Inventions™
(1934) 1 Econ. N.S. 30, 45.

ibid., at 33.

Practices of this kind have been described by Schumpeter
(Capitalism, Socialism and Democracy, 1947, at 87) as
'steadying the ship'; such a practice is regarded as
essential, though it is often in fact abused.

e.g. The Sherman antitrust legislation of 1890.

e.g. Restrictive Trade Practices Acts, 1956, 1968.

Jewkes, Sawers, Stillerman, The Sources of Invention (1969),
chapter 6.

There is still the cost of administering the Patent Office,
which currently runs at a loss. For an account of Patent
Office administration, see Boehm and Silberston, op.cit.

n, 12, sup.
Finance Act, 1972, section 2,

Income and Corporation Tax Act, 1970, sections 238, 243 (3).

For an account of statutory award schemes, see chapter 8,
inf.

In West Germany the inventor usually receives between 13%
and 20% of the value of the invention: Schippel, "Compen-
sation of Employee Inventors in West Germany" (1973)
I.I.C. 1, at 16

ibid., at |6

ibid., at I'#

see Brennan, "The Developing Law of German Employee
Inventions" (1962) P.T.C.J.R.E. 4l.
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32.

33.
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35.

36,
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38.

39.
40.
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Lack of expertise in non-inventive fields is legendary;
in the Hearings before the House Committee on Patents
(the Oldfield Committee), Revision and Codification of
the Patent Statutes (1912) no.3, where it was claimed

that only 1% of named inventors were financially

successful: Vaughan, Economics of Our Patent System
(1925) pp. 202-4.

See Bush, Proposals for Improving the Patent System (1956),
p. 89.

Hamilton, Patents and Free Enterprise (1941), p. 46.

"Technological Change and the Law of Industrial Growth"
in Patents, Inventions and Economic Change (1972)

This was done by Smith, "Technological Innovation and

Patents" in Alderson et al (eds.), Patents and Progress
(1965) and by Taylor and Silberston, The Economic Impact

of the Patent System (1973), p. 56.

This was done by Tuska, Individual Inventors and the
Patent System (1961).

Hurt and Schuchman, "The Economic Rationale of Copyright”
(1966) Am.Econ.Rev. 421, 429.

See Lord, How Authors Make a Living (1962), chapter 2.
Lord, op.cit. n.38 sup., at 188.

Horvitz,"Pricing of Textbooks" (1966) Am. Econ. Jour. 412,

Horvitz, op.cit. n. 40, at 414 (no names or examples
given).

See the Writers' Guild of America Theatrical and
Television Film Basic Agreement (1970).

Interview with Paul Smith, Deputy Editor, Kentish Express,
November 1974.

40



CHAPTZEHR vV 1

INDUSTRIAL RELATIONS AND INTELLECTUAL PROPERTY

6.0 Introduction

The relationship of capital to labour may be viewed in two
distinct forms; the first 1is that of the employer as a
powerful bargaining unit (by virtue of his superior capital
resources) éontracting'with the weak individual employee (who
depends upon the former for his continued or prospective live=-
lihood) under such terms as the employer can impose upon the
employee, and the second is that of the employer striking a
bargain not with each individual employee, but with a
collective body of employees (who may between them, in skill and
training, represent a large fraction of the investment made by
the employer), as to what terms each individual employee should
or should not be prepared to accept. In the second case the
superior bargaining power of the employer over the individual
is usually neutralised, and sometimes bettered. To the

extent that labour depends upon the investment of capital in
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the form of employment, and investment itself requires the
existence of labour, the collective bargain = that is, the
bargain struck between the employer and his employees as a
body, not as individuals - has probably succeeded in preserving

the delicate balance of mutually competing interests.

The function of this chapter 1is not to give a general
account of collective and individual bargaining, but to examine
the subject so far as concerns the rights of those employved -
intentionally or otherwise - in the creation of intellectual

property. By and large this chapter will concern itself with
'industrial' property rather than with the creation of copyright

works, which latter is dealt with en passant, in 13. and
l6.

6.1.1 Employers

Today's employers are most likely to be corporate bodies and
not individuals; as such their pfime responsibility is to their
shareholders and not to their employees. In some 80% of
inventions patented today, the inventor will be an employee and

1 This author interviewed

the patentee will be his employer.
nine companies in respect of their intellectual property policies,
and only one of these reflected even a slight preparedness to
alter the standard form contractual terms (requiring assignment

of patents) if pressed to do so by applicants for posts with

them. That this can be so even when most 0of these companies are
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in competition with trade or industrial opposition for the
securing of the best employees, is some indication of how

strong the policy of requiring pre—-assignment of inventions

runs against the interests of the prospective employee.

Employers have often proven to be less than enthusiastic

about the attempts of their employee to organise unions or
groups to represent their collective enhancement. Of the
nine firms interviewed, three seemed to regard unionisation as
a necessary evil, five took a failrly neutral view of it, and
one had no union representation at all within its organisation.
Some employers have apparently sought to discourage the 'brand
name' unions from organising, by encouraging 'house unions'

instead,2 but this author found no evidence of that practice

among his fairly limited sample.

6.1.2 Employees

The employee as an individual is usually more eager to
secure and hold employment than the employer. is to grant it.

This 1s because a man who applies for a job either does not
have one, or does sO but seeks to improve upon it. The man
seeks the job; the employer seeks an employee to £ill his

vacancy, and it is the employer who interviews the employee,

not vice versa, in the vast majority of cases.

The employee who produces intellectual property of

whatever kind is usually a 'white-collar' worker whose talents
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lie rather in the fields of mental dexterity or physical
skills than in the use of physical strength and effort. He

is infrequently part of a collective bargaining unit, a

3

phenomenon accounted for by Dr Frederik Neumeyer™ in terms of

(i) his feeling of 'independence' of the unskilled or semi-
skilled employees whose work is routine and is dependent upon
the strictures of the hierarchical organisation, (ii) a

traditional identification with 'management' and not 'labour’,
coupled with aspirations towards promotion into 'management®
and the advancement of interests synonymous with the employer
rather than employees, and (iii) the heterogeneity of
occupational interests of such workers -~ after all, union
solidarity can conjure up pictures of fellow-toilers standing
shoulder to shoulder by identical pirces of plant, performing
the same work in the same workplace and thus sharing their
worries, interests and occupational experiences; while a man
involved in engineering may have little or nothing by way of
shared experience with a pharmacologist or physicist, and such
men may not even perceive themselves as forming part of any
pressure- or interest-group based upon their diverse
occupations within an employing concern. To these reasons
may be added three more: (iv) the fact that invention- or
innovation-oriented employees are often a small numerical
minority, sometimes even to the point of insignificance,4 and
(v) that such employees have in any case little bargaining

power: 1f the men who operate the machinery, service the plant,
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prepare raw materials for use or package the end product of an
industrial operation withdraw their labour, that operation will
come to a standstill. The same cannot be said if it is the
men who design the machinery, or who invent new products, who
withdraw their 1labour. Finally (vi) employees who are members
of professions such as engineering, may feel, as a matter of
professional conscience, that their prime responsibility rests

in the furtherance of their chosen arts, and that union activity

and the implicit furtherance of their own ends may detract from

this lofty goal.

6.1.3 Trade Unions

Trade unions, that is, organisations formed by the coming
together of employees of a similar industrial background, or
with an identity of interests, for the furtherance of those
interests in respect of their employment terms and conditions,
have not traditionally been active in the field of negotiating
intellectual property rights or remuneration for their member-
ships. In the United States a work-force of between 1.4 and
2 million worker-inventors has been organised into only eleven
unions or groups representing the interests of about 30-40,000

> in the United Kingdom there is less

of their number;
organisation still: the author wrote to all the leading white-
collar unions as well as to many minor ones, and could find

only three claims by trade unions to have played any part in
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the negotiation of terms relating to intellectual property, and
all three claims related to the establishment of 'suggestion
schemes' only.6 One major union, the Amalgamated Union of
Engineering Workers, in response to a letter from the author,
said:

The Union has no policy on this matter and has

received no complaints from members regarding

employer 'exploitation' in this respect. We are

unaware of any collective agreements which cover

this subject, as it is usually a matter of company

policy rather than for determination by joint
negc:ﬂ::l.at:l.on..7

Another union replied that "Rewards for worker ingenuity

are something we do not encounter in this Union - they fall more

into the field of the manual unions“.8

It is perhaps easiest to explain the lack of union involve-
ment in terms of the lack of interest in the subject by
employees themselves; for, unlike such matters as salaries,
holidays, workplace hygiene and pensions, the question of who
owns, or should own, a patent right, is of limited interest.
Most employees will not create valuable intellectual property,
and it is not unlikely that many of those who do will have
assigned away their rights in advance, and will not have
thought that there was very much that they could do about it in
the wake of such an assignment. Moreover, it may be
hypothesized that the protection of intellectual property rights
is not, ideologically speaking, the sort of subject which
appeals to the trade union tradition of participation, sharing,

and collective involvement; after all, invention and creation
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are by their very nature individual acts, and their rewards are
individual too - the collective harvesting of new industrial
benefits. A final reason behind the lack of union involvement

in this area is that there has in recent years been something

of an over-emphasis upon the role of a trade union as a

provider of more pay, to the detriment of its other functions.9

It is thought that this over-emphasis may abate during the
current T.U.C. policy of limiting the pay-claims of its

constituent unions.

6.2 Trade Union Policy

The General Council of the T.U.C. proposed to the Banks
Committee that there should be a presumption of law that the
employee, not the employer, should have the right to exploit a
patent resulting from his inventions made during employment,
but this was rejected by that Committee as being 'more

'

appropriate to a socialist country than to Britain.10 Apart

from this the only other indication of union policy on a

11 (when the acceptance of a
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